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ITEM 12.

The following
with respect to beneficial
26, 2000

Company to own beneficially

table sets forth
ownership of the Company's
(except as otherwise noted) by (i)

SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

certain information known to the Company
Common Stock as of Apri.
each stockholder who is known by the

more than five percent of the outstanding Common

Stock, (ii) each of the Company's directors, (ii1i) each of the executive
officers named below and (iv) all current directors and executive officers of
the Company as a group. Except as otherwise indicated below, the Company
believes that the beneficial owners of the Common Stock listed below have sole

investment and voting power with respect to such shares.
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NUMBER OF -

SHARES
BENEFICIALLY

NAME OF BENEFICIAL OWNER OR IDENTITY OF GROUP OWNED (1)
Massachusetts Financial Services Company................. 7,309,000(2)

500 Boylston Street

Boston,
America Online,

22000 AOL Way

Dulles, Virginia 20166

FMR COIXP. .. vt ittt eieene e

82 Devonshire Street
Boston,
Legg Mason,
100 Light Street
P.O. Box 1476 ~
Baltimore, MD 21203
Paul
Sth Avenue
Fl 33432

650 N.E.
Boca Raton,
Geocapital,
767 Fifth Avenue,
New York ,

Edward B. Meyercord,

Aloysius T. Lawn, IV.........
Michael Ferzacca.............
George Vinall................
Ronald R. Thoma..............
Arthur J. Marks..............
Fowler...............

Mark S.

Rosenberg...............

45th Floor
New York 10153
Gabriel Battista.............

Massachusetts 02116

6,843,356(3)

3,270,825(4)

Massachusetts 02109
INC. . ittt e vt e e e

5,997,900(7) (9

5,759,985(5)

3,966,560(7)

1,003,334(8)
106,131

20,000

All directors and executive officers as a group

(12 persons) . ................

lof2

.............................

1,766,957
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* Less than 1%

(1) The securities 'beneficially owned" by a person are determined in
accordance with the definition of "beneficial ownership" set forth in the
regulations of the Commission and, accordingly, may include securities
owned by or for, among others, the spouse, children or certain other
relatives of suc¢h person. The same shares may be beneficially owned by more
than one person. Beneficial ownership may be disclaimed as to certain of
the securities.

{2) Massachusetts Financial Services Company ("MFS"), an investment
adviser, filed an amendment to a Schedule 13G with the Commission on June
15, 1999 (the "MFS 13G"), in which it reported beneficial ownership of

7,309,000 shares, 6,471,100 of which are also beneficially owned by MFS
Series Trust II-MFS Emerging Growth Fund, an investment company, and
837,900 of which are alsc owned by certain non-reporting entities as well
as MFS. The foregoing information is derived from the MFS 13G.

(3) The foregoing information is derived from the Schedule 13G filed by
America Online, Inc. on January 15, 1999.

{4) The foregoing information is derived from Schedule 13D filed by FMR
Corp. on December 10, 1999.

(5) The foregoing information is derived from the Schedule 13D filed by
Paul Rosenberg, the Rosenberg Family Limited Partnership, PBR, Inc. and the
New Millennium Charitable Foundation on January 12, 1999.

(6) Excludes 69,241 shares of Common Stock held by Valhalla Capital
Management, a general partnership of which Mr. Mark's spouse serves as
general partner. Also excludes shares of Common Stock held in various
client accounts managed by Mr. Mark's spouse. Mr. Marks disclaims.,
beneficial ownership of such shares of Common Stock.
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{7) The foregoing information was provided to the Company.

(8) Includes shares of Common Stock that could be acquired upon exercise of
vested options.

{9) Includes 5,500,000 shares of Common Stock beneficial}y. owned by Legg
Mason Special Investment Trust and 497,900 shares beneficially owned by
Legg Mason Capital Management, Inc.
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3s

INFORMATION REGARDING BENEFICIAL OWNERSHIP OF OUR PRINCIPAL

STOCKHOLDERS, DIRE

CTORS AND MANAGEMENT

The following table sets forth information with respect to the beneficial

ownership of our outstanding capital st

ock as of May 31, 2000, by:

each person who is the beneficial owner of more than 5% of any class of

ocur capital stock;

each of our directors;

cur chief executive officer and four other highest paid executive

officers; and

cur directors and executive officers as a group.

Except as otherwise indicated, all of the shares indicated in the table are

shares of common stock.

Holders

IDT Corporation(2)................... ..
190 Main Street
Hackensack, New Jersey 07601

Howard S. Jonas(3) ........ovunnnnn.
c/o IDT Corporation

190 Main Street

Hackensack, New Jersey 07601

James A. Courter(4)..............coo...
c/o IDT Corporation

190 Main Street

Hackensack, New Jersey 07601

SCFTBANK Technology Ventures IV,
R = 2 175 T
333 West San Carlos Street, Suite 1225
San Jose, CA 95110

Gary E. Rieschel(6)....................
c/o0 SOFTBANK Ventures IV, L.P.

333 West San Carlos Street, Suite 1225
San Jose, CA 95110

Yahoo! InC. (7} ..o
3420 Central Expressway
Santa Clara, California 35051

AOL, INC.(8) i vt
22000 AQL Way
Dulles, VA 20166

Clifford M. Sobel...... ... ... ... ...,
c/o0 Net2Phone, Inc.

171 Main Street

Hackensack, New Jersey 07601

General Electric Company Group{9) (10)..

Shares Beneficially Percent of Capital

....... Owned ~ Steckil) - -
24,904,250 45.0%

24,904,250 45.0% a
24,930,650 45.0%
4,100,000 7.4%
4,110,000 7.4%
3,390,778 6.1%
2,795,000 S.1%
2,707,241 4.9%
2,332,333 4.2%

Copyright 2000 EDGAR QOunline, [nc, (ver 1.01/2.003)
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120 Long Ridge Road
Stamford, Connecticut 06927

Janus Capital Corporation{il).......... 2,198,605 4.0%
100 Filmore Street
Cenver, Colorado 80206-4923

36

Shares Beneficially Percent of Capital
Holders Owned Stock (1)

FMR Corp.(12) ...t 2,162,000 3.9%
82 Devonshire Street
Boston, Massachusetts 82109

Essex Investment Management 1,470,663 2.7%

Company {13) ........oiieii .,

125 High Street

Boston, MA 02110 -

Howard S. Balter(l4).................... 890,032 1.6%

David Greenblatt (15).................... 214,040 * )
H. Jeff GolAberg(l6) ...........vovovones 214,040 . T
Martin Rothberg(l7)..................... 167,040 *

Jonathan Rand(18)............. ... ... 59,730 *

James R. Mellor{19){(20)................. 15,000 *

Jesse P. King(19) (20} ...... ..o 14,200 *

Martin J. Yudkovitz(10)(19)............. 10,000 *

Daniel H. Schulman(19)(20).............. 18,999 bd

Michael Fischberger(2l}................. 55,680 *

Harry C. McPhersop,‘Jr.(IS)(ZO) ......... 15,000 *

Named Executive Officers and Directors
as a

group (15 personsg) (22).................. 33,421,652 59.5%

* Less than one percent.

{1) Based upon the number of shares of our capital stock outstanding on June 2,
2000. All percentage calculations assume that all shares of Class A Common
Stock have been converted into shares of common stock.

(2) Based on a Schedule 13G dated February 14, 2000, filed by IDT. All of the
shares held by IDT are Class A Common Stock. IDT has sole voting and sole
dispositive power with respect to all such shares.

(3) Howard S. Jonas, together with a number of entities formed for the benefit
of charities and members of his family, owns shares of IDT's capital stock
that enable him to vote more than S0% of IDT's capital stock. Mr. Jonas is

Copyright 2000 EDGAR Online, Inc. (ver 1.01/2.003) Page 42
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also the Chairman and Chief Executive Officer of IDT. As a result, he may
be deemed to be the beneficial owner cf the shares of our capital stock
owned by IDT. Mr. Jonas disclaims beneficial ownership of these shares.

{4) James A. Courter, one of our directors, 1is the ?President, Vice Chairman and
a director of IDT. As a result, in addition to the 26,400 shares of our
common stock that he holds directly, he may be deemed to be the beneficial
owner of the shares of our capital stock owned by IDT. Mr. Courter
disclaims beneficial ownership of these additional shares.

'5) Includes 4,022,920 shares of Class A Common Stock held by SOFTBANK
Technology Ventures IV, L.P. and 77,080 shares of Class A Common Stock held
by SOFTBANK Technology Advisers Fund L.P.

{6) Gary E. Rieschel is the Executive Managing Director of SOFTBANK Technology
Ventures and, as a result, he may exercise the power to vote and to dispose
of the shares held by SOFTBANK. Includes 10,000 shares issuable upon
exercise or presently exercisable stock options.

:7) Based on a Schedule 13G dated March 30, 2000, filed by Yahoo! Inc. Yahoo!
has sole voting and sole dispositive power with respect to all such shares.

(8) Based on a Schedule 13G dated February 15, 2000, filed by AOL. 2,250,000 of
these shares are shares of Class A Common Stock, 500,000 shares are shares
of common stock, and 45,000 cf these shares are issuable upon exercise of
presently exercisable warrants, or warrants exercisable within 60 days. AOL
has sole voting and sole dispositive power with respect to all such shares.
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(9) Includes 1,989,000 shares of Class A Common Stock held by GE Capital Equity -
Investments, Inc. ("GECEI"), as to which GECEI and NBC share voting power:
GECEI and NBC have sole dispositive power as to 1,147,653 shares and
841,347 shares, respectively. Alsc includes (i) 333,333 shares of common
stock held by GECEI and (ii) 10,000 shares of common stock issuable upon
exercise of presently vested options granted to Martin J. Yudkovitz, over s,
which NBC has the power to direct disposition pursuant to-a nominee
agreement with Mr. Yudkovitz. GECEI and NBC share voting power with respect
ro all such shares of common stock; GECEI and NBC have scle dispositive
power as to 138,180 shares and 205,153 shares, respectively. GECEI and NBC
are subsidiaries of General Electric Company.

(10) Represents 10,000 shares of common stock issuable upon exercise of
presently vested options held by Martin J. Yudkovitz, over which NBC has
the power to direct the disposition pursuant to a nominee agreement. Mr.
vudkovitz disclaims beneficial ownership of these shares.

(11) Based on a Schedule 13G dated January 11, 2000, filed by Janus and Thomas
H. Bailey, Chairman, President and a stockholder of Janus. Janus and Mr.
Bailey have shared voting and shared dispositive power with respect to all
such shares. Mr. Bailey disclaims beneficial ownerghip over all such
shares.

(12) Based on a Schedule 13G dated May 10, 2000, filed by FMR Corp. FMR has
sole voting and sole dispositive power with respect to all such shares.

(13) Based on a Schedule 13G dated January 10, 2000, filed by Essex. Essex has
socle voting power with respect to 1,470,663 shares and sole dispositive
power with respect to all such shares.

(14) Includes 337,920 shares held of record by a trust for the benefit of Mr.
Balter's family members, of which Mr. Balter and his spouse are the
trustees. Also includes an aggregate of 133,000 shares held of record by
trusts for the benefit of the family members of Messrs. Greenblatt, Slasky
and Rothberg, for which Mr. Balter acts as trustee. Also includes 250,974
shares that may be acquired currently or within 60 days through the
exercise of stock cptions.

(15) Includes 54,000 shares held of record by a trust for the benefit of Mr.
Greenblatt's family members, of which Mr. Balter is the trustee. Also
includes 84,970 shares that may be acquired currently or within 60 days
through the exercise of stock options.

(16) Includes 62,000 shares held of record by a trust for the benefit of Mr.
Goldberg's family members, of which Mr. Goldberg's spouse is the trustee.

Copyright 2000 EDGAR Online, [nc. (ver 1.01/2.003) Page 43
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Also includes 137,000 shares that may be acquired currently or within §0
days through the exercise of stock options.

{17) Includes 54,000 shares held of record by a trust for the benefit of Mr.
Rothberg's family members, of which Mr. Balter serves as the trustee. Also
includes 90,000 shares that may be acquired currently or within 60 days
through the exercise of stock options.

i18) Includes 13,230 shares held of record by a trust for the benefit of Mr.
Rand's family members. Also includes 46,500 shares that may be acquired
currently or within 60 days through the exercise of stock cpticns.

{19) All of these shares are shares of common stock that may be acquired
currently or within 60 days through the exercise c¢f stock options.

(20) Includes 5,000 shares that may be acquired currently or within 60 days
through the exercise of the option to purchase 10,000 shares granted to
the director in consideration for his services ~»n the Special Committee.
The remaining 5,000 shares will vest in equal amounts on September 30,
2000 and December 31, 2000.

{21) Includes 30,000 shares that may be acquired currently or within 60 days
through the exercise of stock options.

'22) Includes the shares of Class A Common Stock held by IDT and SOFTBANK. Also
includes an aggregate of 762,643 shares issuable upon exercise of
presently exercisable stock options.

STOCKHOLDER PROPOSALS AND NOMINATICNS

We anticipate our 2000 Annual Meeting of Stockholders to be held on or about -
December 8, 2000. Accordingly, stockholder proposals for our 2000 Annual
Meeting of Stockholders must be received at our principal executive offices by
August 10, 2000, to be considered for inclusion in our proxy materials relating
to such meeting.

.
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Stockholders may without advance notice to our Secretary nominate directors
or bring other business before the stockholders at the 2000 Annual Meeting of
Stockholders. Please note that this relates only to the matters you wish to
bring before your fellow stockholders at che annual meeting. This is separate
from the Securities and Exchange Commission's requirements to have your
proposal included in our proxy statement.

We reserve the right to reject, rule out of order, or take other appropriate
action with respect to any proposal or nomination that does not comply with
these and other applicable requirements.

WHERE YOU CAN FIND MORE INFORMATION

Government Filings: We file annual, quarterly and special reports and other
information with the Securities and Exchange Commission. You may read and copy
any document that we file:

at the Commission's Public Reference Room, 450 Fifth Street, N.W., Room
1024, Washington, D.C. 20549;

at the Commission's regional offices located at 7 World Trade Center,
13th Floor, New York, New York 10048, and at Northwestern Atrium Center,
500 West Madison Street, Suite 1400, Chicago, Illinois 60661; and

at the Commission's web site at http://www.sec.gov.

Some locations may charge prescribed or modest fees for copies. You may obtain
information on the operation of the Public Reference Room by calling 1-800-SEC-
0330.

Stock Market: Our common stock is listed on the Nasdaq National Market and
similar information can be inspected and copied at the offices of the National

Copyright 2000 EDGAR Online, [nc. (ver 1.01/2.003) Page 44
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: SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended June 30, 1999

Commission File Number - 001-12143

AMERICA ONLINE, INC.
{(Exact name of registrant as specified in its charter)

Delaware 54-1322110
{State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)
22000 AOL Wway 20166-9323
Dulles, Virginia (zip code)

(Address of principal executive offices)
Registrant's telephone number, including area code: (703) 265-1000
Securities registered pursuant to section 12(b) of the Act:

(Name of Each Exchange on

(Title of Each Class) Which Registered)
Common Stock, par value $.01 per share New York Stock Exchange P
Preferred Share Purchase Rights New York Stock Exchange

Securities registered pursuant to section 12(g) of the Act: None

Indicate by check mark whether the registrant (1) has filed all reports
required to be filed by Section 13 or 15(d) of the Securities Exchange Act of
1934 during the preceding 12 months (or for such shorter period that the
registrant was required to file such reports), and (2) has been subject to such
filing requirements for the past 90 days. Yes X No

Indicate by check mark if disclosure of delinquent filers pursuant to Item
405 of Regulation S$-K is not contained herein, and will not be contained, to the
best of registrant's knowledge, in definitive proxy or information statements
incorporated by reference in Part III of this Form 10-K or any amendment to this
Form 10-K.

As of July 30, 1999, the aggregate market value of voting stock held by
non-affiliates of the registrant, based upon the closing sales price for the
registrant's common stock, as reported on the New York Stock Exchange, was
approximately $104.4 billion (calculated by excluding shares owned beneficially

by directors and officers).

Number of shares of registrant's common stock outstanding

as of July 30, 1999. ... ... .o i e 1,108,080, 083

DOCUMENTS INCORPORATED BY REFERENCE

The following documents {or parts thereof) are incorporated by reference
into the following parts of this Form 10-K: Certain information required in Part
III of this Form 10-K is incorporated from the registrant's Proxy Statement for
its 1999 Annual Meeting of Stockholders.

PART I

Item 1. Business .

AOL 000177
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General

Founded in 1985, America Online, Inc., based in Dulles, Virginia, 1is the
world's leader in® interactive services, Web brands, Internet technologies, and
electronic commerce services.

America Online has two major lines of Dbusinesses organized into four
product groups:
o the Interactive Online Services business, comprised of the Interactive

Services Group, the Interactive Properties Group and the AOL
International Group, and
] the Enterprise Solutions business, comprised of the Netscape

Enterprise Group.
The product groups are described below.

The Interactive Services Group develops and operates branded interactive
services, including:

o the AOL service, a worldwide Internet online service with more than 17
million members as of June 30, 1999

o the CompuServe service, a worldwide Internet online service with
approximately 2 million members

o the Netscape Netcenter, an Internet portal with more than 17 million
registered users

o the AOL.COM Internet portal

=] the Netscape Communicator client software, including the Netscape -
Navigator browser

The Interactive Properties Group is built around branded properties that
operate across multiple services and platforms, such as

o Digital City, 1Inc., the No. 1 branded 1local content network and N
community guide on the AOL service and the Internet

o ICQ, the world's leading communications portal that provides instant
communications and chat technology

o MovieFone, 1Inc., the nation's No. 1 movie guide and ticketing service
provided through an interactive telephone service and on the AOCL
service and the Internet

o Internet music brands Spinner.com, Winamp and SHOUTcast

The AOL International Group oversees the AQOL and CompuServe services and
operations outside the United States, as well as the Netscape Online service,
which will be launched soon in the United Kingdom.

The Netscape Enterprise Group focuses on providing businesses a range of
software products, technical support, consulting and training services. These
products and services enable businesses and users to share information, manage
networks and facilitate electronic commerce.

In November 1998, America Online entered into a strategic alliance with Sun
Microsystems, Imc. ("Sun"), a leader in network computing products and services,
to accelerate the growth of electronic commerce. The strategic alliance provides
that, over a three-year periocd, 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 Enterprise Group code base, on Sun codg and
technology and on certain America Online services features, to business

enterprises.

For a discussion of financial information about the Company's two lines of
busines~, refer to Note 9 of the Notes to Consolidated Financial Statements.

During the fiscal vyear, the Company entered into a number 9f strategic
mergers. In March 1999, the Company completed its merger with Netscape
Communications Corporation and in May 1999, the Company completed its merger
with MovieFone, Inc. The Company also completed mergers with Nullsoft, Inc. and
Spinner Networks Incorporated, companies that provide music over the Internet,
when, Inc., a company that provides a personalized event directory and calendar
services, AtWeb, Inc., and Personalogic, Inc.

AOL 000178
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America Online was incorporated in Delaware on May 24, 1985. The principal
executive offices are located at 22000 ACL Way, Dulles, Virginia 20166-9323. The
Company's telephone number at that address is (703) 265-1000. Inquiries may also
be sent to Americ3-Online's Internet address: AOL IR®@acl.com, or to the America
Online address, AOL IR.

Interactive Online Services Business

Products and Services

The Company's Interactive Online Services business is divided into three
major product groups: the Interactive Services Group, the Interactive Properties
Group and the AOL International Group. This line of business includes the
Company's online and Internet services, Web properties and client software. The
Company has developed a multiple-brand strategy of products and services that
appeal to complementary and diverse groups of members or users of the Internet.
The Company has also developed a multiple-revenue stream strategy designed to
broaden the socurces of revenues from its properties and services beyond
subscription revenues to include revenues from sources such as advertising,
commerce, licensing fees and transaction fees. The Company has augmented its
online services with branded properties that add features or content across
multiple services or platforms. Following these strategies has enabled the
Company to operate the business and improve its services and products in a
cost-effective manner by wutilizing a shared infrastructure performing core
functions.

Interactive Services Group

The Interactive Services Group operates the Company's interactive -
products: the AOL and CompuServe services and their related brand and product -
extensions such as AOL.COM and AOL 1Instant Messenger ("AIM"); Netscape
Netcenter; and the Netscape Communicator client software, including the Netscape
Navigator browser.

The AQL Service

The Company's AOL service, with 17.6 million members at June 30, 1999,
provides subscribers with a global, interactive community offering a wide
variety of content, features and tools. The AOL service also includes simple
access to the Internet with search functionality through AOL NetFind. The range
of content, features, and tools offered on the AOL service includes the

following:

--Online Community--America Online promotes interactive community through
electronic mail services, public bulletin boards, the Buddy List feature (for
members to keep an up-to-the moment account of whether fellow members are
online, subject to a blocking feature), the AOL Instant Messenger service, which
allows members to communicate online instantaneously without having to access an
electronic mailbox, an online community center, public or private "meeting
rooms" and interactive conversations (chat) . Guest interviews, with
participation by members, take place at live "auditorium” events.

--Channel Line-Up--Content on the AOL service is organized into channels,
allowing members to navigate the service easily to find areas of interest. Each
of the following nineteen channels offers informational content and commerce and
community opportunities: AOL Today, News, Sports, Influence, Travel,
International, Personal Finance, WorkPlace, Computing, Research & Learn,
Entertainment, Games, Interests, Lifestyles, Shopping, Health, Families, Kids
only and Local. Content providers on the AOL service include CBS News, Hachette
Filipacchi Magazines, Blcomberg, The New York Times and Business Week.

--Personalization and Control Features--Members can personalize their
experience on the AOL service through a number of features and tools, including
a reminder service that sends e-mail in advance of important events, stock
portfolios that automatically update market prices, Mail Controls, which allow
members to limit who may send them e-mail and to block certain types of e-mail,
Favorite Places, which allows members to mark particular Web sites or AOL areas,
and Portfolio Direct and News Profiles, which send gtories of particular
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interest to members. The AOL service offers Parental Controls to help parents
form their children's online experience, including tools that limit access to
particular AQOL areas or Web sites or to certain features (for example, the AOL
Instant Messenger service, sending or receiving files attached to e-mail or
embedded pictures 1in e-mail, or access to premium services). The Marketing
Pgsferences feature enables members to elect not to receive certain marketing
Qrlers.

Later this year the Company plans to introduce its latest version of the
AQOL service software, AOL 5.0. New features to the service will include "You've
Got Pictures," "My Calendar," AQL Search and AOL Plus. "You've Got Pictures, "
which began testing in June 1999, will allow members to receive their developed
photos online, share the photos with others via e-mail, organize and store
photos online and order reprints and gifts. "My Calendar" will be an interactive
desktop calendar that includes features that enable members to track
appointments, key dates and other personal events online. AOL 5.0 will feature
AQL Search, a new search product that will enable AOL members to search the
Internet and AOL's exclusive content without leaving the AOL service. The
service will also include AOL Plus, a feature that will enable members to
connect to the AQOL service through high-speed broadband technologies, including
DSL, cable, satellite and wireless and will provide additional online content to
members connecting through such brocadband technologies. The expanded content
will include video, games, music and online catalogue shopping features.

The CompuServe Service
The CompuServe service, with approximately 2 million members, targets the ’;‘

value-oriented portion of the U.S. market and the professional business-oriented
market outside of the U.S. It is available 1in over 500 cities worldwide,

including in the U.S., Canada and Europe. This fiscal vyear the CompuServe .
service launched CompuServe 2000, new software that provides faster Internet .
connections, easier installation and registration, expanded customer options, ..

more powerful e-mail features and simpler navigation. CompuServe also launched a
Web site, CompuServe.com, to serve as an Internet gateway for its members.
Features on the site include personalized news, updated weather, favorite links
and Web centers highlighting specific areas of interest. CompuServe has created
a Custom Solutions Division to develop and create co-branded and custom versions
of the CompuServe 2000 software. The Custom Solutions Division will also offer
private label Internet solutions for strategic partners.

The Netscape Netcenter

The Company's Netscape Netcenter Web site (http://www.netscape.com) has
more than 17 million registered users and offers a variety of products and
services, including news and information, opportunities to purchase goods and
services, Internet site directories, software, software downlocads, and product
and technical support information. Netcenter's services consist of search and
navigation services, such as the aggregated NetSearch area, which helps
consumers and businesses find relevant information, and SmartBrowsing;
programming channels, such as Lifestyles, Personal Finance or Small Business,
which organize content and services for directed broadcast; communica:;ons and
community services such as e-mail and bulletin board services, which help
consumers and businesses connect and communicate; personalization services, sgch
as My Netscape Channel, a personalized topical channel that users can customize
ro their personal interests; Customer Netcenter, which enables businesses to
create their own portals; and opportunities for electronic commerce. Netceqter
also offers services such as: Site Central, a free Web site building service,
Netscape Sports Channel, Delivery Channel by FedEx and the My Netscape Ngtwork.
Netcenter also promotes the Company's software and customer sclutions by
featuring descriptions of the Company's offerings and providing doynloads of
certain software products. etcenter includes a co-branded version of the
Company's AOL Instant Messenger service and its "Local” channel features content

provided by the Company's Digital City property.
The AOL.COM Web Site

The Company's AOL.COM Web site (http://www.ACOL.COM) offers Internet users
{who may not be AOL members) content, features and tools, including AOL NetFind,
an Internet search and rating tool, and the AOL Instant Messenger service, which
allows Internet users to communicate in real-time with théir friends and family.
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AOL.COM also offers AOL members the opportunity to exchange e-mail on the
Internet, without signing onto the service, through AOL NetMail, and My News, a
personalized newse.service. Content provided on the AOL.COM site includes ne&s
shopping, Web search services, classified advertisements, and white and yello&
pages directories. The Company plans to continue to expand content and services
available through the AQL.COM Web site.

AQL Instant Messenger (AIM)

The Company's AOL Instant Messenger (AIM) service is a Web-based
communications service that enables Internet users to know when other users of
the service are online and to send and respond in real time to private
personalized electronic text messages. When an instant message 1is sent via AIM,
the message pops up on the receiver's screen instantly. The AIM service had over
25 million registered users, as of June 30, 1999. The AIM service is free, and
available for downloading on AOL.COM and on a co-branded basis on the Company's
cther brands and services, including the CompuServe service, CompuServe .com,
Netscape Netcenter, and to users of Netscape Communicator software. The Company
has also announced arrangements to develop co-branded versions of the AIM
serivce with Apple Computer, Inc., Mindspring Entexprises, Inc., Earthlink
Network and Juno Online Services, Inc. Version 2.0 of the AIM service offers
such features as the ability to search the Web and yellow and white pages
directory features directly from the AIM service and access to news and
information; a "File Transfer" feature that allows users to share files with
other AIM 2.0 users; and a directory of chat and interest areas.

Netscape Communicator f

Netscape Communicator is a suite of open HTML-based client software that
integrates browsing, e-mail, Web-based word processing and group scheduling.

This suite of software enables users to communicate, share and access -
information. Netscape Navigator, the browser that serves as the core component ..
of Netscape Communicator, allows access to information and network applications

on  intranets, extranets and the Internet. Netscape Navigator offers a

point-and-click graphical user interface that allows users to browse the
Internet’'s array of network resources and participate in commerce across
extranets and the Internet. Two versions of the Netscape Communicator are
marketed: Netscape Communicator and Netscape Communicator with Calendar. The
latest version, Communicator 4.6, was released in May 1599 and offers several
new features, including the Company's SmartBrowsing technology and streaming
audio and visual capabilities for consumers. With the SmartBrowsing technology
consumers can search Netcenter services and connect to Web sites covering a
variety of topics by entering common words or topics (Netscape Internet
Keywords) into the browser location bar.

Interactive Properties Group

The Interactive Properties Group includes and oversees the Company’'s
branded properties that operate across multiple services or platforms, such as
Digital City, ICQ and MovieFone. The group is also responsible for developing
new distribution networks that will enable the Company to build or acquire
branded properties that operate across the Company's multiple services and
platforms while benefiting from the Company's common infrastructure.

Digital City

The Company's subsidiary, Digital City, Inc., which is owned in part by the
Tribune Company, 1is a local online content network that offers’a network of
local content and community guides in over 60 U.S. cities, including Atlanta,
Boston, Chicago, Dallas, Denver, Detroit, Los Angeles, Minneapolis, New York,
Oorlando, Philadelphia, San Diego, San Trancisco and Washington, D.C. Local
content provided by Digital City includes original and thirdjparcy'neys, sports,
weather, a local guide service with directory and classified listings and an
interactive forum. Digital City provides local interactive content and services
on the AOL service, AOL.COM, the CompuServe service, CompuServe.com, Netscape
NetCenter, ICQ and on the Worldwide Web (http://www.digitalcity.com). Digital
City also is available through other distribution vehicles. For example, Digital
City has an agreement with MCI Worldcom to become the local content provider on
MCI Worldcom Internet, offering its interactive city guides to its Internet

subscribers.
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1CQ

The Company's.subsidiary, ICQ Ltd., is an Internet-based communications Web
portal site, which utilizes the ICQ ("I seek you") instant communications and
chat technolegy. The portal site is located at http://www.icqg.com. At the end of
fiscal 1999, ICQ had nearly 38 million registered users, and was being used
actively by almost 15 million users. More than 7.5 million people use ICQ
everyday, with more than cne million simultaneous users. Users become aware of
ICQ cthrough the "word of mouth" equivalent on the Internet of invitations from
current ICQ users to portential users via e-mail. ICQ has international appeal
;nd presence and is used primarily by young, knowledgeable users. ICQ has
introduced its latest software, 99a, which brings new tools onto to the desktop,
including ICQiT!, a built-in suite of intuitive search tools, and the new ICQ
NOW! content and community area. The Company acquired the ICQ technology with
its focus on interactive community and constant desktop presence, and is
developing it into an all-service Web portal that maintains its desktop
presence.

AQL MovieFone

The Company acquired MovieFone, the largest movie guide and ticketing
service in the country, in May 1999. Through its interactive telephone service
and its online service, MovieFone.com, MovieFone provides millions of moviegoers
each week with a complete free directory of movies, showtimes and theater
locations, and also provides them the ability to purchase tickets. The Company
intends to use MovieFone to enhance the online entertainment information
available across its family of brands and to provide special events and features
for subscribers to and users of its interactive services and products.

Spinner.com, Winamp and SHOUTcast

The Company acquired several Internet music brands in May 1999 through its
acquisitions of Spinner Networks Incorporated and Nullsoft, .Inc. The Spinner.com
Web site offers over 100 channels of programmed music in various formats. Its
content includes over 175,000 songs, and its music players display song
information as the song is played. The music players also provide links that
enable real-time listener feedback and instant ordering of the music being
played. Nullsoft, Inc. is the developer of Winamp, a branded MP3 player for
Windows, and SHOUTcast, an MP3 streaming audio system. The SHOUTcast streaming
audio system enables individuals to broadcast their own content over the
Internet. The Company plans to make these music features available to consumers
across its brands, as well as to customize them for the audience and partners of
the Company's brands.

AOL International Group

The AOL International Group oversees the AOL and CompuServe services and
operations outside the United States, as well as the Netscape Online service,
which will be launched soon in the United Kingdom. As of August 1999, the AOL
and CompuServe services had more than 3 million members outside the United
States. The Company offers its AOL and/or CompuServe branded services through
joint ventures or distribution arrangements in Australia, Austria, Canada,
France, Germany, Japan, the Netherlands, Sweden, Switzerland and the United
Kingdom. Globally, members are able to access these services 1in over 100
countries. Additionally, the Company is in the process of expanding the number
of countries to which it offers local services. The Company's international
strategy is to provide consumers with local services in key international
markets featuring local language, content, marketing and community.

Central to the Company's strategy has been the formation of strategic
alliances with strong international partners and the srovision of access_for all
members of international services. In addition, U.S. and global subscribers to
the AOL service can access selected content and communities offered on ;he
Company's other global services. The Company, through joint ventures with
Bertelsmann AG entitled "AOL Europe" and "CompuServe Europe," provides the AOL
service and/or the CompuServe service in several European countries and plans to
extend these services into additional European markets. Bertelsmann, one of the
world's largest media companies, is a minority stockholder in the Company with
an approximately 1.3% stake, and Dr. Thomas Middelhoff, Bertelsmann's Chairman,
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is a member of the Company's Board of Directors.

The Company continues tc update its gervices to match the needs of its
international maskets. For example, 1in June 1999, AOL Europe introduced an
unlimited use, flat-rate monthly pricing plan in the United Kingdom, and in July
1999, AOL Europe announced plans to launch Netscape Online, a new subscription
free service, in mid-August 1999. The Netscape Online service will compete in
the emerging subscription-free value market in the United Kingdom and will
complement the existing AOL and CompuServe services.

_ Dur@ng the past fiscal vyear, the Company has also taken steps to launch
services 1in several new foreign markets:

o Australia: The AOL Australia service was launched in October 1998
through a joint venture between the Company and Bertelsmann AG. AOL
Australia features exclusive local Australian content and also offers
members access to the original content available on the international
services.

o Hong Kong: An AOL-branded service for Hong Kong consumers is expected
to be launched in the fall of 1999. The AOL Hong Kong service will
provide original local content in both Chinese and English, with most
local content Dbeing developed or provided by China Internet
Corporation Limited ("CIC"), a Hong Kong based company that has
entered into a distribution arrangement with the Company. In June
1999, the Company acquired an equity interest in the former
wholly-owned subsidiary of CIC, China.com, an Internet company and
affiliate of CIC that operates Web portals throughout greater China.
The Company intends to use its investment in China.com to expand its -
commitments in the region. A Web site, AOL.COM.HK, 1is currently
available in either English or Chinese language. The Web site includes
both a co-branded AOL Instant Messenger service and the AOL Netfind
feature with either English or Chinese language search capabilities.

"

o Latin America: In December 1998, the Company announced the formation
of a joint venture with the Cisneros Group of Companies ("Cisneros
Group") to bring the Company's services to consumers in lLatin America.
In June 1999, the Brazilian subsidiary of the joint venture launched
the BR.AOL.COM Web site. The joint venture expects to launch an
Internet online service, AOL Brasil, by the end of 1999. The joint
venture plans to launch services in Mexico and Argentina in 2000, with
other markets to be added in the future. The joint venture will also
be responsible for the development of the CompuServe brand in Latin
America.

Advertising and Commerce

An important component of the Company's strategy in its Interactive Online
Services business is to increase revenues from advertising and commerce sources
and from the sale of merchandise. The Company continues to establish a wide
variety of relationships with advertising and commerce partners to grow and
diversify its nomn-subscription based revenues and to provide subscribers on the
Company's interactive services with access to a broad selection of competitively
priced, easy-to-order products and services. The Company has worked to develop
multiple revenue sources for its interactive properties and services, and to
broaden the scope of those revenue sources beyond subscriptions and advertising
fees to include revenues from additional sources, such as transaction fees and
licensing fees. The Company has also expanded the scope, range and types of
businesses involved in advertising and commerce relationships. The Company has
entered into advertising arrangements that encompass multiple brands within the
Company's family of brands. Additionally, the Company nas renewed and extended
or expanded relationships with existing advertising and commerce ~artners.

The Company offers its advertising and commerce partners a variety of
customized programs, which may include guaranteed numbers of impressions and
select sponsorship of particular online areas or Web pages for designated time
periods. As merchants recognize the value in reaching the Company's large,
growing and active subscriber base and users of its Web-based properties, the
Company has been able to earn additional revenues by offering selected merchants
exclusive rights to market particular goods or services within one or more of
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the Company's online services and properties. In those transactions, the Company
provides its commerce partners certain marketing and promotiocnal opportunities
and in return receives cash payments, the opportunity for revenue sharing,
cross-promotions and competitive pricing and online conveniences for
subscribers. Certain of the transactions with partners also include an equity
component for the Company. The Company may receive a warrant to purchase 3tock
or may purchase or acquire a direct equity interest in the partner. These equity
investments are accounted for in accordance with Company accounting policies and
certain of these equity investments may result in revenue generation at the
onset of the deal. In addition, these equity investments can also represent an
additional potential source of income to the Company upon their disposition.

The advertising and commerce partnerships also provide the users of the
Company's interactive services and properties with access to a diverse selection
of consumer products and services. The Company obtains revenues from the sale of
merchandise by offering for sale to subscribers on its interactive services a
number of computer and Internet online goods and services, including hardware
and software products and books and Company logo merchandise. The Company
promotes its merchandise principally by means of promotional ‘“"pop-up" screens
and makes its merchandise available in online stores included in various channel
stores and in specialized seasonal or other targeted shops.

Network Services
Interactive Online Services Business Technologies

The Company employs a multiple vendor strategy in designing, structuring
and operating its network services utilized in its Interactive Online Services
business. The Company manages AOLnet, a transfer control protocol/Internet
protocol (TCP/IP) network of third party network service providers, including
Sprint Corporation, GTE Internetworking, formerly BBN Corporation, and MCI
WorldCom, 1Inc.'s wholly-owned subsidiary MCI Worldcom Advanced Networks, Inc.
ACLnet 1is used for the AOL service and certain versions of the CompuServe
service in North America.

The Company anticipates continuing to build AOLnet in order to increase its
network capacity, provide members of its online services with higher speed
access and reduce data network costs on a per-hour basis. During fiscal 1993,
the Company added modems at a rate of approximately 37,500 monthly to expand to
approximately 1.25 million modems. The AOL service grew as of July 1599 to
achieve over 1.14 million simultaneous users, the exchange of approximately 66
million e-mail messages a day and 468 million Instant Message communications a
day. AOLnet offers members of the AOL service in North America local telephone
numbers in approximately 1,000 cities. In total, the AOL service is available in
approximately 1,500 cities in more than 100 countries.

The CompuServe service for versions prior to CompuServe 2000 currently
relies on data network services provided pursuant to a Network Services

Agreement among the Company and CompuServe Incorporated, a wholly-owned
subsidiary of MCI WorldCom. The agreement has an initial term ending December
31, 2002, subject to possible extension by the Company under certain

circumstances. Under the agreement, the Company has made certain commitments to
use such network services for these versions of the CompuServe service. The
smooth operation of and access capacity on these versions of the CompuServe
service are dependent on the network services provided under the agreement and
would be adversely affected by service failures of the network services
provider. The CompuServe service is available in over 500 cities worldwide.

The Company's ability to reduce data network costs on a per-hour basis and
to expand the network capacity may be limited or impaired under certain
circumstances. The Company enters into multiple-year data communicat-ons
agreements tc support AQLnet. In connection with those agreements, cthe Company
may commit to purchase certain minimum data communications services or to pay a
fixed cost for the network services. Accordingly, if the number of subscribers
or wusage significantly decreases, network costs will not correspondingly
decrease.

Subscribers to the Company's interactive online services may experience
difficulty in accessing their service from local access numbers from time to
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time due to changing patterns of usage or peaks in usage in particular
geographic areas. In addition, supply shortages exist from time to time for
loca; exchange carrier lines from local telephone companies that the Company
requires to expand network capacity. The expansion of AOLnet requires a
sgbstagtial investment in telecommunications equipment, which the Company is
financing principally through leasing. Supply shortages or the failure to obtain
the necessary financings for the buildout of AOLnet could impair the Company's
ability to expand network capacity.

Service Platforms and Access Devices

The Company supports a variety of software platforms, hardware devices and
conduits for access to the Company's interactive online services. Today, the
vast majority of members and users of interactive online services access such
services through personal computers. Software platforms that the AOL and
CompuServe services are available on include primarily the Windows (3.1, 95 and
38) and Macintosh operating systems. The Company has established its "AOL
Anywhere" strategy of making the AOL service and features available through
multiple connections and multiple devices. The Company intends to make its
interactive online services available on new and future platforms or devices,
such as televisions, wireless telephones, hand-held or pocket devices, online
appliances, and smart phones, as consumer demand and technology and commercial
viability permit. The Company is developing versions of its interactive online
software that are customized for use on the various platforms. Features that may
be made available on the different platforms include e-mail, news, stock quotes,
electronic commerce and instant messages. The Company's next generation software
for the AOL service, AOL 5.0, which will be introduced in the fall of 1999, will
include the new feature AOL Plus, which will enable members to connect to the
AQCL service through high-speed broadband technologies, including DSL, cable,
satellite and wireless, and will provide additional online content to members
connecting through such broadband technologies. The expanded content will
include video, games, music and online catalogue shopping features.

The Company already has taken steps under this strategy to broaden the
platforms and devices on which services or features of its services can be
accessed. For example, in June 1999, the Company and 3Com Corporation annocunced
a strategic relationship to give AOL service members access to their e-mail via
a handheld computer and to work to provide additional features of the AOL
service on the handheld platform. In addition, the Company has continued
development work related to AOL TV, an enhanced interactive television Internet
service. In May 1999, the Company announced arrangements with four partners,
DIRECTV, 1Inc., Hughes Network Systems, Phillips Electronics and Network
Computer, Inc. (now known as Liberate Technology, Inc.), related to the
development of different components of the AOL TV service, including the design
and manufacture of set top boxes used in the service, the software platform for
the service and collaboration on combining digital satellite television
programming with the service. The Company also has a license from Gemstar
International Group Limited to use Gemstar's technology and intellectual
property to develop and deploy electronic programming guides for the AOL TV

service.

In June 1999, the Company formed a strategic alliance with Hughes
Electronics Corporation (“Hughes"), a subsidiary of General Motors Corporation
{"General Motors"), to develop and market integrated digital entertainment and
Internet services. The alliance will extend the reach of the Company's AOL TV
interactive television and its AOL Plus high-speed Internet services. The
alliance, which builds on an earlier agreement to develop a combination set-top
receiver for DirecTV and AOL TV, provides for extensive cross-promgtion and
marketing. It also provides for the delivery of AOL Plus to members via Hughes'
DirectPC satellite Internet network beginning next year, as well as delivery
over Hughes' next generation satellite system for two-way, bro;dbgnd
connectivity. In connection with the alliance, the Company made a $1.5 bzll}on
investment in Hughes in the form of a General Motors preference stock, which
carries a 6-1/4% coupon rate and has a mandatory conversion into General Motors
Class H common stock (GMH) in three years. For additional information regarding
this investment, see "Liquidity and Capital Resources® under Part II, Item 7,
"Management's Discussion and Analysis of Financial Condition and Results of

Operations."

The Company has upgraded AOLnet to support the v.90 gtandard for high-spged
access at 56 kps, and is also investing in the development of alternative
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technologies to deliver irs interactive online services, including cable modems
Digital Subscriber Line (xDSL) access, satellite and wireless technologies. Thé
Company plans to-effer its members higher-speed options when they become
easy-to-use and commercially viable for the mass market. The Company has formed
strategic alliances with each of Bell Atlantic, SBC Communications, Ameritech
Corp. and GTE Corp. to use new DSL technology to make available a high-speed
upgrade connection te subscribers, with the initial roll out beginning in the
summer of 1999. By the end of 1999, the Company expects to offer a high-speed
broadband upgrade to serve more than 70 percent of AOL members and will cover
nearly 16 million homes. The Company also has entered into an agreement with
Compaq wunder which new Compag Presario Internet PCs will be equipped with
DSL-ready modems and will feature pre-installed AOL software that will enable
users to access features available through broadband.

Marketing

The Company's marketing efforts and activities in its Interactive Online
Services business are conducted for its multiple brands through a common
infrastructure. The marketing goals of the Company's Interactive Online Services
business are to attract and retain members or users, as applicable, of the
online services and properties and to develop and differentiate the Company's
family of brands. To support member acquisition, the Company markets its
products and services through a broad array of programs and strategies,
including broadcast advertising campaigns, direct mail, magazine inserts and
advertisements, co-marketing, bundling agreements and alternate media. The
Company also actively markets its multiple brands through traditional campaigns .
(broadcast television, radio and print publications), and through more o
innovative means, such as through extensive online and offline cross-promotion
and c¢o-branding with a wide variety of interactive services partners.
Additionally, through bundling agreements, the Company's interactive online .
services are on a range of computers made by major perscnal computer .
manufacturers. The multi-year agreements provide that pre-installed software
will be available by clicking on an icon during the computer's initial setup
process. Through an agreement with Microsoft Corp., the AQOL service is
accessible via a desktop folder on the Windows 95 and 98 operating systems (and
will be available on future versions of the Windows operating system through the
term of the agreement). :

“
~

The Company utilizes targeted or limited promotions and marketing programs
and pricing plans designed to appeal to particular groups of potential users of
its interactive online services and to distinguish and develop its different
prands. For example, in connection with the positioning of the CompuServe
service in the United States as a value-oriented brand, in June and July 1999
the Company announced marketing initiatives for its CompuServe service with two
computer manufacturers and a number of additional retailers. Under these
promotions, consumers signing up for three-year memberships to the CompuServe
2000 service at $21.95 per month will receive a rebate of $400 in connection
with the purchase of designated models of computers. This promotion is designed
to appeal to consumers who are purchasing computers for the primary purpose of
getting online and to make the purchase of a personal computer and Internet
access easier and more affordable.

The Interactive Online Services business utilizes specialized retention
programs designed to increase member and user loyalty and satisfaction. These
retention programs include regularly scheduled online events and conferences;
the regular addition of new content, features and software programs; and on}xne
promotions of upcoming online events and new features. The Company also provides
a variety of support mechanisms such as online suppert and 24-hour telephone

customer support services.

Enterprise Solutions Business

Products and Services

The Netscape Enterprise Group is the primary product group in the
Enterprise Solutions business of the Company. In addition, the Company has
formed Netscape Business Solutions to sell AOL and Netscape products and
services to business partners and other companies. ’
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Netscape Enterprise Group

The Netscape "Enterprise Group provides enterprise software and services to
businesses that assist them in providing services to customers in the elactronic
commerce markets.- The Netscape Enterprise group develops, markets, sells and
supports a broad suite of enterprise software, which consists of electronic
commerce infrgstructure and electronic commerce applications targeted primarily
at corporate 1intranets and extranets, as well as the Internet. The software
allows users to share information, manage networks and take their businesses
online. The software is based on industry-standard protocols that can be
@eployed across a variety of operating systems, platforms, databases and
interconnected with traditional <client/server applications. The Netscape
Enterprise Group also provides a variety of services to support its software
products, including technical support, professional services and training.
Following the merger with Netscape in March 19399, the Netscape Enterprise Group
began contributing to the Company's strategic alliance with Sun Microsystems,
Inc. (see below).

Electronic Commerce Infrastructure

The Electronic Commerce Infrastructure 1is a group of solutions for
enterprise customers and Internet Service Providers that provide a flexible,
scalable foundation on which the customers can build and manage their own
extranet or Internet applications or use the Electronic Commerce Applications.

The Electronic Commerce Infrastructure provides a services-ready platform
through such solutions as a directory and security service for managing users

and applications, an application server for building and deploying applications, o
and a messaging solution for hosting and delivering communications services such -
as e-mail and unified messaging.

Electronic Commerce Applications -

The Netscape CommerceXpert product family of electronic commerce
applications enable businesses to link and manage online trading communities of
suppliers, distributers, and customers of all sizes and degrees of technical
sophistication. The Netscape CommerceXpert solutions are based on the same open
protocols and scalable security architecture used for communications on the
Internet. These solutions enable organizations to create more secure Internet
commerce sites and exchange information with trading partners.

Sun Alliance

In November 1998, the Company entered into a strategic electronic commerce
alliance with Sun, which is now referred to as the Sun-Netscape Alliance. In
combination with dedicated resources from Sun, the Netscape Enterprise Group
operates the Company's part of the alliance. The alliance builds and markets on
a collaborative basis end-to-end electronic commerce solutions to help business
partners and other companies put their businesses online. The alliance product
portfolio provides customers with scalable, integrated infrastructure software
and a family of production-ready electronic commerce applications. Products will
be offered on the industry's most widely available computing platforms. The
infrastructure product portfolio includes: messaging (e-mail) and calendar,
collaboration, Web, application, directory (network phone book) and certificate
(security) servers. The alliance offers a family of production-ready
applications for electronic commerce, including commerce exchange, procurement,
selling and billing applications intended to make electronic commerce more
efficient. The alliance initially will market and provide existing products from
each of Sun and the Netscape Enterprise Group and then will include
collaboratively developed products. The alliance has a dedicated sales force
that sells the full suite of products on multiple platforms. Support and

integration services are also provided.

Marketing

The Company's marketing efforts and activities in its Enterprise Solutions
line of business are conducted primarily through joint marketing efforts of the
Sun-Netscape Alliance. The marketing goals of the Company's Enterprise Solutions
business are to position the Sun-Netscape Alliance as the leading provider of
electronic commerce applications and Internet infrastracjure software to power
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the Net economy. The Sun-Netscape Alliance has announced that it will develop,
market and sell the products and systems through the alliance using the brand
name "iPlanet."

The marketing programs of the Company's Enterprise Solutions business focus
on reaching corporate decision makers in its key markets. Advertising will focus
on the Sun-Netscape Alliance's leadership position in the industry and the
breadth and innovation of the iPlanet product portfolio. Advertising media will
include the Company's interactive online services and properties, traditional
print and broadcast advertising campaigns and bundling agreements. A dedicated
sales force also markets the products and services sold or provided through the
Sun-Netscape Alliance directly to potential customers.

The Enterprise Solutions business utilizes customer marketing programs
designed to increase customer loyalty, customer value over time and customer
satisfaction. These programs include the recently announced iPlanet Customer
Program featuring a secure customer extranet and specialized joint marketing
activities, a new customer quality initiative and customer support and services.

Employees

As of June 30, 1999, the Company had approximately 12,100 employees.
America Online believes that its relations with its employees are good. None of
the Company's employees are represented by a labor union, and the Company has
never experienced a work stoppage.

Proprietary Rights

The Company relies upon a combination of contract provisions and patent, s
copyright, trademark and trade secret laws to protect its proprietary rights in
its products and services. The Company distributes its products and services
under agreements that grant members, users or customers a license to use its
products and services and relies on the protections afforded by the copyright
laws to protect against the unauthorized reproduction of its products. To
license its products, the Company relies in part on "shrink wrap" licenses that
are not signed by the end-user and, therefore, may be unenforceable under the
laws of certain jurisdictions. 1In addition, the Company attempts to protect its
trade secrets and other proprietary information through agreements with
employees and consultants. The Company has also filed for a number of patents
for technology relating to the Internet and online industry. Although the
Company intends to protect its rights vigorously, there can be no assurance that
these measures will be successful. Policing wunauthorized use of the Company's
products and services 1is difficult and the steps taken may not prevent the
misappropriation of the Company's technology and intellectual property rights.
In addition, effective patent, trademark, trade secret and copyright protection
may be unavailable or limited in certain foreign countries.

“ oy

The Company seeks to protect some of the source code of its products as a
trade secret and as an unpublished copyright work. Source code for certain
products has been or will be published in order to obtain patent protection or
to register copyright in such source code. Other source code has been
distributed under open source code licenses. The Company has obtained federal
trademark registration of a number of marks, including America Online, AOL,
Buddy List, Netscape, Netscape Navigator; AOL's triangle design logo; and
Netscape's "N" logo and ship's wheel logo, and has trademark rights in the U.S.
and abroad in many other proprietary names including, AOL.COM, Digital City,
ICQ, AOL Instant Messenger, AOLnet, Netscape Netcenter, "You've Got Mail" and

CompuServe.

The Company believes that its products, trademarks and other propr?etary
rights do not infringe on the proprietary rights of third parties. From time to
rime, however, the Company has received communications from third 'partzes
asserting that features, contents or names of certain of its _services or
products may infringe patents, copyrights, trademarks and other rights of such
parties. No litigation 1is pending in this area that would have a material
adverse effect on the Company's ability to develop, market and sell its products
or operate its services. There can be no assurance that third parties will not
assert infringement claims against the Company in the future with respect to
current or future features or contents of services or products or that any such
assertion may not result in litigation or require the Company to enter into
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roya}ty arrangements. Third parties also challenge the Company's marks from time
to time and sgch challenges may result in limitation or loss of trademark rights
to such proprietary marks.

- Regulatory Environment; Public Policy

~In the United States and most countries in which the Company conducts its
major operations, the Company is not currently subject to direct regulation
othgr than pursuant to laws applicable to businesses generally, including
businesses operating in the Internet. Adverse developments in the legal or
regulatory environment relating to the interactive online services and Internet
industry in the United States, Europe, Asia or elsewhere could have a material
adverse effect on the Company's business, financial condition and operating
results. A number of legislative and regulatory proposals from various
international bodies and foreign and domestic governments in the areas of
telecommunications regulation, particularly related to the infrastructures on
which the Internet rests, access charges, encryption standards and related
export controls, content regulation, consumer protection, advertising,
intellectual property, privacy, electronic commerce, and taxation, tariff and
other trade barriers, among others, are now under consideration. The Company is
unable at this time to predict which, if any, of such proposals may be adopted
and, if adopted, whether such proposals would have a beneficial or an adverse
effect on the Company's business, financial condition and operating results. The
Company has supported certain proposals designed to enhance market access and
competition in the offering of both narrowband and broadband Internet services
in the United States and in foreign markets and believes that the adoption of
such proposals would have a beneficial effect on the development of the Internet o
medium and of the Company's prospects. The Company is unable, at this time, to -
predict whether any such proposals will be adopted.

Moreover, the manner in which existing domestic and foreign laws
{including Directive 95/46/EC of the European Parliament and of the European -
Council on the protection of individuals with regard to the processing of P

personal data and on the free movement of such data) will or may be applied to
online gervice and Internet access providers is uncertain, as is the effect on
the Company's business given different possible applications. Similarly, the
Company is unable to predict the effect on the Company from the potential future
application of various domestic and foreign laws governing content, export
restrictions, privacy, consumer protection, export controls on encryption
technology, tariffs and other trade barriers, intellectual property and taxes.

The Company actively works both in the United States and internationally
with industry groups and alliances, as well as public interest groups and
representatives of government on issues affecting the interactive media,
including issues such as privacy measures and policies, obscenity and
pornography, consumer protection, taxation of interactive services and use,
regulation of means of access to the Internet and intellectual property issues
such as the application of copyright laws to the interactive medium. For
example, the Company is a member of the openNet Coalition, a coalition of
industry leaders promoting open access to broadband technologies; the Internet
Alliance and the NetCoalition.com, Internet industry associations; and the
Online Privacy Alliance formed to address privacy issues in the interactive
medium and is a member of the steering committees of TRUSTe and BBB Online, each
of which is developing enforcement systems for private sector commitments to
fair information practice principles.

The Company believes that industry-led standards to address issues facing
the interactive medium will result in workable solutions without restricting.the
further development of the medium. The Company seeks to educace' representatives
of industry, government and public interest groups on the benefits to society of
the new interactive services medium and of the greater likelihood of society's
achieving those benefits through the independent industry-led and ma;ket drzyen
approaches outlined above. In the Company's view, such an approach will provide
a greater acceptance of the medium by consumers around the world and a more
favorable environment for the acceptance of the Company's products and services.
Some of the issues the Company is focusing on are the protection of privacy,
online tools to permit user choice of content, prosecution of online crimes,
safeguarding of children, enhancement of online security, education and
learning, online community activities, fostering citizen and parental education
and involvement and protection of intellectual property. The Company has adopted
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internal policies and principles regarding these areas and has implemented
fgatures in its services, such as its Parental Controls feature, chat safety
tips posted prominently on the Kids Only channel of the AQOL service, and the
Notify AOL feature that enables members to report inappropriate activity on the
AOL service, as further support for its standards. The Company is unable at this
time to predict whether this approach will be adopted by government and whether
the positive regulatory environment being sought by this approach will be
forthcoming.

Available Information

The Company files annual, gquarterly and special reports, proxy statements
and other information with the Securities and Exchange Commission. Any document
the Company files with the Commission may be read or copied at the <Commission's
public reference room at 450 Fifth Street, N.W., Washington, D.C. 20549. Please
call the Commission at 1-800-SEC-0330 for further information on the public
reference room. The Company's Commission filings are also available to the
public at the Commission's Web site at http://www.sec.gov.

Item 2. Properties

The Company maintains facilities and offices at various locations
throughout the United States and the rest of the world for general . corporate
purposes, including technology centers, customer call centers, office space and
headquarters.

America Online maintains its headquarters facilities in Dulles, Virginia,
and holds various properties at and near the headquarters facilities that are
used principally in its Interactive Online Services business. The Company leases
office space in the following locations for Customer Call Centers: Tucson, .
Arizona; Jacksonville, Florida; Albuquerque, New Mexico; Oklahoma City, .
Oklahoma; Ogden, Utah; and the Philippines. The CompuServe service has its s,
primary operations in Columbus, Ohio, and has various properties at and near
those facilities. Digital City leases office space in the United States cities
for which it provides local interactive content and services. MovieFone leases
office space in New York City, but is moving its operations to leased office
space in Westchester, New York. ICQ maintains its operations in Israel. The
Enterprise Solutions business has its primary operations in Mountain View,
California, and has various other properties throughout the United States and in
other countries.

The following table sets forth information on the Company's material
properties:

Location Size Owned/Lease Purpose

Columbus, OH 296,000 sg. ft. Owned Office Space

Dulles, VA 590,000 sq. ft.(l) Owned (2) Corporate Headquarters
Dulles, VA 180,000 sg. ft. Owned Technology Center
Manassas, VA c 220,000 sq. ft. Owned Technology Center(3)
Mountain View, CA 1,054,000 sq. ft. Leased Office Space

Reston, VA 265,000 sq. ft. Owned (2) Technology Center

San Francisco, CA 36,000 sq. ft. Leased Office Space

Vienna, VA 110,000 sg. ft. Leased Office Space

(1)Two additional facilities are under construction at this site that, when
completed, will add 380,000 sq. ft. to the current size. Both facilities are
expected to be completed in 2000.

(2)This property is held subject to a mortgage. o

(3)The Company acquired 25.5 acres of land in Manassas, Virginia 1n.February
1999. The technology center to be located on the property is under
construction and is expected to be completed in early 2000.

Item 3. Legal Proceedings

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

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

The costs and other effects of pending or future litigation, governmental
investigations, legal and administrative cases and proceedings (whether civil or
criminal), settlements, judgments and investigations, c¢laims and changes in
those matters (including those matters described above), and developments or
assertions by or against the Company relating to intellectual property rights
and intellectual property licenses, could have a material adverse effect on the
Company's business, financial condition and operating results. Management
believes, however, that the ultimate outcome of all pending litigation should
not have a material adverse effect on the Company's financial position and
results of operations.

Item 4. Submission of Matters to a Vote of Security Holders

Not Applicable.

PART II
Item S. Market for Registrant's Common Equity and Related Stockhoclder Matters
Market Price of Common Stock

The following table sets forth the range of high and low sale prices for
the Company's Common Stock for the periods indicated and reflects all stock
splits effected by the Company:

For the quarter ended: High Low

September 30, 1997.... $
December 31, 1997..... $
March 31, 1998........ $ 17.47 $10.31
June 30, 1998......... S
September 30, 1998.... $

December 31, 1998..... $ 80.00 $20.66
March 31, 1999........ ) $153.75 $67.00
June 30, 1999......... $175.00 $89.50

The Company has never declared, nor has it paid, any cash d;vidends on its
Common Stock. The Company currently intends to retain its earnings to finance
future growth and, therefore, does not anticipate paying any cash dividends on
its Common Stock in the foreseeable future.

As of July 26, 1999, the approximate number of scockpolders of recqrd.of
Common Stock was 24,600. In addition, there were approximately 1.3 ml}lxgn
peneficial holders of the Common Stock, representing persons whose stock is in
nominee or "street name" accounts through brokers.

Exchange Information

The Company's Common Stock is traded on the New York Stock Exchange under
the symbol "AOL."

Options on the Company's stock are traded on the éhicago Board Options
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