Spotlight on
Television.2.0
Leaders

February 2006

Time Warner Inc.

A Strategic Analysis by
Emerging Media Dynamics
IP Media Monitor

www.emediaydynamics.com
www.ipmediamonitor.com



Table of Contents

Introduction and EXECULIVE SUMIMATY .....coiiiiiiiiiiiiiiie ettt e e e et e e e e e e e e enneeeeeas 1
l. Brief HiStory of TiMeE WarNEr ...ttt s er e e e e e e e e e 3
. Overview Of TIMe WarnNer BUSINESSES ... .. iieiiiiieiiieieiee e eee s s e ss s s se s ae s e seneseaesa s 5
A. 2 L 8
1. Initiative to Transform AOL into “Internet HUb” ..............ccccc 11

2. Initiative to Drive Members to Broadband..........ccccoeevvvvviiviiiiiieveeeieeeeeveievevevevevenenenns 12

T o Tod A 11VA ) o I o Yo o |- R 13

4. VoIP and Social NetWOrKiNg......c.cooiiiiiiiiiiiiiie it 13

B. TIME WaAINEr Cabl@... .ot e e e e e e e e eeees 13
C. Time Warner Filmed Entertainment.. ... e eens 18
D. TIimME WaArNEr NEWOTKS ...oovviiiiii ittt ettt et te e e e e e e e e et s e e e e eeessbaeeeeeeeeenes 20
E. Time Warner PUDIISRING ....oooiii e 21

. Time Warner’s Television 2.0 EffOrtS ... 24
A. B e A - g LT O o] 1SR 24
1. Broadband TV Trial in SQn DI€QO ....ccoicuiiiiiiiiiieeiiitee ettt 24

2. High-Speed Internet OfferingsS ......ocuviii i 25
YN @ T 0T o = | 25

Road RUNNEI POITAl .......ueiiiie e eeeeens 26

. Mobile Consortium with Sprint NexXtel............ciii e 27

B. 2 27

L N 2TV 28

22 11\, 74 oo Y ¢ o 29

3. “Gold RUuSh” and “The RUNNEI™ .....oooiiiiiiiiiiiieeeeeeeeeeeeeeveveeevereveresssesessserererererererararane 31

Y T 1Yo IR T=T- U ol o DR 32

B BIIGNTCOVE. . 32

C. [N LS ATV Y T 33

Lo CONN 33

N O 1 (o To] o W \\ (=1 Ao ] § QOO PUPPPRR 34

3. HBIO ittt —————————————————————————————————————————————————., 36

D. Filmed Entertainment/StUdiOS ... eaarans 36
Il A Case Study of AOL: How Television 2.0 Could Boost Ad Revenues ................... 37
ADOUL The AULNOT ... 41
About Emerging Media DYNAIMICS ......uuuiiiiieiiiiiiiiieee e e e e e s r e e e e e e s e sanraa e e e e e e e s e nnneees 42

(List of figures and tables on next page)



List of Figures and Tables

Figure 1 — Time Warner Total Revenues, QL1 0310 Q4 05 ......cccvviiiiieie e e e e e e 5
Figure 2 — Time Warner OIBDA Q1 0310 Q4 05......uuiiiiiiiiee it e e e e srreee e e e e e e 6
Figure 3 - Time Warner Subscription Revenues Q1 0310 Q4 05 ........cooviiiiieiiiiieeeiiiee e 7
Figure 4 - Time Warner Content Revenues Q1 0310 Q4 05.........uuiiiiiieiiiiiiiiiireee e eesiiieeee e e e 7
Figure 5 - Time Warner Advertising Revenues Q1 03 t0 Q4 05 .....cooooiiiiiiiiiiiiiieieiiiiieeee e 8
Figure 1 — AOL Revenues, Q1 03 10 Q4 05 .....oiiiiiiiiiiiiiiiee ettt e e e e e e e e sinb e e e e e e e e e aaas 9
Figure 2 — AOL Subscriber Counts Q3 00 t0 Q4 05.....uuiiiiiiiiiiiiiiieee et 10
Figure 3 — AOL Cash Flow, Q1 0310 Q4 05 ......ccoiiiiiiiiiiiie ettt e e e e e s sttrre e e e e e s e e ssnrnree e e e e e e e anns 10
Figure 4 — AOL AdVErTISING REVENUE .........uuiiiiiiei ittt e e e e e s r e e e e e e s s statae e e e e e e e aaans 11
Figure 5 — Time Warner Cable Revenues, Q1 0310 Q4 05........uvuiiiieeeiiiiiiiiiiere e s e e ereiee e e e e e 14
Figure 6 — Time Warner Cable OIBDA, Q1 0310 Q4 05 .......ccccviiiiiieeeeieiiiiiieee e e s e ssireeer e e e e e 14
Table 1 — Time Warner Cable RegIONS/CIUSLEIS.......cuveeiiiiciiiiiieie e et e e e e e 16
Figure 7 — Time Warner Cable Digital Video Subs., Q1 0310 Q4 05......cceeveriiiieeiniiiee e 17
Figure 8 — Time Warner Cable High-Speed Subs., Q1 0310 Q4 05.......cceviiiiiiieeiiiiiee e 17
Figure 9 — Time Warner Cable Digital Phone Subs., Q4 04 t0 Q4 05.......ccccovviiieiniieee e 18
Figure 10 — Time Warner Filmed Entertainment Revenues, Q1 0310 Q4 05.........ccccvieeereeennnnnes 19
Figure 11 — Time Warner Filmed Entertainment OIBDA, Q1 0310 Q4 05 ......ccoeiiiiiiiiiiiiinienninns 19
Figure 12 — Time Warner Networks Revenues, Q1 0310 Q4 05 ......cooiiiiiiiiiiiiiiiiieiiiiieeee e 20
Figure 13 — Time Warner Networks OIBDA, Q1 0310 Q4 05 .....uvvvvviieiiiiiiiiieeeee e ccitrnee e e e e 21
Figure 14 — Time Warner Publishing Revenue, Q1 0310 Q4 05.......cccoiiiiiiiiiiiiee e e e 22
Figure 15 — Time Warner Publishing OIBDA, Q1 0310 Q4 05.......cceveeiiiiiiiiiieeiee e ccciiriee e e e 22
Table 2 - Selected Road Runner Content Partners...........oocuveieiieieeiiiieee e 26
Table 3 - AOL Revenue, by Type of Revenue, Q4 0410 Q4 05.......ccccvvvieeeeeeeieiiiieeeee e 38
Table 4 - AOL AdvertiSing BUSINESS MELIICS ........uuuiiiiieeiiiiiiiieie e e e s s e e e e e s s e e e e e e e 38
Table 5 - AOL Projected 2006 Ad Revenue, Assuming 5% Quarterly Growth ............ccccceevvnneeen. 39
Table 6 - AOL Projected 2006 Ad Revenue, Assuming 7% Quarterly Growth ............ccccceevvnneeen. 39

Table 7 - AOL Projected 2006 Ad Revenue, Assuming 9% Quarterly Growth ..........c.ccccceevvuneeen. 40



Spotlight on Television 2.0 Leaders -
Apple Computer Inc.
January 2006

Emerging Media Dynamics, Inc.”
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Cynthia Brumfield, President, Emerging Media Dynamics. Ms. Brumfield is widely recognized
as an expert on the communications industry, with a particular focus on the cutting-edge
developments driving the future of voice, video and data services. In 1999, she launched the first
daily publication devoted to the broadband businesses and has authored or directed numerous
studies, reports and articles on VolP, IPTV, interactive TV, high-speed data access, market share
among communications companies, and many more topics central to the development of the
communications media.

Ms. Brumfield has served as a Senior Analyst at Paul Kagan Associates , Inc. As a Senior
Analyst at Kagan, Ms. Brumfield tracked and projected industry trends and served as a lead
analyst for several Kagan investment and industry newsletters, including Interactive Television,
Cable TV Technology, Digital Television, and Interactive Multimedia Investor. While at Kagan,
Ms. Brumfield also organized successful conferences on the broadband businesses and
performed strategic advisory consulting work for leading media, communications and technology
clients.

Prior to joining Kagan, Ms. Brumfield spent ten years as the Vice President of Research and
Policy Analysis at the National Cable and Telecommunications Association. Before joining NCTA,
Ms. Brumfield was the Director of Research at the Media Institute, a nationally recognized,
nonprofit research organization.

Ms. Brumfield also co-runs a blog, IP&Democracy (www.ipdemocracy.com), which is a forum for
topics that deal with IP media and society.
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About Emerging Media Dynamics

Emerging Media Dynamics provides data-rich, well-informed and up-to-the-minute customized reports,
analyses and presentations that decipher, interpret and explain the rush of corporate, technological
and policy changes driving the development of cutting-edge communications applications. Video-over-
IP, voice-over-IP and video messaging are among only some of the quickly advancing services made
possible due to the integration of IP technology into traditional voice, video and data businesses.

Our Skills

Emerging Media Dynamics draws on a team of industry experts with the skill, knowledge and
experience to quickly analyze the onrush of corporate mergers, technology shifts, evolving business
models and government policy changes to keep media, telecommunications, entertainment and
technology companies up-to-speed on IP-enabled business opportunities — and threats.

Emerging Media Dynamics was founded by veteran analyst Cynthia Brumfield. Ms. Brumfield has
honed her expertise through extensive experience at top-flight research firms. In 1999, Ms. Brumfield
launched her first advisory services practice and developed the first daily publication devoted to the
rapidly developing broadband infrastructure. Ms. Brumfield also served as a Senior Analyst at Paul
Kagan Associates , Inc. and spent ten years as the Vice President of Research and Policy Analysis at
the National Cable and Telecommunications Association. Before joining NCTA, Ms. Brumfield was the
Director of Research at the Media Institute, a nationally recognized, nonprofit research organization.

Customized Client Advisory Services

Among the customized client services provided by Emerging Media Dynamics, in both written and in-
person presentation formats, are:

. In-depth coverage of the latest developments driving the high-speed, IP-enabled
communications services.

. Analysis of the key companies driving the development of new broadband and IP-
enabled services.

. Up-to-date and thorough status reports on the financial, operating and technology
development status of major broadband providers, technology vendors and content
suppliers.

Emerging Media Dynamics also develops proprietary reports, publications and events focusing on new
IP-enabled content and application services. For more information, please contact Cynthia Brumfield at
Cynthia@emediadynamics.com or call 240-235-1994

Web-Based Publications

Emerging Media Dynamics also produces web-based publications, including the fast-growing IP Media
Monitor (www.ipmediamonitor.com). IP Media Monitor is the definitive publication that provides
insight, analysis and news on the emerging services and applications that ride on top of the IP
platform. From voice-over-IP to IPTV to online gaming and more, IP Media Monitor cuts to the chase
and delivers information to help cable, phone, wireless, content and technology companies navigate
the new world of IP-based voice, video and audio services.
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