[image: image1.png]Induscry experts laughed in his face. The Silicon Valley elite
sncered at his audacity. Back in 1995, Steve Case’s predictions
sbout the furure of his fledgling company, America Online (AOL),
<eemed outrageous to everyone—except Steve Case. Nonetheless,

Case doggedly pursued his dream, rurning AOL into one of the
darlings of Wall Street. “We could be bigger than AT&T,” Case
sredicted. “The furure is online.” It was a vision that Case refused
1 zbandon, in spite of the odds against him.

Near the end of the 20th century, AOL was a profitable
Incernet giant, serving over 22 million customers around the globe

ind delivering more mail than the U.S. Postal Service. Irs high-
fving stock price gave it the financial clout o grow its customer
base by acquiring such companies-as Netscape Communications,
sival CompuServe, and ICQ with its instanc messaging software.
Bue CEO Case knew AOL needed access to compelling content
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AOL and Time Warner: Fragile Promises



[image: image9.png]Amidst the flurry, speculation about the company’s future grew
rampant. Attempts to line up AOL subscribers to AOLS own
broadband package (via third-party access) have, for the most part.
failed. Critics of the merger even suggested that the company spin
off the online and cable businesses. In September 2003 Time
Warner dropped “AOL” from the company name. In hindsi

analysts called the merger the worst deal in history. Even Steve
Case admitted that the company was “too aggressive” in its
promises: “We had higher expectations for the economy and adver-
tising than what turned out to happen.” Indeed, only ime will el
if the world's largest media merger can be rescued.
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such magazines as Tinte, People, and Sports lustrated) would pro-
Juce the first fully integrated media and communications company-

Visions of a Blockbuster

Tn January 2000 the two announced their intended $160 million
merger. AOL Time Warner (AOLTW) promised grand synergies
and clam-dunk revenues from its unrivaled combination of print and
television content with cable and online distribution. Together, the
companies could pipe a dazzling array of movies, music, magazines,
and more to their combined 100 million customers. And the merged
companies could reap cconomies of scale by promoting and sclling
cach other’ products and by climinating duplicate operating costs.
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Not everyone was excited about the prospects of the merger.
Critics feared that merging AOL, a “new economy” Internet com-

pany based in Virginia, with Time Warner, an “old economy”

media company headquartered in New York City, could ereate
communication and cultural problems. At worst, they feared, the
merger would shackle AOLs flexibility, speed, and entreprencurial
drive and sink its rapidly rising stock price. And Time Warner’s
charcholders, who were getting paid in AOL stock, worried that the
share price was highly inflated.

Regulators and members of Congress were concerned that
AOLTW would be too big and too powerful—that it might be able
10 single-handedly dominate and control the coming era of broad-
band access to the Internet. They wanted to ensure that the cable TV
system, justlike the federal hightways, would be open to veryone.



[image: image5.png]and the high-speed cable TV lines that could zap information and
entertainment into homes at lighming speed.

'Deal of the Century

Determined to transform itself into a global communications com-
pany, AOL orchestrated the deal of the century. When AOL
approached Time Warner about the merger possibilicy, Time
Warner was recling from its own costly, repeated, and failed efforts
t0 move the company into the digital era. Hitching 2 ride into the
future with AOL was an attractive option. For AOL, capturing
Time Warner seemed to herald the dawning of the digital century.
Melding AOLs Internet empire with the diverse and revenue-rich
Time Warner colossus (which included Time Warner Cable, HBO,
CNN, TBS, Warner Bros. Pictures, Warner Music Group, and
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The wrangling with regulators, shareholders, and other stakehold-
ers lasted a full year, but the government finally approved the
largest merger in U.S. history on January 11, 2001. Shortly there-
after the company ran into an economic firestorm. A dot-com
<hakeout along with a declining cconomy spurred the worst adver-
tising recession in a decade. The resulting slump in ad sales ham-
mered AOLTW's magazine, television, and online businesses. As
the economy continued to sour, so did AOLs subscriber growth
and the company’s performance. AOLTW reporied a 2002 net loss
o $98.7 billion—the biggest annual corporate loss in history. The




[image: image7.png]total value of its stock plunged by some 70 percent (from a high of
$335 billion), vaporizing sharcholder wealth, rendering employee
scock options nearly worthless, damaging employee morale, and
confirming doubters’ fears that Time Warner made 2 huge mistake
by merging with AOL.
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Meanwhile, cultural clashes berween the two companies led to
severe infighting. In late 2002 the suit-and-tie Time Wamer team
wrested control from the Polo-shirt-and-khakis AOL crowd. Most
of the senior executives associated with the merger have left the
company—including Case—who resigned in 2003, stating thet e
did not want his presence to continue to be a distraction.




