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PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
UNITED ONLINE, INC.
CONSOLIDATED BALANCE SHEETS
(in thousands)
December 31 June 30,
2002 2002
(unaudited)
Assets
Current asset:

Cash and cash equivalents 63,30 $ 41,54

Shor-term investment 96,47¢ 97,81:

Restricted cash 111 5,88(

Accounts receivable, net 11,31 7,97

Other current asse 5,39¢ 3,571

Total current assets 176,59¢ 156,78¢
Property and equipment, r 13,30: 16,50(
Restricted cas 70C 30t
Goodwill 10,94( 10,94(



Intangible assets, n 46,58 47,17¢
Other asset 1,66¢ 1,88(
Total asset $ 249,79. $ 233,59:
I I
Liabilities and Stockholders' Equity
Current liabilities:
Accounts payabl $ 25,90¢ $ 21,57¢
Accrued liabilities 13,12( 11,21
Deferred revenu 20,157 18,81
Capital lease 74¢ 3,20t
Total current liabilities 59,93 54,801
Commitments and contingencies (Note
Stockholders' equity
Common stocl 4 4
Additional paid-in capital 542,40¢ 539,62t
Notes receivable from stockholde (1,559 (1,575
Deferred stoc-based charge (42 (207)
Accumulated other comprehensive income 2,98¢ 1,01¢
Accumulated deficit (353,94) (360,17°)
Total stockholders' equit 189,86( 178,78t
Total liabilities and stockholders' equity $ 249,79: $ 233,59
I I
The accompanying notes are an integral part oktbeaudited consolidated financial statements.
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UNITED ONLINE, INC.
UNAUDITED CONSOLIDATED STATEMENTS OF OPERATIONS
AND COMPREHENSIVE INCOME (LOSS)
(in thousands, except per share amounts)
Three Months Ended Six Months Ended
December 31, December 31,
2002 2001 2002 2001
Revenues
Billable services $ 58,14¢ $ 41,03 % 109,34: $ 48,69¢
Advertising and commerc 7,651 7,01% 14,52¢ 13,457
Total revenue 65,80( 48,041 123,86¢ 62,15t
Operating expense
Cost of billable services (including stc-based charges, see N
9) 21,99 23,26t 42,69( 31,54:
Cost of free services (including st-based charges, see Note 3,161 8,72z 6,891 21,97¢
Sales and marketing (including st-based charges, see Note 19,86: 10,05¢ 36,53( 13,99¢
Product development (including st-based charges, see Note 5,74( 7,41¢ 11,66 12,08:
General and administrative (including stock-badeatges, see
Note 9) 7,081 9,151 12,74( 17,16¢
Amortization of intangible asse 3,79¢ 4,68¢ 8,48 4,78¢
Restructuring charge — 2,07t — 2,43¢
Total operating expens 61,63¢ 65,37t 119,00: 103,98



Income (loss) from operatiol 4,161 (17,329 4,86 (41,829
Interest income, ne 1,07: 1,58¢ 2,061 2,94:
Other income, ne — — — 1,00
Income (loss) before income tax 5,23¢ (15,749 6,92¢ (37,879
Provision for income taxe 528 69z —
Net income (loss $ 4,711 $ (15,749 $ 6,23¢ $ (37,879
I I I I
Unrealized gain (loss) on sh-term investments, net of t: 13¢ (468 1,97¢ (355)
Comprehensive income (los $ 485( $ (16,206 $ 8,21 $ (38,23¢)
I I I I
Net income (loss) per shi—basic $ 01z $ 0.41) $ 0.1t $ (1.19
I I I I
Net income (loss) per shi—diluted $ 011 $ 0.4 $ 0.1¢ $ (1.19
I I I I
Shares used to calculate basic net income (losShaee 40,937 38,86: 40,55 31,79
I I I I
Shares used to calculate diluted net income (fosisyhare 44 56: 38,86: 44,11¢ 31,79¢
I I I I
The accompanying notes are an integral part oktbeaudited consolidated financial statements.
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UNITED ONLINE, INC.
UNAUDITED CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)
Six Months Ended
December 31,
2002 2001
Cash flows from operating activitie
Net income (loss $ 6,23¢ $ (37,879
Adjustments to reconcile net income (loss) to @esthcprovided by (used for) operating activiti
Depreciation and amortizatic 14,86¢ 14,067
Stoclk-based charge 65 3,56¢
Other 597 (24¢
Changes in operating assets and liabilities (exctuthe effects of acquisitions
Restricted cas 5,37¢ 9,15(
Accounts receivabl (1,724 2,91C
Other asset (1,60€) 2,13(
Accounts payable and accrued liabilit 5,42¢ (17,539
Deferred revenu 29¢ 3,22(
Net cash provided by (used for) operating actisi 29,53t (20,61
Cash flows from investing activitie
Purchases of property and equipm (2,637 (43€)
Purchases of patent rigt — (18)
Purchases of shterm investment (26,819 (34,609
Proceeds from maturities of sk-term investment 29,94t 27,94*
Proceeds from sales of assets, — 1,19C
Cash paid for acquisitions, net of cash acqu (8,38¢) 32,301




Net cash provided by (used for) investing actigi (7,899 26,38:

Cash flows from financing activitie

Payments on capital leas (2,306 (2,58))
Payments on notes payal — (1,9572)
Repayment of notes receivable from stockhols 56 —
Proceeds from employee stock purchase 843 111
Proceeds from exercise of stock opti 3,68¢ —
Repurchases of common stock and option sharesissé (2,165 (2,08¢)
Net cash provided by (used for) financing actiw 117 (5,510
Change in cash and cash equivalt 21,75¢ 26C
Cash and cash equivalents, beginning of pe 41,54 60,08’
Cash and cash equivalents, end of pe $ 63,30. $ 60,34"

Supplemental disclosure of non cash investing arah€ing activities
Issuance of common stock and options assumed fmisitons $ — 8 81,26¢

The accompanying notes are an integral part oktbeaudited consolidated financial statements.
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UNITED ONLINE, INC.
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENT S

1. Organization and Business.

United Online, Inc. ("United Online" or th€ompany") is a leading Internet Service ProviglE&sP"). The Company, under the NetZero,
Juno and BlueLight Internet brand names, offersoorers value-priced Internet access and e-maitedi®@nline also offers consumers free
Internet access under the NetZero and Juno brémdsddition to offering consumers access to therirgt, United Online offers marketers a
variety of online advertising products, includinglioe market research and measurement service<C@hmpany is headquartered in Westlake
Village, California, with additional offices in NeWork City, San Francisco and Hyderabad, India.

United Online was incorporated in Delawiardune 2001 and was formed in connection withntleeger of NetZero, Inc. ("NetZero") and
Juno Online Services, Inc. ("Juno”) into two of téxi Online's whollyswned subsidiaries, which was consummated on Ségiedb, 2001 (tr
"Merger"). The Merger was accounted for under theepase method of accounting and NetZero was theirac for financial accounting
purposes and the Company's predecessor for filaepiarting purposes. As a result of the Merget2¢eo and Juno each became wholly-
owned subsidiaries of United Online. On Novembe2002, the Company, through its whobbysned NetBrand subsidiary, acquired the Inte
access assets of BlueLight.com LLC ("BlueLight”).

From inception through the fiscal year ehdene 30, 2002, the Company and NetZero, as thgp@ay's predecessor, have incurred lc
from operations and have reported negative anmexkding cash flows. As of December 31, 2002, tomm@any had an accumulated deficit of
$353.9 million, cash and cash equivalents of $&8IBon and short-term investments of $96.5 millidrhe Company has no material financial
commitments other than for capital and operatimgéeagreements and telecommunications and marlsstiaiges agreements. The Company
believes that its existing cash, cash equivalemissdort-term investments, and cash generateddpmrations will be sufficient to fund its
working capital requirements, capital expendituaed other obligations through at least the nexivvenonths. However, additional capital
may be needed in order to fund the Company's dpastexpand marketing activities, develop newrdraace existing services or products, to
respond to competitive pressures or to acquire temmgntary services, businesses or technologi¢ise IEompany's existing cash resources
cash generated from operations are insufficierditiathal capital through public or private finangs) strategic relationships or other
arrangements will be necessary. This additionadlifugpn might not be available on acceptable termstail. Failure to raise sufficient capital
when needed could have a material adverse effeitteobusiness, results of operations and finawoiatlition of the Company. If additional
funds are raised through the issuance of equityriess, the percentage of stock owned by the thement stockholders will be reduced.
Furthermore, such equity securities might havetsigbreferences or privileges senior to those efctimmon stockholders.

2. Basis of Presentation.

The consolidated financial statements astdshfor the three and six months ended Decemh&08P reflect the consolidated results of
United Online, including the results of BlueLightbsequent to its acquisition. The consolidatedniine statements and notes for the



months ended December 31, 2001 reflect the finhressalts of NetZero prior to September 25, 20&1predecessor to United Online. As a
result, the operating results presented for thenginths ended December 31, 2001 exclude the resfultso prior to the Merger. In addition,
since the operating results for the six months drdlecember 31, 2001 only include Juno's resultseslent to the Merger, the results do
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not reflect the additional amortization expensé thauld have been incurred if the Merger had oaiat the beginning of fiscal 2002.

The accompanying consolidated financiakestents are unaudited except for the balance gifeetnation at June 30, 2002 and include
United Online and its whollpwned subsidiaries. The Company's interim finarstialements have been prepared in accordance eittu@ating
principles generally accepted in the United Stafesmerica ("GAAP") including those for interim famcial information and with the
instructions for Form 10-Q and Article 10 of Redida S-X issued by the Securities and Exchange Cission ("SEC"). Accordingly, they do
not include all of the information and note discles required by GAAP for complete financial stagets. These statements are unaudited and
in the opinion of management, all adjustments (Winclude only normal recurring adjustments) coeséd necessary for a fair presentation,
have been included. The preparation of financitksbents in accordance with GAAP requires managetoenake estimates and assumptions
that affect the reported amounts of assets antlitie® and disclosure of contingent liabilitiescatihe reported amounts of revenues and
expenses. Actual results could differ from thoderestes. The results of operations for these imtgrériods are not necessarily indicative of
operating results for a full year. Certain reclfisations have been made to the prior year findrst&ements to conform to the current year
presentation. These consolidated financial statésraould be read in conjunction with the audifedricial statements and related notes for
the year ended June 30, 2002 included in the CoygpAmnual Report on Form 10-K filed on Septemb@&r2002 with the SEC.

3. Recent Accounting Pronouncements.

In June 2001, the Financial Accounting 8tads Board ("FASB") issued Statement of Finang@ounting Standards ("SFAS") No. 142,
Goodwill and Other Intangible Assettinder SFAS No. 142, goodwill and indefinite-liviedangible assets are no longer amortized but are
reviewed annually (or more frequently if impairmémdicators arise) for impairment. Separable intblegassets that are not deemed to have
indefinite lives will continue to be amortized ovheir useful lives (but with no maximum life). Thdoption of SFAS No. 142 in the first
quarter of fiscal 2003 did not have any impacttoe@€ompany's financial position, results of operatior cash flows.

In August 2001, the FASB issued SFAS Netl, Becounting for the Impairment or Disposal of Longdd Assetswhich is applicable to
financial statements issued for fiscal years begmafter December 15, 2001. The FASB's new rufeasset impairment supersede SFAS
No. 121,Accounting for the Impairment of Long-Lived Asseatd for Long-Lived Assets to Be Disposednfl portions of APB Opinion
No. 30,Reporting the Results of OperationrSFAS No. 144 provides a single accounting mooteldng-lived assets to be disposed of and
significantly changes the criteria that would héwée met to classify an asset as held-for-sakesgification as held-for-sale is an important
distinction since such assets are not depreciatéde stated at the lower of fair value or cagyamount. SFAS No. 144 also requires
expected future operating losses from discontirapetations to be displayed in the period(s) in Whiee losses are incurred, rather than as of
the measurement date as presently required. Tigiad@f SFAS No. 144 in the first quarter of fise@03 did not have any impact on the
Company's financial position, results of operationsash flows.

In June 2002, the FASB issued SFAS No. 246punting for Costs Associated with Exit or Disgdasctivities. SFAS No. 146 requires
that a liability for a cost associated with an exitdisposal activity be recognized when the liabik incurred and nullifies the guidance of
Emerging Issues Task Force ("EITF") Issue No. 94i&hility Recognition for Certain Employee Termiiagit Benefits and Other Costs to Exit
an Activity (including Certain Costs Incurred irRestructuring)which recognized a liability for an exit cost atttlate of an entity's
commitment to an exit plan. SFAS No. 146 requihed the initial measurement of a liability be at faalue. SFAS No. 146 will be effective
exit or disposal activities that are initiated afleecember 31, 2002 with early adoption encouragid.adoption of
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SFAS No. 146 in the third quarter of fiscal 2003 wot have any impact on the Company's financgaition, results of operations or cash
flows.

In December 2002, the FASB issued SFASI¥8, Accounting for Stock-Based Compensation—TransétiahDisclosure—an
amendment of FAS 128FAS No. 148 amends SFAS No. 128counting for Stock-Based Compensattomrovide alternative methods of
transition for an entity that voluntarily changeghe fair value based method of accounting fockstmased employee compensation. It also
amends the disclosure provisions of SFAS No. 128daire prominent disclosure about the effectseported net income of an entity's
accounting policy decisions with respect to stoakdil employee compensation. This Statement alsods#d®B Opinion No. 28nterim
Financial Reportingto require disclosure about those effects in imdmancial information. SFAS No. 148 is effectifieg annual and interim
periods beginning after December 15, 2002. As thim@any has elected not to change to the fair Madised method of accounting for stock-
based employee compensation, SFAS No. 148 wilhagé any impact on the Company's financial positiesults of operations or cash flows.

4. Income Taxes.



For the three and six months ended DeceBihe2002, the Company recorded a provision foonme taxes of $0.5 million and
$0.7 million, respectively, for California statecome taxes. In September 2002, the State of Cailiff@nacted legislation that suspends the
utilization of net operating loss carryforwardsfset current taxable income for a two-year pebedinning in fiscal 2003, which required the
Company to record a California state income tawigion for the period. For federal income tax pug® pre-tax income for the period was
fully offset by net operating loss carryforwardedause the benefit of net operating loss carryfadgvavas not recognized in prior periods, ¢
benefit is recognized in the current period anda assult, no federal income tax provision has breeorded.

Consistent with prior periods, the Compamgt deferred tax assets, consisting primarifigdéral and state net operating loss
carryforwards, have been offset by a full valuatiiowance. In determining the need for a valuatibowance, management has reviewed
positive and negative evidence, including curremt historical operating results, future income petipns and potential tgpdanning strategie
Based upon management's assessment of all avaghaldience, the Company has concluded that it isnooe likely than not that deferred tax
assets will be realized. This conclusion is bagadarily on the Company's history of net operatiogses and the need to generate significant
amounts of taxable income in future periods in otdautilize existing deferred tax assets. Accogtiinthe Company has not released all or a
portion of the valuation allowance against its otfise recognizable deferred tax assets. HoweverCtimpany will continue to monitor all
available evidence and reassess the potentiatatialn of its deferred tax assets, especially gthanthe Company has recently begun to
generate current taxable income. If the Companyimoes to meet its financial projections and imgrdte results from operations, or if
circumstances otherwise change, it is reasonaldgibie that the Company may release all or a podfdhe valuation allowance in the near
term.

Federal and state net operating loss aamgrds available to offset future taxable incoragenbeen adjusted to reflect utilization
limitations under Section 382 of the Internal RaweCode (the "Code") resulting from the Mergeradidition, utilization of the net operating
loss carryforwards is subject to annual usage éitioibs as determined under Section 382 of the Q@eleoperating loss limitations under
Section 382 and the carryforward suspension undéfothia state tax law may significantly impacettiming and amount of future income
obligations, if any, and the Company's ability tiize its deferred tax assets.
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5. Acquisitions.
Juno Online Services, In

On September 25, 2001, NetZero and Jungedento two wholly-owned subsidiaries of Unitedli@a. The Merger was accounted for
under the purchase method of accounting in acceedatith SFAS No. 141Business Combinationand NetZero was the acquiror for financial
accounting purposes. The primary reasons for they&tavere to accelerate the Company's growth inusays, leverage NetZero's and Juno's
operating and cost infrastructures to create ad@wst structure for providing Internet access tancreate a more attractive base of users for
advertising customers. The historical consolidagsailts of operations reflect only the operatingutes of NetZero and its subsidiaries prior to
September 25, 2001 as predecessor to United Online.

BlueLight

On November 4, 2002, the Company acquinedriternet access assets of BlueLight. The adiuidias been accounted for under the
purchase method of accounting in accordance withSSIRo. 141. The primary reason for the acquisiti@s to acquire BlueLight's pay
subscriber base in order to accelerate the Compaay' user growth and leverage its operating astlicfrastructure.

The purchase price of approximately $8.Hionj, including $0.1 million of acquisition-reladecosts, was paid in cash and allocated to the
assets acquired based on their estimated fair sailueguding identifiable intangible assets. Thikofeing table summarizes the net assets
acquired in connection with the acquisition (inukands):

Estimated
Estimated Amortizable
Asset Description Fair Value Life

Net tangible assets acquire

Accounts receivable $ 1,611
Property and equipment 58t
Accounts payabl (649)
Deferred service liabilities (1,044

Total net tangible assets acquired 503

Intangible assets acquire
Pay subscriber base 7,50( 4 year:



Proprietary rights 23t 3 year

Software and technolog 15C 2.5 year
Total intangible assets acquired 7,88t
Total purchase price $ 8,38¢
|

The weighted average amortizable life baaquired intangible assets is 3.9 years.

The following summarized unaudited pro farfimancial information for the six months endedcBber 31, 2001 assumes that the
Merger had occurred at the beginning of the pepieented (in

thousands, except per share amounts). The infawmaticludes the acquisition of the Internet acesssets of BlueLight since the pro forma
effect of that transaction is immaterial.

Six Months Ended
December 31, 2001

(unaudited)
Revenue! $ 90,06:
Net loss $ (39,62)
Net loss per shai $ (1.02)

6. Short-Term Investments.

Short-term investments consist of debt gies classified as available-for-sale and havéunities greater than 90 days from the date of
purchase. The Company has invested primarily in tb&mercial paper, all of which have a minimumeistvnent rating of A, and government

agency notes. The Company had no realized gailesses from the sale of investments for the threkesix month periods ended Decembel
2002.

Short-term investments as of December BQ2Zonsist of the following (in thousands):

Gross Gross
Amortized Unrealized Unrealized Estimated
Cost Gains Losses Fair Value
Commercial pape $ 38,29: $ 1372 $ (25 $ 39,64
Government agencit 55,03: 1,80¢ 2 56,83¢
Total $ 93,32¢ $ 3,18C $ @n $ 96,47¢

Gross unrealized gains and gross unrealg=sses are presented net of tax in accumulatest odmprehensive income on the consolid:
balance sheet.

7. Concentration of Credit Risk.

At December 31, 2002, two customers coredragpproximately 18% and 15%, respectively, ofcthresolidated accounts receivable
balance. At June 30, 2002, one customer comprigpbaimately 21% of the consolidated accounts kextsde balance.

For the three and six months ended Deceihe2002 and 2001, we did not have any individustomer that comprised more than 10%
of total revenues.
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8. Net Income (Loss) per Share

The following table sets forth the compigtatof basic and diluted net income (loss) per shar

Three Months Ended
December 31,

Six Months Ended
December 31,

2002 2001 2002 2001
Numerator:
Net income (loss $ 4,711 $ (15,749 $ 6,23 $ (37,879
Denominator
Weighted average common shi—basic 41,24¢ 39,96¢ 40,92! 33,03
Adjustment for weighted average common sh
subject to repurchas (309) (1,102 (368) (1,23¢€)
Adjusted weighted average common sh—basic 40,93’ 38,86: 40,55 31,79t
| ] | ]
Effect of dilutive securities
Stock options, restricted shares, warrants and
employee stock purchase plan shi 3,62¢ — 3,56¢ —
Weighted average common shi—diluted 44,56 38,86 44,11¢ 31,79
| ] | ]
Net income (loss) per sh—basic $ 01z $ 041 $ 0.1t $ (1.19
.| I .| I
Net income (loss) per shi—diluted $ 0.11 $ 0.41) $ 014 $ (1.19)
| ] | ]

The diluted per share computations excludeested options, restricted shares, warrants aapdogee stock purchase plan shares which
are antidilutive. The number of antidilutive optsoexcluded from the diluted net income per shal®itzion for the three and six months
ended December 31, 2002 is 1.4 million and 1.7ionijlrespectively. The number of antidilutive opiso restricted shares, warrants and
employee stock purchase plan shares excluded fremdt loss per share calculation for the threesanchonths ended December 31, 2001 is
9.5 million and 10.3 million, respectively. As oEDember 31, 2002, there were approximately 8.4amithptions outstanding with a weighted
average exercise price of $11.55 per share.

9. Stock-based Charges.

The Company accounts for stock-based emsplapmpensation arrangements in accordance witbrtivésions of APB No. 25,
Accounting for Stock Issued to Employ, and complies with the disclosure provisions oASHNo. 123. Under APB No. 25, compensation
expense is recognized over the vesting period baseke difference, if any, on the date of graritMeen the deemed fair value for accounting
purposes of the Company's stock and the exercise @n the date of grant.
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The following table summarizes the stockdzhcharges that have been included in the follgwaptions for each of the periods presented
(in thousands):

Three Months Ended
December 31,

Six Months Ended
December 31,

2002 2001 2002 2001
Operating expense
Cost of billable services $ 2 % 52 $ 4 % 67
Cost of free service — 27 — 60
Sales and marketir 5 23¢ 12 (159
Product development 2 56¢ 4 89:<
General and administratiy 20 1,63¢ 45 2,69¢
Total stocl-based charge $ 29 $ 2522 % 65 $ 3,56



10. Litigation.

In April 2001, a complaint was filed agdiietZero, certain of its officers and directorsl@ne investment firms Goldman Sachs,
BancBoston Robertson Stephens and Salomon SmitteBatleging violations of the federal securitigs$. A number of other complaints
brought by different plaintiffs have since beerdiland/or served against NetZero containing sirallegations and were brought as purported
stockholder class action lawsuits. The complaietsegally allege that the prospectus through whietZlro conducted its initial public offeri
in September 1999 was materially false and mistgpbecause it failed to disclose, among other #)itiwat (i) the underwriters of NetZero's
initial public offering had solicited and receiverdcessive and undisclosed commissions from ceirtg@stors in exchange for which the
underwriters allocated to those investors matgaations of the restricted number of NetZero sh&@ssed in connection with initial public
offering; and (ii) the underwriters had entereaiagreements with customers whereby they agrealioiwate NetZero shares to those
customers in the initial public offering in exchanfpr which the customers agreed to purchase additiNetZero shares in the aftermarket at
pre-determined prices. The complaints against NetAave been consolidated with similar complaiiégifagainst other companies and
investment firms. The defendants, including NetZerdhese consolidated cases have moved to dighegdaintiffs’ complaints and the
motion to dismiss has been argued and is pendifugebthe court.

In May 2001, a complaint was filed agaihsho alleging that Juno was unjustly enriched awtived consumers by: (a) advertising "fi
Internet access services and limiting the usadeeatier users of the service, and (b) advertisifigeatrial month for its premium service and
not disclosing that the free month begins wherstifavare is requested, rather than when it is fisgtd, resulting in users receiving less than
one month of free use. The plaintiff is seekingslaertification and unspecified compensatory dasagduno filed a motion to dismiss the
complaint for failure to state a claim. On NovemB@r 2002 the court issued a ruling granting Jum@ton to dismiss in part and denying the
motion in part. Plaintiff filed an amended comptaimaccordance with the court's ruling. Juno hiasl fan answer denying the material
allegations of the amended complaint and assectnigin affirmative defenses.

In August 2001, Juno commenced a proceeafijagnst Smart World Technologies, LLC, or "Freevel a provider of free Internet
access that had elected to cease operations armbhght the protection of Chapter 11 of the BantayCode. In this action, Juno is seeking a
declaratory judgment as well as monetary damagaisstg-reewwweb. In June 2000, Juno entered istdacriber referral agreement with
Freewwweb under which Juno was obligated to pataiteamounts based on the number of "Qualified RefleSubscribers" generated by
referral activities specified in
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the agreement. A new Juno subscriber referredrto By Freewwweb was considered a Qualified RefeBduscriber if he or she met certain
qualification criteria defined in the subscribefereal agreement. Under the terms of the agreendanty has the right to settle a portion of the
liabilities incurred in connection with acquiriniget Qualified Referred Subscribers through the issai@f shares of its common stock.
Freewwweb filed a claim against Juno assertingdbab is obligated to pay Freewwweb an amount @@ex of $80 million under the terms of
its agreement with Juno. Juno has requested thatotlrt rule on this issue, and is seeking unsigelcihonetary damages against Freewwweb.
In connection with the Freewwweb bankruptcy prodegdWorldCom provided telecommunications servimesreewwweb. Juno is required
to pay WorldCom certain amounts owing for such ises; although Juno and WorldCom are in disagreeaseto the amounts owing, with
WorldCom claiming in excess of $1 million and Jutaiming less than $300,000. At a status conferéiete on October 23, 2002, the court
ordered the parties to participate in a court spaetsnonbinding mediation of all outstanding issues. Theliagon date has been schedulec
March 5, 2003. At December 31, 2002, the Compauliaailities recorded of approximately $5.0 mitias an estimate of the amounts for
which it believes the WorldCom and Freewwweb claimilsbe resolved. There can be no assurance ligavtitcome of the litigation will be
positive or that the Company will not be requiregptly Freewwweb and WorldCom an amount in excefiseohimount currently reserved.

In November 2001, a complaint was filediagiaJuno, NetZero and United Online, alleging bheaf contract, fraud and unjust
enrichment arising out of an agreement between dnddActiveworlds for advertising, distribution aother services. Specifically, the plaintiff
alleges that Juno failed to advise of a planneahigan Juno's business policy that had an advergadt on the value of the agreement to the
plaintiff. The plaintiff is seeking damages in egs@f $500,000, plus punitive damages and othief.rduno has filed its answer denying the
material allegations of the complaint and assertiergain affirmative defenses.

In January 2002, a nationwide class adaarsuit was filed against United Online, NetZera duno alleging unlawful, unfair or decept
business practices. The plaintiffs allege thatkendants used misleading marketing and promdtioaterials regarding their billable Inter
access services. The plaintiffs are seeking injuactlief, restitution, disgorgement of profitagtestablishment of a constructive trust and
attorneys' fees. The Company filed a demurreréactimplaint, which the court granted in part andiein part. The plaintiffs filed an
amended complaint in August 2002, naming only Whdsline and NetZero as defendants. The Companfiledsan answer denying the
material allegations of the amended complaint asgring certain affirmative defenses. The pagrescurrently engaged in settlement
discussions. The parties have agreed to participiéltethe court in a non-binding mediation of certssues relating to the settlement, to be
conducted on March 4, 2003. The Company has estegulia reserve for such litigation.

In September 2002, Sprint filed a lawsg#iast Juno for amounts allegedly due under areageat between the parties for the provis



of certain dial-up access and other services. Tdiatjf is seeking damages of $550,000 plus cakiso has filed an answer denying the
material allegations of the complaint and assertiergain counterclaims and affirmative defenses.

In December 2002, a complaint was filediragtaluno alleging that Juno was unjustly enrichied deceived consumers by: (a) advertising
"free" Internet access services and limiting thegesof heavier users of the service, and (b) adirggta free trial month for its premium serv
and not disclosing that the free month begins whersoftware is requested, rather than when itgsidised, resulting in users receiving less
than one month of free use. The plaintiff is segldtass certification and unspecified compensatamages. Juno will respond to the
complaint on or before March 17, 2003.

The pending lawsuits involve complex quasdiof fact and law and may require the expenditfisggnificant funds and the diversion of
other resources to defend. Although the Companyg doe
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believe the outcome of the above outstanding lpgadeedings, claims and litigation will have a mialeadverse effect on its business, the
results of litigation are inherently uncertain ahd Company can provide no assurance that the Qoyigonancial position, results of
operations or cash flows will not be materially atVersely impacted by the results of such proogsdiThe Company is unable to estimate
the range of possible loss from outstanding lityatind, other than the reserves discussed abowanounts have been provided for in our
consolidated financial statements. There is norasse the reserves that have been establishedféicient to cover the possible losses from
outstanding litigation.

The Company is subject to various otheal@goceedings and claims that arise in the orglinaurse of business. The Company believes
the amount, and ultimate liability, if any, withspgect to these actions will not materially affeat 6nancial position, results of operations or
cash flows. There can be no assurance, howeveisubh actions will not be material or adversefgetfthe Company's financial position,
results of operations or cash flows.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

This Quarterly Report on Form 10-Q and the documémtorporated herein by reference contain forwérdking statements based on
our current expectations, estimates and projectamsut our operations, industry, financial conditiand liquidity. Statements containing
words such as "anticipate,” "expect,” "intend,"dpl" "believe,” "may," "will* or similar expressiarconstitute forward-looking statements.
These forward-looking statements include, but arteimited to, statements about our user baseathertising market, the dial-up Internet
access market, operating expenses and operatimieeffies, income, revenues, capital requiremehtsjmpact of inflation and our cash
position. In addition, any statements that refeexpectations, projections or other characterizai@f future events or circumstanc
including any underlying assumptions, are forwandking statements. Forward-looking statements ategnarantees of future performance
and are subject to risks, uncertainties and assionptthat are difficult to predict. Therefore, cactual results could differ materially and
adversely from those expressed in any forward-lwpktatements as a result of various factors. Butians entitled "Risk Factors" in this
Form 1(-Q, our Annual Report on Form 10-K as filed witle tBEC on September 30, 2002 and our other filirtfstive SEC set forth some of
the important risk factors that may affect our Imesis, results of operations and financial conditife undertake no obligation to revise or
update publicly any forward-looking statementseotihan as required by law.

Overview

United Online commenced operations on Sepée 25, 2001, following the merger of NetZero dndo into two of its wholly-owned
subsidiaries (the "Merger"). The Merger was accedffibr under the purchase method of accountingdismess combinations as an acquisi
of Juno by NetZero, which is considered the pressmecompany to United Online. On November 4, 20@2acquired the Internet access
assets of BlueLight.com LLC ("BlueLight"). Our finaial results include Juno's results since the ditiee Merger and BlueLight's results
since the date we acquired such assets.

We are a leading Internet Service Provitl&P") offering consumers free and value-price#inet access and e-mail. Our Internet
services, currently offered through the NetZermoJand BlueLight Internet brands, are availablmore than 6,000 cities across the United
States and Canada. In addition, we offer market@nserous online advertising products as well amenharket research and measurement
services. At December 31, 2002, we had approxim&tdi8 million subscribers to our pay services apgroximately 5.0 million active users,
including pay users. "Active" users include all pesers and those free users who have logged onteotices during the preceding 31-day
period.

Juno launched its first service, a freé-up e-mail service, in April 1996. NetZero launched itsef Internet access service



October 1998. Both Juno's and NetZero's free sesviere predicated on generating advertising reasetafund their operations. Due to a
variety of factors, including reductions in onliadvertising rates, both NetZero and Juno have taignus measures to limit the cost of
providing free services.

Juno started offering fee-based Internetises in 1998, NetZero started offering fee-baseernet services in January 2001 and we
acquired the fee-based Internet access assetsi@fight in November 2002. NetZero's, Juno's anctBilght's current fee-based Internet
services are offered through various pricing plageserally $9.95 per month. The NetZero and Juycspavices differ from their respective
free services in that hourly and other limitatices for the free services do not apply, and theices feature small toolbars without a persistent
on-screen advertising banner. BlueLight does noeatly offer free services.

As a result of imposing limitations on drge services and focusing our marketing on ourgeayices, we have experienced increases in
our pay user base and decreases in our activeiderebase.
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We may experience, in the future, periodic fludtuad in our pay user base as a result of a nunfifactors including, but not limited to, the
imposition of additional limitations on our freergiges; changes in our free services user basejqtional free trial periods of our pay
services; increases or decreases in our marketjpenditures; acquisitions; competitive factorsjuding competition in the value-priced
segment of the ISP market; the effects of custazharn and seasonality; and changes in the priceardbillable services plans. Our active f
user base may continue to decrease and may flectisad result of a number of factors including,Hmitlimited to, changes to the limitations
imposed on our free services and the extent tolwvie market our free services.

We previously operated a broadband senditeo Express. However, due to a variety of fadtatiding the failure of several providers
high-speed services, this broadband service wasrated. Prior to the Merger, Juno entered intagneement with AOL Time Warner to
utilize their cable network to offer cable broadbaervices, but there are numerous operationabtret issues that could impact whether Juno
will offer these services over AOL Time Warner'bleasystems in the near term, or at all. Furtheantire agreement with AOL Time Warner
is subject to termination by either party and &aubject to the approval of the Federal Trade @ission. In February 2002, we signed an
agreement with Comcast Cable Communications, tnoffer high-speed Internet service over Comcastde systems. We have launched this
service in a small number of markets and have inaiteld success in offering this service. We did inour significant costs or capital
expenditures to launch this service. We cannotrasgau, however, that there will not be unantiogobatosts associated with offering this
service. We also cannot assure you that we widllile to implement the service successfully, thatségrvice will be offered on other than a
limited basis or that we will generate a significanmber of subscribers to the service.

Billable Services Revenues

We provide billable dial-up Internet accessvices under a number of pricing plans, generaliging from $1.95 to $29.95 per month.
Currently, the most common pricing plan for ouribaal-up access services is $9.95 per month. #e lexperimented with the use of a
variety of pricing plans both in connection witfers extended to some of our existing users aralgir external marketing channels. We may
continue testing a variety of pricing plans in thure to determine their impact on profitabilipay user acquisition, conversion rates of free
users to pay and pay user retention rates. Wedntenoontinually evaluate the desirability and efifieeness of our pricing plans and may, in the
future, make changes to these plans. We may alspmromotions such as a free month of servicediseounted rate for an initial or prepaid
period, as well as a wide range of discountedréitg-plans. Future changes in our pricing planspaachotional discounts may adversely
impact the number of pay users and the amountlablg services revenues we receive from such users

Billable services revenues may fluctuaterfrperiod-toperiod primarily as a result of changes in the agemumber of pay users. Aver:
number of pay users is calculated based on the auaflpay users at the beginning and end of sudbghéNe may also experience periodic
fluctuations in billable services revenues as alted fluctuations from period-to-period in theemage monthly revenue per user. Average
monthly revenue per user is calculated by dividiiipble services revenues for a period by the ayemumber of pay users for that period,
calculated based on the number of pay users d&ei@ning and end of such period. Average montsenue per user may fluctuate due to a
variety of factors, including but not limited tdwet use of discounted pricing plans, the use of ptmms such as a free month of service and the
timing of pay users joining and leaving our sersiderring the period.

Advertising and Commerce Revenues

Our advertising and commerce revenues sbakfees from the placement of media, direct rating agreements, referring our users to
partners' Web sites and enabling customer regstsat
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for partners. We also generate revenues from dimeomarket research and measurement servicesad¥eartising and commerce revenues



generated from both our pay and free users.

Advertising on the Internet, particulathetproducts and services we offer, is a relatimely and changing industry, and we cannot assure
you that the products and services we offer novin dne future, will meet with commercial acceptanimternet advertising rates have decli
significantly, and it is possible that rates witintinue to decline. Many of the purchasers of géeadvertising have been companies with
Internet-based business models. Certain of thasganies have come under financial pressure andr@Jgeen able to access the capital
markets to fund their operations. This trend hasaiated our ability to generate advertising and cenemrevenues and could continue to do so
in the future.

Due to market forces and other factors,amlwertising and commerce revenues have in theflpatiated, and may continue to fluctuate
from period-to-period. In the past, we have expergel sequential quarters of decreased advertisid@@mmerce revenues, and we cannot
assure you that we will not experience decreasedrtising and commerce revenues in future peribdstors impacting our advertising and
commerce revenues include, but are not limitethte state of the online advertising market, chamgesders from significant customers,
increases or decreases in our active user bastgtlons on our free services and reductions iredibing inventory available for sale.
Limitations on our free services have adverselyaated our volume of advertising inventory.

In general, we do not enter into bartensections. There is no barter revenue in our rez®for the three and six months ended
December 31, 2002 and 2001.

Cost of Billable Services

Cost of billable services includes costt tiave been allocated to billable services basdteaggregate hourly usage of our pay users as
a percentage of total hourly usage of both our dmee pay users. Allocated costs consist primafitglecommunications costs, personnel and
related overhead costs associated with operatingetwork and data centers and depreciation of ortwomputers and equipment. In
addition, cost of billable services includes direasts incurred in providing technical and custosupport and costs associated with providing
customer billing and billing support.

Historically, we have expended significamids on our network infrastructure. While we mapend significant funds on capital
expenditures in the future, such expenditures ependent upon our expectation of user growth aadaupatterns, the need to upgrade our
existing network infrastructure, as well as neesi®aiated with acquired businesses and new pradisscommunications costs for network
access are expensed as incurred. Our failure toaety forecast users' needs could result in fagmit overcapacity, which would adversely
impact our results of operations. Conversely, widercasting usage could adversely impact thetglifi users to receive adequate service and
adversely impact our reputation and our abilityraintain or increase our user base. We cannotegsurthat we will be able to accurately
forecast user requirements in the future.

Cost of Free Services

Cost of free services includes costs thattbeen allocated to free services based on tregafe hourly usage of our free users as a
percentage of total hourly usage of both our firee @ay users. Allocated costs consist primarilyetécommunications costs, personnel and
related overhead costs associated with operatingetwork and data centers, and depreciation efaorétcomputers and equipment. In
addition, cost of free services includes certafeaticosts incurred in providing technical and oostr support to our free users.
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Sales and Marketing

Sales and marketing expenses include ddvertand promotion expenses, compensation, satesnissions, employee benefits, travel
related expenses for our direct sales force aethimlketing costs incurred to acquire and retainysays. We have expended significant
amounts on sales and marketing, including natibreaiding campaigns comprised of television, spahsps, radio, outdoor and print
advertising and a variety of other promotions. Mirkg costs have, in the past, and may, in thedufluctuate significantly from quarter-to-
guarter. Marketing and advertising costs to pronooteproducts and services are expensed in thederturred. Advertising and promotion
expenses include media, agency and promotion egpeRsoduction costs are expensed the first timadvertisement is aired. Media and
agency costs are expensed when the advertising runs

Product Development

Product development expenses include exsedios the development of new or improved techniegnd products, including
compensation and related expenses for the softvaymeering department, as well as costs for cotgieservices, facilities, and equipment.
Costs incurred by us to develop, enhance, manageiton and operate our software and services amergly expensed as incurred, except for
certain costs relating to the acquisition and dgwelent of internal-use software that are capitelaled depreciated over their estimated useful
lives, generally three years or le



General and Administrative

General and administrative expenses inctatiepensation, employee benefits and expenseségugve, finance, legal, human resources
and internal support personnel. In addition, gdraard administrative expenses include fees forgesibnal services, non-income taxes and
occupancy and other overhead-related costs, asawétle expenses incurred and credits receivedesitt of certain legal settlements.

Restructuring Charges

Restructuring charges consist of emplogseance costs, contract termination fees, lease®sts and the write-off of leasehold
improvements associated with terminated leases.

Amortization of Intangible Assets

Amortization of intangible assets includ@sortization of acquired subscribers, purchasethtglogies and other identifiable intangible
assets. At December 31, 2002, we had approxim@tgye million in identifiable intangible assetsmadirily resulting from the Merger and the
acquisition of the Internet access assets of BlyletlWe expect to incur significant amortizatiopeRrse in connection with our intangible
assets in future periods. At December 31, 200Zhaceapproximately $10.9 million in goodwill resalyifrom the Merger. In accordance with
the provisions set forth in Statement of Finangiedounting Standards ("SFAS") No. 142¢odwill and Other Intangible Assetgoodwill
acquired in connection with the Merger is not beangprtized.

Stock-based Charges

We recorded deferred stock-based chargesrinection with the grant of stock options andrigted stock to employees and the issuance
of restricted shares of stock in connection witleipacquisitions, which are amortized over the wgsperiod of the applicable shares.
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Interest Income, Net

Interest income consists of earnings oncash and cash equivalents, short-term investnaentsestricted cash. Interest expense consists
of interest expense on capital leases and notexbfEapalances.

Acquisitions
Juno Online Services, In

On September 25, 2001, NetZero and Jungedento two wholly-owned subsidiaries of Unitedli@a. The Merger was accounted for
under the purchase method of accounting in accoedatith SFAS No. 141Business Combinationsand NetZero was the acquiror for finan
accounting purposes. The purchase price of appairi;n$89.2 million, including acquisition costsasvallocated to Juno's net assets based or
their fair values. The excess of the purchase mez the estimated fair values of the net assefsieed, including identifiable intangible
assets, was recorded as goodwill. The primary reafay the Merger were to accelerate our growtbay users, leverage NetZero's and Juno's
operating and cost infrastructures to create adl@ost structure for providing Internet access @ncreate a more attractive base of users for
advertising customers. The historical consolida&=tilts of operations reflect only the operatingutis of NetZero and its subsidiaries prior to
September 25, 2001 as predecessor to United Online.

BlueLight

On November 4, 2002, we acquired the Irteaccess assets of BlueLight. The acquisitiorbleas accounted for under the purchase
method of accounting in accordance with SFAS Nd.. The primary reason for the acquisition was fuée BluelLight's subscriber base in
order to accelerate the Company's pay user grondheerage its operating and cost infrastructéteclosing, BlueLight had approximately
174,000 pay users. Upon the close of the acquisiBéueLight pay users were notified that their iy service fee would increase to $9.95
from a monthly fee of $8.95, effective in the Ma003 quarter.

The purchase price of approximately $8.Hionj, including $0.1 million of acquisition-reladecosts, was paid in cash and allocated to the
assets acquired based on their estimated fair sailueguding identifiable intangible assets. Thikofeing table summarizes the net assets
acquired in connection with the acquisition (inubands):

Estimated
Estimated Amortizable
Asset Description Fair Value Life

Net tangible assets acquire



Accounts receivable $ 1,611

Property and equipme 58t
Accounts payable (649)
Deferred service liabilities (1,049

Total net tangible assets acquil 503

Intangible assets acquire

Pay subscriber ba: 7,50( 4 year:

Proprietary rights 23t 3 year

Software and technology 15C 2.5 year
Total intangible assets acquir 7,88t
Total purchase price $ 8,38¢
I

The weighted average amortizable life baaquired intangible assets is 3.9 years.
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Critical Accounting Policies and Estimates
General

Our discussion and analysis of our finanodmdition and results of operations is based uparunaudited consolidated financial
statements, which have been prepared in accordetitaccounting principles generally accepted i thhited States of America ("GAAP").
The preparation of these financial statements requis to make estimates and judgments that affeceported amounts of assets, liabilities,
revenues and expenses, and related disclosuretiigent assets and liabilities. On an ongoingdasé evaluate our estimates, including
those related to revenue recognition, uncollectibteivables, intangible and other long-lived assatome taxes and legal contingencies. We
base our estimates on historical experience andoous other assumptions that are believed tehsanable under the current circumstances,
the results of which form the basis for making jondgnts about the carrying values of assets andifiebithat are not readily apparent from
other sources. Actual results may differ from thestmates under different assumptions or condition

We believe the following critical accourgipolicies affect our more significant judgmentsl @stimates used in the preparation of our
unaudited consolidated financial statements.

Revenue Recognitic

We apply the provisions of SEC Staff Acctiug Bulletin ("SAB") No. 101Revenue Recognition in Financial Statementhich
provides guidance on the recognition, presentatimhdisclosure of revenue in financial statemeited fvith the SEC. SAB No. 101 outlines
the basic criteria that must be met to recognizemae and provides guidance for disclosure rel@edvenue recognition policies. In general,
we recognize revenue related to our billable ses/&nd advertising products when (i) persuasivédesne of an arrangement exists,
(i) delivery has occurred, (iii) the fee is fixed determinable and (iv) collectibility is reasohaassured.

Billable services revenues are recogninettié period in which fees are fixed or determipabid the related products or services are
provided to the user. Our pay users generally padivance for their service by credit card andmaeds then recognized ratably over the
period in which the related services are providatizance payments from users are recorded on tlatalkheet as deferred revenue. We offer
alternative payment methods to credit cards forageservice plans. These alternative payment naistibarrently include payment by check,
money order and payment via monthly phone bilcilnumstances where payment is not received inrazbjaevenue is only recognized if
collectibility is reasonably assured.

Advertising and commerce revenues inclualenler advertisements, placements and sponsorséipsals of users to search engines or
other Web sites, performance-based agreementsdaediaing messages delivered to users via e-WMadlrecognize banner advertising and
sponsorship revenues in the periods in which tiveridement or sponsorship placement is displalyased upon the lesser of (i) impressions
delivered over the total number of guaranteed isgioms or (ii) ratably over the period in which #overtisement is displayed, provided that
no significant obligations remain, fees are fixedleterminable, and collection of the related realgiie is reasonably assured. Our obligations
typically include the guarantee of a minimum numbfeimpressions or the satisfaction of other perfance criteria. Revenue from
performance-based arrangements is recognized asl#ted performance criteria are met. Referrabnees are recognized when the referrals
are made to advertisers' or sponsors' Web sitegidad that no significant obligations remain, fees fixed or determinable, and collection of
the related receivable is reasonably assured.termaing whether an arrangement exists, we ertbatea binding contract is in place, suct



a standard insertion order or a fully executedamst-specific agreement. We assess whether penfcerziteria have been met and whether
the fees are fixed or determinable based on a cd@iion of the performance criteria and the paptterms associated with the transaction.
The reconciliation of the performance criteria
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includes a comparison of internally tracked perfance data to the contractual performance obligatiahto third-party or customer
performance data in circumstances where that datadilable. Probability of collection is assedsased on a number of factors, including past
transaction history with the customer and the t¢wealithiness of the customer. If it is determinedttbollection is not reasonably assured,
revenue is not recognized until collection beconeesonably assured, which is generally upon recéipash.

Accounting for Business Combinatic

The companies that we have acquired hdweeah accounted for as purchase business contsatinder the purchase method of
accounting, the costs, including transaction c@stsallocated to the underlying net assets, basedeir respective estimated fair values. The
excess of the purchase price over the estimateddhies of the net assets acquired is recordgoadwill.

The judgments made in determining the exttiah fair value and expected useful lives assigo@éch class of assets and liabilities
acquired can significantly impact net income. Faraple, different classes of assets will have Udifes that differ (i.e., the useful life of
users may not be the same as the useful life afigmtjtechnologies). Consequently, to the extdahger-lived asset is ascribed greater value
under the purchase method than a shorter-lived,dhsee may be less amortization recorded in argperiod.

Determining the fair value of certain assatd liabilities acquired is judgmental in natanel often involves the use of significant
estimates and assumptions. As provided by the atiogurules, we use the one-year period followimg ¢consummation of acquisitions to
finalize estimates of the fair value of assets l@tllities acquired. One of the areas that requirere judgment in determining fair values and
useful lives is intangible assets. To assist ia fiocess, we have obtained appraisals from thdartspaluation firms for certain intangible
assets. While there were a number of different odshused in estimating the value of the intangibtziired, there were two approaches
primarily used: the discounted cash flow and mackenparison approaches. Some of the more signtfestimates and assumptions inhere
the two approaches include: projected future chsbsf(including timing); discount rate reflectingetrisk inherent in the future cash flows;
perpetual growth rate; determination of approprmageket comparables; and the determination of vérettpremium or a discount should be
applied to comparables. Most of the foregoing aggions were made based on available historicatinétion.

The value of our intangible and other |divgd assets, including goodwill, is exposed tafatadverse changes if we experience declines
in operating results or experience significant tiegandustry or economic trends or if future penfiance results in increasing losses from
operations. We periodically review intangible assatd goodwill for impairment using the guidancéhia appropriate accounting literature.
continually review the events and circumstancestedl to our financial performance and economicrenwient for factors that would provide
evidence of impairment.

Impairment of Goodwil

We adopted SFAS No. 142oodwill and Other Intangible Assets; July 1, 2002. Under SFAS No. 142, goodwill isiarager amortized,
but is tested for impairment at a reporting unieleon an annual basis and between annual temtsdf/ent occurs or circumstances change that
would more likely than not reduce the fair valueatporting unit below its carrying value amouients or circumstances which could
trigger an impairment review include a significadiverse change in legal factors or in the busiokssite, an adverse action or assessment by
a regulator, unanticipated competition, a losseyf gersonnel, significant changes in the manneuofise of the acquired assets or the strategy
for our overall business, significant negative sty or economic trends, significant declines in stock price for a sustained period or
significant underperformance relative to
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expected historical or projected future operatieguits. For purposes of financial reporting anddmment testing in accordance with SFAS
No. 142, we operate in one principal business sagragorovider of Internet access servic

In testing for a potential impairment ofogiavill, we first compare the estimated fair valdghee Company with book value, including
goodwill. If the estimated fair value exceeds beakie, goodwill is considered not to be impaired an additional steps are necessary. If,
however, the fair value of the Company is less thaok value, then we are required to compare thwgiog amount of the goodwill with its
implied fair value. The estimate of implied failwa of goodwill may require independent valuatiofgertain internally generated and
unrecognized intangible assets such as our subsdrdse, software and technology and patents addrtrarks. If the carrying amount of our
goodwill exceeds the implied fair value of that dadll, an impairment loss would be recognized insamount equal to the exce



In accordance with SFAS No. 142, we perfaaira transitional goodwill impairment test as dfJy 2002 and concluded that, as of that
date, there was no impairment of our $10.9 milbdigoodwill.

Impairment of Lon-lived Assets

We assess the impairment of Idivgd assets, which include property and equipragetidentifiable intangible assets, whenever ever
changes in circumstances indicate that such assgld be impaired and the carrying value may notdoeverable. Events and circumstances
that may indicate that an asset is impaired inchigeificant decreases in the market value of @etasignificant underperformance relative to
expected historical or projected future operatiegpuits, a change in the extent or manner in whichsaet is used, significant declines in our
stock price for a sustained period, shifts in tedbgy, loss of key management or personnel, chaimgagr operating model or strategy and
competitive forces.

If events and circumstances indicate thatdarrying amount of an asset may not be recoleseaial the expected undiscounted future cash
flows attributable to the asset are less than #éng/ing amount of the asset, an impairment losgkiguthe excess of the asset's carrying value
over its fair value is recorded. Fair value is daieed based on the present value of estimatedceeghéuture cash flows using a discount rate
commensurate with the risk involved, quoted mapkites or appraised values, depending on the nafule assets.

Income Taxe

Our net deferred tax assets, consistingamily of federal and state net operating lossyéarwards, have been offset by a full valuation
allowance. In determining the need for a valuatitowance, we review both positive and negativelence, including current and historical
operating results, future income projections antipiial tax-planning strategies. Based upon ouesssaent of all available evidence, we have
concluded that it is not more likely than not ttaferred tax assets will be realized. This conoluss based primarily on our history of net
operating losses and the need to generate sigmificaounts of taxable income in future periodsrioteo to utilize existing deferred tax assets.
Accordingly, we have not released all or a portibtthe valuation allowance against our otherwismgaizable deferred tax assets. However,
we will continue to monitor all available evideraed reassess the potential realization of our deldax assets, especially given that we have
recently begun to generate current taxable incdiwee continue to meet our financial projectionglamprove our results from operations, ¢
circumstances otherwise change, it is reasonaldgiple that we may release all or a portion of#leation allowance in the near term.
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Legal Contingencie

We are currently involved in certain legabceedings, certain of which are discussed furtswhere in this Form 10-Q. We record
liabilities related to pending litigation when anfavorable outcome is probable and we can reaspratimate the amount of loss. We have
recorded liabilities for some of our pending litigan because of the uncertainties related to asgebsth the amount and the probable outcome
of those claims. As additional information becoraeailable, we continually assess the potentiallitglrelated to all of our pending litigation.
While we currently believe that the liabilities oeded on our balance sheet are sufficient to cpegading litigation for which an unfavorable
outcome is probable and the amount of loss caedmonably estimated, the outcome of litigatiomigerently uncertain, and there can be no
assurance that such estimates will be accurate.

Significant Financial Trends

In September 2001 we acquired Juno, whiltled over 875,000 users to our pay user base.tbh@&c2001 we implemented limitations
on the NetZero free service, which resulted ingaificant number of NetZero free users upgradingag services. Additionally, we shifted our
marketing strategy to focus on the promotion of pay services. These efforts resulted in a sigaifichift in our revenue base, from
advertising and commerce revenues, to billableiseswevenues. For the six months ended Decemh@082, we derived approximately 88%
of our total revenue from billable services, conggito approximately 78% for the six months endeddbeber 31, 2001. In November 2002,
we acquired the Internet access assets of Blughigiith added 174,000 users to our pay user basecditinue to focus on growing our pay
user base and we may continue to derive an incrg@srcentage of our total revenue from billablwises.

Our net loss was $15.7 million for the qeaended December 31, 2001 and decreased td@sretf $7.3 million and $2.7 million for the
quarters ended March 31, 2002 and June 30, 20§2cgvely. Our net income was $1.5 million and7$4illion for the quarters ended
September 30, 2002 and December 31, 2002, resplct®ur results of operations have continued tprowe as a result of increases in bille
services revenues and pay users, decreases iof dbiable services as a percentage of billableises revenues and decreasing cost of free
services, partially offset by increases in salesmarketing expenses. We currently anticipatewteawill continue to increase our net income
in the near term. However, any increase will dep@m@d number of factors including, but not limited growth in our pay user base,
fluctuations in telecommunications costs, incredsedls of marketing expenditures, acquisitions gesblution of outstanding legal
contingencies, and there can be no assurancedhstaome will increase going forward.

Our billable services revenues have in@éas a result of an increase in the average nuofipary users. Our pay user base has increase
as a result of the Merger, the acquisition of titerinet access assets of BlueLight, usage and ggluigal limitations imposed on our free
services during fiscal 2002, which resulted ingngicant number of free users upgrading to our payices, and an increase in marke



expenditures promoting our pay services. Due toedeses in our free user base, the aggregate nwhfree users who convert to pay users
been decreasing and, we believe, may continuededse. While we believe we can continue to grompay user base through traditional
marketing activities, we cannot assure you thatllebe able to do so.

Cost of billable services as a percentdd®llable services revenues has decreased asith oéslecreased telecommunications costs,
decreased customer billing and support costs peupar and decreased depreciation expense. Telegoitetions cost per hour has decreased
as a result of improved capacity utilization andustry-wide price declines. We do not anticipatthfer significant decreases in average hourly
telecommunications costs, and may experience isetehourly telecommunications costs in future mkxjigarticularly if we expand our
service coverage to additional
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areas where telecommunications costs are highelitiddally, telecommunications costs may incrediseel experience increased hourly usage
per pay user, which we currently anticipate ocagrduring the March 2003 quarter. Customer billmgl support costs per pay user decreased
as a result of synergies gained through the catetivin of NetZero's and Juno's customer billing sungport functions and we do not anticipate
significant reductions in such costs per pay usehé future. Depreciation expense has decreasetbcassets placed in service in fiscal 2000
becoming fully depreciated and lower levels of tamxpenditures during the past two fiscal yearsus fiscal 2000. We currently anticipate
cost of billable services as a percentage of hélabrvices revenues to stabilize or be slightijhki in the March 2003 quarter.

Cost of free services has decreased asult of hourly and geographical limitations thatrevénposed on our free service, which has
resulted in a decrease in active free users amd@ase in the average monthly usage per user dfeguservices. We currently do not
anticipate further significant decreases in cofse@ services in future periods and cost of Bervices may increase in future periods.

During fiscal 2002, we significantly decsed our level of spending on marketing from theléw fiscal 2001. However, we have been
increasing our marketing expenditures on a secalaqiarterly basis since the September 2001 quarerwe currently anticipate increasing
our marketing expenditures in the near term. Oturumarketing expenditures may vary significafttyn quarter-to-quarter, as many of our
marketing commitments are short term in nature.riidg choose to increase or decrease quarterly nregletpenditures in future periods,
depending on a variety of factors, including thieefveness of our marketing activities, changeth@nnumber of pay users, and the impact of
such activities on our operating results. Decreasegarketing expenditures may impact our abilitygtow our pay user base.

Inflation
We do not currently anticipate that infbetiwill have a material impact on our results oéigions.
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Results of Operations

The consolidated results of operationemfonly the operating results of NetZero andutssidiaries prior to September 25, 2001, as
predecessor to United Online. These results refleist the financial impact of the Merger subsequereptember 25, 2001 and the impact of
the acquisition of the Internet access assetsélBght since November 4, 2002. The following tadd¢s forth, for the periods presented,
selected unaudited historical results of operataata.:

Three and Six Months Ended December 31, 2002 Compat to
the Three and Six Months Ended December 31, 2001

Three Months Ended Six Months Ended
December 31, December 31,
2002 2001 2002 2001
Revenues
Billable services $ 58,14¢ $ 41,03 $ 109,34: $ 48,69¢
Advertising and commerce 7,651 7,01z 14,52¢ 13,45:
Total revenues 65,80( 48,047 123,86¢ 62,15¢

Operating expense
Cost of billable services 21,99( 23,26¢ 42,69( 31,54

Cost of free service 3,161 8,72 6,891 21,97¢



Sales and marketing 19,86: 10,05¢ 36,53( 13,99¢

Product developmel 5,74( 7,41¢ 11,66 12,08:
General and administrative 7,087 9,151 12,74( 17,16
Amortization of intangible assets 3,79¢ 4,68 8,48: 4,78¢€
Restructuring charge — 2,07t — 2,43¢
Total operating expenses 61,63¢ 65,37t 119,00: 103,98:
Income (loss) from operatiol 4,161 (17,329 4,867 (41,829
Interest income, ne 1,07¢ 1,58¢ 2,061 2,94:
Other income, ne — — — 1,007
Income (loss) before income tax 5,234 (15,749 6,92¢ (37,879
Provision for income taxe 523 692 —
Net income (loss $ 4711 $ (15,749 $ 6,236 $ (37,879

Revenues
Billable Service:

Billable services revenues increased byIirllion, or 42%, to $58.1 million for the thregonths ended December 31, 2002, compared
to $41.0 million for the three months ended Decen®ie 2001. Billable services revenues increaserasult of an increase in our average
number of pay users. Our average number of pay ugere approximately 2.0 million during the quageded December 31, 2002, compared
to 1.4 million during the quarter ended DecemberZBD1. The increase in our average number of paysus a result of free users upgradir
pay services, increased marketing of our pay sesvémd the acquisition of approximately 174,000ys®yrs from BlueLight in
November 2002. The increase in billable servicesmaes was partially offset by a decrease in aeenagnthly revenue per user, whi
decreased as a result of the timing of pay usémgand leaving our pay services during the Dewemn2002 and 2001 quarters.
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Billable services revenues increased by6@6fllion, or 124%, to $109.3 million for the smmonths ended December 31, 2002, compared
to $48.7 million for the six months ended Decentiker2001. Billable services revenues increasedrasidt of an increase in our average
number of pay users. Our average number of pay wgere approximately 1.9 million during the six rtiemended December 31, 2002,
compared to 0.8 million during the six months enBedember 31, 2001. The increase in our averagdenaf pay users is a result of the
Merger in September 2001, which added over 875,8@@s to our pay user base, free users upgradipayteervices, increased marketing of
our pay services and the acquisition of approxityeté4,000 pay users from BlueLight in November 200he increase in billable services
revenues was partially offset by a decrease inageemonthly revenue per user, which decreasedesiti of the timing of pay users joining
and leaving our pay services during the periods.

Advertising and Commert

Advertising and commerce revenues increagekD.7 million, or 10%, to $7.7 million for theree months ended December 31, 2002,
compared to $7.0 million for the three months enBedember 31, 2001. Advertising and commerce rexgimcreased primarily as a result of
higher advertising revenues generated from Geio#drs ("GM") and increased revenues from searel.feVe derived approximately 36%
our advertising and commerce revenues for the tim@gths ended December 31, 2002 from GM, comparegproximately 34% for the three
months ended December 31, 2001. The increasespasdially offset by decreased advertising inventasya result of decrease in active free
users.

Advertising and commerce revenues increageil.0 million, or 7%, to $14.5 million for thé&xsnonths ended December 31, 2002,
compared to $13.5 million for the six months enBetember 31, 2001. Advertising and commerce rexemeeeased primarily as a result of
higher advertising revenues generated from GM aackased revenues from search fees. We derivedxapyately 36% of our advertising and
commerce revenues for the six months ended DeceBih@002 from GM, compared to approximately 29%dle six months ended
December 31, 2001. The increases were partialgebffy decreased advertising inventory as a refaldecrease in active free users and a
decrease in revenue from Cisco. Our agreement@gito was terminated in August 2001, and duringstkenonths ended December 31,
2001, we generated approximately $0.9 million weraues from Cisco.

Cost of Billable Services

Cost of billable services decreased by #iilBon, or 6%, to $22.0 million for the three ntbs ended December 31, 2002, compare



$23.3 million for the three months ended Decemle2801. Despite increased telecommunications essgsresult of an increase in the
average number of pay users in the three monthsdeDddcember 31, 2002, cost of billable servicesedmed as a result of a decrease in
average hourly telecommunications costs from $@tthe three months ended December 31, 2001 @9$0r the three months ended
December 31, 2002, a $1.7 million decrease in custsupport and billing related costs and a $0llfomidecrease in depreciation costs
allocated to billable services. Customer suppodttlaiting related costs decreased as a resulteo€timsolidation of NetZero's and Juno's
customer support and billing providers. Depreciatosts allocated to billable services decreasedrasult of certain network related assets
becoming fully depreciated in the September 20@lLRecember 2001 quarters. Average hourly teleconirations cost decreased due to
improved capacity utilization and industry-widegarideclines. These decreases were partially dffsat$0.6 million increase in network
personnel and overhead related costs allocateilablb services due to an increase in telecomnatitios hours utilized by pay users as a
percentage of total telecommunications hours psetha

Cost of billable services increased by $illion, or 36%, to $42.7 million for the six mitns ended December 31, 2002, compared to
$31.5 million for the six months ended December2f1.
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Cost of billable services increased as a resudt@feater average number of users in the six mamtied December 31, 2002, partially offset
by a decrease in average hourly telecommunicatosts from $0.12 for the six months ended Decer8be2001 to $0.10 for the six months
ended December 31, 2002. The increase in averageseas resulted in a $9.1 million increase indefemunications costs, a $1.9 million
increase in network personnel and overhead-retaist$ allocated to pay services due to an incrieaséecommunications hours utilized by
pay users as a percentage of total telecommunisatiours purchased, and a $0.3 million increasestomer billing and support costs.
Average hourly telecommunications cost decreasedaimproved capacity utilization and industide price declines. The increase in co:
billable services was partially offset by a $0.2liom decrease in network depreciation allocateHitiable services as a result of certain
network related assets becoming fully depreciatetie September 2001 and December 2001 quarters.

Cost of Free Services

Cost of free services decreased by $5.bomjlor 63%, to $3.2 million for the three montirsded December 31, 2002, compared to
$8.7 million for the three months ended Decembe2BD1. The decrease is attributable to a deciaake number of active free users and a
decrease in average monthly usage per free useressilt of usage limitations imposed on our fexwises during October 2001. In addition,
cost of free services decreased as a result ofreakee in average hourly telecommunications costsalecrease in network depreciation,
personnel and related overhead costs allocatedécsErvices due to a decrease in telecommunisatiours utilized by free users as a
percentage of total telecommunications hours pwethaOur active free user base decreased 32% toxapgtely 2.8 million users as of
December 31, 2002, compared to approximately 4lilomusers at December 31, 2001. Telecommunicdtmurs related to our free user base
decreased to 15%, as a percentage of total telecoimations hours purchased during the three mamttded December 31, 2002, compared to
34% during the months ended December 31, 2001.

Cost of free services decreased by $15llomior 69%, to $6.9 million for the six montheded December 31, 2002, compared to
$22.0 million for the six months ended DecemberZ8)1. The decrease is attributable to a decreathe inumber of active free users and a
decrease in average monthly usage per free useressilt of usage limitations imposed on our fEwises in October 2001, which also
resulted in a decrease in the number of activeusees. In addition, cost of free services decitasen result of a decrease in average hourly
telecommunications costs and a decrease in netwepieciation, personnel and related overhead aelistsated to free services due to a
decrease in telecommunications hours utilized bg frsers as a percentage of total telecommunisatioars purchased. Telecommunication
hours related to our free user base decreasedtm$ta percentage of total telecommunications hmunchased during the six months ended
December 31, 2002, compared to 49% during the siths ended December 31, 2001.

Sales and Marketing

Sales and marketing expenses increase@.Byndillion, or 97%, to $19.9 million for the thresonths ended December 31, 2002,
compared to $10.1 million for the three months endecember 31, 2001. The increase is attributabéatincrease in advertising and
promotion costs of approximately $9.5 million asault of our strategy to increase our pay usee a®ugh traditional marketing activities.
Additionally, sales and marketing expenses incretasea result of a $0.5 million increase in teldrating expenses related to customer
acquisition and retention activities and a $0.3iamlincrease in occupancy-related expenses, whiate partially offset by a $0.2 million
decrease in stock-based charges, a $0.2 millioredse in overhead-related expenses and a $0.bmilicrease in personnel-related expenses

Sales and marketing expenses increase@ #illion, or 161%, to $36.5 million for the sixonths ended December 31, 2002,
compared to $14.0 million for the six months enBetember 31,
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2001. The increase is attributable to an increaselvertising and promotion costs of approxima$29.2 million as a result of our strategy



increase our pay user base through traditional etiauds activities. Additionally, sales and marketigpenses increased as a result of a

$2.0 million increase in telemarketing expensesteel to customer acquisition and retention acgéigjta $0.7 million increase in personnel-
related expenses due to increased head countaslaof the Merger and a $0.2 million increasstotk-based charges. These increases were
partially offset by a $0.5 million decrease in sodirectly associated with NetZero's former RocketCsubsidiary, which was sold in

August 2001.

Product Development

Product development expenses decreasedl. Byn$llion, or 23%, to $5.7 million for the thregonths ended December 31, 2002,
compared to $7.4 million for the three months endedember 31, 2001. The decrease was due to arilich net decrease in depreciation
and overhead-related expenses as a result ofegfieis gained through the Merger, a $0.6 milliocrelase in stock-based charges as a result o
the sale of our Simpli subsidiary in the June 2§0arter, which resulted in the accelerated vesifrreviously granted restricted stock awa
and a $0.3 million decrease in costs directly aased with NetZero's former RocketCash and Simyisidiaries and a $0.1 million decreas
personnel-related expenses.

Product development expenses decrease@.Byndllion, or 3%, to $11.7 million for the six mihs ended December 31, 2002, compared
to $12.1 million for the six months ended Decentiier2001. The decrease was due to a $0.9 millieredse in costs directly associated with
NetZero's former RocketCash and Simpli subsidiage®0.9 million decrease in st-based charges as a result of the sale of our Bimpl
subsidiary in the June 2002 quarter and the aatelévesting of certain previously issued stockomstand restricted stock awards and a
$0.7 million decrease in depreciation and overhredated expenses. The decrease in product develdpmrpenses was partially offset by a
$2.1 million increase in personnel-related expeases result of increased headcount, salaries amaskes resulting from the Merger.

General and Administrative

General and administrative expenses deetdag $2.1 million, or 23%, to $7.1 million for tileree months ended December 31, 2002,
compared to $9.2 million for the three months endedember 31, 2001. The decrease was due to arffllidh decrease in stock-based
charges as a result of the accelerated vestingrtdin previously issued stock options and restrietwards, a $1.0 million decrease in
occupancy and overhead-related charges as a oésiffice consolidations and headcount reductioasienin connection with the Merger and a
$0.2 million decrease in costs directly associaigld NetZero's former Simpli subsidiary. These @ases were partially offset by a
$0.4 million increase in personnel-related expemases result of higher compensation costs and3rtiillion increase in legal settlement-
related costs.

General and administrative expenses deeddag $4.5 million, or 26%, to $12.7 million foretlsix months ended December 31, 2002,
compared to $17.2 million for the six months enBetember 31, 2001. The decrease in general anchestiraiive expenses is due to a
$2.7 million decrease in stock-based charges asudtiof the accelerated vesting of certain preslipissued stock options and restricted stock
awards, a $0.8 million decrease in costs directfoaiated with NetZero's former RocketCash and Benpsidiaries, a $0.7 million credit as a
result of a favorable settlement of a contractispute with a former vendor and a $0.5 million @éase in consulting and professional fees as &
result of the Merger and a net $0.3 million decesiasoccupancy and overhead-related expensesessila of the Merger. These decreases were
partially offset by a $0.5 million increase in légattlement-related costs.
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Amortization of Intangible Assets

Amortization of intangible assets decredse80.9 million to $3.8 million for the three mbstended December 31, 2002, compared to
$4.7 million for the three months ended December2BD1 as a result of certain acquired intangibkets from the Merger being fully
amortized as of September 30, 2002, partially vfigean increase in amortization expense resuftimg the $7.9 million of identifiable
intangible assets acquired in connection the attouif the Internet access assets of BlueLightavember 2002.

Amortization of intangible assets increabg$3.7 million to $8.5 million for the six montlesided December 31, 2002, compared to
$4.8 million for the six months ended DecemberZf)1 as a result of the amortization of acquirédrigible assets associated with the Merger
in September 2001. Amortization of intangible assetated to these assets was not included irethéts of operations prior to September 25,
2001. Additionally, amortization of intangibles ieased as a result of the intangible assets achinom the purchase of the Internet access
assets of BlueLight in November 2002.

Restructuring Charges

During the three months ended Decembe?@Qd1, we recorded $2.1 million of restructuringrgfess, which consisted of $0.3 million in
employee termination benefits and $1.8 millionéade exit costs, which includes a charge of apprabdly $0.8 million to write-off leasehold
improvements associated with our former officebl@w York. In an effort to streamline our operati@amsesponse to changing market
conditions, we reduced our workforce by approxitya2® employees during the three months ended DeeeBil, 2001. Of the 25 employees
terminated, 18 were in general and administraweere in product development and 1 was in saldswarketing



During the six months ended December 30120e recorded $2.4 million of restructuring creargwhich consisted of $0.6 million in
employee termination benefits and $1.8 millionaade exit costs, which includes a charge of appravaly $0.8 million to write-off leasehold
improvements associated with our former officebl@w York. In an effort to streamline our operatidmsesponse to changing market
conditions, we reduced our workforce by approxinya®3 employees during the six months ended Dece®be2001. Of the 93 employees
terminated, 35 were in sales and marketing, 26 wegeneral and administrative, 23 were in prodlsstelopment, 6 were at RocketCash and 3
were in network operations.

Interest Income, Net

Interest income, net decreased by $0.5anjllor 31%, to $1.1 million for the three montimgled December 31, 2002, compared to
$1.6 million for the three months ended December2B01. Interest income, net decreased by $0.8mjlbr 28%, to $2.1 million for the six
months ended December 31, 2002, compared to $H#i@mior the six months ended December 31, 2001 d@ecrease in interest income is
due to lower interest rates, partially offset bgiueed interest expense as a result of a decreasgiiial lease and notes payable balances.

Other Income, Net

Other income, net for the six months endedember 31, 2001 was $1.0 million. In August 2304 sold substantially all of the assets of
RocketCash and recognized a gain of approximately fillion.
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Provision for Income Taxes

For the three and six months ended DeceBihe2002, we generated pre-tax income of $5.2anithnd $6.9 million, respectively, and
recorded a provision for income taxes of $0.5 willand $0.7 million, respectively for Californiat income tax purposes. In September 2
the State of California enacted legislation thapginds our utilization of net operating loss camyfrds to offset current taxable income for a
two-year period beginning in fiscal 2003. For fedéncome tax purposes, pre-tax income for theoplenias fully offset by net operating loss
carryforwards. Because the benefit of net operdting carryforwards was not recognized in prioiquks, such benefit is recognized in the
current period and no federal income tax provisias been recorded. For the three and six montheddddcember 31, 2001, we generated pre:
tax losses of $15.7 million and $37.9 million, restively, and recorded no provision for income taxe

Liquidity and Capital Resources

From inception to December 31, 2002, owgrapons have been financed primarily through tie ef equity securities and, to a lesser
extent, cash generated from our billable servicekaalvertising and commerce revenues, net casliraddtom acquisitions, and equipment
lease financing. At December 31, 2002, we had agymiately $159.8 million in cash, cash equivalemid ahort-term investments and
approximately $0.8 million in restricted cash.

Cash provided by (used for) operating &@tis primarily consists of net income (loss) atialsfor certain non-cash items including
depreciation and amortization, stock-based chaagdshanges in working capital. For the six mometiged December 31, 2002, net cash
provided by operating activities was $29.5 millmonsisting of net income of $6.2 million adjusted hon-cash items of $15.5 million and a
$7.8 million decrease in working capital and othetivities. For the six months ended December B012cash used for operating activities
$20.6 million consisting of net loss of $37.9 naifli adjusted for non-cash items of $17.4 milliorrtipy offset by a $0.1 million increase in
working capital and other activities.

For the six months ended December 31, 2082¢ash used for investing activities was $7 Manj consisting of cash paid for the
acquisition of the Internet access assets of Blylelof $8.4 million, purchases of property and pquent of $2.6 million, partially offset by net
proceeds from the maturities of short-term investimef $3.1 million. For the six months ended DebenB1, 2001, net cash provided by
investing activities was $26.4 million, consistiog$32.3 million of cash acquired from the acquisitof Juno, $1.2 million from the net
proceeds from sales of assets, partially offsatéfypurchases of short-term investments of $6.famiand purchases of property and
equipment of $0.4 million.

For the six months ended December 31, 2082;ash provided by financing activities was $4illion, consisting of proceeds from
exercises of stock options and employee stock aseeplan shares of $4.5 million and $0.1 milliomegfayments of notes receivable from
stockholders, partially offset by payments on cdpéases of $2.3 million and repurchases of comsatock of $2.2 million. For the six months
ended December 31, 2001, net cash used for fingrcitivities was $5.5 million, consisting of $4.4limn of payments on capital leases and
notes payable and $1.1 million of repurchases ofraon stock and option shares exercised, partifigebby proceeds from employee stock
purchase plan shares of $0.1 million.

In prior years, we invested significantlydur network infrastructure, software licensesniture, fixtures and equipment and may need to
make further investments in the future. We antitgighat our annual capital expenditures will inseerom $1.5 million in fiscal 2002 to
approximately $5.5 to $6.0 million for fiscal 200#,which approximately $2.6 million was expendedidg the six months endt



December 31, 2002. The actual amount of capitatedipures may increase due to a number of fadtwkiding new business initiatives,
which are difficult to predict and could changerdedically
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over time. Technological advances may also requsr® make capital expenditures to develop or aeqew equipment or technology in or:
to replace aging or technologically obsolete eq@pmWe intend to use our existing cash balancésnid any future operating losses, to
repurchase outstanding common, to acquire comptamgservices, businesses or technologies andhtbriecessary future capital
expenditures.

We currently anticipate that our existiragle, cash equivalents and short-term investmetitbevsufficient to fund our operating
activities, capital expenditures and other obligagifor at least the next twelve months. In thetstesm, we do not anticipate the need for
additional financing to fund our operating actie#i However, we may raise additional capital feadety of reasons including, without
limitation, expanding our marketing activities, é&ping new or enhancing existing services or petglto respond to competitive pressures,
acquiring complementary services, businesses bhntdagies or funding unanticipated capital expanés. If we need to raise additional
capital through public or private financings, st@it relationships or other arrangements it migitbe available to us on acceptable terms, or
at all. Our failure to raise sufficient capital wheeeded could have a material adverse effectebukiness, financial condition, results of
operations and cash flows. If additional funds weaiised through the issuance of equity securitfesspercentage of stock owned by the then-
current stockholders would be reduced. Furthermsreh equity securities might have rights, prefeesror privileges senior to holders of our
common stock.

Financial Commitments
Operating Leases

The Company leases its facilities and aematwork equipment under operating leases exgpainvarious periods through 2010. The
leases generally contain annual escalation provisas well as renewal options. Future minimum Igasenents under operating leases as of
December 31, 2002 for the remainder of the fisealryending June 30, 2003 are $1.5 million.

Future minimum lease payments under opegydtiases are as follows:

Year Ending
June 30,

(in thousands)

2004 $ 2,68¢
2005 2,54¢
2006 2,451
2007 2,29
2008 2,117
Thereaftel 2,612
Total $ 14,707
|

Other Commitments

Under the terms of several multi-year tefamunications services agreements with variousceeproviders, we are currently
contractually committed to purchase approximatéyl $nillion for the remainder of the fiscal yeaderg June 30, 2003. We are currently
contractually committed to purchase approximatdl§.@ million, $5.0 million and $0.3 million in telemmunications services for the fiscal
years ending June 30, 2004, 2005 and 2006, resphrctUnder the terms of a marketing agreementargecurrently contractually committec
purchase $2.5 million and $3.5 million in advertgsifor the fiscal years ending June 30, 2003 afd 2@spectively.
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Recent Accounting Pronouncements

In June 2001, the Financial Accounting 8tads Board ("FASB") issued SFAS No. 142. Under SBo. 142, goodwill and indefinite-
lived intangible assets are no longer amortizedabeitreviewed annually (or more frequently if inpaént indicators arise) for impairme



Separable intangible assets that are not deenteal/indefinite lives will continue to be amortizexer their useful lives (but with no
maximum life). The adoption of SFAS No. 142 in thiet quarter of 2003 did not have an impact onftnancial position, results of operations
or cash flows.

In August 2001, the FASB issued SFAS Net, Becounting for the Impairment or Disposal of Longdd Assetsyhich is applicable to
financial statements issued for fiscal years bagmafter December 15, 2001. The FASB's new rufeasset impairment supersede SFAS
No. 121,Accounting for the Impairment of Long-Lived Asseatd for Long-Lived Assets to Be Disposednf] portions of APB Opinion
No. 30,Reporting the Results of Operatio®:AS No. 144 provides a single accounting modeldiog-lived assets to be disposed of and
significantly changes the criteria that would h&wé&e met to classify an asset as held-for-sakesgification as held-for-sale is an important
distinction since such assets are not depreciatéde stated at the lower of fair value or cagyamount. SFAS No. 144 also requires
expected future operating losses from discontiraptations to be displayed in the period(s) in Whiee losses are incurred, rather than as of
the measurement date as presently required. Th@iadof SFAS No. 144 in the first quarter of fis2@03 did not have any impact on our
financial position, results of operations or casiws.

In June 2002, the FASB issued SFAS No. 246punting for Costs Associated with Exit or Disgadictivities.SFAS No. 146 requires
that a liability for a cost associated with an exitdisposal activity be recognized when the liabik incurred and nullifies the guidance of
Emerging Issues Task Force ("EITF") Issue No. 94i&hility Recognition for Certain Employee Termiiogit Benefits and Other Costs to Exit
an Activity (including Certain Costs Incurred irReestructuring)which recognized a liability for an exit cost a¢ttlate of an entity's
commitment to an exit plan. SFAS No. 146 requihed the initial measurement of a liability be at faalue. SFAS No. 146 will be effective
exit or disposal activities that are initiated afleecember 31, 2002 with early adoption encoura@id.adoption of SFAS No. 146 in the third
quarter of fiscal 2003 will not have any impactanr financial position, results of operations osttélows.

In December 2002, the FASB issued SFASI¥8, Accounting for Stock-Based Compensation—TransétiahDisclosure—an
amendment of FAS 128FAS No. 148 amends SFAS No. 128¢counting for Stock-Based Compensattomrovide alternative methods of
transition for an entity that voluntarily changeghe fair value based method of accounting fockstmased employee compensation. It also
amends the disclosure provisions of SFAS No. 128daire prominent disclosure about the effectseported net income of an entity's
accounting policy decisions with respect to stoakdil employee compensation. This Statement alsods#d®B Opinion No. 28nterim
Financial Reportingto require disclosure about those effects in imdmancial information. SFAS No. 148 is effectifiog annual and interim
periods beginning after December 15, 2002. As we ledected not to change to the fair value basatiadeof accounting for stock-based
employee compensation, SFAS No. 148 will not haweimpact on our financial position, results of ggt@®ns or cash flows.

Future results of operations may vary due to certai factors.

Our operating results may fluctuate suligliy in the future as a result of a variety oftiars, many of which are outside of our control,
including those discussed elsewhere in this Fors@1While we do not currently intend to significBnincrease our operating expenses other
than to increase our marketing expenses and tedsertelecommunications expenses as necessaryittesew users, we may increase other
expenses and capital expenditures for a varietgagons including, without limitation, unanticipégrowth in our user base, enhancement of
the features and functionality of our
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services, the development of new services and ptedcosts associated with integrating acquiredpeoties, upgrading our internal network
infrastructure, pursuing new distribution chanraeig hiring new personnel across all levels of ttyaoization. Expenditures in each of these
categories may vary significantly from period-taipd. While some expenses are fixed in the shomsignificant amounts of our operating
expenses are determined on the basis of anticipatetiues. There are risks associated with thegrand achievement of revenue targets due
to a variety of factors, and we cannot assure fiatirevenues will increase commensurately with eges. As a result of these and other
factors, operating results may vary substantiabiynf quarter-to-quarter.

Seasonal trends could affect both reveandsoperating expenses. However, because our Basimedel has changed and our operating
history is limited, it is difficult to accuratelyrgdict these trends and plan accordingly. Sinceeatiperiod operating expenses may be based or
expectations of future revenues, it is possiblé gkasonal fluctuations could materially and adsgraffect our business, results of operations
and financial condition.

There are several other factors that mageaur quarter-to-quarter revenues to fluctuapeificantly, including demand for online
advertising, changes in advertising rates, incieaseecreases in the pricing of our pay servigesnotional discounts, fluctuations in our user
count, and changes in orders from significant custs. These and other factors may cause signiffearitiations in our quarter-to-quarter
revenues.

We purchase the vast majority of our tefecwnications resources from third parties. Frorettmtime we have disputes with vendors
regarding such services and the accuracy of theidas for such services. The resolution of suchudes has resulted, and may in the future
result, in adjustments in the current period toegges that were recorded in prior periods, or ereése in expenses in the period of resolution.
Our results of operations may be impacted by despulith vendors and the timing of the resolutioswth disputes



The timing of implementation of any furthienitations on our free services may impact pagrusgistrations as well as the number of
active users on our free services. In October 2@@limplemented additional limitations on NetZeffoée service. This resulted in a substal
increase in sign-ups for our pay services in Oat@0@1 and a decrease in the number of activeusees. Historical quarterly fluctuations in
our user base, both free and pay, may not be itigkcaf an ongoing trend.

Our billable services revenues and findrreisults are dependent on the number of pay wsecar services. Each month, an average of
four-to-five percent of our pay users cancel tleirounts or have their accounts terminated. Theseeptages do not include those users who
sign-up directly for our pay services without previousking our free services, but whose accounts am@rated within 30 days of registratit
Since the inception of our pay services, the nurolbeew pay users signing up for our services ikaseded the number of users canceling
their service, in part as a result of limitationgposed on our free services. Increasing our payhase involves two components: gaining new
pay users who have not previously used our fregcgesr and converting our free services users t@aurservices. We have experienced, and
may in the future experience, decreases in ourusee base, which we believe will cause us tomaye heavily on acquiring more pay users
that have not previously used our free serviceaduition, as our pay user base grows, we arenegdjtop obtain an increasing number of pay
users to replace the users who cancel their sefledial-up ISP industry is maturing and the aggte number of dial-up accounts in the
United States is likely to decrease. There is figanit competition for new pay users and we camssure you that we will achieve success in
acquiring new pay users. The average cost to azquiew pay user in our industry is significanilyner than we anticipate spending, and we
cannot assure you that we will be able to acquéwe pay users at a reasonable acquisition coske Experience decreases in the number of
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new pay users signing up for our pay servicespayruser base is likely to decrease, and our bssimesults of operations and financial
position will be adversely impacted.

We have previously experienced reductionsdvertising and commerce revenues from significastomers and may experience
additional reductions in the future. We derivedragpmately 36% of our advertising and commerce nexss and approximately 4% of our t
revenues for the three and six months ended Deaedib@002 from our agreement with GM comparedpreximately 34% and 29%,
respectively, of advertising and commerce revemngsapproximately 5% and 6%, respectively, of trdaknues for the three and six months
ended December 31, 2001. While we have had a lemg-telationship with GM, our agreement with theriees in December 2003. They
historically have been provided with reductionshiair advertising commitments and may be providdditeonal reductions in the future. We
can give no assurance that we will continue tovgettie amount of anticipated advertising and coremegvenues from GM during the
remainder of the term of the agreement. We do ntitipate that, following December 31, 2003, thecagnent will be replaced by other
arrangements, which will generate comparable rezgnlihe termination or renegotiation of agreemeiitts significant customers, as well as
the timing of orders under agreements with sigaificcustomers, may cause significant fluctuationsur quarterly advertising and commerce
revenues. Our business, results of operationsiaaddial condition may be materially and adversdfgcted if we are unable either to maint
or renew our agreements with significant custoroett® replace such agreements with similar agreémeith new customers.
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RISK FACTORS

Before deciding to invest in our company or to rneimor increase your investment, you should cdhefionsider the risks described
below, in addition to the other information in tméport and our other filings with the SEC. Thekdsnd uncertainties described below are not
the only ones facing our company. Additional rigskgl uncertainties not presently known to us or thatcurrently deem immaterial may also
affect us. If any of these risks actually occur, lousiness, financial condition or results of op@ras could be seriously harmed. In that event,
the market price of our common stock could dedimg you may lose all or part of your investment.

Risks Associated with our Operatic
We cannot predict our success because our businesedel is unproven and changing.

Juno began offering e-mail services in Ap#96 and NetZero began offering Internet accessces in October 1998. Each company has
made significant changes to its business modealdoess changes in the market as well as otherrfadde may make additional changes to
each company's business model in the future. Tlaesers make it difficult to evaluate or predictrg@erformance. We cannot assure you that
our current business model will be successful, Weatill not make significant changes to our maoatethat any changes we make to our model
will be successful.

NetZero and Juno have a history of losses and we macur additional losses. Our stock price could flhas a result of future losses and
negative cash flow.

We achieved profitability in the SeptemB8602 quarter, and we were profitable in the Decerb82 quarter as well. However, b



NetZero and Juno have a history of losses. Netifenrred net losses of approximately $334.5 millimm its inception in July 1997 throuy
September 2001. Juno incurred net losses of appedgly $191.3 million from its inception in June9Bthrough September 2001. During the
year ended June 30, 2002, United Online incurm®diza8 million net loss. Although our goal is toliease revenues and profitability, we car
assure you that we will be successful in doingosdhat we will maintain profitability. We may nevee successful in implementing our
business strategies or in addressing the risksiaoédrtainties facing our company. We cannot asgamethat we will be able to sustain or
increase profitability on a quarterly or annualibalf we fail to maintain or increase profitabyjlithe market price for our common stock would
suffer which may adversely affect our ability téseacapital and retain key employees.

Our business is subject to fluctuations that may rgatively impact the price of our common stock.

Our revenues, expenses and operating sdsaNe varied in the past and may fluctuate sicgnifily in the future due to a variety of factors
including, without limitation, fluctuations in oypay and free user base, changes in the numbeuo$ Babscribers use our services, changes in
our business model and service offerings, chamgéwi market for Internet advertising, the effdcsignificant contracts with advertisers and
vendors, and fluctuations in marketing and telecamications expenses. In addition, many of our dpegaxpenses are based on our
expectations of our future revenues and are religtiixed in the short term. We cannot assure ya we will achieve the expectations or
projections made by our management. Furthermorenayebe unable to adjust spending quickly enougiffset any revenue shortfall, which
may cause our business and financial results fersiuture results of operations may also varyofber reasons discussed in Management's
Discussion and Analysis of Financial Condition &webults of Operations.

Due to all of the above factors and thespotisks discussed in this section, you shouldelgton quarter-to-quarter or year-to-year
comparisons of our results of operations as arcatidin of future performance. It is possible tlresome future periods our results of operat
may be below the
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projections of our management and expectationsibfigmarket analysts and investors. In this evira price of our common stock is likely
fall.

Our market share and revenues will suffer if we arainable to compete effectively with established andew providers of dial-up and
broadband Internet access services.

Competition for users of Internet accessises is intense. We compete with establishecherdiervice and content providers, such as
Time Warner, CompuServe and The Microsoft Networllependent national ISPs, such as EarthLink; comegacombining their resources to
offer Internet services in conjunction with othendces such as the agreement between Yahoo! aGdi@Brnet Services and the arrangement
between AOL Time Warner and Walmart.com; natiomshmunications companies and local exchange casigns as AT&T WorldNet, Que
Software, Inc. and Verizon; and cable companiek siscComcast Corporation, Cox Communications,dnd. Adelphia Communications
Corporation. We also compete with local telephoomganies and regional and local commercial ISPs.

While we believe our current product ofifgs compete primarily with other dial-up Internet@ss offerings, we also compete with
broadband offerings. Our larger competitors offethldial-up and broadband services. We offer braadlservices on a limited basis pursuant
to an agreement with Comcast Cable Communicationsand we are uncertain whether we will offerdatband services on a more signific
scale. We cannot assure you that we will be abimpdement such a service successfully, that tha@sewill be offered on other than a limited
basis or that we will generate a significant nuntifesubscribers to the service. Our failure to ffempetitive broadband services on a
significant scale will adversely impact our abilitycompete for new users.

We expect competition to continue to intBndistorically, there has been significant grovih the number of new users establishing
Internet access accounts. It is estimated thabappately 88% of the homes in the United States widmputers as of December 2001 had
some form of Internet access. As such, the numbgiabup accounts being established by new usedecreasing. In addition, we expect that
the aggregate number of dial-up accounts in theedrtates will decrease in the future due to tbevth in broadband services. In addition to
offering broadband services, many of our competita@ve significantly greater resources and largaketing budgets and more advanced
features and services, and they may offer compagngices at a lower price. While many of our cotitpes price their standard services above
our standard offering price, there are other coitgrstwith lower pricing and we cannot assure yoat tve will be price competitive.

We cannot assure you that we will be ableadmpete successfully. Our inability to effectivebmpete could require us to make signifit
revisions to our strategies and business modelyandd likely result in increased costs, decreaseenues and the loss of users, all of which
could materially and adversely impact our businsancial position and results of operations.

Restrictions on our free services may result in sigficant reductions in our free user base.

NetZero and Juno have, from time to timglemented restrictions and limitations on thedefservices. As a result of these measures an
other factors, we have experienced a decline irffreeruser base and a decrease in the number ofisew registering for our free services.
also have focused our marketing efforts on marketior pay services, not our free services. Thesesures may adversely impact our
reputation as a provider of free services and nitakere difficult to recruit new free users. Sirec@ortion of our strategy is to increase our



user base by converting free users to pay usetsctiens in our free user base may adversely impécstrategy. We cannot assure you that
these measures will not adversely impact our bgsine
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If we are unable to grow our pay user base, we mayot be able to grow revenues.

Growth in our pay user base will be critimaour future success. Increasing our pay usse lda/olves two components: converting our
free service users to our pay service and gaingvg pay users who have not previously used ourdeeegice. We have experienced, and may
experience in the future, decreases in our freehesse, which we believe will cause us to rely mweavily on signing up more pay users who
have not previously used our free service. In dalditas our pay user base grows, we are requirelition an increasing number of pay usel
replace the users who cancel their service. Weargeting directly with other pay service offeriragel we cannot assure you we will achieve
success in signing up new pay users. The averajéaacquire a pay user in our industry is sigalffitly higher than we anticipate spending,
and we cannot assure you that we will be able qoiiae new pay users at a reasonable cost. If wereqe decreases in our pay user base or
increased costs in acquiring new pay users, ounéss, results of operations and financial positilhbe adversely impacted.

We are relying on the migration of freenss® our pay services as a major source of oulugays. Since July 1998, Juno has advertised t
its free users encouraging them to upgrade, anddvetnitiated a similar campaign in March 2001eféis a risk that repeated exposure to
these advertisements may cause their effectivenedecline. Furthermore, to the extent that our neinof active free users declines, we will
have a smaller pool of free users to solicit, fertreducing the absolute number of potential mignatto our pay services. The rate at which
users of the free service upgrade to our pay ses\wias, from time to time, declined and may coetitaudecline, which would adversely imp
our ability to retain or grow our pay user base.

If we are unable to retain users, our business anfihancial results will suffer.

Our business and financial results are déget on the number of users of our services. Qurxer of active users has a significant im)
on our ability to attract advertisers, the numbfeadvertising impressions we have available tg s@ltl on how many pay service users we can
potentially acquire by soliciting users of our fiesrvice. Our number of pay service users is alfitic our ability to generate revenues. Each
month, an average of four to five percent of o parvice users cancel their accounts or have #teunts terminated. These percentages do
not include those users who sign up for our payisemithout previously using our free service avitbse accounts are terminated within
30 days of registration. Each month, an even higkezentage of free users becomes inactive andattemajority of registered free users are
not actively using our services. This is due to petition, the imposition of limitations on our freervices, changes in pricing plans and other
factors. In addition, there may be significant daphetween NetZero's and Juno's active free wsash) so the actual combined active user
may be less than anticipated.

We anticipate further significant reducsdn our free user base if we implement additigeatrictions on our free services. We may also,
in the future, make additional changes to the tesnaices of our pay services, which may resulidditional pay user attrition. If these or
other factors result in the loss of a significantber of users, our business and financial resultsuffer. We cannot assure you that we will
be able to effectively retain users or generateighamew users to make up for lost users.

If we fail to generate significant revenues and déve a profit from our pay services, we may not belze to support our operations.

Our ability to generate significant revesifi®m our pay services will be critical to ourdtg success. Generating pay revenues includes
increasing our pay user base as well as maintawnimgcreasing our pricing. Juno has offered aetgrof pricing programs and has, in certain
cases, increased the pricing to certain users las#ueir usage. Juno's monthly prices have rafrged
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$1.95 to $29.95 per month. A significant numbeusérs who have experienced price increases hasendisued their service, which advers
impacts revenues.

Our ability to offer a value-priced pay\dee will be adversely impacted if users of our gayvice use the Internet excessively. We price
our standard offering based on the expectationubeits will access the Internet for only a modenataber of hours each month. If the average
monthly usage for our pay users exceeds our eXjpatsaor if our average hourly telecommunicationst increases, we may not be able to
operate our value-priced pay services profitablg. MAy have to impose hourly limits on our pay sEwior increase our standard pricing,
either of which could adversely impact our abitibyattract and retain users to our pay servicepompete effectively.

We may be unable to maintain or grow our advertisig revenues.

Advertising revenues are intended to bergrortant component of our strategy and revenue baig forward. Our revenues frc



advertising have, from time to time, decreased foquarter-to-quarter due to a variety of factors|uding the deterioration of the online
advertising market and the decrease in capitalablaito Internet companies. We have experienaaghaber of situations where our
advertising arrangements are terminated earlynareenewed, are renewed at significantly lowesgatr are repriced during the term of the
arrangement. Our success may depend on our abiléffectively target users based on demographicogimer information. We may encounter
technical, legal and other limitations on this il

Competition for Internet-based advertisiegenues is intense and the demand for advertsgiage has declined. These and other factors
have caused Internet advertising rates to dedine it is possible that rates will continue to dezin the future. Many of our advertising
competitors have longer operating histories, grasene recognition, larger user bases, signifigagriéater financial, technical, sales,
development and marketing resources and more estadlrelationships with advertisers than we do.riist also compete with television,
radio, cable and print media for a share of adser$i total advertising budgets. Advertisers magehectant to devote a significant portion of
their advertising budget to Internet advertisinthi#y perceive the Internet to be a limited orfieetive advertising medium.

In light of these factors, we cannot assune that we will be able to maintain or grow adiging revenues.
Our business is highly dependent on our billing syem, which is based on third-party software and in¢rnally developed software.

We license from Portal the software neagstaoperate our billing system. In addition, dilting system includes internally developed
software. Customer billing is a highly complex pes, and our billing system must efficiently inéeé with other third parties' systems such as
the systems of credit card processing companiesability to accurately and efficiently bill our Bscribers is dependent on the successful
operation of our billing system and third part®gtems, particularly our credit card processingdeg, upon which we rely. In addition, our
ability to offer new pay services or alternativélibbg plans is dependent on our ability to custoen@ir billing system. Issues associated with
our billing system could cause a variety of proldeénciuding the failure to bill users on a timelysis, over-charging or under-charging users,
inaccurate financial and customer data, credit caedgebacks, delays in new product or billing praroductions and other billing-related
errors. Such problems may lead to inaccurate riygpfitom time to time, which could adversely affectr business and financial results. We
have experienced billing problems from time to tiamel may experience additional problems in theréuttihe failure of Portal to provide
software upgrades and technical support, the faifithe Portal software or internally developefivgare to operate accurately, problems with
our
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credit card processor or other billing vendors ang other failures or errors in our billing systeould materially and adversely affect our
business and financial results.

If we are unable to successfully integrate acquisiins into our operations, then we may not realizehe benefits associated with such
acquisitions and our financial condition and resuls of operations may be adversely affected.

In September 2001 we completed the Melg#rile the majority of the integration has been ctetgal, additional efforts are ongoing and
we cannot assure you that all integration effoiitshve completed successfully. In November, we aaglicertain assets of BlueLight's value-
priced Internet access and e-malil service, andiat®en efforts are ongoing. We may acquire otloenganies or undertake other business
combinations that can complement our current anrmd business activities. We are currently evalgatie possibility of acquiring and
integrating additional ISPs offering pay servickequisitions may not be available at the timesmterms acceptable to us, or at all. In
addition, acquiring a business involves many rigkduding:

. disruption of our ongoing business and diversioresburces and management time;

. unforeseen obligations or liabilities;

. difficulty assimilating the acquired customer badeshnologies, operations and person

. risks of entering markets in which we have littteno direct prior experienc

. potential impairment of relationships with employee users as a result of changes in managemeht; an

. potential dilutive issuances of equity, large amdhiediate write-offs, the incurrence of debt, anddization of identifiable

intangible assets.

We cannot assure you that we will make famher acquisitions, that we will be able to ohtadditional financing for such acquisitions, if
necessary, or that any acquisitions will be sudoéss

We may not realize the benefits associated with ouintangible assets.

We also may not realize the benefits asdediwith our intangible assets, including thosmeisited with acquisitions. During the qua



ended March 31, 2001, we determined the carryihgevaf certain assets was impaired using the undisted cash flow method and the ma
comparison method. An impairment charge relatinggodwill, intangible assets and other assetsitgt@pproximately $48.6 million was
recorded during the quarter, reflecting the amdwynivhich the carrying amount of the assets exce#usdrespective fair values. The
impairment consisted of approximately $33.5 millfon goodwill and approximately $15.1 million fother acquired intangible assets and ¢
assets. We cannot assure you that we will not éxpes similar impairment losses related to the Megy otherwise in the future. Any such
loss could adversely and materially impact our ltssaf operations and financial condition.

The provision of Internet access for free createsubstantial risks.

We face numerous costs, operational aral lgks, and other uncertainties associated withpoovision of free Internet access to
consumers. These risks include risks that our gaysuwill cancel their subscription and switch tw free service and risks that the number of
hours used by our free users, and the costs ofgingvthe service, will not decrease, and may iasee

If the number of our users who remain arreturn to, the free service is significant, ousiness and financial results may suffer. As users
of the service spend more time connected, the easiacur
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to provide the service increase. If aggregate holicennection time associated with our free s@wioicrease, our business and financial
results may suffer.

We may not be able to grow or retain our user basi# we are unsuccessful in maintaining our brands ath marketing our services.

If we are unsuccessful in maintaining aadtmuing to market our brands, we may not be &blgrow or retain our user base. Promotion
of our brands will depend on our success in pragidiigh-quality Internet products and servicesuf users and advertisers do not perceive
our existing products and services as high qualityf we introduce new products or services oeeirito new business ventures that are not
favorably received by our users and advertisees) the may be unsuccessful in building brand redmgmand brand loyalty in the marketpla

Our marketing activities may be insuffidiém increase or maintain the size of our subsciidse and may be insufficient to develop or
maintain awareness of our services. We have relied variety of cash-intensive subscriber acqoisitictivities in the past, including the
distribution of CD's, the acquisition of competgpfee-based referral agreements and extensivetasitvg and promotions. While certain of
these activities have been reduced, we could héreghjto incur significant marketing expenses tantan or grow our user base, potentially
resulting in increased user acquisition costs.dfimcur costs in implementing marketing campaigitiaut generating sufficient new users, or
if capital limitations or other factors preventfosm implementing marketing campaigns, or if maikgtcampaigns undertaken by competitors
cause attrition in our user base, our businesdiaadcial results will suffer.

Our advertising and commerce revenues would signidantly decrease if we lose key marketing and advestng relationships.

We have entered into a number of advegisigreements with third parties. The number of teations or nonrenewals of various type:
advertising contracts by our partners has incredagahrticular, Internet companies have scaled ltlae resources devoted to advertising. In
light of the concentration of our advertisers witkiie Internet industry, we expect that we will tione to experience a significant number of
terminations or nonrenewals in the future.

A small number of customers have accoufdgcand may in the future account for, a significportion of our advertising and commerce
revenues. Each of NetZero and Juno has previouplgreenced reductions in revenues from materiaiornsrs. For example, LookSmart, GM
and Cisco have been material customers of NetZdr® LookSmart agreement was terminated in Janu@0¢ and the Cisco agreement was
terminated in August 2001. NetZero was not ableptace either agreement with a comparable arraegerburing the three and six months
ended December 31, 2002, GM represented approXinB8&o of our advertising and commerce revenuesiaife have had a long-term
relationship with GM, our agreement with them egpim December 2003. We have provided them withagahs in their advertising
obligations in the past and may do so in the futWe can give no assurance that we will continugetdve the amount of revenues from GM
that we currently do during the remainder of theeagnent. We do not anticipate that, following Deben2003, the agreement will be replaced
by other arrangements which will generate compareblenues.

The termination or renegotiation of sigcdfnt agreements, as well as the timing of ordetlieiusuch agreements, has caused, and may in
the future cause, significant fluctuations in ouaderly results. Our business, results of opematand financial condition will be materially &
adversely affected if we are unable either to naéindr renew our significant agreements or to pkuch agreements with similar agreements
with new customers.
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Our business is dependent on a small number of telemmunications carriers and our inability to maintain agreements at attractive
rates with such carriers may negatively impact oubusiness.

Our business substantially depends ondpeadity, affordability, reliability and security otir telecommunications networks. Only a small
number of telecommunications providers offer thevoek services we require, and the majority of tmlecommunications services are
currently purchased from Level3 Communications LIGZ; Telecom Group, Inc., and UUNET Technologies, |a WorldCom company.
Several vendors have ceased operations or cedseith@the services we require, causing us to swiendors. In addition, several vendors are
experiencing significant financial difficulties anthy be unable to perform satisfactorily or to aome to offer their service. In particular,
UUNET and StarNet, Inc. are in bankruptcy procegslimnd ICG Telecom Group recently emerged fronkigutcy proceedings. The loss of
vendors has resulted, and may in the future rdsulicreased costs, decreased service qualityhenbbss of users. In particular, the failure of
Level3 Communications, ICG Telecom Group or UUNEEEfNologies to continue to provide the scope, tyuathid pricing of services
currently provided could materially and adversdfee our business. Certain of our telecommunicetiservices are provided pursuant to short:
term agreements that the providers can terminagéect not to renew. In addition, each of our teftemunications carriers provides network
access to some of our competitors, and could chimogent those competitors preferential networteas or pricing. Many of our
telecommunications providers compete, or have amrexlian intention to compete, with us in the matdgtrovide consumer Internet access.
As a result, any or all of our current telecommati@mns service providers could discontinue pro\gdils with service at rates acceptable to us,
or at all, which could materially and adverselyeaffour business, results of operations and firduscindition.

Market rates for telecommunications sewigsed in our business have declined significanthgcent years. We do not anticipate that
such rates will continue to decline in the futu®eneral market forces, the failure of providergutatory issues and other factors could rest
increased rates. Any increase in market rates wioaglgase the cost of providing our services dmlgnificant, could materially adversely
affect our business, results of operations andfirzd condition.

Our business will suffer if the scope or quality okervice from our telecommunications carriers is indequate.

If our thirdparty telecommunications service providers delivescceptable service, the quality of our Intermeeas service would suff
In this event, we would likely lose users who aisatisfied with our service. Since we do not hdivect control over our telecommunications
carriers' network reliability and the quality okthservice, we cannot assure you that we willlide & provide consistently reliable Internet
access for our users.

We do not offer Internet access in all arédany potential users may be unable to accessayuices through a point of presence that is
within their local calling area. These users mayasicularly reluctant to use our services to asdbe Internet due to the telecommunications
charges that they would incur. We cannot be susewhen additional infrastructure development®bytelecommunications providers will
establish points of presence that cover these ateassts acceptable to us.

If we fail to manage our telecommunications or ouinternal network capacities, our service levels maguffer or we may experience
increased per-user costs.

We will have to accurately anticipate ouwtufe telecommunications capacity needs withinH@&aeé requirements. If we fail to procure
sufficient quantities of telecommunications sersioge may be unable to provide our users with aabégp service levels. We also run the risk
of purchasing excessive amounts of telecommunitatervices. In that event, we would be requirdakbiar the

41

costs of excess telecommunications capacity withoontmensurate increases in revenues. We have ewped such overcapacity in the past,
and we may experience overcapacity in the future.f@ilure to effectively manage telecommunicationsts would likely have a material
adverse effect on our business, results of op@stitnancial position and cash flow.

In addition, we may from time to time exjpeace increases in our telecommunications usagehvexceed our then-available
telecommunications capacity and the capacity ofimtigrnal servers. As a result, users may be untabiegister or log on to our service, may
experience a general slow-down in their Interneteas or may be disconnected from their sessiorcedsive user demand could also result in
system failures of our internal server networksiclvlwould prevent us from generating advertisingeraies. Inaccessibility, interruptions or
other limitations on the ability to access our g@ndue to excessive user demand, or any failuoeipgervers to handle user traffic, could have
a material adverse effect on our reputation andeenues.

We may not successfully develop and market new prodts in a timely or cost-effective manner; consumeror advertisers may not
accept our new products.

We may not be able to compete effectivelya are not able to adapt to changes in technodoglyindustry standards, and to develop and
introduce new and enhanced products and servieemgs. New products may be dependent on our abtpireeded technology or services
from third parties. We also believe that our apitit compete successfully will also depend uporcthrinued compatibility of our services
with products offered by various vendc



We have expended, and may in the futurerapsignificant resources developing and implemgntew products. Product development
involves a number of uncertainties, including ui@pated delays and expenses. New products mayteateological problems or may not be
accepted by our users or advertisers. Severakafi¢lv products we have offered, or intend to offez,intended to generate additional reve
for us. We cannot assure you that such productpraVide us with any meaningful revenue. In patte, the expansion of a broadband ser
offering, including a cable offering, could resmltsignificant expenses without a commensuratecise in revenues.

We may not be able to compete effectively if we aret able to protect our proprietary rights.

If we are not able to protect our proprigtaghts, we may not be able to compete effecyivéle principally rely upon patent, copyright,
trade secret and contract laws to protect our gy technology. We cannot be certain that weettakken adequate steps to prevent
misappropriation of our technology or that our cetitprs will not independently develop technolodiest are substantially equivalent or
superior to our technologies. In addition, sincepravide our Internet access software for freeavgeextremely susceptible to various form:
unauthorized use of our software. These actionklamversely affect our brand names.

In addition, both Juno and NetZero haveageg in lawsuits and expended significant resouattespting to enforce their proprietary
rights. We may attempt to enforce our proprietégits in the future, which could result in signéitt costs without a corresponding economic
or competitive benefit.

We may incur substantial costs and diversion of maagement resources if we are accused of infringingoon the proprietary rights of
others.

Third parties may assert claims againgousfringement of their proprietary rights anag#e claims may be successful. In addition, a
number of third-party owners of patents have clanwehold patents that cover various forms of antiansactions or online technology. As
with other online service providers, patent clagosld be asserted against us based upon our senvidechnologies.
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We have had claims asserted against us in theafthstigh we do not believe that any claims are risdt® our business.

We could incur substantial costs and dieersf management resources in the defense of laimsrelating to proprietary rights. Parties
making these claims could secure a judgment awguslibstantial damages as well as injunctive orr@haitable relief that could effectively
block our ability to use our products in the Unittshtes or abroad. If a third party asserts a ctalating to proprietary technology or
information against us, we may seek licenses tantedectual property from the third party. We oabhbe certain, however, that third parties
will extend licenses to us on commercially reastmédrms, or at all. If we fail to obtain the nesay licenses or other rights, it could
materially and adversely affect our ability to cgterour business.

A security breach, virus or inappropriate use by Inernet users could disrupt our service.

The future success of our business willedelon the security of our network and, in partttensecurity of the network infrastructures of
our third-party telecommunications service provalgroviders of customer support services and athedors. In addition, the sending of
"spam” through our network could result in thirdtpes asserting claims against us. Unauthorizedagpropriate access to our computer
systems, including by current or former employeesild potentially jeopardize the security of coefitial information, including credit card
information, and that could cause losses to oursuseus. Users or third parties may also potdpteadpose us to liability by "identity theft."
Users or others may assert claims of liability agaus as a result of any failure by us to prettieege network malfunctions and security
breaches. Although we intend to use industry-stahdecurity measures, such measures have beemeieated in the past, and we cannot
assure you that these measures will not be circotaddn the future. We also cannot assure youtktigasecurity measures of our third-party
network providers, providers of customer suppontises or other vendors will be adequate. In addito potential legal liability as a result of
computer viruses or other inappropriate uses arrggdreaches, we may have to interrupt, delayeorporarily cease service to our users,
which could have a material adverse effect on euemues and could also result in increased useovar.

If our software or hardware contains errors, or if we encounter difficulties integrating our systems iad technologies, our business could
be seriously harmed.

The software and hardware used to operatgeovide our services is complex and may coniautetected errors or failures. We have in
the past encountered, and may in the future enegustrors in the software or hardware used toaipeyur business and provide our services.
This has resulted in, and may in the future rasulh number of adverse consequences, which halged or may include:

. users being disconnected from our services or bhamadple to access our servic
. loss of data or revenu

. injury to reputation; an



. diversion of development resourc

We have experienced some technical andeustsupport issues associated with our produdtsaftware releases. These issues have
resulted in users discontinuing our service ancetedversely impacted our revenues. A number ofraterial technologies and systems,
including the software client systems and ad-sgrt@thnologies for NetZero, Juno and BlueLightrimég, are based on different platforms. To
the extent we attempt to integrate these technedoamd systems, we may experience a number afudfféis, errors, failures and unanticipated
costs. In addition, our internal operations areethelent upon software provided by Oracle. Any sigaift failure of this software
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could materially and adversely affect our busin®¢s.cannot assure you that we will not experiefgeificant problems in the future.

We are dependent on third parties for technical suport and customer service and our business may seff if they are unable to provide
these services, cannot expand to meet our needsteminate their relationships with us.

Our business and financial results depenpart, on the availability and quality of livectenical and customer support services. We
outsource most of these functions to ClientLogicg@oation pursuant to an agreement that termiriatésne 2003. As a result, we maintain
only a small number of internal customer servicespenel. We are not equipped to provide the necgsange of customer service function:
the event that ClientLogic becomes unable or uivglto offer these services to us. At times, usange experienced lengthy waiting periods to
reach representatives trained to provide the teehoi customer support they require. ClientLogis hlso experienced outages in the past
where they were unable to service our users. Miaintghdesired customer support levels may requgeificantly more support personnel than
are currently available to us, or significantly aer expense than we feel it is appropriate, ar tha are able, to incur. If our relationship with
ClientLogic terminates and we are unable to emiter & comparable arrangement with a replacemeroreif our current vendor is unable to
provide the quality and quantity of service reqdijrer if we are unable to develop internally theiddnal customer service and technical
support capacity we expect to need, our busines$iaancial results will suffer. We use technicapport staff in India in part for supporting
our customers via e-mail. If technical problemsemeountered with communication to India, it mayain our ability to provide e-mail
support.

We cannot predict our future capital needs and we iy not be able to secure additional financing.

We may need to raise substantial additifurads in the future to fund our operations, foyu@sitions of businesses or technologies or for
other purposes. Additional financing may not beilalée on terms favorable to us, or at all. If adaig funds are not available or not available
when required in sufficient amounts or on accepgtadms, we may not be able to devote sufficieshcasources to continue to provide our
services in their current form, acquire additionsérs, enhance or expand our services, resporudrtpatitive pressures or take advantage of
perceived opportunities, and our business and ¢iahresults may suffer, or we could be forceddase our operations entirely.

If we are unable to successfully defend against lagactions against us, we could face substantiahbilities.

We are currently parties to various legdioms. Defending against these lawsuits may invasignificant expense and diversion of
management's attention and resources from otheersabue to the inherent uncertainties of litigatiwe may not prevail in these actions. In
addition, our ongoing operations may continue tgjestt us to significant litigation and costs in faeure. Both the costs of defending lawsuits
and any settlements or judgments against us coatdrially and adversely affect our financial pasitand results of operations.

Our business could be shut down or severely impadatéef a natural disaster occurs.

Our computer equipment and the telecomnatinias infrastructure of our third-party networlopiders are vulnerable to damage from
fire, earthquakes, power loss, telecommunicatiaiigres, and similar events. We have experiendedtins where power loss and
telecommunications failures have adversely impastgdice, although to date such failures have asehtmaterial to our operations. A
significant portion of our computer equipment, irdihg critical equipment dedicated to
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our Internet access services, is located at ouddheaters in Westlake Village, California and aiilfies in Los Angeles, California; San Jose,
California; and New York City, New York. A naturdisaster or other unanticipated problems at ouddpearters or at a network hub, or within
a third-party network provider's network, could sainterruptions in the services that we provide:. §ystems are not fully redundant. Any
prolonged disruption of our services due to systitares could result in user turnover and decréasgenues.

Our business could be severely impacted due to pidial instability in India.



Approximately 28% of our employees are teddn Hyderabad, India. Due to the current pditiostability between India and Pakistar
is possible that our India operations could beuglisrd. We rely on our employees in India for pradievelopment, quality assurance, and
customer support. If communications or personneldsrupted, it could affect our ability to enhace products or provide certain types of
support to our users.

Our ability to operate our business could be serialy harmed if we lose members of our senior managemt team and other key
employees.

Our business is largely dependent on tihegpal efforts and abilities of our senior managetnearticularly Mark Goldston, our chairmi
chief executive officer and president, and other x@rsonnel. Any of our officers or employees caminate his or her employment
relationship at any time. The loss of these keyleyges or our inability to attract or retain otlyeralified employees could seriously harm our
business and prospects. We do not carry key mamkiurance on any of our employees.

We will not be able to grow our business if we argot able to retain or hire additional personnel.

Our future success also depends on outyetalattract, retain and motivate highly skillegthnical, managerial, editorial, merchandising,
sales, marketing and customer service personnebp€ttion for such personnel is intense, partidylar the Internet and high technology
industry. As a result, we may be unable to sucodigsdttract, assimilate or retain qualified penseh

Any staff attrition we experience, wheth@tiated by the departing employees or by us, dgldce a significant strain on our managerial,
operational, financial and other resources. We ogassure you that we will be able to identify d&ivé adequate replacement staff promptly
at all. Our subsidiaries have engaged in signitistaffing reductions in the past and additionaffsig reductions may take place. These
reductions may make it more difficult for us todgtate their businesses, manage existing, or edtaidw, relationships with advertisers,
vendors and other parties, or to integrate, ex@artdimprove our service offerings. Our businessfarahcial results could suffer as a result of
the staff reductions undertaken to date and froynfature staff reductions and attrition that migltur.

Government regulation of the provision of Internetaccess services could decrease our revenues andéase our COSts.

Changes in the regulatory environment réiggrthe Internet could decrease our revenuesramdase our costs. As a provider of Internet
access services, we are not currently subjectrézidiegulation by the FCC. However, some telecomoations carriers have sought to have
communications over the Internet regulated by \8€ i the same manner as other more traditionaté@hmunications services. Local
telephone carriers have also petitioned the FQ@dalate ISPs in a manner similar to long distaetephone carriers and to impose access
on these providers, and some developments sudgggshey may be successful in obtaining the treatriey seek. In addition, we operate our
services throughout the United States, and regylatathorities at the state
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level may seek to regulate aspects of our actvagtelecommunications services. As a result,ouddecome subject to FCC and state
regulation as Internet access services and telecmications services converge.

Changes in, or interpretations of, laws regarding ansumer protection could subject us to liability orcause us to change our practices.

Consumer protection laws and enforcemetidrae regarding advertising and user privacy, esfigaelating to children, are becoming
more prevalent. The FTC has conducted investigaiioto the privacy practices of companies thatemlinformation about individuals on the
Internet. The FTC has also investigated us and ¢8#s in connection with marketing, billing anddosure practices. Juno and the FTC
entered into a consent agreement, which was apgiow¢he FTC on June 29, 2001, that provides fdregs payments and specific disclosures
or notices regarding, among other things, the abi$ Internet access services, its cancellattoms$ and local versus long-distance charges, as
well as the requirement to provide adequate custemgport to process cancellations.

Various state agencies as well as indivglbave also asserted claims against, or institumgairies into, ISPs, including Juno and
NetZero, in connection with marketing, billing adidclosure practices. We cannot assure you thasenwices and business practices
changes to our services and business practicdgiavisubject us to claims and liability by privatarties, the FTC or other governmental
agencies. The enactment of any additional lawggulations in this area, increased enforcementictf existing laws and regulations, or
claims by individuals could significantly impactrozosts or the manner in which we conduct busiredssf which could cause our business to
suffer and adversely impact our results of openatio

We could be exposed to liability for defamation, ngligence and infringement.

Because users download and redistributeniatd that are cached or replicated by us in cotimewith our Internet services, claims could
be made against us for defamation, negligence,rigipyor trademark infringement, or other theoti@sed on the nature and content of such
materials. While we have attempted to obtain safédr protection against claims of copyright inflgment under the Digital Millennium
Copyright Act of 1998, we cannot assure you thatuiieprevail in any such claims. We also couldéosed to liability because of th-party



content that may be accessible through our serviigelsiding links to Web sites maintained by ouenssor other third parties, or posted dire
to our Web site and subsequently retrieved byrd farty through our services.

Seasonal trends in Internet usage and advertisingkes may cause fluctuations in our business.

Seasonal trends could affect our advegisavenues, user sign ups and our telecommunicetists. Decreased usage during seasonal
periods could decrease advertising inventory anvetaely impact advertising revenue. While increasshe due to seasonality may positively
impact advertising revenue, it would also resulnicreased telecommunication costs for such pehiodddition, the rate at which new users
sign up for our services may vary during certa@mss®s and holiday periods. Because our operatgtgriziis so limited, it is difficult for us to
accurately predict these trends and plan accorglifigk possible that seasonality could resuligmificant fluctuations in our operating results.
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Risks Related to the Market for Our Common S

NetZero's and Juno's stock prices were highly volde; our stock price has been highly volatile sincéhe Merger and may cause
limitations on the trading market for our stock.

The market price of NetZero's and Junofsroon stock fluctuated significantly prior to the ider. The market price of our common st
has fluctuated significantly since our stock beggading on the Nasdaq National Market in Septen20€rl and it is likely to continue to be
volatile with extreme volume fluctuations. The NagdNational Market, where most publicly held Intfroompanies are traded, has
experienced substantial price and volume fluctuatid hese broad market and industry factors may liae market price of our common
stock, regardless of our actual operating perfocaaand for this or other reasons we could suffgrificant declines in the market price of our
common stock.

Future sales of our common stock may negatively &t our stock price.

At December 31, 2002, approximately 42 ionllshares were outstanding and available for egsabject to volume and manner of sale
limitations applicable to affiliates under Rule 144e market price of our common stock could dechs a result of sales of a large number of
shares of our common stock in the market, or thegmion that such sales could occur. These slesraght make it more difficult for us to
sell equity securities in the future at a price tla think is appropriate, or at all.

We may issue common stock resulting in dilution tour stockholders, and the dilutive effect of thesessuances would increase to the
extent that our stock price declines.

Juno entered into a number of relationshipsghich it could use its common stock to compéasiird parties for services, including
subscriber referral services, and we may enteradthitional such relationships in the future. B tbrice of our common stock should decline,
our electing to pay with common stock would enissling a relatively larger number of shares, iasireg the dilutive effect on our
stockholders, and potentially impairing our abilibyexecute financing transactions. Additionalhe third parties to whom we issue common
stock will generally have registration rights thedqiuire us to register these shares of common $twclkesale in the public markets. The market
price of our common stock could decline as a raddiales of these shares in the market, or theep&on that such sales could occur. If we
raise additional funds, acquire assets, or obtagtg or services through the issuance of equityritexs, stockholders may experience
significant dilution of their ownership interestcatihhe newly issued securities may have rights soptr those of our common stock. The
dilutive effect of these issuances will be increbethe extent our share price declines.

Our directors will have the ability to exercise sigificant influence over us.

Our executive officers, directors, and pessand entities affiliated with our executive offis or directors, own in the aggregate
approximately 20% of our outstanding common stécka result of this concentration of ownership, executive officers and directors may
able to exercise significant influence over mattecpiiring approval by our stockholders, includihg election of directors and approval of
significant corporate transactions. This conceitnadf ownership could also have the effect of diglg or preventing a change in control of
United Online that may adversely impact stockhad®r preventing them from realizing a premium pfietheir stock in connection with a
sale of United Online.

We have anti-takeover provisions that may make it ifificult for a third party to acquire us.

Provisions of our certificate of incorpooat, our bylaws and Delaware law could make it ndifficult for a third party to acquire us, ev
if doing so might be beneficial to our stockholdeexzause
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of a premium price offered by a potential acquitnraddition, our board of directors adopted aldtotder rights plan on November 15, 2001,
which is an anti-takeover measure that will caugestantial dilution to a person who attempts touiregthe company on terms not approved by
our board of directors.

We do not plan to pay dividends in the foreseeableiture and, as a result, you will need to sell youshares in order to realize a near-
term return on your investment.

We intend to retain any future earningéinance the operation and expansion of our busiardsdo not anticipate paying any cash
dividends in the foreseeable future. Consequestbgckholders will need to sell shares of commoulsio order to realize a return on their
investment, if any.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK

We maintain a short-term investment poidfebnsisting of U.S. commercial paper, U.S. Gowent or U.S. Government Agency
obligations and money market funds. The minimungierm rating is A and if a long-term rating is @ogilable we require a short-term credit
rating of A1l and P1. Increases and decreases -t interest rates could have a material impadinterest income from our investment
portfolio.

ITEM 4. CONTROLS AND PROCEDURES

Based on their evaluation, as of a dathiwi®0 days of the filing of this Form 10-Q, ther@many's Chief Executive Officer and Chief
Financial Officer have concluded the Company'sld&ae controls and procedures (as defined in RiBas14(c) and 15d-14(c) under the
Securities Exchange Act of 1934) are effectivertsuee that all material information required todigclosed in this quarterly report has been
made known to them in a timely fashion.

There have been no significant changekseérCtompany's internal controls, or in other factbet could significantly affect the Company's
internal controls, subsequent to the date of teatuation.
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PART II. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

There have been no material developmerttseifegal proceedings discussed in our Annual RepoForm 10-K filed with the SEC on
September 30, 2002 and, as of the date of thisiiRapere are no new material legal proceedinggport.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

The annual meeting of our stockholders kagld on November 12, 2002. Two nominees to the o&Directors, James T. Armstrong i
Dennis Holt, were elected to serve for terms erpiat the 2005 annual meeting and the appointnfdaticewaterhnouseCoopers LLP as our
independent accountants for the fiscal year endiimg 30, 2003 was ratified at the meeting.

The results of voting for the election of. Mrmstrong were as follows: 33,949,402 votesdod 301,967 votes withheld. The results of
voting for the election of Mr. Holt were as follow&3,756,212 votes for and 495,157 votes withhEhd remaining members of the Board of
Directors who continued in office after the meetamgl the year in which their terms expire are:Rabert Berglass and Kenneth L. Coleman,
whose terms expire in 2003; and (2) Mark R. Goldstod Jennifer S. Fonstad, whose terms expire(04.20

The results of the voting for the ratificait of the appointment of PricewaterhouseCoopei8 &k our independent accountants were as
follows: 23,850,636 votes for, 5,778,668 votes agiaand 4,622,065 abstentions.

ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K

(@  Exhibits.



Exhibit No.

Description

3.1* Amended and Restated Certificate of Incorpora

3.2* Amended and Restated Byla

3.3** Certificate of Designation for Series A Junior Rapating Preferred Stock (included in exhibit &dlow).

4.1** Rights Agreement, dated as of November 15, 20Qydmn the Company and U.S. Stock Transfer Corgmratihich
includes the form of Certificate of Designation tbe Series A junior participating preferred staskExhibit A, and the form
of Rights Certificate as Exhibit

10.1+ Amended and Restated Registration Rights Agree

10.2+ Lease Agreement between Westlake Gardens and Rex

10.3+ 2001 Employee Stock Purchase F

10.4+ 2001 Stock Incentive Ple

10.5+ 2001 Supplemental Stock Incentive P

10.6+ Employment Agreement between the Registrant and RaGoldstor

10.7+ Amendment to Employment Agreement between the Ragisand Mark R. Goldstc

10.8+ Stock Pledge Agreement between Registrant and Mafkoldstor

10.9+ Note Secured by Stock Pledge Agreement made by Raékoldston in favor of Registra

10.10+ Employment Agreement between the Registrant andl€xh&. Hilliard

10.11+ Amendment to Employment Agreement between the Ragisand Charles S. Hillial

10.12+ Stock Pledge Agreement between Registrant and &harlHilliard

10.13+ Note Secured by Stock Pledge Agreement made byl€sh@r Hilliard in favor of Registral
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10.14+ Employment Agreement between the Registrant andefficA. Randall, Ji

10.15+ Amendment to Employment Agreement between the Ragisand Frederic A. Randall, .

10.16+ Employment Agreement between the Registrant arahBAoods

10.17+ Amendment to Employment Agreement between the Ragisand Brian Wood

10.18++ Form of Note Secured by Stock Pledge Agreement rogaertain officers of the Company in favor of Rtigant

10.19++ Form of Stock Pledge Agreement between Registrashtartain officers of the Compa

10.20++ Form of Restricted Stock Purchase Agreement bet®Reggistrant and certain officers of the Comp

10.21 United Online, Inc. Fiscal Year 2003 ManagementBoRlar

99.1 Certification of the Chief Executive Officer pursiido 18 U.S.C. Section 1350 as adopted pursuededtion 906 of th
Sarbane-Oxley Act of 2002

99.2 Certification of the Chief Financial Officer pursuao 18 U.S.C. Section 1350 as adopted pursugdéettion 906 of the
Sarbane-Oxley Act of 2002

* Incorporated by reference from the exhibits toGherent Report on Form R-filed by Registrant with the SEC on October 102@File

No. 333-63704).

i Incorporated by reference from the exhibits toGherent Report on Forn-K filed by Registrant with the SEC on November 2G01
(File No. 333-63704).

+ Incorporated by reference from the exhibits toGuearterly Report on Form -Q filed by Registrant with the SEC on November
2001 (File No. 333-63704).

++ Incorporated by reference from the exhibits toGherterly Report on Form 1Q-filed by Registrant with the SEC on February 2802
(File No. 333-63704).

(b)

Reports on Form-K.

None.
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SIGNATURES

Pursuant to the requirements of the Seeariixchange Act of 1934, the registrant has dalysed this report to be signed on its behalf by
the undersigned thereunto duly authorized.

UNITED ONLINE, INC.



(REGISTRANT)

Dated: February 10, 2003 By: /s/ CHARLES S. HILLIARD

Charles S. Hilliard
Executive Vice President, Finance and Chief
Financial Officer

Dated: February 10, 2003 By: /sl NEIL P. EDWARDS

Neil P. Edwards
Senior Vice President, Finance, Treasurer and
Chief Accounting Office
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Certification of Chief Executive Officer Pursuant to
Securities Exchange Act Rules 13a-14 and 15d-14
as Adopted Pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002

I, Mark R. Goldston, Chairman, Chief Executive ©fi and President of United Online, Inc., certifgtt

1. | have reviewed this quarterly report on Form 1@f@nited Online, Inc.;

2. Based on my knowledge, this quarterly report da#scontain any untrue statement of a material dacimit to state a materi
fact necessary to make the statements made, indighe circumstances under which such statemeets made, not misleadi
with respect to the period covered by this quarteport;

3. Based on my knowledge, the financial statements,atimer financial information included in this gteaty report, fairly preser
in all material respects the financial conditiogsults of operations and cash flows of the regisia of, and for, the periods
presented in this quarterly report;

4. The registrant's other certifying officers andé aesponsible for establishing and maintainingld&ae controls and procedul
(as defined in Exchange Act Rules 13a-14 and 15det4he registrant and we have:

a. designed such disclosure controls and proceduressiore that material information relating to tegistrant, including i
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during theriod in which this
quarterly report is being prepared;

b. evaluated the effectiveness of the registrantdabsre controls and procedures as of a date watbidays prior to the
filing date of this quarterly report (the "EvaluatiDate"); and

C. presented in this quarterly report our conclusinsut the effectiveness of the disclosure contints procedures bas
on our evaluation as of the Evaluation Date;

5. The registrant's other certifying officers and Véalisclosed, based on our most recent evaluatidhge registrant's auditors a
the audit committee of registrant's board of dwex{or persons performing the equivalent function)

a. all significant deficiencies in the design or ogina of internal controls which could adverselyesff the registrant's
ability to record, process, summarize and repagrfcial data and have identified for the registsamtiditors any material
weaknesses in internal controls; and

b. any fraud, whether material or not material, th&bives management or other employees who hawgnéisant role in
the registrant's internal controls; and

6. The registrant's other certifying officers and V&andicated in this quarterly report whether ot there were significant chang

in internal controls or in other factors that cosignificantly affect internal controls subsequenthe date of our most recent
evaluation, including any corrective actions wiglgard to significant deficiencies and material wessses.

Dated: February 10, 20(

/sl MARK R. GOLDSTON



Mark R. Goldston
Chairman, Chief Executive Officer and Presid
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I, Charles S.

Certification of Chief Financial Officer Pursuant to
Securities Exchange Act Rules 13a-14 and 15d-14
as Adopted Pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002

Hilliard, Executive Vice Presidenpadnce and Chief Financial Officer of United Onlihec., certify that:

| have reviewed this quarterly report on Forn-Q of United Online, Inc.

Based on my knowledge, this quarterly report dagscontain any untrue statement of a material dacimit to state a material
fact necessary to make the statements made, indfghe circumstances under which such statemeats made, not misleadi
with respect to the period covered by this quartexport;

Based on my knowledge, the financial statements atimer financial information included in this gteaty report, fairly present
in all material respects the financial conditiogsults of operations and cash flows of the regista of, and for, the periods
presented in this quarterly report;

The registrant's other certifying officers andé aesponsible for establishing and maintainingld&ae controls and procedures
(as defined in Exchange Act Rules 13a-14 and 15det4he registrant and we have:

a. designed such disclosure controls and proceduressare that material information relating to tegistrant, including i
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during theriod in which this
quarterly report is being prepared;

b. evaluated the effectiveness of the registrantdalisre controls and procedures as of a date waidays prior to th
filing date of this quarterly report (the "EvaluatiDate"); and

c. presented in this quarterly report our conclusiansut the effectiveness of the disclosure contiots procedures based
on our evaluation as of the Evaluation Date;

The registrant's other certifying officers and Véalisclosed, based on our most recent evaluabchg registrant's auditors a
the audit committee of registrant's board of dwex{or persons performing the equivalent function)

a. all significant deficiencies in the design or opina of internal controls which could adverselyeaff the registrant
ability to record, process, summarize and repagrfcial data and have identified for the registsaantiditors any material
weaknesses in internal controls; and

b. any fraud, whether material or not material, th@bives management or other employees who hawgnéisant role in
the registrant's internal controls; and

The registrant's other certifying officers and Y@andicated in this quarterly report whether ot there were significant changes
in internal controls or in other factors that cosignificantly affect internal controls subsequenthe date of our most recent
evaluation, including any corrective actions wiglgard to significant deficiencies and material wesses.

Dated: February 10, 20(

/s/ CHARLES S. HILLIARD

Charles S. Hilliard
Executive Vice President, Finance and Chief Finaln©ifficer
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Exhibit No.

Description

3.1* Amended and Restated Certificate of Incorpora

3.2* Amended and Restated Byla

3.3** Certificate of Designation for Series A Junior Rapating Preferred Stock (included in exhibit &dlow).

4.1** Rights Agreement, dated as of November 15, 20QWydmn the Company and U.S. Stock Transfer Corgmratvhich
includes the form of Certificate of Designation fbe Series A junior participating preferred staskexhibit A, and the form
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Exhibit 10.21

UNITED ONLINE, INC.
FISCAL 2003 MANAGEMENT BONUS PLAN

. PURPOSES OF THE PLAN

1.01 The United Online, Inc. ("Companlyiscal 2003 Management Bonus Plan ("Plan") iakdisthed to promote the interests of the
Company by creating an incentive program to (feattand retain employees who will strive for el@ste, and (ii) motivate those individuals
to set and achieve above-average objectives bydingvthem with rewards for contributions to thedncial performance of the Company.

[I. ADMINISTRATION OF THE PLAN

2.01 The Plan is hereby adopted byQbmpany's Compensation Committee of the Board cédbirs (the "Committee™), and shall be
administered by the Committee pursuant to the pswasvided to the Committee by the Board of Dirextaf the Company.

2.02 The interpretation and constructdthe Plan and the adoption of rules and regudatfor administering the Plan shall be made by
the Committee. Decisions of the Committee shalifed and binding on all parties who have an inseie the Plan.

[ll. DETERMINATION OF PARTICIPANTS

3.01 The following individuals will pgipate in the Plan: Mark R. Goldston, Charledikditl, Frederic A. Randall, Jr., Brian Woods,
Jerry Popek, Jon Fetveit and Rusty Taragan. Awiidigal shall be eligible to participate in the Plaeamployed by the Company or any of its
participating subsidiaries on June 30, 2003. lfnalividual is not employed by the Company or aipgéting subsidiary on such date, he will
not be eligible to receive a bonus under the Riemwever, an individual who is on a leave of absesroehose employment terminates and is
then re-hired in the same fiscal year may remagibéé¢ at the discretion of the Committee, and @mmmittee may provide a pro rata bonus. In
the event of termination of an individual's empl@mhas a result of death or disability, the Comemsithall provide the individual or the
individual's estate with a pro rata bonus.

3.02 For purposes of the Plan:

A. Anindividual shall be consideredemployee for so long as such individual remainsleyga by the Company or one or
more subsidiary corporations.

B. Each corporation (other than the Cany) in an unbroken chain of corporations beginmitty the Company shall be
considered to be a subsidiary of the Company, gea/each such corporation (other than the lasiocatipn in the unbroken chain)
owns, at the time of determination, stock possegssiare than fifty percent of the total combinedingtpower of all classes of stock in
one of the other corporations in such chain.

IV. BONUS AWARDS
4.01 No eligible employee shall earg partion of a bonus award made hereunder for meglfyear until June 30, 2003.

4.02 The individual bonus awards pagdblthe participants in the Plan for the 2003 &i¥®ar shall be based upon the Company's
success in achieving a specified EBITDA targett(thaa target tied to the Company's earnings ledfterest expense, taxes, depreciation and
amortization expenses)

determined by the Committee for that fiscal ye&BITDA Target"). In determining whether the Compdras achieved the EBITDA Target,
EBITDA will be determined consistent with the Compa historical methodology for calculating EBITDO@r financial reporting purposes;
provided, however, (1) EBITDA shall be calculateddye restructuring and merger related expensg# (termining whether the Company
has achieved in excess of 100% of the EBITDA Tar@ey bonus amounts to be accrued under this Behle excluded from EBITDA,

(3) any adjustments to EBITDA attributable to armdpain accounting principles shall be excluded @nall items of gain, loss or expense for
such fiscal year determined to be extraordinayrarsual in nature or infrequent in occurrencegtated to the disposal of a segment of a
business, shall be excluded from EBITDA. In thergthe Company acquires other companies or busisehsing the 2003 fiscal year, the
Committee shall use its discretion to determineitiygact, if any, such acquisitions should haverenEBITDA Target (it being heret



determined that the proposed acquisition of ageats BlueLight will not have an impact on the EBIAOTarget). While the bonuses shall be
granted if the Company achieves the EBITDA Tartiet, Committee may use its discretion to award besbsised on criteria other than the

EBITDA Target if the Committee determines it todygpropriate based on executive performance and fatbis and circumstances, with the

goal being to reward performance based upon thep@oy’'s objectives.

4.03 The bonuses shall be based omcapage of each individual's base salary for fig6@3. For Mark Goldston, he will receive a
bonus equal to 40%, 50%, 60%, 75% or 100% of Habe iCompany achieves, respectively, 80%, 90%%4,a0L0% or greater than 120% of
the EBITDA Target. For the other eligible partiaips, each will receive 30%, 40%, 50%, 60% or 75%istase if the Company achieves,
respectively, 80%, 90%, 100%, 110% or greater 0% of the EBITDA Target.

4.04 Following completion of the boruadculation referenced above, the Committee shsillé a written report containing the final
calculation.

V. PAYMENT OF BONUS AWARDS

5.01 Bonuses shall be paid no latem Beptember 15, 2003. All payments under the Fialt Be subject to the Company's collectiol
all applicable federal, state and local income eamgloyment withholding taxes.

VI. GENERAL PROVISIONS

6.01 The Plan shall become effectivemvadopted by the Compensation Committee. The Ctisemhay at any time amend, suspend
or terminate the Plan, provided such action isotéig by written resolution and does not advers#gcarights and interests of Plan participa

6.03 No amounts awarded or accrued mthite Plan shall actually be funded, set asideterwise segregated prior to payment. The
obligation to pay the bonuses awarded hereunddradtell times be an unfunded and unsecured otitigaf the Company. Plan participants
shall have the status of general creditors and kit solely to the general assets of the Comganthe payment of their bonus awards.

6.04 No Plan participant shall haverigat to alienate, pledge or encumber his/herésein this Plan, and such interest shall noth#
extent permitted by law) be subject in any wayhi® ¢laims of the employee's creditors or to attaattirexecution or other process of law.

6.05 Neither the action of the Compangstablishing the Plan, nor any action taken uitige Plan by the Committee, nor any provis
of the Plan, shall be construed so as to granpanson the right to remain in the employ of the @any or its subsidiaries for any period of
specific duration. Rather, each employee will b@leyed "at-will," which means that either such eayge or the

2

Company may terminate the employment relationshgng time for any reason, with or without causdjsct in each case to any employment
agreement between such person and the Company.

6.06 This is the full and complete a&gnent between the eligible employees and the Coynpih respect to incentive bonus
compensation for the 2003 fiscal year. This Plagsdwot supersede, but is supplemental to, anygoma of any employment agreement to
which any of the employees eligible under this Rteay be party. With respect to references to AnBaaluses in the Employment Agreeme
for Mssrs. Goldston, Hilliard, Randall and Woods, the purposes of such Agreements the referencésrtual Bonuses shall be deemed to be
the bonus each of such executives would be entitledceive hereunder assuming the Company achi®@% of the EBITDA Target.
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EXHIBIT 99.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER PURSUANT T O
18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002

I, Mark R. Goldston, Chairman, Chief Executive ©fi and President of United Online, Inc. (the "Camyp), do hereby certify, pursuant to
U.S.C. Section 1350, as adopted pursuant to Segiérof the Sarbanes-Oxley Act of 2002, that, tokmgwledge:

(a) the Quarterly Report on Form 10-Qhaf Company for the quarterly period ended Decer@beP002, as filed with the Securities and
Exchange Commission (the "Report"), fully compligigh the requirements of Section 13(a) or 15(dbhef Securities Exchange Act of 1934;
and

(b) the information contained in the Regairly presents, in all material respects, taficial condition and results of operations of the
Company.

Dated: February 10, 20(

/sl MARK R. GOLDSTON

Mark R. Goldston
Chairman, Chief Executive Officer and Presid
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EXHIBIT 99.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER PURSUANT T O
18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002

I, Charles S. Hilliard, Executive Vice Presidenfanhce and Chief Financial Officer of United Onlitec. (the "Company"), do hereby certify,
pursuant to 18 U.S.C. Section 1350, as adoptedignt$o Section 906 of the Sarbanes-Oxley Act 622Bhat, to my knowledge:

(a) the Quarterly Report on Form 10-Qhaf Company for the quarterly period ended Decer@beP002, as filed with the Securities and
Exchange Commission (the "Report"), fully compligigh the requirements of Section 13(a) or 15(dbhef Securities Exchange Act of 1934;
and

(b) the information contained in the Regairly presents, in all material respects, thaficial condition and results of operations of the
Company.

Dated: February 10, 20(

/s/ CHARLES S. HILLIARD

Charles S. Hilliard
Executive Vice President, Finance and Chief Finalh©ifficer
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