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Internet Direct M arketing
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Thee-Marketing Report

In the beginning (before Inter net time)...

“1 know that half the money | spend on advertising
iswasted... but | can never figure out which half.”
John Wanamaker

In the beginning (of the Inter net)...

“Advertising is a science, but the limitations of the
mediaturned it into an art.”

Kevin O’ Connor

Co-founder and CEO, DoubleClick

Today, on the Internet...

“Theright ad in theright location can generatere-
sults up to 100 times greater than theworst ad in
the worst location. Not knowing the proper com-
bination leaves alot of value on thetable.”

Brian McAndrews

CEO, Avenue A

Overview Three years have passed since we worked with
Mary Meeker and her team to publish The Internet Adver-
tising Report. Itistimetorevisit e-advertisng and add an
analysis of direct eemarketing (e-mail) toit.

E-Advertising Will Be Big...
And Direct E-M arketing (E-mail) IsFast on itsHeels

We expect e-advertising will continue to swell. Our 2002
estimates for e-advertising indicate that the U.S. may exceed
$17 billion (a CAGR of over 64%) and Europe may reach
$2 hillion. Combined with estimates for Asia, Canada, and
Latin America, worldwide e-advertising may reach $21 bil-
lionin 2002. Global e-advertising and direct e-marketing
should be over $22 hillion in 2002, up from $4.5 billion in
1999 — a CAGR of 71%.

In the traditional world of U.S. marketing services, di-
rect marketing exceeds brand advertising. Even with
low response rates, direct marketing can easily justify budg-
ets aggregating to $175 billion in 1999. Thistotal direct
marketing number is more than twice the $85 billion of tra-
ditional brand advertising spending.

The Internet isthe perfect direct marketing tool. The Inter-
net’ sinteractivity and tracking ability allows custom tai-
lored marketing at minimum costs. The ability to perform
matched cell tests and to change creative content on the fly
makes for possibilities unimaginable in the traditional direct
marketing world.

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.
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The Internet allows for targeting by individual browser —
aswell as by context or demographic. The Internet isable
to target specific messages to individual browsers or e-mail
accounts. It can also work like other media that narrowcast
contextually to householdsin particular demographics. The
Internet allows advertisers to access valuabl e background
information on consumers through the use of cookies, click-
stream tracking, domain name recognition, and other means.

The Internet lets marketer sknow which pagesare“ dog-
eared,” revealing an “intentional” database. Thethree
major actions performed online — research, browsing, and
purchasing — al leave behind electronic trails of demon-
strated intereststhat are incredibly valuable to advertisers.

The Internet produces atransactional database. By collaps-
ing the ordering, billing and payment cycle into an inte-
grated process, the Internet improves payment and lowers
cost while maintaining an updated transactional database.

Early data indicate that the I nter net may proveto be

mor e effective than traditional mediain direct response
advertising. Proof of such effectiveness may result in up-
ward pressure on Internet advertisng pricing and downward
pressure on traditional mass market advertising pricing.

The Potential of Internet Advertising
IsUnderstood by its Power Ratio

Itisour belief that the Internet’s current power ratio of 1.1
iswell below the 3.0 it could be. Simple recognition of
Internet user demographics should push the power ratio
higher — this should mean better pricing and higher inven-
tory sellout ratios on the Internet.

The benefits of tar geting could push the power ratioto
the 3.0+ level, somewhere ahead of magazine advertising.
Asthe Internet’ s power ratio rises, we believe that those
areas with currently high power ratios, high pricing and low
targeting capabilities — such as newspapers — may be hurt.

The War Between Traditional & Internet Advertising
HasBeen a Cold War So Far: 2001 Will Be Different

The Cold War To date, the Internet boom has increased
total media usage, increased advertising supply, and in-
creased traditional and e-advertising demand. A strong
economy and strong pharmaceutical advertising trends have
added to the good-time frenzy in ad spending.

TheHot War In 2001, we expect the Cold War will turn
Hot and the battle for advertising market share will inten-
sify. Weforecast that in 2001 U.S. e-advertising and direct
e-marketing could take 17% of theincremental advertis-
ing/marketing spending (we expect thisto further increase
to 21% and 20% in 2002 and 2003, respectively). In 2001
we expect Internet advertising and marketing spending to
grow at almost a 77% clip, while we expect traditional me-
dia advertising — excluding spending on the Internet — to
grow at a 5% pacein 2001.

Dot-com’s may “eat their own cooking” in 2001. We
expect successful Web brands will understand that they
need to continueto invest in advertising their brands long
after theinitial land grab isover. Advertising can be
thought of as maintenance capex for abrand. However, we
al so expect them to migrate more of their advertising online
by 2001 (i.e., “eat their own cooking”), asthe ROI of thisad
space becomes more obvious and brands have been estab-
lished.

Investment Conclusions

Based on the changing dynamics of the Internet’simpact on
advertising, we find four clear investment themes:

1) Starting now, wewould advise traditional media
investorstoincreasetheir exposur e to the new me-
diatrendsthat we foresee developing in 2001. This
can be achieved through pure-play Internet advertising
companies or through traditional companies with dis-
tinguishabl e Internet operations.

2) Additionally, wewould encourage investment in
companieswith strong direct marketing and database
marketing skill-sets and personnel that can exploit
these skills on the Internet. If advertising becomes
more of a science because of the Internet (as Kevin
O’ Connor of DoubleClick believes— and we agree),
invest in the companies with the scientists.

3) Marketing servicesbusinesses appear lessvulner -
ableto the Internet threat than do mass media,
brand advertisng companies. Due to the account-
ability and affordability, we feel that marketing services
(direct marketing, promations, public relations, and
other specialty communications) areless vulnerable to

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.
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the Internet threat than traditional branding businesses
like mass media advertising.

4) When it comesto market sharegains, bigger sites
appear to be best (they are currently squeezing the
mid-sized Stes), but in aggregate the smaller niche sites
appear to be holding their own. Over the past 9 quar-
ters, smaller niche stes (those just bel ow the top 50)
appear to be on average holding on to, or gaining, mar-
ket share. Over the same period, the top 10 sites appear
to be gaining market share, largely at the expense of the
top 11-50 sites. It thus appears that purchasing aroy-
alty on therevenue streams of small sites may be better
than investing in the mid-sized sites and equally as
good as picking the big-time winners among the largest
Sites.

The companies below are likely to be some of the public
beneficiaries of thetrendscited in thisreport. (Although
itisdifficult to classify the companiesinto singular, non-
overlapping categories, we have attempted to do so bel ow
and list them al phabetically):

1) Buy-Side Companies
a) new mediabuyers (Avenue A, Mediaplex)

b) traditional media buyers (Interpublic, Omnicom,
True North, WPP, Y oung & Rubicam)

c) direct emailers(Digital Impact, MessageMedia)
2) Sdl-Side Companies
a) portas

b) adnetworks (DoubleClick, Engage, L90, 24/7
Media)

c) email newdetters (LifeMinders)

3) Promotions Companies

a) providers of loyalty, incentives, and savings pro-
grams (Be Free, Cybergold, Free Shop, My-
Points.com, NetCentives, NetCreations)

4) Web Tools

a) audience and advertisng measurement services
(Media Metrix, Nielsen//NetRatings)

b) stelevel marketing infrastructure, consulting and
measurement (Net Perceptions, Be Free)

Additionally, e-consultants offer Web site development,
Internet business planning and e-commerce devel opment, in
addition to Internet marketing. While not within the scope
of thisreport, these companies are often partially owned by
the traditional ad agencies. Companiesincluded in this
space are: Sapient, MarchFirst, Viant, Scient, Organic,
Agency.com, Razorfish, ModemMedia, and others. Finaly,
many of the large “traditional” agency holding companies
like Omnicom, Interpublic Group, Young & Rubicam, True
North and WPP Group have consolidated operations in
companies that do e-marketing and e-consulting.

For now, we expect the market to prefer buy-side oppor -
tunities. Sell-side companies somewhat compete with the
more established major portals for media sales and may
have more exposure to privacy concerns. Buy-side compa-
nies appear to have less exposure to such issues. We also
expect some consolidation in the promotions area, as pro-
motions and e-marketers converge in direct marketing.

At the same time, our conclusionsreduce our general enthu-
siasm for some U.S. advertising media, particularly news-
papers. While we do not believe the Internet will commit
“media-cide’ and kill off any of the traditional media, we do
believeit will alter their upside, market share and economic
models.

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.
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Top Ten Insights

Here are the top ten insights to take away from this report.

1. In the next 6 year swe expect the Internet to increase
its share of advertising nearly 5-fold.

*  TheInternet accounted for about 3% of U.S. advertising
in 1999. By 2005, we expect thisto grow to 14%.

»  Supporting this conclusion isthe fact that in 1999 about
9% of the incremental growth in U.S. advertising went
to the Internet.

2. Theglobal market for advertising and marketing
servicesis enor mous — we expect approximately $678
billion in 2000. Should the Internet get just 12% of this
market, it would reach $81 hillion globally.

3. New data-driven, ROI-obsessed companies are being
created that are attacking this significant and growing
oppor tunity by building impr essive knowledge bases.
Theingght bred in these knowl edge bases increases expo-
nentialy as the companies apply technology to harnessthe
tremendous amount of data created by all those clicks. We
expect that the leaders will generate sustainabl e advantages
for their clients— and for their competitive position. Asa
result, some of these companies will create significant mar-
ket capitalizations for investors.

4. Thepower of these new companies may fragment the
power of thetop advertising sites. Sell-side ad networks
and buy-side media buyers may be able to create synthetic
networks that “ spread the wealth” to a wider range of “top
sites” — aslong asthey offer better ROI for marketing dol -
larsthan the current top sites do. Wherever the e-marketing
specialists find the best value for advertisers may also be the
best place for investors.

5. Thelnternet did not invent direct marketing, but it
may fulfill itsdream of accountability and ROI. The
Internet hel ps eliminate some of advertising’s limitations—
and turnsit into more of ascience. By running a number of
matched cell teststo determine the most effective creative,
best ad sequencing, and optimal number of ad exposures for
a given prospect, the marketer can use precision targeting
and cross-sdlling to iteratively optimize campaigns based on

real-time changes in marketing conditionsin e-advertising
and e-mail.

» Direct email iswhere e-advertisngwas4 years
ago... and may be poised to take off. Commercial
use of e-mail has been dowed by the historical bias
againgt “spam” and commercial email. The opt-in na-
ture of direct email ligs, email newdletters, and e-
customer careinitiatives are likely to grow and be ap-
preciated by customers.

* Direct marketersfind bannersand direct e-mail
offer attractive perfor mance compar ed to other me-
dia. IntheU.S. alone, we believe that direct marketing
expenditures reached $175 hillion in 1999. Addition-
ally, direct response represents about 30% of the media
spend in broadcast and print. Early indications are that
the Internet offers direct marketing performance as
good as, or better than, direct mail and direct response
television.

6. Long—term, Internet advertising may be the most
expensive on a CPM bass, have the highest power ratio
because of itsefficiency in targeting — and still be the
best value for marketers.

* Thelnternet’scommercial “power ratio” is1.1—
meaning that itsshare of advertising dollarsis
slightly above its share of media usage. Thisiswell
bel ow thelevel of newspapers— which arein the 5-7
range — and on par with Broadcast TV.

* Thelnternet’seffective CPM (cost per thousand ad
impressions) pricing is about $4, below all other ad-
supported media. We expect Internet advertising to be
able to generate future effective price increases (even as
list pricesfall) through higher sell-out ratios and the
demonstrated ROI benefits of targeting.

7. If thereiseventually a zer o-sum game among media,
newspaper s seem to be the most vulnerable to the Inter-
net threat. With higher ad pricing and power ratios than
other media, newspapers may have the most to worry about.
We may soon move from a stage in which everyone wins

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.
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because Internet usage is incremental — to more of a zero-
sum battle for share of time and ad spend.

8. The*tail may wag the dog” — infor mation gleaned
from inter active advertisng may deter mine decisions on
pricing, positioning, and promotion in other media. Al-
though we do not forecast the Internet to become the largest
advertising medium, it could be the most important. The
immedi ate feedback and iterative process of e-advertising is
likely to create intelligence on the pricing, positioning, and
messaging across all media.

9. Privacy issues are at a sensitive stageright now. E-
marketing companies must be sensitive to the concerns of
consumers and legidators regarding privacy in al of their
host countries. Asthe Internet creates and tracks databases
of transactional, behavioral and contextual information —
and asthisinformation islinked to other data we already
have — privacy concerns will be aired at the national and
statelevel. In theworst case, cookies could be demonized

and be made * opt—in,” reducing (but not eliminating) the
ability to target advertisng, personalize content, and im-
prove customer service. Even in thisworst case, however,
e-advertising and direct e-mail will offer the best targeted
marketing medium, just to alesser extent.

10. Broadband promisesto deliver rich media— which
allows marketersto get beyond bannersand use sound
and motion for mor e creative commer cial offersthat
gener ate higher responserates. Thismeans better pric-
ing, larger budget commitments and a greater opportunity
for well-positioned e-marketing services companies, pro-
viding another wave of opportunity. While still hard to
guantify, some analysts point to broadband as another cable
TV businessin themaking. To put thisin perspective, in
the U.S. national and local cable systems represent $11 bil-
lion in advertising, about 7% of thetotal. Additionally, a
convergence of TV/Internet and wired/wirel ess appliances
may lead to convergence in interactive marketing plans.

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.
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& “New” vs. “Old” Media

Power Ratios (pg. 15)

B The Internet's commercial “power ratio” of 1.1 is low, meaning more pricing power ahead. The Internet's
demographics and targeting strengths could push it toward the magazine power ratio of 3.0.

m Ifthere is eventually a zero-sum game among media, newspapers seem to be the most vulnerable — with a
possibly unsustainable power ratio of 5-7.

B TV and radio appear safer — with 0.8 and 0.3 power ratios that are slightly lower than that of the Internet.

The Coming Cannibalization of Time and Money (pg. 17)

B Cannibalization of time spent on traditional media will occur ... it's just a question of when.

B Time share — how consumers allocate their time — will lead to market share (how advertisers allocate their
budgets).

B Currently, Internet usage appears to be incremental — it does not seem to be taking time away from TV view-
ership. Other media have experienced minor declines in usage, but nothing significant... yet.

Performance and Pricing (pg. 20)

B Using the effective CPM pricing of about $4, Internet advertising compares favorably with traditional media.
Its average CPM is below that of all other media. We expect that eventually its superior targeting apability
may lead to premium pricing.

B Banners and direct e-mail offer attractive cost-per-order performance when compared to the direct marketing
performance of traditional media — the problem is that traditional media has never been measured as closely.

B The click-through rate is declining, but so is its importance. ROI-driven cost-per-action (i.e. order, registra-
tion) metrics are driving pricing and budget allocations.

B Recently, all traditional advertising revenues have been strong due to pricing growth. From 1993 to 1999
media inflation grew at 6% per year. Recently, price increases have ranged from 10-20%. New dot-com
brands and pharamaceuticals have helped drive demand and pricing across-the-board — a trend we believe
will boost effective Internet CPMs, as well.

A Big Market from Which to Gain Share (pg. 27)

B For now, Internet marketing services are but a tiny portion of a huge market. Investors may not realize that
our estimate for the global marketing budget in 2000 is about $678 billion.

B The Internet accounted for about 3% of U.S. advertising in 1999. By 2005, we expect this to grow to 14%.

B When considering the entire U.S. marketing budget of $390 billion (advertising plus marketing services), the
Internet accounted for only 1% in 1999. We expect this number to quadruple by 2005.

== e agp 2]
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“New” vs. “0Old” Media; Power Ratios

KEY POINTS:

» Thelnternet’scurrent commercial “ power ratio” of 1.1is
low, meaning more pricing power ahead. Thelnternet’s
demogr aphics and tar geting strengths could push it to-
ward the magazine power ratio of 3.0.

» If thereiseventually a zero-sum game among media,
newspaper s seem to be the most vulner able — with a pos-
sibly unsustainable power ratio of 5-7.

» TV and radio appear safer — with 0.8 and 0.3 power ra-
tios, respectively, that are slightly lower than that of the
Internet.

per and magazines, which have very high advertising shares
as compared to time shares— and consequently high power
ratios— arevulnerableto price erosion. Television and
radio appear to have a greater time share than advertising
share— and, thus, lower power ratios — and may experi-
ence increased prices in the future.

Higher power ratios are justified by better targeting and
better demographics. Lower power ratios may represent
poor demographics and/or poor targeting. However, overly
inflated power ratios are vulnerable to price erosion and
overly low power ratios may indicate excess pricing power.

U.S. Internet Advertising Power Ratio

We believe that exploiting the Internet’ssuperior tar-
geting capability and eventual mass mar ket reach will
push the current power ratios— and pricing — higher.
In traditional media, the “power ratio” issimply the percent
of total advertising presented through a given medium di-
vided by the percent of time the audience spends on that
medium.

Figurel
M edia Comparison
of Advertising Share and Time Share
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Asthe figure above shows, some of the major media have
an unequal distribution of usage and advertising. Newspa-

Figure2
Compar ative Power Ratios (1999)
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Source: Morgan Stanley Dean Witter Equity Research
Advertisers are already rewarding the Internet for its tar-
geting and demographics, but not to the extent that we fed it
deserves. Based on our estimates, we believe that Internet
advertising and marketing represented about 3.1% of the
1999 expected total U.S. ad spending (on all ad-supported
media TV, radio, newspapers, magazines, and Internet) and
took up 3.3% of the average person’ s ad-supported media
day. Putting these two figures together (3.1/3.3), we arrive
at apower ratio of 1.1 — afigureimplying virtual equality
between an individual’ s usage of the Internet and the share
advertising that is spent on the Internet.

Internet supporters claim superior targeting leads to fewer
wasted impressions. The demographics of Internet users
allow online advertising to reach agroup of citizensthat are
12% more likely than the general U.S. population to exceed
$50,000 in annual income. Thiswould argue that the power
ratio should be higher for this more targeted, demographi-
cally attractive medium.

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.
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Advertisers are already rewarding the
| nternet for its targeting and demo-
graphics, but not to the extent that we
feel it deserves.

Tablel

Power Ratios of Mgjor U.S. Media

Unfortunately, power ratio calculations fluctuate due to
awiderange of usage estimates. Between Media Metrix,
Nielsen//NetRatings, and other Internet usage monitors, one
could arrive at varying levels for the power ratio of the
Internet. Sites' internal usage logs would give another set of
data from which to calculate a power ratio.

1998 1999 2000E 2001E 2002E 2003E
Broadcast TV 10 10 11 11 11 11
CableTV 04 04 04 04 04 04
Total TV 08 08 0.8 0.7 0.7 0.7
Radio 03 03 0.3 04 0.3 0.3
Daily Newspapers 68 6.8 6.7 6.6 6.3 6.2
Consumer Magazines 31 30 3.0 3.0 29 28
Internet 05 09 11 15 1.9 21

Sources: Morgan Stanley Dean Witter Research and Media Metrix
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“New” vs. “Old” Media: The Coming Cannibalization of Time and M oney

KEY POINTS:

» Cannibalization of time spent on traditional media will
occur ... it'sjust a question of when.

» Timeshare— how consumersallocate their time— will
lead to mar ket share (how advertiser s allocate eir budg-
ets).

» Currently, Internet usage appear sto be incremental — it
does not seem to be taking time away from TV viewer ship.
Other media have experienced minor declinesin usage,
but nothing significant... yet.

Cannibalization? |If Not Now, Then When?

“Online advertising will serve as a catalyst for
change in the traditional ad business... Mediainte-
gration and the inevitable erosion of traditional mar-
ketswill be moreimportant than the effects of online
ad dollar growth.”

— Patrick Keane, Jupiter Communications

For those in the media business and for advertisers at-
tempting to reach consumers, a critical question is whether
the Internet is cannibalizing the use of other media— and if
itisn’t yet, when will it begin to?

Several studies have been conducted on whether consumers
current Internet usage is affecting their consumption of
other media; more often than not, these studies have offered
up conflicting results. In the future, however, as broadband
makes the Internet more television-like and true conver-
gence occurs, we believe other mediawill most certainly
suffer at the hands of the Internet.

Does Time Spent on the Internet Hurt TV Time?
Nielsen StudiesYield No Clear Results

Nielsen Media Research studied its 5,000-household Na-
tional People Meter Samplein thefall of 1997. Thedata
suggested that Internet homes consumed less television than
non-Internet homes. Thisfinding was confirmed in follow-
up studiesin April 1998 and October 1998.

However, Nielsen released areport in May 1999 stating that
Internet homes were lighter-than-average TV viewers even
before they received Internet access — by about 15%, or
eight hours per week. Out of thetotal differencein TV
viewing time, 80% was attributed to pre-existing differences
between the two groups. Theremaining 20% was time
taken away from television by Internet usage. Nielsen's
studies also point to a different media diet for Internet users
than for non-Internet users. Internet users consume less
weekday daytime television, but their prime-time viewing
levels were comparable to those of non-Internet users.

Jupiter Studies Show That Internet Users
Are Sacrificing Other Activitiesfor Internet Usage

In astudy conducted by Jupiter Communications, Internet
users claimed that they used less of al kinds of traditional
media dueto their Internet usage. However, 30% of users
said they used both the Internet and television at the same
time. The future of media usage islikely to include more of
this multi-tasking.

Another Study Revealsthat
Internet Usersare Media Junkies

Another usage study, conducted by True North Communi-
cations TNMedia unit in November 1998, compared Inter-
net users and non-users within the same demographic mix.
Internet users were found to consume more of almost all
forms of traditional media. Thiswould seem to contradict
the Nielsen study, but there was one exception — television.
Internet users watched less daytime TV, asthe Nielsen
study indicated, causing their overall television consump-
tion to be lower. Thisstudy found that Internet users actu-
ally watched more prime-time television than non-users,
although not enough to offset their lower daytime usage.

While some studies indicate that Internet users reduce their
prime-timetelevision usage, the TNMediareport indicates
that Internet househol ds watch more prime-time television
(including the post-late-fringe slots, from 8 pmto2 am) and
more weekend TV from 11 am to 1 pm. However, Internet
househol ds watch less weekday TV from the early morning
through prime access (6 am to 8 pm) and less overall week-
end TV except for 11 amto 1 pm.

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.
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Figure3
% of Internet UsersWho Claim to Use L ess of
Traditional Media as a Result of Their Web Use
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The“cold” war of peaceful coexistence
in Media Land will cometoan endin
the near future.

One would expect Internet (and generally increased media)
consumption to hurt other activities. Below isalist of ac-
tivitiesthat consumers say have been most affected by their
Internet use, according to a sudy by Y ahoo!

M edia Consumption (and Advertising Spending)
Will Soon Become a Zero-Sum Game

The“cold” war of peaceful coexistence in Media Land will
come to an end in the near future. It isour expectation that
Internet usage will start to gain at the expense of traditional
media and that advertising spending will follow. Forrester
Research concurs, predicting that by 2004, roughly half of

all Internet ad spending will come from the pockets of tra-

ditional media

Newspaper s have probably the most to lose asaresult of
increased Inter net usage and ad spending. Thehigh
power ratio of newspapers makes usworry that time spent
with newspapers isnot high enough to justify the current
level of ad spending on newspapers (see earlier chapter for
power ratio details). Of course, this high power ratio has
existed for sometime, soit isnot clear what “straw” would
break the camel’ s back.

Figure4
Percent of I nternet Users Who Do Less
of Other Things as a Result of Their Web Use
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Source: Yahoo!

Newspaper revenues and earnings have never been higher
— thanksin part to dot-com advertising. But, as dot-coms
move more of their advertising online and as usage/ pene-
tration of the Web increases, newspapers ad pricing is
likely to be hurt. Classifieds, in particular, appear vulner-
ableto Internet cannibalization.

M agazines ar e dightly mor e targeted than newspapers,
and thus, should be less affected. We expect magazinesto
be cannibalized for the same reasons as newspapers (an un-
sustainably high power ratio), but to alesser extent.

Television isin a unique position relative to the Inter net.
For now, television occupies a special position in most peo-
ple’' shomes (where the firepl ace used to be), and its overall
power ratio issimilar to the Internet’s. Whiletelevision
usage has been minimally impacted by the Internet to date,
thefutureis certain to be different. Traditionad (i.e., pas-
sive) television is certain to see at least a small shift in usage
and ad dollarstoward an interactive alternative. The ques-
tion is, will this be interactive television, the Internet, or a
combination thereof.

We are already seeing the beginnings of thisinteractivity in
companies like Wink. Wink allows broadcastersto add
interactivity to their programming and commercials. Wink
users seeasmall “i” in the corner of their screens when a
program or commercia contains interactive features. They
may then access this functionality to learn more about a
product, statistics on players (Monday Night Football), or
participate in game shows (Wheel of Fortune and Jeopardy,
currently) viamultiple choice menus.

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
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While Wink isonly a baby step into interactivity, much
larger geps are sureto follow given the range of new tech-
nologies just coming to market at TiVo, Replay, WebTV,
and OpenTV, among others. We expect television of this
sort to eventually dominate the tel evision advertising land-
scape. However, television will be held to higher levels of

performance in the future dueto itsinteractivity. For in-
stance, advertisers will be able to calculate the click-through
rate on their television advertising. Instead of ssimply
chalking up massive television budgets to branding, adver-
tiserswill be forced to defend their television budgets by the
performance achieved.

Figure5

U.S. Media's Share of Total Advertising (1999E and 2005E)
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“New” vs. “OIld”: Performanceand Pricing

KEY POINTS:

» Using the effective CPM pricing of about $4, I nternet ad-
vertising compares favorably with traditional media. Its
aver age CPM isbeow that of all other media. We expect
that eventually its superior targeting ability may lead to
premium pricing.

» Bannersand direct e-mail offer attractive cost-per-order
perfor mance when compar ed to the direct marketing per-
formance of traditional media— the problem isthat tra-
ditional media has never been measured as closdly.

» Thedlick-through rateisdeclining, but soisitsimpor-
tance. ROI-driven cost-per-action (i.e., order, registra-
tion) metricsare driving pricing and budget allocations.

» Recently, all traditional advertising revenues have been
strong dueto pricing growth. From 1993 to 1999 media
inflation was 6% per year. Recently, priceincreases have
ranged from 10-20% . New dot-com brands and pharma-
ceuticals have helped drive demand and pricing acr oss-
the-board — atrend we believe will boost effective I nter-
net CPMs, as well.

Table2
Direct M arketing Campaign Comparisons

The debate as to how successful Internet advertisng really
is consists of two separate issues: branding vs. selling and
impressions vs. performance.

I'sInternet advertising capable of branding? Yes

So are coupons and other promotional efforts. However,
while companies such as Dynamic Logic claim to be able to
measure the Internet’ s branding ability, the Web' s effect on
branding is still largely shrouded in mystery. Therefore,
more quantifiable measuring sticks are used for Internet
advertisng campaigns. The most popular isthe click-
through rate (CTR). Itisironic, however, that in the offline
world alow response rate— the equivalent of aCTR — is
chalked up to branding, but in the Web advertising world,
low CTRs are enough for a campaign to be considered a
failure.

Of coursg, it isunclear how many clicksadd up to brand
awar eness or how many clicksadd up toa sale. There-
fore, the cost-per-1,000 impressions (CPM) or clicksare
considered less important than the cost-per-order. Thisisa
direct marketing validation that acts as a floor to support
certain pricing levels.

Web Banners Web Banners

(list price) (average PrimeTime  Day Time Direct Solo Shared
price) TV TV E-Mail Direct Mail Direct Mail

Impressions 1,000 1,000 1,000 1,000 1,000 1,000 1,000
CPM (Cost per 1,000 Impressions) $29° $4 $16' $5" $20° $934* $40°
Request More Info/Click Through Rate 0.40%-11%"  0.40%-11%’ 0.73%° 0.73%° NA NA 55.3%°
Lookers 4-110 4-110 7 7 NA NA 553
Cost per Lead/Look $0.26-7.25  $0.04-1.00 $2.20 $0.68 NA NA $0.07
Look-to-Book Ratio (% of lookerswho buy) ~ 10.00%° 10.00%° NA NA NA NA 6.33%"
Buyers Booked 0.4-11.0 0.4-11.0 NA NA 30-100 10-120 30-40
Order Response Rate of All Impressions 0.04-1.1%°  0.04-1.1%" NA NA 3-10%" 1-12%" 3-4%
Cost per Order $2.64-72.50  $0.40-10.40 NA NA $0.20-0.67  $7.78-93.40 $1.00-1.33

Sources: * Media Dynamics; 2 Morgan Stanley Equity Research Estimate for average effective CPM is $4; list price of portal is about $29 according to
WebConnect; * Morgan Stanley Equity Research Estimate, based on conversations with industry executives ; * DMA Statistical Fact Book 1998 pg. 57,

“ Sample Working Budget” ; ° Based on ADVO data; ® Based on assumptions generated by conversations with Wink Communications management; more
detail to follow based on their experience ; ” Click-Through-Rate from Nielsen/NetRatings for average top site and the top site ; ® DMA Statistical Fact
Book 1998 pg. 48, citing USPS Household Diary Study from 1996 “ Consumer Treatment of Third-Class Mail” for merchants; ° Jupiter Consumer Internet
Economy, 1998 page 102 ; *° Calculated based on other inputs; ** Digital Impact; ** Generally accepted direct mail response rate is 1%, but “ wil | respond”
rates for commercial sales notesin DMA Statistical Fact Book citing USPS Household Diary ranges from 8-18% and averages at 12%
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Nearly 50% of Internet usersclaim never tolook at
banners. Further, most banners do not get clicked on for
“more information,” and clicks convert into ordersat only a
2-10% look-to-book ratio. Thiswould seem worrisome,
until one becomes aware of the comparabl e effectiveness
measures for other media, and the information to do these
comparisonsis hard to come by.

The Web's effect on branding is still
largely shrouded in mystery.

Banner Successes

Internet advertising has many advantages over offline me-
dia. Several are detailed below:

* Internet adsarerelatively smpleto create. Evenrich-
media banner ads are still simple for most programmersto
create. Yet even the most simple banner ad isatool for
creating brand awareness.

* Internet adsarerelatively inexpensive to develop. Not
only are banners much less expensive to create than televi-
sion or radio ads, but they even put direct mail to shame;
and then there isthe low cost of e-mail compared with tra-
ditional mail. Jupiter Communications estimates that a di-
rect marketing campaign on e-mail costs about $0.01-0.25
per piece, versus $1.00-2.00 using traditional mail.

* Internet advertising iseasy to update as conditions
change. Sponsorships are probably the most difficult type
of Internet ad to update, but even they can be modified
much more simply than offline ads.

* Internet advertising iseasier and faster totest. A
wide variety of creative content can be tested in matched
cell tests so asto come up with the most effective approach
as quickly as possible.

* Internet advertising promisesreal-time interaction
with consumers. Not only are customers devel oping brand
awareness from Internet advertising, but they are also able
to link directly to the seller’ s Web site and purchase a prod-
uct. Internet advertising can compress the sales cycle into
one interaction with the customer (information gathering,
further research, company contact, and sale). No other me-
dium can boast thiskind of customer interaction.

Payment for Performance and Impressions

Advertiserson the Internet are pushing for mor e quanti-
fiableresults. Cost-per-click, cost-per-lead, and cost-per-
sale are different ways of quantifying results, and advertis-
ers are pushing Web publishersto use more performance-
based pricing.

Web publishersretort that they don’t control the crestive
content, nor what happens once the consumer clicks on the
ad and istaken to the advertiser’ s site. For this reason, Web
publishers prefer to be paid on the basis of impressions (cost
per thousand impressions, or CPM, isthe most common
such technique). Even if consumersdon’t click on an ad,
publishers argue, branding is occurring and the site should
be compensated.

According to the Internet Advertising Bureau, the most
popular form of Web ad buying in 1998 was priced using a
hybrid of impression and performance metrics, accounting
for about 56% of the total market. Pure impression-based
(CPM) buying camein at about 40% of the total in 1998,
with the remaining 4% based on some measure of perform-
ance. Performance-based advertising roseto 7% of total
Internet advertisng in 2Q99, with impression-based adver-
tising rising to 41% and hybrid falling to 52%.

Figure 6
Pricing Models Used (3Q99)

Performance-
Based
8%

Hybrid
55%

Source: Internet Advertising Bureau

Going forward, we expect to see mor e pay-for-
performance contracts. Advertisers push for more ac-
countability will be the major reason for this shift. How-
ever, we don't believe that pure pay-for-performance con-
tracts will ever completely triumph over impression-based
contracts, largely because performance measurement does
not take branding into account. It isour belief that branding
will play alarger role on the Internet going forward.
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Impression M easur ement:
What Arethe“M”sin CPMs?

Currently no clearly defined consensus exists on what
should be measur ed online. In the beginning (all four-plus
years ago) the measure most often cited was “hits.”

Roughly speaking, any time a user requested data from a
Web page, ahit was recorded. This metric was soon out-
moded, as several hits may be recorded each time aWeb
page is seen if the user requests more than one item from
that page or if the user repeatedly clicks on alink without
knowing that arequest has already taken hold.

“Pageviews’ came next. A pageview results each timea
pageisviewed. Thismeasurement was considered superior
to hits because it eliminated the double-counting of hits
noted above. However, asingle user could view a page
numerous times with little incrementa benefit for the ad-
vertiser, and the “Back” function available on browsers
made pageviews a particularly weak means of measuring
traffic. Asaresult, pageviews were soon out of fashion,
replaced by “visitors.”

“Visitors’ isthe number of people who visited a Siterather
than the number of pages seen. And “unique visitors’ (Sm-
ply a nomenclature change) soon replaced “visitors’ asthe
standard metric for measuring the attractiveness of a Web
site.

Per for mance M easur ement

“One of the bedrock problemsisalack of trustable
research. There sno bedrock yet in thismedium, like
in television, where there’ s been 40 years of research
to show what a 30-second spot can do.”

— Rich Glassberg, Vice Chairman, Internet Adver-
tising Bureau

The Internet community has grappled with the above met-
rics to determine the merit of Web sites, but advertisers
must go even further to attempt to gauge how successful
their campaign is. By itsalf, apageview or avisitor does not
necessarily mean that an ad has been viewed.

Advertisers are demanding more information on the success
of their Internet campaigns. For that reason, they have
shifted toward a return-on-investment (ROI) measurement
system. Some of the current Internet advertising metrics
being used today are:

» Click-Throughs: The number of times that consumers
click on an advertisement. The Cost-per-Click isthe
amount spent by the advertiser to generate one click-
through. The Click-Through Rate (CTR) is calculated by
dividing the number of click-throughs by the number of
impressions served. This givestherate at which consumers
areclicking on an ad.

» Cogt-per-Action/Lead (CPA/L): The amount spent by
the advertiser to generate one lead, one desired action, or
simply information on one likely customer. Thisinforma-
tion is sometimes obtained through a contest or aliterature
request form. The advertiser pays an amount based upon
the number of individuals who enter the contest or fill out
the form.

» Cost-per-Sale (CPS): The amount spent by the adver-
tiser to generate one sale. Advertisers pay an amount based
upon how many consumers actually purchase something.

The Falling Click-Through Rate

As happened to the catalog industry beforeit, the Inter-
net advertising market is suffering a severedeclinein
responsiveness. The first bannerswere displayed in 1994,
and received a click-through rate of about 10%. From there,
it has been all downhill; CTRsfell to 2-3% in 1996-97.
1998 saw CTRsreach 1%, and as of today they have fallen
even further; we estimate today’ s CTRs to be in the 0.4%
area. However, the best banners still garner CTRs over
10%, sometimes reaching over 15%. Meanwhile, we still
do not have an effective measure of “click-through rates”
for other media, although companies like Wink Communi-
cationswill give some insght into the CTR for television
commercials soon.

Thereasons for the falling click-through rates are relatively
simple. Internet users are becoming more discriminating.
They are dso generally not using the Internet as entertain-
ment (like most TV, the easiest comparable), but rather asa
tool to gather information, communicate, etc. Taking time
out from whatever task is being pursued to click on an ad is
the exception, not part of the typical user’s game plan. Con-
sumers who were once “surfers’ are evolving into “search-
ers.” Thenewness of the Web has also worn off, causing
consumersto be less fascinated by advertising.

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
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“Nobody surfsthe Web anymore ... now it’ s utility-
oriented.”
—G. M. O’ Connel, CEO, Modem.Media

Table3
New Internet Users
Likelihood of Clicking on Banner Ads

Unlikely Likely Extremely Likely
Reading News 55% 39% 6%
Researching Products 35% 59% 9%
Shopping for Products 29% 65% 6%
Using a Search Engine 13% 81% 6%

Source: Forrester Research

Television isthe most similar mediain appearance to the
Internet, and as such, comparisons areinevitable. However,
if one compares the creativity, action, audio, and excitement
of atelevision ad with those of an Internet ad, thereisno
comparison. Current Internet ads may be boring to some,
but the emergence of more active video and sound will
make them more appealing (and interruptive?).

“The smart marketers are really not paying much at-
tention to click-throughsanymore ... CTRsareamis-
application of the accountability of the Net. Just be-
cause you can count click-throughs doesn’t mean it’'s
theright thing to count.”

—Rich LeFurgy, Chairman, 1AB

Several studies have shown that a high click-through rateis
not necessarily a sign of ahigh conversion (or sales) ratio.
In fact, the correlation between click-throughs and salesis
loose at best. AdKnowledge reports that the campaigns
generating the highest click-throughs generate the most
conversions only 14.3% of thetime. That meansthat 85.7%
of thetime, the campaign generating the highest CTR gen-
erated alower conversion rate than other campaigns with
lower CTRs. Clearly, click-through rates are a poor meas-
ure of sales and thus performance.

difficult to quantify on the Web. Most measurement
companies don’t even agree on what constitutes an impres-
sion. Some calculate an impression as the number of times
an ad isrequested. Others calculate an impression asthe
number of times a page with an ad isrequested. Still others
measure an impression as the number of times that 100% of
an ad graphic is downloaded. Obvioudly, thisresultsin
huge disparities. For our purposes, we will rely on the most
commonly applied measure of impressions (and the one that
we fedl ismost appropriate in measuring impressions): the
number of times an ad is served (not necessarily fully
loaded) to aunique visitor to asite.

Studies have shown that a high click-
through rateis not necessarily a sign
of a high conversion or salesratio.

CPMs: TheRate Card

Impressions, which are so important in the offline world
(particularly when used in calculating the CPM), are

Figure7
Rate Card CPMsfor Web Site Categoriesin 1999
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Source: WebConnect

Estimates of list price CPM s on the Inter net range from
under $1 — for an untar geted site and an untar geted ad
— toasmuch as $100 for a desirable site and a targeted
ad. Asnearly all Web advertising is priced in some way off
of CPMs, it isimportant to understand the drivers of CPMs.
Basically, supply and demand govern CPMs just like every-
thing elsein theworld. The greater the supply of ad inven-
tory on the Web, the lower the CPM will be, and vice versa
Since the supply of advertisng space available on the Inter-
net appears to have nowhereto go but up, it would seem that
CPMs arelikely to trend downward.

However, we believe a better understanding of the branding
benefits of the Internet — combined with better under-
standing of the comparable click-through-rates of traditional
media— will lead to increased demand for Internet adver-
tising.

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
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“Rates are plummeting ... for some of the most suc-
cessful sites, their models arein jeopardy ... if the
Internet follows the life cycle of the traditional me-
dia, there will be a shakeout.”

— Greg Smith, Director of Srategic Planning,
Darwin Digital/Saatchi & Saatchi

Content targeting isone means of increasing a site’s at-
tractivenessto an advertiser. Themoretargeted asiteis,
the more receptive an audience the advertiser can hopeto

reach. Thus, the advertiser will bewilling to pay more for

this space.
Table4

Top 15 “Sticky” Propertiesof March
— Ranked by Millions of Pageviews

Stickinessis very important for sitesto generate higher
CPMs. “Stickiness’ isameasure of the degree to which
users stay on a Web property. It may be measured in the
amount of time spent on each property, the number of pages
viewed per person, or the number of times each person re-
turnsto the site. “Sticky” sites will receive a higher CPM
than those sites with rapid turnover. Likewise, any adver-
tisement that catches the consumer’ s eye, causing someone
to take a second look, will demand a higher CPM.

Table6
Top 15 “Sticky” Propertiesof March
— Ranked by Minutes per User per Month

Property- Home  Pageviews  Property- Work Pageviews
1 Y ahoo! 5,647 Y ahoo! 4,404
2 MSN 3,281 eBay 2,809
3 eBay 2,885 MSN 2,456
4 AOL Websites 2,157 AOL Websites 1,432
5 Excite@Home 1,047 Excite@Home 716
6 Lycos Network 1,014 GO Network 561
7 GO Network 751 iWon.com Inc. 556
8 iWon.com Inc. 528 AltaViga 492
9 AltaViga 449 Lycos Network 490
10 Uproar 449 E Trade 406
11 ETrade 308 Microsoft 302
12 NBC Internet 303 Time Warner 262
13  Amazon 281 Amazon 243
14  Microsoft 280 Intuit 231
15 Time Warner 252 NBC Internet 189

Source: Nielsen//NetRatings

Just as a site can be content-tar geted, a user can be tar -
geted. Asadvertisersare better abletotarget anad at a
particular user, CPMswill rise. The ability to target ads,
regardless of what site auser is currently visiting, isthe
backbone of several Internet advertisers' strategies. These
advertisers foresee a day when a user that hasvisited a Gen-
eral Motors Web site to view a Suburban two days ago will
be served an ad for the GM Suburban the next time she
goes online,

Table5
CPM Pricing as a Function of Targeting

Category of Site Traffic Level Demographics CPM
Portal Very High Broad Low
Content Provider Moderate Broad-Narrow Higher
Niche Site Low Narrow Highest
Source: eStats

Property- Home Minutes Property- Work Minutes
1 eBay 133.97 eBay 224.67
2 E Trade 79.05 E Trade 110.63
3 Y ahoo! 66.03 Y ahoo! 109.17
4 iWon.com Inc. 57.10 MSN 87.80
5 MSN 56.42 iWon.com Inc. 85.92
6 Uproar 36.45 Intuit 62.27
7 MyFamily.com 35.95 AOL Websites 47.82
8 Intuit 33.23 CNN 37.10
9 Monsgter Board 30.82 GO Network 37.03
10 Homestore 29.93 AltaViga 37.00
11  AOL Websites 28.95 Excite@Home 35.70
12 Women.com 27.13 USATODAY .co 32.37
13 Excite@Home 27.08 Mongter Board 32.07
14 GO Network 24.70 Snowball 30.52
15 iwin.com 23.93 iwin.com 29.98

Source: Nielsen//NetRatings
CPMs:. The Effective Price

A better measure of the cost to reach consumersisthe
effective CPM. Typically, the sandard CPM is based on
the prices quoted on the Web publisher’ srate card. How-
ever, these pricesrarely reflect redlity. In fact, rate card
prices are typically just the opening point for continued
downward bargaining between the advertiser and Web pub-
lisher. The effective CPM is closer toredlity, sinceit is
calculated asthetotal actual advertising revenue (reflecting
discounting and bartering) divided by thousand ads served.

We estimate that the aver age effective CPM today is
about $4. We expect thisto increasein the future dueto
several factors. Thefirst isa continuing consolidation of
sites under large portals and into networks of sites. This
consolidation makesindividual sites more attractive to ad-
vertisers. A second factor isthe shift of greater amounts of
advertising dollarsonline. Asthe Internet establishes itself
as amainstream medium, more advertisers will devote
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greater shares of their advertising budgetstoit. Y ahoo!
recently pushed through alist price increase that has been
accepted by the market. Yahoo!’sincreaseisalist price
increase, but we would expect that the effective price will
alsoincrease.

Table7
Top 15 “Sticky” Propertiesof March
— Ranked by Visits per User per Month

Property- Home Visits Property- Work Visits
1 iWon.com Inc. 10.09 iWon.com Inc. 15.65
2 eBay 9.35 eBay 13.93
3 MSN 8.51 Y ahoo! 13.91
4 Prodigy 8.47 MSN 12.82
5 Y ahoo! 8.37 AOL Webstes 11.70
6 AOL Websdtes 7.00 E Trade 10.40
7 E Trade 6.92 CNN 6.33
8 Gator.com 6.38 Time Warner 5.80
9 EarthLink 542 AltaViga 5.79
10 PlasmaNe Inc. 4.39 GO Network 5.73
11 Porncity 4.24 EarthLink 5.72
12 Excite@Home 4.16 Intuit 5.68
13 GammaEnt. 3.92 Excite@Home 5.59
14 AT&T 3.87 PlasmaNet Inc. 5.53
15 AltavViga 3.78 Washington Post 5.52

Source: Nielsen//NetRatings

Table8
Y ahoo!'s Public Gross Rate Card
— Non-Demogr aphically Targeted

Figure8
Inter-Media CPM Comparisons
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We can compare the Internet to more traditional forms of
media advertising in two ways. based upon “pageviews’

and based on 30 seconds of exposure. (In television, an
impression is considered 30 seconds of exposure.) Based on
pageviews, the Internet’ s effective CPM is cheaper than
those for all other media except day-time broadcast televi-
sion.

Table9
Inter-Media CPM Comparisons

Run of Property 1999 Run of Property 2000

Group A: $9.00-30.00

Group B: $28.00-58.00

Group C: $45.00-85.00
Source: Yahoo!

Group A: $20.50-31.00
Group B: $29.00-61.50
Group C: $47.50-89.00

Although difficult in practice, advertisers must compare
the effectiveness and cost of their online advertising to
their offline cost and effectiveness. The effective CPM is
currently the only statistic on which comparisons can redis-
tically be based, and television is the medium that is usually
compared with the Internet.

We willingly concede that CPMs may not turn out to be the
best measure of ad performance on the Web; likewise, tele-

vision may not turn out to be the best comparison, but both

seem to be en vogue at present.

1996 1997 1998 1999E
Per 1,000 Pageviews
Effective Internet CPM $2.35 $3.04 $3.23 $3.90
Per 1,000: 30 second " spots"
Effective Internet CPM $0.98 $1.88 $2.68 $3.91
Pricing Comparison with Other Media
PrimeTime Broadcast TV CPM $14.90 $16.18 $16.33 $19.13
Internet CPM (pageviews) % index 16% 19% 20% 20%
Internet CPM ( :30 spots) % index % 12% 16% 20%
Day Time Broadcast TV CPM $4.15 $5.10 $5.30 $5.45
Internet CPM (pageviews) % index 57% 60% 61% 71%
Internet CPM ( :30 spots) % index 24% 37% 50% 72%
PrimeTime Cable Net TV CPM $8.45 $8.20 $8.80 $9.75
Internet CPM (pageviews) % index 28% 37% 37% 40%
Internet CPM ( :30 spots) % index 12% 23% 30% 40%
Radio Spot CPM $6.50 $6.78 $7.25 $7.78
Internet CPM (pageviews) % index 36% 45% 45% 50%
Internet CPM ( :30 spots) % index 15% 28% 37% 50%
M agazines Newsweeklies CPM $8.15 $8.35 $8.75 $9.35
Internet CPM (pageviews) % index 29% 36% 37% 42%
Internet CPM ( :30 spots) % index 12% 22% 31% 42%
Daily Newspapers CPM $18.20 $17.85 $18.75 $17.35
Internet CPM (pageviews) % index 13% 17% 17% 22%
Internet CPM ( :30 spots) % index 5% 11% 14% 23%

Source: Morgan Stanley Dean Witter Research, Media Dynamics
Receptivity to Internet Advertising

Internet advertising cannot help but be compared with tradi-
tional offline advertising. The primary motivation of people
using the media must be considered, however. Radio, tele-
vision, even outdoor advertising is presented to a passive
audience.
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Television and radio are intended to entertain consumers. In
contrast, the Internet is used for a mixture of business and
persona communication, research, and entertainment pur-
poses. Thiswill likely impact how receptive consumers are
to Internet advertising.

Compared with traditional media, the Internet hasa
very small level of advertising content. Newspapersare
traditionally 62% advertising and 38% content. Magazines
are 52% advertising and 48% content. Television is about
25% advertising and 75% content. At 9% advertising and
91% content, according to eStats, the Internet currently has
alower percentage of adsthan al of these traditional media.

Thefree ISP model may change the Internet’ s ad/editorial
breakdown for many users. By our rough calculations,
when afree ISP s continuous banner/tool bar is displayed on
auser’ s screen, the ad content could increase to about 20%.

Table 10
Advertising versus Editorial Content

Medium % Advertisng % Content
Billboards 100% 0%
Newspapers 62% 38%
Magazines 52% 48%
Radio 25% 75%
Televison 25% 25%
Internet 9% 91%
Source: eStats
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“New” Vs. “0Old” Media: A BigMarket from Which to Gain Share

KEY POINTS:

» For now, Internet marketing services are but atiny por-
tion of a huge market. Investorsmay not realize that our
estimate for the global marketing budget in 2000 is about
$678 billion.

» Thelnternet accounted for about 3% of U.S. advertising
in 1999. By 2005, we expect thisto grow to 14%.

» When considering the entire U.S. marketing budget of
$390 billion (advertising plus marketing services), the
Internet accounted for only 1% in 1999. We expect this
number to quadruple by 2005.

AreWeUnderestimating the Size
of E-Advertising and Direct E-Marketing?

We believe that investor perception of the magnitude of
the oppor tunity may betoo small. For example, in the
U.S,, traditiona advertising spending is expected to have
been $151 hillion in 1999, and Internet advertising is ex-
pected to be $4.0 hillion, or 3% of the total. We believethis
number could reach 14% in 2005 — larger than radio ad-
vertising.

But the addressable market iseven larger. We estimate
that the total U.S. marketing budget (advertising plus mar-
keting services) to be $389 hillion in 1999, only 1% of
which is e-advertising and direct e-marketing. We believe
Internet marketing could reach 6% of this bigger number by
2005.

Figure9
Internet as a Portion of Total Advertising (1999)
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Source: Morgan Stanley Dean Witter Research

Figure11
Internet as a Portion of Total Advertising (2005E)
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Source: Morgan Stanley Dean Witter Research

Figure 10
The E-Ad and E-DM asa%
of Total Marketing Budget (1999)

Internet
1%

$4 of $389 Billion

Other Media
Advertising and
Marketing
Services
99%

Source: Morgan Stanley Dean Witter Research

Figure12
E-Ad and E-DM as% of
Total Marketing Services (2005E)
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Table11
Internet Advertising and Direct Marketing

Relativeto U.S. Advertising & Marketing Services Forecast

($ millions) 1996 1997 1998 1999 2000E 2001E 2002E 2003E 2004E
Incremental Marketing Spend 20,228 26,183 25,300 26,576 31,191 29,145 33,574 34,227 34,040
Incremental E-Marketing Spend 246 542 974 2,262 2,810 4,962 7,071 6,772 4,306
Incremental E-Marketing Share 1.2% 2.1% 3.9% 8.5% 9.0% 17.0% 21.1% 19.8% 12.6%
Incremental Trad Marketing Spend 19,982 25,641 24,326 24,314 28,381 24,183 26,503 27,455 29,734
Incremental Trad Marketing Share 98.8% 97.9% 96.1% 91.5% 91.0% 83.0% 78.9% 80.2% 87.4%
Trad Marketing Spend 310,577 336,218 360,544 384,859 413,240 437,423 463,926 491,381 521,115
% growth 6.9% 8.3% 7.2% 6.7% 7.4% 5.9% 6.1% 5.9% 6.1%
E-Advertising 301 843 1,800 3,982 6,600 11,100 17,600 23,700 27,200
Direct E-Marketing 0 0 17 97 289 751 1,322 1,994 2,800
E-Marketing Spend 301 843 1,817 4,079 6,889 11,851 18,922 25,694 30,000
% growth 4473%  179.9%  115.6% 124.5% 68.9% 72.0% 59.7% 35.8% 16.8%
Total Marketing Spend 310,878 337,061 362,361 388,938 420,129 449274 482,848 517,075 551,115
% growth 7.0% 8.4% 7.5% 7.3% 8.0% 6.9% 7.5% 7.1% 6.6%
E-Marketing Shar e of Total Marketing Spend - Total 0% 0% 1% 1% 2% 3% 4% 5% 5%
E-Advertising Share 0% 0% 0% 1% 2% 2% 4% 5% 5%
Direct E-Marketing Share 0% 0% 0% 0% 0% 0% 0% 0% 1%
Market Share Relative to Other Sub-Categories
E-Advertising Share of Advertising 0% 1% 1% 3% 4% 6% 9% 12% 13%
Direct E-Marketing Share of Marketing Services 0% 0% 0% 0% 0% 0% 0% 1% 1%
Direct E-Marketing Share of Direct Marketing (non-media) 0% 0% 0% 0% 0% 1% 1% 1% 2%
E = Morgan Stanley Dean Witter Research Estimates
Thefinal chart showsthe size of the global advertising and Figure 13

marketing services industries by geographic location. The
percentage make-up of thistotal isbroken out between ad-
vertising and marketing services. Obvioudly, the U.S. con-
tinues to be the largest market by far, accounting for over
half of all marketing. The U.S. also hasthe largest percent-
age of marketing services, at 61%.
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& The Online Advertising Prize Fight

Round One: What Kind of Medium Is This? (pg. 31)

B In the beginning, the Internet took a content-based targeting approach mimicking traditional media’s approach,
as advertisers tried to fit the Internet into existing models for magazines, cable and broadcast TV advertising.

B The prevailing question was whether advertisers should narrowcast on niche sites, broadcast on search
engines, or both?

B The development of portals allowed advertisers to do both narrow and broadcasting conveniently at one loca-
tion. Advertising networks sprang out of a portal model as a way for unaffiliated sites to gain scale and clout
with advertisers.

Round Two: Targeting (pg. 33)

m Content targeting — as done on television — is the least valuable form of targeting for advertisers.
Demographic targeting — as done in direct mail and some magazines — is more valuable.

B Behavioral targeting — now possible in real-time on the Internet — is the most valuable form of targeting to
advertisers. The sources of the largest, most robust databases will likely be the winners.

m Companies are now trying to marry online and offline data to better target their messages and media to “the
right person, at the right place, at the right time.”

Round Three: Convergence and Scale (pg. 35)

B Rich media — brought on by broadband — may lead to higher response rates, better branding capability, and
more creative possibilities. A convergence of television and the Internet, with interactive advertising, is likely
to lead to larger budget commitments.

B The largest advertisers are only just beginning to enter the online fray. The new interactive media will likely
lead to significant perturbations in their business models, brands, and media choices, brought about by a new
understanding of their customers.

B The future interactive agency and advertiser must be ROI-driven. To do so, they must be able to integrate
campaigns, data, and technology across a wide variety of new, traditional, and converged media across geo-
graphies and cultures.

B The “tail may wag the dog” as information gleaned from interactive advertising will have implications for
other marketing decisions on pricing, positioning, and promotion.

What Could K.O. Internet Advertising? (pg. 40)

B Privacy matters, software that blocks ads and cuts out cookies, and the anti-spam culture could reduce the
effectiveness and the value of Web advertising. It would also curtail consumer convenience and reduce con-
tent quality — there is no free lunch without advertising.

m  Net vs. Gross revenue recognition is a focus of concern. The SEC is looking into the way in which Internet
ad firms account for their revenues. If FASB forced those firms that are “grossing up” their revenues to dis-
continue the practice, revenue multiples would be altered (which could hurt price to sales comparisons), but in
most cases the underlying business would not be afficted.

F= | T
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The Online Advertising Prize Fight —

Round One: What Kind of Medium Is This?

KEY POINTS:

» Inthebeginning, the I nternet took a content-based tar-
geting approach, mimicking traditional media’s appr oach,
asadvertiserstried tofit the I nternet into existing models
for magazine, cable, and broadcast TV advertising.

» The prevailing question was whether advertisers should
narrowcast on niche sites, broadcast on search engines, or
both?

» Thedevelopment of portals allowed advertisersto do both
narrowcasting and br oadcasting conveniently at one loca-
tion. Advertising networ ks sprang up that resembled the
portal model asaway for unaffiliated stesto gain scale
and clout with advertisers.

Since the advent of the Web (typically dated to 1994), ad-
vertisers have struggled to understand it and how they fit
into the scheme of things online. In the beginning, many
advertisersignored the new medium; some embraced it, but
more just scratched their heads. Today, many more adver-
tisers have come to embrace the Internet, and although some
are still scratching their heads, no one believes they can
continueto ignoreit.

The Internet: Cable Televison?

Originally, advertiserslooked at the Internet asa series
of unrelated channels, much like cabletelevision or maga-
zines. They saw promisein Internet advertising dueto its
ability to reach userswith specific demographic characteris-
tics. Advertisements were targeted based on site content.
Visitorsto a pet site, for example, would receive Purina dog
food ads, while visitorsto financial news sites would re-
ceive E* Trade ads. This demographically targeted adver-
tising followed the cable tel evision and magazine models.

Of cour se, cable and magazines also get subscription
revenues ... and the Internet tried. Once upon atime,
many subscription attempts were made. Very few remain,
as hopes of e-commerce have stepped in to join advertising
as the supporting revenue for most business models. The
Internet isnow more like broadcast television than cable

television in itslack of subscription revenue for program-
mers.

The Internet: Broadcast Television?

The Internet soon shifted underneath advertisers. Search
engines sprang up, allowing usersto better navigate the
Web. Because nearly everyone was lost in cyberspace,
nearly everyone used search engines. Now, instead of fo-
cusing on niche content sites, advertisers could obtain a
broad reach by placing ads on search engine sites. It thus
appeared that advertising on the Web would follow a model
similar to that of network broadcagterslike ABC, CBS,
NBC, and FOX. By advertising on the largest, most popular
sites, advertisers could reach the broadest audience. Ya
hoo!, Excite, Lycos, Go Network, MSN, and AOL received
the most benefit from this concentration of advertising.

Advertisers have come to embrace the

| nternet, and although some are still
scratching their heads, no one believes
they can continueto ignoreit.

The Internet: Broadcast and Cable?

However, the Internet is neither a cluster of cable chan-
nelsnor several large broadcast networks. Rather, the
Inter net offer sadvertiser sthe opportunity to follow both
broadcast and cabletelevision strategies. Advertiserscan
gain broad reach as well astarget specific demographics.
And just when advertisers started to think they had this
“Internet Thing” figured out, the Web evolved, again.

Search engines became not smply directors of traffic, but
also destinations for traffic. “Portals’” are distinguished
from search engines (although most have a search engine
ability) by their aggregation of content; they serve as peo-

pl€' s jumping off points on the Web and as their destina-
tion. To become a destination, portals grouped their content
sitesinto channels that appeal to different groups of users.
Thus, two users might both start at the Lycos portal, but
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each would pursue a different channel of content within
Lycos complete offering of Web properties.

Advertisers quickly discovered the advantages of the new
model by transacting with the largest portals. In this man-
ner, they could purchase broad-reaching advertising on the
opening portal pages, plus specific, demographically tar-
geted advertising on selected channels or sites within the
portal. Because of these advantages, and because users
flocked to the aggregators for the same reasons advertisers
did, advertisers focused their spending on the largest portals.

The Inter net: Networ ks of Networ ks, Networ ks of Sites

Thelargest portals serve as networks of channelson
which advertisersdisplay their messages. Content aggre-
gators — portals — purchased niche content providersto
develop their networks of channels. This was one means for

smaller, less trafficked sites to share in the advertising of the
Internet. Many of the smaller sites felt that they needed to
link up with large portals, or they would be |eft to fend for
themselves to secure advertising.

From this sprang the advertising network. Mediasdllers,
such as DoubleClick, 24/7 Media, and Engage, formed net-
works of sites. By forming networks that resembled those
of the portals, the media sellers could offer something to
both advertisers and the sites in the network. Ad networks
gave advertisers the ahility to target broadly across al types
of sites, narrowly on channds of sites, and more specifically
on particular sites. Thisis called run of network, run of
channel, and run of site advertising, respectively. The sites
on the network gained most of the advantages of being part
of a portal without actually joining one — accessto more
advertisers and their dollars.
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The Online Advertising Prize Fight — Round Two: Targeting

KEY POINTS:

» Content targeting— asdone on televison — isthe least
valuable form of targeting for advertisers. Demographic
targeting— as donein direct mail and some magazines —
ismore valuable.

» Behavioral targeting— now possiblein real-time on the
Internet — isthe most valuable form of targeting to ad-
vertisers. The sources of thelargest, most robust data-
bases will likely be the winners.

» Companiesarenow trying to marry online and offline
datato better target their messages and mediato “the
right person, at theright place, at theright time.”

Round Two of the Internet advertising battleisin the proc-
ess of being played out. The key elements of this battle
have already been established, however. Targeting, target-
ing, and more targeting is the key to Round Two.

Classical Targeting—
Targeting via Site Content

Targeting based on the content of atelevision show, a
magazine, or an Internet siteis what we will call elementary
demographic targeting. Thistype of targeting has been
donefor years by television (based on the likely demo-
graphics of viewers of a particular show or channel), radio,
magazines, and other forms of media Assuch, it wasa
logical way for the Internet to develop; e.g., Stes containing
financial news would serve financial advertising.

Neoclassical Targeting —
Demogr aphic Tar geting via Registration

Web sites soon devel oped an enhanced form of targeting.
Rather than assuming what type of user would show up,
many sites have taken the next step to actually ask users
about their interests through the use of registration ques-
tionnaires.

The information about the user is sored in the form of
“cookies’ that are imbedded in the browser and contain
electronic codes that allow publishersto identify them.
Each time a user comes back to a site on which they have

previously registered, the Ste immediately determines what
advertising that user will be most receptive to based on the
initial questionnaire.

Generally, the incentive of greater access to a site's offer-
ingsisthecarrot that isheld out to encourage usersto give
up personad information in the form of aregistration. Addi-
tionally, sitesrequiring passwords often ask users for infor-
mation. The added value hereisthat users are able to have
the site remember his’her password if they go through the
registration. Any site that conducts commerce gainsinfor-
mation on users. Each time a user purchases something, at
the bare minimum, the Site receives credit card, location,
and product interest information.

The newest trend in gathering demographic information on
usersisviafree Internet service registration. NetZero, Alta
Vista, Excite, and other “Free I1SPS’ plan to gain all of their
revenue from advertising (and any commerce that might
occur on ther sites). Inreturn for receiving free Internet
access, users arerequired to fill out a detailed questionnaire.
This questionnaire allows advertisersto tailor their market-
ing to particularly receptive users.

There are many ways of obtaining demogr aphic infor -
mation on users, but it isall still demographic. Advertis-
ersare only able to use statistics to forecast what type of ad
auser with certain characteristics might be receptive to.
The key tool for advertisersis behavioral data.

Credit card companies are the ultimate
gatherers of behavioral targeting in-
formation.

New Age Targeting— Online Behavioral Profiling

Advertiser shave known for some time that behavioral
targeting (ak.a. profiling) isvastly superior to simple
demographic targeting. Knowledge of a consumer’s past
purchases, interests, likes/dislikes, and behavior in general
allows an advertiser to target an ad much more effectively.
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Department stores have long kept track of consumers’ past
purchases. They arethus able to project what other types of
products a consumer might be interested in and then send an
appropriate coupon or sale offer. Credit card companiesare
the ultimate gatherers of behaviord targeting information.
They maintain vast databases of cardholders past transac-
tions, and they sl lists of this datato advertisers.

The same type of behavioral model isforming on the Inter-
net. Publishersand ad networks monitor the itemsthat a
consumer has expressed interest in or purchased on asite (or
network of sites) in the past and target ads based on this
information. The Internet can take it one step further than
the offline world, however. For example, through a network
of sites, an advertiser isableto serve an ad for a Toyota
4Runner to auser who is currently on the New York Times'
Web site. Why isthisimportant? Because that user was on
Toyota' s Web site several hours, or days, before and
checked out that exact model of vehicle. No such ability
exists offline. It'sasif advertisers could see what pages of a
catalog a consumer had dog-eared and then sent the con-
sumer an ad for those exact products.

A network can track user behavior across its own network,
but cannot do so once the consumer leaves to enter another
network. For ingance, Yahoo! cannot track a user’s be-
havior oncethat individual enters the America Online net-
work of sites. For thisreason, the scale of the network is
critical.

Future Tar geting — On/Offline Behavior al

The future of Internet ad tar geting may liein combining
online and offline behavioral data. Several Web networks
have already formed relationships with, or purchased, off-
line database companies. AdForce has ardationship with
Experion, which has an offline database of about 120 mil-
lion households in North America; likewise, DoubleClick
purchased Abacus Direct, a shared catalog database with
information on over 90 million U.S. households. 24/7 Me-
diahasaso formed an dliance to link online and offline
data. Theserelationshipswill alow online advertisersto
focus their ads with even more precision because they are
receiving both on- and offline consumer behavior data. For
example, if a consumer purchased a set of pots and pans
through a catalog, she may receive an ad for a set of silver-
ware when next going online.

The critical step in merging off- and online behavior is
matching an offline identity with an online identity. This
requires that a consumer whoisin an offline database make
an online purchase in such amanner that the offline and
online data can be linked. This matching could be accom-
plished through a name, address, or some other uniquely
identifying characteristic. We believe that the size and
richness of the database will beincredibly important
going forward. Thosewith large, deep databases will be
very attractive to advertisers.

To date, none of the compani es mentioned above have
linked their online and offline data. DoubleClick announced
plansto link its data, but soon withdrew these plans amid
investigations by the Federal Trade Commission (FTC), the
Michigan and New Y ork Attorney General's, and several
class action lawsuits.

The CookieFile

A cookieissmply atext file. The cookie wasinvented in
1994 by Lou Montulli, a Netscape employee, as a means for
Web sites to maintain a user’ s preferences. A unique identi-
fier, it consists of numbers and letters. The sole purpose of
the cookie isto act asan identifier for a browser. Web sites
use cookies for just that purpose — to identify users on their
sites. Cookies cannot pull information off of auser’s hard
drive.

Thefirst time auser goesto asite, that site may place a
cookie on the user’ shard drive. This cookieis used to
identify the user to the site. Thisallowsfor site customiza-
tion (my Yahoo!), storage of a user’s preferences (The New
York Times), storage of payment information (Amazon), and
targeted advertising.

Online advertising agencies also place a cookie on user’s
hard drives. These companies are then able to monitor the
interaction of a user with their advertisements. Online
agencies cannot monitor users across the entire Internet,
they can only do this on their network of sites. By compil-
ing data on users' interactions with advertisements and the
content of the sites they visit online, agencies hope to be
able to target more appropriate ads to that user and manage
their frequency. Users can opt out of cookies by visiting the
agency’s Web site. Users can also set their browsersto re-
ject all cookies, or to notify them when a site wants to place
a cookie on their computer.
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The Online Advertising Prize Fight —

Round Three: Convergence and Scale

KEY POINTS:

» Rich media— brought on by broadband — may lead to
higher responserates, better branding capability, and
mor e creative possibilities. A convergence of television
and the Inter net with inter active advertising islikely to
lead tolarger budget commitments.

» Thelargest advertisersareonly just beginning to enter the
onlinefray. The new interactive media will likely lead to
significant perturbationsin their business models, brands,
and media choices, brought about by a new under standing
of their customers.

» Thefutureinteractive agency and advertiser must be
ROI-driven. To doso, they must be abletointegrate
campaigns, data, and technology acr oss a wide variety of
new, traditional, and conver ged media acr oss geogr aphies
and cultures.

» The"“tail may wagthedog” asinformation gleaned from
interactive advertising will have implicationsfor other
mar keting decisions on pricing, positioning, and promo-
tion.

We will soon enter the next round of the Internet advertising
battle as broadband reaches the masses; the Internet be-
comes more ubiquitous and wireless; televisions become
more interactive; video/data/voice appliances converge;
brand advertising and direct marketing practices integrate;
domestic brands, commerce and marketing become even
more global; and big marketing spenders spend more money
online. Many companies that are well-positioned today will
need to continue to evolve to take advantage of the opportu-
nities. We believe that the success of Internet advertisng
companies will largely be driven by how they maneuver
among the coming devel opments.

Technology: Broadband Brings Rich Media

One of the key issues playing out in the next round of
Inter net advertising will be br oadband technology.
Roughly defined asaminimum of 128 KBPS speed and an
always-on connection, broadband will allow more data to

reach consumersfaster. Thisis certain to increase usage of
the Internet, causing more adsto be viewed. However, for
advertisers, thereal importance of broadband is that it
brings rich mediato the Internet. Rich mediaisgraphic-
intensive, animated, audio-enabled, and interactive.

Thereisno question that broadband is coming. The de-
ployment of digital subscriber line (DSL), cable modem,
and Direct Broadcast Satellite (DBS) technol ogies has as-
sured that broadband will reach many users in the coming
years. Further, many business offices already have
broadband technol ogies deployed.

Rich media, brought on by broadband, will allow adver -
tisersmuch greater creativity. Thiswill be seen in the
form of greater animation, audio features, and interactivity.
Banners currently have some degree of al of these features,
but the animation isjerky, theaudiois often interrupted, and
the interactivity islimited. Faster broadband connections
will changethis.

More detailed graphics will be possible, with more anima-
tion. For instance, movie clips or television-like advertise-
ments can be viewed on the Web. In the padt, these had to
be downloaded through alengthy process, given the limited
speeds of telephone lines. Broadband will alow much
faster downloads, aswell as sreaming mediathat is played
inrea time. Further, bandwidth “sniffers’ arenow being
used that determine the amount of bandwidth that a user’s
machine can handle and then deliver the ad with the maxi-
mum possible amount. Not only video, but audio too, will
be enhanced by broadband.

Broadband streaming will allow advertisers to interact with
consumers on the site where the ad appears, rather than
forcing the consumer to click on alink that steers them
away from their original Web destination. Interactive ads,
games, and other forms of entertainment can be imbedded in
a site's advertising, allowing usersto interact with the ad.
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Figure 14
Advertising Awareness | s I ncr eased by the Use of
Rich Media (% Who Remembered Ad)
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Broadband will likely bring new types of advertising to
the Internet, aswell as enhancing some of the moretra-
ditional forms. Bannerswill be able to move without the
traditiona jerkiness. Additiondly, they will have audio
features, allowing usersto hear jingles or music samples.
Banners, interdtitials, and sponsorships will become much
more interactive. Instead of simply being linked to an ad-
vertiser’ssite or to a selling window, broadband will allow
usersto play entire ads on the screen without leaving the
current page. This feature makesit much more likely that
users will read about a product than if they were transported
to anew page.

Expandable windows are gaining popularity on the Web.
These ads appear to be normal banners but expand to reveal
amuch larger frame for viewing when a user clicks on the
ad. This keeps the screen from getting cluttered and also
allows the advertiser to really show off itswares to an inter-
ested consume.

Interstitials will likely grow in popularity, thanksto
broadband. These pop-up windows are perfect for playing
animated ads. Further, they can beimmediately closed if
the consumer is uninterested.

Studies by Millward-Brown Interactive (a unit of WPP
Group’s Millward-Brown Inter national) have found that
lar ge animated ads produce impr essive awar eness and
brand recall. Greater animation, larger presence on the
user’s screen, and interactivity are all possible as aresult of
broadband technol ogy.

Figure 15
Brand Recognition Is Increased Through the Use of
Rich Media (% Who Remembered Brand)
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In addition to increased awareness and brand recall, 38% of
respondentsin a Millward-Brown Interactive study said that
they came away with a positive reaction to the ad. Further,
26% said they were more likely to make a purchase after
seeing the large, animated intergtitia than if they had not
seenit. Clearly, consumers enjoy more television-like ani-
mation in their ads, and this, we believe, will be critical in
driving Internet advertising.

Excite@Home has conducted its own rich media studiesin
which broadband-enabled rich media generated 22% higher
brand recall and a 35% higher propensity to click through.
As both studies have shown, rich mediawill allow for
greater branding on the Web. Branding requires more than
a static banner to have its effect. The jingles that emanate
from our televisions and radios, aswell asthe scenes that
we see in magazines or on television, form our impressions
of brands. With rich media, the Web will acquire the ability
to use sound and animation to enhance the branding of
products.

Rich media will allow for greater
branding on the Web.

Television-like animation will be critical in driving
Inter net advertising precisely because it isTV-like. Ad-
vertisers are comfortable with television advertising, and
they know how to useit to accomplish their goals. We be-
lieve that advertiserswill view the broadband-enabled ani-
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mation, audio, and video features of the Internet as an op-
portunity to expand their advertising on the Web. To date,
most advertisers have spent tiny portions of their advertising
and marketing budgets on the Web, and many have com-
pletely shied away from it. However, asthe Web comesto
more closaly resemble television and enters more advertis-
ers “comfort zones,” we expect many moreto establish a
Web presence, and the early adoptersto continue to shift
more of their advertisng online,

Those companiesthat are best able to develop, serve, and
track these new forms of advertising brought about by
broadband will be best-positioned. As broadband enables a
new form of Internet advertising to evolve, thiswill alow
new players with specialtiesin this areato quickly make a
name for themselves, while forcing more mature companies
to re-invent themselves if they are to stay competitive.

Another areathat will benefit from broadband will be
audio streaming. Studies by Arbitron New Media have
found that 31 million Americans have listened to radio over
the Web, while only 16 million have watched streaming
video. Importantly for advertisers, 69% of those surveyed
requested more information concerning the audio clip they
heard whilelistening to Web radio or hearing a Web adver-
tisement.

Technology: Broadband I —
Television and Inter net Conver gence

Broadband technology will alow the convergence of televi-
sion and the Internet. Dubbed “interactive TV,” inits sim-
plest form this consists of television with some interactive
capabhilities. Basically, auser will see atelevision screen
that is three-quarterstraditional television, but with aframe
that has Internet capabilities. Thisframe allows usersto
access up-to-the-minute sports scores or news on the Web,
for example. Moreimportantly for advertisers, it would
allow viewers to immediately leap to the Web site of an
advertiser whose ad was being shown. The user could find
out more information or order the product right there: Im-
pul se shoppers, beware!

What we have just described isthe most basic version of
interactive TV. Going forward, we expect that more func-
tionswill be added that truly integrate the two mediums.
Whatever the case, advertisers will have to spend to inte-
grate and enhance the abilities of their Internet advertising

campaigns. Those advertisersthat are not aready online
will likely be forced to enter the gamein abig way. Dueto
their familiarity with television, this may not seem to be
such a big leap.

Content providers are already devel oping channds and pro-
gramsthat combine interactivity and television viewing,
including Microsoft’s WebTV and AOL TV. Webdlieve
that the advertising companies that are able to work with
suppliers of integrated content and devel op a seamless tran-
sition for ther advertising clientswill be best positioned to
prosper in the future.

Technology Outsour cing

Outsour cing of Inter net advertising will play an in-
creasing role going forward. Since the beginning of the
computer age — when instead of purchasing software, users
would buy a share of it — outsourcing has played an im-
portant role. Today, we seeit in the Web hosting model, in
customer rel ations management, and to agrowing degree in
the e-mail sphere. We bdievethat Internet ad serving and
targeting are no different.

Ad serving requires a huge technol ogical investment in
servers, back-up servers, atrained staff to man the servers,
and real estate to house the server farms (not to mention the
air conditionersto cool the servers). Likewise, the target-
ing/tracking software requires large outlays to purchase and
maintain. And if the company is trying to bridge the on-
and offline worlds, a database of behavioral history isre-
quired. Thiscan be a huge investment — DoubleClick
spent nearly $2 hillion to acquire Abacus Direct’ s database.

Asmore new entrantspop up on the Web, we believe
they will look to outsour ce their ad serving and tar get-
ing, rather than making theinvestment tokeep it in-
house. In fact, very few Web publishers sill perform these
functionsin-house, with Excite@Home, Y ahoo!, the Go
Network, and, to some extent, America Online being the
few holdouts. Although these companies may continue to
run their operations in-house, the number of Web sitesis
proliferating at an unbelievable pace. New entrants are not
likely to make the huge investment to undertake ad serving
and targeting on their own — particularly when they are
spending virtually all of their PO proceeds on marketing.
Thus, they will need to turn to outsiders for help. For this
reason, we believe that those companies with the best net-
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works, serving ability, and targeting ability will ultimately
triumph.

Online and Offline Advertising Conver gence

We expect advertiserswill increasingly integrate their
on- and offline campaignsin the future. Asmentioned
above, rich mediawill allow advertisersto develop more
television-like ads on the Internet, and this will encourage
them to unify their messages in the on- and offline worlds.

There will always be some firmsthat specializein certain
mediums, particularly the Internet. However, ad companies
that are able to bridge the gap between the on- and offline
worlds should be best positioned to answer all of an adver-
tiser'sneeds. An agency able to purchasetime on CNN’s
Headline News and purchase space on the CNN Web siteis
the type of agency that we see flourishing in the converging
world.

Historical Media Consolidation

In the traditional media world, consolidation has occurred
over along span of time. We expect online consolidation to
happen at “Internet speed.” Thetop six television networks
account for 84% of advertisng revenues, while drawing
67% of the viewers. The top 25 newspapers account for
88% of newspaper circulation. There are only 31 magazines
with ad revenues over $200 million, and Time Inc. captures
30% of the magazine advertising market. Only 20 “red”
cable brands exigt, and only two of these generatein excess
of $1 hillion in revenue. Only five cable service companies
have 3 million or more cable customers. We believe that
thistype of consolidation will occur in the Internet adver-
tising space.

Brand Advertising and Direct M arketing Conver gence

Wefeel that the Inter net is much more of a direct mar-
keting media than an advertising one. The ability toin-
teract with consumersinreal timeisthe Internet’s power.
The successful agencies will understand and practice this.
Rather than smply running a bunch of static banner ads,
good advertising campaigns will encourage consumersto
interact with the advertiser.

The Internet isthe first mediawith which an advertiser is
able to directly interact with consumers. Whilethisisa
huge opportunity, it is also dangerous, as unwanted and ir-
ritating interaction will immediately turn off a consumey.

The successful agencies will facilitate interaction between
consumers and advertisers. To accomplish this, advertisers
will generate interesting and pro-active campaigns that draw
users attention. After getting their attention, it isimportant
to ensure that a positive interaction occurs. This may entail
entertaining games, more information, a chanceto win a
prize, or other appropriate means of encouraging and devel-
oping a positive relationship between an advertiser and a
potential consumer.

Today, it is estimated that 30—40% of

| nternet traffic isinternationally gen-
erated. This number will continueto
grow.

If Media Goes Global, So Do Brands

Today, it isestimated that 30-40% of Internet trafficis
inter nationally generated. Thisnumber will continue to
grow. Currently, international users have a dightly lower
response rate to ads than domestic users do. However, this
too will change over time.

According to Jupiter Communications, today approximately
onein four U.S. Internet users shops online. In Europe, the
next most-devel oped Internet market, onein five users
shops online. We expect Europeans to spend moretime
online, but we are only just getting data on their average
usage. Moretime online should result in more shopping,
and more shopping will result in more advertising. We ex-
pect this pattern to be played out around the world.

Currently, only 28% of U.S. Internet retail sites have foreign
language pages for international shoppers (according to Ju-
piter Communications). Further, only 38% of U.S. retail
siteswill ship internationally. Asthese numbersincrease,
we expect that more advertisers will shift a greater share of
their business online.

Those companiesthat are best positioned to serve adsin
local languages, with local customs/mannerismsin mind,
will be able to capitalize on the inter nationalization of
the Web. Agencies that are capable of devel oping and
serving ads in a multitude of languages and cultures will be
best positioned to compete on the global stage.
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Here Comethe Big Ad Spenders

All of the aforementioned factors will lead to greater adver-
tising on the Internet. Those agencies that devel op the best
capabilities to handle rich media, the convergence of TV
and the Internet, technology outsourcing, direct marketing,
and the globalization of the Web will reap the greatest re-
wards.

Figure 16
Mar keting Budgets of the L argest Companies
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Source: Association of National Advertisers

General Motorsisthe only advertiser to rank as one of the
top ten offline and online advertisers. Even more important,
GM spendslessthan 1% of its advertising budget online.
The Association of National Advertisersreportsthat the
average annual expenditure of an advertiser on the Internet

was $714,00 in 1998, up from $250,000 in 1997. Internet
ad budgets have nowhere to go but up as advertisers shift
larger portions of their budgets online. We saw the begin-
ning of thisin 2Q99, as consumer brand advertisers (usually
the ones with the big bucks) accounted for 29% of total
Internet advertising revenues, according to the Internet Ad-
vertising Bureau. This makes consumer brand advertisers
the leading industry category for online advertising. As
more large advertisers advertise on the Internet and asthe
online share of marketing budgets increases, online adver-
tising expenditures will take off.

“Direct marketing onlineis a“‘deeper’ waiting to ex-
plode. Major advertisersare still putting less than
1% of their ad budgets on the net; instead, two-thirds
of their budgets are going into direct marketing, not
impression-based advertising.”

— George Bell, CEO Excite

The concentration of advertising expenditures on the Inter-
net has been broadening. No longer do only a few firms
venture to advertise online. Rather, the Internet is becoming
more of an accepted — and useful — advertising medium.
We expect this trend to continue for sometime.
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What Could K.O. Internet Advertising?

KEY POINTS:

» Privacy matters, softwarethat blocks ads and cuts out
cookies, and the anti-spam culture could reduce the effec-
tiveness and the value of Web advertising. 1t would also
curtail consumer convenience and reduce content quality
— thereisnofreelunch without advertising.

» Net vs. Grossrevenuerecognition isafocus of concern.
The SEC islooking into the way in which Internet ad
firms account for their revenues. |f FASB forced those
firmsthat are*“grossing up” their revenuesto discontinue
the practice, revenue multiples would be altered (which
could hurt priceto sales comparisons), but in most cases
the under lying business would not be affected.

» Today's declining click-through rates and (tomorrow’ s?)
declining stock prices may lead to negative advertiser sen-
timent — hurting demand and pricing. While marketing
ROI should bethe only thing that matters, focusing on the
wrong metrics could have an impact.

Privacy Concerns Are Gaining M omentum
and Will Not Go Away Any Time Soon

Web publishersand buy/sell-side networks usually place
certain informational text files called “ cookies’ on a
user’s hard drive without the user’sknowledge or con-
sent. Agencies use cookiesto identify users and target ap-
propriate adsto them. This can also help in limiting the
frequency with which the user is shown a particular ad. If
legal restrictions reduce the effectiveness of cookies, sig-
nificant reengineering resources may be required for ad tar-
geting. Thiswould mean that Internet ads would have to be
contextually placed, based on aggregate demographic group
behavior (asisthe case on television), rather than individu-
ally targeted based on personal behavior. Advertisers could
also target based on the ISP of origin and other such factors.
Internet browsers allow users to modify their browser set-
tingsto remove or prevent cookies.

In the offline world, many companies have just as much
information (or more) on consumers— particularly the
credit card companies. Inthe U.S., we believe that the abil-
ity to eiminate or block cookies by opting out of ad target-

ing programs, combined with clear privacy policies posted
on Web sites (and an acceptance of just how much informa-
tion offline companies already have on consumers), will
mollify most users.

Overseas, however, privacy concerns seem to playing a
larger role. For example, the European Union has adopted a
directive addressing data privacy that may result in limita-
tions on the collection and use of certain information re-
garding Internet users. Also, Germany hasimposed its own
strict set of standards, limiting the use of cookies.

Internet users privacy concer ns peaked with the an-
nouncement that DoubleClick was being investigated by
the Federal Trade Commission’s (FTC) Bureau of Con-
sumer Protection. Thisisnot the same bureau that covers
Antitrust/Competition. The Bureau of Consumer Protec-
tion’smandate is “to protect consumers against unfair, de-
ceptive, or fraudulent practices.” The Bureau enforcesa
variety of consumer protection laws enacted by Congress, as
well astrade regulation rulesissued by the Commission. It
iscommon for such an investigation to take 6-12 months,
and it may include investigationsinto other companiesre-
lated to DoubleClick’s business.

| n the wor st-case scenario,
the I nternet goes all opt-in.

Sever al feder al billsregarding privacy areunder way in
the U.S. House and the U.S. Senate, but with very few
legidative days | eft in the shortened el ection year, it isun-
likely we will have legidlative resolution before 2001. In
the worst-case scenario, the Internet goes all opt-in, asthe
most controversial legislation, written by Senator Torricelli
(D-NJ), calsfor. What does thisworst-case mean? Users
who choose not to opt in will not have cookies placed on
their hard drives, and therefore will likely receive repetitive
marketing messages. Otherswill opt in, creating a panedl of
users on whom data could be compiled; online advertisers
could extrapol ate from that data to do effective targeting.
For those who fail to opt in, targeting would be based on the
ISP of origination and the content of the Web page visited.
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Finally, in order to increase the percentage of opt-in, sites
and their marketers will need to offer sweepstakes and other
benefits to entice consumers.

Even with the most basic tools, we believe the long-term
value of Internet advertising can rise from its current power
ratio of 80% (smilar to TV) — to around 300% (similar to
magazines). What does that mean in English? We believe
that Internet advertisng’s pricing power may triple without
cookies... and could possibly be higher with them.

State legidatures and Attor neys General say “Don’t
Tread on Me.” Privacy isvery much a sateissue. Many
on Wall Street and in Silicon Valley missthis point, think-
ing that government begins and endsin Washington, DC.
Underlying the states' interestsin thisareais the most re-
cent federal legislation on financial services, which devoted
an entire section to privacy. In the excerpt noted below
from the Gramm-Leach-Bliley Act, Congress permitted the
states to propose more restrictive privacy rules.

Gramm-L each-Bliley Act

Became Public Law No: 106-102, 11/12/1999. An Act to
enhance comptition in the financial servicesindustry by
providing a prudentia framework for the affiliation of
banks, securities firms, and other financial service provid-
ers, and for other purposes.

TITLE V--PRIVACY
Subtitle B--Fraudulent Access to Financial Information
SEC. 507. RELATION TO STATE LAWS.

(b) GREATER PROTECTION UNDER STATE LAW- For
purposes of this section, a State statute, regulation, order, or
interpretation is not inconsistent with the provisions of this
subtitle if the protection such statute, regulation, order, or
interpretation affords any person is greater than the protec-
tion provided under this subtitle and the amendments made
by this subtitle, as determined by the Federal Trade Com-
mission, after consultation with the agency or authority with
jurisdiction under section 505(a) of either the person that
initiated the complaint or that is the subject of the com-
plaint, on its own motion or upon the petition of any inter-
ested party.

Some state legidatures and attorneys genera have taken this
permission asamandate. In the State of Washington, the
Attorney Genera has vowed to be thefirst to act on this
“permission.” Investors should expect a crescendo of state
activity from now until next year, with anumber of omnibus
privacy bills and ballot initiatives considered.

Accounting Standar ds
— Grossvs. Net Revenue Recognition

Accounting standar ds questions have been a hot topic
among I nter net companies. On December 3, 1999, the
SEC issued Staff Accounting Bulletin (SAB) 101 on ac-
counting for revenue recognition to clarify current principles
for recognizing and reporting revenue. SAB10lawasre-
cently released to extend the deadline for compliance until
2Q00. Although the SAB covers awide range of issues
regarding revenue recognition policies, the key area that
could affect Internet advertisersisthe gross versus net reve-
nue disclosure.

In areas where it is unclear whether the gross revenues
should be reported with a separate display of cost of goods
sold to determine net sales, the SEC staff puts forth the fol -
lowing requirements; The staff considers whether theregis-
trant: (1) actsas principal in thetransaction, (2) takestitle to
the products, (3) has risks and rewards of ownership, such
astherisk of loss for collection, delivery, or returns, and (4)
acts as an agent or broker (including performing services, in
substance, as an agent or broker) with compensation on a
commission or fee basis. If the company performsasan
agent or broker without assuming the risks and rewards of
ownership of the goods, sales should be reported on a net
basis. Managements claim to satisfy all of these conditions,
yet should FASB disagree, companies could have to restate
historical revenue and could have to report something closer
to net revenues going forward.

A FASB decision that goes against a company’s ac-
counting poalicies should not change pr ofitability projec-
tionsor any other part of itsbusiness. However, should it
result in alower level of revenues, investorsrelying solely
on revenue multiples for valuation may reduce the value of
the stock — and this could impact srategic decisions at the
company. Thiscould hurt the stock considerably — and
could have a negative (but uneven) impact on anumber of
namesin the Internet advertisng sector.
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Barter revenue accounting is another areathat has
caused concern. Bartering occurs when two Internet com-
pani es exchange advertising space on their Web sites. The
SEC finds fault with the fact that these companies some-
times report revenue earned for the ad and marketing ex-
pense for the bartered ad. Forrester Research believes that
about 8% of reported Internet advertising revenues are bar-
ter revenues that should not be counted. Although most of
the Internet advertising agencies would not be affected, a
crackdown by the SEC on barter revenues could be a mod-
est negative for theindustry.

Ad-Blocking and Cookie-Cutting Softwar e

Ad-blockersallow for a“freeride” — and some claim it
could be faster, too. To date, $20 off-the-shelf software by
companies such as AdSubtract.com and Symantec Corp. has
not proved too popular. Thiscould changeif the ad-
blockers allow for faster Internet access, as some makers of
such software claim. Other media have “ad-blockers’ to
deal with, too — consider the early models of TiVo and
Replay for television. Of course, since few subscription
models have worked on the Web, blocking the adsinevita-
bly leads the content distributor to block the content — not
agood plan for an ad-supported media. Finaly, ad-blocking
softwareis far from perfect; some ads dlip through and some
content is blocked.

Cookie cuttersallow usersto remove cookies, or stored
identification markers, from their hard drives. This
causes users to appear as completely new identities to Web
sites. Ad servers, unaware of a user’ sidentity (and thus,
preferences) will serve contextual adsto users who have cut
their cookies. At the sametime, steswill not remember
user’s passwords, preferences, and ordering details, thus
restricting convenience and detracting from the user’ s expe-
rience.

Direct E-Mail & the Anti-Spam Cultur e of the Web

Direct e-mailers have become very wary of being associated
with “spam.” They have tried to make their marketing pro-
grams invitationsto buy, with very easy opt-out methods if
a user wishes to unsubscribe to future mailings. They have
also utilized previous offline rel ationships with brandsto
build new opt-in relationships. Clearly posted privacy
statements and the ability to opt out of an ad targeter’s pro-
gram areimportant means of empowering consumers.

Still, aWeb consumer backlash could be ignited by arela-
tively small number of people angered by one careless or
unlucky incident — so investors beware. Once Internet
household penetration becomes more ubiquitous, however,
we do not believe the average customer will be shocked that
thereis e-commerce going on in their e-mail box.

Declining Click-Through Rate

A continuously declining click-through rate on the Web
could lead advertisersto look unfavorably upon Internet
advertising ... even though they do not know the “click-
through rate” of other media

Although most admit that the click-through rate (CTR) is
not the best measure of an advertisement’ s effectiveness, it
is easily quantifiable and may be cited by advertisers as
proof of acampaign’s success or failure. For every study
that shows a decline in CTRs — the percentage of people
who click on an ad — there is one that refutes the impor-
tance of that measurement.

Not everyone agrees that the banner format itself isthe
problem; rather the way banners are created and used is the
issue.

“It'smore a case of bad banner ads, just likethere are
bad television ads. The space itself has huge poten-
tia. You can have people register, there are pull-
down scripts, you can play games.”

— Mike Windsor, President of Ogilvy Interactive

However, some of those who believe that banner ads are the
problem point to emerging formats with higher CTRs as
likely future Internet advertising applications. Unicast’s
superstitials are Java-based pop-up windows that are sup-
ported by DoubleClick, Engage and 24/7 Mediaand are
designed to be minimally intrusive and palite.

“The Superstitial is apop-up on steroids. Supergti-
tialshave far exceeded our expectations.”

— Sean Black, VP and Interactive Media Director,
Grey Direct Interactive

Additionaly, CTR information is currently available only
for Internet advertising. Over time, interactive television
will give us another medium’s CTR and allow for compari-
sons. Finally, it isimportant to realize that CTRs, |ook-to-
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book ratios, and response rates all boil down to waysto cre-
ate amedium’s clearing price for its advertisng.

Where Wall Street Crosses M adison Avenue

At some point, investor sentiment in the Internet space
may takea turn for theworse ... and this could affect
advertising. Whilealot of overvalued companies may jus-
tifiably falter, we worry that some of the good companies
and their services will aso be hurt should investor sentiment
turn negative.

Analysts have sought to address this by using short-term
conservative assumptions and long-term aggressive as-
sumptions. However, should this dichotomous approach to
forecasting appear to produce expectations out of line with
evolving reality, many Internet advertising stocks could be
unjustifiably hurt. As “the most measurable media ever,”
the Internet hasalot of promiseto live up to.
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A The Players

Category Profile: Buy Side Advertising Representation Firms (pg. 47)

B Buy side ad rep firms distinguish themselves by representing advertisers in their negotiations with Web pub-
lishers.

B Buy side firms are able to track Internet users across different networks and serve them ads wherever they
may be on the Internet.

B Many Internet ad agencies have expanded their services from offering strictly creative work to offering full
consulting services for companies trying to make it online.

Category Profile: Sell Side Advertising Networks/Ad Servers (pg. 48)

B On the sell side, ad networks represent Web publishers in negotiations with advertisers, somewhat similar to
“rep firms” or “synthetic networks.”

B Ad serving is becoming increasingly important, as data on Internet users is used to target advertising to likely
consumers.

B The size and depth of the databases used by ad servers will be critical in differentiating the winners and losers
of online advertising.
Category Profile: Direct (E-Mail) Marketing (pg. 51)

B Direct e-mail may be the “killer app” for marketing online. For now, responses are high and costs are low,
and e-mail is already everyone's favorite “home page.”

B Direct e-mail is where e-advertising was four years ago.

B The database is the key. Those companies with the largest, most robust databases of opt-in email accounts,
transactional data, and intentional data should drive response rates and be most attractive to advertisers.

B With privacy concerns a growing political issue, plus the ongoing “spam” backlash, direct e-mailers must be
careful not to abuse their position — in this market, one bad apple could spoil the whole lot.
Category Profile: Online Couponing & Promotions (pg. 55)

B Internet purchasers like to save money — 74% buy online because of lower prices. 33% use online coupons
to save money on the Web. Almost 50% were motivated by an online coupon to make an offline purchase.

B Internet purchasers also like to save time. Internet couponers offer convenient savings through “pull” sites
and “push” e-mail that are much easier to use than traditional savings tools.

B The best couponers will allow users to redeem their coupons online or offline. In the future, paper coupons
may be phased out as savings are transferred directly to debit, credit, or shopper cards.

Company Profiles (pg. 57)

FET | YA P
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Category Profile: Buy-Side Advertising Representation Firms

KEY POINTS:

» Buy-sdead rep firmsdistinguish themselves by repre-
senting advertisersin their negotiations with Web pub-
lishers.

» Buy-sdefirmsareabletotrack Internet users acrossdif-
ferent networ ks and serve them ads wher ever they may be
on the I nternet.

» Many Internet ad agencies have expanded their services
from offering strictly creative work to offering full con-
sulting services for companiestrying to make it online.

Sell Sidevs. Buy Side

Asin the offline media world, the online media business has
both abuy side and asell sde. Onthe sell side, agencies
and networks represent Web publishersin selling Internet ad
inventory (the ad networks described earlier). Itisthe sl
side’sjob to negotiate the best deal (i.e., most money) from
advertisers for the publishersthey represent. On the buy
side, agenciestry to get the best deal for their customers—
the advertisers.

Sell-sde ad networ ks can provide advertiser swith ac-
cesstoonly alimited number of sites— thosein the
network. For instance, DoubleClick cannot serve adsto or
monitor userswho are on AOL’s sites. Thus, they are un-
aware of what ads a user has been served and how they have
reacted. Nor can sell-side networks target advertisementsto
users who do not enter their network of sites.

Buy-side ad agents essentially produce a custom networ k
for advertisers. Thisis possible because they represent
advertisers — not publishers — interests in negotiations.
Buy-side agencies are independent of any Web publisher or
advertising network. Thus, they are able to focus on the
needs of Internet advertisers, rather than Web sites that sell
advertising or advertising networks representing sellers of
Internet advertising.

Targeting

Targeting is based on data acquired from prior interactions
with users. This comes from auser’ sinteraction with the

buy-side client’ s Web sites and from a user’ sresponses to
past advertisements. For ingance, an Internet user who vis-
its Jeep’ s Web site to ook at the Jeep Wrangler could be
served an advertisement for the Wrangler anywhere on the
Web. Similarly, an Internet user who clicks through a Jeep
ad to gain more information may be served a Jeep ad again.

Sell-sde ad serving systems enable advertiser sto control
the frequency with which an ad is delivered — regar d-
less of wherethe user seesthe exposures. Thisishighly
important, as it has been established that if a user isgoing to
respond to an ad, it will be within the first several expo-
sures. Except for branding value, additiona exposures are
wasted. If advertisers contract directly with publishers or
sell-side ad networks (like DoubleClick, Engage, or 24/7
Media), they run therisk of wasting advertising, Snce pub-
lishers have no ability to control the frequency of ads out-
side their own networks. Sell-side ad shops track users at
every exposureto aclient’sad. They can thus control the
frequency with which the user sees each ad. If auser has
seen an ad three times on Y ahoo!, then shows up on CNET,
the company knows that he has already seen the ad, and
will deliver adifferent creative at the fourth exposure.

Advertisers often design a sequence of ads intended to rein-
force their brand, then request an action. Buy-side firms
enable advertisers to determine the sequence in which

they' d like usersto see the ads, then execute thisplan. The
same goal cannot be guaranteed if advertisers contract di-
rectly with publishers or sdll-side ad networks.

BUY-SIDE COMPETITORS:
> Avenue A — AVEA

» DoubleClick — DCLK
> Engage— ENGA
» Mediaplex —MPLX

» 24/7TMedia— TFSM
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Category Profile: Sell-Side Advertising Networ ks/Ad Servers

KEY POINTS:

» Onthesdl sde, ad networks represent Web publishersin
negotiations with advertisers, somewhat similar to “rep
firms’ or “synthetic networks.”

» Ad serving is becoming increasingly impor tant, as data on
Internet usersisused to target advertising tolikely con-
sumers.

» Thesize and depth of the databases used by ad servers
will becritical in differentiating the winners and loser s of
online advertising.

Ad networksare badcally groupings of sitesthat have
banded together to present a united front when dealing
with advertisers. In thisway, they gain the benefits of a
wide-reaching portal. Relatively obscure sites can bargain
for media pricing from a position of strength when they are
part of anetwork. Typically, ad networks conduct ad serv-
ing for their affiliated Sites.

Ad servingislargely atechnology job. When auser goes
to aWeb site, the site queriesits ad-serving partner about
which adsto deliver based on the user’ s profile. The ad-
serving partner serves (sends) the selected ad back to the
Web site. A few sites have chosen to do this on their own,
but the vast majority outsource the serving job to third-party
ad servers. We believe that as grester targeting ability is
developed, third-party ad servers will be even more critical.

Today, 61% of sites use some combination of internal and

external ad serving. We expect this number to continueto

climb as more targeting comes online and more rich media
is demanded by advertisers.

Tracking

I nter net commer ce trackers and mar keter s believe that
every Internet transaction gener ates ten times as much
information on consumer s as an offlinetransaction. The
good ad trackers are able to monitor this clickstream of data
and assembleit into a user profile. With individual user
profiles devel oped through clickstream tracking, targeters
can better serve appropriate adsto consumers.

Tracking has been going on in the offline world for some
time. Individual stores monitor consumers purchases and
try to target their specials to those consumers who may be
interested. The online world takes tracking to a whole new
level, particularly if the Internet bridges the online and off-
line data.

Data Isthe Key!

For an advertisement to be targeted, there must be data
on consumersbehind it. Thericher and more in-depth
the data, the better thetargeting. In genera, dataare di-
vided into behavioral and demographic data, although geo-
graphic isalso starting to enter the scene aslocal Internet
advertising catches on. Behavioral data can be further bro-
ken into transactional and intent-to-purchase data.

» Transactional Data: The most important form of datais
transactional data. A form of behavioral data, thisisahis-
tory of what consumers have purchased in the past. Adver-
tisers can then market complementary products to consum-
ers with this information.

 Intent to Purchase: Data on a consumer’ s intent to pur-
chase are nearly as important as the purchases themsel ves.
Using this form of behavioral data, ad targeters are ableto
monitor what consumers have read about, requested more
information about, or nearly purchased. With thisinforma-
tion, they can offer special prices to consumers who turned
back on a sale at the last moment because of the price or for
other reasons.

» Demogr aphic: Demographic data are based on a broad
categorization of consumers. Ads aretargeted at users
based on their demographic group. For instance, males age
18-24 may receive football advertisements. Demographic-
based advertising depends on broad assumptions, making it
much lesslikely to generate aresponse than ads using be-
havioral data.

Targeting

Targeted advertisng on the Internet isstill in itsinitial
stages. Inour view, Internet advertisersarerich in data,
but poor at using that datafor targeting. We have di-
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vided the devel opment of Internet ad targeting into three
time periods:

* Building the Database: From 1994 to 1997, as the Inter-
net morphed from a nerd hangout to a mainstream medium,
advertisers came to reslize that they had a treasure trove of
information waiting to be mined. Vast amounts of data on
consumers were available, and more was being added by the
second. Advertisersfocused on mining the data on Internet
consumers and devel oping databases to store it.

* Manipulating the Data: From 1997 through 1999, ad-
vertisers and Internet ad targeters have focused their efforts
on manipulating these troves of data. Demographic data
have been widely used to target advertisements, but using
behavioral data as atargeting mechanismis gtill in itsinfant
stages.

» Targeting Customers: Now that advertisers, database
companies, and ad targeters have devel oped their databases,
they arefocusing their efforts on targeting ads based on
demographic, behavioral, psychographic, and even geo-
graphic information.

Today, Internet ad targeting is moving from targeting based
solely on site content — an estimate of the demographics of
atypical viewer of that site— to targeting based on specific
user data. However, numerous studies have shown that the
vast mgjority of sites are still not tracking users' click-
streams.

Closed Loop Marketing

Closed-loop marketing involves clickstream tracking
and then tar geting based on thisinformation, in virtu-
ally real-time. Ad networks using this method track when
users enter their network of sites, wherethey click, what ads
they have responded to, what information they have re-
guested, and what purchases they have made. With thein-
formation generated, closed-loop marketers are able to con-
stantly refine their campaigns to generate the best possible
results.

In the offline world, advertisers must wait until consumers
make a purchase to be able to see their behavior. The Inter-
net has turned this upside down, however. Now, the adver-
tiser can track a consumer’ s behavior prior to a purchase
and can actually facilitate that purchase through the use of
targeted advertising.

Advertising Campaigns. From Broad to Narrow

On the Internet, advertisers can choose to reach a broad
audience or amore narrow selection of users. Within both
the broad and narrow audiences, the ad can be targeted,
which diginguishes the Internet from other forms of adver-
tising previoudly available.

* Run of Network: A run-of-network campaign runs
across amedia seller’ s entire network, similar to the broad
reach enjoyed by network television. However, on the
Internet, even though the ad is run across the entire network
of sites, it can still be targeted to specific users based on the
available data.

* Run of Channel: A run-of-channd campaign runson a
portal or network’s distinct content channels. For instance,
pet food maker lams may advertise across Y ahoo' s network
of pet sites. Within the channel, the Internet allows further
targeting based on users' demographic, psychographic, or
geographic data

* Run of Site: Currently the most popular form of adver-
tising on the Internet, a run-of-site campaign runs only on a
particular site's pages. For example, one could advertise
only on the New York Times' site.

* Profile Targeting: Advertisershave recently been of-
fered the option of targeting a campaign at a user with a
particular behavioral history. As of now, these profiles are
anonymous, but marketers may try to link their online and
offline datain the future.

Asin the offline world, seasonality can influence an adver-
tiser’ s choice of medium. More broad-reaching advertising,
such as run-of-network campaigns, seem to be favored in
holiday seasons, while more targeted formslike run-of-site
campaigns dominate therest of the year.

Affiliate Marketing

Affiliate marketing is the business-to-business version of
viral marketing. Marketers pay affiliatesto lead consumers
to their dte. Jupiter Communications predictsthat affiliate
programs will account for 24% of e-commerce revenues by
2002, up from about 11% in 1998.

The granddaddy of affiliate marketing is Amazon.com.
Affiliate members feature alink to Amazon’s site— usually
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a button — on their own sites. When a user purchases any-
thing on Amazon'’s site after having gone there viathelink,
the member who sent the purchaser to Amazon receives a
commission.

In general, there are three types of affiliate marketing pro-
grams, distinguished by their payment style:

* Impressions. Affiliates are paid when they present a
banner to a consumer.

* Click-Throughs: Affiliates are paid for each user that
clicks through the banner or button.

* Lead Generation: After a consumer has clicked
through to a Site, the effiliateis paid if the marketer is
abletoregister the user.

« Revenue Sharing: The affiliateis paid only when the
referred consumer makes a purchase.

Agencies or Consultants?

Many Internet advertising agencies have expanded their
services as opportunities on the Internet have expanded.
Initially, companies like ModemMedia and Razorfish of-
fered only creative marketing solutionsto their clients.
These “e-consultants’ have since expanded their offeringsto

include Web site development, Internet business planning
and e-commerce devel opment, in addition to Internet mar-
keting. Companiesincluded in this space are: Sapient,
MarchFrst, Viant, Scient, Organic, Agency.com, Razorfish,
ModemMedia, and others. Additionally, many of the large
“traditional” agency holding companies like Omnicom, In-
terpublic Group, Y oung & Rubicam, True North and WPP
Group have stakes in these e-consultants.

GOMPETITORS:
» DoubleClick — DCLK

> Engage— ENGA

» L9O—LNTY

» Phase2Media— Private

» Real Media— Hasfiled to go public

» 24/7TMedia— TFSM
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Category Profile: Direct (E-Mail) Marketing

KEY POINTS:

» Direct email may bethe“killer app” for marketing on-
line. For now, responsesare high and costsarelow, and e-
mail is already everyone' sfavorite “ home page.”

» Direct email iswhere e-advertising was four years ago.

» Thedatabaseisthe key. Those companieswith thelarg-
est, most robust databases of opt-in e-mail accounts,
transactional data, and intentional data should drivere-
sponserates and be most attractive to advertisers.

»  With privacy concerns a growing palitical issue, plusthe
ongoing “spam” backlash, direct e-mailers must be careful
not to abuse their position — in this market, one bad ap-
ple could spoil thewhalelot.

AsWilliam Park, CEO of Digital Impact, points out, many
consumers have made an online purchase (and many more
will in the future), but how many of these consumers have
made that shopping ste their homepage? The answer is few
tonone. Thisiswhere e-mail comesin. E-mail proac-
tively reachesusers, rather than trying to catch their
attention asthey navigate the Web.

ubiquitous, given its advantages over traditional “old world”
media. Some of these advantages are:

» Cost: E-mail can substitute for standard mail, and even
the telephone, at much more economical prices.

» Virtually real-time distribution: On the Internet, mar-
keters get their message out immediately.

* Interactivity: E-mail allowsfor direct linksto Web sites,
SO consumers can go directly from seeing an ad to conduct-
ing more research to actually purchasing the product, com-
pleting the sales cycle without interruption.

» Higher Click-Through Rates: While banners are cur-
rently generating click-throughs significantly below 1%, e-
mail is generating click-throughs in the range of 5-20%.

Table 12
E-mail Marketing Strategies

Figure 17
Reason For Use of the I nternet

Visit Online Sorﬁiﬁ 29%
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Dowload Softwarei 35%
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[
[
Research Products |
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Email J 92%
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Source: Jupiter Communications

Itis estimated that approximately 85% of home computer
users and 75% of workplace computer users conduct per-
sonal and business operationsvia e-mail. AsPC and Inter-
net access continues to grow, e-mail will only become more

Acquisition Retention
Permission List Marketing Customer Relationship Management
Sponsored Newsd etter Corporate Newsl etter

Sponsored Discussion List Reminder Service

Advocacy Marketing (Referrals)
Partner Co-marketing

Source: IMT Strategies
Tar geting Behavior

E-mail hasthe potential to be the ultimate direct marketing
tool. Thereasons cited above (cost, rea -time distribution,
and interactivity) tell part of the story, but they do not cover
the key advantage: targeting. Direct mail has traditionally
been the most targeted of all media. Direct mail is used by
all sorts of advertisersto reach specific customers whose
past behavior makes them appealing targets for the adver-
tiser'soffering. Direct e-mail works on basically the same
theory, but with some added benefits.

Direct e-mail allows advertisersto add users past Web be-
havior to the database. For example, if a consumer had re-
cently been to the Compag Web site and read about the
newest laptop, direct e-mail would allow Compaq to offer a
special coupon or more information to that consumer. This
isthe most proactive form of marketing that is currently
available to Web advertisers. While gatic banners need to
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be noticed and clicked through, atargeted e-mail reaches a
more receptive audience and is much more difficult to ig-
nore.

Direct e-mail allows advertisersto deliver different ads and
offersto different consumers. Zip codes and local stores
can be taken into account. The combination of demo-
graphic, geographic, and psychographic data makes direct e-
mail a potent tool for customer acquisition and retention.

E-mail proactively reaches users,
rather than trying to catch their atten-
tion as they navigate the Web.

Targeting on Browsers: Browser Sniffers

In the past, e-mail consisted of text only. Now browsers
have been integrated into the email system to allow for
links and graphics. Userscan click on thelink in the mes-
sage and be transported directly to the related Web site.
Additionally, many browsers now have rich-media func-
tionality that can send full graphic pictures through e-mail.

Direct email marketers are poised to benefit from thistech-
nology using “browser sniffers,” which indicate what type
of browser auser has and then sends therichest form of
mediathat can be viewed on that browser.

Figure 18
E-Mail Targeting —High and Right is Best

One-to-One

Segmented
Broad
Targeting } ;
Plain Text/ Images and Interactive
Offers 5 }
Link HTML & Graphics
Targeting
Graphics ——

Source: Morgan Stanley Dean Witter Research and Digital Impact

Plain Text Approximately 10% of today’s e-mail usersrely
on browsers that can support text only, including Lotus
Notes and Unix Mail. These userswill receive text-only
direct mailings. In order to gain more information, the user
must click on the advertiser’s URL address and will be
transported to the site. The response rate to these text-only
adsis3-4%. Thisisabout 3 times as effective astradi-
tional direct mail.

Clickable Text About 60% of today’s browsers allow for
“clickable text.” Eudora 3.0 and Microsoft Exchange sup-
port thistype of advertisement. With clickable text, thelink
takes the user to a site devoted to the offer itself, instead of
the advertiser’s entire Web site. Thisallows many linksto
different portions of the advertiser’s site. Response rateson
these ads are 6-8%, or double those of plain text.

HTML E-Mail HTML e-mail allows users to see graphic
images in the message and accounts for about 30% of to-
day’s e-mail market. Microsoft’s Hotmail and Netscape's
versions 3.0 and above service HTML e-mail. With HTML
e-mail, users can click on theimage or another link to be
transported to a site with more information or the actual sale
page on the advertiser’ sWeb site. HTML e-mailstypically
generate response rates of about 12—15%, three timesthe
level of plain text and two timesthe level of clickable text.

Interactivity is currently being added to e-mail aswell (users
will be able to ask questions about an offer or play a game),
which should further increase the responserates. Of course,
astargeting and interactivity become more commonplace, it
is possible that response rates will stabilize and drift lower
from current levels as the novelty wears off. This has been
the case with most new media (see the history of direct mail
and, perhaps, Internet banners).

Table13
E-Mail Response Rates

Click Through Cost per Mail
Plain Text E-Mail 3-4% $0.02
Clickable Text E-Mail 6-8% $0.03
HTML E-Mail 12-15% $0.05
Average E-Mail 10% $0.04

Source: Morgan Stanley Dean Witter Research and Digital Impact
Tracking

Just like ad serving, a consumer’sresponse to e-mail can
be tracked. The offers that most interested a consumer and
the degree of follow-through can be tracked. Of course,
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once a consumer clicks through the e-mail to the adver-
tiser’ s site, the consumer’ s behavior there can be tracked.
Typically, advertisersreceive information on what types of
consumers are responding to different offers and what offers
are generating responses.

Why Don’t Advertisers Do This Themselves?

Several obstacles must be overcome before companies can
successfully use e-mail as a marketing tool.

» Largetechnology investments. Companies must work
around potential problems such as “bounced” messages and
Spam-blocking software and deal with issues like network
bandwidth utilization, content selection, and management of
massive databases. Theserequire larger investmentsin
technology (not to mention an expert staff to manage it)
than many advertisers are willing to make themselves.

» Spam: Unsolicited commercial e-mail (UCE), also
known as “Spam,” isamajor concern among users and
Internet service providers (ISPs). A high degree of exper-
tise and attention is essential on the part of a company
sending e-mail to alarge number of prospects. “Opt-in”
databases alleviate some of this concern, but they are not
foolproof. Thiswill be discussed further in the “Opt-In vs.
Opt-Out” discussion below.

* OnlineIsDifferent from Offline: Techniques for add-
ing subscriberg/reci pients and improving response rates are
substantially different from those used in physical direct
mail. Because the experience and technology for imple-
menting an effective e-mail direct marketing program are so
different, good direct offline mailers may not easily trans-
form themsealves into successful online direct marketers.

Opt-In vs. Opt-Out

How a direct emailer generates the database of consumers
isof critical importance. In general, two methods are used.

Opt-Out Thefirst istermed “opt-out,” because a consumer
is automatically added to the database and must contact the
e-mailer to opt out of the program. Thisis generally used
by advertisers trying to grab as many customers as possible,
without much regard for long-term relationships. The
problem isthat consumers receive unsolicited e-mail that
clogs up their inboxes and raises privacy issues.

Opt-In The second way to generate a database requires the
consumer to specifically sign up for inclusion. Termed
“opt-in,” consumersthat visit adirect emailer’ sWeb site
may list the areas about which they would liketo receive
information. With opt-in, consumer acquisition may not be
quite asrapid as with opt-out, but a better long-term rela
tionship is formed with the consumer. Consumers are much
more receptive to advertisng when they opted in toa pro-
gram. As consumers become more and more inundated
with e-mail, the use of filters will become more prevalent,
and these filterswill likely block opt-out e-mail for the sm-
ple reason that many consumers aren’t interested. Opt-in e-
mail will be much better received.

E-mail exchange programsaso exist. Inthiscase, aco-
branded e-mail exchange registration page allows consum-
ersto opt in for more than one e-mailer’slist. Additionally,
some direct e-mail ads have alink to a co-branded site at
which the consumer can sign up for further e-mail groupsin
selected areas. Thisisvery similar tothemediasdler’s
network of sites. Affiliated sites gain size, scale, and reach
by participating. Further, they receive compensation for
referring consumersto other members of the exchange pro-
gram, making them more attractive in advertisers' eyes.

Table 14
Direct E-Mar keting Appearsto Beat the Rest

Conversion of

Medium Click Through Clickers
Banner 0.5% 1.0%
Direct Mail - Purchased List 0.7% NA
Direct Mail - House List 1.0% NA
E-Mail - Purchased List 10% 10%
E-Mail - House List 14% 10%
Source: Morgan Stanley Dean Witter and IMT Research

Cost

Typically, direct email campaign fees are broken into two
types. Set-up fees start at about $1,500 per campaign, and
deivery fees are usually $0.02-0.05 per e-mail, but volume
discounts often result in lower fees.

Customer acquisition costs via direct e-mail are much
lower than via direct mail. We estimate that the difference
is approximately 20-30% in favor of direct e-mail.

Customer Acquisition/Retention

Itisour belief that direct email’ s greatest benefit liesin
building customer rel ationships, rather than simply acquir-
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ing customers. Thisisopposed to the prevailing Internet
wisdom, which encourages dot-coms to grab share of their
respective markets no matter what the cost. We believe that
customer relations and quality will suffer if companies
adopt the“land grab” strategy.

E-mail is much more intrusive than banner advertising or
even interstitial advertisements. For that reason, it must be
approached with more care. Customers receiving unsolic-
ited e-mail are much more likely to react negatively than
even those receiving unsolicited direct mail. Thus, we feel
that opt-in emailerswith a dowly building sales pitch are
best-positioned in thisindustry. Rather than focusing on
one-time sales, these companies will build relationships
with customers over the longer-term. After al, getting the
third or fourth saleis much more valuable than getting only
thefird.

Competition

Because of the low barriersto entry, the direct e-mail mar-
keting space has many competitors. We believe that several
characteristics will separate the winners from the losers.

» Scalability: Those e-mailers with scalable operations,
possessing the ahility to reach large numbers of consumers
without incurring large extra costs, will stand out.

» Rich Data: Data on consumersiskey for the success of
e-mailers. Collection, management, and interpretation of
data are important for ad targeters and direct e-mailers.

Those with the most rich data on the greatest numbers of
people will be best-positioned.

* Relationship Management: In our minds, direct e-mail
isnot a customer acquisition tool. Rather, it isa customer
relationship management tool. The successful e-mailers
will view it this way and act accordingly.

» On- and Offline Conver gence: Eventually, duetoits
low costs and incredible targeting ability, direct e-mail will
become a compl ete direct marketing solution. Both on- and
offline advertiserswill useit to enhance their businesses.
The e-mailersthat position themselves for this coming con-
vergence will be best prepared to beat out their competitors.

COMPETITORS:
> Avenue A — AVEA

» Cybergold — CGLD

» Digital Impact — DIGI

» DoubleClick — DCLK

» MessageMedia— MESG
» MyPointscom — MYPT
» 24/7TMedia— TFSM

» YesMail — (Acquired by CMGI)
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Category Profile: Online Couponing & Promotions

KEY POINTS:

» Internet purchaserslike to save money — 74% buy online
because of lower prices. 33% use online couponsto save
money on the Web. Almost 50% were mativated by an
online coupon to make an offline purchase.

» Internet purchasersalsoliketo savetime. Internet cou-
poners offer convenient savingsthrough “pull” sitesand
“push” e-mail that are much easier to usethan traditional
savingstools.

» Thebest couponerswill allow usersto redeem their cou-
ponsonline or offline. In the future, paper coupons may
be phased out as savings are transferred dir ectly to debit,
credit, or shopper cards.

Jupiter Communications reports that 74% of Internet pur-
chasers choose to buy online because of the lower prices
they have found there. Further, of those consumers who are
motivated by an online source to purchase a product in the
offlineworld, an online coupon motivated 49%. Separately,
NPD Online Research reports that nearly one-third of those
on the Internet are using online coupons to save money on
the Web.

It isimportant to note that we do not consider e-couponing
the same as direct e-marketing, just as we separate direct

mail from coupons in the traditional space. However, cou-
poners can use direct marketing to distribute their coupons.

The same can be said for loyalty marketing programs, which
in the traditiona space end up as some sort of promation
spending. Because of the database aspect of this business,
in the e-marketing world loyalty marketing can also seem
like direct marketing.

Coupons & Promotions:
The Internet Marketing Sweet Spot?

Couponers and promoters on the Internet sit in a very nice
sweet spot. For several reasons, their marketing and ability
to provide advertiserswith high rates of return are virtualy
unparalleled.

» Usersand their behavior do not need to be tracked across
the Internet, as users go to the couponer’ s home page to
conduct transactions. There, couponers compile informa-
tion on their various interests, often at the behest of the con-
sumer.

» Couponers and promoterstypically requireregistration
information, so they immediately obtain very valuable in-
formation on consumers.

» Couponing is by definition an opt-in process. Thus, mar-
keters can be assured that they arereaching areceptive
audience.

» The demographics of Internet users, and those who sign
up for online couponing in particular, are very attractive.
Thishas caused many offline businesses to offer online
coupons, even if they don’t ever expect to offer e-
commerce.

Targeting

Through the use of coupons and rewards programs, market-
ersare able to closaly monitor what consumers are pur-
chasing, dueto the simple fact that consumers must redeem
their coupons or report what they are purchasing in order to
generate points. The sameistrue on the Internet, but to a
much greater extent. Consumers clicking on certain cou-
pons are obvioudly interested in those types of products, so
specific marketing can be targeted at them even if they don’t
make a purchase.

In addition to the clickstream monitoring, couponers typi-
cally gather a great deal of information on consumers
through theregistration process, which allows advertisersto
target specific individuas depending on self-described likes
and didlikes.

Rewar ds Programs

Itisour belief that rewards programs on the Internet will be
big, like the “frequent-flier” programs currently offered off-
line. By purchasing goods on the Internet, consumers ac-
cumulate points that can be applied to the purchase of fur-
ther products. Many companies are currently linking online
and offline rewards programs, thereby allowing consumers
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to accumulate points through both online and offline pur-
chases.

The key to any such reward program is the marketer’ s abil-
ity to migrate consumers up the value chain. By gently en-
couraging consumersto make larger purchases — thereby
earning more points — marketers are able realize the great-
est benefits.

Driversof Successfor Internet Couponers & Promoters

Whilethereisno set template that Internet couponers must
follow to ensure success, we believe there are certain issues
that will diginguish the winners.

» The Offer: Marketers must optimize their targeting, us-
ing al of the information available to drive up conversion
ratios.

» The Coupon: For offline marketers, the coupon itself
must be easily printable, but not easily duplicable. For on-
line marketers, the coupon must offer a seamless ability to
purchase the product online.

» Privacy: Online couponers generate a great ded of in-
formation on consumersthat must be handled carefully and
prudently. Clear privacy statements should be posted, and
couponers must stick by them. Failure to do so may result
in amass exodus of consumers.

» Customer Relations: Wefed that too many Internet
companies are sacrificing good customer relationshipsin a
scramble for customer acquisitions. Those couponers that
establish good relationships through quality service and
prudent use of consumer datawill profit in the long term.
Those who smply try to impress Wall Street with the num-
ber of customers acquired will fall behind.

The Future

In the future, we believe that those couponers who integrate
redemption across the offline and online worlds will benefit
the most from the devel opment of online coupons. Looking
further ahead, we believe that the actual paper coupon will
disappear and be replaced by automatic transfers via credit
card. Some couponers are aready doing this, in onein-
stance allowing a consumer to “clip” an online coupon for a
restaurant and have the savings transferred directly to hisor
her credit card to be redeemed in the future. Cybergold
goes even further to alow its cyber dollarsto be transferred
directly to customers' credit cardsfor usein purchasing
anything.

COMPETITORS:
» CoolSavings.com — Hasfiled to go public

» CouponSurfer.com — Private

» Cybergold — CGLD

» Directcoupons.com — Private

» e-centivescom — Private

» emaildirect — Private

» Hotcoupons.com — Private

» MyPoints.com — MYPT

» Planet U.— Owned by News Corp. (NWS)

» Save.com — Owned by Valassis (VCI)

» ValPak — Owned by offline direct mailer ValPak

» Valupage.com — Owned by Catalina Marketing (POS)

This memorandum is based on information avail able to the public. No representation is madethat it is accurate or complete. This memorandum is not an offer to buy or sell or a
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Company Profile: Avenue A (AVEA)

Avenue A / Ticker: AVEA

$25.25
1,424.10

Price as of 4/27/2000
M arket Capitalization ($M M)

Table15
Avenue A Offerings

Buy Side Advertising

J Direct E-mail J

Online Couponing

Sell Side Advertising

ports. Avenue A can change the placement of ads or rene-
gotiate with poorly performing publishers.

The company has two agencies for top spending clients
(Avenue A and iBalls), one agency for small, but growing
clients (Growth Markets), and a direct e-mail product (Pre-
cision E-mail). Through these agencies, the company man-
ages client conflict and focuses on enhancing return on in-
vestment for its clients.

Table 16
Avenue A Stock Price Analysis

Ad Serving J Promos/Sponsor ships
- . : - L] - i - -

Avenue A isabuy side agency. The company does not do ] l

any creative work, but rather specializesin the purchasing w 4L "

of online advertising inventory. Avenue A hedps clients LI L fgs

determine the appropriate placement for an online advertis- ) ]| 1

ing campaign and the metrics to gauge its effectiveness. { ——ar

Avenue A then purchases the advertising space from pub- I S S — —— S——— i

lishersfor its clients. Thc company servesits clients ads L N TSN SVINTRONL A1 OOt NAOUFRES JORag AP Spee "

and reports on Internet users’ interactions with the ads. Source: ILX - B o

Avenue A then adjusts the campaign according to these re-

Table 17

Avenue A Historical Financials

($ Millions, except EPS) F1Q98 F2Q98 F3Q98 F4Q98 F1Q99 F2Q99 F3Q99 F4Q99 FY1997 FY 1998 FY1999
Revenues NA NA NA NA 25 115 20.2 35.6 NA 0.6 69.7
Sequential Growth NA NA NA NA NA 360% 76% 76% NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA NA NA NA 11517%

Cost of Goods Sold NA NA NA NA 18 9.5 16.7 29.0 NA 01 57.0
Gross Margin NA NA NA NA 0.7 20 35 6.6 NA 0.5 12.7
Gross Margin asa % of Revenues NA NA NA NA 28% 17% 17% 19% NA 83% 18%
Operating Profit (Loss) (EBIT) NA NA NA NA 15) (14) (1.6) (8.0) NA (37) (12.4)
Operating Margin NA NA NA NA -60% -12% -8% -22% NA -617% -18%
Sequential Growth NA NA NA NA NA NA NA NA NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA NA NA NA NA
EPS NA NA NA NA ($0.06) ($0.04) ($0.04) ($0.20) NA ($0.27) ($0.31)
Sequential Growth NA NA NA NA NA NA NA NA NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA NA NA NA NA

Source: FactSet Data

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
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Company Profile: Be Free (BFRE)

BeFree/ Ticker: BFRE

host Web sites or send e-mail messages (including affiliate
marketing). The company enables these marketing partners

Price as of 4/27/2000 $12.00 h f ] fh link ]

Market Capitalization (SMM) 5395 tod oose_ rom among avariety of hyperlink promotions
made available by Be Fre€' s customers. Be Free track’ sthe
sales or traffic generated for customers by these hyperlink

Table18 _ promotions and reports this information to customers and to

Be Free Offerings their marketing partners.

Buy Side Advertising Direct E-mail Table 19

Sell Side Advertising Online Couponing Be Free Stock PrlceAnaJySIS

Ad Serving Promos/Sponsor ships J e w
- A1 S
. PRy P
Be Freeis enablesits customers to generate, place and man- - I [TV " 1
. . . . . By 4L 11

age hyperlink promotions for their products and servicesin i -

tens of thousands of |ocations on the Internet. Customers — L

pay for these promotions only when they generate sales or o i T i

traffic. Be Free's customersinclude both online merchants ‘- _

and portals. : e .

Source: I1LX

Customers use the services to establish and manage ther

own marketing relationships directly with third parties that

Table20

Be Free Historical Financials

($ Millions, except EPS) F1Q98 F2Q98 F3Q98 F4Q98 F1Q99 F2Q99 F3Q99 F4Q99 FY1997 FY 1998 FY1999

Revenues 0.2 04 0.3 04 05 0.9 13 26 NA 13 53

Sequential Growth NA 62% -16% 20% 38% 62% 52% 100% NA NA NA
Y ear-over-Y ear Growth NA NA NA NA 125% 125% 309% 579% NA NA 302%
Cost of Goods Sold 0.1 01 0.1 02 01 0.1 02 0.4 NA 04 0.8
Gross Margin 01 0.3 03 0.2 04 0.7 11 22 NA 0.9 45
Gross Margin asa % of Revenues 62% 83% 78% 49% 81% 84% 85% 84% NA 68% 84%
Operating Profit (Loss) (EBIT) (0.1) (0.1) @.7) [€%)] @.7) (4.0 (3.0) (5.6) NA 45) (15.2)
Operating Margin -59% -17% -827% -435% -500% -458% -229% -212% NA NA NA
Sequential Growth NA NA NA NA NA NA NA NA NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA NA NA NA NA
EPS ($0.02) ($0.01) ($0.32) ($0.26) ($0.52) ($0.69) ($0.97) ($0.14) NA ($0.60) ($2.32)
Sequential Growth NA NA NA NA NA NA NA NA NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA NA NA NA NA

Source: FactSet Data

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.




MORGAN STANLEY DEAN WITTER

59

Company Profile: Cybergold (CGLD)

Cybergold / Ticker: CGLD

$7.25
140.11

Price as of 4/27/2000
M arket Capitalization ($M M)

Table21
Cybergold Offerings

Buy Side Advertising Direct E-mail

Sell Side Advertising Online Couponing

L L RN

can earn cash incentives for responding to online marketing
offers presented by Cybergold’' s advertising and marketing
clients and then spend the cash with merchants. The cash
earned by consumer members can be credited to either their
VISA or bank accounts from their Cybergold account or be
used to purchase content, services and products, including
software, music, games, credit reporting services, and origi-
nal art works and publications.

Table22

Cybergold Stock Price Analysis

Ad Serving Promos/Sponsor ships o Erom B Interas] B Firsiomssis
I [T : B

Cybergold isaleading provider of Internet-based direct u o £ I

marketing and advertisng solutions. The company com- - o b Al |
. . . L. s 15 A Le Flag

bines Internet-based direct marketing and advertising serv- k f i

ices with programs that reward consumers with cash when o Pe— £

. . . o . Tt 1 L

they perform actions desired by advertisers. The company’'s TS S - I — IS L

advertisers are only charged when members execute specific Kl 0 T ™

predefined actions. SV EE . " o

Source: I1LX

Cybergold' s business revolves around “The Earn & Spend

Community” — a place on the Internet where consumers

Table23

Cybergold Historical Financials

($ Millions, except EPS) F1Q98 F2Q98 F3Q98 F4Q98 F1Q99 F2Q99 F3Q99 F4Q99 FY1997 FY 1998 FY1999
Revenues 0.1 02 0.3 05 05 0.8 14 26 NA 10 53
Sequential Growth NA 53% 73% 59% 12% 54% 78% 92% NA NA NA
Y ear-over-Y ear Growth NA NA NA NA 370% 372% 387% 487% NA NA 428%
Cost of Goods Sold 0.0 27 0.1 32 02 0.6 0.6 0.8 NA 05 22
Gross Margin 01 -25 01 2.7 03 02 0.8 18 NA 0.5 31
Gross Margin asa % of Revenues 67% -1522% 50% -608% 51% 26% 60% 68% NA 54% 58%
Operating Profit (Loss) (EBIT) 12 (24) @1 (24) @7) (4.0 2.9) (38) NA (4.6) 4.7
Operating Margin -1140% -1449% -398% -533% -345% -512% -212% -144% NA -456% -89%
Sequential Growth NA NA NA NA NA NA NA NA NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA NA NA NA NA
EPS ($0.33) ($0.29) ($0.35) ($0.38) ($0.53) ($0.62) ($0.67) ($0.17) NA ($0.20) ($1.35)
Sequential Growth NA NA NA NA NA NA NA NA NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA NA NA NA NA

Source: FactSet Data

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
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Company Profile: Digital Impact (DIGI)

Digital Impact / Ticker: DIGI

$11.44
269.34

Price as of 4/27/2000
M arket Capitalization ($M M)

Table24
Digital mpact Offerings

Buy Side Advertising Direct E-mail ‘p’

Sell Side Advertising Online Couponing

mization, campaign tracking and reporting, and database
hosting and management. Digital Impact recently intro-
duced the E-mail Exchange Network, an online marketing
network that provides clients with anew method to acquire
additional online customers. Digital Impact offers clientsa
suite of e-marketing services that includes e-mail campaign
Services, customer acquisition tools, customer data analysis
and drategic consulting services.

Table25

Digital Impact Stock Price Analysis

Ad Serving Promos/Sponsor ships B3] Erem B [risrus Forsipasals
[ ' [ o5
Digital Impact offers Internet direct marketing services to m LI ey s
. . . . . Py Iy = i
businesses that wish to communicate more effectively with T
. . . . . iy TE 1k 1}
their customers online through email. E-mail campaigns, il ¥
are designed to maximize the client’ s return on its marketing By
investment. i R . T,
. . . Bl BV T A U TR L T TR AR TR T i L.y ii (oL
The company’ s core set of services includes campaign man- P - . .
agement, targeting and personalization, e-mail format opti- Source: ILX
Table26
Digital Impact Historical Financials
($ Millions, except EPS) F1Q98 F2Q98 F3Q98 F4Q98 F1Q99 F2Q99 F3Q99 F4Q99 FY1997 FY 1998 FY1999
Revenues NA 0.0 0.1 04 08 14 19 4.0 NA NA 13
Sequential Growth NA NA 284% 313% 99% 75% 35% 114% NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA 5440% 1850% 913% NA NA NA
Cost of Goods Sold NA 0.0 0.1 02 04 0.7 16 19 NA NA 0.7
Gross Margin NA 0.0 0.0 0.2 04 0.7 0.3 21 NA NA 06
Gross Margin asa % of Revenues NA 4% 9% 52% 50% 51% 14% 52% NA NA 48%
Operating Profit (Loss) (EBIT) NA 0.3) 0.6) (0.6) (2.0 3.2 88) (6.4) NA NA 3.2
Operating Margin NA -1212% -675% -139% -259% -228% -470% -160% NA NA -248%
Sequential Growth NA NA NA NA NA NA NA NA NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA NA NA NA NA
EPS NA ($0.90) ($1.05) ($0.30) ($1.81) ($1.06) ($1.89) ($0.60) NA NA ($2.86)
Sequential Growth NA NA NA NA NA NA NA NA NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA NA NA NA NA

Source: FactSet Data

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
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Company Profile: DoubleClick (DCLK)

DoubleClick / Ticker: DCLK

Price as of 4/27/2000
Market Capitalization (SMM)

$69.75
8,243.54

Table27
DoubleClick Offerings

Buy Side Advertising Direct E-mail

Sell Side Advertising Online Couponing

i s

geted e-mail campaigns for publishers and advertisers, and
4) DoubleClick operates the Abacus Direct catalog database
in which catal og retailers share customer information to
better target catal og advertising.

The company’ s patented DART technology is the platform
for many of its solutions, and enables customersto use pre-
selected criteriato deliver theright ad to theright person at
theright time. DART isalso a sophisticated tracking and
reporting tool that customersrely on to measure ad perform-
ance and provide dynamic ad space inventory management.

Ad Serving Promos/Sponsor ships
Table28
DoubleClick Stock Price Analysis
DoubleClick isaprovider of technology-driven marketing - Frem @ Interenl B Furtemmtel il
and advertising solutions to thousands of advertisers, adver- '
tising agencies, Web publishers and e-commerce merchants 2 fLa
worldwide. The company provides a broad range of media, - 1 R LT A
: - PR L - ety
technol ogy and data products and services. = 1 ot 4 e
_ _ ] . T 1
The company operates severa lines of business: 1) Double- I T g
Click represents Web publishersin their efforts to sl their . S N NN SN S ]
Internet ad inventory to advertisers, 2) DoubleClick serves Ui i R i e vl i o el e i o il
targeted ads on the Internet, 3) DoubleClick conducts tar- FE e e = veee : S
Source: ILX
Table29
DoubleClick Historical Financials
($ Millions, except EPS) F1Q98 F2Q98 F3Q98 F4Q98 F1Q99 F2Q99 F3Q99 F4Q99 FY1997 FY1998 FY 1999
Revenues 13.0 173 20.8 26.1 394 49.9 75.3 93.7 30.6 772 258.3
Sequential Growth NA 33% 20% 26% 51% 26% 51% 24% NA NA NA
Y ear-over-Y ear Growth NA NA NA NA 203% 188% 263% 259% NA 152% 235%
Cost of Goods Sold 838 11.7 14.0 194 153 211 29.1 107.2 20.6 54.0 107.2
Gross Margin 42 5.6 6.8 6.7 241 28.8 46.2 -135 100 232 151.1
Gross Margin asa % of Revenues 32% 32% 33% 26% 61% 58% 61% -14% 33% 30% 59%
Operating Profit (Loss) (EBIT) (4.4) (4.6) 4.7 (7.3 65) (4.4) 4.8 38 (8.0) (21.1) 38
Operating Margin -34% -27% -23% -28% -16% -9% 6% 4% -26% -27% 1%
Sequential Growth NA NA NA NA NA NA NA -21% NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA -152% NA NA NA
EPS ($0.11) ($0.07) ($0.07) ($0.07) ($0.08) ($0.05) $0.00 ($0.38) ($0.31) ($0.30) ($0.51)
Sequential Growth NA NA NA NA NA NA NA NA NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA NA NA NA NA

Source: FactSet Data

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.
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Company Profile: Engage Technologies (ENGA)

Engage Technologies/ Ticker: ENGA

$22.13
2,392.91

Price as of 4/27/2000
M arket Capitalization ($M M)

Table30
Engage Offerings

Buy Side Advertising Direct E-mail ‘p’

Sell Side Advertising Online Couponing

aa

services for measuring and analyzing Web site traffic. En-
gage offers several services: 1) It operates the Flycast net-
work of cost-per-click stes— advertisers pay only when
their ads are clicked on, 2) it conducts profile-driven mar-
keting for Web publishers, through its growing database of
anonymous prafiles, and 3) its AudienceNet offers profile-
driven marketing for advertisers.

Table31

Engage Technologies Stock Price Analysis

Erpg I [mimecel B Frevis=eeis -

Ad Serving Promos/Sponsor ships
- " i
. . . § [Fi oW iy
Engage Technologiesisa provider of profile-based Internet = | e A
marketing sol utions. Engage is an approximately 87% -] f' i)
owned subsidiary of CMGI. The company offers arange of P e e X
products and services that enable Web publishers, advertis- O e s SRR SHSBHE S B :
ers and merchants to target the delivery of advertisements, 3 . B T - dig
content and e-commerce offerings to their audiences and to ource ILx o v ' " '
measure their effectiveness. '
Engage has generated most of its revenue to date through
sales of itslocal profiling and advertising management
software and outsourced services, as wdll asits software and
Table 32
Engage Historical Financials
($Millions, except EPS) F1Q98 F2Q98 F3Q98 F4Q98 F1Q99 F2Q99 F3Q99 F4Q99 FY1997 FY 1998 FY1999
Revenues NA 22 16 27 47 7.0 83 128 NA 22 16.0
Sequential Growth NA NA -28% 69% 7% 48% 18% 54% NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA 217% 423% 377% NA NA 623%
Cost of Goods Sold NA 36 23 29 40 6.1 6.6 20.6 NA 36 15.3
GrossMargin NA 14 07 02 07 09 17 79 NA 14 07
Gross Margin asa % of Revenues NA -64% -42% -8% 15% 13% 20% -62% NA -64% 5%
Operating Profit (Loss) (EBIT) NA (13.7) (5.5) (4.7) NA (10.8) (205) (28.2 NA (13.7) (27.0)
Operating Margin NA -618% -349% -176% NA -154% -127% -221% NA -618% -169%
Sequential Growth NA NA NA NA NA NA NA NA NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA NA NA NA NA
EPS NA ($0.83) ($0.17) ($0.15) ($0.31) ($0.26) ($0.22) ($0.52) NA ($0.83) ($0.89)
Sequential Growth NA NA NA NA NA NA NA NA NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA NA NA NA NA

Source: FactSet Data

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.
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Company Profile: FreeShop.com (FSHP)

FreeShop.com / Ticker: FSHP

$9.13
142.23

Price as of 4/27/2000
M arket Capitalization ($M M)

Table33
FreeShop.com Offerings

Buy Side Advertising Direct E-mail

Sell Side Advertising Online Couponing

L L RN

brochures, coupons and consumer goods. To assist consum-
ersinlocating offers that interest them most, offers are ar-
ranged by category, such astravel, personal finance, enter-
tainment and sports. The company’ s primary source of
revenueis|ead generation, for which marketers pay fees
based on the number of customer requests for the marketers
offers. The company also receives revenues from adver-
tisements placed on its Web sites and in its e-mail newsl et-
ters.

Table34
Ad Serving Promos/Sponsor ships FreeShop.com Stock Price Analysis
.. :- Fren L Inbm=cel & Frvise-_p .-_'-'
FreeShop provides online direct marketing services, giving :
consumers access to over 1,000 free, trial and promotional ‘ -1
offers through Web sites and e-mail newsletters. Consumers : e ol | "
) N i o =T by e pa T
seeking to discover, learn about, or try new products and & L )
services can choose from a collection of offers from over A
300 companies. 704 I S S - : N I (e
FreeShop currently has more than 1,000 offers for items "o 1o o 1eew . . car
such as catal ogs, magazines, product samples, software, Source: I1LX
Table35
FreeShop.com Historical Financials
($ Millions, except EPS) F1Q98 F2Q98 F3Q98 F4Q98 F1Q99 F2Q99 F3Q99 F4Q99 FY1997 FY 1998 FY1999
Revenues 0.2 02 0.3 05 0.7 15 23 4.1 NA 13 85
Sequential Growth NA -5% 54% 56% 33% 122% 56% 76% NA NA NA
Y ear-over-Y ear Growth NA NA NA NA 203% 608% 617% 710% NA NA 580%
Cost of Goods Sold 0.1 01 0.1 01 01 0.3 05 0.8 NA 03 18
Gross Margin 02 0.1 02 04 05 11 18 33 NA 0.9 6.7
Gross Margin asa % of Revenues 71% 70% 72% 79% 82% 78% 78% 80% NA 74% 79%
Operating Profit (Loss) (EBIT) (0.6) (0.6) (1.0) (0.9) 14) (2.4) (36) (35) NA (3.2) (10.9)
Operating Margin -260% -307% -304% -186% -203% -163% -156% -86% NA -250% -128%
Sequential Growth NA NA NA NA NA NA NA NA NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA NA NA NA NA
EPS ($0.10) ($0.11) ($0.16) ($0.14) ($0.17) ($0.30) ($0.43) ($0.23) NA ($0.51) ($1.13)
Sequential Growth NA NA NA NA NA NA NA NA NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA NA NA NA NA

Source: FactSet Data

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.
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Company Profile: LifeMinders.com (LFMN)

LifeMinders.com/ Ticker: LFMN

$40.94
965.14

Price as of 4/27/2000
M arket Capitalization ($M M)

Table 36
LifeMinders.com Offerings

Buy Side Advertising Direct E-mail

LA

Sell Side Advertising Online Couponing

Ad Serving Promos/Sponsor ships

LifeMinders.com is an online direct marketing company

events, automotive, horoscope, cooking, pet, health, small
business, persona finance, sports and recreation, travel and
shopping. The average member creates profilesin four e-
mail categories and receives an average of eight e-mails per
month.

LifeMinders.com gathers member profile data from several
sources, including information provided by members during
the sign-up process and through member preferences and
buying habits. LifeMinders.com aso supplementsits profile
data with information obtained from third-party sources.

Table37
LifeMinders.com Stock Price Analysis

Erpg I [mimecel B Frevis=eeis

Ll A
that provides personalized information and adverti sements o m
viae-mail to a community of members. The e-mail mes- .
sages contain helpful reminders and tips that enable mem- ™ bl
. . . TR,
bers to better organize and manage their busy lives. : i o i
LifeMinders.com’s proprietary information about its mem- i [ T afl:
bers and highly-precise targeting capabilities provide the ool ! {
. . . . -
company’ s advertising partners with the opportunity to S o S S WSS S
more Effectlvely reach ther targd markets. 0 ey L L et D s e L | g [
. . X Source: ILX
Members can create profilesin one or more of 14 e-mail
categories, including family, entertainment, home, persona
Table38
LifeMinders.com Historical Financials
($ Millions, except EPS) F1Q98 F2Q98 F3Q98 F4Q98 F1Q99 F2Q99 F3Q99 F4Q99 FY1997 FY 1998 FY1999
Revenues NA NA NA NA 0.0 14 45 8.0 NA 01 14.0
Sequential Growth NA NA NA NA NA 6070% 220% 7% NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA NA NA NA 24495%
Cost of Goods Sold NA NA NA NA 01 0.1 02 0.5 NA 01 10
Gross Margin NA NA NA NA (0.1) 13 4.3 75 NA 0.0 131
Gross Margin asa % of Revenues NA NA NA NA -330% 90% 95% 94% NA -4% 93%
Operating Profit (Loss) (EBIT) NA NA NA NA 15) (5.0) (7.9) (17.6) NA 1.9 (31.6)
Operating Margin NA NA NA NA -6726% -354% -174% -218% NA -3416% -225%
Sequential Growth NA NA NA NA NA NA NA NA NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA NA NA NA NA
EPS NA NA NA NA ($0.52) ($1.55) ($2.51) ($1.60) NA ($0.64) ($6.26)
Sequential Growth NA NA NA NA NA NA NA NA NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA NA NA NA NA

Source: FactSet Data

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.
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Company Profile: L90 (LNTY)

L90/ Ticker: LNTY

$9.06
60.66

Price as of 4/27/2000
M arket Capitalization ($M M)

Table 39
L 90 Offerings

Buy Side Advertising Direct E-mail

Sell Side Advertising Online Couponing

Ad Serving Promos/Sponsor ships

aa

L 90 provides advertising and direct marketing sol utions for
advertisers and Web publishers. The company designs and
implements advertising campaigns for clients and places
their ads on its network of Web sites. The company provides
Web publishing clients with a fully-outsourced solution
which includes the sale of advertising space on their Web
sites, aswell asthetechnology required to deliver adver-

L90 specializesin cresting advertising campaignsthat in-
corporate sponsorships. Sponsorships integrate advertise-
ments into the text or graphic content of a Web page. L90's
adMonitor enables advertising and Web publishing clients
to implement sophigticated advertising campaigns quickly
and to selectively target ads to Web users based upon spe-
cific interests and characteristics. adMonitor also enables
clientsto track, measure and manage the effectiveness of
their ad campaigns.

Table40
L 90 Stock Price Analysis
[ ] ) ) o [ 3] §

]

tisementsto their Web sites. e e o
Source: ILX

Table41l

L 90 Historical Financials

($ Millions, except EPS) F1Q98 F2Q98 F3Q98 F4Q98 F1Q99 F2Q99 F3Q99 F4Q99 FY1997 FY 1998 FY1999

Revenues NA NA NA NA 0.8 12 21 5.2 NA NA 2.2
Sequential Growth NA NA NA NA NA 55% 76% 155% NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA NA NA NA NA

Cost of Goods Sold NA NA NA NA 0.0 0.3 1.0 34 NA NA 4.8

Gross Margin NA NA NA NA 0.8 0.9 1.0 18 NA NA -2.6
Gross Margin asa % of Revenues NA NA NA NA 100% 74% 50% 35% NA NA -117%

Operating Profit (Loss) (EBIT) NA NA NA NA 15) (5.0) (7.9) (17.6) NA NA 0.3)
Operating Margin NA NA NA NA -205% -430% -385% -336% NA NA -13%
Sequential Growth NA NA NA NA NA NA NA NA NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA NA NA NA NA

EPS NA NA NA NA ($0.17) ($0.25) ($0.45) ($0.48) NA NA ($0.05)
Sequential Growth NA NA NA NA NA NA NA NA NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA NA NA NA NA

Source: FactSet Data

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.
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Company Profilee Media Metrix (MM XI1)

MediaMetrix/ Ticker: MMXI puter users with the company’s proprietary tracking tech-

briceasof 412712000 $33.00 nology. Media Metrix maintains alarge panel of Internet

Market Capitalization (SMM) 64951 users who report Intgrnet u&agg a wor.k and a home, aswell

asthe usage of proprietary online services.

Table42 Each pandlist isrequired to fill out adetailed questionnaire

Media Metrix Offerings to provide background demographic information. Media
— Metrix’s proprietary tracking technology collects data from

Buy Side Advertising Direct E-mail

the pandlist’ s personal computer and transmits these data to
Sell Side Advertising Online Couponing the company’s central office for processing. The dataare
— then used to construct several databases, which are used to
Ad Serving Promos/Sponsor ships provi de products and services.

Internet M easur ement J

Table43
Media Metrix Stock Price Analysis

Media Metrix provides Internet audience measurement e ' o

products and services to leading Internet advertisers and ol

advertising agencies, Internet properties, technology com- G P
panies, and financial ingtitutions. Media Metrix measures s N A "
. . . . i . ST
usage of the entire Internet, including itslargest segments, L 1L s - LT
. . . . . W o 4 e R b Lo $27¥ Lt
the World Wide Web and proprietary on-line services like i W ey R gy 1
America Online. B S s S S" — i
Media Metrix collects data by measuring Internet usage B e e e R
from arepresentative sample, or pand, of personal com- Source: ILX
Table44
Media Metrix Historical Financials
($ Millions, except EPS) F1Q98 F2Q98 F3Q98 F4Q98 F1Q99 F2Q99 F3Q99 F4Q99 FY1997 FY 1998 FY1999
Revenues 12 13 15 23 32 4.3 55 7.6 NA 32 6.3
Sequential Growth NA 16% 11% 56% 36% 34% 29% 38% NA NA NA
Y ear-over-Y ear Growth NA NA NA NA 174% 217% 268% 225% NA NA 99%
Cost of Goods Sold 0.8 038 0.9 21 17 5.6 43 8.7 NA 35 4.6
Gross Margin 04 05 06 0.2 15 (14) 12 12 NA 0.3) 17
Gross Margin asa % of Revenues 31% 40% 41% 9% 46% -32% 22% -15% NA -9% 27%
Operating Profit (Loss) (EBIT) 0.9 (0.8) (1.0) (4.5) 25) (5.0) (34) NA NA (4.6) (5.5)
Operating Margin -73% -62% -64% -194% -T7% -118% -63% NA NA -144% -88%
Sequential Growth NA NA NA NA NA NA NA NA NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA NA NA NA NA
EPS ($0.14) ($0.14) ($0.16) ($0.54) ($0.19) ($0.16) ($0.15) ($0.75) NA ($0.75) ($0.98)
Sequential Growth NA NA NA NA NA NA NA NA NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA NA NA NA NA

Source: FactSet Data

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.
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Company Profile: Mediaplex (MPL X)

Mediaplex / Ticker: MPLX

$49.63
1,609.93

Price as of 4/27/2000
M arket Capitalization ($M M)

Table 45
Mediaplex Offerings

Buy Side Advertising

J Direct E-mail J

Online Couponing

Sell Side Advertising

Ad Serving

J Promos/Sponsor ships

that perform specialized functions and communicate with
each other.

Mediaplex’ stechnology draws upon an advertiser’ s up-to-
the-minute business data to tailor the message. Real-time
customization of messages increases consumer response to
online advertisements and marketing, thereby improving
companies’ returns on advertising and marketing expendi-
tures. The company also offers an e-mail product for ad-
vertisers.

Table46

Mediaplex Stock Price Analysis

..':: Ereq I Inbmeanl B Flieviessess .._'-'
Mediaplex conducts media buying for advertisers on the .
Internet. The company provides technol ogy-based services 2 - e
. . . 1 LS
to enable advertisersto deliver customized messages and - 1 hiis
offersto Web site visitors. The company’s services encom- - MES ke
pass planning, executing, monitoring and analyzing Web- -4 e i
. e . . Ll | | L I L ]
based advertising and marketing campaigns, and are based o Lop ) e I Y
upon Mediaplex’ s proprietary technology, trade-named e [ o, S E————— E—— i
“MOJO.” MOJO isan acronym for "mobile Java objects,” roRfads i souiingio e s (i i e e g e
which are discrete pieces of software written in Java code Source: ILX ) ' '
Table 47
Mediaplex Historical Financials
($ Millions, except EPS) F1Q98 F2Q98 F3Q98 F4Q98 F1Q99 F2Q99 F3Q99 F4Q99 FY1997 FY 1998 FY1999
Revenues 0.6 09 11 10 16 57 6.6 125 NA 36 26.4
Sequential Growth NA 60% 14% -1% 64% 248% 16% 88% NA NA NA
Y ear-over-Y ear Growth NA NA NA NA 179% 508% 519% 1150% NA NA 636%
Cost of Goods Sold NA 05 0.7 08 08 13 44 5.2 NA 28 20.4
Gross Margin NA 0.5 03 0.2 08 43 22 73 NA 0.8 6.0
Gross Margin asa % of Revenues NA 49% 32% 24% 51% 76% 33% 58% NA 23% 23%
Operating Profit (Loss) (EBIT) 0.3) (0.5) 0.2 (0.9) (3.0) (2.2) NA (9.9) NA 18) (22.7)
Operating Margin -56% -48% -10% -89% -181% -39% NA -719% NA -49% -86%
Sequential Growth NA NA NA NA NA NA NA NA NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA NA NA NA NA
EPS ($0.04) ($0.05) ($0.04) ($0.13) ($0.23) ($0.19) ($1.64) ($0.41) NA ($0.25) ($2.47)
Sequential Growth NA NA NA NA NA NA NA NA NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA NA NA NA NA

Source: FactSet Data

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.
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Company Profile: M essageM edia (M ESG)

MessageMedia/ Ticker: MESG

$4.88
267.74

Price as of 4/27/2000
M arket Capitalization ($M M)

Table 48
M essageM edia Offerings

Buy Side Advertising Direct E-mail ‘p’

Sell Side Advertising Online Couponing

The company enables businesses to use e-mail asa drategic
tool to increase sales, improve customer communication,
and devel op long-term customer loyalty. Specifically, Mes-
sageMedia’ s suite of services and products includes Inter-
net-based marketing, customer care, and survey and infor-
mation digtribution solutions, allowing businesses to estab-
lish and enhance two-way customer dialogue.

Table49
M essageM edia Stock Price Analysis

. . ..':: 2 Ereq I imbm=cel B Fieviesseis .._'-'
Ad Serving Promos/Sponsor ships
| i I P -

.. . . . | g A . 2 It L I." -:l\-
MessageMedia isaleading provider of an integrated, com- L R Y ¥
prehensive set of permission-based e-mail solutions. Mes- . it L VN
sageMedia has a suite of services that utilizes the medium of Tl
e-mail to devel op and foster permission-based relationships i st s s st st st s ;P
with customers. The company’s e-mail solutions are avail- —ed e T P
able either on an outsourced-subscription basisor asan in- Source ILX e o v ’ S

. u A

house packaged software solution.

Table 50

M essageM edia Historical Financials

($ Millions, except EPS) F1Q98 F2Q98 F3Q98 F4Q98 F1Q99 F2Q99 F3Q99 F4Q99 FY1997 FY 1998 FY1999

Revenues 0.3 02 0.3 04 08 13 31 49 0.7 15 10.0
Sequential Growth NA -23% 60% 28% 70% 73% 134% 61% NA NA NA
Y ear-over-Y ear Growth NA NA NA NA 168% 500% 780% 1009% NA 108% 591%

Cost of Goods Sold 0.4 05 0.3 14 35 37 104 16.0 14 26 335

Gross Margin -01 -0.2 0.0 0.9 -2.8 -24 -7.3 -11.0 -0.7 -11 -235
Gross Margin asa % of Revenues -49% -111% 9% -211% -367% -182% -239% -225% -97% -T7% -234%

Operating Profit (Loss) (EBIT) (3.6) 31 @7 33) (6.0) (6.1) (13.7) (19.7) (15.9 (116) (18.7)
Operating Margin -1263% -1434% -476% -750% -791% -468% -450% -401% -2278% -802% -187%
Sequential Growth NA NA NA NA NA NA NA NA NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA NA NA NA NA

EPS ($0.38) ($0.32) ($0.05) ($0.13) ($0.17) ($0.14) ($0.29) ($0.36) ($1.94) ($0.63) ($1.00)
Sequential Growth NA NA NA NA NA NA NA NA NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA NA NA NA NA

Source: FactSet Data

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.
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Company Profile: MyPoints.com (MYPT)

MyPoints.com/ Ticker: MY PT MyPoaints.com also builds and manages co-branded and

b1 e a5 of 412712000 1488 private label online customer loyalty programs.

Market Capitalization (SM M) 4985  When consumers enroll in the MyPoints program, they give
the company permission to send them targeted online offers,

Table51 and they receive rewards points for completing surveys that

MyPoints.com Offerings provide the company with demographic and behavioral in-

— formation. MyPoints members earn additional points by

Buy Side Advertising Direct E-mai v responding to direct marketing offers, making online and
Sell Side Advertising Online Couponing ‘f offline purchases, and providing the company with addi-

— tional demographic and behavioral data through surveys on
Ad Serving Promos/Sponsor ships J asecure. confidential basis.

Table52
MyPoints.com Stock Price Analysis

MyPoints.com isa provider of Internet direct marketing

services and customer loyalty infrastructure. The company’s T Frem B Interenl B Podemstal i

database-driven direct marketing service, MyPoints, offers o m

direct marketers an approach to Internet advertising that is ol ! .

designed to enhance customer acquisition and retention ef- . l L "

forts by integrating targeted e-mail and Web-based offers =1 i N (= N 1 T

with incentives. MyPoints.com’s rewards-based shopping -4 : R L el s

channel, MyPoints Shopping!, provides Web users with the I O ot ! ! W

. . . ot N i L

ahility to earn points for every dollar spent at select retail e et av s  —

sites. Points earned in the MyPoints program may be re- o P g e g i eyt gl

deemed for awide variety of products and services, such as Source: ILX ' o )

gift certificates, travel awards and prepaid phone cards.

Table53

MyPoints.com Historical Financials

($Millions, except EPS) F1Q98 F2Q98 F3Q98 F4Q98 F1Q99 F2Q99 F3Q99 F4Q99 FY1997 FY 1998 FY1999
Revenues 0.2 02 0.3 0.7 13 2.7 7.0 132 NA 13 241
Sequential Growth NA 4% 72% 166% 79% 109% 161% 90% NA NA NA
Y ear-over-Y ear Growth NA NA NA NA 750% 1607% 2495% 1761% NA NA 1777%
Cost of Goods Sold NA 02 0.3 09 NA 35 29 4.1 NA 14 105
Gross Margin NA -0.1 0.0 0.2 NA -0.8 4.1 91 NA -0.1 136
Gross Margin asa % of Revenues NA -57% 5% -26% NA -32% 59% 69% NA -9% 56%
Operating Profit (Loss) (EBIT) NA (2.5) (2.4 (33) NA (15.8) 9.8) NA NA 82) (25.6)
Operating Margin NA -1608% -893% -464% NA -593% -141% NA NA -638% -106%
Sequential Growth NA NA NA NA NA NA NA NA NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA NA NA NA NA
EPS ($0.74) ($1.00) ($1.44) ($1.14) ($1.91) ($2.79) ($0.69) ($0.47) NA ($4.37) ($5.86)
Sequential Growth NA NA NA NA NA NA NA NA NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA NA NA NA NA

Source: FactSet Data

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.
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Company Profile: Netcentives (NCNT)

Netcentives/ Ticker: NCNT

chase ClickMiles from Netcentives and award them to con-
sumersin order to convert browsers to buyers, increase av-

Price as of 4/27/2000 $9.94 h ] ari h 4 build loval

Market Capitalization (SMM) 39143 erage.pur ase size, drive _repeat purchases and build loyalty
to their dtes. The Netcentives technology allows consumers
to earn rewards currency at the point of purchase on sites

Table54 _ throughout the Web and to track and manage them in their

Netcentives Offerings own personal account at a central Web site.

Buy Side Advertising Direct E-mail Table55

Sell Side Advertising Online Couponing Net tives Stock PrlceAnalyss

Ad Serving Promos/Sponsor ships J e e

Netcentivesis aleading provider of Internet loyalty, direct . 1 R B L i TR B

. . . F t _r -

marketing, and promotion products and services used to - o ’ w T My

drive consumer behavior. Netcentives flagship program, ‘ P b

the ClickRewards Network, is a powerful online promotion T R i ;. i i 5

and loyalty program that alows e-commerce sites to reward -

consumers with ClickMiles, adigital promotion currency, Source: ILX ’ " e - -

. . u A

for making online purchases.

The ClickRewards Network includes e-commerce compa-

nies from a broad range of industries. These companies pur-

Table56

Netcentives Historical Financials

($ Millions, except EPS) F1Q98 F2Q98 F3Q98 F4Q98 F1Q99 F2Q99 F3Q99 F4Q99 FY1997 FY 1998 FY1999
Revenues 0.0 01 0.4 02 17 14 20 28 NA 06 78
Sequential Growth NA 647% 225% -57% 962% -18% 47% 41% NA NA NA
Y ear-over-Y ear Growth NA NA NA NA 10940% 1119% 450% 1706% NA NA 1112%
Cost of Goods Sold NA 53 35 6.3 94 10.3 14.0 22.8 NA 15.1 56.3
Gross Margin NA -5.2 -31 6.1 -1.7 -89 -12.0 -19.9 NA -14.4 -485
Gross Margin asa % of Revenues NA -4661% -851% -3913% -465% -651% -597% -708% NA -2227% -619%
Operating Profit (Loss) (EBIT) 21 (5.1) (3.0) (5.9) 823) (84) (11.5) (19.0) NA (14.0) (14.0)
Operating Margin NA -4544% -818% -3782% -502% -618% -574% -674% NA -2159% -178%
Sequential Growth NA NA NA NA NA NA NA NA NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA NA NA NA NA
EPS ($1.63) ($2.01) ($1.72) ($2.85) ($2.53) ($2.56) ($3.12) ($0.70) NA ($8.58) ($8.92)
Sequential Growth NA NA NA NA NA NA NA NA NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA NA NA NA NA

Source: FactSet Data

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a

solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.
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Company Profile: NetCreations (NTCR)

NetCreations/ Ticker: NTCR

Price as of 4/27/2000

M arket Capitalization ($M M)

$34.75
521.25

Table57

NetCreations Offerings

Buy Side Advertising
Sell Side Advertising

Ad Serving

Direct E-mail
Online Couponing

Promos/Sponsor ships

NetCreations provides Internet-based opt-in e-mail direct

NetCreations' technology allows real-time, online e-mail
address selection and ordering by direct marketers, aswell
as response-tracking. The company provides these services
through its own postmasterdirect.com Web site and through
third-party Web sites whose e-mail address lists NetCrea-

tions manages.

Table58

NetCreations Stock Price Analysis

. . . 1 T
marketing services that enable direct marketersto target -, i b
. . . . T = L 1 L s
promotional campaigns to consumers who have given their s in .
permission to receive e-mail messages in any of over 3,000 o e g G v el e g
topical categories. " ’ - :
P €9 Source: ILX
Table59
NetCreations Historical Financials
($ Millions, except EPS) F1Q98 F2Q98 F3Q98 F4Q98 F1Q99 F2Q99 F3Q99 F4Q99 FY1997 FY 1998 FY1999
Revenues 05 0.7 0.9 14 17 36 49 105 NA 34 34
Sequential Growth NA 49% 24% 58% 22% 111% 38% 112% NA NA NA
Y ear-over-Y ear Growth NA NA NA NA 255% 405% 463% 655% NA NA 0%
Cost of Goods Sold 0.1 0.3 0.4 0.7 0.8 1.8 24 56 NA 15 15
Gross Margin 0.3 04 05 0.7 09 18 25 438 NA 1.9 19
Gross Margin asa % of Revenues 70% 60% 54% 49% 50% 50% 51% 46% NA 56% 55%
Operating Profit (Loss) (EBIT) 01 0.1 0.1 03 03 12 14 26 NA 06 0.7
Operating Margin 26% 19% 16% 20% 20% 32% 29% 25% NA 17% 20%
Sequential Growth NA 11% 2% 99% 19% 248% 23% 82% NA NA NA
Y ear-over-Y ear Growth NA NA NA NA 169% 741% 912% 827% NA NA 17%
EPS $0.01 $0.01 $0.01 $0.02 $0.03 $0.09 $0.11 $0.14 NA NA $0.05
Sequential Growth NA 0% 0% 100% 50% 200% 22% 27% NA NA NA
Y ear-over-Y ear Growth NA NA NA NA 200% 800% 1000% 600% NA NA NA

Source: FactSet Data

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a

solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.
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Company Profile: Net Perceptions (NETP)

Net Perceptions/ Ticker: NETP

$19.75
435.01

Price as of 4/27/2000
M arket Capitalization ($M M)

Table 60
Net Perceptions Offerings

Buy Side Advertising Direct E-mail ‘p’

Sell Side Advertising Online Couponing

The company’ s products enabl e effective real-timerel ation-
ship marketing by analyzing past and current customer be-
havior, including purchase history, stated preferences,
demographic information, and Internet browsing behavior.
Based on thisanalysis, the company’ s products use pro-
prietary collaborative filtering technol ogy to anticipate other
merchandise or information a customer islikely to be inter-
ested in purchasing or viewing.

Table61

Net Perceptions Stock Price Analysis

Ad Serving Promos/Sponsor ships J e RETH Ervm B [rvbaras Frrviassshs
| WrTr ) WA
Net Perceptionsisaleading provider of marketing solutions el I | TS L
. s - ! . i L |
that enable Internet retailers to market to customers on a =] " N
. .. . . 'l ¥ LR
personalized, one-to-one basisin real time. Using Net Per- il F %,
ceptions’ software solutions, aretaller learnsfrom each R - S— e
customer interaction and, based on the information received, e e E T S T T o
adjusts marketing messages and product offerings to that Bl El 1Y A
customer inrea time. Thisallowsretailersto attract more Source: ILX e "o v v
customers, generate more products per order, and increase '
customer loyalty. To date, the company has focused on pro-
viding solutions to el ectronic commerceretailers.
Table 62
Net Perceptions Historical Financials
($ Millions, except EPS) F1Q98 F2Q98 F3Q98 F4Q98 F1Q99 F2Q99 F3Q99 F4Q99 FY1997 FY 1998 FY1999
Revenues 0.7 10 12 17 19 28 41 6.3 NA 03 45
Sequential Growth NA 48% 17% 44% 14% 48% 46% 53% NA NA NA
Y ear-over-Y ear Growth NA NA NA NA 183% 185% 256% 279% NA NA 1312%
Cost of Goods Sold 16 20 24 35 03 0.6 038 13 NA 51 0.4
Gross Margin -09 -11 -1.2 -1.9 15 23 33 5.0 NA -4.7 41
Gross Margin asa % of Revenues -135% -106% -104% -113% 82% 80% 80% 79% NA -1497% 91%
Operating Profit (Loss) (EBIT) (0.9 (1.0) 1.2 (1.9) (2.9) 31 (3.0) (33) NA @7) (4.9
Operating Margin -131% -102% -102% -114% -152% -111% -73% -53% NA -1472% -109%
Sequential Growth NA NA NA NA NA NA NA NA NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA NA NA NA NA
EPS ($0.32) ($0.31) ($0.32) ($0.45) ($0.64) ($0.20) ($0.15) ($0.14) NA ($3.01) ($1.40)
Sequential Growth NA NA NA NA NA NA NA NA NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA NA NA NA NA

Source: FactSet Data

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.
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Company Profile: NetRatings (NTRT)

NetRatings/ Ticker: NTRT

$24.50
786.70

Price as of 4/27/2000
M arket Capitalization ($M M)

Table63
NetRatings Offerings

Buy Side Advertising Direct E-mail

Sell Side Advertising Online Couponing

NetRatings has formed strategic relationships with Nielsen
Media Research (the leading source of television audience
measurement and related servicesin the United States and
Canada) and ACNielsen (aleading provider of market re-
search information and analysis to the consumer products
and servicesindustries). Through NetRatings' relationship
with Nielsen Media Research, the company marketsits
products and services under the Nielsen//NetRatings brand
in the U.S., Canada and Japan.

Table64
Ad Serving Promos/Sponsor ships NetRatings Stock Price Analysis
Internet M easur ement J Aul From B Interesl B Foemetal iyl
| ili i} Hg =,
NetRatings provides Internet audience measurement infor- i f THE S S
mation and analysis. Information is collected from arepre- l ! e ;
. ) 1 (5]
sentative sample of consumer and business Internet users. {# TR ;
Detailed, flexible reporting and analysi s provides customers 1 1
with up-to-date information on Internet usage and advertis- -
ing_ LR Tl ...;:I-:... AL LUATTEL : LT .":". TR : STENEETE,
Source: I1LX
Table65
NetRatings Historical Financials
($ Millions, except EPS) F1Q98 F2Q98 F3Q98 F4Q98 F1Q99 F2Q99 F3Q99 F4Q99 FY1997 FY 1998 FY1999
Revenues 0.0 01 0.1 01 02 0.5 08 16 NA 02 0.2
Sequential Growth NA 1600% 53% 35% 58% 187% 7% 84% NA NA NA
Y ear-over-Y ear Growth NA NA NA NA 5433% 833% 982% 1380% NA NA 0%
Cost of Goods Sold 0.1 01 0.2 0.7 10 11 21 2.7 NA 11 11
Gross Margin -01 0.0 -01 0.6 -09 -0.6 -13 -11 NA -0.8 -0.8
Gross Margin asa % of Revenues -3333% -90% -108% -566% -521% -136% -150% -71% NA -348% -348%
Operating Profit (Loss) (EBIT) 0.9 0.7) 0.7 (15) 1) (35) NA 8.1) NA (38) (3.8)
Operating Margin -28333% -1402% -928% -1390% -1271% -745% NA -524% NA -1582% -1582%
Sequential Growth NA NA NA NA NA NA NA NA NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA NA NA NA NA
EPS ($0.65) ($0.56) ($0.57) ($0.99) ($1.06) ($1.75) ($2.38) ($0.56) NA ($2.78) ($2.78)
Sequential Growth NA NA NA NA NA NA NA NA NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA NA NA NA NA

Source: FactSet Data

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.
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Company Profile: Promotions.com (PRM O)

Promotions.com/ Ticker: PRMO

Price as of 4/27/2000 $6.06
M arket Capitalization ($MM) 86.34
Table 66

Promotions.com Offerings

Buy Side Advertising Direct E-mail

Table67
Promotions.com Stack Price Analysis

prizes with retail values typically between $150 and $400.
To participate in the sweepstakes, users must provide demo-
graphic information. Promotions.com’s technology enables
it to present tailored direct marketing offers to members
based upon their demographic profiles

Sell Side Advertising Online Couponing
Ad Serving Promos/Sponsor ships J a
o ¥ s
Promotions.com is aleading online sweepstakes promotion . e
) v b -, T
company. The company integrates sweepstakes, contests R S e
and smilar promotiona events with direct marketing tools. - :
Promotions.com makes its promations avail abl e without Source: ILX "
charge to consumers through its Web site. '
Sweepstakes run continuoudly, providing consumerswith
the opportunity to enter each day to win more than 100
Table68
Promotions.com Historical Financials
($ Millions, except EPS) F1Q98 F2Q98 F3Q98 F4Q98 F1Q99 F2Q99 F3Q99 F4Q99 FY1997 FY 1998 FY1999
Revenues 11 12 13 13 13 17 31 4.4 NA 48 105
Sequential Growth NA 12% 5% 3% 2% 32% 76% 43% NA NA NA
Y ear-over-Y ear Growth NA NA NA NA 24% 45% 144% 238% NA NA 118%
Cost of Goods Sold NA NA NA NA NA NA NA NA NA NA NA
Gross Margin NA NA NA NA NA NA NA NA NA NA NA
Gross Margin asa % of Revenues NA NA NA NA NA NA NA NA NA NA NA
Operating Profit (Loss) (EBIT) 0.1 02) 0.5) 1) NA (4.4) (6.0) (85) NA @3) (19.0)
Operating Margin -5% -19% -43% -87% NA -254% -196% -194% NA -28% -182%
Sequential Growth NA NA NA NA NA NA NA NA NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA NA NA NA NA
EPS ($0.02) ($0.04) ($0.12) ($0.11) ($0.94) ($1.41) ($1.31) ($0.56) NA ($0.09) ($1.80)
Sequential Growth NA NA NA NA NA NA NA NA NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA NA NA NA NA

Source: FactSet Data

This memorandum is based on information available to the public. No representation is made that it is accurate or complete.
solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.
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Company Profile: 24/7 Media (TFSM)

24/7 Media/ Ticker: TFSM

Price as of 4/27/2000
M arket Capitalization ($M M)

$17.88
400.81

Table 69
24/7 Media Offerings

Buy Side Advertising Direct E-mail ‘p’

Sell Side Advertising Online Couponing

aa

audiences, while reducing costs, easing time pressures, and
alleviating the need to purchase a series of ad campaigns
from numerous Web sites. The company isincreasing its ad
targeting capabilities through the devel opment of its Profilz
database and proprietary ad serving technology.

24/7 Media has a cross-promotion agreement with
ShopNow.com — 24/7 Media owns 15% of ShopNow.com.
ShopNow.com provides e-commerce services, an online
shopping network, creative design services, and product
fulfillment to approximately 30,000 merchants.

Ad Serving Promos/Sponsor ships J
Table70
24/7 Media Stock Price Analysis
24/7 Mediais an Internet advertising and direct marketing g Frem @ Interenl B Furtemmtel il
firm that operates internationally. The company primarily L e
generates revenue by representing Web publishers and sell- [ ; T T
: : : il s ] .- i
ing advertisements and promotions for them. The company L - i iy T
operates two ad networks, designed for different sized cli- a1 Lt i : k
ents. 24/7 Media aso conducts e-mail campaigns for adver- e i,
tisers. T
24/7 Media’ s customized solutions allow advertisers and Elt T 1Y | T T TP T
direct marketersto tailor their ad campaignsto reach desired vt o v ’ S
Source: ILX
Table71
24/7 Media Historical Financials
($ Millions, except EPS) F1Q98 F2Q98 F3Q98 F4Q98 F1Q99 F2Q99 F3Q99 F4Q99 FY1997 FY 1998 FY1999
Revenues 12 40 58 96 115 17.2 243 37.1 31 209 90.0
Sequential Growth NA 230% 46% 65% 20% 50% 42% 53% NA NA NA
Y ear-over-Y ear Growth NA NA NA NA 851% 332% 319% 288% NA 563% 331%
Cost of Goods Sold 13 47 6.5 93 1.1 15.2 220 26.4 17 16.1 65.7
Gross Margin -01 -0.7 -0.7 0.3 04 20 24 10.7 15 47 243
Gross Margin asa % of Revenues -1% -18% -13% 3% 3% 11% 10% 29% 47% 23% 27%
Operating Profit (Loss) (EBIT) 22 (4.9) (6.0) 6.7) (7.2) (7.1 (11.7) (14.8) 4.2 (25.7) (43.1)
Operating Margin -183% -124% -103% -70% -63% -42% -48% -40% -133% -123% -48%
Sequential Growth NA NA NA NA NA NA NA NA NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA NA NA NA NA
EPS ($0.64) ($1.17) ($0.49) ($0.43) ($0.42) ($0.37) ($0.55) ($0.58) ($4.88) ($2.48) ($1.96)
Sequential Growth NA NA NA NA NA NA NA NA NA NA NA
Y ear-over-Y ear Growth NA NA NA NA NA NA NA NA NA NA NA

Source: FactSet Data

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.
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& The Industry

Background: Internet Direct Marketing & Advertising Services (pg. 62)

B The Internet is the first media to collapse the sales cycle, from gaining awareness to gathering information to
shopping and making a purchase. It also blurs the lines between advertising and direct marketing.

® Online advertisers have generally focused on the top ten sites when allocating their online spending.
Meanwhile, the aggregate power of the growing number of niche sites (ranked 50+) has been gaining. Both
categories are squeezing the mid-sized sites (ranked 11-50).

B E-advertising is positioned to go well beyond banners as bandwidth and technology allow. As the audience
evolves from higher-demographic, early tech adopters into more of a mass market, then mass market advertis-
ing methods will be utilized more.

Industry Forecast: Internet Direct Marketing & Advertising Services (pg. 72)
m  We forecast that U.S. e-advertising will reach over $32 billion in 2005 — representing a CAGR of 42%. At
that time, we estimate that the Internet will account for 14% of all U.S. advertising, up from 3% in 1999.

B Global e-advertising and direct e-marketing should be over $50 billion in 2005, up from $5 billion in 1999 —
a CAGR of 49%.

B We believe the global addressable market of advertising and marketing services is much larger than many U.S.
media followers currently believe.

B List price CPMs (cost per thousand impressions) for the Internet will likely come down, but effective CPMs
are reasonable compared to other media. Effective CPMs should go up as more inventory is sold and better
comparisons with other media are made.

Industry Forecast: Traditional Advertising & Marketing Services (pg. 78)
B The traditional advertising and marketing services market is enormous. In the U.S., we estimate advertising
and marketing spending to reached nearly $389 billion in 1999, and we expect $420 billion in 2000.

B The U.S. represents about 42% of the $363 billion global advertising budget and 76% of the $315 billion
global marketing services budget. Combining advertising & marketing services, the U.S. represents 57% of
the $678 billion market, we forecast for 2000.

B Inthe U.S. in 2000, we expect 8.3% growth in advertising and 7.8% growth in marketing services, for a total
of 8.0%, up 70 basis points from 1999E. Globally in 2000, we expect advertising growth of 7.6%, up 140
basis points from 1999.

The Internet Holdings of “Traditional” Advertising Agencies (pg. 82)

== AT RV AR

This memorandum is based on information available to the public. No representation is made that it is accurate or complete. This memorandum is not an offer
to buy or sell or a solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.
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Background: Internet Direct Marketing & Advertising Services

KEY POINTS:

» Thelnternet isthefirst mediato collapse the sales cycle,
from gaining awar eness to gathering infor mation to shop-
ping and making a purchase. It also blursthelinesbe-
tween advertising and direct marketing.

» Online advertiser s have generally focused on the top ten
siteswhen allocating their online spending. Meanwhile,
the aggr egate power of the growing number of niche sites
(ranked 50+) has been gaining. Both categoriesare
sgueezing the mid-sized sites (ranked 11-50).

» E-advertisngis positioned to go well beyond banners as
bandwidth and technology allow. Asthe audience evolves
from higher-demogr aphic, early tech adoptersinto more
of a mass mar ket, then mass market advertising methods
will be utilized more.

Online Advertising vs. Direct M arketing:
ThelLinesAreBlurred

The Internet is“anew medium for traditional direct
marketing.”

—H. Robert Wientzen, President of the Direct Mar-
keting Association.

In the online world, even the simple banner ad can be (and
often isintended to be) both an advertisement and a direct
marketing service. The banner raises the passive con-
sumer’ s awareness of a product. Yet it also encouragesthe
consumer to pursue action by clicking on thead. Many
buyers of Internet banners are justifying their expenditure
based on direct marketing models.

It iswidely accepted that in both online and offline worlds,
the average viewer requires nine exposuresto an ad before
s/he begins to recognize the company and associate it with
the product or serviceit provides. In addition, two out of
three ads go unnoticed (particularly on the Internet) by peo-
ple who are more interested in reading content than adver-
tising. Thus, one could argue that brand recognition re-
quires that a consumer be exposed to an ad 27 times before
branding beginsto occur.

Figure 19
Direct Marketing vs. Advertising on the I nter net

80%:- 80% 6% 1% 65%
70%- 64%
60%:-
50% 36%
40%1 29%
30%- 20% 24%
20%:-
10%:-

0%

35%

1998 1999E 2000E 2001E 2002E

‘D Direct Response @ Branding ‘

Source: Forrester Research

The interactivity of the Web lendsitself more to response-
oriented advertising than branding. In fact, DoubleClick
reports that 90% of the ads served through its network are
response-driven, while only 10% areintended to brand.
24/7 Mediareports that about 20% of its ads served are in-
tended to brand, while the remaining 80% are response-
oriented. That differs dightly from conclusions from For-
rester Research, detailed below.

Figure 20
Branding and Direct Marketing
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Source: Morgan Stanley Dean Witter Research

However, the lines between advertising, direct marketing
and promotiona marketing, and theretail sales generated
have been blurred by the Internet categories. A portion of

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.
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the revenues collected from e-commerce should be allocated
to the direct e-mail/database marketing/e-couponing cate-
gory. Separating e-advertising and direct e-marketing is
more of atheoretical question. However, it isimportant to
exclude e-commerce retail sales from advertisng and mar-
keting calculations unless one a so includes traditional retail
sales with traditional media advertising.

The First Medium to Collapse the Sales Cycle

The Internet allowsfor the entire sales cycle to be con-
ducted on one medium, nearly instantaneously. From
making the consumer aware of the product to providing
additional information to transacting the final purchase, the
Internet can accomplishit all. If for no other reason, adver-
tising and direct marketing on the Internet have greater po-
tential than in the offline world. Offline consumersfirst see
an ad on television or in a magazine, then must research the
product themselves, and finally make the purchase by going
toasoreor caling the sdler.

and served a specid offer more likely to result in a pur-
chase. Intheright hands, with theright tools, the Internet
really is an advertiser’ s dream come true.

Figure 21
Seamless Completion of the Sales Cycle

Awareness

Sale Research/Information

Source: Morgan Stanley Dean Witter Research

Offline point-of-sale promotions are displays | ocated near
the checkout aides of stores. Thisis often the most valuable
real estate becauseit allows for impulse shopping and is
seen by all shoppers asthey are checking out. The Internet
is like one big point-of-sales display, with easy accessto
products and the ability for impul se shopping.

Impul se shoppers have found atrue friend (or enemy) in the
Internet. Within seconds from being made aware of a prod-
uct, consumers can purchaseit online. Further, with the
targeting techniques available to advertisers, consumers who
turn down a product because of the price can be identified

Figure 22
Internet Advertising and M ar keting Breakdown
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What Does the Internet Advertisng Market Consist of?

Attempting to measur e or define the amount of e-
advertising, even while excluding e-commer ce, isan ex-
tremely difficult task. In fact, Forrester Research writes,
“Ad measurement on the Internet isamess.” Bob Coen,
McCann-Erickson’s ad guru, states: “The best wecan dois
use a judgment estimate somewhere in the range of reality.”
Estimates of the total amount of Internet advertising reve-
nuesin 1997 vary from alow of $336 million to ahigh of
$940 million. Therange of estimates for 1998 is even
grester, from alow of $560 million to ahigh of $2.0 billion.
The situation isn’t expected to clear up right away. “I see
another 15 to 20 years of confusion ahead,” says Gene
DeRose, CEO of Jupiter Communications.

Why do these disparities exist for historical figures? We
believe there are two reasons:

1) Differing measuring techniques used. Some measurers
obtain their information from the publicly quoted rate
cards of Internet sites. Thismethod ignores the fact
that most publicly quoted figures are not actually used.
Rather, a process of bartering and negotiation deter-

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.
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mines the actual pricing. Results also vary depending
on which party’ s results are being measured, the adver-
tiser’sor the publisher’s.

2) Different technology used for measurement. This
causes particular problems for the relationship between
the advertiser/measurer and the Web publisher. Ratings
companies miss 7% of a small site’sand 34% of alarge
site’saudited log files, according to the IAB, ARF, and
FAST’ s datareconciliation project. Further, Web pub-
lisherstypically use server log measurements to moni-
tor Web traffic. On the other hand, advertisers prefer to
use audience measurement techniques. The two tech-
niques come up with different cal culations of the effec-
tiveness of an Internet campaign. The differences can
be broken down into two aress:

* International Traffic: Server log analyses include
international traffic in ther calculations, whereas audi-
ence measurement techniques do not. International
traffic currently accounts for up to 40% of traffic, and
this number is only going to grow, causing further dis-
tortions.

» Cached Pages: Cached pages are stored and served
to multiple users. Audience measurement systemsin-
clude cached pages in their data collection; server log
analyses do not. Media Metrix estimates that by not in-
cluding cached pages, server 1og anayses miss 20-40%
of asite's usage.

“Audience measurement is perhaps one of the most
frustrating business issues facing agencies and pub-
lisherstoday ... Credible and reliable online adver-
tising is key to the continuing growth of the me-
dium.”

— Rich LeFurgy, Chairman FAST, |IAB

Table 72
Type of Advertising Conducted Online

1997 1998 1999 2000E 2001E 2002E 2003E
Banner 80% 52% 50% 46% 42% 41% 40%
Sponsorship 15% 40% 39% 39% 34% 32% 30%
Intergtitial 5% 3% 4% 5% 6% % 8%
e-mail 0% 1% 3% 6% 10% 13% 15%
Other 0% 4% 4% 4% 8% 7% 7%

Source: eMarketer

How Are Advertisers Usng the Web?

Bannersarecurrently by far the most common type of
advertising on the Web. Bannersaccounted for well over
half of all ads served on the Internet in 1998 (eStats cal cu-
lates that banners accounted for 52% of Internet advertising;
Jupiter calculates the figure as 61%; | AB cal culates 55%).
Sponsorships took second place, with interstitials and other
formstaking third and fourth, respectively. Thismix is ex-
pected to change over time, with banners’ share declining.
Dueto greater bandwidth, we expect more rich-media appli-
cations to take over, giving sponsorships and interstitialsa
decided advantage.

Banners. Banners were originally a static billboard-type ad
displayed at the top of a Web page. No longer are they nec-
essarily static, nor arethey always at the top of pages.
Greater bandwidth has allowed for the use of audio and
moving images, and alowed consumers to click on the ban-
ner and be taken to more in-depth information, to the com-
pany’s Web site, or directly to an areawhere s’he can pur-
chase the product. Buttons serve basically the same purpose
but are usually smaller and arranged along the sde of a

page.

Side Frames/Sponsor ships: A side frame isdisplayed
along the side of requested content (instead of at the top like
the traditional banner). Side frames are most often used in
conjunction with sponsorships, allowing companies to
“sponsor” content that a user hasrequested. Like banners,
side frames alow users to click-through to more informa:
tion, the company’ s site, or to purchase the product. Addi-
tionally, however, sponsorships often create an interactive
experience for the user.

Pop-Up Windows: Thistype of ad “pops up” in another
browser window when a user entersa site. The new win-
dow containing the ad can be closed immediately or used to
request more information/purchase a product. Pop-up win-
dows are very similar (and sometimes identical to) intersti-
tials.

Interstitials: Interdtitials are large, nearly full-screen ads
that often appear on browsers as anew page isloading.
Obvioudy, this works best when the page being loaded is
heavy on graphics or movement, forcing it to load more
slowly.
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Figure23
Type of Internet Advertising Conducted in 1999
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Source: eMarketer, Internet Advertising Bureau and Morgan Stanley Dean
Witter

Intergitials are often aternatively referred to as splash
screens, pop-up windows, daughter windows, parent win-
dows, intermercials, extramercias, or transitionals.

Super gtitials: Thisisanother version of an interstitial, al-
though not necessarily alarger one. These are often ani-
mated and sometimes contain interactive featureslike
games. Users may click on a corner to remove the su-
per/interstitial. As currently developed, superdtitialsare
cached on the user’ shard drive, so that they do not slow
down the loading of the site. Also, they only play when
they arefully loaded, so thereisno delay for the user. This
makes supergtitial s attractive as they are much less likely to
aggravate usersthan other advertising.

Push Advertisements. Push advertisements have all of the
characteristics of banners, but they are continuously dis-
played on auser’sscreen. Asauser scrollsdown aWeb
page, the push advertisement follows them, soitisalwaysin
the user’sview.

Free| SP Banner/Tool Bars Theadvent of free |SPs has
created awhole new type of advertisng, very similar to
push advertisements. Free ISPs, like NetZero and Alta-
Vista, offer consumers free Internet accessin return for per-
sonal information, which isused to target advertisingin a
constantly visible banner ad. A free ISP’ s banner ad cannot
be shrunk or turned off, although the user is allowed to
move it around his’her window. The free | SP targets adver-
tising based upon the user’ s characteristics (which the ISP
received when the consumer signed up) and (in some cases)
clickstream data

Figure 24
Type of Inter net Advertising Expected in 2003
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Source: Internet Advertising Bureau, eMarketer and Morgan Stanley Dean
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For ingtance, NetZero has a financial channd that is spon-
sored by Ameritrade and DLJDirect. These sponsorships
show up much like bookmarksin auser’s browser.

E-Mail: Direct email isdirect mail’s Web equivalent. De-
pending on the type of e-mail and browser system employed
by a user, ghe may receive plain text, text with linksto a
Web site, graphics, or even interactive features. Of critical
importance in the direct email sphereisthe consumer’s
ability to opt in or opt out of an e-mail list.

Figure 25
Cost of Developing Various
Types of Internet Advertising
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Push AdvertisermmEI $9,800 $33,675
Animated Banners/BLmons: ‘ $7,494
Interstitial Pages |l $5,229
Jump PagesE $4,368
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Source: Association of National Advertisers
How Will Advertisers Usethe Web?

The future of Internet advertising lieswith rich media.
Rich mediais smply afancy way of describing the integra-
tion of animation, sound, interactivity, and even e-
commerce into a space that was formerly held by the static
banner ad. Rich mediais becoming an ever more popular
form of advertising on the Web. Itismore effective at gen-
erating consumer awareness than regular banner ads— due
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to itsgreater interactivity, complexity, motion, and audio
abilities. Today'srich mediamay give users afuller experi-
ence of a product (i.e., an audio product description, avir-
tua “test drive,” and other meansthat will push the con-
sumer further down theroad to a sale) without having to
leave the current Web site. Rich mediaads are currently
estimated to account for only 5-20% of the ads served.
However, we expect thisnumber to grow as advertisers at-
tempt to differentiate their adsin light of the falling click-
through rates and as bandwidth increases.

Table73
Online and Traditional Advertising

Who I's Advertising on the Web?

Logically, Web-savvy technology and telecommunications
companies were the first adopters of the Internet as an ad-
vertising medium. Now, however, brick and mortar compa-
nies are advertising on the Internet — and pure-play Internet
companies are advertisng on “traditional” media. We esti-
mate that Internet companies have added 2% growth to
overall advertising in 1999.

Table 74
Top Web Advertisers (March)
— Ranked by Millions of | mpressions

Online Ad Format Traditional Ad Format

Banner Magazine/Newspaper Ad
Sponsorships Sponsored Sporting Events
Interstitials TV Commercia

E-Mail Direct Mail

E-Coupons Coupons

Source: Morgan Stanley Dean Witter

Rich media does have some drawbacks, some (but not all)
of which will be ameliorated by broadband availability.

» Lengthy Downloads: Because most users still use dia-
up modems with maximum speeds of 56 KBPS (and are
expected to continue to for some time), relatively few users
can experience rich media without enduring lengthy down-
load periods. Broadband is defined as grester than 128
KBPS. Greater bandwidth, allowing for faster download
speeds, will eliminate this problem, but until then, few
things are more annoying to users on the Web than having
to wait for an advertisement to load before they can view the
content of the site they came to see.

* The Novelty Will Wear Off: Just as click-through rates
on banners fell as more and more banners were served, we
expect the click-through rates on rich media will continueto
decline as more rich-media ads are served.

* MoreExpensive to Produce: Although rich-media ads
are still relatively inexpensive to produce compared with
their offline brethren, those advertisers that turn to the Web
for extremely inexpensive advertising may be turned off by
rich media. Rich mediais estimated to cost roughly threeto
five times more to produce than regular animated banners.

Advertiser - Advertiser -

Home Impressons  Work Impressions
1 TRUSTe 2,816 TRUSTe 2,641
2 Amazon 726 Y ahoo! 536
3 Y ahoo! 660 Amazon 501
4 AmericaOnline 562 Datek 368
5 Microsoft 430 Microsoft 355
6 Next Card 363 ClassMates 285
7 SexTracker 354 AmericaOnline 264
8 Barnes & Noble 288 Next Card 261
9 ClassMates 272 Fidelity 243
10 Netscape 265 GetSmart 233
11 AdCouncil 253 AllAdvantage 231
12 Datek 240 E*TRADE 224
13 GetSmart 240 Morgan Stanley 219
14 eBay 217 Netscape 216
15 WebSideStory 216 Barnes & Noble 207
Source: Nielsen//NetRatings

Deciphering what categories of companies are advertisng
on the Web may be an exercisein futility, as the answer
appearsto bethat everybody is! That having been said, we
believe that several trends are devel oping.

Table 75
Industry Category of I nter net Advertisers

3098  4Q98  1Q99  2Q99  3Q99
Consumer 27% 29% 27% 2%  32%
Computing 24% 20% 20% 22%  21%
Financial Services 16% 19% 21% 20%  19%
Teecom 11% 8% 7% 6% 6%
New Media 7% 7% 8% NA NA
Other 15% 17% 17% 23%  22%

Source: Internet Advertising Bureau

Consumer brand companies (the Procter & Gamblée' s of the
world) areincreasing their share of Web ad spending. The
early dominators of Internet advertising — such as Internet,
technology, and telecom companies — are spending greater
and greater amounts on advertising, but their share of the pie
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is shrinking as othersramp up their Web advertising. FH-
nancial companies have also been increasing their share of
Internet advertising.

Looking forward, we believe that three broadly defined
categories of advertiserswill advertise heavily on the Inter-
net. These three categories share several characteristics, the
most important of which isthat their products can be more
easily purchased online. Itisprecisdy for thisreason that
we believe they will also advertise heavily online. After all,
when the sales cycle can be completed so quickly, over one
medium, it makes sense for the companies that have the best
ability to sdll items online to also advertise online.

the Internet. Financia services, insurance, and credit
card issuersfit this category.

Who I's Receiving Web Advertising? Attractive Demos

Internet users have some very appealing demographics for
advertisers. Thetypical Internet user isin one of the more
coveted age groups. 32% are between the ages of 35-44 and
23% are 25-34, according to eMarketer.

Figure 26
Top Internet Advertising Categories of 3Q99
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Source: Internet Advertising Bureau

The three categories that we see dominating Internet adver-
tising going forward are:

1) Considered Purchases. These are goods or services
that require research before a purchaseismade. Auto-
mobiles and travel are two such areas, as consumers are
apt to do extensive research before purchasing these
high-cost items.

2) Highly Varied Itemsand Services. Itemsfor which
many different variations exist are likely to be adver-
tised heavily on the Internet. Jobs fit this category, as
consumers can usethe Internet’ s search abilities to dig
deeply into databases to find what they arelooking for.

3) Electronic Delivery Services: Services that can be
conducted electronically will also be big advertisers on

Figure27
Appealing Demogr aphics:
Inter net Usage by Age Group
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Source: eMarketer

Moreimportant than age groupsto advertisers, Internet
user s have money! 29% of users earn $50,000-75,000 a
year, and 18% earn over $100,000 per year, according to
Jupiter Communications.

While 18% of Internet users earn over $100,000 annually,
only 13% of the general U.S. population earns that much.
Only 21% of the general population fallsin the $50,000—
75,000 range, compared with 29% of Internet users.
Interestingly, the bottom end of the spectrum (those earning
under $30,000) are a'so over-represented in the Internet
popul ation.

Best of all for technology advertisers, Internet usersare
early adopters of technology and (obviously) have access to
a personal computer, making them ideal for certain types of
technology advertisers.
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Figure 28

Appealing Demogr aphics:

I nter net Usage by | ncome
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Source: Jupiter Communications

Of coursg, as Internet penetration pervades the U.S. and the
rest of the world, its very success will dilute the demo-
graphic wallop, just asit did for television and radio decades
ago. Higher levels of penetration mean access to larger
marketing budgets, however. For example, many cable
networks are now national, and in addition to increasing
their penetration to more than 70% of U.S. households, they
have benefited from a disproportionate increase in advertis-
ing market share. Of course, some cable networks still suf-
fer from not being national enough for some advertisers.

Figure 29
Unsold Inventory Estimates (1999)
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Source: eMarketer
Where Are Advertisers Advertising?

The number of Web sitesisgrowing at atorrid pace ...
and more are coming. At the end of December 1999, the
number of Internet sites accepting advertising reached 3,347
(according to AdKnowledge).

Figure 30
U.S. Per Capita Demographics
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With al of these sites, it isnot surprising that some observ-
ers estimate that over 80% of all available Internet adver-
tising space goes unsold and that even the biggest publishers
only manage to sell aminority of their available inventory.
Wethink thisanalysisis flawed, sinceit is based on the
proposition that theremaining 20% is sold at itsfull, list
price. The majority of the Stes we go to have advertise-
ments on more than every fifth pageview. If we reversed
the argument and assumed that list prices are discounted by
80%, then 100% of the inventory could be considered sold.
Thisis probably closer to redlity than the argument that 80%
of Web sites have no advertising.

Table 76
Top Web Properties (March)
— Ranked by Advertising I mpressionsin Millions

Advertiser - Advertiser -

Home Impressions  Work Impressions
1  yahoo.com 3,378 yahoo.com 2,723
2 ebay.com 2,590 ebay.com 2,507
3 aol.com 1,355 aol.com 561
4 go.com 480 go.com 471
5 realtor.com 413 quicken.com 370
6 excite.com 408 netscape.com 343
7 netscape.com 361 iwon.com 319
8 snap.com 356 ragingbull.com 298
9 ragingbull.com 341 excite.com 268
10 freei.net 305 cnn.com 228
11  iwon.com 302 realtor.com 226
12 msn.com 291 msn.com 222
13 gamesville.com 235 snap.com 199
14 compu- 229 infogpace.com 172
15 lycos.com 212 altavista.com 165

Source: Nielsen//NetRatings

Thetop sitesare still among the best placesfor investors
to play e-advertisgng trends, asthe vast majority of ad-
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vertising dollar s has been concentrated among the top
sites. The absolute number of advertising-supported Web
sitesis expanding. However, the concentration of ad
spending continues to consolidate at the top sites. eStats
projects that the average ad-supported Web site received
about $570,000 in advertising revenuesin 1999. Con-
versely, eStats cal culates that the top 10 Web publishers
sites each raked in an average of $193 million from Internet
advertising.

Thistrend of advertising concentration at the top stesis
only getting more pronounced. According to the Internet
Advertising Bureau (1AB), the top 10 Web publisher’s sites
accounted for 69% of ad revenue on the Web in 2Q97. By

3Q99, thetop 10 sites' share of ad revenue had grown to
72%. Web propertiesthat are classified as numbers 11-25
lost sharein the same period, falling from 17% of Internet
advertisng revenues to 12%. Likewise, properties num-
bered 26-50 also lost share, from 7% to 3%. Sitesnum-
bered 51 and over gained share, going from 7% of advertis-
ing revenues in 2Q97 to 13% in 3Q99 (their share during
the period reached ashigh as 21% in 1Q98).

The number of unique visitors determines the top sites.
Although the list of top sites changes based on the number
of visitorsrecorded each month, the top 10 sites have estab-
lished arédatively dominant position in the industry.

Figure 31

Concentration of I nter net Advertising
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Portals, often top-10 sites, have been leading the pack in
terms of advertisng revenue generation. eStats estimates
that in 1998, portals captured 49% of al Internet advertis-
ing. Specialty content sites captured about 20%, genera
content providersreceived 18%, and al others earned 13%.
We don't expect portals (as traditionally defined) to con-

tinue to dominate advertising spending on the Internet. Cur-
rently, portals are re-inventing themsel ves as destination
sites for shopping, trading, and doing remote tasks, rather
than simple search engines or site organizers. This should
help them to maintain their dominant position asreceivers
of advertising.
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Revenue trends at niche sitesmay be nice, too — but can
they get big enough to make their business models
work? In addition to the top sites, advertisers have also
been spending on niche content providers. These sites have
demographics that appeal to particular advertisers. Finan-
cial news sitesin particular have been beneficiaries of this
trend. Yetitisnot clear that these smaller sites can reach
the size where their business models will work. The ad
networks may be a good way to ride the revenue growth of
this category of sites.

Table77
Internet Advertising Spending by Genre

users spend moretime online, they are bypassing portals
more frequently.

Table 78
Per cent of Consumer s Bypassing Portals

Under 1 Year Online 2+ Yearsonline

1Q98 2Q98 3Q98 4Q98 1Q99 2Q99 3Q99

Search/Portal 26% 30% 35% 35% 34% 35% 41%
Technology 29% 25% 31% 22% 22% 21% 17%
Businessg/Finance 23% 21% 18% 19% 21% 18% 16%
News/'I nformation 6% 10% 7% 9% 5% 8% 8%
Sports 8% 6% 3% 6% 8% 5% 2%
Entertainment % 4% 3% 5% 4% 3% 4%
Women 1% 1% 2% 2% 3% 3% 2%
Community NA NA NA NA 3% 2% 2%
Other 3% 3% 1% 2% 0% 5% 8%
Source: |1AB

|AB data seemsto show that when it comes to e-advertising
market share gains, bigger sites are best, but smaller sites
seem better than the mid-sized ones. Over the past 10
guarters, smaller niche Stes (the properties ranked 50+)
appear to be holding on to market share. Over the same
period, thetop 10 sites gained share at an average pace of
3% per quarter, at the expense of the top 11-50 sites. Thus,
we believe that obtaining aroyalty on small sites' revenue
streams may be better than investing in the mid-sized sites
or trying to pick the next big winners,

Although the data do not paint a completely clear picture, it
isour belief that niche siteswill continue to gain advertising
revenues on the Internet due to their targeted audience. We
also believe that the efficiencies of scale in distribution,
promotion, and other expenses will assig the top sitesin
maintaining their stature and share.

We believe that going forward, niche sites may become
mor e attractiverelative to their larger portal brethren.
As consumers spend more time on the Internet and book-
mark certain sites that they use most frequently, they tend to
bypass portal /search engines. The continuing growth in
portal usage can largely be traced to the transition of new
Internet users online. The table below shows that as Internet

34.8%
29.0%

60.9%
45.7%
53.2%
41.3%

Investment & Trading
Auctions & Classifieds
Shopping 46.8%
Product Information 35.5%
Source: Mercer Management Consulting
A further reason for users spending lesstime at portalsis
that search engines are actually capturing less of the Inter-
net’s content. NEC Research believes that portals are cur-
rently only indexing 16% of Internet content — over 850
million pages. That percentageis down from 34% at the
start of the year.

Figure 32
Niche IsNice:
Another Cut of E-Advertising Concentration Data
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Portalswill, however, continueto receive a large share of
Internet advertising in the future. Because they act asthe
directories of the Internet, one cannot ignore them. In fact,
one of the principal reasons for advertising on portal §'search
enginesis keyword searches. When a user queries Yahoo!,
AltaVista, or any other search engineto look for something,
the engine will return alist of possibilities. At the top of the
page will be a banner ad based on the term searched for.
When searching for “flower shops,” it is quite likely that a
ProFlowers.com banner will be displayed. ModemMedia
believes that click-throughs on keyword search banners are
as high as 20%.
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Figure 33
The Rest of the Net (Non - AOL and Y ahoo!)
I'sIncreasing its Share of | nternet Advertising
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In the Figure above, we see that Internet advertising appears
to be fragmenting away from the two the behemoths of e-
advertisng— AOL and Yahoo! Asof 3Q99, therest of the
net had grown to 66% market share, significantly better than
the 53% from 2 years ago (not to mention the 38% of nine
guarters ago), although not much better than the 62% of a
year ago. Whilethe sequential market share numbersare
bumpy, the slope of the line from 4Q96 to 3Q99 shows
about a 2% share gain per sequential quarter going to non -
AOL and Yahoo! sites. This helps both the buy-side and
sell-side e-marketing companies that aggregate media on
behalf of advertisersto create affordable “synthetic net-
works.” Initial indications are that 4Q99 advertising trends
were very strong at AOL and Y ahoo!, nonetheless the trend
line shows a gradua shift away from these two behemoths
of e-advertising.

Mediainvestors should not be surprised by the fragmenting
trends of new entrants, as there are anumber of historical
precedents. Intra—medium, we find that new cable TV net-
works generally take share of usage and dollars from broad-
cast TV networks. Inter-media, we find that radio took
sharefrom print, TV took share from radio and print, and

the Internet istaking share from TV, radio and print. New
media fragments audience and advertising budgets for pre-
existing media.

What Services Do E-AdvertisersRequire?

Forrester reports that the average online ad campaign lasts
10 weeks — four weeks to plan and Sx weekstorun. Itis
our belief (and Forrester’ sas well) that both sites and ad-
vertisers cannot handle this fast pace without the help of
outsourcing service partners. Asaresult, online marketers
surround themselves with an average of four external serv-
ice partners to help manage online campaigns.

Why is outsourcing necessary?

1. Advertisersand direct marketer sface significant
challenges, including their selection of sites. Given the
breadth of content available on the Web, it is difficult for
advertisers and direct marketersto justify the costs of trans-
acting individually with anumber of small but desirable
sitesin order to reach alarge online audience. Advertisers
and direct marketers also find that individua Web sites
typically lack the technology to serve a variety of adver-
tisementsto a broad reach of Internet users. In addition,
many advertisers and direct marketerslack the analytical
toolsto evaluate the effectiveness of advertising campaigns,
target appropriate users, and place advertisements, all of
which are necessary to obtain and compare performance
from avariety of Web sites.

2. Web publisher g/sites face significant challenges, too.
Most Web publishers have difficulty attracting and main-
taining experienced personnel to sell ad space on their Web
sites. It can be difficult to gain access to media buyers at
large advertising agencies for all but the largest Web sites.
In addition, most Web publishers cannot afford (or deliver)
effective ad serving technology and databases to offer serv-
ing, targeting, and reporting to advertisers.
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Industry Forecast: Internet Direct Marketing & Advertising Services

Key Points Summary of Forecast

» Weforecas that U.S. e-advertising will reach over $32 bil- We believe that worldwide e-advertising growth trends
lion in 2005 — representing a CAGR of 42%. At that time, can be sustained at extraordinary levelsfor sometime.
we estimate that the Internet will account for 14% of all We have devel oped a forecast for Internet advertisng and
U.S. advertising, up from 3% in 1999. direct marketing in the U.S,, Europe, Asia, and Latin

America, using internal Morgan Stanley Dean Witter Re-

» Global e-advertising and direct e-marketing should be over search forecasts, aswell as externa forecasts. We have
$50 billion in 2005, up from $5 billion in 1999 — a CAGR devel oped these forecasts through the help of Mary Meeker
of 49%. and Mark Mahaney in the Internet space and Jeff Camp,

Stephen Flynn and April Henry in the Internet and Data

Services space. We detail our U.S. forecasts bel ow, but

have limited our international forecasts due to alack of data

regarding international Internet usage and advertising.

» Webédievethe global addressable market of advertising
and mar keting servicesis much larger than many U.S. me-
diafollowerscurrently believe.

» List price CPMs (cost per thousand impressions) for the
Internet will likely come down, but effective CPMs arerea-
sonable compar ed to other media. Effective CPMs should
go up asmoreinventory is sold and better comparisons
with other media are made.

Table 79
Global e-Advertising and Direct e-Mar keting Summary

($ Millions) 1996 1997 1998 1999E 2000E 2001E 2002E 2003E 2004E
U.S. Internet Advertising 301 843 1,800 3,982 6,600 11,100 17,600 23,700 28,300
% growth 447% 180% 114% 121% 66% 68% 59% 35% 19%
Europe Internet Advertising 6 40 84 215 658 1,341 2,000 4,000 5,500
% growth NA 533% 111% 155% 206% 104% 49% 100% 38%
AsdaPacific Internet Advertising 0 0 90 166 347 691 1,236 2,070 3,321
% growth NA NA NA 84% 109% 99% 7% 67% 60%
Latin America Internet Advertising 0 0 0 51 121 260 517 949 1,646
% growth NA NA NA NA 137% 115% 99% 84% 73%
World Internet Advertising 307 883 1,974 4,414 7,726 13,392 21,353 30,719 38,767
% growth NA 187% 124% 124% 75% 73% 59% 44% 26%
U.S. Direct E-Marketing 0 0 17 97 289 751 1,322 1,994 2,800
% growth NA NA NA NA 198% 160% 76% 51% 40%
Europe Direct E-Marketing 0 0 0 10 30 90 150 340 540
% growth NA NA NA NA 200% 200% 67% 127% 59%
AsaPacific Direct E-Marketing 0 0 0 0 0 0 62 86 175
% growth NA NA NA NA NA NA NA 40% 102%
Latin America Direct E-Marketing 0 0 0 0 0 0 0 9 40
% growth NA NA NA NA NA NA NA NA NA
World Direct E-Marketing 0 0 17 107 319 841 1,534 2,429 3,555
% growth NA NA NA NA 198% 164% 82% 58% 46%
Total World E-Ad and E-DM 307 883 1,991 4,521 8,045 14,233 22,887 33,148 42,322
187% 126% 127% 78% 7% 61% 45% 28%

Source: Morgan Stanley Dean Witter Research
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With the potential to be more global than any other me-
dia, the Internet’s global impact cannot be under stated.
We project global Internet advertising to grow from $4 bil-
lionin 1999 to $31 hillion in 2003. We expect global direct
e-marketing (e-mail) to grow from under $1 billion in 1999
to over $2.4 hillion in 2003. Thus, total e-advertising and
direct e-marketing is expected to grow from $4.5 hillion in
1999 to over $33 hillion in 2003.

U. S. Internet Advertisng Conclusions

Thereisagreat deal of discrepancy among the available
advertising forecasts, therefore, we show several of them to
allow investors to make their own assumptions.

Barter revenues are one source of the confusion regarding
Internet advertisng. Barter occurs when a publisher trades
advertising space on its own site for advertising space on
another publisher’s site. Estimates of the amount of adver-
tising accounted for by barter range up to 20%, but we tend
to agree with the Internet Advertising Bureau' s estimate of
5%. We have endeavored to eliminate al barter revenues
from our forecast.

Table 80

Figure 34
Barter as a Per centage of Web Advertising (3Q99)

Barter
5%

Non-Barter
95%

Source: Internet Advertising Bureau

The Internet Advertising Bureau estimates that U.S. Internet
advertisng was $301 million in 1996 and that it grew 180%
to $843 million in 1997 and another 114% to $1.8 hillion in
1998. For 1999, we expect that it grew 121% to $4.0 hil -
lion. In 2000, Internet advertising should grow 66% to $6.6
billion. We forecast that Internet advertising will reach $11
billion in 2001.

U.S. e-Advertising and Direct e-Mar keting Compared to Traditional Advertising and Direct Marketing

($ millions) 1996 1997 1998 1999E 2000E 2001E 2002E 2003E 2004E
Total Internet Advertising 301 843 1,800 3,982 6,600 11,100 17,600 23,700 27,200
% growth 447% 180% 114% 121% 66% 68% 59% 35% 15%
Total Direct E-Mail 0 17 97 289 751 1,322 1,994 2,800 3,700
% growth 198% 160% 76% 51% 40% 32%
Total Advertising & M arketing Services
Advertising 121,181 130,390 140,626 150,887 162,725 172,152 187,136 200,902 214,559
Marketing Services 189,697 206,768 221,818 238,771 261,161 282,997 306,280 331,340 358,163
Total Advertising & Marketing Services 310,878 337,158 362,444 389,659 423,886 455,148 493,415 532,242 572,722
% growth 7.0% 8.5% 7.5% 7.5% 8.8% 7.4% 8.4% 7.9% 7.6%
Dir ect M arketing
Total Traditional Direct Marketing 141,700 152,400 162,700 174,818 187,439 198,804 211,320 224,739 238,993
% of Marketing Budget 46% 45% 45% 45% 44% 44% 43% 42% 42%
Total Advertising & M ar keting Ser vices excl DM 169,178 184,758 199,744 214,841 236,447 256,344 282,095 307,503 333,728
% of Marketing Budget 54% 55% 55% 55% 56% 56% 57% 58% 58%
Relative Internet Comparisons
Internet DM as % of Total DM 0.1% 0.2% 0.4% 0.7% 0.9% 1.2% 1.5%
Internet incremental share 0.1% 0.2% 0.3% 0.3% 0.3% 0.3%
Inter net Adv as % of Total Advertising 0.2% 0.6% 1.3% 2.6% 4.1% 6.4% 9.4% 11.8% 12.7%
Internet incremental share 2.7% 6.2% 10.3% 27.0% 28.4% 91.3% 76.6% 79.6% 34.5%
Internet Adv & DM as % of Total mar keting Budget 0.1% 0.3% 0.5% 1.1% 1.7% 2.7% 4.0% 5.0% 5.4%

Source: Morgan Stanley Dean Witter Equity Research
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Table81
U.S. Internet User Forecast
(Millions, except wher e noted) 1996 1997 1998 1999E 2000E 2001E 2002E 2003E 2004E
Population 266.0 268.3 2711 2723 274.6 276.9 279.2 2814 283.7
Popul ation 18+ 196.2 197.9 200.9 201.8 203.9 205.9 207.9 209.9 2119
Households 99.6 101.0 102.2 103.3 104.4 105.5 106.6 107.7 108.8
People per HH 27 2.7 27 2.6 2.6 26 2.6 26 2.6
PClInternet Appliance Penetration 30% 35% 40% 45% 51% 58% 64% 70%
On-Line Househol ds - Jupiter 152 219 29.1 35.8 42.6 516 64.7
Residential Subscriptions 20.0 250 34.0 40.5 481 56.5 64.4 72.8
On-Line Residential Households 20.0 250 34.0 40.5 481 56.5 64.4 72.8
Internet Users/ On-Line HH 18 19 19 17 16 16 16 16 16
% of Peoplein HH On-Line 68% 70% 2% 65% 62% 62% 59% 59% 59%
Internet Users - eMarketer 279 37.2 48.0 58.0 66.0 780 88.0
Internet Users - Jupiter 36.8 49.0 63.2 76.0 87.3 99.0 116.3
Residential Internet Users 279 37.2 48.0 58.0 66.0 78.0 88.0 100.1 112.8
% growth 33% 29% 21% 14% 18% 13% 14% 13%
BusinessInternet Users - Total Active Seats 138 18.0 235 315 417 521 62.6 66.1 68.7
% growth 30% 30% 34% 32% 25% 20% 6% 4%
Total U.S Users- not adjusted for overlap 418 55.2 715 89.5 107.7 130.1 150.6 166.2 181.5
% growth 32% 29% 25% 20% 21% 16% 10% 9%

E = Morgan Stanley Dean Witter Estimates
Internet Users— U.S.

We divide Internet usersinto two types: residential and
business. We have tried to eliminate all overlap between
these two groups. We reach our residential Internet user
forecast through two methods. In thefirst, we start with the
U.S. population, whilein the second, we start with the num-
ber of households (connections, subscriptions, etc.).

Residential users. We estimatethat in 1996 there were
about 28 million residentia Internet users, growing to 37
million in 1997, a 33% increase. This number then grew
29% in 1998 to 48 million, and we estimate there was a
21% increaseto 58 million in 1999. Residential Internet
user growth should slow to 14% in 2000 (66 million resi-
dential users).

Business users. We estimatein 1996 there were about 14
million business Internet users, which grew to 18 million in
1997, a 30% increase, and then to 24 million in 1998, a 30%
gain. For 1999, we estimate there was 34% growth to
nearly 32 million. In 2000, the number of business users
should rise 32% to 42 million business, and another 25% in
2001.

Total Internet Users We believe that there were nearly 42
million Internet usersin 1996 — that 16% of the U.S.
popul ation used the Internet. We have not attempted to ad-

just for the overlap between residential and business users,
aswe do not fed that there is sufficient datato do so. Thus,
we consider a user to be a separate entity if they have both a
home and work Internet connection. The number of users

grew by 32% to 55 million in 1997 and by 29% to nearly 72
million in 1998. For 1999, we estimate there was 25%
growth in users, to atotal of 90 million. In 2000, we expect
20% growth to 108 million. In 2001, we forecast 21%
growth to 130 million — 47% of the U.S. population.

Internet Usage

In addition to the number of people on line, the amount of
time each user spends on lineis of critical importance. This
can bearrived at in two ways. One way is to forecast the
amount of time that a user spends online for an average ses-
sion. Thisisthen multiplied by the average number of
timesthat a user goes onlinein aweek/month/year. This
gives the total number of hours spent online per user. Al-
ternatively, one can start with a projection for users and
dividethisby thetotal time all users spend online to come
up with aforecast for the amount of time spent online by
each user.

Hour s of usage per user. We estimate that in 1996, the
average Internet user spent about 61 hours online. Alterna-
tively, the average user spent only 5.1 hours online each
month in 1996. In 1997, the average user increased higher

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
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usage to 68 hours, or 11% growth. On amonthly basis, the
average user spent 5.6 hours online. 1n 1998, Internet usage
increased 16% to an estimated 78 hours per user. On a
monthly basis, the average user spent 6.5 hourson line. We
estimate that Internet usage climbed 21% to 95 hours per
user per year in 1999, or 7.9 hours per month. For 2000 and
2001, we expect that the average user will spend 119 and
143 hours online, respectively. Thisrepresents 26% and
20% growth in usage. On amonthly basis, we expect that
the average user will spend 9.9 and 11.9 hourson linein
2000 and 2001, respectively.

Usageisthe critical assumption underlying a great many
Inter net projections. We have taken alook at the available
historical usage figures provided by Media Metrix and Niel-
sen//NetRatings, as well as projections of future Internet
usage by Jupiter, Forrester, and othersto arrive at our own
forecast for usage. Thereisagrest deal of discrepancy be-
tween forecasts, and more surprisingly, between the histori-
cal dataaswell.

Media Metrix and Nielsen//NetRatings differ in their meth-
odologies. MediaMetrix claims to have a 70,000-user
panel, consisting of 50,000 home users, 7,000 work users,
and 20,000 international users. Nielsen//NetRatings claims
to have a 85,000-user pandl, consisting of 43,000 home us-
ers, 7,000 work users and 35,000 international users.

Media Metrix began life as a PC monitoring firm, keeping
tabs on all of the computer programs that were in operation.
From this sprang the idea to monitor Web sites. On the
other hand, Nielsen//NetRatings is an independent arm of
Nielsen Media Research, which isthe #1 television meas-
urement service,

In comparing the data, we come to several general conclu-
sions. We find that Nielsen//NetRatings typically has
higher days of usage than Media Metrix (an average of 4+
days a month and 50 days a year). However, Media Metrix
typically calculates alonger online session (about 11 min-

utes longer than Nielsen//NetRatings). Thisislong enough
to make up for the greater number of times that Niel-
sen//NetRatings believes people go on line. In fact, Media
Metrix calcul ates that users spend more time on line per
month (an average of about 14 minuteslonger) and per year
than Nielsen//NetRatings. Media Metrix also calculates a
higher number of pageviews than Nielsen//NetRatings on a
per session (about 17 more pageviews), per hour (about 12
more pageviews), per month, and per year basis.

Table 82
Nielsen//NetRatings vs. Media Metrix Usage
(Average Month — September 1999)

Nielsen// Net

Ratings  Media Metrix
Days of usage per person, per month 16 12
Days of Usage per Y ear 192 144
Minutes of Usage
Minutes of usage per session 28.3 385
Minutes of usage per month 450.9 463.3
Minutes of usage per year 5,410.2 5,559.6
Pageviews
Pageviews per hour 554 61.6
Pageviews per session 26.0 395
Pageviews per month 409.0 476.0
Pageviews per year 4,908.0 5,293.5

Sources: Nielsen//NetRatings and Media Metrix

Pageviews Pageviews are critical, because they determine
the number of ads that a user views during higher time on-
line. (Of acourse, asingle page — one pageview — may
have several, or no, adson it. We have assumed an average
of two ads per Web page.) For calculating pageviews, we
start with the number of pageviews that an average user
viewsin an hour. We then gross this number up to the total
number of pageviewsin ayear. In 1996, we believe that the
average user viewed 25 pages per hour. This number
jumped about 48% to 37 pages per hour in 1997. In 1998,
pageviews per hour climbed about 34% to 50. 1n 1999, we
believe that thisincreased 21%, to 60 pageviews per hour.
Assuming an average of two ads per page, we calcul ate the
number of ads served.
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Table83
U.S. Internet Usage For ecast
(Millions, except wher e noted) 1996 1997 1998 1999E 2000E 2001E 2002E 2003E 2004E
Hours of Usage per User per Y ear 61.1 67.7 784 94.8 119.2 142.7 164.3 187.7 191.6
% growth 11% 16% 21% 26% 20% 15% 14% 2%
Total Hoursof Usage per Year 2,551 3,739 5,606 8,485 12,843 18,562 24,734 31,206 34,779
% growth 47% 50% 51% 51% 45% 33% 26% 11%
Pageviews/Hour of Usage 251 371 49.7 60.2 65.8 76.3 88.4 920 92.0
Pageviews per Y ear 63,936 138,758 278,771 511,046 844,884 1,415,888 2,187,573 2,870,402 3,199,038
% growth 117% 101% 83% 65% 68% 55% 31% 11%
Ads per Pageview 20 20 20 20 20 20 20 20 20
Ad Impressions per Year 127,872 277,515 557,542 1,022,092 1,689,768 2,831,776 4,375,146 5,740,804 6,398,076

E = Morgan Stanley Dean Witter Estimates
Pricing — Effective CPM

We differentiate between thelist price CPM (cost per thou-
sand impressions) and the effective price CPM on the Inter-
net. Most sites sart with alist price CPM, which advertis-
ers barter downward before reaching the effective CPM.
We arrive at an estimate for effective CPMs (hereafter re-
ferred to smply as the CPM) through two methods. The
first is based on the number of ads served, the other on 0:30
spots. When discussing CPMson the Internet, it isimpor-
tant to remember that Internet CPMsrepresent the average
pricing of all steson the Web. Unlike broadcast television,
or even weekly news magazines, that have a very limited
advertising inventory, the Internet effective CPM covers all
sites on the Web generating advertising revenue.

Pageview CPM. We arrive at an estimate for our preferred
metric, the pageview CPM, by taking thetotal amount of

Internet advertising revenues generated and dividing this by
the number of ad impressions (or, more accurately, by thou-
sands of ad impressions) served. For this analysis, we have

Table 84
U.S. Internet CPM Forecast

assumed that an average of two ads are located on each
page. The pageview CPM gives the amount that an adver-
tiser spends to generate 1,000 views of an advertisement. In
1996, we estimate that the effective CPM was $2.35. In
1997, the CPM grew about 29% to $3.04. In 1998, CPMs
increased by about 6%, to $3.23. In 1999, we estimate that
alift of 21% to $3.90 occurred. In 2000, we expect CPMs
to remain flat at $3.90.

0:30 spot CPM  Another way of looking at CPMs— which
ismore akin to the television model — is by breaking Inter-
net advertisementsinto 0:30 commercials. When conduct-
ing thisanalysis, the Internet CPM declines even further
fromitslist price. In 1996, we estimate that a 0:30 spot
CPM was $0.98. This meansthat advertisers paid just over
adollar toreach 1,000 Internet users for thirty seconds each.
In 1997, the spot CPM rose an estimated 98% to $1.88. In
1998, we estimate this climbed another 42% to $2.68. We
estimate the spot CPM climbed 46% to $3.91in 1999. In
2000 and 2001, we expect 10% and 16% growth, respec-
tively, with pricing of $3.91 and $4.28.

(Millions, except wher e noted) 1996 1997 1998 1999E 2000E 2001E 2002E 2003E 2004E
Per 1,000 Ad I mpressions
Effective Internet CPM $2.35 $3.04 $3.23 $3.90 $3.90 $3.93 $4.01 $4.13 $4.26
% change 29% 6% 21% 0% 1% 2% 3% 3%
Per 1,000: 30 second "spots”’
Effective Internet CPM $0.98 $1.88 $2.68 $391 $4.28 $4.98 $5.93 $6.33 $6.52
% change 91% 42% 46% 10% 16% 19% 7% 3%

E = Morgan Stanley Dean Witter Estimates
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Table 85
U.S. Internet Advertising Forecast

(Millions, except where noted) 1996 1997 1998 1999E 2000E 2001E 2002E 2003E 2004E
Internet Advertising Revenues - eMarketer 650.0 1,667.0 3,095.0 4,820.0 7,509.0 10,171.0 13,292.0
Internet Advertising Revenues - Jupiter 3010 940.0 2,100.0 3,200.0 4,700.0 6,500.0 8,800.0 11,500.0
Internet Advertising Revenues- Forrester 550.0 1,300.0 2,800.0 5,400.0 8,700.0 12,600.0 17,200.0 22,200.0
Internet Advertising Revenues- 1AB 842.6 1,800.0 3,982.0 5,369.0 8,193.0 12,196.0 17,871.0
Internet Advertising Revenues - M SDW 3010 940.0 1,800.0 3,982.0 6,600.0 11,1000 17,600.0 23,700.0 27,200.0
Total Internet Advertising 3010 842.6 1,800.0 3,982.0 6,600.0 11,100.0 17,600.0 23,700.0 27,200.0
% growth 447% 180% 114% 121% 66% 68% 59% 35% 15%
Sources: Morgan Stanley Dean Witter Equity Research and Company Data
Figure 35
Inter net Advertising Revenues
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Source: Internet Advertising Bureau
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Background: Traditional Advertisng & Marketing Services

KEY POINTS:

» Thetraditional advertising and marketing services mar ket
isenormous. IntheU.S., we estimate that advertising and
mar keting spending reached nearly $389 billion in 1999,
and we expect $420 billion in 2000.

» TheU.S. representsabout 42% of the $363 billion global
advertising budget and 76% of the $315 billion global
mar keting services budget. Combining advertisng &
mar keting services, the U.S. represents 57% of the $678
billion market we for ecast for 2000.

» IntheU.S. in 2000, we expect 8.3% growth in advertising
and 7.8% growth in marketing services, for atotal of
8.0%, up 70 basis pointsfrom 1999E. Globally in 2000,
we expect advertising growth of 7.6%, up 140 bass paints
from 1999.

Advertising vs. Direct Marketing: Distinct Yet Blurred

In the offline world, advertising and direct marketing
overlap, but can be differentiated from retail sales. A tele-
vision commercial that shows a fancy SUV driving through
pristine wilderness istermed advertising — the consumer is
expected to associate the advertiser’ s brand with the SUV
and the beautiful scenery viewed on television. A television
commercial for amagazine subscription that is 50% off the
cover price and offers a free video and an 800 phone hum-
ber asa call to action istermed direct marketing. The con-
sumer isdriven to respond by the video and phone number.

The following diagram demonstrates the overlap and size of
direct marketing with advertisng in the U.S..

Advertising & Marketing Services: A BigMarket

The traditional advertising, direct marketing, and other mar-
keting services sectors represent alarge global market of
$678 hillion of gross media spending. Devel oped media
markets tend to demand more in marketing services —
“below theline” dternativesto traditional media advertis-
ing. Marketing services include non-media direct market-
ing, promotions, public relations, and other specialty com-
muni cations.

Figure 36
Global Advertising
& Marketing Services (2000E $ Billions)
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Source: Morgan Stanley Dean Witter Research

Figure 37
Direct Marketing
Overlap with Advertising (2000E)

Non-Media Direct
Marketing (Direct
Mail, Email, and
Telephone): $117
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Image/Brand
Advertising: $94
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Advertising: $94

Billion

Source: Direct Marketing Association, McCann Erickson and Morgan
Sanley Dean Witter Equity Research
We expect the direct marketing budget in the U.S. to be
$187 hillion in 2000. Direct marketing will likely represent
40% of all TV advertising, 56% for magazines, 37% for
newspapers, and 40% for radio.

Direct mail and tel emarketing have been considered non-
media direct marketing outside of the traditional media. In
2000 we expect thisto represent spending of $117 billion in
the U.S.
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Table 86

U.S. Advertising & Marketing Services For ecast — Media Breakdown

($ millions) 1994 1995 1996 1997 1998 1999 2000E 2001E 2002E 2003E 2004E
Television
Network (Big Four) 10,942 11,600 13,081 13,019 13,930 14,477 15,526 15,837 16,814 17,529 18,828
Syndication 1,734 2,016 2,218 2,437 2,635 2,793 3,003 3,078 3,051 3,189 3,440
Spot (National) 8,993 9,119 9,803 10,000 10,620 10,620 11,576 11,807 12,164 12,474 12,932
Spot (Local) 9,464 9,985 10,944 11,436 12,295 12,541 13,481 13,751 14,411 15,107 15,955
Cable (National) 3,052 3,535 4,472 5,456 6,165 6,936 7,976 8,798 9,868 10,993 12,017
Cable (Local) 1,250 1573 1,966 2,172 2,454 2,761 3,175 3,601 3,981 4,376 4,859
Total Television 35,435 37,828 42,484 44,520 48,099 50,128 54,737 56,872 60,288 63,667 68,031
Growth 11.8% 6.8% 12.3% 4.8% 8.0% 4.2% 9.2% 3.9% 6.0% 5.6% 6.9%
Radio
Network 463 480 523 560 610 702 793 849 855 902 952
Spot 1,902 1,959 2,135 2,455 2,675 3,022 3,355 3,623 3,703 3915 4,138
Local 8,164 8,899 9,611 10,476 11,419 12,504 13,591 14,679 15,876 16,986 18,174
Total Radio 10,529 11,338 12,269 13,491 14,704 16,228 17,739 19,151 20,434 21,803 23,265
Growth 11.3% 7.7% 8.2% 10.0% 9.0% 10.4% 9.3% 8.0% 6.7% 6.7% 6.7%
Newspapers
National 3,906 3,996 4,400 5,016 5,415 6,065 6,284 6,436 6,589 6,746 6,907
Loca + Classified 30,450 32,321 34,002 36,654 38,855 41,186 42,952 44,277 45,632 47,029 48,468
Total Newspapers 34,356 36,317 38,402 41,670 44,270 47,251 49,236 50,713 52,222 53,775 55,375
Growth 7.3% 5.7% 5.7% 8.5% 6.2% 6.7% 4.2% 3.0% 3.0% 3.0% 3.0%
M agazines
Weeklies 3,140 3,347 3,581 3,850 4,081 4,349 4,567 4,757 4,956 5,104 5,255
Women's 2,106 2,236 2,303 2,576 2,707 2,813 2,953 3,077 3,205 3,301 3,399
Monthlies 2,670 2,997 3,126 3,395 3,572 3,768 3,956 4,122 4,294 4422 4,553
Total Magazines 7,916 8,580 9,010 9,821 10,360 10,930 11,476 11,956 12,455 12,826 13,207
Growth 7.6% 8.4% 5.0% 9.0% 5.5% 5.5% 5.0% 4.2% 4.2% 3.0% 3.0%
Farm Publications 262 283 297 325 343 362 380 396 412 424 437
Growth 7.8% 8.0% 4.9% 9.4% 5.5% 5.5% 5.0% 4.2% 4.2% 3.0% 3.0%
Business Publications 3,358 3,559 3,808 4,109 4,540 4,949 5,246 5,561 5,894 6,189 6,437
Growth 3.0% 6.0% 7.0% 7.9% 10.5% 9.0% 6.0% 6.0% 6.0% 5.0% 4.0%
Qutdoor
National 939 1,017 1,089 1,167 1,261 1,374 1,470 1573 1,683 1,801 1,927
Local 752 815 874 968 1,046 1,120 1,221 1,306 1,397 1,495 1,600
Billboard 1,691 1,832 1,963 2,135 2,307 2,468 2,691 2,879 3,081 3,296 3,527
Other Outdoor (National) 1,516 1,651 1,798 1,956 2,113 2,261 2,464 2,637 2,821 3,019 3,230
Total Outdoor 3,207 3,483 3,761 4,001 4,420 4,729 5,155 5,516 5,902 6,315 6,757
Growth 8.4% 8.6% 8.0% 8.8% 8.0% 7.0% 9.0% 7.0% 7.0% 7.0% 7.0%
Y ellow Pages
National 1,314 1,410 1,555 1,711 1,850 2,039 2,141 2,248 2,360 2,478 2,406
Local 8,511 8,826 9,294 9,712 10,140 10,647 11,169 11,615 12,080 12,563 13,237
Total Yelow Pages 9,825 10,236 10,849 11,423 11,990 12,686 13,309 13,863 14,440 15,041 15,643
Growth 3.2% 4.2% 6.0% 5.3% 5.0% 5.8% 4.9% 4.2% 4.2% 4.2% 4.0%
Inter net Advertising NM 55 301 843 1,800 3,982 6,600 11,100 17,600 23,700 27,200
Growth NM NM  4473% 179.9% 1136%  121.2% 65.7% 68.2% 58.6% 34.7% 14.8%
National Total U.S. 46,297 49,260 54,490 58,874 64,317 70,511 78,290 85,897 96,270 106,185 114,059
Growth 9.6% 6.4% 10.6% 8.0% 9.2% 9.6% 11.0% 9.7% 12.1% 10.3% 7.4%
Local Total U.S. 58,501 62,419 66,691 71,419 76,210 80,759 85,589 89,230 93,377 97,556 102,294
Growth 8.0% 6.5% 6.8% 7.1% 6.7% 6.0% 6.0% 4.3% 4.6% 45% 4.9%
TOTAL U.S ADVERTISING 104,888 111,679 121,181 130,293 140,526 151,269 163,879 175127 189,647 203,741 216,352
Growth 8.7% 6.5% 8.5% 7.5% 7.9% 7.6% 8.3% 6.9% 8.3% 7.4% 6.2%
TOTAL U.S . MKT SERVICES 166,888 178,972 189,697 206,768 221,835 237,668 256,250 274,148 293,202 313334 334,763
Growth NA 7.2% 6.0% 9.0% 7.3% 7.1% 7.8% 7.0% 7.0% 6.9% 6.8%
TOTAL U.S.BUDGET 271,776 290,650 310,878 337,061 362,361 388,938 420,129 449,274 482,848 517,075 551,115
Growth NA 6.9% 7.0% 8.4% 7.5% 7.3% 8.0% 6.9% 7.5% 71% 6.6%

Sources: McCann-Erickson, Wilkofsky Gruen, Jupiter Communications, Outdoor Advertising Association of America, Morgan Sanley Dean Witter

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.
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Table 87
U.S. Advertising & Marketing Services Forecast — Mar keting Services Breakdown
($ millions) 1994 1995 1996 1997 1998 1999 2000E 2001E 2002E 2003E 2004E
Media advertising 104,888 111,679 121,181 130,293 140,526 151,269 163,879 175,127 189,647 203,741 216,352
% growth 8.7% 6.5% 8.5% 7.5% 7.9% 7.6% 8.3% 6.9% 8.3% 7.4% 6.2%
Direct E-Mail 0 0 0 0 17 97 289 751 1,322 1,994 2,800
% growth NA NA NA NA NA NA  197.9%  159.9% 76.0% 50.8% 40.4%
Direct Mail 29,638 32,866 34,509 36,888 39,655 42,233 44,555 47,451 50,536 54,023 57,480
% growth 8.7% 10.9% 5.0% 6.9% 7.5% 6.5% 5.5% 6.5% 6.5% 6.9% 6.4%
Direct Telephone 46,938 50,345 54,000 58,100 62,600 66,982 72,341 77,043 82,050 87,384 93,064
% growth 7.3% 7.3% 7.3% 7.6% 7.7% 7.0% 8.0% 6.5% 6.5% 6.5% 6.5%
Direct Marketing - Non-M edia 76,576 83,211 88,509 94,988 102,272 109,312 117,185 125245 133,908 143,401 153,344
% growth 7.8% 8.7% 6.4% 7.3% 7.7% 6.9% 7.2% 6.9% 6.9% 7.1% 6.9%
Poi nt-of-purchase 11,098 12,024 12,600 13,100 13,703 14,401 15,150 15,999 16,799 17,605 18,450
% growth 8.8% 8.3% 4.8% 4.0% 4.6% 5.1% 5.2% 5.6% 5.0% 4.8% 4.8%
Premiums 4,350 4,400 4,200 4,360 4,500 4,662 4,853 5,052 5,304 5,553 5,814
% growth 1.2% 1.1% -4.5% 3.8% 3.2% 3.6% 4.1% 4.1% 5.0% 4.7% 4.7%
Promotional licensng 4,900 4,850 4,990 5,140 5,238 5,400 5573 5,746 5,895 6,042 6,193
% growth 4.3% -1.0% 2.9% 3.0% 1.9% 3.1% 3.2% 3.1% 2.6% 2.5% 2.5%
Product sampling 704 774 856 925 1,010 1,120 1,250 1,350 1,450 1,550 1,657
% growth 19.9% 9.9% 10.6% 8.1% 9.2% 10.9% 11.6% 8.0% 7.4% 6.9% 6.9%
In-store marketing 829 990 652 748 800 860 901 931 975 1,036 1,100
% growth 12.0% 19.4% -34.1% 14.7% 7.0% 7.5% 4.7% 3.3% 4.8% 6.2% 6.2%
Couponing 6,0179 6,076.5 6,0400 62400 6,260.7 6,316.7 