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KEY FINDINGS  

1. We expect global online advertising revenue to reach $81.1 billion by 2011, 
representing a 21% CAGR (2006-2011). We expect U.S. online advertising revenue 
to reach $42 billion by 2011, representing 11.4% of total advertising budgets, up 
from approximately 6.6% of total advertising budgets in 2006. In the United 
States, we expect search revenues to reach $21.5 billion by 2011, slightly ahead of 
non-search revenues of $20.5 billion, while we expect both segments to grow at a 
CAGR of around 17% (2006-2011).  

 
2. The User Revolution. The advertising world is going through a revolution, one 

that we call the “User Revolution” as it is happening primarily with the consumers, 
who are taking control of content consumption and branding. The historically 
passive consumer is changing rapidly, not only becoming more informed and 
confident about purchase decisions, but also increasingly taking control of the 
consumption of information and content that used to be distributed by networks, 
studios, publishers, and retailers. We believe this trend will cause a significant rise 
in prominence of the Internet as a major content consumption and marketing 
medium. 

 
3. “Communitainment.” The Internet has increasingly become a principal medium 

for community, communication, and entertainment—three areas that have 
collided together and are impacting each other’s growth—generating a new type of 
activity that we call communitainment. We believe communitainment is an 
emerging trend that will partially replace other forms of content consumption, 
from television to magazines, as well as other types of Internet sites as content 
consumption fragments along the “Long Tail.” 

4. The Internet is Mainstream. The Internet has become a mainstream media outlet 
that is now rivaling traditional media such as radio, television, newspapers, and 
magazines for reach and advertising dollars. In fact, the Internet is the leading 
medium at work and the second leading medium at home behind television. 

 
5. Media Fragmentation. The proliferation of online and offline media outlets has 

resulted in shrinking television audiences and an increasingly fragmented media 
landscape. More importantly, the quality of time people spend on TV has 
deteriorated rapidly with multi-tasking and the simultaneous use of other types of 
media, most notably usage of the Web while watching TV. DVR penetration and 
the proliferation of new content consumption channels have further exacerbated 
the challenges facing advertisers. The net result is that advertisers increasingly will 
need to buy more inventory, from nearly all types of media, especially the Internet, 
to have the desired impact.  

 
6. The Golden Search. Search is the second most commonly used application on the 

Web with 550 million searches daily in the United States, and search marketing is a 
$15.8 billion global industry growing to $44.5 billion over the next five years. We 
believe the five key trends in the search industry are as follows: 1) Search is the new 
portal; 2) Search is becoming a branding tool; 3) Google’s dominance is increasing; 
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4) Local search remains a looming opportunity; and 5) New search technologies 
are likely to expand the field.  

 
7. We believe Google's wide variety of non-search-related products creates a virtuous 

cycle of brand affinity that drives incremental search volume. Many of Google's 
non-search-related products, when first introduced, were thought to be unlikely to 
generate revenues anytime soon and, in fact, few have had even noticeable direct 
revenues. The combined synergistic effect of these products, however, is to create 
increasing user activity and loyalty, as well as additional users to Google’s main 
monetization engine: Search and the AdWords and AdSense search platforms.  

 
8. Video Ads Could Drive The Next Wave. We believe Internet video ads could 

become a game changer for large brand advertisers, who are used to the 15 or 30 
second TV commercial. In today’s Internet, the advertiser must actively engage the 
user in order to create a brand impression. This engagement could include 
watching an online video, playing an interactive game, creating user-generated 
brands, or publishing content. We believe we are very early in the adoption of 
video ads, which could drive the next big wave of advertiser dollars migrating 
online.  

 
9. Internet Usage Patterns Are Changing. Portals maintain the highest reach, but the 

fastest growing category of destinations is communitainment sites such as 
MySpace and Facebook. The most valuable advertising for broad reach inventory 
is in the Portal, Search, News, and Entertainment categories. Communitaiment-
oriented sites are the best new inventory for establishing close connection with 
users and creating engagement. 

 
10. Ad networks are experiencing increased demand due to increasing Internet 

fragmentation, desire for more targeted inventory, increasing usage of networks 
for branding, and increased site visibility. We expect affiliate marketing to remain 
a vital marketing channel for advertisers due to its high ROI proposition.  

 
11. Agencies are rapidly evolving into more sophisticated, technology-savvy entities 

that combine best of breed offerings. We expect large, multi-national traditional 
agencies to eventually have full interactive capabilities, largely through 
acquisitions of pure-play agencies. The current focus of agencies is on engagement 
marketing, user-generated content, and viral marketing through Web-focused 
creative and video. 

 
12. Watch These Companies. We expect companies such as Google (and YouTube), 

Yahoo!, Disney, News Corp., Time Warner, Microsoft, InterActive, Facebook, 
Craigslist, Brightcove, Yelp, SINA Corp., Baidu, aQuantive, ValueClick, 24/7 
Media, Netflix , Wikipedia, MobiTV, Digg, and Hakia to be the most important 
players to watch. Many of these companies will be major beneficiaries of the new 
trends, some will help define it, and others may be severely hurt because of the 
User Revolution. (See Executive Summary for a discussion on why these companies 
should be watched.) 
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The Revolution In Charts 
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CONSUMERS’  CHOICE FOR MEDIA CHANNELS HAS 
MUSHROOMED… 

 

Exhibit 1  

FRAGMENTATION OF MEDIA CONSUMPTION 

 

2006

1 Newspapers
2 Magazines
3 Email
4 Broadcast TV
5 Radio
6 CD Player
7 Cable TV
8 Personal Computer
9 Satellite Television

10 Internet
11 Cell Phone
12 DVD Players
13 Satellite Radio
14 MP3 Players
15 Tivo/DVR
16 Slingbox

1986 17 iPod
18 Blogs

1 Newspapers 19 Online Video
2 Magazines 20 Mobile Internet
3 Cable TV 21 Console Video Games
4 Broadcast TV 22 PC Video Games
5 Radio 23 MMORP Games

1966 6 Cassette Tapes 24 Mobile Games
7 Walkman 25 Text Messaging

1 Newspapers 8 VCR 26 Mobile Video
2 Broadcast TV 9 Cable TV 27 Download Movies
3 Magazines 10 Personal Computer 28 Podcasts
4 Broadcast Radio 11 Console Video Games 29 Instant Messaging
5 Eight Track 12 PC Video Games 30 Social Networks

Source: : Piper Jaffray & Co. 
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…AND THEY ARE WATCHING LESS TV… 

 

Exhibit 2  

CONSUMERS WATCHING LESS TV THAN TWO YEARS AGO 

Do you watch more/less/same TV than two years ago? 

18.4%

41.5% 40.1%

0%

15%

30%

45%

> 2 years ago Same as 2 years ago < 2 years ago
 

Source: Piper Jaffray & Co. 2006 Online Media Survey 

Exhibit 3  

RATINGS AND SHARE FOR TOP TEN PROGRAMS 
 

2006 - 2007 Broadcast Season (Through December 17th)

Program Rating Share Program Rating Share
E.R. 17.8 29 Dancing with the Stars 13.5 20
Friends 15.7 26 Desperate Housewives 13.3 19
Frasier 15.6 24 Grey's Anatomy 13.3 20
NFL Monday Night Football 13.9 22 CSI 13.1 19
Jesse 13.7 22 Dancing with the Stars Results 12.7 20
Veronica's Closet 13.7 21 CSI Miami 11.3 18
60 Minutes 13.2 22 Sunday Night Football 11.1 17
Touched By An Angel 13.1 20 Criminal Minds 10.8 16
CBS Sunday Movie 12.1 19 Lost 10.7 16
20/20 Wed 11.2 19 CSI: NY 10.6 18

Average 14.0 22.4 Average 12.0 18.3
% decline -14% -18%

Household

1998 - 1999 Broadcast Season

Household

Source: Nielsen Media Research 
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…AND MULTITASKING OR SKIPPING ADS WHEN THEY 
DO WATCH TV… 

Exhibit 4  

DVR USERS AND AD VIEWING BEHAVIOR 

Do you use your Tivo or DVR to skip television ads? 

Skips All Ads
52%

Never Skip 
Ads
6%

Watch Most 
Ads
6%

Skip Some 
Ads
36%

 
Source: 2006 Piper Jaffray & Co. Online Media Survey 

Exhibit 5  

CONSUMERS LIKELY TO SURF THE INTERNET WHILE WATCHING TV 

How often do you surf the Internet at the same time as watching TV? 

Always
17%

Sometimes
26%

Seldom
16%

Never
26%

Usually
15%

Source: 2006 Piper Jaffray & Co. Online Media Survey 
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…BUT ONLINE USAGE IS  GROWING… 

 

Exhibit 6  

CONSUMERS SPENDING LESS TIME WITH TRADITIONAL MEDIA 

% Spending Less Time With Medium Due To Time Spent Online 

 

Source: Arbitron/Edison Media Research Internet and Multimedia 2006: On-Demand Media Explodes and comScore 
Networks.  Blue indicates percentage of people who are spending less time with medium while yellow indicates percent 
growth in Internet page views.  

Exhibit 7  

BROADCAST TV ADVERTISING AS A PERCENTAGE OF TOTAL ADVERTISING 

15%

25%

35%

1980 1985 1990 1995 2000 2005

 

Source: Robert J. Coen - Universal McCann 

Radio, -19%

Magazines, -30% Newspapers, -30%
Television, -33%

Internet, 15%

-40%

-30%

-20%

-10%

0%

10%

20%

Internet 
growth as 
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page views
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…MAKING ONLINE A  MASS MEDIUM FOR THE FIRST 
TIME 

 
Exhibit 8  

DAILY REACH AND DURATION FOR VARIOUS MEDIA OUTLETS 

Television

Radio

Web 2005
Newspaper

Magazine
Web 1995

0%
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Source: Ball State University Center for Media Design - A Day in the Life: An Ethnographic Study of Media Consumption 
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…MAKING ONLINE A  MASS MEDIUM FOR THE FIRST 
TIME.  

 
Exhibit 9  

INTERNET IS NUMBER TWO MEDIA AT HOME  

Reach At Home 

42%
35%

20%

90%

47%

0%

25%

50%

75%

100%

TV Web Radio Newspaper Magazine

Source: Ball State University Center for Media Design - A Day in the Life: An Ethnographic Study of Media Consumption 

Exhibit 10  

INTERNET IS NUMBER ONE MEDIA AT WORK  

Reach At Work 

56%

43%

21%

14% 15%

0%

20%

40%

60%

Web Radio TV Newspaper Magazine

Source: Ball State University Center for Media Design - A Day in the Life: An Ethnographic Study of Media Consumption 
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ALL POPULATION GROUPS ARE NOW ACTIVE 
ONLINE… 

 
Exhibit 11  

PERCENTAGE OF ONLINE MINUTES CONSUMED 
By Age Demographic 

 

6%

94%

2%

38%

29%

9%

26%

4%

20%
16% 15%

74%

23%

12%

0%

20%

40%

60%

80%

100%

Under 18 Adults (18+) Users
between 18

and 21

Users
between 21

and 34

Users
between 35

and 49

Users
between 50

and 64

Users 65 and
over

Online Population

U.S. Population

Source: Nielsen/NetRatings data, September 2006 and U.S. Census Bureau – 2000 Census 

Exhibit 12  

U.S. INTERNET USAGE BY HOUSEHOLD INCOME 
Online Versus Offline 

6%

23%

27%

19%

16%

8%

28%

23%

18%

11%
10% 9%

0%

5%

10%

15%

20%

25%

30%

Less than
$25,000

$ 25,000 -
49,999

$ 50,000 -
74,999

$ 75,000 -
99,999

$ 100,000 -
149,999

$ 150,000+

Online Population

U.S. Population

Source: Nielsen/NetRatings data, September 2006 and U.S. Census Bureau – 2000 Census 
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…BUT THE PICTURE ON THE WEB IS  ALSO 
CHANGING.  

 
Exhibit 13  

TOP 20 DESTINATIONS TRAFFIC DATA 
 

Rank Property
1 Yahoo! 131,443 76% 35,927 9% 8%
2 AOL 120,980 69% 16,600 6% 4%
3 MSN 116,506 67% 17,968 4% 4%
4 Google 112,845 65% 13,387 1% 3%
5 Fox Interactive 73,273 42% 41,450 0% 9%
6 Ask 55,572 32% 1,711 0% 0%
7 Viacom Digital 40,042 23% 3,527 0% 1%
8 New York Times Digital 39,242 23% 481 0% 0%
9 The Weather Channel 32,606 19% 599 0% 0%
10 CNET 31,969 18% 644 0% 0%
11 Disney Online 25,049 14% 1,067 0% 0%
12 CBS 23,164 13% 740 0% 0%
13 Lycos 22,598 13% 312 0% 0%
14 Facebook 19,429 11% 9,064 1% 2%
15 Gannet Sites 18,167 10% 429 0% 0%
16 iVIllage 17,686 8% 195 0% 0%
17 ESPN 17,095 10% 960 0% 0%
18 EW Scripps 16,235 9% 439 0% 0%
19 Cox Enterprises 14,420 8% 831 0% 0%
20 WebMD 13,552 8% 168 0% 0%

Unique 
Visitors Reach Page Views

% of Total 
Internet - 2005

% of Total 
Internet - 

2006

Source: comScore Networks, December 2005, 2006 Data 
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COMMUNITAINMENT AND USITES HAVE EMERGED AS 
NEW AND WINNING CATEGORIES.  

 
Exhibit 14  

SELECTION OF USITES 
Unique Visitors

Site Description
Yahoo! Answers Social Search N/A
Fox Interactive (MySpace) Social Networking 73,831
Wikipedia Online Encyclopedia 39,142
YouTube  Online Video 25,471
Blogger Blogging 21,849
Facebook Social Networking 16,695
Google Video Online Video 15,154
Craigslist Online Classifieds 14,268
Bolt Social Networking and Online Video 10,842
Six Apart Blogging 10,343
Heavy.com Online Video 6,888
Flilckr Photo and Video Sharing 6,550
Xanga Blooging 4,911
Metacafe Online Video 3,173
Eurekster Social Search 2,934
Bebo Social Networking 2,482
Digg Social Bookmarking and Content 2,157
del.icio.us Social Bookmarking 1,228
Friendster Social Networking 1,112
Yelp Use Generated Local Directory 711
Upcoming.org Social Event Calendar 398
Current TV User Generated Video 113

(000)

Source: comScore Networks, November 2006 Traffic Data 
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NEW DESTINATIONS ARE GAINING OVER 
ESTABLISHED PLAYERS.  

 

Exhibit 15  

TYPES OF SITES USED ONLINE - CONTENT, UTILITY, AND HYBRID 

Segmentation Of Internet Usage Based On Total Minutes Consumed Of The Top 100 Sites 

 

Source: comScore Networks, November 2006, segmentation by Piper Jaffray & Co. 

April 2005 October 2006

Utility 
(email, 
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commerce, 
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48%
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28%

Hybrid
24%

Content
40%

Hybrid
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NEW DESTINATIONS ARE GAINING OVER 
ESTABLISHED PLAYERS.  

 

Exhibit 16  

USITE USAGE VERSUS GENERAL INTERNET USAGE 
Segmentation of Internet Usage Based on Total Minutes Consumed of the Top 100 Sites  

 

Source: comScore Networks and Piper Jaffray & Co. 

General 
Internet

69%

Usites
31%

Usites
3%

General 
Internet

97%

April 2005 October 2006

February  2007



 Piper Jaffray Investment Research  The User Revolution  |  27

COMMUNITAINMENT AND USITES HAVE MERGED AS 
NEW AND WINNING CATEGORIES… 

 

Exhibit 17  

SELECTED USITE TRAFFIC GROWTH 

 

Total Internet : Total Audience 169,315 173,258 2.3%
Yahoo! Sites 124,429 129,603 4.2%
Time Warner Network 117,018 120,291 2.8%
Microsoft Sites 115,419 118,028 2.3%
Google Sites 89,807 109,721 22.2%
eBay 69,649 80,820 16.0%

Top 5 Average 9.5%
Portals Average 3.1%

Fox Interactive Media 12,430 71,346 474.0%
Wikipedia Sites 15,618 38,897 149.0%
YouTube 673 23,480 3386.7%
Facebook 9,473 15,108 59.5%
Craiglist 8,236 14,327 74.0%
Flickr 2,397 6,153 156.7%
Bebo 999 2,302 130.4%
Metacafe 313 3,774 1104.5%
Break 1,978 2,838 43.4%

Average of Top Usites 619.8%
Average of Top Usites excluding YouTube 273.9%
Average of Top Usites excluding YouTube and Metacafe 155.3%

% ChangeOctober 2005 October 2006

Source: comScore Networks 

Over The Next Ten Years, More Than 
Half Of Internet Usage Will Be 

Communitainment 
Source:  Piper Jaffray and Co. 
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…BUT NOT EVERY CATEGORY HAS THE SAME 
EFFECTIVENESS FOR ADVERTISING… 

 
Exhibit 18  

THE EIGHT CATEGORIES OF ONLINE INVENTORY 

An Index Of Size, Targetability, And Time Spent 

Note: Circle size denotes reach of each category. 

Source: Piper Jaffray and Co. 
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…AND NOT EVERY CATEGORY IS  SUITABLE FOR 
ADVERTISING.  

 
Exhibit 19  

REACH, ENGAGEMENT, AND MONETIZATION POTENTIAL INTERNET CATEGORIES 

 

Highest Highest

Lowest
Lowest

Reach Engagement Monetization

Portals

Games

Community

Communications

News/Weather/Sports

Games

News/Weather/Sports

Search

News/Weather/Sports

Entertainment

Communications

Community

Games

Entertainment

Search

Communications

Portals

Portals

Search

Entertainment

Community

Source: Piper Jaffray and Co. 
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GOOGLE GAINING MORE MARKET AND MIND SHARE  

 

In 2006, Google’s revenues represented nearly 20% of global online 
advertising spending.  

Source: Piper Jaffray and Co. 

Exhibit 20  

U.S. SEARCH MARKET SHARE 

U.S. Search Market Share

0%

10%

20%

30%

40%

50%

Ja
n-

04

A
pr

-0
4

Ju
l-0

4

O
ct

-0
4

Ja
n-

05

A
pr

-0
5

Ju
l-0

5

O
ct

-0
5

Ja
n-

06

A
pr

-0
6

Ju
l-0

6

O
ct

-0
6

Other

Google

Yahoo!

MSN-Microsoft

AOL

Ask

 

Source: comScore Networks, December 2006 QSearch Data 
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GOOGLE GAINING MORE MARKET AND MIND SHARE  

 
Exhibit 21  

U.S. SEARCH MARKET SHARE 

 

Other
3.4%

Ask
5.4%

Yahoo!
28.5%

MSN-
Microsoft

10.5%

AOL
4.9%

Google
47.3%

 
Source: comScore Networks, December 2006 QSearch Data 

Exhibit 22  

GOOGLE USAGE GROWING BEYOND SEARCH 
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Source: Piper Jaffray & Co. 2006 Online Media Survey 
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ALL THESE CHANGES LEADING TO FAST GROWTH 
FOR ONLINE ADVERTISING 

 
Exhibit 23  

PIPER JAFFRAY GLOBAL PAID SEARCH AND BRANDED ADVERTISING FORECAST 
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Global Branded Advertising ($M)
Global Paid Search Revenue ($M)

Source: Piper Jaffray & Co. estimates 

Exhibit 24  

PIPER JAFFRAY U.S. ONLINE ADVERTISING FORECAST 
As A Percentage Of Total Advertising Spending 
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AS ONLINE’S SHARE OF THE BUDGET CONTINUES TO 
INCREASE… 

 

Exhibit 25  

ADVERTISING EXPENDITURES ACROSS MEDIA 
1995-2005 
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Source: Piper Jaffray & Co, Newspaper Association of America, Yellow Pages Association of America, National Cable and Telecommunications Association and Robert J. 
Coen, Universal McCann 

Exhibit 26  

TOP 50 ADVERTISERS BY MEDIA VALUE 

Online 
46%

Hybrid
30%

Offline
24%

Source: TNS Media Intelligence and Piper Jaffray & Co. 
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…BUT THERE IS  POTENTIAL  FOR EVEN FASTER 
GROWTH. 

 

Source: Television Advertising Bureau, Nielsen Media Research, Advertising Age, and Piper Jaffray & Co. estimates. 

Exhibit 27  

INTERNET CONSUMPTION AND ADVERTISING SPENDING 
As A Percentage Of Total Media Consumption And Advertising 

 

Exhibit 28  

COMPARISON OF INTERNET VERSUS CABLE ADVERTISING 
 

0

500

1,000

1,500

2,000

2,500

3,000

YR # 1 YR # 2 YR # 3 YR # 4 YR # 5 YR # 6 YR # 7 YR # 8 YR # 9 YR # 10 YR # 11

(A
dv

er
tis

in
g

S
pe

nd
,Y

r
1

=
10

Cable (Yr 1 = 1982)
Internet (Yr 1 = 1997)

Source: Piper Jaffray & Co. estimates 

Internet
21%

Other 
Media
79%

Other 
Media
93%

Internet
7%

Media Consumption Internet Ad Spending

February  2007



 Piper Jaffray Investment Research  The User Revolution  |  35

…BUT THERE IS  POTENTIAL  FOR EVEN FASTER 
GROWTH. 

 

Exhibit 29  

TREMENDOUS OPPORTUNITY IN MIGRATION OF LOCAL AD DOLLARS 

 

Offline Yellow Pages and Classifieds Market $37 Billion

% of Offline

Local Search $989 N/A

Online Yellow Pages $800 5%

Classifieds $2,800 16%

Current Total Online Local Ad Market $4,589 12%

Potential Online Local Ad Market - 70% of Total $25,900

Millions of $

Source: Piper Jaffray and Co. 
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THE RESULT IS  A  NEW WORLD ORDER IN MEDIA 

 
Exhibit 30  

MEDIA WORLD IN THE NEW REGIME  
 

Source: Piper Jaffray and Co. 

February  2007



 Piper Jaffray Investment Research  The User Revolution  |  37

EXECUTIVE SUMMARY  

Birth of a New Era In Advertising. We are living through pivotal times in the 
advertising world, which is marked by the end of one era—the golden age of 
advertising that began after the end of World War II—and the beginning of a new era. 
This new era can also be termed a golden age, but not necessarily for the advertiser. It 
is the golden era for consumers, and it is already impacting advertising far more 
profoundly than any other development over the last 50 years. These changes are 
driven by what we call the User Revolution.1 Like many major social trends, the 
changes will not happen overnight, and we expect the User Revolution, which has just 
begun, to last several years before the new regime is fully established and the old 
statues have all been toppled over.  
 
Five-Year Growth Estimates For Internet Advertising: Over 20% CAGR. For the 
Internet sector, the new era is a welcome change as the Internet’s most important 
characteristics, flexibility and user control, are also the hallmarks of the User 
Revolution. (In fact, the Web been a major instigator of this user uprising.) As such, we 
believe the Internet will assume a premium position in the new regime of media 
consumption. This is in part why we believe our new estimates for global online ad 
spending may prove overly conservative. We estimate a 20% CAGR over the next five 
years, far outpacing all other major sectors of media and advertising. We believe global 
online ad spending, now around $32 billion (in 2006), will exceed $80 billion by 2011. 
We note that every year for the past three years, we have had to increase our estimates 
based on the faster growth rates in the online ad sector than we had originally 
predicted.  
 
The Revolution Is About Control. The uprising by the users is over control—control of 
the type of content users want, control of the place and time content is delivered, 
control of the advertisements that the users are willing to take, and control of the 
brands they want to create. Unlike most revolutions, where the masses revolt because 
of major hardship and grievances, the User Revolution was largely driven by the 
proliferation of media options, the emergence of the Internet, and the growing 
sophistication of consumers. 
 

1 The analogy of a revolution is not fully representative of consumer trends, as a revolution 
generally suggests a sudden and violent change of regime and the current user trends are gradual 
and, happily, non-violent. However, we feel that the impact of the changes warrants the use of 
the word revolution. 
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The Picture Of The Media World In The New Regime. In the new era, we expect the 
following:  
 
(1) search will assume an even more central role; (2) the distinction between traditional 
and new media will disappear; (3) consumers will use an increasing and large number 
of Websites, TV channels, and other sources; (4) consumers will design their own 
content and programming, and companies that enable and encourage this will prosper; 
(5) social networking sites will continue to grow and potentially become the new 
portals; (6) users will select most products and services they buy based heavily on 
reviews and ratings (by other users and experts), changing the impact of traditional 
ways of advertising (7) video will be the killer app of the Web, supplementing or 
taking over most other types of content; (8) simplicity, speed, intuitiveness, and 
usefulness will be the key attributes of the successful media channels; and (9) multi-
tasking and multi-channel use will be the norm. 
 
In this new media reality, companies will need to own or partner with many channels 
to be omnipresent with the users, forcing media companies to cooperate much more on 
standards, realizing that the user is king.  
 

BUSINESS RISKS 
 
Risks associated with the continued growth of online advertising include, but are 
not limited to, the following: 
 

• An aggressive strategy by traditional media companies to control and 
monetize content and potentially stifle the growth of online advertising 
and emerging Internet business models 

• A decrease in advertising expenditures due to general macro-economic 
conditions 

• The loss of confidence by advertisers in the efficacy of online advertising 
• A decrease in the efficacy of online advertising including display and 

search advertising 
• The ability to adapt to rapidly changing technologies and consumer 

behavior trends 
• The continued maintenance of Internet infrastructure including backbone 

speed, capacity, and security 
• A change in the regulatory environment regarding the collection of user 

data and information 
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Exhibit 31  

MEDIA WORLD IN THE NEW REGIME  
 

Source: Piper Jaffray and Co. 
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The Drivers Of The User Revolution. We have identified six major trends in the media 
world and the Internet that define the User Revolution. These are as follows: 
 

1. The Emergence of Communitainment – the combination of communication 
with entertainment and community 

2. The Increasing Popularity of Usites – Websites with predominantly user 
generated content will flourish 

3. Mainstreaming of the Internet – the Web is now a routine media channel for 
most demographic groups 

4. Evolution of User-Generated Brands – users are taking control of both the 
promotion and definition of brands 

5. Declining Usage of Traditional Media – consumers are spending less time on 
TV and newspapers in particular; simultaneous media usage makes traditional 
media less effective for the advertiser 

6. Fragmentation of Content Consumption – consumers are using an increasing 
number of channels both offline and online in order to get content from their 
“best-of-the breed” source; larger networks are losing out 

 
Communitainment and Usites are the most serious threat to the traditional method of 
content consumption (online or offline) and are the hallmark of this User Revolution. 
For example, how does a site like Yelp merge merchant reviews and social networking 
to become an online phenomenon, growing from 200,000 unique visitors in February 
2006 to more than 800,000 in December 2006? Similarly, where are young people 
getting the time to spend one to three hours a day on MySpace? On what other 
activities and media sources are they cutting back? Finally, why is this type of 
activity—combining entertainment with communication with a group of like-minded 
friends—so popular and does it indicate the next stage in media usage, which is going 
from the shared experience of the early days of network TV to the more individualized 
preferences of cable TV and Tivo, and finally to the shared experience of fully 
connected virtual networks. The new regime has people “Googling,” YouTubing,” 
“Yelping,” “MySpacing,” and, of course IMing/chatting, while at the same time they 
are sharing their favorite songs, movies, stores, and destinations with each other. 
Communitainment is the major achievement of the User Revolution, and it could 
replace other activities unless media companies acknowledge this trend and 
opportunistically embrace it. 
 
Traditional Media. The growth and popularity of communitainment is in direct 
contrast to the declining value of traditional media, as reflected in the decreasing use of 
TV, newspapers, and other sources. In our 2006 Online Media Survey, 40% of the 
respondents said they watch less TV than they did two years ago, while less than 18% 
said they watched more.  
 
Search and Google Dominate the Internet. While consumers are spending far less time 
and attention on TV and newspapers, they are busy searching, or more accurately, 
Googling, as Google’s share of search continues to rise, and we except this trend to 
continue for some time. We believe Google can eventually achieve 70%-80% market 
share both in the United States and worldwide. Search itself has become the new portal 
model, as many users now rely on search to navigate the Web and find answers to their 
questions. Searching is no longer just used to find information or to buy a product; 
search is the way people navigate around the Internet.  
 
We believe Google is the most important company to watch over the next ten years in 
the Internet, as the User Revolution fully unfolds. The combination of Google’s strong 
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The successful 
destinations of the next ten 
years will be agile and 
aggressive networks of 
smaller sites with specific 
applications that are 
highly tailored to user 
needs. 

market share and brand in search and the company’s aggressive innovative strategy on 
new products aligns Google more than any other company with the new User-based 
media.  
 
What Are Media Companies to Do? The upshot of the above trends, which we discuss 
in detail in this report, is that both advertisers and publishers need to change their 
strategies, and in some cases, their business models.  
 
Publishers need to realize that their competition is no longer the other publishers, but a 
range of what we would call content and services destinations. Many of these, such as 
Flicker, Yelp, or YouTube, are not considered publishers in the traditional sense yet 
they pull consumer attention away from the traditional publishers. Thus, both 
traditional media channels and Internet sites have to adapt to user control and content, 
as well as to a consumer’s desire to go to smaller, more specialized content sources. 
This requires new thinking for many companies, and it gives an advantage to the so-
called “Web 2.0” firms, such as Google, which are inherently much more user-focused. 
 
The Web’s Darwinism. Successful online destinations (we prefer to use destinations 
rather than the word “publisher” as we believe the latter does not accurately describe 
the networks on the Web today) will need to embrace users and transition their 
business models away from providing content and services in return for advertising to a 
business model that is focused on creating cohesive communities of users that generate 
ideas, content, and, most importantly, brands. The next task of these destinations is to 
match the best advertisers with the user groups, allowing the content to get richer and 
more relevant for the users, and enabling the advertisers to engage their target group in 
their brand. Providing news or entertainment is now a commodity, and successful 
destinations need to go well beyond this, looking into the needs of the modern Internet 
users. The “portal,” as we know it, is effectively dead. Users now do not need a single 
destination that provides every type of service or content with effective search tools; 
they can navigate to best-of-breed destinations and tools. The successful destinations of 
the next ten years will be agile and aggressive networks of smaller sites with specific 
applications that are highly tailored to user needs. With users becoming much more 
sophisticated, we have become more convinced that only the fittest will survive and 
Web Darwinism will play out over the next five years as the User Revolution fully 
unfolds.  
 
The Advertisers need to adapt to the new consumer demands and match their services 
closely with consumer needs. The old advertising adage that advertising is about 
“convincing consumers to buy what they don’t know they need” has to change. 
Consumers largely know what they need, and they want messages that are targeted at 
those specific needs. They also want to associate the brand with their lifestyle, and in 
doing so, they will become evangelizers for that brand. Thus advertisers need to forge 
closer relationships with consumers – close enough to be part of the content they are 
consuming, not just a commercial interruption of the content. In the new regime, 
advertisers must not only follow customer cues, they must also join their networks as 
active participants with a genuine interest in promoting the consumers’ interest. This is 
probably one of the most radical changes that the User Revolution will cause in the 
advertising world, but we believe the most successful businesses in the next 20 years 
will be those who are fully aligned with the consumers’ social ideals. 
 
Companies To Watch. The User Revolution will drastically change the Internet and the 
media landscape over the next 10 years. Some companies are likely to become extinct; 
others will prosper enormously. The most successful ones, however, will not 
necessarily be the biggest Internet or traditional media giants of today. There are many 

Thus advertisers need to 
forge closer relationships 
with consumers – close 
enough to be part of the 
content they are consuming, 
not just a commercial 
interruption of the content. 
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companies to watch, but we encourage investors to pay particular attention to the 
following sample of large and small companies that are likely to be very active 
participants in the new media environment and part of the User Revolution. Beyond 
the major players such as Disney and Google, we highlight a number of smaller start-
ups as representing new trends that are important to watch. Some of these companies 
may not have viable business models currently, and many may be overtaken by 
competition, but we believe these companies represent important new trends that 
investors should be monitoring: 
 
Google Inc. (GOOG). The role of search is expanding, and Google’s brand (both in 
search and beyond) is growing in popularity. Google is likely to have a pivotal role in 
the new environment. We expect the company to continue to be the top innovator in 
search, as we progress from this early stage to advanced search functionality over the 
next decade or so. 
 
Yahoo! Inc. (YHOO). The company is at the crossroads of changing its structure and 
embracing the User Revolution. Without major structural changes, however, the future 
may be bleak while with the right restructuring, Yahoo! could be one of the top five 
media companies in the emerging landscape. 
 
Walt Disney Co. (DIS). The company’s enormous assets and brands are helpful starting 
blocks. More importantly, the resources that the company devotes to the new media 
will likely give them a competitive advantage. 
 
News Corporation (NWS). A tradition of being close to customers and producing what 
they want has helped News Corp. become an early participant in the User Revolution. 
If the company continues on this path, it is likely to be a major winner in the new 
media world. 
 
Time Warner Inc. (TWX). It remains to be seen what Time Warner can do with its 
multitude of valuable but declining assets. The company, however, remains a major 
player in the media world and is bound to impact the emerging landscape. 
 
Microsoft Corp. (MSFT). Another company on the crossroads of potentially major 
long-term restructuring of its strategy; it is not clear yet where new media will fit in the 
new Microsoft and how the company can remain a major player in the Internet. While 
Microsoft has strong technological capabilities, it lacks strong positioning with 
consumers, especially as it relates to media assets. 
 
Apple Inc. (AAPL). Apple has a tremendous brand following, led by innovative and 
intuitive hardware designs. We expect Apple to maintain its dominance in online music 
and to potentially become the media hub for the living room. Beyond this, it is not clear 
what role Apple can play in ad-based media model, but we believe the changes the 
company helps bring about in new distribution methods are very important to watch.  
 
IAC/InterActiveCorp (IACI). One of the more promising conglomerates to watch, 
especially as the company has just started investing in search and content. 
 
MySpace (A division of News Corporation). The massive growth of the premier social 
networking site could hit some hurdles with smaller sites gaining, but the appeal of its 
large network is likely to remain a major advantage. Advertising will be a key element 
of its strategy, not just for monetization, but also how it can improve its community 
content.  
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YouTube (a division of Google Inc.). The biggest challenge the company will face will 
be from professional content creators. If YouTube can continue to sign up these 
licenses, it will have a very good chance of remaining one of the top video sites on the 
Web. The major next step for YouTube is to become a full Communitainment site by 
incorporating more social networking tools and services. 
 
Facebook. The value of a more controlled social networking environment that is more 
focused on communications will be tested in the coming years. 
 
Craigslist. The simplicity of finding what you need, without the benefits or complexity 
of ratings, has caused this company to capture a large share of the classified business. It 
will be important to watch how the new dynamics of community-based referrals 
impact Craigslist. Craigslist has become the general purpose bulletin board of large 
metropolitan cities—a major achievement that would have been unthinkable, especially 
with no marketing spending, just a few years ago. 
 
Brightcove, Inc. The concept of enabling and syndicating video distribution online will 
become increasingly more important as we are likely to get many more content creators 
in the “Long Tail.” 
 
Yelp. The marriage of social networking and local search is a very powerful trend and 
is very likely to become the norm for many people to find a business. 
 
SINA Corporation (SINA). China is poised to become the largest Internet market, 
overtaking the United States in a few years. The trends we see in the United States are 
already happening in China as well, with the Chinese market sometimes skipping a 
stage or two in its evolution. As the largest portal in China, SINA will continue to have 
major weight in the development of the new media market.  
 
Baidu.com, Inc. (BIDU). The company has become the Google of China, a market 
which will overtake the United States as the largest Internet population over the 
coming years. 
 
aQuantive, Inc. (AQNT), ValueClick Inc. (VCLK), 24/7 Real Media Inc. (TFSM). 
Advertising services companies and ad networks will continue to benefit from the 
increased spending, especially as the User Revolution fragments and expands the 
available inventory. 
 
Netflix, Inc. (NFLX). As the consumption of video moves online, the value of merging 
the traditional models of renting movies and the online method of creating a 
community of users will become more important. Netflix’s 5 million subscribers are 
already online and are an important asset for the company and its studio partners. 
 
Wikipedia Foundation. This enormously valuable, free site defied the common wisdom 
that a totally open encyclopedia could be accurate and useful. The site’s 
comprehensiveness has catapulted it to the top of search results for an increasing 
number of queries, and the community has proven to be extremely efficient in policing 
the quality of the information. This model of knowledge aggregation and distribution 
could profoundly impact a number of existing business models and companies. 
 
MobiTV, Inc. Watching video on a cell phone will become routine, but the key is 
that such video consumption will be different from the traditional video watching. 
Companies will need to tailor not just their content, but also their delivery mechanisms 
and targeting to support mobile content consumption. 
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digg Inc. There is increasing demand for an infrastructure that can allow broader social 
networking by loosely connecting users through shared interests, creating more 
efficient content targeting through collective ranking by like-minded people. The 
concept of “digging” is very interesting and is likely to evolve into broader 
applications. 
 

hakia, Inc. The concept of understanding the meaning of a page of content rather than 
matching keywords is the roadmap for the future of search technology. The concept 
may well be adopted by the existing players, or it could be harnessed by new emergent 
companies. Over the next 20 years, we will see major improvements in both gathering 
and indexing knowledge beyond what is on the Web, and search engines will be 
capable of finding solutions to users questions, by not only better understanding the 
query but also understanding the content and knowledge that is available.  
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Exhibit 32  

COMPANIES TO WATCH 
 

Company Reason To Watch

Google Inc. (GOOG)

The role of search is expanding and Google’s brand, both in search and beyond, is growing in 
popularity.  Google is likely to have a pivotal role in the new environment.  We expect the company to 
continue to be the top innovator in search, as we progress from this early stage to advanced search 
functionality over the next decade or so.

Yahoo! Inc. (YHOO)
The company is at the crossroads of changing its structure and embracing the User Revolution.  
Without major structural changes, however, the future may be bleak while with the right re-structuring, 
Yahoo! could be one of the top five media companies in the emerging landscape.

Walt Disney Co. (DIS)
The company’s enormous assets and brands are helpful starting blocks.  More importantly, the 
resources that the company devotes to the new media will likely give them a competitive advantage.

News Corporation (NWS)
A tradition of being close to customers and producing what they want has helped News Corp. become 
an early participant in the User Revolution. If the company continues on this path, it is likely to be a 
major winner in the new media world.

Time Warner Inc. (TWX)
It remains to be seen what Time Warner can do with its multitude of valuable but declining assets.  The 
company, however, remains a major player in the media world and is bound to impact the emerging 
landscape.

Microsoft Corp. (MSFT)

Another company on the crossroads of potentially major long-term restructuring of its strategy; it is not 
clear yet where new media will fit in the new Microsoft and how the company can remain a major 
player in the Internet. While Microsoft has strong technological capabilities, it lacks strong positioning 
with consumers, especially as it relates to media assets.

Apple Inc. (AAPL)

Apple has a tremendous brand following, led by innovative and intuitive hardware designs.   We expect 
Apple to maintain its dominance in online music and to potentially become the media hub for the 
living room.  Beyond this, it is not clear what role Apple can play in ad-based media model but we 
belive the changes that the company helps bring about in new distribution methods are very important 
to watch.  

IAC/InterActiveCorp (IACI)
One of the more promising conglomerates to watch, especially as the company has just started 
investing in search and content.

MySpace (subsidiary of News Corporation)

The massive growth of the premier social networking site could hit some hurdles with smaller sites 
gaining, but the appeal of its large network is likely to remain a major advantage. Advertising will be a 
key element of its strategy, not just for monetization, but also how it can improve its community 
content.  

YouTube (subsidiary of Google Inc.)

The biggest challenge the company will face will be from professional content creators.  If YouTube can 
continue to sign up these licenses, it will have a very good chance of remaining one of the top video 
sites on the Web.  The major next step for YouTube is to become a full Communitainment site by 
incorporating more social networking tools and services.

Facebook
The value of a more controlled social networking environment that is more focused on 
communications will be tested in the coming years.

Source: Piper Jaffray and Co. 

Footnote: The analogy of a revolution is not fully representative of consumer trends, as a revolution generally suggests a sudden and violent change of regime and the 
current user trends are gradual and, happily, non-violent. However, we feel that the impact of the changes warrants the use of the word revolution. 
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COMPANIES TO WATCH, CONTINUED 

Company Reason To Watch

Craigslist

The simplicity of finding what you need, without the benefits or complexity of ratings, has caused this 
company to capture a large share of the classified business. It will be important to watch how the new 
dynamics of community-based referrals impact Craigslist.  Craigslist has become the general purpose 
bulletin board of large metropolitan cities, a major achievement that would have been unthinkable, 
especially with no marketing spend, just a few years ago.

Brightcove, Inc.
The concept of enabling and syndicating video distribution online will become increasingly more 
important as we are likely to get many more content creators in the “Long Tail.”

Yelp
The marriage of social networking and local search is a very powerful trend and is very likely to become 
the norm for many people to find a business.

SINA Corporation (SINA)

China is poised to become the largest Internet market, overtaking the United States in a few years.  The 
trends we see in the United States are already happening in China as well, with the Chinese market 
sometimes skipping a stage or two in its evolution. As the largest portal in China, SINA will continue to 
have major weight in the development of the new media market.   

Baidu.com, Inc. (BIDU)
The company has become the Google of China, a market which will overtake the United States as the 
largest Internet population over the coming years.

aQuantive, Inc. (AQNT), ValueClick Inc. 
(VCLK), 24/7 Real Media Inc. (TFSM)

Advertising services companies and ad networks will continue to benefit from the increased spending, 
especially as the User Revolution fragments and expands the available inventory.

Netflix, Inc. (NFLX)

As the consumption of video moves online, the value of merging the traditional models of renting 
movies and the online method of creating community of users will become more important.  Netflix’s 
five million subscribers are already online and are an important asset for the company and its studio 
partners.

Wikipedia Foundation

This enormously valuable, free site defied the common wisdom that a totally open encyclopedia could 
be accurate and useful.  The site’s comprehensiveness has catapulted it to the top of search results for 
an increasing number of queries, and the community has proven to be extremely efficient in policing 
the quality of the information.  This model of knowledge aggregation and distribution could profoundly 
impact a number of existing business models and companies.

MobiTV, Inc.
Watching video on a cell phone will become routine, but the key is that such video consumption will be 
different from the traditional video watching.  Companies will need to tailor not just their content, but 
also their delivery mechanisms and targeting to support mobile content consumption.

digg Inc. 

There is increasing demand for an infrastructure that can allow broader social networking by loosely 
connecting users through shared interests, creating more efficient content targeting through collective 
ranking by like-minded people.  The concept of “digging” is very interesting and is likely to evolve into 
broader applications.

hakia, Inc.

The concept of understanding the meaning of a page of content rather than matching keywords is the 
roadmap for the future of search technology.  The concept may well be adopted by the existing players, 
or it could be harnessed by new emergent companies.  Over the next twenty years, we will see major 
improvements in both gathering and indexing knowledge beyond what is on the Web, and search 
engines will be capable of finding solutions to users questions, by not only better understanding the 
query but also understanding the content and knowledge that is available.  

Source: Piper Jaffray and Co. 
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CHAPTER 1 
 

Major Trends 
 

• The six major trends that are driving The User Revolution are as 
follows:  

 
1. The emergence of “Communitainment” 
2. The development and growth of “Usites” 
3. The Internet as a mainstream media channel 
4. The advance of user-generated brands 
5. The declining usage of traditional media 
6. The fragmentation of content consumption 
 

• The key impact of the User Revolution is the rise in prominence of 
the Internet as a major content consumption and marketing 
medium 
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MAJOR TREND I :   
THE EMERGENCE OF COMMUNITAINMENT  

Communitainment is the merging of communication, community, and entertainment, 
with consumers extending communication from an exchange of information to an 
exchange of content and entertainment within a community environment. This trend 
began with young users of IM (instant messaging) chat who increasingly used IM as a 
communication and entertainment medium instead of engaging in other entertainment 
activities. Later on, the widespread use of social networking sites helped solidify the 
trend – a trend that we believe has not been given the appropriate attention by most 
observers. The social networking sites, in particular MySpace, allowed millions of 
users, including many from older demographics, to turn communication with others 
into a form of entertainment by sharing their views, favorite activities, content, gossip, 
hobbies, etc. This unique form of online activity appealed to millions rapidly precisely 
because it allowed people to express themselves while connecting with others, 
including strangers, fulfilling a basic need in human nature. The importance of this 
trend is that communitainment will partially replace other forms of content 
consumption, from television shows to magazines, as well as other types of Internet 
sites, as Internet content consumption fragments along the long tail.  
 

We believe Communitainment is a very important trend for the media and advertising 
sectors because of the following:  
 
1. It impacts how people spend their time 
2. It impacts how consumers use content and how they value it 
3. It emphasizes communication platforms  
4. It makes it critical for key entertainment sites to integrate communication as a key 

component of their value propositions 
5. It makes it much harder for traditional methods of advertising to connect with 

consumers but also opens up new opportunities for advertisers to build brand 
recognition and loyalty by leveraging online communities 

 
One-Half Of Content Consumption Will Be Communitainment Over The Next 10 
Years. Communitainment is a fast-growing trend, and we expect that it will gain over 
other types of Internet usage. In fact, based on the trends we monitor, we believe at 
least one-half of all content consumption on the Internet over the next decade will be 
“communitainment,” driven by the popularity of IM, social networking, and photo and 
video sharing sites, up from around 30% in 2006. In our recent proprietary survey of 
Internet users, we found that while communicating with friends was the most popular 
activity on social networking sites, browsing for fun, sampling music, blogging, and 
online dating were also ranked highly by users (see Exhibit 34). 

Communitainment  

Five Reasons To Pay 
Attention to 
Communitainment  

[W]e believe that at least 
one-half of all content 
consumption on the Internet 
over the next decade will be 
“communitainment” 

February  2007



 Piper Jaffray Investment Research  The User Revolution  |  49

Exhibit 33  

EXAMPLES OF COMMUNITAINMENT THROUGH MYSPACE 

 

Source: MySpace.com Fox Interactive. Reproduced with permission  
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Our 2006 Media Survey indicates that social networking site users are not only 
communicating with friends but are also having fun engaging in entertainment while 
connecting with their friends. The common thread between communitainment sites is 
that users communicate with each other, either as the primary activity or a secondary 
one, and tend to view the site as a place where they can socialize or “hang out.” 
Communitainment sites are not simply online destinations where users go to transact, 
search, read, download, or purchase something. As such, simply adding 
communication features will not transform any site into a communitainment-oriented 
site. Nor will an inorganic collection of different services create a site that users will 
view as a social entertainment destination, one on which they will spend a 
disproportionate amount of their time. The content and functionality of a 
communitainment site must lend itself to sharing among friends or family, and, in fact, 
must become an integral part of a user’s daily communication behavior. Such are the 
viral characteristics of music and video, for example, which are important parts of 
young people’s daily lives, hence, the success of MySpace.  
 
Communitainment Changes The Definition of Content. The importance of the 
communitainment trend is not just in shifting traffic patterns but, more importantly, in 
the way users view content as a free-flowing part of the communication spectrum. As 
such, many participants in communitainment view content such as music or video as an 
integral part of their experience and not as a distinct entity for which they have to pay. 
(Of course, beyond communitainment, there are other contexts in which users are 
willing to either pay for content or, at a minimum, receive an advertisement in 
exchange for the content.) 

Exhibit 34  

POPULAR ACTIVITIES ON SOCIAL NETWORKING SITES 
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Advertisers Must Leverage The Community Aspect Of Communitainment. The 
importance of the communitainment trend is that it highlights the growing importance 
of communities, and how advertisers can use online communities to create and 
reinforce brands in a manner analogous to companies providing, for example, a free 
sponsored concert in a shopping mall. Advertisers need to become integrated in the 
activities in which users engage, providing free content if needed, to further align 
themselves with the users’ interests. If done successfully, this type of advertiser 
engagement could have a significant long-term impact as consumers will be willing and 
eager distributors of the advertisers’ message and brand to the rest of the community. 
In short, communication mixed with entertainment and communities will be the most 
popular online activity for an increasingly large number of consumers, replacing other 
forms of content consumption. As such, advertisers and content publishers must 
realign their strategies to take advantage of this trend. 
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MAJOR TREND I I :  
DEVELOPMENT AND GROWTH OF USITES 

We broadly define Usites as Websites with user-generated content comprising all or the 
predominant part of their offering. Sites like YouTube, Heavy.com, Facebook, Yahoo! 
Answers, Google Video, and MySpace have been crucial in redefining content 
consumption patterns, in the process creating confusion for advertisers and agencies 
alike. In a way, we believe Usites are the Internet’s democraticized version of the reality 
TV trend with users placed in control of content creation. While communitainment 
describes a trend for users to view online services as a combined communication and 
entertainment activity, many users find the best way to exercise this trend is in a 
category of Websites that we call Usites – or user generated sites. In other words, 
communitainment is a much broader activity and does not require Usites. Examples of 
communitainment can be found on IM or mobile phones, as well as on advanced email 
applications. But a lot of communitainment activities do take place in a single category 
of sites in which user content is paramount – the Usites. Usites are typically more 
challenging for advertisers to penetrate and effectively leverage. Some Usites with 
strong elements of broad content distribution and communication (like MySpace) are 
excellent advertising platforms since consumers use the sites for general browsing, 
communication, and entertainment. Other Usites, such as advice and listing sites that 
are more of a utility and are transaction oriented, are less suitable for direct 
advertisements. In fact, we believe there is an inherent conflict in advertisements in 
some Usites as they can reduce the value of the site. An example of such a case is 
TripAdvisor, which provides value by allowing travelers to post their opinions about 
specific hotels. Populating the page with advertisements from various hotels, travel 
agencies, and airlines reduces the effectiveness of the site for users. Conversely, the 
reason Craigslist has become so popular is precisely because users only see what they 
are looking for, without any advertisements. 
 

The appeal of Usites is not that the content is made by amateurs, but that the subject 
matter is diverse and covers the spectrum of the long tail of consumer interests. Despite 
the new name we have given these sites, Usites are not a new phenomenon. Since the 
beginning of the Internet, users have created content online but usually both the 
producers and the consumers of this content were advanced users or people with 
special interests. Now, the content on Usites spans the long tail of consumers’ general 
interests and has become valuable to the mass market for entertainment and practical 
reasons. Lists and review sites such as Craigslist, Angie’s List, TripAdvisor, and Yelp 
are becoming common (see Exhibit 35), while the mega sites with user-generated 
content (MySpace, Facebook and others) continue to grow in popularity. 
 

Usites: The Reality 
TV Of The Web  

Usites Address The 
“Long Tail”  
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Exhibit 35  

CONSUMERS ARE TURNING TO USITES FOR SHOPPING AND ENTERTAINMENT, 
SKIPPING THE TRADITIONAL ONLINE CHANNELS 
 

YELP AND YOUTUBE 

Source: Company Websites. Reproduced with permission of Yelp.com and Google Inc. 
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The growth of Usites in the last 18 months has been dramatic. Over the past year, 
usage of Usites increased by more than 100%, compared with the overall Internet 
traffic growth rate of 2% in the United States. We estimate that of the top 100 sites on 
the Web, time spent on Usites has grown from just 3% of total minutes online to 31% 
since April 2005. Although the bulk of this rise is attributable to MySpace’s success, 
other sites such as Craigslist and YouTube have also experienced dramatic growth as 
users have become more accustomed to both creating and sharing their own content as 
well as consuming others’ non-professional content.  
 

Exhibit 36  

SELECTION OF USITES 
Unique Visitors

Site Description
Yahoo! Answers Social Search N/A
Fox Interactive (MySpace) Social Networking 73,831
Wikipedia Online Encyclopedia 39,142
YouTube  Online Video 25,471
Blogger Blogging 21,849
Facebook Social Networking 16,695
Google Video Online Video 15,154
Craigslist Online Classifieds 14,268
Bolt Social Networking and Online Video 10,842
Six Apart Blogging 10,343
Heavy.com Online Video 6,888
Flilckr Photo and Video Sharing 6,550
Xanga Blogging 4,911
Metacafe Online Video 3,173
Eurekster Social Search 2,934
Bebo Social Networking 2,482
Digg Social Bookmarking 2,157
del.icio.us Social Bookmarking 1,228
Friendster Social Networking 1,112
Yelp Use Generated Local Directory 711
Upcoming.org Social Event Calendar 398
Current TV Online Video 113

(000)

Source: comScore Networks, November 2006 Traffic Data 

Usites Are Growing 
Very Fast, Taking 
Share From Other 
Sites 
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Exhibit 37  

USITE USAGE VERSUS GENERAL INTERNET USAGE 
Segmentation of Internet Usage Based on Total Minutes Consumed of the Top 100 Sites  

 

Source: comScore Networks and Piper Jaffray & Co. 

Exhibit 38  

SELECTED USITE TRAFFIC GROWTH 

 

Total Internet : Total Audience 169,315 173,258 2.3%
Yahoo! Sites 124,429 129,603 4.2%
Time Warner Network 117,018 120,291 2.8%
Microsoft Sites 115,419 118,028 2.3%
Google Sites 89,807 109,721 22.2%
eBay 69,649 80,820 16.0%

Top 5 Average 9.5%
Portals Average 3.1%

Fox Interactive Media 12,430 71,346 474.0%
Wikipedia Sites 15,618 38,897 149.0%
YouTube 673 23,480 3386.7%
Facebook 9,473 15,108 59.5%
Craiglist 8,236 14,327 74.0%
Flickr 2,397 6,153 156.7%
Bebo 999 2,302 130.4%
Metacafe 313 3,774 1104.5%
Break 1,978 2,838 43.4%

Average of Top Usites 619.8%
Average of Top Usites excluding YouTube 273.9%
Average of Top Usites excluding YouTube and Metacafe 155.3%

% ChangeOctober 2005 October 2006

Source: comScore Networks 
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Usites pose a particular challenge to advertisers as the content on Usites is highly 
diverse both in quality and subject matter. While the broad and eclectic collection of 
content is a key reason for the popularity of theses sites, the inherent lack of publisher 
control is of concern for some advertisers. Although Usites have clearly seen 
tremendous growth and gained media attention, there is still debate whether or not 
these sites can develop highly profitable business models – a skepticism, which we 
believe will gradually fade away. The skepticism today resides around two key areas:  
 
• First, given that by their nature these sites are interactive, users are often engaged 

in forming their own content rather than reading content and advertisements. 
Advertisers find it challenging to reach these users and engage with them. Users are 
less willing to accept intrusive advertising such as watching a 30-second 
commercial before watching a video clip unless such ads are well-designed, 
contextual, and engaging.  

• Second, there is still some hesitation among large brand advertisers to have their 
brands associated with some of the user-generated content that may be considered 
inappropriate. We believe this is a matter of “advertiser education,” where the 
advertisers need to adapt to this new medium and use it appropriately.  

 

The appeal of Usites for consumers is increasing, in our view, as the “network power” 
of the Internet is realized and appreciated by mainstream users. All segments of the 
population, including older demographics, who have traditionally not been heavy 
participants on Usites, are now realizing the utility and the entertainment value of 
Usites. 
 

The Challenge Of 
Advertising On 
Usites  

Everybody’s On 
Usites: The Broad 
Demographic Appeal 
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Exhibit 39  

DEMOGRAPHICS OF POPULAR USITES 

Population (in millions) 49.5 8.7 157.1 281.4

Males 48% 43% 48% 49%
Females 52% 57% 52% 51%

Age demographics:
Under 18 23% 55% 20% 26%
Adults (18+) 77% 45% 80% 74%
Users between 21 and 34 22% 14% 17% 20%
Users between 35 and 49 30% 12% 28% 23%
Users between 50 and 64 14% 6% 23% 15%
Users 65 and over 2% 1% 9% 12%

Racial breakdown:
White 87% 89% 89% 80%
Black 9% 8% 8% 13%
Asian 3% 2% 2% 4%
Other 1% 0% 1% 3%

Regional distribution:

West North Central 6% 14% 8% 7%
Mountain 6% 2% 7% 6%
Pacific 19% 9% 17% 16%
New England 5% 6% 5% 5%
Mid Atlantic 16% 17% 15% 14%
South Atlantic 18% 16% 18% 18%
East South Central 4% 4% 4% 6%
West South Central 12% 11% 10% 11%
East North Central 15% 21% 16% 16%

Household income:
Less than $25,000 6% 4% 6% 28%
$ 25,000 - 49,999 22% 18% 23% 23%
$ 50,000 - 74,999 30% 29% 27% 18%
$ 75,000 - 99,999 20% 19% 19% 11%
$ 100,000 - 149,999 15% 18% 16% 10%
$ 150,000+ 7% 11% 8% 9%
No Response 1% 1% 3% NA

MySpace Users Facebook Users
Online Population 

2006 U.S. Population

Source: Nielsen/NetRatings, November 2006 and U.S. Census Bureau, 2000 Census 
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Looking at two of the largest Usites, MySpace and Facebook, which target primarily 
the youth demographic, demonstrate the ubiquity of the medium (see Exhibit 39). 
Users of MySpace, for example, track very closely with the U.S. population in age, sex, 
and regional demographics, and their average household income is consistent with the 
Internet as a whole. Surprisingly, given its reputation as a teen site, MySpace has a 
strong following by adults. Users who are 35-49 generate 30% of MySpace traffic, 
while 21-34 year olds comprise just 22% of the total users. Facebook’s demographics 
are considerably more skewed toward younger users as one would expect given that 
fact that until recently usage of Facebook was restricted to registrants with a college 
email address. 
 

Usites can be created relatively easily and only possess significant barriers to entry once 
they reach critical mass. Their value for advertisers, however, is highly dependent on 
their content and whether an advertiser has the appropriate product for the users of the 
site. In most cases, Usites are not appropriate for general branding. As Usites are 
growing rapidly in popularity, we believe online destinations and publishers should pay 
close attention to this category. In our opinion, the best way for destinations and 
publishers to participate in this trend is to offer clean and controlled platforms for the 
free exchange of user information, content, and opinions. This platform can then be 
monetized through highly targeted and measured advertisements as well as building a 
stronger brand and traffic for the parent site. A site like Yahoo! Answers can 
potentially be monetized by useful advertisements, but only if the advertising is relevant 
and not overwhelming. But even without any advertisements, a successful Yahoo! 
Answers could be very valuable to the Yahoo! brand and Yahoo! network, as we have 
seen from the examples of other companies such as Google. We believe general brand 
advertising, without regard for the content the user consumes, is likely to be ineffective 
on Usites. These sites are generally transaction-oriented, and the implicit contract that 
exists between consumers and large content creators and distributors for acceptance of 
advertising does not apply within these environments. As such, while a user may accept 
a BMW ad on the front page of Yahoo! or The Wall Street Journal or the New York 
Times Online (and is likely to be impacted by the ad), the expectation of users are 
entirely different when they go to sites like YouTube, Yahoo! Answers, or 
TripAdvisor. We believe the best way to monetize Usites is through contextual 
advertisements, such as Google’s AdSense for Content or Yahoo! Publisher Network. 

Demographics Of 
Usites 

The Upshot: The Best 
Way To Monetize 
Usites 
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MAJOR TREND I I I :  
THE INTERNET IS  BECOMING MAINSTREAM  

Internet usage is spreading across demographic lines and has become deeply entrenched 
in the every day activities of most consumers. The daily life of the average American is 
gradually changing, and the Internet is playing a major role in this change. The image 
of a parent sitting around the breakfast table reading the morning newspaper is 
obsolete, and the behavior of watching television is rapidly changing as the PC creeps 
into living room. The key trend here is not the increased amount of time spent on the 
Internet or even the broadening of the online demographic, but the fact that using the 
Internet is becoming a routine activity for most Americans. The possible inflection 
point for this trend was when the computer moved from the home office to the living 
room and is now well on its way into the kitchen with the proliferating use of Wi-Fi 
connections at home.  
 

We believe three key factors have shaped the usage of Internet as a mainstream activity, 
making it pervasive among households across the demographic spectrum.  
 
• First, the always-on feature of broadband (more than 50% of U.S. households have 

a broadband connection) means that the Internet is not like a library for finding 
obscure data, but a constant source of information, communication, and 
entertainment that is always readily available – much like a utility device such as 
the telephone, TV, or electricity.  

 
• Second, the utility and effectiveness of search, as pioneered by Google, has made 

the Internet more relevant to the daily activities and interests of many people. 
Googling has not only become a verb, but also a common practice for most 
Internet consumers.  

 
• Finally, email, the persistent killer app, continues to increase the efficiency of many 

consumers, supplementing or even replacing the phone and other types of 
communication in some cases.  

 
The result of the widespread penetration of broadband, search, and email is that more 
Americans are using the Internet during their normal daily lives to communicate with 
friends and family, search for goods and services, consume content, and purchase 
goods. This pattern has made the internet a true mass medium for the first time, a 
medium that can not only deliver “eyeballs,” but also has broad demographic 
representation. There is one important characteristic of this mainstreaming, however, 
that should be carefully considered. The majority of the use of the Internet, especially 
by new users who represent most typical Americans, is still on what we would classify 
as transaction or utility functions versus content consumption, which is similar to 
traditional media usage (see Chapter 6, exhibits 79 and Exhibit 81 for a more detailed 
discussion). 
 

The mainstreaming of the Internet opens up the Internet not only as a component of a 
media buy for advertisers, but also as a key element of it, especially given the increasing 
usage patterns of the Internet combined with the decreasing usage patterns of other 

Three Factors 
Fueling The 
Pervasive Internet  

Impact On 
Advertisers 
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types of media. Advertisers are beginning to buy Internet inventory not only because 
the highly coveted 18-34 year old male demographic are online, but also because the 45 
year old middle-class homemakers and blue collar workers, as well as retired 
Americans and others, are also using the Internet on a daily basis, not just occasionally. 
To risk a stereotype, we believe the QVC and the soap opera audience are now using 
the Web on a regular basis (see Exhibit 69), and this audience is, in the final analysis, 
the bread-and-butter of most marketers. Finally, we note that the baby boomers are 
now the largest single segment of the Web demographic, and they continue to be the 
single largest spending group in the population. 
 

While the digital divide, the gap in usage of Internet and online services among various 
demographics, has narrowed significantly for most groups, the remaining part of the 
divide is hardest to close, and we believe it could remain with us for some time. It is 
important to note that mainstreaming of the Internet is not complete, and some 
demographics are either still under-represented (Hispanics, for example) or nearly 
entirely absent (low income, older population). We expect continued progress in 
getting under-represented groups online. However, we believe some of the under-
penetrated demographics groups have not been the target for advertisers. As such, little 
attention has been paid to the groups that are left out. Another factor impacting the 
under-representation of some demographic groups is that using the Internet and many 
online services remains too complicated for those who have not grown up with the 
medium. Despite advances in user interface and relevancy of services, the Internet 
remains a specialty tool for some demographics who find little relevance in the online 
services to their daily life. We do not expect this trend to reverse, and we believe this 
unfortunate outcome could further deepen some of the social inequalities resulting 
from the digital divide.  
 

Digital Divide: Major 
Progress, But It Can’t 
Be Eliminated 
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MAJOR TREND IV:  
THE ADVANCE OF USER-GENERATED BRANDS 

Over the last five years, advertisers have found that creating brands or improving 
brand loyalty is becoming increasingly difficult. Noted marketing guru, Peter Sealy, 
attributed the increasingly short tenure of Chief Marketing Officers (now on average 
23 months, down from 24 months in 2004) to the difficulty in building brands. We 
believe a key reason for the increasing difficulty is the change in consumers’ attitude 
toward advertising. The passive consumer of the 1960s, 70s, 80s, and even 90s, when 
CMOs could relatively easily establish a brand by a well-designed mass media buy, has 
disappeared—replaced by a consumer who is bombarded by marketing messages each 
day, uses Tivo to bypass television ads, and spends time on YouTube for 
entertainment. As a result, advertisers are finding that the creation of brands by mass 
marketing to be increasingly ineffective. At the same time, the promise of micro 
targeting, matching products with exact preferences of each user, has not flourished 
either. In our view, effective and full targeting is still many years away from becoming 
a pervasive marketing tool. The notable exception, of course, is search, which has 
worked so well because it matches products and services, not brands, with specific user 
demands at the time the user has the need for the product or service. As a result, we 
believe the best way for advertisers to create brands is to target specific groups of 
people – not just demographics with similar spending patterns, but groups that share 
certain views, as demonstrated by their “communitainment” activities, among others. 
Advertisers should focus heavily on associating with certain types of lifestyles that are 
relevant to their brand. Additionally, we believe the advertisers must let users take 
control of the brand, taking it to its ultimate position within the target demographic 
group. This approach is much more than targeting a demographic for the brand as it 
involves identifying groups that can help build the brand. Thus, a User-Generated 
Brand becomes a much more relevant and familiar concept to the target demographic, 
since it relates to their daily activities and interests and is not just a product that 
matches their needs. To use an analogy from the traditional marketing models, this is 
akin to the Tupperware marketing which, while heavily benefiting from the network 
effect, was used by many women because it was part of their social fabric, and they 
helped create it.  
 

We believe branding is still alive and consumers continue to be driven by brands, but 
building and maintaining a brand requires different marketing methods, specifically 
ones that involve consumers contributing to the brand message. Advertisers are now 
beginning to realize this trend, and the most progressive ones are likely to quickly 
embrace it. At a recent Association of National Advertisers (ANA) conference in 
Florida, A.G. Lafley, CEO of Procter & Gamble, said, “Consumers are beginning in a 
very real sense to own our brands and participate in their creation… We need to learn 
to begin to let go.” 
 
The implication of User-Generated Brands is that the advertisers will need to find the 
best ways to establish a close connection with the consumers. The Web, in our view, is 
becoming one of the most critical components of this new engagement, but the brands 
cannot hope to engage consumers simply with their conventional sites, even if they 
contain innovative content. Consumers aggregate at the destinations of their choice, 

User-Generated 
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and the brands need to follow them. Some of the best examples of user-generated (or, 
in many cases enhanced) brands include Burger King’s involvement with Heavy.com, 
Philip’s micro-site, www.shaveeverywhere.com, and Orbit White’s micro-site, 
www.friendsofbright.com. Usites provide a significant marketing opportunity for user-
generated brands, but the key is that the advertiser must be willing to “let go of the 
brand.” While we are not suggesting that all branding will be done through user- 
generated or user-assisted methods, we do believe such brands will engender longer 
lifecycles and deeper customer loyalty. Although it is more difficult for advertisers to 
successfully establish user-generated brands, we believe it is more effective and costs far 
less than traditional methods of brand building. The Web destinations and publishers 
can benefit handsomely from this trend if they provide the appropriate forum for users 
and, at the same time, allow controlled participation by the advertisers, helping them 
with appropriate targeting methods.  
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MAJOR TREND V:   
DECLINING USAGE OF TRADITIONAL MEDIA 

The proliferation of online and offline media outlets has resulted in shrinking television 
audiences and an extremely fragmented media landscape. Although Nielsen Research 
data indicates stable to increasing television audiences, our 2006 Online Media Survey, 
qualitative information from industry sources, and interviews with Internet users 
indicate declining TV usage, especially among younger Internet users (see Chapter 2 for 
additional details).  
 

More importantly, the quality of time people spend on TV has deteriorated rapidly 
with multi-tasking and the simultaneous use of other types of media, most notably the 
Web, while watching TV. At the same time, the attention span of the new generation of 
viewers continues to shrink with the most popular content consumption portions fast 
becoming “bite-size” pieces of content. The net effect of fewer hours watching TV and 
less consumer attention paid to TV, combined with decreasing tolerance for watching 
full-hour shows, is making TV considerably less effective as a mass market advertising 
platform. Importantly, time shifting through Tivo and other DVRs, as well as place-
shifting (watching the TV shows online or on a mobile device) are creating even more 
chaos for the hitherto orderly audiences of TV and cable networks. While TV 

Declining Usage Of 
Traditional Media 

Exhibit 40  

CONSUMERS WATCHING LESS TV THAN TWO YEARS AGO 

Do you watch more/less/same TV than two years ago?  

 

18.4%

41.5% 40.1%

0%

15%

30%

45%

> 2 years ago Same as 2 years ago < 2 years ago

 
Source: Piper Jaffray & Co. 2006 Online Media Survey 
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continues to command reach and the highest percentage of total ad budgets, the 
decreasing effectiveness of TV is compelling advertisers to look not only at other types 
of media, but also other types of marketing strategies. The decline in media usage is not 
limited to TV. Newspaper readership has also declined significantly as the Internet has 
gained popularity as a medium.  
 

Part of the reason for this decline in media consumption has to do with the increasing 
popularity of the Internet. But the Internet is a relatively new phenomenon and the 
decline in TV viewership, for example, has been a gradual phenomenon that has 
recently accelerated. We believe a core reason for the decline is changing consumer 
attitudes toward content consumption, which probably started with the advent of cable 
TV and accelerated with the emergence of the Internet and Tivo.  
 

In 1965 ABC, CBS, and NBC dominated the airwaves and reached 80% of viewers 
during prime time. In 1994 ABC, NBC, CBS, and Fox achieved a prime time audience 
share of approximately 52%. By 2004, when cable and satellite TV had become 
widespread, the average U.S. household had more than 100 channels from which to 
choose, and the Internet had emerged as a media platform, the four networks’ share of 
the prime time audience declined to less than 35%, according to DoubleClick. The 
decline in network TV news viewership over the last 20 years is emblematic of the 
declining audience share of network TV. In the words of Jim Stengel, Proctor & 
Gamble’s Global Marketing Officer, “We must accept the fact that there is no ‘mass’ in 
‘mass media’ anymore.” 
 

Exhibit 41  

AVERAGE WEEKDAY NEWSPAPER READERSHIP  
(As A Percentage Of Adults) 

48%

51%

54%

57%

60%

1998 1999 2000 2001 2002 2003 2004 2005 2006
 

Source: Scarborough Research 
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MAJOR TREND VI :  
THE FRAGMENTATION OF CONTENT CONSUMPTION  

As with the trend we discussed for traditional media, a similar pattern has developed 
on the Internet with increasing fragmentation of online destinations, especially as new 
social networking sites have become popular. The new users of the Internet, as well as 
tenured users, are exhibiting three key patterns of online behavior, which are 
increasingly undermining the large established networks for content and commerce: 
 
1. The users are increasingly less loyal to established brands  
2. Users are going to an increasingly larger number of sites 
3. Popular new sites are growing through viral marketing with advertising having 

little impact on creating a critical mass for less successful sites 
 
A clear case in point, in our view, was Yahoo!’s experience with advertisers following 
the users to networks of smaller sites – sites that Yahoo! has called non-premium 
inventory. The outcome was a shortfall in Yahoo!’s advertising revenues in the third 
quarter of 2006 and a lower guidance for the typically strong fourth quarter. We 
believe the changes in users' online behavior and the increasing fragmentation of the 
Web have caused challenges for the top Internet players. These challenges have 
seriously slowed growth for eBay and are posing problems for Yahoo! while Google 
has positioned itself to benefit from these changes by aggressively partnering with the 
new sources of traffic. We believe the fragmentation phenomenon is, in fact, an omni-
media trend, and consumers are typically using significantly more sources for their 
content consumption and entertainment. This is largely due to the vast proliferation of 
media options available to consumers. As shown in exhibit 42, the key media categories 
grew from five in 1966 to 11 in 1986, and now stand at more than 30 categories. 
 

Fragmentation of the 
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Because the total amount of time spent on media consumption has not changed 
significantly, the net result is that each content source, not just each medium, receives a 
shorter period of attention from consumers. The challenge is, of course, tremendous 

Exhibit 42  

FRAGMENTATION OF MEDIA CONSUMPTION 

 

2006

1 Newspapers
2 Magazines
3 Email
4 Broadcast TV
5 Radio
6 CD Player
7 Cable TV
8 Personal Computer
9 Satellite Television

10 Internet
11 Cell Phone
12 DVD Players
13 Satellite Radio
14 MP3 Players
15 Tivo/DVR
16 Slingbox

1986 17 iPod
18 Blogs

1 Newspapers 19 Online Video
2 Magazines 20 Mobile Internet
3 Cable TV 21 Console Video Games
4 Broadcast TV 22 PC Video Games
5 Radio 23 MMORP Games

1966 6 Cassette Tapes 24 Mobile Games
7 Walkman 25 Text Messaging

1 Newspapers 8 VCR 26 Mobile Video
2 Broadcast TV 9 Cable TV 27 Download Movies
3 Magazines 10 Personal Computer 28 Podcasts
4 Broadcast Radio 11 Console Video Games 29 Instant Messaging
5 Eight Track 12 PC Video Games 30 Social Networks

Source: : Piper Jaffray & Co. 
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for advertisers who not only need to buy a much larger number of properties, but also 
need to convey their message with fewer impressions per channel. The opportunity, on 
the other hand, is to create a true omni-media campaign that touches the consumers, 
however briefly at times, at whatever channel they use. For the media companies and 
online destinations, this trend is particularly important because it eventually means 
that no single property, no matter how large, could remain a “must buy” for the 
advertisers. The strategy of the online destinations, therefore, has to be one that 
embraces the fragmentation trend, by consolidation, creating multiple brands and 
destinations, or other methods of diversification. The net result is that advertisers 
increasingly will need to buy a lot more inventory, from nearly all types of media, to 
have their desired impact. In addition to buying more types of inventory, we believe the 
advertisers also will need to focus on new methods, such as user-generated brands we 
discussed above. 
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THE SYNTHESIS OF SIX MAJOR TRENDS:  
THE USER REVOLUTION  

Summarizing our discussion above, we note that the following six factors are 
dramatically changing user behavior, creating a revolution in content consumption and 
brand loyalty: 
 
1. The Emergence of Communitainment 
2. The Increasing Popularity of Usites 
3. Mainstreaming of the Internet 
4. Success of User-Generated Brands 
5. Declining Usage of Traditional Media 
6. Fragmentation of Content Consumption 
 
The net effect of these six macro trends is that the advertising world is going through a 
revolution, one that we call the “User Revolution,” as it is happening primarily with 
the consumers, or users, taking control of content consumption and branding. The 
historically passive state of consumers is changing rapidly as they not only are 
becoming much more informed and confident about purchase decisions, but are also 
increasingly controlling the consumption of information and content that used to be 
distributed by major companies – networks, studios, large retailers, and others. The 
major impact of this trend is the significant rise in prominence of the Internet as a 
major content consumption and marketing medium: The medium where all the above 
trends are playing out, and the arena where we see how companies will adapt to the 
new rules of the evolving media, entertainment, and advertising landscapes. This trend 
will partly create more advertising dollars for online sites, but will also make 
connecting with consumers online an integral part of creating and promoting brands. 
In other words, direct brand advertising on the various types of Internet sites will only 
be part of the overall spending companies must deploy to achieve their marketing 
goals. A notable part of the spending must also occur by a brand’s active participation 
on the Usites and in communitainment activities. In doing so, the advertisers must 
create new channels of expression or content for their target demographics.  
 
We believe this will be reminiscent of the early days of TV, when the brands were 
actively involved in creating content and TV shows. The major difference this time 
around is that the consumers will be in the driver’s seat, acting as the directors, and the 
brands will need to be the producers.  
 
In this report, we have undertaken a comprehensive review of the online advertising 
world, noting also the key trends in the broader media world, and providing our 
predictions on how the various companies and entities will adapt to this changing 
market. We begin by addressing some of the key trends about media consumption, 
advertising, and the evolution of the Internet that have unfolded over the last several 
years. We then introduce a brief history of online advertising and discuss the various 
types of online advertising. Finally, we discuss the role of each of the five major 
stakeholders—publishers/destinations, consumers, advertisers, agencies, and 
intermediaries—in this constantly evolving market. 
 

[D]irect brand advertising on 
the various types of Internet 
sites will only be part of the 
overall spending companies 
must deploy to achieve their 
marketing goals.  A notable 
part of the spending must 
also occur by a brand’s 
active participation on the 
Usites and in 
communitainment activities. 
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CHAPTER 2  

The Disintegration  
Of Traditional  
Media Models 

 

• Proliferation of online and offline media outlets is resulting in 
shrinking TV audiences. 

 
• Broadcast TV advertising budgets are declining as a percentage of 

total ad budgets. 
 
• U.S. consumers are spending less time with traditional outlets, 

partly due to the emergence of the Internet. 
 
• Fragmentation undermines the dominance and reach of any one 

single media type. 
 
• Simultaneous and fragmented media usage further undermines the 

effectiveness of all types of media. 
 
• DVR revolution has exacerbated advertisers’ difficulty in reaching 

consumers through television. 
 
• Proliferation of content consumption channels empowers 

consumers. 
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In 1965, advertisers could reach 80% of Americans aged 18-49 by advertising on the 
four television networks. By 2004, the 80% reach had declined to 31%. The 
proliferation of online and offline media outlets has resulted in shrinking television 
audiences and an extremely fragmented media landscape. This new landscape has 
become further fragmented by the emergence of consumer-centric publishing tools such 
as blogs, social networking sites, podcasts, wikis, video sharing sites, and usites such as 
MySpace, flickr and del.icio.us. While Nielsen data indicates TV viewership is stable to 
increasing (see Exhibit 43), the fragmentation is reflected in the declining ratings and 
reach of top television shows over the last several years. Over a relatively short period 
of seven years, the average ratings of the top 10 programs on television have declined 
by approximately 14% (a rating, in 2005-2006 season, represented 1.1 million 
households) while the share (percent of TVs tuned to the given program) declined by 
18%, as shown in Exhibit 45. 
 

Multi-Media 
Consumption Habits 

Exhibit 43  

TIME SPENT VIEWING TV 

According to Nielsen Media Research 
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Exhibit 44  

EVENING NEWS VIEWERSHIP ON ALL NETWORK TV CHANNELS 
(In Millions) 
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Exhibit 45  

RATINGS AND SHARE FOR TOP 10 PROGRAMS 
 

2006 - 2007 Broadcast Season (Through December 17th)

Program Rating Share Program Rating Share
E.R. 17.8 29 Dancing with the Stars 13.5 20
Friends 15.7 26 Desperate Housewives 13.3 19
Frasier 15.6 24 Grey's Anatomy 13.3 20
NFL Monday Night Football 13.9 22 CSI 13.1 19
Jesse 13.7 22 Dancing with the Stars Results 12.7 20
Veronica's Closet 13.7 21 CSI Miami 11.3 18
60 Minutes 13.2 22 Sunday Night Football 11.1 17
Touched By An Angel 13.1 20 Criminal Minds 10.8 16
CBS Sunday Movie 12.1 19 Lost 10.7 16
20/20 Wed 11.2 19 CSI: NY 10.6 18

Average 14.0 22.4 Average 12.0 18.3
% decline -14% -18%

Household

1998 - 1999 Broadcast Season

Household

Source: Nielsen Media Research 
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Also, contrary to data from Nielsen Media Research, our 2006 Online Media Survey 
indicated consumers are watching less TV compared with just two years ago. We note, 
of course, that our media survey was limited in scope and self-reported, but we also 
note that Nielsen’s measurements have come under significant criticism for possible 
inaccuracies and methodology problems. 
 

The fragmentation is also reflected by the declining percentage of broadcast television 
advertising spending as a percentage of total advertising spending since 1980, as seen in 
Exhibit 47. 
 

Exhibit 46  

CONSUMERS WATCHING LESS TV THAN TWO YEARS AGO 

Do you watch more/less/same TV than two years ago? 

18.4%

41.5% 40.1%

0%

15%

30%

45%

> 2 years ago Same as 2 years ago < 2 years ago
 

Source: Piper Jaffray & Co. 2006 Online Media Survey 

February  2007



 Piper Jaffray Investment Research  The User Revolution  |  73

NBC Universal’s recent announcement to cut $750 million in operating expenses 
primarily from its news programming and 8:00 PM – 9:00 PM prime time television 
spot is emblematic of the challenges facing broadcast television. We believe these cuts 
are a direct response to declining ratings as a result of media fragmentation and the 
emergence of new media distribution channels, coupled with the declining 
fundamentals of television-based advertising.  
 
The declining ratings and proportion of television advertising spending indicates that 
U.S. consumers are spending less time interacting with traditional media outlets, a 
manifestation of media fragmentation. We believe U.S. consumers are spending less 
time interacting with traditional media outlets primarily due to the amount of time 
they are spending online. 
 

Exhibit 47  

BROADCAST TV ADVERTISING AS A PERCENTAGE OF TOTAL ADVERTISING 

15%

25%

35%

1980 1985 1990 1995 2000 2005

 

Source: Robert J. Coen - Universal McCann 

We believe U.S. consumers 
are spending less time 
interacting with traditional 
media outlets primarily due 
to the amount of time they 
are spending online. 
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By spending less time with most types of traditional media, as shown in Exhibit 48, 
consumers have undermined the dominance and reach of any one single media type. 
More importantly, simultaneous and fragmented media usage (two important patterns 
of consumption that have emerged over the past 10 years) have seriously undermined 
the effectiveness of all types of media, in our opinion. 
 

Consumers are increasingly interacting with multiple media outlets, simultaneously 
diluting the impact of a single media source. Specifically, TV viewers are increasingly 
using the Internet while watching TV. About 25% of consumers with home Internet 
access frequently use the Internet while watching TV in the same room, and 19% of 
consumers say they sometimes use the Internet and watch TV in the same room at the 
same time, according to a survey by Arbitron. Our 2006 Online Media Survey 
confirmed that nearly 60% of consumers at least sometimes surf the Internet while 
watching TV, as show in Exhibit 49. 
 

Exhibit 48  

CONSUMERS SPENDING LESS TIME WITH TRADITIONAL MEDIA 

% Spending Less Time With Medium Due To Time Spent Online 

 

Source: Arbitron/Edison Media Research Internet and Multimedia 2006: On-Demand Media Explodes and comScore 
Networks.  Blue indicates percentage of people who are spending less time with medium while yellow indicates percent 
growth in Internet page views.  
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The simultaneous usage behavior undoubtedly undermines the effectiveness of 
traditional television-based brand advertising.  
 

Instead of spending long periods of time consuming traditional media, people, 
especially young users, are spending shorter durations in each session of media 
consumption. This pattern makes the media’s effectiveness for advertising even lower 
because consumers are much more inclined to skip the ads, on TV or elsewhere, when 
they are engaging in quick “snacks” of media content, rather than having “full meals.” 
In effect, the trend of consuming brief portions of media content effectively dilutes the 
reach of traditional advertising. In fact, the emergence of online video sites has created 
a culture of short-form media consumption that inherently undermines the reach of 
traditional media. While this trend is not new, we believe the trend of consuming quick 
snacks of media is accelerating, fueled by the overwhelming success of online video 
sites like YouTube, MySpace Video, Google Video, and Heavy.com. According to 
comScore Networks, YouTube, Yahoo! Video, and AOL Video are the leading online 
video companies in terms of unique visitors and are all experiencing rapid growth. 
YouTube, Yahoo! Video, and AOL Video each grew by 8%, 6%, and 19%, 
respectively, in November from October, as shown in Exhibit 50. 
 

Exhibit 49  

CONSUMERS LIKELY TO SURF THE INTERNET WHILE WATCHING TV 

How often do you surf the Internet at the same time as watching TV? 

Always
17%

Sometimes
26%

Seldom
16%

Never
26%

Usually
15%

Source: 2006 Piper Jaffray & Co. Online Media Survey 

Fragmented Use
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Given the declining effectiveness of traditional media due to simultaneous and 
fragmented use, it is becoming more difficult for brand advertisers to connect with 
consumers via television advertising alone, which in the past had been effective because 
of mass market reach. As a result, advertisers must target both large sources of Internet 
traffic, as well as smaller entities within the long tail and emerging formats, such as 
video and wireless, in order to achieve the necessary advertising reach and ensure a 
distributed brand experience for consumers.  
 
Time Shifting Of Content Consumption: The DVR Revolution Is On. The advent of 
digital video recorders (DVRs) has further exacerbated advertisers’ difficulty in 
reaching consumers through television. DVRs provide consumers with control of 
television content consumption and also enable consumers to skip ads, which further 
undermines the efficacy of the underlying principle of television advertising—its broad 
mass market reach. In fact, recent Nielson data indicates that virtually no viewers stop 
to watch ads when viewing a program in time shift mode. Our 2006 Online Media 
Survey indicates that more than 50% of DVR users skip all ads.  
 

Exhibit 50  

LEADING ONLINE VIDEO SITE TRAFFIC 
 

M/M Growth
AOL Video 14,365 17,162 19%
YOUTUBE.COM 23,480 25,471 8%
Yahoo! Video 20,879 22,059 6%
Myspace Videos 10,047 10,553 5%
Google Video 14,564 15,154 4%
HEAVY.COM 7,750 6,840 -12%

October 2006 November 2006

Source: comScore Networks, Inc. 

Exhibit 51  

DVR USERS AND AD VIEWING BEHAVIOR 

Do you use your Tivo or DVR to skip television ads? 

Skips All Ads
52%

Never Skip 
Ads
6%

Watch Most 
Ads
6%

Skip Some 
Ads
36%

 
Source: 2006 Piper Jaffray & Co. Online Media Survey 
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We believe that as the media landscape becomes increasingly fragmented, consumers 
are gaining more control of their content consumption. People are increasingly 
consuming content of their choosing on demand instead of in a pre-programmed and 
scheduled manner, which turns consumers away from television advertising, 
compounding the challenge confronting advertisers. The very value proposition of 
DVRs – user empowerment and control – undermines the effectiveness of television- 
based brand advertising and should contribute to the migration of advertising dollars 
online. 
 

A 2005 IDC forecast estimated that DVR penetration would reach 19% in 2006. 
However, our 2006 Online Media survey indicated a 23% DVR penetration rate.  
 

Exhibit 52  

U.S. DVR HOUSEHOLD FORECAST 
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Over 50% of the users of 
DVRs skip ads all the time. 
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DVR Penetration Could Reach 50% In Five Years. We believe the penetration rate of 
DVRs could reach 50% over the next five years. When we consider that adoption of 
DVRs by U.S. households is in the early stages of the technology adoption life cycle, we 
expect it to become increasingly difficult to reach U.S. consumers through traditional 
television advertising as DVRs become more widely adopted and provide more 
consumers with the ability to skip ads with little effort.  
 
Our discussions with advertisers indicate that the mass market adoption of DVR 
technology will result in increased scrutiny of television advertising budgets by brand 
marketers. A recent report published by Forrester Research in conjunction with the 
Association of National Advertisers corroborates our findings regarding the 
mainstream adoption of DVRs by U.S. households and its effect on TV advertising. 
63% of advertisers surveyed indicated the DVR will have a negative effect on television 
advertising, and 60% of advertisers intend to reduce television advertising when DVRs 
reach mass market household adoption, according to Forrester Research (see Exhibit 
55). While this is a lower rate of advertisers who would reduce their TV spending, 
compared to previous years, we believe it reflects a more mature understanding of 
DVRs. The fear of the unknown probably contributed to the high rate of advertiser 
concern from 2002-2004. 
 

Exhibit 53  

DVR PENETRATION FROM 2006 ONLINE MEDIA SURVEY 

Do you own a Tivo or similar device like a personal digital video recorder (DVR) provided by your 
cable or satellite company? 

Yes
23%

I don't know
3%

No
74%

 
Source: 2006 Piper Jaffray & Co. Online Media Survey 

60% of advertisers intend 
to reduce television 
advertising when DVRs 
reach mass market 
household adoption, 
according to Forrester 
Research.  
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Exhibit 54  

HOW WILL DVRS AND VOD AFFECT THE 30-SECOND TELEVISION 
COMMERCIAL? 
 

Will reduce its 
effectiveness

63%

Wil evolve in 
ways that 

preserve its 
effectiveness

25%

Will have no or 
little impact 

6%

Will destroy its 
effectiveness

6%

Source: Forrester Research 

Exhibit 55  

MAJORITY OF ADVERTISERS INTEND TO REDUCE TV ADVERTISING 

Assuming 30 million households own DVRs, would you reduce TV advertising? 
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In addition to the digital video recorder, there is another major trend that is rapidly 
unfolding: Users are consuming content they once consumed on TV or radio through 
other channels, at the time of their own choosing on demand. iPods and similar devices 
are enabling users to watch television content on the go while podcasts are changing 
the way consumers listen to audio content. Mobile TV and radio are making mobile 
phones a content hub, and mobisodes (videos designed specifically for viewing on 
mobile devices) are proliferating. Television studios are offering their content online, 
and YouTube, Google Video, and Heavy.com are transforming the very definition of 
short-form video entertainment. The proliferation of content consumption channels 
has left consumers with a dizzying array of choices and has left traditional media 
companies scrambling to embrace and experiment with new distribution models. As a 
result, traditional media companies are constantly announcing new and innovative 
initiatives to broaden the scope of their content distribution to include new emerging 
formats, while the established Internet powers and younger pure-play start-ups are also 
vying to capitalize on the proliferation of content choices and distribution options.  
 

From Podcasts to 
Mobisodes: 
Proliferation Of 
Consumption 
Channels 
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CHAPTER 3 

The Internet As A 
Mainstream Medium  

 
• Internet is the leading medium at work, and the second leading 

medium at home behind TV.  
 
• Online usage is pervasive: eight out of ten Americans are now 

online. 
 
• Online usage is growing at 18% a year, far outpacing user base 

growth. 
 
• Broadband, search, and communitainment are making Internet 

usage pervasive. 
 
• Internet has become a mainstream media outlet, used frequently 

throughout the day. 
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The Internet Is Pervasive. The Internet has fundamentally changed the way consumers 
gather information, purchase goods and services, and communicate. Innovative 
technologies such as Google’s search, Netflix’s online movie rental platform, and 
communication and entertainment sites such as MySpace, Skype, and YouTube, have 
all made the Internet an integral component of many people’s lives. The value derived 
from the Internet has also accelerated as broadband connection has become more 
widely penetrated. It is important to note that during this evolution, the Internet has 
increasingly become a principal medium for community, communication, and 
entertainment, three areas that have collided and are impacting each other’s growth, 
generating a new type of communication and community-based entertainment 
phenomenon that we call communitainment. Notably absent from this group is 
commerce, which has increasingly become a simple transaction that is becoming 
commoditized, especially with the advent of search. While the idea of community, 
content, and commerce (the three C’s of the dot com era) were quite popular in the 
past, we believe there is little evidence that users are viewing these activities as 
interrelated.  
 
Communitainment sites like MySpace, YouTube, Facebook, and Yahoo! Answers have 
rapidly become key media and entertainment properties, while IM and VoIP services 
have become ubiquitous communication tools. This convergence yields a more 
involved consumer, one who demands instant communication, entertainment on 
demand, and relevant advertisements, which are driven by consumer demands. The 
result is a pervasive Internet with eight in ten Americans now online. 
 

The Internet As A 
Mainstream Medium 

Exhibit 56  
 

EIGHT IN TEN AMERICANS ARE NOW ONLINE 
(Percentage Who Have Internet Access At Each Location) 
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Source: Arbitron/Edison Media Research Internet and Multimedia 2006: On-Demand Media Explodes 
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Since 2000, the total active Internet audience has increased by approximately 8% 
annually while during the same period, page views have increased by approximately 
18% annually. Thus, the overall usage of Internet is growing much faster than the user 
base growth. This has important implications for advertisers as it indicates that 
consumers are increasing their dependence on the online medium. Growth in 
broadband connections has made work and personal use of the Internet ubiquitous. 
The increased speed and ease of access has transformed occasional use into everyday 
use. 
 

Not only has the adoption of Internet services become widespread, but the Internet has 
also become a mainstream media outlet that is now rivaling traditional media such as 
radio, television, newspapers, and magazines for reach and advertising dollars. A 
recent study conducted by Ball State University’s Center for Media Design entitled “A 
Day in the Life: An Ethnographic Study of Media Consumption,” indicates that the 
Internet has joined television and radio in achieving significant reach in all major day 
parts. In fact, the Internet is the second leading medium at home, and the leading 
medium at work. Furthermore, the Internet exhibits fewer age and gender differences 
in its reach compared with traditional media channels.  
 

The Ball State study clearly demonstrates that the Internet as a medium is mainstream 
and has mass reach during almost all times of the day. In addition, the study indicates 
the extent to which online usage has increased dramatically over a 10-year period. 
Specifically, average minutes per user has roughly doubled from 47 minutes in 1995 to 
108 minutes in 2005. At the same time, Internet’s reach has expanded massively, from 
less than 20% to approximately 60% (in 2005), making the Web a mainstream medium 
like radio, as displayed in Exhibit 59. While the study illuminates the ascendancy of the 
Internet as a media channel, it is important to note that TV still overwhelmingly 
dominates the overall media landscape in terms of its daily reach and usage.  
 

Usage Growing 
Faster Than 
Audience 

From A “Useful Tool” 
To A Mainstream 
Media Outlet: 
Gaining Over 
Traditional Channels 

Exhibit 57  

INTERNET IS NUMBER TWO MEDIA AT HOME  

Reach At Home 
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Exhibit 58  

INTERNET IS NUMBER ONE MEDIUM AT WORK 

Reach At Work 
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Source: Ball State University Center for Media Design - A Day in the Life: An Ethnographic Study of Media Consumption 

Exhibit 59  

DAILY REACH AND DURATION FOR VARIOUS MEDIA OUTLETS 
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Simply put, the Internet is becoming increasingly irreplaceable for many Americans. In 
a recent survey by Arbitron, given the choice between never using the Internet or never 
watching TV, 40% of respondents would choose to keep the Internet and eliminate 
television. By comparison, in 2001, 26% of respondents selected to keep the Internet 
and eliminate television. The Arbitron survey demonstrates that for many Americans 
the Internet has become an integral part of their lives comparable to or of greater 
importance than television. 
 

I Want My Internet 

Exhibit 60  

I WANT MY INTERNET 

What Are Consumers Willing to Give Up - TV or Internet? 
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Source: Arbitron/Edison Media Research Internet and Multimedia 2006: On-Demand Media Explodes 
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CHAPTER 4 

The Video Explosion  
 
• Proliferation of video content, a trend that started in 2006, will 

continue its momentum in 2007 and will play an important role in 
the continued mainstreaming of the Internet. 

 
• 2006 was a pivotal year for video distribution with more than 15 

major content partnerships signed. 
 
• We expect 2007 to be the Year of the Video, with online video 

consumption rivaling other major activities. 
 
• The rapid adoption of online video will further contribute to the 

further mainstreaming of the Internet. 
 
• As a highly suitable content category for targeting and engagement, 

video has extremely high potential for advertisers.  
 
• YouTube and the TV sites currently dominate the online video world. 
 
• Watching videos online will take away some of the time people 

spend on other activities. 
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Nearly overnight, video has become the new killer app of the Web. This is not a fad, in 
our opinion. In fact, we believe the rapid proliferation of video content, a trend that 
started in 2006, is gaining momentum in 2007, and will play an important role in the 
continued “mainstreaming” of the Internet. The recent announcement by Wal-Mart 
Stores Inc. to offer digital movie downloads from all the major studios confirms our 
thesis. Throughout 2006, we witnessed the rapid emergence of a number of video-
focused Internet sites (see Exhibit 62), which elevated online video to mainstream levels 
of usage.  
 

These online video sites spanned the spectrum of content from amateur user-generated 
videos to professionally produced television and movie content. The increased 
penetration of broadband was certainly a catalyst for online video adoption, but until 
2006, there was no "primer" for this new trend to take off. In our view, YouTube 
provided the platform for online video to succeed, and equally as important, served as 
a catalyst for professional content creators and networks to take online video very 
seriously. Over the past year most of the television networks began offering some or all 
of their shows free online supported by pre-roll advertising that cannot be skipped. 
Recent interesting TV-related announcements include: 
 
• CBS offers several new episodes and returning series on its free ad-supported 

broadband channel at www.cbs.com/innertube. CBS also made several shows, 
including the premiere of “Smith,” “The Class,” and “The New Adventures of Old 
Christine,” available on Google Video before the live television premiere. In the 
fall, CBS also began streaming “The CBS News with Katie Couric” at 
www.news.cbs.com. 

 
• NBC offers all of its new series in a limited format on NBC 24/7 at www.nbc.com. 

NBC also made several episodes including “30 Rock,” and “Twenty Good Years,” 
and eight episodes of “Kidnapped,” “Friday Night Lights,” “Studio 60 on the 
Sunset Strip,” and “Heroes,” available after their premieres. 

 
• ABC offers several series including “Desperate Housewives,” “Grey's Anatomy,” 

“Lost,” “Six Degrees,” “Ugly Betty,” “The Knights of Prosperity” and “The Nine,” 
the day after their premieres at www.ABC.com. 

 

The New Killer App Is 
Here 

Exhibit 61  

LEADING ONLINE VIDEO SITE TRAFFIC 

M/M Growth
AOL Video 14,365 17,162 19%
YOUTUBE.COM 23,480 25,471 8%
Yahoo! Video 20,879 22,059 6%
Myspace Videos 10,047 10,553 5%
Google Video 14,564 15,154 4%
HEAVY.COM 7,750 6,840 -12%

October 2006 November 2006

Source: comScore Networks, Inc. 

2006: The Pivotal 
Year For Video 
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• Fox offers “Prison Break,” “Vanished,” “Bones,” and several other shows on Fox’s 
online streaming initiative, called “Full Throttle.” Fox also makes the shows 
available free on MySpace and for a fee on Google Video.  

 

Also, over the past year, traditional media companies have announced numerous 
innovative initiatives and partnerships to broaden the scope of their content 
distribution to include new emerging formats, most noticeably the online distribution 
channel. In Exhibit 64, we have attempted to provide a comprehensive list of 
partnerships between media companies and content aggregators that have fueled the 

SIDEBAR 

NEAR-TERM ADVERTISING OPPORTUNITY ON NETWORK TV STREAMING SITES 

As far as the advertising opportunity associated with the streaming of TV shows, 
ABC signed deals with 36 brand advertisers to support the online streaming of its 
prime time TV shows.  Each advertiser paid $100,000 for three months of advertising 
on ABC.com.  According to online sources, the pricing equates to  $25 CPM 
compared to  $12 CPM for traditional broadcast television advertising.  Despite the 
limited reach of streaming TV shows online, online garners a higher CPM because the 
ads cannot be skipped, viewers are engaged, and Internet users represent an attractive 
socio-economic demographic.  We believe the online streaming of television shows by 
the four networks may generate $50 million in advertising revenue for the major 
broadcast networks in the first year of its existence.  A basic analysis suggests that 
there is strong potential for networks to generate solid revenue from online 
distribution as illustrated below. 
 

POTENTIAL AD REVENUE TO SUPPORT ONLINE STREAMING OF TV   
(In Thousands) 

ABC NBC CBS Fox
Fall Number of Advertisers 36 36 36 36

Three-Month Deal $100 $100 $100 $100
$3,600 $3,600 $3,600 $3,600 $14,400

Winter ABC NBC CBS Fox
Number of Advertisers 40 40 40 40
Three-Month Deal $125 $125 $125 $125

$5,000 $5,000 $5,000 $5,000 $20,000

Spring ABC NBC CBS Fox
Number of Advertisers 36 36 36 36
Three-Month Deal $75 $75 $75 $75

$2,700 $2,700 $2,700 $2,700 $10,800

Summer ABC NBC CBS Fox
Number of Advertisers 30 30 30 30
Three-Month Deal $50 $50 $50 $5

$1,500 $1,500 $1,500 $150 $4,650

Total $49,850

Source: Piper Jaffray & Co.
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proliferation of online video content, which is the precursor to continued robust 
growth in online video consumption and evidence of the increasing importance of 
online video.  
 

Exhibit 62  

SELECTED LIST OF ONLINE VIDEO COMPANIES 

Site Free/Paid Description

Amazon Unbox Paid Offers movies from 20th Century Fox, Fox Searchlight, Lionsgate, Paramount, Sony, Universal, and Warner Bros.

AOL Video Paid Offers movies from Paramount, Universal, Sony, Fox Searchlight and 20th Century Fox.

Bittorrent Paid Will offermovies from Paramount, 20th Century Fox, Lionsgate, Warner Brothers and Palm Pictures.

CinemaNow Paid Offers movies from Disney, Fox, Lionsgate, NBC Universal, Sony, and Warner Bros. 

Guba Paid Guba provides movies from Waner Bros. and Sony.

iTunes Paid Offers movies from Disney. 

Movielink Paid Offers the widest choice of movies from studios such as MGM, Paramount, Sony, Universal, Warner Brothers, 
Disney, Sundance  BBC, and National Geographic. 

Netflix Paid Offers movies from all major studios except Disney.

Wal-Mart Paid Offers movies from Twentieth Century, Disney, Lionsgate, MGM, Paramount, Sony, Universal, and Warners Bros.

Site Free/Paid Description

ABC.com Free Offers ABC prime-time TV shows for free supported by advertising. 

Amazon Unbox Paid Offers a wide variety of TV shows that have already been broadcasted for $1.99 an episode.

AOL Video Free Offers a wide variety of TV shows that have already been broadcasted for $1.99 an episode.

Bittorrent Paid Will offer a wide variety of TV shows.  Pricing to be determined. 

Blinkx Free Offers a wide variety of video content from content providers around the world.

Brightcove Free Offers a wide range of TV content syndicated by content producers.

CBS.com Free Offers CBS prime-time TV shows for free supported by advertising on its "Innertube" service.

CNN Pipeline Paid Offers some headline news content as well as a subsctiption service called "Pipeline" for $2.95 per month 

ESPN.com Free Offers a wide range of ESPN content on its ESPN Motion and ESPN 360 services.

FOX.com Free Offers FOX prime-time TV shows for free supported by advertising. 

Google Video Paid Offers a wide variety of TV shows that have already been broadcasted for $1.99 an episode.

iTunes Paid Offers a wide variety of TV shows that have already been broadcasted for $1.99 an episode.

MLB.com Free Offers a wide range of Major League Baseball content by subscription.

MSN Video Free Offers a range of NBC, FOX, MSNBC and other content but no network prime time TV shows.

MTV Free Offers music videos and MTV TV shows for free supported by advertising. 

Musicplustv.com Free 24 hour online TV specializing in under-the-radar music and media

NBC.com Free Offers NBC prime-time TV shows for free supported by advertising. 

Rootv.com Free Offers a wide variety of video content from content providers around the world.

TopTVBytes.com Free Offers short television news, sports and entertainment previews.

YouTube Free Offers clips from a wide-range of TV shows.  

Selected Sites Offering TV Content Online

Source: Piper Jaffray & Co. 
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SELECTED LIST OF ONLINE VIDEO COMPANIES, CONTINUED 

Site Free/Paid Description

Bolt.com Free Allows users to watch, share, create and submit user-generated content and user submitted clips
within a social network environment.

Break.com Free Allows users to watch, share, create and submit user-generated content targeting men.

Current TV Free Offers short-form nonfiction videos, called “pods,” targeting young adults.

Dailymotion.com Free Allows users to watch, share, create and submit user-generated content and user submitted clips.

Ebaumsworld.com Free Allows users to watch, share, create and submit user-generated content and user submitted clips targeting men.

fireant.tv Free Allows users to watch, share, create and submit video blogs.

Gofish.com Free Allows users to watch, share, create and submit user-generated content and user submitted clips.

Google Video Free Allows users to watch, share, create and submit user-generated content and user submitted clips.

Grouper.com Free Allows users to watch, share, create and submit user-generated content and user submitted clips.

Heavy.com Free Allows users to watch, share, create and submit user-generated content targeting men.

iFilm.com Free Allows users to watch, share, create and submit user-generated content and user submitted clips.

Metacafe.com Free Allows users to watch, share, create and submit user-generated content and user submitted clips.

Multiply.com Free Allows users to share videos on a personalized Web site.  

MySpace Video Free Allows users to watch, share, create and submit user-generated content and user submitted clips.

Putfile.com Free Allows users to share videos on a personalized Web site.  

Revver.com Free Leverages the viral power of the Internet to create a marketplace for online videos.

Tagworld.com Free Allows users to watch, share, create and submit user-generated content and user submitted clips.

Veoh.com Free Allows users to watch, share, create and submit user-generated content and user submitted clips.

Videoegg.com Free Allows users to share videos. 

Vimeo.com Free Allows users to watch, share, create and submit user-generated content and user submitted clips.

vMix.com Free Offers short television news, sports and entertainment clips.

Yahoo! Video Free Allows users to watch, share, create and submit user-generated content and user submitted clips.

Yahoo! Video Free Allows users to watch, share, create and submit user-generated content and user submitted clips.

Selected Sites Offering user-generated Video Content Online

Source: Piper Jaffray & Co. 
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With the cross-pollination of broadband adoption, the emergence of numerous video 
sites, and the proliferation of content licensing agreements, video has become a 
familiar, but not a routine activity yet. We believe in 2007, at least for a large part of 
the Internet population, video watching will become a routine activity, much as 
MySpace has become a routine destination for nearly 35% of total U.S. Internet users 
(according to Nielsen/NetRatings, November 2006 data). 
 

The implications of the proliferation of online video are enormous for the both the 
Internet companies and portals, as well as the traditional media companies. Initially the 
time spent on video will not necessarily be taking time away from other online 
activities but will impact the time consumers spend on other types of media, especially 
on TV. In fact, the emergence of online video sites has created a culture of short-form 
media consumption that inherently undermines the reach of traditional media. While 
this trend is not new, we believe the trend of consuming quick snacks of media is 
accelerating, fueled by the overwhelming success of online video sites like YouTube, 
MySpace Video, Google Video, and Heavy.com. In addition, the increased use of video 
will also condition users to expect more video content, and thus gradually move them 
toward sites with richer video content and an enhanced user experience. As an 
example, the popularity of the highly successful New York Times Online could easily 
be jeopardized if the site does not incorporate video content. But beyond these obvious 
implications, we expect a number of new companies to surface, focusing on 
distributing, sharing, rating, finding, and viewing video content. While these sites will 
not necessarily become the next YouTube, we believe they are likely to gather sufficient 
momentum to be important in the landscape and, as such, the large Internet firms and 
the traditional media companies should be on the lookout for these companies. 
 

A recent study by Harris Interactive demonstrates the impact we discussed above is 
indeed already happening. As MySpace became increasingly popular, it started to take 
time away from people’s other activities, including online activities, as users spent an 
increasing amount of time on MySpace. Similarly, watching videos on YouTube has 
begun to impact how people spend time with other online and traditional media 
activities. In fact, fully 36% and 32% of the users who watch videos on YouTube said 
they are using other Websites less and watching less TV as a result of their YouTube 
activity. Exhibit 63 displays the results of a Harris Interactive survey that illustrates the 
impact of watching YouTube on various online and traditional media activities. 
 

Online Video 
Consumption 
Becoming Routine 

Implications Of 
Online Video 
Proliferations On 
Internet And Media 
Companies 

YouTubeing Takes 
Time Away From 
Other Activities 
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We believe Internet video ads could become a game changer for large brand advertisers 
who are accustomed to the 15 or 30 second TV commercials. In today’s Internet, the 
advertiser must actively engage the user in order to create a brand impression, and 
video ads allow brand advertisers to create an emotional connection with a user similar 
to the dynamic in TV advertising. This engagement could include watching an online 
video, playing an interactive game, creating user-generated brands, or publishing 
content. We believe we are very early in the adoption of video ads, which could drive 
the next big wave of advertiser dollars migrating online. We also expect online video to 
change the advertising game, providing more choices for the users to customize their 
content and the advertising messages they wish to see, providing a golden opportunity 
for guerilla marketing campaigns. In fact, we predict one of the most important 
advertising trends of 2007 will be the unprecedented success of new large-scale ad 
campaigns that will be produced largely by users and distributed in YouTube-like 
networks, dwarfing the success of other traditional campaigns. We note the recent 
success of the Yahoo!/Doritos “Crash the Superbowl” (see Sidebar on page 247) ad 
campaign that relied on user-generated ads for viral impact online and TV impact at 
the Superbowl. 

Exhibit 63  

YOUTUBE TAKING TIME AWAY FROM OTHER ACTIVITIES 

Which of these activities are you spending less time doing as a result of spending time on 
YouTube? 

Activity %
Using other Web sites 36%
Watching TV 32%
Emailing, Chatting Online, Blogging, etc. 20%
Watching Videos on DVD 12%
Reading Magazines/Newspapers 11%
Going to the Movies 7%

Source: Harris Interactive 

Implications Of 
Online Video On 
Advertisers  
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Exhibit 64  

SELECTED LIST OF ONLINE VIDEO DEALS, PARTNERSHIPS, AND COLLABORATIONS 

 

Parent Company Content Aggregator Distribution  Partner Type of Agreement

CBS CBS Paramount Television Google Video Sell TV shows.

CBS Television Apple iTunes Sell TV shows on iTunes
Youtube Stream news, sports and entertainment shows
innertube on CBS.com Stream television shows for free online supported by advertising
Google Video Sell TV shows
CBSnews.com Stream nightly news
CBSsports.com Stream the NCAA Tournament.
Amazon Sell TV shows on Amazon Unbox
Yahoo Stream local TV news

CSTV.com CSTV.com Stream live college sports

Parent Company Content Aggregator Distribution  Partner Type of Agreement

Disney
ABC Apple iTunes Sell TV shows on iTunes

ABC.com Stream television shows for free online supported by advertising
ABCnews.com Stream news programs
AOL.com Stream news clips on AOL Video

ABC News Yahoo Stream news stories
ABCnews.com Stream news stories

Biography Channel Apple iTunes Sell TV shows on iTunes
Biography.com Stream clips from shows
AOL.com Stream TV shows and clips on AOL Video
CinemaNow Buy and rent TV Shows

Disney Apple iTunes Sell TV shows on iTunes
DisnyeChannel.com Stream children's television shows
Disney Motion Stream videos and trailers and behind the scenes clips from theme parks
Cinemanow Buy and rent movies
Movielink Buy and rent movies
Wal-Mart Sell movies

ESPN Apple iTunes Sell college football, extreme sports and reality shows.
ESPN Motion Stream sports news, interviews and clips
ESPN 360 Stream TV shows and sporting events

Pixar Apple iTunes Sell Pixar movies on iTunes
Pixar.com Stream movie trailers, previews and short films

E! Entertainment TV Apple iTunes Sell TV shows on iTunes

The History Channel Apple iTunes Sell TV shows on iTunes
History.com Stream clips and historical footage
AOL.com Stream TV shows and clips on AOL Video
CinemaNow Buy and rent TV Shows
Akimbo Stream TV shows

Source: Piper Jaffray and Co. 
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SELECTED LIST OF ONLINE VIDEO DEALS, PARTNERSHIPS AND COLLABORATIONS, CONTINUED 
 

Parent Company Content Aggregator Distribution  Partner Type of Agreement

Lionsgate
Lionsgate Apple iTunes Sell episodes of "The Dead Zone"

Amazon Sell movies on Amazon Unbox
Netflix Stream movies
Cinemanow Buy and rent movies
Lionsgate.com Stream previews
Wal-Mart Sell movies

Parent Company Content Aggregator Distribution  Partner Type of Agreement

NBC Universal
NBC Youtube Post videos on Youtube to promote prime time shows.

NBC.com Stream television shows for free online supported by advertising
iTunes Sell TV shows on iTunes
Forbes Stream business and financial news
Cnet.com Stream TV show clips
About.com Informational videos
Newsweek.com Stream news programs
Washington Post Stream news programs
Howstuffworks Stream news programs
Access Hollywood Stream entertainment news
Sundance Channel Stream TV and film clips
A&E Stream TV clips
The History Channel Stream TV Clips and historical footage
The Biography Channel Stream TV clips
News Gator Stream news and sports clips
Netflix Stream TV shows

Bravo iTunes Sell TV shows on iTunes

Universal Studios Amazon Sell TV Shows on Amazon Unbox
AOL.com Sell movies  on AOL Video
Cinemanow Buy and rent movies
Movielink Buy and rent movies
Universalpictures.com Stream previews
Akimbo Stream movies
Netflix Stream movies
Wal-Mart Sell movies

Sci-Fi Channel iTunes Sell TV shows on iTunes

A&E Apple iTunes Sell TV shows on iTunes
AEtv.com Stream clips from shows
Amazon Sell TV shows on Amazon Unbox
Akimbo Stream TV shows
Netflix Stream movies and TV shows
AOL Stream TV shows and clips on AOL Video
CinemaNow Buy and rent TV Shows

Showtime iTunes Sell TV shows on iTunes
Unbox Sell TV shows on Amazon Unbox
CinemaNow Buy and rent TV Shows
Yahoo Stream TV shows

USA Network iTunes Sell TV shows on iTunes

Source: Piper Jaffray and Co. 
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SELECTED LIST OF ONLINE VIDEO DEALS, PARTNERSHIPS AND COLLABORATIONS, CONTINUED 
 

Parent Company Content Aggregator Distribution  Partner Type of Agreement

News Corp
Fox iTunes Sell TV shows on iTunes

AOL Sell and stream TV shows on AOL Video
Myspace Stream and sell television shows
Amazon Sell TV shows on Amazon Unbox

Twentieth Century Fox Amazon Sell movies Amazon Unbox
iTunes Sell TV shows on iTunes
AOL.com Sell movies on AOL Video
Cinemanow Buy and rent movies
IGN.com Sell movie downloads.
Netflix Stream movies
Movielink Buy and rent movies
Wal-Mart Sell movies

Parent Company Content Aggregator Distribution  Partner Type of Agreement

Foxmovies.com Stream previews
PBS

PBS Google Sell Charlie Rose shows
iTunes Sell TV shows on iTunes

Parent Company Content Aggregator Distribution  Partner Type of Agreement

Sony
Sony/Columbia Studios Youtube Stream music videos

Sonypictures.com Previews of movies
AOL.com Sell movies on AOL Video
Amazon Sell movies Amazon Unbox
Cinemanow Buy/rent movies
Guba Buy/rent movies
Movielink Buy/rent movies
Sonypictures.com Stream previews
Netflix Stream movies
Wal-Mart Sell movies

Source: Piper Jaffray and Co. 
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SELECTED LIST OF ONLINE VIDEO DEALS, PARTNERSHIPS AND COLLABORATIONS, CONTINUED 
 

Parent Company Content Aggregator Distribution  Partner Type of Agreement

Time Warner
AOL Sony Sell movies on AOL Video

20th Century Fox Sell movies on AOL Video
Universal Pictures Sell movies on AOL Video
Warner Bros Sell movies and TV shows on AOL Video
A&E Sell TV shows on AOL Video
The History Channel Sell TV shows on AOL Video
MTV Networks Sell TV shows on AOL Video
Comedy Central Sell TV shows on AOL Video
VH1 Sell TV shows on AOL Video
TBS Sell TV shows on AOL Video
Fox Sell TV shows on AOL Video
TNT Sell TV shows on AOL Video
QVC Stream QVC television in real time.

CNN AOL.com Stream news clips on AOL Video
CNN.com Streaming news subscription service

Turner Broadcasting AOL.com Sell movies and stream TV shows on AOL Video.
iTunes Sell TV shows on iTunes

Warner Brothers Amazon Sell movies Amazon Unbox
Cinemanow Buy/rent movies and TV shows.
AOL.com Sell movies and stream TV shows on AOL Video.
Guba Buy/rent movies
Akimbo Stream movies
Netflix Stream movies
Bittorrent Sell and rent movies
Movielink Buy and rent movies
Warnerbrothers.com Stream movies
Wal-Mart Sell movies

Parent Company Content Aggregator Distribution  Partner Type of Agreement

Viacom
MTV MTV.com Stream television shows for free online supported by advertising

AOL.com Stream TV shows and clips on AOL Video
Google Video syndication
Atomfilms.com Stream animation clips
Amazon Sell TV shows on Amazon Unbox

Nickelodeon Networks AOL.com Stream TV shows and clips on AOL Video
Nick.com Stream TV shows and clips
iTunes Sell TV shows on iTunes
Google Video syndication

Comedy Central AOL.com Stream TV shows and clips on AOL Video
Amazon Sell TV shows on Amazon Unbox
Google Stream certain Comedy Central shows

Paramount AOL.com Sell movies  on AOL Video
Amazon Sell movies on Amazon Unbox
Netflix Stream movies
Movielink Buy and rent movies
Paramountpictures.com Stream movies
Akimbo Stream movies
Wal-Mart Sell movies

Source: Piper Jaffray and Co. 
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We believe online video will take center stage in 2007, while usage of traditional media 
declines and online content usage fragments, with a corresponding shift away from 
large portals. As we believe the proliferation of online video will be the defining trend 
of 2007, we conducted a survey of Internet users to better understand usage patterns 
and the online video landscape. Key findings from our survey include the following: 
 
• YouTube and network TV sites are the most popular online video destinations  
• The popularity of the Networks is important as it suggests the mainstreaming of 

video usage beyond just amateur user-generated videos. 
• News, movie previews, amateur videos, and music videos are the most popular 

content types  
• Limited ads are tolerable, but paid online videos are not  
 
Our survey findings confirm our beliefs as follows: 1) online video will impact the time 
consumers spend on other types of media, especially on TV; 2) professional content 
creators and networks are taking online video very seriously; 3) the increased use of 
video will condition users to expect more video content, and thus gradually move them 
toward sites with richer video content; and 4) online video can be monetized through 
advertising. We expect a number of new companies to surface, focusing on 
distributing, sharing, rating, finding, and viewing video content, and we have provided 
a partial list of destination sites attempting to capitalize on the proliferation of online 
video (see Exhibit 62). 
 

About 44% of the our survey respondents watch online videos on YouTube, while 41% 
watch online videos on a TV network's site, indicating the increasing popularity of 
traditional networks as destination properties. About 78% of the 18-24 year old 
respondents use YouTube. However, usage is less concentrated in older demographics. 
60% of 25-34 year olds use YouTube, 43% use TV network sites, and 32% use Google 
Video. Among 35-44 year old respondents, 37% use YouTube, 40% use TV network 
sites, 37% use MSN video, and 23% use Google Video and Yahoo! Video. Among 45-
54 year olds, 47% use TV network sites, 22% use YouTube, 25% use Google Video, 
26% use Yahoo! Video, and 28% use MSN video. Among the 55 year old and over 
demographic, only 11% use YouTube, 33% use TV network sites, 22% use MSN 
video, and 22% use Yahoo! Video. 
 

2006 Online Media 
Survey Video 
Findings 

YouTube And TV 
Network Sites Are 
Popular 
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Among respondents who do watch videos online, 51% indicated they watch news, 41% 
indicated they watch movie previews, 38% indicated music and amateur videos, and 
26% indicated TV shows. We note this year marks the first year the TV networks 
began using the Internet as a distribution channel, so the 26% is an impressive 
indication of the potential popularity of viewing TV shows online. 
 

Exhibit 65  

POPULARITY OF ONLINE VIDEO SITES  

Where Do You Go To Watch Video Content Online? (Percentage of Total) 
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Source: Piper Jaffray & Co. 2006 Online Media Survey 
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Approximately 40% of our survey respondents indicated they are willing to watch 
limited commercials before an online video (assuming that the online video is free), and 
approximately 80% indicated they are not willing to pay for online videos. 
 

Exhibit 66  

TYPE OF ONLINE VIDEO CONTENT 

What Type Of Video Content Do You Watch Online? 

Sports 
highlights

9%

Television 
shows
11%

Music videos
16%

Amateur videos
16%

Movie previews
17%

News
21% Live sporting 

events
3%

Full length 
movies

3%
Other
4%

 
Source: Piper Jaffray & Company 2006 Online Media Survey 
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Exhibit 67  

ACCEPTANCE OF ADVERTISING PRIOR TO ONLINE VIDEOS 

Are You Willing To Watch Ads Online? 

Maybe - 
depends on 

the video
31%

No
30%

Yes is < 30 
secs
13%

Yes
14%

Yes if < 15 
secs
12%

 
Source: Piper Jaffray & Co. 2006 Online Media Survey 
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CHAPTER 5 

The Consumer And 
The Usage Trends 

 

• Internet usage is mainstream – 70% of U.S. households online, 
across all demographics. 

 
• Middle-aged users make up the bulk of Internet usage today. 
 
• The digital divide still exists with race and income disparities. 
 
• As income rises, Internet usage increases and TV watching 

decreases. 
 
• Approximately 25% of Internet usage is on content consumption, 

46% on utility, and 31% on hybrid usage. 
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For the first few years after the Internet’s adoption in 1995, marketers viewed the Web 
as a special medium for reaching consumers for a few niche product categories, such as 
technology. By the late 1990s, with the Dotcom Bubble nearing its peak, online 
advertising was principally a method for Web-only brands to acquire “eyeballs.” After 
the over-excitement of the Dotcom era subsided, however, savvy marketers saw the 
Internet for what it is: A large and rapidly growing medium that allows for targeted 
marketing and instant campaign feedback and optimization.  
 
Nearly 70% of the U.S. population currently uses the Internet, and we project 
penetration will increase to more than 75% by 2010, with the bulk of the non-users 
coming from the edges of the demographic spectrum.  
 

Contrary to popular belief, Internet usage is not dominated by young people; in fact, 
82% of U.S. Internet users are over 18, spending 88% of the total online minutes versus 
the 75% of the general population that are over 18. With the exception of a drop-off 
post age 65, Internet users closely mirror the U.S. Census data in age, sex, and 
geographic distribution demographics, suggesting the Internet has become a 
mainstream medium. Exhibit 69 shows the demographics of Internet users in the 
United States in 2006, compared with the demographics five years earlier, showing the 
growing mainstreaming of the Web. 
 

Who Is Online? 
Nearly Everyone 

Exhibit 68  

U.S. INTERNET USAGE  
Historical And Projected Internet Usage In The United States (In Millions) 

0

100

200

300

2000 2001 2002 2003 2004 2005 2006E 2007E 2008E 2009E 2010E

0%

20%

40%

60%

80%

Internet Users Penetration
 

Source: Nielsen/NetRatings and Piper Jaffray & Co. Estimates 
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Contrary to popular belief, Internet usage is not dominated by teens and youth. In fact, 
outside of the ends of the demographic spectrum (under 18 and over 65), Internet users 
in the United States closely mirror the general population, as displayed in Exhibit 70 
below.  
 

Exhibit 69  

ONLINE VERSUS OFFLINE U.S. DEMOGRAPHICS 

Online 
Population 2001 

Online 
Population 2006 U.S. Population

U.S. Population (in millions) 110.8 157.1 281.4

Males 48% 48% 49%
Females 52% 52% 51%

Age demographics:
Under 18 18% 20% 26%
Adults (18+) 82% 80% 74%
Users between 21 and 34 23% 17% 20%
Users between 35 and 49 32% 28% 23%
Users between 50 and 64 18% 23% 15%
Users 65 and over 5% 9% 12%

Racial breakdown:
White 88% 89% 80%
Black 9% 8% 13%
Asian 2% 2% 4%
Other 1% 1% 3%

Regional distribution:
West North Central 8% 8% 7%
Mountain 6% 7% 6%
Pacific 17% 17% 16%
New England 6% 5% 5%
Mid Atlantic 15% 15% 14%
South Atlantic 17% 18% 18%
East South Central 5% 4% 6%
West South Central 10% 10% 11%
East North Central 17% 16% 16%

Household income:
Less than $25,000 6% 6% 28%
$ 25,000 - 49,999 28% 23% 23%
$ 50,000 - 74,999 30% 27% 18%
$ 75,000 - 99,999 17% 19% 11%
$ 100,000 - 149,999 11% 16% 10%
$ 150,000+ 5% 8% 9%
No Response 1% 3% NA

Source: Nielsen/NetRatings data, September 2001 and 2006 and U.S. Census Bureau – 2000 Census 

The Internet Isn’t 
Just For Teens  
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This slight over-representation of middle-aged users is noticeably starker when we 
consider time spent online. The 35-49 year old users dominate online usage, consuming 
38% of the total minutes of U.S. online activity, as shown in Exhibit 71, which is based 
on September 2006 usage patterns. 
 

Exhibit 70  

U.S. INTERNET USERS VERSUS U.S. POPULATION 
By Age Demographic 
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Exhibit 71  

PERCENTAGE OF ONLINE MINUTES CONSUMED 
By Age Demographic 
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Although not “raised online” like many of today’s teens, older users are accessing the 
Internet at work and at home for utility (such as email, search, and commerce), 
content, and even newer communitainment sites. Even sites like MySpace and 
Facebook, who have traditionally targeted a youth audience, are seeing 46% and 19% 
of their audiences, respectively, coming from users older than 35 (see Exhibit 39). 
 

Despite the overall mainstreaming of the Internet, Internet users tend to be wealthier, 
with only 6% of the online population having annual household income below $25,000, 
compared to 28% of the U.S. population. More disturbing is the fact that over the last 
five years, little progress has occurred in this area. 
 

Beyond the lowest and the highest income groups, every other income bracket is over-
represented in the online world, with the biggest over-representation in the middle class 
category of $50,000-$75,000 bracket. At the higher end, 22% of the online audience 
household income tops $100,000, compared to 19% for the general population. While 
this Digital Divide is worrisome from a social perspective, to advertisers and online 
publishers it is boon: It provides a medium that gives both broad reach across 
geographies and age demographics but slants toward those with more disposable 
income. Exhibit 72 shows the income distribution among Internet users, compared 
with the general population. 
 

The Poor Are Still 
Offline 

Online Population is 
Wealthier 

Exhibit 72  

U.S. INTERNET USAGE BY HOUSEHOLD INCOME 
Online Versus Offline 
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More interestingly for advertisers is how household income relates to total media 
consumption and how the Internet stacks up versus traditional media. Although 
household income seems to have little effect on the total number of minutes spent 
consuming media (about 520 minutes per day on average), there are notable differences 
between how different income groups allocate their time. The higher-income 
Americans allocate more time reading newspapers than lower-income Americans (6% 
of total media consumption time versus 4%), while radio and magazine consumption 
seem to show only limited correlation with income levels. TV, the undisputed king of 
mass media distribution, and the Internet, the up-and-coming contender to the throne, 
show very strong and opposite correlations with household income level—as income 
levels rise, TV usage falls and Internet usage rises, as seen in Exhibit 73. 
 

In order to distribute ad spending effectively across different media, advertisers should 
consider the relative consumption of the Internet versus TV. As expected, younger 
Internet users tend to spend more time online as a percentage of television time, but 
most interesting for advertisers is overlaying spending levels on these media 
consumption demographics. Although Internet usage as a percentage of TV 
consumption begins to drop off before hitting the highest spending demographic (45-
54), and falls quickly thereafter, advertisers are much more concerned with the 
increasing side of the spending curve, creating brand awareness, and cementing 
consumer behavior early, as shown in Exhibit 74.  
 

Exhibit 73  

U.S. INTERNET AND TV USAGE 
As A Percentage of Total Media Consumption By Household Income 
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With time spent online as a percentage of TV viewing well above 50% in the top four 
demographics, and online ad spend in 2005 hovering around 13% of TV spending, it 
seems clear the public at large has adopted the new technology and medium far faster 
than advertisers. In addition, it is important to consider how these trends will shift in 
the next five years, as behaviors of each demographic shift with age toward the right of 
the chart shown in Exhibit 74. We estimate that by 2010 usage by each demographic 
group will increase between 5% and 10%, as the generations that grew up with the 
Internet age, and online tools and computers become easier to use for older Americans.  
 

Exhibit 74  

TIME SPENT ONLINE AS A PERCENTAGE OF TV TIME  

Among Internet Users Compared To Average Annual Spending By Age Demographic 

0%

10%

20%

30%

40%

50%

60%

70%

15 to 24 25 to 34 35 to 44 45 to 54 55 to 64 65 and over

$-

$10

$20

$30

$40

$50

$60Online Time as % of TV Time

Annual Expenditures/Consumer Unit (in thousands)

Source: comScore, September 2006 data and The Bureau of Labor Statistics’ American Time Use Survey 2004 

February  2007



110  |  The User Revolution  Piper Jaffray Investment Research  

Communication, particularly through email, still dominates Internet usage across most 
demographics. According to a Pew Internet & American Life Project survey, email 
usage stands at about 90% of online users and varies very little across age 
demographics. Activities typically associated with Usites, such as reading and writing 
blogs, however, are still skewed toward the younger demographics, but the numbers 
are still impressive. For example, approximately 40% of Internet users under 29 read 
blogs, while 20% actually write and publish their own blogs. 
 

Our own survey of online usage habits supports this view: Although email is still the 
dominant application of the Internet, Usite-related activities (such as reading and 
writing blogs) are becoming increasingly popular. 
 

What Are Consumers 
Doing Online?  

Exhibit 75  

PERCENTAGE OF INTERNET USERS USING DIFFERENT ONLINE TOOLS AND CONTENT BY AGE DEMOGRAPHIC 
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The checking of news, blogs, weather, sports, videos, and email online has become as 
commonplace as the average American’s historical habit of reading the newspaper or 
watching TV.  
 

The wide variety of online activities offers different opportunities for advertisers to 
reach and impact consumers, with some activities hardly conducive for advertising, 
while others are very effective. We believe this distinction is critical in the final 
outcome of what portion of ad dollars will be spent online. Unlike TV, which has 
nearly 100% of its content monetizeable, a large part of the activities online are what 
we call utility functions – similar to the way a consumer may use a telephone or other 
device to get a task done, or to communicate. These activities, in our view, are very 
difficult to monetize. 
 
Our research suggests that currently 25% of the activities performed online (measured 
by time spent) are what we would broadly call Content, similar to the content 
consumed on traditional media channels. By contrast, about 46% of the activities 
online are for what we have categorized as Utility, which includes email and other 
communications, as well as commerce and search. There is a third category, however, 
that we termed “Hybrid” as it involves both utility and content consumption, mainly 
through communitainment-type activities. This group falls in between content and 
utility in terms of its potential for monetization. This Hybrid segment is by far the 
fastest-growing segment; in just 18 months from April 2005 to October 2006, of the top 
100 sites on the Internet, usage of Hybrid sites went from 3% to 24% of total online 
minutes. We believe the growth of online ad spending is largely dependent on the 

Exhibit 76  

PIPER JAFFRAY 2006 ONLINE MEDIA SURVEY: FREQUENCY OF INTERNET 
SERVICE USE 

How Often Do You Use The Following Online Services? 

25.9

27.7

28.0

36.2

41.3

42.7

44.8

46.2

55.5

56.9

57.6

100.0

0 25 50 75 100

Podcasting

Voice communication (VoIP)

Publish my own blog

Video Downloads

Social networking

Videos Search & Watch

Read blogs

Music Search & Download

Online Purchasing

Instant messaging (IM)

Local Search

Email

W
ei

gh
te

d
A

ve
ra

ge
of

P
eo

p
le

R
es

p
on

de
d

(I
n

de
xe

Source: Piper Jaffray & Co. 2006 Online Media Survey 

Content Versus 
Utility: The Value Of 
Different Online 
Activities For 
Advertisers 

February  2007



112  |  The User Revolution  Piper Jaffray Investment Research  

growth of both main content categories as well as this new hybrid sector. Exhibit 77 
below shows the percentage of these activities, as we measured in October 2006. 
 

Exhibit 77  

TYPES OF SITES USED ONLINE - CONTENT, UTILITY, AND HYBRID 

Segmentation Of Internet Usage Based On Total Minutes Consumed Of The Top 100 Sites 

 

Source: comScore Networks, segmentation by Piper Jaffray & Co. 
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The rapid success of YouTube and its 100 million video streams per day is emblematic 
of the overall trend of online video consumption. We expect the video category to be 
singularly responsible for the vast majority of growth in the content segment. What 
types of videos are people watching online? Our recent survey shows news, movie 
previews, amateur videos, and music videos as the top four online video categories. A 
recent poll by AOL and the Associated Press (see Exhibit 78) also supports these 
findings, showing that news, television/movie clips, music videos, sports highlights, and 
amateur (user-generated) videos are the most popular video content categories.  
 

We believe the type of Internet activity is important as certain Internet activities are 
more easily monetized through advertising. Specifically, content consumption is much 
more conducive to advertising than utility functions such as checking email or chatting 
on IM. As such, the proliferation of online video is a potentially lucrative opportunity 
for online advertisers, because it vastly increases monetizable inventory of Internet 
content. Google’s recent acquisition of YouTube demonstrates the future value that 
Google places on the opportunity to monetize YouTube’s large inventory of video 
content. 
 

Video Consumption 
Fueling Content 
Growth 

Exhibit 78  

MOST POPULAR VIDEO CATEGORIES 

Percentage Of Internet Viewers That Have Viewed Online Video In A Given Category 
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CHAPTER 6 
 

The Ad Inventory: 
Destinations And 
Services 

 
• Portals maintain the highest reach, but the fastest growing category 

of destinations is communitainment sites, such as MySpace and 
Facebook. 

 
• The most valuable advertising for broad reach inventory is in the 

categories of Portals, Search, News, and Entertainment. 
 
• The communities are the best new inventory for establishing close 

connection with users and creating engagement.  
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For the purposes of assessing their usefulness for advertising, we divided all online 
activities into eight groups. These groups are shown in Exhibits 80 and 83, including 
the top 10 sites within each category, and the reach and time spent (page views) of each 
category. In order to best understand the suitability of each of these eight categories for 
advertisers, we must look at their key attributes—which we consider to be their size 
(reach), amount of time spent on the category (attention share), and their targetability. 
The last attribute, targetability, is a composite index of qualities that we consider the 
category possesses, which enables advertisers to engage the consumers with their 
message.  
 
Targetability, in this sense, includes user information, but also takes into account other 
factors such as whether the type of user activity revolves around content consumption 
or transaction/utility user functions. It also accounts for how deeply users engage with 
advertisers based on the type of content that is consumed in the category. For example, 
we believe news and weather sites, which in traditional media represent a core focus for 
advertisers, do not have high targetability in the new advertising regime because 
advertisers, in most cases, cannot integrate their brand or message effectively with the 
content. 
 

The Eight Activity 
Groups On The Web 

Exhibit 79  

THE EIGHT CATEGORIES OF ONLINE INVENTORY 

An Index Of Size, Targetability, And Time Spent 

Note: Circle size denotes reach of each category. 

Source: Piper Jaffray and Co. 
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In exhibit 79, we constructed a chart that incorporates the three metrics of reach, time 
spent, and targetability that clearly demonstrates portals’ advantage in reach and time 
spent and thus are ideal for general brand advertising. We note that our classification 
of portal includes new networks, such as MySpace, which comprise a large part of the 
daily usage of many Internet users (many MySpace users will spend two to three hours 
a day on MySpace). Search, as expected, has the best targetability and also very high 
reach, but time spent on search is small. News, weather, and sports sites have both 
limited size and time spent, but they offer some targetability. By comparison, 
entertainment and community sites offer relatively large reach, good time spent, and 
good targetability. Finally, communications sites, despite their high reach and time 
spent, are relatively poor channels for brand advertising, in our opinion. Below, we 
describe each of these: 
 
Portals. The most popular group in terms of reach is the portals. This is possibly the 
least cohesive of our eight categories, but we felt compelled to include it as portals still 
draw large amounts of traffic. However, most of this traffic then leaves to either 
specific areas of the portal or to other specialty sites. Yahoo! leads the portals, followed 
by MySpace (which we consider a portal), MSN, and AOL. We consider the activities 
that most users do on portals as highly general and varied. As such this category is best 
for reach, not targeting. 
 
Search. Search as a category is the second largest in terms of reach. While the search 
category has pervasive reach, users do not spend much time on search sites, as the 
efficiency of search allows customers to immediately go to their target destination, 
using search as a fast navigation tool. Despite the limited time spent on search sites, 
search provides advertisers with the greatest targetability by providing relevant ads or 
search results in response to the user’s query. As such, search’s marketing value, 
beyond direct customer acquisition, is still very high, as advertisers can have the best 
impact for their brand when the users are looking for a product or topic related to the 
advertiser’s brand. 
 
Commerce. The reach and time spent on commerce sites are significant, but commerce 
sites in general are not conducive to advertising. Commerce sites are largely transaction 
sites and despite efforts by some sites, including Amazon, to turn the site to a multi-
activity area, users go to those sites for one reason: to buy a product. It is similar to the 
way consumers go to a physical store. As such, the value of commerce sites for general 
advertising is highly limited and thus their targetability, beyond guiding a user to a 
specific area of the commerce site, is very low.  
 
Entertainment. Entertainment sites have a strong position on the Web, much more so 
than in the traditional media, in our opinion. This is because on the Web, 
entertainment is heavily intertwined with other activities, especially communications, 
and is a core part of communitainment. The entertainment category enjoys very large 
reach (higher than communities and comparable to search), a relatively high time 
spent, and strong targetability. As such, we believe the entertainment category is one of 
the best areas for advertisers. In the entertainment category, we have included sites and 
networks that provide music, video, movies, or other types of entertainment (excluding 
pornographic content).  
 
Community. Community sites that emphasize communication rather than content are 
becoming a cornerstone of Communitainment. A core functionality of these sites 

We believe communities, 
search, and entertainment 
should be the top three focus 
categories for advertisers

February  2007



118  |  The User Revolution  Piper Jaffray Investment Research  

includes areas where users gather to find friends and chat with them. Many of these 
sites have become full-fledged communitainment sites, while others are in the early 
stages of their development. In either case, we view the advertising value of this 
category as very high, but we also note that this is one of the more difficult categories 
for advertisers as it requires careful targeting and advertiser engagement. As such, 
while direct targetability of community members is easy, brand association is more 
difficult and requires more strategic thinking. Communities also have a high reach and 
strong time spent. Overall, we believe communities, along with search and 
entertainment, should be the top three focus categories for advertisers.  
 
Communications. Communications consists primarily of email and instant messaging, 
which have become pervasive online activities. Despite the large amount of time spent 
on communications, we believe email and instant messaging are utility functions and 
are not very suitable for many types of branding. In general, when a user focuses on 
accomplishing a specific task, they are much less receptive to a commercial message, 
unless the message is integrated with the task, which is the case with communitainment 
and search. As such, we believe pure communication activities have relatively low 
targetability, and despite their average reach and high time spent, should be considered 
secondary inventory sources for the advertisers. 
 
News/Weather/Sports. This category includes the traditional news sites, as well as the 
sports and weather sites. These categories currently garner a significant component of 
advertising dollars, but we believe that the targetability of this segment is not as high as 
communities or entertainment sites. As such, we believe this category will be used to 
supplement reach for general branding, but association of brand with the content will 
be difficult except in specialized areas.  
 
Games. Games are a popular and relatively large category on the Internet, but they are 
most suitable for very specific types of advertising. We believe the targetability of these 
sites is limited because users are heavily engaged in game activity. Unless advertisers 
embed their message in the game or otherwise closely intertwine the brand within the 
game, the efficacy of ads will be very low. Games also have the smallest reach of all 
eight categories.  
 
Exhibit 80 provides more granular detail about Internet activity and the most popular 
destinations within each category. 
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Exhibit 80  

THE EIGHT CATEGORIES OF ONLINE INVENTORY - PAGE VIEWS 
(Millions) 

Category Category

Portals 113,564 103,097 10% Communications (Email and IM) 20,455 25,372 -19%

Yahoo! Sites 41,605 43,649 -5% Yahoo! Mail 20,986 13,926 51%

MySpace.com 37,919 11,552 228% MSN Hotmail 7,758 7,593 2%

MSN-Windows Live 17,612 17,832 -1% AOL Email 5,100 5,876 -13%

AOL 13,630 25,209 -46% Comcast.net WebMail 1,372 1,166 18%

Lycos, Inc. 325 491 -34% Google Gmail 1,257 853 47%

Netscape 254 1,059 -76% AIM.com/AIM App 928 880 5%

Univision.com 224 138 62% Yahoo! Insider 266 306 -13%

iWon 214 458 -53% Yahoo! Messenger 60 9,113 -99%

MyWay.com 194 491 -60% MSN-Windows Live Messenger 26 397 -93%

Terra Networks 72 37 95% AOL Instant Message 14 7,552 -100%

*Average of Email and IM

Community 63,966 16,604 285% Search 14,749 14,869 -1%

MySpace.com 37,919 0 N/A Google Search 6,092 6,666 -9%

Facebook.com 9,437 3,375 180% Yahoo! Search 2,782 2,175 28%

Disney Online 991 550 80% Ask Network 1,757 1,858 -5%

Nickelodeon Network 520 293 78% MSN-Windows Live Search 1,020 1,443 -29%

Yahoo! Member Directory 291 440 -34% MySpace Search 939 236 298%

iVillage.com: The Womens Network 233 358 -35% AOL Search Network 788 692 14%

Yahoo! Photos 222 222 0% Infospace Web Search 124 165 -25%

Yahoo! Geocities 161 245 -34% QuickBrowserSearch.com 99 155 -36%

Lycos Tripod 80 82 -2% Lycos Network Search 43 78 -45%

AOL Hometown 37 63 -42% LookSmart 18 17 6%

Commerce 36,805 34,716 6% Games 10,282 12,037 -15%

eBay 10,615 10,995 -3% EA Online 1,499 4,613 -68%

Amazon Sites 1,461 1,618 -10% WildTangent Network 666 9 NM

Wal-Mart 853 941 -9% Yahoo! Games 659 1,142 -42%

Target Corporation 578 552 5% AOL Games 492 959 -49%

Apple Computer, Inc. 455 267 71% MSN Games 285 349 -18%

Ticketmaster 355 443 -20% Atom Entertainment 206 0 N/A

Overstock.com 284 340 -16% GameSpot 171 140 21%

Best Buy Sites 276 195 41% IGN Entertainment - Games 162 158 3%

Shopzilla.com Sites 148 164 -10% MiniClip.com 133 94 42%

Yahoo! Shopping 62 66 -7% RealOne Arcade Sites 43 88 -51%

Entertainment 28,035 23,173 21% News/Weather/Sports 9,593 9,606 100%

Viacom Digital 3,018 0 NM Yahoo! Sports 2,333 0 N/A

YouTube 1,530 10 15084% ESPN 1,149 0 N/A

AOL Entertainment 1,113 1,561 -29% Yahoo! News 857 635 135%

CBS Corporation 1,001 3,580 -72% CNN 806 956 84%

Disney Online 991 550 80% NFL Internet Group 745 0 N/A

Gorilla Nation Media 552 417 32% AOL News 738 212 348%

Yahoo! Music 548 1,032 -47% FOX Sports on MSN 680 0 N/A

MSN Entertainment 525 548 -4% Weather Channel, The 662 524 126%

Real.com Network 347 360 -4% Weatherbug Property 631 893 71%

iTunes Software (App) ... 0 N/A MSNBC 590 653 90%
**Average of News and Sports

Oct-05 Y/YOct-06 Oct-05 Y/Y Oct-06

Source: comScore Networks, October 2006 data 
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Our analysis of Internet usage patterns indicates that the portal category achieves the 
highest overall reach followed by search, commerce, entertainment, communication, 
community, news, games, health, and sports. While all of these categories are highly 
monetizable, we believe it is more difficult to monetize the commerce, community, and 
communication categories, as they do not center on content consumption, which we 
believe is the most highly monetizable inventory category. Within the portal category, 
Yahoo! remains the dominant player followed by MSN, AOL, and MySpace. Within 
search, Google leads followed by Yahoo!, Ask, MSN, and AOL. While portals and 
search achieve significant reach, we believe the Internet is becoming increasingly 
fragmented and that the long tail of Internet content and community-related sites will 
flourish. As such, while we expect brand advertisers to continue to look to the portals 
for advertising reach, we believe advertisers will increase their spending on ad 
networks, which achieve significant reach by monetizing the long tail of the Internet 
with efficiency. 
 

While portals and news sites provide vast reach, the engagement level of users with 
these sites is typically limited. The content consumption on these sites obviously 
provides good “traditional” ad inventory, but users typically are not associating 
themselves in a particular way with these sites. By contrast, users are heavily involved 
in most community, Usites, and Communitainment types of activities, and this is where 
the advertisers have a golden opportunity to become part of the consumer’s “friends,” 
and where users will associate with certain types of online entertainment, content, or 
activity. Such an association, in our opinion, is one of the strongest marketing vehicles 
available to advertisers. 
 

Best Category For 
Engagement: 
Communities And 
The 
Communitainment 
Sites 

Exhibit 81  

REACH, ENGAGEMENT, AND MONETIZATION POTENTIAL INTERNET CATEGORIES 
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In this section, we will review and discuss the top 20 destinations on the Internet in the 
United States, which we call the Big Inventory, as we believe it represents 
approximately 30% of total online inventory in the United States. Exhibit 84 shows 
these destinations and their reach among Internet users. Yahoo! leads the way, 
followed by AOL, MSN, and Google. These four are members of the 100 Million Plus 
Club, each receiving more than 100 million unique visitors per month. Fox Interactive, 
at 74 million (up from 32 million in 2005) through MySpace, is rapidly closing in, but 
has not yet joined this club.  
 

Based on our estimates and published reports, we believe the top 10 publishers we 
listed in Exhibit 82 generate approximately $15.3 billion in global online advertising 
revenue (including search and display ads), which is about 50% of our estimated $31.2 
billion revenues for the global online advertising market in 2006. Google, the largest 
player by far, is responsible for nearly 20% of global advertising revenues. 
 

The top 20 destinations listed in Exhibit 84 have all become highly popular sites—some 
over time like iVillage, others overnight, like YouTube. These sites drive the majority 
of their revenues from online advertising. As such, they are usually highly coveted 
inventory for the advertisers and the first sites that advertisers buy. Beyond the Big 
Inventory, the remaining sites represent about 59% of total online ad inventory. 
Although many of these sites are small and focus on niche audiences, some can be very 
valuable in that they could represent highly targeted or engaged users. Examples of 
these sites include Soccernet.com, dietfacts.com, and kayakonline.com, which cater to 
small but dedicated audiences that have identifiable consumer interests that marketers 
can target. 

The Big Inventory: 
Top 20 Web 
Destinations  

Top 10 U.S. 
Publishers Generate 
50% Of Global Ad 
Revenues 

Exhibit 82  

REVENUE OF TOP 10 PUBLISHERS  

Property Unique Visitors

2006 Estimated 
US Revenue 
(millions)

Percentage of 
Global Online Ad 

Spending

1 Yahoo!1 131,443 $4,560 15%

2 AOL2 120,980 $1,900 6%
3 MSN 116,506 $1,050 3%

4 Google1 112,845 $6,018 19%
5 Fox Interactive 73,273 $350 1%
6 Ask 55,572 $468 2%
7 Viacom Digital 40,042 $350 1%
8 NY Times 39,242 $250 1%
9 The Weather Channel 32,606 NA NA

10 CNET 31,969 $379 1%

Total of Top 10 Sites $15,325 49%
Estimated Global Online Ad Spending $31,170 100%

Rank

1Yahoo! and Google estimates are gross revenue before traffic acquisition costs 
2 AOL data is inclusive of Advertising.com revenue which is gross (before traffic acquisition costs)3 Based on extrapolation 
from FY 2006 (June) results. 

Source: Piper Jaffray & Co. and companies reports 

 

Google, the largest player by 
far, is responsible for nearly 
20% of global advertising 
revenues
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Exhibit 83  

REACH OF INTERNET CATEGORIES AND PROPERTIES 
(Percentage, October 2006) 
 
Portals 94 Community 74
 Yahoo! Sites 75     MySpace.com 32
 MSN-Windows Live 58     Disney Online 15
 AOL 52     Yahoo! Geocities 11
 MySpace 32     iVillage.com: The Womens Network 10
 Lycos, Inc. 15     Facebook.com 9
 Netscape 5     Lycos Tripod 9
 iWon 2     Nickelodeon Network 7
 MyWay.com* 2     Yahoo! Photos 6
 Terra Networks 2     AOL Hometown 6
 Univision.com 1     Yahoo! Member Directory 5
*Average of Email and IM

Search 86 Communications (Email and IM) 60
 Google Search 58     Yahoo! Mail 46
 Yahoo! Search 44     MSN Hotmail 26
 Ask Network 32     AOL Email 23
 MSN-Windows Live Search 24     AIM.com/AIM App 17
 AOL Search Network 23     Yahoo! Messenger 13
 MySpace Search 14     Yahoo! Insider 12
 QuickBrowserSearch.com 7     MSN-Windows Live Messenger 9
 Lycos Network Search 4     AOL Instant Message 9
 LookSmart 4     Google Gmail 6
 Infospace Web Search 3     Comcast.net WebMail 4

*Average of Email and IM

Commerce 82 News/Weather/Sports 55
 eBay 47     New York Times Digital 25
 Amazon Sites 30     Weather Channel, The 20
 Apple Computer, Inc. 19     Yahoo! News 20
 Wal-Mart 16     MSNBC 15
 Target Corporation 14     CNN 13
 Shopzilla.com Sites 13     AOL News 12
 Yahoo! Shopping 9     ESPN 12
 Ticketmaster 8     Yahoo! Sports 10
 Overstock.om 8     FOX Sports on MSN 9
 Best Buy Sites 8     NFL Internet Group 9

**Average of News and Sports

Entertainment 81 Games 48
 Viacom Digital 21     Yahoo! Games 12
 AOL Entertainment 21     AOL Games 8
 Gorilla Nation Media 15     EA Online 8
 Disney Online 15     MSN Games 6
 CBS Corporation 14     Atom Entertainment 5
 YouTube 14     IGN Entertainment - Games 4
 Yahoo! Music 13     RealOne Arcade Sites 4
 iTunes Software (App) 13     WildTangent Network 4
 MSN Entertainment 12     GameSpot 4
 Real.com Network 12     MiniClip.com 3

Source: comScore Networks and Piper Jaffray & Co. 
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Yahoo! is the largest worldwide portal with 423 million unique users worldwide, as of 
December 31, 2006. The company reaches approximately 75% of the U.S. market and 
is the largest network in terms of unique visitors. Yahoo! also consistently leads in 
average time spent on its properties, primarily due to the popularity of Yahoo! Mail. 
Yahoo! Search, Local, News, Maps, Music, and Games also attract significant traffic. 
Yahoo! segments revenues into two distinct revenue streams: Marketing Services and 
Fees. Within Marketing Services, Yahoo! has two major sources of revenue: 
Advertising and Search. Advertising revenues are typically generated through the sale 
of display ads, rich media ads, sponsorships, and listing fees. Yahoo! Search is the 
second-largest search destination, in terms of total queries, after Google. Recently 
Yahoo! has pushed into user-generated content with its acquisitions of flickr and 
del.ici.ous, and its Yahoo! Answers and Yahoo!360 products. 
 

Exhibit 84  

TOP 20 DESTINATIONS TRAFFIC DATA 
 

Rank Property
1 Yahoo! 131,443 76% 35,927 9% 8%
2 AOL 120,980 69% 16,600 6% 4%
3 MSN 116,506 67% 17,968 4% 4%
4 Google 112,845 65% 13,387 1% 3%
5 Fox Interactive 73,273 42% 41,450 0% 9%
6 Ask 55,572 32% 1,711 0% 0%
7 Viacom Digital 40,042 23% 3,527 0% 1%
8 New York Times Digital 39,242 23% 481 0% 0%
9 The Weather Channel 32,606 19% 599 0% 0%
10 CNET 31,969 18% 644 0% 0%
11 Disney Online 25,049 14% 1,067 0% 0%
12 CBS 23,164 13% 740 0% 0%
13 Lycos 22,598 13% 312 0% 0%
14 Facebook 19,429 11% 9,064 1% 2%
15 Gannet Sites 18,167 10% 429 0% 0%
16 iVIllage 17,686 8% 195 0% 0%
17 ESPN 17,095 10% 960 0% 0%
18 EW Scripps 16,235 9% 439 0% 0%
19 Cox Enterprises 14,420 8% 831 0% 0%
20 WebMD 13,552 8% 168 0% 0%

Unique 
Visitors Reach Page Views

% of Total 
Internet - 2005

% of Total 
Internet - 

2006

Source: comScore Networks, December  2005, 2006 Data 

Yahoo! Inc. (YHOO) 
 
Business Overview 
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Yahoo! is the No. 2 search player with approximately 29% market share, as of 
December 2006. While Yahoo! search has underperformed relative to Google, we 
expect Yahoo!’s new search and advertising monetization platform, code-named 
Panama, to fully launch in Q107. We expect Panama to enhance Yahoo!’s ability to 
monetize search by maximizing total yield (click-through rate times cost-per-click) in 
determining the position of the ad on the page (Yahoo!’s current system is based only 
on bid price). This change should step up Yahoo!’s search revenue by increasing click-
through rates, as more relevant ads get higher placement.  
 

We estimate that Yahoo! will generate net revenues of $5.3 billion and $2.1 billion in 
EBITDA in 2007. Of this $5.3 billion in revenue, we estimate $4.4 billion, or 83%, will 

Exhibit 85  

YAHOO! KEY TRAFFIC METRICS 
 
Property
Yahoo! Homepages 89,298 51.4 3,624 25.7
Yahoo! Mail 78,914 45.4 18,031 287.8
Yahoo! Search 75,902 43.7 2,734 11.5
Yahoo! Local 15,764 9.1 78 3.3
Yahoo! News 33,848 19.5 928 25.3
Yahoo! Maps 18,005 10.4 284 10.7
My Yahoo! 24,735 14.2 603 23.1
Yahoo! Music 24,233 14.0 495 15.9
Yahoo! Games 23,155 13.3 660 78.6
Yahoo! Geocities 18,281 10.5 151 3.8
Yahoo! Shopping 19,210 11.1 88 2.4
Yahoo! Sports 15,335 8.8 1,949 95.7
Yahoo! Finance 9,532 5.5 406 31.2
AT&T Yahoo! 13,990 8.1 697 55.2
Yahoo! Travel 8,457 4.9 43 2.8
Yahoo! Photos 11,247 6.5 200 8.8
Yahoo! TV 7,589 4.4 94 8.6

Unique Visitors Reach (%) Page Views Average Minutes Per Visitor

Source: comScore Networks, October 2006 data 

Search Overview

Exhibit 86  

YAHOO! U.S. SEARCH MARKET SHARE 
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come through the marketing services line, of which approximately $1.8 billion will be 
core advertising and $2.4 billion will be search revenue. 
 

While we believe Yahoo! is the blue chip property on the Web, with the largest user 
base, Yahoo! is facing two important trends, both causing the company to lose market 
share. The first, the search monetization gap, is well understood, and we believe will be 
narrowed next year. The second, however, is a new trend where Yahoo!'s share of 
display ad dollars is also declining, primarily because, in our opinion, Yahoo! has not 
kept up with user trends. The increasing fragmentation of the Web and the growth of 
the social networking sites have proliferated over the past two years, and Yahoo! may 
have missed out on the chance to capitalize on these trends. The optimistic view would 
suggest that given Yahoo's wherewithal, brand, and global reach, it should be able to 
catch up with the industry. We cautiously share this view, but also believe a transition 
period, which may require some structural changes, could be ahead. 
 

AOL’s key assets include AOL.com, AIM, MapQuest, AOL Video, and Moviefone. In 
October 2006, AOL had 120 million unique visitors, a reach of 69% and an average 
usage of 274 minutes per visitor. The use of AIM and AOL Mail drives AOL’s high 
usage metrics. The company generates advertising revenue from the sale of banner ads 
on a CPM or sponsorship basis, as well as from the sale of paid-search and other PPC 
advertising on Advertising.com’s network of Internet properties. Historically, dial-up 
access has generated the overwhelming majority of AOL’s revenue, but AOL is 
experiencing significant declines in the number of subscribers due to the increasing 
penetration of broadband across the United States. As such, access revenues are rapidly 
declining. Given the expected continued decline in access subscribers, AOL is in the 
process of transitioning its business to focus on the online advertising opportunity. In 
order to attract additional users to its service, AOL recently launched a free version of 
its AOL.com.  

Competitive Position

AOL (TWX)  
 
Business Overview  
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AOL’s broad-based partnership with Google is central to the company’s new, 
advertising-focused strategy. In late 2006, AOL announced an expanded partnership 
with Google that included Google’s investment of $1 billion for a 5% equity stake in 
AOL. Key components of the strategic partnership included AOL’s continued use of 
Google to provide search across AOL’s network of properties, the use of Google’s 
technology to sell search advertising directly to advertisers on AOL properties, $300 
million in marketing credits for the promotion of AOL’s content on Google properties, 
as well as $100 million of AOL/Google cosponsored promotion of AOL properties, and 
the integration of Google Talk and AIM messaging.  
 

Despite AOL’s large subscriber base and its partnership with Google, AOL’s share of 
the search market has steadily declined since 2004, as its access members have churned.  
 

In 2006, AOL reported total revenues of $7.8 billion (-5% year over year) and operating 
income before depreciation and amortization of $1.8 billion. 
 

While we believe AIM and AOL Mail remain popular communication tools for many 
Internet users, we expect AOL to continue to face significant challenges as its 
subscriber base continues to erode and the future of its free AOL.com portal is 
uncertain. AOL’s previous value proposition, the so called “Walled Garden,” is no 
longer relevant to the current Internet environment. We believe AOL needs to downsize 
its focus and specialize in certain areas and applications in order to provide a new 
compelling value proposition for users.  
 

Google Partnership

Search Overview 

Exhibit 87  

AOL U.S. SEARCH MARKET SHARE 
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MSN, a subsidiary of Microsoft Corporation (MSFT) is the third largest portal, most 
notably through the IE Explorer, which traditionally had defaulted to MSN, and 
through its 241 million Hotmail users. MSN had 117 million unique visitors in the 
United States in October 2006, and a reach of 67%. Although MSN trails Yahoo! and 
AOL in terms of average minutes per visitor, the popularity of Hotmail drives 
significant usage with average usage of 225 minutes per visitor in October 2006. 
Despite some strength in a few verticals, we believe MSN has failed to establish a 
distinct value proposition for users. Microsoft has committed strategically to invest 
heavily in MSN search and its Windows Live initiative, and we believe the future of 
MSN could be heavily impacted by the launch of Vista, Microsoft’s new operating 
System, and MSN Live. In the best case scenario, through these new platforms MSN 
will be able to attract users by establishing itself as the key destination for specific 
services that are not easily available elsewhere.  
 

Exhibit 88  

AOL KEY TRAFFIC METRICS 
 
Property
Time Warner Network 119,684 68.9 16,657 274.2
AOL 90,489 52.1 13,411 326.8
AOL Homepages 46,617 26.8 1,688 23.5
Mapquest 45,228 26.0 640 12.0
MAPQUEST.COM* 44,774 25.8 636 12.1
AOL Email 41,875 24.1 5,221 269.3
AOL Search Network 38,897 22.4 731 11.2
AOL Screenname 38,455 22.1 822 7.8
AOL Entertainment 35,970 20.7 1,208 53.9
Mapquest.com Homepage 34,698 20.0 102 1.8
AOL Search 33,901 19.5 662 11.7
AIM.COM/AIM App 28,970 16.7 945 335.5
AOL Prop Email 27,352 15.7 3,365 298.6
AOL Welcome Screen 26,807 15.4 1,158 30.6
AOL.COM HomePages 25,445 14.7 523 10.8
AOL Prop Search 25,089 14.4 485 12.6
CNN 21,913 12.6 757 43.0
AIMTODAY.COM* 21,526 12.4 532 14.4
AIM Homepage 20,846 12.0 359 11.2
AOL News 20,636 11.9 636 17.7
AOL Instant Messenger (App) 19,699 11.3 ... 457.4
AOL.COM Email 19,160 11.0 1,853 162.1
AOL.COM Search 18,875 10.9 169 4.2
AOL Music 18,014 10.4 390 18.1
Moviefone 13,542 7.8 212 6.5
AOL Instant Message 13,215 7.6 11 250.1
AOL Games 11,019 6.3 437 127.5
AOL Money & Finance 10,335 6.0 239 14.4
AOL Living 10,112 5.8 136 7.5

Unique Visitors Reach (%) Page Views Average Minutes Per Visitor

Source: comScore Networks, October 2006 data 

MSN (Subsidiary Of 
Microsoft 
Corporation – MSFT) 

Business Overview
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MSN is the third largest search provider in terms of total number of search queries, but 
it is important to note the trend of declining market share at MSN Search over the last 
several years. Through 2005, MSN Search used Yahoo! as its paid search provider, but 
Microsoft recently launched its much-awaited internally developed search platform, 
AdCenter, which could eventually enable MSN to increase its display and search 
revenue by decreasing its reliance on third parties (in the near term, AdCenter search 
revenues will be lower than what MSN was getting from Yahoo!). We expect MSN 
Search to be promoted through Microsoft’s Vista operating system, which may 
position Microsoft to gain some share over the coming years. We also expect AdCenter 
to differentiate itself from other search and advertising platforms by some of its 
demographic and behavioral targeting functionalities.  
 

Exhibit 89  

MSN KEY TRAFFIC METRICS 
 
Property
MSN - Windows Live 98,615 56.8 16,381 196.9
MSN - Homepage 54,370 31.3 2,629 33.7
MSN - Hotmail 40,367 23.2 6,203 225.4
MSN - Live Search 41,575 23.9 990 8.5
Live.com 59,543 34.3 2,322 14.1
MSNBC 23,799 13.7 491 30.1
MSN Music 13,698 7.9 160 8.7
MSN Movies 11,165 6.4 202 9.3
MSN Video 13,250 7.6 46 3.6
Fox Sports on MSN 15,080 8.7 545 34.2
MSN Money 10,284 5.9 155 15.0
MSN Games 12,004 6.9 326 75.9

Unique Visitors Reach (%) Page Views Average Minutes Per Visitor

Source: comScore Networks, October 2006 data 

Search Overview

Exhibit 90  

MSN U.S. SEARCH MARKET SHARE 
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While we believe Hotmail and Messenger will remain popular communication tools for 
many Internet users, we do not expect the launch of AdCenter to have a dramatic 
impact on the search competitive landscape. We believe advertisers will welcome an 
additional search platform to the market, and Microsoft may gain some share due to 
MSN search’s integration with Vista, but it will be difficult for Microsoft to take 
significant share from Google and Yahoo! and change the overall competitive 
landscape. Microsoft is also attempting to rebrand its online image with its new 
Windows Live Website, which is currently in beta. As we noted earlier, we believe 
MSN needs a fresh new value proposition to users in order to maintain its market 
share. As it stands now, there is little differentiation between MSN services and those 
offered by other Websites, and importantly, MSN’s brand recognition and brand 
association among Internet users is very low. 
 

Google is the world’s most-used search engine, processing more than 3 billion searches 
for more than 100 million users a month in the United States alone, and with a search 
query market share of near 50% in the United States and a greater than 63% share 
worldwide. Google has built its clear dominance of the search industry on a 
combination of its superior search results and brand strength. While it is clear that 
these two strengths are linked, we believe over the last several years Google’s brand 
strength has solidified its market dominance; “to Google” has become a recognized 
verb. We believe Google’s portfolio of new products is creating a virtuous cycle, where 
brand affinity drives traffic to Google search. Please see Chapter 8 for a detailed 
Google profile.  
 

Competitive Position

Google Inc. (GOOG) 

SIDEBAR 
 
YOUTUBE (SUBSIDIARY OF GOOGLE INC. - GOOG)   

YouTube is the largest video sharing and viewing site on the Web. YouTube 
streams an average of 100 million user-uploaded video clips each day to more than 
25 million monthly visitors, making it one of the top two video destinations on the 
Web. Although the majority of YouTube’s streaming video content is user 
uploaded and some of it may violate copyrights of the original creators, the 
company has begun to pursue signing revenue share agreements with large media 
companies, including recently announced deals with NBC and Warner Music. 
Currently the site is monetized primarily by banner and sidebar image ads, but will 
likely see the bulk of its revenue in the future from video ads.  YouTube was 
acquired by Google on October 9, 2006, for $1.65 billion.  While YouTube will 
retain its distinct brand, the acquisition by Google should bring advertising 
expertise to YouTube, and should significantly increase the monetization of 
YouTube’s inventory.   A potential risk to YouTube is if the large media companies 
do not license their content and potentially form a video service of their own.  

Outlook. We expect YouTube to continue to be a major destination for video 
content on the Web and to become an increasingly important site for advertisers.  
The increased inclusion of professionally created videos, which we believe is likely, 
should also increase the site’s appeal for both broader audiences and advertisers. 
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Through a series of savvy acquisitions, Fox Interactive Media has evolved from relative 
obscurity into one of the most popular collections of Websites in the world. Of 
particular note, News Corp.’s acquisition of Intermix and its MySpace subsidiary, the 
Web’s premier social networking site, for $600 million propelled Fox Interactive to its 
current position as the Internet’s preeminent site for young people. News Corp also 
acquired IGN Entertainment for $650 million, which secured its position as the leading 
interactive gaming destination. These acquisitions combined with News Corp’s already 
substantial media assets (Foxnews.com, Scout.com, NYPost.com) comprise Fox 
Interactive Media’s 74 million unique visitors, a reach of 43%, and an average usage of 
200 minutes per visitor in October 2006. Exhibit 91 summarizes the key metrics for Fox 
Interactive’s top seven properties. 
 

Fox Interactive Media 
(Subsidiary Of News 
Corporation - NWS) 

Business Overview

Exhibit 91  

FOX INTERACTIVE TOP SEVEN PROPERTIES 
 

Property
1 MySpace.com (Social Networking) 55,778 32.2 10,537 21.8
2 IGN Entertainment (Gaming) 12,424 7.2 233 8.9
3 Intermix Media (Internet Marketing) 6,891 4.0 133 7.9
4 Foxnews.com (News) 5,668 3.3 74 2.6
5 Fox.com (TV Network) 3,495 2.0 21 4.1
6 Scout.com (Sports Publishing Company) 1,915 1.1 53 6.8
7 NYPost.com (News) 1,598 0.9 18 3.9

Unique Visitors Reach (%) Page Views Average Minutes Per Visitor

Source: comScore Networks, October 2006 data 
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SIDEBAR 
 
MYSPACE 

MySpace is a social networking platform that allows users to meet and communicate through user-generated pages. 
The company’s historical ties to the independent music scene provided MySpace with a kernel of content upon which 
the network effects of social networking could grow, bringing in more than 114 million registered member profiles in 
just three years from its founding in August 2003. Despite high traffic and usage, MySpace likely only generated less 
than $200 million in revenue in fiscal 2006 (June year end). Member-created content produces a large supply of 
advertising inventory, which until recently, had seen only limited monetization. Under Fox, however, MySpace has 
become a haven for alternative and “guerilla” marketing campaigns, particularly for the entertainment industry, 
which is eager to tap into the core youth demographic represented on the site. A recently announced deal with Google 
to provide syndicated advertisements in both MySpace’s heavily used search function as well as contextual ads placed 
throughout the site should allow Fox to monetize more efficiently the site’s enormous traffic, and carries with it a 
$900 million guarantee over three-and-a-half years. 

News Corp executives have indicated they expect revenue for Fox Interactive to be in the range of $600 million-$700 
million in 2007.  We expect Fox Interactive to continue to gain market share and remain one of the top 10 destination 
networks on the Web.  We believe News Corp. is also looking for global expansion of its internet properties and is 
likely to engage in potential acquisitions and/or partnerships in other countries, particularly in Asia. 

 

MYSPACE.COM KEY TRAFFIC METRICS 

 Property
MySpace Search 24,576 14.2 228 2.9
MySpace Videos 19,406 11.2 63 0.9
MySPace Blogs 16,088 9.3 146 2.6
MySpace Music 12,168 7.0 52 1.5
MySpace Classifieds 698 0.4 3 2.2
MySpace Games 439 0.3 5 5.6

Unique Visitors Reach (%) Page Views Average Minutes Per Visitor

Source: comScore Networks, October 2006 data 
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Ask.com, formerly known as AskJeeves, is an independent search engine that 
InterActiveCorp acquired in 2005 for $1.9 billion. Ask.com is the fourth largest search 
engine with approximately 6% market share in the United States. Despite its much 
smaller size compared to Google or Yahoo!, Ask is a significant player in search, with 
about $468 million in revenues in 2006, which includes both search (PPC) and display 
advertising revenues from its network of sites (our estimate). Over the years, Ask.com 
has a maintained a small but loyal following as one of the early search engines that 
some searchers have been using for many years. For many years, Ask heavily marketed 
its brand; the combination of its pseudo-natural language processing and its heavy 
marketing gained the company some market share in early years. After its acquisition 
by IACI, the new Ask.com dramatically reduced the number of paid listings on its 
search engine results page and moved away from its past focus on “natural language” 
search. Ask.com’s organic search results are based on its Teoma Web-crawler 
(acquired in 2001), and the bulk of its sponsored links are provided through a 
partnership with Google. Ask.com has also developed its own advertising system, and 
some of the paid links are provided by the Ask.com network. The Teoma engine has 
received some praise in the industry for both features and relevancy. In 2004, Ask 
acquired Interactive Search Holdings—an owner of several destination sites including 
iWon, Excite, and My Way—for $343 million, which added some diversification to its 
revenue stream. Ask also operates a variety of popular Web destinations (such as 
Excite, MyWay.com, iWon.com, Bloglines, Evite, and several others) including 
country-specific search engines for the United Kingdom, Germany, Italy, Japan, The 
Netherlands, and Spain. In December 2006, Ask launched AskCity, a new local search 
service that integrates local information with a variety of InterActive properties such as 
TicketMaster, ServiceMagic, ReserveAmerica, and CitySearch, as well as other 
content/service providers such as Fandango, OpenTable, TripAdvisor, Yelp, and 
InsiderPages. AskCity is arguably one of the most advanced local search tools currently 
available.  
 

We estimate Ask will generate approximately $609 million in revenue in 2007, which 
represents 30% y/y growth. We estimate that InterActive’s Media and Advertising 
business segment, which comprises Ask and Citysearch, will generate $103 million in 
EBITDA in 2007, up from $61 million in EBITDA in 2006. We believe that under the 
corporate umbrella of InterActive, Ask has considerably improved the user experience 
of its search, which may lead to some share gains as searchers use Ask with increasing 
frequency. Also, Ask continues to innovate as demonstrated by AskCity and AskX. We 
expect Ask to continue to invest in AskCity, its local search platform, which is not only 
innovative, but also differentiates itself through the integration with InterActive’s 
diverse portfolio of eCommerce and online properties. 
 

Ask.com 

Size And Outlook

Exhibit 92  

ASK.COM KEY TRAFFIC METRICS 

 

Property
Ask Search Sites 45,696 26.4 1,108 11.0

Unique Visitors Reach (%) Page Views Average Minutes Per Visitor

Source: comScore Networks, October 2006 data 
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SIDEBAR 
 
CITYSEARCH (SUBSIDIARY OF INTERACTIVECORP - IACI) 

Citysearch is an operating company within InterActiveCorp’s Media and 
Advertising segment, which also includes Ask.com.  Citysearch provides local city 
guides with original content for major cities in the United States and 
internationally.  Original content includes information about arts and 
entertainment events, bars and restaurants, community activities, shopping, as well 
as real estate-related and travel information.  Citysearch generates revenue through 
the sale of local and national advertising, and to a lesser extent, from transaction 
fees from affiliates.  Citysearch also generates revenue from enhanced listings in 
search results pages, targeted e-mail, and sponsorship packages.  Local advertising 
is offered through a PPC model, where local businesses pay for the number of 
consumer connections made. Citysearch city guides also support online local 
transactions, including hotel reservations and matchmaking, ticketing, and travel-
related services through affiliations with leading eCommerce companies.  In 
October 2006, CitySearch had 12 million unique visitors, a reach of 7%, and 
average usage of three minutes per visitor.  We estimate that Citysearch will 
generate approximately $60 million in revenue in 2006. 
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Viacom’s many media holdings, including MTV, Nickelodeon Network, BET, Comedy 
Central, and Paramount, provide the backbone for an online presence that received 
nearly 40 million unique visitors in the United States in October 2006. Recent 
acquisitions include Neopets, a virtual youth community, and iFilm, a video 
entertainment site which showcases user and professionally generated content. Viacom 
Digital’s presence is spread across targeted verticals, allowing for the company to be a 
top publisher of content across an array of targeted demographics. Although Viacom 
does not provide detailed financial information on its Internet properties, we can judge 
Viacom Digital’s size from a series of metrics that suggest its more than 90 Websites 
worldwide have considerable scale. These sites generate revenue principally through 
advertising (both brand/banner and syndicated Google contextual ads), but also 
through eCommerce and subscriptions. 
• Viacom Digital online advertising revenue grew 56% in 2005 
• Viacom’s Websites stream more than 200 million audio and video clips per month 
• Through its MTV Networks mobile service, Viacom Digital streams more than 2 

million video clips per month to mobile devices 
• Neopets generates in more than 1 billion page views per week. 
• Casual games on Viacom’s Nickelodeon site were played more than 500 million 

times in the first eight months of 2006, up 71% year over year. 
 

We expect Viacom to remain one of the top online networks and to continue 
expanding, particularly as rival media companies increase their online penetration.  
 

Viacom Digital 
(Subsidiary Of 
Viacom - VIA)  

Exhibit 93  

VIACOM KEY TRAFFIC METRICS 
 
Property
MTV Networks Music 13,262 7.6 151 9.4
Nickelodeon Network 12,027 6.9 578 53.8
Neopets 4,402 2.5 2,248 248.8
IFILM.COM 3,443 2.0 20 5.1
BET.COM 2,502 1.4 32 9.3
Comedy Central 2,107 1.2 19 7.3
Paramount Online 672 0.4 4 2.9
THE-N.COM 985 0.6 60 34.4

Unique Visitors Reach (%) Page Views Average Minutes Per Visitor

Source: comScore Networks, October 2006 data 
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The New York Times operates a variety of online properties including NYTimes.com, 
IHT.com (International Herald Tribune), Boston.com (The Boston Globe), and 14 
regional newspaper sites. In March 2005, the company acquired About.com for 
approximately $410 million. About.com operates as an online source for original 
consumer information and advice. The New York Times’ portfolio of newspaper-
related sites generates advertising revenue from the sale of display ads on a CPM or 
sponsorship basis. In October 2006, The New York Times had 42 million unique 
visitors, a reach of 25%, and an average usage of 14 minutes per visitor. About.com 
accounted for the vast majority of the company’s Internet traffic. About.com generates 
revenues through display advertising relevant to the adjacent content on a page, CPC 
advertising, and eCommerce (including sales lead generation). About.com generated its 
revenues from the sale of advertisements (display and cost-per-click advertising). Cost-
per-click advertising accounted for 53% of About.com’s total advertising revenues. 
 

Internet advertising revenue for the New York Times increased by approximately 30% 
in November 2006 and was driven by strength in display and classified advertising. We 
note that the New York Times does not disclose the revenues for its digital division, 
with the exception of About.com, which was recently acquired. In the nine months 
ending September 30, 2006, About.com generated $57 million in revenue and $21 
million in operating profit. Most recently, About.com’s advertising business grew by 
approximately 44% in November due to increases in both cost-per-click and display 
advertising. Also, TimesSelect, a fee-based product on NYTimes.com, now has more 
than 537,000 subscribers, 37% of which are only online. TimesSelect has generated $8.9 
million in revenues in 2006.  
 

As offline newspaper circulation continues to decline, the strategic importance of The 
New York Time’s online properties will increase, and the company will focus on 
increasing traffic to its portfolio of newspaper-related sites and About.com. We expect 
the New York Times to leverage its powerful brand to monetize traffic to its sites. We 
also expect the New York Times to continue to make Internet-related acquisitions to 
take advantage of the online advertising opportunity.  
 

New York Times Co. 
(NYT) 
 
Business Overview 

Size

Competitive 
Positioning 
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Exhibit 94  

NEW YORK TIMES KEY TRAFFIC METRICS 
 
Property
NY Times 42,664 24.6 560 13.8
ABOUT.COM 37,077 21.3 268 4.1
The New York Times Brand 9,548 5.5 153 25.1
NYTIMES.COM 9,256 5.3 150 25.7
About Health and Fitness 5,532 3.2 26 3.1
About Food 6,384 3.7 32 3.7
About Entertainment 4,285 2.5 16 1.7
About Travel 3,057 1.8 10 1.7
Boston.com Sites 3,251 1.9 95 51.7
BOSTON.COM 3,251 1.9 95 51.7
About Education 4,992 2.9 26 2.8
About Home & Garden 2,739 1.6 12 2.6
About Parenting and Family 2,795 1.6 17 3.0
About Cities & Towns 2,313 1.3 6 1.3
About Style 2,563 1.5 13 2.5
About Computing and Technology 2,299 1.3 8 1.3
About Hobbies and Games 2,423 1.4 13 2.5
About Sports and Recreation 1,484 0.9 7 2.2
About Business & Finance 2,134 1.2 9 3.4
About Electronics and Gadgets 2,453 1.4 12 2.5
About News & Issues 1,624 0.9 6 1.9
About Careers 771 0.4 5 3.7

Unique Visitors Reach (%) Page Views Average Minutes Per Visitor

Source: comScore Networks, October 2006 data 

February  2007



 Piper Jaffray Investment Research  The User Revolution  |  137

The Weather Channel operates Weather.com, the most popular weather site on the 
Internet. In October 2006, Weather.com had a reach of approximately 19% and 
average usage of approximately ten minutes per visitor per month. Weather.com also 
enjoys periodic traffic spikes during weather-related events like hurricanes, blizzards, 
and floods. The Weather Channel is owned by Landmark Communications, Inc., a 
Norfolk, Virginia-based, privately held media company, which also owns the cable 
channel, The Weather Channel.  
 

We believe Weather.com has the potential to remain one of the top properties and 
could expand its advertising operations, especially if it can add adjacent content and 
messages that are useful for the consumers. Expansion of service offerings through 
desktop tools, wireless interface, and other areas could also help The Weather Channel 
to expand its usage levels. 
 

CNET operates a variety of vertically focused sites in the areas of technology, games 
and entertainment, business, and community. Its top online properties include CNET, 
WebShots.com, ZDNet, TechRepublic, mySimon, News.com, Download.com, 
Gamespot.com, and MP3.com. CNET’s technology-focused properties (Cnet.com, 
ZDnet.com, and Techrepublic.com) provide advice on technology and consumer 
electronic products, reports on technology news, product reviews, and price 
comparisons. Download.com enables consumers to download software, music, and 
games. Gamespot.com is an online source for gaming information, reviews, guides, 
previews, and community. Mysimon.com is a shopping comparison site. In October 
2006, CNET had 32 million unique visitors, a reach of 18% and an average usage of 20 
minutes per visitor.  
 

For 2007 we estimate CNET will generate revenues of $433 million and $92 million in 
EBITDA, representing revenue and EBITDA growth of 12% and 14%. 
 

We remain concerned with slowing growth at CNET’s core property and potential 
erosion in its user base. While we believe CNET is correctly diversifying the business 
away from the core CNET.com site, this migration will likely take some time as the 
core CNET.com site likely still accounts for two-thirds or more of its media revenues.  
 

The Weather Channel 
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THE WEATHER CHANNEL KEY TRAFFIC METRICS 
 
Property
The Weather Channel 32,215 18.5 592 10.4
Weatherbug 15,155 8.7 602 64.0
Yahoo! Weather 10,100 5.8 68 4.4
AOL Weather 4,075 2.3 28 6.7
MSN Weather 4,664 2.7 77 6.7

Unique Visitors Reach (%) Page Views Average Minutes Per Visitor

Source: comScore Networks, October 2006 data 

Outlook

CNET Networks 
(CNET) 
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Disney Online manages the online presence of Disney’s vast media properties, 
including ESPN and ABC. We believe online traffic measurement companies usually do 
not track all of Disney’s properties as a single entity, so it is difficult to judge how 
many total unique visitors all of its sites generate. Given that the Disney branded 
Websites are targeted at young children and pre-teens, while ESPN is targeted at adult 
males, it is reasonable to assume most of the unique visitors to each would not be 
duplicated. Disney properties received visits from approximately 25 million unique 
visitors and generated more than 1 billion page views in October 2006.  
 

Exhibit 96  

CNET KEY TRAFFIC METRICS 

 
Property
CNET 31,636 18.2 707 20.3
CNET Networks Entertainment 15,300 8.8 363 29.0
DOWNLOAD.COM 9,234 5.3 85 8.0
WEBSHOTS.COM 6,152 3.5 181 12.0
GameSpot 8,654 5.0 291 46.7
TV.COM 6,187 3.6 63 5.6
CNET.COM 828 0.5 2 1.7
GAMEFAQS.COM 3,181 1.8 150 62.9
CNET News.com 1,510 0.9 5 1.8
ZDNet 1,494 0.9 6 2.8
MP3.COM 1,597 0.9 8 2.6
MYSIMON.COM 1,176 0.7 5 2.6
CNET HomePage 1,042 0.6 4 1.6

Unique Visitors Reach (%) Page Views Average Minutes Per Visitor

Source: comScore Networks, October 2006 data 

Disney Online (DIS) 
 
Business Overview 
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DISNEY KEY TRAFFIC METRICS 
 
Property
DISNEY.COM 13,947 8.0 209 12.8
ESPN 18,576 10.7 940 37.6
Disney ABC CNG - Kids TV 15,352 8.8 661 58.1
ABCNEWS DIGITAL 8,573 4.9 129 16.9
ABC.COM 12,172 7.0 244 11.1
Walt Disney Parks & Resorts Online 3,811 2.2 76 12.6
DISNEYSHOPPING.COM 2,740 1.6 39 11.9
Toontown 1,953 1.1 66 15.4
Buena Vista Online Entertainment 1,345 0.8 7 3.0

Unique Visitors Reach (%) Page Views Average Minutes Per Visitor

Source: comScore Networks, October 2006 data 
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Through its CBS Digital Media Group, CBS Corporation operates a number of Internet 
properties, including CBS.com, CBSNews.com, CBSSportsline.com, and CWTV.com. 
The sites leverage the content of CBS and CW to create new advertising-supported 
online revenue streams. In October 2006, CBS’s properties collectively had 
approximately 25 million unique visitors, a reach of 15%, and average usage of 32 
average minutes per visitor. CBS’s Internet properties derive revenue from a 
combination of advertising, sponsorship, and subscription services. In January 2006, 
CBS acquired CSTV Networks, a cable network and online business devoted to college 
athletics. Also, in January 2006, CBS announced a partnership with Google, whereby 
CBS began offering classic and prime time television shows for purchase on Google 
Video. CBS.com also offers Survivor online for a fee, and streamed the 2006 NCAA 
Division I Men’s Basketball Championship. CBS Radio is also extending its station 
brands online through streaming, podcasting, and developing radio station Websites.  
 

Founded in 1995, Lycos was one of the original leading portals with an emphasis on 
community and search. Lycos acquired a number of properties throughout the late 
nineties, formed its own network and remained popular until the dot com bubble burst 
in 2000. In 2000, the Spanish portal Terra acquired Lycos for $1.2 billion. However, 
since 2000, the network has experienced a significant and continued decline in 
popularity and is now barely a top 20 destination. In October of 2004, Daum 
Communications Corp, a leading Korean portal, acquired Lycos from Terra for $95 
million. Today, Lycos operates search, community, and technology lifestyle sites, 
including Lycos.com, Hotbot.com, Wired.com, Tripod.com (Website hosting and 
small business tools), and Angelfire.com (site building, blogs, photo albums, etc. for 
teens). Other Lycos products and sites include Lycos Mail, Lycos Games, Lycos Planet, 
Lycos Phone, and GetRelevant. In October 2006, Lycos had approximately 23 million 
unique visitors, a reach of 13%, and usage of six average minutes per visitor. 
Lycos.com is a wholly owned subsidiary of Daum Communications, a leading Internet 
portal and eCommerce destination in Korea with a growing presence throughout the 
Asian markets. 
 

CBS Digital Media 
Group (Subsidiary Of 
CBS Corporation - 
CBS) 

Exhibit 98  

CBS KEY TRAFFIC METRICS 

 

Property
CBS 25,193 14.5 951 32.1
CBS NEWS Digital 7,738 4.5 61 9.2
CBS Television 4,480 2.6 60 12.4
CBS.COM 4,480 2.6 60 12.4
CBS SportsLine 7,049 4.1 614 81.2
CSTV: College Sports TV 7,373 4.2 151 10.6
COLLEGESPORTS.COM 6,932 4.0 135 9.9
SPORTSLINE.COM 6,095 3.5 599 91.5
CBSNEWS.COM 4,152 2.4 28 8.3
CBS Local Stations Group 4,171 2.4 33 8.9
CBS Radio 2,870 1.7 40 6.2
PGA Tour 533 0.3 10 22.9
PGATOUR.COM 524 0.3 10 23.2

Unique Visitors Reach (%) Page Views Average Minutes Per Visitor

Source: comScore Networks, October 2006 data 

Lycos (Subsidiary Of 
Daum 
Communications 
Corp.) 
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Facebook is one of the largest and fastest growing social networking sites on the Web. 
Contrasting itself with MySpace, Friendster, and other social networking sites, 
Facebook describes itself as a “social utility,” and its simple and clean look and strict 
user control supports this description. Unlike MySpace, where anyone can join and 
communicate with any other user in the system, Facebook allows each user to control 
access to his or her social network and requires authentication to join particular 
networks (e.g., schools or workplaces). This level of strict control and user verification 
has limited Facebook’s growth compared to MySpace, but also provides Facebook with 
a perception of exclusivity that enhances the site’s “stickiness” with users. In October 
2006, Facebook had 17 million unique visitors, a reach of 10%, and average usage of 
172 minutes per visitor. To date, however, Facebook has not heavily monetized its site, 
opting to only display one sidebar image advertisement per page, and no contextual 
cost-per-click advertisements. Facebook recently signed a deal for Microsoft to provide 
text-based contextual and syndicated search advertisements on Facebook. 
 

Exhibit 99  

LYCOS KEY TRAFFIC METRICS 
 
Property
Lycos.com 6,578 3.8 101 8.1
Lycos Tripod 13,092 7.5 72 2.9
Angelfire.com 6,979 4.0 30 2.4
Lycos Search 4,540 2.6 17 1.4
Lycos Mail 260 0.2 38 45.4
Whowhere.com 295 0.2 0 0.7
Hotbot.com 150 0.1 2 3.9

Unique Visitors Reach (%) Page Views Average Minutes Per Visitor

Source: comScore Networks, October 2006 data 

Facebook  
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FACEBOOK KEY TRAFFIC METRICS 
 
Property
Facebook 16,695 9.6 9,039 171.7

Unique Visitors Reach (%) Page Views Average Minutes Per Visitor

Source: comScore Networks, October 2006 data 
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Gannett operates more than 130 Websites in the United States, including 
USATODAY.com, one of the top newspaper sites on the Internet. In October 2006, 
Gannett had 20 million unique visitors, a reach of 12%, and average usage of 22 
minutes per visitor. USA Today accounted for approximately 40% of Gannett’s overall 
traffic, while Gannett’s network of sites for local newspapers and television stations 
accounted for the remaining traffic. Gannett also owns a 42.5%, 42.5%, and 31.9% 
stake in CareerBuilder, ShopLocal, and Topix.net, respectively. A recent transaction 
with McClatchy valued CareerBuilder, ShopLocal, and Topix.net at $1.55 billion, $85 
million, and $72 million, respectively.  
 

Exhibit 101  

FACEBOOK HISTORICAL UNIQUE VISITORS 
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Gannett (GCI) 
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GANNETT KEY TRAFFIC METRIC 
 
Property
CareerBuilder.com 14,846 8.5 340 16.4
ShopLocal 14,224 8.2 182 3.6
USA Today 9,500 5.5 113 11.9
AOL Find a Job (CareerBuilder) 740 0.4 7 8.5
MSN Careers (CareerBuilder) 750 0.4 5 4.8
Topix.net 4,283 2.5 18 6.0

Unique Visitors Reach (%) Page Views Average Minutes Per Visitor

Source: comScore Networks, October 2006 data 
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iVillage operates online properties that target women, teenage girls, and parents. 
iVillage offers unique content, community applications, tools, and interactive features. 
Its online properties include iVillage.com, HealthCentersOnline.com, 
GardenWeb.com, gURL.com, Promotions.com, Astrology.com, Seventeen.com, 
Redbook.com, MarieClaire.com, GoodHousekeeping.com, and Cosmopolitan.com. In 
October 2006, iVillage properties collectively had approximately 14 million unique 
visitors, a reach of 8%, and average usage of eight minutes per visitor. iVillage has 
content licensing agreements with MSN, Yahoo! Astrology, and XM Satellite Radio. In 
2005, iVillage generated $91 million in revenue and $9 million in operating income. 
Almost 20% of iVillage’s revenue is derived from Hearst, for which it manages sites for 
several Hearst magazines. In March 2006, NBC Universal acquired iVillage for $600 
million.  
 

Launched in 1995, ESPN operates a portfolio of Internet sites including ESPN.com, the 
leading sports site on the Internet. The site includes sports news, statistics and analysis, 
audio and video programming, and fantasy sports. In 2005, ESPN.com launched ESPN 
Motion, a rich media video platform that streams video highlights and original 
programming. We expect ESPN.com to continue to enhance its rich media offering by 
expanding video content throughout its network. ESPN also operates ESPNradio.com, 
Soccernet.com, Eteamz.com, and Active.com among others. ESPN.com is a subsidiary 
of Disney.  
 

iVillage (Subsidiary 
Of NBC 
Universal/General 
Electric - GE) 

Exhibit 103  

IVILLAGE KEY TRAFFIC METRICS 
 
Property
iVillage 14,389 8.3 210 8.2
iVillage.COM 5,473 3.2 67 7.3
iVillage Astrology 2,210 1.3 43 9.9
ASTROLOGY.COM 2,210 1.3 43 9.9
iVillage Health Network 2,614 1.5 24 5.6
Healthology 718 0.4 4 2.7
iVillage Pregnancy & Parenting 884 0.5 7 4.2
HEALTHOLOGY.COM 547 0.3 3 2.3
iVillage Health & Well-Being (Diet-Fitness) 1,037 0.6 7 3.2
iVillage GardenWeb 956 0.6 3 4.0
GARDENWEB.COM 946 0.5 3 4.1
HealthCentersOnline 839 0.5 5 1.5
CARE2.COM 853 0.5 13 9.0
iVillage Beauty & Style 801 0.5 8 4.0
SEVENTEEN.COM 673 0.4 22 17.3
PROMOTIONS.COM 1,174 0.7 7 4.2
Good Housekeeping Magazine 608 0.4 3 3.1
iVillage UK 300 0.2 1 1.0
iVillage.CO.UK 300 0.2 1 1.0
Cosmopolitan Magazine 423 0.2 5 7.1
HeartCenterOnline 443 0.3 2 1.4

Unique Visitors Reach (%) Page Views Average Minutes Per Visitor

Source: comScore Networks, October 2006 data 

ESPN 
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E.W. Scripps is a diversified media company with interests in cable television, 
newspaper publishing, broadcast television, interactive media, and cartoon 
syndication. Its online properties include sites for The Food Network, HGTV, DIY 
Network, and Fine Living, as well as daily newspapers in 19 markets and 10 broadcast 
TV stations. E.W. Scripps’ Interactive Media business segment includes Shopzilla, a 
comparison shopping engine, and uSwitch, a site that enables British consumers to 
compare and switch rates on gas, electric, home phone, broadband, credit card, and 
digital television services. E.W. Scripps acquired Shopzilla in 2005 for $525 million. 
E.W. Scripps also owns United Media, a worldwide licensing and syndication company 
that syndicates “Peanuts,” “Dilbert,” and approximately 150 other comics. United 
Media also operates Comics.com, Dilbert.com, and Snoopy.com  
 

In the first nine months of 2006, E.W. Scripps’ Interactive Media segment generated 
approximately $185 million in revenue (mostly from Shopzilla and uSwitch), and $39 
million in operating profit.  
 

Cox Enterprises is a leading media company and provider of automotive services with 
2005 total revenue of approximately $12 billion. Cox’s online presence is mostly 
through its broadband ISP Website (cox.net), its more than 40 small newspapers, and 
its car Website, AutoTrader. As such, we believe Cox’s presence in the broader ad 
market is limited. Major operating subsidiaries include Cox Communications, Inc. 
(cable television distribution, telephone, high-speed Internet access, and other 
advanced broadband services), Cox Newspapers, Inc. (newspapers, local and national 
direct mail advertising, and customized newsletters), Cox Television (television and 
television sales rep firms), Cox Radio, Manheim Auctions, Inc. (vehicle auctions, repair 
and certification services, and Web-based technology products) and Cox AutoTrader 

Exhibit 104  

ESPN KEY TRAFFIC METRICS 

 

Property
ESPN Brands 20,349 9.6 915 40.9
The Active Network 2,988 1.7 70 11.3

Unique Visitors Reach (%) Page Views Average Minutes Per Visitor

Source: comScore Networks, October 2006 data 

E.W. Scripps  

Size And Outlook
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E.W. SCRIPPS KEY TRAFFIC METRICS 

 

Property
E.W. Scripps 15,504 8.9 354 33.2
FOODNETWORK.COM 8,763 5.1 211 44.6
HGTV.COM 4,204 2.4 56 11.1
DIYNETWORK.COM 2,168 1.3 28 18.4
Shopzilla 22,087 12.7 148 2.6

Unique Visitors Reach (%) Page Views Average Minutes Per Visitor

Source: comScore Networks, October 2006 data 

Cox Enterprises 
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(automotive publications and a majority stake in AutoTrader.com). In October 2006, 
Cox Enterprises had 14 million unique visitors, a reach of 8%, and average usage of 35 
minutes per visitor. AutoTrader.com, Cox.net/Cox.com (broadband access portal), 
The Atlanta Journal Constitution, and Valpak.com accounted for the majority of 
Cox’s Internet traffic. 
 

Exhibit 106  

COX ENTERPRISES KEY TRAFFIC METRICS 

 

Property
AutoTrader.com 4,950 2.9 239 29.6
Cox.net 3,591 2.1 383 68.4
Cox Newspapers 3,151 1.8 83 16.1
The Atlanta Journal Constitution 1,351 0.8 33 16.0
Cox.com 1,515 0.9 27 14.3
Valpak 549 0.3 5 4.2

Unique Visitors Reach (%) Page Views Average Minutes Per Visitor

Source: comScore Networks, October 2006 data 
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WebMD is a leading provider of online health information services to consumers, 
physicians, healthcare professionals, employers, and health plans through public and 
private online portals and health-focused publications. The WebMD Health Network 
consists of WebMD.com, Medscape.com, Medicinet.com, RXList.com, 
eMedicine.com, as well as third-party sites such as AOL’s Health and Diet channel. 
WebMD.com offers consumers access to health and wellness news articles and decision 
support services to help them make informed healthcare-related decisions. The 
company generates revenue through the sale of advertising and sponsorships on its 
portfolio of companies. WebMD also provides private healthcare portals to a number 
of Fortune 500 companies. In addition to its online business, WebMD publishes offline 
publications such as The Little Blue Book, a physician directory, several reference 
books, and a consumer magazine. In October 2006, WebMD had 15 million unique 
visitors, a reach of 9%, and average usage of 10 minutes per visitor. The Thomson 
consensus estimate for WebMD 2006 revenue is approximately $250 million. 
 

WebMD Health Corp. 
(WBMD) 

Exhibit 107  

WEBMD KEY TRAFFIC METRICS 
 
Property
The WebMD Health Network 18,771 10.8 204 9.5
WebMD Health 15,051 8.7 179 10.8
WEBMD.COM 9,545 5.5 123 10.5
MedicineNet 3,384 1.9 22 10.6
MEDICINENET.COM 2,945 1.7 20 11.3
EMedicine 2,184 1.3 10 4.0
EMEDICINE.COM 1,406 0.8 4 3.7
RXLIST.COM 1,548 0.9 8 3.8
EMEDICINEHEALTH.COM 984 0.6 6 3.6
Medscape 1,317 0.8 7 4.1
MEDSCAPE.COM 1,317 0.8 7 4.1
MEDTERMS.COM 899 0.5 3 3.1

Unique Visitors Reach (%) Page Views Average Minutes Per Visitor

Source: comScore Networks, October 2006 data 
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CHAPTER 7 
 

The Advertisers 
 
• We estimate there are now close to 30,000 non-search advertisers 

online. 
 
• About 45% of the advertisers are online merchants or properties, 

while 23% are traditional, offline merchants. The remaining 32% of 
advertisers are hybrid companies. 

 
• Telecom, retail, and financial are the largest sectors of online 

advertisers, while the pet food/pet care sector has the biggest 
allocation of dollars on the Web (21%). 

 
• Among large vertical industries, we believe automotive, medicine, 

and personal care sectors are significantly underpenetrated. 
 
• We expect biggest growth to come from automotive, CPG, 

Pharmaceutical, and Healthcare sectors.  
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The advertisers clearly play a major role in the direction of online advertising. While 
traditional advertisers were very hesitant to adopt online advertising in the beginning, 
with the increasing online penetration and increased Internet media consumption, most 
advertisers now view the Internet as a mass medium which cannot be ignored. We 
believe the most difficult area for advertisers on the Internet is keeping up with the 
rapid change in ad formats and consumer usage patterns. The consumer now has the 
power, and an advertiser cannot simply use banner ads or push-based advertising to 
influence behavior. In today’s Internet, the advertiser must actively engage the user in 
order to create a brand impression. This engagement could include watching an online 
video, playing an interactive game, or publishing content. Additionally, with the 
increasing fragmentation of the Internet, advertisers must figure out how to reach the 
long tail of the Internet. Advertisers must also adapt to changing online ad formats in 
order to be successful. We believe Internet video ads could become a game changer for 
large brand advertisers, who are accustomed to the 15- or 30-second TV commercial. 
Today, we are very early in the adoption of video ads, which could drive the next big 
wave of advertiser dollars migrating online.  
 

In 2005, consumer, computing, and financial services represented the top three industry 
sectors in terms of the absolute dollar value of their online advertising spending. The 
consumer segment continues to experience the largest dollar increases as traditional 
Fortune 1,000 advertisers migrate online. As such, the consumer industry category 
accounted for 51% of advertising dollars in 2005 versus just 31% in 2000, as shown in 
Exhibit 108. Within the consumer category, retail, automotive, and leisure represent 
the largest sub-categories, as seen in Exhibit 109. 
 

Who is Advertising 
Online?  

The most difficult area 
for advertisers today is 
keeping up with the 
rapidly changing online 
usage patterns and 
formats 
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Exhibit 108  

VERTICAL MIX OF TOP ONLINE ADVERTISING CATEGORIES 
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In Exhibit 110, we highlight the segments in which online advertising represents a 
significant portion of total advertising spending. We note that several industry 
segments have low levels of online spending as their businesses may not be as 
conducive to online marketing. In fact, there are several industry segments, primarily 
associated with the consumer packaged goods, which have extremely low levels of 
online spending. That said, we do believe the consumer packaged goods segment 
represents a potentially very large opportunity, especially if these players adopt the new 
video ad format. Exhibit 112 illustrates how financial services, retail, and new media 
segments dominate ad impressions, and confirms our belief that other verticals are 
somewhat underpenetrated. Exhibit 111 also details online advertising spending 
relative to advertising spending on traditional media by industry segment. The exhibit 
highlights the continued dominance of traditional media ad spending relative to online 
for most sectors. 
 

Exhibit 109  

SPENDING MIX WITHIN CONSUMER CATEGORY 
(2005) 
 

Retail
47%

Automotive
20%

Leisure
14%

Entertainment
10%

Packaged 
Goods

5%

Other
4%

 
Source: Interactive Advertising Bureau 

Telecom, retail, and 
financial sectors are the 
biggest online 
advertisers.
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Exhibit 110  

2005 ONLINE ADVERTISERS BY CATEGORY 

Category $ Mil. Category $ Mil.

1 Telecom, Internet, ISP 1,525 15% 16 Pet Food and Pet Care 120 21%
2 Retail 1,035 6% 17 Movies, Video & Music 116 2%
3 Financial 1,032 12% 18 Food, Beverage & Candy 109 1%
4 General Services 715 9% 19 Personal Care 79 1%
5 Media 543 11% 20 Furniture, Appliances & Electronics 79 4%
6 Airlines, Hotels and Car Rental 513 9% 21 Real Estate 70 3%
7 Automotive 422 2% 22 Restaurants 45 1%
8 Medicine 390 5% 23 Beer & Wine 43 2%
9 Computers & Software 358 16% 24 Apparel 27 1%

10 Education 254 14% 25 Hardware & Home Building 15 1%
11 Miscellaneous 174 4% 26 Home Supplies & Cleaners 14 1%
12 Government, Politics and Religion 172 4% 27 Sporting Goods 10 2%
13 Insurance 162 6% 28 Gas & Oil 8 1%
14 Direct Response 154 3% 29 Shipping & Freight 7 2%
15 Toys & Games 123 10% 30 Cigarettes & Tobacco 6 4%

Total 8,318 

Internet as a % of 
Segment TotalRank Rank

Internet as a % 
of Segment Total

Source: Advertising Age - 100 Leading National Advertisers Supplement 
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Exhibit 111  

2005 DOMESTIC ADVERTISING SPENDING BY CATEGORY 

CATEGORY
Total 

($ Mil.)
%

Change Magazine Newspaper Outdoor TV Cable Radio  Internet

Automotive 20,959 -3.4% 2,444 6,294 351 8,409 1,461 1,578 422 2%
Retail 18,630 -70.0% 1,811 6,958 359 5,290 994 2,184 1,035 6%
Telecom, Internet, ISP 9,896 4.0% 855 2,159 219 3,360 980 798 1,525 15%
Financial 8,477 8.2% 1,295 1,832 246 2,337 948 787 1,032 12%
Medicine 8,442 1.8% 2,301 221 18 3,732 1,388 291 390 5%
General Services 7,867 7.9% 975 2,136 498 2,012 335 1,197 715 9%
Food, Beverage & Candy 7,313 3.9% 1,950 61 80 3,348 1,415 351 109 1%
Personal Care 5,648 1.8% 2,251 25 25 2,328 883 58 79 1%
Movies, Video & Music 5,582 1.8% 423 1,140 105 2,602 934 263 116 2%
Airlines, Hotels and Car Rental 5,546 2.8% 1,460 1,574 294 808 510 387 513 9%
Restaurants 5,062 5.6% 179 179 226 3,216 704 513 45 1%
Media 4,912 12.6% 1,739 1,253 124 273 58 780 543 11%
Government, Politics and Religion 4,602 -9.0% 371 447 97 2,746 390 353 172 4%
Insurance 2,894 16.2% 280 289 34 1,235 501 331 162 6%
Apparel 2,727 5.1% 2,089 46 197 291 221 19 27 1%
Real Estate 2,721 27.6% 274 1,763 28 229 68 121 70 3%
Computers & Software 2,303 -8.3% 1,239 211 186 197 195 76 358 16%
Beer & Wine 2,208 80.0% 513 73 7 763 392 238 43 2%
Furniture, Appliances & Electronics 2,055 -1.3% 1,081 91 4 452 291 55 79 4%
Home Supplies & Cleaners 1,861 -6.1% 344 7 62 999 488 37 14 1%
Education 1,791 8.6% 422 303 3 478 115 157 254 14%
Toys & Games 1,297 15.7% 245 5 7 310 602 9 123 10%
Hardware & Home Building 1,039 2.6% 556 82 0 177 165 37 15 1%
Pet Food and Pet Care 576 26.8% 144 3 44 215 86 8 120 21%
Gas & Oil 545 28.2% 95 70 4 132 87 109 8 1%
Sporting Goods 533 7.4% 377 18 1 77 40 8 10 2%
Office Equipment 369 8.7% 180 25 5 103 44 11 5 1%
Shipping & Freight 359 -7.2% 77 16 1 164 42 49 7 2%
Cigarettes & Tobacco 155 -51.8% 145 1 1 1 0 1 6 4%
Direct Response 6,101 15.1% 2,399 506 1 1,132 1,845 64 154 3%
Miscellaneous 4,373 7.5% 1,933 1,217 34 532 302 180 174 4%
Total 146,844 3.0% 30,447 29,003 3,529 48,043 16,453 11,046 8,323 6%

Internet as % 
of Total

Source: Advertising Age - 100 Leading National Advertisers Supplement 
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Our analysis of the top 50 online advertisers by media value in April 2006 indicates that 
approximately 45% of the top 50 online advertisers are pure-play Internet companies 
while 23% are offline companies. The remaining 30% of the top 50 online advertisers 
are hybrid companies with both online and offline presences. We note that we do not 
believe that the list of top 50 advertisers is an accurate reflection of the dollars spent 
online, but more an indicator of total ad impressions.  
 

Exhibit 112  

ADVERTISING BREAKDOWN BY AD UNIT TYPES 
(By Impressions, November 2006) 

Industry

Automotive 306 7,618 7,924

Business to Business 2,215 4,584 6,799

Consumer Goods 1,927 11,647 13,573

Entertainment 472 10,338 10,810

Financial Services 4,130 65,325 69,455

Hardware and Electronics 409 6,027 6,435

Health 1,113 4,555 5,668

Public Services 1,354 21,959 23,313

Retail Goods and Services 12,128 40,831 52,959

Software 824 3,514 4,338

Telecommunications 642 25,048 25,690

Travel 2,321 7,112 9,432

Web Media 13,045 51,075 64,120

Total 40,884 259,633 300,517

Sponsored Link (M) Total (M)Display (M)*

Source: Nielsen/NetRatings, 2006 and Piper Jaffray & Co. 
* Display consists of flash, rich media, standard image, and standard image/text link ads. 

Online Merchants 
Still A Large Part Of 
The Advertisers 

Exhibit 113  

TOP 50 ADVERTISERS BY MEDIA VALUE 

Online 
46%

Hybrid
30%

Offline
24%

Source: TNS Media Intelligence and Piper Jaffray & Co. 
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CHAPTER 8 

The Golden Search 
 

• Five key trends in search today:  
1. Search is the new portal 
2. Search is becoming a branding tool 
3. Google’s dominance is increasing 
4. Local search remains a looming opportunity 
5. New search technologies are likely to expand the field by 

broadening search applications 
 

• Search is the second most commonly used application on the Web, 
with nearly 600 million searches daily, and search marketing globally 
is a $15.8 billion industry growing to $44.5 billion in the next five 
years. 

 
• There are three types of search: navigational, informational, and 

commercial. Each represents about one-third of total search queries. 
 
• We estimate U.S. and International search query volume CAGR of 

12% and 23% (2006-2011); 77% of Internet users search at least 
once per day. 

 
• Google controls approximately 60% of the worldwide search query 

volume and percentage of the total search marketing spend. 
 
• Certain key international markets, including Japan, China, South 

Korea, and Russia, have developed around local players, who are 
unlikely to lose share to Google or other global players. 
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PART I :  
THE FIVE KEY TRENDS IN SEARCH TODAY 

Over the past five years, search has gradually changed from a tool for finding Websites 
to what we consider to be the new navigational platform, or the modern portal. The 
tendency to search has continued to increase as search has provided answers to users’ 
questions, queries, problems, and shopping needs. As such, many users are increasingly 
turning to search first when trying to accomplish a task online. Our 2006 Online Media 
Survey indicated that 41% of respondents use search to navigate to a Website. 
Interestingly, this represents a larger percentage than other navigational vehicles, such 
as bookmarks or typing a URL into a browser. 
 

We believe a key driver for this trend is the increasing efficiency of search, a trend that 
we called Googlism in our Golden Search Report in 2003 (see Sidebar on page 157). 
Googlism created both efficiency and trust, offering users a path of least friction for 
navigating online. 
 
We consider all searches to fall into three broad categories: 
 
1. Searching for navigation: Finding a Website 
2. Searching for information 
3. Searching for products and services 

Trend One: Search, 
The New Portal 

Exhibit 114  

SEARCH AS A NAVIGATION PLATFORM 

How do you most often navigate to a Website? 

Bookmarks
22%

Use Search 
Engines

41%

Type Web 
address 

directly into 
browser

37%

 

Source: Piper Jaffray & Co. 2006 Online Media Survey 

The tendency to search has 
continued to increase as 
search has provided answers 
to users’ questions, queries, 
problems, and shopping 
needs, turning search into 
the New Portal. 
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We estimate that each category is approximately one-third of the total search volume. 
It is important to note that when you combine all three of these categories, search 
encompasses nearly everything that users want to do online. As such, we believe search 
and search engines have become the new portals. Searching for information, for 
example, is an extremely broad category, and it includes search as diverse as finding 
weather info to learning about celebrities, or getting an update on a disease. 

SIDEBAR 
GOOGLISM:  THE RISE OF RELEVANCE 

Google has brought relevancy to the forefront of search and made the search 
experience easy, efficient, and fast. While portals and other search technologies all 
but abandoned the investment in, and development of, new search technologies, 
Google provided rebirth of search relevancy, at a time when other portals and 
search engines became more focused on other technological and commerce 
advancements. In fact, search was nearly declared dead only a few years ago, as the 
belief was that users are fairly knowledgeable as to which Websites have the 
information they need and are bound to go to the portal’s various channels or 
specific Websites to get information. This was partly driven by massive advertising 
dollars that small Websites were spending to draw the consumers. Even search sites 
such as AltaVista, Ask Jeeves, and LookSmart were focusing more on the auxiliary 
services and monetization of the traffic by various partnerships and other offers, 
rather than core search technologies. As it turned out, consumer behavior didn’t 
change with the proliferation of specialty Websites, and in fact, got more focused 
on a quick and relevant response to an inquiry: Users expect the Internet to be the 
provider of answers to simple queries, and they do not want to navigate through 
directory trees or channels or remember which Websites cover a given topic. This 
trend was nearly single-handedly embraced and answered by Google, which put a 
sharp focus on quick, relevant results. Typically, top relevancy search technologies 
would spider the Internet, indexing the results and running an algorithm for 
relevancy. Google added a twist: link analysis and its PageRank methodology. 
PageRank was the gating factor for relevancy. The basic premise was that Websites 
that are popular would link to other sites with similar content. The origin of this 
technology was innovative but not unique. Similar technologies were developed at 
various research centers but Google was the first to improve it and continuously 
add new relevancy features to keep results fresh. As a result of its success, Google 
was able to unseat the once behemoth Inktomi as the search provider for Yahoo!. 
This was a wake-up call to others, and now a number of search technology 
companies are racing to catch up with Google’s relevancy. 
 

While many companies have refocused spending on improving search relevancy, we 
believe Google is taking search to another level, attempting to gradually change 
user behavior to use search as the main interface to the Internet and the way to 
navigate through the Internet.  Even without this goal, Googlism has clearly taken 
center stage and consumers will be the big beneficiaries of this new trend, as faster 
and more relevant searches make the Internet more useful. By Googlism, we are 
now referring not just to the company Google, but also to the trend we described 
here, which is increasingly encompassing a number of companies in the search 
space. We believe that the full success of Googlism will be the ultimate promise of 
the Internet: to put everything at one’s fingertips. 
 
Source: Golden Search, Piper Jaffray & Co., March 2003 
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Increasingly, it also includes checking flight information or sports scores, or finding 
what time it is in Beijing. 
 

In the aftermath of the Internet bubble, when the brand advertising market seemed to 
be on its last legs, search rose to prominence, infusing the Internet ecosystem with new 
life and delivering measurable ROI to advertisers. The cost-per-click or CPC value 
proposition is simple: Advertisers pick a keyword and bid on how much the keyword is 
worth. When a user searches for a particular term or phrase, the list of advertisers 
appear according to the order of bidding and/or the relevancy of the results. In time, an 
advertiser will be able to track the level of sales made on a keyword by keyword basis. 
If the returns are profitable, the advertiser could increase its bid price and increase the 
likelihood its keyword term receives a click. In practice, the higher the rate of 
conversion (assuming a positive ROI), the more valuable that keyword term is to the 
advertiser. 
 
While initially companies used search as a vehicle to sell products and services online, 
search has expanded to become a vehicle for brand awareness, lead generation, and 
traffic acquisition. Of these other marketing objectives, we believe using search to 
enhance brand awareness is potentially the most significant future contributor to the 
overall growth of the search market, and we expect brand marketers to increasingly use 
search for branding products and services. A recent survey by the Search Engine 
Marketing Professional Organization (SEMPO) confirms our expectation that brand 
marketers are increasingly using search to enhance brand awareness. According to the 
survey, 77% of companies with more than 500 employees are using search to increase 
and enhance brand awareness. 
 

Trend Two: Search Is 
Expanding Beyond 
Direct Marketing Use 

Exhibit 115  

WHY DO ORGANIZATIONS USE SEARCH MARKETING 

What is your company using search marketing to accomplish? 
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Source: Search Engine Marketing Association (SEMPO) 
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We believe the online search industry represents a major growth market, which we 
expect will reach approximately $44.5 billion in worldwide revenues by 2011, growing 
at a compounded annual rate of 23% from 2006 to 2011. The key driver of growth is 
the increased popularity of search as the most efficient way to find products and 
information, the rise of search as the best way for advertisers to find and acquire 
customers and the adoption of search advertising by brand advertisers.  
 

Three years ago when we published our Golden Search report, we estimated Google’s 
market share of U.S. queries to be 34%. Today, we estimate that Google’s market share 
in 2006 is around 50% in the United States and 60% globally. We believe this trend will 
continue, although not at the same rate. There are four reasons we believe Google will 
continue to gain more market share: 
 
1. Word of mouth and the popularity of “Googling” is creating more momentum for 

the site, causing people to increase their frequency of search on Google compared 
to other search engines they use. 

2. Google’s relevancy and ease of use continues to be the best in the industry. This is 
an important advantage that creates a virtuous cycle for Google. As the company is 
getting more searches and more revenues, it invests significantly more in its 
technology and search infrastructure. In our opinion, an even more important 
factor, however, in this virtuous cycle is Google’s singular focus on user experience 
that is unmatched by any of its competitors. The combination of laser focus on 
user experience and significantly more resources creates an almost unfair 
competitive advantage that will be very difficult for others to overcome. 

3. Once the habits of users become established, they are typically unwilling to change 
unless they are offered a major increase in value proposition. While in the past 
nearly all people considered that they have a number of choices for searching, 
increasingly users will equate searching with Google and will have little reason to 
change that behavior. This is likely to convert more searchers to use Google as 
their primary search engine.  

4. Google’s portfolio of products has created a virtuous cycle of brand affinity that 
has made Google synonymous with ease of use and efficiency, and has contributed 
to brand loyalty and increased search frequency (see Exhibit 116 and Exhibit and 
127). Of the 61 products listed in this exhibit, we have highlighted 16, which we 
believe have either reached critical mass or are key initiatives for Google. 

 

Trend Three: 
Google’s Dominance 
And Market Share 
Gain Is Continuing 
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Exhibit 116  

GOOGLE PRODUCTS AND SERVICES 

Highlighted Products Are Key Initiatives or Have Reached Critical Mass 

Accessible Search Search for the visually impaired
Alerts Receive news and search results via email

Analytics Track how visitors found and interact with your site
Apps for My Domain Private labeled Gmail, Talk, Calendar, Creator and docs

Base Post items individually or in bulk to be included in index
Blog Search Search blogs

Blogger Blogging tools
Books Search books from a number of libraries

Calendar Organize schedule and share
Catalogs Search and browse mail-order catalogs

Checkout Online payment system for retailers and users
Code Download APIs and open source code

Code Search Search public source code
Co-op Contribute expertise to improve search

Desktop Search Search your own computer
Directory Browse the web by topic

Docs and Spreadsheets Online spreadsheet and word processor
Earth Explore the world from your PC

Enterprise Google search for a large corporate network
Finance Find financial data and information
Froogle Comparison shopping

Froogle mobile Search for products on your mobile phone
Glossary Find definitions for words and phrases

Gmail Email
Google Mini Google search on a small corporate network

Government Search Search U.S. government sites
Groups Create mailing lists and discussion groups

Homepage Create a customized Google homepage
Images Search for images on the web

Labs Try out new Google products
Local Find local businesses and services
Maps View maps and directions

Maps for Mobile View maps and directions from your phone
Microsoft Search Search Microsoft sites

Mobile Search Use Google on your phone
News Search thousands of news stories

News Archive Search archived news stories
Notebook Clip and collect information as you browse

Pack A free collection of essential software
Page Creator Easily create web pages

Patent search Search seven million patents from the USPTO
Personalized Search Get search results most relevant to you

Picasa Find, edit and share your photos
Public Service Search Search non-profit sites

Reader Track favorite sites
Ride Finder Find a taxi, limousine or shuttle in real time

Scholar Search scholarly papers
Sets Automatically create sets of items

SketchUp Create 3D models for Google Earth
SMS Use text messaging for quick info

Special Searches Search within specific topics
Suggest As you type, Google suggests in real time

Talk Instant messaging and VoIP
Toolbar Add a search box to your browser
Transit Plan trips using public transit

Translate View web pages in other languages
University Search Search a specific school's website

Video Search for video content
Web Accelerator Speed up the Internet

Web Search Search the Internet and Google ecosystem
Wi-Fi Free Wi-Fi in Mountain View and San Francisco

Source: Piper Jaffray & Co. and Google Websites 
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This is not to suggest that Google will be the only search engine or that it will have 
near 100% market share. In fact, we believe Google’s market share could be topped at 
the 60%-70% range. Despite the factors we cited above, consumers always are eclectic 
in their personal choices, and there are limits to the power of any brand: As dominance 
grows, consumer backlash becomes almost inevitable and limits additional market 
share gains. Also, companies like Baidu.com, Inc. and Yandex have proven that 
Google’s dominance is not unassailable, particularly in markets where other factors 
such as language, culture, and government intervention can favor a strong local search 
engine. We believe that given the inherent diversity that U.S. consumers generally seek, 
Google’s market share is unlikely to exceed 70%, even in the best case scenario, and 
could stabilize well below that percentage. 
 

Based on our discussion with various industry sources, we believe local search already 
comprises between 10%-30% of the queries. Our 2006 Online Media Survey indicated 
that local search was the second most popular online service. 
 

We consider a search to be local when the user’s intent is to find a business listing or 
other information that is directly tied to a given geographic boundary. In most cases, 
users will include a city name or zip code or other geographical designation. We believe 
the vast majority of local searches are done in this manner, rather than using the local 
search sites, including the “local” or “map” tabs on the major search engines. Going 
forward, we expect this trend to gradually change with more traffic going to the 
“local” sites, but we note that the ease of searching for a local business in the main 
search engine will continue to attract most of the local search traffic. Local search, we 
believe, can ultimately comprise as much as 50% of total searches, as search becomes a 

Trend Four: Local 
Search 

Exhibit 117  

LOCAL SEARCH IS SECOND MOST POPULAR SERVICE  

How often do you use the following online services? 
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Source: Piper Jaffray & Co. 2006 Online Media Survey 

We consider a search to be 
local when the user’s intent 
is to find a business listing or 
other information that is 
directly tied to a given 
geographic boundary. 
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tool for conducting everyday activities, beyond information and commerce 
applications. We also believe that local search is likely to move a significant part of 
eCommerce to the local merchants, as users will likely prefer to buy locally if they can 
quickly identify the best merchant in their locality.  
 
As shown in Exhibit 118, we currently expect the total local advertising market to be 
approximately $4.5 billion, which represents 12% of the total local advertising market 
(classified and yellow pages only).  We believe this is a market that can largely migrate 
online and would expect that we could see only having 70% or more market share over 
the next 10 years.  These assumptions would suggest a potential local ad market of 
approximately $25 billion, just in the United States, and possibly twice that worldwide. 
 

The Local Search Interface. The advances in mapping technologies, pushed forward by 
Google maps and satellite imagery, are now becoming an integral part of local search. 
We believe the final local search paradigm is likely to be quite different from the Web 
search interface, in that the users are likely to start with a map, rather than the blank 
page and a search bar. This type of interface could allow additional advertising 
opportunities, which (if done appropriately) could be welcomed by the users. The key 
here will be keeping the interface easy and simple to use. It is important to note that 
local search will also be tightly integrated with mobile applications. We believe the key 
players in local search are likely to be the existing dominant search engines: Google, 
Yahoo!, Ask.com, MSN, and AOL. While we believe there is potential for other local-
specific search sites, we don’t expect such specialty sites to garner a large market share.  
 
The key trends to watch in local search are the following: 
 
a. Completeness Of Data. Basic Yellow Page listings are readily available to all 

players and comprise at least 90% of the listings offered by most local search 
engines. Yellow pages listings, however, are infrequently updated and lack key 
attributes such as hours of operations, products, keyword-based classifications, 
customer ratings, and other attributes. A key competitive differentiator for local 
search sites is the depth of the additional attributes that can be assigned to local 
business, allowing searchers, for example, to find the bakeries in their town if they 
type in “brownies,” or nurseries and garden centers, if they type in “cherry tree.” 
There is no easy or quick way of adding this information to business listings, and 

Exhibit 118  

TREMENDOUS OPPORTUNITY IN MIGRATION OF LOCAL AD DOLLARS 

 

Offline Yellow Pages and Classifieds Market $37 Billion

% of Offline

Local Search $989 N/A

Online Yellow Pages $800 5%

Classifieds $2,800 16%

Current Total Online Local Ad Market $4,589 12%

Potential Online Local Ad Market - 70% of Total $25,900

Millions of $

Source: Piper Jaffray and Co. 

Local search, we believe, can 
ultimately comprise as much 
as 50% of total searches 

The local search paradigm 
will eventually be entirely 
map-based, with a 
completely different user-
interface, compared to 
today’s Web-search page 
 

With full local search, users 
should be able to find 
bakeries in their 
neighborhood if they type in 
“brownies” 
 

February  2007



 Piper Jaffray Investment Research  The User Revolution  |  163

most companies will need to have a combination of editors, user inputs, and self-
service interfaces for businesses to update their listings. With more than 24 million 
businesses in the United States, this will be a difficult task for any company. 

 
b. Understanding And Matching Queries. While consumers use the Yellow Pages in 

its limited way by referring to fixed categories, they use Web search in quite a 
different way, with a much more liberated keyword base. Keywords allow users 
infinite freedom—a freedom that is very difficult to manage when the index is not 
cataloged based on keywords but rather is based on business categories. As a 
result, successful local search engines will need to have an additional layer of 
“translators” that will map keywords to categories, at least until most businesses 
are indexed based on relevant keywords. 

 
c. Merchant Reviews. Merchant ratings, either by users or by experts, are likely to 

play an important role in the success of local search business. We believe the 
ratings will, in fact, become a catalyst for many businesses to provide more 
information to the search providers and online sources, much as hotels have 
become actively involved in monitoring and correcting their reviews on sites such 
as TripAdvisor (industry reports suggest some hotels have gone beyond this and 
attempted to manipulate those reviews – an inherent flaw, in our view, for the 
user-based reviews). We believe rating-based listings will offer a significant 
advantage to the users over basic online yellow pages and are likely to be a key 
catalyst for pervasive user adoption of local search. We do not believe any local 
review site has yet cracked the code on this, and we expect the winning mode will 
be a combination of expert reviews, user reviews, and family/friend-based review 
sharing (similar to “tagging” on the Web search). 

d. Interface. The last important factor for local search is the interface, which could 
allow users to make a phone call or request a call back directly (Google and a 
number of other search engines are now offering this - See Exhibit 119). The pay-
per-call feature also offers a more familiar way for some local businesses to pay for 
search listings. We believe call-based interaction and tracking could ultimately 
account for 30%-50% of total local search listings. 

 

We believe call-based 
interaction and tracking 
could ultimately account for 
30%-50% of total local 
search listings. 
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Exhibit 119  

GOOGLE LOCAL SEARCH PAY-PER-CALL 

 

Source: Google Local. Reproduced with permission of Google Inc. 

Exhibit 120  

ASKCITY LOCAL SEARCH 

 

Source: AskCity.com. Reproduced with permission of IAC/InteractiveCorp. 
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The final key trend in search is the evolving new technologies, most importantly in 
search methodology, and to a lesser extent, in the interface. There is a growing list of 
new search technology companies that are largely based on the concept of semantic 
search, or understanding the user intent, and understanding the meaning of 
information that is available on various Web pages. This is in contrast to somewhat 
blind, though highly sophisticated and complicated, matching of keywords, which does 
not require any “knowledge” on the part of the search engine. Nor does the search 
engine, for the most part, learn from any searches (there are, of course, exceptions, but 
those are largely based on the quantity of searches rather than their information 
content). We believe these new technologies will eventually form the foundation of 
search over the next two decades. In the near term, we do not expect major changes in 
the search landscape, as the scale of technological advances required to make a 
semantic search system work for general search is monumental. However, we do 
expect more vertically-focused applications of these technologies to emerge, for 
example in medical or legal fields, to become popular quickly. 
 

Trend Five: New 
Search Technologies  

The new meaning-based 
search and matching 
technologies will form the 
new foundation of search 
over the next decade. 

SIDEBAR 

FIVE TRENDS IN SEARCH TODAY  

1. Search the New Portal 
 

2. Search marketing is expanding to brand advertising 
 

3. Google continues to gain share 
 

4. Local search is growing and can be 50% of all searches 
 

5. New, meaning-based search technologies are evolving and will become 
the foundation of new search in the next decade 
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PART I I :  
THE SEARCHERS 

Search engine usage is an integral part of most people’s Internet experience, with the 
top five search engines (Google, Yahoo!, MSN, AOL, and Ask) used by more than 80% 
of all Internet users, or nearly 130 million searchers. Demographically, search users are 
diverse and closely match the online population, but skew slightly wealthier and 
toward the middle of the age spectrum. Below we profile the demographics of the 
leading search engines. As one would expect, Google—the largest search engine—most 
closely matches the online population as a whole, while AOL skews toward older 
users. 
 

According to Nielsen/NetRatings, U.S. Internet users performed more than 6 billion 
searches in October 2006, up nearly 19% year over year. The bulk of this search query 
growth is from a growing number of searches per user, currently a little more than 47 

Exhibit 121  

SEARCH DEMOGRAPHICS – A UBIQUITOUS MEDIUM 

 

Google 
Search 

Yahoo! 
Search 

MSN 
Search

Ask.com 
Search

AOL 
Search

Online 
Population

Unique Users (in millions) 93.0 55.1 40.2 38.8 25.3 157.1

Audience Reach 59% 35% 25% 24% 16% 100%

Males 50% 49% 48% 47% 43% 48%
Females 50% 51% 52% 53% 57% 52%

Age demographics:
Under 18 18% 13% 12% 17% 14% 20%
Adults (18+) 82% 87% 88% 83% 86% 80%
Users between 18 and 21 4% 3% 3% 3% 3% 4%
Users between 21 and 34 17% 18% 14% 15% 12% 17%
Users between 35 and 49 33% 34% 35% 33% 31% 28%
Users between 50 and 64 22% 25% 28% 25% 28% 23%
Users 65 and over 6% 7% 8% 7% 13% 9%

Household income:
Less than $25,000 5% 6% 5% 8% 6% 6%
$ 25,000 - 49,999 19% 22% 21% 24% 22% 23%
$ 50,000 - 74,999 27% 28% 27% 26% 26% 27%
$ 75,000 - 99,999 21% 19% 20% 19% 19% 19%
$ 100,000 - 149,999 17% 16% 16% 14% 17% 16%
$ 150,000+ 9% 8% 9% 7% 10% 8%
No Response 2% 1% 2% 2% 1% 3%

Source: Nielsen/NetRatings data, October 2006 
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searches per user per month, up 12% from a year ago. Search users in the United States 
increased more than 6% in the last year.  
 
Our own survey of online usage reflects an even greater prevalence of search among 
Internet usage, suggesting that 77% of Internet users search at least once a day and 
38% search more than four times each day. 
 

Search engines are quickly becoming the access point to information, with users often 
going so far as to type full URLs directly into search windows in order to navigate to 
sites. In the United States, we believe as many as 35% of all searches are commercially 
motivated and another 10% at least are tangentially related to commercial goods and 
services, suggesting that approximately 45% of the estimated 6 billion monthly 
searches are potentially monetizable. 
 
Not only are users increasing their use of search, but as relevancy has increased and 
comfort with searching has grown, users are also increasing the complexity of their 
searches. According to OneStat.com, a Web analytics provider, use of three words in a 
search query has increased from 15% to 17%, while the number of searches conducted 
with a single keyword has declined from nearly 17% of all searches in 2004 to 11% in 
2006 over the same period. The average English language search now contains 
approximately 2.3 words, up from 2.2 two years ago (see exhibit 123). We expect this 
trend to continue as familiarity with search engines increases and searching becomes a 
more integral part of the daily experience. 
 

Exhibit 122  

2006 ONLINE MEDIA SURVEY: SEARCHES PER DAY 

How many Internet searches do you do each day? 

< 1
23%

4 to 6
22%

7 to 10
6%

>10
10%

1 to 3
39%

Source: Piper Jaffray & Co. 2006 Online Media Survey 

Nearly half of the 6 
billion monthly searches 
in the United States are 
potentially monetizable. 
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This highly diverse use of search is a result of the trend we identified as Googlism in 
our 2003 report, The Golden Search. 
 

Exhibit 123  

KEYWORDS PER SEARCH TERM ON THE RISE 

Distribution Of Searches By Words Per Query 
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PART I I I :   
THE SEARCH ENGINES AND OTHER SEARCH PLAYERS 

Worldwide Google dominates the search market in both query volume and search. 
However, no data provider gives what we believe to be fully consistent and accurate 
data on search market share, especially in international markets, but through a 
triangulation of a number of sources, we believe Google powers 50% of the United 
States, and 60% of global searches, showing particular strength in Europe. The 
virtuous cycle of relevancy, breadth, and—most importantly—the Google brand, has 
driven Google’s dominance. We expect Google to continue to make incremental share 
gains before possibly topping off at around 70% of the total search volume. Google’s 
market-leading monetization algorithms and its far larger universe of advertising 
customers enables the company to parlay this estimated 60% global market share into 
a 75% share of total gross 2006 search ad spend. 
 
Yahoo!, as the second largest search provider, commands a market share of U.S. 
searches of between 24% (according to Nielsen/NetRatings) and 28% (comScore), at 
least double the share of the next largest search engine MSN. Yahoo!’s market share in 
terms of both query volume and search revenue has declined over the last year as 
Google’s brand draws away users, and better monetization creates a growing 
percentage of total search ad spending. Yahoo! hopes to reignite user interest in its 
search service through social search (for example, Yahoo! Answers and del.icio.us), 
and also aims to close the monetization gap with its upcoming Panama search ad 
ranking engine.  
 
Outside of the top two players, the global search market drops off quickly. MSN, AOL 
(powered by Google), and Ask.com round out the remainder of the top five players in 
the United States, but all have struggled to differentiate themselves (with Ask.com 
showing some success), and attract searchers in a nearly duopolistic market. Outside of 
the United States, however, several country-specific search engines have emerged and 
successfully challenged Google. Baidu in China and Yandex in Russia both have a 
commanding market share lead over Google and seem to be developing brands in their 
home countries that appear as unassailable in their home market as Google’s brand is 
in the United States. 
 

The virtuous cycle of 
relevancy, breadth, and, 
most importantly, the 
Google brand has driven 
Google’s dominance.  
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Exhibit 124  

U.S. SEARCH MARKET SHARE 
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Although the absolute values of worldwide market share data are questionable, we 
believe comScore is directionally correct when it shows Google commanding a larger 
percentage of the worldwide market than the U.S. search market. 
 

Exhibit 125  

SEARCH ENGINE USAGE 

 

Unique 
Searchers Searches Page Results

Search 
Sessions Searches Page Results

Search 
Sessions

Google Search 93,862 3,022,326 5,882,252 1,085,074 32.2 62.7 11.6 
Y/Y Growth 19% 23% 17% 28% 4% -1% 7%

Yahoo! Search 59,091 1,456,269 2,609,571 587,738 24.6 44.2 9.9 
Y/Y Growth 9% 30% 23% 28% 19% 13% 17%

MSN/Windows Live Search 35,170 538,594 931,347 242,850 15.3 26.5 6.9 
Y/Y Growth -11% -8% -8% -8% 3% 3% 3%

AOL Search 23,912 375,045 573,607 192,739 15.7 24.0 8.1 
Y/Y Growth 0% 2% 17% 5% 1% 16% 5%

Ask.com Search 19,491 168,076 344,949 54,671 8.6 17.7 2.8 
Y/Y Growth 22% 25% 24% 20% 3% 2% 0%

Total Search Market 128,385 6,087,700 11,333,101 2,189,560 47.4 88.3 17.1 
Y/Y Growth 6% 19% 16% 20% 12% 9% 13%

Per SearcherAggregate Data (in thousands)

Source: Nielsen/NetRatings data, October 2006 
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Exhibit 126  

WORLDWIDE SEARCH MARKET SHARE 
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Google is the world’s most-used search engine, processing more than 3 billion searches 
for more than 90 million users a month in the United States alone, and with a search 
query market share of almost 50% in the United States and a greater than 63% share 
worldwide, according to comScore Networks. Google’s search engine has built its 
dominance of the search industry by a combination of its superior search results and 
brand strength. While it is clear that these two strengths are linked, we believe over the 
last several years as Google’s market dominance has solidified, driven by the 
company’s brand strength, “to Google” has become a recognized verb. 
 
We believe that Google's robust growth is a result of the company's aggressive 
partnership strategy, product expansion beyond search, and exceptional monetization 
improvements. While Google's partnership strategy and monetization improvement 
trajectory are well understood by investors, we do not believe investors fully 
understand the impact of Google's non-search product extension strategy. We believe 
that Google's wide variety of non-search products creates a virtuous cycle of brand 
affinity that drives incremental search volume. Many of Google's non-search-related 
products, when first introduced, were thought to be unlikely to generate revenues 
anytime soon and, in fact, few have had even noticeable direct revenues. The combined 
synergistic effect of these products, however, is to create increasing growth in activity 
levels of users, increased user loyalty and, of course, additional users to the main 
monetization engine: Google search and the AdWords and AdSense search platforms. 
The portfolio of non-search products creates more user activity within the Google 
network, resulting in more searches and more clicks, which, in turn, have attracted 
more advertisers. We believe this strategy will enable Google to continue to grow at a 
much faster rate than its competitors, gaining market share again in 2007. Our 2006 
Online Media Survey confirmed our belief that Google's non-search-related products 
are beginning to see increased user adoption and are helping the Google brand. Key 
survey findings include the following: 
 
• 49% of respondents use at least one Google product other than Google search  
• 25% use at least two Google products other than Google search  
• Search is becoming the dominant navigation method  
• Google dominates mind share 
 

The Search Engines 
 
Google (GOOG)  

Exhibit 127  

GOOGLE USAGE GROWING BEYOND SEARCH 
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Source: Piper Jaffray & Co. 2006 Online Media Survey 

The portfolio of non-
search products creates 
more user activity 
within the Google 
network, resulting in 
more searches and more 
clicks, which, in turn, 
has attracted more 
advertisers. 
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Google’s relevancy advantage was developed early as the company’s two founders 
applied an algorithm, called PageRank, which evaluated the quality of a given page 
based on the pages linking to it. This algorithm quickly gave Google clear advantage 
over other search engines that, at the time, were relying upon either unscalable human-
edited directories or less reliable meta-tag crawlers. Since then, Google has developed a 
vast number of additional technologies to assess more accurately the relevancy of a 
given Web page in comparison to a user’s query. Google continues to use a proprietary 
variant of PageRank, which incorporates backlinks as well as other factors in 
determining the relevancy of a given page.  
 
Although not the first to monetize its search engine through a cost-per-click (CPC) 
model, Google has captured an estimated 75% of the worldwide search and contextual 
advertisement spend. Google’s revenue per search greatly exceeds that of its 
competitors through both substantially more global advertising customers (estimated 
at 800,000+) as well as better ad-ranking algorithms.  
 
Google is a broad-based search engine and excels at most types of Web-based search. 
The company has added specialty search functions within its engine, giving users much 
of the functionality of shopping, image, and other vertical search engines. Google’s one 
notable missing function is a true video search system that crawls the Web for available 
video content as opposed to searching a proprietary database as both YouTube and 
Google Video currently do. Google is spending heavily to address the large local 
market opportunity, and through its acquisition of Keyhole and its development of 
Google Maps and Google Earth is already one of the leading players. 
 

Exhibit 128  

USAGE OF GOOGLE PRODUCTS 
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We also believe that Google’s portfolio of additional products (see Exhibit 116) has 
created a virtuous cycle of brand affinity that has increased search frequency on Google 
and contributed to Google’s market share consolidation. 
 

As the world’s largest portal, Yahoo! has products that touch more than 500 million 
users worldwide each month. Yahoo! has leveraged this market reach into a solid 
second place position in the global search market, controlling approximately 25% of 
United States and 20% of worldwide search queries.  
 
Although Yahoo! is one of the oldest search engines on the Internet, the current search 
function has little resemblance to the hierarchical directory that was originally 
developed by founders Jerry Yang and David Filo. As the number of Web pages 
proliferated and user demand increased for a more comprehensive search engine, 
Yahoo! switched to a crawler-based system in late 2002. Until 2004, Yahoo!’s organic 
search results were provided by its now arch-rival Google. Currently, Yahoo!’s organic 
search results are powered by technology acquired through its March 2003 acquisition 
of Inktomi, and through Altavista and AllTheWeb, which were acquired as part of 
Yahoo!’s October 2003 acquisition of Overture. 
 
Yahoo! has monetized its search through the Overture system of CPC keyword ad 
sales. Overture was the pioneer of the sponsored search model, but limitations in 
Overture’s ad ranking system have curtailed Yahoo!’s ability to make incremental 
improvements and allowed Google to open a wide gap in revenue per search. 
 
Yahoo! has known for some time that it must change to a similar yield management 
system, but dramatically changing the monetization engine for a system that generates 
two-thirds of the company’s revenue and is used by hundreds of thousands of 
advertising customers is not an easy task. The company officially announced its new ad 
marketplace and monetization engine (dubbed Panama) in early 2006 and is expecting 
to launch the full system in early February 2007. 
 
Panama’s ad ranking system will be similar to Google’s in principal, taking the click-
through rate and other factors into account, and multiplying those by the maximum 
bid price to get an effective yield score. Although it will take time for the system to 
learn and refine its relevancy rankings, Panama should quickly enable Yahoo! to 
partially close the monetization gap with Google. The initial launch will only add 
simple and easily identifiable metrics into account such as click-through rate. Panama 
is built to be a very flexible platform, however, and will give Yahoo!’s search engineers 
numerous levers to adjust as the system and the advertisers learn. 
 

MSN has approximately 8% share of worldwide search queries and 11% of the U.S. 
market, according to comScore, placing them a distant third in the United States 
behind Google and Yahoo!. Until recently, MSN’s search engine was powered largely 
by Yahoo!’s Inktomi division for algorithmic results, and by Yahoo!’s Overture for 
paid search results. In late 2004 and early 2005, Microsoft began to realize the 
importance of search, and MSN started developing its own engine, gradually switching 
from Yahoo! to using its own algorithmic search results. In early 2006, MSN also 
transitioned from Yahoo! syndicated sponsored links to its own advertising system, 
adCenter. Since then, MSN has invested in sophisticated search products through its 
MSN Live platform, with particular attention to the local search opportunity. 
Microsoft’s adCenter search advertising platform has received praise from the search 

Yahoo! (YHOO)

Panama

MSN Search (MSFT)
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engine marketing community for its rich feature set and technology (particularly its 
industry-leading demographic profiling), but adCenter has experienced slow adoption. 
 
MSN hopes to leverage its traffic as one of the largest portals in the world, and 
Microsoft’s position as the operating system on the vast majority of the world’s 
desktops, into a leading search position. So far, however, its efforts have been largely 
unsuccessful as worldwide search query market share has decreased from near 15% in 
the beginning of 2004 to 9% now. With the launch of the new Vista operating system 
and its integrated desktop search functionality, MSN may see some bump in search 
query share, but we believe it is unlikely that MSN Search will be able to make any 
significant dent in Google’s dominance, or Yahoo!’s market share, any time soon. 
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SIDEBAR 
 

SEARCH COMPETITION: BRAND VERSUS TECHNOLOGY 

What Is Holding Back MSN’s Market Share Growth? 

We believe the key problem MSN faces is no longer lack of good search or 
advertising technology, as the company has addressed both of them, but lack of a 
solid brand affinity with users and a good value proposition for the searchers.  In 
our opinion, while MSN search results are generally satisfactory, they fall short of 
Google’s level of relevancy, and for MSN to gain any market share, it has to offer a 
significantly better search experience.  Lack of a prior search brand with users 
makes this task especially important and difficult.  We have evidence of this theory 
as we see Ask.com able to gain market share much more easily as it already has an 
established, albeit minor, brand with users.  In other words, users can reasonably 
clearly articulate their reasons for going to Google, Yahoo!, and Ask, but there is 
no clear reason for them to use MSN Search.  As such, the task ahead for MSN to 
gain market share is very challenging and could take many years before it can be 
successful. 
 

MSN’S CHALLENGE IN MAINTAINING SHARE  
November 2005 – November 2006 
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Ask.com has approximately 3% share of worldwide search queries and 6% of the U.S. 
market (according to comScore), placing them fourth in search market share. The 
company was formerly Ask Jeeves, but when InterActive Corp. (IACI) acquired the 
search engine in early 2006, it was rebranded as Ask.com. Ask.com has a small but 
loyal following as one of the early search engines that some searchers have been using 
for many years. The key characteristic of Ask.com for its followers is that it is easier to 
use, although not necessarily more comprehensive, hence many Ask.com users also use 
Google or other search engines. Ask.com initially built its position on the character 
Jeeves, the mascot of Ask Jeeves, which provided the answers to users, as depicted in 
the picture of the English Butler holding a tray. The company also had very heavily 
marketed its brand in early years, and the combination of its pseudo-natural language 
processing and its heavy marketing gained the company some market share in early 
years, especially with school children. Post its acquisition by IACI, the new Ask.com 
dramatically reduced the number of paid listings on its search engine results page and 
moved away from its past focus on “natural language” search. Ask.com’s organic 
search results are based on its Teoma Web-crawler (acquired in 2001), and the bulk of 
its sponsored links are provided through a partnership with Google. Ask.com has also 
developed its own advertising system, and some of the paid links are provided by the 
Ask.com network. The Teoma engine has received some praise in the industry for both 
features and relevancy. Recently Ask.com announced the launch of its AskCity local 
search product, which integrates data from InterActive Corp.’s CitySearch, 
TicketMaster, and Service Magic divisions. AskCity is arguably one of the most 
advanced local search tools currently available (see Exhibit 120). Ask.com’s market 
share has maintained relatively stable for the last two years at near 6% of the U.S. 
search query share. 
 

AOL has approximately 3% share of worldwide search queries, and 5% of the U.S. 
market (according to comScore), placing it fifth in search market share. AOL’s search 
function is largely powered by Google. As one of Google’s oldest and most significant 
AdSense for Search partners, AOL serves both Google algorithmic search results and 
Google ads to its users, taking a large share of the revenue derived from clicks on the 
sponsored search ads. In late 2005, Google invested $1 billion for a 5% stake in AOL as 
part of a deal to strengthen its ties with AOL. We believe part of Google’s motivation 
was to secure its search relationship and block out potential competition from Yahoo! 
and MSN. Beyond Google search results, AOL does have a vast library of Time 
Warner content that is searchable through its site and has a particularly robust video 
search system. Through its acquisition of Truveo, AOL now has a video crawler that 
provides AOL Video users with access to video content from throughout the Web. 
AOL Search, however, is rapidly losing query market share, most likely to its partner 
Google, from approximately 14% of the U.S. search market in January 2004 to about 
5% in October 2006. Much of this loss of share is likely attributable to a loss of AOL 
access subscribers as the company has struggled to hold customers as broadband 
providers rapidly drop prices. 
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