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This docurnent 1s the second of a two part series on Audience Netwark strategy. |17 order for AN to be suzcessiul we need 10 be Jdeliver Advertiser Value AND Scale. This doc addresses Scale and the tirst tor addresses
Advertiser Value,

Introduction
culmination of an 18 month strategy in the bidding team..
Goal of docurnents

alignment
o Ahgn on how much scale AN needs to be succescful
* ALT-wide understanding of our two available supply-acquis tion cptions
v Align on which strateqy ta plreae

Key Dacision

+ Dn we move forward with our ad tech partnership strategy and partner with Gooagle?

e ? - 5
What's ni this document?
As mentioned in the last doc, one of the three reascns for daing AN 1< to pravide liquidity and be én outlet for demand during unexpected negative trends in supply or supply growth. This document outlines:

» The scale that AN needs to reach to be ar effective outlet, when we're supply constrained
* How rouch supply AN generates today

» What our existing supplv-acquistion strateqy is

+ The challenge of this strategy and where the ad tech marke: 15 today

+ Qur two supoby-acquistion optons: build ad tech, or partner with ad tech

» QOur recomrrendation: pursue a partnersh p strateqy and, rmore specifically partner with Google

What is meaningful scale?

The question has been raised of "how yg does AN need t be in order to meanir gfully impact supply iquidity nf the Facebook ecosystern?’ The reality 1s that the impact s proportionate to the amount and quality of
suppy It cén adc AND how supply constrained Flo Inc is. There isn't a magical number, However, there are scme principles that we can use to help us understand the trade offs of decisicns an scaiing supply:

Definition: Incrementality of supply = reventie increase from 1% increase in additic gl sapply.
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e therefore antizipate rnoving from scenario 10 2 within or juct

sertir g incrementality/supply grapn based on finance forecast
» Mighlight how much supply is meaningful
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These forecasts would result split by pace types of.

In addition it's worth unc % of supply contr butec from AN now and into the future, It would be concerning if AN didn't outpace the growth of FB O&QO properties going forward as it would imply that the

overall Inexact on the ecosy

WP Incks very aggressive for our curren

-

Witk the current LRP, eventhough we grow fester t sntrbuting impression volurme 1en't that meaningfu

hiz is whee we think we'll be if we do Google dea

insert same diagrams as above...

e ~ale ST
WNY SCaic NOW!

* 1 e, building encagh scale t stern fake a
* tleverage cwer Qoo ich likely decrease over time as Google shifts the market to its awn hidding solition
* Alue now, suppiv incremerdality will conbnue to Indredse. cprms will continue to Increats, ths s Important now

How much scale do we provide today?

Insert imps vs requests graphs...

How can AN get tc xB imps/day?

ns between dermand sources (like AN and

S cuisiticn is fighly ndent on the ad tech that a puolisher uses, All publishiers use ad tech (ad server/mediation platform/tupply-side platfc { !

There 15 always ad tech between us anc the mpression we wart to buy, which we have little control over”

At a high-level, w2 have 3 options to acquire supply

+ Work with publisher, don't partner with ad tech
t. The ad tech indusry is i1 the middle of a shift from waterfall to uified

De facto strategy. "uge challenge. We anticipate we will no be ahle to reach xB imps with this Jy. In fact, we anticipate we will cap ou / It
g further reduce our alahity 10 wir

Liddirig. Bemg lelt in the wate fall as other, i particular, sophisticated detrand sources

+ Partner with ad tech
recornmended strategy, We are in the process of negehiations echation vendors. We recomrmend partnening and having a seat at the table to shape how the unified
’”'--’~""-} s ift | appens. Hor us, this wil meen shating a small % the same leve| of access as the ad tech companies own dermand source (in a Google world, this means we

vill Gt the same teatrrent as DN gets in the DFP/AdMol ecos

+ Build ad tech

What is AN's strateqy for scaling supply today?

2ur supphy -acquisition stratecy is highhy

A publishers use ad tech (ad server/mediation plattorm/cup

Twitter, Rovio, Sqap) or use 3rd party vendors like Gaogle DFP

Qur existing strateqgy s to:

+ Meet the publisher where they are
« Work directly with the putiisher

' with 3rd party vendors

. 1=t W

As a conseguence we have 3 ways of accessing supply:

Svatertall with price optiny 1zations
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Whenever AN wins an impression in our publisher tern, the tra n is facilitated | d pz id tech vendor, The busines f ese vendors has been to provide advantage thei sourcas of
nand, the most cbvious Leing Soogle BIPand Adivicl prowding their awn demand via AdX with preferential treatrnent. Curcently, we don't have a strategy to build our owin ad tech avd compete, having bbeen burr

wice Ty

Asicie from

Acvertizer Value we view this as the mast matenial long-term risk to AN accomplishing its strategic goal of providing Facebock Inc with meaningful supply liquidity.

\ ! 1 I e 7
What are the trends?

'\-',.‘I»r-,u VA ra {v § v
Vi here we are [0« ay

+ Google dominates the maret NN
+ FreeWheel (Comcast} hasa ¢ N I vide a2 strong moat by fecusing on high 7 {11 el
* Header bidding has been dre

enabiles competing 3rd

oV . (R et 1 excludes direct geal revernue
Ol OV O l' lecn mar
* Google's market share will continue to grow across app, widec, web regardless of whether we partner. They are the only carrpany still investing heavly in both technciogy and wevices, They have he
Most compelling, teature rich produsts for every segment of the market;
Adidot market share growing 1ast, especially in APAC
Large app developes moving to DFF (eqg, Cheetah experimenting, Kind rmnved) as they lock to do diredt
+ Header Bidding hacks will plateau in web and be even more difficult in app
HE doesn't wery at all in Adhol.
Geogle's new produd, Exchange Bidding [ niz Allocation (Google's answer to header Il - cazsingly dif y win via hacking DFP with header biddirg.
Beyond tap tech-savy pubis, it s difficult to ccale due to heavy opsftech Hurder
+ No legit competitor to Google is emerging
MaPub e losing market share and likely to accele with a partnership.
FB unlikely to commit ta a long-term strategy 1o
Boting on Ancazen mnaking the shift from a header g FP competitor 1= risky,
Where the market is headed
Without an alternative market force, Google will increase their dominant position across all formats,  Although oubhy ers want an allemative, no cthier cpporunities die arnetgng W replace DFFSADMOL Dladk L
mediation monoooly. Google are the only company making credible long term investments n mediation and ac er tech. For exarmple, Firebase Analytics, Googte 360 suite, Crashanalytics, EBDA, =

By 2020, w= estimate that Google will facilitate 68% of revenue in app 80% in we:, 50% 1M videc
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» Waat AN looks like with or wit! gri-level assumpti =

o It's estimated that the deal will have sgnificant infpact on the scale of AN by 2020 (+35% gross revenue by 20201 The two prirnary Jrowt s drivers are increased access to inventory for exdsting publishers and
increasing market penetration via google mediation. In par the dezl will enable access to the desktop web rarket, currently 72% Google DFP rnediated

» rrage

* lmrag

. 5 N aross mili SO 1 i . hnpre s o average / day avticinated each ve 1 ilic

.

& A el ImIE-lons

» Full scale of deal ed - Audience network market penetration accelerate: he deal un particular for web, where we weuld inve 1 product) tal testirg pha feal wil n <018 and scalii
At product will ocaur ever 2019 and 202

» 15% increase In revenue per publisher switching cver from waterfall stancard integration to bidding

» Wnat is the cost of the deal?

* Negotiated terms - Facencod will pay Gooagle 10% of any dollar spert, $500m; at £500m Facebook ray oogie 5% of any dollar spent above $500m. Therefore our outlay at §1 bdlios would be §75
At e AF rernoiael F R " mr anraal rin ate ofF $Hhn in enoned oS SO TS e
all N U TRV G TD S A7 LT UNINUGL T TUILC RF DO 0T SIS, < e G - HATUATICY SLCT I

-

e || the deal 1s scaled successiully the majonty of AN revenue would be run throuah Gooagle mediation by 2020, anc the averao=s payment to Gooale would be 5.5%. It i< anticpated that the AN marain woulc

o to 22% iitially to compensate and then return to 25% over time (@ higher were possible)
s |race
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o cubmiration of an 12 month strategy u the bidding tearn.,

. y Y 1T 7
STRINY & 1 edit=c at 207, M
A - . . - - - - - -

» Thic docurment is the cecond of a two part ceries on Audience Network rategy. In arder for AN to be successiul we nead to be del ver Advertiser Value AND Scale. This doc adcresces Scale and the first doc

v l an how rmuch scale AN needls to Le successiul

» Key Deasion

» Do we rnove forward with our ad tech: partr ershup strateqy and partner with Google?

e W 3 I docure

» Acgmentioned in the last doc, one of the three reasons for doing AN is to provide liquidity and be an cutlet for demand during unezpected negative srends in supply o supply growth. This document outlines
» The scale that AN neads 1o reach to e an effective out f, when we're supoly constraine:

* How much su AN ge oday

¢ What our exctin VR Tl N Shratedy |t

» The enqe i | where the ad tech market is

scaling supply:

» Definition: Incementality of supply = revenue inc2ase from 17 incease » odditionay suppy)
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