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To: display-gcn-eng-leads@google.com

5 % display-gcn-pm@gocegle.com

Subject: David Rosenblatt's Overview of Google's Display Strategy

Attachments; GOOG_01.23.09 C.pdf; Display Internal Broad-2-1.ppt

Ahead of our GCN Vision meeting next week, 1 thought vou would find David Rosenblatt's overview and presentation of the Display
strategy for Goeogle interesting. Its a long read, but when you have a chance 1t 1s worthwhile to get his perspective.

I have also attached a recent analyst report to give an external perspective on Google's opportunities.

David Rosenblatt's Overview of Google's Display Strategy
(as presented to the EMEA GCN Display / YouTube sales teams in London; notes taken by Clay Bavor)

[Clay notes: I've had to edit lightly where my typing didn't keep up, so this is not word for word what David is
sald, but 1t's close. 1 added the headings for readability. |

Introduction

I come from DoubleClick, and am now based in New York. I get sort of bored giving the same PowerPoint over
and over, and I can't really compete with YouTube PowerPoints, since direct response 1s less sexy than videos.
So I'm going to talk.

Context: Industry Consolidation

I thought I'd cxplain what happened in the industry over the past two years. what is our strategy relative to the
other major players, and then in the second part talk about the roadmap and concrete things we're doing to help
drive our business.

For years, DoubleClick toiled away in its corner of the industry, focused on the plumbing and advertising
technology that everyone used, but most people don't really think about. Eventually we came almost ubiquitous,
delivering 15B display ads a day. We touched almost every display ad in some form on the internct. Not many
people knew who we were outside of our clients, and we didn't sell advertising, so revenue wasn't as big as
physical presence.

Shortly after, we decided to look for a media partner, and ended up being bought by Google. And right after,
something like $12B of M&A took place in the part of the sector we were in. Overnight, the sector went from a
relatively small, not-really-thought-about backwater which was dominated by small, independent tech vendors,
to one run by a few big companies. So what happened and what are the implications?

Inefficiencies for Publishers and Advertisers
Let me start with the customer point of view and then talk about why these companies were compelled to

integrate.

Let's start with publishers. In the network business, you have to understand that while the advertisers account
for the revenue, the business depends on relationships with publishers. If you don't have access to inventory,
you have nothing to say to advertisers.
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Now, put yourself in the position of an publisher. If you're a publisher, this is how you think about your
business: there's always some small percent -- small in unit volume -- that the publisher sells directly. It's good
inventory with high brand value. It's cxpensive to make and to scll. You have to buy tech specific to scll the
inventory, have the three martini lunches with agencics, and so on. It looks a lot like traditional media has

looked.

Then you have this other stuff called remnant inventory that you just don't know what to do with. Historically,
what publishers did is they made a decision in advance that these parts of my site arc going to be hard to scll, so
that's remnant. And I'm going to hire someone who will call up a couple of ad networks, and say, what can you
do for me? They'll make a couple of deals, let them compete with each other, and that's it. Typically what
happened is. there'd be a couple players (in US: Ad.com, ValueClick, and one other), and maybe someone in
your company had a personal relationship with them. That's how they ran their business.

The problem with this is that it's inherently suboptimal for two reasons. One is there are hundreds of networks
out there, and maybe none of the small number of networks you work with can give you the most for a given
picce of inventory. It's too hard to do 100 deals. It's not worth the time to manage individual contracts,
relationships, and so on, so you end up exposing your inventory to a very small part of the market.

The second reason is you're making this inventory allocation decision in advance, without really knowing where
the demand 1s. You're saying, my homepage i1s premium. Some other part of the site, I'm calling premium. But
my stock quotes page, I'll call that remnant. But maybe there's someone in the market willing to pay 10x more
for the stock quotes page than the networks can get you.

So, again, since first you're limiting the universe of who can sell your inventory, and second, since you're not
making the dccision about what the salcs force sclls and what gocs to the networks on an impression by
impression basis, you're almost guaranteeing that you'll leave a lot of money on the table. These are the two
problems that as a publisher you have to solve.

>From an advertiser point of view, the market is similarly inefficient. It's too complicated, too expensive to
cxccute ad buys. With third party ad scrving, we think of it as just that, there's a third party and that's it. But if
you really map out how it actually works, in a given ad transaction, you could have as many as 7-8 vendors,
cach with own server, accounting methodology, billing practices, involved. And this all in an industry where
there are literally hundreds of thousands of publishers.

So the industry has all the characteristics of one that's incfficient, immature, and really 1sn't working relative to
its potential. That's the industry landscape.

The solution for publishers
What 1s the solution to that and how do the big players plan to participate in that solution?

Let me walk through, from a publisher point of view, what really fixes this problem; that will make the: strategy
more understandable. Going back to an individual publisher, what they do 1s, they go out and buy technology
from DoubleClick or Atlas, and they use the DoubleClick technology used for serving premium inventory. But
it's too expensive to use it for Networks / remnant. [cwb: because the serving fees for DoubleClick serving are
too large a percentage of what the networks give them for their remnant inventory.] How to solve this is, you
have a technology that looks across every piece of sellable inventory, and then you introduce a layer so that
every network in the world can compete for your inventory. So instead of applying your DoubleClick ad server
to your premium stuff only, vou run all of your inventory through it.

And instead of doing the deals with networks, you just say, go to www.adexchange.com, and bid for my
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inventory there. If you win the auction, you get it, and 1f you don't, you don't. So now since you're working on
one platform, you can expose all of your premium inventory to the networks. And now instead of three
nctworks competing, you have hundreds of networks. The end result is you guarantee yourself the highest yicld
for cach impression. And in addition, your costs arc lower, since you can reduce the size of your direct sales
force. They can focus on selling only the most premium.

* Question: You said that it wasn't economical to put all your inventory on DCLK because 1t was toc expensive.
Why does an ad exchange change that cost layer?

* David: once this platform 1s owned by the people who operate the exchanges, they're making money on ads
monetized through their exchange. So you the platform will be cheaper — you can use the AdX to pay for some
of the platform costs. And as publisher, by implementing this system, you get more yield.

How to grow your revenues at the same rate as the Internet
So let's take a step back and think about why Yahoo! and MSFT were bidding for us. It has implications.

Yahoo towards the end of 2006 reached a basic conclusion that applics to all internet publications which is, 1f
you look at traditional media, the way they think about their business is very simple: it's only in terms of their
audience, relative to the market audience. If you're the person running CBS, all you care about, the only thing
that matters, is making sure that your share of total audience -- this is ratings -- grows at a rate equal to or
greater than the overall market. And, roughly, vour share of the market translates into your share of ad revenues.
If you grow share, you get promoted; if you lose you get fired. And it works like this for TV and print.

Yahoo had applied this model to their own business for years. But the conclusion they reached, which 1 think is
right, 1s that that it is flawed for the internet, because the cost to entry for a new publisher is so low: they'll
never be able to grow their audience at the same rate as the internet. You can have some 21 year old kid come
and make a web site and get huge share. Look at Facebook. Yahoo's share of audience is significantly diluted.
The audience gets diluted. So how do you fix this problem and grow your revenues at the same rate as the
internet? It's simple: by selling other peoples’ inventory.

It turns out that you don't need to own Facebook or LinkedIn to sell their inventory and benefit monetarily. So
Yahoo switched from a model in which s was an O&O destination business to one in which 1t was a network
with a strong anchor of O&QO. They planned for the majority of their revenues to come from off-property
inventory, not from O&O. The beliet, which again [ think makes a lot of sense, is that they could out-compete
other players because they have better data. They had behavioral data. They knew when 43M people were in the
market for a car or wanted to buy tickets. Those sorts of things. If you can aggregate that data and apply it
across this broad rcach of your nctwork, you could out-compcte other networks and promisc a higher yield,
because you know more about users than other networks.

Value of the Platform

The problem is, how do you execute that strategy and get those contracts to rep other publishers? If you don't
have access to that inventory, nothing else matters. It turns out that the most efficient way to access that
iventory is by owning the primary ad server that premium and non-premium publishers use to manage their
inventory. It allows you as a network the so called "first look" at each impression.

* Comment: There's a huge switching cost.
* David: Yes, exactly right.

As Yahoo looked across the market and Yahoo identificd DoubleClick as the right partner. The origin of
Google's interest was Google was way ahead intellectually, but was having trouble building its own primary ad
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server. And they had even more of a problem convincing customers to switch to it. So Google, like Yahoo,
viewed owning this platform as a way of acquiring inventory to monetize on its network, the GCN. The
motivating factor for Microsoft was that Googlc was intcrested. They thought, let's just do it and figure it out
later. They didn't really have a strategy.

That was the context, and so cach of these three customers is now very focused on creating these super
networks. The strategies on paper all look very similar. Each has platform technology. Each has an exchange.
And cach has a network. When you think about competitive strength: we're way ahead in the platform stratcgy,
way behind in the exchange, and way behind on the network as well. Yahoo 1s nowhere on the platform, way
ahead on exchange and network. And Microsoft is nowhere on the exchange, nowhere on the platform, and in
the middle on the network.

* Question: why do you say we're behind on the network?
* David: Yahoo has a couple thousand sales people, their O&O, and a few billion in revenue. It's not just Blue
Lithium.

* Question: Is 1t sustainable to be ahead on the exchange 1f you don't have the platform?

* David: My view 1s nothing really matters but the platform. Nothing has such high switching costs. If there's a
better network or exchange, you can just switch to it. Switching platforms is a nightmare. Takes an act of God
to do it.

* Question: What are the other platform competitors?
* David: Atlas from Microsoft; AdTech is strong in Germany. Yahoo has built their own.

Our competitive standing

So that is the competitive landscape we're in right now. Again, we have a very strong platform, but it isn't right
{or Google's customer base. It's too big, too hard to operate, too hard to manage, for Google's sweet spot which
1s middle and long tail. So we¢ have an engincering cffort focusced on replacing GAM and DFP. [cwb: this is
XFP] But we are serving 18B ads per day.

Here's another way of thinking about the value of the platform. Let's say DoubleClick and Google Ad Manager
serves 18B impressions per day. Let's say once we have a much more competitive GCN and a viable exchange,
we're able to peel off even 10% of that inventory to monetize somehow. And 1 think the number should be
higher. So that's 1.8B impressions per day. If we monetize that at a dollar CPM and multiply that by 365, you
get how valuable the platform is worth.

* Comment: So it's induced revenucs rather than direct revenucs.
* David: Yes, we can scll 10% of the inventory, but in order to do that, we need to out-monetize everyone clse.
So that's why we're so focused on making the network so good.

* Question: With premium and remnant getting fused into one, won't that put downward pressure on price since
there were artificial barriers keeping prices high?

* David: My guess is that the percentage of revenue sold directly is going to shrink a lot. Think about how
immature this industry is. Yahoo, MSFT, and Google account for 70% or higher of the global industry. So the
% of directly sold inventory goes down; but prices will go up. Inventory will get better with more measurability.
Then a large, large majority of the industry will be monetized through exchanges. The average value of that will
go up. So I think both will go up, but the proportion sold by networks will go up.

Implications for networks
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On a related point: what happens to most networks. Today there are a few hundred globally, and if you read the
press, most people will say, there are too many networks. With a recession and less money, there will be a
shakcout of nctworks. I think that may be truc in 6-9 months, but 2 ycars from now, I think cxactly the opposite
will happen. There will be thousands of pubs sclling a small part of their inventory through small sales forces.
Everything clse will be dumped into two exchanges: the Google exchange, and probably the Yahoo exchange.
Those two exchanges will end up controlling or managing probably 90% of display inventory on the web. Once
that happens, one way to think about this 1s the financial context. We'll have created what's comparable to the
NYSE or the London stock exchange; in other words, wc'll do to display what Google did to scarch: make it
very easy to buy, standardize the metrics and definitions so you're not reinventing the wheel each time, and the
process becomes automated as opposed to faxing 10s back and forth. So what happen to networks: you have a
proliferation of networks which on average arc smaller than today, and compete on the basis of better
technology and more importantly, better data.

The reason that's true 1s it's easy to buy people [cwb: L.e., ad impressions served to a specific person]. The whole
business of being a network is about knowing a little bit more about users. For example, let's say you know
who's in the market for a surfboard. Today, if you're a surtboard manufacturer, it's really hard to buy
advertising. You either buy people searching for 1t, or you buy a small number of sites about surtboards. So now
as a network, if you can figure out across the entire world, who's in the market for surfboards, you can
aggregate, and then buy only those people out of these exchanges and resell them to the surfboard
manufacturers. You can imagine networks buying at low price in the exchange, and turning around and selling
that back to the advertiser for a lot more.

* Question: Won't economies of scale apply to the networks?

* David: The problem is that because the audience is so fragmented, you need some mechanism to roll them up
into onc singlc large pool. It's just not cconomical to do a thousand buys. For the samc rcason that in finance,
there are many hedge funds who compete against Goldman Sachs. there are always going to be niches where it's
possible to know a lot about one specialty. It's like why there are vertical search engines, like travel sites. You
know morc about uscrs; you can offer more. It's depth vs. breadth.

Mechanically, the way the surfboard network will do this is they go out and they do deals with all the different
surfboard related publishers, and they create cookie lists, and then buy those cookie lists out of the exchange.
The networks' value 1s data.

* Question: Do you sce the exchange adding more and more data and allowing them to get it there?

* David: So how much intelligence to we put in the Exchange. That's an important question. DFP and GAM are
platfoerm products that'll be succeeded by XFP. It will probably take 2 years to fully roll out. On the advertiser
side, we have a comparable product, DFA, and that's also valuable but less directly relevant to our monetization
strategy than the publisher side technology. On the exchange side, we have a DoubleClick exchange linked to
DFP. But we're not investing in a standalone product. We're going to merge what is today AdSense with what is
today the AdExchange. From a publisher's point of view, you'll be able to let the market compete for yvour
inventory via AdScnsc.

* Question: What incents a publisher to give different information into different networks?

* David: You wouldn't. Let's look at YouTube. They use DFP. You've got your homepage units, and maybe
some other very high value units clsewhere. That's the stuff that our direct salcs force will scll. Everything clsc,
you would dump 1nto our exchange, and you'd let the entire world go to a single URL and bid for that inventory.
And if you're a purist about this, and more and morc publishers are, you'd also let the market compete not just
for the remnant stuft, but also for your premium inventory so if the market produces a higher bid than your sales
force, it gets it. So YouTube wins even if its sales force doesn't. So the surfboard network comes in. 1t builds its
own database of uscrs. They have a view into the YouTube audicnce via the exchange, so they'll buy pcople
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[cwb: impressions] at a low price, and turn around and sell them to an advertiser.

The rcason 1 went through all this stuff is that a major major focus of this company is to make surc we¢ maintain
our position with the platform and to have the biggest and most liquid exchange. If we don't do that, Microsoft
and Yahoo will provide those products and divert inventory to their own networks.

How the Google Content Network will out-compete other networks

So let's switch gears to our Network and how we make sure we'll out-compete everyone else. One way is by
*not* putting all the same targeting technology we use for the GCN nto the exchange. We need to be focused
on liquidity in the exchange. That's a different effort than developing targeting technologics.

* Comment: If you go to financial world, we can do Goldman, I can trade for you, I tell you why this 15 good or
bad for your portfolio. [cwb: Didn't hear all of this question. |

* David: So we're both Goldman and NYSE. Goldman 1s GCN. This 1sn't a perfect analogy. As a company,
we're hedged a bit: if it turns out that another network 1s better, we still make money through the exchange. We
also have better intelligence because we know how other networks are competing against us.

* Question: If I'm selling GCN, I'm a sales force for a lot of sites, ultimately we could sell not only our network,
but buy inventory on the exchange to bundle with our own network. So we could become the main sales force
for this industry by getting inventory from publishers or buying it off the exchange.

* David: Yes.

* Question: How do you see large agency networks playing in this game?

* David: The problem with this industry 1s, it's complicated. Large agencies, most famously Publicis, are
becoming networks themscelves. To make it even more complicated, they're using our ad cxchange technology
to do that. And it makes sense: it starts with, they have the same problems as everyone else. There's tremendous
{ragmentation and too many intermediaries. Too much of the sales process 1s paper-based. So VivaKi 1s trying
to automatc as much as possiblc. They're trying to do this by creating their own network where they go out and
they buy inventory or have an ability to buy inventory. They do upfront buys like they always have. That
doesn't change. For everything else, they go out and create a network of all major publishers on the web. They
say, you join the Google Ad Exchange and make your inventory available forever. And on a spot basis,
wherever we want to, we're going to reach in and buy inventory. You'll never know until after it's done. Or they
could say, we have an extra $20M, let's by X per month.

To do that, they'll use our technology. So they'll be an advertiser customer, but the way they're going to buy 1s
they'll look like an arbitrage network like Advertising.com. So they buy 10% of impressions and then resell to
advertisers. Or they may buy on a spot basis.

This 1sn't limited to Publicis; all the networks are doing this. They may say, we have $500M to spend, and we're
going to go out, spend all of that on these 500 sites, and then I will create my own network, and over time,
allocatc that to my clicnts, and charge thosc clients as they usc the media. It's a huge arbitrage game. The
problem of course is, if that demand goes away, they're stuck with what they own and can't sell it. That's why
other alternative s to use this AdExchange facility to buy on a spot basis, but to do it without the participation
of the publisher. Their theory is that they know more about the value of a publisher's inventory than the
publisher does. It's the surtboard thing: if they aggregate data and build a customer databasc across all clients,
they'll be better able to know the value of a publisher's inventory than the publisher. And they'll do this in an
automated way, with no 10s, fewer people involved, more efficient, get people in China to make the ads. The
ultimate end state 1s there are very few people involved in the process. It's automated.

[Switches to slides. |
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Competitive Landscape... [slide]
Every single major player 1s going through a major intcgration job.

The End-to-End Advertiser Platform [slide]

On the advertiscr side, step #1 1s we have the platform that's essentially an opcerating system for most major
online agencies in the world. We want to keep making it better, have better tools for building campaigns, and
then ultimately to link that to our network and exchange so agencies can programmatically buy via DFA on not
just our customers but all customers.

Google Content Network [slide]

Our network is just not like every other network. It means that for one particular ad product, for contextually
targeted text links, 1t's the best in the world. We do $2B, next player does $150M. For everything else, our
product doesn't really work. Don't do basic things: frequency capping, reservations, etc.

Most customers if you ask them, believe we have all this stuff. They sort of can't believe that we don't do

frequency capping. So I usually don't tell them we don't do it. But we have to get there. Otherwise we just can't
participate in most media plans, let alone this new world.

2009 GCN Roadmap |[slide]
Blue part: all the things we just need to get into the game. Two quarters ago, this would have had third party ad
scrving, for cxample.

In my mind, some of these are must haves, but don't add that much value. The thing that will truly truly juice
this busincss is interest-based advertising. This 1s something that Google has always resisted, and for the first
time ever, | think we're going to be able to do it. The reason why it's so powerful is the obvious reason: if you
go back to this world where you have huge amounts of undifferentiated inventory, meaning people think about
how well 1t converts, the single most predictive targeting criteria is interest-based targeting in general, and
specifically past purchase behavior, which is the best predictor of future purchase behavior.

There are a couple different applications: retargeting, so if 1 am GM, and you can create a list of all the people
who have been to your site and browsed, if you can buy those people back, that's worth a lot. Response rates are
something like 5x higher. That's the initial incarnation of our targeting business.

The really exciting one which will take a bit longer is where we begin to create a cooperative where publishers
and merchants contribute their data, and then other advertisers can buy it back. Every publisher knows a little
bit about their customers, like they might know they like surfing, but nothing else. We can be the entity that
ageregates that information and sells it via the GCN. That's the ultimate promise of direct response internet
advertising. By the way, we don't have approval to do it yet. At Yahoo, this i1s a $400M product line, and we
have 10x the traffic.

The holy grail would be search retargeting. But that probably won't happen. By the way Yahoo! does it today,
they just don't have enough search data to make it broadly applicable.

* Question: What makes the difference in the accuracy of this type of targeting?
* David: It's everything. To make the numbers meaningful, you need access to a huge amount of inventory. 1f
there are a million surfers in the world, if there's one company that can put them together, that's huge. If you
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only have access to 25% of the mventory, that's less interesting.

So that's the first part: getting to parity. That's a huge priority.

[David gives a bunch of dates of product launches. ]

So, the short of it 1s, by mid-Q2, the goal 1s to have closed the gap with every other major network.

The second part is beginning to create new products that fundamentally differentiate us. Contextual creatives,
where the creative itself varies on context: the site where it's running, the product, etc. eBay can change pricing
on a minute by minute basis.

Audience Amplification: says ok, here are the people who responded to an ad, let's find similar people.

* Question: On targeting, in the past, other companies have been prepared to go further than we have in terms of
Intrusivencss.

* David: We'll be better. The whole 1ssue with targeting 1s scale. We'll have the scale. Even if you have great
technology, it doesn't matter if you only see a small part of the market.

GOCN 2009 Roadmap: Not Just Display [slide]
Text s still a $2B business.

[Flips through slides quickly.]

Wrapping up
I really believe that 1f we can execute on this stuff, we'll be able to crush the other networks, and that's our goal.

Questions

* Question: If we become bigger and better and there are only a few players, and the aggregated purchases
become bigger, agencies will want preferential pricing. Will we be building tools that allow that preferential
nature?

* David: We have no control over pricing because it's auctions. In Q2 we can do what we're talking about with
reservations.

* Question: is there a risk if we develop Exchange product before our Network?
* David: Yes.

* Question: Arc exchanges less developed in EMEA?
* David: Yces, because Yahoo is so immature in Europe.

* Question: how long do we have to execute?

* David: Tt depends on how well Yahoo executes. In the near term, they arc the competitor. If they execute well,
we don't have that long. If they don't, we have longer. in the longer run, msft becomes a competitor. It's lcss a
competitive thing, though, than that we want to generate revenue. This business should be a $3B busincss.
Today 1t's $0.5B. We want to get there as quickly as possible.
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PLEASE NOTE MY NEW EMAIL ADDRESS: bradbender@google.com

CONFIDENTIAL GOOG-AT-MDL-B-004389750






