





AS CONSUMER MEDIA CONSUMPTION migrates from a traditional broadcast model to a time-and-place-shifted
on-demand model, search continues its rise as a primary means of navigation as opposed to traditional content
browsing. Not only “online” consumers are searching for directions via GPS units and for entertainment via digital
cable platforms. This cross-channel adoption of search as a means of navigation has led to continued increases

in search volume. Combine the reach with the targeting opportunity search presents for marketers, and it is easy
to understand why paid search marketing continues to develop and evolve at breakneck speed. Jupiter Research
reports domestic paid search spending will continue to grow at a compound annual growth rate of 15% over the
next five years, hitting $18.5 billion by 2012. As advertisers continue to invest heavily in paid search, they should be
mindful of changes in the landscape that will influence marketing success over the next year and beyond.

The most significant development in paid search in 2007 was the disappearance of transparent bidding. Yahoo!,
the last holdout in adopting the opaque Google bidding model, eliminated transparent bidding with the launch of
Panama in the first quarter of 2007. While this type of bidding was only a minority of paid search volume, its demise
at Yahoo! marks the end of an era of relative transparency in paid search economics. As the prices advertisers are
willing to pay for search clicks are now obscured across all search engines, advertisers are operating in a blind
market. And as any economist knows, a blind market always favors the seller—in this case the search engines.

Related to the opacity in the bid landscape is the increasing anxiety advertisers have about Google’s Quality Score.
Launched by the search giant several years ago, Quality Score is an added variable in Google’s auction model based
on the company’s perception of the quality of an ad and the quality of the advertiser. Because Google offers little
insight into how Quality Score is determined or how it can be managed, advertisers are apprehensive about poor
scores driving up costs with little advertiser recourse. To add to their apprehension, Jordan Rohan, an analyst with
RBC Capital Markets, has speculated that a late 2007 adjustment to the Quality Score gave Google wide latitude

to manipulate it to extract maximum revenue. According to Rohan, Quality Score now acts as a revenue dial, which
Google can turn up or down at will. To date, our clients have seen little or no impact resulting from the recent Quality
Score adjustment, but the implications it has for Google’s ability to control the marketplace for paid search gives
even the most confident advertiser pause.
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will likely bring about

While advertisers’ insight into and control of paid search eXCltlng developments
bidding is in decline, their ability to understand the broader = =

" oAy in the paid search
competitive landscape in which they operate has never been
greater. Once a blind spot in the paid search planning process, trademark debate_

knowledge about competitive advertisers’ strategies is now being

provided by several software providers. Companies such as

AdGooRoo, Compete, and comScore offer data such as automated information on competitors’ ad copy, keyword
selection, and budgeting strategies. Armed with current information on the environment in which they compete,
advertisers can make better decisions about their paid search programs and identify opportunities. For example,
utlilizing AdGooRoo’s software, advertisers can easily identify relevant keyword inventory their competitors are not
addressing. This can allow them to find pockets of efficiently priced keyword inventory and address opportunities
their competitors have not identified.

The emergence of competitive analysis tools in paid search is relatively new, and it is likely that innovation and
development will continue to bring about useful information to give advertisers an edge. Savvy search marketers
understand the opportunities in accurate competitive intelligence and will incorporate this data into the ongoing
management of their paid search programs.

On the subject of competition, 2008 will likely bring about exciting developments in the paid search trademark
debate. At stake are the fees advertisers pay for paid search clicks on their own branded keywords. Two pending
lawsuits, one brought by American Airlines and another by 1-800-Contacts, challenge the practice of bidding on
competitors’ trademarked terms. While several previous cases have upheld the practice, none have settled the
issue. Search marketers will watch these two cases with great interest—and they should remind advertisers bidding
on trademarked keywords of the inherent danger of litigation that may result from this practice.



Google continues to be the leader of the search engine pack, holding down 63% of the search market share,
and the company is pushing into new channels as well. Print, Newspaper, TV, and Radio all are now Google
offerings with the capability to buy, manage, and report through the AdWords interface.

In April 2007, AOL launched AOL Search Marketplace for the top 2,000 advertisers. Backfilled by Google (paid

and organic listings), Marketplace provides advertisers the opportunity to purchase and manage pay-per-click from
AOL Search properties while using a white-label version of Google’s premier management tool, AdWords Editor.
AOL has yielded strong client results, including increases in click-through-rates (CTRs) and higher revenues per sale
for select clients.

Unique to AOL Search, the Trademark Layer offers premium placements for advertisers and trademark protection
of brand terms, which results in average CTRs of 15% to 20%. This opportunity gives multiple high-visibility text links
above the sponsored and Web search results as well as a branded logo.

AOL Search surpassed Ask.com’s query share in December 2007 with 4.6% market share. This jump brought the

newly launched search engine to fourth place within nine months. AOL enters 2008 with designs on joining Yahoo!
and Microsoft in a battle for the number two position in search.
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By Joshua Palau, Group Director, Search Engine Marketing, Philadelphia

ADVERTISERS CONTINUE TO FIND NATURAL SEARCH one of their most efficient and
effective channels for acquiring and retaining customers. Yet many marketers—large
brands in particular—are still under-investing in search engine optimization (SEO)

and are missing the full potential of the natural search landscape. There are several
reasons for their reluctance. SEO often involves site-side technical changes that clients
are unable to implement due to resource constraints. Additionally, SEO is not as
predictable or measurable as other forms of online marketing. Thus, the investment in
SEOQO is taken on with some risk, and results are not always certain.



We find that marketers who embrace this risk are rewarded many times over. Not only do their SEO efforts produce
returns that far exceed their costs, but they act as a multiplier of their paid search efforts. Those advertisers who are
most successful at implementing SEO recommendations are those who build it directly into the Web development
process. This allows SEO experts to address the upfront keyword research, site architecture, and search-

friendly coding considerations necessary for search-friendly Web sites with no additional friction or deployment

of technical resources beyond those already needed in the site design process. The trend of including detailed

SEO considerations in the Web development process will accelerate in 2008 and eventually become a standard
component in site creation.

Just as advertisers are changing the way they incorporate SEO into their businesses, search engines are changing
the way they incorporate information into their search results. As discussed earlier, the advent of universal search
will have a dramatic impact on marketers’ SEO efforts. Universal search is a seismic shift in the way search engines
find, categorize, and display content to users. Marketers without a multimedia content strategy will need to evaluate
the impact audio, video, and other rich content has on the natural search results within their competitive set, and
advertisers will need to reach beyond page-based optimization and link building to address this opportunity. Search
marketers in the retail, travel, and entertainment industries, for example, will need a fully scaled multimedia SEO
strategy to realize their full potential in a world beyond text-based search results.

Social media, too, will continue to have a strong impact on organic search rankings. News and information sites are
already seeing an impact through the use of adding Digg, StumbleUpon, and Reddlit tags. Articles “dugg” by others
are appearing in the organic listings and leading to additional traffic. In the world of images and video, successful
companies are digitizing all of their assets and loading them onto sites such as MetaCafe and Flickr to gain more
exposure as these assets rise to the forefront of search results pages through universal search. And more marketers,
oo, are developing blog outreach programs. Beyond their reach and influence, effective use of the blog channel has
two SEO benefits: inbound links from blogs aid link-building efforts, and blog entries are widely indexed by search
engines and can give marketers additional exposure in search results outside of their own Web sites. Advertisers

will need to take a closer look at their social media optimization strategy in 2008 or risk falling behind in this rapidly
evolving field.
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By Michael Buckley, Director, Media, Sydney

ONE OF THE MOST DISCUSSED TOPICS in search marketing today is the rapid growth of the international search
market. International revenue made up a full 48% of Google’s revenue in Q3 2007, and is expected to grow at

a rate far exceeding U.S. revenue. Less discussed, but just as important for marketers, is the relative ease with
which international campaigns can be executed. Automated, online interfaces and a market pricing model in which
negotiation and relationships are deemphasized combine to put international advertising capabilities within reach of
even the smallest advertisers.

While international search campaigns may be easy to implement, they still require in-market knowledge that is
generally not available in a single location. Copywriting, keyword development, and insight into the competitive
landscape are activities better suited to professionals with in-market expertise. In regions like Asia Pacific,
covering at least six key countries with four different language sets is necessary. Couple that with the fact that
different engines are favored in different countries—simply turning on Google country targeting may not capture
the mass audience.

So what is the proper approach to manage a global campaign? Advertisers running successful international search
marketing campaigns will rely on a combination of centralized execution and localized strategic support to make
the most of the opportunity. Starwood Hotels, for example, relies on a centralized U.S. search team for strategic
planning and execution, but also taps into local expertise in Europe, Asia, and Latin America for market-specific
tasks. This model of centralized planning and execution with in-market support for localization and market-specific
tactical needs allows for scalable international search marketing campaigns with limited resources. Look for large
advertisers to increasingly move toward this “hub and spoke” engagement model for the effective and efficient
management of global search campaigns.
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an eye on
local search

PERHAPS NO OTHER CHANNEL inspires and confounds marketers like the local
search space. All signs point to growing consumer adoption of the local search
channel—Yahoo! reports that a whopping 30% of all searchers have local intent. Yet
the local search landscape is still unsettled—myriad local search providers, tactical
challenges, and confusing pricing options cloud the opportunity. However, we
remain bullish on the local search space because consumer demand for relevant,
online local information is too great for advertisers to sit on the sidelines for long.

To help provide a window into the future of this dynamic channel, we’ve asked
experts from leading search providers Google, Idearc, Marchex, Medio, Microsoft,
and Yahoo! to offer their points of view.



Local Search in 2008

Eric Stein

Director, Local Markets, Google

Great local search depends on great content, and great content in the local arena comes from a wide array of
companies—from the smallest to the largest. To encourage these businesses to use Internet marketing to their
advantage, many technology companies have built platforms that enable merchants to advertise their products and
services online. Yet TMP/comScore and Webvisible-Nielsen studies from 2007 show that even though consumers
now turn to the Internet as their first resource for finding products and services, marketers aren’t following their
audience online as quickly as consumers are flocking there. The fact that the percentage of marketers using local
advertising is currently only in the low single digits attests to the huge opportunity.

That being said, 2008 is poised to be a breakout year in which a number of factors will serve as catalysts for
rapid development in the local space. Here are three of the most significant:

1. Economy. A slowdown in the economy will likely speed local merchants’ adoption of the online medium.
Pay-for-performance models, increases in return on investment due to consumer preference for the Web,
and the ability of online advertising to drive in-store traffic will make the medium a must-have solution.

2.Local service infrastructure. Fortune 500 companies with large local footprints will stop waiting for local
representatives to adopt the online medium, and instead will get directly involved by building programs and
partnerships to ensure their local online presence is established. Traditional media companies from every vertical
(directory, cable TV, local TV, newspaper, radio, etc.) will also forge partnerships with companies such as online
ad platforms, search engine marketers, search engine optimization companies, and ad agencies to bring online
advertising solutions to their local customers, making the Internet accessible to hundreds of thousands of
additional businesses.

3.Maps and mobile. Consumer usage of mobile devices, especially maps, will continue to skyrocket, and
advertising opportunities will bring specialized information to consumers.

All'in all, we're poised for an exciting year in local search.



Local Search in 2008

John Keister

President and COO, Marchex

Consumers are increasingly relying on local search to make important decisions on goods and services. In fact,
more than 80%' of search engine users search for local products and services (from where to buy a plasma TV to
selecting the best home insurance provider), and more than 90%" of the transactions resulting from these searches
are completed offline. In response to this shift of consumer behavior, marketers are increasing their local online
advertising budgets. Spending is projected to grow from $8 billion in 2007 to nearly $20 billion in 2011 S equaling
the $20 billion spent on total online ad billings in 2007.*

Over the past few years, we have seen marketers tailor their online advertising to local consumers through geo-
targeted search campaigns. In 2008, marketers of all sizes will continue to target their campaigns locally, but
they will augment these campaigns by taking the logical next step: employing more sophisticated tracking and
optimization technologies to measure and expand their presence in local markets.

For example, a company such as Geico can optimize the performance of their motorcycle insurance ads that are
geo-targeted to Southern California by employing call-tracking, allowing them to measure the effectiveness of
campaigns and length of phone calls, map phone calls to transactions, and capture information on missed calls.
With call-tracking, Geico can measure the number of transactions they generated over the telephone from several
advertising campaigns simultaneously, and they can measure the effectiveness of each publisher, search engine,
and target market involved in their campaign.

The local Internet offers outstanding growth opportunities for national marketers and agencies. The ability to track,
measure, and optimize specific online campaigns by location will make local online advertising a foundational
component of many marketers’ advertising plans in 2008.

1 The Kelsey Group 2007

2 John Kim, Senior Director of Advertiser Product Marketing, Yahoo! Search, The Next Wave of Advertising 2007
3 Local Online Advertising Forecast by Veronis Suhler Stevenson 2007

4 Online Advertising Revenue by Internet Advertising Bureau 2007
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Local Search in 2008

Brian Lent

CEO, Medio Systems

In some respects, mobile search today is like Internet search was in 2000 or 2001, when the market leaders,
business models, ads, and user interfaces were still in a state of experimentation and flux. However, there is a
critical difference with mobile—local search is already established as a large component of the total search mix and
is expected to grow at a faster rate. Today, 26% of searches through carrier-provided search boxes or third-party
search services via the mobile browser are for local listings, according to Nielsen Mobile’s recently released Mobile
Search Report.

In mobile, user context is often more precise for advertisers both in terms of location and immediacy. Using

the nearest cell site or GPS coordinates is superior to locating a user through his or her landline IP address.
Furthermore, a local search performed from a mobile device implies the user wants to act right away rather than
invest energy researching alternatives—a scenario that is more common in Internet search. As such, the click-to-
call capability of the mobile device is compelling both to the subscriber and the local business. While this gives
local search in mobile some advantages over its landline equivalent, the two challenges of mobile data and content
services today remain the same: the reduced keypad and the screen size of the handset.

The range of devices, interfaces, and specialized applications in mobile offer a wide array of local search services,
from mobile 411 at $1.50 per call to navigation-centric services on mobile phones to personal navigation devices
(PNDs) that sell for a few hundred dollars each. In 2008, expect to see search engines gain market share in local
search over specialized applications as more users become familiar with mobile search. The next year will also bring
new mobile ad networks that enable cross-carrier distribution, and that, in turn, will cause an influx of new mobile
advertisers. However, 2008 will still be seen as a building year in local for mobile, with 2009 being the year we see
significant growth in advertising dollars—and possibly a shakeout and consolidation within the industry.



Local Search in 2008

Brad Goldberg

General Manager, Microsoft Live Search

For marketing professionals of all varieties, here’s the big news: Local search is big and, with more than 1.5 billion
queries per month, it will get bigger. The reason”? Local search empowers consumers to make intelligent decisions.
When it comes to spending money, consumers stay close to home to make retail purchases, and they trust others
who live, work, and buy in their own community for information and opinions about businesses they share in common.

That said, consumers don’t want to waste time looking for the data they want; they expect fast and easy access to
local information. Consumers want to know where they can buy and what'’s available, and they want to know from
fellow consumers what’s new and what’s good. Before they become your customer, they want to know what others
who live and work in their own community think of your business, including whether it has sufficient parking, is child-
friendly, and provides excellent service. These are questions consumers using local search capabilities are asking.

In a word, local search is personal.

Local search is all about giving consumers information to make decisions and to make shopping easier and more
convenient, from one-click map directions that don’t require entering a start point to a bird’s-eye view of their
destination that gives them an up-close look of the location and the surrounding area as well. It’s also critical to
provide universal access to local information for consumers when they’re away from their PCs, including voice-
activated mobile solutions. Consumers will seek out the local search services that are appropriate for wherever
they are, whatever they’re doing, and in whichever mode they prefer.

To date, national businesses have been first to adopt local search advertising. However, local businesses are also
recognizing the importance of local search. As this shift evolves, there are huge opportunities for advertisers to reach
potential customers with the information they really want when they are in a purchasing mindset and looking for a
business that is local. And today that information goes beyond an address and phone number. As you market your
product or service, always keep in mind the importance of doing business locally. It's what consumers want, and
with the Internet at their fingertips, it's where they buy.
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Local Search in 2008

Robyn Rose

Vice President, Idearc/Superpages.com

While much of the local search space is still evolving, some things are clear. Local search is not about branding;
it’s about reaching a consumer when she’s ready to buy. Consumers are influenced by brand messages, but their
buying decisions are decidedly local. Both small and large companies need to get their unique messages across
and they need to do it on the local level.

That makes content key. Right now, we're seeing the launch of great tools and applications, but without rich
content to support them, they have little value. Consumers crave information about products and services, so
in 2008 we'll continue to see an increase in sites that support user-generated content such as user reviews;
consumers are researching and using the available information before making purchases.

For this reason, it’s crucial for advertisers to join the conversation about who they are and how they are different
from their competitors. While often overlooked in local search, video should play an important role in establishing
this differentiation. Videos give advertisers another medium for content so they can tell their stories to the people
who are ready to buy, and the rise of universal search, which will incorporate many forms of content into search
query results, will make this video more accessible to consumers.

But this is not just something that local advertisers need to focus on. It’s also time for national advertisers to show
their local side. The tendency may be to just place generic messaging or national brand videos next to their local
listings, but remember, local search is not about branding. Instead, major national marketers should also tell their
local stories and give consumers a reason to choose them over other local businesses, whether large or small.

When it comes to local search, there is much wisdom in the nearly forty-year-old recycling slogan: Think Globally,
Act Locally.
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Local Search in 2008

Frazier Miller

General Manager, Yahoo! Local

After several years of growing interest from users in the local search category, 2008 will start to usher in more
diverse changes and growing interest from advertisers—both online and on mobile platforms. User behavior
outpaces spending in local search advertising—approximately 26% of search queries have local intent, but only
8% of ad dollars come from local sources.

Of course, an increase in local search spending means there is a tremendous opportunity in mobile search. By
2010, mobile phones are expected to outpace PCs by three times. Local information is in high demand on mobile
devices, so the importance of mobile in the evolution of local search cannot be overstated. Maps, directory listings,
and nearby restaurants and stores are among the most sought-after types of information on mobile devices, and ad
dollars should begin to gravitate toward these types of searches.

Given how U.S.-centric the local search market is today, another opportunity is often overlooked: expanding local
search into markets throughout the world. We are increasingly focused on how to globalize our offerings in a way
that works for local markets outside of North America. Being in a category where tremendous opportunity exists online,
on mobile devices, and globally is a very exciting state of business for Yahoo! and the entire local search industry.
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expanding
behavior

By Tim Barnes, VP, Global Business Intelligence Group, Seattle




2007 WAS THE BREAKOUT YEAR for behavior targeting for both solution providers and marketers. According

to Forrester Research, more than 75% of marketers were either using or evaluating the use of online behavior
targeting—which targets ads based on consumers’ online behavior—last year. The consolidation of tools aimed at
delivering dynamic content on clients’ sites as well as the continued expansion of networks purporting to provide
sophisticated segmentation responded to meet the increasing demand.

The road to relevancy

Unfortunately, these solutions tend to work in silos: They either measure network performance or site behaviors;
they fail to measure the impact of search, social networks, e-mail, and ultimately offline interactions. They also
do not provide a singular platform from which to launch consistent messaging regardless of channel. The
benefit of combining these disparate approaches is huge in terms of relevancy, consistency, cost, and overall
return on investment.

In order to make a campaign relevant to consumers, behavior targeting should not be limited to site activity. Many
key interactions with your brand occur on third-party sites (publishers, forums, microsites, partnerships, etc.).
Tracking and evaluating these interactions is critical in an effort to fully understand the impact they have on your
primary business goal, whether that be awareness, signup, download, conversion, etc. Third-party ad serving and
tracking platforms are ideal, as they typically have a presence on these channels. This data can be leveraged to
more effectively target customers before they even interact with your site. For example, if a consumer is searching
specifically for your brand, clearly this person is aware of your brand. It is a waste to continue to message this
person with brand awareness ads. The next time you have the opportunity to market to this individual, you should
either advertise a different brand or use a direct-response approach to move them closer to conversion. Similarly,
customers who have visited certain sites or interacted with your brand in other ways—on MySpace for example—
can be segmented to receive specific content relevant to their position in the purchase funnel.
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A Complex Digital Landscape

entertaln . convert
Web
. Site

The importance of how consumers behave on your site

Even though measuring consumer activity on third-party sites is crucial, there is no doubt that your site also reveals
an amazing amount of information about your customers. Factors such as how recently individuals have visited,
frequency of visitation, the path they have followed on your site, visitation to key sections, purchases, downloads,
session time, and registrations and logins can be leveraged to better segment and target relevant messages. But
how can this be done? The answer is to use three key levers:

1. Customer state. \Where customers exist in their lifecycle with your brand or company can be measured in
several ways, including the aforementioned off-network exposures, frequency of visitation, visits to key areas
of the site, and of course, conversion. Customers should be profiled over time to understand what their state
is. Micro-lifecycle-targeting, for instance, using creative specifically designed not necessarily to convert the
customer but to move them to the next state, can be very effective in driving higher lift.



2. Test and control segmentation. The downfall of many targeting efforts is complexity. Time and again,
marketers cannot resist designing extremely complex business rules and creative combinations with no ability
to test effectiveness. A more productive approach is to begin simply. Start with one placement—on a landing
page for example—with two or three creative executions. Using stringent test-and-control methodologies, this
approach can instantly produce results, paving the way for more complex segmentation schemes. Next steps
include simple but effective segments like new vs. repeat visitors, geographic location, and “booker/looker/
prospect” that are effective at providing lift while easy to execute. Expanding the placements to additional pages
and segments and changing the creative should be introduced only after each additional execution is carefully
measured for its effectiveness. Real-time or in-session behavior targeting has not proven to be effective, in our
experience, as a methodical segment-based approach.

3.Automated creative optimization. Many tools provide the ability to cycle through different creative executions,
comparing the performance of each against a conversion metric to achieve optimal lift. This approach can
deliver high initial lift (as shown in the figure below). The results tend to flatten over time as the champion/
challenger method (continually testing new executions against the most successful one) ultimately produces

a handful of winners.

Conversion Lift
\
\

Q1 | Q2 Q3 Q4
= Automated =~ ===-- Optimization
Optimization + Strategy
Only
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Leveraged together, the three approaches can be extremely effective in delivering results. The continued emphasis
on customer state can influence how segments and creative are designed. Automation can quickly ascertain which
creative is most effective for each segment. Using a test-and-control method ensures that results are not random
but proven.

The customer converted: now what?

Most content targeting plans are designed for customer acquisition. Few focus effectively on driving customers
through a customer lifecycle, but the profiles you have developed over time can absolutely be used to retain and
grow your customers. Using many of the techniques discussed above, retention-based segments can be created
that are based on past purchase behavior, value (current and perceived), loyalty, and so forth. Furthermore, it is
possible to tie offline data (customer relationship management and direct mail segments, attrition models, purchase
behavior, propensity modeling) to your online segments and targeting. While dependent on anonymous customer
IDs that are consistent across both channels, this connection can greatly increase the amount of data available to
micro-target and move customers through a lifecycle.

The benefits of a holistic targeting approach

What'’s the key to leveraging segments and behaviors both on and off your site? A single data platform. While many
tools can provide aspects of this targeting approach, none can provide both a complete view of customer behavior
regardless of channel and the ability to message your customer consistently regardless of channel. We recommend
using the most ubiquitous of tools: your third-party ad server. While limited in terms of real-time decisions, the ad
server has the unique ability to collect information about your customer as they interact with your brand on other
destinations as well as your site. Additionally, this approach is very scalable, tends to have low costs, and typically
only requires a single line of code, which makes it easy to experiment.

Ultimately, the concepts of behavior- and value-based targeting will continue to get more complex. It is our belief
that effective messaging strategy should be treated the same way you treat media buys. Strict test-and-control,
consistency, and relevancy will drive results and more than pay for the effort.



It’s essential to have an integrated
approach to Web development,
creative, search marketing, and

display advertising. Following best
practices in each discipline helps
you compete. Having a single view
of your customers across all digital
touchpoints helps you win.

Patrick Hounsell, VP, Digital Marketing, Chicago




customer-centric
engagement

The new metrics




As digital marketing metrics have evolved, they have progressed from impressions to clicks to shopping carts to
cost-per-acquisition. Now, with digital media becoming a primary vehicle for branding as well as direct response, a
new class of metrics aimed at measuring engagement has emerged.

The goal is to improve upon the limited ways marketers have been able to look at engagement in the past. Typically,
it has been viewed in the following way: User A sees a rich media ad and then moves on to different content. User B
sees the same rich media ad, but mouses over it, expands it, and then watches a video within the ad before moving
on to different content. It seems reasonable to conclude that User B is more engaged with the ad than User A and
that the higher level of engagement shown by User B is more desirable to the advertiser.

However, even though it is reasonable to conclude that the behavior of User B has more value than the behavior
of User A, it gives only a vague idea of how valuable one user is to the marketer vs. another. Newer engagement
metrics can better answer the question of how marketers should assign value to different online behaviors.

Valuing engagement

A good example of why determining the value of engagement is so difficult can be illustrated with a simple microsite
analysis. In the example below, a set of randomly chosen visitors was asked to rate their satisfaction with a branded
community microsite. The length of time visitors spent on the microsite was also recorded.

Satisfaction Index by Length of Visit
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As might be expected, as the length of time spent on the microsite increased, satisfaction increased—»but only up to
a point. At around three minutes, satisfaction actually started decreasing as length of time spent increased.

The reason it's hard to make sense of this data is that we have no underlying notion of who is being engaged, so it’s
impossible to develop a meaningful metric about visitor behavior. In fact, there were many types of visitors, including
community builders and information seekers, interacting with this microsite, and their behavior should have been
segmented. For community builders, success should have been determined by how long members of the group
spent interacting with the site. For information seekers, success should have been determined by how little time
members of the group spent interacting with the site. Give them what they want and they quickly leave satisfied—
but if it takes them a long time to search for what they want and they don’t find it, they become frustrated.

The shape of the graph above, then, is explained by the fact that it is an aggregate across disparate segments with
opposing needs. Time on site does not have the same value for different segments.

A new approach to customer-centric engagement

As the analysis above demonstrated, it is critical to understand that different metrics are more relevant for some
visitor segments and tasks than others. As a best practice for developing engagement metrics, we recommend the
following six-step process:

1. Determine the key visitor segments on your site. This is often done via surveys and/or panels and typically is
refined and validated in multiple iterations.
2.Determine what tasks these segments are on the site to perform. In other words, why are they there?

3.Determine what tasks you want these segments to complete. For each segment, what tasks would have the
highest business value?

4.Implement a per-segment metric that connects desirable behaviors with the relevant segments. For
instance, if the site is meant to serve the needs of information seekers, measure how long it takes this segment
to find the information it wants.



5.Validate the meaningfulness of metrics. This is typically done by recontacting original survey participants
or through customer relationship management systems.

6.Evaluate and adjust engagement metrics on an ongoing basis. This should be performed based on
changes in segmentation, site design, or business objectives.

By first defining the customer segments and then determining appropriate engagement metrics for each segment,
engagement can be far more appropriately valued. Additionally, this information can be applied to value all digital
touchpoints. Personalization, multi-variate testing, landing page optimization, creative testing, media planning

and measurement, and search engine optimization are all areas that can benefit from this integrated approach
across touchpoints.

Only by starting with the customer can marketers deliver a meaningful engagement metric. Metrics such as time on
site, scored values for content consumed, and length of time watching video only make sense when it is understood
to whom these metrics are being applied.
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Using customer-centric metrics to improve a client’s marketing effectiveness

An Avenue A | Razorfish client was losing market share on its flagship product. Industry research indicated that
visitors to the client’s site were the most engaged of all visitors in the client’s category, but that the brand was being
significantly outspent online by its leading competitors. Using a third-party panel, we surveyed visitors to the sites of
competitive brands and married the results to the media the visitors to competitive sites had consumed. The findings
revealed that although visitors to our client’s site were more engaged than those of its competitors, this did not lead
to more potential acquisitions than on competitors’ sites. This was because competitors used media tactics that
were effective in drawing visitors that were new to the category.

Working with the client, we executed marketing tactics that would reach higher numbers of qualified visitors who
were new to the category. They included investing in distributed content and increasing investment in specific areas
of unbranded paid search. The result was a 10% increase in conversions, while still maintaining a positive return

on investment.

ClientBrand.com Competitori.com Competitor2.com
Traffic Composition Traffic Composition Traffic Composition

Other Using Using
28.0% product 30.3% product
Other 20.1% 32.7%
23.9%

In market/
Do not use Using
product Use
11.4% product .
° 52.7% In market/ ggnggftw In market/ Use
Use Do not use ' Do not use competitor
competitor product product 18.1%

12.0% 29.7% 18.9%



2 the man from
Oskaloosa

SHORTLY AFTER WORLD WAR I, a Stanford Ph.D. named Roger Barker set up a
research station in the small Kansas town of Oskaloosa. For 25 years, the residents
of Oskaloosa were his research subjects as he observed the interplay between
people and their surroundings—from this initial work, the field of environmental
psychology was born. Since then, environmental psychology has become a
multidisciplinary field and is responsible for much of what we know about proxemics
(how space between persons varies in different settings), aesthetics, ergonomics,
and other elements of the spaces in which we live and work.

p.



In the 1960s, retailers sought to gain a competitive edge and boost their sales by improving the customer
experience and functionality of their stores. Over the next two decades, they turned to environmental psychology to
help them do this. In addition to using the existing applicable research, they paid researchers to examine everything
from store layout and music—otherwise known as atmospherics—to lighting and signage. Good articles about

this work include “Environmental Color, Consumer Feelings, and Purchase Likelihood” from a 1992 edition of the
publication Psychology & Marketing and “Retail Store Lighting for Elderly Consumers: An Experimental Approach”
published by the Family and Consumer Sciences Research Journal in 2007. As you might guess, if retailing is your
thing, both make excellent leisure reading.

As the digital channel grows in importance, businesses are beginning to apply a virtual version of environmental
psychology to how they design their online destinations; they recognize it is critical to invest time and effort to
examine every detail of their online presence to identify how it can better promote desirable outcomes. The changes
made to sites based on this kind of analysis result in site optimization.

While today’s experts in site optimization work closely with user experience, design, and other Web development
disciplines, their efforts are unique due to their singular focus on improving site business performance by finding
and eliminating friction points that cause potential customers to drop out of a site and identifying elements that can
be modified to improve site performance. Depending on a site’s primary business purpose, specialists focus on a
variety of objectives, including:

1. Improving sales
2. Increasing lead capture
3. Creating greater engagement
4. Improving brand favorability
5. Increasing customer satisfaction
Roger Barker and his colleagues relied on visual observation of people and their physical surroundings, while today’s

site optimization practitioners observe people in their digital surroundings by combing through site behavioral data,
survey responses, and the results of A/B and multi-variate tests.



As with stores in the 1960s and 1970s, sites that are developed and/or optimized using this data-driven approach
enjoy higher conversion rates and provide a competitive advantage. Avenue A | Razorfish’s work has helped clients
improve productivity by 15%, 25%, 50% or even 100%. For example, recently a telecommunications client asked for
help with an underperforming home page. The team'’s recommendations included the following:

¢ Relocate specific merchandise content from the category page to the home page.

e Provide clear calls to action within the main body for both prospects and current customers, but dedicate more
real estate to current customers.

e Group related content and differentiate these areas with visual cues such as colors and creative execution.

Applying the site optimization team’s recommendations resulted in a redesigned home page that converted to sales
at twice the rate of the earlier home page.

Site

Optimization

With all of the effort spent on search, search engine optimization, and display advertising, the most efficient part
of the budget may be the money spent on optimizing the productivity of the site. If your site has hit a performance

plateau, it may be the time to dust off a decades-old discipline and apply some Oskaloosa-style elbow grease to
your Web site.
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05!
changing the
world with
technology



In May of 2007, Avenue A | Razorfish
hosted its annual Publisher Summit

in New Orleans. Each year, the event
marks an opportunity to share the
agency’s strategy with the broader
media community, as well as thank the
publisher partners who do so much
great work for our shared clients. Last
year, we also added a philanthropic
component to the event.



THE 2005 SUMMIT HAD ALSO TAKEN PLACE IN NEW ORLEANS, shortly before Hurricane Katrina devastated

the region. For the 2007 event, we invited the publisher community back to the Louisiana, and asked that they join
us in raising awareness of the work the Children’s Health Fund is doing to aid the children of the Gulf Coast. In an
auction format, publishers bid on items from brands that included Nike, CNN, Polo, Disney, Levi’s, WeightWatchers,
HSBC, TiVo, Crestor, Coors, Verizon, AT&T, AstraZeneca, and Expedia. At the end of the evening, nearly $3 million in
advertising inventory was raised for the Children’s Health Fund.

O)

The outstanding publishers who helped support the Children’s Health Fund and the Gulf Coast included:

About.com IAC The New England
Amazon.com Marketing Technology Solutions Journal of Medicine
American Greetings Marthastewart.com Facebook

AOL MSN Network Tribal Fusion, Inc.
Atlas Solutions MySpace Tribune Interactive
CBS Digital Media New York Times Digital USA Today
CNET.com Pandora Value Click Media
CNN Money Pricegrabber WeatherBug
Community Connect Revolution Health Group Winstar Interactive Media
Enpocket Tacoda Yahoo!

ESPN Terra Networks

Google

Seeing the impact the Children’s Health Fund has made in the Gulf Coast, and the important role the Internet has
played in their efforts, prompted us to look more closely at the role technology is playing in changing our world. The
following pages highlight a few inspiring examples.
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Changing the World with Technology

Oxfam

By Hugh Wallace, Head of Interactive Media, Oxfam

Midway through 2004, Oxfam launched a fundraising drive for our programme in Darfur, Sudan. Focusing on
tried-and-true fundraising methods like phone and postal mailings, we were surprised to see online donations
continuing to grow. It was clear that the business of giving was changing, and we needed to respond quickly.

We were already starting to formulate our strategy when the Asian tsunami struck on Boxing Day (December 26th),
2004. As many charities will testify, the tsunami was the event that officially changed the rules in terms of online
giving. The unimaginable scale of the tragedy, and its domination of the news agenda, spurred people on to give—
and to give quickly. For the first time with a tragedy of this magnitude, they were able to do so online. Subsequent
disaster responses drew lessons from the tsunami experience, and now online has become the de facto first step
for fundraising in emergencies.

While technology has become a means to execute a gift, it's done much more for non-profits. It also enables donors
to understand a problem more thoroughly, and helps them appreciate the difference they are making. An excellent
example of this is the ability to buy a “virtual gift.” Oxfamunwrapped.com allows donors to buy specific items to
support causes around the world. Visitors can buy books, a bag of seeds, clean water...or even a goat. The site
has become a core component of Oxfam’s income generation and, like the tsunami, it has changed our strategy for
connecting with supporters.

These examples are just part of a much bigger picture; digital media is now critically important to how charities
operate. As the impact of social networks and user engagement grows and grows, the whole nature of fundraising
is changing. Relationships that were traditionally “offline” have moved online—whether they’re to do with marketing,
fulfilment, or just straightforward communications. Charities have natural communities around them in the shape of
their supporter bases, and will continue to leverage new technologies to help change the world.

Avenue A | Razorfish partnered with Oxfam to build oxfamunwrapped.com.



Changing the World with Technology

Appalachian Voices

By Vaughn Tan, Earth and Maps Team, Google

Non-profits need a better way to tell their stories. Action comes from awareness, and the much-needed work
non-profits do is often too uncomfortable, not glamorous enough, or too far away to achieve widespread awareness.
But today, technology can provide non-profits with unique and effective tools to make their stories come alive.
They’re able to reach a much larger audience—more quickly and for much less money—than previously possible.
The non-profits that do this are using technology to motivate people to take action.

Take the case of Google Earth, a geographic browser that lets users fly to remote locations and participate in rich
media experiences from the comfort of their homes. A non-profit called Appalachian Voices—which brings people
together to solve environmental problems in the Appalachian region—saw the browser as a unique way to tell their
story to the hundreds of millions of people who have downloaded Google Earth.

Beginning in 2006, Appalachian Voices began collecting content for a Google Earth keyhold markup language
(KML), a file format for displaying geographic data in Google Earth, to document mountaintop removal mining in the
Appalachians. When it was finally launched early in 2007, this KML gave anyone using Google Earth an easy way
to understand the issues and make a decision to act. The evidence: Within 10 days of Appalachian Voices releasing
its KML, over 13,000 people from every state in the U.S. and more than 30 countries signed the organization’s
online petition to stop mountaintop mining waste from being dumped into waterways. Last July, prompted in part
by Appalachian Voices’ success, Google launched the Google Earth Outreach program to help non-profits learn to
use Google Earth and KML to tell their stories more effectively.

Google Earth is just one tool; there are many more. Non-profits should be thinking strategically about using
non-traditional tools to help them do their work better—either learning how to use these tools themselves or
finding resources like agencies and volunteers to help them do it. The buzz these days is about new media, and
this is where it comes into its own: blogs, photos, videos, maps, gadgets, search, ads, social networks, payment
systems—the list goes on and keeps growing. These tools and services open the channel to large audiences of
interested users and represent a tremendous opportunity for non-profits seeking to build and engage passionate
groups of supporters.

Technology, more than ever before, is allowing all of us to create serious change on a grand scale.
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Changing the World with Technology

Make It Right

By Trevor Neilson, Founder, Global Philanthropy Fund and Advisor, Jolie-Pitt Foundation

More than two years after Hurricane Katrina hit, much of New Orleans looks exactly as it did the week after the
storm. Thirty-five percent of the population has not been able to come home—because there are no homes. While
billions in dollars of government aid has been pledged, little seems to have made its way to the streets of this city.

One of the first philanthropists to come to New Orleans after the storm was Brad Pitt. Brad owns a home in New
Orleans and has spent a lot of time there over the years. He was shocked to hear that many people were saying that
New Orleans would never be rebuilt, and wanted to do what he could to help.

Brad convened a group of experts in New Orleans to brainstorm about building green affordable housing on a
large scale to help victims of Hurricane Katrina. Having spent time with community leaders and displaced residents
determined to return home, Brad saw that this crisis created an opportunity—to build houses that were not only
stronger and healthier, but that had less impact on the environment.

The group—which included experts like renowned architect William McDonough and charitable outreach foundation
Cherokee Gives Back—determined that a large-scale redevelopment project focused on green affordable housing
and incorporating innovative design was indeed possible. Make It Right identified the goal of constructing 150
homes—one of the larger rebuilding projects in the city—with an emphasis on developing an affordable system that
could be replicated in New Orleans, the Gulf Coast, and around the world.

We also decided to focus on the Lower 9th Ward, one of the poorest and most devastated areas of New Orleans.
This is where the levee broke and where thousands of people died during and after Hurricane Katrina. When we first
came here after the storm, houses were on top of houses. Cars were in trees. There was no life and little hope.

But today something very different—and very exciting—is happening in the Lower 9th, and technology is at its core.

At the beginning of the project, Brad and philanthropist Steve Bing came up with the idea of pledging to match,
dollar for dollar, all money raised from the public (up to $10 million in matching funds). This pledge would be



accompanied by a public art project—life-sized, bright-pink objects shaped like houses spread across ten city
blocks. GRAFT, an architecture firm with which Brad has worked closely, evolved and managed the concept with
stunning results.

The bright pink “houses” were in pieces scattered across the neighborhood, and as donors went online and
sent donations to pay for parts of the houses (sinks, toilets, floors, solar panels, etc.) the pink houses would be
assembled. All of this was driven by Brad’s passionate and articulate media appearances and supported by a
Web site that allowed people to act, connect, and make a difference in New Orleans.

Makeitrightnola.org allows visitors to walk through 3-D models of the houses, selecting parts of the home to
sponsor. Along the way, people are educated on green building. Sponsorship opportunities range from $10 to
$150,000. Teams can organize themselves online to raise money together. You can send a toilet or a sink to a
friend as a gift. The site engages visitors and brings to life the difference that can be made.

The results have been remarkable. Thirty thousand dollars came in during the first thirty minutes the site was live.
Over a one-month period, the American people came together and gave enough money to build over 60 houses.
We have offers from companies wanting to donate everything from building materials to linens. The campaign is
still underway, and we will break ground and begin building homes this spring.

Hurricane Katrina devastated New Orleans and the Gulf Coast—thousands of people died and hundreds of

thousands of people have had their lives turned upside down. Through the innovative use of technology, art,
and media, the American people are helping Make It Right.

MGX LAB partnered with the Jolie-Pitt Foundation to develop makeitrightnola.org.
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Changing the World with Technology

Pangea Day
and the Encyclopedia of Life

By Amy Novogratz, Director, The TED Prize

The TED Prize was initiated in 2005 by the TED Community. It honors three individuals per year who have shown
that they can, in some way, positively impact life on this planet. Winners of the TED Prize have been granted one
wish to change the world, along with a community of thousands of people who are committed to making that wish
come true. Each wish is different; they range from raising awareness about poverty in Africa to inspiring architects to
use design to improve living standards to the wish of Harvard entomologist E.O. Wilson to catalog all life on earth.
But the cornerstone of each wish is to bring a global community of people together to work toward a common goal.
Through the power of technology, we have created remarkable online communities that have become the force
behind fulfiling a number of these wishes.

The creation of Pangea Day, a wish made by documentary fimmaker Jehane Noujaim, is about bringing the world
together through the power of film. Pangea Day will come to fruition on May 10, 2008, as eight sites worldwide
video-conference live to produce a four-hour program of powerful films—supplemented by visionary speakers and
global musicians. A global audience of millions will simultaneously watch this event.

To stay true to the vision of Pangea Day and ensure its success, it must be a day of fims truly made by the world,
with the world watching. Pangeaday.org is the vehicle that will make this happen. The site allows fimmakers and
storytellers worldwide to submit their films. It captures the vision of the day and inspires storytelling. While the .org
site is the means for artists to submit their work, Pangeaday.com is a platform for the world to come together.
Through this site, you can sign up to be a part of live events all over the world. There is an interactive map that
features the geographic locations of screenings and there are already hundreds of locations lit up worldwide
representing groups taking part in the day. There will be a live stream going out to people globally, and they’ll have
the ability to send in photos and comments that will become a part of the event. Obviously, without the Internet, the
ability to connect and participate wouldn’t be possible.



Another exciting TED Prize is E.O. Wilson’s wish to use the Internet to create the Encyclopedia of Life. There are
currently 1.8 million named species, and each will have its own, ever-evolving page on the Encyclopedia of Life.
EOL.org is an engaging, dynamic site that is open to the contributions of thousands of scientists from all reaches
of the world. Importantly, it also offers free access to everyone, with the content itself customized for each user.
It's a site that will help the world understand our environment and its species a little better, and will serve to inspire
preservation of earth’s biodiversity.

The TED Prize works because of the intricate collaboration involved in each wish. Corporations, non-government

organizations, and individuals across the globe have a chance to work together to own pieces of a project that will

become a part of something much larger than one person’s idea. Connected online communities are the only way

this could happen. &

Avenue A | Razorfish partnered with the TED team on their Pangea Day effort, as well as on the Encyclopedia of Life.
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Changing the World with Technology

The 1’'m Initiative

By Tara Kriese, Senior Product Manager, Microsoft Windows Live

The world is going digital fast, with nearly 1.2 billion people expected online in 2008. Instant messaging has become
a powerful channel for change by helping people partner with social causes they are passionate about while doing
what they do everyday—sending instant messages.

In March 2007, 10 of the world’s most effective non-profit organizations announced their involvement in the

i’m Initiative—which contributes a share of IM-generated ad revenue to social causes—and to discuss the role
technology is increasingly playing in their efforts to reach new audiences. Every time an individual has a conversation
using IM on Windows Live Messenger, Microsoft shares a portion of the program’s advertising revenue with the
participating i'm Initiative organization. When users join, they are asked to select the cause organization they are
most passionate about to benefit from donations.

According to a 2006 Cone Cause Millennial Study, 61% of young Americans between the ages of 13 and 25 are
currently worried about the state of the world today and feel personally responsible to make a difference. The i'm
Initiative empowers people to make a difference through their online conversations, without spending a dime, in
support of some of the world’s most urgent social issues. Not everyone can make financial contributions or volunteer
their time for the causes they care about, so it is Microsoft’s hope that the i'm Initiative will empower people to give
simply by engaging in an online activity that they’re already doing anyway.

The 10 organizations that Windows Live Messenger users can choose to support are the American Red Cross,
Boys & Girls Clubs of America, The Humane Society, the National AIDS Fund, the National Multiple Sclerosis Society,
ninemillion.org, the Sierra Club, stopglobalwarming.org, Susan G. Komen for the Cure, and UNICEF.

The American Red Cross sees its participation in the i'm Initiative as a way to extend its online fundraising. Explains
Kristine Templin, director of corporate partnerships, “When the Red Cross was approached to participate in the i'm
Initiative, we were excited to provide people, particularly youth, another channel to support the lifesaving mission
of the Red Cross. While youth can help the Red Cross through volunteering, taking health and safety classes, and



giving blood, they don’t always have the means to make a donation even though they may want to. The i’'m Initiative
allows anyone to be a philanthropist.

“The 'm Initiative is beneficial to the Red Cross through the financial revenue generated for its Disaster Relief Fund
and the forum it provides to educate its users on Red Cross disaster relief services. While the Red Cross is most
visible after hurricanes, wildfires, earthquakes, and tornadoes, it also responds to the needs of families affected
by destructive home fires every day. The Red Cross is a way to help others, and this has a profound effect on the
person who provides the help as well. By supporting the Red Cross through the i'm Initiative, people are changing
lives, starting with their own.”

While there is no set cap on the amount each cause can receive, Microsoft will make a minimum $100,000 donation
to each of the 10 organizations during the first year of the program.
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three

things every
executive
should know
about digital
in 2008



it’s a tangled
web we weave

It’s long been accepted that consumers want media on their
terms. As it turns out, everyone has different terms. The
audiences that were once neatly organized around a small
number of media properties are now scattered across thousands
of destinations. In this environment, media owners must not
only produce compelling content but also have a cogent strategy
for distributing chunks of that content to the many different
places customers now spend their media time. For marketers,
this tangled new personalized media environment requires a
reinvention of customer connection. Different stories must be
told in new places, and on a number of devices.



the geek shall
inherit the earth

Or at least the advertising business. For all of the disparate
efforts and skills that are required to succeed in digital
marketing, there is one tie that binds—data. It’s data that allows
us to segment customer groups and deliver relevant messaging
about our brands. It’s data that feeds business intelligence
platforms, enabling reporting on ad effectiveness, customer
engagement, brand health, and site performance. While it’s easy
to become focused on videos and virtual worlds, widgets and
WAP sites, it’s data and analytics that will be at the heart of the
most successful digital businesses.



this time, 1t’s
personal

From LiveStrong to ProjectRED, cause marketing has become
increasingly prominent over the past several years. Digital is
accelerating that trend. The depth of information on the Web
makes it easy to understand the challenges non-profits face.

Digital enables individuals to financially support a cause at the
moment they are inspired—and then encourage their friends

to do the same. And perhaps most importantly, it provides

the single, passionate voice the bullhorn needed to reach the
masses. Quite simply, technology is empowering consumers to
make change, and those consumers will support and trust those
brands that share their desire to make a difference. It’s not just a
buying decision, it’s a personal choice.
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