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Introduction: Mr. Chairman and Members of the Subcommittee, thank you for the honor of
testifying, 1 am Scott Cleland, President of Precursor LLC. The views expressed by me in this
testimony are my own personal views and not the views of any of my clients. Attached to this
testimony is my July 17, 2007, white paper: “Googleopoly: The Google-DoubleClick Anti-
competitive Case” which can also be found at www.googleopoly.net.

This Merger in Perspective: This merger review is a watershed moment for Internet
competition. | believe Google-DoubleClick is clearly one of the most far-reaching, least-
understood and important mergers this Subcommittee has ever reviewed.

The Problem: The biggest challenge for antitrust authorities is to not miss the proverbial
“forest for the trees” in this merger review. Online advertising is the only proven business model
for monetizing Internet content. The Internet is the ultimate network of networks and it creates
the ultimate network effect of network effects. The biggest risk for Congress and the FTC here
IS missing the critical importance of the essence of online advertising, which is the exceptional
inter-connectedness of: inter-related segments, networks, people, products, services, and
technologies -- by artificially assuming that they are separate and distinct, and not highly-
interdependent markets. The traditional antitrust concept of “separate” antitrust markets is
arguably least applicable and most artificial and contrived when applied to Internet
businesses. See the attached charts for a visual explanation of the merger’s antitrust problems:

e The “Internet Choice Paradox:” Advertisers not Consumers Pay for Internet Content;
Extreme Concentration: Comparing Analogous Intermediary Markets;
Extreme Media Concentration: A De Facto “End-run” Around Media Ownership Limits?
Googleopoly Tipping Point? Accelerating Network Effects Via Acquisition;
Facilitating Bottleneck Control of Online Advertising? and
Extreme Market Power: How Merger “Corners’ the Online Advertising Market.

The Stakes of Lax Antitrust Enforcement: Will Google be enabled to become the:
“Online-advertising bottleneck provider” picking Internet content winners and losers?
“Ultimate Internet Gatekeeper™ deciding which Internet content gets viewed?
“Internet’s de facto paymaster/boss™ determining which websites get paid how much?
“Internet market maker that has uniquely comprehensive market intelligence and
information on advertisers, websites, ad-inventory, viewers, and Internet user behavior?

No Checks and Balances? This merger should also give pause because every politician
understands that “information is power”, and Google openly aspires to be the world’s most
powerful information broker. No other entity currently has such a naked ambition to control or
effectively corner the market for any of the world’s commodities, let alone all “the world’s
information” (public and private), while also having the wherewithal (infrastructure, technology,
capacity, expertise, and acquisitions) to accomplish the task. The combined Google-
DoubleClick would have little accountability to consumers, competition, regulators, or
third-party oversight.



Recommendation: Block This Merger. The strong evidence that this merger “substantially
lessens competition” compels me to recommend that this Subcommittee oppose this merger
and urge the FTC to seek an injunction to block it in Federal Court.

This Isn’t a Hard Antitrust Call. In my fifteen years of relevant experience, | have never seen
another merger which:

e Facilitates more extreme global concentration both horizontally and vertically —
simultaneously;

e Generates more powerful and cumulative “network effects” or increasing barriers to
competitive entry;

e Tips so many market sub-segments to “substantially less competition” going forward:
(Search, text ad-serving, contextual ad-serving, graphic display-ad-serving, rich-
media/video ad-serving, consumer behavior data, ad-publishing analytical tools, cross-
market performance analytics, ad-brokering, and ad-exchanges.)

e Accelerates a dominating “platform effect” so quickly and completely where dominance
in one segment can be cross-leveraged to dominate related segments; and

e Forecloses more actual and potential competition by effectively “cutting off the supply
of oxygen” to competitors.

Conditions Won’t Work. There is no remedy to “cure” or merger conditions that would “fix”
the obvious and severe anti-competitive impacts of this merger. | believe merger conditions
would prove futile and counter-productive and probably result in the worst of all possible
outcomes — a slippery slope to regulating the Internet. I most fear that lax merger
enforcement of an obviously anti-competitive Internet merger would ultimately force individual
countries or the EU to regulate the Internet in the absence of sufficient competition, therefore
Balkan-izing and undermining the Internet’s universal value. The best outcome is maintaining
Internet competition and denying the merger to keep DoubleClick a viable competitor to Google.

Conclusion: This merger should be opposed and ultimately blocked because it would create
extreme market concentration horizontally and vertically, and also tip the online advertising
market to a bottleneck, a market which is one of the most strategically fundamental markets for
the new economy going forward — the only proven monetization engine of Internet content.

e This is a watershed merger; the stakes of lax antitrust enforcement are exceptionally high
because there would be no effective “checks and balances” to Google-DoubleClick’s
extraordinary “web of market power” over “the world’s information.”

e Bottom-line: if a business wants its content to succeed on the Internet, it would have
no choice but to use the Google-DoubleClick-YouTube online advertising platform.
No real competitive choice.
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Extreme Concentration
Comparing Analogous Intermediary Markets
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Extreme Media Concentration

A De Facto “End-run” Around Media Ownership Limits?
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Googleopoly Tipping Point?
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Extreme Market Power
How Merger “Corners” the Online Advertising Market
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Introduction

Mr. Chairman and Members of the Subcommittee, thank you for the honor of testifying on the
extremely important subject of the risks to competition from the proposed Google-DoubleClick
merger. 1 am Scott Cleland, President of Precursor LLC, an industry research and consulting
firm, specializing in anticipating the future of the converging techcom industry. As was the case
in my previous appearances before this Subcommittee, the views expressed by me in this
testimony are my own personal views and not the views of any of my clients. In the interest
of full disclosure, I am also Chairman of NetCompetition.org, an e-forum opposed to regulation
of the Internet, which is funded by broadband companies.

Attached to this testimony is my July 17, 2007, 35-page white paper: “Googleopoly: The
Google-DoubleClick  Anti-competitive Case” which can also be found at
www.googleopoly.net. | produced this analysis on my own volition, and not for any
clients, in order to help Congress and this subcommittee better understand the anti-
competitive nature of this merger, and to accelerate and improve the FTC’s investigation
of anti-competitive effects of this merger. It is my professional view, as a leading
expert on the future of communications and the Internet, that Google will eventually
supplant Microsoft as the company facing the most antitrust scrutiny globally in the
years ahead.

Relevant Online Advertising Trends

Online advertising revenues eclipsed radio advertising revenues this year (per
eMarketer), and they are projected to surpass TV revenues, the number one advertising
medium, in 2011, per Veronis Suhler estimates. This migration will continue to occur
because online advertising is so much more targeted, relevant and measurable than
offline advertising.

Most all content, news, books, audio, video, research, databases, etc. are rapidly being
digitized and migrating to the Internet, because of the extraordinary scale and scope
distribution efficiencies of the Internet.

Google’s search share has grown steadily to about 65% of all searches per Hitwise and
~65% of all video sessions per compete.com.

Internet users increasingly use the search bar for a browser as their cursor increasingly
defaults to the search bar and not the browser bar.

More downloaded software, like Adobe and RealNetworks, increasingly comes bundled
with a default to set a default search engine, which is predominantly Google’s.



Customers are increasingly demanding search and display to be offered together and
coordinated per Yahoo.

Most people don’t look beyond the first page of search results, and very few look beyond
the first two pages of search results.

Online audiences increasingly depend on online intermediaries or aggregators, like
Google and Yahoo, for news per Jupiter Research; 60% of users aged 18-24 cite news
aggregators as their main source of news.

Content is replacing communications as the Web’s primary use according to the Online
Publishers Association as users spend almost half of their time online visiting content;
time online visiting content is up 37% over four years ago.

Students increasingly don’t question Google’s search ranking system according to a new
study in the Journal of Computer Mediated Communication.

The online advertising market is rapidly consolidating and becoming highly
concentrated as Yahoo has bought Right Media, Microsoft has bought aQuantive,
WPP bought 24-7 Real Media, and Google has bought YouTube, Adscape Media,
DoubleClick, and FeedBurner.

This Merger in Perspective

This merger review is a watershed moment for Internet competition. | believe Google-
DoubleClick is clearly the most far-reaching and least-understood merger this Subcommittee has
ever reviewed, and it may arguably turn out to be one of this Subcommittee’s most important
merger reviews as well.

Most Far-Reaching Merger: It is most far-reaching because of the global scale and
scope of the adolescent twelve-year-old commercial Internet, and because it involves
arguably two of the most dominant Internet businesses: Google and DoubleClick. Google
has 75% of the global search market revenue share per Hitwise and DoubleClick serves
ads to an estimated 85% of websites globally per EPIC. To put these global market shares
in the context of another “big” global FTC merger review, Exxon Mobil in 1999, Exxon
then had 2% global market share of oil production and Mobil 1% because of widespread
state ownership of oil production.

Least-Understood Merger: It is also among the least understood mergers the committee
has ever reviewed for a variety of reasons. First, since DoubleClick is a privately-held
company without the normal publicly-traded company disclosure requirements; there is
less public information available than normal, and consequently much less media and
trade press scrutiny. Second, Google, the world’s leading brand, paradoxically is among
the least transparent companies | have covered in my fifteen years tracking publicly-



traded companies. Google is basically a “black box” company that is extremely secretive
of their internal operations and shares very little information with investors or the public.
Third, in listening to the Google-DoubleClick merger announcement call in April, I was
flabbergasted at how little information Google disclosed to investors and how many
pertinent questions the company refused to answer. It was substantially less transparent
than any of the dozen or so conference calls on major mergers that | have participated in
and analyzed in the last fifteen years. | came away from that conference call deeply
troubled and determined to discover what they were so intent about hiding. (Much of
what | have learned since then is included in this testimony and attachments.)

e Arguably One of the Most Important Mergers: This is a watershed moment for
antitrust. The Internet is the most global and efficient distribution platform ever invented
for distributing content of any type. The only proven business model for monetizing
Internet content is online advertising. Given the surge of content being driven to the
Internet, as well as the trend of traditional offline advertising dollars migrating to online
advertising, this merger really is ultimately about the long-term competitive
trajectory of the world content business. Given that Google and DoubleClick each
dominate different formats of the same ad-serving market, their combination could
represent an irreversible “tipping point” to domination of the Internet as a means of
monetizing content. The long-term implications of this merger are arguably greater than
most any other merger before it due to the unique speed and extreme concentration of the
Internet and because this merger has the potential to greatly set the competitive trajectory
for the content business going forward. This is about whether an online advertising
bottleneck will be allowed to form to effectively pick content “winners and losers” on the
Internet.

V. The Problem

The biggest challenge for antitrust authorities is to not miss the proverbial “forest for the
trees” in this merger review. Online advertising is the only proven business model for
monetizing Internet content. The Internet is the ultimate network of networks and it creates the
ultimate network effect of network effects.

The biggest risk for Congress and the FTC here is missing the critical importance of the
essence _of online advertising, which is the exceptional inter-connectedness of: inter-related
segments, networks, people, products, services, and technologies -- by artificially assuming that
they are separate and distinct not highly-interdependent markets. The traditional antitrust
concept of “separate” antitrust markets is arguably least applicable and most artificial and
contrived when applied to Internet businesses.

e Another analogy drives home the irrationality of “separate markets” analysis when
dealing with highly integrated systems like Internet advertising. The human body’s five
physical senses: sight, hearing, taste, smell and touch -- are clearly driven by “separate”
body parts, but none can function without the brain. To conclude that the Internet’s “ears”



of display ad-serving are “separate” and unrelated to the Internet’s “eyes” of search ad-
serving is to irrationally conclude that the “brains” of the Internet and all its knowledge
of relationships, memories, information, and ability to learn -- are irrelevant to
understanding what people “hear” or “see”. Concluding that search and display ad-
serving don’t compete with each other is as irrational as concluding that the eyes and ears
don’t compete for the brain’s attention or conclusions.

0 The FTC has to guard against irrational conclusions arising from irrational and
artificial market segmentation analysis. The anti-competitive effects of this
merger are a result of multiple and cumulative network effects and also the
tipping effect of combining these two related dominant companies. | explain
in detail the four largest new anti-competitive network effects, which would result
from this merger in the attached Googleopoly white paper analysis on pages 25-
217.

The Internet Choice Paradox: The public relations challenge for antitrust authorities is the
“Internet choice paradox.” How can the Internet, which offers consumers so much choice, at the
same time, present so little real choice for businesses to monetize their content on the Internet?
Turns out that the same extraordinary global scale/scope efficiencies and minimal transactional
friction costs that make the Internet so easy for any consumer to use, are also “winner-take-all”
business efficiencies, which in the hands of the two most dominant global companies in online
advertising, become a deadly chokehold on Internet competition.

See Exhibit 1 in the Appendix to view the paradox of the many choices of the consumer
side of the Internet versus the little choice for monetizing their content on the business
side of the Internet.

The most difficult and costly task in the online content business is to build a large
audience i.e. gain the attention of viewers. The most difficult task in the online
advertising business is to build a large client network of advertisers and website
publishers. This merger uniquely combines, via acquisition, the two most dominant
companies who have been highly successful at achieving the most difficult business tasks
of building the largest and most comprehensive audience and client base. It would take
years for Google to organically replicate DoubleClick’s client and audience reach
and | don’t believe DoubleClick could ever hope to organically recreate Google’s
advertiser reach. Consequently, worse-positioned companies like Yahoo and
Microsoft would have little chance of ever catching a combined Google-
DoubleClick.

Extreme Concentration: Comparing Analogous Intermediary Markets: One of the few
things | am repeating in this testimony that was included in the attached white paper;
“Googleopoly,” is about comparing analogous intermediary markets.

“Most observers do not appreciate how extraordinarily concentrated key parts of the
Internet have become. To put in proper perspective this merger’s market concentration in



the intermediary market of online advertising, compare it to the analogous intermediary
market of finance or capital markets. To equal Google-DoubleClick’s level of market
concentration, one single financial services company would have to own:

0 The top ~15 Wall Street banks/asset managers;
~60% of the hedge fund and private equity industries;
The New York and London Stock Exchanges;
The two leading providers of financial analytic tools: Bloomberg and Factset;
Two of the three national providers of credit profiles: Experian and Equifax; and
~60% of the Federal Reserve’s and U.S. Census Bureau’s raw market and
consumer data.” See Exhibit 2.

O O0O0O0O0

Extreme Media Concentration: This merger should give pause to any journalist who believes
in the importance of an independent press, because of how much potential power over all media
it concentrates increasingly in one entity’s hands — an entity by the way, which has a proven
track record of extraordinary secrecy and lack of transparency to the press and investors. The
trajectory here is clear; more and more people are getting more and more of their news via search
or news aggregators fueled by search engines. The trend is also clear that monetizing online
journalism is increasingly being “powered by Google:” (New York Times, Washington Post,
Chicago Tribune, AP, CNN, among others). Since the monetization of online journalism is
driven by readership, and search algorithms are popularity-driven, the business of online
journalism will increasingly skew towards more popular “soft” or celebrity news and away from
more “hard,” political, economic or international news.

e This merger also highlights the de facto “end run” Google is successfully achieving
around the spirit of long time, bi-partisan limits on media ownership. To promote
competition and localism, Congress and the FCC has long restricted the cross-ownership
of newspapers and broadcasters in a local market, and restricted the national reach of
radio and cable to roughly 30% of the nation, and TV broadcast to 39% of the nation. In
contrast, Google is effectively aggregating and integrating a national (and even global)
audience reach for newspapers, radio, TV, and cable all in one online medium —
effectively creating a de facto “end-run” of media ownership limits. (See Exhibit 3.)

Googleopoly Tipping Point? The core question many ask to determine if this merger is
anticompetitive is: what does this merger specifically do to “substantially lessen competition?”
See Exhibit 4 to see how the Google-DoubleClick merger accelerates network effects via
acquisition. Simply, this merger will grow Google’s Internet audience reach from 65% to close
to 90% by buying the 25% of the Internet viewing audience that Google does not yet control. No
other company would have an Internet audience remotely close to Google-DoubleClick’s.
Moreover, the merger would expand Google’s existing overwhelming competitive advantage in
building the world’s largest network of advertisers, with 90% share of the advertiser market, by
adding hundreds of the top 1500 global advertisers that Google does not have and which may be
the hardest to break into. This merger would extend Google-DoubleClick’s market lead to the
extent that no other competitor could hope to catch them.



Facilitating Bottleneck Control of Online Advertising: See Exhibit 5 to view how the tipping
point also contributes to creating an effective business model bottleneck for online advertising.
In addition to the tipping effect of the audience and advertiser network, the combined entity
would also dominate the click data universe of what’s known about consumers’ Internet behavior
and the software tools or “dashboard” to optimize online advertising campaigns. This merger
would essentially give the combined Google-DoubleClick the keys to the Internet vault of
private information. Over time there would be precious few users that Google-DoubleClick
would not have a “private dossier” on.

e The advertiser tools segment is particularly important to building an online advertising
“platform”. These tools are effectively like a home page or operating system for
advertisers who want comprehensive access to all their advertising performance across ad
formats. This format will also have other software applications to further ensconce
Google as the dominant and permanent home page and online advertising operating
system for the Internet.

Extreme Market Power: The other analysis that | will repeat in this testimony that is also
included in the attached Googleopoly white paper, is the summary chart — See Exhibit 6. The
antitrust problem here explains the cumulative effect of all increases in Google-DoubleClick’s
“web-of-market-power.” Essentially the Google-DoubleClick merger would combine the #1 and
#2 networks of Internet viewers, advertisers and websites. Not only would Google-DoubleClick
enjoy near perfect market intelligence and information relative to their competitors of viewer
demand, advertiser supply, and website inventory, they would also enjoy near perfect market
information on how to best segment/target these networks to optimize the monetization of this
content. This network effect of network effects essentially would enable Google-DoubleClick
to increasingly “corner” the online advertising market.

V. The Stakes

The Stakes of Lax Antitrust Enforcement: Will lax antitrust enforcement enable Google to
become via acquisition the:
e “Online-advertising bottleneck provider” picking Internet content business winners
and losers?
e “Ultimate Internet Gatekeeper” deciding which Internet content gets viewed the most
and which the least?
e “Internet’s de facto paymaster/boss” determining which websites get paid how much?
e “Internet market maker” that has uniquely comprehensive market intelligence and
information on advertisers, websites, ad-inventory, viewers, and Internet user behavior?

The political stakes -- no checks and balances: This merger should also give pause because
every politician understands that “information is power”, and Google openly aspires to be



the world’s most powerful information broker. Listen to Google’s own uniquely monopolistic
public vision in its well-known mission statement: “to organize the world’s information and
make it universally accessible and useful.” No other entity currently has such a naked ambition
to control or effectively corner the market for any of the world’s commodities, let alone all “the
world’s information” (public and private), while also having the wherewithal (infrastructure,
technology, capacity, expertise, and acquisitions) to accomplish the task.

As a nation founded and grounded on the principles of separation of powers, checks and
balances, a free press, and free speech, it is troubling that one company is dedicated to, and well
on path, to quickly achieving business model dominance over access to “the world’s
information.”

Google’s defense is that the accumulation of all “the world’s information” is only for
noble purposes and to “do no evil” as their well-known motto states. While it is certainly
true that they are giving more people ready access to useful information than ever before
in history, it is also true that the world knows virtually nothing about the real and inherent
biases and value judgments that power Google’s increasingly world dominant search
algorithm and which “organizes the world’s information.”

0 Google’s search “algorithm” contains a series of ~400 “bias variables,” which
determine, via a ranking, what information practically gets found and what
information gets practically “buried” from public view.

o Simply, Google has automated the editorial placement function of newspaper, TV
and radio editors. Just like different media outlets have well-known information
biases, the Google algorithm has its own information biases, but they are totally
secret and non-transparent.

With virtually no transparency or accountability, who knows what Google’s real and
inherent algorithmic biases are?

With this DoubleClick acquisition tipping Google to further online advertising
dominance, by providing Google with instant access to the 25% of the Internet viewers it
does not have, and to the hundreds of top global advertising clients that Google doesn’t
have, the combined Google-DoubleClick will have little accountability to consumers,
competition, regulators, or third-party oversight. Given that the majority of Internet
users do not look beyond the first page of search results and very few look beyond the
second page, who would ever know if the algorithm had a subtle bias to keep certain
types of information that Google did not agree with from ever surfacing to the first or
second page of results? What checks and balances would exist to Google-
DoubleClick’s “web of market power” over “the world’s information?”

Adding to the troubling lack of checks and balances, Google has a well-established policy
and culture of “innovation without permission” that internally resists the need for
“corporate controls” or what is better known post Sarbanes-Oxley as “internal controls.”



VI.

Recommendation

Block This Merger: As an ardent adherent to the free-market “Chicago School” of antitrust
enforcement, and as a longtime leading analyst covering the Internet marketplace, the strong
evidence that this merger “substantially lessens competition” compels me to recommend that
this Subcommittee oppose this merger and urge the FTC to seek an injunction to block it in
Federal Court.

In my fifteen years of relevant experience, | have never seen another merger which:

Facilitates more extreme global concentration both horizontally and vertically
simultaneously;

Generates more powerful and cumulative “network effects” or increasing barriers to
competitive entry;

Tips so many market sub-segments to “substantially less competition” going forward:
(Search, text ad-serving, contextual ad-serving, graphic display-ad-serving, rich-
media/video ad-serving, consumer behavior data, ad-publishing analytical tools, cross-
market performance analytics, ad-brokering, and ad-exchanges.)

Accelerates a dominating “platform effect” so quickly and completely where dominance
in one segment can be cross-leveraged to dominate related segments; and

Forecloses more actual and potential competition by effectively “cutting off the supply
of oxygen” to competitors.

This should not be a hard antitrust call.

The superficial defense that Google and DoubleClick are not competitors withers upon
scrutiny of the facts.

The attempt to define the market more broadly as advertising overall ignores the law of
the land that defines these markets and restricts both the ownership share and cross-
ownership of radio, TV, cable and newspapers.

The initial “screen” or measurement of potential market power, the Herfindahl-
Hirschman Index, in almost any way the FTC chooses to slice it, shows that the online
advertising sub-markets are highly concentrated and the presumption that the merger
creates market power.

Further investigation into whether there are sufficient competitive/market forces to
naturally and quickly “cure” the presumption of increased market power show a market
with extraordinary network effects and tipping towards effective bottleneck control of
online advertising. (Please see my attached white paper for an in-depth, barriers-to-entry

10



analysis of why Yahoo and Microsoft will continue to fall behind competitively and how
the merger creates multiple serious anti-competitive network effects.)

The threshold bar of this merger review is not proving a monopoly, but simply
proving the merger “substantially lessens competition.”

The Subcommittee should be deeply troubled that both web publishers and Yahoo are
so reluctant to publicly testify before this subcommittee.

“The dirty little secret” is that web publishers who use Google and DoubleClick literally
know better than to “bite the hand that feeds them.” Google “shares” over $3 billion a
year in online ad revenues with website publishers. Behind-the-scenes and confidentially
the FTC will learn how little real competitive choice these publishers have other than
Google and DoubleClick. It will also become clear from these FTC interviews with web
publishers that if the merger were approved and Google wanted to raise its “price,” i.e. a
better ad revenue split for Google, the web publishers would not have a viable
competitive alternative to earn a comparable amount of online advertising revenue
for their content.

Even more troubling, is Yahoo not agreeing to testify before this Subcommittee. Yahoo
is currently in a very difficult and vulnerable juncture with its investors. Investors have
hammered Yahoo’s stock because investors fear that Yahoo can’t compete with Google
in search. This investor disaffection led to the resignation of Yahoo’s CEO and a current
100 day review of strategic options under co-founder Jerry Yang. Yahoo obviously
believed that publicly discussing how the Google-DoubleClick merger would be anti-
competitive would put even more intense investor spotlight on Yahoo’s competitive
weaknesses and drive their stock down even further. Yahoo also does not want to answer
questions publicly on:

0 Whether or not Yahoo is seriously considering exiting the search business (as
reported by both the New York Times and Wall Street Journal), which would
eliminate Google’s biggest and best-positioned competitor in search-text-
advertising and Google’s only real competitor in search-contextual-advertising.
The potential loss of Yahoo as a competitor to Google is extremely material
to the review of this merger.

o The lack of progress and effectiveness of their much-touted new *“Panama”
project to improve the monetization of their search engine, which reportedly is not
reversing Yahoo’s competitive problems with Google.

All that said, | do sympathize with the FTC that the reluctance of these key potential witnesses to
testify publicly could make this a harder case to prove in court. Moreover, this merger exploits
the weak underbelly of antitrust law, which must heavily discount prospective effects. Simply,
the FTC has to explain how the merger today is an antitrust problem, and it is limited by legal
precedent in explaining how the merger will affect competition in the future.
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Conditions won’t work. It is my professional opinion that there is no remedy to “cure” or
merger conditions that would “fix” the obvious and severe anti-competitive impacts of this
merger. The anticompetitive effects of this merger are so deep, broad, intertwined, and long-
lasting that they cannot be “fixed” with merger conditions or divestitures. Simply, there are a
finite number of problems that can be anticipated and addressed in merger conditions, but there
is an infinite capacity to evade them in the real world.

Let’s be practical here. Merger conditions would require ongoing price regulation or
oversight of online advertising, business practice bans, and/or divestitures to attempt to
address the “tipping effect” of this merger. | believe merger conditions would prove futile
and counter-productive and probably result in the worst of all possible outcomes — a
slippery slope to regulating the Internet. | most fear that lax merger enforcement of an
obviously anti-competitive Internet merger would ultimately force individual countries or
the EU to regulate the Internet in the absence of sufficient competition, therefore Balkan-
izing and undermining the Internet’s universal value. Thus in this instance, the risk of lax
antitrust enforcement leading to regulation of the Internet would be the worst outcome.
The best outcome is maintaining Internet competition and denying the merger to keep
DoubleClick a viable competitor to Google.

The core reason why conditions would not work in this instance is that Google is
essentially buying from DoubleClick the client relationships and consumer click data that
it doesn’t yet have and not DoubleClick’s infrastructure or technology, which is arguably
a few years out-of-date relative to Google’s technology. | believe Google would quickly
transfer the DoubleClick software platform to a more integrated Google software
application running on Google’s massively larger infrastructure “cloud.” Once this
infrastructure transfer was complete the “eggs would be scrambled” and could not be
separated again if more antitrust problems arose in the future. The DOJ learned the hard
way through failure that relationships and market information are exceptionally difficult
aspects of a merger to “condition,” because they require exceptionally rigorous on-site
regulation and oversight to ensure compliance — resources antitrust officials simply do
not have.

0 The best evidence of the difficulty of “conditioning,” or attempting to divest
customer relationships/market information, was the disastrously ineffective MCI-
Worldcom merger conditions/divestitures. MCI was directed to sell its Internet
business to Cable and Wireless, which proved nearly impossible to implement or
oversee because customers have their own free will, and much of the most
important information was in people’s “heads.” Ensuring compliance would have
required near-perfect “24-7” regulatory oversight. In the end, Cable and Wireless
got very little of the business utility/value of the MCI-divested Internet business
which it bought. This hard lesson contributed to the DOJ/FTC learning from
experience that it is better to block a merger outright -- than to try and cure it with
complicated conditions and oversight that can never fully anticipate all the natural
unintended consequences of such market intervention.
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VIl. Conclusion

In sum, this merger should be opposed and ultimately blocked because it would create
extreme market concentration horizontally and vertically, and also tip the online advertising
market to a bottleneck, a market which is one of the most strategically fundamental markets for
the new economy going forward — the only proven monetization engine of Internet content. This
is a watershed merger; the stakes of lax antitrust enforcement would be hard pressed to be
greater.

Bottom-line: if a business wants its content to succeed on the Internet, it would have no

choice but to use the Google-DoubleClick-YouTube online advertising platform. No real
competitive choice.
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“The Internet Choice Paradox”
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Extreme Concentration
Comparing Analogous Intermediary Markets
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Extreme Media Concentration
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Googleopoly Tipping Point?

Accelerating Network Effects Via Acquisition
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Facilitating Bottleneck Control of
Online Advertising?

Advertisers

Do bleCl ck

+ hundreds of top non-Google advertisers

~65% share of Internet viewers... + ~25% viewer share Google doesn’t have

~65% share of users’ click data... + ~30% of users click data Google doesn’t have

~27% share of publisher tools ... + 51% of publisher tools that's not Google’s

Sources: William Blair; SEC filings;

LECG David Evans; Precursor Intern et V| ewers

EXHIBIT 5

19



Extreme Market Power
How Merger “Corners” the Online Advertising Market
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Googleopoly:
The Google-DoubleClick Anti-Competitive Case

www.Googleopoly.net

Scott Cleland

President, Precursor LLC
A Techcom Industry Research and Consulting Firm

July 17, 2007

Theory of the Case:

Google and DoubleClick each dominate the two leading competitive technology platforms to
deliver targeted online advertising, i.e. the market of using technology to monetize the
intermediation of the three core online advertising constituencies: users, advertisers, and content
providers, and also the leading business model for providing access to Internet content.

0 With ~60% share of each of their respective technology platforms, search and
display, technologies which are mutually-reinforcing, the combination would enable a
horizontal merger to monopoly, which would harm users, advertisers and content
providers with higher prices and less choice.

Summary of Conclusions:

The facts and evidence will prove that the Google-DoubleClick merger will substantially
lessen competition in the appropriate defined-relevant market: targeted online advertising —
warranting the FTC to file an injunction in Federal court to block the transaction.
The facts and evidence will also prove this to be a standard horizontal merger to monopoly of
competitive technology platforms in the targeted online advertising market, not a vertical merger
of separate search and display markets, nor an inconsequential merger in the broader $300 billion
advertising market including TV, radio, newspapers, etc.
The market power created by the Google-DoubleClick merger would lessen competition and
harm consumers, advertisers, and content providers specifically by:
o Enabling Google-DoubleClick to effectively dominate:
= Online ad-serving to websites;
= The monetization model for accessing Internet content; and
0 Providing Google-DoubleClick greater opportunity to collude to manipulate the targeted
online advertising market, raise prices, fix prices, and price predatorily.
The facts and evidence will prove consumer, advertiser, and content provider harm:
o Tens of millions of consumers would be harmed by facilitating an unregulated
information access monopoly making consumers more vulnerable to: misrepresentation,
conflicts, fraud, deceptive/unfair trade practices, and clandestine invasion of privacy.



0 Thousands of advertisers would be harmed by higher online ad prices, less real choice,
and impaired market forces to prevent, investigate and rectify click fraud.

0 Hundreds of content providers would be harmed by higher prices (i.e. lower revenue
ad splits) and less real choice for monetization of their digital content via the Internet.
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l. Introduction
A. What is the purpose of this paper?

The purpose of this paper is to present the case theory, structure and evidence of why this is a
traditional horizontal merger to monopoly that will be blocked in court by the FTC.

More specifically, the goal of the paper is to provide sufficient evidence and argumentation to
justify each of the major necessary points necessary for a successful case to block this merger:

e That the relevant market is targeted online advertising not advertising overall;

e That Google and DoubleClick each have enduring market power; and

e That combining the market power of both Google and DoubleClick is anti-competitive
and would harm consumers, advertisers, and content providers.

In sum, the intent of this systematic, detailed and evidence-driven antitrust case against the
Google-DoubleClick merger is:

e To make the complexities of antitrust more understandable for the interested layperson;

e To assist Congress in understanding the anti-competitive problems with the merger;

e To accelerate and improve the FTC’s investigation into the anti-competitive effects of the
Google DoubleClick merger; and

e To put in perspective the other related mergers in this industry: Google-Feedburner,
Yahoo-Right Media, and Microsoft-aQuantive and WPP-24/7 Real Media.

B. What analogy puts Google-DoubleClick’s market power in perspective?

Most observers do not appreciate how extraordinarily concentrated key parts of the Internet have
become. To put in perspective the relative market concentration that a Google-DoubleClick
merger would create in the intermediary market of Internet advertising, it is instructive to
look at what a comparable level of market concentration would be in the intermediary market of
finance or capital markets.

e To assemble a comparable level of market dominance to a Google-DoubleClick
combination in capital markets, one single company would have to own:

0 The top ~15 Wall Street banks/asset managers;
~60% of the hedge fund and private equity industries;
The New York and London Stock Exchanges;
The two leading providers of financial analytic tools: Bloomberg and Factset;
Two of the three national providers of credit profiles: Experian and Equifax; and
~60% of the Federal Reserve’s and U.S. Census’ raw market and consumer data.

OO0O0OO0O0

Few would try to argue that this analogous level of overall market concentration in capital
markets would not substantially lessen competition, raise prices and limit choice.



C. Why has the anti-competitiveness of this merger been hard to discern?

There are a variety of strong reasons why the Government has not yet fully connected-the-dots of
Google’s breathtakingly fast accumulation of existing market power in targeted online
advertising, let alone understand the anti-competitive implications of Google’s rapid-fire
acquisition strategy to extend its existing market power more broadly.

e The exceptional speed of the Internet’s development, growth and flurry of new products,
services, content and applications -- makes it a very difficult market to follow.

e Throughout the government and the private marketplace there is surprising and
widespread ignorance and superficial understanding of how the Internet actually works in
multiple dimensions: architecturally, technologically, economically, financially,
competitively, legally, and internationally — and how these multiple dimensions of the
Internet affect each other and inter-play.

0 While there are many experts with sophisticated understanding of their respective
slivers of the Internet, there are precious few people outside of Google who see
the Internet big picture clearly and understand the broader implications of
Google’s acquisition strategy and the Google-DoubleClick merger in particular.

o Inaword, ignorance is bliss.

e The derivative nature of the intermediary advertising market, where users do not pay for
search in currency, they pay for search intangibly in terms of intrusion of ads and more
importantly in terms of invasion of personal privacy.

e Old-line advertising agencies appear to be largely befuddled with many aspects of
Internet technology, and are in a general state of denial over the competitive implications
of online advertising technology for the advertising business in general.

e Google’s tight corporate secrecy and its lack of transparency for investors, leaves most
people with a very superficial or “brand level” understanding of Google.

e Google’s extraordinary popularity as the world’s number one brand after only a few short
years as a public company creates wide popular awareness, but offers little real
understanding about what the company does to make money.

e Finally, Google has been very effective in its public relations dismissals to date of the
festering problems of Google’s alleged: market dominance, invasion of privacy, click-
fraud, and intellectual property theft.

The Google-DoubleClick merger, the FTC’s investigation of the merger, and the likelihood that
the FTC will eventually oppose the merger and block it, will prove to be a watershed event for
the business model of the Internet and the Internet monetization architecture, whatever the
final outcome of the merger.



Il.  What s the relevant market? -- “Targeted online advertising”
A. Why is online advertising a separate market from the advertising market?
1. What is the online-offline dichotomy?

The advent of the Internet created the fundamental dichotomy of offline and online advertising.
All advertising involves communications and since the Internet has radically changed
communications, the Internet has radically changed advertising.

e Architecture separates: At its core, the Internet is well-known to have created a
different communications architectural paradigm.
0 Internet architecture used for advertising, enables many-way, many-to-many
communications, which differs fundamentally from:
= Telecom/wireless telemarketing, which enables two-way, one-to-one
telecommunications;
= Advertising over-the-air broadcast, cable, and direct broadcast satellite,
which enables one-way, one-to-many broadcast communications.

e Interactivity separates: One of the values of Internet architecture is that it enables
formerly one-way broadcast communications to become two-way or many-way
communications. Virtually every type of non-interactive offline communication can be
made interactive communication when done online.

0 The value of interactivity to advertising is that it transforms “marketing” more
into “selling” by enabling: greater engagement with potential buyers, “building a
“relationship,” more investment of buyers’ time, more information/feedback from
buyers, more ability to follow-up, and more ability to measure results, among
other differences.

e Separate audiences:

o0 The online advertising audiences are people who have either Internet access
(~70% in U.S.) or who have broadband access (~50% in the U.S.), which is a
substantially smaller and different subset than the 90+% of Americans who hear
radio, watch TV and/or read newspapers/magazines.

o The online audience is global; newspapers are local; radio is local or national; and
TV is mostly regional or national.

e Different drivers: The Internet has empowered users with more freedom to drive the
content that they see. The Internet, by its very nature, is a user-driven content medium
where users tend to go online to find content they want. In contrast, radio, TV, and
newspapers are supplier-driven mediums providing content that they hope users will
value and seek out.

e Different economics: Internet leaders like Google, eBay, and Amazon are big
proponents of the notion that the Internet has actually changed the laws of economics.
Chris Anderson’s seminal bestseller “The Long Tail” may be the best detailed



explanation of the new theory of the “economics of abundance.” According to the theory,
the Internet creates a new *“economics of abundance,” because the incremental cost of
storing content on servers and transmitting digital content on the Internet is near zero, in
stark contrast to the high costs of storage and delivery of physical goods in the “bricks
and mortar world.” This new school of economic thought, which is still in its early stages
of development, is a direct, intellectual assault on decades of economic thought based on
the fundamental principle of economics, “scarcity,” where prices are set by the relative
“scarcity” of supply and demand. According to the “economics of abundance” theorists,
the Internet creates a multitude of new niches, “the long tail” of the supply curve that
would not exist except for the existence of an Internet with extremely low marginal cost
characteristics.

Different consumer expectations: The immediacy of clicking and reaching content on
the Internet creates greater impatience of consumers’ online vs. offline. While consumers
have become accustomed to waiting through 1-3+ minutes to resume hearing or seeing
their radio or TV content, the tolerance/attention span for Internet users waiting for their
Internet content is a fraction of that -- say 5-15 seconds. There is also a large and vocal
segment of the Internet audience that expects to get everything on the Internet (content
and applications) for free, a la Napster, Skype, etc.

Note: Google finds itself in a real dilemma in defining the relevant market here.
For the purposes of gaining approval of this merger, it is strongly in Google’s
interests to try and define the relevant market as the entire ~$300b U.S.
advertising market and not the ~$17b online advertising market according to the
Interactive Advertising Bureau, the market in which Google has substantial
market share.

e For Google to argue in the context of this merger that the online and
offline markets for advertising are the same market, will require Google to
repudiate years of public statements, by a multitude of Google
representatives, in a multitude of forums.

e The FTC staff will have no difficulty assembling a mountain of evidence in
Google’s own words about how different and better advertising can be
online vs. offline. Google’s official documents for investors before and
since going public are rich sources for this evidence as will be the sales
material that the FTC can subpoena, material which explains the value of
online advertising in enabling better measurability and target-ability than
offline advertising.

e On their conference call announcing the Google-DoubleClick merger,
Google officials explained the benefits were better tools, better
measurement, better targeting. According to Google, online advertising is
much more “relevant” than offline advertising.



e The dilemma that Google finds itself in will only get tougher if and when
the FTC requires affidavits under oath on this market definition. Every
Google representative asserting under oath that the online market is just
part of the broader offline market of advertising, will have to consider if
there is a record, recording, letter, memorandum, or public statement that
another Google representative may have made that could directly impeach
their sworn testimony.

o ltisironic that Google’s own search engine will be the easy source
for ““discovering” the many places where Google representatives
publicly touted the value and benefits of Google’s online
advertising vs. offline advertising.

0 And being under investigation and subpoena power, Google’s
General Counsel would be well advised to supervise the team of
engineers that constantly “tweak’ the Google search engine. Any
“tweaks” that make it more difficult for the FTC to ““search”, and
“discover” Google-relevant records and statements could be
interpreted as obstruction of justice.

2. What is the targeted-non-targeted market dichotomy?

The advent of the ability to efficiently track, analyze and target certain consumer
behaviors/interests with targeted online advertising has created a growing business-model
dichotomy between traditional, impression-based online advertising and newer,
action/performance-based online advertising. On the traditional, impression-based end of the
online advertising business model continuum, advertisers shoulder more of the cost risk in
reaching the desired audience, while on the newer, performance-based, opposite side of the
online advertising business model continuum, ad-providers like Google shoulder the cost risk in
actually reaching the desired ‘target” audience.

e Traditional impression-based online advertising (CPM): CPM is cost per thousand
impressions or the cost for an online ad to be available to be seen by a thousand online
viewers. This business model is similar to the traditional TV/radio advertising business
model where you pay a lower bulk impression rate per viewer to reach a larger less
defined audience.

e Newer performance-based online advertising (CPA): CPA is cost per action, a results-
driven payment model based on qualifying actions like sales of registrations. This
business model is the opposite of the bulk CPM model because it is focused on causing a
desired behavior, a sale, registration or some other selling step, and because the risk is
shifted from the advertiser to the online ad publisher.

The Interactive Advertising Bureau (IAB), in its May 2007 Internet Advertising Revenue report,
spotlights the trend that hybrid pricing, a mix between traditional CPM and newer CPA, is
rapidly declining and being replaced with the growing CPM/CPA dichotomy. (In 2005 13% of
Internet ad revenues were hybrid, but in 2006 fell to 5% of Internet ad revenues.) Moreover, in
this industry transition away from hybrid pricing model to a dichotomy pricing model,



performance or CPA pricing is gaining share at a greater rate than traditional CPM advertising.
CPM increased from 46% to 48% from 2005 to 2006, while CPA grew from 41% to 47% from
2005 to 2006 in an online advertising market that grew 35% from 2005 to 2006 from $12.5b to
$16.9b.

Google has pioneered and largely defined this transition towards more “targeted” online
advertising. Google has long argued that targeted advertising helps users by reducing ad clutter,
which means presenting fewer ads to better targeted audiences. Google argues that targeted
advertising also benefits advertisers by reducing their risk in wasting ad dollars on users not
interested in their message, and by giving advertisers better measurability of effectiveness. Better
measurability enables advertisers to more fully understand the return on investment (ROI) of
their ad spending and enables advertisers to better compare targeted online advertising to other
advertising mediums.

The future of online advertising is more efficiently targeting the matching of buyers/consumers
with sellers/advertisers. A big reason why ad dollars are shifting from TV, radio, and newspaper
to the Internet is that targeted online advertising enables direct, customer-specific, feedback data
on the impact and effectiveness of the advertising. Radio, TV and newspapers require indirect
surveys and statistical extrapolation to discern their effectiveness in very general terms. Online
advertising enables a more efficient advertising effort and more ROI effectiveness per ad dollar.

To excel in targeted advertising requires a great deal of historical and comprehensive click data,
consumer interest information (searches), and Internet consumer behavior (Internet traffic
metadata.) The Internet, combined with “cookie” web tracking technology, and the ability to
store and process massive databases, has created the most sophisticated capacity to monitor,
analyze, and predict consumer behavior ever assembled.

e Google, with 65% of the rapidly growing search market (according to HitWise), has more
than three times the “relevant” consumer data of its next closest competitor, Yahoo with
~21% share, and over seven times the “relevant” consumer data of Microsoft with ~8%
share.

e DoubleClick, with 60% of the ad-serving publisher market has more than twice the
“relevant” consumer click data as its number two competitor, 24/7 Real Media with 25%
share, and about twelve times the “relevant” consumer data of the number three
competitor, Atlas (which has 5+% share and which is pending to be bought by
Microsoft.)

B. Why are Google/DoubleClick competitors in “targeted online advertising”?

Advertising is fundamentally an intermediary market where consumers/buyers are matched with
suppliers/sellers. Targeted online advertising is basically a technology market where
different technology platforms, like search engines and ad-servers, compete to better
intermediate and target consumers with advertisers’ messages.



Both Google and DoubleClick offer the same targeted online advertising value proposition,
to the same: corporate advertising clients, Internet users, and websites -- just employing
different technology platforms.

e DoubleClick CEO David Rosenblatt admitted that there is “a very high overlap between
the two in the value chain” on their April 13" conference call announcing the merger.

e Google CEO Eric Schmidt also admitted on that call that the Google-DoubleClick merger
was “a way of solving, in an end-to-end way, the problems in search and display
advertising.” While also noting the two companies’ “obvious alignment” and “strong
alignment of goals.”

o0 “Solving, in an end to end way, the problems in search and advertising” is another
way of saying that merging mutually-reinforcing technology platforms together
makes them both better in brokering their advertising clients with their advertising
audience.

e These two CEOs also implicitly understand that their companies’ “obvious alignment”
comes from being “two sides of the same coin” or two sides of the same market — to
monetize the online audience for advertisers.

0 Google uses search technology to monetize the online audience for advertisers.
0 DoubleClick uses ad-serving technology to monetize the online audience for
advertisers.

Both Google and DoubleClick work for the same advertising clients: corporate marketers and
their various advertising intermediaries.

e As the dominant search engine with ~65% share in the US and ~75% share in Europe,
Google’s AdWords and AdSense programs work for the lion’s share of advertisers in the
global corporate 1000.

e As the dominant ad-serving publisher company with 60% share of that segment,
DoubleClick claims “the world’s top marketers, marketers, publishers and agencies” as
clients, or in other words, DoubleClick also works for the lion’s share of advertisers in
the global corporate 1000.

Both Google and DoubleClick serve the same target audience: the global market of Internet
users.

e Google reaches ~65% of the global Internet audience of over a billion Internet users
worldwide.

e DoubleClick’s ads served through its network of top websites reach as much as 80-85%
of the global Internet audience of over a billion Internet users worldwide, per EPIC
estimates.



Both Google and DoubleClick target the entire Internet audience while
Yahoo/Microsoft/MSN, which both seek to primarily be leading proprietary brands and
destinations on the web, do not target the entire Internet audience in the same way.

Both Google and DoubleClick basically do the same core business function, i.e. “serving”
ads, albeit using different technology platforms and ad formats.

Google leverages its market-leading search engine technology to attract users to look for
information via its search bar. Once a user engages the search engine, Google presents
the user with a results page. That page takes the form of a unique, original, customized
website for that particular search query.

0 Google then “serves” ads by presenting text links on the right column, or by
positioning some text links as sponsored links at the top of the search results.

0 Google chooses to serve text ads on these unique customized web pages; they
could just as easily serve banner ads or rich media on these web pages like
DoubleClick routinely does for websites/publishers.

o Simply, Google constructs and controls a unique customized search web page for
users and can use that page to serve the user ads in any form Google desires.

DoubleClick serves ads a step or two later in “the value chain” by serving ads to Internet
users that have already reached their desired Internet destination. Internet users could
have reached that destination directly via a browser bar entry or indirectly via a search
engine bar entry.

0 Once the user has reached its desired destination, DoubleClick then leverages its
market-leading ad-serving technology by serving them a variety of ad formats:
display, banner, or types of rich media, anywhere on the web page the user is
looking at.

One reason why Google-DoubleClick are such powerful mutually-reinforcing
technologies is that with the proposed merger, Google could continue to serve the
consumer more targeted ads after the user left Google’s customized search results
pages and arrived at the desired third-party website.

o In the instance that the user visits a content provider in the Google AdSense
network, Google would dramatically increase its advertising market share of
user’s “eyeballs” on that site. It is this big overlap that the FTC will want to
quantify.

o0 Inthe instance that the user visits a content provider un-affiliated with the Google
network, it would enable Google to serve ads to that user that they do not reach
without owning DoubleClick.

Both Google and DoubleClick’s technology platforms to serve ads could be easily adapted
to enable the other’s technology platform to serve their respective specialty of ads to each
other’s ad-serving platform because text, banner, display, and rich media are essentially just
interchangeable digital ones and zeros formats at their most basic level.

10



In other words, DoubleClick could serve ads onto Google’s search results pages and
Google could serve its search-based ads by gaining access to content providers currently
served by DoubleClick and Google’s search competitors.

The easy technological interchangeability of Google and DoubleClick’s ad-serving
formats (text, display, rich-media) mean Google and DoubleClick are direct
competitors.

Both Google and DoubleClick have pioneered CPA/Cost per Action or performance pricing
models.

Both have leveraged their dominant share position in their respective technology
platforms to structure business models where they can exploit their vastly superior market
information, which confers a potentially anti-competitive advantage in targeting online
advertising. In other words, better and more information about consumer Internet
behavior enables them both to better target consumers and create better advertising
“relevancy.”

Both Google and DoubleClick serve advertisers seeking to use online technology to more
effectively target their advertising for better sales results and better advertising ROI.

While Google and DoubleClick compete in same market, they approach it from different
technological directions.

Google entered the online advertising market through search technology and solving the
technology problem for users of finding information, i.e. finding “needles in the
haystack.”
0 Meeting this unmet user need better than any other search engine, enabled Google
to lead the global Internet market in aggregating Internet users into an audience
for advertisers to reach and target.

DoubleClick entered the online advertising market as the founder of ad-serving
technology and solving the technology problem for advertisers of efficiently customizing
the placement of ads on websites throughout the Internet.
0 Meeting this unmet need better than any other ad-serving technology, enabled
DoubleClick to lead the global Internet market for aggregating Internet users via
website traffic into an audience for advertisers to reach and target.

Since Google and DoubleClick entered the targeted online advertising market from
different directions, Google with technology focused on serving users, and DoubleClick
with technology focused on serving advertisers, Google and DoubleClick’s respective
success and increasing dominance of their most immediate segment, is increasingly
making Google and DoubleClick direct competitors in the targeted online advertising
segment.
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o0 Now that Google and DoubleClick have each dominated their individual
segments they see acquisitions as the most effective and fastest means to
further dominate the broader targeted online advertising market including:

e Video streaming through YouTube;

e Blogging through Feedburner; and

e Ad-serving, performance measurement/metrics, analytic tools, ad
brokering and advertising exchanges through DoubleClick.

0 Google acquired these companies because they could not compete effectively
with them straight up.

Lastly, and maybe most compelling, DoubleClick CEO Rosenblatt describes search as display as
being in the same market in the transcript of his video interview on DoubleClick’s website.

e “..we’re also excited about the ability to begin to bring together some of the different
channels within online that previously had been managed separately — specifically
search and display. And when you put those things together — new economic models
delivered through new user interfaces and other things that impact our customers on a
day-to-day basis — we believe that we have an opportunity to take advantage of our
position to really reshape the way people think about the Internet media industry in
ways both large and small.”

e Translation: the combination of Google and DoubleClick’s will enable us to “take
advantage of our position” (market power) to “reshape... the Internet media industry.”
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I11.  What barriers make Google and DoubleClick’s dominance enduring?

A. What barriers to entry make Google’s search dominance enduring?

While Google claims to be in a highly competitive search market, by pointing to over a hundred
search engine competitors and the few-clicks-ease with which any user can switch to a different
search engine, this competitive assessment is only superficially true.

1. Why are start-ups not a legitimate competitive threat to Google?

It takes much more than a better algorithm to compete in search and targeted online advertising.
There are substantial economies of scale required to successfully compete directly with
Google.

e Google operates the world’s largest parallel processing computer grid in the world
comprised of over one million specially networked and customized servers in multiple
data centers capable of:

o0 Processing hundreds of millions of searches every day, with sub-second response
time;

o0 Indexing tens of billions of web pages daily;

0 Making an actual copy of the entire Internet regularly: (every word of every page
to store in its data centers in order to speed search response time); and

o Storing trillions of historical searches.

e Google is the top brand in the world. It would take a competitor billions of dollars and
years of time to achieve Google’s brand status, if it was even possible.

e Google has over a half a billion users worldwide and is growing much more than any of
its competitors. Any start up would begin many years behind.

e Google’s search algorithm is state-of-the-art and Google leads search R&D. (Saul
Hansel, “Inside the Black Box, Why Google can’t stop tweaking its search engine” NYT
6-4-07)

0 Google has a set of search methods, which are far ahead of the academic research.
0 Moreover, Google’s algorithm is based on over 200 proprietary variables of
relevancy called “signals” and formulas called “classifiers” which have been
honed and refined with the real life feedback of over trillions of live searches and
countless requests for improvement.
= For example this experience has taught Google the desired answer for the
myriad of ways people misspell or accidentally mischaracterize what they
are looking for.
= Google also has a market-leading team of engineers continually tweaking
and improving their search engine to stay ahead of the competition.
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2.

(0]

Google offers services in 112 languages in contrast to Yahoo, which is an older
company than Google, which offers services in around 20 languages.

Google, with its market leading search infrastructure, searches dramatically more raw
amounts of information than any other search engine.

(0]

(0]

(0}

Google knows a search engine is only as good as the amount and quality of
info it searches.

Google’s breathtaking mission: “to organize the world’s information and make it
universally accessible and useful” is powerful evidence of its understanding of the
importance of how much info is searched.

Google is leading the market in digitizing most all of the world’s books and
publications and has invented the world’s fastest scanning technology to ensure it
maintains its market lead in accumulating digital copies of the world’s
information.

A start up can’t claim to search anywhere near the capacity of the world’s
information that Google can.

In short, a start up search engine seeking to compete effectively with Google faces
similar barriers to entry to what a single gas station would face in trying to compete with
Exxon Corporation.

(0]

(0}

They may succeed in a small or local niche, but they are not going to be able to
compete on a national or global scale on an ongoing basis.
For a start up or small competitor to become a direct competitive threat to
Google, they must have the resources to:
= Construct and maintain a comparable database of all Internet
content;
= Construct and maintain a comparably responsive search processing
grid and global network of data centers; and
= Rapidly build a hundred-million-plus user search audience/customer
base to warrant funding the previously mentioned infrastructure and
manpower.
So if start ups or small competitors can’t realistically compete with Google what
about Google’s self-described primary competitors: Microsoft and Yahoo?

Why are Microsoft and Yahoo decreasingly competitive with Google?

The facts and evidence show that Google’s leading competitors, Microsoft and Yahoo, are
steadily decreasing in competitive viability vis-a-vis Google. The reasons for that decreasing
competitive viability include the reasons discussed above, but more importantly involve
additional “network effect” reasons that will be discussed below.

There is a growing body of evidence that Google enjoys multiple enduring “network
effects.” That means Google has reached a “tipping point” in the Internet content search
segment, where its current market dominance is leading to an enduring monopoly.
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Audience tipping point: With over a half billion users worldwide, Google has created
the largest consistent advertising audience in the history of media.

o

Why this matters is that Google’s economics (and market power) directly derive
from its overwhelming relative audience size. When Google/Yahoo/Microsoft
approach a third party content provider to be the wholesale provider of search and
ad-serving services for a high traffic website, they bid on how much revenue they
will provide to the third party. Because Google has 2-3 times the size audience as
Yahoo it can afford to bid a dollar amount 2-3 times more than Yahoo can.
Because Google has 5-6 times the size audience as Microsoft, it can afford to bid
5-6 times higher than Microsoft to win that third-party search/ad-serving business.
Google’s vastly bigger audience, combined with the Google’s network effects and
faster and broader international growth than Yahoo or Microsoft, give Google the
unmatched ability to guarantee minimum, multi-million-dollar, multi-year,
revenue-sharing payments to third-party websites. The clearest example was
Google’s willingness and ability to guarantee MySpace, the leading social
networking service with minimal revenues, a $900m minimum guaranteed
revenue-sharing arrangement over four years. The assumption of that level of
market risk without a blink from the marketplace is powerful evidence of
Google’s relative market power in providing advertising services/revenues to
third-party websites.

Content wholesale network tipping point: Google’s accumulation of the world’s largest
audience has contributed to another self-perpetuating network effect, Google’s
aggregation of the world’s largest network of Internet content providers in the world.
While Google does not disclose all of its Adsense content partners in the Google
network, Google has assembled the “lion’s share” the world’s top third-party content
providers:

(0}

(0]

MySpace, AOL, Ask.com, about.com, AT&T.com, Earthlink, NYTimes.com,
CNETSearch.com, Lycos.com, shopping.com, engadget.com, Digg.com,
dogpile.com, business.com, HowsStuffWorks.com, Techtarget.com,
MyWebSearch.com, Information.com, Infospace.com, foodnetwork.com,
blogthings.com, netscape.com, Compuserve, Luxist, US News and World Report,
CBSSportsline.com, Carconnection.com, MarthaStewart.com, Morningstar,
HotorNot.com, tripadvisor.com, Qingo.com, dealtime.com,PlentyofFish.com,
among others.
= This is not an exhaustive list only an illustrative list.
Why are Yahoo and Microsoft unlikely to be able to develop competitive
alternatives to Google’s dominant third-party content network?
= Yahoo and MSN, as leading Internet traffic destinations are viewed as
direct competitors to third-party websites for attracting Internet
traffic.
= Many Internet content providers, especially those with similar offerings as
Yahoo/MSN would be concerned that Yahoo and Microsoft/MSN have a
competitive conflict of interest in being the wholesale search engine for
their site. Would their search engines have a bias to skew traffic to its own
proprietary sites?
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e Targeting/personalization tipping point: Given that much of the business model of
targeted online advertising depends on the amount and quality of search history or search
metadata (data on data), Google’s largest audience of over a half billion users, and its
superior search expertise provide Google with vastly more and better information to
make their searches more relevant/personalized/targeted, is the key to maximizing the
monetization of targeted online advertising.

e Acquisition economics tipping point: Google’s willingness and ability to outbid
everyone to acquire YouTube for over $2b despite no revenues, and its ability to
reportedly bid twice what Microsoft bid for DoubleClick, despite Microsoft being a much
bigger company in revenues and having a much bigger market cap, is additional evidence
of Google’s market power in this segment.

0 The acquisition of YouTube adds to the audience network effect because it
instantly gave Google more than 60% of the video search market and enabled
Google to provide a better integrated, text/video search experience than Microsoft
or Yahoo. There is no other site that can match YouTube in that type of traffic so
Microsoft of Yahoo are unlikely to be able to catch Google in video search
through organic growth.

0 The acquisition of YouTube has catapulted Google to #1 in the world in video
streaming users on the Internet per ComScore.

e Tracking metadata tipping point: Because Google serves more third-party content
providers than any Yahoo or Microsoft, they have access to more Internet traffic tracking
data than any other company. The most traffic means the best tracking, the best
tracking means the best measurement, the best measurement means the best
targeting, the best targeting means the best advertising relevancy, ROI. This is a
classic antitrust definition of a network effect where more begets more.

Google’s CEO Eric Schmidt recently spoke candidly about Google’s self-reinforcing array of
network effects in a USA Today CEO Interview May 16, 2007 “Schmidt says he didn’t grasp the
power of Google at first”:

e Question: “What’s your take on why Google keeps growing, while your competitors have
such a hard time catching up?”

o Answer: ““...We get more users, and that gets us more advertisers. More
advertisers give us more cash, more cash gets us more data centers, more data
centers means we can get engineers who want to build even bigger data centers
and do more amazing computer science. Those engineers bring in their friends to
build more amazing ad systems and also work on great search. That cycle is very
real at Google.”

= That “very real” “cycle” Mr. Schmidt so candidly describes -- is also well
understood to be “network effects” in antitrust terms.

e Question: “What about the size issue? Critics say that Google has gotten too big.”
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o Answer: “Our size is a function of our success with end users. Size isn’t a

problem. Size has some benefits — like getting more information, more execution
and more global service.”

Google’s CEO Schmidt is obviously very well aware of Google powerful network effects
and market power.

(0}

In a sense, Google has “network effects on steroids;” their network effects
spawn network effects of their own.

a. Why will Yahoo continue to fall behind Google competitively?

While Google and Yahoo consider each other one of their top two competitors, and Yahoo has
the #2 search engine by market share, they are actually very different businesses. And those
differences explain why Google is, and will continue to increasingly distance itself competitively
from Yahoo.

Marketing vs. technology: Yahoo describes itself as a “leading global Internet brand
and one of the most-trafficked Internet destinations worldwide.” In contrast, Google
describes itself as “a global technology leader focused on improving the way people
connect with information.”

0]
0

Yahoo’s business is marketing-focused, Google’s technology-focused.
Yahoo originally used Google as its search service. When Yahoo discovered
how effective and lucrative search advertising was, Yahoo acquired Inktomi’s
search service and Overture Services’ search ad selling business.
= The key takeaway here is that Yahoo historically has had to
outsource its search capability; it has never been a core competency
and mission for Yahoo like it is has been for Google.
= Moreover, the New York Times reported in “Yang is Back, So Now What
for Yahoo?” (6-20-07) that Yahoo’s leadership has contemplated
exiting the search business and outsourcing its search function to
Google, and may consider that option again in the future.

Content provider vs. content access: Yahoo says it works for users and advertisers. In
contrast, Google says it works for users, advertisers and content providers. Herein is the
huge business model difference between Yahoo and Google:

o

Proprietary vs. non-proprietary: At its core, Yahoo is focused primarily on
monetizing its own proprietary and affiliated content. Google is not a proprietary
content provider, but a proprietary application provider, that is focused on
enabling Yahoo’s content provider competitors to monetize their own proprietary
content.

Part vs. whole: Yahoo is focused primarily on serving a subset of the Internet

audience, while Google is focused on serving the entire Internet audience,
including Yahoo’s audience. This is the structural reason Google is taking share
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from Yahoo. Moreover, Google has greater emphasis on international (112
languages vs. 20+) and greater international revenue mix (US/International for
Google is 56/44 but for Yahoo is 68/32). Thus Google enjoys substantially more
scale and scope than Yahoo by not being a proprietary content retailer.

Destination vs. virtual conduit: Yahoo sees its business as creating a
place/website where users want to go. Google sees its business as being the
conduit to Google’s private copy of every page on the Internet, including
Yahoo’s and Microsoft’s.

Yahoo audience vs. Internet audience: Yahoo’s market ambitions are orders of
magnitude smaller than Google’s. Yahoo seeks to serve those who want a
proprietary website, while Google seeks to serve all Internet users.

Retail vs. wholesale: Yahoo is an Internet content retailer, hence the focus on
brand and marketing. Google is a technology wholesaler to content providers. In
other words, Google partners with and works for most all of Yahoo’s largest
content provider competitors. The fact that Yahoo directly competes with most
major Internet content providers and Google does not means that Google has a
powerful competitive advantage over Yahoo in the wholesale search market.
Given this competitive conflict, Yahoo faces an enduring structural
impediment in competing with Google for Internet content. Simply, Yahoo is
a web content retailer while Google is a web content wholesaler.

= This is also why Yahoo’s touted search engine upgrade called “Panama”

will continue to disappoint.

Partial ad monetization vs. pure ad monetization: Given that Yahoo is focused
on creating a “sticky” community destination of proprietary content and premium
services, Yahoo is pursuing a mixed revenue model of advertising and
subscription fees. (Yahoo’s revenue mix is 87% ads and 13% fees.) Google on
the other hand has the benefit of pursuing a pure ad based monetization model,
the most successful Internet business model. The Internet subscription model has
largely failed, e.g. AOL’s transformation from subscription to ad-based. Google
is purely focused on a monetization strategy that is proven to work, where Yahoo
is split focused trying to make a flawed subscription model work against the
market trends. Another way of looking at this is that Yahoo is still figuring
out how to sell its own content, while Google has mastered how to best sell
everyone else’s content.

Yahoo’s “Panama” Project: Many in the market and the media have a superficial view
of what is required to be truly competitive with Google and take search market share.
They are looking to Yahoo’s new search engine upgrade, “Panama,” to transform all of
Yahoo’s relative weaknesses discussed above and out-monetize Google in the search

0 The competitive impact of “Panama,” which has been negligible to date, will

be an excellent case study for antitrust authorities to gauge whether or not
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Google truly has market power. More Panama/competitive “proof points” will
emerge in Google’s second quarter earnings report in July and third quarter
earnings report in October.

o s it the search algorithm that determines success in search or is it economies of
scale/scope and network effects, which determine competitive success in the
search market segment? The evidence is overwhelming -- it is the latter.

b. Why will Microsoft continue to fall behind Google competitively?

While Google considers Microsoft its number one competitor, Microsoft does not view Google
as a primary competitor. For antitrust purposes, what matters more is what the competitor thinks
and is doing -- not what the dominant player claims.

In its annual 10K filing with the SEC, Microsoft does not mention Google as a
competitor in five of its seven business segments, including the top two which comprise
two thirds of Microsoft’s revenues. Microsoft’s primary competitors overall are: Apple,
Hewlett-Packard, IBM, Sun Microsystems, and Linux.

The business segment most directly competitive to Google, what it calls MSN or online,
represents about 5% of Microsoft’s revenues, and Microsoft lists AOL, Google, and
Yahoo as its primary competitors in that segment.

In its #3 business segment, called “Information Worker” which represents about one
quarter of Microsoft’s revenues, Microsoft lists Google among it’s competitors in that
segment: Apple, Corel, Google, IBM, Novell, Oracle, RedHat and Sun Microsystems.

o It is important to note that this applications business segment that Google has
invested heavily in order to compete with Microsoft, is generating negligible
revenues for Google to date as ~99% of Google’s revenues come from
advertising. In other words, Google is currently more a potential competitor to
Microsoft in this quarter segment of Microsoft’s business than a current serious
direct competitor.

What this means for this case is that Microsoft is overwhelmingly in a different business than
Google and that Microsoft is not primarily focused on competing in the search market.
Simply, Microsoft has bigger fish to fry.

In terms of revenue priority, search falls in Microsoft’s #5 revenue bucket and that
segment is ~5% of Microsoft’s global business.

In describing in the general business summary how Microsoft generates revenues in its
10K SEC filing, Microsoft does not mention “search.” “We generate revenue by
developing, manufacturing, licensing and supporting a wide range of software products
for many computing devices.” After listing their software products; their provision of
consulting and support services; their selling of Xbox, games and peripherals; Microsoft
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lists its online offerings, but does not mention search or online advertising in this overall
summary of how Microsoft generates revenues.

Like the discussion above, about how Yahoo and Google are very different businesses, Microsoft
and Yahoo are also very different businesses. This explains why Microsoft has heretofore failed
to gain share and actually lost substantial search market share at precisely the time they have
“developed their own algorithmic search engine.” The fundamental businesses differences and
focuses discussed below argue that Microsoft is not going to be able to become a sufficient
competitor to overcome Google’s market power in the monetization of accessing Internet
content.

e Search technology vs. software technology: 99% of Google’s business is focused on
being the “global technology leader focused on improving the ways people connect to
information.” 95% of Microsoft’s business has a very different focus: “We develop and
market software, services, and solutions that we believe deliver new opportunity,
convenience, and value to people’s lives.”

o0 What this means is that the purposes of companies’ core technologies are very
different.

= Google’s technology is about accessing other’s information.
= Microsoft’s technology is about generating and processing your own
information through software applications.

o0 More simply, Google’s technology works from the outside-in, from the world to
the individual, while Microsoft’s technology works from the inside-out, from the
individual/business to the world. This point becomes clearer when one contrasts
Google and Microsoft’s different missions:

= Google: “our mission is to organize the world’s information and make it
universally accessible and useful.”

= Microsoft: “our mission is to enable individuals and businesses
throughout the world to reach their full potential.”

e Web/network-centric vs. computing-centric: Google uses the Internet/web and
Google’s network of servers in data centers as its operating platform. Microsoft uses
computers as their operating platform.

0 What this means is that search and accessing content efficiently “goes with the
natural flow” of a Web/Internet platform, where search and accessing content
“goes against the natural flow of a computing platform. In other words, search
looks for its computing power in a distributed manner, where Microsoft primarily
looks for its computing power on the device where its software resides. Microsoft
is currently scrambling to adapt to the more efficient web services platform of the
web future, but it is being forced to adapt and play catch up, while Google is
already there and rushing ahead with the flow.

e Proprietary vs. non-proprietary: Like Yahoo, Microsoft with its MSN proprietary

content, is focused primarily focused on monetizing its own proprietary and affiliated
content, not the vast market of third party Internet content. Google is not a proprietary
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content provider, but a proprietary application provider, that is focused on enabling
Microsoft’s content provider competitors to monetize their own proprietary content.

e Ad based vs. subscription based: Google and Microsoft have very different business

models. Google has mastered and is the world leader in the advertising-based
monetization of Internet services. Most all of Microsoft’s revenues are for transaction
purchases of their software or products or subscription fees for services. This legacy
subscription business model, which generates over $16 billion in profits for Microsoft, is
a powerful disincentive to aggressively learn, adapt and change Microsoft’s business
model to advertising monetization on the web. Advertising monetization is relatively
new to Microsoft and it goes against the culture and organization. It is hard to see how
Microsoft can quickly and sufficiently transform its ability to compete on the
advertising-monetization competitive playing field.

0 Microsoft’s purchase of aQuantive is strong evidence of Microsoft’s lack of
understanding of the advertising model. The most valuable part of aQuantive to
Microsoft is the ad-serving segment, Atlas, which has only 5% share of ad-
serving compared to DoubleClick’s 60% share of ad serving and 24/7 real
Media’s 25%. Moreover, Microsoft has indicated it will keep Avenue
A/Razorfish, aQuantive’s large interactive advertising arm. The big problem with
keeping Avenue A/Razorfish in the Microsoft orbit is that is generates a
substantial conflict of interest for Microsoft. Microsoft is the 37" largest
advertiser overall, and Avenue A/ Razorfish customers could legitimately worry
that Microsoft would get preferential treatment for placement of prime
advertising at their expense.

Retail vs. wholesale: Microsoft/MSN is an Internet content retailer. Google is a
technology wholesaler to content providers. In other words, Google partners with, and
works for, most all of Microsoft/MSN’s largest content provider competitors. The fact
that Microsoft/MSN directly competes with most major Internet content providers, and
Google does not, means that Google has a powerful competitive advantage over
Microsoft in the wholesale search market. Given this competitive conflict, Microsoft
faces an enduring structural impediment in competing with Google for Internet
content. Simply, Microsoft/MSN is a web content retailer while Google is a web content
wholesaler.

Unencumbered vs. antitrust encumbered: It can’t be overstated that Microsoft is an
encumbered competitor in search. Under the ongoing antitrust supervision of a
Department of Justice oversight committee, Microsoft cannot be a free-wheeling
competitor in search. There is a litany of facts of Microsoft anti-competitive actions that
were never overturned in court and under which Microsoft must live. It is the aggressive
bundling tactics that the court found to be anti-competitive, that Microsoft would need to
engage in, for Microsoft to have any chance in competing against Google’s growing
market power in the monetization of access Internet content. There is little reason to
believe that these substantial antitrust restrictions on Microsoft are going away any time
soon, or that antitrust authorities will proverbially allow “fire to be fought with fire.”
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o In contrast, Google is currently unencumbered by antitrust authorities (outside of
the current review of DoubleClick) and Google is not regulated.

3. What it means that market forces cannot cure Google’s market power?

What does it mean that:

New and entrants small competitors can’t compete with Google’s barriers to entry?

Google’s primary competitors, Microsoft and Yahoo face network effects that they
cannot overcome?

Yahoo is very different than Google and those differences put Yahoo at a competitive
disadvantage relative to Google?

Microsoft is very different than Google and those differences put Microsoft at a
competitive disadvantage relative to Google?

It means that Google:

Has growing and enduring market power in the search segment;
Is on path to monopolize the monetization of access to Internet content; and

Is becoming the world’s de facto info utility for accessing Internet content because
Google has accumulated the world’s:

o Largest Internet audience for content;

0 Largest network/concentration of Internet content providers; and

o0 Largest search infrastructure of instantaneous grid computing and info retrieval.
Has already acquired the market power to harm consumers, advertisers, and content
providers.

B. What barriers to entry make DoubleClick’s ad-serving dominance enduring?

1. How does DoubleClick describe its own ad-serving leadership/dominance?

DoubleClick is a global market leader in digital technology and services for online advertising.

DoubleClick has the dominant ad-serving platform with 60% share followed by 24/7 Real
Media with 25% share and Atlas with 5% share, according to DoubleClick’s competitors.

“With over 1500 clients, DoubleClick is the preferred partner of leading companies
worldwide for a wide range of digital advertising solutions” according to its website.
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e Per EPIC’s FTC filing, DoubleClick serves ads which reach an estimated 80-85% of all
Internet users worldwide and serve ads to 17 of the top 20 most trafficked Internet
websites.

DoubleClick is unabashed in touting its dominance in its market segment.

e The company recently re-branded as “The nerve center of digital marketing.”
o On the merger announcement conference call, DoubleClick highlighted its
centrality in this market by explaining it has two types of clients, buyside and

sellside, and that their business was split about 50-50 between the two.

e Its website states: “Today, the company’s DART and Performics divisions power the
online marketplace.”

e DoubleClick marketing materials:

o Estimate DART for advertisers is responsible for serving over 60 billion ads a
month or over 720 billion targeted online ads a year.

o0 Also claim that DART for Advertisers is the most advanced ad management
platform in the world and the most used.

o Tout that its search service can pull keyword performance data from all the top
search engines: Google, Yahoo, Microsoft/MSN and Ask.com among others.

o0 Tout that its customer profiling service, Boomerang, “as the most effective form of
targeting available. It allows you to target the most desirable audience of all:
browsers who have already shown an interest in your product or service.”

2. Why is DoubleClick’s ad-serving dominance enduring?

DoubleClick has assembled a majority of the largest advertising clients in the world and has
served them for years.

e This means that DoubleClick has deep and detailed account data histories with each of
these clients.

e These large DoubleClick advertising clients are among the most sophisticated advertisers
in the world in measuring targeted online advertising performance. They like to compare
their current targeted campaigns with their previous ad campaign results to measure
improvement and to further improve their targeted online advertising. They also like and
need to compare different ad campaign histories and trends.

e Switching costs: Thus if you are a DoubleClick ad-serving client, you face a huge
switching cost when switching to an ad-serving competitor like 24/7 Real Media or
Atlas. If you leave DoubleClick, you don’t have the ability to easily port and organize
the performance and analytics of your ad campaign histories so you would basically have
to start over partially blind to what you have learned in targeting efficiency in the past. In
essence, any large advertising client of DoubleClick’s that values measurement is
for all practical purposes “locked in” to DoubleClick because DoubleClick
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effectively controls the ability to compare current campaign performance with past
campaigns.

3. What is DoubleClick currently doing which abuses its market power?

With a dominant 60% share of the ad-serving segment, competitors are already experiencing the
anti-competitive effects of DoubleClick’s exercise of market power. Because of the integrated
nature of online ad campaigns and cross-platform performance and tracking, discrepancies can
emerge over what advertising performance has been measured and thus what payment should be
made. Competitors like 24/7 Real Media, Atlas and others will work together for a joint client to
resolve payment measurement discrepancies which can happen naturally for a variety of
legitimate reasons. DoubleClick refuses to cooperate to resolve measurement discrepancies and
leverages these opportunities to tell customers the only way to get good industry data is to use
DoubleClick’s service since they have more than half of the data. In other words, DoubleClick is
not so subtly saying that if a customer wants DART for Advertisers to work for the customer
they also need to use DART for Publishers. This is a classic anti-competitive allegation of tying
a dominant product to use of a non-dominant product or service.
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IVV. What are the anti-competitive effects of the merger?

A. Why does dominance of constituencies confer market power in ad functions?

The core of the anti-competitive effect of this merger is that it will combine the two dominant
global leaders in all of Google’s self-described “three primary constituencies” that make up the
targeted online advertising market: users, advertisers, and content providers.

e For users (the Internet audience) the merger would combine:
0 Google’s global ~650 million person audience of unique monthly visitors which
Google claims is 77% of the Internet audience,
0 With DoubleClick’s ~800 million viewers of served ads per EPIC’s estimate that
DoubleClick ads reach 80-85% of Internet users.
e Note:Per Nielsen/NetRatings, the leading proprietary websites: Yahoo,
Microsoft/MSN, AOL and MySpace, each have only ~100 million unique
user audiences, a small fraction of either Google or DoubleClick. 24/7
Real Media may reach a larger monthly audience than any of the
proprietary sites, but less than half of DoubleClick’s audience.

e [For advertisers, the merger would combine:
0 Google’s estimated hundreds of major advertiser clients, and tens of thousands of
“long tail small advertiser clients,
o With DoubleClick’s blue chip client base of 1500 of the largest global advertisers.
e Note: Google stated on the announcement call that the overlap of the two
companies’ advertising clients was ““very high.”

e For content providers (websites) the merger would combine:
0 Google’s million plus websites which comprise their global ad network,
o0 With DoubleClick’s hundreds of top websites, including 17 of the top 20.
Given that advertising is an intermediary market model where advertisers, not users, pay for the
production of content, the path to market power is through the *“constituency troika” of
users, advertisers and content providers.

Dominance of all three primary intermediated constituencies confers market dominance in a
variety of intermediary advertising functions:

e Search technology;
e Ad-serving technology;
e The business/monetization model for accessing Internet content;

e Advertising campaign performance measurement and analytic technologies;
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e Consumer click behavior data and metadata collection and storage technologies; and

e Advertising exchange and ad brokering technologies.

B. How do network effects further enhance Google-DoubleClick’s dominance?

Google’s and DoubleClick’s respective individual dominance would be further enhanced by the
cross-network effect of each of the dominant intermediary functions discussed above.
Specifically, the combination of Google and DoubleClick’s individual market power creates a:

e Search and ad-serving network effect:

(0}

Google and DoubleClick could cross-leverage Google’s knowledge of the search
results that yield the highest click per action payments and DoubleClick’s
knowledge of which advertisers want to pay the most, and marry them to their
potential self-dealing advantage as the market’s intermediary without being
subjected to market forces discipline.
These companies know first that display advertising is the best way increase
brand awareness on the web, and second that increased brand awareness drives
more cost-per-action clicks.
= By managing both the search and display ad algorithms, the merged
companies would have the opportunity and incentive to collude to
nearly perfectly target their display ads to optimize Google’s click
performance.
The powerful network effect between the search performance model and display
ads can create a self-dealing “feedback loop™ where they can secretly optimize
the display algorithm to optimize Google’s cost per action algorithm.
= This type of self-dealing arrangement would create a further disincentive
to detect fraudulent clicks, an industry and Google problem that is far
from being brought under control and that harms advertisers and users.
In effect, Google could preferentially target display ad inventory where Google
knows it has the highest priced click per action rate, shortchanging both the
advertiser with mis-targeted ads and the user with conflicted results that serve
Google-DoubleClick more than the search user.

e Monetization network effect:

(0]

(0]

Since monetization is driven by both the volume and efficiency of matching
advertisers with content and users, the combined volume of these two global
leaders’ user, advertiser and content provider bases, creates a monetization
architecture which no other targeted online advertiser could ever hope to
match.

With no realistic alternative monetization architecture, the merged companies
could raise ad prices for advertisers and also increase prices for content providers
by negotiating a better revenue sharing split from their Google ad network
partners.
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e Click data & performance measurement network effect:

0 By being able to combine the world’s largest databases on consumer click
behavior today and historically, the merged company could bundle or tie the
use of this consumer behavior metadata with the use of their performance
measurement or analytics tools.

0 Google-DoubleClick could then deny competitors access to their dominant
share of consumer behavior summary metadata necessary to manage large
global online advertising campaigns, thus ensuring that competitors have an
inferior view of the overall market and inferior performance measurement
because of the inferiority of available data.

0 Google-DoubleClick could also bundle or tie DoubleClick’s ad-serving for
publishers with its ad-serving for advertising further disadvantaging competitors
like 24/7 Real Media or Atlas.

o0 Adbvertisers and content providers would both be vulnerable to higher prices for
performance measurement tools and metadata because they would have no viable
alternative competitive choice of which to avail themselves.

e Advertising exchange/brokering network effect:

0 The combination of the two dominant players in counterpart market segments,
Google on the consumer demand/buy side through search dominance, and
DoubleClick on the advertiser supply/sell side through ad-serving dominance,
would enable the combined company to see most of both sides of the market.

0 Their dominant view of overall market information would give the combined
entity the capability and the incentive to manipulate the market to their de
facto market making advantage, fix prices for long tail advertisers and content
providers, raise prices where competitors are weak, and predatorily price serially
where competitors are strongest to foreclose competition long term.

The cumulative effect of all these network effects will be to create a de facto Internet

monopoly or unregulated Internet utility -- for the monetization of access to Internet
content.
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V. What are the anti-competitive harms of the Google-DoubleClick merger?
A. What are the consumer harms?

Ultimately many tens of millions of American consumers would be harmed by facilitating an
unregulated information access monopoly -- making consumers more vulnerable to:
misrepresentation, conflicts, fraud, deceptive/unfair trade practices, and undisclosed invasion of
privacy.

Consumers would go from a marketplace naturally structured to redound to their benefit, to a
marketplace where the benefits of new efficiencies would be increasingly captured by the market
power of Google-DoubleClick.

Nothing in the marketplace is really “free.” Google and DoubleClick users “pay” an intangible
price for Internet content in the distraction and time delay of advertising interfering with the
content they seek. The market power would enable the company to increase the amount of screen
real estate devoted to ads at the expense of the content. It also could raise intangible prices in the
form of increased time cost waiting for video ads to play before getting the desired content.

The intangible “price” of search could also go up when users search for information not available
on other search engines. In those instances, the company would know there was no other option
for quickly accessing that content and they could insert longer preview video ads before serving
that content.

B. What are the advertiser harms?

Thousands of advertisers would be harmed by higher online ad prices, less real choice, and
impaired market discipline to prevent, investigate and rectify click fraud.

Advertisers, especially those at the ends of market, the largest and smallest, would be most
vulnerable to price increases. Competitors wouldn’t be able to offer smaller advertisers the same
Internet audience reach enabling the company to raise prices. Competitors wouldn’t be able to
meet scale, scope and bundled tools that the company provides enabling the company to raise
prices.

Advertisers also would be harmed by impaired market discipline to prevent self-dealing and
front-running on their information.

C. What are the content provider harms?

Hundreds of content providers would be harmed by higher prices (i.e. lower revenue ad splits)
and less real choice for monetization of their digital content via the Internet.
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The reality is that Google now has precious little competition in the middle and long tail markets;
Google is really the only game in town. This merger would foreclose a company from being
able to enter this highly lucrative market in the future.
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VI.

Conclusion

The facts and evidence in this paper show Google understands what is necessary to lead and
further dominate the Internet:

Accumulating the most digital information to search;
Building the best parallel processing grid for finding cached information instantaneously;

Aggregating the largest:
o Audience of users;
0 Client base of advertisers;
o0 Network of content providers;

Archiving the most consumer behavior (click) information;

Creating the best performance measurement and analytic tools of consumer online
information;

Devising the optimal business model/algorithm for maximizing desired sales actions;

Bundling its search engine with its consumer metadata, with its measurement/analytic
tools with its text ad-serving, with the video streaming of YouTube -- to create network
effects; and

Acquiring major new first-mover formats like YouTube-video streaming, DoubleClick-
ad-serving, and Feedburner-blogging to extend their market power to emerging formats
to fuel growth and foreclose competition.

Google has built the dominant global architecture for monetizing the access of Internet
content through search text ads, and it is seeking to extend that market power into the ad-serving
technology platforms that it does not yet dominate, display, rich media, and blogging -- through
the acquisitions of DoubleClick and Feedburner.

The facts and evidence in this paper prove that the Google-DoubleClick merger:

Will substantially lessen competition in the appropriate defined-relevant market:
targeted online advertising — warranting the FTC to file an injunction in Federal
court to block the transaction; and

Is a standard horizontal merger to monopoly of competitive technology platforms in
the targeted online advertising market, not a vertical merger of separate search and
display markets, nor an inconsequential merger in the broader $300 billion advertising
market including TV, radio, newspapers, etc.
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The market power created by the Google-DoubleClick merger would lessen competition
and harm consumers, advertisers, and content providers specifically by:

e Enabling Google-DoubleClick to effectively dominate:
0 Online ad-serving to websites;
0 The monetization model for accessing Internet content; and

e Providing Google-DoubleClick greater opportunity to collude to manipulate the targeted
online advertising market, raise prices, fix prices, and price predatorily.

The facts and evidence prove consumer, advertiser, and content provider harm:
e Tens of millions of consumers would be harmed by facilitating an unregulated
information access monopoly, making consumers more vulnerable to: misrepresentation,

conflicts, fraud, deceptive/unfair trade practices, and clandestine invasion of privacy.

e Thousands of advertisers would be harmed by higher online ad prices, less real choice,
and impaired market forces to prevent, investigate and rectify click fraud.

e Hundreds of content providers would be harmed by higher prices (i.e. lower revenue
ad splits) and less real choice for monetization of their digital content via the Internet.
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