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Why ad networks keep getting funded 
In general terms, ad networks are the intermediaries that help 
online publishers sell-off excess ad inventory at significantly 
reduced prices. A few top tier ad networks have the economies of 
scale and scope to succeed in the current market, while a handful 
of niche networks have been able to offer a differentiated service by 
focusing on specific verticals or by using complex algorithms to 
match the right ads with the right placements. For the rest, the 
fragmented industry is plagued with price erosion, channel conflict 
and poorly targeted advertising. Recently, major online publishers 
such as ESPN and WeatherChannel have announced that they will 
stop using 3rd party ad networks, citing genuine concern about 
commoditization of their brands. However, even with the portended 
decline of such premium ad inventory, poor overall financial market 
conditions and general economic slowdown, the ad network 
industry continues to receive significant attention from investors 
seeking to capitalize on the advertising transition from traditional to 
new media (that is gaining momentum). In August, Brand.net 
received a second round of funding of $20 million, Adisn raised $1 
million in its first round, Media6Degrees announced a $9 million 
raise, Turn Inc. raised $15 million, Lotame raised $13 million, and 
the list goes on.  
 
According to the “2008 Online Advertising Deals Report” by 
ContentNext Media, there were 160 venture capital investments 
and 100 M&A deals in the Internet advertising sector between Q1 
‘07 – Q2 ‘08,  with a combined value exceeding $20 billion.1 Ad 
networks represented 58% and 80% of these VC and M&A deals, 
respectively, during that period (see chart below). 
 

 
Source: 2008 Online Advertising Deals Report by ContentNext Media 

                                                 
1 Includes Microsoft's acquisition of aQuantive ($6 billion) and Google's acquisition of Doubleclick ($3 billion). 
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Ad networks are a subsection of the overall display advertising 
sector, in which marketers pay for website space or “inventory” to 
display their advertisements. According to the Interactive 
Advertising Bureau (IAB), display advertising (including rich media 
ads) generated revenue of $9 billion in 2007, and accounted for 
approximately 30% of the overall U.S. online advertising market. 
 
A recent study by Bain and 
Company in coordination with 
the IAB highlighted the value 
chain dynamics of the display 
advertising market. According to 
this study, ad networks control 
the bulk of display inventory, but 
only generate ~30% of the 
revenue, which implies that in 
2007 ad networks generated 
roughly $2.7 billion of revenue. 
Pareto’s 80-20 Principle is 
certainly at work in the display 
advertising market, as a very 
small portion of display ad 
inventory is generating the 
majority of display ad revenues. 
This is further reflected in the 
large difference in CPM rates 
when sold directly or through an 
ad network. Premium ad inventory sold directly to marketers 
command average CPM rates of $12-$18, compared to ad 
networks’ CPM rates of ~$1 (see chart above). 
 
Inventory sold by the ad networks receives lower CPMs because it 
is remnant ad space, 
typically on non-premium 
websites. CPM rates 
also vary based on other 
factors such as supply 
and demand of 
inventory, amount and 
type of website traffic, 
type of content, time of 
year, geography of 
inventory, number of 
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impressions per unique user, and which ad networks a publisher is 
using. As illustrated below, different ad networks boast different 
audience access, and different features that may improve the 
advertising value. 
 
Based on comScore’s March 2008 Media Metrix results (see tables 
to the right), the top three ad networks are AOL’s Platform-A, 
Yahoo! Network and Google Ad Network.  
 
These top tier networks reach 
roughly 80-90% of Internet 
users in the U.S. Niche ad 
networks have far less reach, 
but try to use higher levels of 
targeting. For example, Snap 
Shots Network uses pop-up 
advertising alongside key 
words, AdOn Network uses 
contextual and behavioral targeting technology, and GoFish 
Networks works with publishers focused on the consumer kids, 
teens and moms segment. These niche networks typically reach 
only 5-10% of Internet users. 
 
Despite the targeting capabilities and others provided by such 
leading edge ad networks, the trend among online advertisers has 
been to focus their spending on the top tier providers (which have 
traditionally competed on the basis of large traffic volume). In 2007, 
the top 5 ad networks accounted for 71% of the total ad network 
spend, compared to 63% in 2006 (see chart below). With large ad 
inventories, the top tier ad networks are able to offer more choices 
at lower prices. More recently the top tier networks have tried to 
maintain their leadership edge with key acquisitions of “next 
generation” or “2.0” ad networks (similar in capabilities to the niche 
ad networks described in the previous paragraph). In 2007, Yahoo! 
acquired Right Media and Blue Lithium, while AOL acquired 
Tacoda and Quigo, which has helped enhance the value of their 
inventory and drive more ad spending to the top tier networks. The 
ad network spend consolidation trend is in this fashion expected to 
continue, while smaller independent niche players will probably find 
it even more difficult to compete. 
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Source: 2008 Digital Outlook Report by Avenue A / Razorfish  
 
So why do small ad networks continue to be funded when the 
industry is highly competitive, the advertisers are only working with 
a select few networks, and the premium publishers are shying away 
from using the ad network service all together? Part of the answer 
is in the consolidation illustrated above, and the exit opportunity this 
constitutes. Additionally, we have to remember that the online 
advertising industry is still relatively new, and everyone from 
advertisers to agencies, publishers and ad networks is still 
experimenting with what makes the ideal display ad solution and 
how all parts of the value chain could work together. New trends, 
such as rich media ads with video and sound, are transforming the 
market and commanding significantly higher CPMs. New inventory, 
from social networking sites, blogs, widgets and mobile devices, is 
also adding to the complexity. With this type of potential and 
ongoing change in online advertising, many VCs see opportunity 
and are willing to invest in companies with strong intellectual 
property and a seasoned management team. We expect that ad 
networks that continue to develop (or acquire) innovative targeting 
solutions, and to offer better measurement and monitoring of their 
ad placements, will be among the leaders of this highly competitive 
space.  
 

 

By Kuni Takahashi 
Near Earth LLC 
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IMPORTANT DISCLOSURES AND INFORMATION ABOUT THE USE OF THIS 
DOCUMENT: 
 
Near Earth, LLC ("Near Earth") has published this report solely for informational 
purposes. The report is aimed at institutional investors and investment professionals, 
and satellite, media and telecom industry professionals. This report is not to be 
construed as a recommendation or solicitation to buy or sell securities. The report was 
written without regard for the investment objectives, financial situation, or particular 
needs of any specific recipient, and it should not be regarded by recipients as a 
substitute for the exercise of their own judgment. The content contained herein is based 
on information obtained from sources believed to be reliable, but is not guaranteed as 
being accurate, nor is it a complete statement or summary of any of the markets or 
developments mentioned.  
 
The authors of this report are employees of Near Earth, LLC, which is a member of 
FINRA. The opinions expressed in this report accurately reflect the personal views of the 
authors but do not necessarily reflect the opinions of New Earth itself or its other officers, 
directors, or employees. 
 
The portions of this report produced by non-Near Earth employees are provided simply 
as an accommodation to readers. Near Earth is under no obligation to confirm the 
accuracy of statements written by others and reproduced within this report.  
 
Near Earth and/or its directors, officers and employees may have, or have had, interests 
in the securities or other investment opportunities related to the companies or industries 
discussed herein. Employees and/or directors of Near Earth may serve or have served 
as officers or directors of companies mentioned in the report. Near Earth does, and 
seeks to do, business with companies mentioned in this report. As a result, Near Earth 
may have conflicts of interest that could affect the objectivity of this report. 
 
This report is subject to change without notice and Near Earth assumes no responsibility 
to update or keep current the information contained herein. 
 
Near Earth accepts no liability whatsoever for any loss or damage of any kind arising out 
of the use of all or any part of this report. 
 
No part of this report may be reproduced or distributed in any manner, via the Internet or 
otherwise, without the specific written permission of Near Earth. Near Earth accepts no 
liability whatsoever for the actions of third parties in this respect. 
 


