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The Rise of Ad Networks

An In-Depth Look at Ad Networks

In this report, we explore the ad network industry and future trends we expect Internet
in its development. Furthermore, we look specifically at AOL, Google, MSN,
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gathered and ads are targeted. Google's targeted search ads have Lev Polinsky, CFA
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e The ad network market is $2B+ and growing. The total global graphical
advertising market is expected to grow 23% to $16.9B in 2007. The top 20
ad networks aone are expected to earn ~$2B in F' 07 revenues (~13% of
display ad market) with growth rates well above the genera graphical
advertising market. In August, the total growth rate in page views of the top
ad networks was 77%. We expect ad networks to be 18% of the total display
ad market by 2010.

e Consolidation makes sense.  Ad networks will likely consolidate to grow
their user base and leverage user information across a larger publisher base.
Additionally, pricing is expected to be competitive. As such, consolidation
makes sense. We also think that buyers will consolidate to source al of their
advertising needs from fewer agencies from an ease of use standpoint.

e We believe it is a positive move for GOOG, AOL, MSN, and YHOO to
increase focus on this business. AOL's advertising.com is the largest ad
network with almost 3x the page views of the next competitor. Yahoo! is a
clear fit in the space with a wealth of user information (ComScore’'s top
visited site), its media partnerships, and its Blue Lithium and Right Media
acquisitions. MSN has made significant inroads with its aQuantive and
AdECN exchange acquisitions, and with its Facebook and Digg partnerships.
Google, while a late entrant to display ad networks, has a solid foundation
with its extensive search network. Its acquisition of DoubleClick has made it
asignificant player in the space very quickly.
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Ad Networks on the Rise

Audience Fragmentation Limits Publisher Scale

Asthe web has grown to include ever increasing sources of news and information,
audience fragmentation has naturally occurred, with once dominant portals now
accounting for just under 30% of minutes online, down from 42% five years ago,
according to August comScore data. We believe that large portals will turn to ad
networks to aggregate the user base. Recently, we have seen large cap companies
enter this space with AOL's acquisition of advertising.com (2004), WPP's acquisition
of 24/7 Real Media (2007), Microsoft's aQuantive acquisition (2007), and Y ahool's
acquisition of Blue Lithium (2007).

Advertisers Are Focused on ROI

While increasing user reach is half the battle, we recognize that many page views are
meaningless to advertisers unless user information can be gathered and ads are
targeted. We note that Googl€'s targeted search ads have commanded approximately
twice the RPQ of Y ahoo!'s more generalized ads, and we believe a similar pattern
will occur in the display ad space. Hence, we believe that we will see industry
consolidation among both large and small cap companies. We believe that
consolidation makes sense strategically asit is easier for both advertisers and
publishers to fulfill all of their needs on fewer platforms while a consolidated
network yields greater leverage of technology and advertiser/publisher relationships.

Large Cap Internet Leaders Are Entering the Space

In this paper, we explore the ad network industry and future trends we expect in its
development. Furthermore, we look specifically at AOL, Google, MSN, and Y ahoo!
to analyze their growing participation in operating ad networks and who will likely
emerge as |leaders.

A High Growth, $2 Billion Plus Industry

What Are Ad Networks?
We see ad networks defined by the following:

» transact, serve, track and report the distribution of advertiser ads to
publisher pages.

» enable marketersto advertise on multiple publisher sites through one central
location

» publishers enjoy the benefit of advertising revenue without investing in a
sales force or as a source to sell remnant inventory

» vary in the ability to target a specific audience and in methods of payment
(CPM, CPC, and CPA)

» revenues are determined by revenue share agreements
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Lead generation is more vertical
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Int'l Ad Network penetration is
so small that it is not yet tracked
by comScore. We expect that it
is ~3-5 yrs developmentally
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The definition of ad networksis fuzzy with lead generation sometimes included.
However, we are differentiating between the ad network and lead generation space.
We are defining lead generation as much more targeted and deep into specific
verticals. Asaresult, we believe that this commands much higher CPM's, in the
$100-$150 range. While we believe that thisis aso an interesting ad model, we feel
it deserves amore detailed consideration and will thus save it for alater note.

A Significant Market Opportunity

We estimate that the global graphical advertising market as awhole will grow over
20% through 2008. The sector should benefit from 1) increased online viewership as
more people turn to the internet as a source of content and 2) increased RPMs as
audience targeting improves.

Table 1: Global Graphical Advertising Forecast

$ in millions

Global 2005 2006 2007E 2008E 2009E 2010E  06-'10
CAGR

Internet Population (M) 924 1,020 1,113 1,205 1,295 1,380 7.8%

Pages Viewed / User / Day 37 38 39 40 41 42 2.4%

Total Pages Viewed (B) 12,607 14,275 15,986 17,768 19,544 21,248  10.5%

RPM (per 1,000 pages) $0.87 $0.97 $1.06 $1.15 $1.23 $1.30 7.6%

Global Graphical Forecast 10,984 13,829 16,938 20,427 24,066 27,611  18.9%

($M)

YIY Growth 27.1% 25.9% 22.5% 20.6% 17.8% 14.7%

Source: JPMorgan Estimates, Company Reports, ComScore, Nielsen Net Ratings, IDC, IWS, I1AB

Additionally, increasing keyword prices and the ability of networksto provide
response advertising in addition to branding campaigns will likely drive more
marketers to ad networks. On the publisher side, as the long tail of information is
increasing, more publishers are looking to monetize their content. We estimate that
the top 20 ad networks will earn approximately $2B+ in revenue in 2007 (~13% of
the display ad market) and are growing much faster than the general graphical
advertising industry. We estimate ad networks to contribute ~18% of the total
display ad market in 2010 (25% F 08-F' 10 CAGR).

Figure 1: Global Ad Network Market Forecast

$ in millions
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Source: ComScore data, Company reports, and JPMorgan estimates
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Table 2: Ad Networks by Page Views

millions
August Page Views (M) August Y/Y Growth

Advertising.com 72,598.6 56%
AdBrite 28,529.9 901%
Traffic Marketplace 25,629.0 321%
ValueClick 22,732.2 64%
24/7 Real Media 13,532.5 104%
Tribal Fusion 10,829.5 -4%
CPX Interactive 9,764.1 N/A
Casale Media Network 9,575.9 -59%
Blue Lithium 5,450.2 211%
Specific Media 5,407.0 N/A
Vibrant Media 5,096.6 168%
ContextWeb 5,065.6 122%
PrecisionClick 4,497.8 -52%
Burst Media 3,746.3 26%
DRIVEpm 2,993.1 140%
Interclick 1,992.1 N/A
Kontera 1,894.7 N/A
adconion media group 943.6 N/A
AdDynamix.com 918.3 264%
Undertone Networks 441.2 734%
Indieclick 175.8 N/A
Rydium Network 273 -52%
Total 231,841.3 1%

Source: ComScore and JPMorgan estimates

The Future of Ad Networks

The ad network space is becoming increasingly competitive as new ventures are
launched and as Google, Y ahoo!, AOL, and Microsoft enter the space through
acquisitions. We believe that differentiation will be key to success. Following are
capabilities that we see important to market leadership.

Behavioral Targeting

Behavioral targeting should We believe that advertisers used to pay for audiences on websites but will now start
ncrease CPMs and drive to pay for specific users. Marketers appear to value targeted advertising as evidenced
volume.

by Google' swell targeted search ads generating RPQs of more than double Y ahoo!'s.
We expect that this same principal will apply to graphical advertising and note that
Revenue Science estimates a 15x CPM premium for behaviorally targeted ads.
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We believe that the development
of a non-intrusive video ad
delivery system with contextual
advertising capabilities will be
valued by the ad network space.

Success in mobile ads will be
dependent on targeting, non-
intrusiveness, and ability to load
on slow-loading platforms.

We see payment structures
shifting with objectives to
include CPA models in addition
to CPMs.

Marketers will turn to targeted
email distribution given its high
usage and push vs. pull ad
model.

North America Equity Research

“
11 October 2007 JPMorgan O

Figure 2: Behavioral Targeting Effects on CPM
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Video Capabilities

Google' s $1.65B acquisition of video sharing site Y ouTube givesinsight into the
value placed on video property. Traditional media companies have a'so moved onto
the internet by offering TV episodes online and with internet designed webisodes.
However, monetization of internet videos has trailed its growth. Various companies
have experimented with pre-roll, post-roll and in-video ads. Google most recently
has experimented with in-video ads on select Y ouTube videos in which thead is
overlaid on the bottom 20% of the video soon after it islaunched. If the user does
not click oniit, it ssimply disappears.

Mabile Ads

An even younger industry is mobile phone advertising. The development of the
iPhone and speculation of Google phone devices or services have placed a growing
interest in the field.

Performance-Based Advertising

While many graphical ads were originally used for branding purposes with less of a
focus on conversion, the developments in behavioral and contextual advertising have
put more pressure on ad networks to deliver conversions.

Email Marketing

Ad networks have entered the realm of email marketing by placing advertisementsin
emails sent by other companies to their customers. Asin the other categories, ROl is
enhanced by careful pairing of the ad with arelated company or email content.

Email marketing is a preferred method of advertising with its easy trackability and
ROI calculation. Furthermore, unlike other advertisements, email is pushed to
targeted customers rather than assuming that specific websites will pull these
customers to the ad.

Ultimately, successful ad networks are going to need to be able to provide adiversity
of advertising platforms to its marketers with clear targeting capabilities.
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Dominant Portals Role in the Growing Ad
Network Market

In our view, consolidation in the ad network space is strategically feasible. We
believe that consolidation will occur throughout the industry as ad networks grow
their user base and leverage user information through behavioral targeting across a
larger audience base. We believe large portals are well positioned asit is easier for
both advertisers and publishersto fulfill all of their needs on fewer platforms while a
consolidated network yields greater leverage of technology and advertiser/publisher
relationships.

Creating Ad Networks Could Bethe Answer to an Ever-Fragmenting Audience
While portals were once the dominant source of news and information, Y ahoo!,
AOL, and Microsoft only accounted for ~29% of total minutes spent onlinein
August 2007 vs. 42% in 2002. A similar trend can be seen in page views as August
page views on the top 3 portals declined 18% from August 2004 vs. 21% total
internet growth in page views. We note that some of these losses can be attributed to
losses in dial-up subs. We believe portals will become more significant playersin ad
networks as they turn to networks to grow their user reach, leverage user information
through behavioral targeting, and leverage their existing capabilities to sell, place,
and analyze display ads.

Figure 3: Total Minutes Spent on Portal in August 2002 and 2007
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Figure 4: Total Page Views for Leading Portals, August 2004 and 2007
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User Information Will Lead to Dominance

Accurate and rich user information is among an internet company’ s most valuable
assets. Additionally, the ability to leverage accurate user information to deliver
relevant content to users is the key to increasing conversion rates. Wethink large
cap companies are particularly well suited to running ad networks as they can lever
their user information with that of the publisher network to provide well targeted
advertising. This should increase user conversion and monetization capabilities. A
combination between any of the search players, alarge publisher network, and a
company with behavioral targeting capabilities would make sense to us.

One Platform for Multiple Advertising Products=Higher Ad Dollar Allocation
From the standpoint of an advertiser, advertising campaign management would be
easier with asingle ad firm offering multiple products (search, graphical, cost-per-
lead, cost-per-action, in-game advertising, mobile advertising, video). Publishers
would benefit from the scale of various advertisers across verticals and the higher
CPMs accompanying better targeted ads.

Figure 5: Online Advertising Services by Company
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Cost Synergies

Entering the ad network space would alow large cap internet companiesto lever
their existing sales force, technology, and publisher relationships in expanding their
product offering. The salesteam could expand its offering of graphical advertising to
include properties on the ad network. Technology used to place graphical ads on
owned and operated properties and for behavioral targeting could be extended for use
on network sites. Finally, search network relationships could be leveraged in
building the ad network.

Scale s Critical to Build a Market-L eading Product

While we have established that the goal of ad networks should be to increase their
exposure to an overlapping user base across a variety of properties for targeting, such
an undertaking requires scale.

» Small Companies must choose between generalization across a variety of
publishers or going deep into afew verticals. Both options carry risk, as
generalization limits targeting capabilities while focusing on limited
verticals exposes companies to industry risk (for example, the current
mortgage industry weakness).

» Large Cap Companies, however, have the resources to be both broad and
deep, offering targeting capabilities while maintaining diversification of
risk.

AOL

Advertising.com Revenue Growth Is Not Dependent on AOL Usage Trends
Advertising.com has been amgjor contributor to advertising revenue growth in the
past 12 months, driving 43% of ad revenue increase at AOL while accounting for
27% of total advertising revenue. Because its revenue is derived from placing third
party advertising on third party sites, advertising.com grew mainly through
acquisition of new customers rather than through improved monetization of AOL
traffic.

Figure 6: Advertising.com has contributed the largest portion of Y/Y advertising revenue
increases
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Source: Company reports and JPMorgan.
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We think that advertising.com will continue to grow faster than AOL’ s search and
graphical revenue streams, helped by industry-wide shift to more targeted adverting,
increased CPM due to behavioral targeting added through the acquisition of
TACODA, aswell asoveral Internet advertising market growth.

Figure 7: We Expect Advertising.com Revenue to Continue Growing Faster than Search and
Graphical
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Source: Company reports and JPMorgan estimates.

Acquisition of TACODA Adds Behavioral Targeting Capability
We believe that the acquisition of TACODA, abehavioral targeting network,
completed by AOL on September 6, 2007, makes sense strategically:

o Thedea’slogic is consistent with our view that improved monetization of non-
premium inventory will continue to gain importance as premium inventory
pricing growth is slowing industry-wide.

e Weexpect TACODA technology to improve targeting at advertising.com, thus
driving CPM and helping maintain revenue growth rates.

e Bringing behavioral targeting function in-house is a prudent defensive move
given recent consolidation.

Recent M& A Activity Intensifies the Competitive Environment

As discussed above, we see the acquisition of TACODA as a positive strategic
development which should help offset potential impact from the recent changesin
the competitive landscape, two deals in particular:

e Acquisition of Blue Lithium by Yahoo! We believe that Y ahoo! used
advertising.com as well as other networks to monetize its non-premium
inventory, relationships that may be scaled down following the acquisition of
Blue Lithium. Furthermore, we expect Y ahoo! to combine Blue Lithium with
recently acquired ad exchange Right Media and pursue third party business, thus
competing with advertising.com.

e Acquisition of Aptimusby The Apollo Group (University of Phoenix Online).
The Apollo Group has been the single largest contributor to advertising.com
growth. We estimate that it accounted for 73%, 60% and 62% of Y/Y revenue
increasein Q3’'06, Q4’06 and Q1 ' 07, respectively. Although it's possible that
The Apollo Group will re-direct some of the inventory from ad.com to Aptimus,
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we expect the gains from the integration of TACODA to at least offset any
potential impact.

Google

Becoming Morethan Just a Search Engine and Search Network

A latecomer to the display advertising field, Google has made recent strides to enter
it and would be alikely candidate for building its AdSense network to include
display advertising. Asthe leader in search market share, Google has much
information about user preferences for hosting behaviorally targeted ads.

Table 3: Search Market Share, August 2007

millions

Core Search Searches Search Market
Aug-07 Share

Google Sites 5,545 56%

Yahoo! Sites 2,290 23%

Microsoft Sites 1,106 11%

Ask Network 438 4%

Time Warner Network 441 4%

Source: ComScore.

Strategic Acquisitions Provide Fast Paced Industry Entrance

Recent acquisitions have positioned Google well to quickly gain market share. With
the pending acquisition of DoubleClick, Google gains ownership of two key
technologies:

» the DART suite: acomprehensive set of technologies that enable
advertisersto effectively manage their online advertising campaigns while
providing publishers with the ability to dynamically place ads on their sites.

» theDoubleClick Advertising Exchange: a platform for buyersto gain
immediate access to inventory with goal-based bid rules, defined budgets,
targeting, and frequency caps on inventory purchases, while sellersincrease
overall yield by reducing unsold and undervalued inventory

DoubleClick has relationships with both publishers and advertisers which enable it to
serve hundreds of billions of ad impressions per year. In 2004 (the most recent full-
year data available), DoubleClick served over 800 billion online ad impressions (we
expect it will serve ~2 trillion impressionsin F' 07). Beginning with display
advertising tests within the AdSense for Content environment, Google has been
exploring the serving of graphical advertisements for a couple of years. But the
acquisition of DoubleClick emphasizes the importance that Google places on
entering the ad network market.

11



Imran Khan
(1-212) 622-6693
imran.t.khan@jpmorgan.com

12

North America Equity Research JPMorgan “'
11 October 2007 -

Figure 8: Graphical Ad Market Will Represent 43% of Total in 2010E
% of industry revenues

Graphical
Adv ertising
43%

Search Adv ertising
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Source: JPMorgan estimates, Company Reports, ComScore, Nielsen//NetRatings, IDC, IWS, I1AB

MSN

Rich Targeting and Performance-Based Advertising Capabilities

With the acquisition of aQuantive, Microsoft obtained the DRIV E performance
media platform which provides premium advertising solutions to aQuantive
advertisers and agencies. With a selective inventory from only the top 250
publishers, DRIV Epm offers brand protection to its advertisers. The collection of
visitor data over several years and CPA payment options allows for behavioral
targeting and performance-based capabilities. While the selectivity of the publisher
network will likely limit its scale, this premium network will offer a point of
differentiation from competitive networks. We believe thiswill beinstrumental in
monetizing inventory from the Facebook and Digg partnerships.

Figure 9: DRIVEpm Ad Network

Behavioral _
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Agency Clients
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DRIVEpm
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Source: aQuantive reports and JPMorgan estimates

AdECN Should Improve Monetization

In July, Microsoft announced its intention to acquire AJECN in 1HO8. AdECN
serves as a hub for ad networks to buy and sell display advertising in areal-time
auction marketplace. Advertiserswill get more access to inventory enable better
matching to their requirements and increasing ROI. Publisherswill be able to
increase their yield through increased volume of available inventory. With both
parties benefiting, ADECN should provide better monetization through higher CPMs
for Microsoft remnant and non-premium inventory. We believe thiswill be
instrumental in monetizing remnant inventory.
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Partner ships Are Growing M SN’s Display Reach Outside Its O& O Properties
Agreements to provide advertising on Facebook and Digg have expanded MSN's
advertising network beyond its owned and operated properties and have allowed
MSN to capitalize on the growing socia networking trend. Facebook and Digg are
two of the fastest growing social networkswith Y/Y page view growth well in excess
of 100%. The challenge that Microsoft will face will be providing targeting
capabilities sufficient to monetize such a diverse user and content base.

Table 4: Partner Page View Growth, August 2007

millions

Aug-2006 Aug-2007 Y/IY Growth
Total Internet 501,260 474,003 -5%
FACEBOOK.COM 6,463 15,260 136%
DIGG.COM 4 24 496%

Source: comScore data and JPMorgan estimates

Yahoo!

A Clear Fit in the Ad Network Space

Y ahoo! is particularly well positioned to provide targeted advertising to a network.
Asthe top ranked website by unique visitors (according to comScore), Y ahoo! has a
wealth of information about visitor habits and preferences.

Figure 10: Top Sites by Unique Visitors and % Reach, July 2007
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Y ahoo! has made strategic acquisitions to build off its existing assets and to gain
dominance in this space.

» lItsacquisition of Right Media, in addition to its owned and operated pages,
has made it a destination for the buying and selling of inventory.

» Theacquisition of Blue Lithium has provided Y ahoo! with behavioral
targeting technology, visitor information off its owned and operated sites,
advanced analytic reporting, and a sales force more accustomed to direct
response sales.

13
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These additions should have a smooth integration as Y ahoo! aready possesses a
sales force accustomed to selling display and contextual advertising, has experience
with behavioral targeting with SmartAds, and has entered the ad network arenawith
newspaper partnerships and agreements with eBay and Comcast. The acquisition of
Blue Lithium builds on these earlier efforts and has now made Y ahoo a significant
player in the ad network space.

Ad Network Growth Yields F' 08E Revenue Upside

Y ahoo! has made significant progress in developing its own display advertising
partnerships. Most recently Y ahoo! announced an agreement to collaborate with
Bebo on display and video advertising on the company's U.K. and Ireland sites.
Using a$1.00 CPM, 80% TAC and 50% Y/Y page view growth rate, we estimate
Y ahoo!’ s net take should be ~$16M. Given the high growth rate and the potential
that this partnership could expand to other geographic regions, we think this
agreement will yield additional long-term benefits.

Table 5: F'08E Partnership Revenue

$ in millions
Company Category Partnership ~ Ave.Monthly PV (last 12 Estimated
Date Unique Users Months Incremental
(TT™) through YHOO
Apr.) Revenue
Comcast Cable 4/30/2007 17.8 31,690 25.4
The McClatchy Company Newspapers 4/16/2007 6.2 1,586 13
Calkins Media, Inc. Newspapers 4/16/2007 NA NA NA
Media General, Inc. Newspapers 4]16/2007 19 288 0.2
Morris Communications Newspapers 4/16/2007 NA NA NA
Paddock Publications, Inc. ~ Newspapers 4/16/2007 NA NA NA
Belo Corp Newspapers 11/20/2006 4.0 1,242 1.0
Cox Newspapers Newspapers 11/20/2006 34 1,089 0.9
The E.W. Scripps Co Newspapers 11/20/2006 16.1 4,778 3.8
Hearst Newspapers Newspapers 11/20/2006 7.2 119 0.1
Journal Register Company ~ Newspapers 11/20/2006 NA NA NA
Lee Enterprises Newspapers 11/20/2006 4.6 1,099 0.9
MediaNews Group, Inc. Newspapers 11/20/2006 24 442 0.4
eBay Online auctions 5/25/2006 79.8 129,421 59.6
Bebo Social Network 9/12/2007 11.9 84,012 16.4
Total 109.8

Source: ComScore, Company Reports, JPMorgan estimates

We now believe that partnerships will generate atotal of ~$110M in F'08 rev, the
rivals.com and Right Media acquisitions will contribute ~$88M, and Blue Lithium
will earn ~$160M in F 08. With an F'08 graphical ad rev. estimate of $1.99B, this
impliesa 2% Y/Y declinein organic growth on F 07 estimates for 16% Y/Y growth.
We believe Yahoo! is poised to beat this estimate.



Imran Khan North America Equity Research JPMorgan “'
(1-212) 622-6693 11 October 2007 -
imran.t.khan@jpmorgan.com

Companies Recommended in ThisReport (all pricesin thisreport as of market close on 09 October 2007)
Google (GOOG/$615.18/Overweight), Microsoft (M SFT/$30.10/Overweight), Time Warner (TWX/$19.12/Neutral), Y ahoo
Inc (YHOO/$28.37/Overweight)

Analyst Certification:

The research analyst(s) denoted by an “AC” on the cover of this report certifies (or, where multiple research analysts are primarily
responsible for this report, the research analyst denoted by an “AC” on the cover or within the document individually certifies, with
respect to each security or issuer that the research analyst coversin this research) that: (1) all of the views expressed in this report
accurately reflect his or her personal views about any and all of the subject securities or issuers; and (2) no part of any of the research
analyst’s compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed by the
research analyst(s) in this report.

Important Disclosures

e Market Maker: JPMSI makes a market in the stock of Google, Microsoft, Y ahoo Inc.

e Lead or Co-manager: JPMSI or its affiliates acted as |ead or co-manager in a public offering of equity and/or debt securities for
Time Warner within the past 12 months.

e Analyst Position: The following analysts (and/or their associates or household members) own along position in the shares of
Microsoft: Nitin Doke, Adam Holt.

e Beneficial Ownership (1% or more): JPM S or its affiliates beneficially own 1% or more of a class of common equity securities of
Google.

e Client of the Firm: Google is or wasin the past 12 months a client of JPMSI. Microsoft is or wasin the past 12 months a client of
JPM SI; during the past 12 months, JPMSI provided to the company non-investment banking securities-related service and non-
securities-related services. Time Warner is or was in the past 12 months a client of JPMSI; during the past 12 months, JPM Sl
provided to the company investment banking services and non-investment banking securities-related service. Yahoo Incisor wasin
the past 12 months a client of JPMSI.

e Investment Banking (past 12 months): JPMSI or its affiliates received in the past 12 months compensation for investment banking
services from Time Warner.

e Investment Banking (next 3 months): JPMSI or its affiliates expect to receive, or intend to seek, compensation for investment
banking services in the next three months from Google, Microsoft, Time Warner.

e Non-Investment Banking Compensation: JPMSI has received compensation in the past 12 months for products or services other
than investment banking from Microsoft, Time Warner. An affiliate of JPMSI has received compensation in the past 12 months for
products or services other than investment banking from Google, Microsoft, Time Warner, Y ahoo Inc.

Google (GOOG) Price Chart
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Source: Reuters and JPMorgan; price data adjusted for stock splits and dividends.

This chart shows JPMorgan's continuing coverage of this stock; the current analyst may or may not have covered it over
the entire period.

JPMorgan ratings: OW = Overweight, N = Neutral, UW = Underweight.
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Microsoft (MSFT) Price Chart
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Source: Reuters and JPMorgan; price data adjusted for stock splits and dividends.

Break in coverage Feb 11, 2003 - Dec 19, 2003. This chart shows JPMorgan's continuing coverage of this stock; the
current analyst may or may not have covered it over the entire period.

JPMorgan ratings: OW = Overweight, N = Neutral, UW = Underweight.

Time Warner (TWX) Price Chart
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This chart shows JPMorgan's continuing coverage of this stock; the current analyst may or may not have covered it over
the entire period.

JPMorgan ratings: OW = Overweight, N = Neutral, UW = Underweight.
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Yahoo Inc (YHOO) Price Chart
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Break in coverage Dec 30, 2001 - Apr 09, 2003, and Apr 30, 2004 - Jun 07, 2004. This chart shows JPMorgan's continuing
coverage of this stock; the current analyst may or may not have covered it over the entire period.

JPMorgan ratings: OW = Overweight, N = Neutral, UW = Underweight.

Explanation of Equity Research Ratings and Analyst(s) Coverage Univer se:
JPMorgan uses the following rating system: Overweight [Over the next six to twelve months, we expect this stock will outperform the

average tota return of the stocks in the analyst’s (or the analyst’ steam'’s) coverage universe.] Neutral [Over the next six to twelve
months, we expect this stock will perform in line with the average total return of the stocksin the analyst’s (or the analyst’s team’s)
coverage universe] Underweight [Over the next six to twelve months, we expect this stock will underperform the average total return of
the stocksin the analyst’s (or the analyst’ steam’s) coverage universe.] The analyst or analyst’s team’s coverage universe is the sector
and/or country shown on the cover of each publication. See below for the specific stocksin the certifying analyst(s) coverage universe.

Coverage Universe: Imran Khan: Amazon.com (AMZN), Blue Nile (NILE), CNET Networks (CNET), Dice Holdings,
Inc. (DHX), Expedia, Inc. (EXPE), Google (GOOG), HouseV alues, Inc (SOLD), InPhonic, Inc. (INPC), InfoSpace Inc
(INSP), InnerWorkings (INWK), InterActiveCorp (IACI), Liberty Interactive (LINTA), Mercadolibre, Inc. (MELI),
Monster Worldwide Inc (MNST), Move (MOVE), News Corporation, Inc. (NWSa), Omniture, Inc. (OMTR), Orbitz
Worldwide, Inc. (OWW), Priceline.com (PCLN), Shutterfly, Inc. (SFLY), The Walt Disney Co. (DIS), Time Warner
(TWX), ValueClick (VCLK), Viacom Inc (VIAb), Xinhua Finance Media (XFML), Y ahoo Inc (YHOO), eBay, Inc (EBAY)

JPMorgan Equity Resear ch Ratings Distribution, as of September 28, 2007

Overweight Neutral  Underweight
(buy) (hold) (sdll)
JPM Global Equity Research Coverage 46% 40% 14%
IB clients* 51% 50% 38%
JPMSI Equity Research Coverage 42% 46% 12%
IB clients* 70% 63% 49%

*Percentage of investment banking clientsin each rating category.
For purposes only of NASD/NY SE ratings distribution rules, our Overweight rating falls into a buy rating category; our Neutral rating fallsinto a hold

rating category; and our Underweight rating fallsinto a sell rating category.

Valuation and Risks: Please see the most recent company-specific research report for an analysis of valuation methodology and risks on
any securities recommended herein. Research is available at http://www.morganmarkets.com , or you can contact the analyst named on
the front of this note or your JPMorgan representative.
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Analysts Compensation: The equity research analysts responsible for the preparation of this report receive compensation based upon
various factors, including the quality and accuracy of research, client feedback, competitive factors, and overall firm revenues, which
include revenues from, among other business units, Institutional Equities and Investment Banking.

Other Disclosures

Optionsrelated resear ch: If the information contained herein regards options related research, such information is available only to persons who
have received the proper option risk disclosure documents. For a copy of the Option Clearing Corporation’s Characteristics and Risks of
Standardized Options, please contact your JPMorgan Representative or visit the OCC’'s website at

http://www.optionscl earing.com/publications/ri sks/ri skstoc.pdf.

L egal Entities Disclosures

U.S.: PM S| isamember of NY SE, FINRA and SIPC. J.P. Morgan Futures Inc. isamember of the NFA. JPMorgan Chase Bank, N.A. isa
member of FDIC and is authorized and regulated in the UK by the Financial Services Authority. U.K.: J.P. Morgan Securities Ltd. (JIPMSL) isa
member of the London Stock Exchange and is authorised and regulated by the Financial Services Authority. Registered in England & Wales No.
2711006. Registered Office 125 London Wall, London EC2Y 5AJ. South Africa: J.P. Morgan Equities Limited is a member of the Johannesburg
Securities Exchange and is regulated by the FSB. Hong Kong: J.P. Morgan Securities (Asia Pacific) Limited (CE number AAJ321) isregulated
by the Hong Kong Monetary Authority and the Securities and Futures Commission in Hong Kong. K orea: J.P. Morgan Securities (Far East) Ltd,
Seoul branch, is regulated by the Korea Financial Supervisory Service. Australia: J.P. Morgan Australia Limited (ABN 52 002 888 011/AFS
Licence No: 238188) is regulated by ASIC and J.P. Morgan Securities Australia Limited (ABN 61 003 245 234/AFS Licence No: 238066) isa
Market Participant with the ASX and regulated by ASIC. Taiwan: J.P.Morgan Securities (Taiwan) Limited is a participant of the Taiwan Stock
Exchange (company-type) and regulated by the Taiwan Securities and Futures Commission. India: J.P. Morgan India Private Limited isa
member of the National Stock Exchange of India Limited and The Stock Exchange, Mumbai and is regulated by the Securities and Exchange
Board of India. Thailand: JPMorgan Securities (Thailand) Limited is a member of the Stock Exchange of Thailand and is regulated by the
Ministry of Finance and the Securities and Exchange Commission. Indonesia: PT J.P. Morgan Securities Indonesiais a member of the Jakarta
Stock Exchange and Surabaya Stock Exchange and is regulated by the BAPEPAM. Philippines: J.P. Morgan Securities PhilippinesInc. isa
member of the Philippine Stock Exchange and is regulated by the Securities and Exchange Commission. Brazil: Banco J.P. Morgan SA. is
regulated by the Comissao de Valores Mobiliarios (CVM) and by the Central Bank of Brazil. Mexico: J.P. Morgan Casade Bolsa, SA.deC.V.,
J.P. Morgan Grupo Financiero is amember of the Mexican Stock Exchange and authorized to act as a broker dealer by the National Banking and
Securities Exchange Commission. Singapor e: This material isissued and distributed in Singapore by J.P. Morgan Securities Singapore Private
Limited (JPMSS) [mica (p) 030/09/2007 and Co. Reg. No.: 199405335R] which is a member of the Singapore Exchange Securities Trading
Limited and is regulated by the Monetary Authority of Singapore (MAS) and/or JPMorgan Chase Bank, N.A., Singapore branch (JPMCB
Singapore) which is regulated by the MAS. Malaysia: This material isissued and distributed in Malaysia by JPMorgan Securities (Maaysia) Sdn
Bhd (18146-x) which is a Participating Organization of Bursa Malaysia Securities Bhd and is licensed as a dealer by the Securities Commission in
Malaysia. Pakistan: J. P. Morgan Pakistan Broking (Pvt.) Ltd isamember of the Karachi Stock Exchange and regulated by the Securities and
Exchange Commission of Pakistan.

Country and Region Specific Disclosures

U.K. and European Economic Area (EEA): Issued and approved for distribution in the U.K. and the EEA by JPMSL. Investment research
issued by JPMSL has been prepared in accordance with JPMSL’ s Policies for Managing Conflicts of Interest in Connection with Investment
Research which can be found at http://www.jpmorgan.com/pdfdoc/research/ConflictM anagementPolicy.pdf. This report has been issued in the
U.K. only to persons of akind described in Article 19 (5), 38, 47 and 49 of the Financial Services and Markets Act 2000 (Financial Promotion)
Order 2001 (all such persons being referred to as "relevant persons'). This document must not be acted on or relied on by persons who are not
relevant persons. Any investment or investment activity to which this document relates is only available to relevant persons and will be engaged
in only with relevant persons. In other EEA countries, the report has been issued to persons regarded as professional investors (or equivaent) in
their home jurisdiction Germany: This material is distributed in Germany by J.P. Morgan Securities Ltd. Frankfurt Branch and JPMorgan Chase
Bank, N.A., Frankfurt Branch who are regulated by the Bundesanstalt fiir Finanzdienstleistungsaufsicht. Australia: This material isissued and
distributed by JPMSAL in Australiato “wholesale clients’ only. JPMSAL does not issue or distribute this materia to “retail clients.” The
recipient of this material must not distribute it to any third party or outside Australia without the prior written consent of JPMSAL. For the
purposes of this paragraph the terms “wholesale client” and “retail client” have the meanings given to them in section 761G of the Corporations
Act 2001. Hong Kong: The 1% ownership disclosure as of the previous month end satisfies the requirements under Paragraph 16.5(a) of the
Hong Kong Code of Conduct for persons licensed by or registered with the Securities and Futures Commission. (For research published within
thefirst ten days of the month, the disclosure may be based on the month end data from two months’ prior.) J.P. Morgan Broking (Hong Kong)
Limited isthe liquidity provider for derivative warrants issued by J.P. Morgan International Derivatives Ltd and listed on The Stock Exchange of
Hong Kong Limited. An updated list can be found on HKEx website: http://www.hkex.com.hk/prod/dw/L p.htm. Japan: Thereisarisk that aloss
may occur due to a change in the price of the shares in the case of share trading, and that aloss may occur due to the exchange rate in the case of
foreign share trading. In the case of share trading, JPMorgan Securities Japan Co., Ltd., will be receiving a brokerage fee and consumption tax
(shouhizel) calculated by multiplying the executed price by the commission rate which was individually agreed between JPMorgan Securities
Japan Co., Ltd., and the customer in advance. Financial Instruments Firms. JPMorgan Securities Japan Co., Ltd., Kanto Local Finance Bureau
(kinsho) No. [82] Participating Association / Japan Securities Dealers Association, The Financial Futures Association of Japan. Korea: This
report may have been edited or contributed to from time to time by affiliates of J.P. Morgan Securities (Far East) Ltd, Seoul branch. Singapore:
JPM S| and/or its affiliates may have aholding in any of the securities discussed in this report; for securities where the holding is 1% or greater,
the specific holding is disclosed in the Legal Disclosures section above. India: For private circulation only not for sale. Pakistan: For private
circulation only not for sdle. New Zealand: This material isissued and distributed by JPMSAL in New Zealand only to persons whose principal
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businessis the investment of money or who, in the course of and for the purposes of their business, habitually invest money. PMSAL does not
issue or distribute this material to members of "the public" as determined in accordance with section 3 of the Securities Act 1978. The recipient of
this material must not distribute it to any third party or outside New Zealand without the prior written consent of JPMSAL.

General: Additional information is available upon request. Information has been obtained from sources believed to be reliable but JPMorgan
Chase & Co. or its affiliates and/or subsidiaries (collectively JPMorgan) do not warrant its completeness or accuracy except with respect to any
disclosures relative to JPM S| and/or its affiliates and the analyst’ s involvement with the issuer that is the subject of the research. All pricing is as
of the close of market for the securities discussed, unless otherwise stated. Opinions and estimates constitute our judgment as of the date of this
material and are subject to change without notice. Past performance is not indicative of future results. This material is not intended as an offer or
solicitation for the purchase or sale of any financial instrument. The opinions and recommendations herein do not take into account individual
client circumstances, objectives, or needs and are not intended as recommendations of particular securities, financial instruments or strategies to
particular clients. The recipient of this report must make its own independent decisions regarding any securities or financia instruments
mentioned herein. JPMSI distributesin the U.S. research published by non-U.S. affiliates and accepts responsibility for its contents. Periodic
updates may be provided on companies/industries based on company specific developments or announcements, market conditions or any other
publicly available information. Clients should contact analysts and execute transactions through a JPMorgan subsidiary or affiliate in their home
jurisdiction unless governing law permits otherwise.

Revised September 28, 2007.

Copyright 2007 JPMorgan Chase & Co. All rightsreserved. Thisreport or any portion hereof may not be reprinted, sold or
redistributed without the written consent of JPM organ.
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