Yahoo!/GeoCities











On January 28, 1999, Yahoo! announced its intention to buy GeoCities. The proposed acquisition was part of the consolidation wave among Internet companies in their race to capture market share and advertiser dollars.





“GeoCities has built the Web’s most popular and widely used community,” said Tim Koogle, chairman and CEO of Yahoo!. “Through this acquisition, we are accelerating our global leadership position by combining two of the Web’s strongest brands and most heavily used services into one powerful offering.”�





With more than 35 million unique registrations for its member services worldwide, Yahoo! built one of the Web’s largest registered customer bases. Yahoo! continued to expand its comprehensive, globally-branded network of Internet sites where its members could create, publish, and communicate user-generated content with others on the Web. 





Through GeoCities, Yahoo! would be able to integrate and distribute a set of state-of-the-art editing tools and content published through personal home pages in an array of services such as Yahoo! Clubs, Yahoo! Classifieds, Yahoo! Shopping, and Yahoo! Auctions. In addition, GeoCities provided a platform for distributing Yahoo! services to GeoCities’ community of members, including its shopping, communications, and personalized services.





“We are thrilled to be joining the Yahoo! team,” said Tom Evans, president and CEO of GeoCities. “This combination will allow us to accelerate our offerings to GeoCities and Yahoo! users worldwide.”�








Industry Development





Portals were Internet sites that served as guides into and through the worldwide web. But as well as being "gateways" to the Internet, portals offered services and “content” to visitors such as news, sports results, and electronic commerce services including online shopping. Portals gave users the chance to customize the page of the site they visited, allowing them to prioritize what was offered. If visitors were particularly keen on sports news, weather updates, and stock prices, they could ensure that these services ran on the site page when they called it up. 





Portals such as Infoseek, Yahoo!, and Excite believed that adding content to the traditional gateway service model increased the number of visitors to the portal site and kept the visitors there for prolonged periods (see Appendix 1). More visitors and longer visits allowed the portals to increase advertising rates and take bigger and/or more commissions on e-commerce transactions. In particular, the rapid growth of the latter alerted portal managers to the fact that revenues were no longer dominated by banner advertising (the name given to graphic advertisements on Web sites), but increasingly by electronic commerce transactions and sponsorship.�





Portal sites shaped the Web through competition. If one site added a new service such as access to sports news or on-line auctions, the others quickly followed. The result was an increasingly rich array of services to choose from. Because product offerings could be imitated to a large extent, the portals played a role similar to that of the big three networks, which kept television consistent and accessible for decades. 





An example of a new portal feature was the link to online shopping sites; the selection and presentation varied from portal to portal. Excite surrounded links with brief blurbs about highlighted brands, rather like a catalog. At Infoseek, UPS offered order tracking for on-line purchases and prominently displayed all the major online auction sites. Yahoo!'s site was the most developed, offering research links in every shopping category, a Yahoo! Visa card, and ClickMiles, a frequent-shopper rewards program. Companies that wanted to be linked to a portal site had to pay for the exposure, giving portals a steady stream of revenue independent of banner advertising.�





In a sense, the portals became electronic dashboards for controlling all kinds of services--some quite remote from the original role of the Web.  For example Netscape (acquired by AOL in 1998) had a partnership with Qwest Communications, a long-distance carrier that operated a vast fiber-optic network, to offer Internet phone calls. By selecting a contact in an online address book, Qwest allowed AOL subscribers to place long-distance phone calls via the Internet at local rates. In effect, the AOL portal had become a retail outlet to sell excess telecommunications capacity on the fiber-optic networks. 





As the Web portals evolved, the line between them and desktop PCs was blurred.  The Web gradually merged with desktop PC software. Examples of the blurring were Windows 98's integrating of a browser and Wordperfect’s incorporation of Web publishing features. From the opposite direction, portals were increasingly adding software applications to their sites. 





At the time of the Yahoo!-GeoCities transaction it wasn’t clear who would win the race to capture the most Web users--or even how they would be won. One possibility was that instead of asking customers to pay the typical $19.95 monthly fees, internet service providers (ISPs) would give customers free Internet access if they were willing to subscribe to a certain sponsor's portal. ISPs provided customers the physical link to the internet whereas portals provide the ability to search and access on-line content and services.  Some companies, such as AOL, combined both ISP and portal functions.


 


In early 1999, nearly one American in three used the Internet. As more and more people connected to the Net, users became increasingly mainstream. More people were less interested in exploring the Internet for its own sake and were more interested in finding quick and easy access to news, email, and shopping. 





A key factor in the recent growth of the Internet was the popularity of the sub-$1,000 PC. Rapidly falling component prices and intense intra-industry competition caused PC manufacturers to pass cost savings onto customers. In 1998, most consumers purchased their PC to be able to connect to the Internet.  Several hardware manufacturers were working on low cost “internet appliances” which would give Internet access without the expensive PC’s with their large multifunction operating systems.





Despite the falling cost of PC’s, Web browsing was still a time-consuming process. Faster connections were constrained by the copper phone wire that connected households to the Internet. Major players in the communications industry were keenly aware of this factor. In June 1998, AT&T and TCI announced a $27 billion merger in the hopes of offering consumers more efficient communications. AT&T needed TCI’s cable connections to households to offer AT&T customers a variety of services. The coaxial cable used by TCI was a much faster means of transmitting data than the traditional phone line. Potentially, browsing the Internet could be as easy and fast as flipping television channels.








Consolidation





In addition to Yahoo!’s pending acquisition of GeoCities, two of Yahoo!’s direct competitors, Excite and Lycos, were also involved in mergers in early 1999. These transactions coincided with very favorable stock market performances by Internet companies in general (Exhibit 5).





At Home bid for Excite --On January 20, 1999, At Home Network, a cable television and Internet content company, purchased Excite for $6.7 billion in stock at twice its pre-offer market value. At Home Network had 331,000 subscribers. Excite had 18.2 million unique viewers in January 1999 which constituted a 31.2 percent audience reach  Specifically, during January, 31.2 percent of internet users visited Excite at least once during the month.  At Home’s cable partners served 60 million homes.  Furthermore, At Home’s Power Web was expected to provide users with high-speed connections.  At Home believed that a combination of At Home’s connections and Excite’s content would provide tremendous synergies.





USA Networks Inc. merger with Lycos Inc.--On February 9, 1999, USA Networks, primarily a TV network, announced its merger with Lycos. Prior to the announcement, Lycos had a market cap of roughly $6 billion. However, Lycos stock dropped nearly 26 percent when the terms of the deal were announced. The $1 billion premium over the market price was well shy of the premium shareholders expected. Lycos had 28.5 million viewers in January 1999, which represented 48.8 percent audience reach. USA believed it would be able to promote Lycos’ services to its television audience. 





Disney acquired a 43 percent stake in Infoseek--In June 1998, Infoseek entered into agreements with Starwave and Disney to acquire Starwave, of which Disney was the principal shareholder. First, Infoseek issued common stock worth $897.8 million in exchange for Starwave shares. Next, Disney purchased a 43 percent ownership position in Infoseek.  In January 1999 Infoseek had an audience reach of 38.5 percent.  The deal was the first step in a strategic relationship between Infoseek and Disney to combine both companies’ resources. CEO, Michael Eisner explained why Disney was interested in Infoseek: 





We are a content company, but without distribution at the early stages of this business, we are going to find ourselves in second position . . . . our hope--that with the power of marketing, the power of distribution, and the ability to remind people of the name of our portal and how to get to it, we'll be competitive.�








Yahoo!





Yahoo! was developed and first made available in 1994 by the company's founders, David Filo and Jerry Yang, who were graduate students at Stanford. Yahoo! was incorporated in California on March 5, 1995. In August 1995, it began selling advertisements on its Web pages and recognized its initial revenues. In April 1996, Yahoo! completed its initial public offering. 





Yahoo! Inc.’s principal offering, Yahoo.com, provided the flagship product for its global Internet media network. Yahoo! offered a comprehensive, intuitive, and user-friendly online guide to Web navigation, aggregated information content, communication services, a strong user community, and commerce.  Yahoo.com included a hierarchical, subject-based directory of Web sites, which enabled Web users to locate and access desired information and services through hypertext links included in the directory. 





As of December 1998, Yahoo! organized over 1.2 million Web site listings under 14 principal categories. Users could either browse the directory listings by subject matter, or use a rapid keyword search facility that scanned the contents of the entire directory or any subcategory within Yahoo!.





In January 1999, Yahoo! users viewed an average of approximately 167 million Web pages per day (see Exhibit 3) on Yahoo!-branded online media properties.  This represented an audience reach of 50.5 percent meaning that over half of internet users visited a Yahoo! site during the month.  Yahoo! made its properties and services available without charge to users, and generated revenue through the sale of advertisements, promotions, sponsorships, merchandising and direct marketing. During 1998, approximately 3,800 customers advertised on Yahoo! properties.





Yahoo! incorporated a rich set of current and reference information from leading content providers, including real-time news (provided by numerous sources including Reuters New Media, Associated Press, Deutsche Presse Agentur, and Agence France Presse), stock quotes (Reuters), corporate earnings reports (Zacks), audio news (National Public Radio), mutual fund holdings (CDA/Wiesenberger), stock investing commentary (Motley Fool), sports scores (ESPN SportsTicker), sports commentary (The Sporting News), employment (The Wall Street Journal) weather information, (Weathernews, Inc. and the Weather Channel), and entertainment industry gossip (E Online).  Yahoo! also organized hypertext links to Web sites featuring current events and issues of interest, such as elections, holidays, political issues and major weather conditions, organized in a topical format and updated regularly. Other content offered by Yahoo! included auctions, Yellow Pages, maps, driving directions, and classified listings.





Yahoo! competed with online services, other Web site operators and advertising networks, as well as traditional off-line media such as television, radio, and print for a share of advertisers' total advertising budgets.  Yahoo! believed that the number of companies selling Web-based advertising had increased dramatically and, as a result, the available inventory of advertising space had also increased substantially (see Exhibit 1 for Yahoo!’s financial history). 








GeoCities





GeoCities, founded in 1994, pioneered and defined the “Web community.” With more that 3.5 million sites, the company had built one of the Web’s largest collection of websites.  GeoCities’ typically hosted these sites but much of the content was created or authored by its members.  GeoCities’ easy-to-use and innovative publishing tools, which received CNet’s “Editor’s Choice” award, allowed non-technical users to quickly and easily create, publish, and update content on the Web. 





GeoCities provided its members (“homesteaders”) with free e-mail accounts and homepages. The site comprised more than 40 themed neighborhoods -- ranging from Athens (encompassing education, literature, poetry, and philosophy) to Yosemite (hiking, rafting, and the great outdoors) -- plus chats, forums, and shopping.  Thus, whereas a portal’s value to consumers, at least initially, was in helping users navigate the web, GeoCities initial value was in helping users create their own content on the web and share content with others users with similar interests and hobbies.  Although, several companies competed with GeoCities in the “web community” space, none of these smaller direct competitors were publicly traded.  In fact, two competitors were owned by the portal Lycos.





GeoCities received about 53 million-plus page views a day in January 1999. About 90 percent of those were from visitors – people without pages on the Geocities site.  The other 10 percent were members working on their own pages, trafficking their neighborhoods, or engaging in chat or some of the other community elements on the site. Over 11,000 people a day who came in as visitors became members and built their own sites on GeoCities. 





In late November, CEO Tom Evans, announced plans to introduce a new “brand identity.” GeoCities had never spent any money on marketing, promotion, or advertising. Putting together the ad campaign, Evans and his associates thought the brand needed to be very dynamic, inclusive, and inviting. In an interview with The Motley Fool, Evans said:





When we looked at the old logo, we thought it looked a little bit staid, a little bit stodgy, and a little bit cold. So we worked with Landor, who’s done work with people like AT&T and Lucent and lots of great and big brands. We worked with them to develop the new GeoCities logo that would be launched concurrent with our first ad campaign, which appeared around the 1st of December. And it was really just a way of introducing the company to the masses of people that did not know anything about GeoCities. But as more people are interested in coming onto the Web, and more people are interested in publishing on the Web or having a virtual presence, we wanted that look, that feel, that logo to be very friendly and inviting. �





GeoCites also planned to increase its product offering by introducing different levels of membership. Many people came to GeoCities’ community wanted to participate in the community by building homepages. GeoCities planned to allow levels of membership that were not just for people who were developing homesteads.





Also, GeoCities was establishing an aggressive affiliate program so that homesteaders at GeoCities could make money from their homepages. GeoCities believed that people would move from creating homepages that were based on personal interests or the novelty of being able to create homepages, to creating homepages that provided utility with the potential of becoming profitable. 





Based in Marina del Rey, Calif., GeoCities had offices in London, New York, and San Francisco. More that 3.5 million GeoCities Homesteaders created over 32 million pages of personalized content. In January 1999, GeoCities attracted over 19 million unique visitors and was the third most trafficked Web site on the Internet (see Exhibit 3). GeoCities.com’s large home/office reach was evidence of its brand strength and broad appeal to users worldwide. With the addition of GeoCities to the Yahoo! network, the companies expected their combined unduplicated home/office reach to become the second largest network of properties on the Web.





Despite its popularity and the quality of its services, GeoCities faced some big challenges: policing its users, maintaining customer service, establishing a brand across a segregated aggregation (many visitors to individual  GeoCities sites had no idea that they were part of a bigger community).  However, the biggest challenge was turning its web presence into profits.   (See Exhibit 2 for financials). 








Direct Competitors





The Internet’s undefined market sectors provided Yahoo! with competitors on every front. However, its principal competitors were the large portals:  America Online, Lycos, Excite, and Infoseek (see Exhibit 3).





America Online (AOL) was expected to generate $3.8 billion in revenue and $300 million in profits for its fiscal year ending in July 1999. It signed up as many new subscribers in the first seven days of 1999--180,000--as it did during its first seven years of operation. In January 1999, AOL had more than 15 million subscribers, which translated into nearly 30 million individual users. America Online was also one of the few Internet companies turning a profit.





AOL's biggest challenge, industry and Wall Street analysts said, was to retain customers who sought faster Net connections. It made a step toward solving that problem by joining forces with Bell Atlantic to offer high-speed access to up to 7.5 million homes by year-end 1999. But rival cable operators had taken the lead amid industry consolidation: At Home Network, which was partly owned by big cable operators, including AT&T and TCI, merged with the Internet portal Excite in a deal valued at $6.7 billion. The merger gave At Home an AOL-like combination of Internet access and content to sell. 





Lycos showed phenomenal growth. In early 1998, about 15 percent of Internet users visited Lycos sites in a typical month. By the end of January, 49 percent did, according to Web measurement firm Media Metrix. That put Lycos only two percentage points behind Yahoo!, the leader in portal sites. Between September and November of 1998, the number of visitors to Lycos grew 10 percent compared to a one-percentage-point drop at Yahoo!. However, Yahoo!’s market capitalization was still nearly seven times that of Lycos (Exhibit 3).


 


Much of Lycos' growth had come from shrewd acquisitions. In 1998, Lycos bought several hot sites, including  Tripod  (Lycos paid $58 million in stock for the private company) and Angelfire, both of which allow users to build their own homepages. 





Excite was formed in June 1994.  Excite first launched its Excite search and directory service in October 1995. In April 1997, Excite launched a channels-based format to provide consumers with an interface that reflected the way they navigated through other forms of media.  It also enabled advertisers to more effectively reach target consumers. In April 1998, Excite launched MyExcite Start Page, that enabled consumers to personalize their homepage  and choose the information they wanted delivered to their personal pages (thereby delivering a personalized Web experience for each consumer). In addition, the Classifieds2000 brand, acquired by Excite in April 1998, provided consumers with access to a nationwide database of online classified advertisements in a number of categories.


 


Over the past several years, Excite had grown by both developing new services, and by acquiring a number of businesses, technologies, services, and content.


 


Infoseek incorporated in August 1993 in California to develop products and services that enabled users of all experience levels to find and use content and information on the Internet.  In October 1997, Infoseek enhanced its service and added easy-to-navigate "channels" (later called "centers") that integrated search results with relevant information, services, products, and communities on the Internet. Infoseek also began marketing the Ultraseek Server software product in March 1997.


 


In January 1999, Infoseek and Disney launched the GO Network and enhanced the Infoseek Service. GO Network and the Infoseek Service contained similar content, features, and graphics. Infoseek expected to transition users from the Infoseek Service to GO Network, which included all of the Infoseek Service functionality, and would redirect all traffic from infoseek.com and infoseek.go.com to the GO Network homepage at go.com. 


 





Business Model





The portal business model was similar to that of network TV; interesting content was given away for free to attract viewers’ attention which could be sold to advertisers.  The portal business had a fundamental problem: visitors wanted to get somewhere else, while advertising revenues depended on getting them to stay on the site as long as possible.  The key to keeping a large, dynamically-driven site available and responsive was to partition it properly so that users would be funneled through critical services--such as authentication--quickly and efficiently and then handed off to the proper subsystem for the right application. 





In the past, many advertisers paid flat-rate fees. However, advertisers were unsure how effective their promotion was when a user could click on and off a site in the time it takes to blink an eye. Many advertisers and service providers turned to hybrid advertising pricing to solve this problem, which combined traditional flat-rate and pay-for-performance fees.





In 1998, Rich LeFurgy, chairman of the Internet Advertising Board (IAB), said a combination of pay-for-performance and banner deals would gain in popularity, because they compensated publishers for their content while guaranteeing a level of performance for advertisers.  He added that strict price-for-performance deals would likely be pursued by lower-tier sites that would do whatever they could to get ad revenue. In contrast, most hybrid deals were negotiated with high-traffic sites, such as portals and community sites. �





Most analysts and industry experts predicted healthy growth in online advertising for 1999 as advertisers stepped up their Net spending plans and as others who had been on the sidelines increasingly joined in.  Analysts also expected to see some fundamental changes in how advertisers and marketers used the Internet as a medium.





"I think we'll see a number of traditional brands piling onto the Internet in 1999 and spending both on branding and e-commerce," LeFurgy said.�  In 1998, the amount of money spent on online advertising doubled from the previous year, and LeFurgy and others predicted 1999 would outstrip 1998 by at least another 50 to 100 percent. 





The Internet had become a mass medium that appeared to be drawing audiences away from other media, such as television.  As audience measurement improved with the merger of rivals RelevantKnowledge and Media Metrix and with the entrance of Nielsen Media Research into the field, comparisons of ad performance across media would justify higher levels of spending on Internet advertising.








Stock Valuation





At the time of the proposed acquisition, the market capitalization of AOL, Yahoo!, Lycos, Infoseek, and Excite was roughly $130 billion combined (Exhibit 3).  By comparison, the combined market capitalization of McDonalds, Sears, and CBS combined was only about $100 billion.  This astronomical combined market capitalization had prompted many analysts to feel Internet stocks were overvalued, including Federal Reserve Chair Alan Greenspan, who said:





When you are dealing with [Internet] stocks - the possibilities of which are, either it's going to be valued at zero or some huge number - you get a premium in that stock price which is exactly the same sort of price evaluation process that goes on in the lottery. �





Concern among regulators and industry bodies about the excitement surrounding Internet stocks had intensified. The National Association of Securities Dealers (NASD) had established a committee to examine measures to curb volatility in the market. 





Only a handful of elite Internet pioneers, such as Amazon, America Online (AOL) and Yahoo!, had acquired blue-chip status with Internet enthusiasts. Although only a few years old (AOL had been around longer in different forms), these elites were powerful companies that had been riding the Internet wave of exponential growth. In some investors' minds, they (AOL, Yahoo, and Amazon) would be the next Microsoft or Intel.  In 1998 alone, Amazon's shares grew 966 percent in value. Between the beginning of December and early January 1999, Amazon’s share price climbed a further 150 percent (see Exhibit 5), its market value for a time exceeding $30 billion, overtaking Texaco. In early 1999, Amazon’s market value was more than all other American traditional bookstores, including Barnes & Noble and Borders, combined.





Forrester Research, technology consultants, estimated that online retail sales in 1998 to U.S. consumers were $7.8 billion, more than three times the $2.4 billion of 1997. Forrester predicted that by 2003, Internet retail sales would hit $108 billion, as 40 million American households made purchases online. 





Internet stock valuation was very tricky for analysts. The uncertain nature of the Internet industry made cash flows difficult to predict. Many analysts tried to cope with difficulties inherent in Internet valuation by using proxies (Appendix 2). 





Internet stock values could collapse for a number of reasons. Financial results could fall below expectations. Investors could change attitudes and value Internet retail and content companies using traditional methods. According to Gill Cogan of Weiss, Peck & Greer, an asset-management firm: "It is very hard to apply to the Internet the old venture-capital rules about the need for strong management, a proprietary technology, and a small market growing fast." �





Unlike the owners of a dominant proprietary technology, Internet firms could not create technological barriers to entry. The very success of the Internet was based on open standards rather than technologies controlled by any one company or organization. Internet companies struggled to create the technological lock-in (capturing users’ loyalty through familiarity with the application) that had made the Windows operating system so dominant.  





For technological lock-in to occur, costs associated with switching to a competing product needed to be high (e.g.,  switching from Microsoft Word to Corel Wordperfect involved several hours of retraining).  But the Internet thrived precisely because browsers and Websites all worked the same way and it was easy to switch.  The barriers faced by new competitors were also relatively low, despite the advantages for firms first into a market. 








The Deal





Yahoo CEO Tim Koogle wasn’t quite sure what he should offer for GeoCities. GeoCities was more of a destination cite than a portal and offered a different type of service than Yahoo!’s direct competitors. None of GeoCities’ direct competitors were traded publicly, so Koogle couldn’t simply offer a premium over the market price of one of GeoCities’ direct competitors. Because of Yahoo!’s pre-acquisition ownership interest in GeoCities prior to its IPO in September of 1999, GeoCities was legally bound to entertain Yahoo!’s offer before courting other would-be acquirors.





Koogle felt it critical that Yahoo! continue to grow by maintaining its visibility and ensuring its long run position on the Internet.  Acquisition of Internet winners provided both fast growth and a critical reinforcement of its premier position on the Internet. The acquisition of GeoCities would have a tremendous impact on Yahoo!’s long-term cash flow potential.  In addition to identifying a price for GeoCities, Koogle had to decide how to pay for the acquisition.  Yahoo!’s and GeoCities’ share price movements seemed to reflect market expectations that a deal was imminent (Figure 1).  GeoCities’ stock price had more than doubled in the last month to $75, largely due to speculation about the merger.  Koogle was concerned what might happen if a deal fell through.








Figure 1
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Exhibit 1





Yahoo! Inc. �
�
Income Statement (000's except per share data)�
�
�
�
�
�
�
�
�
�
�
�
�
Fiscal Year End�
�
12/31/98�
12/31/97�
12/31/96�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
Net Sales�
�
 $ 203,270 �
 $  70,450 �
 $ 21,490 �
�
�
�
�
�
�
Cost of Goods Sold�
�
      26,742 �
     10,885 �
      4,722 �
�
�
�
�
�
�
Gross Profit�
�
    176,528 �
     59,565 �
    16,768 �
�
�
�
�
�
�
R&D�
�
      22,742 �
     12,082 �
      5,700 �
�
�
�
�
�
�
Selling, General, Administrative�
�
    103,590 �
     53,170 �
    22,002 �
�
�
�
�
�
�
Deprec & Amort�
�
        2,028 �
na�
 na �
�
�
�
�
�
�
Non-Operating Income�
�
      (4,753)�
    (19,833)�
      4,507 �
�
�
�
�
�
�
Interest Expense�
�
 na �
 na �
 na �
�
�
�
�
�
�
Income Before Tax�
�
      43,415 �
    (25,520)�
    (6,427)�
�
�
�
�
�
�
Provision For Tax�
�
      17,827 �
 na �
 na �
�
�
�
�
�
�
Net Income�
�
 $   25,588 �
 $ (25,520)�
 $ (6,427)�
�
�
�
�
�
�
Shares Outstanding�
�
99,554�
90,204�
13,288�
�
�
�
�
�
�
Earnings Per Share�
�
$0.26�
$(0.28)�
$(0.48)�
�
�
�
�
�
�



Balance Sheet (000's)�
�
�
�
�
�
�
�
Fiscal Year�
�
12/31/98�
12/31/97�
12/31/96�
�
�
�
�
�
�
�
Cash�
�
     $125,474 �
      $63,571 �
       $33,547 �
�
Marketable Securities�
�
     308,025 �
       27,772 �
       60,689 �
�
Receivables�
�
       24,831 �
       11,163 �
         5,082 �
�
Other Current Assets�
�
         8,909 �
         5,982 �
            384 �
�
Total Current Assets�
�
     467,239 �
     108,488 �
       99,702 �
�
Net Property, Plant, Equipment�
�
       15,189 �
         7,364 �
         2,789 �
�
LT Investment in Mkt. Securities�
�
       90,266 �
       16,702 �
       10,477 �
�
Other Assets�
�
       49,190 �
       10,958 �
 na �
�
Total Assets�
�
     $621,884 �
     $143,512 �
     $12,968 �
�
�
�
�
�
�
�
Accounts Payable�
�
         $6,302 �
         $5,256 �
         $106 �
�
Accrued Expense�
�
       34,419 �
       12,685 �
         4,718 �
�
Other Current Liabilities�
�
       39,262 �
         6,497 �
         2,429 �
�
Total Current Liabilities�
�
       79,983 �
       24,438 �
         8,253 �
�
Deferred Charges/Inc�
�
         4,443 �
 na �
 na �
�
Total Liabilities�
�
       84,426 �
       24,438 �
         8,253 �
�
Minority Interest�
�
         1,248 �
            716 �
            510 �
�
Common Stock Net�
�
              23 �
              20 �
              18 �
�
Capital Surplus�
�
     522,997 �
     151,744 �
     109,334 �
�
Retained Earnings�
�
        (8,442)�
      (32,963)�
        (5,084)�
�
Other Adjustments to Equity�
�
       21,632 �
           (443)�
             (63)�
�
Shareholders Equity�
�
     536,210 �
     118,358 �
     104,205 �
�
Total Liab/Net Worth�
�
     $621,884 �
     $143,512 �
     $112,968 �
�



�
Exhibit 2





GeoCities �
�
Income Statement (000's)�
�
�
�
�
�
�
�
�
�
�
�
�
Fiscal Year End�
�
12/31/98�
12/31/97�
12/31/96�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
Net Sales�
�
 $ 18,359       �
 $  4,582 �
 $     314 �
�
�
�
�
�
�
Cost of Goods Sold�
�
       9,696   �
     4,634 �
        788 �
�
�
�
�
�
�
Gross Profit�
�
8,663�
         (52)�
       (474)�
�
�
�
�
�
�
R&D�
�
4,093�
     1,021 �
        475 �
�
�
�
�
�
�
Selling, General�
�
�
�
�
�
�
�
�
�
�
 Administrative�
�
21,579�
     7,946 �
     2,016 �
�
�
�
�
�
�
Deprec & Amort�
�
na�
 na �
 na �
�
�
�
�
�
�
Interest Income�
�
2,314�
        238 �
          19 �
�
�
�
�
�
�
Interest Expense�
�
283�
        121 �
          59 �
�
�
�
�
�
�
Income Before Tax�
�
(19,758)�
    (8,902)�
    (3,005)�
�
�
�
�
�
�
Provision For Tax�
�
0�
            0�
            0 �
�
�
�
�
�
�
Net Income�
�
$ (19,759)�
 $ (8,902)�
 $ (3,005)�
�
�
�
�
�
�
Shares Outstanding�
�
27,969�
     1,981 �
     1,963 �
�
�
�
�
�
�
Earnings Per Share�
�
$(0.71)�
$(4.52)�
$(1.53)�
�
�
�
�
�
�



Balance Sheet (000's)�
�
�
�
�
�
�
�
Fiscal Year�
�
12/31/98�
12/31/97�
12/31/96�
�
�
�
�
�
�
�
Cash�
�
$51,014�
         $3,785 �
$�
�
Marketable Securities�
�
33,797�
na�
na�
�
Receivables�
�
4,296�
         1,206 �
            262 �
�
Other Current Assets�
�
1,453�
       25,403 �
              57 �
�
Total Current Assets�
�
90,560�
       30,394 �
            352 �
�
Long-term Marketable Sec.�
�
5,094�
na�
na�
�
 Net Property, Plant, Equipment�
�
8,706�
         1,216 �
            879 �
�
Goodwill and Other Intangibles�
�
24,482�
 na �
 na �
�
Deposits�
�
970�
613�
na�
�
Other Assets�
�
570�
645�
            217 �
�
Total Assets�
�
$130,382�
       $32,868 �
         $1,448 �
�
�
�
�
�
�
�
Notes Payable�
�
na�
 na �
         $1,100 �
�
Accounts Payable�
�
$2,269�
         $1,036 �
            397 �
�
Current Capital Leases�
�
1,707�
            393 �
            188 �
�
Accrued Expense�
�
6,745�
         2,289 �
            199 �
�
Deferred Revenue�
�
335�
            225 �
            110 �
�
Total Current Liabilities�
�
11,056�
         3,943 �
         1,994 �
�
LT Capital Leases�
�
1,641�
            183 �
            437 �
�
Related Party Note Payable�
�
686�
            651 �
 na �
�
Total Liabilities�
�
13,383�
         4,777 �
         2,431 �
�
Preferred Stock�
�
               -   �
       37,585 �
         2,834 �
�
Common Stock Net�
�
32,000�
            744 �
              54 �
�
Capital Surplus�
�
155,972�
         3,196 �
 na �
�
Retained Earnings�
�
(32,160)�
      (12,774)�
        (3,871)�
�
Other Adjustments to Equity�
�
(6,845)�
           (660)�
 na �
�
Shareholders Equity�
�
116,999�
       28,091 �
           (983)�
�
Total Liab/Net Worth�
�
$130,382�
       $32,868 �
         $1,448 �
�
�
Exhibit 3


Summary Comparison Statistics:


 Fiscal Year Ended 1998�
�
�
�
�
�
�
�
31-Dec�
31-Dec�
30-Jun�
31-Dec�
31-Jul�
3-Oct�
�
�
Yahoo�
GeoCities�
AOL�
Excite�
Lycos�
Infoseek�
�
Sales (000's)�
 $   203,270 �
 $   18,400 �
 $2,600,000 �
 $ 154,105 �
 $   56,060 �
 $   50,715 �
�
Net Income (000's)�
25,588�
(19,759)�
88,000�
(36,974)�
(96,917)�
(5,694)�
�
Operating Income (000's)�
48,785�
(22,080)�
64,830�
(4,623)�
(99,787)�
(7,607)�
�
Research  & Development (000's)�
22,742�
4,093�
97,000�
29,205�
100,717�
7,432�
�
Selling, General & Admin (000's)�
103,590�
21,579�
232,000�
100,668�
40,667�
43,020�
�
# of employees (000's)�
803�
281�
8,500�
711�
456�
319�
�
# of shares (12/31/98) (000's)�
99,554�
27,969�
466,983�
47,475�
42,956�
46,136�
�
# of shares (1/27/99) (000's)�
-�
31,500�
-�
-�
-�
-�
�
Price/Share (1/27/99)�
$336�
$75�
$176�
$117�
$111�
$49�
�
Market Cap. (Billions)�
$33.4�
$2.4�
$82.2�
$5.6�
$4.8�
$2.3�
�
Beta (R2)�
1.55 (.18)�
3.21 (.3)�
na�
1.33 (.06)�
1.9 (.16)�
1.5 (.08)�
�
�
�
�
�
�
�
�
�
Assets(000's):�
�
�
�
�
�
�
�
Cash & Equivalents�
125,474�
84,811�
631,000�
45,366�
153,728�
628�
�
Marketable Securities�
308,025�
33,797�
-�
16,239�
-�
51,240�
�
Accounts Receivable�
24,831�
4,296�
197,000�
36,592�
10,958�
6,942�
�
Total Current Assets�
467,239�
90,560�
931,000�
148,518�
200,797�
80,146�
�
Net Property, Plant, Equipment�
15,189�
8,706�
363,000�
35,937�
3,960�
15,370�
�
Goodwill & Other Intangibles�
-�
24,482�
381,000�
8,792�
10,310�
-�
�
Total�
621,884�
130,382�
2,215,000�
220,673�
248,758�
101,656�
�
�
�
�
�
�
�
�
�
Liabilities & Equity(000's):�
�
�
�
�
�
�
�
Accounts Payable�
6,302�
2,269�
87,000�
13,079�
4,873�
3,560�
�
Accrued Expense�
34,419�
6,745�
433,000�
15,779�
17,590�
20,667�
�
S/T Debt (Inc S/T Cap. Lease)�
39,262�
1,707�
-�
7,133�
-�
-�
�
Total Current Liabilities�
79,983�
11,056�
895,000�
59,038�
53,875�
31,958�
�
L/T Debt (Inc L/T Cap Lease)�
-�
1,641�
372,000�
11,668�
0�
2,981�
�
Net Worth�
536,210�
116,999�
598,000�
143,399�
168,687�
66,717�
�
Total�
621,884�
130,382�
2,215,000�
220,673�
248,758�
101,656�
�
�
�
�
�
�
�
�
�
As of 1/27/99�
�
�
�
�
�
�
�
Unique Monthly Users (000's) 2�
29,495�
      19,257 �
37,956 1  �
      18,225 �
      28,513 �
     22,471 �
�
Page Views Per Day (000’s) 3�
167,000�
53,000�
-�
58,000�
50,000�
33,000�
�
Audience Reach 4�
50.5%�
33%�
65%�
31.2%�
48.8%�
38.5%�
�
Registered Users (000’s) 5�
35,000�
3,500�
15,000�
20,000�
-�
-�
�
1 AOL’s revenues are based on both subscription fees and advertising. AOL provides  access to the Internet and has its own search engine, AOL.com.


�
�
2 The actual number of total users who visited the Web site once in a given month. All unique visitors are unduplicated.


�
�
3 A page view is one electronic page of information displayed in response to a user request.


�
�
4 The percent of Web-active individuals (i.e. individuals in the Media Metrix sample) who visited a site once in a given month. There were approximately 58,428,000 Web-active individuals in January 1999.


�
�
5 Captive clients. Websteaders, Yahoo!’s My Yahoo users, AOL subscribers.


�
�
Data Source: 10-k SEC filings, company press releases, Media Metrix.�
�
�
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Select Market Data (1/27/99)�
�
�
�
�
�
�
�
�
�
�
�
90-day Treasury Bills�
4.44%�
�
�
�
�
6-month Bank CDs�
4.38%�
�
�
�
�
1-year Treasury Bills�
4.51%�
�
�
�
�
10-year Treasury Notes�
4.71%�
�
�
�
�
30-year Treasury Bonds�
5.13%�
�
�
�
�
�
�
�
�
�
�
�
1yr�
10yr�
25yr�
�
�
AAA Industrials�
5.03%�
5.53%�
6.40%�
�
�
AA�
5.05%�
5.80%�
6.76%�
�
�
A�
5.34%�
6.09%�
7.00%�
�
�
BBB�
5.87%�
6.80%�
na�
�
�
BB+�
6.86%�
7.58%�
na�
�
�
BB/BB-�
8.07%�
8.31%�
na�
�
�
B�
8.51%�
10.27%�
na�
�
�
�
�
�
�
�
�
Annual Average Returns (1926-96)�
�
�
�
�
Large-company stocks�
12.7%�
�
�
�
�
Small-company stocks�
17.7%�
�
�
�
�
Long-term corporate bonds�
6.0%�
�
�
�
�
Long-term governement bonds�
5.4%�
�
�
�
�
U.S. Treasury bills�
3.8%�
�
�
�
�
Inflation�
3.2%�
�
�
�
�
�
�
�
�
�
�
�
�
% change�
�
�
�
U.S. Market Indices as of 1/25/99�
Latest�
Year�
�
�
�
Dow Jones Industrials�
9349.6�
20%�
�
�
�
NASDAQ Combined Composite�
2316.8�
50%�
�
�
�
S&P 500�
1243.2�
27%�
�
�
�
S&P MidCap 400�
382.9�
20%�
�
�
�
S&P SmallCap 600�
176.4�
1%�
�
�
�
�
�
�
�
�
�
S&P 500 P/E Ratio (Lagging)�
32.3�
�
�
�
�
S&P 500 P/E Ratio (Leading)�
24.1�
�
�
�
�
�
�
�
�
�
�
Source: Business Week 1/25/99; Standard & Poor’s CreditWeek , 1/27/99.�
�
�
�
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“The Race for ‘Sticky’ Web Sites--Behind the Deal Frenzy, a Quest to Hang On to Restless Clickers”


by George Anders WSJ 2/11/99





What’s behind the deal mania gripping the Internet? Two words: sticky sites.


	A shrinking list of rivals are scrambling to create what is almost impossible in cyberspace: Web properties so enticing and all-encompassing that users wouldn’t dream of going anywhere else. The ultimate goal is to create sites worthy of the hot buzzword “sticky,” commanding Web surfers’ attention for minutes, even hours, in a medium where people change their minds in seconds. 


	Acquirers such as Yahoo! Inc., At Home Corp. and USA Networks Inc. all have announced multibillion-dollar Internet purchases this year. Each deal, at least in part, is driven by the hope that the combined enterprise will offer such a strong lineup of services that it will be the first, last and only place on the Internet for countless users.


	If these companies can bring “stickiness” to their corner of the Web, their purchases may some day be seen as bargains. In interviews and news conferences, deal-making executives are anxious to focus attention on what could go right, if they really do manage to make their Web properties irresistible. Just this week, Barry Diller, head of USA Networks, said his company’s plan to combine with Lycos Inc. could create the nation’s biggest player in Internet commerce.


	But there has seldom been a harder setting in which to nurture unfailing customer loyalty. On the Web, a million channels are just a mouse click away. Users aren’t like television viewers, who, even in these days of surfing, may pick one channel for the whole evening and slump back zombie-like into the couch. They aren’t like sports fans, who may back the same team for decades.


	Instead, everything about the Web is meant to be fast, fun and fickle. And the prototypical Web user is a low-attention-span day-trading information junkie hooked on frenetic video games and the rapid-cutting pace of MTV. . .


	. . . Now Internet executive are gambling that, ever so gently, they can create their own, smaller online worlds that will be so appealing that users won’t want to stray. The master of this strategy is America Online Inc., which rings up an average 246 minutes a month among users of either its proprietary network or its Web site, according to MediaMetrix Inc.  AOL for years has been criticized by the online elite as an “Internet service on training wheels,” yet it continues to attract new users at a record pace.


	At Yahoo, executives are buying billboard ads to promote the notion that users should “stay a while” on the site. The concern last year acquired a host of small companies to expand its own offerings in messaging, targeted e-mail and other areas. Last month, Yahoo announced its biggest acquisition ever, agreeing to buy GeoCities Inc., which provides free Web pages. All those transactions, says Yahoo President Jeff Mallett, are aimed at linking customers more closely to the site.


	“From day one we always worried: What would happen when people knew where they wanted to go?” Mr. Mallet says. “What use would we be?” By keeping users rattling around in Yahoo-owned sites, he figures,  Yahoo will generate more usage, “which pings our business model,” particularly strengthening Yahoo’s ability to sell ads. That process is already under way; average user time on Yahoo climbed to nearly 60 minutes in December from 41 minutes in September, the company says.


	Similarly, executives involved in the $6 billion purchase of Excite Inc. by At Home are betting that the combined company can hold users’ attention more tightly than ever. . .


 	. . . If Internet executives need any reinforcement for the view that stickiness matters, they will find it among advertisers. For the past few years, various Internet sites have competed for ad agencies’ attention mostly on the basis of how many visitors their sites had. But now, says Mary Ann Packo, president of MediaMetrix, “there has been a drastic increase in the number of people wanting data about how much time people are spending at a site.”


�
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Many conventional methods of valuation fall short when used to measure the worth of Internet companies. The following table contains several price/operating characteristic ratios that some stock analysts use to value Internet companies:








Ratio�
Purpose of ratio�
�
�
�
�
Market capitalization/users�
A reference for comparables and peers, an indicator of overall value per reach.�
�
�
�
�
Market capitalization/page views�
Indicates what a basic page view is valued at by investors.�
�
�
�
�
Market capitalization/ad views�
Page views generating revenue rather than sitting blank.�
�
�
�
�
Market capitalization/customer acquisition cost�
Useful when comparing peers to see which may be valued at a relative discount based on customer growth efficiencies.�
�
�
�
�
Market capitalization/revenue�
Primary method for valuing Internet stocks since most firms are not earnings positive. Or if they are, the P/E is often still off the charts.�
�
�
�
�
Revenue/Reach�
How much revenue is generated compared to the firm’s percentage reach points on the Web; divide by total reach percentage points.�
�









Source: “The Metrics For Evaluating Internet Companies,” Steve Harmon, Yahoo Finance Archives, February 23, 1999.
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