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The Problem

The current problem is fairly simple. Customers cannot always get the niche items
and entertainment they want, and businesses cannot deliver it in a profitable way. It
can be summarized in these four points.

¥ Market Problem: small-scale events aren’t easily monetized

= People currently have to travel to view small performances since they aren’t
broadcast.

= Small content providers don’t have a platform to bill for their services over
the Internet.

= Live performances aren’t accessible to anonymous consumers.
How could someone solve this problem? If they had the ability to bill any number of
spontaneous, anonymous consumers for an event, that would be the key. Content

providers and event producers could ask consumers to connect to ‘xyz’ address and
listen/watch and pay. It would not be necessary to know the customer in advance.

Our Solution
¥ Facebridge makes this content easily billable

¥ Billing service can be overlaid on MSN, AOL, Yahoo, GoogleTalk, Skype, or
any IM or VoIP network.

¥ Users make money communicating with each other; we take a transaction fee
each time.

¥ No special client-side software; users continue using standard client software
from AOL, etc.

¥ Essentially “Pay-Per-View for the Masses” - anyonecan offer their
voice/video for money to other users... from 1 to 1,000,000.
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Size of Market Segments

Pay-Per-View segments are diverse and large. Below is a brief overview of the major
markets where Facebridge technology could be applied.

« Pay Per View (sports and movies) currently viewed over Cable/Satellite
TV:

The Estimated size (in 2005) is $1.35 Billion according to Comcast statistics
(includes Video-on-Demand).

“During 2005, Comcast cable added a total of 2.6m new revenue-
generating units. Revenue generating units include the sum of analog
and digital cable subscribers, high speed internet subscribers and phone
customers. VOD and its sister service, PPV, is already a $1.35B
business. Many cable analysts are projecting a meteoric increase in as
the service spreads from home to home. PPV revenues increased
16.4% from 2004 driven by movie and event purchases through the
Comcast ON DEMAND service, representing the second consecutive
year of PPV revenue growth of more than 15%.”"

» FaceBridge 1-to-1 for Tutoring/Education:

Estimated size (2005) is $4.5B for tutoring services, according to
Eduventures.

"The market is growing at a rate of 12-15 percent per year and
we estimate its size at $4.5 billion."

(Mark Jackson, Director of K-12 Research, Eduventures)
» FaceBridge 1-to-Many for Live Performances:

Traction for stored content at Google Video and YouTube shows that live
market is ripe and developing.

Broadband penetration has reached a critical mass, and postings at

Google Video and YouTube indicate that consumers are interested in
developing the live market.’

Facehridaoe Research. Inc.: Rrinaina Pav-Per-View to the Masses



¥  www.wcsn.com delivers track and field content to subscribing
households.

Highlights of the IAAF World Cross Country Championships will
also be broadcast to over 40 million households in the USA
through their Regional Sports Networks.

($20 per session, or $50 for a season pass)”

Pay-Per-View Market Details (1-to-many)

Below, we’ve dissected the various one-to-many markets, including live
performances. Our research indicates that emerging markets will be made up of
small audiences and will require global distribution. Low production and
distribution costs will make this type of business accessible. To understand the
nature of this market, we recommend reading about the “long tail effect,” which is
included in this report in the addendum. The “long tail” is the segment that is
beneath the popularity threshold for major content providers and is broadcast
infrequently.’

¥ Market size and growth

The current market size is $1.35B for PPV and Video-on-Demand (VoD).

Comcast on Demand revenues increased 16.4% YoY in 2005, which was the
2" year of growth over 15%.°

Facebridge estimates that PPV broadcasts currently average 2,270 viewers per
session @ $3 per subscription.

¥ Consumers have shown that they will pay for content
Consumers spend $42 per month on average for pay TV (Cable/Satellite).
“Penetration for satellite and cable has reached 92M households, and

minimum monthly packages start around $15; however, the average
household spends about $42 on monthly subscriptions.””
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= Unique content channels have a fairly large subscription base, indicating
niche interests:

E! 87M subscribers
Golf Channel 68M
G4 Network 54M

¥ The live market

Broadband has reached critical mass: There were 96 million households in
2006, or 68% of residential accounts with broadband (Penetration is higher in
various Asian & European countries.)®

“Nielsen//NetRatings announced that the number of active broadband
users from home increased 28% YTY, from 74.3 [million] in February
2005 to 95.5 [million] in February 2006. Broadband composition
among the US active online population has seen vigorous growth
during the past three years, increasing at least 10% points annually and
hitting an all-time high of 68% for active Internet users in February
2006. From February 2003 to February 2004, broadband composition
grew 12%, from 33% to 45%. In February 2005, it increased 10% to
55%. 2005, February saw broadband composition reach an all-time
high of 68%, increasing an impressive 13% over the previous
February. Overall Internet penetration in the US has stabilized over the
past few years, reaching 74% at home in February 2006.”

¥ Mass media channels wonOt support this emerging market

OForget squeezing millions from a few megahits at the top of the charts. The
future of entertainment is in the millions of niche markets at the shallow end
of the bitstream.O

OMore than 40,000 documentaries have been released according to the
Internet Movie Database. Of those, Amazon.com carries 40 percent. Netflix
stocks 3 percent, and the average Blockbuster just 2 pettent.O

The above is excerpted from an essay written by Chris Anderson, current
editor in chief at Wired Magazine. Prior to working there, Anderson was with
The Economist in different positions including Technology Editor and US
Business Editor. You can read more about the Long Tail Effect here:
http://www.thelongtail.com/about.html
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Tutoring/Education Market Details (1-to-1)
¥ Tutoring B a growing market

Budgets are being squeezed at public schools and tuition is increasing at
privates — forcing students to look elsewhere for help. Enrollment rates for
private learning programs are growing at nearly 300% YoY, indicating that
the market window is opening:

“Some tutoring services have doubled or tripled their revenues serving
students who qualify.* Students enrolled in New Y ork-base Platform
Learning programs grew from 1,000 students in 2003, to 15,000 last
year to 50,000 in 2005, says Gene V. Wade Jr., Platform's chairman
and CEO.”"

* for No Child Left Behind assistance

¥ Size of the tutoring market

According to Eduventures, the tutoring services market is $4.5B and growing
at 12-15% per year.

"The market is growing at a rate of 12-15 percent per year and we
estimate its size at $4.5 billion.”"?

¥ Tutoring market drivers

There are several important trends in education listed below. Supplemental
programs appear to be on the rise as well as use of the Internet for educational

purposes.

1.) A shifting economy requires an educated workforce.
In 2003, 68 million people took classes outside of traditional institutions.
“In 2002-03, approximately 68.5 million people, or one-third of
civilian, noninstitutionalized adults age 16 and older in the United
States, took formal courses or training that were not part of a

traditional degree, certificate, or apprenticeship program for
reasons related to their job or career (O'Donnell 2005).”"
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2.) Issues at public schools are fueling a shift towards charter schools and
home-schooling:

“Though still rare, the number of homeschooled children

has risen steadily for the last several years. In 2003, the last
year for which figures are available, about 1.1 million students
or 2.2 percent of children aged 5 through 17 where being
homeschooled, according to he National Center for Education
Statistics. That's a 29 percent increase from 1999.”'*

3.) Schools, parents and students are embracing the Internet as a medium:

“Sixty-five percent of US children now use the Internet, representing a
59% growth rate from 2000.”"

“One in five children log onto the Internet at home every day for
educational purposes.”*°

“Eighty-one percent of parents believe the Internet is valuable to their
children’s learning.” !’
As Content is More Accessible, the Market Will Grow

= Annual PPV spend will increase as more “raw” or “reality” content becomes
available from everyday users around the world (the so-called “Long Tail”).

= Media that compete against Cable/Satellite TV should win market share.
» The online tutoring market is set to explode - as evidenced by early adopters
who are reacting to changes in society.
Live market Okiller appsO
¥ Musical performances/concerts.

Sandi Thom (Scotland) entertains 60k nightly through the web vs. 200 per
night capacity in British nightclubs.

“Thom uses a webcam to record a nightly performance before broadcasting it
on the net later in the evening. In the past eight days she has entertained more
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than 250,000 fans worldwide. By contrast, her live audiences usually total
about 200 when she plays in clubs around Britain.”"®

Madonna webcasts can grab 9m viewers (Brixton Academy, Dec 2000).

Paul McCartney had 3m viewers for his show at Liverpool’s Cavern club in
1999.

¥ Niche sports

Some sporting events and/ or teams have a small following with city or
regional appeal. In some places, real life fight clubs have started. For more
on this, see the link below to Kimbo Slice"

¥ PPV Web Comics Market is a $43m market in South Korea (16)

“Web comics are quite the growing industry in South Korea ... 45 billion
Won (roughly $43 million) will be exchanged by 2005’s end by readers and
sites offering pay-per-view Web comics.””’

¥ 40m viewers for World Cross Country championships (17)

Highlights of the IAAF World Cross Country Championships will also be
broadcast to in excess of 40 million households in the USA through their
Regional Sports Networks ($20 per session, or $50 for a season pass)®'
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¥ PPV Subscriber Data
(Movies = $3 avg.)
PPV Capacity:
5 Cable Companies avg 5 dedicated PPV channels
DirecTV, Echostar avg 10 dedicated each

Other (wcsn.com, Google, current streaming market) avg 10 floating
Total = 55 channels per year

¥ Demand: Market Size = $1.35B
With $3 avg sub price = 450M viewings/ year
Across 55 channels = 8.2M viewings/ channel
For 3600 broadcasts per year, average is 2270 viewers per broadcast
Assumes 12 viewers per broadcast is the same as 1 unique viewer each for 12

broadcasts 10x/ day * 360 days/ year = 3600x/ year
$1.35B/ 92.4M Subscribers ~ $15 per subscriber per year

¥ PPV Subscriber data
(Per Event Sports = $§75 avg)
5 Cable Companies avg 1 dedicated PPV channels
DirecTV, Echostar avg 2 dedicated each

Other (wcsn.com, Google, current streaming market) avg 1 floating
Total = 10 channels per year
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¥ Demand: Market Size = $1.35B

With $75 avg. sub price = 18M viewings/ year
Across 10 channels = 1.8M viewings/ channel
For 3600 broadcasts per year, average is 500 viewers per broadcast

Assumes 12 viewers per broadcast is the same as 1 unique viewer each for 12

broadcasts
10x/ day * 360 days/ year = 3600x/ year
$1.35B/ 92.4M Subscribers ~ $15 per subscriber per year
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Addendum

The Long Talil, in a nutshell

By Chris Anderson,
Editor in Chief, Wired Magazine
From:The Long Tail Blog

The theory of the Long Tail is that our culture and economy is increasingly shifting away
from a focus on a relatively small number of "hits" (mainstream products and markets) at
the head of the demand curve and toward a huge number of niches in the tail. As the costs
of production and distribution fall, especially online, there is now less need to lump
products and consumers into one-size-fits-all containers. In an era without the constraints
of physical shelf space and other bottlenecks of distribution, narrowly-target goods and
services can be as economically attractive as mainstream fare.

One example of this is the theory's prediction that demand for products not available in
traditional bricks and mortar stores is potentially as big as for those that are. But the same
is true for video not available on broadcast TV on any given day, and songs not played on
radio. In other words, the potential aggregate size of the many small markets in goods
that don't individually sell well enough for traditional retail and broadcast distribution
may rival that of the existing large market in goods that do cross that economic bar.

The term refers specifically to the orange part of the sales chart above, which shows a
standard demand curve that could apply to any industry, from entertainment to hard
goods. The vertical axis is sales; the horizontal is products. The red part of the curve is
the hits, which have dominated our markets and culture for most of the last century. The
orange part is the non-hits, or niches, which is where the new growth is coming from now
and in the future.

Traditional retail economics dictate that stores only stock the likely hits, because shelf
space is expensive. But online retailers (from Amazon to iTunes) can stock virtually
everything, and the number of available niche products outnumber the hits by several
orders of magnitude. Those millions of niches are the Long Tail, which had been largely
neglected until recently in favor of the Short Head of hits.

When consumers are offered infinite choice, the true shape of demand is revealed. And it
turns out to be less hit-centric than we thought. People gravitate towards niches because
they satisfy narrow interests better, and in one aspect of our life or another we all have
some narrow interest (whether we think of it that way or not).

Our research project has attempted to quantify the Long Tail in three ways, comparing
data from online and offline retailers in music, movies, and books.

1) What's the size of the Long Tail (defined as inventory typically not available
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offline)?2) How does the availability of so many niche products change the shape of
demand? Does it shift it away from hits? 3) What tools and techniques drive that shift,
and which are most effective?

The Long Tail article (and the forthcoming book) is about the big-picture consequence of
this: how our economy and culture is shifting from mass markets to million of niches. It
chronicles the effect of the technologies that have made it easier for consumers to find
and buy niche products, thanks to the "infinite shelf-space effect"--the new distribution
mechanisms, from digital downloading to peer-to-peer markets, that break through the
bottlenecks of broadcast and traditional bricks and mortar retail.

The Wikipediaentryon the Long Tail does an excellent job of expanding on this. The
shift from hits to niches is a rich seam, manifest in all sorts of surprising places. This blog
is where I'm going to collect everything | can about it.
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