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|GICS SECTOR INFORMATION TECHNOLOGY| e Getting news / information when you want it is getting easier and easier

US Strategist Weight 14.8% Three factors are combining to drive online momentum: 1) rising usage of RSS (Really

S&P 500 Weight 16.3% Simple Syndication) by content providers as a standard distribution platform for online
content; 2) ramp in creation of blogs and other user-generated content and 3) Yahoo!’s
easy-to-use integration of RSS feeds with My Yahoo!.

® Google may have set the pace for searching information, but Yahoo! may be

setting the pace for new ways of serving information
With Yahoo!s recently redesigned My Yahoo! personal page, it’s very easy for users to
enhance programming and customization of personalized Web pages with the
integration of syndicated information feeds from tens of thousands of sources. The
end result for Yahoo! should be increases in user engagement and monetizable

advertising inventory.

® “Next generation content” should gain usage / revenue traction in 2005
We see the potential for next-generation content to positively impact Internet leaders
including Yahoo!, Google and eBay as they leverage their distribution channels and/or
content and services.

® Internet & PC Applications Software Industry view is Attractive
We continue to believe that online is gaining share from offline, at the margin. In our
view, this share shift is in its early stages, and Internet leaders could stand to benefit
from this transition. We maintain that the depth and breadth of this transition is still
underappreciated by investors.
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Please see analyst certification and other important disclosures starting on page 17.



Morgan Stanley

An Update from the Digital World — October 2004

Summary

Getting news / information when you want it is getting
easier and easier...

The Internet has become a leading source for news and
information over the past decade, but we believe the
emerging acceptance (by users and publishers) of Web
content syndication services will drive even broader /
deeper usage of the Internet as an increasingly relevant
news and information medium. We see three factors that
are combining to drive momentum: 1) rising usage of RSS
(Really Simple Syndication) by content providers as a
standard distribution platform for online content; 2) ramp in
the creation of blogs and other user-generated content; and
3) Yahoo!’s easy-to-use integration of RSS feeds (including
blogs) that was rolled out in beta to its distribution channel
of 25MM+ My Yahoo! users in late September.

While Google’s search engine and advertising tools set the
pace for new ways of searching information, we believe
that Yahoo! may be setting the pace for new ways of
serving information...

It usually takes years for new technologies to develop.
Then, a very easy-to-use way to use the technology is
launched and—seemingly overnight—related products
become mainstream. Two recent examples include the Web
browser, which brought the Internet to the masses, and the
Apple iPod, which is doing the same with digital music.
Today, this type of mainstream push for delivering
syndicated news and information to consumers may be
driven by Yahoo!’s newly redesigned My Yahoo! personal

page.

The beauty of My Yahoo! for users has always been that it
allows users to program and customize personalized Web
pages—before, this personalization was limited mainly to
Yahoo! “modules” like weather or news or finance, but now,
users can find and access a range of off-Yahoo! syndicated
Web content on their My Yahoo! page(s), as noted in
Exhibit 1. For example, if one is looking for news /
information sources, Yahoo! makes it easy to receive RSS
headline feeds from 150K+ popular sources (or channels).
(As of 10/16/04, Yahoo!’s six most popular sources were
The New York Times, Gizmodo, BBC News, Slashdot,
Yahoo! News: Top Stories and CNET News.com.) Itis

Internet — October 26, 2004

very easy for users to search for topics of interest and
receive feeds from related sites and blogs (including facts
and opinion on topics ranging from the New York Yankees
to George Bush to Bruce Springsteen...). The key is that
desired information, upon creation, is served to an
individual’s “always on” personalized Web page and the
need to visit source Web sites to see if new articles have
been posted is eliminated. All in, thanks to Yahoo!’s
aggregation efforts, users get more information, they get it
in a way that is organized / efficient, and their satisfaction
rises. And, yes, the stickiness of My Yahoo! rises for its
users, creating the potential for new revenue streams. ..

“Next generation content” should gain noticeable usage
and revenue traction in 2005...

We believe Internet usage should continue to grow rapidly
(20-30% annually for the next few years) as broadband
usage continues to grow and as content providers continue
to ramp their creativity and increase user engagement.
Monetization of the usage—driven by improvements in
advertising tools and targeting and integration of online
payment systems—should rise at an even faster rate (30%4).
We see the potential for next-generation content to
positively affect Internet leaders including Yahoo!, Google
and eBay as they leverage their distribution channels and/or
content and services. In general, we believe ongoing
improvements in the following areas will be important to
watch: 1) search; 2) personalization; 3) user-generated
content (including blogs, reviews, images and audio); 4)
music; 5) short- and long-form video; and 6) accessibility
(including mobile devices and the PC desktop). Net, we are
moving nicely down a path toward every Internet user, in
effect, having a personal media server... and if Yahoo! has
its way, My Yahoo! will be the front-end to the server.

In this report, we highlight RSS, user-generated content
(with a focus on blogs) and My Yahoo!...

Since our first “Digital World” report, published in 2002,
we have used this series to discuss major events and
inflection points related to the Internet that we thought were
underappreciated. In this report, we begin with blogs, move
into RSS, and a discussion of syndicated online content, and
follow with thoughts on potential business models and a
general outlook.

Please see analyst certification and other important disclosures starting on page 17.
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Exhibit 1
A Sample My Yahoo! RSS Page

MY YAEOO! ot w O »

bees

rahoo! Mail  Maore Yahoo!

buy tickets now

Select Search Type: m Imanes | Yellow Pages | Mews | Products ‘

5ear:h:| “rahool Search

Sun, Oct 24, 05:43 pm

Slate Magazine Slate Magazine

» Election Scorecard -5 hous age

Today's Doonesbury - 10 hours age

The Phantorn Pollbooth-grs - 10 hous ago

Daryl Cagle's Professional Cartoon Index - 1 day age
Get Thee to a Rectangular State - 1 day ags

Lessig Blog - * Lessig Blog
» Entertainment Industry Crisis - 4 hours ago

Epstein on "open source” fand it also tums out burnble hees cant fly] - 19 hous age
p2p-politics - the linked version - 1 day age
weekend reading - 2 days age

CC Radio -2 days ago

The New YorkTu . * The New York Times Business

» |dentity Theft Iz Epidernic. Can It Be Stopp

The Waonderful Warld of Succession - 18 haurs age
Counting the Hidden Costs of YWWar - 12 hours age

GE Capital vs. the Small-Town Folk Herg - 12 heus 222
A New Highway to China's Boorm (but Drive C:

Boston Red Sox ~ Boston Red Sox - Topix.net

Schilling's ankle ready for Garme 2 - 1 minue
Millar first to support playing Ortiz in fisld - 1 minutes age

.
.
o They have the horses - 1 minutes age
.
.

Managing in the postseason & whole new ballgarne - 1 minutes age
Bionds' 700th Home Run Ball 1o be Auctioned off at Overstock. com (ADV) -5 days age

The New York Times Most E-mailed Articles

Source: My Yahoo!, Morgan Stanley Research.
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Drilldown
From Morse Code to blogs...

In May 1848, ten men representing six highly competitive
New York newspapers met to discuss pooling resources to
collect the latest news from Europe. The newspapers at
that time competed by sending reporters out in rowboats to
meet the ships as they arrived in New York harbor.
Competition had grown fierce and too expensive—the time
for a news cooperative had come. It was named The
Associated Press (AP).

The Associated Press cooperative was effective. Its roots
quickly spread, from one correspondent in Halifax, Nova
Scotia, to correspondents in the United States in Boston,
Philadelphia, Washington and later to the Midwest. Using
the telegraph and the language of dots and dashes known
as Morse Code, the AP grew, and in 1875 became the first
news organization to secure a leased telegraph wire. By
the end of the century, the AP stood poised to become the
largest newsgathering organization in the world during its

next fifty years.

- The Associated Press — The First 50 Years (1848-1898)

The Internet is the most important medium since the
printing press...When anyone can be a writer, in the
largest sense and for a global audience, many of us will be.

- Dan Gillmor, journalist and blogger, The San Jose
Mercury News, from his book, We the Media

User-generated content...

We have come a long way from Morse Code. Going back
to the Associated Press in 1848, think what it would have
been like if a sailor in New York harbor could have simply
posted images, videos and commentary from his ship to the
Web. For better or for worse, this and more are one big
reality show today...

We were struck last year by just how far user-generated
content had come. Our friend Rick Smolan, co-creator of
the Day in the Life series of books, told us that 25% of the
photos used in his 2003 book, America 24/7, came from
mom-and-pop photographers and not from pros.
Thousands of amateurs around the country armed with
digital cameras went toe-to-toe with the best of the best.
For sure, in any given setting, the pros probably out-shot
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the amateurs 100% of the time. But the amateurs
outnumbered the pros, and they just happened to be in a lot
of situations where they captured great images. Smolan
and his team made it equally easy for the amateurs and the
pros to submit their images to the team of photo editors by
posting their shots on the Web — and post them they did.
The results can be found at www.america24-7.com.

Web-based user-generated content is at the heart of some
of the most relevant and fastest-growing applications we
have seen on the Web (including eBay user feedback and
message boards, Yahoo! movie reviews, fantasy sports
game play, and blogs). For users it has created the
opportunities for expression, community, and insight.
Note that in just a few weeks, as of 10/25/04, the
DreamWorks animated film Shark Tale had an impressive
11,500+ Yahoo! user reviews and 13 critic reviews. Here,
users have the ability to watch trailers and clips at
will...and it’s not uncommon for parents and children to
gather in front of their PCs to explore these reviews,
trailers and clips again and again. For certain companies,
user-generated content has created opportunities for
increased user engagement, network effects and revenue
streams. Parts of the community characteristics that eBay
has been able to create on its site—driven in part by
constant feedback and trade—have begun to rollout in size
across the web. This is still early days on all fronts, but the
trends are exciting.

Blogs...

Blogs are not for everyone. There are many gems to be
found in blogs, but there is also a lot (like A LOT) of noise.
That said, the sheer growth in the usage of blogs is a clear
indication that there is significant user demand and that, in
general, they are keeping the customer satisfied.

In many ways, blogs are the quintessential form of user-
generated content. The word “blog” is an abbreviation of
“Web log.” A blog is a Web site where users can post their
thoughts, typically about specific topics. New postings are
at the top, while old postings appear below. Users can set
up free blogs at sites like Blogger.com (owned by Google),
MovableType.com, and TypePad.com. Blogs are the
descendant of personal Web pages, USENET, Web
message boards, bookmarks, link collections, and mailing
lists. In Exhibit 2 we show an example from Gizmodo, a
popular blog about gadgets.

Please see analyst certification and other important disclosures starting on page 17.
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Blogs are important because they sharply lower the barriers
to entry of producing a professional looking and frequently
updated Web site. Microsoft, Geocities and Macromedia
offer tools to create Web content, but they are often
technically complex, and usually require significant

training and expertise to use. Blogs, by contrast, are
simple—if you know how to surf the Web, you know how
to blog. In Exhibit 3, we show how we created a blog on
Blogger.com in, literally, five minutes.

Exhibit 2
Blog Example — Gizmodo

i Y eGIZMODO ===

FRIDAY, OCT 15 2004 WELS
Bookeen Cybook 'De‘i”
) filed under pdaz g

The Bookeen Cybook is an odd bird.
They are pitching it as an eBook reader,
and with a 10-inch 800 by 600 pixel
screen and the sbility to read s variety
of open eBook standards (PRC, PDB,
DOC, HTML, RTF and TXT, although no
PDF) it is probably better than using,
say, another smaller PDA that uses
‘Windows CE. That being said, it has at
its heart only a 66MHz Motorela
processor, a meager 48MB of total ram,
and lots of out-of-place features like a built-in modem and a PCMCIA slot.
1t's not quite & Tablet PC, but not a giant PDA either, with that crippled
processor. Honestly, for $700, I'm not sure who they expect to sell these to.
1t's like the Giant Print version of Reader's Digest was magically transmuted
into a Pocket PC.

Product Page [Bookeen]

[EMAIL THIS ENTRY)

Motorola MPx220 Nationwide Sunday

{§ filed under caliphones

PheneMag reports that the Motorola
MPx220 will be available nationwide in

FRIDAY, OCT 15 2004

Eookeen Cybook
g filed under pdas

The Bookeen Cybook is an odd bird.
They are pitching it as an eBook reader,
and with a 10-inch 300 by 600 pixel
screen and the ability to read a variety
of open eBook standards (PRC, PDBE,
DOC, HTML, RTF and TxT, although no
FDF) it is probably better than using,
say, another smaller PDA that uses
Wwindows CE. That being said, it has at
its heart only a 66MHz Motarola
processor, a meager 48MB of total ram,
and lats of out-of-place features like a built-in modern and a PCMCIA slat,
It's not quite a Tablet P, but not a giant PDA either, with that crippled
processor, Honestly, for $700, I'm not sure who they expect to sell these to.
It's lilke the Giant Print version of Reader's Digest was magically transmuted
into a Pocket PC,

Product Page [Bookeen]

Best Buys from Sunday on, for those of
you whe really wanted to get your

[EMAIL THIS EMTRY]

Wied's Gadget 35
Newsletter with
Gizmodo Reparts
Subsciibe Archives

hands on one but weren't lucky enough
to live near a Best Buy that participated |
in the soft launch. Phonemag actually
flew out and picked up one last week
and has been giving it little mini reviews

Source: Gizmodo.
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The pervasiveness of blogs...

In our experience, if there is value in something that is also
easy / friendly to use, people will use it. Consider iTunes
for legal music downloads or TiVo for digital video
recordings—in both cases, a clean interface and intuitive
controls spurred adoption. The simplification of blogging
tools, such as those offered by Blogger.com, has allowed
anyone with an opinion and an Internet connection to
become a publisher, journalist, and editor (our humble
definition of a blogger). And many users have done just
that—the number of blogs has been doubling every six
months, according to Technorati, a Web site that monitors
blogs and reports over 4.1MM blogs as of 10/04.
LiveJournal.com had 4.8MM users posting or accessing its
site as of 10/04.

Despite all the noise and random content in blogs, many
bloggers have become sources for breaking news, fresh
ideas, and expert commentary. For an example of breaking

news, consider that blogs had pictures of the 9/9/04 Jakarta
bombing before the major news organizations, according to
The San Jose Mercury News columnist and author Dan
Gillmor. As for fresh ideas, bloggers were the first to
insist publicly that CBS documents regarding President
Bush’s National Guard service record may be false—an
insistence that ultimately proved true. With this election,
blogs have really moved into the mainstream.

We believe that some of the best commentary comes from
the thought leaders in a given subject matter. Consider
Larry Lessig’s blog from Stanford Law School. One of the
world’s foremost experts on cyberlaw, he regularly posts
quick opinions and links on a range of topics, mostly
centered on his expertise or his personal interests. Because
he is considered to be a thought leader in the information
flow, one may be able to find your required dose of quick
news and opinions on cyberlaw issues more quickly via his
blog than you would on a normal mass media site or
publication.

Exhibit 4
Blogs and Expert, Specialized Commentary

lessig blog

[ _home ] [ content | bio T classes | contact |

blog archive search |

P ¥ k!

=

? §
| .
B AND OTHER LAWS
- OF CYBERSPACE

Lessig Blog

syndicate (2) this blog: ELM

WY miool

Bush on Hard Work
This remix of George Bush on “hard work” is wonderful

(1 should have been doing this befy
Driscoll!)

More on HR 4077's carvings

oct *

So I'm a big believer in the value that registration requirements create. Copyright law is the
OMLY federal IP regulation that doesn’t have mandatory registration. But as EFF’'s Jason

More on HR 4077's carvings

50 I'm a big believer in the +
ONLY federal IP regulation tha | useful:
Schultz points out ta me in an er

useful:

Schultz points out to me in an email, HR 4077 is about to make registration even less

Source: www.lessig.org.
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Pages |

And if there are hundreds or thousands of thought leaders
and motivated, interested parties on the Internet with the
ability to publish news or insights into any number of local
or global issues, then it is safe to say that these blogs often
become both the first source of news, a vital proving
ground for authors and a source of potential community for
other interested parties. For example, you’re probably
going to get far more Boston Red Sox specific-content
from a blog about the Red Sox made by a die-hard fan than
you will from a random sports page, especially if you’re
after opinions and community.

The importance of aggregation / syndication for Web-
based content...

For years now, a number of sites and tools have been
available that help you track and find blogs, but we believe
two things are now helping make this mainstream:
widespread adoption of RSS and the recently launched and
improved My Yahoo!. RSS is an open standard
technology, not owned by anybody (like HTML), that
allows bloggers to syndicate the articles and postings on
their sites. A blog (like the one in Exhibit 5) that is “RSS-
enabled” can broadcast feeds of article headlines and the

first few lines to interested users, with embedded links
pointing to the content.

Why users are adopting RSS at a rapid clip is clear.
Imagine that you want to stay current on a handful of
topics and you’d like to receive news flow from a number
of Web sites and blogs. Visiting each of these sites daily
can take up a significant amount of time. For example, if
you are a sports fan, think about how many times you may
refresh ESPN.com just to see if “The Sports Guy” (Bill
Simmons) has written a new story, or how many times you
may have missed an important news story when focusing
on other tasks.

The reason why bloggers need RSS is more subtle. Most
bloggers want to expand their audience and have a limited
or no marketing budget. So how can you draw time-
crunched users to visit your site several times a day—
especially when there are so many blogs and sites
competing for users’ attention? It seems to make sense to
allow users to read your blog when they want it and where
they want it. As we will show, with blogs surviving on
viral marketing or word-of-mouth for the most part, an
aggregated rating/feedback system could expand the
markets for the most serious bloggers.

Exhibit 5
Blog Syndication

lessig blog

[ _home ] [ content | bio T classes T contact |

I blog archive [W

o a ===__ [ —_

v 8§ @

57 woomer | SYndicate (23 this blog: EXIH ESEI
e | Bl My vasioo!,
I OF CYBERSH
I. s LAWRENCE LESSiv o
Lessig Blog

Bush on Hard Work

This remix of George Bush an “hard work” is wonderful.

(I should have been doing this before,
Driscoll!)
Oct 11 04 at §

More on HR 4077's carvings

syndicate (?) this blog: ELZH EEEDI

Bl MY Yaroo!

One can add Lessig’s Blog to
his/her My Yahoo! page
right from his site.

So I'm 2 big believer in the value that FegrErETEr reTErETTEr

e

OMLY federal IP regulation that doesn’t have mandatory registration. But as EFF’s Jason
Schultz points out to me in an email, HR 4077 is about to make registration even less

useful:

Source: www.lessig.org.
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The importance of Web-based applications for
syndication...

We believe the propagation of syndicated Web content will
be driven, in part, by Web-based applications. For
example, while desktop applications like NetNewsWire
and NewsGator provide powerful tools for organizing and
reading RSS feeds, a universally available platform such as
My Yahoo! provides for greater portability from computer
to computer or from computer to other devices, without the
need to deal with locally saved profiles. There will more
likely be a market for both, but for syndicated content to
overcome a “techie” stigma and reach the mainstream, it
will most likely do so via the Web. Moreover, RSS

technology may not necessarily be the future standard for
syndication; simply, we feel that RSS has become
shorthand for syndication, in the same way that MP3 was
shorthand for digital audio for the longest time. We
believe that the simplicity of RSS is reminiscent of the
simple user experience popularized by Google Search.

As shown below, My Yahoo! allows a user to keep track of
the Lessig blog in a centralized location, along with other
blogs and web site feeds of interest. RSS allows My
Yahoo! to display the headlines and first few lines of the
article or posting in a concise module on the page, similar
to a sports or weather module (see Exhibit 6).

Exhibit 6
Example of an RSS Feed on My Yahoo!

welcorne, benjamin_dorr
My YAHOQO! (s i

) ] )
Y ) »
Yahoo! Mail Mare Yahoo!

from daV d 0. rus e| director of

hree kings and flirting with disaster

1< Lessig Blog
Entertainment Industry Crisis - 4 hous age

Sun, Oct 24, 06:11 pm

weekend reading - 2 days ago

L]
L]
o p2p-politics -- the linked version - 1 day age
L]
e CC Radio -z days ago

Epstein on "open source” {and it also turns out bumble bees can't fly)] - 12 hous age %////////////////////4}{//////%

edit | [%

77
7 Lessig Blog
Entertainment Industry Crisis - 4 hous ago

Epstein on "open source” (and it also tums out bumnble bees can't fly) - 19 hous ago

p2p-politics -- the linked version - 1 day age
weekend reading - 2 davs ase
CC Radio -2 days age

e

~“ The New York Times Business

+ The Wonderful World of Succession - 19 hous age
Counting the Hidden Costs of War - 19 hours age
GE Capital vs. the Small Town Folk Herg - 19 nours e

~ Boston Red Sox - Topix.net
= Schilling's ankle ready for Garne 2 - 20 minutes ags

.
o They have the horges - 2o minutes age
.
.

» |dentity Theft |5 Epidemic. Can It Be Stopped? - & hours age

A Mew Highviray to China's Boarm (but Drive Carefully) - 18 hours ags
e

tlillar first to support playing Ortiz in field - 20 minutes ago

hlanaging in the postseason a whole new ballgame - 22 minutes ase
Bonds' 700th Home Run Ball to be Auctioned off at Overstock com (ADY) -5 days sgo

T
edit | [%

edit | [%

Source: My Yahoo!, Morgan Stanley Research.
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Page 10

Although the My Yahoo! implementation is excellent, the
technology is less interesting for us here than the
prominence Yahoo! gave to RSS on the highly-trafficked
My Yahoo! page, the #1 personal media page, according to
Yahoo! reports as of 10/04. For example, Yahoo! allows
users to find syndicated content through a My Yahoo!
search (Exhibit 7), or through Yahoo! Search itself

(Exhibit 8). When a search result for a user’s query
happens to be a syndicated blog, Yahoo! allows the user to
add that blog to the user’s My Yahoo! page. By
integrating blogs with search, and by making it easy for
end-users to find and add blogs, Yahoo! is playing a key
role in driving blog readership and RSS usage among end-
users.

Exhibit 7
Adding an RSS Feed to My Yahoo'
MYYAEOO! jers b MY YAHOO! 117! @S wysHOO! -

Az

Add/pelete pages

_ ]

page. Uss the find box, browse by ogic, soz what's popular, or explors diors’

— ncting envant oo [#E =

e Results 120 of 3 for Red Sox”

EX dd/Delote pages m B thange Layout [l thange Colors.

Adding contant to: [Blagz <] | Finished.

Results 1 -20 of 36 for "Red Sox"

) cmmiuenz G Clck he e o1 o v  seecio
o g 1 Feas
Find Content FZ sal [Fing | aessecums = [ES5] 1. Boston Red Sox News £ [0 1 Boston Red Sox Hows 3
T T e Read e bout th Boston Red Sox e s i
ore agie Evst
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Exhibit 8
Finding RSS Feeds through Yahoo! Search
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With mainstreaming of syndication comes potential for a
business model in the “tails”...

The mainstreaming of Web syndication technology such as
RSS through easy-to-use and popular services such as My
Yahoo! could create a new business model / revenue
stream for companies such as Yahoo!, as well as
independent freelance Web journalists / content providers.
We believe that blogs represent the traditionally hard-to-
monetize tail of content, and the barriers to monetization
are slowly being overcome.

We compare the Web-based content tail to how eBay often
portrays its Web-based product content as a bell-shaped
curve, with new/scarce products at one tail and niche/end-
of-life products at the other, with the middle occupied by
traditional, in-season retail, as noted in Exhibit 9. Notice
that this curve describes the timeliness of a product versus
its sales—for example, when iPod Minis debuted, they
were limited in quantity and sold for well above their
asking price on eBay: that is the left tail, the new/scarce
opportunity. And as vintage wine and opera posters have
come into fashion, eBay has often been a key outlet—that
is the right tail, the used/vintage opportunity.

Exhibit 9
eBay Opportunity In the “Tails” of Timeliness

\ y
Bay Opportunity !
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Dollar Amount of Goods

new/scarce

in-season retail
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A
diiia,

end-of-life usedivintage

Time in Market

Source: eBay.

We believe that one could view Web content in a similar
way, as noted in Exhibit 10. For news content, typically a
few well-placed sources are privy to an event first, with the
news then rushing into the mainstream. Traditionally, beat
reporters disseminate the news to others; with online
publishing, any individual with a keyboard (or a digital

camera or other recording devices) can disseminate
information quickly. At the end of the tail—as time goes
on—the news becomes the subject of more nuanced
discussion. While many blogs deal with mainstream
content, their very nature makes them ideal for dealing
with the tails at the beginning and the end.

Exhibit 10
The News Curve: How a News Story Evolves Over Time

A
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picked up from
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Breaking
News
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News slowly loses
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Niche and
Opinion Driven
Discussion

Time From Origination

Source: Morgan Stanley Research.
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Now consider sources. In Exhibit 11, we place every
source—be it from TV, Cable, Radio—on to a curve, and
order them by number of viewers. For example,
Yahoo.com and NBC TV could appear on the left hand
side, while fringe Web sites like JibJab.com could appear
on the right. We can draw some interesting segmentation
of this curve as a result. For a Web site operator, it is
easier to draw advertisers to one large site with millions of

viewers than it is for a thousand sites each with a thousand
viewers. However, for example, compared to eBay with
hard-to-find products and Google with hard-to-find
information, the market opportunity could be very
significant for monetizing—or drawing advertising or
easy-to-use payment solutions to—the thousands of
disparate sources of published content (or what Chris
Anderson, of Wired Magazine, dubbed “The Long Tail”).

Exhibit 11

The Content Curve: How are Viewers Distributed Over Sources

A

Viewers

Broadcast

4_______ Here, one broadcast TV station or one
major Web site can reach millions of viewers

Here, a thousand Web sites can
each reach a thousand viewers

Ultranarrowcast

Sources

Source: Morgan Stanley Research.

Web content syndication technology such as RSS should
help the likes of Yahoo! and its users to collect, organize
and aggregate this new and evolving form of content from
the hundreds of thousands of sources (channels) that
provide it. RSS provides a structure to grab the headlines
and summary of articles from a Web site. We believe
syndication technology is one of the tools that through a
virtuous cycle should propel Internet leaders such as
Yahoo! further into the forefront of all media, albeit slowly
and steadily. High-quality, unique, and cutting-edge
content is critical for the growth of any medium. We
believe advertising and fees for syndicated content present
a potential business opportunity for the Internet leaders and
content providers.

The promise of proprietary or differentiated content is
extremely important for all types of media. Consider the
recent example of Howard Stern and his planned switch to
the Sirius Satellite Radio network in 2006 and the potential
impact (for better or worse) on the public’s perception of
the satellite radio medium. The medium is nothing without
the message, and for the Internet, the popularizing of
syndicated content further enhances the medium as a
democratized content platform.

Internet — October 26, 2004

What could drive the adoption of a sizeable and profitable
business model?—a look at the stakes and the
stakeholders...

We note some important parallels between what Google
and Overture have done with their syndicated advertising
networks, what eBay has done in creating a global
feedback-driven, user-generated, shopping experience, and
what any one of the Internet leaders could do with
syndicated media, beyond the traditional link and
aggregation portals that exist today. Yahoo! has created a
strong and growing collection of both proprietary and user-
generated content that engages users in a range of
programmed service offerings. All in, the growth in
content, users and usage helps drive growth in advertising
inventory for Yahoo!. We believe the syndication of
media/news sources will very likely create another market
for sponsored/targeted online advertising.

For example, could a My Yahoo! RSS-fed blog page
(Exhibit 12) be overlaid with sponsored links that generate
revenue for Yahoo! as well as provide greater revenue
sharing opportunity to independent Web sites? Or, could
ads be inserted into existing RSS feeds directly? Google,
by virtue of owning Blogger.com, could have an advantage

Please see analyst certification and other important disclosures starting on page 17.
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Yahoo! and the source of the feeds? And, under what
circumstances would a structure such as this make sense,
for users, for publishers and for a company such as
Yahoo!?

in inserting ads directly into RSS feeds. Or, ultimately,
could My Yahoo! accept smaller payments (through the
seamless integration of a payment system) for access to
certain content, with portions of the fees going to both

Exhibit 12
Potential Advertising Driven Scenario
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Exhibit 13
Potential Smaller Payment Driven Scenario
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1. Yahoo! and others must overcome potential
competitive pressures of an open syndication network
and generate user volume for the support of
advertising

The open system of the Web/authoring tools has been
one of the fundamental drivers of democratized
journalism and content. However, an open system also
creates strong competitive pressures. In order to keep
that open syndicated structure in place, a user interface
that supports advertising should be integrated with a
number of additional features that could provide
incentives for use over other ad-supported or non-ad
supported reader applications. Some of these include
integration with other Web usage profiles (including
Web mail or personalized search), feedback systems

Internet — October 26, 2004

and payment systems. We believe it is likely that some
content could be supported by fees as opposed to
advertising, and a payment system would provide that
functionality.

We see different competitive advantages for the
leading Internet companies: eBay’s trustworthy buyer
and seller feedback profiles as well as an easy-to-use
global payment system; Yahoo!’s tight integration with
Yahoo! Search and other Web applications, a seamless
user experience and My Yahoo!; Google’s massive
information aggregation skills and content
development tools (Blogger). All of these could be
important in creating user experiences that enable users
to ferret out which news sources are most relevant and
what content may be worth potentially paying for.

Please see analyst certification and other
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Remember, with publishing being so easy, it will be
very important to be able to separate the wheat from
the chaff.

Advertising, itself, may be a competitive advantage, in
the end. Sponsored links have been so successful in
part because they do improve the search experience, as
they often make it easier for searchers to find what they
are looking for. So too, could sponsored links related
to syndicated feeds potentially improve the user
experience. For example, if one develops a
personalized syndication reader (such as My Yahoo!)
focused on, say, indie rock, the Red Sox, watercolors,
cyberlaw, and Internet stocks, sponsored links could
offer new CDs, ticket services, sales on paints, new
books, and investment services. These ads are relevant
and perhaps, even more exploitable than the average
search, as those interests are something that would be
constantly piqued.

The RSS user experience needs to improve, so that the
aggregator can collect additional content, as opposed
to mere links

Today, the majority of RSS feeds provide links to
pages or short summaries, but rarely do they provide all
of the content that one might seek. David Sifry of
Technorati notes that 31% of blogs have RSS feeds,
and only 28% of those RSS feeds are full-text.
Nevertheless, we see a potential virtuous cycle here.
As we have mentioned, publishers seek a larger
audience for their works, and potentially greater
monetization for their sites. The major Internet players
seek to expand audience, ad inventory and community
engagement in order to increase advertising revenue,

while users continually seek a better overall experience.

In our opinion, a company with significant syndicated
readership volume could push for better-syndicated
feeds in exchange for a portion of the advertising
revenue it helps generate. In this way, a content
provider such as Yahoo! may overcome any latent
hesitation by an independent Web site to give up
control of its content. Instead of users clicking on
sponsored Google Ad Sense or Overture ads on the
blog itself, they may click on them on My Yahoo!,
with revenue going to both Yahoo! and the publisher.
We believe that increased readership, as supported by
user feedback and reviews, could balance the
difference in percentage share. We believe this is the
promise of RSS or future syndication technology, and
many publishers (especially bloggers) would welcome
more exposure to the mainstream. We can think of
many failed personal content sites that may have
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succeeded with greater exposure and potential for
monetization. Nevertheless, there could be a business
model that works on pure links alone, although it may
be less favorable to the blogger. We are not suggesting
one business model over another; rather, we are
considering the stakes and levers of any number of
potentially successful business models over time.

Extension to images, audio and video

RSS and syndication work admirably well for text
feeds, but we believe a natural extension of the format
could be to images, audio and video. For images,
strong trends are already in place. For audio, an early
version of syndicated feeds is podcasting. Podcasting
allows users to subscribe to feeds of Internet radio
shows through RSS. For the feed, a description of the
show appears, along with an “announcement” to the
RSS reader that an audio file is in the feed. The twist
here is that—with free applications such as iPodder—
the audio file is downloaded automatically and put in
the playlists for your iPod.

Similarly, for video we could imagine, for example, a
feed of the top Yahoo! Launch music videos or trailers
from movies ranked 1-10 in box office gross receipts
that one could subscribe to in My Yahoo!, from which
the videos are automatically extracted and downloaded
to your personal media player.

There are certainly copyright and payment issues to
resolve, but we believe that podcasting is an interesting
first take at an automated music syndication service.
That said, putting our futurist hats on, we think a more
likely path of development may be the following. One
has a subscription (possibly for pay) to a music feed on
My Yahoo!, and a high-speed, always-on Wi-Fi
connection to your media player (be it an iPod or
iRiver). As new music or new radio gets posted to one
of the subscription feeds on My Yahoo!, the audio gets
“pushed” and downloaded onto your device. Before
the download goes through, your device could give you
the option to confirm payment, if it is a “premium”
feed. Clearly, there are many interim steps to get to
this vision and a few more pillars (such as widely
accepted digital rights management) that need to be in
place, but we believe that a company—such as
Yahoo!—that provides an aggregation point for
amassing content coupled with a rating system for
determining what content is worthwhile, could stand to
realize substantial upside from media feeds and
associated smaller payments.
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Contemplating the risks...

We do see additional challenges. Right now, many of
the popular blogs run by independent journalists, in
addition to Google’s AdSense sponsored link
technology, use donations (in addition to day jobs) to
help support their platform. And when it comes to real
news, somehow sponsored links would seem blatantly
inappropriate, for example, if the topic was a natural
disaster or war or death. A model such as this would
seem to favor media content with some commercial
intent, such as the popular consumer electronics blog,
Gizmodo.com. In this situation, perhaps a model can
be set up to collect and distribute the advertising fees
generated by a given user’s page.

Other difficulties may be legal ones. While RSS is an
open medium, publishers who wanted to close off part
of their content via copyright law could slow what
should be a technical process akin to Google News
aggregation. In the worst case, negotiating thousands
of copyright agreements in the absence of a more open
general agreement could be a weighty proposition for a
content aggregator; this could result in a system that
favors links rather than a more useful reading system.
Grass roots cyberlaw movements such as the Creative
Commons or the Free Software Foundation may
provide structure for independent content providers to
produce streaming/syndicated content without giving
up one's true intellectual property rights. We suggest
taking a look at www.pumpaudio.com for a creative
take on a business model for paying musical artists. In
addition, if online payment systems (like PayPal off
eBay) gain more traction among users and vendors, it’s
conceivable that content providers will be able to be
more effective at asking for digital content product
payments, and actually receiving payments. ..

On the other hand, users must also start dealing with
privacy issues and information collection. What one
searches for provides certain challenges to maintaining
privacy. What one reads opens up a Pandora’s box of
issues, as it gets to the very heart of privacy and, to
many, free speech. An important precedent in this
regard may come from attempts by Google to address
privacy concerns in Gmail by declining to collect
information with regard to served ads in email.

Finally, the content aggregator may have to deal to
with liability problems, with regard to libel, slander
and obscenity, those persistent free speech issues that
traditional mass media must always consider. The
pocketbook of a successful Internet company looks

blogger. What constitutes implicit distribution of
slanderous or libelous material? This could be a
significant governor on what these distribution
mechanisms ultimately look like.

The promise of user-generated content...

Let’s take this back to the beginning. We see many
similarities between this emerging model and historical
precedent, as we understand it, with the help of Morgan
Stanley Publishing analysts Doug Arthur and Lisa
Monaco. Consider how the Associated Press, Reuters,
or freelance journalists work. The Associated Press
pays reporters a salary or a per article stipend. The
Associated Press then receives revenue in the form of a
per-article amount or packaged subscription from each
paper that syndicates the article. On the other hand,
freelance journalists often retain copyright to their
work and receive some amount for each paper that
publishes the article. In our model, Yahoo! potentially
serves as an “agnostic” Associated Press, collecting
freelance pieces from the Web, and distributes a
portion of revenue generated by advertising in each one
of its syndicated papers, meaning each of those
personal syndicated feeds that users set up. It is not
unlike Google’s AdSense for Content platform, but in
this case the entire service is done within the confines
of a single site.

We would like to think that the popularization of
syndicated content could further fulfill some promise
of an engaging, useful and vibrant user-generated
medium on the Internet. This does not suggest the end
of mass media, either broadcast or narrowcast, but it
could represent significant changes in consumption and
monetization. If the Internet is a marketplace of ideas,
then the best ideas should float to the top, with
traditional mass media perhaps serving as a tool for
legitimizing/establishing discourse. The driver for
Yahoo!, eBay, Google, Microsoft and Amazon.com’s
Internet successes has been their never-ending quest to
create the perfect, seamless user experience—in other
words, they do right by their users. What open
syndication shows is that by doing right by their users
and independent publishers, they also have the
potential ability to do right by investors, in our view.

more inviting than the pocketbook of a revenue-sharing
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Updates from the Digital World — An Overview

Since our first “Digital World” report, published in 2002, we have used this series to discuss some major events and inflection
points related to the Internet that we thought were underappreciated. Below, you will find a list of our “Digital World” reports to
date. In this report, we update our Internet Ecosystem Framework and review current trends for key Internet usage and user
metrics.

* Update to our Internet Ecosystem Framework

February 2004: We compile what we believe are the most relevant publicly available metrics that represent key market trends in
various parts of the Internet usage/user spectrum.

* Who Has the Momentum?

November 2003: To determine which Web sites are supporting the greatest growth momentum, we reviewed multi-factor
rankings aggregating absolute and sequential trends for visitors, page views, and usage minutes at 1,217 leading
properties/sites (using US Media Metrix data). Growth trends for advertising, commerce, content, and community continue to
look encouraging.

* Microsoft, it’s the Sound of Online Music?

June 2003: In our view, the day (May 29, 2003) that Microsoft agreed to pay AOL Time Warner $750MM to settle the lawsuit
related to Microsoft’'s Netscape-targeted business practices marked an end, and a beginning, for the evolution of the Internet.
To put this event in a historical context in our report, we told a short story of the evolution of the commercial Internet to date.
Recent data related to online music — a natural SFO business — gave us the sense that music could, finally, become a catalyst
that changes the rules of the game in the evolution of the Internet. We also focused on Microsoft’s front- and back-end Internet-
related initiatives with forthcoming releases of Internet Explorer, MSN, and Windows (Longhorn), and ongoing developments to
the company’s Web services (.NET) efforts.

* What’s New at Yahoo!?

April 2003: We focused on the positive core secular trends in Internet advertising and drilled down on Yahoo! as a proxy and
driver of these trends. In addition, we touched on what we saw as an impressive list of improvements by Yahoo! to provide a
better experience for users and more effective marketing for advertisers.

* Who’s Keeping the Customer Satisfied — and How?

Late-March 2003: Internet leaders such as Amazon.com, eBay, and Expedia had just scored strong relative results in customer
satisfaction in the highly regarded American Customer Satisfaction Survey. Convenience, low (and transparent) prices/pricing,
uniquely strong 24x7 customer service, and extensive selection had long been key factors behind the growth for leading online
commerce (and information) sites. These attributes were becoming increasingly apparent to us (and measurable). Owing in
part to the power of their technology platforms, Internet leaders were raising the bar on customer satisfaction and loyalty.

¢ What Brought on the Strong Momentum of CQ4:02?

March 2003: In addition to improvements in the SFO experiences of the Internet, a key part of the answer may have been the
scale and ramp of residential broadband usage, which made possible the emergence of what we saw as a group of Internet-
enabled “power consumers.”

* The Great Online Migration — Is eBay a Replay of New York City’s 18th Century?

February 2003: We focused on the relevance and magnitude of sellers and buyers migrating online, as illustrated by eBay’s
momentum, and we drew some historical analogies to the dynamics of the settlement and growth of New York City.

¢ Is Search/Find/Obtain (SFO) Becoming the Internet’s Third Killer Application?

December 2002: Our first “Digital World” report examined online vs. offline momentum related to expanded global distribution,
lower relative pricing related to transparency and the ramp in the sale of used goods, and the rising impact of replacement
products.

All of Morgan Stanley’s equity research technology reports are available on the Internet through Client Link on
www.morganstanley.com. If you wish to receive this service, please contact your institutional sales representative. All of the
above reports (along with other technology overview reports) also can be downloaded from
www.morganstanley.com/techresearch. For our thoughts on companies mentioned in these reports, see our company-specific
reports.
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Analyst Certification

The following analysts hereby certify that their views about the companies and their securities discussed in this report are
accurately expressed and that they have not received and will not receive direct or indirect compensation in exchange for
expressing specific recommendations or views in this report: Mary Meeker, Brian Pitz and Brian Fitzgerald.

Important US Regulatory Disclosures on Subject Companies

The information and opinions in this report were prepared by Morgan Stanley & Co. Incorporated and its affiliates (collectively,
"Morgan Stanley").

The research analysts, strategists, or research associates principally responsible for the preparation of this research report have
received compensation based upon various factors, including quality of research, investor client feedback, stock picking,
competitive factors, firm revenues and overall investment banking revenues.
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Stock Ratings

Different securities firms use a variety of rating terms as well as different rating systems to describe their recommendations. For example,
Morgan Stanley uses a relative rating system including terms such as Overweight, Equal-weight or Underweight (see definitions below). A
rating system using terms such as buy, hold and sell is not equivalent to our rating system. Investors should carefully read the definitions of
all ratings used in each research report. In addition, since the research report contains more complete information concerning the analyst’s
views, investors should carefully read the entire research report and not infer its contents from the rating alone. In any case, ratings (or
research) should not be used or relied upon as investment advice. An investor’s decision to buy or sell a stock should depend on individual
circumstances (such as the investor’s existing holdings) and other considerations.

Global Stock Ratings Distribution
(as of September 30, 2004)

Coverage Universe Investment Banking Clients (IBC)
% of % of % of Rating
Stock Rating Category Count Total Count Total IBC Category
Overweight/Buy 626 34% 250 38% 40%
Equal-weight/Hold 848 46% 308 47% 36%
Underweight/Sell 353 19% 98 15% 28%
Total 1,827 656

Data include common stock and ADRs currently assigned ratings. For disclosure purposes (in accordance with NASD and NYSE requirements), we note that
Overweight, our most positive stock rating, most closely corresponds to a buy recommendation; Equal-weight and Underweight most closely correspond to neutral and
sell recommendations, respectively. However, Overweight, Equal-weight, and Underweight are not the equivalent of buy, neutral, and sell but represent recommended
relative weightings (see definitions below). An investor's decision to buy or sell a stock should depend on individual circumstances (such as the investor's existing
holdings) and other considerations. Investment Banking Clients are companies from whom Morgan Stanley or an affiliate received investment banking compensation in
the last 12 months.

Analyst Stock Ratings

Overweight (O). The stock’s total return is expected to exceed the average total return of the analyst’s industry (or industry
team’s) coverage universe, on a risk-adjusted basis, over the next 12-18 months.

Equal-weight (E). The stock’s total return is expected to be in line with the average total return of the analyst’s industry (or
industry team’s) coverage universe, on a risk-adjusted basis, over the next 12-18 months.

Underweight (U). The stock’s total return is expected to be below the average total return of the analyst’s industry (or industry
team’s) coverage universe, on a risk-adjusted basis, over the next 12-18 months.

More volatile (V). We estimate that this stock has more than a 25% chance of a price move (up or down) of more than 25% in
a month, based on a quantitative assessment of historical data, or in the analyst’s view, it is likely to become materially more
volatile over the next 1-12 months compared with the past three years. Stocks with less than one year of trading history are
automatically rated as more volatile (unless otherwise noted). We note that securities that we do not currently consider "more
volatile" can still perform in that manner.

Unless otherwise specified, the time frame for price targets included in this report is 12 to 18 months. Ratings prior to March
18, 2002: SB=Strong Buy; OP=Outperform; N=Neutral; UP=Underperform. For definitions, please go to
www.morganstanley.com/companycharts.

Analyst Industry Views

Attractive (A). The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be
attractive vs. the relevant broad market benchmark named on the cover of this report.

In-Line (I). The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in
line with the relevant broad market benchmark named on the cover of this report.

Cautious (C). The analyst views the performance of his or her industry coverage universe over the next 12-18 months with
caution vs. the relevant broad market benchmark named on the cover of this report.

Stock price charts and rating histories for companies discussed in this report are also available at
www.morganstanley.com/companycharts. You may also request this information by writing to Morgan Stanley at 1585
Broadway, 14th Floor (Attention: Research Disclosures), New York, NY, 10036 USA.
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Other Important Disclosures
This research report has been published in accordance with our conflict management policy, which is available at
www.morganstanley.com/institutional/research/conflictpolicies.

For a discussion, if applicable, of the valuation methods used to determine the price targets included in this summary and the
risks related to achieving these targets, please refer to the latest relevant published research on these stocks. Research is
available through your sales representative or on Client Link at www.morganstanley.com and other electronic systems.

This report does not provide individually tailored investment advice. It has been prepared without regard to the individual
financial circumstances and objectives of persons who receive it. The securities discussed in this report may not be suitable for
all investors. Morgan Stanley recommends that investors independently evaluate particular investments and strategies, and
encourages investors to seek the advice of a financial adviser. The appropriateness of a particular investment or strategy will
depend on an investor’s individual circumstances and objectives.

This report is not an offer to buy or sell any security or to participate in any trading strategy. In addition to any holdings
disclosed in the section entitled "Important US Regulatory Disclosures on Subject Companies", Morgan Stanley and/or its
employees not involved in the preparation of this report may have investments in securities or derivatives of securities of
companies mentioned in this report, and may trade them in ways different from those discussed in this report. Derivatives may
be issued by Morgan Stanley or associated persons.

Morgan Stanley & Co. Incorporated and its affiliate companies do business that relates to companies covered in its research
reports, including market making and specialized trading, risk arbitrage and other proprietary trading, fund management,
investment services and investment banking. Morgan Stanley sells to and buys from customers the equity securities of
companies covered in its research reports on a principal basis.

Morgan Stanley makes every effort to use reliable, comprehensive information, but we make no representation that it is
accurate or complete. We have no obligation to tell you when opinions or information in this report change apart from when
we intend to discontinue research coverage of a subject company.

With the exception of information regarding Morgan Stanley, reports prepared by Morgan Stanley research personnel are based
on public information. Facts and views presented in this report have not been reviewed by, and may not reflect information
known to, professionals in other Morgan Stanley business areas, including investment banking personnel.

Morgan Stanley research personnel conduct site visits from time to time but are prohibited from accepting payment or
reimbursement by the company of travel expenses for such visits.

The value of and income from your investments may vary because of changes in interest rates or foreign exchange rates,
securities prices or market indexes, operational or financial conditions of companies or other factors. There may be time
limitations on the exercise of options or other rights in your securities transactions. Past performance is not necessarily a guide
to future performance. Estimates of future performance are based on assumptions that may not be realized.

This publication is disseminated in Japan by Morgan Stanley Japan Limited; in Hong Kong by Morgan Stanley Dean Witter
Asia Limited; in Singapore by Morgan Stanley Dean Witter Asia (Singapore) Pte. (Registration number 1992062987) and/or
Morgan Stanley Asia (Singapore) Securities Pte Ltd (Registration number 200008434H), regulated by the Monetary Authority
of Singapore, which accepts responsibility for its contents; in Australia by Morgan Stanley Dean Witter Australia Limited
A.B.N. 67 003 734 576, holder of Australian financial services licence No. 233742, which accepts responsibility for its
contents; in Taiwan by Morgan Stanley & Co. International Limited, Taipei Branch; in Korea by Morgan Stanley & Co.
International Limited, Seoul Branch; in India by JM Morgan Stanley Securities Private Limited; in Canada by Morgan Stanley
Canada Limited, which has approved of, and has agreed to take responsibility for, the contents of this publication in Canada; in
Spain by Morgan Stanley, S.V., S.A., a Morgan Stanley group company, which is supervised by the Spanish Securities Markets
Commission (CNMV) and states that this document has been written and distributed in accordance with the rules of conduct
applicable to financial research as established under Spanish regulations; in the United States by Morgan Stanley & Co.
Incorporated and Morgan Stanley DW Inc., which accept responsibility for its contents. Morgan Stanley & Co. International
Limited, authorized and regulated by Financial Services Authority, disseminates in the UK research that it has prepared, and
approves solely for the purposes of section 21 of the Financial Services and Markets Act 2000, research which has been
prepared by any of its affiliates. Private U.K. investors should obtain the advice of their Morgan Stanley & Co. International
Limited representative about the investments concerned. In Australia, this report, and any access to it, is intended only for
“wholesale clients” within the meaning of the Australian Corporations Act.
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The trademarks and service marks contained herein are the property of their respective owners. Third-party data providers make
no warranties or representations of any kind relating to the accuracy, completeness, or timeliness of the data they provide and
shall not have liability for any damages of any kind relating to such data. The Global Industry Classification Standard
("GICS") was developed by and is the exclusive property of MSCI and S&P.

This report or any portion hereof may not be reprinted, sold or redistributed without the written consent of Morgan Stanley.
Morgan Stanley research is disseminated and available primarily electronically, and, in some cases, in printed form.

Additional information on recommended securities is available on request.
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