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Digital Media M&A Activity in the First Half

U.S. digital media M&A ended the first
half of 2011 with 491 mergers, acquisi-
tions, and capital raises for a reported total
of $20.3 billion. Although the deal volume
was down 13% from the first half of 2010,
reported deal value rose 126%, in large
part due to Microsoft’s $8.5 billion acqui-
sition of Skype as well as rapid growth in
MOBILE and E-COMMERCE. An uncertain
U.S. economy resulted in slowing merg-
ers and acquisitions activity, but did not
temper enthusiasm in the venture funding
community. Total first-half investment in

digital media increased substantially, of-
fering optimism to a sector that continues
to grow despite less-than-perfect econom-
ic conditions.

Meanwhile, digital media valuations de-
clined from year-end 2010, with revenue
multiples falling slightly from 2.6 to 2.5
and EBITDA multiples taking a sharper
dive from 18.9 to 14.2. Although E-com-
MERCE grew rapidly in the first half, it
was chiefly responsible for the decrease
in EBITDA multiple, as its mean EBITDA
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multiple declined sharply from 41.7 to
22.3. The lowered revenue and EBITDA
multiples refute the notion that a bubble
is forming in digital media, despite the
impressive valuations that digital media
companies have been earning in recent

high-profile IPOs.
MERGERS & ACQUISITIONS
Although fewer mergers and acquisitions

occurred in the first half compared to the
same period last year, the average deal size

'V Figure 2: 2011 Online Sector Categories
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Digital Media M&A Activity in the First Half

in digital media increased significantly, in-
dicating continued maturation of the still-
young sector. The 151 mergers and acqui-
sitions announced in the first half were
36% fewer than the 235 posted in 1H10,
yet, despite this drop, larger deal sizes
pushed reported deal value 95% higher to
$13.1 billion.

The decline in M&A volume during the
first half was primarily the result of in-
creased uncertainty in the U.S. economy.
Although most mature technology and
digital media corporations had a signifi-
cant amount of cash at their disposal, most
chose not to utilize their cash reserves to
grow through acquisitions at a time when
volatility in the stock market was on the
rise and many feared a double-dip reces-
sion was on the horizon. As a result, cor-
porations in the digital media sector em-
ployed a “wait-and-see” M&A approach,
a trend likely continue through the re-

mainder of 2011 as uncertainty in the U.S.
economy grows.

Although the slowdown in M&A volume
affected most digital media sectors, its im-
pact was most evident in the CONSUMER
and BUSINESS SERVICES sectors. CONSUM-
ER mergers and acquisitions only totaled
34 in the first half, down 53% from 1H10,
as compelling acquisition targets were no-
ticeably far and few in between. The sector
has seen a handful of social networks, blog
networks, and publishers emerge as clear
leaders of their respective markets; the
dominance of these companies has stifled
the competition and discouraged the ar-
rival of new entrants, such as in the case of
Facebook, which essentially cornered the
market for social networking. M&A vol-
ume also stagnated in BUSINESS SERVICES
as the focus in digital media evolves from
traditional advertising agencies and inter-
active marketing services toward targeted

Figure 3: 1H2011 vs. 1H2010 Reported Transaction Value
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advertising technologies that rely heavily
upon analytics. After recording 43 trans-
actions in 1H10, BUSINESS SERVICES man-
aged only 21 in the first half this year.

CAPITAL RAISES

While mergers and acquisitions finished
the first half to mixed reviews, digital
media investments enjoyed a stellar first
half punctuated by a 220% increase in the
amount of capital raised. Despite posting
an identical 340 transactions, total report-
ed investment rose from $2.2 billion in
1H10 to $7.2 billion as the average round
of funding more than tripled in size.

The robust increase in first-half digital me-
dia investment benefited both early-stage
and late-stage ventures. Mobile and adver-
tising technology companies were the pri-
mary beneficiaries of the increase in early-
stage venture capital. In particular, MOBILE
benefited from strong consumer demand
for media availability on smartphones
and tablets, while advertising technology
firms benefited from the current trend to-
ward targeted advertising solutions. The
number of MOBILE capital raises in the first
half increased 58% to 76 while capital raise
value increased 185% to $745 million. At
the same time, OPTIMIZATION, ANALYT-
ICS & AD TECHNOLOGY recorded 38 capital
raises for a total recorded value of $387
million, up from 37 raises and $296 mil-
lion in 1H10.

Meanwhile, E-COMMERCE was the primary
beneficiary of increased late-stage venture
funding. Funding rounds by E-COMMERCE
companies Groupon, LivingSocial, and
Coupons.com accounted for three of the
four largest capital raises announced in
the first half. E-COMMERCE garnered the
attention of investors in the first half due
to the rapid proliferation of group buying
and flash sale sites in the past year. W
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Trends and Developments in Digital Media M&A

DEAL SITES FUEL E-COMMERCE

Despite investor concerns that deal sites
are not sustainable because of high cus-
tomer turnover, capital raise activity in-
creased dramatically for limited-time deal
sites in the first half of 2011. Meanwhile,
media and technology giants caught onto
the trend by offering their own daily deals:
the New York Times launched TimesLim-
ited in March, Google Offers and Face-
book Deals launched in April, and eBay
and Amazon entered the flash sales space.

While most daily deals sites relied on ven-
ture capital for funding, top players in the
online coupon space also contemplated
IPOs as potential funding sources. After
rejecting a $6 billion offer from Google
at the end of 2010, leading group buying
site Groupon announced in January that it
had raised a massive $950 million from in-
vestors, the largest amount ever raised by

a start-up company, and filed for an IPO
in June. LivingSocial, Groupon’s main ri-
val, countered with a $400 million raise
in April, then announced that it was filing
for an IPO in early July. Coupons.com also
announced a $200 million raise in June—
potentially in preparation for a 2012 IPO.

In contrast, consolidation was a major
theme in the first half among members-
only flash sale sites. In February, Nord-
strom acquired HauteLook for $270 mil-
lion in February. eBay followed in March
by acquiring GSI Commerce and its flash-
sales site Rue La La for $2.4 billion. In May,
Amazon launched its own flash-sales site
MyHabit.com and French flash-sales site
Vente-privee announced that it would be
collaborating with American Express for a
U.S. debut. The arrival of larger players in
the flash sales space increases competitive
pressures and indicates that more M&A
may be on the way.

Figure 4: Top 20 Transactions in 1H2011 by Deal Value

Buyer/Investor Seller Deal Type Date Price ($M)
Microsoft Skype Acquisition May-11 8,500.0
Private Investors Facebook Capital Raise Jan-11 1,500.0
Andreessen Horowitz and 7 others ~ Groupon Capital Raise Jan-11 950.0
Publicis Rosetta Acquisition May-11 575.0
DG Fastchannel MediaMind Acquisition Jun-11 517.0
Amazon.com Quidsi, Inc. Acquisition Apr—11 500.0
Walgreens Drugstore.com Acquisition May-11 429.0
Google AdMeld Acquisition Jun—-11 400.0
Private Investors LivingSocial Capital Raise Apr—11 400.0
Autonomy Iron Mountain Acquisition May-11 380.0
- LinkedlIn IPO May—11 352.8
Salesforce.com Radian6 Acquisition Mar—11 326.0
AOL Huffington Post Acquisition Mar-11 315.0
- Pandora IPO Jun-11 234.9
JMI Equity, Bank of America Adknowledge Capital Raise Jan-11 200.0
Private investors Coupons.com Capital Raise Jun—11 200.0
Visa PlaySpan Acquisition Feb—11 190.0
- Demand Media IPO Jan-11 151.3
Skype Qik Acquisition Jan-11 150.0
Softhank and 3 others Gilt Groupe Capital Raise May—11 138.0
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SOCIAL MARKETING & ANALYTICS
DRIVE AD OPTIMIZATION

M&A and investment activity in the
CONSUMER space centered on the largest
players due to continued consolidation
and decreased early-stage venture activ-
ity in the sector. Social networking giant
Facebook led the way with a $1.5 billion
raise—the largest capital raise of the first
half—in January.

While SOCIAL NETWORKING investments
have dropped sharply over the past couple
of years due to consolidation, momentum
has shifted over to social marketing and
analytics during this period, and the space
was a hotbed for M&A activity in the first
half of 2011. Enterprise cloud computing
company Salesforce.com bought social
media monitoring and analytics company
Radiané6 for $326 million in March. Then
in May, search engine marketing firm Ef-
ficient Frontier bought Context Optional,
which helps marketers reach consumers
on social networks, for $50 million. Goog-
le also participated in the M&A flurry with
the acquisitions of social media analytics
company PostRank and movie recom-
mendation-tweeting start-up filick; these
acquisitions affirmed the company’s focus
on using social networking to improve its
search engine accuracy and associated ad-
vertising precision.

The new focus on social marketing and
analytics has also concurrently given rise
to increased attention for advertisement
optimization technologies. The largest
acquisitions in the advertising arena were
those of ad optimization companies. Dig-
ital ad distributor DG Fastchannel paid
$517 to acquire Mediamind in June, ena-
bling it to penetrate global markets and
improve its focus on digital video advertis-
ing, and Google acquired AdMeld in June
for $400 million, advancing its advertising
sales technology.
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Trends and Developments in Digital Media M&A

MOBILE APPLICATIONS GROWTH

In the first half of 2011, total MOBILE deal
volume increased by 25% over 1H10 from
84 deals to 105 deals, and total deal value
doubled from $543 million to $1.1 billion.
As consumers continue moving toward
mobile technologies, mobile phone and
tablet applications have been in-demand
areas of investment.

In particular, MOBILE investors in the first
half focused on e-commerce, advertising,
social games, and social communication.
In mobile e-commerce, Visa acquired pay-
ment platform PlaySpan for $190 million
in February, eBay bought mobile payment
application Fig Card in April, and mobile
credit card reading application developer
Square announced a $100 million capi-
tal raise in June. Mobile advertising was
headlined by the acquisitions of mobile ad
networks Greystripe and Tatto Media for
a respective $75 million and $65 million,
while mobile gaming was led by Glu Mo-
bile, which raised $15 million through a
January IPO, and Japanese mobile gaming
platform Gree, which purchased Open-
Feint, the largest mobile gaming network
in the US., for $104 million in April. In
mobile social communication, Skype
bought video streaming application Qik
for $150 million in January (before be-
ing acquired by Microsoft), and Facebook
bought group instant messaging applica-
tion Beluga in March.

SHIFTING MEDIA LANDSCAPE

As consumers spend more time in front
of their computers, online content is su-
perseding conventional newspapers and
magazines. The shifting landscape was ex-
emplified through the February merger of
traditional publisher Newsweek—whose
circulation has been dwindling—and on-
line news site The Daily Beast, but also
through the successful exits of other dig-
ital content providers. Online publisher

Demand Media, whose properties include
Q&A site eHow, health and fitness site
Livestrong.com, and humor site Cracked.
com, raised $151 million through its Janu-
ary IPO, and The Huffington Post was
acquired by AOL in March for $315 mil-
lion—yet another attempt by the former
ISP giant to reinvent itself.

Online entertainment also thrived in the
first half of 2011. In music, Pandora’s $235
million IPO demonstrated investor confi-
dence in the online music space, and Face-
booK’s partnership with music streaming
service Spotify figures to unite consumer
music experience with social networking.

Video streaming, in particular, was the
highlight of online entertainment finan-
cial activity. In May, Microsoft bought
Skype for $8.5 billion, enabling it to com-
pete with Google Voice and Apple Face-
time; it was the single largest acquisition
in the history of Microsoft. Additionally,
Amazon, Apple, Google, and Yahoo each
engaged in talks to purchase online video
streaming site Hulu. Finally, Netflix began
offering unlimited streaming at the end of
2010, and in early July, it made streaming
the primary subscription option, signaling
that video’s future is in online streaming.

OTHER NOTABLE TRANSACTIONS

Consumer staples go online

Amazon bought online retailer Quidsi
in April for $500 million. Then, on May
24, Walgreens bought Drugstore.com for
$429 million. These acquisitions indicate
that companies are confident in the future
of selling consumer staples online.

Autonomy acquires Iron Mountain division
U.K.-based provider of cloud-based legal
and e-discovery services Autonomy con-
tinued its strategy of pursuing cloud-based
customer data processing by buying the
archiving, e-discovery, and online backup
division of Iron Mountain for $380 mil-
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lion in May, making Autonomy one of the
world’s top 10 data protection providers.

Digital advertising growth continues
Online advertising company Adknowl-
edge announced in January that it had
raised $200 million to help advertisers ac-
cess display, mobile, and video advertising
in the long tail marketplace. French ad-
vertising and communications company
Publicis Groupe also shifted toward digital
interactive advertising, acquiring digital
advertising company Rosetta for $575 mil-
lion in May. ®
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Valuations

Figure 5: Public Market Valuations ($M)
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