
 

Wedbush does and seeks to do business with companies covered in its research reports. Thus, investors should be 
aware that the firm may have a conflict of interest that could affect the objectivity of this report. Investors should 
consider this report as only a single factor in making their investment decision. Please see page 15 of this report for 
analyst certification and important disclosure information. 

In
d

u
st

ry
 N

o
te

 
Equity

Research 

S
o

ci
al

 M
ed

ia
 

 
L O S  A N G E L E S  |  S A N  F R A N C I S C O  |  N E W Y O R K | B O S T O N | S E A T T L E

 

Social Media 
 
 
October 27, 2010 
 
 
Lou Kerner 
(212) 668-9874 
lou.kerner@wedbush.com 

 
Ed Arce 
(212) 938-9928 
ed.arce@wedbush.com 

 
 

This Week in Social Media – October 27, 2010 
 
We believe Social Media and its associated technologies will change the world to a larger degree than is currently appreciated on 
Wall Street.  Furthermore, we believe that for the foreseeable future, the news flow on the sector will be highly positive.  To keep 
investors abreast of the latest developments in the sector, we publish this weekly newsletter on all things Social.  In this issue: 
 
 

 New $250mm KPCB sFund Placing Bets on Early Stage of Social Media 
o Doerr and other KPCB partners need to start living it 
 

 Privacy Issues Bite Facebook Again, Washington Ramping Up the Heat 
o Facebook members / the public may be losing interest in the issue 

 
 DDB/Opinionway Study Highlights Value of Facebook for Brands 

o Largest fan bases still growing at a robust 160%+ annualized rate 
 

 ComScore Study Highlights Reach Dominance of Facebook 
o Linked In and Twitter also growing rapidly 

 
 Facebook Stops Showing You Pictures of Your Ex 

o Highlights quick response to group complaining about the functionality 
 

 New Reality Web Series Puts Users in Control 
o Top Tier sponsors highlight interest in Web video 

 
 SocialTwist Study Shows Email Still the Dominant Sharing Tool 

o But social tools drive the majority of clicks 



 

  
$250mm KPCB sFund Highlights Early Stage of Social 
 
In a move that highlights the secular shift to all things social, John Doerr and his VC firm, Kleiner Perkins, are the lead investors in the 
sFund, a new $250 million venture fund devoted to social-related investments.  What makes the sFund particularly noteworthy are the 
other participants, Facebook, Zynga, Amazon, Comcast and Wall Street powerhouse Allen & Company.  The announcement of the 
formation of the sFund was made at Facebook headquarters, where Doerr was joined by Zuckerberg, Pincus, and Bezos, who 
discussed their commitment to helping the companies that the sFund will invest in.   
 
Doerr invested in Zynga in late 2008, and watched the social gaming giant become the fastest growing company in the legendary 
history of Kleiner Perkins.  At the TechCrunch Disrupt conference in May earlier this year, Doerr began discussing what he coined the 
“Third Wave”... 
 
“I think we’re on the verge of a third great wave of innovation. The first was the microchip and the PC in the early 80s. The second wave 
was 1995: the Internet. Marc Andreessen brought Netscape Navigator to the world. Then Amazon came. Then in 1999 we saw the 15th 
search engine called “Google.”   This Third Wave is social, mobile, new commerce. We don’t have a name for it yet. We could be on the 
verge of reinventing the web. It’s people, it’s places, it’s relationships. It’s exciting.”   
 
The sFund will play across the spectrum of investment types, including seeding new companies with as little as $100,000, as well as 
taking positions in larger established players with investments of as much as $100 million, which would likely include letting the 
founders and early investors take some chips off the table.   
 
While we believe the formation of the sFund is a seminal moment in the evolution of social media, for the fund to truly play a pivotal role 
in the development of social media, the partners running the sFund need to LIVE it, in our opinion.  By that we mean, they need to 
deeply integrate social tools into their daily lives to best understand the right companies to invest in.  While we don’t know John Doerr, 
we do follow him on Twitter, but rarely see a tweet from him.  A quick review on Twitter showed that Doerr has sent a total of 72 tweets 
since his first tweet in June \2009.  That works out to an average of 4 tweets per month (active tweeters tweet hundreds of times a 
month).  As the chart below shows, John has tweeted as often as 23 times in one month (when he attended the Aspen Ideas Festival, 
which drove 8 tweets and invested in Flipboard, which drove another 5 tweets): 
 

Exhibit 1:  Number of John Doerr Tweet’s by Month  
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Source: Twitter 

 
 
In addition, John only follows 32 people, including his partner, Bing Gordon, Kara Swisher (from The WSJ), Bill Gross (of idealab! fame 
not Pimco), and Al Gore, among others.  John also has 124 friends on Facebook.  The other senior KPCB partner on the sFund, Bing 
Gordon, has tweeted over 600 times in total, but has averaged less than seven tweets per months for a while.  The only point here is 
that these guys are not yet living social.  We’ll see if they start living it in the coming months.   
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In addition to announcing the formation of the sFund, Doerr also announced the fund’s first move, a $5 million investment in Cafebots, a 
six-person start-up that remains in stealth mode, other than to state that they are focusing on the challenge of managing social 
connections.  The CEO, a professor of Computer Science at Stanford University, has been working on artificial intelligence and game 
theory-related research since receiving his Ph.D. in Computer Science from Yale in 1987. In addition, his bio states that has is also a 
founder of several successful e-commerce software companies. 
 
Support from the various partners will include Web services from Amazon’s AWS, access to Facebook’s platform teams, beta APIs, and 
new programs, like Facebook Credits. Zynga will host periodic sessions with sFund companies to focus on management and technical 
development, including open source collaboration. Comcast Interactive Capital, Comcast’s venture fund, will provide access to 
Comcast’s resources, teams, and relationships.  
 
 
Privacy Issues Bite Facebook…..Again, Media and D.C. Appear to Care More Than Facebook Members 
 
Facebook privacy issues made headlines again last week starting with the lead front page story on The Wall Street Journal that 
reported that Facebook had a privacy breach that caused apps on Facebook to inadvertently leak people's names, friends' names, and 
other sensitive information to different advertising and Web tracking companies that pay the app companies for access to their data.  
That problem was apparently a code issue that Facebook is fixing.  However, the story piqued the interest of Congress. 
 
The privacy problems continued later in the week when a new report was released that showed that Facebook's targeting systems 
enables marketers to learn sensitive information about users, including a member’s sexual orientation.  The research was based on 
fake profiles that were created and the ensuing ads that were shown.  Facebook responded by stating that the company's ad guidelines 
ban advertisers from using data collected based on running an ad.  
 
While we believe that privacy should be a concern for everyone, it seems to be more of a concern of the media than members.  After 
privacy changes in April, a “Quit Facebook Day” movement started, garnered lots of press, and lead to an estimated 35,000 people 
deleting their accounts, an imperceptible 0.009% of members at the time.  An interesting chart is revealed when looking at Google 
trends for “Facebook Privacy,” which shows past spikes in news stories on the bottom chart driving spikes in Google searches for 
“Facebook Privacy.”  But the latest flurry of news stories last week, which appeared to hit new heights, didn’t appear to move the dial as 
much for Google searches for “Facebook privacy.”   
 

Exhibit 2:  Google Searches for “Facebook Privacy”  

 
Source: Google Trends 

 
The lack of a surge in the last week in the number of Google searches for “Facebook Privacy” is consistent with our sense that there is 
consumer fatigue around Facebook privacy issues.   
 
While the media certainly has no Facebook privacy fatigue, and the privacy issues should be a concern for Facebook, the bigger threat 
is Washington and other lawmakers around the world.  After the WSJ story broke last week, U.S. Reps. Joe Barton, R-Texas, and 
Edward Markey, D-Mass., co-chairmen of the House Bi-Partisan Privacy Caucus, sent a letter to Mark Zuckerberg with 18 separate 
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requests for privacy-related information. (The letter can be found in the appendix in the back of this report.)  After privacy issues were 
raised in May, the Chairman of the House Judiciary Committee, John Conyers, sent a letter to Zuckerberg (also in the Appendix) asking 
for more clarity about the information Facebook provides to third parties and how the service’s policies have changed over the years.   
 
 
DDB/Opinionway Study Highlights Value of Facebook for Brands  

The October study surveyed the habits of 1,642 Facebook members, from six countries, who have “Liked” a brand. 

Among the slew of interesting facts that can be found in the survey, are the types of “brands” that people become fans of on Facebook.  
The leading category of brands are media/entertainment related, with 55% of Likers liking a media brand.  Causes (51%) and luxury 
goods brands (46%) were the second and third most popular types of brands to follow on Facebook.   

What was also very informative is the reasons given as “very important” factors in driving members to Like a brand: 

Exhibit 3:  Reasons Why Facebook Members “Like” a Brand  

 
Source: DDB/Opinionway 

 
In perhaps the most telling stat in terms of the impact of fans, the study found that 36% of brand fans said they want to buy more 
products from brands they have liked.     

It also turns out that more than 1/3 of people who have liked a brand have also “Un”Liked a brand by unsubscribing to the Fan Page, 
with the most often reason cited for unsubscribing given as being that they were no longer interested in the brand.   
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Exhibit 4:  Reasons Why Facebook Members “Unlike” a Brand  

 
Source: DDB/Opinionway 

 
It’s also interesting that 27% of un-subscribes were driven by communications that was deemed “too frequent,” highlighting the need for 
brands to be judicious with their Facebook fan messaging.   
 
As the stats below indicate, the 10 largest brand fan bases on Facebook are still growing at an annualized rate in excess of 160% on 
average, a remarkable growth rate, highlighting the increased focus that fan bases are getting from marketers.   
 
 

Exhibit 5:  Top 10 Facebook Fan Brands  

Facebook Fans

Growth
August Septemebr October Rate

1 YouTube 11,000,000 13,000,000 18,000,000 281.8%
2 Starbucks 12,400,000 13,500,000 16,200,000 83.9%
3 Coca-Cola 10,400,000 11,600,000 15,300,000 182.7%
4 Oreo 8,500,000 9,600,000 12,300,000 168.2%
5 Skittles 8,300,000 9,300,000 11,600,000 138.6%
6 RedBull 7,700,000 8,500,000 10,300,000 102.6%
7 Disney 5,600,000 6,400,000 8,600,000 221.4%
8 Victorias Secret 6,200,000 6,900,000 8,500,000 122.6%
9 Converse 5,000,000 5,700,000 7,500,000 200.0%

10 iTunes 5,300,000 5,800,000 7,200,000 115.1%

Total 80,400,000 90,300,000 115,500,000 161.9%
M/M Change 9,900,000 25,200,000  

Source: Facebook 
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comScore Study Reveals #1 U.S. Social Network Facebook Garners Larger Audience Than #2-#10 
Combined 

Everyone knows that Facebook is the largest U.S. social network.  But September’s comScore data below on the leading social sites 
really highlights the total dominance that Facebook now enjoys.   
 
 

Exhibit 6:  Leading U.S. Social Networking Sites 

 
Source: ComScore 

 
 
However, while Facebook growth has devastated some of the earlier leaders in social networking (e.g., MySpace, Bebo, Tagged), we 
note that Twitter (up 80%+ ytd) and LinkedIn (up 70%+ ytd) continue to experience significant growth as they provide complimentary 
services to the broad social networking application that Facebook provides.   
 
 

Exhibit 7:  Twitter and LinkedIn Continue to Grow Rapidly 

 
Source: Alexa 
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Facebook Stops Showing Pictures of Your Ex 
 
Photo Memories appear in the top right corner of some Facebook pages, including in Friends and Photos sections. They can include 
photos tagged by friends based on a blackbox Facebook algorithm that computes the photos you’d most like to see.  Users quickly 
notice that “memories” tend to emphasize romantic relationships.  The problem is that the romantic photos can continue to appear after 
the relationship has ended.  Some members found this so annoying that they created a Facebook Group (“I Hate Photo Memories”) that 
counts over 1,000 members.   
 
 

Exhibit 8:  Members’ Complaints of Facebook’s Photo Memories Feature. 

 
Source: Facebook 

 
Facebook Photos Project Manager Sam Odio listened and blogged that  “The photo memories product no longer shows tagged photos 
of your friends if you were previously in a relationship with them.” 
 
But the fix doesn’t solve all the relationship photo problems.  Most obvious, if you never declared your relationship status, Facebook 
doesn’t know to stop showing the photos.  More problematic are old photos of your current squeeze with one of their exes.  All in all, the 
strong negative reactions just highlight how important Facebook is in the daily lives of many of its members.  In addition, we’re 
impressed by the speed at which Facebook responded to the issue (less than a month after the formation of the group).   
 
 
New Social TV Show Puts Users in Control 
 
Seth Green of Austin Powers fame has partnered with Digital Broadcasting Group to produce ControlTV, a Web series about the real 
daily life of Tritsan, a 25-year-old L.A. transplant now living in his new TV friendly loft.  The twist of the show is that his life is not only 
viewed by thousands, but controlled by those same viewers.   
 
The show has attracted over 50,000 uniques in its first few weeks, which is a modest hit by today’s streaming standards.  The twist is 
that viewers vote 15-20 times a day on the minutia surrounding Tristan’s life.  For example, during a brief time we were logged on this 
week we got to vote on the timely issue of how Tristan would warm up for his workout:   
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Exhibit 9:  Online Voting for the Web Series ControlTV 

 

Source: ControlTV 

 
 
The show has attracted a Blue Chip list of advertisers who, highlighting how brand marketers are eager to try new things in the 
emerging world of online video.  
 
 

Exhibit 10:  ControlTV Sponsors 

 

Source: ControlTV 
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SocialTwist Data Shows Email Remains Most Popular Sharing Platform, But Social Drives More Clicks  

SocialTwist enables users of more than 70,000 sites around the world to share content they find on a site.  The diverse group of sites, 
including ING’s SharebuilderFriends.com and Liquidators.com, leverage SocialTwist’s Tell-a-Friend widget that lets users share the 
information by whatever mechanism they choose. The recently released study that aggregated data from billions of shares over the last 
year, revealed that email is still the dominant platform used by most people to share data with their friends:    
 

Exhibit 11:  Aggregate Usage of Sharing via Social Platforms  

 

Source: SocialTwist 

 
 
Though there has been a marginal decrease of 4% in its share from last year, email still accounts for an impressive 55% chunk of the 
shares made.  But when it comes to clicks generated from all the sharing, social dominates, responsible for 60% of all clicks generated, 
and increase of over 10% in the last year: 

 

Exhibit 12:  Clicks Generated by the Sharing    

 

Source: SocialTwist 

 
Facebook accounted for 78% of social networking clicks, followed by MySpace and Twitter.  But while the average share with their 
Facebook friends generated 3 clicks, the average Twitter share generated 19 clicks. 
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The “Digg Effect” and What Buried It 
 
Sites need to re-design to stay relevant by adding functionality, as we saw recently with Twitter.  However, sites have to balance the 
need to evolve with the need of their users to continue to know how to use the site and be comfortable with it.  A cautionary tale can be 
found in Digg.com, one of the leading sites for Web surfers to find and share content.  Following a major re-design in August, Digg 
found it had alienated its user base, pushing many into the arms of competitors like Reddit.com. 
 
 

Exhibit 13:  Pageviews for Reddit and Digg    

 
Source: Alexa 

 
 
 
Founded in 2004, the site allowed publishers to submit content for users to Digg (like) or Bury (dislike). The site enjoyed a quick rise in 
popularity, with content that was most Digged being moved up to the home page and instantly enjoying large boosts in traffic, often 
referred to as the “Digg Effect.” Content that was Buried quickly disappeared, which helped clear out spam and clutter. 
 
In a recent attempt to become more like Twitter, the site was redesigned in August. The Bury option was eliminated and users were 
able to follow what particular publishers were posting. Publishers were also given the ability to automatically upload content directly into 
the news stream, removing the need for users to manually link content. The change in dynamic was seen by many users as a shift in 
power from the average voting user to the larger publishers. Users began to leave Digg for the more user-centric sites like Reddit. 
Since the release of Digg 4.0 in August, the site has experienced a 23.4% drop in daily page views, and a 16% increase in bounce rate, 
which measures the percent of users who leave the site after a single view. Reddit benefited from the drop in dig with a 33% increase in 
page views since Digg’s re-design.  It’s a cautionary tale indeed, highlighting that if you don’t give the users what they want, someone 
else will.   
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Covered Public Companies Mentioned in this Report (as of close 10/26/10)
Company Ticker Price Rating Price Target
Google GOOG $618.60 NEUTRAL $575  
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report as only a single factor in making their investment decision. 
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I, Lou Kerner, certify that the views expressed in this report accurately reflect my personal opinion and that I have not and will not, 
directly or indirectly, receive compensation or other payments in connection with my specific recommendations or views contained in 
this report. 
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Disclosure information regarding historical ratings and price targets is available at 
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INVESTMENT RATINGS 
OUTPERFORM – Expect the total return of the stock to outperform relative to the median total return of the analyst’s (or the analyst’s 
team) coverage universe over the next 6-12 months. 
NEUTRAL – Expect the total return of the stock to perform in-line with the median total return of the analyst’s (or the analyst’s team) 
coverage universe over the next 6-12 months. 
UNDERPERFORM – Expect the total return of the stock to underperform relative to the median total return of the analyst’s (or the 
analyst’s team) coverage universe over the next 6-12 months. 
 

The Investment Ratings are based on the expected performance of a stock (based on anticipated total return to price target) relative to 
the other stocks in the analyst’s coverage universe (or the analyst’s team coverage).* 
 

DISTRIBUTION OF RATINGS (as of September 30, 2010) 
OUTPERFORM – 53% (11% of this rating category were investment banking clients within the last 12 months). 
NEUTRAL – 38% (2% of this rating category were investment banking clients within the last 12 months). 
UNDERPERFORM – 9% (3% of this rating category were investment banking clients within the last 12 months). 
 
The Distribution of Ratings is required by FINRA rules; however, WS’ stock ratings of Outperform, Neutral, and Underperform most 
closely conform to Buy, Hold, and Sell, respectively. Please note, however, the definitions are not the same as WS’ stock ratings are on 
a relative basis.  

The analysts responsible for preparing research reports do not receive compensation based on specific investment banking activity. 
The analysts receive compensation that is based upon various factors including WS’ total revenues, a portion of which are generated 
by WS’ investment banking activities. 
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