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Internet Advertisers Look to Add Sophistication 
and Reach as Market Grows 
Internet advertising’s importance to the 
overall all advertising market continues to 
grow. Media dollars continue to follow the 
eyeballs as consumers spend more time 
online.  According to Forrester, consumers 
now spend 36% of their media time online, 
as opposed to just 19% five years ago.  
However, there is still a significant 
opportunity for growth in Internet 
advertising spend, which accounts for just 
15-20% of overall US advertising market 
depending on the source. 

We expect the overall economic climate to 
continue to be somewhat soft during 2012.  
This weakness should have a negative 
influence on the overall advertising market.   

Despite this, we expect that Internet 
advertising’s slice of the overall advertising 
pie will continue to grow as advertisers 
leverage the inherent data-driven strengths 
of the Internet, increase sophistication in 
how and where they spend ad dollars and 
better reach potential customers across 
more types of digital media (e.g., social, 
mobile, internet video). 

Key Findings from Our Research 
Include: 

• Online ad spending is expected to double 
in the next 5 years from $39 B in 2012 to 
$62 B in 2016. 

• Print and TV ad spending is expected to 
be flat to down over the same 5 year 
period while U.S. online ad spend will 
surpass print in 2012.   

• The Measurement, Analytics and 
Optimization sectors continue to grow in 
importance.  Gathering data and more 
importantly, knowing what to do with that 
data, has become critical success factors 
for any online ad campaign. 

• Mobile and Social are fast growing, fast 
changing, and require unique experience 
and skill sets that “traditional” online 
players will likely be looking to add as 
they push into these market segments – 
setting the stage for a robust M&A 
environment. 

M&A activity in Internet 
Advertising continues to be 
robust as established firms 

add technology, 
functionality, and scale  

In a soft market, Internet 
advertising will continue to 

grow at expense of more 
traditional media 

Figure 1: Internet Advertising Deals – Deal Volume Remains Steady 

Meet us at ad:tech SF on 
April 3-4.  Contact John 

Batdorf or Mark Langner to 
schedule an introductory 

discussion 
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Industry Trends 
Internet advertising continues to grow in 
importance for companies of all sizes, 
becoming more central to overall 
advertising strategies.  Most recently, 
innovations around analytics, social media 
and smartphone-based mobile 
technologies have risen to the forefront of 
the marketplace.   

Advertisers have become more sophisticated 
in their utilization of Internet and digital 
advertising, particularly around mobile, social 
and video. Users, through the rapid adoption 
of smartphones and tablets, are rapidly 
changing the technological landscape for 
Internet advertising providers. 

Advertising in general continues to be under 
pressure from the softness in the overall 
economy.  Despite this, Internet advertising 
continues to grow at a rapid pace.  In our 
opinion, this is attributable to several trends: 

1. Shift ing Eyebal ls:  Where consumers 
spend their time within the media landscape is 
shifting to digital formats, including formats 
not necessarily considered “mainstream” for 
advertising in the past, (e.g., games), 
advertisers are merely following the audience. 

2. Performance Demands for Ad and 
Market ing Spend:  With ad and marketing 
budgets under higher scrutiny and pressure to 
perform, dollars are flowing to those mediums 
that can be more highly targeted and generate 
measurable ROI.  It’s hard not to make an 
investment in ad spend if there is tangible 
evidence that it generates real return for an 
advertiser.  This is much easier to do in a 
digital environment than via traditional media. 

3. The Market for Mobi le and Social 
Advert is ing is Evolv ing Quickly:  There 
continues to be a fair amount of uncertainty 
regarding, and innovation in, mobile and social 
media advertising. Advertisers are both trying 
to figure out these mediums within the 
framework of an overall digital advertising 
strategy as well as pushing hard for the same 
level of control and accountability that they 
have grown accustom to in the more 
“traditional” online advertising market.  At the 
same time, dominant traditional Internet 
advertisers are working hard to determine 
how to not get dis-intermediated by the 
overall shift of users to these media. 

  

 

Figure 2: Internet Advertiser Spend Breakdown 

Social Media and Mobile 
Advertising are driving both 

innovation and uncertainty in 
the Internet advertising sector 
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Market Analysis 
The overall advertising market is balanced 
between two important trends – one negative 
and one positive.   On the negative side, the 
overall weakness in the economy points to 
continued sluggish spending on advertising as 
a weak second half of 2011 and continued 
uncertainty in Europe, stretches in to 2012.  On 
the positive side, several large advertiser-
oriented events, the 2012 London Olympics 
and the U.S. Presidential race, will likely 
stimulate advertising spend to offset that 
general softness.   

The result is that according to eMarketer, which 
does a meta-analysis of 14 groups’ advertising 
spend estimates, is that 2012 should see a 
modest 6.7% growth in overall ad spending 

across all media, and a robust 23.3% growth 
in online ad spending. 

In the more nascent mobile and social 
sectors, these growth rates are even more 
pronounced.  The mobile sector is expected 
to grow over 80% from 2011 as the 
smartphone, and increasing smartphone 
penetration, continues to drive growth in that 
sub-segment, and social media spend is 
expected to grow 45% - albeit both of those 
off of much smaller – though not 
inconsequential bases. 

 

Figure 3: The US Internet Advertising Market v. All Media 

Weak overall economic 
activity will be offset by ad-
intensive events such as the 
London Olympics and the 
U.S. Presidential race. 

Source: eMarketer 
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Public Markets and Valuations 

The public markets have been mixed regarding 
their treatment of Internet advertising 
companies.  Our basket of international Internet 
advertising stocks outperformed the indices for 
most of the year, particularly the European 
MSCI, only to fall in line with NASDAQ and S&P 
at the end of the year and going into the 1st 
quarter of 2012.    

The U.S. basket, on the other hand, 
underperformed the indices badly for most of 
the year, caught up to the indices late in the 
year as the market fell back later in the year, 
only to fall off again sharply after the new year. 

Public valuations for IA companies continue to 
show the advantages of being, a.) large, b.) 
Asian, or c.) both.  Below $3B in enterprise 
value, there is a distinct schism between high 
value companies (clustered around 3.0x trailing 
revenues) and the rest of the smaller firms 
(between 0.4x and 0.9x trailing revenues).  Of 
the 5 companies with valuations above 4x 
trailing revenues 4 are above $5B in enterprise 
value and 3 of those are Asian. 

Figure 5: Internet Advertising Valuations 

ΩΩ 

Figure 4: Internet Advertising and Public Market Indices 



  

 

 
5 

Internet Advertising  
M&A Update 

 

M&A Transaction Activity 

M&A in Internet Advertising has remained 
strong for the past several quarters.  Two 
trends stand out.  First, much of the activity has 
been around the acquisition of analytical 
capabilities, and by extension, customer data 
information that those analytical capabilities 
have allowed companies to gather.  

Internet advertising has always held the 
promise of more effective ad spend and 
customer targeting.  Much of the innovation 
and acquisitions have been around the 
increasingly potent analytical tools necessary to 
do that.  More recently, the technologies 
required to take measurements and analytics 
and translate that data into actionable business 
programs has become an important target. 

Not surprisingly we expect this trend to 
continue, particularly as traditional Internet 
advertisers dive into the mobile and social 
media spaces. 
 
The second notable trend is the push toward 
software as a service (SaaS) business models.  
Internet advertising and particularly the hottest 
growing sectors in mobile and social are 
particularly well suited for SaaS business 
models.  We expect that there will be 
continued valuation premiums for, and interest 
in, businesses in the Internet advertising 
sector that have SaaS business models.  

 

Figure 6: Internet Advertising M&A 

Notable transactions were 
clustered around companies 
providing analytics and 
those following SaaS 
business models 
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VC & Private Investment Activity  

VC and private investment in the Internet 
advertising space has continued to be strong, 
though has dipped a bit from a peak in the 2ndn 

and 3rd quarters of 2011.   It should be noted 
that two somewhat large later stage rounds, 
$200mm pulled down by Coupons.com in 2Q 
and another $200mm pulled down by inMobi in 
the 3Q, were instrumental to setting that peak – 
with valuations in the 4th quarter 2011 and 1st 
quarter 2012 reflecting this in higher valuations. 

We expect investment in this sector to be 
healthy, though perhaps not as frantic as 2011 
as many investors have placed bets in various 
sub-sectors of the Internet advertising industry. 

 

Figure 8: Notable Internet Advertising VC and Private Investments 

Figure 7: Internet Advertising VC and Private Investment 

Capital	  Raised	  ($M)

Target Investor(s) Round
Current	  
Round Description

2/14/2012
Resonate	  
Networks,	  Inc.

Greycroft	  Partners	  LLC;	  iNovia	  Capital;	  Revolution	  
Growth	  	  Buyer	  Funds:	   B $22.0

Resonate	  Networks,	  Inc.,	  an	  online	  advertisement	  
company,	  provides	  online	  advertising	  campaigns.

2/13/2012
Marin	  Software	  
Incorporated

Benchmark	  Capital;	  CrossLink	  Capital,	  Inc.;	  DAG	  
Ventures,	  LLC;	  SAP	  Ventures;	  Temasek	  Holdings;	  
Temasek	  Holdings	  (Pte)	  Ltd.;	  Triangle	  Peak	  Partners.	  

F 30.0
Marin	  Software	  Incorporated,	  an	  online	  advertising	  
management	  solutions	  provider,	  offers	  an	  integrated	  
platform	  for	  advertisers	  and	  interactive	  agencies	  of	  

2/1/2012 VideoPlaza	  AB
Creandum	  AB;	  Innovacom;	  Northzone	  Ventures;	  
QUALCOMM	  Ventures B 12.0

VideoPlaza	  AB	  develops	  advertising	  solutions	  for	  
publishers	  of	  online	  video.

1/9/2012 Neolane,	  Inc.
Auriga	  Partners;	  Battery	  Ventures;	  Xange	  Private	  
Equity,	  S.A. Venture 26.9 Neolane,	  Inc.	  provides	  enterprise	  marketing	  software.

12/31/2011
ClickSquared	  
Inc.

ABS	  Ventures;	  JMI	  Equity;	  Flybridge	  Capital	  Partners;	  
Staley	  Capital	  Management	  LLC -‐ 9.0

ClickSquared	  Inc.	  plans,	  designs,	  and	  executes	  cross-‐
channel	  marketing	  campaigns,	  software,	  and	  
services.

12/16/2011 Trada,	  Inc. Foundry	  Group;	  Google	  Ventures D 9.0
Trada,	  Inc.	  operates	  a	  crowd	  sourced	  online	  
advertising	  services	  marketplace.

11/16/2011 Marketo,	  Inc.
Battery	  Ventures;	  Institutional	  Venture	  Partners;	  
InterWest	  Partners;	  Mayfield	  Fund;	  Storm	  Ventures	  Inc. -‐ 50.0

Marketo,	  Inc.	  provides	  cloud-‐based	  revenue	  
performance	  management	  solutions.

11/10/2011 BrightRoll,	  Inc.
Adams	  Street	  Partners,	  LLC;	  Trident	  Capital,	  Inc.;	  Scale	  
Venture	  Partners;	  Comerica	  Bank;	  True	  Ventures D 30.0

BrightRoll,	  Inc.	  operates	  a	  video	  advertising	  network	  
in	  the	  United	  States.

11/10/2011
ExactTarget,	  
Inc. -‐ -‐ 40.0

ExactTarget,	  Inc.	  provides	  on-‐demand	  email	  
marketing	  and	  one-‐to-‐one	  digital	  communication	  
software	  solutions.

10/3/2011 Clickable,	  Inc.
FirstMark	  Capital,	  L.L.C.;	  American	  Express	  Company	  
(NYSE:AXP);	  Union	  Square	  Ventures;	  The	  Founders	  Fund C 18.4

Clickable,	  Inc.	  provides	  software-‐as-‐a-‐service	  based	  
advertising	  management	  solutions	  for	  marketing-‐
services	  companies	  in	  the	  United	  States.

9/21/2011 Adchemy,	  Inc.
August	  Capital;	  Mayfield	  Fund;	  Microsoft	  Corporation,	  
Investment	  Arm E 61.0

Adchemy,	  Inc.,	  operates	  as	  a	  digital	  marketing	  
technology	  company.

8/25/2011
DoubleVerify,	  
Inc.

Institutional	  Venture	  Partners;	  JMI	  Equity;	  Blumberg	  
Capital;	  First	  Round	  Capital C 33.0

DoubleVerify,	  Inc.	  provides	  online	  advertising	  
verification	  monitoring,	  blocking,	  and	  compliance	  
solutions	  to	  marketers,	  agencies,	  advertising	  

8/16/2011 Acquisio,	  Inc. Tandem B 12.3
Acquisio,	  Inc.	  designs	  and	  develops	  performance	  
media	  solutions.

Source:	  Capital	  IQ

Announced	  
Date
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Figure 9: Internet Advertising Trading Metrics 
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Figure 10: Internet Advertising Operating Metrics 

 



  

 

 
9 

Internet Advertising  
M&A Update 

 

About Headwaters MB 
 

Headwaters MB is an independently owned, growth investment bank and advisory firm.  Headwaters MB has transacted over $15 billion of 
middle market deals and has over $75 billion of deal experience from its 65 full-time senior professionals.  Headwaters has a national office 
footprint in the United States, headquartered in Denver, with additional offices in Boston, Chicago, New York, San Francisco & Washington 
D.C. 

Headwaters MB has a significant international track record; providing our clients with a global reach. 

Our team has generated significant revenue from cross-border transactions, has local advisory partners in 30 countries and the firm has 
been the winner of “Cross Border Deal of the Year”.   

The firm has an established reputation as quality service provider and trusted long-term advisor to clients with a history of process and 
transaction excellence. 

  

The Headwaters TMT Team 

Gary Moon  John Batdorf Mark R. Langner 
Head of TMT Banking Managing Director Managing Director – Research 
415-766-3862 (office) (415) 926-7454 (office) 415-464-6322 (office) 
650-515-8734 (mobile) (415) 847-8805 (mobile) 415-994-0557 (mobile) 
gmoon@headwatersmb.com jbatdorf@headwatersmb.com mlangner@headwatersmb.com 

 

James Stone Sun Jen Yung 
Managing Director Managing Director 
202-263-3290 (office) 203-992-1667 (office)  
703-638-8272 (mobile)   917-297-8716 (mobile) 
jstone@headwatersmb.com sunjyung@headwatersb.com  
 
 

 

Upcoming Events 

Contact us to set up a meeting at the following events.  We will be attending: 

AdTech SF: San Francisco, CA  Apr. 3 – Apr. 4  

CTIA: New Orleans, LA   May 8 – May 10 
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Our bankers have deep personal experience completing transactions for Internet advertising companies, including: 

 
 

FINRA Disclosures  

Per FINRA regulations, Headwaters MB, LLC has developed a Business Continuity Plan on how we will respond to events that significantly disrupt our 
business. 

Since the timing and impact of disasters and disruptions ARE unpredictable, we will have to be flexible in responding to actual events as they occur. With 
that in mind, we are providing you with this information on our business continuity plan.  

Our business continuity plan addresses the following: data back-up and recovery; all mission critical systems; financial and operational assessments; 
alternative communications with customers, employees, and regulators; alternate physical location of employees; critical supplier, contractor, and bank 
impact; and regulatory reporting.  

If after a significant business disruption you cannot contact us as you usually do at (303) 572-6000, you should go to our website at 
www.headwatersmb.com.  

Significant business disruptions can vary in their scope, such as only our firm, a single building housing our firm, the business district where our firm is 
located, the city where we are located, or the whole region. Within each of these areas, the severity of the disruption can also vary from minimal to severe. In 
a disruption to only our firm or a building housing our firm, we will transfer our operations to a local site when needed and expect to recover and resume 
business within one business day. In a disruption affecting our business district, city, or region, we will transfer our operations to a site outside of the affected 
area, and recover and resume business within five business days. In either situation, we plan to continue in business, and notify you through our website 
(www.headwatersmb.com) regarding how to contact us. If you have questions about our business continuity planning, you can contact us at (303) 572-6012 


