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key takeaways

1. Permanent changes in industry supply chains are shifting the center of growth in the U.S. consumer economy.

2. Economic benefits are accruing to firms that create value by tapping into low-barrier-to-entry, capital-flexible,
leased or rented supply chains. These include thousands of small firms in all major consumer-facing categories
that sell their own branded goods entirely or primarily through their owned-and-operated digital channels.

3. The singular retail fulfillment experience has permanently changed to a variable experience, which in turn
transforms all value-creation and T extraction activities before, during, and after the sale.

4. All retail sales growth is shifting from brick-and-mortar stores to digital, data-enriched channels.

5. First-party data relationships are important not for their marketing value independent of other functions, but
because they fuel all significant functions of the enterprise, including product development, customer value
analysis, and pricing.

6. An arms race for first-party data is influencing strategy, investment, and marketing strategies among major
iIncumbent brands across all categories.
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enduring shift in the consumer economy
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the indirect brand economy, 1879 - 2010
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historically, supply chain dominance = market dominance

First mover advantage?

Swi ftds Premium HBacorn Sherwin-Williams Paint 1 1
Kell oggds Corn Fllakes3 Hammermill Paper 1 1
Eastman Kodak Cameras 1 1 Prince Albert Pipe Tobacco 1 1
Del Monte Canned Fruit 1 1 Gilette Razors 1 1
Her sheyds Chocol dt es 2 Singer Sewing Machines 1 1
Crisco Shortening 1 2 Manhattan Shirts 1 5
Carnation Canned Milk 1 1 Coca-Cola Soft Drinks 1 1
Wrigley Chewing Gum 1 1 Campbell 6s Soup 1 1
Nabisco Biscuits 1 1 Ivory Soap 1 1
Eveready Batteries 1 1 Lipton Tea 1 1
Golden Medal Flour 1 1 Goodyear Tires 1 1
LifeSavers Mint Candies 1 1 Palmolive Soap 1 2

Colgate Toothpaste 1 2

o 6
Sour ce: (1983), AStudy: Majority of 25 Leaders in 1923 Still on Top, o0 Advertising Age, P. 32. Iab.



growth slowing or stopping in much of the U.S. consumer economy

Fortune 500 T Growth rate by sector
Weighted revenue growth by sector (2014-16)

Healthcare 12.6%
2 Technology 47 6.3%
3 Food & Drug Stores 10 3.2%
4 Retalil 45 2.1%
5 Telecommunications 11 2.0%
6 Transportation 19 1.8%
7 Financial Services 78 1.1%
8 Business Services 19 0.5%
9 Defense & Aerospace 12 0.4%
10 Engineering & Construction 12 0.4%
11 Apparel 5 0.3%
12 Automotives 17 0.2%
13 Media 11 0.0%
14 Restaurants and Leisure 11 -0.1%
15 Household Products 15 -0.3%
16 Materials 20 -0.6%
17 Chemicals 14 -0.8%
18 Industrials 15 -1.2%
19 Food, Beverages and Tobacco 29 -1.4%
20 Energy 64 -19.0%

Source: https://www.zerohedge.com/news/2017-04-05/fortune-500s-fastest-growing-and-shrinking-companies Iab



the old CPG machine is sputtering

US CPG In Store Retail Sales, by Store Type, 52 weeks ending Feb 19, 2017
Billions and % change vs. prior year

CPG in-store % Change
retail sales vs. Prior year

Grocery* $314.4 0.1%
Club $83.1 -0.6%
Drug $49.1 -0.1%
Mass/supercenter* $32.0 -3.0%
Dollar $15.7 -0.3%
Hardward-home $5.0 -2.0%
Health/vitamin $1.1 -3.4%
Total** $759.5 0.5%

8
Note: *excludes Walmart; **includes ecommerce ®
Source: I RI , Al RI Channel Performance Report, o July 26, 2017 Ia s



and facing severe profit pressures

INDUSTRY OVERVIEW

THE FMCG (FAST-MOVING CONSUMER GOQODS) INDUSTRY DECLINED BY
$3B IN 1Q"17, BUT WAS ABLE TO REBOUND TO FINISH +1% IN SALES VS.
PRIOR YEAR. SLOW, SELECTIVE GROWTH IS EXPECTED AS DOLLARS SHIFT
ACRQOSS THE STORE TO NEW CATEGORIES AND TO NEW CHANNELS

LEADING GLOBAL BRANDS: 2017 U.S. EARNINGS

PeG i

(2017 YEAR TO DATE) (2017 YEAR TO DATE)
(+.06%) > $3.3B 2017 (+5%) > $7.1B

(+1%) = $27.3B (-7%) = $10.28
*marks the first %ua rter of growth
5 years

3Q17 (FIRST FISCAL HALF)

in over

KraftHeinz @@% £ PEPSICO

3Q"17 3Q"17 3Q"17
(-4%) > $4.4B (-3%) > $2.7B (-10%) > $5.3B

Source: NBCU




a retail apocalypse

Clothing stores and entertainment chains lead store closing surge
Q1-Q3 2017 data

6,752 announced store closings
® More than 8,600 U.S. retail stores
2,902 s shuttered in 2017
1 ; 933 Home entertainment

® The number of bankruptcy filings

735 Foomwear by U.S. retailers, with at least
553 Department stores $250 million in liabilities, nearly
415 Misc. retail dOUbled in 2016

240 Bookstores

165 Jewelry stores Source: https://www.bloomberg.com/graphics/2017-retail-debt/

http://time.com/4865957/death-and-life-shopping-mall/
155 Sporting goods file:///C:/Users/randall/Downloads/kp-pixlee-2017-digitally-native%20(1).pdf

iab.



Is propelling sales away from brick-and-mor t ar st or esé

DOLLAR SALES GROWTH ACROSS CHANNELS

Online channels drove 90% of FMCG growth in the last year

TOTAL MARKET - § (BILLIONS) $ SHARE

+|.4%VS.YEARS-AGO
10%

81,005

YEAR-AGD | CURRENT B GRICK & MORTAR E-COMMERCE

iab.



and towards digital channels

Table 1. Estimated Quarterly U.S. Retail Sales: Total and E-commerce!
(Estimates are based on data from the Monthly Retail Trade Survey and administrative records.)
Retail Sales E-commerce Percent Change Percent Change
(millions of dallars) as a Percent From Prior Quarter From Same Quarter
Quarter of A Year Ago
Total E-commerce Total Total E-commerce Total E-commerce
Adjusted’
ird quarter 2017(p) 1,268,887 115,345 9.1 1.1 16 4.3 15.5
2nd quarter 2017(r) 1,254,819 111,369 8.9 0.4 4.7 4.0 16.0
15t quarter 2017 1,250,055 106,383 8.5 1.1 4.7 5.1 15.4
dth quarter 2016 1,236,638 101,606 8.2 1.6 1.7 3.7 14.2
ird quarter 2016(r) 1,217,100 099,875 8.2 0.9 4.0 2.1 15.4
|Nat Adjusted
ird quarter 2017(p) 1,268,782 107,002 8.4 -0.4 1.9 4.0 15.5
2nd quarter 2017(r) 1,274,074 105,024 8.2 9.4 6.8 4.4 16.2
15t quarter 2017 1,164 228 98,292 8.4 -10.4 -19.8 3.7 15.1
dth quarter 2016 1,299,699 122,515 9.4 6.5 32.2 3.6 14.0
ird quarter 2016 1,220,051 02,644 7.6 -0.1 2.5 2.2 15.5
(p) Preliminary estimate.  (r) Revised estimate.
VE-gamimerce sales are sales of goods and services where the buyer places an order, or the price and terms of the sale are negotiated over an Intermet, miobile
device (M=commerce), extranet, Electronic Data Interchange (EDD network, electronic mail, or other comparable online system. Payment may or may not be
rade online.
 Estimates are adjusted for seasonal variation, but not for price changes. Total sales estimates are also adjusted for trading=-day differences and moving
Source: holidays. ® "
https://www.census.gov/retail/m MNote: Table 2 provides estimated measures of sampling variability. For information on confidentiality protection, sampling error, nonsampling error, sample
rts/www/data/pdf/ec_current.pdf design, and definitions, see htp:/ fwww.census.gov/ retail fmrts{ how_surveys_are_collected.hitml. Ia °



Innovation-led growth is shifting to smaller DTC & boutique brands

Razors

Gi |l l etteds share
men's-razors business fell

to 54% in 2016, from 70%

In 2010. Both Dollar Shave
Club and Harryos
U.S. share rose to 12.2%,

from 7.2% in 2015.

Source: http://www.foxbusiness.com/markets/2017/04/04/gillette-bleeding-market-share-cuts-prices-razors.htmi
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Innovation-led growth is shifting to smaller DTC & boutique brands

CPG

In 2016, small and
medium-sized CPG
manufacturers
together represented
64% of sales, up
from 39% in 2015.

. 14
http://www.adweek.com/digital/digital-advertising-is-facing-its-ultimate-moment-of-truth-and-billions-of-dollars-are-at-stake/ Iab.



http://www.adweek.com/digital/digital-advertising-is-facing-its-ultimate-moment-of-truth-and-billions-of-dollars-are-at-stake/

Innovation-led growth is shifting to smaller DTC & boutique brands

Contact Lenses
J & JAtw/ue: +8% YOY

Bausch & Lomb: +6% YOY
Hubble Contacts: +20% monthly

Source: http://ffiles.shareholder.com/downloads/IJNJ/5910160687x0x959899/BFE37E3C-99A1-454D-B8EE-DOE16CFB6046/INJ_Earnings_Presentation_3Q2017.pdf;

o 15
http://ir.valeant.com/~/media/Files/V/Valeant-IR/reports-and-presentations/q3-2017-earnings-presentation.pdf; https://qz.com/1154306/hubble-sold-contact-lenses-with-a-fake-prescription-from-a-made-up-doctor/ Iab.



Innovation-led growth is shifting to smaller DTC & boutique brands

Pet Food

Subscription service The
Farmers Dog Is
averaging 40-50%
revenue growth monthly,
In a U.S. pet food market
projected +4.4% in 2018.

o 16
Source: https://www.petfoodindustry.com/articles/6826-us-pet-food-market-to-reach-us27-billion-in-2018; https://www.forbes.com/sites/helainahovitz/2016/06/13/pets-before-profits-the-40m-gamble-
that-paid-off-for-this-ceo/#2a59a71c7e87; https://www.forbes.com/sites/nataliesportelli/2017/05/17/the-farmers-dog-raises-8m-to-bring-made-to-order-dog-food-to-your-door/#45b4248a4998 Ia ®



Innovation-led growth is shifting to smaller DTC & boutique brands

Mattresses

Dozens of mattress
companies selling direct to
consumers online garnered
more than 5% of the market
In 2016, and were projected
to double share in 2017

. 17
https://www.forbes.com/sites/amyfeldman/2017/05/02/dozens-of-upstart-companies-are-upending-the-15-billion-mattress-market/#70b4bedc7da3 Ia
o


https://www.forbes.com/sites/amyfeldman/2017/05/02/dozens-of-upstart-companies-are-upending-the-15-billion-mattress-market/#70b4bedc7da3

Innovation-led growth is shifting to smaller DTC & boutique brands

Grocery

Grocery store revenue 4 \
growth is projected to be ; bl
~1% annually through 2022.
The market for Meal Kits Is

expected to grow by a factor
of 10x over that period. /

o 18
Source: https://www.technomic.com/technomic-study-reveals-global-opportunities-within-meal-kit-market; IBISworld iExpert Industry Summary 44511 Ia
[



Innovation-led growth is shifting to smaller DTC & boutique brands

Shoes

Sales at U.S. shoe stores In
February 2017 fell 5.2%. Online-
only players like Allbirds, Jack
Erwin, and M.Gemi have gained
nearly 15 percentage points of
share over five years.

https://www.owler.com/iaApp/8360630/m--gemi-company-profile; https://www.owler.com/iaApp/1187789/jack-erwin-company-profile

Source: https://www.onespace.com/blog/2018/01/how-dsw-is-staying-ahead-of-digital-disruption/; https://www.owler.com/iaApp/12158276/allbirds-company-profile; o 19
https://infogram.com/copy-us-retail-shoe-store-sales-update-1gdjp9oy36xepyw Ia ®
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brands must traverse three last miles

TO THE HEAD TO THE HEART TO THE HOME

iab.



the cloud is closing all three gaps

Industrial Revolution Timeline

First Fourth

Water and steam Electricity lets us IT systems loT and cloud

power is used to create a division automate technology

create mechanical of labor and mass production lines automate

production facilities. production. furthar complex tasks.
C i -

I
1800 1900 2000
1784: First Today
mechanical

loom
. 22
Idb.



the cloud enables the irelocalizationo o f busl nesses

Machine Mechanical Loom Electricity IT

Scale Local National Global

Relationship One size fits all One size fits One size fits
everywhere everywhere greatly

1st Industrial 2" Industrial 3" Industrial
Revolution Revolution Revolution

The Cloud
Relocal

One size fits one

4™ Industrial
Revolution

iab.



forcing brands to connect directly with consumers

213 6/%

of consumers of consumers have

expect direct used a company's
brand soclal media site for

connectivity servicing

. 24
Source: http://www.jdpower.com/press-releases/2013-social-media-benchmark-study Iab.



15t party data fuels every enterprise function

o 25
Source: https://marketrealist.com/2016/03/growing-web-sales-strategically-imperative-athletic-firms Iqb.



the cloud hosts the race to e-tail (and its richer trove of data)

~ ¥ BLENDS NVE : SION LGISTE 3
n Wh a t C P G S | a C k on‘?~ Fg CHEF BLENDS GIVE A QIFT SION-IN/REGISTER _[

anything is actionable - J
consumer dat a, o=
Cohen, head of digital
Integration at marketing
agency Catapul
A DTC engine allows them
to coll ect I

Customize Your
Granola

Create your own Bear Naked granola recipe with over
50 different chef-inspired ingredients. Then, blend them
with the help of our good friend IBM Chef Watson to
create the perfect tasting granola. We've got everything
from jalapefios to pomegranate arils, so go wild!

o 26
Source: https://consumergoods.com/dtc-dilemma Ia b °



the cloud turns media into data

Source: FreeWheel Q3 2017 Video Monetization Report.

Ad view composition and growth by device, US
Q32013 Q32017

Q3613 Q3614 Q3615 Q3616 Q3617
Desktop
0% YOY
STB VOD
+54% YOY
OTT device

A NAONES Smartphone

% YOY  EEVIE

*FourFronts STB VOD and Canoe Phase IlI Integrations.

iab.



the cloud powersr ent abl e, Astack yeur owno sup
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K nown S&aaSofisupply chain as a service) in the field

ather than maintaining resources and capabilities

-house, companies can buy individual supply-

hain functions as a service on a by-usage basis.
Service providerso greater
economies of scale and scope, increasing e

potential for attractive outsourcing opportuigties

McKinsey l a4

o 29
Source: https://www.mckinsey.com/industries/consumer-packaged-goods/our-insights/supply-chain-4-0-in-consumer-goods Iab.



your better toothpastes, delivered

TOOTHPASTE

Whitening
Fluoride
Toothpaste

CITRUSCLEA CITRUSCLEAN 4
DENTIST DEVELOPE EE‘JT?S&JSECV?_%?EE DENTIST DEVELOPED x

’ ‘.‘ 6l
110 g © (Net Wt. 4 0Z)
s



entry costs in consumer industries are plummeting

FROM GRAINS TO GROWLERS

The craft beer industry (

is quickly becoming In 2014
more popular than any Annual growth of the : ;
other alcohol segment. craft beer industry in the entire craft brewing

industry (farm to

D SPICRICIATL oL past 5 years consumer) contributed

produces less than 2
million barrels

annually, and does so 1 8 8
in an independent, o % billion to the U.S. economy

traditional fashion.

http://imww.mhinews.com/global-supply-chain/grains-growlers-look-craft-beer-industry-supply-chain-infographic Iab



new fulfillment formats are proliferating

EMERGING BUSINESS MODELS

Direct-to-Consumer Subscription Commerce
Caspeli,ootiinen BIRCHBOX«*
WARBY PARKER (/>”<\ e -

PARACHUTE Glossier [ ) ' arkBox

| Brilliant = | \_ / Blue

€€Sa HARRY'S Apron

On-Demand Secondhand products
i MAPLE @ H

MUNVCHERY beepi POSHMARK

1 { : UP
A iy B | matr

postmates | 1 RADKSY RealReal

¥ (@cbinsights #globalecomm www.chinsights.com
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with consumer fragmentation breeding even newer formats

Intentional

consumption, g P—

Al ean o L

S

Shareable - =
experiences "
Flas_zh l%é
selling Vip.c:om

Source: https://nrf.com/blog/2017-top-250-global-powers-of-retailing

Personal /ﬁ
curation y

TRUNK CLUB

MEN'S OUTFITTERS

VR stores

J—

am azon
Prime

expandy padwwﬂqw

eb

MYER

Premium platform
partnerships
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the indirect brand economy, 1879 - 2010

finance
sourcing
manufacturing
logistics
distribution

integration




the direct brand economy, 2010 +

fulfillment

production stack

S t acC k ; product

services
Identity
community

data

analytics
programmatic

storytelling

retailing . d a't a

attention

stack
stack

=

g_ . measurement
=

S
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D2C companies keep emerging.




the direct brand revolution is already evident in GDP

Contribution of the Internet Ecosystem to U.S. GDP

Direct employment due to internet 1,015,000 1,999,000 4,097,001
Direct and derived employment 3,050,000 5,100,000 10,383,000
Contribution of internet to GOP $300 billion $530 billion $1,121 billion
Growth in GDP (% per annum compound) 15.5% 20.0%
Share of Total US GDP 2.1% 3.7% 6.0%

37
Source: Economic Value of the Advertising-Supported Internet Ecosystem, John Deighton, Baker Foundation Professor of Business Administration, ®
Harvard Business School; Leora Kornfeld; Marlon Gerra Ia °



and jobs

Structure of the Internet 2016

Customer Services

Content
eCommerce Layer 2008 U.S. 2012 U.S. 2016 U.S.
On-Demand Economy Employment | Employment Employment
Social Networks Infrastructure/Hard infrastructure 140,000 420,000 304,393
Business Services .
Infrastructure support/Soft infrastructure 165,000 254,000 662,691

Government Services

Consumer services support 190,000 435,000 1,068,364

Marketing Support Consumer services 520,000 885,000 1,619,335
Operation Support

Integrated firms 442,218
Total 1,015,000 1,999,000 4,097,001
Senvi
e;wces Growth in employment (% per annum compound) 18.5% 19.6%
Software

Hard Infrastructure

Transmission Connectivity Hardware Data Centers

38
Source: Economic Value of the Advertising-Supported Internet Ecosystem, John Deighton, Baker Foundation Professor of Business Administration, Harvard Business School; o
Leora Kornfeld; Marlon Gerra Ia °



VCs are targeting all consumer categories for DTC disruption

Ant-Agrg
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Source: https://medium.com/@tcitrin/the-direct-to-consumer-landscape-96fd03c563b4
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Unky Siotechnaiogy. Etysium Health,
Teadora

Hanest Company, Happiest Baby, Cwiet
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House Home, Revare
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https://docs.google.com/spreadsheets/d/1wxpY8B_id40Ycz-Yh4cijargAk76_xj2R7P39IgTvlY/edit#gid=0
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big brands are being nibbled to death

Unbundling Procter & Gamble
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most incumbents lag the direct brand revolution

Direct-to-consumer selling
We are selling some
0
We are not selling any of our 38%
products directly to the consumer

We are selling a significant amount of
i M

our products to the consumer

We are exclusively a direct to A%
consumer business 0

41
Source: IDC/CGT Sales & Marketing Survey, 2016 -t b
1AD.



some have been adapting for years

Ni k ®idest-to-consumer sales projections

$18,000
$16,000
$14,000
$12,000
$10,000

$8,000

$6,000
$4,000
-m B
$0

Fiscal 2012 Fiscal 2013 Fiscal 2014 Fiscal 2015 Fiscal 2020E

Direct-to-consumer revenue ($ millions)

42
Source: https://marketrealist.com/2016/03/nikes-focusing-higher-dtc-channel-growth?utm_source=market-watch- -t
headline&utm_medium=feed&utm_content=main_permalink&utm_campaign=nikes-focusing-higher-dtc-channel-growth Ia ®



some are acquiring their way In

Differentiated channel strategies

Medium-term contribution to Unilever growth he vaUiSition brings
' O Xpertise and
chnology in direct-to-
consumer sales we
can use integhatignally
and in other @art@ of

our business,
. Ny

‘ Paul Polman, CEO, Unilever, on
Hyper/Supermarkets Traditional trade Experience E-commerce acquisition of Dollar Shave Club

lincl. Discounters/Convenience] platforms lincl. Direct-to-consumer)

Leverage strength Build equity Build capability

speeches/?search=investor+event&datetype=year&year=2017&monthfrom=1&yearfrom=2002&monthto=12&yearto=2017

: : : : : [ J 43
Source: https://www.unilever.com/investor-relations/results-and-presentations/presentations-and-
Ia [
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03. direct brands -
drivers and characteristics



Nd unnrdusl e s O

. Its primary means of interacting, transacting, and story-telling to consumers is via the web.

The DNVB requires the commercialization of an e-commerce channel, but that channel is an
enabl emedti tt @y emrot the core asset.

The profit losing nature and small scale of the DNVBs leads most traditional retailers to ignore or
underestimate these little tadpoles.

Some big companies now believe they can make these brands themselves.

5. Itisnote-c o mmer c e, Itoés vertical commerce. The produ
e-commerce (e.g. 65% versus 30%). The contribution margins can be 41 5x higher (e.g. 401 50%
versus 10%).

6. The digitally-native vertical brand is maniacally focused on the customer experience.

7. Thedigitally-nat i ve vertical brand drives a | ot more cu
data i s better because every transaction and int
where everybody knows your name.

8. Deeper data on the consumer drives enables the DNVB t
brick and mortar driven peers, and the ownership of the b
vertical commerce brand than even the best e-commerce

9. While born digitally, the DNVB need not end up digital-only?

B

er to the customer than its
o-end fuels more affinity for a

Andy Dunn, founder, Bonobos

o 45
Source: https://medium.com/@dunn/digitally-native-vertical-brands-b26a26f2cf83 Iab.



direct brands are Web native

y circumventing traditional channels,

esigning glasses in-house, and
engaging with customers directly,
weoOre abl e t oquait

WARBY PARKER better-looking prescription eye@e
eyewear at a fraction of the going price.

OV I (

Y

Neil Blumenthal & David Gilboa,
co-founders and co-CEOs, Warby Parker

o 46
Source: https://www.warbyparker.com/history Ia b P



direct brands are closer to the customer

e think every woman should have
e ability to be connegted,through
er beauty knowledgefjopgions,

products, and routine.

Glossier. ~

Emily Weiss, founder, Glossier

a4
W
h

o a7
Source: https://intothegloss.com/2016/11/glossier-series-b-funding-announcement/ Iab.



t hey ar e nmani aonauktbmer experiences e d o

The industry has historically focused on its most passionate and
avid customers, who drive the majority of sales. Our customers
were different. be@uty \@as a part of her life, but not a passion of

BIRCHBOXe hersé. Wells@w untapped potenti al

with the category. -

Katia Beauchamp, co-founder, Birchbox

o 48
Source: http://motto.time.com/5048663/the-boss-katia-beauchamp-birchbox/ Ia b °



direct brands use content as a differentiator

~Storytelling IS a central part of our marketing. We think about

hat stories we can ieed @ the press and to social media -
hings that make pe@le t@ke notice, things people want to
share and talk about.

(a4

Steph Korey, co-founder, Away Travel

o 49
Source: https://www.inc.com/magazine/201707/burt-helm/how-i-did-it-steph-korey-jen-rubio-away.html Iab.



and define content in different ways

a4 R

We oOore al | about
I ln fact, all our customer

support people are u

licensed Cosmet|C|ans.~

Amy Errett, founder, Madison Reed

MADISONREED"

o 50
Source: personal interview Ia ®



community binds direct brands to their customers

~Y

nuilding a true community
eans you put people first,

are authentic and real with
- the people you serve, and
can congiegt them to other
membeUith shared
affinitiese~
Tina Sharkey, co-founder & CEOQO, Brandless

o 51
Source: personal interview Ia ®



their mission is their story

F t's really an opportunity to bring the mission to

| feé the ethics, the tra
ost of everything we make and then what you're
EVERLANE paying so you can see that markup and we tell
. you the stories of our factories, and we wéait
people to have a space where we can act@ally
tell those stories in real life, not just onllne.~

Michael Preysman, founder, Everlane

. 52
Source: https://www.cbsnews.com/news/everlane-ceo-michael-preysman-brick-and-mortar-strategy/ Ia b ®



direct brands are data-cored

e A Offer highly-differentiated products with high product margins

Invest only in zero-sum markets (A customer buying your
product means they stop buying yol

A Choose categories where incumbents sell only through retailers
and have no direct relationship with their actual customers

A Choose categories where incumbents overly depend on
broadcast advertising

DOLLAR SHAVE CLUB  ALook for products and services which gather usage data an

utilize machine learning to improve over time Y

David B. Pakman, partner, Venrock,on t he VC f i r mo0s
iInvestment in Dollar Shave Club

() 53
Source: https://pakman.com/dollar-shave-club-how-michael-dubin-created-a-massively-successful-company-and-re-defined-cpg-f2fa700af62b Iab.



they are becoming multi-channel

~J .
he main reason a customer
oul dnot Dbuy our pr
because they wanted to be able to

BOLL&BRANCH  feel it themselves. We are remMg
that with our physical location.

Y

KA
R

Y

Scott Tannen, co-founder and CEO of Boll & Branch

. 54
Source: https://digiday.com/marketing/e-commerce-brands-opening-brick-mortar-stores/ Iab.



women founders abound

Katia Beauchamp, Birchbox Amy Errett, Madison Reed Meaghan Rose & Maia Bittner, Rockxbox Tina Sharkey, Brandless

iab.



still more women founders

\I _’q, L |
P ™

Rachel Blumenthal, Rockets of Awesome

g

Gauri Nanda & Audry Hill, Toymail Jordana Kier & Alex Friedman, Lola Shane Reilly, Guildery

iab.
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04. brand strategy
for revolutionary times



become
direct







a two-way
relationship
> a one-way
impression




MAJOR MEDIA AND MARKETING SERVICES

Spending forecast for 2018 and 2017, Spending for 2016.

Spending (dellars in billions) Year-to-year percent change
2018 ws. 2017 ws. 2016 vs.

2008 W7 2016 2017 2016 2015
MAJOR MEDIA
Internet $78.3 $&9.2 $60.4 13.1% 14.4% 16.9%
1Ly 581 58.4 58.1 0.3 0.3 2.1
Radic 17.6 17.56 17.6 0.0 0.0 0.0
Magazine 15.1 159 16.4 A7 -4.5 4.5
Newspaper 15.1 1&6.6 18.3 2.0 2.0 8.0
Ouidoor 2.4 2.3 8.9 3.0 4.0 4.0
Gnema 1.0 0.9 0.9 5.0 5.0 5.0
Tokal: Major media 204.8 197.9 190.8 35 3.7 45
MARKETING SERVICES
Sales promeotion B2.7 /2.9 772 3.5 3.5 3.5
Telemarketing 59.6 57.9 56.2 3.0 3.0 3.0
Dire<t mail 47.4 48.5 49.2 2.0 -1.4 -1.1
Event spensorship 9.9 37.4 35.0 5.8 4.8 7.4
Dire<tories 8.0 8.0 B.1 04 0.4 0.6
Public relations 57 5.3 5.0 7.0 7.0 7.4
Tolal: Marketing services 243.5 371 230.7 27 28 248

Total: Majer media and

markeling services

3.5%

SOURCE: Zenth (Advartizsng Experdifure Forecosis, March 2017). More info: zenthmedio.com. Mumbers rounded. Imemed including inkernet

display, online wides induding rich media), classified, paid ssanch, infernat rodio, podoasts and sockial media for deskiop and mabile.

200 LEADING MNATIOMNAL ADVERTISERS 2017

SHARE OF U.5. AD SPENDING BY MEDIUM
Fromn Zewith. The internet in 2017 will pass TV to become the largese UL 8. ad medivm, according to the
needia agency's forecast.

INTERMET ~— TV  — RADKD  — MAGAZINE  — MEWSPAPER CUT GF HOME
S0 RECESSION
417
40
3n4%

3%

‘00 ‘01 702 ‘03 04 ‘05 06 OF ‘OB 09 10 11 ‘12 13 14 15 Y16 T 18 19

SOLRCE: Zonth fAdvorssing Expendiura Forecats, Miarch 201 7). Moro inko: renthmodio com. Mumbors roundod. intemst
irkamat ceplay anling vidon (nchding rich madic), damliad, pald soach, ol rade, podoosts and sockl mada ke desticp ond nobla.
Ot ol oo Including oudoor and cinama.

iab.



brand safety
IS not optional




find your next
5,000 customers




N drel s ko
the buy




S UN
DAY
S KY

Platform
Industries
Solutions
Customers
Company
Resources

Blog

SmartVideo Platform

Captivating the audience of one at enterprise scale
with SundaySky’s proprietary personalized video
technology.

= | See how SmartVideo works

More powerful personalized video

Create one-to-one connections with your customers through the emotional storytelling and compelling nature of
personalized video. SundaySky crafts videos tailored to an audience of one with information relevant and specific to
each customer, through its unique ability to leverage and synthesize real-time data. The result? A million unique
videos for a million customers, creating strong bonds with each and every one of them

Advertising and CRM solutions built on robust platform capabilities

DATA ACTIVATION STRATEGIC STORYTELLING ngggm :'IT[gCV MULTICHANNEL DISTRIBUTION MEASUREMENT & INSIGHTS

INTELLIGENT OPTIMIZATION



story







nelp brands
hybridize







bring brands a
3D view of

their 1D
customer

iab.



2017 NBCU PARTNERSHIPS

A LOOK AT CPG PARTNERSHIPS LEVERAGING
SIMILAR THEMES ACROSS NBCU
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s [
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05. direct brands
and the U.S. economy



research background

Al AB has conducted the study fE:Z¢ ' e of
Advertising-Supported I nternet Ecosys
four years since 2008. The most recent study was
released in March 2017.

Economic Value

A The study has been designed to understand the of the Advertising-Supported
contribution of the industry to employment and GDP Internet Ecosystem
and explore the internetds man) — benef i
and non-business benefits.

Leora Kornfeld

A The main author is John Deighton, the Baker
Foundation Professor of Business Administration at
Harvard Business School, the founding editor of o b

. ) 1dD.
Journal of Interactive Marketing, and a two-term
editor of Journal of Consumer Research

For more detall, visit iab.com/economicvalue

iab.



research methodology

An employment-based methodology by identifying large firms in each

layer of the internet and using a range of public and private sources to

esti mate each firmébs revenue and empl o\
aggregates of small firms and self-employed people.

In addition, the report also uses a top-down method based on the U.S.
Census Bureauod0s databases to decide ho
geographies at the state and congressional district level.

The study was conducted during the second half of 2016.

iab.



the U.S. already runs on the internet

AThe U.S. economy is increasingly an
information economy, its fuel is data, = Millions of U.S. Workers
and the internet carries the traffic.

A Across three studies at four-year intervals,
we find that internet-related employment
doubled, and then doubled again.

A Directly and indirectly over 10 million jobs
rely on it, and that number is growing at
an accelerating rate.

2008 2012 2016

Direct Employment

o 76
Source: 2017 Economic Value of Advertising Supported Ecosystem, IAB Iab
[



GDP contribution over $1 trillion

A $1.12 trillion contribution for the U.S.
economy in 2016, more than double its
previous contribution to the U.S. GDP.

A The industry currently accounts for 6% of
the U.S. GDP, markedly higher than 3.7%
in 2012.

A This growth represents a 20% compound
annual growth rate from 2012 to 2016 - far
outpacing the overall U.S. GDP average of
4% over the same four years.

Source: 2017 Economic Value of Advertising Supported Ecosystem, IAB

m Billions of Dollars

2008 2012 2016

GDP Contribution

iab.



yet the internet is still in its take-off phase

The rate of Contribution New sectors
job growth Is to GDP are becoming
greater each grows faster internet-reliant
year than the each year

year before

o 78
Source: 2017 Economic Value of Advertising Supported Ecosystem, IAB Iab
[



shifting internet infrastructure enables new brands, products, services

Mobile, video, e-commerce,
on-demand platforms,
user-generated content, music.

BN  Customer Services

Commerce sites such
as retailing, online
travel agencies, airline
booking, bank, and
financial services

Content sites including
online versions of
traditional publications,
digital publishers, music,
online games, review sites,
guestion and answer sites,
eLearning and online video

Verticals such as financial,
e-learning, travel, healthcare,
shipping, e-government,
programmatic marketing, attribution.

Enterprise IT is giving way to cloud and
network services. Video and mobile place
new demands on the supply chain.

The infrastructure is evolving from
backbone-branches to edge providers.

g2 Consumer Support Services

Advertising, media, Search directions,

planning, ad networks, navigation
measurements, and
social media dashboards
P Soft Infrastructure

Internet software,
mobile software,
software as a service

Internet enabling services
such as Web hosting,
Web conferencing, IT

analysis, and IT
consulting

Hard Infrastructure

Transmission Connectivity Hardware Data Centers

Source: 2017 Economic Value of Advertising Supported Ecosystem, IAB

Examples

Online Video

Most significant new source of internet traffic.

Over-the-top transmission gives consumers unprecedented
control over what video to watch and when.

New Marketplace
Entrepreneurs have been building out a market-making
infrastructure, including advertising tech and marketing tech.

Cloud Computing

Software as a service allows tech to be consumed more flexibly

and without substantial fixed cost. Digital startups and mature
businesses can tailor information technology costs to needs.

New Infrastructure

Much of the internetds dat a
Instead it moves on the edge of the network, from data
suppliers to distribution nodes and on to homes.

no | on

iab.



massive employment changeshi ghl 1 ght direct brandso¢c

Employment by Layer 2008 Report 2012 Report 2016 Report

Infrastructure/Hard infrastructure 140,000 420,000 304,393
Infrastructure Support/Soft Infrastructure 165,000 254,000 662,601
Consumer Services Support 190,000 435,000 1,068,364
Consumer Services 520,000 885,000 1,619,335
Integrated Firms 442,218
Direct employment due to internet 1,015,000 1,999,000 4,097,001
Total (Direct and derived) employment 3,050,000 5,100,000 10,383,000
Contribution of internet to GDP $300 billion $530 billion $1,121 billion
Share of Total US GDP 2.1% 3.7% 6.0%
Growth in GDP (% per annum compound) 15.5% 20.0%

() 80
Source: 2017 Economic Value of Advertising Supported Ecosystem, IAB Iab
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hard Infrastructure: 2x+ growth

Hard Infrastructure Employment 2008 2012 2016
Report Report Report

(Four functions required to operate the internet): Infrastructure/

. 140,000 420,000 304,393
Hard infrastructure

1. Manufacture of hardware

Infrastructure employment is declining not because the

2. Long range transmission of data _ _ = _
infrastructure is shrinking, but because firms that were

3. Shorter range connectivity between data classified as infrastructure just four years ago have
generators or transmitters and data stores changed their business models. Some have integrated
or consumers into more profitable superstructure businesses, hoping to

capitalize on proprietary claims on the internet traffic

carriers. Others have exploited a new pattern to the

i nternetds i nfrastructur e, one
and services more than hardware.

4. Storage and routing of data in data centers

o 81
Source: 2017 Economic Value of Advertising Supported Ecosystem, I1AB Iab.



example hardware: from computing equipment to data + cloud

A Manufacturing employment has held up well overall
in the last four years of the evolution of the internet = Employment
ecosystem.

A Personal access to the internet has migrated rapidly
from machines configured for computing to mobile
devices configured for communication.

196,905

A This shift has favored mobile equipment 142,177
manufacturers like Apple and Qualcomm and those
like Cisco that have benefited from growth in server
sales, not mainframe computers.

2012 2016

o 82
Source: 2017 Economic Value of Advertising Supported Ecosystem, IAB Iab.



example data centers: 3x employment growth

AData centers are fundament al to the i nternetds
infrastructure as the physical expression of the idea = Employment
of the cloud.

A The infrastructure of the internet is gradually
migrating from a linear data flow pattern to a
networked pattern, where data travels as much
among firms on the periphery of the internet as on
the backbone.

A The backbone-and-branch pattern of the last two
decades gives way to the more fluid pattern of 5,565
the cloud.
2012 2016

A The change shows up in employment of nearly 3x
increase from 2012 to 2016.

() 83
Source: 2017 Economic Value of Advertising Supported Ecosystem, IAB Iab.



soft Infrastructure: up 4x

Soft Infrastructure refers to software and services built on the Hard Infrastructure to make it
technologically feasible to perform commerce online.

2008 2012 2016

Soft Infrastructure firms are either predominantly Employment
Report Report Report

service providers or software vendors.

Infrastructure Support/

165,000 254,000 662,691
Soft Infrastructure

1. Service providers, including IT consulting,
researchers, domain registry services

2. Software vendors including analytics software, CRM,
network security, video software, etc.

o 84
Source: 2017 Economic Value of Advertising Supported Ecosystem, IAB Ia °



example repositioning enterprise IT consulting

A Enterprise IT consultants reposition as marketing

and operations consultants. m Employment

A Oracle acquired Datalogix and BlueKai (small
startups in the 2012 study) and created the Oracle
Data Cloud and Marketing Cloud, broadening its
consulting authority to include marketing analytics
and programmatic advertising. 210,406

A IBMd by internal development of the Watson
analytic engine and by acquisition of data
suppliers such as the Weather Channeld has so
evolved the nature of its consulting services.

2012 2016

() 85
Source: 2017 Economic Value of Advertising Supported Ecosystem, IAB Iab.



example domain registry services add 23,000 jobs

A Previously two discrete lines of business, domain
registry and web hosting services are now often = Employment

provided by a single entity.

A Notable changes in this industry include the launch of
firms such as Squarespace, Weebly, and Wix, which
combine domain registry and hosting with build-your-
own website services, providing one stop shopping
for individual proprietors and small to medium sized
businesses setting up a web presence.

7,945

annual business in the U.S. Web hosting is estimated 2012 2016
to be responsible for about $6 billion in annual
revenues in the U.S.

A Domain registry is estimated to be a $1.8 billion

o 86
Source: Economic Value of Advertising Supported Ecosystem, | BSBi,n 2t0hle2 W.nS. ,200 1No. v e nBbl eSr'Wo2r 0 1d6 | nd u g p o
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5x growth for consumer services support

Firms in the Consumer Services Support layer 2008 2012 2016
. : . Employment

perform services that must be tailored to particular Report Report Report

clients in the Consumer Services sector. They have Consumer Services

increasingly delivered their solutions through the Support

Software as a Service (SaaS) model, in which the

software is only accessible through the cloud.

1. Marketing Support: firms that help facilitate and

promote the flow of commerce, entertainment,
information and social interaction over the internet.

190,000 435,000 1,068,364

The consumer services support layer is the unsung
hero over the years of innovation. Employment more
than doubled every four years.

Consumers get the benefits of the Internet at low

2. Operation Support: firms that provide solutions that cost, and often for free, because entrepreneurs are
enhance customer productivity or enable them to building out analytical tools and support services to
deliver a good or service they could not otherwise do

run them leaner, and to create new revenue sources

efficiently. _ _
y that let even free services be profitable.

3. General Enterprise Activity: estimated internet-
dependent employment in general enterprises.

. 87
Source: Economic Value of Advertising Supported Ecosystem, IAB, 2012 and 2017. Iab
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example marketing support more than doubles

The firms and technologies that make advertising

services availabled advertising agencies, ad m Employment
networks and exchanges, data and analytics

companies, and measurement firms.

1. Full Service Advertising Agencies: 52,953 jobs
2. Digital & CRM Vendors: 53,733 job

3. Online Ad Networks & Exchanges: 3,788 jobs 114,746
4. Measurement & Analytics: 4,272 jobs

2012 2016

() 88
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example operation support: new category of customer services support

Operation support is a new category within the consumer services support layer in 2016. This speaks to the
increasing demand from the direct consumer-facing brands and services to facilitate their business operations.

Sub-categories within Operation Support Employment
Financial services support 7,569 Shipping
E-learning Support 4,656 Particularly relevant to the fulfillment stack of
. the DTC brands, a large package shipping
1 .
Travel Services Support =200 industry has developed to support the steady
Healthcare Information Solutions 11,783 grqwth of e-commerce. In 201_5 about 11.6
billion packages were moved in the U.S.,
Shipping enabled by e-commerce 353,315 About 4.6 billion of these packages were
e-commerce packages.
E-government Support 2,105
Other Web enabling services 182,284

() 89
Source: Economic Value of Advertising Supported Ecosystem, IAB, 2012 and 2017.
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consumer services layer: seems mature, but tripled in size

A The internet as a consumer-facing experience is 2008 2012 2016

Empl
now over 20 years old. mployment Report Report Report

Consumer Services 520,000 885,000 1,619,335

A These consumer touchpoints include websites,

apps, and messaging services. The content Over time, new consumer-facing internet dependent
ranges from news to information, music, audio, platforms, devices, features, and use cases have
photos, and video to services, and is accessed emerged and more subcategories are now included in
on phones, tablets, laptops, desktops, and living this layer, which illustrates the ever expanding

room screens. capabilities of the internet. Consistently, the internet

dependent employment in the consumer services layer

AIn the 2016 report, the following categories were has tripled from 2008 to 2016.

included within the consumer services layer.

o 90
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example = online retailing growth is exponential

A Retail e-commerce powers both internet-dependent employment within these e-commerce firms, as well as
individual sellers that make a full or partial living out of selling products on these e-commerce platforms.

A This thriving community of workers illustrates the economic opportunity created by the internet, not just to
mobilize individuals, but to build the software structures they rely on for trading, payment, and fulfillment.

E-COMMERCE FIRMS INDIVIDUAL SELLERS

® Employment

770,211

477,685

281,661
180,117

2012 2016 2012 2016

Note: Amazon, Apple, and Dell are not recorded here because they have other lines of business. Amazon is treated as an Integrated Firm,
and Apple and Dell are included in the Hard Infrastructure layer.

o 91
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e-commerce = ¥4 of direct internet employment

E-commerce accounts for 976,000 jobs, almost a quarter of the entire

direct employment base of the ad-supported internet ecosystem.

Online Online Online
financial services

retailing travel services

A In 2016, retail e-commerce accounted for just 7.1% of all retail sales. However it was
where over 60% of retail growth took place.

A Amazon has shifted from being primarily a platform for traditional retail conducted in the
online environment to a platform for small online sellers as third party merchants.

A Shopify, an e-commerce platform company for small businesses, had over 500,000
customers as of Aug. 1, 2017, which is up more than 50% from September 2016.

Source: 2017 Economic Value of Advertising Supported Ecosystem, IAB

This thriving
community of workers
llustrates the
economic opportunity
created by the
Internet, not just to
mobilize individuals,
but to build the
software structures
they rely on for
trading, payment,
and fulfillment

iab.



example financial services: 10x growth

From 2012 to 2016, online financial services industry has

experienced significant shifts with a broadened definition from

online banking to a wide range of services including day-to-day- = Employment
banking, investment, digital payments and currencies, and the

new sector of FinTech, or financial technology.

Major shifts since 2012 include:

A The eclipsing of the opening of financial products in the online vs.
the branch environment.

A The top five banking activitiesd bill payment, viewing balances,
viewing statements, retrieving transaction histories, and transferring

fundsd took place primarily online, increasingly on mobile.
A New in the 2016 reporting, the FinTech sector has attracted 2012 2016
vigorous venture capital funding and experienced exponential
growth in consumer uptake and revenues, ranging from oO0ro

advi s or-wm-peerlepding, digital payment systems,
micropayments, and crowdfunding platforms.

() 93
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s mbos aremployedlwbrkers = 44% of the internet employment base

Large firms made up a little over half of the
i nternet s empl oyment base

Mid-sized and small firms accounted for 30%.

Small & Self-employed workers such as sellers on Etsy
Medium C e : .
Individuals trading on eBay, Craigslist sellers,
30% on-demand economy workers, and freelance

iIndividuals doing coding, content creation, and
other services for web sites made up 14%.
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Source: 2017 Economic Value of Advertising Supported Ecosystem, IAB Iab.



on-demand economy = $6 billion economic contribution

Characteristics of the on-demand economy include:
1 Access over ownership (consumer point of view)
1 Flexibility over fixed hours (worker point of view)

7 Options and modularity of choice T e.g. a spare room instead of hotel, a shared
ride instead of a cab

These platforms match workers to employers in a range of industries.
People who drive for ride-hailing services, and part-time workers in the
so-called gig economy, are in aggregate a full-time equivalent workforce
of 147,000 people and likely to grow much larger.

Our estimate for Platforms & Services is $2.4 billion and 12,803 jobs.

Our estimate for On-Demand Economy Worker is $6.04 billion and
134,160 jobs.

Source: 2017 Economic Value of Advertising Supported Ecosystem, IAB
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shifting structure of the internet and emergence of integrated firms

2012

Customer Services

Content sites including Commerce sites such Social networks
online versions of as retailing, online including social media
traditional publications, travel agencies, airline and online dating sites
digital publishers, music, booking, bank, and
online games, review sites, financial services

question and answer sites,
elLearning and online video

Consumer Support Services

Advertising, media, Search directions,
planning, ad networks, navigation
measurements, and
social media dashboards

Soft Infrastructure

Internet enabling services Internet software,
such as Web hosting, mobile software,
Web conferencing, IT software as a service

analysis, and IT
consulting

Hard Infrastructure

Transmission Connectivity Hardware

Source: Economic Value of Advertising Supported Ecosystem, 2012 and 2017, IAB

2016
" Cusiomer Senices

Content

eCommerce
On-Demand Economy
Social Networks
Business Services

Government Services

Consumer Support Services Integrated Firms

A
Marketing Support

Operation Support

Soft Infrastructure

Services

Software

Hard Infrastructure

Transmission Connectivity Hardware Data Centers

iab.



platforms = the new vertical integration

Integrated firms are vertically integrated firms that

: T : | Customer Services
did not fit tidily into one layer of the internet or _ . “tmer e
. . . . ontent sites Including ommerce Ssites suc
another and have highly intertwined internet- ol versons of _as rtaiing,online
dependent revenues among discrete layers. This is e, Dok o ATRT
a newly classified layer in the internet ecosystem. eLearming and oniine vides
Verizon
The patterns of integration are not identical, there Consumer Support Services AMazon
are three main groupings: lanming, ag neworks, - navigaton Alphabet (Google)
measur’ements, andy p a et 009 e
A Content marketers integrating into transmission i social media dashboards 4
Comcast
Facebook, Google
Microsoft
A Transmission companies acquiring content i AT&T, '”tfvéﬂgtaes"?ﬂ?%:}?ﬁgs '53@?.255&”;: Facebook
Verlzon’ Comcast, COX eang?ynsge;r%n?r’ Software as a service .
consulting Cox Enterprises
A Integrating Vertically into Cloud Transmission and Data

Services T Amazon, Microsoft

Transmission Connectivity Hardware Data Centers
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Geography: internet employment is spread across the entire U.S.

A The Bay Area of California
accounted for 4% of 2016 jobs.

A Other tech centers T Manhattan,
Seattle, Virginia, Boston 1
accounted for another 10%.

OF JOBS OUTSIDE

A But 86% of the jobs are found MAJOR TECH HUBS

spread across every state and
county of the nation.
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the stack-your-own supply chain: an overview

Repeat/Iterate

v

) &2 )
Make It Tell People About It

.l.{_'_

Idea t In Peopleds Han
PRODUCTION STACK ATTENTION STACK FULFILLMENT STACK
‘_— IQ
:}J

Collect & Use Signals

DATA STACK ® bgg
1IAD.



the 215t century brand economy

06. understanding
the production stack



activities included in this stack

MANUFACTURING LOGISTICS WAREHOUSING
make the product move the product queue the product
for sale

® 101
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the production stack

WAREHOUSE 3PL
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manufacturing: global output has been increasing steadily this century

Manufacturing, value added (trillions US$)
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manufacturing: U.S. domestic output also has been growing

Manufacturing, value added (trillions US$)

2.0
19
1.8
1.7
1.6
1.5
1.3
1.2
1.1
1.0

i
o
o
o~

1997
1998
1999
2000
2001
2002
2003
2004
2006
2007
2008
2009
2010
2011
2012
2013
2014
1
2016
2017

| nited States

. 104
Source: http://api.worldbank.org/v2/en/indicator/NV.IND.MANF.KD?downloadformat=excel ; data in constant 2010 US$ Iab.



the smaller the business, the bigger the tech payoff

cloud solutions even more important for smaller companies

Percentage of SMB and large-enterprise respondents who say the adoption of cloud/hybrid cloud
system has significantly improved company performance in the following areas

I /7

I 5

Time to market

.. EE

I 170

Business/revenue/profit growth . Small business
I, 5
I ' Bl targe enterprises
End customer experience

- B

|

Ability to manage security

- B

I ¢

Ability to mitigate risk
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manufacturing: is evolving toward flexibility and scalability

Manufacturing Ecosystems Distributed Local Manufacturing Hyper-Local Manufacturing
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