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1. [bookmark: __RefHeading___Toc478744644]EXECUTIVE SUMMARY

[bookmark: __RefHeading___Toc478744645]Vertical Hubs are Exploding on the Scene

The last two years have seen a literal explosion in the number of vertical hubs, which now span a wide range of industries, commodities, products, and services.  The past few years have witnessed a strong move toward vertical hubs where buyers and sellers come together to exchange goods and make markets, and there is a plethora of services beginning to be provided on many of those hubs.  With vertical hubs, a paramount objective is to attract a maximal number of buyers and sellers so as to maximize participation and thereby maximize market liquidity.  The mothers’ milk of the successful vertical hub business is sheer number of participants.

[bookmark: __RefHeading___Toc478744646]What Are Vertical Hubs Doing to Attract the Sheer Numbers of Participants They Need?

There are two things vertical hubs need to do doing to attract the critical mass of participants they need to be successful, and they are getting more and more difficult to accomplish.  MarketPoint provides the infrastructure to do both in an integrated package.

[bookmark: __RefHeading___Toc478744647]Augmenting the Market Making Function with Critical Ancillary Services

Vertical portals need to provide as many products and services as possible in addition to their core vertical hub service (marketmaking) in order to attract and concentrate as much of the vertical industry segment as possible at one’s own hub.  There is a literal “arms race” to get the most information, technology, and service onto one’s own vertical hub by providing the most value and thereby attracting the most customers to one’s own hub.  Market share, the principal measure of winning and losing, accrues to the vertical hub with the best and most complete portfolio of truly useful, value-creating services that complement and supplement the core marketmaking service.

[bookmark: __RefHeading___Toc478744648]Augmenting the Market Making Function with the Forward Market Dimension

In surveying vertical hubs and their customers, we have come to understand that their customers need information about forward markets, not just the current markets addressed by vertical hubs (i.e., catalogs, auctions, exchanges).  Customers of vertical hubs need a “window on the future” (i.e., forward projections of price, cost, and risk) in addition to the present “spot” price information resident on the typical vertical hub.  MarketPoint supports this need—providing to vertical hubs all necessary forward market infrastructure they need across the entire spectrum of their business on an outsourced basis.  MarketPoint provides standardized, automated, customizable, broadly applicable forward market infrastructure and technology that can easily be incorporated into the business activities of all vertical hubs to attract the maximum number of customers by providing value-creation capability they sorely need.  With MarketPoint infrastructure, vertical hubs can quickly implement forward markets where none exist.

[bookmark: __RefHeading___Toc478744649]MarketPoint Provides a Fast, Cost-Effective Infrastructure Outsource Solution

How do vertical hubs assemble a continuously growing, increasingly value-producing hub service at reasonable cost?  The answer is obvious—they turn increasingly to high quality, high technology, infrastructure providers who have routinized, standardized, and automated the technology they need.  They outsource major building blocks of their business to infrastructure technology specialists; they turn to back end service providers who can quickly deliver technology and create new marketable capability that they can incorporate in their product line to attract more customers.  In short, they outsource their time-critical and cost-critical needs.  MarketPoint offers infrastructure that allows vertical websites to add through outsourcing the dimension of forward markets to their present focus on current markets.  This allows them to quickly augment existing offerings and attract new customers.

A good example of infrastructure outsourcing is the so-called auction capability itself provided by vertical hubs.  The infrastructure to implement and execute the actual auction itself is quite common across vertical hubs, so much so that there are now infrastructure vendors that provide standardized, automated, and routinized auction infrastructure as their main line of business.  Outsourcing is the only realistic alternative for new vertical hubs to get into the auction business because the cost of developing customized, grassroots, proprietary infrastructure is orders of magnitude higher and the time to market is prohibitively slower, and it is increasingly necessary for existing websites who must upgrade to provide better service.  The return on investment (ROI) of the outsourcing alternative is unequivocally dominant.  In today’s (and tomorrow’s) world, vertical hubs will be obliged to outsource their auction infrastructure requirements to “wholesale” providers of auction infrastructure and service, allowing existing and emerging vertical hubs to focus on their core competency.  MarketPoint aspires to be the outsourced forward market infrastructure provider of choice in the vertical hub industry.

[bookmark: __RefHeading___Toc478744650]The Potential Market for MarketPoint is Colossal

The more conservative estimates place the vertical hub market in the multi-trillion dollar range, so there is a strong incentive indeed for each vertical hub to aspire to be the best in class in its own market segment so as to attract the maximum number of users.  The dilemma for vertical hubs at today’s stage in their evolution is how to overcome increasingly fierce, increasingly “zero sum” competition.  Indeed, our own informal survey of vertical hubs in the energy industry identifies no less than ten distinct vertical hubs vying for the same or similar markets.  Extrapolating this trend across the multitude of other vertical market segments, it becomes clear that there are literally hundreds of prospective vertical hubs who are direct MarketPoint customers and indirectly through them literally millions of end users.  MarketPoint can access them by being a “wholesale” provider, not a retailer of technology or service.

[bookmark: __RefHeading___Toc478744651]The Business Case for MarketPoint

Vertical hubs generate revenue in a variety of ways, primarily by charging commissions on individual transactions and by selling advertising.  MarketPoint is dedicated to helping vertical hubs attract more customers to forward as well as current products, thereby generating more direct trading volume, more advertising opportunities, and increasingly more opportunities for futures and other transactions.  We have designed our pricing strategy so that it provides vertical hub customers with an approximately 60 percent ROI on the MarketPoint investment.  Given the enormous potential global market for MarketPoint services, we estimate the total market for forward market infrastructure will reach $1.8 Billion annually by 2005.  With appropriate capitalization we will be able to take full advantage of our distinct first-mover advantage and within five years project we will capture 70 percent of the market and be positioned to dominate it for years to come.  In order to achieve the first mover advantage we know we can achieve, we estimate our capital requirement to be $10 million.  This level of investment will allow us to rapidly accelerate our rollout schedule and lateral expansion while simultaneously providing the resources needed to fully develop and exploit the burgeoning global vertical hub market.  Our objective is to position MarketPoint for an IPO in 2002 and a market capitalization of $25 billion by 2005.

[bookmark: __RefHeading___Toc478744652]Summary of MarketPoint Contribution to Vertical Hubs

In summary, the business success of vertical hubs is predicted on their ability to use information, data, software, technology, insights, perceptions, and knowledge along with the core auction function to attract the maximum number of buyers and sellers.  In a nutshell, the biggest hub with the most customers wins.  MarketPoint can help vertical hubs attract significant numbers of additional customers immediately by delivering the important forward market dimension quickly and at far lower cost than they can self-develop.  In doing so MarketPoint will establish itself as the quintessential Internet infrastructure play, serving everyone who strives to be successful in the industry.

[bookmark: __RefHeading___Toc478744653]WHY SHOULD VERTICAL HUBS PROVIDE FORWARD MARKET CONTEXT FOR THEIR CUSTOMERS?

[bookmark: __RefHeading___Toc478744654]Customers of Vertical Hubs Need to Manage Their Forward as Well As Present Market Positions

Companies who are the customers of vertical hubs are continuously trying to manage their forward market positions as well as their current spot market positions in all of the products and services they buy and sell.  (Interestingly, they are now coming to vertical hubs to manage their current spot market positions, but no vertical hub yet offers the full spectrum of future market information.)  What modern companies really want to know most is:  "What will be the forward price of my products and of my raw materials?"  Where is electricity price going?  Where is oil price going?  Where is copper price going?  Where is DRAM (memory) price going?  Where is telecommunication bandwidth price going?  Where is computation price (e.g., MIPS price) going?  Trillions of dollars change hands in business based primarily on the strength of anticipated forward prices and costs; spot prices are not enough for people to run their business.  The successful vertical hubs will be the ones that provide forward as well as current market information.

Why are forward prices and costs so critical to running a modern business?  It is because each and every asset (physical as well as financial) is continuously and relentlessly "marked to market" over time by the prices the company gets for the products the asset produces minus the costs it incurs for the raw materials it buys.  Companies’ need for forward prices are best illustrated graphically as in Figure 1.  If a company knew their product price forward into the future and they knew their raw material costs forward into the future, they could subtract the forward cost from the forward product price to calculate the forward margin each asset is destined to generate at each point in its future life.  If they add up all the profits they get from all their assets in this way, they would be calculating the fundamental worth of their company.  This is the fundamental management information they need to make the important decisions that shape their companies:

· Asset acquisition and/or divestiture.  What assets (plants and equipment) should they buy or sell and what is the maximum amount they should be willing to pay or ask?

· “Greenfield” development.  How much brand new plant and equipment should they build, where, and what size?

· Derivative valuation.  Should they hedge their assets with derivative securities in commodity markets, and if so how much are derivatives truly worth and what quantities of what particular derivative securities should they buy?

· Trading and marketing.  Should they participate in forward and futures markets either in tandem with their physical assets or in the absence of such assets as a purely speculative play?

· Mergers and acquisitions.  How much are other companies worth in the sense of marking every one of their assets to market and adding them up?  How much is one’s own company worth?

· Investor community relations.  How do they tell Wall Street and their investors what their company and their assets are truly worth on a forward real-time basis?

· Operations.  How should they operate their assets?  Should they “chase price” with their plants, or should they operate continuously, inventorying excess production?

· Yield management and price differentiation.  How do they segment their market and charge premium prices to some segments and “normal” prices to other segments?

· Financing.  How do they convince banks and I-banks to provide capital to them?

· Diversification.  Should they diversify into other commodity-based businesses?  Is the grass greener in some other business?

· Asset rehabilitation.  Should they pay to fix up their old plants or should they simply shut them down?

· Inventory.  How much inventory capacity should they have and how should they plan to dispatch it?  Should they hold inventory upstream in their production process or downstream?  Where are the critical uncertainties they are striving to mitigate with physical inventory?

Most assuredly, companies will be far more inclined toward vertical hubs that offer the type of dynamic forward market context in Figure 1 than they would toward current-day vertical hubs that offer only static auction, exchange, or catalog spot prices.  The first vertical hubs to offer dynamic information as in Figure 1 first will have an immediate first mover advantage in attracting the quality customers from across their business segment and increasing their market share.  Latecomers will have to meet or beat the same service or find themselves marginalized in a fast moving competitive industry.  




[bookmark: __RefHeading___Toc478744655]There Are Five Ways to Develop Forward Price Information, and MarketPoint Offers Them All

There are five distinct ways to develop cogent and accurate forward market information, which we have represented in Figure 2.  The geometry of the figure implies that it is possible to use any one method or any combination of methods to address forward market needs.  MarketPoint provides the infrastructure to allow vertical hubs to choose the combination of methods to use and to actually implement and deliver content to their customers based on their choice.  In understanding the figure as an icon for the scope of the MarketPoint business, it is useful to summarize each of the five vertexes

1. Expert Surveys.  “Bring in the outside gurus” to tell what they think the forward market will be like.  This is a slow, expensive, labor intensive, unreliable process if attempted individually by companies.  MarketPoint offers this method by continuously surveying the industry gurus, adding new gurus to the list, and deleting old gurus from the list as they exit the industry.
 
2. Internal Judgment.  Ask in-house gurus to tell what they think the forward market will be like.  It is useful to assemble surveys of in-house gurus, compile those surveys, and distribute them back to the relevant industry as an “insider’s view” of the industry.

3. Extrapolation of Historical Trends into the Future by Statistical Means.  Use standard statistical techniques to process historical data and project them into the future.  This method is very common in practice throughout most industries despite many shortcomings, primarily because it is fast and simple.  MarketPoint offers it as a benchmark against the other methods.

4. Market observations.  MarketPoint will access publicly traded exchanges (e.g., the New York Mercantile Exchange, the Chicago Board of Trade, Enron, Duke Louis Dreyfus, Bank of America, Bankers Trust) as well as vertical hubs in the industry and assemble their projected forward prices.  This is a respectable method, and it lends itself to Internet distribution by those organizations by hot linking to those organizations and redistributing their forward prices.  This is a critically important offering by MarketPoint because it summarizes and aggregates the various trading books in the vertical industry.

5. Fundamental supply-demand models.  The linchpin of the MarketPoint infrastructure offering is to build fundamental supply-transportation-demand models extending from resources in the ground through all the value chains to fundamental end use and offer a real-time, continuously refreshed What If scenarios to vertical hubs.  This is a unique feature of MarketPoint; no one else has the enabling technology to do this.  We have decisive first mover advantage borne of four years of angel development, and the enabling technology thus developed is one of the lasting keys to our success.

The pentagon in Figure 2 summarizes the scope of the MarketPoint vertical hub infrastructure offering—a multidimensional, comprehensive forward market infrastructure product line support to vertical hubs along all forward market dimensions.  

Consider a specific example illustrated along the left hand border of the pentagon in Figure 2, an example that can revolutionize the vertical hub as an offeror of forward market information, knowledge, and insight to its customers.  For many or most commodities and industries, vertical hubs or forward exchanges will never be fully liquid or fully complete.  Electricity is a paramount example.  There are simply too many places with too many regional peculiarities to expect that there will be enough vertical hub or market exchange participation at every place at every time to create sufficient liquidity or price discovery.  MarketPoint is uniquely able to combine whatever market exchange information there is at any give stage of vertical hub development with fundamental models of the underlying commodity or industry to service the key players in that industry—gold, DRAM, telecommunications bandwidth, airline seats, and the like.  We work with vertical hub customers to provide continuously updated content that serves their market participants all along their value chains and does so quickly and accurately.  In turn, vertical hub customers wrap their own services around MarketPoint and resell it to their customers.




[bookmark: __RefHeading___Toc478744656]MarketPoint Offers the Additional Dimension of Fundamental Industry Data

Because one of our linchpins is fundamental supply-demand modeling of markets (as shown at the lower left of Figure 2 and discussed in more detail in Section 3), MarketPoint offers not only the forward price information itself in those markets but also our extensive industry data base in each industry used to project forward cost and price of all the plants in existence.  MarketPoint delivers the continuously current “cost curve” for the entire industry as well as the price curve and thereby lets our customers make the calculation in Figure 1 continuously over time for every one of their assets and every asset they might consider acquiring.  Figure 3 illustrates one such cost curve from the electric business for the state of Florida.  It is easy to see how valuable this type of fundamental industry data product will be to vertical hubs operating in a given industry.  MarketPoint provides the entire plant and demand database for that industry worldwide.
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Figure 3:  Every Electric Plant in Florida Lined Up in Ascending Order of Production Cost
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