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PART 6

ADVERTISING-SU
MEDIA MODEL

Selling Attention at Scale

CPM/CPC/CPA revenue waterfall, programmatic economics and the
programmatic tax, fill rate and yield management, deferred revenue for
prepaid campaigns, makegood obligations under ASC 606, barter
transactions under ASC 845, content capitalization under ASC 920/926,
state digital advertising taxes, international DSTS, first-party data
strategy, GDPR and CCPA compliance costs, and the complete
advertising and media metrics framework.
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FINANCIAL ARCHITECTURE OF DIFFERENT BUSINESS MODELS

SECTION 1

THE ADVERTISING-SUPPORTED BUSINESS MODEL

Advertising-Supported Media: Selling Attention at
Scale

The advertising-supported business model is one of the oldest in commerce and one of the most financially
powerful in the digital age. Its fundamental logic is elegant: the business creates or curates content, or builds
a platform, that attracts an audience. It then sells access to that audience — in the form of attention — to
advertisers who want to influence purchase decisions, build brand awareness, or drive measurable actions.
The audience does not pay for the content or the platform. The advertiser pays. The business's job is to
maximize the size and quality of the audience it delivers and to charge advertisers efficiently for access to it.

Digital advertising has transformed this model in ways that were impossible in the era of print and broadcast.
Digital advertising is measurable — every impression, click, conversion, and purchase can be tracked and
attributed. It is targetable — audiences can be segmented by demographics, behavior, intent, and context
with extraordinary precision. And it is programmable — through programmatic advertising technology,
billions of individual ad impressions are bought and sold in real-time auctions that execute in milliseconds.
The financial architecture of a modern advertising-supported business must account for all of this
complexity.

This part covers the complete financial architecture of the advertising-supported model: the CPM, CPC, and
CPA revenue waterfall; programmatic economics and the supply chain of digital advertising; fill rate and
yield management; deferred revenue for prepaid campaigns; the accounting for agency commissions and
volume incentives; the tax treatment of digital advertising revenue across US states and international
jurisdictions; the first-party data asset in the post-third-party-cookie world; and the complete metrics
framework for advertising and media CFOs.

1.1 The Advertising Revenue Taxonomy

Digital advertising revenue flows through multiple pricing mechanisms, each measuring a different unit of
value delivered to the advertiser. The CFO must understand all of them — not just because they affect
revenue modeling, but because they affect revenue recognition timing, the treatment of agency
commissions, and the gross-versus-net revenue presentation decision that is one of the most consequential
accounting choices in advertising finance.
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SECTION 2

THE ADVERTISING REVENUE WATERFALL

The Revenue Waterfall: From Gross Spend to Net

Revenue

The advertising revenue waterfall is the series of deductions applied to the gross advertiser spend before
arriving at the net revenue that the publisher (the media company or platform) retains. Every step in the
waterfall represents a cost or commission paid to an intermediary in the advertising supply chain.

Understanding this waterfall precisely — and knowing which deductions are contra-revenue versus cost of

revenue — is the most important financial modeling discipline in advertising finance.
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2.1 The Direct Sales Waterfall

In the direct sales model, the publisher's own sales team sells advertising directly to brand advertisers or to
their media agencies. The gross spend — the total amount the advertiser budgets for the campaign — flows
through the following waterfall before reaching the publisher's net revenue line.

DIRECT ADVERTISING REVENUE WATERFALL

G oss Advertiser Spend (what the brand budgets for the canpaign)

Less: Agency Conmmi ssion (typically 15% of gross spend —paid to nedi a agency)
= Net Advertiser Spend (what flows fromthe advertiser to the publisher)

Less: Ad Serving Costs (technol ogy cost of delivering inpressions)

Less: Verification / Brand Safety (Integral Ad Science, DoubleVerify fees)
Less: Makegood Costs (val ue of free inpressions given to renedy underdelivery)
= Publ i sher Net Revenue

Exanpl e: $1, 000, 000 gross spend canpai gn
Agency conmi ssion: ($150,000) -> $850, 000 net spend
Ad serving: ($12,750) -> Verification: ($8,500) -> Makegood: ($17,000)
Publ i sher Net Revenue = $811, 750 (81.2% of gross spend)

The agency commission is the most significant deduction in the direct waterfall. The traditional 15%
agency commission — a holdover from broadcast advertising — is now heavily negotiated, with large
advertisers and sophisticated agencies often paying 6% to 12%. The CFO must determine whether agency
commissions are presented as a reduction to gross revenue (contra-revenue) or as a cost of revenue
expense. Under ASC 606, if the agency is acting as the advertiser's agent (purchasing media on the
advertiser's behalf), the agency commission reduces the transaction price and should be treated as
contra-revenue. The publisher's customer is the advertiser, not the agency.

2.2 The Programmatic Advertising Waterfall

Programmatic advertising — the automated, real-time buying and selling of digital ad impressions through
technology platforms — has fundamentally changed the economics of digital media. In the programmatic
supply chain, an impression travels through multiple technology layers between the publisher and the
advertiser, each extracting a fee. The publisher's net revenue from a programmatic impression is
dramatically lower than from a direct sale — often 40% to 60% of the advertiser's spend, versus 75% to 90%
in direct sales.
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PROGRAMMATIC ADVERTISING WATERFALL

Advertiser G oss Spend (DSP bid wins the inpression at this price)
Less: DSP Fee (Denand-Side Platform 10%-20% of nedi a spend)

= Media Cost (what flows fromDSP to the supply side)

Less: SSP Fee (Supply-Side Platform 10%-20% of nedi a cost)

Less: Ad Exchange Fee (if applicable; 5%-10%

Less: Header Bidding Wapper Fee (if applicable; 5%-8%

= Publ i sher Net Revenue

Exanpl e: $10 CPM advertiser bid
DSP fee 15% ($1.50) -> SSP fee 15% ($1.28) -> Exchange 5% ($0. 36)
Publ i sher CPM = $6.86 (68.6% of advertiser spend —programmatic tax = 31.4%

CFO INSIGHT

The 'programmatic tax'’ — the aggregate take of DSPs, SSPs, exchanges, and verification vendors —
absorbs 25% to 45% of every programmatic advertising dollar before it reaches the publisher. This is the
structural reason why direct-sold advertising is so much more valuable than programmatic advertising for
publishers. Every percentage point of direct-to-programmatic revenue mix shift toward direct adds 15 to 30
basis points of gross margin. The CFO should track direct vs. programmatic revenue mix quarterly and
incentivize the sales team to grow the higher-margin direct book.

2.3 Fill Rate Economics

Fill rate is the percentage of available ad impressions on the platform that are actually sold and served. A
publisher with 1 billion monthly impressions and an 80% fill rate is monetizing 800 million impressions; the
remaining 200 million are either served with house ads, default advertising, or left blank. Fill rate
management — maximizing the percentage of impressions that generate revenue at acceptable CPM floors
— is one of the most important yield management disciplines in advertising operations.
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FILL RATE AND YIELD ECONOMICS

Fill Rate = I npressions Sold and Served / Total Avail abl e |Inpressions

Ef fective CPM = Total Revenue / (Total Inpressions / 1,000)

Yield = Effective CPMx Fill Rate / 1,000

Exanpl e: 1B inpressions, 80%fill, $5.50 effective CPMon sold inpressions
Total Revenue = 800M x ($5.50/1000) = $4, 400, 000

Yield per inpression = $4.40 per 1,000 avail abl e i npressions

I nproving fill

rate from80%to 85% at sanme CPM adds $275, 000/ nont h

-> Yield nmanagenent is a direct revenue lever; track it weekly

Fill Rate

Typical Cause
Range yp

Interpretation

Strong demand; premium inventory;
good floor pricing

Excellent — nearly full

>90% N
monetization

Healthy —
y Balanced supply and demand; good
75%—-90% well-managed S
. SSP optimization
inventory
Moderate — .
. Weak programmatic demand; poor
60%—-75% improvement -
. floor pricing
opportunity
Concerning — o . .
o Limited demand; high floors leaving
<60% significant revenue . '
inventory unfilled
leakage

SECTION 3

REVENUE RECOGNITION UNDER ASC 606

CFO Action

Raise floor CPMs to improve
yield

Monitor CPM floors; optimize
header bidding

Add SSP partners; lower floors
on remnant inventory

Comprehensive yield audit
required immediately

Revenue Recognition: Advertising's Unique ASC
606 Challenges

Advertising revenue recognition under ASC 606 is deceptively complex. While the basic principle —
recognize revenue as impressions are served, clicks are generated, or conversions are attributed — is
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straightforward, the real complexity lies in variable consideration (campaigns with performance guarantees
and makegood obligations), bundled arrangements (campaigns that combine multiple ad formats across
multiple properties), principal-versus-agent determinations for programmatic revenue, and the timing
mismatch between when campaigns are booked, when budgets are spent, and when cash is collected.

3.1 Deferred Revenue for Prepaid Campaigns

Many advertising campaigns — particularly large direct-sold brand campaigns — are contracted and paid in
advance. An advertiser might sign a $500,000 quarterly campaign contract in January, pay in full in
February, and expect the campaign to run from March through May. The entire $500,000 payment creates
deferred revenue when received; revenue is recognized as impressions are served throughout the
campaign period. If the campaign delivers unevenly — more impressions in March and April than in May due
to inventory availability — the revenue recognition follows the delivery curve, not a straight-line ratable
allocation.

CAMPAIGN DEFERRED REVENUE MECHANICS

At Contract Execution: Record contract asset (unbilled receivable)
At Cash Recei pt: DR Cash / CR Deferred Revenue
As | npressions Served: DR Deferred Revenue / CR Advertising Revenue

Revenue per period = (lnpressions Served in Period / Total Contracted |npressions)
x Total Contract Val ue

Exanpl e: $500K contract, 100Mtotal inpressions contracted
Month 1: 45M i npressions served -> $225, 000 revenue recognized
Month 2: 38M i npressions served -> $190, 000 revenue recogni zed
Month 3: 17M i npressions served -> $85, 000 revenue recogni zed
Total : $500,000 | Deferred Revenue: $0 at canpai gn end

3.2 Makegood Obligations and Variable Consideration

Most direct advertising contracts include delivery guarantees — commitments by the publisher to deliver a
specified number of impressions, clicks, or conversions within the campaign period. When the publisher fails
to meet the delivery guarantee, it owes the advertiser a makegood: free additional advertising to
compensate for the underdelivery. Under ASC 606, the makegood obligation is a form of variable
consideration — the publisher's revenue for the campaign is uncertain at inception because it depends on
how much of the contract it ultimately delivers.
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The CFO must estimate the makegood obligation at the time of campaign booking and record a revenue
constraint accordingly. The estimated value of makegood impressions expected to be given — based on
historical delivery performance and current inventory availability — reduces the transaction price. As the
campaign runs and actual delivery is measured, the estimate is updated and the transaction price is
adjusted. If the publisher delivers 100% of the contracted impressions, the makegood estimate is released
and revenue is recognized in full. If underdelivery occurs, the actual makegood cost — the fair value of
additional impressions served — is charged against the deferred makegood reserve.

ACCOUNTING ALERT
Makegood obligations are frequently under-provisioned in advertising companies. A publisher that
consistently underdelivers by 8% to 12% on large brand campaigns — common during peak season when
competing campaigns consume inventory — is carrying a significant contingent obligation. If the makegood
reserve is not updated monthly based on actual campaign performance, the year-end catch-up adjustment
can be material. Build a campaign delivery monitoring system that feeds the makegood reserve calculation in
real time.

3.3 Principal vs. Agent in Programmatic Revenue

The principal-versus-agent determination for programmatic advertising revenue is one of the most
consequential accounting judgments in digital media. The question is: when the publisher sells an
impression through an SSP and an advertising exchange, is it acting as a principal (recognizing gross
revenue equal to the advertiser's spend) or as an agent (recognizing only the net amount it retains after the
SSP and exchange take their fees)?

The answer depends on who controls the advertising inventory before it is transferred to the advertiser. If the
publisher controls its own inventory — sets the floor prices, determines which campaigns run, and bears the
risk that inventory goes unsold — it is generally a principal and should recognize gross revenue equal to the
total media cost paid by the DSP. The SSP and exchange fees are then presented as cost of revenue
expenses. If the publisher is simply passing impressions through a network with no control or risk, it may be
an agent. In practice, most publishers who own their own content inventory are principals in programmatic
transactions.

SECTION 4

COST STRUCTURE AND GROSS MARGIN
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Cost Structure: The Economics of Attention

The cost structure of an advertising-supported business depends critically on whether the business creates
its own content or curates and distributes content created by others. A pure content creator — a media
company that produces original journalism, entertainment, or education — carries substantial content
creation costs (editorial headcount, production costs, licensing fees) that are the direct economic input to the
attention it sells. A pure platform — an aggregator or social network — carries lower content creation costs
but significant infrastructure and moderation costs. Most modern advertising businesses sit somewhere on
this spectrum.

4.1 Content Cost as COGS

Content creation costs — the salaries and benefits of journalists, writers, video producers, and podcast
hosts; the production costs of original programming; the licensing costs of syndicated content — are the
primary cost of revenue for content-driven advertising businesses. These costs must be produced before a
single advertiser dollar is earned, creating a timing mismatch between cost and revenue that requires careful
cash management and financial planning.

% of Revenue

Cost Category Cost Behavior i) Management Lever

Editorial / Content Creation Fixed (headcount- 20%—45% Headcount planning tied to content
Headcount based) ° ° volume targets

Semi-variable (per

Video / Podcast Production . 5%—-20% In-house vs. outsource; format efficiency
episode)

Content Licensing / Variable (per Negotiate multi-year; minimize per-unit

L . 5%—-15%

Syndication license/per use) fees

Technology / Ad Platform Semi-fixed S -
. 8%-18% Cloud optimization; ad server efficiency

(owned) infrastructure

Programmatic SSP / Variable (% of Negotiate SSP rates; reduce exchange

10%—-25%
Exchange Fees revenue) dependency

Variable (per

Ad Verification / Brand Safety . . 1%—-4% Negotiate annual flat rate at volume
impression)
Content Delivery Network Variable with _ .
) 2%—-6% CDN contract negotiation; compression
(CDN) traffic volume
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4.2 The Gross Margin Profile by Business Type

Near-zero marginal content cost; algorithmic

Pure digital platform (social, search) 65%—-80% .

curation
Digital-native media (editorial + ads) 45%—-65% Content creation cost is primary COGS driver

. . Content licensing and production are dominant

Streaming video (ad-supported) 30%—-55%

costs
Podcast / audio (ad-supported) 50%—70% Lower production cost vs. video; growing CPMs
Newsletter / email media 60%—-80% Minimal production cost; high direct-sold CPMs
Out-of-Home digital (DOOH) 35%—-55% Screen installation, maintenance, and location fees

CFO INSIGHT

The single most powerful gross margin improvement lever in advertising-supported media is the
direct-to-programmatic revenue mix. Direct-sold advertising typically yields 75%—90% of advertiser spend to
the publisher; programmatic yields 55%—-70% after the programmatic tax. Moving 10 percentage points of
revenue from programmatic to direct — at the same overall revenue level — adds 5 to 15 percentage points
of gross margin. Build explicit direct-to-programmatic mix targets into the annual budget and tie sales team
incentives to direct revenue volume.

SECTION 5

TAX ISSUES FOR ADVERTISING-SUPPORTED BUSINESSES

Tax Architecture: Digital Advertising's Growing
Tax Burden

Digital advertising businesses face a tax landscape that has changed more rapidly in the past five years
than in the prior two decades. The combination of state-level digital advertising taxes, international digital
services taxes specifically targeting advertising revenue, nexus created by digital presence in new ways,
and the emerging regulation of advertising data under privacy laws creates a tax compliance challenge that
the advertising CFO must manage with the same rigor applied to any other major business risk.
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5.1 State Digital Advertising Taxes: The Maryland Precedent

Maryland became the first US state to enact a tax specifically targeting digital advertising revenue when its
Digital Advertising Gross Revenues Tax took effect in 2022. The tax applies to annual gross revenues
derived from digital advertising services in Maryland at graduated rates: 2.5% on revenues between $100M
and $1B, 5% between $1B and $5B, 7.5% between $5B and $15B, and 10% on revenues above $15B.
Critically, this is a gross revenue tax — it applies to the top line, with no deduction for costs, making it
potentially more burdensome than an equivalent income tax.

Maryland's tax has been challenged in federal court on multiple grounds, including the Internet Tax Freedom
Act (which prohibits discriminatory taxes on internet commerce) and the Commerce Clause. As of the time
of writing, litigation is ongoing. Regardless of the outcome in Maryland, several other states — including
New York, Montana, and others — have introduced or are considering similar digital advertising taxes. The
CFO of any business with material digital advertising revenue in US states must monitor this legislative
landscape closely and model the potential tax impact of state digital advertising taxes in any state where
adoption appears likely.

TAX ALERT
A 5% gross revenue tax on digital advertising is economically equivalent to an income tax of 50% or more on
advertising businesses with 10% net margins. Because these taxes apply to gross revenue with no cost
deduction, they can eliminate profitability entirely for publishers with thin margins. The CFO must model the
state digital advertising tax exposure explicitly in the annual tax provision and in any state where the business
has material advertising revenue from advertisers targeting state residents. Engage specialized state and
local tax counsel — this is not a standard income tax issue.

5.2 International Digital Services Taxes on Advertising Revenue

Internationally, digital services taxes specifically targeting advertising revenue are already in effect in
numerous jurisdictions. The UK's Digital Services Tax (2% on revenues from UK users of search engines,
social media platforms, and online marketplaces exceeding £500M globally and £25M from UK users)
applies to advertising revenue. France's DST (3% on revenues from digital interface services and targeted
advertising exceeding €750M globally and €25M in France) applies. Austria, Italy, Spain, Turkey, Kenya,
and others have similar taxes in effect.

These DSTs are generally not income taxes — they are revenue taxes, typically non-deductible against
income taxes in the jurisdiction imposing them, and the US allows a foreign tax credit only for taxes that are
income taxes or taxes in lieu of income taxes. DSTs that are gross revenue taxes are often not creditable
against US federal income tax, meaning they represent an incremental effective tax rate increase with no
offset. The CFO must calculate the total DST burden as a separate line in the effective tax rate reconciliation
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and include it in investor communications that explain the GAAP effective tax rate.

5.3 Advertising Tax Nexus: Where Is the Ad Served?

Sales tax nexus for digital advertising services is an evolving area of state tax law. Most states currently
exempt advertising services from sales tax — advertising has historically been considered a service, not a
taxable sale of tangible personal property. However, several states tax certain digital advertising services,
and the combination of economic nexus rules post-Wayfair with an expanding definition of taxable digital
services creates a risk that additional states will impose sales tax or gross receipts tax on digital advertising
in coming years.

The nexus analysis for digital advertising also raises the question of where an ad impression is served. If the
advertiser is in New York, the publisher's servers are in Virginia, and the user who sees the ad is in
California — which state has nexus? Most sourcing rules for services apply a destination-based approach
(tax where the buyer/user receives the benefit), but this creates complex apportionment challenges for
publishers who serve impressions across dozens of states simultaneously. Build a state-by-state advertising
revenue apportionment model and review it with state tax counsel annually.

SECTION 6

FIRST-PARTY DATA AND THE POST-COOKIE ECONOMY

First-Party Data: The CFO's Most Important
Intangible

The deprecation of third-party cookies — the tracking technology that has enabled targeted digital
advertising for two decades — is the most significant structural shift in the digital advertising industry since
the rise of programmatic. Google's Chrome browser, which accounts for approximately 65% of global
browser usage, began limiting third-party cookies in 2024 and is moving toward full deprecation. Apple's iOS
privacy changes (App Tracking Transparency, introduced in 2021) already significantly limited cross-app
tracking on mobile. The result is that the advertising industry's ability to target users based on third-party
data — data collected about users on other websites and apps — is rapidly eroding.

For the advertising CFO, this shift has two interconnected implications. First, it reduces the value of

programmatic advertising inventory that relied on third-party data for targeting — lower targeting precision
means lower CPMs and lower fill rates on programmatic demand. Second, it dramatically increases the
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value of first-party data — data collected directly from users who have authenticated with the publisher's
own properties. A publisher with a large, authenticated, opted-in user base has a targeting asset that
advertisers will pay a significant premium to access.

6.1 First-Party Data as a Revenue Asset

First-party data monetization takes several forms in an advertising business. The most direct is audience
targeting: the publisher uses its own user data to serve more relevant advertising, which commands higher
CPMs. The second is data collaboration: the publisher and advertiser match their respective first-party data
sets using privacy-safe technologies (clean rooms, hashed identity resolution) to identify which of the
advertiser's customers are in the publisher's audience and to measure campaign effectiveness. The third is
audience extension: the publisher licenses its authenticated audience data to advertisers who want to target
the same users across other channels.

FIRST-PARTY DATA CPM PREMIUM

Unt argeted CPM (no user data): $2.50 — $4.00
Contextual ly targeted CPM $4.00 — $8.00
First-party audi ence targeted CPM $8. 00 — $20. 00
Hi gh-intent, authenticated CPM $15. 00 — $45. 00

First-Party Data Premium= (1P Targeted CPM/ Untargeted CPM - 1
Exanpl e: $12 1P CPM/ $3 untargeted CPM = 4.0x prem um

Revenue | npact: 10M nonthly 1P-targetabl e inpressions x $9 CPM preni um
= $90, 000/ nonth = $1.08M year increnental revenue from 1P data

6.2 Privacy Compliance Costs: CCPA, GDPR, and Beyond

The CFO must account for the significant costs of building and maintaining the consent management, data
governance, and privacy compliance infrastructure required to collect and monetize first-party data legally.
GDPR in Europe requires explicit consent for data collection and use for advertising purposes — and the
fines for non-compliance are severe (up to 4% of global annual turnover). CCPA and CPRA in California,
and similar laws in Virginia, Colorado, Connecticut, Texas, and other states, require opt-out mechanisms for
data sale, privacy notices, and consumer data rights management.
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Privacy Compliance Component Annual Cost Range Financial Risk of Non-Compliance

Consent Management Platform
(OneTrust, etc.)

$50K—$200K /yr
GDPR / DPA legal counsel (EU) $100K—-$500K/yr
CCPA / state law compliance program $75K—-$300K/yr

Data clean room technology (Habu,

100K—$400K/
InfoSum) $ $ 4

Identity resolution platform (LiveRamp) $150K—-$600K/yr

Privacy engineering headcount $300K-$1.5M/yr

Regulatory enforcement; fine risk

Fines up to 4% of global turnover

CPPA enforcement; private right of action (CPRA)

Revenue risk if data collab becomes unusable

Revenue risk if 1P data becomes untargetable

Systemic compliance failure risk

Privacy compliance is not a cost center — it is a revenue protection investment. A GDPR fine of 2% of global
turnover on a $200M revenue business is a $4M cash penalty. A CPRA class action settlement for unlawful
data sale can run $10M to $50M for a mid-sized publisher. Build the privacy compliance program at the level

of rigor appropriate for the data volumes you handle, and present the investment to the board as insurance

against a risk that has already materialized at peer companies. The CFO who says privacy compliance is
someone else's problem is the CFO who will be explaining a regulatory settlement to investors.

SECTION 7

ACCOUNTING ISSUES FOR ADVERTISING BUSINESSES

Accounting Architecture: Media and Advertising

Complexity

Advertising businesses face a set of accounting issues that are distinctive to the model: barter transactions,

agency commissions contra-revenue treatment, content capitalization, and the accounting for audience data

as an intangible asset. The CFO must establish clear accounting policies for each of these areas — policies
that are GAAP-compliant, auditor-approved, and consistently applied — before the business scales to the
point where the judgments become material and subject to enhanced scrutiny.

7.1 Barter / Non-Monetary Transactions (ASC 845)
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Advertising companies frequently engage in barter transactions: exchanging advertising inventory for goods
or services rather than cash. A media company might trade $500,000 of advertising inventory to a hotel
chain in exchange for $500,000 of hotel rooms used for staff travel, or trade inventory to a technology
vendor in exchange for software licenses. Under ASC 845 (Nonmonetary Transactions), barter advertising
revenue can be recognized only if the fair value of the advertising given up is determinable within
reasonable limits — typically established by reference to the company's cash selling prices for similar
advertising inventory.

Barter revenue can only be recognized to the extent of the fair value of advertising exchanged, and the
goods or services received must be measured at the same fair value. Barter transactions that cannot be
measured at fair value are recorded at the carrying value of the asset or service given up — which for
advertising inventory is typically zero (since unfilled impressions have no carrying cost). This means many
barter transactions produce no recognizable revenue or expense. The CFO must maintain a barter
transaction register and evaluate each transaction for fair value determinability before recording any
revenue.

7.2 Content Capitalization (ASC 920 and ASC 926)

For media companies with significant original content production, the accounting for content costs is
governed by specialized standards: ASC 920 (Entertainment — Broadcasters) and ASC 926 (Entertainment
— Films). Under these standards, costs incurred to produce content that will be licensed or broadcast —
original series, films, documentaries — are capitalized as intangible assets (film costs or content library) and
amortized over the expected revenue-generating life of the content, using the individual film forecast
method.

The individual film forecast method requires the company to estimate the total lifetime revenue expected
from each piece of content and to amortize costs in proportion to the ratio of current period revenue to total
estimated lifetime revenue. If a documentary is expected to generate 40% of its lifetime revenue in year 1
and 60% over years 2 through 5, then 40% of the production cost is expensed in year 1. If the revenue
estimate changes — because the content is performing better or worse than expected — the amortization
schedule is updated prospectively. This creates volatility in content amortization expense that the CFO must
communicate clearly to investors.
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INDIVIDUAL FILM FORECAST AMORTIZATION

Period Anortization = (Period Revenue / Total Estinated Lifetine Revenue)
x Unanortized Content Cost

Exanpl e: $5M docunentary, $8Mestimated |ifetine revenue
Year 1 actual revenue: $3.2M (40% of $8M esti mate)
Year 1 anortization: ($3.2M/ $8M x $5M = $2, 000, 000
If year 2 revenue estimate revised dowmn to $6Mtotal:
Rermai ni ng unanortized: $3.0M / Remaining est. revenue: $2.8M
Year 2 anortization accel erates proportionally

7.3 Volume Incentive Programs and Contra-Revenue

Advertising companies frequently offer volume incentive programs to agencies and large direct advertisers
— rebates, bonus inventory, or cash payments triggered when the advertiser spends above specified
thresholds. Under ASC 606, these volume incentives are forms of variable consideration that reduce the
transaction price. They must be estimated at the beginning of the contract period and recorded as
contra-revenue (reducing gross advertising revenue) as the advertiser spends toward the threshold. The
estimate must be updated as actual spend becomes clearer, with any change in estimate recognized in the
current period.

The contra-revenue treatment of volume incentives can have a significant impact on reported gross revenue
at companies with large agency books that carry substantial volume agreements. The CFO must ensure that
the sales team's contract management system captures the terms of all volume incentive agreements and
feeds them into the revenue recognition engine — manual spreadsheets are not adequate for managing this
complexity at scale.

SECTION 8

BUILDING THE ADVERTISING FINANCIAL MODEL

The Advertising Financial Model

The advertising financial model is built around the intersection of audience size (the supply of impressions)
and advertiser demand (the CPMs and fill rates that convert those impressions to revenue). Unlike SaaS,
where revenue is built from ARR and churn, or marketplace, where revenue is built from GMV and take rate,
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advertising revenue is built from the product of audience metrics and monetization metrics. The CFO must
model both dimensions simultaneously and understand how changes in audience size, audience
composition, fill rate, and CPM interact to produce the revenue line.

8.1 The Advertising P&L; Architecture

Direct + Programmatic + Sponsorship +

Gross Advertising Revenue 100%
Data
Less: Agency Commissions . .
gency 15% of agency-mediated direct revenue (5%—15%)
(contra-rev)
Less: Volume Incentives . .
Estimated rebates and bonus inventory (2%—8%)
(contra-rev)
Net Advertising Revenue Recognized per ASC 606 77%—93% of gross

Content + SSP fees + CDN + ad serving +

Cost of Revenue 35%-55%

verification
Gross Profit Net Revenue - COGS 45%—-65%
Sales & Marketing Ad sales team + marketing + sponsorships 15%-30%

Product + engineering for platform and ad

Research & Development tech 8%—18%

General & Administrative Finance, legal, HR, executive, facilities 8%—-15%

EBITDA Margin Gross Profit - Operating Expenses 5%—25% at scale

8.2 The Revenue Forecast Architecture

Advertising revenue forecasting requires modeling three separate revenue streams — direct-sold,

programmatic, and data/sponsorship — each with different drivers, different seasonality, and different
growth trajectories. The monthly forecast should model each stream separately, using the appropriate
leading indicators for each.
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ADVERTISING REVENUE FORECAST BY STREAM

Direct Revenue = (Pipeline x Cose Rate x Avg Deal Size) + Renewal Revenue
+ [(Vol ume Threshol d Accounts x Estimated Spend)]

Programmatic Revenue = Avg Monthly Inpressions x Fill Rate x Effective CPM/ 1, 000
Ef fective CPM varies by: seasonality, cookie/data availability, floor price

Data / Sponsorship = Active Sponsorship Contracts x Contract Value / 12
+ Data Licensing ARR/ 12 + Ad |nnovation Products

Total Net Revenue = Sum of three streams - Agency Conmi ssions - Vol |ncentives

SECTION 9

COMPLETE ADVERTISING METRICS FRAMEWORK

The Advertising and Media CFO Metrics
Framework

The advertising metrics framework spans audience metrics (the supply side of the advertising business),
monetization metrics (how efficiently audience is converted to revenue), financial metrics (the economic
health of the business), and data and privacy metrics (the health of the first-party data asset). All four
categories are essential — a business with growing audience but declining monetization is as troubled as
one with stable monetization but a shrinking audience.

9.1 Audience and Supply Metrics

Monthly Unique Visitors Deduplicated users visiting in

Primary audience size KPI; track YoY trend
(MUV) calendar month y

Logged-in or authenticated users per Higher value for 1P data targeting; track

Monthly Active Users (MAU)
month separately

Sessions per User per

Month Total sessions / Unique users Engagement quality indicator; >4 excellent
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Pages / Screens per
Session

Total Monthly Impressions

Authenticated Audience %

Time on Site
(minutes/user/month)

Total page views / Total sessions

All ad-eligible page views x avg ads
per page

MAU / MUV

Total minutes / Unique users

9.2 Monetization Metrics

Fill Rate

Effective CPM (eCPM)

Direct Revenue %

Programmatic Revenue %

Average CPM — Direct

Average CPM —
Programmatic

Revenue per 1,000 Users
(RPM)

Sell-Through Rate

Impressions sold / Total available
impressions

Total Revenue / (Total Impressions /
1,000)

Direct-sold revenue / Total ad revenue

Programmatic revenue / Total ad
revenue

Direct revenue / (Direct impressions /
1,000)

Programmatic revenue / (Prog.
impressions / 1,000)

Total Revenue / (MUV / 1,000)

Sold direct impressions / Available
direct inventory

9.3 Financial and Operational Metrics

eFuturesCFO

The Systems CFO | efuturescfo.com

More pages = more ad impressions per user

Primary supply metric; basis for revenue
ceiling

>30% excellent for 1P data value; rising =
strategic asset

Higher = stronger content engagement;
premium CPM signal

>85% excellent; <70% needs yield audit

Varies by vertical; track trend vs. prior year

>40% target; rising = premium yield
improvement

Monitor; higher = more intermediary leakage

Track by format (display, video, native, audio)

Benchmark vs. industry floor pricing

Publisher health metric; rising = monetization
improving

>70% for premium inventory classes
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Total invoiced to advertisers /

Gross Advertising Revenue . .
agencies before deductions

Gross less agency commissions and

Net Advertising Revenue . .
volume incentives

Content Cost per Unique
Total content cost / Average MUV

User

Revenue per Employee Total Revenue / Total FTE

Ad Tech Cost as % of SSP + DSP + verification + ad server /
Revenue Net Revenue

Total audience growth marketing

Audience Acquisition Cost
spend / Net new MUV

Incremental Revenue from Content /
Content Production Cost

Content ROI

EBITDA Margin EBITDA / Net Revenue

9.4 Data and Privacy Metrics

Primary top-line KPI

GAAP revenue line; benchmark growth YoY

Declining over time = content efficiency
improving

>$200K growing; >$350K mature media

<15% target; higher = programmatic
over-reliance

Compare to RPM x expected visitor tenure

Track by content category and format

5%—25% for digital media; improving trend
essential

Users granting advertising consent /

Consent Rate
Total users shown consent

Targetable 1P impressions / Total

1P Data Coverage Rate . .
impressions

(1P Targeted CPM - Untargeted CPM)

1P CPM Premium
/ Untargeted CPM

Data Clean Room Activation = Advertisers using clean room

Rate matching / Total direct advertisers
GDPR / CCPA Opt-Out Users opting out / Total users
Rate presented with choice

Privacy Compliance Spend Total privacy compliance cost / Net
% of Revenue Revenue

>65% GDPR market; >80% CCPA opt-in

>25% excellent; rising = data strategy
working

>200% premium validates 1P data
investment

>20% signals advanced 1P data monetization

<10% opt-out signals healthy consent UX

1%—4% justified by data monetization
premium
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SECTION 10

ADVERTISING CFO OPERATING CHECKLIST

The Advertising and Media CFO Checklist

The following checklist covers the minimum set of financial, accounting, tax, and operational capabilities that
the CFO of an advertising-supported or media business must maintain. It is organized by domain and should
be reviewed at every quarter-end close and before any significant investor, board, or audit interaction.

Revenue Management and Recognition

» ASC 606 revenue recognition policy documented for each revenue type: CPM (as impressions
served), CPC (at click), CPA (at verified conversion), sponsorship (ratably), and data licensing (at
delivery or ratably); auditor approval obtained.

» Makegood reserve established and updated monthly using actual campaign delivery data; estimated
underdelivery calculated by campaign and by advertiser; contra-revenue adjustment recorded in the
close.

» Deferred revenue rollforward prepared for all prepaid campaigns; reconciled to cash received and
impressions delivered monthly; no prepaid campaign revenue recognized before delivery begins.

» Agency commission contra-revenue treatment applied consistently; all agency-mediated buys
identified and the commission portion excluded from gross revenue recognition.

 Volume incentive program accrual updated monthly; aggregate accrual reconciled to active volume
agreements; contra-revenue presentation confirmed with auditors.

* Principal-versus-agent determination documented for each programmatic revenue stream; gross
revenue recognition with SSP/exchange fees as cost of revenue confirmed by auditors.

Content and Cost Management
« Content capitalization policy documented under ASC 920 or ASC 926 (as applicable); individual
film/content forecast updated at each quarter-end; impairment assessment completed annually.
* Barter transaction register maintained; fair value determination documented for each barter
arrangement; revenue recognized only where cash selling price equivalent established.
» Programmatic supply chain costs (SSP fees, exchange fees, verification) tracked by vendor monthly;
concentration risk assessed (no single SSP exceeding 30% of programmatic revenue without
diversification plan).
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« Direct-to-programmatic revenue mix tracked monthly and presented to board; CFO commentary on
mix trend included in every board financial package.

Tax and Regulatory Compliance

» State digital advertising tax exposure analysis completed; Maryland DAT compliance assessed;
exposure in all states with pending digital advertising tax legislation modeled and included in tax
provision.

* International DST (UK, France, Austria, Italy, India, and others) compliance reviewed; gross revenue
taxes recognized as period expenses — not income tax; foreign tax credit analysis confirms creditability
against US federal tax.

« State nexus analysis current for advertising revenue; sourcing methodology (destination-based)
documented; apportionment calculation reviewed with state tax counsel annually.

* GDPR consent mechanism current and compliant with latest ICO and EDPB guidance; DPA
registration current in all EU member states with data processing activities.

» CCPA / CPRA privacy notice and opt-out mechanism current; consumer data request fulfillment
process operational; annual privacy audit completed.

Data and First-Party Data Strategy
» Consent management platform operational; consent rates tracked monthly by user geography;
declining consent rates trigger immediate UX review.

* First-party data coverage rate (targetable 1P impressions / total impressions) calculated monthly; 1P
CPM premium quantified quarterly and reported to board.

« Data clean room technology operational for advertiser audience matching; at least three major
advertisers activated on clean room measurement in prior quarter.

« Identity resolution platform (LiveRamp, Unified ID 2.0, or equivalent) integrated; authenticated user
percentage tracked monthly as a leading indicator of 1P data monetization potential.

» Annual data monetization revenue model prepared: quantifies incremental revenue attributable to 1P
data targeting premium, data licensing, and clean room activation fees.

Closing Perspective: The Advertising CFO in the
Attention Economy
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The advertising-supported business model is, at its core, a bet on the value of human attention. Everything
the CFO does — from yield management to content cost optimization to first-party data strategy — is in
service of maximizing the economic value extracted from that attention without destroying the editorial or
experiential quality that attracted the audience in the first place. This is the fundamental tension of
advertising-supported media, and it is a tension that the CFO must actively manage, not simply observe.

The post-third-party-cookie transition is the most significant structural challenge the advertising CFO faces
today. It is not merely a technical challenge for the engineering team — it is a financial architecture
challenge. The business model that generated predictable CPMs and fill rates based on third-party data is
being replaced by a model that requires investment in consent infrastructure, first-party data strategy,
identity resolution technology, and clean room partnerships. These investments must be justified in the
financial model, funded from the P&L;, and tracked against measurable revenue outcomes. The CFO who
builds this framework early has a significant advantage over one who waits for the revenue impact before
reacting.

The digital advertising tax landscape — state digital advertising gross revenue taxes, international DSTSs,
and the expanding definition of taxable digital services — is the other structural challenge that will define
advertising finance for the next decade. The gross revenue tax structure of these taxes is particularly
dangerous for publishers with thin margins: a 5% gross revenue tax can eliminate profitability entirely.
Proactive modeling, lobbying engagement, and structural planning are all tools the CFO should deploy.

Part 7 of this series examines the App Store and Mobile Platform model — the 30% platform rake, I1AP

revenue splits, subscription revenue recognition for in-app products, virtual goods accounting, foreign
currency settlement mechanics, and the global tax treatment of app economy revenue.

End of Part 6: Advertising-Supported / Media Model | Financial Architecture of Different Business Models
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