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consumers were spending again.
lkand the Sales probably grew at an aver-
. age annual rate of 4 percent dur-
t:i”tgfme. ing the first five months of re-
orking tailers’ current fiscal year, the
Twitter sharpf;st gain since 2006, the In-
he ternahonalt Couneil of Shopping
od fliers Centers said.
Jaining And s0 a few hard numbers —
and a lot of hope -~ sent the mar-
f ket soaring. The Standard &
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p-nsave only two days ago had sunk to a
'Oik‘tnog 10-month low, rose 32.31 points, or
:;ag’s Continued on Page 11
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urope Caps
ing Pay at Banks
n t}le .
iew. To CurbRisk
By LIZ ALDERMAN
1l seem PARIS — As Wall Street drags
5t its feet on reining in bonuses, the
European Unjon is forcing its
veafew banks — by law — to show some
rreall restraint.
ng at The European Parliament on
me to Wednesday approved one of the
. You can world’s strictest crackdowns on
1your exorbitant bank pay, golng be-
_ofwhy yond some of the limits that
many banks were pressed to
R adopt after the financial crisis.
iggest The Federal Reserve has ac-
ce, )"’“I‘ cused banks in the United states
bers —22 of moving too slowly to change
the compensation  practices  that
ving by 5 stoke  excessive  risk-taking.
While American and British reg-
0ok"— ulators have adopted the princi-
ry —of ples of Europe’s new measure, of-
stribute to ficials here are going a step fur-
fact, ther with caps on the percentage
tactly that of a bonus that can be given in
cebook at cash and with other changes to
15 many v compensation.
If as you Bankers in the union’s 27 na-
g: your . ® tions will be barred from taking
ion, home more than 30 percent of a
rite Frl e nd l ng the WO rl d bonus in cash starting next year,
phiotos. and they will risk losing some of
:nds, past . . the remainder if the bank’s per-
1ceept By MIGUEL HELFT Facebook Spreads Bebo all but irrelevant, forcing formance erodes gver the next
you can Sergey Brin, a Google founder, f:%Ly‘e‘; f:gf::flf’ég Lf;;h? :é‘;g:slgssg three years, Banks that do not
ages takes issue with people who sa ; curb the salaries of their biggest
pag Google has failed tg gax;n afoothol?ll B eyond U’S‘ B OYdeYS, . g:ﬁgg:ée ;“ Sgﬁ‘i’gzany‘rmi“ﬁe‘&?“:g earners will have to set ggide
cebook is in social networking. Google has . ’ 3 » W ' more capital to make up for risk.
photos had successes, he often says, espe- Dlsplacmg Rivals February was the dominant social “The exercise here 1 to make
who cially with Orkut, the dominant network there. i . sure that bonuses are not a one-
ong-lost service in Brazil and India. ; ) With hy’s typical self-confi- way bet, so that if you take risks
old Mr, Brin may soon have to revise his answer. dence, Mark Zuckerberg, Fagebook N 26—year—o]d"chlef ex- and lose in a big way, that will af-
1ps that Facebook, the social network service that started ina  ecutive, recently said it was “almost guaranteed” that the fect what you get” said Nick
of Harvard dorm room just six years ago, is growing at a diz=  company would reach a billion users. Dent, a partner at the law firm
ressages zying rate around the globe, surging to nearly 500 miltion Though he did not say when it would reach that mark, Barlow Lyde & Gilbert who mon-
o0 users, from 200 million nsers just 15 months ago. the predlgtlon was not greeted with the skepticism that itors compensation.
It is pulling even with Orkut in India, where only a  l1ad met his previous boasts of fast growth. Large cash bonuses have been
year ago, Orkut was more than {wice as large as Facebook. ~_ ““They have been more innovative than any other so- blamed for encouraging the type
In the last year, Facebook has grown eightfold, to eight  ¢ial network, and they are going to continue to grow,” said of excessive risk that stoked the
million users, in Brazil, where Orkut has 28 million. Jeremiah Owyang, an analyst with the Altimeter Group. financial crisis. Under political
tes apps In country after country, Facebook is cernenting itself ~ “Facebook wants to be ubiguitous, and they are being suc- pressure, banks in Britain, Ger-
iother as the leader and often displacing other social networks, ~cessful for now” many and France had already
ew weekly much as it outflanked MySpace in the United States. In The rapid ascent of Facebook has no company more moved to limit honuses last year.
‘inthe Britain, for example, Facebook made the formerly popular Continued on Page 8 The legislation, passed by a
vote of 626 to 28, codifies a com-
h promise clinched last week be-
Continued on Page 11
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Exclusive to the print edition: Stories in
today’s Chronicle with this logo can be found
only in The Chronicle’s print and e-editions

at this time. They will be online at sfgate.com
beginning Tuesday. E-editions are available for
purchase at sfg.ly/9hZRui. Print subscribers
can go to the same link to sign up for free e-editions.

Today’s exclusive stories ate: Animated Workplace, Digital
World, Campaign 2010 and Sunday Profile on A1, Native
Son on Az, Willie Brown and Matier & Ross on Di, Kath-
leen Pender and Andrew 8. Ross on 151, Miss Bigelow on

F3, Gwen Kunapp on Bi, Scott Ostler on Bz, Bruce Jenkins
on B3, John Shea on B6 and Tom Stienstra o1 Bo,

Ashicy Saevyn, CéR No. 12(M¢e
A /. fon /4
Date_ [=2/e22 f.1/.
Wiihess: . 4,

‘, i

» Gwen Knapp: Bay Area
soccer fans enjoy U.S.'s tie. B1

W Bottom Line: 5.T. lawyer
weighs in on the BP oil spill. Bl

- climbing the
Itockies by rail. &

¥ Streams: Plans under way
to unearth hidden creeks. D1

¢ TECHNOLOGY

A bold new digital world

The many ways Silicon Valley’s Big Three companies are changing how we live, work, play

By James Temple

CHROMICLE STAPF WRITER

If you draw a triangle through Silicon Valley, a lopsided

ice cream cone covering less than 15 square riles from

Cupertina to Palo Alte to Mountain View, you'd capture

the headquariers of arguably the three most influential
companies in consumer technology today.

Apple, Google and Facebook
ave cranking out the gadgets,
applications and ecosystems
redefining the way we commmi-
nicate, consume media, find
information, do business and
engage with the world.

Each company is steered by
visionary founders, powered
by ridiculously smart employ-
ees, and driven by what's seen
as a higher mission than sim-
ply banging out profits. They
argue, at least, that they want

! to create a better world
through betier technology:
lightning-fast access to unlim-
ited information, communica-
tions tools that shrink the gap
between people, or elegant
products that simply delight.

The stories that follow artie-
! ulate the three companies’
. visions of the near future,
distinguish how they’re com-
plementary or opposed, and
explore what the relative suc-
! cess or failure of each could
mean for personal technology
in the 218t century.

Continues on page A18

Google: All the info, anytime
The online search giant wants everyone to have
afforduble and instant access to the world's
storehouse of information, Page AI8

Apple: Move aside, PCs

Steve Jobs sees the era of the personal computer
giving way to portable devices, with apps driv-
ing the digital experience. Page A18

Facebook: A more open world
The social networking company wants to turn
the entire Internet into one big interconnected
“social graph.” Page A19

. CAMPAIGN 2010

GOP likely
to knock
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FACEBOOK

e

By Benny Evangelista
CHRONICLE STAFF WRITER

For the half-billion
people who use Facebook
today, the social network
is a single online destina-
tion to share news,
thoughts, photos, video
and comments with
friends and relatives.

But the Palo Alto com-
pany wants to turn the
entire Internet into one
interconnected “social
graph,” where Web sites
and online services are
linked through inter-
actions surging through
the myriad networks
formed by Facebook
members.

Already, Facebook
members can login, go to
sites like Internet radio
service Pandora and
easily discover the music
their friends like. Or they
can go to Yelp and see
restaurant recommenda-
tions from trusted family
members,

CEO’s vision

And while crities fear
Facebook is unfairly
pushing its members to
place too much of their
private information into
public view, Chief Exec-
utive Officer Mark Zuck-
erberg believes Facebook
is the link that will make
the world a better place.

“People want to share
and stay connected with
their friends and the
people around them,”
Zuckerberg said last
month in a company
video explaining new
streamlined privacy set.
tings.

“When people have
control over what they
share, they’re comfortable

CEO Mark Zuckeérberg: “In a more open world, many of the biggest problems ... will become easier to solve.”

sharing more. When
people share more, the
world becomes more
open and connected. And
in a more open world,
many of the biggest prob-
lems we face together will
become easier to solve.”

In another setting,
Zuckerberg could be
dismissed as just another
young, idealistic dreamer,
But the 26-year-old chief
executive’s vision has
impact because in only six
years, Facebook has es-
tablished itself as one of
the world’s most influ-
ential firmms.

Tacebook’s member-
ship now cuts across ajl

i demographics and is

available in 70 different
languages. Itis the leader
ofa social media revolu-
tion that has created new
platforms for sharing
news, reconnecting with
friends, playing games,
interacting with custom-
ers, swaying voters and
sounding clarion calls to

{ action.

Facebook has even

! introduced a payment
. system called Facebook

Credits that some ana-
lysts say could become a
universal currency,

With the knowledge
Facebook is accumulating
from its members, “it’s

to a better

truly a database of the
collective activities of a
larger and larger percent-
age of mankind,” said
veteran technology jour-
nalist David Kickpatrick,
author of “The Facebook
Effect: The Inside Story of
the Company That is
Connecting the World.”

Facebook wants to
provide a “universal iden-
tity systemn for everyone
on the Internet,” anon-
line passport to an evolv-
ing digital world, Kirk-
patrick wrote in his book,
which was released Wed-
nesday,

He even suggests Face-
book is steering a course

| toward “a form of univer-
{ sal connectivity that is

. the world,” he said.

Mike Kepka / The Chronicte

truly new in human soci-
ety.... Some have gone so
far as to say it could
evolve toward a crude
global brain.”

Kirkpatrick said heis
convinced Zuckerberg,
who runs the company
with the tech geek focus
of a Bill Gates and the
uncompromising grip of a
Steve Jobs, is genuinely
less interested in building
a’business just to make
money, although he
knows it will.

“He’s doing it to change

Still, Faceboolk’s ambi-

1N

tions to dominate the Weh
continue to fuel criticism,
and analysts question
whether the firm will
someday go too far,

“Facebook’s attitude is
tomake the changes it
wants and to see how
much it can get away
with,” said Forrester
Research analyst Josh
Bernoff. “We will see
what those limits are,”

Lile Jobs and Apple
Ine,, Zuckerberg and
Facebook are trying to
carve out their own piece
of the digital world that
they can control, a strate-
gy that harks back to the
1990s when onetime tech
juggernaut America On-
line setup “walled gar-
dens” of content that at
firstdid not connect to the
open Internet,

Keeping them happy

But the most rapid
innovation was occurring
on the outside, which
eventually forced AOL to
break down its walls,
Ioosen its control and
ultimately lose custom-
ers.

The same could hap-
pen with Facebook,

“The innovators aren’t
interested in going into a
place where the rules are
being made by a dictator,”
Bernoffsaid. “The power
comes from the Apple
device users, and the
power comes from the
people who love to beon
Facebook. As soon as
customers get annoyed
with either Facebook or
Apple, that power goes
away.”

E-mail Benny Evangelisia
atbevangelista@
sfehronicle.com.
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torrent of complaints, Facebook quickly
changed Beacon to be an opt-in system, and
by December 2007, the company gave users
the option of turning off Beacon completely.
Ask Zuckerberg and other executives about
the program now, and you'll notice that
Beacon hasbecome to Facebook what Volde-
mort is to Harry Potter’s world—the thing
that shall not be named.

Facebook isn’t the only company to
have made a serious social-networking in-
fraction. In February, Google apologized
after the rollout of its Twitteresque Buzz
application briefly revealed whom its users
e-mailed and chatted with most, a move
that alarmed, among others, political dis-
sidents and cheating spouses. But at Face-
book, the Beacon debacle didn't stop the
company from pushing to make more in-
formation public. This winter, the company
changed its privacy controls and made cex-
tain profile details public, including auser’s
name, profile photo, status updates and any
college or professional networks. During
the transition, Zuckerberg’s private photos
were briefly visible to all, including several
pictures in which he looks, shall we say,
overserved. He quickly altered his settings.

In April, the site started giving third-
partyapplications more access to user data.
Appslike my beloved Mob Wars used to be
allowed to keep your datafor only 24 hours;
now they can store your info indefinitely—
unless you uninstall them. This spring,
Facebook also launched something called
Instant Personalization, which lets a few
sites piggvback onto Facebook user data
to create recommendation engines. Once
again, as with Beacon, users were automat-
ically enrolled.

‘With each set of changes to Facebook’s
evolving privacy policy, protest groups
form and users spread warnings via sta-
tus messages. In some cases, these outcries
have been quite sizable. Zuckerberg points
to 2006, when users protested the launch
of Facebook's News Feed, a streaming com-
pilation of your friends’ status updates,
Without much warning, tidbits that you
used to have to seek out by going to anindi-
vidual’s profile page were suddenly being
broadcast to everyone on that person’s list
of friends. “We only had 1o million users
at the time, and r million were complain-
ing,” Zuckerberg says. “Now, to think that
there wouldn’t be a news feed is insane.”
He’s right—protesting the existence of a
news feed seems silly in hindsight; Twit-
ter builtits entire site around the news-feed
concept. So give Zuckerberg some credit for
prescience—and perseverance, “That’s a
big part of what we do, figuring out what
the next things are that everyone wants
to do and then bringing them along to get
them there,” he says.

Private citizen Zuckerberg is responsible for turning friend into a verb. But don’t try to
friend the 26-pear-old CEO: the button on his profile has been disabled

But corralling soo million people is
a lot harder than corralling ro million.
And some users are ready to pull the plug
entirely. Searches for “how to delete Face-
book” on Google have nearly doubled in
volume since the start of this year.

The Web’s Sketchy Big Brother

IR FACEBOOK WANTS TO KEEP UP THE IN-
formation revolution, then Zuckerberg
needs to start talking more and make his
case for an era of openness more transpar-
ently. Otherwise, Facebook will continue
to be cast in the role of the Web’s sketchy

The company isn’t
forcing its users to
drink the Kool-Aid.
it’s just serving up
nice cold glasses,
and we’re gulping
it down

Big Brother, sucking up our identities into
a massive Borg brain to slice, dice and cat-
egorize for advertisers.

Butamid all the angst, don’t forget that
we actually like to share. Yes, Facebook isa
moneyimaking venture. But after you talk
to the company’s key people, it’s tough to
doubt that they truly believe that sharing
information is better than keeping se-
crets, that the world will be a better place
if you persuade (or perhaps push) people
to be more open. “Even with all the prog-
ress that we’ve made, I think we’re much
closer to the beginning thantheend of the
trend,” Zuckerberg says.

Want to stop that trend? The onus, as
always, is on you to pull your information.
Starve the beast dead. None of Faceboolc’s vi-
sion, be it for fostering peace and harmony
or for generating ad revenue, is possible
without our feeding in our thoughts and
preferences. “The way that people decide
whether they want to use something ornot
is whether they like the product or not,”
Zuckerberg says. Facebook is hoping that
we're hooked. As for me? Time to see if the
ex-girlfriend has added new photos. |
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How Facebook is taking Iﬁlﬁovaﬁon

over our lives Qu()tient

To hear how smart

1 i Investments In telecom
President Obama used it to get and notarork serices

elected. Dell will recruit new hires with EAUREEISIIER
it. Microsoft's new operating system oo}
borrows from it. No question,
Facebook has friends in high places.
Can CEO Mark Zuckerberg make
those connections pay off?

By Jessi Hempel, writer
Last Updated: March 11, 2009: 9:39 AM ET

(Fortune Magazine) -- Facebook held no appeal for Peter Lichtenstein. The New Paltz, N.Y ., resident had
checked out so-called social networking sites before, and he wasn't impressed. ("MySpace," he recalls, "was
ridiculous.")

A chiropractor and acupuncturist, Lichtenstein was already a member of a few professional web-based user
groups. The last thing he needed was another message box to check. Then a buddy posted a link to photos from a
trip to Thailand and India on his Facebook page and flatly refused to distribute them any other way. The friend's
assumption: Duh - everyone's on Facebook.

And so Lichtenstein, 57, recently became an official member of the Facebook army, 175 million strong and,
Facebook says, growing at the astounding rate of about five million new users a week, making it a rare bright spot
in a dismal economy. If Facebook were a country, it would have a population nearly as large as Brazil's. It even
edges out the U.S. television audience for Super Bowl XLIII, which drew a record-setting 152 million eyeballs,

But these days the folks fervently updating their Facebook pages aren't just tech-savvy kids: The college and
post-college crowd the site originally aimed to serve (18- to 24-year-olds) now makes up less than a quarter of
users. The newest members - the ones behind Facebook's accelerating growth rate - are more, ahem, mature types
like Lichtenstein, who never thought they'd have the time or inclination to overshare on the web. It's just that
Facebook has finally started to make their busy lives a little more productive - and a lot more fun.
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Try logging in to quickly check a message, and you may find yourself scrolling through new baby photos from
that guy who used to sit next to you in Mr. Peterson's English class. How did such a goofball end up with such a
cute baby? And how'd he find you here anyhow? Soon you're checking the friends you have in common. This
addictive quality keeps Facebook's typical user on the site for an average of 169 minutes a month, according to
ComScore. Compare that with Google News, where the average reader spends 13 minutes a month checking up
on the world, or the New York Times website, which holds on to readers for a mere ten minutes a month.

The "stickiness" of the site is a key part of 24-year-old CEO Mark Zuckerberg's original plan to build an online
version of the relationships we have in real life. Offline we bump into friends and end up talking for hours. We
flip through old photos with our family. We join clubs. Facebook lets us do all that in digital form. Yet we also
present different faces to the different people in our lives: An "anything goes" page we share with pals might not
be appropriate for office mates - or for the moms and grandmas who increasingly are joining the site. Basic
privacy controls today allow users to share varying degrees of information with friends, but when I recently met
with Zuckerberg m Palo Alto, he waxed philosophical about eventually giving a user the ability to have a different
Facebook personality for each Facebook friendship, a sort of online version of the line from Walt Whitman's
"Song of Myself": "I contain multitudes."

His ultimate goal is less poetic - and perhaps more ambitious: to turn Facebook into the planet's standardized
communication (and marketing) platform, as ubiquitous and intuitive as the telephone but far more interactive,
multidimensional - and indispensable. Your Facebook ID quite simply will be your gateway to the digital world,
Zuckerberg predicts. "We think that if you can build one worldwide platform where you can just type in anyone's
name, find the person you're looking for, and communicate with them," he told a German audience in January,
"that's a really valuable system to be building."

Just how valuable is subject to great debate. Microsoft (MSF1, Fortune 500) in 2007 invested $240 million for a
1.6% stake in the company, giving Facebook a valuation of about $15 billion. But according to a June 23, 2008,
court proceeding, the company values itself at $3.7 billion. (With a 20% to 30% stake, Zuckerberg quite possibly
is the world's youngest sclf-made billionaire, on paper at least.) A big part of the challenge in assigning a valuation
to Facebook is that its financial results don't come anywhere near to matching its runaway success signing up
members: The site pulled in estimated revenues of just $280 million last year, and sources close to the company
say it didn't break even.

Indeed, sometimes it seems as if everyone but Facebook is capitalizing on the platform. The Democratic Party in
Maine is using it to organize regular meetings. Accounting firm Ernst & Young relies on the site to recruit new
hires, and Dell (DELL, Fortune 500) will soon do the same. Microsoft's new operating system has a slew of
features lifted straight from Facebook's playbook.

Zuckerberg knows this is a make-or-break moment for the company he founded five years ago in his linoleum-
floored Harvard dorm room. He must figure out how to continue to add new members and make Facebook vital
to its mass audience without alienating the kids and early adopters who helped popularize the site. (Growth has
leveled off at MySpace, the original mega--social networking site with 130 million members, and it may wind up
as a playground for music lovers.)

He'll have to fend off search giant Google, which has its own grand plan to profit from social networks. And he
has to live up to his change-the-world bravado: The Net is riddled with examples of companies and services that
promised to be the next great communications platform - AOL (owned by Fortune's parent) and Yahoo (Y HOO,
Fortune 500), to name two - but failed to do so.

To help Facebook figure out how to profit from its scale and popularity, Zuckerberg has brought in a chief
operating officer, Sheryl Sandberg, who built Google's money-minting AdWords program. YouTube's former chief
financial officer, Gideon Yu, runs the finance operation. And the board is packed with old-school cred
(Washington Post publisher Don Graham and venture capitalist Jim Breyer) and tech smarts (PayPal co-founder
Peter Thiel and Netscape founder Marc Andreessen). Zuckerberg, who favors jeans and T-shirts, has taken to
wearing ties beneath his black North Face jacket because, as he tells his colleagues, "2009 is a serious year."
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And not just for Facebook. Few ultra-young tech company founders manage to hold on to the CEO reins as long
as Zuckerberg has. They either go on to become the stuff of legend (Bill Gates) or flame out fabulously. There are
certainly those who wonder whether the wunderkind is in over his head, punting on profitability when every other
company m Silicon Valley is under enormous pressure to make money. And what's a stiff, reticent guy who'd
rather be writing code doing in the CEO's job in the first place? Sure, Zuckerberg's done pretty well so far,
creating a site that has won a rabid following among mainstream web users. But a lot of those people were once
passionate about their AOL accounts too, Zuckerberg has our attention. What's he going to do with it?

A digital world

Mark Zuckerberg has always liked to build things. I first spoke with him in the summer of 2005 when he was still
crashing on a friend's couch in Menlo Park, Calif.? He was on his cellphone, pacing back and forth in the
backyard as he explained his parents' reaction to his project: "The thing I made before Facebook almost got me
kicked out of school,” he said, referring to Facemash, a site that Jet people rate photos. He went before the
school's administrative board to answer guestions about how he gathered data. "When [ started making Facebook,
[my parents] were, like, don't make another site." Then all his Harvard clagsmates - as well as students from the
rest of the Ivy League - joined, and be spent the remainder of his college money on servers. So much for school.

Even in our initial interview, Zuckerberg was clear that he wasn't simply creating another online tool for college
lids to check each other out. He called Facebook a "social utility" and explained that one day everyone would be
able to use it to locate people on the web - a truly global digital phone book. And he also knew that if the site
were easy to use, a combination of peer pressure and the so-called network effect would, like, totally kick in.
Since that summer afternoon Zuckerberg has passed legal drinking age, found an apartment, accepted more than
$400 million in venture capital, and attended the World Economic Forum in Davos, Switzerland, several times.

But Zuckerberg makes it clear to me that he's still intensely focused on connecting the entire world on Facebook -
only now his vision goes well beyond the site as a digital phone book. It becomes the equivalent of the phone
itself: It is the main tool people use to communicate for work and pleasure. 1t also becomes the central place
where members organize parties, store pictures, find jobs, watch videos, and play games. Eventually they'll use
their Facebook 1D as an online passkey to gain access to websites and online forums that require personal
identification. In other words, Facebook will be where people live their digital lives, without the creepy avatars.

To achieve that goal Zuckerberg has brought in plenty of seasoned veterans, like Google's Sandberg, but he's also
surrounded himself with young enthusiasts who share his view that Facebook can change the way people live and
work. Like the early employees at Google, most won't see 30 for a long time. Pass by a receptionist, a straw-
haired woman with funky glasses, and you'll notice she's updating her Facebook profile. Stroll through the stretch
of University Avenue in Palo Alto that houses the company's different offices (it is getting ready to consolidate
operations in new digs in April) and you'll be able to differentiate the Facebook employees from the venture
capitalists who toil in offices nearby: The Facebookers are the super-young brainiacs in ratty T-shirts and jeans.

At times it may seem hard to reconcile Zuckerberg's lofty aspirations for Facebook with the vtterly commonplace
content that users create on the site. Consider 25 Random Things, a new take on the chain letter that has grown
so popular it was written up in the New York Times Style section. You list 25 supposedly random things about
yourself and send the note on to 25 of your friends (who are supposed to do the same), but your randomness also
ends up on display to any gawker who may be surfing your profile. The items range from the banal (No. 17: 1
never, cver, ever throw up. Like five times in my adult life) to the intimate (No. 2: I knew 1 was gay in the sixth
grade but didn't tell anyone until I was 19). The feature is high profile - some 37,500 lists sprang up in just two
weeks - but taken as a whole it just seems like a lot of user-generated babble.

Yet it is that very babble that makes Facebook so valuable to marketers. Imagine if an advertiser had the ability to
eavesdrop on every phone conversation you've ever had. In a way, that's what all the wall posts, status updates,
25 Random Things, and picture tagging on Facebook amount to: a semipublic airing of stuff people are interested
in doing, buying, and trying. Sure, you can send private messages using Facebook, and Zuckerberg eventually
hopes to give you even more tools to tailor your profile so that the face you present to, say, your employer is very
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different from the way you Jook online to your college roommate. Just like in real life. But the running lists of
online interactions on Facebook, known as "feeds," are what make Facebook different from other social
networking sites - and they are precisely what make corporations salivate,

The stream

Every user on Facebook has two feeds. There's a personal feed, which you'll find on your profile page along with
your photo and list of interests. Every time you log a status update, comment, or video post, that interaction is
captured and stored for your review; those changes also become fodder for a second news feed that runs on your
home page, the first page you see when you log on to the site.

That feed keeps tabs on all the interactions your friends are having (and alerts friends to updates you've made on
your personal feed). If your brother RSVP'd to a dinner party, for example, you might be notified about it, even if
you weren't invited to attend. And if you change your profile photo, it may let your brother know. Like Facebook
itself, the feeds are subject to the network effect: The more data you share and interact with, the more robust
your news feed becomes.

Zuckerberg calls the sum of those interactions the "stream," and it's his newest obsession. Unlike Google, which
uses complex algorithms to serve up advertisements based on what you search for, Facebook lets you help
"curate" your feeds. The information that pops up is partly a result of controls you establish in your privacy
settings and feedback you provide to Facebook. But Facebook also can track your behavior, and if the site
notices you're spending a lot of time on the fan page of a certain movie star, for example, it will send you more
information about that celebrity.

Needless to say, marketers would love to tap into that information. "1f there are 150 million people in a room, you
should probably go to that room," says Narinder Singh, chief product officer for Appirio, which helps big
companies like Dell and Starbucks (SBUX, Fortune 500) find ways to connect with users over the site, "It's too
attractive a set of people and too large a community for businesses to ignore."

Yet because businesses haven't yet effectively infiltrated Facebook, its users may be under the mistaken
impression that they aren't under surveillance. "What I like is that it docsn't bombard you with advertisements, so
it feels really personal,” says Heather Rowley, a 35-year-old photographer in Berkeley. It seems inevitable that
some members will feel betrayed or uneasy when ads based on casual chats with friends start to appear on their
feeds.

Facebook already has had one brush with member backlash in 2007 when it introduced a feature called Beacon,
which allowed members to see what websites their friends visited, and even showed purchases on e-commerce
sites. Users protested vehemently - one even filed a lawsuit on privacy grounds - and Facebook apologized.

Now the company is trying a slightly different approach. A feature called Facebook Connect lets users log on to
company websites using their Facebook logins. The system, which dovetails with Zuckerberg's vision of a
Facebook account as a form of personal ID on the web (privacy settings and all), appeals to advertisers for a
couple of reasons. When a user logs on to a third-party site using Facebook Connect, that activity may be
reported on her friends’ news feeds, which serves as a de facto endorsement. The tool also makes it easy for
members to mvite their friends to check out the advertiser's site. Starbucks, for example, uses Facebook Connect
on its Pledge5 site, which asks people to donate five hours of time to volunteer work. If you sign in using a
Facebook account, a new screen, a hybrid of Facebook and the Pledge5 home page, pops up with information on
how to find local volunteer opportunities., A tab on the page asks you to "help spread the word." Click on it and
your entire address book of Facebook friends pops up, enabling you to evangelize Pledge5 with just a few
keystrokes.

So far most of the organizations using Facebook Connect are social enterprises, like Pledge5, or news outlets, like
CNN, soliciting members for discussion groups. Who knows how Facebook users will react when a brokerage
asks a member to spread the word about its services. Of course, members can ignore the exhortations to invite
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friends, the same way they might decline to forward their 25 Random Things.

He also insists that marketing on Facebook isn't obtrusive, and that users can control what kind of advertising
they see: Fach ad contains a small thumbs-up or thumbs-down button. If a user finds an ad irrelevant, repetitive,
or offensive, she clicks thumbs-down, and Facebook records her dissatisfaction. Eventually the mappropriate ads
will go away. And when ads are useful, many online users do click on them. Rowley, the California photographer
who values Facebook's intimacy, says she recently clicked on a Virgin America ad for tickets to the East Coast
when it popped up on her news feed. "I was going there, so it made sense,” she says.

Still, the company couldn't have picked a worse time to start wooing marketers in earnest. Online advertising
growth is expected to decelerate n 2009 from 17.5% last year to just 8.9%. And historically most of those ad
dollars have flowed to portals and other online destinations, not experimental sites and social networks like
Facebook. When Sheryl Sandberg arrived at Facebook, a substantial chunk of the company’s revenues were still
coming from a 2006 deal with Microsoft in which the software behemoth sold traditional banner ads on Facebook
pages and the parties split the revenue. But attempts to sell traditional online ads on Facebook and other social-
networking sites have failed miscrably: Banner ads can sell for as little as 15 cents per 1,000 clicks (compared
with, say, $8 per 1,000 clicks for an ad on a targeted news portal such as Yahoo Auto) because marketers know
that members ignore them.

Sandberg acknowledges that Facebook has much more work to do to secure advertisers. "What we have to figure
out is, How do we build a monetization machine which is in keeping with what users are doing on the site?" she
says. "It's about execution, doing things faster and better, getting more users and more advertisers."

Faceboolk's march to 200 million users began in earnest in January 2008. That's when the site made translation
tools available to international users. Today more than 70% of Facebook users are outside the U.S., and most of
them read it in their native language. But anecdotal evidence suggests that American baby-boomers have
discovered Facebook in a big way: Some, like Microsoft CEO Steve Ballmer, use the site to keep an eye on their
kids' online activities. Others are using it as a networking tool in a bad economy.

The fastest-growing demographic on the site? Women 55 and older, up 175% since September 2008. Cynics
might say that if Granny is on Facebook, the site absolutely has jumped the shark. Quite the contrary: Having a
broad swath of users 1s exactly what Zuckerberg wants. The arrival of an older, less web-centric crowd suggests
that he has succeeded in making the site easy to use. And Facebook can't become a standardized platform if only
cool kids use it. Besidces, there doesn't currently seem to be another hot social-networking site that is drawing
young users away from Facebook in large numbers.

But the Facebook juggernaut still could very easily go awry: Remember AOL's Instant Messenger? Tecnagers
lived on it and companies started using it in lieu of e-mail. But AOL never figured out a way to make money on it.

Facebook could meet a similar fate; indeed, it is a little worrisome that neither Zuckerberg nor Sandberg seems to
feel any particular urgency about putting Facebook in the black. Zuckerberg prefers to leave the question of
revenues to Sandberg, who punts: "1 think what's really important is that we are able to fund our expansion, and
we're very focused on that," she told me in mid-February. Investors seem pretty passive about it as well. Early
board member Jim Breyer, who put in $1 million of his own money and $12.7 million from an Accel Partners
fund, says that profits are "a secondary consideration in this stage of the growth." He wants to get a return on his
nvestment, but he's not pushing anything now.

And then there's Microsoft, which is in the unusual position of being a Facebook owner, a partner, and, through
its Windows Live social network, a competitor. Since taking a stake in Facebook, Microsoft has been working
closely with the site to create links between Facebook and the Windows Live social network so that when
members update their status message or upload photos on Facebook, that information appears on the Microsoft
site too.

Facebook has influenced Microsoft in other ways. Its new operating system, OS 7, features a list of interactions,
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news, and information that happens to look a lot like Facebook's news feed. Could Microsoft end up buying
Facebook outright? Both sides would have much to gain from the arrangement. Facebook investors could get their
money out, and Microsoft, which has been searching for a way to deliver more of its software applications over
the Internet, would own a viable online platform for selling a new generation of services. But Zuckerberg, like
that other famous technology-loving Harvard dropout, seems determined to create a business empire that touches
virtually every computer user in the world. Zuckerberg's not interested in selling to Microsoft; he wants to build
the next Microsoft. And with 175 nullion "friends,” he's off to a helluva start.

REPORTER ASSOCIATE Beth Kowitt contributed fo this article. s
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