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Sex: The Key to Profitable

Content

Except for sex, content has been mostly a money-losing proposition on

the World Wide Web.

This seems to be especially true for big-time Web content ventures

backed by big-time money and really big names like The New

York Times, News Corp., NBC and others. After a public relations

orgy in 1998 and 1999, filled with self-congratulations and predictions

of astronomical accomplishments, a lot of the big names began

a sort of cyber-Dunkirk in 2001, pulling back or pulling out of the

online content business after collectively losing hundreds of millions

of dollars.

Most of the big media names retreated to their legacy businesses

to lick their wounds, a little wiser but, judging from their public

statements, pretty clueless about what it would take to make an

actual profit from the Web. Only the Wall Street Journal’s online

effort seemed capable of actually getting people to pony up money

for subscriptions—more than half a million at $59 per year ($29 per

year for those with dead-tree subscriptions).

In addition, the higher-profile, pure play Internet content companies

that remained in the chase for online profits—TheStreet.com,

CBS MarketWatch, Salon.com and even Microsoft’s money-gushing

Slate magazine—were flailing about for a business model despite

having produced a body of information, commentary and thought

replete with intelligence, usefulness and sheer eloquence.

How is it, then, that the brightest minds in the world’s biggest

media companies working with huge investment budgets can’t eke

out a dime’s worth of black ink while some bootstrapped 22-yearold

with a ton of dirty pictures can make thousands in profits working

part-time from his bedroom and bigger pornographers can

easily clear $10 million or more every month?

A key reason so many non-adult Internet companies went from

DotCom to DotGone in 2000 and 2001 was their lack of a path

between eyeballs and wallets: they spent billions to attract Web visitors

and spent millions to brag about who had more traffic, but they

couldn’t convince enough of those people to open their wallets wide

enough to bridge the awful canyons flowing with red ink.While part

of that has to do with lack of demand for the product and other

shortcomings, a lot of it has to do with a fundamental inability to

“get” what the Web is all about. The biggest mistake non-adult Web

content companies made was failing to understand that advertising

in the legacy media world does not translate onto the Web any better

than content.

The most familiar attempt at generating revenue and driving traffic

on the Web are all those banner advertisements that plaster Web

pages like bumper stickers and graffiti. The banner is the first and

most enduring form of Web advertising, but it is also the most

abused, especially by non-adult sites.

The biggest problem for non-adult sites is their vision of a Web

banner as something analogous to a television spot or a magazine

advertisement. As a result, they sell their banner advertising on the

same basis as these legacy media: the more eyeballs, the more money.

By this logic, a banner advertisement on a page that is viewed by

400,000 people should command the same price as an advertisement

in a magazine with a circulation of 400,000 people. If a full-page

advertisement in that magazine costs $20,000 the logic behind this

says that a banner advertisement at the top of the Website’s home page

should also cost $20,000. This formula, derived from the principles of
legacy media and advertising, yields a highly unrealistic cost-perthousand

(CPM) number of $50 ($20,000 divided by 400) that legacy

thinkers were comfortable with.

In the early days of the Web, back in 1994-95, the model seemed

to work fairly well, with bigger, higher profile sites charging CPMs in

excess of $100 and almost no one priced below $50. This legacy

model held up for a while because there were so few websites in

those days and banners were such a novelty that the click-through

rates (the number of surfers who actually click on a banner advertisement

divided by the total number of surfers who view the page

on which the ad resides) averaged 2.5 percent and could reach into

the low double-digits with a creatively tweaked banner. This system

also survived for as long as it did because in the early days, most people

were unclear about what they should expect from this new

medium.

This intellectual puzzle didn’t help pornographers very much.

They needed to make money and make it fast and consistently.While

the big players in the adult market—magazine publishers, video producers

and toy makers—watched from the sidelines, the Web quickly

blossomed with sex, mostly from small mom and pop operations

that included strippers and porn stars looking to take control of

their own images, or strip and sex clubs looking for ways to attract

more customers to their establishments. It also included the operators

of sex-related Bulletin Board Systems (BBS). These were textbased

computers, usually filling up a lone entrepreneur’s spare

bedroom, that required paying users to log directly onto the computer,

navigate with difficult strings of obscure commands to find

directories filled with line after line of text descriptions of the sex act

depicted in a photo and then download them at achingly slow

speeds.

But while most of these pioneering pornpreneurs were initially as

clueless as the non-adult world, they were more extremely pressed by

the immediate need to make a profit. They began selling their traffic
based on “hits” from their server log files or from visitor counters

(“You are the 3,346,789th person to visit this page!”) placed on their

home pages.

Adult webmasters were the first to realize that raw server logs were

misleading.What a server log records is every request from a user’s

browser to get something from a server. Let’s suppose we have a

home page with five graphic images on it. If a surfer clicks on to that

page, the server log will record six hits: one for the basic HTML page,

and five more for the graphics that go on it.

It became quickly apparent that a “hit” was meaningless and that

visitors were the metric that needed to be measured. In the nonadult

world, this led to the development of server log analysis software,

a long, involved, complicated and expensive partial solution to

the problem.

Server log files are filled with line after line of what appears to be

gibberish to the average person, but actually carry a great deal of

detail about visitors and what they came to see. These files can tell

the website operator which website a surfer is coming from, which

browser (and version) is being used, the Internet address of the

surfer’s computer, which pages are visited, and how long is spent at

each page.

Log-file analysis software processes this information to produce a

more understandable picture for the website owner and potential

advertisers. It also helps the website operator know which sites are

sending traffic (so they can do a link exchange or buy their own banner

ads) and where surfers head after their visits. And because log

files store all those annoying “404 Page Not Found” and “500 server

not responding” error messages, it’s a tip-off of broken hyperlinks or

a server misconfiguration.

From the website owner’s perspective, the problem with log-file

analysis software starts with deciding which one to buy and how

much to pay. There is free software and packages costing $300 but

those tend to be limited in their capabilities and for the most part, do
not offer the verification of traffic that advertisers like to see before

they buy. From the inexpensive, less capable packages, a webmaster

then is faced with mid-range options: $4,000 for a package such as

Intersé (bought by Microsoft) whose results and analysis are generally

accepted as valid by advertisers. Sites wishing to blow through

extra cash can spend up to $10,000 and more for high-end packages

that, quite frankly, don’t do very much more than the cheap ones.

Once settling on analysis software, the challenge turns to a mindnumbing

chore starting with the steep learning curve, the need to

transfer large files off the server for analysis and the actual act of

interpreting pages and pages of bar and pie charts, tables of data and

reams of surfer page viewing information. While many ISPs offer

some simple, rudimentary log analysis online, those packages do not

offer enough information processed in the right way to satisfy commercial

site operations and potential advertisers. In addition, the

time spent grinding away at log file analysis burns up time that is

then unavailable for marketing, site design and building and other

vital Web business activities.

Finally, this expensive, tedious and time-consuming chore isn’t

even an option for most webmasters since most site hosting accounts

do not offer the site operators access to their own server log files.

This is why early on, owners of many sites placed counters on their

pages. But adult advertisers quickly found that those individually

maintained counters could easily be manipulated, and were inaccurate

and or incapable of providing reliable accounts of unique visitors.

Fraud is also easy to perpetrate with log-file analysis software:

simple scripts can be written to fatten up log files with bogus visits

before the files are fed through the analysis software.

The ultimate insult is that different log-file analysis software

packages will produce significantly different numbers for the

same log file. Because big money was at stake, the adult industry

developed a solution that was both simple for the webmaster and

reliable for advertisers: the third-party counter.

While superficially similar to consumer site counters (“You are

visitor 97,853 to this site”) which can easily be faked by the site

owner, third-party counters actually send data back to the thirdparty’s

website for counting. So not only are they harder for a dishonest

webmaster to defraud, they are also much easier to use. They

require a webmaster to insert just a few lines of HTML code into the

home page. Among other things, the counter code displays an icon,

usually touting something like “The World’s Top Sex Sites.”When a

surfer visits a page containing the counter’s HTML, a cookie is written

to the surfer’s browser that then tracks the visitor’s “clickstream:”

pages they visit and the precise path followed through the site.

This not only relieves the webmaster of having to crunch log files,

but means that visits can be counted more accurately for cached

pages or those generated on the fly—two areas that frequently confuse

log file analysis software.

As with many other innovations, Cybererotica provided the first

third party counter—XXX Counter—that adult webmasters could

put on their sites to measure traffic and signups. XXX Counter, now

owned by counter firm SexTracker, was launched in early 1996, just

ahead of the HitBox from WebSideStory.

“They learn where their traffic is coming from, which pages are

being viewed, which search engines are sending them traffic, what

search terms are being used, which browsers are being used at what

screen resolution,” said Fantasyman, Cybererotica’s founder and

owner. “This helps a webmaster tweak the words in a Web page to get

higher search engine rankings, to develop pages that are accessible to

the widest range of browsers and screen displays and to do deals with

sites that are responsible for profitable traffic—or to drop those who

don’t produce.”

The adult counter concept was the first implementation of what

became known in the non-adult Internet world as the “ASP”
(Applications Service Provider) concept. So far, it seems to remain

the only profitable implementation.

To get the counter service, most webmasters pay with traffic since

that icon (“The World’s Top Sex Sites.”) displayed on the home page

is a hot link to the counter company’s own pages, usually a list of the

most frequently visited sites among the counter company’s participating

sites. The counter company, in turn, displays banners from

paying advertisers—mostly pay sites—that send checks to the

counter company usually based upon a percentage of membership

fees paid by surfers who join.

Participating in a counter program can be a double-edged sword.

While the participating site gets listed in the counter sponsor’s lists

of sites and may get traffic sent back to it from surfers clicking on its

link, the process is usually like trying to beat the house odds in Vegas:

the participating site always gets back less traffic than it sent.

It’s this traffic skim that counter companies then aggregate to sell

to other adult sites, usually through performance-based promotional

programs like those described in detail in the next section.

Adult technology innovator Fantasyman has a dim view of most

counter programs: “It’s theft,” he says. “They are stealing from the

webmasters and giving little in return.”

Having developed the adult industry’s original counter,

Fantasyman re-invented the concept with CashCount which provides

all the needed counter statistics, but also pays its webmaster

partners a percentage of subscription fees if surfers sign up with a

Cybererotica site after clicking on the CashCount icon. Even if

surfers don’t sign up, the participating CashCount webmaster gets

paid a few cents for delivering each unique visitor who clicks on it.

Following adult counter pioneer WebSideStory in the years to

come will be a fascinating tale of whether a company with its roots in

the online sex industry can make it in the non-adult world.

WebSideStory sold all its adult counter business to one of its

employees in 2001 and, with $35 million in venture capital from TA

Associates and Summit Partners, set off to see if it could make the

concept fly profitably away from the world of porn. The venture capitalists

scrubbed the adult industry founders out of management,

replacing them with squeaky-clean execs with non-adult biographies.

Their client list includes Cisco, Disney, ESPN and Hewlett-

Packard.

As of September 2001, WebSideStory, shorn of its porn profits,

was struggling to stay afloat, enduring layoffs and cutbacks just like

the rest of the non-adult sector. Only time will tell if those are

enough to replace the lost porn bucks before the born-again counter

company burns through that $35 million.

Regardless, the development of good counters helped advertisers

realize just how much cheating was going on in advertising traffic

numbers.

As a result, Cybererotica abandoned the practice of buying banner

advertisements on a straight cost-per-thousand basis in August

1996. Fantasyman says Cybererotica’s FastCash program was the first

pay-per-clickthrough program on the Web.

In a pay-per-clickthrough system, a site pays the referring affiliate

site a small amount, typically $0.05 to $0.10, for every visitor who

clicks through, regardless of whether that visitor actually buys anything

at the destination site. Cybererotica’s Cash Count system

described above is one of the many variations on pay-per-clickthrough.

While this technique is just now catching on with some non-adult

websites (known there as “performance-based advertising”), adult

webmasters are already moving away from it because pay-per-clickthrough

is so easily abused. Indeed, not long after the first pay-perclick

system went into operation “clickbots” arrived: simple

programs designed to automate the task of clicking on a banner ad

with the intent of inflating the click-throughs and maximizing

checks. Clickbots were also used to inflate the “hit counts” of nonadult

websites trying to boast of record numbers of visitors back in
the surreal heyday of the Web investment when the number of eyeballs

a site could claim mattered more than profits.

While some non-adult websites have still not fully grasped the

reality of Web advertising, adult sites paying for click-throughs

wised up and started paying attention to their server logs.

Cybererotica’s Ron Levi told me he caught on first and in late 1996

began paying only for click-throughs that came from unique IP

(Internet Protocol) addresses.

Whenever you log onto the Internet your IP address, which follows

you all through the Web, is recorded in the log files of every

server you visit. When you leave one server, it records the Web

address of the site you head for. An increasing number of Internet

surfers (primarily broadband business users and those with DSL

lines) have fixed or “static” IP addresses, but most Web surfers are

assigned a new IP address by their ISP each time they log on. That

“dynamically assigned” address remains the same for the entire session.

This means a dishonest affiliate using a clickbot would leave the

same IP address for all the bogus click throughs.

Not long after Ron Levi and other adult website owners caught on

and engineered ways to detect this, the scammers upped the ante by

using systems that could “spoof” IP addresses—present fake IP

addresses to the paying site servers. This arms race between the sites

and scammers went on until pay-per-click, while still widely used in

the non-adult world, was eclipsed by conversion-based performance

systems: payments are made only for click-throughs that result in a

purchase.

The move toward performance-based promotions increased as

the overall effectiveness of banner ads plunged. According to

MediaMetrix, click-through rates have fallen to an average of 0.2 to

0.33 percent from 1997-1999’s average of 1 percent to 1.5 percent.

Not surprisingly, the rates for banner ads also plunged with their

effectiveness. In the mid-1990s, it was not uncommon for a site to

charge $70 or more per thousand impressions. By 1999, that price

had fallen by more than half. Even at those prices, budget banner ad

sales organizations such as AdOutlet.com estimated that more than

half of all banner ads went unsold. This situation grew even worse

starting in 2002 as promotional budgets dried up, e-tailers went out

of business in droves and advertising-supported sites—even bluechip

operations like Yahoo!—reported shaky earnings and gloomy

outlooks.

The economic advantages of using performance-based advertising

on the Web versus straight banner ad purchases become very

clear when you directly compare the cost of getting a potential buyer

to the website.While the following analysis may seem like just good

common sense, by the fall of 2001, only a few non-adult sites had

begun to grasp the implications and barely a handful had begun to

implement some form of it.

With click-through rates averaging about a quarter of a percent

(0.0025) and the average street price of a banner ad selling for about

$20 per thousand impressions, each $20 spent on traditional banner

advertising will average 2.5 people visiting the advertiser’s site.

(Every ad has two prices whether online or in legacy media: The

“rate card” is the formal published priced for an ad. The “street

price” is the actual price paid for advertising after discounts, adjustments

and remaindering of unsold inventory.)

In other words, it costs a Web advertiser about $8 for each site visitor.

This $8 buys just a visit, not a purchase.

According to Shop.org, an online association of Web e-commerce

sites, the average sales conversion rate—the percentage of visitors to

a site who make a purchase—is 1.8 percent. So, having spent $8 for

every visitor, (98.2 percent of whom buy nothing) the cost of acquiring

a new paying shopper through banner advertisements alone,

would cost a staggering $444.44. This is yet another reason why so

many non-adult DotComs went out of business in the 2000/2001

shakeout. Those that managed to survive and the few that have prospered

were those that—following the lead of adult sites—found
ways other than straight-CPM to lower their costs of acquiring paying

customers.

The Amateur Money (www.amateurmoney.com) program is typical

of adult Web programs; it offers $0.04 for every unique IP clickthrough,

but if the conversion rate is better than 1:800 then it will

pay $0.06. Another program, the Adult Revenue Service, pays a

higher rate, $0.08, but requires the conversion rate to be 1:650 or

better. If the click-throughs from a site fail to meet this conversion

rate level, the site is automatically placed in the Adult Revenue

Service’s affiliate “per sign-up” program where the referring site will

get $35 per membership purchased.

This method of attaching performance levels to click-through

traffic was developed by Cybererotica’s Ron Levi in the spring of

1997 with his High Rollers program. Cybererotica now offers a

dizzying variety of partnership payment programs.

Performance based promotion changes the whole economic picture.

It’s clear that $0.04 to $0.06 per unique IP click-through (with

no money paid up front) is a better deal than the $8 from a banner

ad. Let’s take the example of a pay site that pays a partner $0.08 for

click-through traffic that converts at 1:400 (1 of every 400 visitors

buys a membership). At this rate, it costs the pay site a maximum of

$32 to acquire a new paying customer. If pay site memberships cost

$39.95 and the average person remains a member for four months

(the average for membership sites), this produces $159.80 income

off that click-through purchase which is a gross profit of $127.80.

These programs also reward those who send even more marginal

traffic. If that same referring site fails to meet the 1:650 ratio, it then

falls into a “per signup” program that pays from $35 to $44 depending

on performance and the site purchased.

This $32 customer acquisition cost is about average for an adult

click-through program and is in the same neighborhood for non-adult

“pure-play” Web merchants, those that exist only on the Web.

According to Shop.Org, those pure-play Web merchants pay an average

of $38 to acquire new customers. At the low end of big non-adult sites

is Amazon.com which has leveraged its affiliate system program to produce

customer acquisition costs at about $17, according to industry

analyst Patricia Seybold. Another pioneering e-commerce site,

CDNow, says it is working to reduce its customer acquisition costs

from the industry average $38 to less than $20. Both Amazon.com and

CDNow credit performance-based affiliate systems for reducing costs

of acquiring customers.

It is worth noting here that adult sites usually make a much higher

gross profit—20 percent or better—than non-adult sites like

Amazon or CDNow because most adult site sales are for digital

downloads that cost little to produce and just pennies to deliver.

Further, the ultimate cost of acquiring customers is reduced because

adult sites usually re-sell their non-converting traffic to others.

In addition to pay-per-click, adult webmasters can choose bounty

or revenue-sharing partnerships. The bounty is a single, one-time

payment of $35 to $45 per new membership for webmasters who

want quick, sure money. By contrast, a webmaster who’s willing to

invest for the future can sign up for a revenue-sharing program that

offers a percentage of the revenues made from that customer for as

long as he remains a member.

One of the adult online industry’s largest companies, Cyber

Entertainment Network (CEN), for example, offers “Traffic Cash”

which pays $0.20 for click-throughs and offers a bounty of $40 per

sign-up at one of their pay sites. CEN says that it has 35,000 active

webmasters participating in its programs and that it pays them more

than $2 million per month.

TopCash, on the smaller end, has about 2,500 webmasters and in

addition to a bounty program ($40) and click-through ($0.04 per

unique IP), it offers a partnership program that pays 60 percent of

the monthly fee for as long as the customer remains a member.

The larger partnership programs also offer financial incentives for

webmasters who refer other webmasters and for valid e-mail
addresses which can be used for opt-in spam. Spam is a continuing

source of frustration for all Web surfers, but it’s an especially hot

source of friction between the adult and the non-adult worlds. It’s

not uncommon for average people, including children, who have

never visited an adult site to find their e-mail inboxes filled with

salacious and unwanted e-mail. The Federal Trade Commission as

well as large companies such as America Online and big ISPs have

gone after spammers mostly to no avail as is described later in this

book in the chapter on Scams and Spam.

The more responsible companies avoid spam abuse by using a

“double opt-in” system pioneered by Cybererotica’s Riskymail program

which allows people to sign up for free porn images via e-mail.

Like other double-opt-in systems, joining this program requires two

steps: first a person enters his e-mail address at the Riskymail site. A

confirmation e-mail is then sent to the person informing him of his

choice and requiring an affirmative response back before salacious emails

begin. In theory, at least, this prevents pranksters from signing

up people for porn spam without their knowledge. It also protects

adult webmasters from having large ISPs block all e-mail access from

an offending adult site.

“This way, when UUNet (a large ISP) or America Online complains

that you are spamming, we can go back to our records and

give them all the information about every user that will prove that

anything they got from us is something they requested,” said

Cybererotica’s founder, Fantasyman.

Webmaster revenue programs pay participating sites as much as

$1 for every e-mail sign-up they send to the program.

Much of the traffic that is sold through these performance-based

promotion systems is generated by exit consoles. When a surfer

leaves an adult site, usually one or more “exit consoles”—new windows

—launch on the screen. While annoying and seemingly random

and endless, the adult industry invented and has refined exit

consoles as a method of filtering surfer desires and profiting from

the results.

“The industry uses consoles because they work,” said Vander

Leun. “You don’t want bikinis? Okay, a new console pops and here’s

anal and Asians and African Americans. Don’t like them? How about

mature, plump or amateurs? Not your dish? Okay, another console

for gays, transvestites, midgets, legs, stockings, lingerie and so on.

The more consoles that pop, the greater chance there is that the

surfer will find something they’ll pay for.”

To illustrate how this works, let’s take an actual example: a surfer

who visits InternationalBikini.com. After clicking through their free

tour the surfer doesn’t find anything interesting and clicks away. A

new window opens with a full page of links to scores of sites all categorized

by the type of porn. Significantly, all of the links on the page

are owned by the same people who own InternationalBikini.com:

RJB Telcom.

Some people will be interested and will click on one of the links

leading them toward a niche or fetish that may interest them more.

Surfers who click away from this page of links get another console,

this one promoting “Today’s Top 5 Sex Sites,” plus a graphic for

Razor magazine, a print publication. Not surprisingly, all of these

top sites and the magazine are also owned by RJB Telcom. Consoles

pop, promoting the company’s own niche sites: Ebony Fantasy,

Exotic Redheads, Fantasy Toons, Fetish Hotel, Gay Chat Network,

Group Thrills, Hard Bears, Kara’s Adult Playground, Kara’s

Amateurs, Latina Kiss, Lesbian Pink, Major Melons, Perfect Toes,

Petite Latinas, Pregnant Babes. Finally, if the surfer doesn’t buy, he

gets passed to a final console that promotes sites owned by the competition

which will pay RJB commissions or finders fees if the surfer

spends money with it.

“Competitors do business with each other every day,” said Vander

Leun, “because it’s profitable. If I can’t separate the consumer from

his money, maybe I can make a few bucks by passing him along to
my competitors. It’s like the salesman at a Chevy dealership sending

people over to Ford. That’ll never happen, but if you can’t make the

sale, why not send people where you at least stand a chance of making

a finder’s fee?”

As Web advertising continued to suffer through 2001 and advertising-

supported online content continued to collapse, non-adult

sites like Yahoo! and The New York Times online tried to emulate

porn sites, but did it so badly it was obvious they did not understand

the filtering principles.

The New York Times, for example, doesn’t wait for a surfer to exit

before popping consoles; it pops consoles on nearly every page visited.

Adult webmasters were unanimous that launching consoles at the

beginning or during a surfing session was guaranteed to shorten the

session at the site and reduce the number of pages viewed. Not only

does The New York Times pop consoles throughout the surfer’s session,

but it pops the same console time after time. Thus, even after

surfers indicate that they are not interested in the console’s subject,

the site fails to dish up something else that might have more interest.

This process, then, fails to help filter surfer interests and fails to

direct them to things that might be relevant. Finally, The New York

Times, after irritating its visitors commits the ultimate mistake and

fails to pop an exit console that might sell the exit traffic to another

content site or advertiser.

It’s worth mentioning that adult webmasters can turn even the

most mundane Web problems into revenue. There are several companies

such as Found404.Com which will pay for traffic sent from

broken links, moved pages or typos.Most surfers have experienced a

server error when accessing a Web page, the most common being a

plain and usually cryptic plain white page that says something like

“404 Error—Page Not Found.” Surfers who don’t type in a password

correctly will get a “401—Access Denied” error as well.
It is very easy to customize these pages, either to be more helpful

or to offer a revenue opportunity. Apache, the server software used

by most adult sites, lets webmasters easily configure their sites so that

server errors display any page they desire. Instead of wasting a page

view, savvy adult webmasters construct a page displaying their sponsor’s

banner ads and/or directing surfers back to the site’s home

page. They can also make $5 per thousand visits by directing that

traffic to a site such as “Found404.Com.

Significantly, smart companies who provide hosting services for

adult sites will have their own custom 401 and 404 error pages as a

revenue source. Life would be a lot less confusing for surfers if nonadult

sites took the time to customize error messages to offer a better

explanation of what may have gone wrong and to re-direct them to

their site.

While the percentages, bounties and per-click payments vary

from site to site, the principles of performance-based Web promotion

are the same and its message for non-adult sites seeking profits

shines brightly but still, for the most part, unheeded.

