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O O O Afirm's revenue model describes how the firm will earn revenue, generate prof-its, and produce a superior
return on invested capital. We use the terms revenuemodel and financial model interchangeably. The function of
business organizationsis both to generate profits and to produce returns on invested capital that exceedalternative
investments. Profits alone are not sufficient to make a company"successful" (I Porter, 198501 . In order to be
considered successful, a firm mustproduce returns greater than alternative investments. Firms that fail this test
goout of existence.Retailers, for example, sell a product, such as a personal computer, to acustomer who pays for
the computer using cash or a credit card. This producesrevenue. The merchant typically charges more for the
computer than it pays outin operating expenses, producing a profit. But in order to go into business, thecomputer
merchant had to invest capital——either by borrowing or by dipping intopersonal savings. The profits from the
business constitute the return on investedcapital, and these returns must be greater than the merchant could
obtainelsewhere, say, by investing in real estate or just putting the money into a savingsaccount.Although there are
many different e-commerce revenue models that havebeen developed, most companies rely on one, or some
combination, of thefollowing major revenue models: the advertising ‘'model, the subscription model,the
transaction fee model, the sales model, and the affiliate model.In the advertising revenue model, a Web site that
offers its users content,services, and/or products also provides a forum for advertisements and receivesfees from
advertisers. Those Web sites that are able to attract the greatestviewership or that have a highly specialized,
differentiated viewership and are ableto retain user attention [J "stickiness"[] are able to charge higher advertising
rates.Yahoo, for instance, derives a significant amount of revenue from search engineand other forms of online
advertising.
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