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Introduction

What has happened to ad  -funded digital signage (aka Digital Out Of

Home)? Just five years ago industry analysts were forecasting a

nearly $2 billion market by 2010. Back in 86065,
seemed so bright that tradeshows, press reports, ar ticles, blogs, etc.

were brimming with optimism. Today, the reality is much more

sobering. Ad -funded digital signage has fallen signi  ficantly short of

expectations , and a ccording to some estimates, 2010 revenues will

likely be less than a quarter of 2005 's forecast. This failure to perform

has been creating a sense of concern
among ma ny within the industry that
D O O H dneney making potential is just not

there.

Recent blog traffic has been questioning
whether the growing ranks of  ad-funded
digital provider/operator  bankruptcies

would suggest that the i ndustry has too

B
=

many players and  whether the industry = essench

would be better served by consolidating.
While this speculation does suggest that a
smaller number of players would benefit
from splitting a small er pie, it does not address the fundamental issue:
Why is the revenue pie so much sm aller than originally forecast? An
examination of a recent report by a leading digital signage network

aggregator gives some insight into the problem.

In a report by Adc entricity , the authors painted a rosy picture for the
industry by expounding on the unprecedented and continued

growth of their digital signage network. While their report provided

an impressive set of growth statistics -- none of which were revenue -

oriented -- it did however slip in one caveat that could lead one to

believe that the core revenue fundamentals may not be so good .
The report said: 0édi gi t al agenci es havendt yet adopted
understood its [digital S i g n aitpledivide] capabilities.
when there should be a natwural fit.é
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For an industry that depend son ad revenue, it would seem that the

failure of digital agencies to embrace the technology would be a

serious problem. There are however theories as to why this is oédigital ag
happening : havendt yet
1) The inability to correlate DOOH metrics with traditional ad metrics, or fully understood its

2) The inability of agencies to afford the cost of DOOH campaigns, Ldigigal st 9

capabilities. There is a
3) The fiscal and operational instability of DOOH networks/operators, o o
digital divide when

4) The impact of a poor economy on the availability of ad dollars. e e e &
Perhaps the real reason is this: The fundamentals (e.g. ROI, value natural fit.

proposition, etc.) of ad -funded signage are simply poor. Adcentricty

While this statement may not sit well with many in the DOOH industry,
company devaluations and sector bankruptcies are tending to
reinforce the point. So is this statement suggesting that there is no
role for ad -funded digital signage? No, but it is suggesting that social
and technological chang e will further reduce agency participation ;

therefore the industry must learn to ada pt or face extinction

The remainder of this paper will examine the trends that are imposing

change and then outline what DOOH providers can do to adapt.

The Economic Models of Digital Signage

The Digital Signage Industry is driven by three economic models: 1) Ad -funded Digital Signage,
2) Traditional Digital Signage, and 3)  Ad -supported Digital Signage. These are  described as follows:

In an Ad -funded digital signage deployment, a third party p rovides a digital signage system (e.g. a content
management system, media player software/hardware, one or more screens plus system installation) to a

venue at little or no cost  to the venue owner . The third party then seeks to recoup the initial capital outlay
plus on-going operational expenses by selling ads that will be subsequently shown on a n unused portion of
the v e n u esd@exn (s). This is a model that is typically used today by grocers, pharmacies , quick serve
restaurants, convenience stores, small  businesses, small retailers, etc .

In a Traditional digital signage deployment, the venue owner purchases the digital signage system to
address a specific need (e.g. informing, persuading and/or entertaining their customers or employees). The
venue owner then takes fiscal and operational responsibility for maintaining the system and the content
shown thereon. This is a model used by corporations, hotels, casinos, universities, hospitals, banks, etc.

An Ad -supported system is a hybrid of the Ad -funded and Traditional models. In an Ad -supported model,
the venue owner purchases the system, but then works to sell advertising to either off -set the cost of the
system or to make money from the system. Ads are typically sold to companies that do business with th e
venue, e.g. product suppliers, and both the venue owner and advertiser typically benefit from the success

of the ads. This is a model thatis typically used by large retailers, mall operators, arenas, stadiums, etc.
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A Baseline Perspective

Before one can understand the change affecting ad -funded digital
signage , it is essential to have a baseline perspective on the relative
significance of the problem that DOOH will increasingly face . The
following are two scenarios that will provide this p erspective. Both are

a recounting of actual events:

Scenario #1

"Recently, my wife and | were at a digital signage -equipped

restaurant having dinner. At the table to my right was a

couple with a toddl er. I n the toddl
which she a lternately used to look at pictures and play a

spelling game (yes, a spelling game). When | questioned her

mot her about it, she said, oltds my

of her hands. She taught herself
how to use it and just doesn't want
toputitdo wn . 6 When |
to take a restroom break, | was
taken -back by the following
scene: In front of me was my wife
using her iPhone to search for an
after -dinner movie. At the table
behind my wife was a couple with

a pre-teen who was actively
engaged with an iPhone d
completely  oblivious to her
parents. To my left were three late teens/early twenty -
something's each heavily engaged with their own iPhones.

From the two year old, to the pre -teen, to the twenty -

er ds

somet hingds, to my wdofvreatthea phbnesver e | ooki ng

and seemed generally unconcerned about anything in their
surroundings. Did any of these individuals ever look at the
digital signage? Not that | observed, but there was absolutely

no question that they were immersed in their phones."

hands

wa s
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Scenario #2

"l frequently eat at a local bagel restaurant that is equipped

with ad -based digital signage. Because | am in the digital
signage business, | watch the patrons to observe their viewing
habits. Over the course of about eighteen months, | have
spent well over 100 hours watching audience engagement
with the signage . What | have observed has been this:
1) Restaurant patrons do not engage with the signage. In

fact, most do not look at it and of those that do the majority
give it only a short glance. 2) Most patrons typically talk
among themselves, read newspapers or engage with their
phones. 3) | have noticed a distinct increase in the time
patrons spend looking at their phones. 4) For those who eat
alone , a growing number & especially th e young -- engage

solely with their phones and seldom look up.”

Given the preceding  scenarios, two questions have to be asked:

1) Are these scenarios an anomaly or the norm? 2) If an advertiser
was observing the preceding scenarios, where would they invest  their
ad dollars ? Would they put the ir ads on the digital signage, on the

phones or both ?

The five trends on the following pages  will help to objectively answer

these questions.
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Trend #1: Increasing consumption of  video content.

Recent studies indicate that traditional media consumption

(e.g. radio, newspapers, magazines, etc.) has been falling at

up to double digit rates, but a report by the Nielsen Company According to
indicates that the consumption of digital content - YouTube, viewership
specifically video -oriented content @ is increasing at double of video content via
digit rates . Although viewership of the traditional television mobile devices
networks was down, th ere was a 1% overall increase in increased 160
television viewing. Time shifted viewing of television content percent from 2008 to
Vi a DVRO s increased 26 %, and t h 2009.

content via the internet increased by 24%.

Although the consumption of video via traditional means is
increasing at up to double -digit rates, the consumption of
video content via mobile technologies is increasing at triple -
digit rates. According to YouTube, the leading source of
mobile video content,  mobile viewership increased 160% from
2008 to 2009. A YouTube spokesperson has been quoted as
saying," tens of millions of videos are watched every day via
mobile devices." Trend #1 illustrates that  while overall video
consumption is growing quickly, video consumption via

mobile is growing at an even fasterr ate .

2004 - 2009 2008 - 2009

Percent Change In Media Consumption Habits: Percent Change In Video Consumption Habits:

117%

160%

0%

1 - — 26% 24%
-6%

tx ) ) . ) Watching TV - Watching TV-  Watching Video  Watching Video
Lnstemnngo Reading Read|lng Watchingi V' UsingiThe Real Time Time Shifted On The Internet Via Mobile
The Radio  Newspapers Magazines Internet
Source: Forrester via North American Technologies Benchmark Surveys Sources: Nielsen Media Company (in green), YouTube (in blue)
[ I N ]
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Trend #2: Content consumed in non -traditional ways.

For centuries, consumers received their information from one
source: the newspaper. Then along came radio, television,
cable, the internet, blogs, etc, etc. Today, there are so many

sources for information and content that consumers are

drowning in it.

Overwhelmed by the sheer volume of content available,
people are turning to their community of friends, mentors,
advisors, affinity groups and trusted institutions to pre -screen,
pre -qualify and sanction the information and  content that
they receive. This collaborative sharing and vetting of
information among friends, acquaintances and the like has

been dubbed "social networking."

Information and Content via Social Networks

To understand the social networking phenomena, one need
only look at Twitter. Twitter is a service that allows its members
to broadcast text messages of up to 140 characters  in length ,
called "Tweets" , to other Twitter members via the Internet . In
order to receive and read the Tweet s of a sender, the
receiver must be an approved member of the sender's

community of "followers".

In the beginning, Twitter was simply an outlet for users to
broadcast random messages over the internet to any
of ol | o wiegrtd read thém But as tweeting matured,
Twitter members began tweeting web links to news stories,
blog posts, videos and other content. Through this link -sharing
approach, an increasing number of Twitter members now get

their news, information and other content from Twitter

members that they respect and trust.

Overwhelmed by the
sheer volume of
content available,
people are turning to
their community of
friends, mentors,
advisors, affinity
groups and trusted
institutions to pre -
qualify and sanction
the information and
content that they

receive.
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As Twitter users have begun tweeting information/content
links to their community of followers, these followers have
taken to "ReTweeting" (forwarding on) relevant tweets to their
own community of followers. This "ReTweeting" process has
served to further distill the massive volume of information and
content down to that of greatest interest to a respective
community. This new content sharing model has helped
propel Twitter usage from approximately 600,000 Tweets a
quarter in the fourth quarter of 2008 to nearly 4 .5 billion in the

first quarter of 2010 .

Tweets Per Quarter
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Facebook has become a conduit for acquiring and sharing
information. What originally started as a mechanism for
college students to keep in touch with one another has now
morphed into an i nformation and content  distribution
platform for the masses. Again, as with Twitter, millions of
people are getting their news channeled and filtered by their

Facebook social network.
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Leading content providers such as the New York Times, Wall

Street Journal, NPR and others have recognized this growing

trend of social networking and have built mechanisms to

allow their electronic content (or

communities.

Mobile technologies ar

links thereto) to be
forwarded directly to a reader's Twitter and/or Facebook

e playing an increasingly larger role in

the social networking model. It is interesting to note that while

overall usage of social networks has been increasing rapidly,

the number of mobile users of social networking has been

increasing at an even faster

rate.

For example, the overall
increase in Facebook usage in 2009 was 333% as compared

to 2008, but Facebook usage via mobile devices increased by

500% over the same period.
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Information and Content _ via Location -Centric Social Networks

Mobile social networking is not only growing rapidly, it is
adding a dimension to social media that cannot be equaled

by using non-mobile technologies. Location -centric, mobile
social networking applications such as Yelp , Foursquare,
Gowalla, Loopt, etc. are allowing people to not only share
information with their social communities but do so in a way

t hat i s ol ocal . 0 -centricT hpplgations| avec at i on

allowing users to share with their social networks their
attenda nce at and thoughts about specific places or events
-- in real time. In order to understand how these location -

centric applications work, let's look at Foursquare, which is PLACES

one of the fastest growing applications in this class:

Nearby
@ Bank Of America

The Foursquare process works as follows: A Foursquare

. . . . 47| Dunkin Donuts
user launches their mobile app to "check in" while at a v.d el
specific venue or location. The "check in" process [T oson aewnt

Legacy (independence)
allows the Foursqua re user to provide their Foursquare 3 f:r&.'c’.g_.“coum,,m
social network with a real -time notification of their -
current location. The "check in" process also allows
the Foursquare user to provide their network with

information and insight (e.g. reviews, tips, directions,

etc.) about the place , venue or event that they are

visiting. Member s of t he wuser ds ¢ Foursquareisonlyone applicaton ina h e
] ) large and growing class of location -
moni tor t he user os experili el centric mobile appbsm

participate in the experience

In addition to being a feedback and loc ation notification
mechanism, many location -centric  social media
applications reward the user for "checking in" by giving the
user points that can be redeemed for certain marketing
premiums. Major brands are embracing location -centric,
mobile social media  applications like Foursquare and are
forming partnerships designed to encourage users to use

and promote their service or products. The Pepsi Loot
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program is an example of this type of collaboration and it

works as follows:

An iPhone, iTouch or iPad user can download the
Pepsi Loot application  from the Apple iTunes app
store. The user then authorizes the application to track
their movements. When the user is in the vicinity of a
participating Pepsi vendor , the application will  provide
them with an i ncentive to enter the venue and make
a Pepsi purchase. Once in the venue, the user uses
Foursquare to "check in" and e ach "check in" is
rewarded with points that can be subsequently

redeemed for marketing premiums like music

downloads .
It is clear that social media applications -- particularly
mobile applications -- are being used to filter and deliver Pepsi Loot is an example of a
. . . location centric application to
information a nd other content between communities of actively use a use
. . . . incent them to make a product
users. It is also clear that an exponentially increasing purchase.

number of people are getting their information via social
media applications and are getting it with a location -
centric relevance. As a result, Trend #2 illu  strates that social
networking is quickly growing in importance and that
people are increasingly relying on their mobile phones to

stay connected with their social networks and are doing so

in a location -oriented , real-time and interactive  fashion.

facebook

-

Social media and networking
applications are becoming major
sources  of information  and
content.

oo e
10
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Trend #3: Greater adoption of  wireless technologies.

The cellular phone ushered in the age of personal wireless
communications. Since the first cellular call in 1973, wireless
and mobile communications has undergone three major

revolutions.

1 The first revolution, which lasted from 1973 through
1995, was known as the "Personal Communications”
era. This era represented a period in which the
general public could talk on a phone without the

need for wires.

I The second revolution, which lasted from 1996 through
2006, has been referred to as the "Personal
Productivity" era. This era marked a period in which
cellular communications moved from analog network
technologies to digital. Digital technologies enabled
consumers to have data -oriented services such as text
messaging, mobile web browsing, mobile emalil,
mobile calendaring, and other productivity -related
services. The first generation of smartphone was
introduced in th is era and became a small niche
representing only about 7 percent of all mobile

phones.

9 The third and current revolution, which commenced
2007, has been referred to as the "Personal Impact"”
era. This era leverages wireless technologies and
mobile applicat ions to help people manage and

improve their lifestyles.

L)
11

The introduction of the Apple
iPhone in 2007 marked the
beginning of the third
revolution in mobil ity o the
Personal Impact Revolution.
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The Personal Impact era was spawned by the invention of the
Apple iPhone, a second generation, super sophisticated
smartphone seamlessly integrated into a first -of-its-kind
content, commerce, applications and network eco -system.
The invention of the iPhon e and its supporting ecosystem has
allowed the mobile phone to become an applications -
enabled platform for seamlessly conducting mobile
commerce, managing personal wellness, enhancing personal

convenience and facilitating personal entertainment.

Since the launch of the iPhone in June of 2007 and the
subsequent launch of the iTunes App Store in June 2008, over
200,000 mobile iPhone applications have been developed
and over 3 bilion of these applications have been
downloaded. That's nearly ten times the t  otal number of
applications that were downloaded for all smartphones and
PDA's in the 9 years prior to the launch of the iPhone. Other
companies have since recognized the market and revenue
potential of the Personal Impact era and have begun
launching thei r own sophisticated second generation

smartphones and supporting ecosystems.

Google became a major player in the second generation

smartphone market with their launch of the Android platform

in late 2008. Android is an open operating system that is Googleds fi-branded G
Android phone, The Nexus One,
designed to be run on an array of relatively standardized is representative in form and

function of the line of Android -
based phones being developed

handset manufacturers. Google is also engaging in the by other manufactures

second generation smartph  ones developed by a plethora of

Personal Impact era by supporting an Android -centric
content, commerce and application ecosystem similar to that

of Apple's iTunes eco -system. Microsoft, Research in Mo tion
(RIM), Nokia and others are now preparing to enter the new
sophisticated second generation smartphone market by
creating a new generation of phones and integrating them

into their own supporting ecosystems.

oo e
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