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To better understand how user behavior is evolving,
Razorfish”, for the third year in a row, conducted in-depth
interviews with 25 people between the ages of 18 and 25. This
group exhibited a high propensity for using a variety of digital
platforms, including blogs, social networks and video sharing.

We call the people we interviewed, and those like
them the Connected Class, and believe they repre-
sent a behavioral bellwether among both their digital
native peers and the broader digital community.

When we conducted our research last year, we found
the members of the Connected Class using various
forms of digital media to express different sides of




themselves. We called the phenomenon “the prolifera-
tion of the digital you.” This year, our research reveals
the Connected Class is becoming more choosy and
sophisticated in its use of digital. Members of the
Connected Class want to reduce the volume of social
connections in order to track a smaller network in a
more meaningful way. They’re also becoming more
selective in their choice of video content and iPhone
applications.

In short, the Connected Class is becoming a discern-
ing class, which carefully edits, refines and controls
its digital footprint across multiple platforms .

The rest of this article gives highlights in more detail
into how the habits of the Connected Class evolved
during 2008, and how we expect them to continue
evolving in 2009.

From the perspective of the Connected Class, 2009
looks like a continuation of 2008 in many ways.
The use of social networking sites and applications
continues to grow and evolve.

The speculation surrounding which platforms will
win the race for social supremacy remains. And the
rapid proliferation of mobile devices and platforms
continues to create a tidal wave of application
usage. Behaviors once reserved for the desktop are
increasingly occurring on the go.

Nonetheless, we found that the Connected Class is
rapidly getting accustomed to new functionality on
social platforms and devices, and using social media
more intelligently. They’re a little smarter, and a

lot faster. Their connections are evolving to become
more meaningful. Simply put, they’re taking it up a
notch — to a higher level of connectedness.

This level of connectedness most certainly means a
higher volume — over 60% of all U.S. teens now

use text messaging. In fact, in a study conducted with
Harris Interactive, Verizon Wireless found a doubling
of text activities over its network in each of the last
two years.

But the usage statistics and sales data for new de-
vices don’t completely capture the story that’s unfold-
ing. We have found that connections among users
are deeper, more frequent and more natural than ever
before.

Today, it’s not simply volume — such as the number
of text messages or number of friends — that’s inter-
esting. Rather, it's the degree to which the Connected
Class is getting better at putting digital platforms to
work for them to make more meaningful connections,
follow along more closely and intelligently discover
new things.



In 2007, our interviews with the Connected Class
reflected the rapid proliferation of social networking
and the emerging status associated with participation.
Users spoke of their desire to have a large number
of friends and to use emerging channels to find

as many old contacts or meet as many new people
as possible.

For two years, the Connected Class was experi-
menting and pushing the limits of friendship and self-
expression.

Certainly, that has not changed. But more recently,
we have found a strong desire to reduce the volume
of connections in an effort to track a smaller network
in a more meaningful way.

For instance, Mayra, 24, commented that she was
“outgrowing the MySpace whore” stage in life,

not afraid to occasionally start with a clean slate and
make sure friends were really friends. “It’s called
MySpace suicide,” Mayra explained. “I've killed
my profile three or four times and just started over.
Now | have like, 40 friends, but | know them all.”

While the building and maintenance of one’s network
undoubtedly remains important, we found more im-
portance placed on tracking every aspect of the lives
of their existing circles’ lives. Commented Jaclyn, 22:
“| don’t want to miss out on anything.”

As a result, not providing coordinates can create
concern among friends in a matter of hours, and not
following others can create an immediate sense

of isolation. Said Jaclyn: “I went for a hike and didn’t
bring my phone and within two hours people were
like, ‘are you OK?"”

Despite our finding that people are aspiring to become
engaged in increasingly relevant, more meaningful
networks, they are perhaps more influenced than ever
by people further away from their inner circle.

The rapid evolution of the news feeds on Facebook
and MySpace from mere status changes to broad-

er social activity creates a sense of momentum that
was less evident in our previous research.

This is not to suggest social networks or social
behavior will shrink in scope. Instead, the Connected
Class is more comfortable commenting, weighing in
on a topic and providing an opinion in a concentrated
way. With more ways of doing so, more people have
the opportunity to see it.




The result is more momentum and faster information
spread, even with a smaller network. It’s a sort of
network efficiency.

Both the rapid rise of text messaging and the digital
native’s comfort with the form and execution of
the communication medium are well documented.

We found users elevating their text behavior to
another level of frequency, while extending it across
platforms. In fact, the connectedness that short-form
messaging provides is natural to the point of being
subconscious.

Users reported answering texts in their sleep. Han-
nah, 18, explained: “Sometimes I'll answer it at night
and not remember what | wrote.”

It also means relying increasingly on friends to deliver
the morning alarm. Said another: “I get a text from

a friend every morning at 7 a.m. | really don’t need an
alarm clock anymore.”

On the surface, the increased volume of short-form
communication like text messages, status updates,
comments and tweets can appear frivolous and

superficial. But we found users enthusiastically describ-
ing a sort of cumulative effect, where short, daily
updates often provide deeper clues about what’s really
going on with their friends. Said one interviewee: “When
| do talk to people, | feel like | already know what’s

up with them. | can just pick up [where we left off].”

Furthermore, regular updates over time are creating
a richer portrait of people than when the emphasis
was on the appearance of one’s site or profile page.

In past research, we found users enthusiastically
describing their so-called “snacking” behavior in the
digital world. They relied on friends to help them
stumble across new things — a link to a video, a ran-
dom addition of a widget or application download.

While content snacking behavior is alive and well, the
Connected Class appears to be getting smarter
about their content consumption. They reported using
YouTube not just on random occasions, but for spe-
cific clips that interested them. And the majority we
spoke with had watched long-form content online.
One 19-year-old male stated: “I love Hulu. | would feel
stupid for just sitting through TV the old way.”

The rise of DVRs and on-demand platforms have
been lauded for several years as the catalyst for an
age of consumer control. However, we found users’
expectations are elevating rapidly to include not just



when content is consumed, but also how: said the
same interviewee: “When | graduate, I’'m not sure |
would pay for cable. | may just watch everything on
the Internet. | think I'll always be out.”

While much has been made of the iPhone application
store, the increasing capabilities of smartphones

and the applications available on social platforms, we
found the Connected Class is getting more selective
about what they actually use. Said one: “I down-
loaded a bunch of apps at first [on Facebook]. But |
don’t use them.”

And while a number of our users praised the iPhone
for its touchscreen and design, not all of them

were craving its games or PC-like functions. Instead,
they were focused intently on its ability to help them
improve their social experiences. One interviewee
explained: “As long as we have a guy in our group with
one [iPhone], we're fine. He’s going to be our navigator
that night.”

As new applications continue to proliferate, it appears
the Connected Class will measure their value primarily
on the degree to which they enhance their social
interactions, not just their interactions with the device
or platform itself.

In summary, we found that the Connected Class is
beginning to achieve a higher level of connectedness
by making more meaningful connections, while
lev-eraging their distant connections better. They’re
better able to track their friends and interests. They’re
consuming content more mindfully. And they’re
getting a lot more selective in the applications they
choose in an effort to serve their social agenda.

Marketers will have to rely less on user experimenta-
tion when planning their digital activities. In the past,
users seemed willing to friend a brand, join a group,
watch a video or download an application simply
because of the novelty.

Our findings suggest marketers will need to work
harder in 2009 to plan activities and develop applica-
tions that offer something useful, relevant and
meaningful to the user — to plan activities with an
eye on utility.

And while utility sounds easy, delivering it is further
complicated by the need to connect usefulness to
the unique qualities of the brand — its essence and/
or point-of-difference.

Utility alone may be just that — utilitarian — if it lacks
the magic of the brand.
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Moms are the ultimate multitaskers

According to Nielsen NetRatings, there are 32 million women in the

U.S. who have children under 18 and go online, which translates
to about 40% of all women online in the U.S. today. This changing
segment carries so much weight in the household: moms are typi-

cally the key influencers and purchasers for both themselves and

their families. But have moms changed with the media landscape?
What is the role of digital technology in their lives?

To answer these questions, Razorfish™ surveyed 1,500
online moms who are reported users of at least two
Web 2.0 technologies and have actively researched or
purchased online in the last three months, a group
we call “digital moms.” Through our research, we set
out to answer the following questions: Who is the digi-
tal mom, and how is she using digital technology?
Do her habits differ by age? How does she manage
her interests versus her child’s interests? What are her
motivations for engaging in social media and other
emerging channels? What channels does she respond
to best, and does this differ by interest/vertical
market? How should marketers engage her? What we

found was that moms are the ultimate multitaskers;
they are leveraging digital and emerging technol-
ogies more than ever before, but in ways you may not
expect.

How moms prioritize and balance the roles of self,
mom, wife, employee friend may differ, but one thing
is certain: digital technologies are making things
easier. According to our survey, more digital moms
today interact with social networks (65%) and SMS
(56%) than with news sites (51%), and just as many




can be found gaming online or via a gaming console
(52%). These findings demonstrate just how main-
stream these new channels have become.

Digital moms are multidimensional in their online
behaviors, and their interests extend beyond parent-
ing. Digital moms are more likely to connect with
friends than with family using digital technologies,
and they are not afraid to seek advice or companion-
ship from known or anonymous friends. Addit-
ionally, interests like Clothing/Fashion and Cooking/
Food remain the most popular, and consistently

so, regardless of a woman’s age; while other category
interests like Baby/Parenting, Telecommunications
and Medication/Medical Conditions are lifestage-ori-
ented and change as their children grow.

But which technologies digital moms use most
depends on factors including the age of the mom, the
age of the child and motivation. Moms under 35 are
significantly more likely to leverage newer communi-
cations platforms like social networks, SMS and
mobile browsing; while moms 45 and older are more
likely to utilize informational tools like online news,
consumer reviews and podcasting. Interestingly,
online video consumption (41% vs. 36%) and gaming
(57% vs. 51%) are highest among moms with children
12 and older (versus moms with children under 12),
and this group is also more likely to be online monitor-
ing their children. Razorfish™ believes that motivations

such as interacting or monitoring their children online,
as well as the likely differences in leisure time activi-
ties among moms of children 12 and older, might play
a factor in the adoption of these technologies.

Compared to other media sources like magazines,
newspaper and radio, digital channels continue to
wield influence in all phases of the purchase de-
cision cycle among digital moms. In our questions to
digital moms who have researched or purchased

a product in one of twelve major product categories
in the last three months, the following trends were
discovered:

* The gap is closing between TV and digital
channels in creating initial awareness of a product.

» Web sites, search engines and friends/family,
along with social influence channels and maga-
zines, are more widely used and trusted for
researching/learning than any other sources.

* Social activities continue to play an important role
in influencing digital moms. Since many social
environments contain more than one social activ-
ity, it is important to consider the combined
effect of social influence channels — online con-
sumer reviews, RSS, social networks and blogs.



» Emerging channels like mobile and podcasting
are also having influence at different stages
in the purchase funnel, although this varies by
vertical, and penetration is still relatively low.

These trends indicate the growing power digital
channels have in influencing a mom’s numerous pur-
chasing decisions, both for herself and her family.

It is evident that as consumption patterns shift, chan-
nels like social media, mobile and gaming must be
better understood for marketers to effectively reach
digital moms, both in their roles as individuals and

as caregivers.

The Razorfish™ survey looked at two major trends:
1) the current penetration and usage of digital/
emerging technologies; and 2) the impact of different
channels in the media mix across 12 verticals.

To meet these goals, we collected 1,500 survey
responses among a demographically representative
sample of women, aged 18-64 with at least one
child under 18 years old in the household. The survey
was conducted by Insight Express via panel email
recruitment in October, 2008.

The learnings are representative of panel recruited
participants we are calling “digital moms:”

» Moms must have reported active engagement
with two or more Web 2.0 technology channels

in the last three months. Channels included: social
media, text messaging (SMS), mobile browsing,
online video, real simple syndication (RSS), instant
messaging, gaming, online consumer reviews,
blogs, digital video recorders (DVRs/TiVo ) and
audio/video podcasting.

Moms must have also researched, sought advice
or purchased online in at least one of twelve
vertical markets in the last three months. Vert-
icals included: Baby/Parenting, Banking Services,
Brokerage Services, Cars, Clothing/Fashion,
Electronics/Computers, Food/Cooking, Health/
Fitness, Homegoods/Appliances/Furniture, Medi-
cation/Medical Condition, Telecommunications
and Travel.

Findings project out to 84% of the population of
moms online in the U.S., or about 27 million women,
(Nielsen NetRatings @Plan Winter 2008/2009), and
all data analysis is statistically significant at the 90%
confidence level.

For a copy of the Digital Mom report by Razorfish™
and CafeMom, go to http://digitalmom.razorfish.com
or contact Terri Walter at Terri.Walter@razorfish.com.
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Most major marketers do some form of media mix modeling.
In fact, many of these companies have decades of media
modeling results they use to guide their media spending decisions.
Unfortunately, in the last few years, these models have started

to fail. As media consumption changes among consumers, and
marketers include more digital and disparate channels in the

mix, it is more important than ever to develop new models that
recognize the intricacies of channel interaction in the digital age.

typically smooth out the inputs and then model a
response variable (sales, profit, brand equity and so

. L . forth) as a function of the media inputs.
First, let’s analyze how media mix modeling works —

it looks at historical data to determine optimal media
spend and channel allocation. Media data such as
TV ratings points, radio ratings points and online im-
pressions are the inputs into the models. The models

Since the media inputs and the response variable vary
by geography and time, a robust model can be built
that yields the ROI for each type of media. This allows
advertisers to better allocate media dollars. For




instance, if a CPG campaign, running on radio, dem-
onstrates a higher level of grocery store sales in the
markets where it airs — as opposed to sales after

its TV commercials — the retailer may decide to shift
dollars to radio.

Incorporating digital media into media mix models
has caused those models to break down, increasingly
producing results that are either absurd or non-
predictive. An absurd — but true — example is that
of a mature, category-leading CPG brand that spends
$50 million on TV advertising and $2 million on digital
advertising. Its model says that digital is responsible
for 40% of its sales and TV is responsible for 3%

of sales. Clearly digital can’t drive 40% of sales for

a mature category leader, particularly not when its
budget is 96% less than it is for TV. Those results for
digital are simply impossible.

Conversely, there are also models that show digital
has no impact (or even a negative impact) on sales
when the digital data (and common sense) show oth-
erwise. We are increasingly observing this “digital
results are too good or bad to be true” issue as mod-
elers incorporate digital into their models. Sadly,

a common approach is for modelers to give up and
simply not incorporate digital into the model at all.

The second way a model can fail is when it loses its
predictive power. This is a new phenomenon in the
last couple years. An example of this is when a model
forecasts results from a change in TV spend. The
advertiser then changes the TV spend, but the real

impact on sales is very different than the model fore-
casted. This issue is relatively new and is being seen
by advertisers who actually validate their models.

Here is the heart of the matter: most media mix mod-
els treat the inputs to the model as independent of
each other. This makes sense for broadcast media;
if you see a TV ad for a particular product, it doesn’t
change the amount of radio ads you hear about that
product. However, digital works differently. If some-
one sees a TV ad, they will be more likely to search
online for that product. Because they searched,

they are more likely to go to the product’s Web site.
Because they went to the product’s Web site,

they are more likely to be retargeted with digital dis-
play advertising. In other words, consumption of
media changes what digital ads a person consumes.
We believe this is what’s causing the problem.

For example, imagine that an advertiser is running
TV ads and bidding on paid search terms, and sales
go up 10%. Since TV is driving some level of search,
the model doesn’t know how to allocate the impact
of each media properly. Is TV driving 5% and search
5%? Is TV 10% and search 0%? Oris TV 30%

and search -20%? (Technically this issue is called
collinearity, since some inputs predict other inputs.)

Another example is the way some advertisers evalu-
ate Super Bowl! ads. Advertisers often look at the
increase in the number of searches to show thata TV
spot was effective. In this case, search behavior is
the output of the model. So is digital media one of the



inputs into the model (as a paid media channel), one
of the outputs (as a response to other media) or both?

We believe that the digital media causal relationship

is the reason the media mix model results for digital
appear widely variable (the “too good or bad to be
true” problem). Unfortunately, the impact of this issue
is becoming worse. This is because when digital is
2% of a budget it will have minimal modeling results
as compared to other broadcast media. But when it
becomes 30% of the budget, then the impact of this
issue on other broadcast media can become sub-
stantial. Hence, the predictability of media models for
TV is also becoming questionable.

There are several steps we can take to address this
critical issue. The first is for modelers to develop

new models, incorporating all the causal relationships
of digital media. We have discussed this issue with
several media mix modeling vendors; each is working
on this issue. The second is that more research can
be done by agencies, modelers and advertisers into
how broadcast and digital media interact. More stud-
ies, that do things such as overlaying TV-matched
markets with digital, would at least yield insights into
the magnitude of this issue. Though studies like this
have been done, they need to be done more aggres-
sively. Third, after delivery of a model, it should be
standard procedure to validate the model.

Marketing mix models have served us well for the
last several decades. However, the media landscape
has changed. The models will have to change and
adapt. Until this happens, models that incorporate
digital media will need an extra layer of scrutiny.
But simultaneously, the advertisers and media com-
panies need to push forward and help bring the
time-honored practice of media mix modeling into the
digital era.
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As any good marketer knows, research is core to under-

standing what customers think — as well as the ability to pro-

vide insights that help craft messaging, design and functionality.

But with so much changing in regard to the ways in which custom-

ers are influenced, are old approaches to research still relevant?

Increasingly, we're finding the answer is this: only

if they are used in conjunction with what we can learn
from the social graph. As the social Web becomes a
bigger part of consumers’ day-to-day lives, research-
ers are challenged to evolve their methodologies

to create robust quantitative and qualitative programs
across these new touchpoints.

Recently this evolution has included methodologies
that reference the social Web; researchers now ask
consumers if, and how, they participate across social
media and social networks. They try to identify con-
sumers who display influencer and follower behavior,
and create segmentation or persona types to reflect
social Web consumers. However, these efforts still
model themselves on traditional research principles.




Most research programs are used to define individu-
als or aggregate consumer insights against a persona
or segment type.

In order to truly understand the influence of individuals
across their social networks, we must include their
social graphs in our research methodology, including
social graphs that allow researchers to better under-
stand how consumers are influenced — and influence
others — in their networks.

With that in mind, we would like to introduce a new
type of research that leverages the unique interactions
occurring among social graphs, and the insights
that can be gathered within them — we call it Social
Influence Research.

The evolution of our research programs began with
a new approach designing research questionnaires
and data-collection programs that can extend beyond
the individual. Adding categories that query the size
and relationship of a participant’s social network is

a great start. In building these research programs, we
ask questions including:

* How do participants make decisions about
purchases?

* Whom do they turn to for advice or validation?

» What is the relationship of these individuals to
one another?

* How do they define trust within their network?
* Whom do they admire?

* Whom do they compare themselves to in their
network?

Social networks — formal or informal, digital or not,
hard to map, since they inform decision-making and
ultimately play a key role in influencing purchases and
opinions on products and offerings. An individual
could be an “influencer” in one network and “influ-
enced” in another. [See Figure.1]
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In addition, recruitment should be designed to incor-
porate a participant’s social graph. When we recruit a
focus group, or individuals for qualitative sessions,
traditionally we have made our selections based on
a set of demographic or behavioral criteria; the par-
ticipants have no relationship to one another. Using
Social Influence Research, we recruit an individual
who meets the audience criteria, but then ask them
to bring three members of their social graph with
them. As the individual represents the target audi-
ence, the additional participants represent their
immediate network and provide insight into how the
relationship extends to decision-making and influ-
ence. In quantitative scenarios, we can create ques-
tionnaires and surveys that allow the participant to
send it to friends, and track the additional people
who complete the questionnaire back to the original
participant.

In one instance, we used Social Influence Research
to conduct qualitative research for a Web site targeted
at teen girls. Participants were recruited and asked
to bring two friends to an interview. The research-
ers used the interview to observe the behavior of the
group and the dynamics that occurred among the
individuals in it. As a follow-up, the group was given
a video camera and asked to document a trip to the
mall. The video provided tremendous insight into

the influencer and follower behaviors that were natu-
rally occurring in the group. We have also used it
recently to conduct qualitative research for a specific
hardware and software manufacturer, to understand
how best to market to senior-level decision-makers.

In addition to recruiting the target audience, we
identified and recruited additional participants for the
interviews based on their relationship to the decision-
makers. These included users of the technology,
their managers and others within the organizational
structure surrounding the decision-makers. This
multi-dimensional approach to recruitment allowed
greater insight into the culture of the company and
influencer network within the organization than a
traditional panel made up of only decision-makers.

In another research project, we interviewed entire
nuclear families to understand how its members man-
aged and allocated financial resources. Families are
the oldest and most established “social networks.”
As such, they have fairly clearly delineated exchange
and influencing processes to make decisions. To
map how those decisions were made, we interviewed
parents and children separately, and then together.

In addition we worked with the family to create a
digital photo diary for an entire week. Through those
“mapping” interviews and exercises, we were able

to canvas how financial decisions were made, how
parents implicitly and explicitly passed along “money
values” to their children, how children implicitly and
explicitly absorbed the parents’ “financial lessons”
and ultimately how the family network functioned
around financial matters, as outlined in the diagram.
[See Figure. 2]



Figure 2

CULTURE OF CONSUMPTION



In each of the previous examples, the analysis and
reporting of the findings included mapping the social
graph of the target individual and the relationship

of their network by order of influence to the target.

This allowed for the opportunity to explore the influ-
ence and role of the individuals within the graph,

as well as the target individual. As a result, we derived
greater understanding of how to create messaging,
design and functionality that would resonate across
the social network of the individual.

Knowing how the pattern of social influence occurs in
given situations allows marketers to create for this
new channel. As a result, in addition to personas and
market segments, we now have a third research out-
come when we include an overlay of the social graph
against analysis and reporting:

1. User research produces design personas mostly
adopted for design purposes. It relies primarily
on qualitative face-to-face interviews to identify
patterns and unmet user-needs for a given sets
of tasks. It also helps design decision-making
and political buy-in within organizations. The
metaphor is the “user” as a single entity; it stands
for a set of cognitive or emotional patterns that
are personified in the “user.

. Customer research produces market segments

primarily adopted to inform advertising and mar-
keting efforts. It relies on a blend of quantitative
and qualitative methods to identify market needs
and patterns. The metaphor is the “market seg-
ment” as an aggregate that stands for a share of
the market that is personified in the “customer.”

. Social Influence Research produces social graph

maps that could be used for design, advertising
and marketing purposes. It relies on listening to
new online and offline forms of consumer expres-
sion, in addition to qualitative and quantitative
methods. The metaphor is the “network” as a
snapshot of a set of relationships — as opposed
to individuals, be they personas or customers.
[See Figure.3]
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Generating social graph analysis and reporting helps opportunity for digital marketers and researchers

to identify not only the attributes of influencers, but to harness a consumers’ social influence across their
shows us who they are, where they are, what makes online network and create advocates and champions
them influencers and, most importantly, where they for their brand.

cross other networks.
Social Influence Research is a new approach to pro-

Of course, social networks are nothing new; marketers ducing insights to better understand how your
have observed and responded to influencer rela- consumers’ social graphs fit into your digital market-
tionships across categories for many years. However, ing programs.

the evolution of the social Web has created a new
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As social media goes mainstream, there are many debates
over how to prove its worth. But how do you define a consistent
approach to measurement when there are numerous ways
marketers are playing in the space? Marketers deliver many types
of experiences through social platforms, from standard banner
ads, to widgets and applications, to video, to being a part of online

communities.

Furthermore, social media differentiates itself from viral marketing is heavily dependent on interpersonal
standard advertising because it is highly dependent influence, and thus requires new methods of mea-

on human interactions and influence, which demands surement.

a new form of marketing; as we said in last year’s

report, we call this Social Influence Marketing™, or Regardless of approach, we must be able to answer
SIM. For the purposes of this article, we will take a some of the most basic questions asked by our
close look at how one element of SIM, viral marketing clients around SIM: what is the ROI of a social or viral

should be measured. As a part of the SIM sphere, media campaign? What rates as "good” in terms of




viral spread? Do people who get information from
peers (friends and family) act differently than those
who find it organically (through paid media, search,
or other efforts)? What does successful engagement
look like within social media applications?

Answering these questions, and understanding
the impact of social or viral media, has to be done
in three ways:

1. By developing a framework and model
the behavior so that it can be understood
and benchmarked

2. By using various technologies to track viral
media efforts

3. By creating metrics around engagement
and social impact that can be tied to sales,
conversions, or brand perception.

However, prescribing an approach is not enough

to demonstrate the power of its application. Using
data from real clients, we see the importance of each
of these steps to measuring viral aspects of SIM.

Many have come to realize that applying standard
measures of success, engagement, or ROl to a SIM
effort often provides little insight and perhaps even
incorrect perceptions of how the effort performed.
Moving beyond models that are used to measure ROI
for other forms of online advertising, we believe that
SIM efforts have unique characteristics that must be
modeled and measured. Saying a marketing program
is social (has a viral component) implies two things
that differentiate it from other marketing efforts: it has
shareable elements and it has elements that are
associated with people. In viral SIM, people are now
the owners and purveyors of information and not
passive receivers of impressions. We believe the
incremental value of a social media program is distin-
guished by these two differences.

Specifically, the added value of a viral SIM campaign
comes from two sources: the incremental reach

as elements are socially passed along, and the
“endorsement effect” — the effect that receiving media
or recommendations from friends has on key brand
metrics and sales. The next two components go into
measuring each of these.




Base and Incremental Value for Social Media Campaigns

Value driver

Value of “paid” impressions
& engagement

Value of incremental reach
(users pass it on)

Value of endorsement effect
(badging, association with other
users)

Total value of social media
campaign

Campaign value

I
Incremental value of

social media

Approach to measurement and optimization

Correlate original downloaders of social media
(e.g. widgets) with observed conversion behavior
and/or surveyed purchase intent

Model the piece of social media (e.g. a widget)
asan infectious disease and attempt to maximize
total number “infected”

Correlate viewers and users of social media
(e.g.widgets) with observed conversion behavior
and/or surveyed purchase intent

Accumulate incremental value of all effects relative
to non-exposed and non-user of the social media




New approaches to marketing and advertising require
new approaches to measurement and quantification.
Whatever the measurement tactic, it needs to tap into
the two fundamental aspects of SIM described above:
that it has shareable elements and it has elements
that are associated with people.

In order to measure the social or viral nature of a
campaign, a tagging or tracking approach needs to
not only differentiate between users who receive
a piece of viral media from a friend and those who
came across it through other means, such as an
ad banner or paid seeding approach, but must also
be able to track successive generations of a piece
of social media and attribute value to each of those
generations of users. Doing so measures the power
of the endorsement effect as the content spreads
to new sets of consumers. Quantifying viral spread
of social media is not just about measuring free
downloads or exposures, but understanding how
individuals pass along viral media to their friends,
how their friends act in return, and the value around
each of these groups.

Using the Generational Tag (Razorfish™ patent pend-
ing) we can track successive generations of users and
begin to understand the value of generations and

of the owners of each cookie exposed to SIM media.
The Generational Tag is a set of code that allows for
the creation and tracking of viral spread for widgets
and applications in both social network environments

(MySpace, Facebook, etc.) and non-social network
environments (desktop applications, etc.). The Gen-
erational Tag allows users to not only calculate viral
spread, but to assess the value of the paid versus
non-paid (viral) spread when used in conjunction with
Atlas tags. The code works by looking at the source
of the application download and creating a variable
to be carried inside of the widget or application itself.
When a user downloads an application from a paid
source the user is assigned a generation of 0. When
a user downloads the application or widget from

a friend, the Generational Tag looks at the generation
of the source and increments it by one (creating viral
generations 1 though n).

Using the concept of generations with viral or social
media will be critical to understanding the effect-
iveness of free spread created by SIM and to under-
standing the ROI of users who receive media from
friends versus those who receive it from paid sources.
Measuring generations will help us answer the
importance of breadth versus depth for generational
spread, the value of social, the value of generations
and ultimately identify key influencers (not through PII).
In due course, understanding the value of key influ-
encers is necessary for ensuring successful message
propagation and retargeting.



Understanding the Viral Spread of SIM

Generation = 0

Viral Media
Paid Source

1st Generation

2nd Generation

3rd Generation

Measuring engagement (various measures of usage
and utilization) is becoming more common in viral SIM
efforts, but the practice of measuring its ROI is almost
non-existent. However, understanding both engage-
ment and ROI with viral efforts is necessary to inform
key decisions by business leaders and brand man-
agers. As creators of viral media marketing efforts,
we need to understand not only if users are engaging
with our efforts, but also if those engagements are
meaningful in terms of conversions, brand awareness,
or purchases downstream.

Engagement with social media is important to un-
derstand both in the context of the SIM effort itself
and how that effort compares to others, so that one
can begin a benchmarking process. The reason for
this is that while engagement is not a tactic unique
to SIM or viral marketing, engagement within the
social media space is not understood well. Looking
at two client examples it becomes clear that increased
engagement (measured in time spent with the widget)
leads to not only increased page views on the client
site (indication of further brand engagement) but to
higher average revenue generated per user.




Time spent with widget resulting in average
client site unique page views

5+ minutes 29 52
: 3
1 - 5 minutes 6
8 Widget 1
<60 seconds 11 Widget 2

Average revenue generated per user by length
of engagement with widget

5+ minutes $12 96 $3733
1 - 5 minutes %:
Widget 1
<60 seconds %?1 Widget 2

Perhaps more insightful than tying revenue or further
brand engagement to SIM measures is assessing

the social impact of SIM efforts. Getting additional
spread from a viral media effort is great, but if it is not
engaging users further down the social chain than it
is doing little good.

There are significant differences in both engagement
and media spend between those who discovered
the application or widget through media versus
those who were referred by friends, who, of course,
received it with no media spend being incurred by
the marketer. Not surprisingly, having a piece of mar-
keting content referred by a friend yields much
better results. We estimate that people who discov-
ered the application via a friend are two to four times
more likely to download the application, are two to
eight times more likely to spend money on the client
site and have an average order value of 10 to 30
percent higher than those who are exposed only
through media. The chart demonstrates this for an
actual client case.




Impact of social referral on download
of widget, spending money and AOV

8%
Download 239

Spend on 1%
Client Side 9%

Average $205
Order Value $261 }
22% increase in AOV

Widget obtained organically through media

Widget obtained from a friend

The future of SIM lies in our collective ability to
show clients what kind of value they are getting from
their social media expenditures. The only way to

do this, of course, is to ensure that a comprehensive
modeling and measurement approach is in place.

It doesn’t matter if your viral media effort has all

of the bells and whistles, if you can’t convey its value.
What you can say about the success of a viral media
effort is wholly dependent on measurement and the
ability to tie those metrics to something meaningful.
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TV AT A CROSSROADS

The Digitalization
of Television:

Challenges and Opr

as TV Turns a Corner - il

.

By Terri Walter, Vice President, Emerging Media, Gf(')gal



Television is experiencing a fundamental shift. And it is not
just because of the recession or the transition from analog to digital
broadcasting (now slated for June), both of which are putting
pressure on future growth. TV is going digital in all aspects — from
its infrastructure to its content distribution models to its advertis-
ing and audience measurement models. The changes afoot, while
challenging, are long overdue.

challenges: declining viewership on a show-by-
show basis within broadcast TV, challenges to the
business model of premium content production
and distribution, and hence, risks of declining adver-
tising revenue, which could change TV advertising
as we know it.

Technology has ushered in a new era of entertainment
and digital video alternatives, and consumers are
dividing their time among their computer screens, TV
sets, mobile devices, gaming systems and set-top
boxes. With audience fragmentation comes numerous




While cable TV continues to fare well as audiences
move towards niche content, the pressure broadcast
TV is experiencing from declining viewership is real:
collectively, the Big Five networks (including the CW)
are down 13% among adults 18-49 versus last year.
Given this new reality, as well as pressure from the
recession, the economics of investing in the production
of premium content is hitting home, and for the first
time, broadcast networks like NBC and ABC are
considering scaling back their live programming.
NBC’s announcement in December that it is moving
Jay Leno to primetime five nights a week, which
would save NBC the costs associated with producing
five premium shows, is a dramatic shift that under-
scores the financial struggles networks are beginning
to face. These changes could have a trickle down
effect within the TV ecosystem; local network affiliates
which rely on live programming to drive audiences
into local news slots may be negatively impacted as
well. Declines in premium content production may
also, over time, cause viewers to look elsewhere — to
cable, online video or emerging content platforms like
the Xbox — to get what they are used to receiving.

These challenges make it more important for content
producers to find ways to monetize their content
across multiple screens and across an infinitely-frag-
mented video landscape. And many players are
investing in just that. As even broadcast goes niche,
new platforms like Navic Networks (which, like
Razorfish™, is owned by Microsoft) and Google TV
Ads are promising to aggregate and monetize the
impending growth of the long tail of television. New

forms of digital rights management (DRM) solutions
by companies like Auditude are also helping content
owners track and monetize their content across
numerous screens. Auditude is currently working with
MTV, MySpace and YouTube to identify and serve
advertising into premium content wherever it gets
distributed on the Web, and is enabling purchasing
directly from overlays within the video. This type of
DRM will help networks and other premium content
owners monetize their content as they try to recoup
production costs lost from TV in other channels to
sustain their business models.

Advertising on broadcast was roughly 63% of the
total $76 billion TV advertising market in 2008,
according to PricewaterhouseCoopers. Over the past
few years, broadcast networks have profited from
the economics of a supply-demand model by raising
their CPMs as gross ratings points declined and

ad inventory decreased. However, that strategy is not
sustainable in the long run. Donna Speciale, presi-
dent of Publicis Groupe’s MediaVest, said on a Febru-
ary panel discussion sponsored by the Advertising
Women of New York, “It is up to agencies to put
pressure on the networks to pull their pricing in line.
Over the long-term, and particularly in this economy,
increases like this are not sustainable any more.”



As we begin to experience reductions in broadcast
television audiences, says Alec Gerster, CEO of
Navic, “There are simply too many dollars and too few
GRPs in the TV media community,” meaning dollars
will need to flow elsewhere as audiences continue
along a path towards fragmentation. Cable has already
benefited, with steady year-on-year increases as
cable nets have improved content and have drawn
loyal niche audiences. But as consumers get savvier
and begin to expect the same level of interactivity
they get online on their TVs, and as TV itself begins
to fragment beyond the point of manageability, where
will dollars flow?

Interactive TV, a small $60 million ad market in 2008
according to eMarketer, has been emerging for many
years, but adoption by marketers has been slow,
mainly due to issues of scale. This is particularly
true when compared to alternatives like online video,
which, with limited barriers, has been able to achieve
mainstream penetration and ad investment (the

ad market was $619 million in 2008, or 10 times iTV’s,
per eMarketer). With DVR penetration still low at
roughly 25% of households, multiple infrastructure
barriers and a lack of standards in terms of media
buying and measurement, the basics of interactive
TV have proven challenging. Said NBC Universal CEO
Jeff Zucker at this year’s NAPTE convention, “While
TV faces large challenges, the alternatives are not quite
ready for primetime.”

But Project Canoe, the consortium of cable com-
panies (including big players such as Comcast and

Cablevision) is working on standards for interactive
TV and they, along with TiVo, Google and Microsoft,
are betting on a brighter future, particularly since
DVR consumption is poised to grow to 50 — 60 million
households in the next three years. In the last year,
both Comcast and Google TV Ads have broadened
their solutions and are now aggregating enough reach
to garner decent investments from their clients.
According to Mike Steib, Director of Google TV Ads,
“We are now a scalable buy, and are beyond being an
experiment among our client base.”

TiVo has introduced new ad units with deep function-
ality, including ecommerce via its platform — TiVo
subscribers can now order a pizza from Domino’s
via their remote controls, or movie tickets from
Fandango. It also has a highly regarded real-time
measurement platform that uses set-top box data to
report actual audience views and interactions

with ads. Cablevision released the Power: 30SM

in January 2009, which, according to Barry Frey, the
company’s Senior VP of Platform Sales, “uses the
30-second unit as the entry-point into video-on-
demand (VOD) and interactiveTV (iTV) channels dedi-
cated to a certain advertiser.” In the last nine months,
interactive TV has been making strides in building
reach, getting smarter about addressability and
targeting, and proving the case that telescoping func-
tionality, which enables deeper interactions within
the ads, is paying off for advertisers. We expect more
traction to build here as TV moves from analog to
digital this year.




sion in 2008, resulting in declining valuations, are
also making it more important than ever for media

In the past few years, ad skipping via DVR devices . .
companies to innovate.

has become a major threat to linear, appointment-

based television, leading the industry to introduce L L L
Innovation in television is clearly happening in inter-

active TV, as described above, but at
the same time, new entrants into the
market — including premium content

“YOu Can,t be bOund bY aggregators such as Hulu, Veoh,

Joost and even Xbox — should not be

the Wav You,ve always underestimated as they begin offering

- ’ premium and custom content, and
done thlngs . enter the battle for attention in the liv-
ing room and beyond. As online video
and TV converge, alternative platforms
like VUDU and Boxee may also rise up
and challenge the “controlled TV en-
vironment” that consumers are used to.

— Jeff Zucker, CEO, NBC Universal,
at Razorfish™ Client Summit 2008

new audience metrics such as Nielsen’s C3 currency, As we look at the future of TV, we see a few defining
and new ad models, such as TV networks, offering trends:

fewer commercial pods and more integrated spots.

Needing a new currency that would account for 1. The rise of the long tail of television
ad-skipping behavior and enable media buyers to Broadcast TV will begin moving from mass to
pay only for impressions that were viewed, Nielsen niche in both audiences and programming. This
introduced commercial audience ratings — which will spark the development of a long tail in
measures viewing of commercials — and C3 in lieu of television, and will increasingly put broadcast
its long-time way of looking at the TV audience: the TV on a more equal playing field with niche-ap-
live viewer rating. C3 recognizes impressions viewed propriate channels like cable, online and print.
live and within three days of original programming, Is it possible that broadcast TV will go the way of
but content owners only make so much back with C3; cable and eventually begin charging consumers
they are still challenged to monetize ad-skipped subscriptions for premium programming? If
content. Economic realities brought on by the reces- viewership on a program-by-program basis, and



the economics of the industry continue along a
downward spiral — and advertising aggregation
cannot offset the costs — we may see this happen.

. The digitalization of the television
infrastructure

As television becomes a more fragmented land-
scape, technology will be needed to help manage
the buying, planning, ad serving and measurement
of next generation TV across numerous channels.
Platforms like Google TV Ads and Navic, which
introduced a supply-demand model for buying
and selling, will grow in importance because they
offer sophisticated targeting in television beyond
just demographics, simplify the trafficking

and reconciliation process, and provide real-time
measurement solutions.

. The transition from sampling to

real-time measurement

Currently there are many experiments within the
TV industry to understand how real-time mea-
surement from set-top box data relates to the
audience metrics that the industry has been built
upon. Through set-top box data like TiVo’s
Stop||Watch™, advertisers can now see — down
to the creative execution level — exactly how
many households watched their ads, when they
did so (real time versus delayed viewing) and at
which point in the spot they tuned out. But be-
yond that, through data overlays, advertisers can
also understand who these people are in the
household — their demographics and psycho-
graphics. As the industry continues to adopt

census-based audience measurement in lieu

of sampling and major players including Nielsen
release tools, we can expect to see aggressive
discussions about standards, more addressabil-
ity in TV advertising and, potentially, new metrics
to emerge beyond GRPs.

. The personalization of the TV

advertising experience

Cable companies and other interactive TV provid-
ers are working with technical solution providers
like Visible World to enable creative executions
to be personalized on-the-fly based on demo-
graphics, geography, weather and so forth. Imag-
ine the elements of your TV spot (lead character,
featured product, setting) changing via the target-
ing process based on region, gender, age, time
of day and weather conditions. While this has
been possible for years, we should see more per-
sonalization of advertising among large brands
as Project Canoe rolls this out uniformly across
providers. However, due to the implications this
has on creative production and quality (more
expensive production costs, lower quality due to
on-the-fly splicing), it remains to be seen if the
economics of this type of personalization will pay
off.

. The socialization of television

Web 2.0 technologies

Social networks, instant messaging, blogs and
RSS — they are not just changing how con-
sumers interact with Web sites and each other;
they are also beginning to alter video consump-




tion. Online broadband channels and video
players have had chat functionality for some time,
but with the launch of Facebook Connect in late
2008, consumers can now leverage their per-
sonal network or social graph, and bring their
friends with them anywhere Facebook Connect is
available. CNN'’s incorporation of Facebook
Connect, which launched in time for Obama’s
presidential inauguration in January, created
quite a stir. For the first time, users could watch
live TV online, invite their friends, chat with them
while viewing and enjoy a social experience
around Internet TV. CBS has also recently intro-
duced a “social viewing room” on its Web site
around premium content to experiment with a
similar consumer experience. Alternative TV plat-
forms like Xbox, which already are social com-
munities in themselves and enable massive
multiplayer gaming and community-driven video
experiences, are bringing this into the living
room. As the world of TV evolves and consumers
look for new ways to experience the water cooler
effect, we can expect “social viewing experiences”
to change the concept of TV as we know it.

. The ubiquity of content

Nothing defines what TV was and what it will

be as specifically as the word “content.” As we
see advances in technology increasingly enable
mobile video and content in the cloud, or new
business models like Slingbox, HAVA and Boxee,
that break down the conventions and gateways
we have in place around

accessing content, the definition of television will
continue to change. In fact, the word “television”
will eventually mean something new — it will
need to move beyond the platform itself. It is
important to understand how convergence may
affect the media ecosystem and the business
models that the TV advertising community oper-
ates around. Technology will continue to change
how consumers access and consume content,
but unless advertising models continue to evolve
as well — particularly as a means to fund the
development and distribution of premium content
— we may be at risk of losing premium content
altogether. It is critical for all parties in the televi-
sion ecosystem to look not just at what is in store
in 2009, but to look ahead at how digital tech-
nologies are evolving, to ensure there is a “televi-
sion” that content consumers know and love as
platforms converge.



As we look toward 2009, one thing is certain: TV is going digital. In a fragmented,
consumer-controlled media world, there is no doubt that content creation and
distribution strategies are more complex and costly than ever, and advertising models
and the underlying infrastructure of the TV industry must evolve in response. We

can expect more interactivity, measurement, personalization and portability of content
as the underpinnings of the industry begin to use digital technology to modernize.

We can also expect TV to go social, and audiences to fragment even more, ushering
in a long tail of TV ad opportunities and new buying mechanisms based on supply
and demand, that look similar to online ad networks. But how quickly can the TV eco-
system respond? If there was ever a time for innovation, it is now. Will convergence
displace TV as we know it? We will have to live through it to find out.

No one knows more about the challenges and opportunities in television than

our colleagues living in the space: Jack Myers, President of Jack Myers Publishing,
and media futurist/columnist; Tom Rogers, President and CEO, TiVo; Davina Kent,
Director of Strategic Alliances, Comcast; Alec Gerster, Chief Marketing Officer of Navic
Networks; Mark Kroese, General Manager, Entertainment and Devices, Microsoft; and
Mike Steib, Director, Google TV Ads. The following articles from these experts reflect
some issues in the industry in 2009 as TV turns a corner.




Jack Myers
on the Future
of Television:

Realities and Opportunities
for Media Companies and Marketers

The foundations of the media and advertising business
have eroded. While much of the beachfront real estate represented
by traditional media continues to be highly-valued by marketers,
enabling them to sustain relatively stable year-to-year revenues,

the pillars are unstable — and Wall Street valuations have been
washed away. The economic models that have served the media
business well for nearly eight decades are less relevant today and
will be irrelevant in the near future.



While these crashing waves have been most deeply
felt by the print media, they are also lapping at the
foundation of television, the medium that, for decades,
has been the most popular advertising medium of all.
Television is not exempt from the following depressing
facts, which beset all media:

* The core value of advertising, such as TV
commercials, is under siege.

» More than 90% of all media-related ad buying and
selling activity operates in a supply-and-demand,
transactional model that commoditizes services
and drives prices and compensation toward zero.

» Misguided economic principles have depleted the
resources of the media and advertising industry,
and have led to a dramatic decline in valuations.

+ Organizational dependence on outdated business
models, such as the focus on media exclusively
for mass eyeball impressions, without relevant
targeting or engagement measures, has fostered a
bleak, long-term outlook for traditional advertising
and subscription-dependent media companies.

* A likely year-on-year decline in ad revenue through
2010 is causing layoffs and cutbacks at a time
when media companies and marketers need to
foster innovation.

* A rapid acceleration of media fragmentation has
increased ad inventory, driving down prices.

* Newly-empowered consumers have the technol-
ogy to avoid marketing messages, and are
spending increased time on non-ad-supported
media, such as social networks.

Because viewing behavior is changing, the advertis-
ing and media business shouldn’t expect a turnaround
in the general economy to significantly enhance its
business prospects. Instead, what the advertising re-
cession (depression?) doing is accelerating the speed
with which traditional media companies and agen-
cies will need to embrace things such as interactive
media, cost-per-action measurement, ad exchanges
for media buying and selling, social networks, user-
generated content and other emerging media oppor-
tunities.

So is there any good news? Yes. Those who can free
themselves from traditional paradigms and organ-
izational structures designed decades ago can reap
the rewards of this dynamic, disruptive new media
marketplace. It is incumbent upon all media and ad-
vertising companies to do so.

While there are several long-term trends that the

TV and advertising industries need to pay attention to,
such as interactive TV and the rise of online video
(see further below), there are several near-term oppor-
tunities that will both build revenue and give these
industries the learning they need to plot a better future.




For one, television networks and studios will be most
successful when they focus on the power and potential
value of programming “brands.” Strongly-branded
series such as American Idol, Dancing with the Stars,
Battlestar Galactica and Lost, offer multi-platform
and off-screen merchandising, event and promotional
revenue models. The TV industry needs to build
programs that will allow marketers to associate them-
selves with selected content throughout the lifespan
of that content. They can then use the program
brands to emotionally connect with audiences and
integrate themselves into the lives of consumers.

Second, marketers need to stay close to what is hap-
pening with TiVo; it is the most valuable tech resource
available to marketers today, because the TiVo house-
hold personifies the interactive and integrated house-
hold of the future. This enables marketers to invest

a small budget to gain relevant experience and pre-
pare for the TV marketing realities and opportunities
that will be the norm in just a few short years.

One of the most important services TiVo currently
provides to the marketing and media communities is
its active measurement of how viewership changes
with the ability to time-shift programming. Through its
Stop||Watch™ ratings service, TiVo gathers important
intelligence on viewing behavior for both commercials
and programs.

By any standard, the evolution of interactive television
as a viable advertising medium has been exceptionally
slow. As far back as 1998, cable and satellite oper-
ators were demonstrating iTV applications that are
not significantly different from those being developed
by Canoe Ventures, the joint venture of six major
cable companies that promise to bring addressable
advertising to the cable universe. Yet even Canoe
CEO David Verklin acknowledges it will be 24 to 48
months before major applications will be available on
a widespread basis.

The obstacles to addressable advertising are eco-
nomic, not technological, because there is no clear
evidence that marketers will pay significant premiums
for advertising more specifically targeted to users.

In fact, the promise that better targeting will drive
higher CPMs remains unfulfilled in online media, which
has been offering advanced behavioral targeting
capabilities but hasn’t seen commensurate increases
in media values. Even with behavioral targeting,
online advertising costs have declined dramatically.

It’s still true that the vast majority of TV and online
media buys are based on reaching audiences in the
most cost-efficient manner. So, while addressable
advertising theoretically has unquestioned value, mar-
keters’ willingness to pay significant premiums for it
remains unclear.



The addition of online video to the mix further comp-
licates the TV picture. In an industry that measures
value based primarily on audience reach, there is no
reason to differentiate between a commercial deliv-
ered via the television and one delivered via the
Web, but those two distribution channels are treated
differently today.

As TiVo, the DVR and video-on-demand become
increasingly commonplace, the most important
interactive TV developments won’t center around
addressable advertising per se. Instead, they’ll be the
ones that bring Internet-like functionality to TV,

such as telescoping and bookmarking technologies,
that enable consumers to respond directly to a

TV message by requesting more information or placing
an order. As marketers review future TV advertising
options, they are likely to incorporate performance
and cost-per-action based techniques that optimize
the models of the direct marketing and sales promo-
tion industries.

The new realities of the TV industry, and how the
audience consumes media, create exceptional
opportunities for companies that invest aggressively,
intelligently and with coherent vision in growth
models and organizations that are differentiated, rel-
evant to marketers and economically sound for in-
vestors. Those that focus their attention on innovative
business models and optimized services in the next
several years, and who offer vision, expertise and

leadership will discover a marketplace that is far
more receptive to them than to their competitors who
continue to depend on the “tried and true.”




TiVo on the Future
of Television:

A Call for Innovation

As the entire country grapples with tough economic times,
there is one thing we can be sure of: if companies such as the
defunct Bear Stearns and Lehman Brothers had seen this financial
crisis coming, they would have conducted themselves very, very

differently.
| hope we don’t have to say the same for marketers, years; the majority of television is time-shifted by these
when they look back on the downturn that will come viewers. Advertising circles like to talk about great-
for brands that do nothing while their consumers er addressability and better targeting of TV ads, but
get better and better at avoiding their commercials we’ve seen time and time again that these factors only
marginally stop people from fast-forwarding. Viewers
There are over 25 million households with a digital do not passively take in ads anymore; to them, TV
video recorder today, and analysts agree DVRs will has become much better because they can skip ads.

reach 50 — 60 million households in the next three



sector has a chance to get ahead of this kind of

. - . dislocation.
In order for television advertising to survive, we

have to find newer, better ways to effectively engage
the viewer and ultimately cause him or her to watch
the ads. We can’t ignore this imperative. We’ve
already seen what ignoring clear signs has done to
other parts of the media sector, with the most ex-
treme examples being what happened to the music
industry when free downloading became popular,
and the newspaper business when consumers
shifted to online news content. The time to act is now.

Making TV advertising that consumers actually want
to see is much bigger than TiVo. | see a day when TV
advertising is more powerful and yields better return
on investment for companies, because ultimately

it is far more valuable for the consumer. If the industry
stays focused on creating a better advertising experi-
ence, I'm convinced that day will come.

Fortunately, there are already a variety of incredibly
effective ways to engage these fast-forwarding
viewers on TiVo — tags, full-screen billboards, entry
off the user interface, delete screens — and we are
actively developing new forms of interactive adver-
tising for Comcast, Cox and DirecTV. Just as impor-
tantly, TiVo has second-by-second measurement
tools providing data that demonstrates exactly which
commercials are seen and which are not, giving
television advertising all the accountability of the In-
ternet, and marketers granular data to create a more
engaging ad. Factor in HDTV, which offers better,
crisper pictures, and the television advertising experi-
ence can be more informative, interactive, immersive
and influential than ever.

| know this industry is capable of moving swiftly, but

| also know the daily grind of dealing with immediate
issues can work heavily against quick progress. For
once, with the rise of better TV ad models, the media




Xbox LIVE
on the Future
of Television:

A Window Into the Next Generation

With broadband penetration in the living room continuing
to rise, the question of how TV usage will evolve is increasingly
topical. The Xbox LIVE service — an online, social entertainment
platform available through Xbox 360 — provides a sneak preview
into the changes that will come to TV in the not-too-distant future.



Seventeen million members strong, Xbox LIVE is
described as the “largest social network connected to
the TV,” but with over 25,000 different pieces of con-
tent that can be distributed digitally, it’s also a window
into the behaviors of the next generation of TV con-
sumers. Here are some things we’ve learned from
observing this vibrant community of early adopters:

1. T-commerce is real and growing. So-called
T-commerce, or commerce conducted over
digital TV, has been used by Xbox LIVE users to
buy roughly $1 billion digital purchases since
November 2005. These purchases — primarily
game enhancements and video content — show
that TV can be a viable platform for commercial
transactions.

2. Users want interactivity. In a typical month,
over 60% of Xbox LIVE members utilize the ser-
vice’s interactive and commercial features. Click
through rates on Xbox LIVE ad campaigns are,
on average, nearly 10 times greater than banner
ads on Web pages.

3. TV viewing is becoming a social experience.
Xbox LIVE users exchange nearly four million
instant messages per day, and an average of 20
million online “friends” are made each month.

While many Xbox LIVE members are faster adopters
of interactive services than the TV population at |

arge, our relaunch of the service last fall showed that
modifications such as a simplified, intuitive interface
and expanded content, dramatically improved adop-

tion of the service by all users, core and casual alike.
We saw substantial increases in the following metrics
during the first two months after launch:

» The average number of downloads per
user increased by 60%.

» The average number of friends per user
grew 33%.

» The average amount of time users spent on
the service increased by more than 20%.

As the TV ecosystem continues to evolve, we're
seeing that the television set is becoming a vibrant,
social, interactive platform combining the most
compelling aspects of the Web with traditional TV.




Comcast on the Future

of Television:

New Opportunities for Enhanced Television

In addition to worries about the economy, today’s ad execu-

tives are worried about audience fragmentation, non-linear viewing,

multi-tasking viewers and commercial skipping.

Ad budgets are expected to decline in 2009 so market-
ers will be expected to do more with less. We forecast
that money will migrate to media that offers target-
ing or addressability, interactivity and accountability.

As the landscape continues to grow, cable operators
have begun to develop new standards for interactivity
and addressability across their footprint of 70 million
cable subscribers. This vast footprint opens up

new opportunities for advertisers to enhance their

traditional TV advertising with interactive TV adver-
tising and target using demographic and psycho-
graphic data. For many years testing interactive and
addressable TV advertising has proven successful,
but scale has lagged. Now, with 28 million subscrib-
ers, Comcast is deploying unique interactive and
addressable advertising products to make TV adver-
tising more engaging, efficient and effective.



Navic Networks
on the Future
of Television:

As TV and Its Audiences Fragment,
How Will It Be Funded?

There are some fundamental, structural patterns to the
television business that will come under more and more pressure
as the industry continues to expand from its heritage of limited,
controlled channel space to include non-linear distribution models

and video delivered over the Internet.




There is none more basic than how the ad-supported
ecosystem will continue to fund the production of
high-quality content that will continue to compel audi-
ences — even as those audiences fragment.

To date, ad-supported models have benefited from
the walled garden of limited VHF spectrum or the
expanded, but still centrally controlled, world of
today’s cable operators. Content consumption is be-
coming progressively audience-driven as consum-
ers decide where, when and how they want to watch
the content of their choice — with little regard to
how it’s paid for. Such options as video-on-demand,
digital video recorders and video available over the
Internet have all become huge challenges to the linear
television model — a model that has relied not only on
limited channel availability and therefore ad inventory,
but also tiered pricing models and direct subscript-
ion revenues to exist. Unless the industry is ready

to settle for a world dominated by user-generated con-
tent, it is important to figure out how to consistently
monetize across today’s infinitely fragmenting video
landscape.

With this fragmentation, media becomes increasingly
challenging to sell and thus, much harder to profit
from. This potential inability to drive ad revenue will
directly affect the quality and availability of content
and will continue to negatively affect the ad-supported
ecosystem by underutilizing inventory. The mid- to
long-tail of TV viewing, which represents a significant
share of ad-supported TV’s audience, has also gone
unused. The reason is that non-linear and long-tail

advertising defies the conventional model of selling
and necessitates the use of solutions that utilize
set-top box data and other methods to effectively sell.
As the long-tail is traversed, the size of individual au-
diences approaches the numeral one, and with that,

it becomes nearly impossible to sell without a solution
such as an ad exchange to manage inventory.

In order to fund content, this new world will increas-
ingly change the emphasis from the direct control

of distribution, to a combination of those media
brands that can consistently and simultaneously drive
audiences in a non-linear environment: a VOD or
subscription model that works in this world, a related
ad capability and a video version of today’s multi-site
Internet network approach. Being able to monetize
the long-tail of television, in addition to non-linear
properties through an exchange, gives the industry
an adequate revenue stream to continue to produce
compelling content that will drive audience prefer-
ences and reinvigorate the ad-supported ecosystem.



Google TV
on the Future
of Television:

An Interview With Mike Steib

In January 2009, Razorfish™ asked Google TV Ads Director
Mike Steib to explain what he thinks the main challenges are for
television advertisers in the digital age, and where Google TV
Ads (which essentially expands elements of Google’s ad model
to TV) fits into the landscape. These are his thoughts:




TV is becoming like the Web: lots of channels, niche
content, fragmented — but passionate — audiences.
It used to be OK for advertisers to just buy 10 or

15 channels on which to run their campaigns. Today,
smart marketers need to reach their audiences across
a long tail of television, and to find their target cus-
tomers at the moments when the context is right. On
the Internet, when millions of Web sites emerged, it
took a while for advertiser behavior and ad technol-
ogies to catch up to consumer behavior. TV is some-
where in that development cycle today.

Online, advertisers know what works; they know if
someone clicks on their ads. They’ve come to really
like that. This has led them to demand more account-
ability from their television buying as well; they now
ask questions such as “Which audiences are watch-
ing what ads?” and “Which ads are being avoided?”
Increasingly, if an ad is not relevant to a viewer, he

or she is not going to watch it, and we all need to deal
aggressively with that reality.

However, even if a marketer is able to learn that

this ad over here is working and that ad over there is
not working, it is not nearly as easy to shift media
placements on-the-fly in TV advertising as it is in
online advertising. The needs for more accountability,
better measurement and a transactional model

that can scale to hundreds of TV channels are some
of the main challenges for TV advertisers in this
digital world.

Google TV Ads address these challenges because

it makes buying more targeted, increasingly account-
able and better measures TV commercial viewing.
We’re working with leading media companies like Dish
Network, NBC Universal, Bloomberg and Hallmark

to make some of their inventory available to advertis-
ers through this platform.

Advertisers and agencies can select channels and
shows in Google TV Ads — or they can generate
detailed lists of programs and dayparts using our psy-
chographic targeting features. For instance, they

can search for programs that deliver to young women
who make $100,000-plus and who are interested in
cooking. Alternately, they can find the right context
for their ads using our search tools, asking to find any
programs that involve for example, crime, college
hockey or weddings. Just as with Google AdWords,
advertisers set a maximum price for each, as well

as a daily budget, and our system optimizes to those
goals. Advertisers reach their target customers
across, potentially, a hundred channels in a relevant
context. This takes maybe an hour or two per week
for the agency to execute.

To measure all those channels, we employ millions of
set-top boxes and bill advertisers only for the TV
sets that are tuned in to the ad. No waste. This also
enables us to measure every channel on television,
including previously unmeasured channels, so
advertisers can buy the “long tail.” The next day, we
tell each advertiser what percent of the audience
watched each ad all the way through, what percent



tuned out and whether they watched it live or
time-shifted on a DVR.

There are no commitments by the advertiser, and there
is no bundled media. Some agencies and advertisers
set up campaigns and let them run for weeks; others
make frequent changes based on new data.

In many ways Google TV Ads is similar to online ad-
vertising because it empowers advertisers to target,
measure and quickly adjust their TV buying. Our
partners are using it to make their ads more relevant
to the viewers. We’re pretty psyched about it.







The Web Gets a Pulse 170
n Moves Beyond Media 172
When the Going Gets Tough... 174




The Web
Gets a Pulse

The “real time” nature of the Web is taking on a new dimension:
this year, we will close that gap between archived information and
what’s going on right now. Not only is the Web becoming more
social — it is becoming instantly reactive. From twittering and
yammering to live online social events to intelligent, location-aware
mobile connectivity, the Web is beginning to take on a pulse —
or, a life — of its own. Social Web users, whether they are con-
nected teens or digital moms, are increasingly unable to draw
boundaries where their physical and virtual worlds divide, or

to distinguish between their known and anonymous peer groups.
And as Obama demonstrated, there is untapped momentum in



social media environments, which, when leveraged well, can
create a movement of scalable proportion. However, movements
cannot happen alone. In this environment, marketers need to
listen, monitor and learn. They need to understand what value they
bring and how to work with their agencies and media partners to
create their own dynamic experiences. Does your brand —

whether you are a media company or a marketer — have a pulse?




Fragmentation Moves
Beyond Media

It is no surprise that audience fragmentation continues to challenge
marketers, but in 2009, it is increasingly challenging to content
owners. Media content was once relegated to a platform with an
established, advertising-supported business model: TV, print,
online, mobile or out of home. But as consumer attention splinters,
S0, 100, will the content, the platform and the media revenue
model. With economic pressure and ever more complex distribution
channels, will our business models sustain themselves? Will pre-
mium content survive? While the long tail of the Web depends

on technology and data to monetize its inventory, traditional business
models with long-standing histories and complex infrastructures



like TV have not been as quick to change. 2009 will be a test

for premium content owners, the TV and print advertising estab-
lishments and the digital world as we brace for potential and
unexpected change to our business models brought on by years
of continued fragmentation. What will define the media company
of the future? The ability to let content travel across a myriad of
platforms, devices and lifestyles. The will to embrace new forms of
measurement, data, technology and digital infrastructure to

manage complexity. And the vision to compete on the future.




When the Going
Gets Tough...

No doubt the recession is on everyone’s minds as we enter a new
year. A flat year would be a good outcome for digital advertising

in 2009, and while many major publishers will see a year-over-year
drop, there will be winners. We are in the midst of a historic time,
when industries that some would argue were the foundations of our
economy may be challenged like never before, but there is also

an opportunity for new business models to take root and thrive.
2009 will be a tough year for all media, even digital media; it will be
a time for exploring new buying methods — such as conducting
business through ad exchanges — and learning how to employ
social influence marketing strategies that have value for consumers



and brands alike. While growth may be curbed, there is no time
like the present to innovate. Innovation will take many forms — new
messages, new channels, new products, new business models.
Whatever happens, one thing is for certain: we'll all learn how to do
more with less. And be smarter for it.




Razorfish™, formerly Avenue A | Razorfish, is one of the largest interactive marketing and technology companies
in the world, and is also one of the largest buyers of digital advertising space. With a demonstrated commit-
ment to innovation, Razorfish™ counsels its clients on how to leverage digital channels such as the Web, mobile
devices, in-store technologies and other emerging media to engage people, build brand loyalty and provide
excellent customer service. The company is increasingly advising marketers on Social Influence Marketing™,

its approach for employing social media and social influencers to achieve the marketing and business needs of
an organization. Its award-winning client teams provide solutions through their strategic counsel, digital
advertising and content creation, media buying, analytics, technology and user experience. Razorfish™ has offices
in markets across the United States, and in Australia, China, France, Germany, Japan and the United Kingdom.
Clients include Carnival Cruise Lines, MillerCoors, Levi’s, McDonald’s and Starwood Hotels.
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