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Advertising Goes Mobile

Trends in both the advertising industry and the lesieindustry are driving the
emergence of a vibrant, albeit nascent, mobile adirgrtmarket. Advertisers and
media companies are seeking new advertising chamm&smngsumers shift their
media consumption behavior. Meanwhile, the mobile ingus driving towards
premium content, including Video, Music and Games, fgednew revenue
streams.  Eric Berger, vice president of mobileremtenent for Sony Pictures
Television, said it best when characterized therenment, "Data fees are still
pretty high for mobile TV services, so everyone is loglhalternative models to
bring fees down and spur consumer adoption. The indastrploring ad support
for both specific pieces of content and data platforsna whole, and looking at
whether and how to bring subscriber costs down with &Hs. challenge is
triangulating the demands of consumers, content owadvsytisers and carriers
all together.”

Advertising drives to mobile

A variety of trends are aligning to create the “per#orm” in traditional media
and advertising. An array of new channels, platfcand networks are enabling
new ways to reach consumers. Meanwhile, many traditahadrtising channels
are becoming less effective. This is driving thercle for new advertising models,
with mobile being among the primary targets. TbkoWwing are among the
drivers and trends in the advertising industry:

» Digital video recorders (DVR) and time shifting contarg undermining
TV advertising models and advertiser confidence.
» Consumer media behavior is changing
0 More time on Internet
0 Internet-based user-generated content
o Social networks
0 More time on video games

* Internet and DVR technology empowers consumers in thmadia
consumption

» Consumer expectations for control and personalizatioe\arking and
growing

Growth of DVR usage and Internet advertising areéyecatalysts for the shift in
advertising. The following chart shows the growingtafied base of DVRs
worldwide.

© 2007 Multimedia Intelligence -MMI10007WP
www.multimediaintelligence.com



Figure 1: Worldwide DVR Installed Base
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The chart that follows shows Internet Advertisingvgiothrough 2011.

Figure 2. US Internet Advertising Revenue
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Advertisers are shifting their marketing and advertesat dollars to better engage and entice
their customers. In addition, the media consumption $ranel driving media companies to
shorter release windows for media properties. In a-suriéen world, including TV, Internet
and Mobile, advertisers need to reach consumers oradinphs and in all locations. With
nearly 3 Billion mobile phones in consumers hands wodewihe mobile market presents a
lucrative target.

Mobile Drives to Advertising

The mobile industry itself is facing a shifting laedpe. Traditional mobile voice services are
seeing increasing commoditization, as many developedtiies approach 100% subscriber
penetration. The following are among the driverstegmtls in the mobile industry:

* Overall, voice ARPU (average revenue per usedlliad.

* Mobile operators are driving toward an increasingly r@eray of data services to
sustain growth.

* Premium content and media are among the key new datauesdrivers.

* Mobile handsets are becoming increasingly powerful medidces, capable of
providing a rich media (and advertising) experience.

* The Internet is emerging on mobile devices and mobtiearks.

» Advertising is a prominent business models for both anadd the Internet. As a
result, mobile media and mobile internet = mobile anegd.

The following figure shows the challenge mobile opesaface as voice services are
commoditized and ARPU falls.

Figure 3. Worldwide Voice ARPU Declines
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The shift to mobile data revenues, including messadgoremium content, is critical to
sustain overall mobile operator revenue growth. Thiam is vital in the continued drive
towards increasingly feature rich multimedia handsetdsy The following figure shows
the growth in shipments of multimedia handsets.

Figure 4. Worldwide Multimedia Handset shipments
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Mobile Advertising = Personalization and Mobility

Mobile advertising is still at its nascent stage.a4ssult, segments are still evolving and
shifting in a quest to capture revenue and capterad¢ceptance of consumers. The
following are among the segments in mobile advertising:

* Mobile messaging

* Mobile search

* Mobile TV & Video

* Mobile Internet

The mobile handset is a particularly attractive platflondelivering advertising since it

is inherently interactive and personalized. Intaré&¢ and personalization gives
advertisers detailed and specific advertising ngetmd unmatched targeting capability.
These features not only provide value to advertibetsyalue to consumers since
advertising can be far more relevant. With perspedland behavioral opt-in advertising,
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the conversion from advertising to purchase shoulddbeehienabling higher advertising
rates.

While the revenue potential is enormous, the pathetadieal advertising platform is non-
trivial. The figure below shows software platformd thaerators and third-parties use to
enable mobile content distribution and monetization.

Figure 5. Mobile Content Delivery Topology
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In Figure 5, the process of delivering content requinat companies participating
in this segment have an in-depth knowledge of theeegtosystem. The detailed
ecosystem and knowledge base of the consumer is an®hkg\trelements that
makes mobile advertising so attractive. Companies akénginto this strategic

segment now to capture market share and influenairdetion of the market.

Fox News announced Q1 2007 that it is partnering witihdTScreen Media to
help it inject advertising throughout Fox's mobile pedjes. To start, Third
Screen Media will insert banner advertising on Fox Newabile Web site.
MultiMedia Intelligence sees this as a beginning afead, and Fox News will
likely add video advertising and other forms of adseny. Given the acquisition
of Third Screen Media by AOL, it is not certain Fox Newill use the Third
Screen Media platform or an internally generated platfor

News Corp, the parent of Fox, is aggressively pursthiagmobile advertising
revenue streams. In September 2007, Newscorpediebn ad-funded MySpace
Mobile Web.
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Mobile TV Advertising

The role of advertising in mobile video is promisingn the traditional TV
industry, advertising funds about half of the over $Bdiion worldwide video
market for TV, films and related markets. Both Koaed Japan already have
free-to-air mobile TV broadcasts that rely primarily adivertising for revenue
streams.

MobiTV, the leading mobile video aggregator in thetebhiStates, is similarly
embracing an advertising business model. In Decemifé&; RbbiTV announced
an extension of its mobile Video platform to support gesmeg. In early 2006, it
announced a deal with Anheuser-Busch for a series eé&ihd commercials
broadcast across the MobiTV network.

In similar focus, SmartVideo, which offers a wirelds®adband-based video
service, has announced a free ad-supported senatariig music videos
delivered to any Internet-enabled phone. Discoveryil®laltso has announced
plans to incorporate advertising into its mobile chasnel

MultiMedia Intelligence expects the advertising moé®l mobile TV to be
significant. However, the model will be unique from tiiadal TV, and will

initially look more like Internet advertising. Amongetkey factors for mobile TV
advertising:

*  Number of subscribers

* Cost per Thousand (CPM)

» Time spent viewing video per day
* Number of ad impressions

» Target demographic

* Interactivity and response rates

» Leverage location, personalization and behavior to narrardet
advertising

Clearly many of the factors noted above are primaiyed in broadband

advertising as opposed to traditional TV advertisirige @inique identification of a
mobile device to a specific user allows more finefyetliadvertising targeting. It
also allows precise tracking of ad impressions. Thiedbannel allows consumer
response (pay-per-click). Location can be leveragedofmal or event-specific
advertising. MultiMedia Intelligence also anticipatée tfollowing advertising

models to come into play:
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* Broadcast model — periodic advertising inserted betdieminute
video sequences. Typically aligns with linear prograngmi

» Sponsored/Branded Entertainment — Sole advertiser byysduces
exclusive programming.

* VoD pre-roll advertising--Advertising runs prior to dested clip
being viewed. Typically aligns with linear programmibgt could
also start as viewing is initiated or during chammhanges.

* Development of short-form advertising to align with mokiving
habits, including 5-, 10- and 15-second ad slots.

While the advertising model in many ways reflects boaad rather than
traditional TV, it will also have several models tlaa¢ distinctively broadcast-
centric. Globally, many of the mobile TV broadcastams traditional broadcast
companies, which will influence their approach. In #aodj their existing

advertising metrics and customer relationships wifluémce their strategy.
Broadcasters must be careful not to undermine existingrigsing rates and
household ratings, with the new mobile TV business msodated on single
viewer and narrow response characteristics.

Figure 6: Mobile Video Advertising Revenue by Geograplti Region
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NFC + Bluetooth + RFID = Location Based Advertisetae

A variety of local wireless technologies will enalbhereasing ability to target
advertising on a location basis and on a venue-ba@sisertisements can reach
consumers not only based on their behavioral charaic®ribt also based on
their time-specific and location-specific needs. Wbembined with an opt-in

scenario, the advertising possibilities are diffeetatl from any form of historical
advertising. Consider an opt-in scenario where atitwt based system
recognizes the cell phone, smart phone, PDA, MP3 @baok of a “member”

user. A premium offer could be extended to the “mehdethe spot and on an
exclusive basis. The customer now gets things thatt ®@ffered to just everyone,
they are getting exclusive treatment, which makesafosatisfied and loyal
customer.

Figure 7: Example of opt-in, location-enhanced Advertisg Scenarios
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NFC, Bluetooth, and RFID are all technologies thatehapplications that have
yet to be fully developed and leveraged. This is amgberfect example why
technology companies and advertisers need to become aliser This will
ensure desires, needs and actual realworld implense® will be better
designed for future applications.
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MultiMedia Handsets as the Underlying Backbone

Mobile handsets have become the most ubiquitous elextfevices in the world.
With billions of wireless subscribers, the mobile deat has a huge potential
platform for advertisers. The handset is rapidly becgraimultimedia platform
with the ability to support video, music, internetess, still and video cameras,
and, as noted above, local connectivity.

MultiMedia Intelligence has specific criteria for “MiMtedia Handsets”. Our
criteria include entertainment features that proyeesonalization and support
entertainment. This includes three basic elements:

1. An image sensor—The phone has to be able to captamges to
personalize the phone or share experiences.

2. Enhanced audio support— The ability to play MP3 audio dal music
ringtones support and/or personal media player functignalit

3. Video playback

These “basic” multimedia handset requirements are amymmet, but still

evolving. In 2004, only 24% of handsets met the difimof a multimedia

handset. However, as semiconductor manufactures rodeelel Law and the
handset manufacturers differentiate, basic multim@diationality has become
table stakes. In 2007, 60% of handsets will haaschmultimedia functionality.
By 2011, almost 9 of 10 handsets will be multimediabésd.

Figure 8. Basic Multimedia Handsets Annual Worldwide Shipnents
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The standard for multimedia handsets is continuing to eyvotaking the platform
more relevant for advertising. Improved graphics amdicaenable a richer

© 2007 Multimedia Intelligence -MMI10007WP
www.multimediaintelligence.com



branding and communication medium for advertisementdedvis a pre-requisite
for mobile TV and associated advertising opportunitgstér network bandwidth,
location-based and connectivity technologies, and hamlegrammability are
vital to developing the advertising models that will yradlifferentiate mobile
advertising. MultiMedia Intelligence tracks a contirguievolution as handsets
migrate to high-end multimedia handsets. For example:

* By 2010 over 56% of handsets will feature full MP3 roysayer
capability.

» The percentage of handsets shipped with a scregnties of QVGA
resolution or higher will pass the 50% mark in 2008.

* Nearly 15% of multimedia handsets will have an advanced
smartphone Operating System (OS) by 2011.

The advertising market and the mobile market are hota cross-roads, with
significant opportunities for both sides. The uniquerattaristics and high

volume of mobile handsets make them a compellingopfatfto extend and

enhance traditional advertising. The lucrative, yatlehged advertising revenue
stream provides an attractive supplement to slowingilenservice revenue

growth. However, to reach this potential, all of t@stituents in the advertising
and mobile industries must develop greater awarenesghfother and formulate
the appropriate business models and consumer valuesgians.

MultiMedia Intelligence contributes their expertiseboth media and technology
to help companies capture these opportunities andsoth&/e provide market
research, consulting and other market developmentesitelp our customers.

This whitepaper is based on MultiMedia Intelligenaesearch on the collision of
advertising and technology. It is also based on oentegesearch on Multimedia
handsets.
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The following two research reports were publishecie 2007, and are available
for purchase.

Advertising & Technology Collide: Semiconductor Conpanies, Technology
Providers, Media Companies and Ad Agencies Partnerot Move from
Disruption to Monetization

The research examines the impact of new technologidse advertising industry.
It first examines why current advertising is becon@ss effective and the critical
role of the DVR. It then addresses the resulting impadhe "upfronts” and the
impact on ratings providers, such as Nielsen. Dig#tethiologies, platforms and
the impact on advertising will subsequently be examifidds includes such
platforms as set-top boxes, PCs, game consoles, DVRpaatable devices. It
will finish by discussing new and creative ways tlétegtisers can utilize core
technologies and examining some of the new digital adivetopportunities,
including Internet advertising, IPTV advertising,tdmet TV, mobile TV
advertising, and in-game advertising.

Wanted: Multimedia Handsets

This research provides a detailed analysis of muliembandsets. Starting by
looking at the wireless industry trends that are dyitime need for feature rich
handsets, the research then identifies the definisod growth of basic
multimedia handsets. It then analyzes feature rictimadia handsets, including
the technology driving them, unit forecasts and reveouiiook. Finally, it
examines and forecasts specific handset features.

For More information on these reports, visit:

www.MultiMedialntelligence.com
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