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Breaking the Rules: Finding New AVPU
Through Click-throughs

By J. Giere

Leaders of every stripe — whether in military, political, scientific or even business arenas — have
prospered in turbulent times by breaking the traditional rules of engagement that governed the status
quo. We find ourselves at such a time today in the com-munications industry. The industry seeks out
new growth that extends beyond traditional revenue streams. We believe, as a result, that service
providers must explore business models that focus on leveraging their intangible assets.

This mantra represents a fundamental shift for most service providers and their strategic suppliers,
such as Alcatel-Lucent, in terms of how we create value. Together, we must look beyond traditional
tangible network assets that deliver us the Average Revenue per User (ARPU) baseline metric.
Fundamentally, we must reassess how we can extract new value from our intangible asset base, to drive
the new revenue metric — what we refer to as Average Value per User (AVPU).

By looking at their entire business value per customer, a growing number of service providers are
discovering a whole new array of largely untapped value assets. The challenge is to create a successful
business strategy focused on monetizing these assets. For example, what is the business model to
harness new technologies and intelligently mine subscriber profiles to generate new customized
service offers and related profitable revenue streams? There is recognition that new approaches to
targeted advertising — that is, providing digital marketing platforms that connect buyers and sellers

in an intelligent way — can be important part of how the industry answers this question in the future.

Much has been written about how “new media” disruptive entrants into the communications field
(like Google, Yahoo, Apple, Skype and so on) are putting downward pressure on incumbent players’
traditional, subscription-based revenue streams. Service providers have an opportunity to challenge
the status quo in the “new media” markets by leveraging innovative advertising models to capture
new revenue and deliver enhanced customer value. This enables them to penetrate established markets
in their own disruptive manner and play a little revenue offense in a marketplace that often places
them on the revenue defense. Specifically, service providers offer a new value proposition to advertisers
and brand managers with a very targeted and contextual digital marketing platform that surpasses
the capabilities of “new media” digital marketing providers.

Service providers intending to take advantage of this potentially lucrative opportunity will focus on
reinventing their present relationships with their subscribers. A key aspect will be the need to blaze
new trails on how advertising delivers value to consumers and merchants alike. This is especially
critical as a new breed of modern consumers takes the stage. This new generation of consumers has
forged its buying and decision-making processes in a Web 2.0 environment, behaving very differently

from previous users of communications services and traditional advertising demographic segments.

The Modern Consumer
Personalized interaction is the key to dealing with the modern consumer, which we define as one
of two groups:

* The incoming Millennial Generation: Coming of age in a Google and MySpace era, conditioned
to both receive targeted advertising based on the query characteristics of their searches and
to volunteer personal information as they set up profiles on social networking sites.
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* An older generation of early technology adopters: Often parents of Millennials, they appreciate
the power of personalization in their own interactions and are pulled to this technology capability
via their children.

Both segments are interactive technology users and multi-taskers who have integrated collaboration
strongly into their lifestyles. Thus, Millennials are a vital target audience for marketers and brand
managers. These are the folks who are behind the concept of buzz marketing. These consumers desire
to build and develop authentic relationships with friends, communities and brands they care about.
When they like a product or a service, they are very likely to spontaneously share their preferences
with friends, family and colleagues. Study findings show they have a significant influence on parental
technology related purchases. Alcatel-Lucent research shows that this segment of the market accounts
for 55% of consumers currently using two or more devices (mobile phone and laptop for instance)

on a regular basis.

New Business Model

According to our research, total investments in global advertising will grow from roughly $600 billion
USD (€389 billion) a year in 2007 to $800 billion USD (€519 billion) a year in 2011, representing
a robust 33% growth. While this market opportunity is expected to raise the tide of the overall
market, it will not lift the fortunes of all the players currently in the advertising space today.

Specifically, we expect traditional media outlets — such as newspapers, magazines, TV and radio — will
continue to lose a significant share of this spending as brand managers and enterprise marketers shift their
focus away from print and broadcast media to the new online, mobility and other interactive marketing
opportunities (Figure 1). Mobile, online and IPTV platforms will represent the fastest growth segments
for advertising investments. In fact, traditional advertising will only account for 89% of all advertising
dollars spent by 2011, down from 95% in 2006. This reduction represents a dramatic $48 billion USD

(€31 billion) shift in ad spending to new digital advertising mediums.

Figure 1: The shift in ad spending
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The reasons for this shift are simple. The new digital delivery mediums offer marketers and brand

managers ways to:

* Deliver marketing messages to the devices of choice in a more targeted manner, enabling digital

marketers to customize specific offers to individual needs and personal preferences. This micro-

marketing capability translates into an improved cost-per-thousand (CPM) response performance

perspective, a better cost-per-acquisition metric and, finally, a better brand experience metric.

Leverage the power of buzz marketing. This digital phenomenon relates to how customers use social

networking platforms to share with peers their preferences, experiences and recom-mendations

about brands, products and recent purchases in a manner that is more authentic and compelling

than traditional marketing and messaging vehicles. Properly managed, this leads to a much higher

percent in terms of purchases-per-impression.

Create cross-media campaigns (mobile, IPTV, web) to nurture and track the development of an

individual relationship between buyer and seller. Digital campaigns can enforce a higher level of

accountability by tracking the specific responses to every campaign every time, potentially across

multiple user access devices. This is important because advertising results have exponential value

when exposure (“eyeballs”) and sub-sequent response rates can be measured at an individual level.

Consumer Rules

The relationship between subscriber and communication service provider is one that is built on trust.

We have seen through our primary market research that it is critical to address subscriber privacy

concerns and implement good stewardship of personal information. According to Alcatel-Lucent

research of consumers in the United States, United Kingdom and Germany, the three most

important attributes for mobile advertising are privacy, control in starting and stopping advertising,

as well as limits on advertising (Figure 2).

Figure 2: Most important attributes for mobile advertising as reported by consumers in the US, UK and

Germany
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If the relationship between service provider and consumer is properly managed, advertisers will see
an increasingly compelling case for investing their considerable resources in digital mediums.

Communication Service Providers Uniquely Positioned

In this environment, few players are better positioned to play a central role in developing this market
opportunity than communication service providers. Service providers have tremendous insight into
who each individual consumer is, where that consumer may be present at any given point in time,
and preferences based on previously “learned” behavior patterns. This information is extremely valuable
to business-to-consumer marketers. It enables lifestyle micro-marketing at home or on the go — which

is missing in today’s mass-market advertising models.

We see a growing number of examples where subscribers are willing to share profile information with
service providers in exchange for receiving more personalized services.

One good example of a service provider that is leveraging this phenomenon is Virgin Mobile. In 2007,
Virgin launched its Sugar Mama service to offer customers new opportunities for earning wireless
“airtime in their spare time.” Brands as varied as Microsoft’s Xbox, Jive Records, Levi Strauss, Sony
Pictures and the US Navy are working with Virgin Mobile to underwrite new services geared toward
young subscribers. Specifically, they are offering customers the opportunity to opt in to interactive
mobile and web-based advertising initiatives in exchange for free airtime on their Virgin Mobile
phones. Air credit is earned when customers interact with marketing content from one or more

of the sponsors. In the process, advertisers get detailed feedback from target audiences.

The results have been impressive. Within the first year of service, more than 300,000 Virgin Mobile
customers signed up to earn 5 million minutes. On average, each Sugar Mama subscriber has earned
16 minutes by signing in to interact 14 times with various offers.

Click-through rates are in the 5.5% range, which is 18 times the industry average of 0.3%. Moreover,
Virgin Mobile reports that 33% of the users voluntarily provided additional, psychographic
information to enhance their participation in the program.'

The Virgin Mobile case illustrates that personal information can, in fact, be acquired and used

with the full support of consumers. Consumers increasingly see a positive quid-pro-quo in providing
information on certain preferences in order to receive commercial messages that are relevant to the
brands, people and products they care about over the medium, device or platform of their choosing.

Looking forward, one of the key value-propositions large service providers can offer to brand
managers and advertisers is the ability to integrate the various digital initiatives that marketers want
to implement. Today, a company that wants to deliver messages to mobile handset owners, web
surfers and to the nascent IPTV viewership must execute these campaigns separately, often with
different delivery suppliers. The irony is that in many cases, the exact same infrastructure may be
used to carry the transmissions to these three different audience segments. One of the biggest
opportunities before service providers is to consolidate and simplify digital media buys so that
marketers can better understand, manage, measure and adjust their campaigns real-time to maximum
effect. Making this happen will require service providers to break through the conventional rules of
today’s operations and integrate both network elements and service management levers to present

one face to the advertising customer.

1 S. Kelliher, Virgin Mobile Sugar Mama and D. Jones, Ultramercial, “Using Metrics & Measurements Successfully,” Mobile Advertising Conference organized
by Informa Telecoms & Media, June 3, 2007, New York City, USA.
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Multi-screen Personalization

Comprehensive integration (sometimes refered to as a three-screen strategy) is the ultimate goal for
many marketers, as they seek to have both a presence and a multi-screen relationship with consumers
as they interact with their:

* Mobile screens,
» Computer screens,
TV screens (particularly in an IP environment) and

* Others (portable game players, on-board vehicle screens and so on).

Each of these form factors has different technical and user-experience imperatives. Marketers would
like to develop integrated campaigns that seamlessly connect consumers to brands they value across
these screens. Service providers are in an ideal position to realize this vision. At Alcatel-Lucent we
are working with our customers to introduce the new technologies and management tools that will
enable this cross-screen management and link the presentation of content within the context of
customer preference information. This not only offers brand managers a way to customize messages
across the different screens, but also, more importantly, provides a meaningful way to interact with
consumers in a highly personalized and engaging manner.

The Challenge of Successful Execution

Making the ad-sponsored future happen will have its challenges. Executives must run a race in

two directions — continue optimizing their current core business (offering connectivity services to
enterprises and consumers) — even as they reallocate resources to develop and execute new services
addressing entirely new customer categories such as brand managers and advertisers. Consequently,
success will mean effectively managing a more diverse portfolio of services, eco-system partners and
customer bases than ever before.

For instance, measuring results of ad campaigns is an imperative. Service providers will have to become
skillful managers of advertising metric data to entice sophisticated brand managers and advertisers,
and subsequently ensure they reach their desired consumer ad metrics. This introduces yet another

service area where service providers can offer added value: measurement and response rate.

Leading service providers are working to develop these key performance indicators to further accelerate
the role of network operators in the advertising domain. At the recent 2008 Mobile World Congress
event in Barcelona, the GSM Association announced that five of its members would work together
to define common metrics and conventions for mobile advertising. According to a February 2008
report by Ovum?® analysts John Delaney and Vincent Poulbere, Vodafone, T-Mobile, Telefénica/02,
Orange/France Telecom and “3” are looking for consistent ways to measure the effectiveness of
mobile network advertising. According to Ovum: “The group will conduct a feasibility study with
their five UK operators aimed at developing a consistent basis for aggregating operator data into
audited cross-operator metrics, for use by media and advertising companies.” This will be invaluable,
and indeed essential, to media and advertising companies as they seek to compare “apples-to-apples”
in their new digital promotion campaigns.

2 ©2008, Mobile Advertising: A Key Theme of Barcelona 2008, Delaney, J. & Poulbere, V., OVUM.
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The Way Forward

It seems clear that service providers are well-positioned to play a key role in delivering the right,
relevant messages to the right people at the right time and stimulate the value chain for all
stakeholders. Ultimately, identifying and leveraging intangible assets such as customer profiles will
be critical to new business model success. Service providers can position themselves to advertisers
as the optimal channel to reach individual consumers with very targeted and relevant messages that
result in a higher degree of purchase response.

To achieve this optimized state, Alcatel-Lucent believes that service providers must begin now to
design and implement a long-term plan that integrates strategy and operational management across
applications and delivery platforms. Service providers are uniquely positioned to “make new rules”
and capitalize on the opportunity to connect people to the “click” of a brand on their device(s)-of-
choice. The result of these new rules will be the generation of higher value AVPU and consequently
shareholder value creation.

John Giere
CMO, Alcatel-Lucent

To contact the author or request additional information, please send e-mail to enrich.editor@alcatel-lucent.com.

Alcatel, Lucent, Alcatel-Lucent and the Alcatel-Lucent logo are trademarks of Alcatel-Lucent. All other trademarks are the property
of their respective owners. The information presented is subject to change without notice. Alcatel-Lucent assumes no responsibility
for inaccuracies contained herein. © 2008 Alcatel-Lucent. All rights reserved.

enriching communications > volume 2, issue 2 > 2008 | http://www.alcatel-lucent.com/enrich





<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.5
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


