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Executive Summary 
The Internet Protocol Television (IPTV) revolution is upon us. The 
transformation of television that began with the VCR and gained significant 
momentum with TiVo is now accelerating dramatically with “on-demand” 
cable, video search and IPTV. Billions of dollars are at stake, and a complex 
and competitive landscape is also starting to emerge. It includes traditional 
media companies (News Corp., Viacom), Internet search engines and 
portals (America Online, Google, Yahoo!), telcos (BellSouth, SBC, Verizon) 
and the cable companies themselves (Comcast, Cox Communications).   

Why is all this happening now? While there was a great deal of hype in the 
1990s about TV-Internet convergence, or “interactive TV,” previous 
attempts failed in part because of low broadband penetration, costly storage 
and inferior video-streaming technologies. All this has now significantly 
changed.   

In addition, an unrelated but mutually reinforcing set of market dynamics 
has come together to potentially alter TV viewing habits (and advertising), 
perhaps forever. These include a developing on-demand media culture, 
increased penetration of high-speed Internet access, the success and 
accountability of online advertising, and the emergence of Voice over 
Internet Protocol (VoIP) telephony as a threat to traditional telco revenues. 
These factors are all but forcing the changes discussed in this report.  

The Kelsey Group believes on-demand video, video search and IPTV will 
accelerate the fragmentation of the TV viewing audience that began with 
the introduction of cable television. How will this affect the ability of 
advertisers and content producers to reach the mass audiences that have 
always been the hallmark and attraction of television? And what impact will 
viewer choice have on advertising models and the broader economics of TV?  

In one version of the future, which National Public Radio’s Bob Garfield has 
called “the chaos scenario,” the entire economic model of television is 
undermined. In another version, which we explore in this report, the 
“pulling” of content by viewers offers enormously valuable targeting and 
contextual advertising opportunities for marketers and, potentially, new 
types and quantities of ad inventory.  

These factors will combine to create a tremendous opportunity for national 
— and potentially local — advertisers to produce geographically and 
demographically relevant campaigns that are targeted down to the set-top 
box level. Indeed, on-demand programming and related interactivity make 
IPTV much more like a directional medium such as classifieds, search or 
Yellow Pages and thus a potential distribution platform for the content that 
now appears in those media. And when the Internet’s targeting capability is 
married to the emotional and dramatic power of television, the result is 
much more powerful than either by itself.  

Amid the grandiose predictions and new hype, however, a healthy dose of 
skepticism is in order. At this stage it is not clear whether audiences will 
receive the Internet over TV or watch online video at the expense of 
traditional television. The future will probably include some version of both. 
But as TV’s ad model moves inevitably from reach to targeting, we all but 
guarantee its future will be much more challenging and complex than its 
past.  
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Key Findings 
On this page, The Kelsey Group catalogs the major findings upon which this 
report is based:  

• Telecommunications companies such as BellSouth, SBC and 
Verizon are spending billions of dollars to develop IPTV 
infrastructures. They are doing this in large part to compete with 
cable providers that offer “triple play” services (i.e., voice, TV and 
Internet) and to generate new revenue streams as their “bread and 
butter” fixed-telephone business has begun to erode.  

• Internet search engines and portals are simultaneously rolling out 
broadband video and video search, which, together with on-
demand devices (e.g., TiVo), are helping set the stage for IPTV. 
Yet IPTV still faces many practical and legal hurdles, and its 
success is far from certain.  

• The precise “form factor” and relationship between TV (or IPTV) 
and the Internet has yet to be determined. The means through 
which TV content is viewed — whether online or on a television-like 
monitor accessed via a broadband connection — is ultimately less 
important to this report than the Internet’s impact on the medium. 

• An emerging on-demand model, whether online or IPTV, with 
viewer content selection and related interactivity, makes TV much 
more like a directional medium (i.e., classifieds, search and Yellow 
Pages) than it is now.  

• This new model, and related consumer behavior, will offer more 
precise targeting and contextual advertising opportunities. It will 
also mean, however, that the audience fragmentation that began 
with cable TV will continue and grow significant.  

• This large-scale fragmentation and the success of Internet 
advertising will create additional types of ad inventory and make 
targeting imperative to compensate for the loss of TV’s consistently 
big audiences.  

• This means that, by definition and default, the “long tail” is coming 
to TV and online video (well beyond what cable now offers). 
Driving this development are the aforementioned audience 
fragmentation, lowered barriers to content creation and 
distribution, and the ability to reach highly specific audiences.  

• An emerging array of content choices may give rise to a range of 
revenue models, including advertiser supported and subscription 
based, that will be tested and may coexist in the new IPTV/online 
video universe. 

• The increased efficiency, segmentation and geotargeting capacity 
of IPTV and online video will create opportunities for small-business 
advertisers, which have largely been shut out of TV advertising by 
cost and inefficiency. To realize this potential, however, the sales 
channel will need to make it very simple for them to buy in. 
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A Watershed Moment: ‘Live 8’ 
On July 2, America Online and MTV broadcast Live 8, a nine-venue 
worldwide concert meant to raise awareness about global poverty and set 
the stage for the G8 Summit in Scotland the following week. MTV made its 
coverage available on its standard cable channel, while AOL streamed the 
event for free on AOL.com. 

Having two separate media channels broadcast the same major event 
worldwide proved to be a telling experiment and a watershed moment for 
broadband-delivered video content. When the jury of critics and viewers 
returned on Monday one thing was clear: AOL’s broadcast, though choppy 
at times, was far superior — it blew MTV’s coverage out of the water.  

While AOL allowed viewers to move freely among simultaneous live 
performances in Berlin, London, Paris, Philadelphia, Rome and Toronto, 
MTV offered concert snippets from only two venues. MTV’s coverage was 
often interrupted by uninspired video jockey commentary and included 29 
commercial breaks throughout the eight-hour broadcast.  

AOL ‘Live 8’ Promotion 

 
Source: America Online (2005) 

High on the list of MTV’s blunders was going to commercial while the long-
separated, legendary British rock band Pink Floyd performed its classic 
“Comfortably Numb.” Similarly baffling was MTV’s decision to air the same 
feed as broadcast partner VH1 for most of the day, despite the range of 
simultaneous performances around the globe. Finally, the last hour of 
MTV’s coverage was devoted to a montage of highlights. It was in many 
ways a concert experience on training wheels. 

The qualitative differences in AOL and MTV’s coverage gave viewers a 
clear picture of what broadband video can offer over the traditional 
broadcast model: more choices and an escape from the chopped-up 
content and ruminations of commentators that television networks often 
deem appealing to large audiences. In addition to the coverage itself, the 
Internet’s capabilities introduced AOL’s Live 8 viewers to features that 
simply aren’t possible with traditional television broadcasts. They were 
able to access, and in some cases contribute to, blogs from backstage, 
user comments and photos (which they could view alongside the webcast 
without interrupting the music).  
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What might be called the “killer app” of broadband-delivered video will be 
video on demand (VOD), which includes archived content as well as live 
performances such as concerts and sporting events. Users will not only 
choose what and when to watch, but will also potentially pick the camera 
angles and audio feeds they prefer.  

One potential game-changing delivery mechanism for VOD will be IPTV, 
which promises an integrated viewing experience where material is pulled 
in by viewers rather than pushed out by networks. IPTV will also challenge 
the strict schedules of traditional broadcast television, which offers a finite 
lineup of shows that garner audiences of certain sizes. With a less static 
schedule of content delivery, endless options of on-demand programming 
will appeal to even the most obscure interests — much like on the Web.
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Broadband Video and IPTV 
Some definitions are in order. The technology referred to above as IPTV is 
not what many consumers think of as watching television on a computer 
screen, although this is how its potential is now being showcased (Live 8, 
for example). The physical components of IPTV will involve the television 
as a media outlet and will likely integrate the computer and other devices 
to interface with programming options — such as searching for video 
content or activating DVR capability — imbedded in a set-top box. PCs 
could also be used as secondary displays or viewing outlets in various 
rooms of the household.  

The integration of hardware, mobile devices, keyboard, mouse or remote 
controls has yet to be fully determined. (Since many users haven’t even 
learned to program their VCRs, there are numerous potential challenges in 
integrating a complex network of devices.) But the foundation of IPTV will 
be an incoming broadband signal routed through a piece of hardware to 
feed video content to a television or high-definition (HD) display. 
STMicroelectronics and Intel Corp. are also developing system-on-chip 
technology to make televisions, DVD players, game consoles and other 
consumer electronics devices “IPTV ready,” meaning they wouldn’t require 
a special set-top box.  

Billions of dollars are currently being spent to make this a reality. 
Telecommunications companies such as BellSouth, SBC and Verizon are in 
the process of rolling out large-scale IPTV infrastructures. Tech stalwarts 
such as Sun Microsystems and Microsoft Corp. are developing the 
hardware and software components that will power these systems. The 
ever-evolving Internet bellwethers AOL, Google and Yahoo! are launching 
their respective product plans for video search and content distribution, 
which could play a key role in a future IPTV ecosystem. (Individual 
company initiatives are discussed in the Appendix.)  

Broadband Up, Costs Down 
Attempts at TV-Internet convergence during the late ’90s failed mostly 
because of low broadband penetration, costly storage and inferior 
streaming technologies. But all this has significantly changed.  

Broadband’s widespread adoption will enable the rollout of IPTV and has 
already served to fuel consumer demand for the new technology through 
streaming video and webcasts such as AOL’s Live 8. Broadband now 
reaches 57 percent of home Internet users, as The Kelsey Group reported 
in March. Further, PricewaterhouseCoopers predicts broadband access will 
increase from today's 35 million homes to 62 million in 2009.  

Despite some predictions that broadband will face obstacles in gaining 
deeper penetration in the United States, The Kelsey Group believes it will 
have continued momentum because of a range of factors: 

• Price competition among providers 

• Consumer exposure to broadband in the workplace 

• Wi-Fi, WiMax and alternative delivery methods such as electrical 
outlets (BPL — broadband over power lines) 

• Pro-broadband government policies 
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• Demand from younger consumers intolerant of dial-up speeds 

Chart 1: Broadband Subscriber Growth (millions) 
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Sources: The Kelsey Group, PricewaterhouseCoopers (2005)  

Storing and streaming large packets of data is also getting easier. The 
cost of disk storage continues to fall in inverse proportion to its rising 
capacity at a faster rate than Moore’s Law. Investment research and 
management firm Sanford C. Bernstein & Co. estimates that we are not 
far from being able to store an entire season of network television and 
about 1,500 movies on disk for a total cost of about US$130.   

Transmission costs tied to storage expenses have likewise fallen. It now 
costs a mere US$0.09 per hour, per viewer to stream standard definition 
(SD) video. To put this in perspective, it cost about US$30 to send a 
gigabyte of data in 2001. Today it costs one-tenth that, US$0.30, and the 
price should continue to fall rapidly. Video compression, a complementary 
factor, can now squeeze 1 gigabyte of data into the equivalent of about 
300 megabytes when it is transmitted. “We are getting to the point where 
it’s almost free,” Joshua Goldman, chief executive officer of IPTV service 
provider Akimbo, told Red Herring magazine in July.  

Chart 2: The Falling Cost of 1 Gigabyte of Data 
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Sources: Industry Estimates, The Kelsey Group (2005) 
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Why Is IPTV Different? 
One might be prompted to ask, “Why all this fuss when digital cable offers 
a wide range of channels, growing VOD options and HD programming?” In 
other words, what are IPTV’s advantages over current cable and satellite 
television models?  

Technical Advantages 
While a cable broadcast model sends hundreds of channels concurrently 
over the same cable, IPTV’s switched video architecture only calls up the 
channel being watched. IPTV, therefore, comes without any bandwidth 
limitations on the number of channels available and frees up capacity for 
more features and interactivity. This is similar to the way the Web delivers 
content one site at a time. Like the Internet, IPTV will be able to access 
virtually unlimited content choices.  

It is also important to note that IPTV’s quality of digital streams into 
homes will be far superior to the PC video to which consumers are now 
accustomed. PC-video streams are sent over the public Internet, where 
packets of data are sometimes delayed or lost entirely. This accounts for 
the sometimes jerky or low-resolution quality of the average streaming 
video. IPTV will have a dedicated transmission path, a set-top box, and 
software that will streamline the transmission and decompression of the 
video signal.  

The technology will employ MPEG-4 and Microsoft's Windows Media 9 
video formats, which compress files much more than the MPEG-2 standard 
used by cable and satellite companies. SD video will be delivered at bit 
rates of between 1 megabit per second (Mbps) and 1.5 Mbps, while HD 
videos will require 5 Mbps to 6 Mbps of bandwidth (about half that 
required by MPEG-2). Users will find the signal better than the digital 
cable or satellite feeds to which they are accustomed. They’ll also be able 
to switch channels faster than with cable TV, which occasionally 
experiences delays of up to three seconds.  

The bandwidth freed up by IPTV’s technical advantages will also offer 
users a two-way street for interacting with programs, advertisements and 
features. This will take VOD to the next level by making it the main 
product rather than a secondary offering. Aside from events viewers 
prefer to watch live — such as awards shows, concerts and sporting 
events — most content will be available on demand rather than during a 
network-determined time slot.  

Table 1: TV and Cable Advertising Growth 
 2003 (billions) 2004 (billions) Growth Rate Share 2004 
Broadcast TV $20.9 $23.3 11.6% 56.4% 
Syndicated TV $3.3 $3.8 16.0% 9.3% 
Cable TV $12.2 $14.2 15.5% 34.4% 

       Source: Cable Advertising Bureau (2005) 
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Better Ad Targeting 
This selection of content by viewers will offer more precise targeting and 
contextual advertising opportunities. The increased volume of content that 
IPTV will allow will also increase the amount of available advertising 
inventory. These factors will help create new opportunities for national 
and local advertisers to launch geographically and demographically 
relevant campaigns that are accurately targeted down to the set-top 
box/receiver level.  

“Because we can send individual streams to individual devices, it enables 
targeting of advertising at a very fine level. Today, typically, a cable 
operator can target an ad down to a neighborhood [comprising a] couple 
hundred homes. That is why I see the Craftmatic Adjustable Bed 
commercial: Even though I am not their target market, my retired 
neighbor might be,” says Ed Graczyk, director of marketing and 
communications for IPTV technology developer Microsoft TV. “With IPTV, I 
could see a different ad than my neighbor. In fact, different devices in my 
house could see different ads in the same programs. The TV that the kids 
watch could get one advertisement that would be totally different than 
what is in the parents’ bedroom.” 
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Targeting and Relevance: A New Model for TV 
IPTV and its wealth of content offerings will likely accelerate fragmentation 
of the TV viewing audience. Assuming that fragmentation, the question 
becomes: How will networks and content producers respond if the current 
economic model — delivering advertising to millions of viewers more or 
less simultaneously — is largely undermined? (It may well be possible to 
achieve similar reach as current broadcast television in selected cases but 
not simultaneously.) 

Into the foreseeable future, there will always be mass television audiences 
for certain, selected programming (e.g., the U.S. Super Bowl or World Cup 
finals), even if not all at once (i.e., time-shifted viewing). However, 
increasingly, targeting will have to make its way into the advertising mix 
to compensate for the inability to reach mass audiences with reliability.  

The ability to identify viewers by content, location and, potentially, by 
historical viewing patterns, opens up a range of ad-models and related 
possibilities. These will extend from basic television commercials to 
personalized promotions based on contextually related ads and 
geotargeted information, indicating where the products and services are 
locally available. And tracking of aggregate viewer behavior can go even 
further in offering viewers “recommended” products for online or in-store 
purchase (similar to Amazon.com’s tracking and recommendations 
features). 

Clearly there are privacy concerns that surround some of these models. 
But IPTV brings to televisions the full targeting capacity of the Internet, 
and it is potentially more powerful because of the nature of the medium.  

“Once you move into the IPTV world, you get the beauty of contextuality 
of advertising much more so than exists today with broadcast television,” 
says Suranga Chandratillake, co-founder and chief technology officer of 
media search and aggregation Web site Blinkx. “Just like Google and 
Yahoo! get much better selection rates because they show an ad that is 
relevant to the search, there is no reason why, because the system knows 
that it’s me watching a program, the ads shouldn’t be able to reflect that 
as well. Given that that’s the case, I think it’s quite an exciting time for 
advertisers because they’ll finally get to do mass marketing yet targeted 
marketing.”  

Though this is all still speculative, it is quite possible that greater targeting 
precision could help compensate for the potential loss of large broadcast 
audiences. Indeed, while audience share (reach) will probably decline per 
unit of content, the response rates per viewer could increase significantly. 
In other words, targeted IPTV advertising could be a much more efficient 
media buy. 

Some Examples 
The following are a few hypothetical scenarios that might take advantage of 
IPTV’s targeting capabilities.  

Scenario 1: How-To Shows and Home Depot 
A homeowner wants to retile her bathroom. A friend tells her about a 
show on Home & Garden Television (HGTV) that presented step-by-step 
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instructions for such a project. The homeowner searches for the show in 
HGTV’s VOD archives using her IPTV system’s search interface. She 
watches the show, which is followed by a list of tools and materials as well 
as corresponding circulars and offers from The Home Depot, Lowe’s and 
local hardware stores.  

Scenario 2: Movie Tickets and Local Restaurants  
In anticipation of the release of a remake of “Superman: The Movie,” IPTV 
providers promote an on-demand offering of the original Superman series 
or the 1978 Christopher Reeve motion picture. Before or after each on-
demand presentation, IPTV providers air geotargeted Cineplex ads or 
ticket promotions for the new film, as well as advertising for local vendors 
that sell related merchandise. Local restaurants near specific theaters 
might also be interested in such promotions and present special offers to 
viewers. The latter case would be similar to direct mail but with the added 
power of both contextual and local applicability.  

Scenario 3: Travel Shows and Ski Vacations 
A viewer in San Francisco develops an interest in skiing after watching the 
Winter Olympics both live and replayed on demand. The software running 
her IPTV system picks up on her viewing patterns and presents 
advertisements for local sporting goods stores as well as promotions for 
ski resort packages and snowboarding lessons.  

One can easily imagine the value of travel promotions being associated 
with related programming (shows about the history of Mexico paired with 
discount vacation packages to destinations in that country, for example). 
This logic equally applies to other “verticals” such as weddings, cooking 
and auto repair. Of course, all this is not that far removed conceptually 
from what already exists on cable; it’s the increased targeting options and 
potential for interactivity (e-commerce) that make such scenarios so 
compelling.  

According to Bradley Horowitz, director of media search at Yahoo!, this 
will have applicability to the “leaning forward” mode of content 
consumption in which viewers are looking for specific information, as well 
as the “leaning back” mode of passive entertainment. 

“I might be fixing a leak, and I want to bring back a ‘how-to’ video of how 
to fix a leak under my sink. Or maybe I’m going to Tahiti, and I want to 
see a video of what it’s like there. Those search-oriented kinds of 
intentional queries are always going to be a part of the experience,” says 
Horowitz. “But I also think there will be a subtler programming aspect to 
this, where you’re much more in a lean-back mode. And based on what 
you’ve told us about yourself — who your friends are and what you’ve 
watched before — we’re going to be able to suggest which of the tens of 
millions of discrete assets make sense for you to consume next.” 

IPTV and SMEs 
As mentioned, IPTV should contribute to continuing audience 
fragmentation and open up new ad inventory simultaneously. That 
fragmentation, together with decreasing costs and the imperative for 
greater targeting, may also create advertising opportunities for small 
businesses on IPTV. Options for small and medium-sized enterprises 
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(SMEs) are currently limited to prohibitively expensive broadcast spots or 
relatively inefficient local cable advertising that is often of inferior 
production quality.  

“I think there is going to be an enormous amount of opportunity for those 
people who have not been able to use advertising in the past,” says Jim 
Rozier, senior director of BellSouth Video Services. “It will open up a big 
resource for advertisers to be able to tap into what I’ll call that 
‘middleman’ type of advertiser — that person who typically just uses 
storefront and small ads in newspapers and maybe just Yellow Pages.”  

SMEs generally don’t track ad performance closely, and many simply don’t 
advertise at all. Indeed, The Kelsey Group estimates that almost 40 
percent of local businesses don’t spend money on anything that could be 
considered advertising.   

Some believe the psychological power of TV, when combined with lower 
ad costs and the Internet’s targeting capabilities, will attract SMEs to IPTV 
advertising.  

“Most people are not as sophisticated in judging advertising because it’s 
difficult,” says Rozier. “These small and middle-of-the-road companies are 
out there not spending the advertising [dollars]. I think [IPTV is] going to 
open up a slew of dollars that are not there today because people are 
going to go in today and say, ‘OK, if I spend this much and get that much 
in return, that makes sense to me.’ ” 

That, of course, remains to be seen, and a healthy dose of skepticism is in 
order. If SMEs are able to buy into IPTV and related distribution, they will 
likely need “enablers” to educate and provision ads on their behalf, much 
in the same way that happens with paid search. Enter directory publishers 
and possibly their newspaper counterparts. 

Directional and Directory Opportunities 
As IPTV offers on-demand programming and related interactivity, it 
becomes much more like a directional medium (i.e., Yellow Pages, 
classifieds and search). It thus becomes a potential distribution platform 
for the same content now appearing in those media. As Yahoo!’s Horowitz 
suggests, the more choice (on-demand) enters TV viewing, the more 
people are “leaning forward” when they engage with the medium.  

“People that watch this stuff are definitely watching it, and they’ve 
actually opted in to watch it. And they are all very powerful segments for 
the advertiser,” says Blinkx’s Chandratillake 

Directory publishers and, potentially, newspapers can be single points of 
contact for a range of distribution platforms on behalf of SMEs — including 
IPTV. This is especially true of directory publishers that have corporate 
parents engaged in IPTV rollouts, such as BellSouth, SBC and Verizon. 
(This discussion continues later in the document.)  

BellSouth’s Rozier is very bullish about the possibilities of directory 
publisher involvement with IPTV. “This is an issue that I have very strong 
feelings about, and I think there is a major role that Yellow Pages 
advertising can have and take in this technology,” he says. “You can draw 
the obvious conclusions of how that can happen because of the capacity 
issue that is no longer there. There is a real application.” 
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Consumer Adoption: ‘I Want My IPTV’ 
As broadband penetration has increased, so has the number of users who 
watch online video. This combination of Internet and video is conditioning 
users for future IPTV interactivity. The following are some current data 
and third-party projections about online video and IPTV:   

• Roughly 1 million households watch TV delivered via Internet 
technology today, and that number is expected to reach nearly 38 
million by 2010 (The Diffusion Group). 

• Some 26.5 million Americans (31 percent of broadband users) 
access audio and/or video content at least once per week, and 76.5 
million will do so by 2008 — roughly half the projected U.S. 
broadband users (eMarketer). 

• More conservatively, The Pew Internet & American Life Project 
reported that 17 percent of those online in the United States — 
about 23 million people — download video files. 

These data indicate the growth of both online video and TV content 
delivered via Internet Protocol. They also raise the question of the 
ultimate content/ad delivery vehicle: TV vs. Internet (or both as 
suggested above). However, whether TV content is viewed online or on a 
television-like monitor accessed via broadband is less important ultimately 
than the growing impact of the Internet on the medium and the 
fragmentation of audiences.  

‘On-Demand’ Media: The Early Adopters 
The current demographic most interested in broadband video is, not 
surprisingly, wealthy Caucasian males, age 25 to 44, according to Arbitron 
Media Research. News and sports clips are the most popular online 
categories in the United States, while movie trailers and music videos 
have large younger audiences. 

According to eMarketer, the overall population of Web video viewers is 
generally affluent; 54 percent of people who have watched an Internet 
video during the past year have an average household income of more 
than US$50,000. In addition, growing numbers of demographically 
attractive consumers buy and use on-demand devices, such as DVRs and 
iPods. The functionality of these devices (including the new video-enabled 
iPod) has also helped set the stage for on-demand TV/IPTV, which will at 
first be adopted by these same demographic segments (unless it’s pushed 
to the broader market aggressively and driven by price discounting).  

Arbitron data reflect that the audience for on-demand devices includes 
teens, young adults and those with household incomes of US$100,000 or 
more. The firm also reported that 30 percent of Americans are heavy to 
medium on-demand media consumers, while 10 percent (about 27 
million) own and frequently use one or more on-demand device. The 57 
percent of Americans who don’t have on-demand devices are 55 or older, 
according to Arbitron. 

A March 2005 study by the Kaiser Family Foundation, titled “Generation 
M: Media in the Lives of 8 to 18 Year Olds,” also reported the following 
about on-demand media usage in this age group: 
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• 64 percent have downloaded music.  

• 48 percent listen to streaming radio online. 

• 66 percent use instant messaging. 

• 34 percent have a DVR at home. 

Such on-demand and personalized technology adoption will have a 
potentially significant impact on the demand for and commercial success 
of IPTV. These users thrive on media delivered when and where they want 
it, so it is very likely they will find these same characteristics appealing 
about IPTV.  

The youth segment, which increasingly expects and values personalized 
media, is also less interested in or influenced by traditional media sources 
when compared with new media, according to June 2005 survey data from 
BIGresearch. The following table shows a breakdown by age of survey 
respondents who regularly or occasionally use new media.  

Table 2: Use of New Media by Age Group 
 18-24  25-34  35-54  55+  
Instant 
Messaging 

79.8%  68.3%  58.1%  43.1%  

SMS/Text 
Messaging  

58.3%  46.1%  27.6%  8.3%  

MP3/iPods  45.3%  29.9%  17.5%  6.7%  
Web Radio  44.4%  42.6%  33.0%  13.5%  
Camera Phones  30.6%  22.7%  14.1%  5.2%  
Blogs  29.6%  21.7%  15.5%  11.4%  
TiVo  17.0%  21.5%  14.6%  8.3%  
Satellite Radio  12.2%  12.5%  9.5%  5.5%  

 Source: BIGresearch (June 2005) 

A comparison of the 18-to-24 group with the 55-and-older category in the 
table above reveals dramatic differences in technology adoption and usage 
almost across the board. Confirming these data is recent consumer 
research from Yahoo!, which found U.S. college students consider the 
Internet (and search engines in particular) their most trusted information 
source, followed by friends and family. Traditional media (e.g., 
newspapers and TV) came in third.  

These younger users represent the future U.S. adult majority. (These 
findings could similarly be extended to non-U.S. populations; indeed, the 
Yahoo! study was global.) At a high level the data indicate that young 
adults are increasingly immune to traditional media and advertising that is 
not targeted or otherwise personalized. Thus, IPTV, which has both 
targeting and personalization capabilities, is likely to be more appealing 
and potentially more effective in reaching this audience.  

 

IPTV               Copyright © 2005 The Kelsey Group   Page 11 



 

Chart 3: The Decline of TV Ad Recall 

 
 

Sources: Newspaper Association of America, Cabletelevision Advertising Bureau,  
Nielsen Media Research 

 

 

Chart 4: U.S. Ad Spending Totals  

 
Source:  Robert J. Coen/Universal McCann (2005)
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Dollars Shift to the Internet  
It’s almost cliché to point out that advertisers will ultimately follow 
consumer eyeballs’ lead. Indeed, the Internet has drawn consumers away 
from television and other mass media where advertisers have most often 
spent the bulk of their ad budgets. While advertising to date has not kept 
pace with consumers’ shift online, traditional media increasingly must 
share audiences with the Internet. 

According to August 2005 data from Forrester Research, broadband 
Internet users in North America watch two fewer hours of television per 
week on average than those without online access. Forrester also found 
that “tech enthusiasts,” those who have been online in their networked 
homes for at least five years and own laptop computers, watch even less 
TV: 3.2 fewer hours than those without Internet. Newspapers and 
magazines were also negatively affected by online use, the research 
indicated, while radio and video games were not.  

Meanwhile, a recent report from Banc of America Securities about the 
newspaper industry revealed that advertisers are shifting ad dollars to the 
Internet less quickly than widely perceived. While approximately one-third 
of the advertising leaving newspapers is moving online, it’s been doing so 
slowly and, in general, unevenly, the study found.  

However, online advertising, especially paid search, is expected to grow 
dramatically over the next five years. In just one of many such 
projections, investment firm Morgan Stanley estimates online ad revenues 
will grow 21 percent this year, compared with a 4 percent gain for 
television.  

Accordingly, online advertising is increasing at double-digit rates, while 
TV’s overall growth has been flattening. This has also been the fortune of 
other traditional media, such as print Yellow Pages and newspapers.  

‘Fishing Where the Fish Are’ 
In certain market segments, signs of a shift from traditional media to the 
Internet are clear. On April 10, for example, McDonald's announced plans 
to move advertising dollars from television to the Internet. American 
Express, Sprite and Volvo have made similar sponsorship commitments to 
MSN. And there are numerous other such examples of interest in online 
growing at TV’s expense.  

Auto manufacturers in particular have been quick to pull advertising 
spends from traditional media including television. Local TV sales have 
shown weakness since the end of 2004, due partly to General Motors 
Corp. and others shifting their ad dollars online. GM pulled away from 
radio and television in the second quarter of 2004 and then cut its upfront 
TV budget this July in favor of new-media purchases, including a US$4 
million commitment to sponsor the AOL Music channel. (GM has been 
suffering weak car sales for the past several quarters, which is also a 
motivation to move from a higher-priced medium to one that is more 
affordable as well as accountable.) 
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Chrysler, meanwhile, spent 10 percent of its US$2 billion ad budget (the 
sixth largest in the United States) on the Internet last year and will allot 
18 percent in 2005 and more than 20 percent by 2006. The automaker 
will redirect US$400 million to online spending from magazines, 
newspapers and television, Julie Roehm, director of marketing 
communications, told Fortune magazine in August. “I hate to sound like 
such a marketing geek, but we like to fish where the fish are,” said 
Roehm. 

Retailers and movie companies have also shifted ad spending away from 
local broadcast television over the past year. Earnings results for some 
station groups have reflected these changes. Gannett Co. showed a 
revenue decline of US$4.9 million, or 3 percent, during the first quarter 
because of lower political advertising — traditionally a cyclical stalwart — 
as well as decreases in automotive, restaurant, retail and 
telecommunications spending. Results were similar for Tribune 
Broadcasting.  

Online Video: New Tricks, No Ad Skipping 
Considerable online ad dollars are currently being put into static or flash-
based advertising. But once broadband video becomes more prevalent, 
advertisers will be able to bring together video and targeting. 
Comparatively speaking, spending on rich media advertising will grow 
more rapidly than any other online ad medium in the near term, 
eMarketer has found. Similarly, streaming video advertising is expected to 
grow 78 percent this year to US$343 million, according to AccuStream 
iMedia Research. 

This growth will mostly be attributed to the continuing demand for Web-
based video and the resulting introduction of online channels from various 
established media entities, including the British Broadcasting Corp. (BBC), 
CBS, CNN, ESPN, HGTV, MTV and News Corp./Fox, as well as video search 
from AOL, Blinkx, Google and Yahoo! (explored in the Appendix).  

Established media brands continue to launch online channels, partly as 
land grabs and to extend their brands online, but also to retain viewers 
and create more ad inventory to place beside increasingly popular online 
news, entertainment and sports content.  

The video ads that accompany broadband content appeal to advertisers 
for many reasons. Generally, 15- or 30-second commercials — which can’t 
be skipped — are shown before, and sometimes during, the video clips. 
For example, Yahoo! runs ads for Land Rover, Staples and the U.S. Army 
before its music videos and TV clips. These ads can be highly targeted to 
the demographic groups viewing the video.  

Almost without exception, video ads are linked to the advertiser’s Web 
site. The ad thus becomes a kind of “front door” to almost unlimited 
amounts of interactive content or new online experiences associated with 
the advertised product or service. Although online video started as 
repurposed TV advertising, it is becoming more sophisticated and is 
increasingly created specifically for the Internet.  
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Such ads produce 100 times as many clicks as static banners, said Matt 
Wasserlauf, president and CEO of Broadband Enterprises, in a New York 
Times interview published in early August. His firm sells Internet video ads 
and, perhaps self-servingly, forecasts that US$200 million will be spent on 
such advertising this year, up from US$75 million in 2004.  

Right now, online video spots generally cost about US$15 to US$20 for 
each 1,000 viewers, which is nearly as expensive as broadcast rates 
because of scarce ad inventory — demand exceeds supply on high-quality, 
high-traffic sites. However, as more inventory develops, TKG expects 
scarcity to ease and these economics to shift in favor of the advertiser. 
(The added inventory will also potentially generate more overall revenues 
for the hosting sites because of more advertising opportunities.)  

Beyond the Internet, IPTV should provide additional inventory for 
interactive video over the next several years. It may well be that in the 
not-too-distant future ads and campaigns created for the Internet are 
repurposed for or shown on IPTV.  
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TV and the ‘Long Tail’ 
“There's going to be television out the wazoo.” 
–CNN U.S. President Jonathan Klein, USA Today, July 17  

The promise of TV and IPTV’s sustainability in a universe of fragmented 
audiences and personalized content is supported by the now familiar 
principle of “the long tail.” The argument says that the economics and 
current cost structure of mass-media production and marketing neglect 
the “tail,” a fragmented set of diverse tastes and interests that are 
underrepresented and under-commercialized because there is no scale.  

In the aggregate, however, long-tail advocates argue that the tail offers a 
huge revenue opportunity. Serving it in a feasible way is the challenge. 
Indeed, TV production costs remain a problem for the tail; video content 
will likely come from individuals or low-cost productions targeting highly 
specialized audiences. 

Blazing the trail, Amazon.com has successfully monetized the tail with 
unlimited virtual shelf space and seemingly limitless inventory. The online 
retailer has even resurrected out-of-print books because of demand 
created by its behavioral/contextual buyer tracking and recommendation 
features. The online Rhapsody music service has done something similar 
with a burgeoning library of digital song titles. And, perhaps most notably, 
Google and Yahoo! have been able to amass huge audiences and serve 
very specific ad content in response to search queries.   

Without realizing it perhaps, the TV industry has already been inching its 
way down the long tail for years. Even basic cable has fragmented 
television audiences with segmented and demographically targeted 
content and advertising. Examples include the Food Network, HGTV 
Lifetime and Nickelodeon, which offer very different content and 
advertising opportunities compared with the several broadcast networks 
that captured 99 percent of the viewing audience for decades. 

Online video and IPTV will continue the trend of targeting and 
specialization. “I think in a world where distribution barriers melt away, 
and you’re not fighting for space in a theater or on the limited bandwidth 
of the only 500 channels that are available — when you can really just 
take discrete pieces of content and publish them into a system, and 
you’ve got tens of millions or hundreds of millions of things to watch at 
any time — the economic models change accordingly, and you get into 
this long-tail phenomenon,” says Yahoo!’s Horowitz. “And I think it very 
much changes the game in terms of what people will be watching and how 
they watch.” 

This anticipated long-tail reality could either be a boon to viewers or a 
mind-numbing Tower of Babel.  

Pricing and Revenue Models 
The growth and fragmentation of video offerings is one way to solve the 
aforementioned dilemma of high prices and limited supply of video ad 
inventory currently online. Simply put, the long tail creates value in 
advertising space, as more content means more advertising inventory — 
and ever more targeted ad opportunities — that can be harnessed to 
create value for content and service providers.  
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If cable networks are to transition from a broadcast advertising model, 
which is characterized by high-margin, low-volume ad sales, to a 
“narrowcast” IPTV model, they must compensate for the lack of margin 
with volume. The long tail is theoretically where that volume will lie, and 
behavioral and contextual targeting will make that inventory attractive to 
advertisers.  

An analogy in paid search is in order. Geotargeted ads yield anywhere 
from twice to five times as many clicks for advertisers versus national ads. 
In addition, four-word search queries deliver ads that perform better than 
those served in response to shorter query strings. Why? Because the more 
explicit the query (including those with geographic modifiers), the more 
specific the user intent and the more targeted the ad that can match it. 
This is the possibility that IPTV and online video offer to advertisers.  

A second model being tested by certain companies is user pays (either 
pay-per-view or general subscription supported). While the limited 
capacity of cable and satellite systems means every channel must justify 
the bandwidth it consumes with a critical mass of viewers, the 
narrowcasting economics of IPTV allow for unlimited channels that appeal 
to thousands, or perhaps only hundreds, of viewers. That’s so long as they 
each sell enough subscriptions to pay for content production and 
distribution.  

The revenue model used will vary depending on the provider, but it is 
often closely tied to the price elasticity of the content. Many of the 
enthusiast categories that will make up the long tail, for example, are 
inelastic in their fan bases. When such an audience exists, there will likely 
be a subscription or pay-per-view charge.  

Early entrants in the broadband-delivered video space are testing 
combinations of these revenue models. Some pricing dynamics have been 
figured out, but many more remain unknown. AOL believes that while 
there is an emerging migration to its new video aggregation engine, it is 
smart to build up a critical mass of users and free content until the 
content volume and user experience can justify premium subscriptions.  

“It’s been our decision that in this emerging new marketplace, a 
subscription barrier is not the way to go,” says Alex Blum, AOL vice 
president of audience products. “So our strategy is absolutely to invest in 
making the stuff that’s available free and build this audience out to the 
point where we get to the critical mass. When that happens, we also 
believe copyright holders are going to come at us with a different 
approach that will allow us to start making subscription models.” 

Product placement (now becoming increasingly prevalent on network and 
cable TV) is another potential ad model. One might argue that it is even 
better suited to the interactive capabilities of IPTV because users can be 
targeted and directed to online or offline buying. Examples to date include 
the Coca-Cola soft drinks consumed by audience members on “American 
Idol,” as well as high-consideration items such as the 2006 Pontiac 
Solstice, which made its debut on an episode of NBC’s “The Apprentice” 
last season.  

In the latter case, viewers were directed from the TV promotion to the 
Internet, where a pre-order program awaited them. One thousand orders 
for the automobile were taken in 40 minutes; the company had never sold 
that many cars so quickly without the buyers actually seeing the cars in 
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person or test-driving them. GM plans to make a similar Buick model 
debut on the new “The Apprentice: Martha Stewart” (a ratings failure), 
and it has other undisclosed product integrations in the works.  

These efforts are precursors to IPTV models, in which sponsorships and, 
potentially, product placement will be primary components of directional 
advertising (similar to the possible IPTV advertising scenarios outlined 
previously). Product placement in cable broadcasting and in Web-delivered 
video will continue to grow as service providers experiment with its 
delivery and targeting.  

“It’s hard to say how this unfolds. I think there will be many new models. 
In some ways, you are seeing things like product placement take a more 
prominent role than they used to,” says AOL’s Blum. “Shows such as ‘How 
to Fix a Sink’ — it may be ‘How to Fix a Sink Brought to You by Home 
Depot,’ with links and sponsorships that allow you to get exactly the parts 
you need and the closest store.” 

In some ways this recalls the early days of American television when 
exclusive sponsors were heavily promoted on shows. The difference is one 
can go online and make a purchase or generate an inquiry almost 
immediately. 

Another model being discussed is a combination of all these efforts that 
has the dynamic ability to let consumers decide how to pay for content. 

“I think combinations make a lot of sense,” says Blinkx’s Chandratillake. 
“One thing I’d like to see is dynamic pricing. So I think it would be 
interesting to say, ‘If you want, you can pay for this and watch it without 
any ads, or you can pay less or maybe pay nothing but [have to] watch it 
with ads.’ ”  

Yahoo!’s Horowitz agrees. “I think one of the cool things is that we may be 
able to give users much more choice around that. I could subsidize things 
with ads, and this could be branded advertising where Nike or Coke would 
be quite willing to put a 15-second bumper in front of your personal video to 
help build brand awareness for their product. But I also might want to be a 
premium user, and I’m willing to pay US$4.95 a month to not have to 
endure that 30-second ad,” he says. “This is all in the spirit of speculation; 
but I think you’ll have pay per view, I think you’ll have subscription, I think 
you’ll have premium service, and I think you’ll have ad-supported models. 
It’s too soon to say what is going to work, so we are going to be very 
playful and exploratory.” 

Video Search and Indexing the Tail 
The long tail is voluminous by definition and its value can only be as great 
as users’ ability to search for and find desired content. During the 
previous year, the Internet incumbents have launched video search 
engines or portals to start building indexes, content libraries and branding 
strategies ahead of the anticipated demand for online video content. 
These companies hope to make video as available and easy to find as text 
has relatively been online.  

But competition is also driving these developments. And the need to retain 
audiences in an effort to serve ever more page views and related ads is 
helping to drive online video search.  
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Collecting and indexing video are currently among the biggest challenges 
facing search and portal providers as they explore deals to obtain video 
content from traditional and nontraditional content producers. Search 
engines are thus experimenting with various business models. Copyright 
and royalty issues loom on the horizon, as each search provider plays to 
its individual strengths to establish a position in the market and lay a 
foundation for the next evolutionary stage of television.  

This discussion again raises the question of whether IPTV and its telco 
providers or the Internet and its familiar brands (AOL, Google, MSN and 
Yahoo!) will be the ultimate consumer gateway into video content. Both, 
with somewhat different revenue models, will likely co-exist. And what 
role, if any, Internet brands will have in IPTV remains to be determined. 
Early discussions among executives of SBC’s IPTV campaign, known as 
Project Lightspeed, suggested exclusion of Web search from the available 
range of menu offerings. Inclusion of Web search will likely reproduce the 
same dynamics in an IPTV environment that currently exist online.  

Early Efforts at Moving Down the Tail 
A few companies have started to aggregate and deliver Web video 
content, offering a small window into what IPTV’s long tail might look like. 
One of these is Atlanta-based startup DaveTV, which airs narrowcasted 
programming online. Most users watch DaveTV in streaming format on a 
computer screen using downloaded software, but it can also be viewed on 
any broadband-cable, DSL or high-speed wireless device. The company 
will soon release a set-top box for about $200 that will interface with 
viewers’ televisions.  

DaveTV’s appeal lies in its sometimes-esoteric enthusiast categories of 
programming, which involve everything from knitting to lion taming. One 
of the service’s current offerings is Bill Eason’s hog cooking class (you 
read that correctly). The show is described as an “all-day, whole hog class 
edited down to 45 minutes on how to find, select, prepare and serve 
whole hog.” Installments can be downloaded for $1.99 and will form the 
groundwork for a barbecue channel, which DaveTV hopes will aggregate 
hundreds of related on-demand programs.  

DaveTV’s larger goal is to assemble hundreds of channels and hundreds of 
thousands of hours of licensed programming, which will be available for 
subscription or per-download charges, in addition to some ad-supported 
material.  

Akimbo, a similar service based in Palo Alto, California, has rounded up 
more than 2,000 different programs, including everything from Turkish 
sitcoms to martial arts shows, as well as programs from A&E Television 
Networks, BBC, Turner Network Television, the National Geographic 
Channel and HGTV. The company also has a strategy that will enable 
video bloggers (“vloggers”) to create and post video content on the 
network. The thought is that these maverick filmmakers will someday 
alter the economics of film and entertainment the way bloggers have 
affected the news industry. Part of Akimbo’s plan is to get on their side 
and take part in the value they create.  

The service is priced for early adopters at $230 for a set-top box, plus 
$9.95 a month (or a lifetime payment of $169), which includes some 
channels. However, about 60 percent of available content comes with 
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additional fees ranging from 49 cents to several dollars. The Akimbo box 
holds up to 200 hours of shows viewers can watch whenever they want, 
although some content expires after 30 days.  

While the cost of the box has been a detriment to the salability of the 
service, it will likely come down or be eliminated through efforts to bundle 
the technology with existing cable or satellite set-top boxes or computer 
hardware. Akimbo has already developed a relationship with Microsoft to 
bundle its software on Microsoft Media Center PCs, and it is exploring similar 
agreements with cable companies to embed its software in their set-top 
boxes, similar to what TiVo does with DirecTV. The company intends such 
relationships to increase its exposure and user base, while giving cable 
operators more long-tail content that doesn’t compete with their own 
offerings. 

Roadblocks and Related Issues 
Early entrants such as Akimbo and DaveTV encounter challenges similar to 
those of large-scale service providers, such as the telecommunications 
giants currently developing sizable IPTV offerings (described below). 

One problem facing these services is the wide range of pricing for VOD 
content that results from providers dictating the terms of distribution 
agreements. The film and television industry is wary of cannibalizing its 
business, which depends on high-priced cable subscriptions and 
advertising as well as DVD sales. Producers fear a cheaper alternative 
such as Akimbo will draw users from their existing distribution, rather 
than expanding it. This compels them to dictate higher prices for IPTV 
customers.  

Some cable networks and other providers have taken additional steps to 
protect the A- and B-quality content of their existing bread-and-butter 
distribution by offering auxiliary channels such as DaveTV and Akimbo 
only C- and D-quality product.  

Conversely, some providers don’t have an aversion to VOD as a new way 
of distributing content, but they choose to sign on-demand deals with 
established cable providers rather than new services like Akimbo. “We 
don't think [Akimbo] has scalability,” said Mark Greenberg, executive vice 
president of Showtime Networks, in a June 15 BusinessWeek article. “And 
we're not going to invest in a distribution technology that's not going to 
scale.” Other, although far fewer, content producers have signed up with 
Akimbo and the like based on the long-term thinking that they are getting 
in early on a new technology — despite its current dearth of end users. 

A similar problem lies in file sharing and Hollywood’s aversion to digitizing 
its content for easy online exchange, which film producers fear is one step 
closer to a peer-to-peer (P2P) environment in which the content is pirated. 
This situation is comparable to what recording artists have faced with 
digital music piracy over the past five years.  
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Some content producers are averse to early IPTV services because they 
have already seen piracy happening. A 2005 report by Informa Media 
Group found that some popular shows had been downloaded tens of 
thousands of times each on P2P networks such as BitTorrent and 
eDonkey, costing TV and film companies an estimated US$858 million 
annually. Fox’s hit show “24,” for example, was downloaded 95,000 times 
following its television debut, according to U.K.-based P2P traffic monitor 
Envisional. Evolving digital rights management systems, as well as the 
closed network infrastructure that developing IPTV systems will have, will 
likely address many of these fears or render them moot. 

The film and television industry, whose motion picture box office receipts 
are suffering badly this year, is also afraid to support the advancement of 
technology that will allow individuals to create quality video. Doing so 
could not only make video podcasting or vlogging possible but also could 
result in wide distribution via channels such as Akimbo as well as the 
online video search initiatives of the Internet incumbents.  

Will small-time producers pose a threat to Hollywood hegemony when the 
world of video content goes through the democratization journalism is 
currently experiencing? It is unlikely, but the competition might compel 
film producers to make better and more thoughtful movies over time.  

Inertia and Growing Pains 
Such growing pains are a result of the same inertia that continues to 
challenge what might be called the “digitalization” of all forms of media. 
Consider digital music distribution, which, after years of fierce battling 
between technology providers and content producers, is finally reaching 
mass adoption and acceptance (thanks largely to Apple’s iTunes).  

The combined march of technological innovation and user demand will 
eventually compel content providers to turn over their libraries to IPTV 
and/or online video aggregators. The precise relationship of the new 
distribution system’s components has yet to be determined. But it could 
evolve into an ecosystem wherein content providers establish their own 
distribution channels through an IPTV system or one in which Akimbo, 
DaveTV or an Internet search engine becomes the point of contact 
between IPTV providers and aggregated content libraries.    

As this happens, service providers will be compelled to take part in the 
growing distribution medium, while their fees will decrease and be 
dictated by the increasingly leveraged position of IPTV service providers or 
content aggregators. In other words, technology advancements that serve 
consumers in innovative ways will likely win, and the content hurdles 
facing IPTV providers will in time be hammered out in their favor. As 
Akimbo CEO Goldman told Red Herring, “Quality will find its way to 
money, and money will find its way to quality.” 
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In the short term, the Akimbos of the world are surviving with their sparse 
offerings and lifeboat of early adopters. The content acquisition challenges 
they face during this time could spawn opportunity in the form of creating 
a support system for long-tail content. This could include vlogging or 
amateur-produced animation such as the virally marketed “This Land” 
political spoof. Akimbo could prove to be fertile ground for this type of 
content and offer a higher-quality viewing experience than is possible on a 
PC. When that happens, users will begin to see programming that isn’t 
sent to the Internet as an afterthought. Rather, online video will become 
the primary conduit for which long-form original quality content is 
produced. 
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When Does IPTV Become Reality? 
“Scaling is clearly an issue. And anybody who tells you otherwise isn't just 
dumb — they're lying.”  

–Jeff Weber, vice president, product and planning (SBC’s Project 
Lightspeed/IPTV) 

Most of the activity described so far has fallen within the competitive 
environment of Web-delivered video viewed on a computer screen. As a 
precursor to evolved IPTV systems, we believe the dynamics of these 
markets provide indications of the potential for consumer adoption, the 
competitive landscape and revenue models of the real IPTV.  

But what is the real IPTV, and when will it arrive? It should be pointed out 
that some critics actually believe it will never materialize and that the Web 
will be the delivery mechanism that realizes the personalized and on-
demand potential of IPTV. Yet, compelled to act by their fierce battle with 
cable providers, the telcos are making huge bets that those critics are 
wrong.  

A handful of regional Bell operating companies (RBOCs) are leading the 
charge with various large-scale IPTV system rollouts in development. 
BellSouth, SBC and Verizon are among the largest at this point. SBC leads 
the pack with a US$4 billion investment in Project Lightspeed. It plans to 
wire 18 million homes with an enhanced infrastructure that can support 
video and high-speed Internet with up to 25 Mbps (enough for one 
uncompressed HD video channel) by 2007. Meanwhile, BellSouth has 
announced it hopes to test IPTV with 300 to 500 subscribers by the end of 
this year and roll out the service commercially in 2006. Verizon FiOS 
Internet Service, the company’s new fiber-to-the-premises technology, 
will utilize current cable television fiber optics, making it cheaper and 
faster to implement. 

As suggested, the principal motivation for the RBOCs’ entrance into the 
video market is to make up for the erosion of their flagship fixed-line 
phone business, which has been declining 8 percent to 10 percent per 
year. It isn’t without irony that this major revolution in the way we watch 
television will be brought to us by incumbent phone companies that wish 
to reactively shore up and augment a dwindling revenue stream.   

IPTV campaigns can also be viewed as offering a compelling alternative to 
cable television — sort of a counterpunch to the cable industry, which has 
enticed many of the Bells’ customers with the lower price tag and simpler 
billing of VoIP phone service. There has also been an exodus of cellular 
customers with landlines who want the simplicity of having just one 
phone. In most of these cases the cell phone rather than the landline 
made the cut.  

Five percent of adults surveyed by Harris Interactive in April 2005 said 
they would discontinue their landline service in the next year, while 47 
percent said they are “somewhat considering” the switch. The Federal 
Communications Commission’s figures are more daunting for regional 
Bells: It reported that at the end of 2004 there were more cellular phones 
(181.1 million) than landlines (178 million) in the United States. 
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Like cable, the goal is to offer a so-called “triple-play” solution that 
includes voice, data and video. In addition to the benefits of a three-
pronged revenue model, the triple play’s whole is greater than the sum of 
its parts because it brings economies of scale in infrastructure and billing. 
And it serves to help retain customers with convenience (one bill) and by 
erecting barriers to switching (inertia, fear of downtime).  

Some service providers such as BellSouth and Verizon can even include a 
fourth dimension — the cell phone. “I don’t like to call it a triple play,” 
says BellSouth’s Rozier. “I like to call it a grand-slam bundle because we’ll 
give you phone, we’ll give you data, we’ll give you video, and we’ll give 
you cellular phone — all from one source.” 

Cable companies, mindful of the cellphone advantage that telcos may 
present should IPTV gain momentum, are themselves trying to put 
together deals that would allow them to bundle cellphone service with 
their other offerings. To that end, Comcast, Cox and Time Warner Cable 
are in talks with Sprint to use the company’s network to offer wireless 
phone service. 

Legal and Technical Challenges  
There are a number of potential roadblocks that could delay large-scale 
IPTV rollouts. Many of the Bells’ IPTV initiatives require laying new fiber 
into the ground, which is extremely costly. In addition, dealing with each 
state (and in some cases municipalities) creates daunting logistical and 
legal challenges in negotiating video franchise agreements by jurisdiction.  

RBOCs gained a victory in early August, however, when the Texas 
Legislature passed a bill allowing them to petition the Texas Public Utilities 
Commission for one statewide video franchise license. Verizon has also 
achieved permission from New York to seek a statewide license. It may 
take as many as 10 months for these lobbying efforts to bear fruit, so the 
RBOCs will continue lobbying for similar approvals in other states.  

There is also a potential range of problems that could arise when large-
scale in-market rollouts happen. Because IPTV is a new technology, there 
aren’t many standards in place or roadmaps to follow for avoiding and 
fixing problems that range from installation and repair to scaling 
networks. The technology works well in controlled settings and small-scale 
deployments but has yet to face the test of scale.  

Microsoft to the Rescue? 
Additional complications may also arise from the integration of the many 
different software and hardware components that make up a large-scale 
IPTV network. This is where Microsoft has made great efforts to position 
itself with its Microsoft TV software platform, which claims to offer an end-
to-end solution for IPTV as well as cable television providers. 
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“With respect to IPTV, our biggest advantage both competitively and 
technologically is that we are really the only provider that has a full end-
to-end IPTV software platform,” says Microsoft TV’s Graczyk. “From 
system input, encoding to video format into MPEG-4 or VC-1, [to the] 
conversion of content, output into servers and then to the television, it’s 
all Microsoft software.” According to Graczyk, this streamlines the VOD 
integration, application servers and the set-top box system interfaces. By 
comparison, other technology providers generally take care of one or two 
pieces of this process.  

So far this message has resonated in the marketplace, and the technology 
has performed in early trials. Microsoft has thus become the vendor of 
choice for Bell Canada, BellSouth, SBC and a large number of IPTV 
developers/providers throughout Europe and Asia, including BT Group and 
France Télécom. A few others, however, such as Australia’s Telstra Corp., 
have taken well-publicized passes on the technology. 

Microsoft’s goal is to continue integrating this technology with other 
consumer products, including its Xbox gaming console as well as mobile 
devices that will interface with IPTV systems to provide features such as 
remote ordering of content. 

“Everyone talks about triple play. What we really enable is a single play; 
all these services are seamlessly integrated, and the distinction between 
voice, video and data can kind of go away,” says Graczyk. 

Putting the Pieces Together 
IPTV service providers may also confront challenges acquiring content 
similar to those faced by Internet video search portals and early 
aggregators such as Akimbo. Some in the industry, however, don’t see a 
problem. SBC spokesman Michael Coe told The Economist in July: “There 
are no barriers to acquiring content. The only question is, what will it 
cost?” While that may be the ultimate concern, there are other issues 
(e.g., ambivalence of content producers) that may slow the process of 
meaningful content acquisition. Yet it’s also possible that by the time SBC 
rolls out IPTV in earnest, the models and expectations will have already 
been established by the Internet video portals/providers, and content 
producers will be less threatened by the new distribution medium. 

Then there are questions of how content is organized, indexed or archived 
and how it is made available to consumers (i.e., the user experience). 
There will also be a learning curve for consumers about those aspects of 
the system that extend beyond the scope of traditional cable TV (e.g., 
interactive elements and unconventional content). If TV is to become a 
directional medium like Yellow Pages, classifieds or search, consumers will 
need some amount of education about the full range of IPTV capabilities.  

“I think they have to make sure, as far as the IPTV rollouts, [that] they 
are positioned both from an applications perspective and from a marketing 
perspective,” says Eitan Gelbaum, marketing director for the advertising 
and media division of software and services company Amdocs. “SBC, for 
instance, should come out and say: ‘We’ve got this new service out there. 
You can see your favorite programs on demand and all this cool stuff. And 
you’ll also have some neat services, which are directory or local services.’” 
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Educating Advertisers 
Advertisers will also need to learn about the new medium and its 
corresponding targeting opportunities. This will be less true of national 
advertisers than small businesses, which tend to use little or no TV 
advertising because of its cost and overbroad reach in most cases. In all 
likelihood, TV (or online video with geo- and/or contextual targeting) will 
eventually become one component of a larger online media buy that SMEs 
make with their local sales representative, whether from the Yellow Pages 
or newspapers or the local cable company.  

However, Amdocs’ Gelbaum strongly believes IPTV is an opportunity in 
which SMEs can and should be involved. “Begin that education process, so 
that when it does come, the advertisers are going to be picking up the 
phone calling [you] instead of calling someone else,” says Gelbaum. 
“These are things that you can begin doing already, independent of the 
actual IPTV rollout.” 

Beyond the education/sales channel issue, there are still questions around 
the media buy itself and how the campaign is executed. For example, how 
will the ads be served against contextually and geographically relevant 
content? To make the product scalable would require a highly 
sophisticated ad-serving platform that performs almost entirely on an 
automated basis and can manage enormous amounts of complexity.  

IPTV is perhaps even more complex than paid search, and so an entire 
industry of vendors may arise to support content and advertiser 
acquisition and distribution. Telecommunications companies “are going to 
have so much on their plate in terms of just running the day-to-day 
business from a customer service, sales and marketing perspective,” says 
Gelbaum. 

All the rules that have so far been learned from selling paid search to 
SMEs should be extrapolated and applied to IPTV. Directory publishers 
could play a broker-aggregator role for IPTV in the same way they’re 
starting to do for paid search. However, sales representatives should not 
seek to sell IPTV separately; it will confuse the SMEs. If and when IPTV 
materializes, it could and should be sold as part of a product bundle that 
delivers leads (clicks and calls) from multiple sources. Small businesses 
want simplicity not complexity. 

On that same question of complexity, a potential challenge for the 
directory publishers’ sales forces will be learning how to sell a new 
medium and explain IPTV’s benefits and capabilities to a nontechnical 
audience. This is where bundling IPTV as part of a large product suite 
would be valuable for both the channel and the local advertiser.  

“On a practical level, they are going to have to initially introduce very 
simple products, which may not have very significant targeted capabilities 
— maybe based on impressions like display advertising. And as 
advertisers get on board and usage increases, then they can begin 
introducing more complex and more interesting advertising,” says 
Gelbaum. “Just as SBC at this point doesn’t know how to talk to Hollywood 
executives about content and production costs, the Yellow Pages sales rep 
doesn’t yet feel comfortable talking about pay-per-click models on IPTV. 
So there is going to be a learning curve for everyone.” 
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Conclusions & Recommendations 
The following are TKG’s conclusions and recommendations, based on the data 
and analysis of this report:  

• Broadcast television advertising generated more than US$40 billion in 
2004. As consumers increasingly “time shift,” skip commercials and, to 
some degree, shift their attention to the Internet at the expense of 
traditional TV, advertising spending will follow them and be compelled to 
adapt to these new consumer behaviors.  

• The major search engines and portals are in an arms race of sorts to build 
out multimedia and video search to lay the groundwork for future 
audiences that will search for and watch video content online.  

• Traditional media brands (e.g., BBC, Fox and MTV) are also expanding 
online to create new ad inventory, retain and cultivate audiences and use 
the promotional muscle of the Web to boost their programming and their 
brands. 

• Driven by an entirely different set of market dynamics, 
telecommunications companies such as BellSouth, SBC and Verizon are 
seeking to rollout IPTV systems that will enable them to better compete 
with cable companies in offering bundled services. However, IPTV faces 
many challenges, both regulatory and practical.  

• Regardless of who provides the content, whether VOD cable, IPTV or video 
search, the audience is fragmenting and will continue to do so as more 
consumer control over content selection is introduced.  

• The economic imperatives of this new on-demand consumer paradigm will 
result in the development of TV’s long tail — highly specialized 
programming to appeal to a seemingly endless array of interests. This will 
coexist with traditional mass-market content creation. Ultimately, this 
content may be delivered via the Internet, IPTV or both.  

• The new on-demand paradigm adds complexity but creates opportunity to 
make TV advertising more effective and accountable. IPTV and online video 
in particular allow for increased targeting, by content, behavior and location 
to provide advertisers with a potentially much better return on investment 
than TV does now. 

• IPTV may permit local businesses to buy TV advertising because of its 
greater efficiency and reduced cost. Directory publishers (and potentially 
newspapers) are in a position to be a single point of entry to sell that 
advertising to local businesses. However, as with the Internet, the local 
sales channel may be challenged by the potential complexity and logistics 
of the new on-demand media, including IPTV.  

• Regardless of whether IPTV becomes a mainstream product, advertisers and 
content producers need to anticipate and prepare for the transformation of 
TV from a “push”’ medium into a directional medium where consumers are 
largely in control and search for or select the programming they want to 
see.  
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Appendix: Company Strategies 
AOL 

AOL, according to AccuStream iMedia Research, had the leading share of 
streaming video distribution in 2004: 

• AOL: 24.9 percent 

• Yahoo!: 20.1 percent 

• RealNetworks: 11.6 percent 

• Microsoft/MSN/NBC: 6.1 percent 

This comes as something of a surprise given AOL’s more recent reputation 
as an Internet service provider for novice users. AOL has made a giant 
step toward shedding this image among tech-savvy consumers with the 
launch of a free broadband portal and the subsequent bang caused by its 
Live 8 coverage. 

Live 8 continued to have momentum following its broadband debut. In 
addition to the record 5 million viewers who saw it live, the global concert 
had more than 8.5 million unique visitors during its first week and over 25 
million on-demand plays. Live 8 marked an important turning point for 
AOL. Broadband as a means of video distribution likewise gained ground 
over television as the preferred medium for live and replayed video 
content. If AOL’s estimate is correct that the on-demand audience for a 
streaming event can be five to 10 times larger than that of Live 8, 
broadband will continue to jockey ahead of broadcast television. 

Live 8 couldn’t have come at a better time for AOL. Just 11 days before its 
landmark concert coverage, the company had announced a major 
strategic shift by knocking down the “walled garden” surrounding its 
content and offering an ad-supported free portal. Its goal was to harness 
broadband’s abilities with searchable and browsable rich media, such as 
news, entertainment and sports clips, comprising more than 20,000 
licensed and originally produced assets.  

“With the relaunch of AOL.com and the video hub, which is a pure video 
expression of AOL.com, we are completely focused on a broadband user,” 
says AOL’s Blum. Its previous model, by comparison, relied on 
subscription revenues for dial-up Internet access.  

But this strategic shift for AOL is a bold one. Its dial-up user base has 
gone from about 25 million in 2002 to 21.7 million today (equal to 2000 
levels). Subscription revenues, likewise, declined US$116 million between 
2003 and 2004. But, interestingly, ad sales grew US$220 million, helping 
total revenue increase US$100 million to US$8.7 billion. Something big 
needed to be done to diversify AOL’s business model and better leverage 
this advertising growth.  

“It wasn’t easy — the effort that has occurred over the last eight months 
in my group and others to make this thing happen,” says Blum. “The 
tough part was agonizing over the decision. But once we made the 
decision, we found that we were naturals. We had all the key ingredients, 
so it was just a matter of making all the changes to our systems and 
environment to release the stuff.”  
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AOL is now in a strong position with the new portal, having highly coveted 
brand recognition, trust among millions of users and an already leading 
position in video downloads. The company also contends that the dynamic 
features of the portal are built for broadband and maintains a separate 
portal for dial-up users. This gives it a leg up on Yahoo! and MSN, whose 
portals are built for both dial-up and broadband users and are thus not as 
rich.  

“We’re not restricted or constrained by having to design our site for the 
lowest common denominator: the dial-up user. We are going to leave that 
to our legacy access business,” says Blum. 

The portal so far includes a video hub called AOL Video 3.0 that includes 
daily-refreshed collections of most-watched videos, movies, TV, music and 
news highlights, as well as a customizable page similar to Yahoo!’s 
MyYahoo! that lets users set up news and entertainment RSS feeds. Its 
video search also features speech-recognition technology that can give 
better results based on the audio of multimedia files, compared with the 
traditional method of searching the sometimes unreliable closed-caption 
characters or metadata provided by content contributors. 

“Most of the stuff out there on the Web doesn’t really have good standard 
metadata associated with it, so we’ve employed speech-to-text 
processing,” says Blum. “We amend and tag that information to the asset. 
So when we do a search, we’re not only doing a search against the title 
and description, we are doing it against the body of the video.” 

AOL’s Content Advantage 
Unless, or perhaps until, it is acquired, AOL also maintains the 
advantageous position of being the online arm of media giant Time 
Warner, which gives access to content from corporate siblings CNN, HBO 
and Sports Illustrated. Its own powerful collection of brands also includes 
AIM, MapQuest and Moviefone, which will allow AOL to cross-pollinate 
attractive features and functionality within its broadband portal. For 
example, local search and directory features such as “Around Your Town” 
and “Find It Center” could eventually be integrated with the geotargeted 
advertising that will accompany some video content. 

Although it has extensive natural content partnerships, AOL also seeks to 
license material as well. It recently launched a joint venture with sports 
and entertainment producer AEG and XM Satellite Radio called Network 
Live that will produce Internet, wireless and satellite radio content. The 
company has found that, for the most part, content providers appreciate 
the mutually beneficial relationship such an online video distribution 
scenario can bring. AOL gets additional content to better serve its users 
and create value in advertising inventory, while content providers get 
attribution, distribution and additional traffic. 

“For the most part, [content providers] do see it that way because we’re 
obligated as these assets are played back from our search result page to 
attribute it,” says Blum. “And also we’ll drive traffic back to their site or 
their player or whatever advertising they may have applied to their 
particular assets.” 
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AOL’s model also relies heavily on long-tail content, which it bolstered 
with its November 2003 acquisition of Singingfish, a multimedia search 
company. Singingfish crawls the Internet for video and audio content, 
which it indexes and makes searchable — giving AOL its own branded 
search portal that specializes in long-tail content. 

“Singingfish is all about dealing with the long tail,” says Blum. “We believe 
that to have a compelling experience today, you have to deal with 
professional grade, licensed and copyrighted content, all the way down to 
the long tail. So we are dealing with the full spectrum.” 

The company has also initiated advertising programs to monetize this 
spectrum of content.  

“We do have a targeted streaming advertising platform that we’ve built 
out,” says Blum. “Because we can target the advertisement and because 
we can provide significantly greater metrics around the [advertising] 
delivery, we’re receiving three times the CPMs [cost per thousand] that 
you can get through broadcast television.” Its interactive video ads allow 
users to pause, play back or search the Web elsewhere on the screen for 
more information on the product being shown and then return to the video 
content.  

“So the key differentiator is that it can be targeted, it can be measured, 
and it can have this rich media interactive element,” adds Blum. “So what 
we’re seeing is advertisers are doing one of two things: [They are] either 
repurposing television commercials with us, or they are creating new 
[ads] that really take into account this rich interactive element as an 
extension of the video ads.” 

This model applies primarily to AOL’s licensed content. The advertising 
metrics of its long-tail content are a different story — one that Blum is 
less inclined to discuss in detail. To speculate, he believes there could be a 
strategy involving an open marketplace within the company’s domain of 
long-tail content in which content providers are invited to sell their assets 
on their own negotiated terms.  

“The terms could be that they could sell [content] to our audience and 
other audiences on a subscription basis or on an à la carte basis, or we 
provide the streaming advertising platform with a revenue share,” says 
Blum. “That’s how you take the long tail and partner with them in a way 
that their stuff can be monetized.”  

This content could indeed open up vast advertising inventory for AOL and 
be a major revenue driver in line with the economics of the long tail. This 
position could bolster AOL’s lead in the Web-based broadband-delivered 
video space and, more importantly, lay the foundation for a leading 
market position in the yet-to-be-developed IPTV competitive landscape. 
This could include an AOL channel or video search portal as part of an 
IPTV system’s extensive content offerings.  

“We’re delivering over 100 million video streams on a monthly basis 
today, and we’re seeing that we’re at the beginning of the hockey stick 
where our increased video streaming traffic is just starting to go through 
the roof,” says Blum.   
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Blinkx 
Blinkx could be the dark horse in the video search space. It is certainly the 
smallest contender — a position that brings inherent advantages and 
disadvantages. The main disadvantage is it lacks brand awareness yet has 
to compete with companies such as AOL, Google and Yahoo! that all have 
much deeper pockets. Blinkx’s advantage is its size allows it to be more 
nimble, which is generally more conducive to competing in an embryonic 
field. Its size also makes it appear less of a threat to Hollywood content 
providers, thus easing the acquisition of content libraries. Indeed, Blinkx 
has outshined Google in signing up cable networks and content providers 
for its BlinkxTV Web-based video search tool.  

News Corp. is reportedly in negotiations to buy Blinkx as part of the media 
company’s bid to develop an Internet strategy. (If that doesn’t happen, 
Blinkx will likely be acquired by another traditional media company.) 
Blinkx would provide search capacity for the Fox network’s developing 
Internet portal and synergy through the content partnerships it already 
has with many Fox properties. 

Blinkx’s Chandratillake believes an IPTV system will involve viewers using 
something similar to an Internet search engine, rather than traditional 
channel flipping or on-screen guides, to find the programs they want to 
watch. 

“The area that interests me with IPTV is taking the user experience and 
the user interface expectations that the Internet has provided, [and 
applying] it to TV content — to think in terms of the way that you interact 
with the Web, as opposed to the way that you interact with the TV,” says 
Chandratillake. “So you’re able to sort of choose what you want and when 
you want to see it compared to television, where, to an extent, you’re still 
trapped in the tyranny of watching what the television editors think you 
want to watch and watching it when they think you want to watch it.” 

Blinkx is in the same boat as other search engines/portals in having a 
Web-based presence that utilizes the public Internet for the search and 
delivery of video content primarily viewed on a PC. It hopes to play a part 
in the next stage of the IPTV revolution, which, as mentioned, will involve 
more efficient point-to-point transmission of broadband signals from 
service providers’ servers directly to a set-top box and onto your 
television screen.  

“We’re already talking to and working with set-top box manufacturers and 
with Microsoft development and support teams to build versions of Blinkx 
that will work on all of these different platforms,” says Chandratillake. The 
result someday could be a Blinkx channel or video portal within an IPTV 
system. For now, however, it is focusing mostly on its Web-based 
business, BlinkxTV, which is currently free to users and will eventually be 
ad-supported.  

Many consumers have caught on to the value BlinkxTV is providing: In the 
past five months its users have doubled to reach 1 million. Blinkx has also 
begun to automatically track and index podcasts and video blogs for users 
to search and consume. It currently tracks about 20,000 podcasts, which 
amounts to about 500 hours of audio content per day, making it the 
biggest podcast repository in the world.  
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For its video and audio searches, Blinkx has software that automatically 
tracks, indexes and generates transcripts using speech recognition 
technology. This augments the traditional process of using closed-
captioning characters or metadata supplied by content producers — both 
of which have weaknesses. In the future, it would like to add technologies 
such as visual analysis that pulls out text that appears on the screen — 
statistics from sportscasts, for example — and spots and indexes famous 
faces and places.  

The company is also interested in launching RSS feeds for its video 
content, so users can easily set up keyword- or topic-based feeds of 
BlinkxTV’s aggregated video content in their RSS readers. The goal is to 
eventually create personalized video portals where users store all their 
video (similar to Yahoo!’s vision) to be accessed from any IPTV-enabled 
media device, anywhere in the world.   

“The combination of RSS and Blinkx’s ability to understand video content 
means that it’s all packaged and ready for you. And you can choose to 
watch it then, or you can choose to copy it to a portable device and watch 
it somewhere else,” says Chandratillake. “It is your choosing what you 
watch and when you watch. And you’re basically defining your channels, 
and the system is then assembling channels for you completely 
automatically.” 

The acquisition of content is Blinkx’s biggest objective. Its partnering 
strategy has been to pursue premium Web content or programming not 
currently available online for its search library. Its content deals so far 
have included BusinessWeek, Fox, Movielink (which makes movies from 
major studios available for download), MTV, Reuters and Transmission 
Films. 

“I honestly believe in the old cliché that content is king and that if you can 
assemble the right content packages and the right technology that lets 
people capture [it], then the rest of it falls into place,” says 
Chandratillake. The company is now emphasizing its sports library, the 
content of which is harder to acquire because of its value, complex 
negotiations and many owners of various replay rights. 

“We are pushing very heavily right now into sports content. That’s the 
area that is hardest to get. It’s the most protected content. It’s the most 
valuable content. And we’ve made some inroads, but we need to make 
further inroads. So that’s a longer-term gain,” says Chandratillake. “Once 
we get there, we’ll be in a strong position.” 

The result, Chandratillake hopes, will be that users can search for and 
choose their own sports highlights. They’ll be able to call up footage of 
when a point was scored, when a particular player touched the ball and 
other searchable attributes of a given sportscast. 

“That cuts across all of these rights that have been built before. So there 
needs to be a way to figure out legally how you structure those rights 
such that you can have the Internet rights,” says Chandratillake. “That’s 
the complexity involved.” Regardless of the legal or technological 
challenges that face BlinkxTV, Chandratillake stresses that content will be 
the driver that makes all other factors eventually fall into place. 
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“It will happen because the business drivers and the technology drivers 
are there,” he says. “It will happen because the people involved want to 
make it happen, and they appreciate the fact that they can make money 
off it.”  

Blinkx, for its part, receives a revenue share through its agreements with 
some content providers but otherwise doesn’t derive any revenues from 
advertisements or subscriptions. The company plans to enact a model that 
relies on a combination of ad support and subscriptions with a great deal 
of choice in the hands of viewers.  

“You can imagine if Blinkx was your aggregator. It goes out and finds a 
whole lot of stuff that it thinks you may find interesting, it packages it all 
up, and it has it all waiting for you somewhere on a server,” says 
Chandratillake. “So when you get on any device wherever you might be, 
whether it’s portable or in your hotel room or back at home or whatever, 
it says: ‘OK, we’ve got all your stuff for you. How would you like to watch 
it?’ ” 

Google 
Since Google was founded in 1998 it has indexed more than 8 billion Web 
pages and about 1.3 billion images. Like AOL and Yahoo!, Google sees a 
strong future in video search and has signed deals to acquire content from 
Animal Planet, CNN, Discovery Channel, The Learning Channel and the 
Travel Channel, among others.  

Most of its content has come from less orthodox methods, however. In 
April, the company began recording broadcasts of television programs and 
has made the closed-caption transcripts and video stills available in a 
searchable format. Google uses the closed captioning and metadata 
encoded with the video to index it. Search results are delivered in a time-
coded, annotated format, in which specific parts of the transcript that 
contain search terms are presented along with screenshots and exact 
minutes and seconds within the clip where the content is located.  

This, however, came as a surprise to many producers that had never 
spoken to Google about presenting their content, including CBS News, 
Major League Baseball’s online division, NBC Universal and Warner Bros. 
Although Google is not monetizing the content and is only providing 
screen shots and transcripts, some producers have promptly requested 
that the company remove their material from its video search tool and 
others have even threatened legal action.  

Google, which sees itself as a “gateway to content,” says that while it isn’t 
legally required to obtain permission, it is allowing any content producer 
that does not want to be distributed to opt out. The company believes its 
activities fall under “fair use,” in which excerpts from copyrighted content 
— such as book quotations for a review — are legally permitted.  

As mentioned, Google is not currently monetizing video or other 
multimedia content. Eventual plans to do so, however, could include 
contextual advertising or fees for premium content. This would likely 
happen as a transaction between content producers and users, with 
Google acting as a broker and taking a share of the revenues from any 
such transactions. (This may be one application for the yet-to-launch 
Google payments system.)  
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The company is also soliciting video submissions from both individuals and 
larger producers. This content generally comes with the right to actually 
play/stream the video instead of merely providing transcripts and screen 
shots. The entity submitting the video in return receives free distribution, 
which it may not otherwise have. Nonprofit satellite channel WorldLink TV 
and UNICEF are among the larger organizations that have submitted video 
to Google.  

Market Share Advantage 
Any competitive advantage for Google in video search would come from 
its universally recognized brand and search market share dominance. 
However, content is the ultimate competitive advantage in video search. 
And the emerging fear, among some content producers, of Google’s 
market position may create a disadvantage in forming the necessary 
partnerships to bolster content acquisition.  

The content advantages of Google’s competitors may not mean as much if 
the company can make its distribution channel so powerful that content 
providers naturally flock to it (or are compelled to, as with the paid-search 
marketplace).  

Google’s long-term strategy appears to include becoming an ISP — or at 
least furthering the penetration of broadband access. Rumors of a 
national, free Wi-Fi network — Google has entered the bidding to provide 
free Wi-Fi to San Francisco — and its recent investment in Current 
Communications Group support this idea. Current Communications has 
developed a BPL technology that sends and receives high-speed Internet 
signals to homes and businesses via the existing electric grid and has held 
up to technical and logistical tests unlike many previous BPL ventures. A 
50,000-home pilot program in Cincinnati proved it to be an attractive 
solution and investment for Google. These broadband efforts, among 
other things, would enable Google to deliver limitless VOD into the home.  

Yahoo! 
Yahoo! is the Internet's most-visited Web site with more than 100 million 
monthly users. Yahoo! is also investing heavily in video and multimedia 
(audio, podcasts) search. The company has made a big bet on music as 
well and will launch two new music video-related services in November. In 
the past year Yahoo! announced partnerships with CBS News, Discovery 
Communications, MTV, and most recently ABC News and CNN.com to offer 
free, ad-supported content on Yahoo! News. The content will include daily 
video clips of U.S. and world news coverage of such topics as politics, 
business and technology.  

Yahoo! has also signed exclusive content deals with companies such as 
Mark Burnett Productions, producer of “The Apprentice” and “The 
Contender.” This content is highlighted on Yahoo!’s portal and fed into its 
search index. The company showed the pilot episode of Kirstie Alley's  
“Fat Actress” series online and signed a deal with animation studio JibJab 
Media to produce original content. JibJab created the two-minute  “This 
Land” animated political spoof featuring John Kerry and George W. Bush 
that was seen by more than 80 million people during the 2004 election 
campaign. It is also working to index content with online companies such 
as IFILM Corp., the nonprofit Internet Archive, Internet Broadcasting 
Systems, The One Network and StupidVideos.  
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Following the success of AOL’s Live 8 coverage, Yahoo! will show its 
recently acquired Pepsi Smash concert series, which was previously aired 
on The WB Television Network over the past two summers. Yahoo! was 
also given official status as the media partner for NASA during August’s 
Discovery shuttle flight. It powered NASA’s official video feed, which it co-
branded on its news portal, while other networks had to pull their content 
from a separate satellite feed. In addition to content partnerships, Yahoo! 
increased the size of its video index by improving the algorithms behind 
its smart crawl technology, the proprietary engine supporting its video 
search tool. It also recently moved the video search tool out of beta form. 

“We feel like we are in a very strong position owning all of those parts of 
the process, having those deep relationships both with advertisers, 
content providers and users,” says Yahoo!’s Horowitz. “We’re in the 
middle of it. You’re going to see us do things that are exploratory.” 

In particular, Yahoo! would like to utilize the power of its user base in 
providing an engine to index valuable user-generated content as well as 
licensed and originally produced material. Horowitz likened it to the Flickr 
photo site the company recently acquired. Flickr successfully leveraged 
the community of users to generate and organize the content. 

“It turns out that people are really good at this problem, and there are 6 
billion of us on this planet. If you can create the right system and 
incentives to allow people to do that heavy lifting for you, you’ve got the 
problem nailed,” says Horowitz. “That is very much where we are headed 
in Yahoo! Search — specifically to begin to create the systems that allow 
people to make a big difference [in] what is going on in search results and 
in peoples’ ability to discover, browse and navigate content. So you will 
see us over time apply the same concepts that are manifest in Flickr in all 
of our properties, and none is more exciting or relevant [than] video.” 

Video allows providers to offer richer metadata than photos, such as the 
global tags that identify a piece of content as “a good show” or, more 
specifically, detect the presence of a great actor, crash scene, romantic 
kiss or other element for which people might search. “All of this metadata 
that we create about people’s relationships to this content is going to 
allow us to do very customized programming that is based on both 
personalization and social relationships,” says Horowitz. 

Like AOL, Yahoo! also sees the long-tail value in independently produced 
video content. In addition to news, entertainment and movie trailers, its 
crawl indexes amateur video. To make it easier for independent 
publishers’ work to be found, Yahoo! developed Media RSS, an extension 
to RSS 2.0 that allows publishers to easily enclose links to their content 
into appropriate RSS feeds.  

“It basically takes the concept of media enclosures within an RSS feed to 
the next level of maturity. It’s very related to podcasting, which is the 
existence of a media file in RSS feeds,” says Horowitz. “We dress that 
enclosure up with some very basic metadata like descriptions, title [and] 
copyright owner that make the content searchable and discoverable.”  
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Individuals have already begun to provide their media RSS feeds to 
Yahoo!’s video and audio search engines, which has proved to be an 
effective way for them to get on the same playing field as media giants in 
a search context, according to Horowitz. While Yahoo! has made 
numerous content deals with large producers such as MTV and the Public 
Broadcasting Service (PBS), the Media RSS technology automates the 
acquisition of the much larger universe of long-tail content.  

“We can do a couple dozen and maybe even hundreds of these deals, but 
we can’t do millions,” says Horowitz. “Media RSS is a means for the little 
guy to cut their own deal with Yahoo!. There is no money exchanged in 
this deal today, but what it basically does is allow a little publisher to alert 
our search engine as to the existence of their content and help connect 
qualified users to that content in a zero touch fashion.”  

This combination of the head-and-tail content is in fact vital, according to 
Horowitz. “It’s not as if this long-tail phenomenon means that there won’t 
be blockbusters or things that won’t be massively appealing to most 
people,” he says. “Yahoo! will continue to work to bring that content to 
users as well.” The point is that the head and the tail will come together in 
personalized portals for individuals, who will intersperse user-generated or 
amateur content with popular licensed or originally created material in 
which they are interested.  

“So you’ll be able to get the ‘Bradley’ channel, the ‘Michael’ channel, even 
the ‘under [age] 30 dentist from Nebraska’ channel,” says Horowitz. When 
asked if this will be like My Yahoo! for video, he quickly responded that 
this is a possibility the company has in mind. 

“You might have different categories on the page, so at the top of the 
page you might have  ‘What’s Hot’ kind of things that we’re bringing to 
you because they are general popular interest and most people want to 
watch them,” he says. “You might have  ‘My Subscription,’ so you might 
subscribe to various shows like  ‘Six Feet Under’ and you want to see 
when a new episode is available for viewing.”  This personal portal could 
also include features such as  “What Are My Friends Watching?” and video 
mail.  

There are a few possible monetization opportunities for all these types of 
content, according to Horowitz. The company is experimenting with 
various video ads interspersed within its content, such as 15- or 30-
second spots, and is modeling ways to monetize the expected surge in 
long-tail content.  
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Producing Original Content 
In addition to aggregating and indexing third-party video content, Yahoo! 
is clearly heading toward creating original content itself. Its recent hires 
from the world of TV and film and other moves all but confirm this. In an 
IPTV context, Yahoo!’s long-running partnership with SBC may be 
significant in delivering Yahoo! video search functionality and content if 
SBC succeeds in becoming a significant provider of IPTV services.  

While Yahoo! recognizes it has the leading traffic position among portals, 
it also knows AOL has a content advantage given its ownership by Time 
Warner (Yahoo! reportedly entered the recent bidding for a stake in AOL). 
And many industry observers believe Yahoo! ultimately seeks to become a 
full-fledged media conglomerate.  

After Yahoo! floundered near the end of the  ’90s under CEO Tim Koogle, 
it realized it needed to reinvent itself. Yahoo! hired Terry Semel, former 
co-CEO of Warner Bros. Studios, in 2001 to succeed Koogle. Semel has 
assembled a management team that resembles a Hollywood studio. Most 
notably, Semel brought in Lloyd Braun, former chairman of the 
entertainment division at Walt Disney Co.'s ABC network, to oversee 
Yahoo!’s growing entertainment ambitions. The company also relocated 
the entire Yahoo! Media Group to offices in Los Angeles formerly occupied 
by MGM Studios.  

Yahoo! has been tight-lipped about its intentions to morph into a media 
giant, despite signs this is happening.  

Traditional Media and Online Video  
For incumbent broadcast media, online video presents many advertising 
revenue opportunities. Some companies have embraced these, launching 
their own Web-video efforts. Others continue to utilize search engines and 
portals for content distribution. This isn’t likely to change, and there will 
probably be a dual distribution-destination strategy for many outlets going 
forward. However, traditional content producers have come to be 
ambivalent about video search for fear of losing viewers to these online 
players. As in other areas of the Internet (e.g., news), there is concern 
about reinforcing the value proposition of the search provider at the 
expense of the underlying content source.  

Traditional media companies are obviously interested in maximizing their 
online ad revenues and increasing traffic to their own sites (as well as 
using the Internet to promote their content more generally). Some 
consider their own recently launched broadband video channels to be the 
singular viewing outlets for their proprietary content. Others realize that 
while these sites will generate a certain amount of traffic, a separate, and 
likely bigger, flow will come through video search.  

These early entrants have also used video on their sites as test beds for 
revenue models. Some are ad-supported, while others have subscriptions. 
They are all precursors in various ways to the broader universe of 
channels we can expect to see in IPTV’s next stage. 
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Scripps Networks 
The E.W. Scripps Co., which owns newspapers, cable and TV assets, has 
made a particularly strong push into broadband-delivered video content. 
Scripps Networks has set a Dec. 1 launch date for an online network 
devoted to kitchen remodeling. This will be the first of 10 channels the 
company expects to launch over the next two years, including gardening, 
woodworking and cooking networks. 

Scripps has a head start with 20,000 archived hours of video content on 
cooking and home improvement from its growing HGTV and Food Network 
properties. This gives the company a separate channel to serve 
advertisers interested in this type of content distribution. It has already 
attracted GM as a sponsor for Living.com, its recently launched online 
magazine. 

Meanwhile, another Scripps online magazine, HGTVPro.com, which is 
geared toward builders, remodelers and contractors, drew 500,000 unique 
visitors in June, with 3 million page views. Based on consumer demand, 
advertiser interest and growth initiatives, Scripps Network President John 
Lansing anticipates at least US$1 million in ad revenue commitments for 
HGTVPro.com and projects it will reach a break-even point in its first year 
of operation. 

The company says 20 percent of its existing cable network advertisers 
were interested in online advertising in 2004, a figure that has jumped to 
40 percent this year. The only limiting factor at this point for the network 
is it doesn’t have enough video inventory to satisfy advertiser demands. 
In total, the online network distributes 5 million to 7 million video streams 
per month, half of which have 15- to 30-second advertisements.  

MLB.com  
Major League Baseball in 2003 launched a subscription service offering 
online access to nonlocal games for US$14.95 per month or US$3.95 per 
game. The service has about 250,000 customers and is projected to grow 
to 400,000 by the end of the season. Fans want to watch their favorite 
team if they are across the country, which cable accommodates only 
through more costly premium sports packages. Use of online video has in 
fact been growing most during daytime business hours, with 70 percent of 
MLB.com’s traffic occurring before 7 pm. This suggests people are 
watching live games at work, particularly those fans living in the Pacific 
time zone. Web video has also become popular with fans of overseas 
soccer or cricket matches. 

CBS 
In early July, CBS News announced the reinvention of CBSNews.com as an 
on-demand 24-hour broadband news site that will be free and ad-
supported. The centerpiece of the site will be a video player called the 
Eyebox that will access more than 25,000 archived CBS News clips as well 
as breaking news items. The site will be encoded for full-screen viewing. 
An example of its coverage was an airing of August’s Discovery shuttle 
launch, which was quickly posted as an on-demand video so users who 
were unavailable could watch it at their convenience.  
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The site will include a blog called Public Eye, which is designed to open a 
frank public dialogue about CBS’ news reporting, as well as that of other 
networks and public- and private-sector newsmakers. Public Eye will be 
edited by Vaughn Ververs, most recently editor of The Hotline, the 
National Journal's political briefing. 

On a larger scale, the revamped site is a first step toward a remake of 
CBS News, moving it from a TV-radio-centric operation to a multi-platform 
on-demand news network. CBS says it has the rare advantage of buy-in 
from its non-digital news staffers, who are avid Internet users. The online 
network will also rely on feedback more than its broadcast counterpart. 
Interestingly, this strategy is an alternative to joining the 24-hour cable 
news fray as network competitors Fox and NBC have done. In some ways 
CBS is leapfrogging a cable news strategy with its “eye” set on the 
eventual target of on-demand, broadband-delivered news. 

MTV 
In April, MTV launched its Internet video service, MTV Overdrive. 
Compared with the network’s lackluster coverage of Live 8, Overdrive has 
been lauded as a creative integration of television and the Web. (One 
could argue that this isolates the broadcast medium, rather than the 
network, as the variable responsible for the Live 8 blunder.) The site 
offers generous portions of content, including music videos, newscasts, 
artist interviews and dozens of shows such as “The Real World” that come 
with bonus material not available on television. Without a set time slot, up 
to 20 minutes can be devoted to the daily news on Overdrive, compared 
with the three minutes MTV’s television newscasts are allotted. The site 
also offers a unique feature that allows users to put together different 
video clips to create their own programs.  

Taking a lesson from AOL after Live 8, MTV also used Overdrive to 
webcast its first exclusive concert. The concert, titled “Inside Em & 50's 
Anger Management,” featured popular hip-hop stars Eminem and 50 Cent 
and ran live Aug. 3, six days before the concert’s cable premiere on MTV. 
This marked the first time an MTV special made its debut on the Web. The 
network will also webcast its Video Music Awards on Overdrive this year. 

Nickelodeon 
MTV’s sister cable channel for children, Nickelodeon (both are owned by 
Viacom, as is CBS), has launched a video-enabled Web site called 
TurboNick that offers episodes of its most popular cartoons, such as 
“SpongeBob SquarePants” and “Rugrats.” As MTV did with the Eminem 
and 50 Cent concert, Nickelodeon aired its new series “Catscratch” online 
before the show's cable debut. 

Elsewhere in the Viacom empire, VH1 launched VSpot, a video Web site 
that showed the season opener of the popular reality show “The Surreal 
Life” before it was aired on the cable station. Viacom also plans to launch 
a similar online channel for Comedy Central. 
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CNN 
CNN currently has an ad-supported site with video offerings of daily news. 
Later this year, it will launch a more comprehensive subscription-based 
service called CNN Pipeline, which will present up to four simultaneous live 
video programs and allow access to a voluminous archive of news clips.  

CourtTV 
A US$4.95 per month service from the Courtroom Television Network 
offers users up to three simultaneous live trials and added features such 
as replay of testimony and arguments as well as access to archived past 
trials.  

Public Television 
PBS and the BBC have both announced plans to launch Internet-only 
programming. PBS’ NerdTV will spotlight high-tech people and topics, 
targeting a broad audience of enthusiasts and students. Producers hope 
the hour-long program, which began its 13-week run Sept. 6, will change 
the way public television is distributed. BBC will offer feature films and 
week-old broadcasts of news and public affairs programming in a similar 
Web-based format. 
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