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Introduction

The objective of this report is to provide recommendations to Ministers on how Government
might stimulate and support innovation in and across service sectors to enable them to meet
the global challenges of the future. This report is one of five sectoral studies commissioned by
NESTA/BERR. Internet Content Services has been identified as an area where UK firms have
demonstrated a capacity for innovation and growth.

e The internet content services sector is a market of global proportions in the rapid
growth and take-off position within the business life-cycle.

e By its very nature, the sector is characterised by fast technological change in both
processes and new product/service introductions.

e Defining the internet content services sector is a difficult task! The definition can be
fairly narrow (applying to what might be referred to as ‘publishing+’) or very wide
indeed — encompassing all content on the internet from any source or sector.

The research for this report has included extensive desk-based research, and a breakfast
forum and ongoing discussion with members of the Internet Content Services Special Interest
Group.

Background to the Internet Content Services sector

This is a difficult sector to define and measure because, by its very nature, it is constantly
prompting transformational change within organisations and industry, and is characterised by
its disruptive nature. Internet content services can be provided by any market sector and any
size or type of organisation and so there is no clearly defined universe.

On the one hand, a definition of the sector can be fairly narrow, applying to what might be
referred to as ‘publishing+'. This would include print-based publishers who have moved to the
web and are publishing existing content from the print world in a new format, and/or developing
new products and services to suit existing and/or new customers. On the other hand, the
definition of internet content services could be much wider. Would it not include any
organisation, no matter how small, that puts content on the internet?

If we are to pursue the second, broader definition, a great deal of information gathering will
need to take place. In the business sector, future effort needs to be directed towards working
with sectoral trade associations to compile a picture of internet services activity in, at the very
least, the main areas of UK commerce. This analytical understanding of internet services is
essential for understanding the disruptive models that are turning established models on their
heads.
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This is a rapidly changing landscape where new market entrants without old business models
to weigh them down can often innovate and meet market expectations much more effectively
than established businesses.

Drivers of change

The internet content services sector is subject to significant drivers to change. Inevitably,
these forces impact on the nature of innovation in this sector and this report has identified the
most significant macro-environmental influences in a PESTEL analysis.

Perhaps the greatest driver of change in internet services is technology. A diagram (Figure 2)
illustrates the rapid changes occurring in both a social context and an information context on
the internet. The suppliers and the users of internet services will always be in transit. As
change is the only constant, there is no catching up or falling behind — organisations and
countries can ‘catch-up’ whenever they choose and leapfrog parts of the route map by
investing in innovations further along the trajectory.

The impact of both the social and informational dimension of the web’s evolution will be felt by
people in both their personal and professional lives. Many of the technologies at the front edge
are British and European, with common research agendas. Although the US is thought to be
ahead in effective use of IT, that is not to say that the UK cannot be a leader in internet content
services. It has many strengths that warrant further investigation.

‘UK plc’ —the opportunities

This report outlines a theoretical combined SWOT analysis of UK plcs operating in the internet
content services sector. It demonstrates that the opportunities for the UK internet content
services sector are quite significant. Maximising those opportunities is the real challenge, but
one that (looking at the strengths and weaknesses on balance), it is able to meet.

There are key differences in the ways in which public sector information is valued, accessed
and traded in the US and the UK. This, in turn, impacts on service development and
innovation potential.

Barriers to change

The Internet Services Special Interest Group (SIG) discern potential barriers to innovation or
seek change which would enable more rapid and innovatory development in ten key fields.

Trust and identity - The barrier is the lack of transparent standards and protocols governing the
way in which personal or corporate data is held, its permitted transfer to third parties at the
owner’s validated request, and clear understanding of where ownership lies.

Access to Public Information - The SIG recognises the progress that has been made
subsequent to the passage of the 2005 EC Directive on Public Sector Information (PSI) and its
incorporation into a UK Statutory Instrument. Industry remains worried about the speed of
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change and the lack of effective sanctions for non-compliance in an area which, if the US
model is a valid analogy, could have an explosive effect on the level and intensity of innovation
in internet service development.

Skills - SIG participants noted a number of skills gaps throughout the industry value chain.
However, it was felt that competitive pressure, outsourcing and offshore development, and the
global nature of many of the enterprises involved meant that many of these problems were
being dealt with by the private sector and were not strictly speaking barriers to growth in the
industry. More serious, however, were the need to develop a network-proficient workforce in
industry and government, and to concentrate attention on the need for user skills in areas like
search and workflow applications.

User behaviour - There are real issues surrounding the current lack of knowledge in depth on
user behaviour. While a great deal of data is available, analysis is primitive. The industry
standard requirement (knowing how users behaved in the minutes before and after using a
service, and the decisions made about service attributes and choices) is very hard to fulfil in
many sectors, and where data is available few centres, like UC London’s Centre for Publishing,
exist to decode user online decision-making.

Government information services procurement - As eGovernment takes hold, the SIG felt that
government was in a good position to become an expert analyst of its own buying and usage
patterns. Government as a “good user” supports the public-private sector partnership
suggested in this report, while allowing government to proceed in flexible, iterative purchasing
and analytical phases to help private sector vendors to develop and shape services, both for
wider public and wider private sector usage.

Funding - Getting UK start-ups in this sector through the initial seed-corn phase is a continuing
concern. Two of the case studies directly reflect this problem, and one SIG member
expressed the concern that difficulties in securing funding caused delays that affected the
competitive roll-out of new service developments. The greatest areas of difficulty were
experienced in the sub £1 million seed-corn area, a real problem where services did not need
a high level of initial start-up capital to get going.

Copyright and data protection - There was continuing concern during the investigation
regarding the safety of intellectual property online, and the problems associated with data
protection where that prevented content re-use which would be perfectly licit in other parts of
the world. The group acknowledged that the current revision of EC Copyright regulation
addresses some of these issues, but felt that business remained where regulation in global
markets was locally unequal. However, the post-Gowers discussion is now producing further
government input and industry consultation, and the SIG was satisfied that this debate was
fully joined. It was noted however that the interests of the internet services market were not
always in line with other media players.

UK technology strengths - The SIG demonstrated that UK service providers were insufficiently
aware of centres of excellence in UK R&D. Particularly in AKBS (advanced knowledge-based
tools) and associated areas in search and semantic web development, many UK institutions
could claim pre-eminent developmental positions, but the relationships between them and the
industry that potentially uses their output is seen as unstructured, badly informed and lacking
deliberate policies to inform and advise.
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UK internet strengths - Little public personality attaches to UK successes in this sector, though
UK inventiveness and developmental skill is obvious once a little research is done. It is also
already the view of the group that some fields of activity have more resonance than others in
applying innovative techniques and establishing a UK leadership position. E-learning, where,
according to the US industry, the UK is now two years in advance of the rest of the world as a
“laboratory for change in networked e-learning” is clearly one.

Standards and benchmarking - For innovative products and services, standards are there to
help accelerate “benefit”. For example the creation of agreed vocabularies and terminology
ensures effective communications about a developing area. Openness about methods and
processes that can be enshrined in a standard can accelerate the adoption and development
of comparable products and services. Informal benchmarking presents greater problems for
the industry. It is currently difficult to define appropriate levels of penetration, or the state of
readiness in UK industry and commerce for next-generation services and tools.

Measuring innovation in internet content services

The UK is not alone in attempting to define measures for innovation (the US Commerce
Department is currently working on this area). It is difficult to measure innovation within
technological areas because technology is not the innovation. It is the use of technology in the
internet services sector that should act as a measure of how rapidly changes are being
absorbed into business life.

Ultimately, it is possible to identify whether a content services company is innovative by looking
to see whether and how they are integrating their content into technology, and the way they
are deploying search and community.

Scope for effective Government intervention

The project did not feel that regulatory change was essential to stimulate growth and
innovation. However, it did conclude that government’s role as a disseminator of information
and its ability to encourage neutral study of key market characteristics should be deployed in:

e Identifying the key issues surrounding Trust and Identity that will become the
benchmark for UK applications in this area.

e In User Behaviour, government can pilot studies of its own and third party behaviour
online, and disseminate evaluated results to encourage further market research and
help develop appropriate analytical techniques.

e Government can take a lead in sponsoring studies of UK technology and market
strengths to ensure UK supplier-user communications is optimised, and a currently
under-informed marketplace has examples of effective market communication.

e Government can further encourage BSI in related standards setting, and support
studies that help to benchmark the effects of innovatory developments.
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However, the major recommendation that the group would like to put forward relates to access
to public sector information and Government information services procurement. The release of
government information suitable for e-trading is covered by the PSI Directive, and is an
obligation on all of government, whether local or national. The evidence is that greater
amounts of this content available in the marketplace stimulates the growth and innovation
activity of the industry by increasing the areas in which new service values can be obtained by
the competitive action of the private sector in adding value, adding other third party data, and
developing new service targets not envisaged in the original data collection.

Finally, the recommendation that this sector be properly sized through ongoing work with
sector-specific trade bodies is one that cannot be over-emphasised. Measurable markets will
enable the Government to track growth and innovation and set benchmarks for organisations
to work towards. And once other countries begin to measure their efforts, we will be able to
get a better sense of the UK’s position in this global market.

Conclusions

Current developments in internet content services will have a transformational effect in the
creation of the networked economy and society into which the developed world is emerging.

This report indicates ten important areas of concern to service developers and users, as
discussed within the SIG in the course of this investigation. The internet-based services and
solutions sector is a complex one, since successful players often have legacy contributions
from software development, network applications, content publishing of all types, and market
service components to bring to bear. On the other hand, the sector is well-populated with
small-scale start-ups, many of whom used publishing content models or created content from
user or market interaction.

The sector has immense significance as the growth sector of the content industries. In this
sector, the UK pressure to succeed is heightened by the importance of the services in export
terms, the significance of the UK’'s software industry acting as the crucible for the
developmental steps that will give the industry a global profile, and potential benefits arising
from these activities in markets where major UK players are positioned for leadership positions.
On the other hand, without a vibrant UK internet services marketplace, these market leaders
and others will lack a skills base, domestic market infrastructure or the ability to capitalise on
UK R&D.

The work programme now seeks a meeting with the Minister to put further argument alongside
the brief recommendations outlined in this report.

Checklist for Government Action

The report concludes with six critical action points that, in the next six months, would re-
emphasize the growing importance of internet services to the UK'’s service economy and bring
government and industry together in an effort to exploit this potential.
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The internet content services sector is a market of global proportions in the rapid growth
and take-off position within the business life-cycle. In this sector, geographical boundaries
are sometimes irrelevant; barriers to entry remain fairly low; and competition is fragmented and
comes in all shapes and sizes - as do the buyers/users of internet services.

By its very nature, the sector is characterised by fast technological change in both
processes and new product/service introductions. The end user expects and demands
ever increasing sophistication from the delivery of internet content, and is often spoilt for choice
by the many and varied offerings available. Not all meet the user’s needs, however, and it is
this constant push to innovate and exceed the user’'s changing expectations that drives
innovation in this sector. However, within the UK, there are barriers to innovation that this
report will highlight and also offer suggestions as to how they might be overcome.

Defining the internet content services sector is a difficult task!

As discussed later in this report, the definition can be fairly narrow (applying to what might be
referred to as ‘publishing+’) or very wide indeed — encompassing all content on the internet
from any source or sector. This latter definition impacts on all areas of business and consumer
internet use and might suggest that future effort needs to be directed towards working with
sectoral trade associations to compile a picture of internet services activity in, at the least, the
main areas of UK commerce.

The research for this report has included extensive desk-based research, and a breakfast
forum and ongoing discussion with members of the Internet Content Services Special Interest
Group. This document gives an overview of the macro-environment within which the sector
sits, identifying the drivers and barriers to change and innovation, and highlighting what
innovation is currently taking place through a series of case studies. The report puts forward a
framework for measuring innovation and concludes with recommendations for effective
Government intervention.
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Background to the Internet Content Services Sector

Defining internet content services

This is a difficult sector to define and measure because, by its very nature, it is constantly
prompting transformational change within organisations and industry and is characterised by
its disruptive nature. Internet content services can be provided by any market sector and any
size or type of organisation and so there is no clearly defined universe.

On the one hand, a definition of the sector can be fairly narrow, applying to what might be
referred to as ‘publishing+’. This would include print-based publishers who have moved to the
web and are publishing existing content from the print world in a new format, and/or developing
new products and services to suit existing and/or new customers. An example would be
CMPMedica, part of United Business Media, whose case is highlighted, below. This definition
might also include some of the new ‘born digital’ content providers such as Google and Yahoo,
although they could also fall into the next category.
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On the other hand, the definition of internet content services could be much wider. Would it
not include any organisation, no matter how small, who puts content on the internet? What
about individuals posting content on Web 2.0 sites such as Facebook? Surely internet content
services reaches into each and every corner of our working and personal lives? The internet is
changing people’s lives faster than any other influence on society. We are seeing content as
part of workflow integration and, once content providers move inside an organisation, they
cease to be a media provider and encroach on territory that might once have been owned by
enterprise software companies or the corporate librarian. This is at the heart of business-to-
business activity and the commercial running of companies.

If we are to pursue the second, broader definition, a great deal of information gathering will
need to take place. In the business sector, future effort needs to be directed towards working
with sectoral trade associations to compile a picture of internet services activity in, at the very
least, the main areas of UK commerce. This analytical understanding of internet services is
essential for understanding the disruptive models that are turning established models on their
heads. What future for the travel agent on the high street in a world of online booking? Or the
estate agent in a world of e-conveyancing and property transfer? In each sector some will
surmount the threat of disintermediation, but others will not.

This is a rapidly changing landscape where new market entrants without old business models
to weigh them down can often innovate and meet market expectations much more effectively
than established businesses. One example would be Complinet, whose case is outlined,
below.
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Working with existing data

To address the lack of informative sizing data in internet content services, we have provided
instead, indicative data from the publishing and information industries who are currently the
largest contributors to internet services. This is supplemented by some statistical indicators of
drivers in this sector, such as the take-up of broadband, and evidence demonstrating
confidence in the sector via the rise of online advertising. These figures can be found in the
Appendices to this report.
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The environment

The internet content services sector is subject to significant drivers to change. Inevitably,
these forces impact on the nature of innovation in this sector and this report has identified the
most significant macro-environmental influences in a PESTEL analysis, below.

Political

A move towards re-use of public
sector information via OPSI
Significant research funding
Questions around the safety of
sensitive information

Strong links to, and influence
from, US internet services
activities

A push towards transformational
Government

Possible short-term changes in
Government?

Economic

Rapid growth and take-off
phase of business life cycle
A drive to lower costs in all
areas of industry

Demand for faster, cheaper
products and services

Global nature of business in
practically all sectors

A rise in disposable income
Rising budgets for internet
services within business
Relatively low unemployment
Low barriers to entry/costs but
shortage of seedcorn funding

Sociocultural

Figure 1: PESTEL analysis for the Internet Content Service sector

Sophisticated and changing
user needs and expectations
Collective ‘we’ of online users —
Web 2.0

Increasing online spend
Increasing time spent online

All age groups now online
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Expectation to use technology
at work

Migration of workers across
Europe — trend to working
abroad (beyond Europe) for
short periods

Shortage of ICT skills

Technological

Growth of broadband usage,
particularly in the home

The move towards the semantic
web

Research funding and science
parks
Information/communication over
the internet is the norm
Disruptive nature of new
business models

Environmental

Staff increasingly expect to use
technology at work

Growing culture of acceptance
of need for ICT and its value
Internet viewed as low-impact
on the environment — cuts face-
to-face time, promotes flexibility

UK and European legislation —
sometimes unclear, sometimes
restrictive

Consumer protection and trust
Security — applies to business
and consumers

Low competitive regulation
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Globalisation, low-cost technology, the internet and the massive flows of information they
create are transforming our economies, communities and personal lives. The pressure on
governments and businesses alike to meet demands for customer-centric services and real-
time information is intensifying. They must change, and quickly. Agencies must become more
efficient; economies and industry must be more innovative and competitive.

Source: Roadmap for Open ICT Ecosystems, The Berkman Center for Internet and Society, Harvard Law School

Perhaps the greatest driver of change in internet services is technology. The diagram on the
following page illustrates the rapid changes occurring in both a social context and an
information context on the internet. These changes impact the way we live our lives and how
we do business.

It is important to note that search and discovery feature strongly on this diagram. Ovum sees
development in this area as a key technology/trend to watch. Ovum also highlights security as
‘key to the continued development of the content market.” (Source: Value Chain Study: Content
Industries Services, July 2005) Trust, identity and security are concerns of the Sector
Innovation Group assembled for this project (see below).
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Whilst it is comforting to have a route mapped out for us as we travel from Web 2.0 onwards, it should be
noted that change is the only constant in web technology. The suppliers and the users of internet services
will always be in transit. The diagram on the previous page is an attempt to map technologies around
society and the manipulation of information. As we move along the illustrated trajectory, information
becomes more and more multimedia. PC Era content was text but now content embraces text, voice and
video and, increasingly, 3D as we move into world of virtual reality.

Second Life is a 3-D virtual world entirely created by its Residents. Since opening to the public in 2003, it
has grown explosively and today is inhabited by millions of Residents from around the globe. Residents
retain the rights to their digital creations - they can buy, sell and trade with other Residents.

www.secondlife.com

The impact of both the social and informational dimension of the web'’s evolution will be felt by people in
both their personal and professional lives. Many of the technologies at the front edge are British and
European, with common research agendas. For example, Ovum notes that:

‘Much exciting academic research is underway in search and discovery which promises to extend the
current text-based search capability of the internet through meta-data search, visual search, semantic
search and advanced taxonomies to name but a few possibilities. The AKT (Advanced Knowledge
Technologies) project, involving the Universities of Southampton, Aberdeen, Edinburgh, Sheffield and the
Open University, is a leading example such research.’

16
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As change is the only constant, there is no catching up or falling behind — organisations and countries can
‘catch-up’ whenever they choose and leapfrog parts of the route map by investing in innovations further
along the trajectory.

Although the comment in the box, below, puts the US ahead in effective use of IT, that is not to say that
the UK cannot be a leader in internet content services. It has many strengths that warrant further
investigation.

US owned firms in the UK are more successful in exploiting Information Technology (IT) compared to all
other firms, and IT accounts for much of their productivity advantage. This is consistent with recent ONS
data on international productivity comparisons, which show higher output per worker for the US compared
to other G7 economies.

Source: ONS, 2005
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If a combined SWOT analysis of UK plcs operating in the internet content services sector were to be
conducted, it might look something like this.

(attributes of the environment)

government information —
building new services

Market in the rapid growth and
take-off phase — room for new
players and innovation

Low cost models across all
sectors will require internet-
based services to deliver to
and support business

Rising disposable income in
the consumer sector, rising
online spend — ready market
for new services

Broad-based market of users
requiring numerous services —
most UK businesses online
and all age groups of society

Currently low competitive
regulation — capitalise on
freedom within the market to
grow and acquire

Government as a user of
internet services — a big
customer

5 Strengths Weaknesses
'g) ;’ ¢ High levels of technology e Lack of scale
= o) investment e.g. the AKT . .
S5 projects ¢ Retention of ICT intellectual
g9 capital
£ 5  Valuable intangible asset: ) _
= intellectual capital (ICT skills) * Access to government information
= limited
= e History of creativity and . .
inventiveness in business o Little access to seedcorn funding
e English language ¢ Management skills — _
g guag understanding of ICT relatively
e Strong publishing and rights poor?
trading traditions in all media ) )
e Educational system inadequate to
e Strong post-seedcorn venture prepare pupils for this emerging
capital market networked society
e Broadband reaches a wide e Broadband is inadequate in speed
spectrum of society and capacity
= Opportunities Threats
2 e Services in English — global e The US - culture of
o . . . -
= language, UK-based services entrepreneurship, availability of
c could go global seedcorn funding
()
5 e Increased access to UK e The rising markets of India and

China — moving from fulfilling
outsourcing needs to driving its
own services into the market

Current concerns around trust,
security and identity (not UK-
specific) — will need to be tackled
both in the consumer and
professional sectors to prevent
erosion of confidence

Tax and regulatory regime may
become increasingly hostile to
new service start-up

Table 1: SWOT analysis of the Internet Content Services sector
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The SWOT demonstrates that the opportunities for the UK internet content services sector are quite
significant. Maximising those opportunities is the real challenge, but one that (looking at the strengths and
weaknesses on balance), it is able to meet. As was noted, above, there is no fear of being left behind in
this sector as the pace of change enables leapfrogging up the route map.

However, one area where the UK (and other parts of Europe) might be disadvantaged relates to public
sector information. For example, there are key differences in the ways in which public sector information
is valued, accessed and traded in the US and the UK. This, in turn, impacts on service development and
innovation.

“The US is an information society for which information is culturally embedded. Citizens see information
as a tradable commodity and are prepared to pay for it. It could be argued that, in UK culture, information
is instead equated with power and there is a greater reluctance to pay for it. The SIG members seek to
follow the US model on price and availability.”

David Worlock, Outsell

That the US is an information society is reflected in its statute books. The US Freedom of Information Act
(FOIA), in place since 1966, allows for the full or partial disclosure of previously unreleased information
and documents controlled by the US Government. The Electronic Freedom of Information Act
Amendments of 1996 (E-FOIA) stated that all agencies are required by statute to make certain types of
records, created by the agency on or after November 1, 1996, available electronically. Agencies must
also provide electronic reading rooms for citizens to use to have access to records. Given the large
volume of records and limited resources, the amendment also extended the agencies' required response
time to FOIA requests. Formerly, the response time was ten days and the amendment extended it to
twenty days.

The more recent Paperwork Reduction Act of 1995, has seen US government departments develop the
ability to trade information more easily and set prices. The Act’s primary aim is “to ensure that information
collected from the public minimizes burden and maximizes public utility.” In particular, it:

Requires each Federal agency to:

(1) establish a process, independent of program responsibility, to evaluate proposed collections of
information;

(2) manage information resources to reduce information collection burdens on the public; and

(3) ensure that the public has timely and equitable access to information products and services.
Prohibits agencies, except where specifically authorized by statute, from:

(1) establishing exclusive, restricted, or other distribution arrangements that interfere with timely and
equitable public availability;

(2) restricting or regulating the use, resale, or redissemination of public information by the public;

(3) charging fees or royalties for resale or redissemination of public information; or

(4) establishing user fees that exceed the cost of dissemination.

The figure, below, highlights the differences between public sector information funding in the US and
within Europe.
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Funding of Public Sector Information
United States vs. Europe

Wealth/jobs=taxes

Originating Users and
agency other agencies

US Model: Unrestricted information produces new
companies, new jobs, increased sales and new products.
This leads to increased tax revenues. Government Agencies
fund their data collection with money from the general

v

open information

National treasury
subsidies

Other
agencies

—

European Model: Treasuries and legislation force
Government Agencies to recover costs directly from users.
This results in limited use and thus limited resources for
the government Agency to collect the data. Need for direct

funding and cross-subsidies not eliminated, as other agencies
transfer taxpayer money to originating agencies.

budget, appropriated to them by Congress/OMB. PSI is
available freely to other agencies.

Figure 3: Borders in Cyberspace: Conflicting Public Sector Information Policies and their Economic Impacts, Peter Weiss, US
Department of Commerce, National Oceanic and Atmospheric Administration, National Weather Service, February 2002

In comparison to the UK’s Companies House, where users must pay to access UK company documents,
EDGAR in the US offers information free-of-charge.

EDGAR, the Electronic Data Gathering, Analysis, and Retrieval system

All companies, foreign and domestic, are required to file registration statements, periodic reports, and
other forms electronically through EDGAR. Anyone can access and download this information for free.

EDGAR performs automated collection, validation, indexing, acceptance, and forwarding of submissions
by companies and others who are required by law to file forms with the U.S. Securities and Exchange
Commission (SEC). Its primary purpose is to increase the efficiency and fairness of the securities market
for the benefit of investors, corporations, and the economy by accelerating the receipt, acceptance,
dissemination, and analysis of time-sensitive corporate information filed with the agency.

Access to public information as a barrier to innovation is addressed in more detail, below.
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The ten fields in which the Internet Services Special Interest Group (SIG) discerned potential barriers to
innovation or sought change which would enable more rapid and innovatory development were:

1. Trust and Identity

Internet service development is hampered by the need to establish identity unconditionally and create
trading relationships on a reliable basis from the start. The SIG does not believe that government is the
deciding partner in this matter, but the attitude of government to establishing and vetting independent
trusted third parties to hold identity information on behalf of network users, and release it in whole or in
part at their validated request is vital if the network is to become a reliable trading platform. Trusted third
parties are now beginning to emerge in this context: users will want to know which ones they can trust.
The barrier is the lack of transparent standards and protocols governing the way in which personal or
corporate data is held, its permitted transfer to third parties at the owner’s validated request, and clear
understanding of where ownership lies.

2. Access to Public Information

The SIG recognises the progress which has been made subsequent to the passage of the 2005 EC
Directive on Public Sector Information (PSI) and its incorporation into a UK Statutory Instrument. The
Office of Public Sector Information (OPSI) and the National Archives have the full support of the industry
in their efforts to bring these measures into full effect. Industry remains worried about the speed of
change and the lack of effective sanctions for non-compliance in an area which, if the US model is a valid
analogy, could have an explosive effect on the level and intensity of innovation in internet service
development.

The UK industry is currently poised between the replicative phase of internet service development —
putting formal media, like newspapers and magazines online and adding value to their classified
advertising through search would be one example — and the re-invention phase, where service
development exhibits the power to change real world business and value models. This is set to happen in
areas like e-conveyancing (where non-release of government-held information is the retarding issue) as
much as in more familiar areas like science and technology research, where private enterprise has taken
the lead in ensuring a new generation of web service attributes for researchers, from abstracting and
indexing to social networking. At every turn, and in both of these examples, governments have the power
to release private enterprise energies to drive change, or inhibit them by inconsistent adherence to
legislation and policy.

The work of OPSI is to be commended and supported, the SIG believes, especially where it moves us
closer to a national policy on information release and availability which really does stand behind the
expectations raised by the legislation referenced above. Consistent policy on exceptions and pricing, and
the creation of more effective catalogues of what is available from national and local government, as well
as from trading funds, would be important planks in such policy development, but the SIG members felt
that the efforts of OPSI and others would be best supported within a national strategy for information
sharing, which recognised fully:
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e The role of government as a partner with private sector in providing content which, added to
existing private sector content, would create new domestic services with higher content values
and transformational effects on many current service marketplaces;

e The role of the private sector in creating wealth and employment in the information services
sector through risk investment and technology adoption, widening the tax base in a critical area
of UK developmental potential;

e The role of government as a user of many of these new services, adding efficiencies in
government processes and workflow;

e The role of the private sector in creating a larger and more valuable royalty stream based upon
the effective re-usage of government information.
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In a national policy which recognises this potential, the UK should be seeking a greater role in the growing
global marketplace in network-based services, by virtue of using a strong domestic industry as a launch
pad for wider service development in English. The barriers to unlocking this potential are found both at
the policy level and at an attitudinal level. The SIG members sought a co-ordinated approach which
would bring forward the important work done so far, create a policy context in which all parts of
government could work, and begin to change the overly-protective view of non-personal content exhibited
by many facets of government.

The SIG noted that there is currently no designated minister for PSI, no really effective valuation indicating
the worth of PSI to the UK economy, and no national charging policy which includes all facets of the UK’s
production of PSI. These barriers need to be addressed, and upgraded into a national strategy before the
UK content industry can begin to realise the benefits of one of the UK’s last great natural resources — its
information economy.

3. Skills

SIG participants noted a number of skills gaps throughout the industry value chain. However, it was felt
that competitive pressure, outsourcing and offshore development, and the global nature of many of the
enterprises involved meant that many of these problems were being dealt with by the private sector and
were not strictly speaking barriers to growth in the industry. More serious however were the need to
develop a network-proficient workforce in industry and government, and to concentrate attention on the
need for user skills in areas like search and workflow applications.
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With schools now commendably producing a much more machine proficient workforce with a far larger
knowledge than ever before of the role and importance of the computer in society, there is now a need to
push forward to a recognition of the proper use of networked collaboration. Such skills development
would in turn help students in future employment in real or virtual workplaces. SIG members also
observed that it is hard to envisage this barrier being overcome in a educational system where, all too
often, heads and staff have been slow to recognise the need for change in the school's own use of
network applications, collaboration and e-learning to secure greater productivity, better decision-making
and more effective compliance with policy and regulation.

4. User Behaviour

There are real issues surrounding the current lack of knowledge in depth on user behaviour. While a
great deal of data is available, analysis is primitive. The industry standard requirement (knowing how
users behaved in the minutes before and after using a service, and the decisions made about service
attributes and choices) is very hard to fulfil in many sectors, and where data is available few centres, like
UC London’s Centre for Publishing, exist to decode user online decision-making.

5. Government Information Services Procurement

As eGovernment takes hold, the SIG felt that government was in a good position to become an expert
analyst of its own buying and usage patterns. Government as a “good user” supports the public-private
sector partnership suggested by (2) above, while allowing government to proceed in flexible, iterative
purchasing and analytical phases to help private sector vendors to develop and shape services, both for
wider public and wider private sector usage.

6. Funding

Getting UK start-ups in this sector through the initial seed-corn phase is a continuing concern. Two of the
case studies directly reflect this problem, and one SIG member expressed the concern that difficulties in
securing funding caused delays which affected the competitive roll-out of new service developments. The
SIG recognised the role of RDAs and their funding partners, but felt that the current process was
insufficiently well-informed on the role of benefits of the internet services economy. Members with
experience in this area indicated that it sometimes felt as if an educational process on the use of the
network and the emergence of a networked economy was necessary before each proposal could then be
considered on its merits. This re-educative role was indicative of a young business, applied equally to
private and public sector seed-corn funding mechanisms, and reflected once again the relative poverty in
the UK of angel and HNWI (high net worth individual) funding network, as compared to the USA. The
greatest areas of difficulty were experienced in the sub £1 million seed-corn area, a real problem where
services did not need a high level of initial start-up capital to get going.

7. Copyright and Data Protection

There was continuing concern during the investigation regarding the safety of intellectual property online,
and the problems associated with data protection where that prevented content re-use which would be
perfectly licit in other parts of the world. The group acknowledged that the current revision of EC
Copyright regulation addresses some of these issues, but felt that business remained where regulation in
global markets was locally unequal. However, the post-Gowers discussion is now producing further
government input and industry consultation, and the SIG was satisfied that this debate was fully joined. It
was noted however that the interests of the internet services market were not always in line with other
media players.
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8. UK Technology Strengths

The SIG demonstrated that the UK service providers were insufficiently aware of centres of excellence in
UK R&D. Particularly in AKBS (advanced knowledge-based tools) and associated areas in search and
semantic web development, many UK institutions could claim pre-eminent developmental positions, but
the relationships between them and the industry that potentially uses their output is seen as unstructured,
badly informed and lacking deliberate policies to inform and advise.

9. UK Internet Strengths

Little public personality attaches to UK successes in this sector, though UK inventiveness and
developmental skill is obvious once a little research is done. The SIG felt that a coherent attempt needed
to be made to demonstrate that a new sector exists here, that it does need marketing to a graduate
employment marketplace, and that it needs a profile which is recognisable to government, education, and
industrial and professional users.

It was also already the view of the group that some fields of activity have more resonance than others in
applying innovative techniques and establishing a UK leadership position. E-learning, where, according to
the US industry, the UK is now two years in advance of the rest of the world as a “laboratory for change in
networked e-learning” is clearly one. Others are computer games, which has a close relationship to the
whole consumer market, and financial services where the UK has a strong position in networked
compliance development, health and, very strongly, mobile content. The group concluded that these
strengths needed to be borne in mind where discussion on the stimulation of networked innovation was
taking place.

One perceived strength of the UK as a development area for new internet service environments over the
past two years has been the relative speed with which the UK as a whole has moved to “broadband”.
Many commentators, including the CBI, have noted the high penetration levels and the wide acceptance
of broadband communication. However, there are now real fears that the UK needs to be careful not to
neglect the requirement to continually push forward the speed and capacity of broadband networking.
Since audio and video are now standard elements of service developments, and convergence to fixed and
mobile platforms is fully engaged, it is now important to check that infrastructure tracks service operating
requirements on a continual basis.

10. Standards and benchmarking

Standards are developed through a collaboration and consensus model that (with BSI) includes consumer
and public interest inputs as well as the public consultation process. This approach means that standards
are “market led” and hold high consumer/user acceptance.

Generic Standards provide for best practice in areas common to all organisations and enterprises, the
most deployed of these cover quality management, environment management, risk management and
business continuity. At an operational level they can (and do) focus on areas such as customer service,
complaints handling, and data protection.

Standards also operate in specific settings and set out best practice for a particular process and product
or service. Different types of standards cover performance benchmarking, technical specification
transparency and interoperability. Interoperability standards can play a significant role in life-cycle
management. This is becoming evident in the construction sector where standardised data created in the
design and build stages can be used throughout the use and decommissioning of the structure.
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Figure 4: Value chain for services, showing different types of standard
Source: Adapted by BSI from Ovum (2004).
The direction of the arrow shows the flow of money through the value chain

For innovative products and services standards are there to help accelerate “benefit”. For example the
creation of agreed vocabularies and terminology ensures effective communications about a developing
area. Openness about methods and processes that can be enshrined in a standard can accelerate the
adoption and development of comparable products and services. The take up of MPEG technology
benefited from a combination of open standards and a “patent pool”.

Standards operate very effectively when incorporated into the supply chain. They become part of the
value add process and in addition to targeting reliable quality they ensure interoperability. STEP, the
international standards for the exchange of product model data, are used across most complex
manufacturing industries, - and the programme is estimated to have a value of $1 billion.

Standards bodies are already engaged with the internet services arena. A group made up of the foremost
international standards development bodies are working on a suite of e-business standards to provide a
comprehensive road map for coherent developments. This type of activity is important if standards are
not to become a barrier, and the UK is fortunate that BSI takes a global English view of its marketplace.

Informal benchmarking presents greater problems for the industry. It is currently difficult to define
appropriate levels of penetration, or the state of readiness in UK industry and commerce for next-
generation services and tools. Benchmarking innovation in terms of readiness and implementation in this
sector could include, in the services sector:
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e Measures of raw investment in ICT and software as an indicator of ability to collect and
manipulate information.

e Investment in training related to networked applications.
e Use of a business quality framework (ISO or EQF Business Excellence Model).

e Comparisons of service investment levels in ICT to performance indicators (value add per
employee, operating margins etc).

e Use of SaaS (software as a service — see Appendices) environments to gain usage benefits in
process and workflow without re-investment in systems architecture locally.

The fact that no single benchmark exists to demonstrate, in the private sector or in government, that most
ICT developments, internet service applications amongst them, improve performance and profitability
remains a real barrier for developers, extends the selling cycle for services, and means that case study
and example remain too important in the process of embedding innovation.
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The UK is not alone in attempting to define measures for innovation (see box, below). It is difficult to
measure innovation within technological areas because technology is not the innovation. It is the use of
technology in the internet services sector that should act as a measure of how rapidly changes are being
absorbed into business life.

The US Commerce Department has put together a committee to define measures for innovation.

The committee, it seems, is faced with an almost impossible challenge because the views on the panel
and the nature of their businesses are so wide-ranging. However, the Commerce Department believes
the committee is up to the task.

“We believe the work of this group will have a lasting impact...whatever we do decide to measure will
ultimately be something that drives the whole economy.”

In the service sector, there are arguably three measures that could indicate whether firms/sectors have
the capacity to innovate:

e Investment in ICT and Software (as a proportion of turnover or value added to standardise for
size) — this indicates whether a firm has the capacity to collect and manipulate data;

e Investment in training per head and Investors in People status — this indicates if it is investing
in its people around the goals of the business;

e Whether it is working to a business quality framework in the form of ISO standards or the EQF
Business Excellence Model, and;

e Value added per head and profit margins indicators that demonstrate whether the management
team is putting the above capability together in the form of real business performance.

However, whilst these are very credible markers, some figures do not address the speed of change in the
internet content services sector. It is sometimes useful to point backwards to a schema, such as the route
map included earlier in this report, that will act as a benchmark of progress. Where a company is on the
trajectory will indicate the rate of adoption of innovation.

The internet content services sector is such a broad area that it is difficult to conjure new measures of
innovation. Below are some suggestions that would help to show whether a service is innovative by its
impact on the user:
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Mass participation/community
Changing value chain (removing or adding intermediaries with cost
or service benefits

Productivity

Improved decision making (e.g. procurement)

Shared community environments

Facilitated/more efficient decision-making

Compliance — it has become easier to support compliance content
needs, educate users and audit results

Figure 5: Outcomes of innovation for Internet Content Services users

Ultimately, it is possible to identify whether a content services company is innovative by looking to see
whether and how they are integrating their content into technology, and the way they are deploying search
and community.
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The UK could evolve a template for what businesses should be getting from the internet content services
environment and plot organisations along the innovation migration track.
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The project did not feel that regulatory change was essential to stimulate growth and innovation.
However, it did conclude that government’'s role as a disseminator of information and its ability to
encourage neutral study of key market characteristics should be deployed in:

1. Identifying the key issues surrounding Trust and Identity which will become the benchmark for UK
applications in this area.

4. In User Behaviour, government can pilot studies of its own and third party behaviour online, and
disseminate evaluated results to encourage further market research and help develop appropriate
analytical techniques.

8 and 9. Government can take a lead in sponsoring studies of UK technology and market strengths to
ensure UK supplier-user communications is optimised, and a currently under-informed marketplace has
examples of effective market communication.

10. Government can further encourage BSI in related standards setting, and support studies that help to
benchmark the effects of innovatory developments.

However, the major recommendation that the group would like to put forward relates to topics 2 and 5.
The release of government information suitable for e-trading is covered by the PSI Directive, and is an
obligation on all of government, whether local or national. The evidence is that greater amounts of this
content available in the marketplace stimulates the growth and innovation activity of the industry by
increasing the areas in which new service values can be obtained by the competitive action of the private
sector in adding value, adding other third party data, and developing new service targets not envisaged in
the original data collection.

The process that the UK marketplace would like to see in place here covers both topics. The key areas of
the recommendation are:

e The development of a UK government National Information Strategy (along the lines proposed
by OPSI) that makes it incumbent upon all arms of government to issue catalogues, price lists
and licensing rules for the release of re-usable content.

e The development of a national policy on charging and a better way of estimating increased
returns to HM Treasury alongside the growth in the tax base through industry stimulation.

e The creation of an enforcement regime that ensures that the strategy and the Directive are
consistently brought into effect.

e The extension of the OPSI IFTS and Click-Use regimes wherever they are appropriate.

e The preparation, within the National Strategy, of guidelines for government as a good buyer
and a good user, and a mechanism for examining the implementation of this.

e The incorporation of public-private sector partnership in information service development as a
formal element in the national strategy.

The project team and the SIG believe that the results of such policy development will be measurable in
terms of:

e Enhanced earning power of UK internet content services industry, and greater returns on
government information.

e The development of techniques, market development work and technology in the domestic
market which can play a role in facilitating the UK’s export potential in the sector.
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e  Public-private partnership which improves the quality of government through better information
resources, while enabling parts of government who have struggled in this area to reach high
standards of data preparation and availability, with all of the benefits for productivity, improved
decision-making and regulatory compliance which flow from such content development
activities.

Finally, the recommendation that this sector be properly sized through ongoing work with sector-specific
trade bodies is one that cannot be over-emphasised. Measurable markets will enable the Government to
track growth and innovation and set benchmarks for organisations to work towards. And once other
countries begin to measure their efforts, we will be able to get a better sense of the UK'’s position in this
global market.
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There is now no doubt that current developments in internet content services will have a transformational
effect in the creation of the networked economy and society into which the developed world is emerging.

The report indicates ten important areas of concern to service developers and users, as discussed within
the SIG in the course of this investigation. The SIG placed particular emphasis on two of them, and
recommendations on these two fields of activity as given in the section on potential government action. In
addition, further development work was indicated in eight other fields, these are noted as part of these
conclusions and recommendations.

The internet-based services and solutions sector is a complex one, since successful players often have
legacy contributions from software development, network applications, content publishing of all types, and
market service components to bring to bear. While the UK'’s business, consumer and professional
publishing activity is mid-way through a progressive migration into web services, it is by no means clear
that they will occupy the same niches as those they currently hold in real world content development, and
many find the transition to a “services and solutions” mix difficult after a heritage of pure content provision.
On the other hand, the sector is well-populated with small-scale start-ups, many of whom used publishing
content models or created content from user or market interaction.

The sector has immense significance as the growth sector of the content industries. In the report we
demonstrate the size and influence of the sector, and its global nature and coverage. The widespread
use of English on the internet, while it is no longer the overwhelming factor that it was five years ago,
remains important. The long UK market tradition of inventiveness and leadership in the publishing sector
also carries over into internet services. And the internet tradition of disruptive business models, with far-
reaching effects on real world business models, is also a marked feature of developmental activity in this
sector.

As a result it is not difficult to place internet services in a catalytic role. In this sector, the UK pressure to
succeed is heightened by the importance of the services in export terms, the significance of the UK's
software industry acting as the crucible for the developmental steps that will give the industry a global
profile, and potential benefits arising from these activities in markets where major UK players (Pearson
and Reed Elsevier are obvious examples) are positioned for leadership positions. On the other hand,
without a vibrant UK internet services marketplace, these market leaders and others will lack a skills base,
domestic market infrastructure or the ability to capitalise on UK R&D.

The work programme now seeks a meeting with the Minister to put further argument alongside the brief
recommendations outlined in this report.
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Six critical actions in the next six months would re-emphasize the growing importance of internet services
to the UK’s service economy and bring government and industry together in an effort to exploit this
potential:

1. Appoint a minister with responsibility for supervising the implementation of PSI policy across
government, with powers to support OPSI and ensure that it is fully resourced to optimise its
opportunity, and ensure that it is fully resourced to optimize its opportunity, co-ordinate a national
information strategy including public-private sector collaboration, and harmonising charging and
licensing policies for the release of government information.

2. Launch a major study, with private sector participation, on user behaviour and the changing cycle of
demand in internet services, ensuring that its findings are updated and disseminated amongst
participants.

3. Initiate a major survey, jointly with the industry, to improve industry definitions and collect sizing and
scope data more effectively.

4. Develop a plan for making industry better aware of the powerful contribution made by the UK’s
publicly-funded research into knowledge systems development.

5. Issue guidance to RDAs and other seed funding bodies on the importance of the internet services
sector in a strategy designed to grow and deepen the UK'’s share of global services markets.

6. Fund and develop a research body to benchmark success in innovation in internet services
development, both in terms of commercial requirements for service operators, and in terms of the
impact of internet-based services on other sectors, upon users, and upon UK participation in global
services marketplaces.
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The size of the traditional UK content market

The UK has a strong heritage of generating and publishing content in any format that suits the market.
According to BERR data, the UK has the second largest publishing industry in Europe, with a turnover of
at least £18.4 billion, and 8,000 plus companies employing around 164,000 people. However, the
University of St Andrews has sized the market, including both print and electronic products, in excess of
£30 billion, with approximately 280,000 people employed nationally by 14,500 employers. They claim
that, although 75% of publishing companies have no more than five employees, the majority of people are
employed in the few organisations with over 200 staff. Publishers are prime contributors to the internet
content services sector.

The GVA of the publishing industry has risen from £8,400 million in 2000 to £9,800 million in 2005. In
2000 it represented a 1.3% contribution to UK GVA, falling slightly to 1.2% in 2005 (Source: Annual
Business Inquiry, ONS).

The impact of the global information industry

Outsell forecasts a $448 billion global information industry by 2010. The industry (defined as firms that
create and aggregate information and make it commercially available both online and offline) is expected
to have a compound annual growth rate (CAGR) of 5.5% for the period 2007 to 2010. For 2006, Outsell
estimates global electronic content generated revenues of $150,231 million, 41.5% of total information
industry revenues. Within Europe, Middle East and Africa (EMEA), revenues in 2006 are thought to have
topped $109,325 million, 30.2% of the global information industry market.

These figures indicate a thriving online content services market, characterised by large, established
‘offline’ players and smaller, more nimble players with e-DNA. Many of the latter are not recorded in any
of the available sizing data as they do not fall into traditional industry sector categories. Outsell believes
that the challenge to traditional publishers and media companies is to maximise productivity while
investing in the people and processes that will drive growth for the shift to digital. Success lies in
publishers transforming into highly adaptive, agile solutions providers, with the new agile mindset and
processes to meet the need for speed in today’s environment. These topics are addressed in more detalil,
below.

The importance of internet content revenues

The latest membership survey from the UK Association of Online Publishers, the AOP Census 2007, has
demonstrated that UK digital publishers experienced an average 60% increase in turnover in 2006, and
are predicting an average of 72% growth for 2007. Digital now contributes an average of 12% of
members’ overall revenue. This group sees broadband, mobile (and wireless) and communities as the
biggest opportunities for the industry in 2007. The biggest threats identified were the number of new
competitors, security, and Government/legal restrictions — mirroring the concerns of the Sector Innovation
Group involved in this project.

The growth of video content

In addition to the type of content that traditional publishers produce, online content embraces video.
According to new figures from Nielson Online (covering September 2006 to September 2007), 21 million
people in the UK access TV, video and movie sites online, a 28% increase over the survey period.
People are also spending longer on the sites. The time spent consuming online content has grown from
641 minutes in 2006 to 1.2 billion minutes by September 2007. The most popular site, YouTube, attracted
9.4 million UK visitors, who spent a total of almost half a billion minutes on the site. BBC TV and film sites
were the next most popular, followed by Lycos Europe Movie, Sky, ITV, Channel 4, Google Video, Odeon,
TV-links.co.uk and TV.com.
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The rise of online advertising spending

The increase in internet usage (discussed further, below) and the resulting rise in internet content services
revenue is reflected in the increase in UK online advertising spending. According to eMarketer, online
advertising spending is well ahead of the U.S. and other developed nations’, and it is forecast to account
for more than half of all online ad spending in Western Europe in 2010, achieving a 52.6 percent market
share.

eMarketer states that steady economic growth, further advances in broadband, mobile internet access
and associated ad-serving technology will help fuel this growth. Coming off 47% year-over-year growth in
2006, online ad spending in the UK will rise from £2.6 billion in 2007 (31 percent more than the £2.02
billion in 2006) to £4.5 billion in 2011, eMarketer forecasts. Online advertising is expected to account for
18% of all UK advertising spending in 2007 - more than double the percentage for other European
countries and the US.

The take-up of broadband accelerates

The increasing penetration of broadband across the UK is driving more users to internet content services,
hence the growth in online advertising. According to Ofcom’s latest report The Consumer Experience
published in November 2007, the average monthly cost of broadband was £29.83 in 2002, lowering year
on year until 2006 when it hit a price point of £14.73. Other telecoms elements like mobile packages and
landline calls have also dropped, though land line rental has actually increased by 23p over the four years.
The report also compares UK broadband pricing for a 2Mbps service with a 5GB allowance to French,
German, Italian and US broadband services. There is little difference between the European countries,
but the US is the most expensive in the comparison.

The following figures, extracted from Ofcom’s report, outline the rapid growth in the take-up in broadband
over the past few years.

Figure 25: Take-up of the internet at home
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Figure 26: Trends in connection methods
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The figures show that 65% of UK homes now have internet access, at least 86% of which are via
broadband. The figure, below, shows that the UK is one of the leading European countries in terms of

broadband access, eclipsed only by the Netherlands’ impressive 74% broadband penetration levels.

Figure 30: Take-up of broadband - international comparisons
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The growth of the software market

The market for large enterprise software is set to grow at up to nine per cent a year until 2010, but the
software support service will suffer a slump in growth, according to market research company Ovum. By
2010, the market for software in the UK will be £6.44bn, close to a doubling of the market size from 2003-
2010.

Ovum believes that large industrial-scale software such as that produced by SAP or Oracle is the real
growth area.

“In terms of some of the key growth areas within software, the business applications area is going to stay
growing, that's going to make approximately nine per cent growth all the way through to 2010. Some of
the areas that are growing less are the support services market. That's growing at about three per cent
per annum through to the end of the decade; that's relatively flat. If you subtract inflation from those
figures, that's a relatively static market.”

Source: The Register, November 2006

The rise of SaaS

Software as a service (SaaS) is a software application delivery model where a software vendor develops
a web-native software application and hosts and operates (either independently or through a third-party)
the application for use by its customers over the Internet. Customers do not pay for owning the software
itself but rather for using it.

Source: Wikipedia

Saas is an important software development to watch.

The amount spent on SaaS [in the UK] will increase by 19 per cent over the coming five years, it is
thought. (Source: OneStopClick.com)

The percentage of businesses using at least one SaaS offering increased from 11% in 2006 to 26% in
2007. Within four years it is estimated that SaaS will comprise 30% of all deployed software, according to
tech research firm Saugatuck Technology.

Gartner expects the global SaaS market to triple between 2006 and 2011, growing to $19.3 billion, while
IDC predicts that SaaS will be worth $10.7 billion by 2009.

SMEs have been enthusiastic adopters of software-as-a-service, a trend that will continue in 2007,
according to AMI-Partners. It predicts that SMEs will spend $2.44 billion on SaaS in 2007, up some 17
percent from 2006 spending levels. Among the biggest SME buyers of SaaS: the U.S. ($1 billion),
Germany ($179 million) and Japan, Britain and France (a combined $318 million). AMI-Partners expects
to see strong growth in Canada and Sweden in 2007. CRM has been the most popular SaaS investment,
showing growth of 22 percent in 2006. (Source: Tekrati, December 2006)
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Saas: The New Software Business Model Is Free
By David Worlock - London, UK - Originally published in EPS INSIGHTS on May 12, 2006

The content community will be watching closely as the ASP (Application Service Provider) model gives
way to SaaS (Software as a Service) environments. With more and more Open Source software available,
software sales are increasingly made not through licensing agreements, but via service and support
agreements governing software applications for the network.

This particular phenomenon is not about customisation, but about network applications written and
intended as multi-user, one to many network applications. An ASP host could source Microsoft Office, or
any other available package, and hire it to individual users on a monthly basis. A SaaS provider might be
more like eMeta and the eRights Suite users, where content players like McGraw-Hill, New York Times,
Wolters Kluwer and OUP use access control and eCommerce solutions which can alternatively be hired
as a service in eRights WEB. Or it might be like Salesforce.com, with a similar sales environment
(AppExchange), enabled through the acquisition of Sendia to allow users to extend their usage of the
package to all types of mobile platforms. Or it could be like NetSuite (formerly NetLedger when founded
by Larry Ellison and a former Oracle colleague, Evan Goldberg, and now reputed to be the second fastest
growing software player in the US, according to Inc Magazine). NetSuite’'s NetCRM, NetERP and
NetCommerce applications, all modules of Netl10, can be made available on monthly, quarterly or annual
support packages, as can the micro-business package NetSuite Small Business (NSSB).

This is all highly competitive territory, where Salesforce, NetSuite, RightNow and SalesNet have all
pushed value up and prices down, at the expense of traditional CRM players like Siebel. However, the
important issues here for the information content community concern not the powerful way in which this
has happened, but the business model which has resulted from it. It is relatively easy now to envisage, in
B2B markets, environments where these service activities also become invested with standard content
sets - directory content and customisable classification systems - with the result that SaaS becomes a
way of bundling and updating content as well as a services for hire environment. Nor is it impossible to
imagine a future laaS, an Information as a Service environment which extended content to small
businesses in a managed context, alongside application software and other modular attributes.

Whether or when the content-derived industries will take the final step - open source content - is a moot
point. As B2B and professional publishing pushes ever closer to workflow and process applications, it is
possible to predict that the underlying content becomes less valuable than the service solution. Indeed,
parts of the underlying content will need to be licensed in from third parties to provide complete solutions,
and the content players managing these processes might find it valuable in deal-making terms to diminish
the value of the content and accentuate the value of the service. As major current content players move
this way, they will find themselves moving from low value content to software which is rapidly becoming
free. Preserving business model sanity, let alone margins and revenues, in this melting pot will be very
difficult: only the very stable and large players, and the very flexible and small players, will survive a
metamorphosis which will cull the middle order players in many sectors.

SaaS Implications for Work-Flow Applications Strategies
By Mukta Ohri - Alexandria, Virginia - on June 29, 2007

The software business is evolving, with implications for publishers and information providers looking for
new opportunities through user workflow and task applications.

Important Details: New technology statistics from IDC paint an interesting picture of how the software
business is evolving, with implications for publishers and information providers looking to expand their
own business opportunities through greater penetration of user workflow and tasks. Of particular interest
is the growth of software-as-a-service (SaaS), with vendors hosting and operating web-native software for
customers accessing via the internet. SaaS revenue comes from usage rather than unit or site pricing.
Salesforce.com, WebEx, and NetSuite are amongst the best-known SaaS services.

SaaS services were once targeted almost exclusively at small and mid-sized organizations, but
increasingly larger organizations are considering their options, especially with the development of hybrid
SaaS models which offer both on-site and hosted options, or faciliate integration paths between SaaS
applications and already installed applications. The percentage of businesses using at least one SaaS
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offering increased from 11% in 2006 to 26% in 2007, according to tech research firm Saugatuck
Technology; within four years it is estimated that SaaS will comprise 30% of all deployed software.

For SaaS vendors, the future looks bright, with firms such as Gartner and IDC varying on the specific
baselines but agreeing on expectations of continued double-digit CAGR. Gartner expects the global SaaS
market to triple between 2006 and 2011, growing to $19.3 billion, while IDC predicts that SaaS will be
worth $10.7 billion by 2009.

Implications: Despite lingering concerns over control, data security and service reliability, more
organizations are expressing interest in SaaS with hopes of cost reduction, better resource allocation, and
improved productivity resulting from remote “anytime/anywhere” access to key data and applications. The
financial considerations can be significant, with customers citing the less-expensive and pro-rated user
fees against the front-loaded costs of traditional deployment and integration. At the same time, many
purchasers also feel that the SaaS model gives stronger, on-going leverage with vendors than a one-time
sale in terms of relationship management; customers also find it easier to “transport” dollars to another
vendor versus the cost and disruption of a new on-site installation. Similarly, SaaS can lower the risk
profile associated with a complex software installation - where eventual ROI cannot offset the high load of
initial investment and costs of deployment.

On a broad level, SaaS benefits publishers/providers with faster time-to-market capabilities and more
seamless customer transitions (i.e, less drop-off) from initial implementation through version upgrades and
releases. But transitioning to a pure SaaS or even hybrid model would be no easy feat, with necessary
changes to strategic planning, business model development, sales and marketing channels, customer
support, product development, and product life cycle management. Initial transition would also open
complex issues including maintenance of different platforms and versions through transitions, as well as
pricing across disparate models to avoid cannibalization.

Some traditional LTR players are already utilizing SaaS models, such as the LexisNexis/NetDocuments
offering of web-based document and information management systems. Other providers are on the path
of offering web-hosted software which is not web-native, but is rather traditional software made web-
available under a model similar to SaasS - no installation, per user fees, et al; examples include Thomson's
LiveNote product (offering both on-site and remote Web-based transcript services) and BNA’'s Fixed
Assets web-hosted software product.

Despite the challenges, SaaS may be more in line with established publisher/provider strategies of moving
from a commodity-basis toward a workflow-centered relationship, with a higher focus on building stronger
client entrenchment utilizing on-point applications supported through on-going customer service. Unlike
the often transactional nature of traditional software models, SaaS brings vendors and customers closer
together during the length of the relationship, and creates greater opportunities to develop that connection
into long-term business. At the same time, SaaS may provide a better margin picture for providers with
operating expenses (especially R&D, maintenance, support) leveraged against many users on a common
platform and with a more regular revenue flow from the user fees which may span multi-year contracts.

For publishers seeking to expand into workflow applications and electronic solutions, the role of SaaS/on-
demand services is worth considering.
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AOP Census 2007 — Perceived Threats and Opportunities

As part of its annual membership survey AOP asked its members to rate a number of factors (listed
below) in terms of the extent to which they are seen as an opportunity or threat to their online publishing
business.

Consistent with last year's findings (AOP Census 2006), the greatest opportunities were seen to be:

Opportunity/Threat Average score (out of 5)
Broadband 49
Mobile/wireless 4.5
Communities 4.5

The lowest scores (i.e. the biggest perceived threat) were found to be:

Opportunity/Threat Average score (out of 5)
Competitors 2.1
Security 2.4
Government/legal 2.6

However, these scores are not so low as to indicate that these factors present a critical threats to our
members’ online businesses.

The one most striking difference between this and last year's surveys is that streaming content is seen
as much more of an opportunity than it was a year ago.

Respondents were asked to rate the following factors using a scale of 1 - 5 (where 1 is a major threat and
5 is a major opportunity).
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Figure 1.

AOP Census 2007: Opportunities and Threats
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Methodology

The fieldwork was conducted from 16 January to 16 February 2007 as an online survey by an
independent research consultancy, Fox Insight. Fifty-seven AOP member companies completed the
guestionnaire.

About AOP

The UK Association of Online Publishers (AOP) is an industry body representing online publishing
companies that create original, branded, quality content. AOP champions the interests of approximately
160 publishing companies from diverse backgrounds including newspaper and magazine publishing, TV
and radio broadcasting, and pure online media.

AOP presents a unified voice to industry and Government, specifically to address issues and concerns
relating to all areas of online publishing. AOP publishes original research, hosts forums, conferences and
events, covering a range of topics from paid-for-content, subscription models and data protection, through
to copyright, content management, new technologies and audience measurement.

Members include AN Digital, BBC, BSkyB, Channel 4, CMPi, CNET Networks, Condé Nast Interactive,
Dennis Interactive, The Economist Group, Emap, FT.com, Future Publishing, GCAP Media, Guardian
Unlimited, Haymarket Publishing, Hearst Digital Network, Incisive Media, Independent Digital, IPC Media,
ITV Online, News International, Reed Business Information, Reuters Group, Telegraph Group Limited,
Trinity Mirror Group and Which?. In addition, PPAI (Periodical Publishers Association Interactive) retains a
corporate seat on AOP board: representing the interests of magazine publishers online.
www.ukaop.org.uk
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Are consumers the new brand managers?
02 Mar 2007
Alex White, director of AOP, takes a look at issues of trust and reputation in the era of Web 2.0.

Recent research from Booz Allen Hamilton has found that 41 per cent of UK internet users currently
access Web 2.0 sites such as YouTube, MySpace and Facebook, and that this figure is set to increase. The
management consultancy claimed that companies will need to take advantage of the social networking
and video driven developments of Web 2.0 in order to win customers.

“Web 2.0 has already reached a critical mass - companies must now adapt to the new paradigm. The
need to evolve existing business models by integrating the Web 2.0 environment is urgent,” said Booz
Allen’s Dr Uwe Lambrette.

This provides them with a tremendous power and opportunity to alter the perception of brands to other
consumers which marketers and media owners would be unwise to ignore.

Simon Waldman, chairman of the AOP and group director of digital strategy and development for
Guardian Media Group, spoke of the importance of trust between brands and their consumer at a House
of Commons debate recently.

“In the online age, consumers are the new brand managers,” he claimed, arguing that the management of
brand was "irreversibly shifting" into the hands of the consumer. He explained that in a connected society,
with the developments of Web 2.0 and the increased geographical reach of broadband, the consumer no
longer has an individual one-way interface with the supplier; no longer does the advertiser speak to the
consumer in a one—directional communication.

The consumer has become an empowered consumer, with the opportunity to talk back, not just in
response to a supplier’s product or service but also to other like-minded consumers, creating a collective

%, ”

we".

He described the way consumers are scrutinising brands, sharing their opinions in a free and fast growing
network of users. He explained that this electronic network is becoming increasingly trusted by the
consumer and is becoming such a powerful resource that it is shaping and managing the world’s brands.

Media agencies are becoming only too aware of the risks and opportunities this creates for brands, and
expect publishers to adapt their businesses in response.

Andrew Swinand, president and chief client officer of Starcom USA argued at PPA Marketing’s advertising
conference held last October that publishers need to develop their business models “to ensure that their
content is liquid and remains core to consumer lifestyles as we move from an age of information to an age
of participation”.

Highlighting the need for brands to enter a two-way dialogue with consumers and the importance of a
breakdown in traditional media silos, he stressed that “content has to be the focus. It has to be even more
engaging and relevant. The channel is secondary”.

There is much talk across both the print and online contingents of the media industry about the battle for
consumer engagement these days. While the web versions of magazines are seen by users as more
convenient than their print parents, magazines are generally seen as being more satisfying than their
online counterparts, according to research from AOP.

But, as online becomes more of an entertainment medium, powered by the growth of broadband and
user-generated content, especially video, the amount of time spent online is only likely to increase,
particularly among young adults.

Ofcom’s Communications Market report of 2006 found that more than half of 16-24s use websites where
they can chat with people they know or contact people they have lost touch at least weekly.

User-generated content websites such as MySpace, YouTube and Bebo now enjoy the attention of an
average 79.9 minutes per visitor, compared to an average of 33.2 minutes per visitor for the non-user-
generated websites in the UK top 50, according to ComScore.

No wonder, then, that digital publishers are seeing an opportunity to build communities around their
content, as a means to fostering loyalty and increasing their sites’ ‘stickiness’.

User-evaluated content has joined user-generated content as a powerful trend. Wikipedia is already the
ninth most visited website in the UK. Set up in 2001, it was judged by Science Journal in 2005 to be as
accurate as the Encyclopedia Britannica.
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So with the emergence of these huge global players in the social networking market, should publishers be
preparing themselves for huge losses in revenues as consumers ignore the views of editors and
journalists in favour of likeminded individuals they’ve never met but whose opinions they trust?

Digital publishers should not lose sight of the fact that professional editorial (or ‘head’ content) remains
their “centre of gravity”, and is the main reason why users want to be part of their community in the first
place, according to Suzie Daniels, head of business media for CNET Networks which publishes zDNet,
Silicon.com, Builder UK and Atlarge.com, speaking at an AOP event in January.

Daniels described how CNET Networks had based the recent relaunch of zDNet on principles of
Architected Participation espoused by web 2.0 guru Tim O’Reilly: aiming to engage the thought leaders
and influencers within the user community.

She described the process of change management involved in redeveloping the site for user-generated
content, particularly the importance of getting the editors and journalists on board: “As a digital-only
publisher, our main investments are in technology and people. And if you get the people bit wrong, you
have no business!”

ZDNet editors are expected to blog on the site as a matter of course, and are not allowed to hide behind
the brand but are required to use their real names: “Users expect transparency and honesty,” she said.

Daniels has hit the nail on the head: consumers are tired of the spin, they don’t want to be managed or
told what to think; the consumer is deciding where they feel most comfortable.

Perhaps today’s biggest challenge for media owners and agencies is to make consumers feel comfortable
spending time with their brands.
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Forbes.com
Measuring Innovation

Brian Wingfield, 02.23.07
WASHINGTON, D.C.

In the relative obscurity of a hotel basement here, Commerce Secretary Carlos Gutierrez assembled a
curious band of corporate and academic minds to help solve a puzzling question: How can the
government develop a measurement for innovation in order to encourage investment and competitiveness
in the U.S. economy?

The meeting was the first of its kind for the "Measuring Innovation in the 21st Century Economy Advisory
Committee," a group of 15 leaders picked by the Commerce Department to be a part of the national
discussion on economic growth.

The committee comprises some of the best-known names in business, including UPS (nyse: UPS - news -
people ) Chairman and Chief Executive Officer Michael Eskew; John Menzer, vice chairman of Wal-Mart
Stores (nyse: WMT - news - people ); IBM (nyse: IBM - news - people ) CEO Samuel Palmisano; and
Art Collins, chairman and CEO of the medical technology company Medtronic (nyse: MDT - news -
people ). Another famous corporate face, Microsoft (nasdaq: MSFT - news - people ) CEO Steve
Ballmer, is also a member of the panel, but was not at Thursday's session.

The origins of the group lie in the Bush Administration's interest in statistical analysis of growth and
productivity, a Commerce Department official says. The committee has a charter of two years, and in that
time, the government hopes that business and academic insight will help it devise a method for measuring
innovation.

"If you can't measure it, you can't manage it," says IBM's Palmisano. He adds a central question that must
be addressed: "How does the American economy continue to be innovative at rates that appear to be
faster than other economies?"

Based upon the ideas tossed about during the meeting, answering this question will not be easy. First,
there is the problem of defining innovation itself. How does it differ from productivity? How does one
separate innovation from invention? Should innovation be based on business inputs or outputs? And if it is
the latter, how can product quality be assured if output is increased?

Although many companies offer financial incentives for innovations, such as patents, it became apparent
at the committee's meeting that none of the companies represented on the panel have a single standard
by which to measure innovation.

According to Medtronic's Collins, two of the primary ways his company measures innovation are the
medical outcomes and the cost effectiveness of the products the firm produces. But it would be difficult to
develop similar standards for industry as a whole. And as Wal-Mart's Menzer points out, "Innovation is not
always measured by success. ... Learning from failure can be a big part of innovation."

The problem here is that failure is an intangible product. Collins says that a good indicator of innovation is
demand for a company's product, which is easily measured by market capitalization. "I would think that
one measurement device by industry would be what percentage of the world market ... United States firms
capture,” he says.

And Palmisano suggests the committee focus on competitiveness, since this is the ultimate goal of
innovation. "As a society, we want to be more competitive than other societies because capital and
intellect flow to where there are opportunities," he says.

However, some of the committee's most insightful observations have come from its academic members.
For example, Rajesh Chandy, a marketing professor at the University of Minnesota, points out that
whatever method the U.S. uses to measure innovation, it will need to be compared with information from
other countries as well. The U.S. will need to decide if it wants to use its own standards to measure the
rest of the world's innovation, or rely on data from other countries, which might not be as accurate.

The committee, it seems, is faced with an almost impossible challenge because the views on the panel
and the nature of their businesses are so wide-ranging. However, the Commerce Department believes the
committee is up to the task.

"We believe the work of this group will have a lasting impact," Gutierrez says. "Whatever we do decide to
measure will ultimately be something that drives the whole economy."”
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UK leads the new media way
Venture capital funding in the UK is double that of nearest EU rival
Neon Kelly, Computing, 29 Nov 2007

The UK'’s next-generation content sector has secured £331m-worth of venture capital (VC) funding since
the start of last year - a third of the European total and more than double that of its nearest rival, France.

Across Europe and Israel, new media investment is expanding rapidly. VCs have so far put up £499m this
year, already more than the £487m total in 2006, says research from Library House.

And the growth is predicted to continue.

“We expect the trend to maintain momentum for 2008 at least,” said Library House head of analysis
Darren Harper.

There are major economic implications if the UK can hold onto its lead, said Laurence Harrison, director at
trade group Intellect.

“Because of disruption in business models caused by convergence, there has been a shift of funds away
from traditional channels into Web 2.0,” said Harrison.

“If the UK is seen as a creative hub for investment in new media it will bring in investment and fuel the
growth of small and medium-sized enterprises.”

But predictions of continued growth are not without caveats.

There has been a frenzy of high-price deals across the world. Google bought YouTube for $1.65bn
(E£811m) in 2006. And Microsoft's payment of $240m (£115m) for a 1.6 per cent stake in Facebook last
month values the overall site at $15bn (£7.2bn).

Experts are warning of a bubble reminiscent of the dot com era.

“I hope we are not seeing a repeat of what happened in the late 1990s,” said Stewart Davies, board
member at venture capitalist New Venture Partners.

“Success comes from a business model that generates money, not the get-in-quick model that produces a
strange idea and aims to sell it within three years.”

UK dominance is also vulnerable to regulatory changes, such as the capital gains tax reforms proposed
by the chancellor in last month’s pre-Budget report.

“There has been a big potential turn-off in the legislation mooted for next year,” said Davies.

“People in these businesses are taking huge risks, with their own money or with someone else’s, so they
have to be rewarded over the right period of time,” he said.
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