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Photofinishing: Changing Tactics for Changing Times

At the AIE Output Summit at
PMA 2010, speakers from
Kodak, HP, Xerox, and other
companies addressed the cru-
cial questions facing the photo-
finishing business — primarily,
where will future revenues be
generated, in light print orders
continuing to wane.

As noted in Alexis Gerard’s
hook Going Visual, visual com-
munication was once limited
to such methods as painting:
time-consuming,  expensive,
and vyielding only one image,
seen by only a few people.

Photography changed that:
first skilled artisans, then
anyone could create an image
— and the possibility of order-
ing multiple prints meant the
owner of a Kodak Brownie
could make not just one
image, but dozens that could
be mailed anywhere.

Digital photography enabled
everyone to take thousands

of photos a year instead of
dozens — and it also made
obsolete the primary rea-
son people made prints: to
see the photo itself, as film
required. The LCD met that
immediate need, and also
sufficed for sharing: a 3-inch
screen is aimost as good as a
4-by-6 print. — especially at
no charge.

Then, internet imaging did
away with the need to mail a
physical print, as an emailed
file or a photo web site better
met sharing needs.

Next, mobile  imaging
combined  capture  with
connectivity in a small device
that fit in our pocket. We could
take, send, receive, and display
photos wherever we were.

Finally, social networking
took that one step further. No
longer do we need to set up
an account on a photo-specific
website, and then ask friends

Inside this issue:

and family to also sign up for
that service, and go there
each time we show a picture.
Now all our friends and family
are on Facebook, and when
we post a photo, they all see
it without us needing to email
a reminder.

More importantly, social
networking addresses another
need/benefit of photography,
one the picture sharing sites
only touched on: the need for
feedback, the desire to have
a conversation not about the
photo itself [as you get on, say,
Flickr] but about the event or
location or person in the photo.
We take pictures for our own
memories, and to commu-
nicate with others. Photos
on social networks provide
perhaps  the  optimum
medium for this feedback and
discussion: not only do friends
and family immediately see
whenwe post a photo, they can

and do write comments, even
from their mobile phone, and
suddenly everyone we know is
discussing our pictures.

Photography nirvana, no?

Well, no — not if your busi-
ness is built around prints.

At the Summit, Kodak's
Ed Monahan presented an
overview of the issues facing
the photography industry now
and in the near future — both
those noted above, and other
societal forces that impact
photofinishing. He covered a
lot of ground in a short time.
We immediately realized that
Monahan presented a very
valuable perspective — one
that could best be understood
in print, read and grasped at
your own leisurely pace.

And so this issue
we present an-only-slightly-
condensed version of
Monahan’s look at the future
of photographic output.

From Prints to Pages to
Screens

Kodak’s Ed Monahan discusses
the challenges facing the
photofinishing industry.
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Looking Ahead as the Imaging Industry Transitions

From Prints to Pages to Screens

Edited by Paul Worthington

Kodak’s Ed Monahan is Worldwide Strategy Director for Paper
and Output, having served at Eastman Kodak Co. for 25 years.
He pioneered the company’s entry into digital workflows in the
professional markets in the 1990’s, and led Kodak in scanners,
printers and software solutions.

Monahan is now responsible for divisional strategy and deter-
mining opportunities for future products, markets and busi-
nesses. This requires extensive research into consumer digital
lifestyles, emerging ecosystems, and forecasting models for
prints and future memory products and services.

His expertise includes Gen Y, social networks, consumer con-
sumption patterns, and trends in the imaging industry.

We present here a slightly edited version of his AIE Output
Summit presentation covering the past of photography, what’s
happening right now, and where it’s potentially going.

RISING IMAGE CAPTURE,

FALLING PRINT VOLUMES

The industry, whether it’s professional or even the retail market,
has seen an obvious decline in printing over the last six to eight
years.

The beauty of film was every frame led to 1-1.4 equivalent
prints. In the last few years, we’ve tried to understand why print
volume — especially in the professional markets — has the
fallen to the level it has. There are a number of causes, start-
ing with the understanding of the differentiation or lack thereof
anymore.

When you went into anyone’s house in the 1970’s— 90’s, you
saw well-displayed 8-hy-10 up to 16-by-20 wall art, and you knew
it was a professional portrait. It was certainly better composed,
with an artistic look and feel to it. And by definition, there was an
enormous differentiation in the professional market, just in the
geometric sizes. Retail labs could not handle a professional 120

A Case for Consumer Opt Out
“Freemium” vs. Premium
Digital Utilities

Forward Look at the Industry Future
Further Disruption
Caught in the Vortex
New Equilibrium = Prints, Pages & Screens

Framing Your Response
Strategic Alternatives
Re-margining the Business
Reducing the Friction

negative for one thing, and they certainly didn’t have a 10-inch
wide printer. And so the value difference was, the professional
created a picture that was far more beautiful and artistic, and it
was bigger physically, while you as the consumer were limited in
the number of choices you could get.

With the
advent of digi-
tal  photogra-
phy, suddenly
everyone and
everybody is in
the print mar-
ket. Retailers
today have
print webs that
do serve 10-
inch prints —
in fact, many
will do inkjet
posters.

The profes-
sional photog-
rapher is no
longer hostage

Kodak Worldwide Strategy Director for
Paper and Output Ed Monahan.

to a profes-

sional channel for printing, and can now also use Wal-Mart,
Walgreens, Sam’s Club and so on, and online printing, to get
professional portraiture made.

So there have been many changes, and what we tried to do
is, rather than build a statistical forecast of a future volume that
was numerical only, we really looked at what | call root-cause
analysis. What was the cause or case for consumer opt-out?

The key phrase we stumbled over was “digital utility.”

DIGITAL UTILITY,
DIFFERENT CONTENT
MODELS

What was the reason consumers
watch cable television instead of
the three broadcast channels?
And with YouTube, now you have
tens of millions of choices versus a
thousand cable channels. Certainly
TiVo and the DVR have instituted
a whole new digital utility where
you’re not forced to watch the
commercials, or take an hour to
watch an hour broadcast, because
there’s actually about thirty-seven
minutes of interesting content.
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Also, consumers were demanding a different model for digi-
tal content: Releasing the copyright to the customer. A num-
ber of emerging photographers began to embrace that same
change, and so we had the rise of what we call “Debbie Digital”:
Effectively any photographer whose fundamental core value to
the consumer is the artistic rendering of professional content
and the sale of the image file, as opposed to the sale of a finished
professional portrait or wedding album.

Kodak started looking at this through the eyes of the consumer
and the utilities they were desiring, and through the eyes of the
photographers and what they were doing.

The same change in “Portraitland” was happening in music, in
movies, in computing, and in communications. We call it a vortex
concept: These other institutions, these other industries were
changing the way life was lived, and how life was experienced.

CONSUMER DEMAND AND

BEHAVIOR CHANGES

In the professional market, you're seeing fewer orders. You're
seeing smaller dollar value per order. They are forced to offer
products at lower prices, and therefore getting less profits.

When asked, “What is next?,” | say: Before you can go for-
ward, you've got to go backwards. We’ve got to look at what
has changed in consumer output: The abundance of content. The
digital file exploded availability on the Internet.

Look at the school market: by the time you show up on school
picture day in mid-August to late September, trying to get $30
to $35 from Mom for an 8-by-10 package, or a series of units
within the package, she’s got 200-400 pictures of that child
that have been created by others and shared with her through
Facebook, Flickr, Photobucket, or Kodak Gallery, or just sitting in
an abundant number of camera cards scattered throughout the
house. With digital economics today, she can get an 8-by-10 at

Understanding Causality

Wal-Mart for less than $2. She can get a poster print at Wal-
Mart for less than $15.

Consumers are changing their demand curve to follow a digital
utility.

Photographer behavior is also now very different. Everyone
talks about the rise of Debbie Digital, the rise of shoot-and-burn,
the understanding what the consumer is really after is aimost a
commercial photographer model: I’'m paying you for the composi-
tion and quality of content captured; what media the content
ends up on, what substrate it ends up on, is not in play at the
time of the transaction. The purchase is for the content, not for
the finished output.

There are also new expectations and changing needs of what a
photographer demands of a professional lab, what they demand
of an album company, and so on.

Are photographers following a changing demand curve, or are
they creating opportunity for a new demand curve because of
their willingness, for the first time, to sell and to license their
copyright?

1. In the *90s and into the early turn of the century, it was her-
esy to suggest to professional photographers — weddings, fam-
ily portraits, various religious ceremonies, schools, and at mass
retail portraits — that they would ever sell their copyright.

2. Also at that same time it was heresy to suggest a profes-
sional photographer would ever be caught with a digital camera.
Yet within seven to nine years of the advent of digital cameras in
the professional market, they had diffused to about 90 percent.

The interesting question is: Is it the chicken or the egg —
what’s coming first? The consumer asking for something differ-
ent, or the photographer willing to do something different?

In an online survey of more than 1,000 brides in 2007, we
discovered more than 60 percent had contracted with a photog-
rapher to receive image files and copyright release. Now it didn’t

mean they weren’t getting
physical albums and prints
along with it; it just meant,
for the first time, more than

A Step Back... Forward Looking Framing Your
Consumer Output - Forecast Response ,half the.photogr.aphers were
Content abundance Sweeplng identifying a willingness to
Digital economics Further disruption Choice sets _
Preferences and utilities Change E"T}Cr%aming video Eglr!,tﬁoe tdl}Z?tsa?itO?]:Snio bro
Profit Pools .

Fewer Orders

Mobile connectivity

So at the same time,

Smaller Orders (the cloud) . ) ,
Photographer Behavior ) Displays Playing to win you've got a consumer look-
Rise of Debbie Lower Prices (ubiquitous) vs. playing not

Digital, Shoot & Burn
New expectations,
changing needs
Creating (or following) a
new demand curve

Lesser Profits

NewsEauilibrium

A

Technology Disruptions
Business model transformation
Reducing the friction/profit puddies
New market rules, new code

Caught in the vortex
Industries/categories
Monetizing the
content/media
Convergence

ing for something different;
you've got a photographer
willing to do something

to lose

different. You have the
fundamental ~ technology
disruption.

A business model trans-
formation born of Google
and eBay and Amazon —born



THE 6SIGHT

REPORT - 4

of music being brokered one song at a time for 99 cents where
you buy a digital copy, as opposed to a $14 album.

TECHNOLOGY DISRUPTS FRICTION
The technology disruption is changing where friction existed.

In the old days, the conversion of a professional film frame
— all the way through processing, analyzation, printing, color
correction, remakes, framing, mounting, ancillary finishing steps,
to delivery to the consumer — held an enormous amount of
friction. Photographers didn’t want to do [processing and print-
ing], hence there weren’t many wet darkrooms down in their
basement. And certainly the consumer wasn’t going to do it. The
labs” value-add was it took that friction and reduced it on the
consumer end to zero, and charged $3 or $4 to get an 8-by-10
to the photographer, who would in turn charge $30 or $40 to
the consumer.

That’s changing. The friction has moved from the transforma-
tion of light from film to paper to a whole new set of problems,
and a whole new set of profit pools. (We somewhat jokingly say
what remains for the professional market are now profit “pud-
dles.”) In this Internet-savvy connected community, there’s a
new set of market rules and a new code.

One of the things the Internet has done has changed the value
of a brand. For many consumers, the assertion of a brand pales
in comparison to experience of someone like-minded has far more
weight than the claims the brand will make about performance
characteristics or performance thresholds. And so there’s a
whole new set of market rules.

We haven't seen the full impact of distributing video, both as
an input and an output solution. The ability to capture life — on
a soccer field or on a basketball court or in a portrait studio —
where what’s captured is not a single still image but a 6-30
second snippet including audio and motion... clearly the content

Market Disruption — Evolution of Value Migration

is going to be viewed in a video format. Hence the sustainability
of the YouTube model, as life can be better experienced in this
immersive way, where | see children laughing and moving, and
| feel emotion not just through my eyes, but listening with my
ears.

We haven’t yet seen the impact of mobile connectivity: When
the phones are no longer peer-to-peer for text and talk, but effec-
tively become the user’s connected infrastructure to the cloud,
where everything and anything that matters to them is avail-
able in their hands, whether they’re in an airport, in a remote
environment, at work, at home — that’s going to change again.
What'’s the value of a finished print or a portrait hanging on a wall
when the life | live is through the cloud connected to my device?

And of course, the other dimension of this is all of the ubig-
uitous nature of displays, from HD and set-top box display, or
set-top box content, moving to display, through individual picture
frames that may reside in the bedroom, the living room, the fam-
ily room, the bathroom...

At Kodak, we call all this “caught in the vortex.” While all of this
is swirling around portrait-land, it’s clear other industries and
categories are going to change the way they monetize content
and media. With a data-plan model, it’s conceivable that there
could be a utility or an infrastructure charging a consumer $40
to $50 a month for a series of services, one of which is printing.
So never again is a 29-cent print purchased through CVS or Wal-
Mart, but rather it’s included as a service embedded in the data
plan — as is texting, voice, digital streaming, access to movies
etc. (Although a $30 portrait wouldn’t be covered — that is still
purchased separately through a photographer or printer.)

NEW BUSINESS MODELS

As we talk to professional labs, it is clear their response to all of
this is not to cut costs and try to sell at a lower price. It’s not to
out-quality the competitor.
It's not to try to change
cycle time down. It’s really
looking and understanding
at where they participate,
where they have capabilities

X
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Price = Supply &
Demand Economics

Value Moves Elsewhere

- Mfg COGS
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» Distribution distribution at no cost
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and assets that can be lev-
eraged to take us into the
next dimension of this equi-
librium. As noted in Chris
Anderson’s books “The Long
Tail” and “Free: The Future
for a Radical New Price,”
there had historically been
scarcity, where price was
equal to supply-and-demand
economics. The portrait, as
we said, had unique physi-
cal geometric and a qual-
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Image Files/Copyright
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ity differentiation. It was a world unto itself in the mind of the
consumer, and it drove a premium price which -- less the costs
for manufacturing, sales, general administration, advertising, and
distribution -- still left a very high profit margin for the photog-
raphers as well as the professional labs — and the vendors who
serviced them, like Kodak and Fui.

The advent of digital capture, the Internet, and digital print-
ing devices — those breakthroughs in technology reduced the
energy and cost that was required to transform light from film all
the way through to color-negative paper.

And in democratizing the tools of production and distribution,
there is also crowd-sourcing. Everyone’s been photograph-
ing football games for 30 years. There was always a hundred
pictures taken by sideline prowler, a labor of love for Dad, an
advanced amateur or photo enthusiast. The problem in a film-
based world is it was 40 cents to convert the film to a print, and
nobody was going to spend $200 — $300 on Saturday morning
to make prints from the Friday night football game to give out to
the different players that were photographed. Fast-forward to
today, where it’s free to take digital files and burn them to a CD,
post them to our Kodak Gallery, Flickr, or Photobucket, or simply
attach it as an email to a distribution list.

So democratizing these tools and creating, effectively, a free
infrastructure for the disbursement of content has lessened the
value of some of the more professional content. As the democ-
ratized tools of production and distribution came out, the dif-
ferentiation was diminished and lost. And in fact, at that Friday
night football game, it’s not just the four or five dads who have
$300 Canon or Nikon cameras and can control the highest quality
images — every kid with a cell phone is grabbing content.

Digital changed the rules and the economics of the system,
reduced the friction in the system, and moved the value some-
where else.

“Continuation™
Sustain Free
Capability / Options

“Freemium” = Premium

“Freemium”
(Social Networks)
+ Content Abundance
+ Share

+ Create/Push

Masses

Digital Lifestyles
* Moms
» “Katie"

“Conversions”™

Premium / Buyers
* Personal Publishing
* Less Friction

As value shifted, there is a lower cost, but a higher emotional
index, and greater utility for those 300 pictures landing on
Facebook Friday night at 10:15 — and by 10:16 p.m., 30-50
kids were looking at them. And the value became not only the
ubiquitous nature of the real-time sharing, but now kids, parents,
and family members could tag those images with an emotional
response. So the content was not limited to the original source
image files, but it now began to embody the emotions and the
tags that were being shared, as other people came in from the
community and looked at it.

All of a sudden, in an abundant world where content is crowd-
sourced to infinite proportions, prices become free, and if, in
an Internet world, there is zero cost to distribute, zero cost to
manufacture, zero cost to advertise...

For example, when a customer orders a song for 99 cents
from iTunes, there’s no human labor or capital moving through a
warehouse in Southern California to find the song, place it on a
truck, and ship it cross-country. In fact, the beauty of the Apple
model is the true shipping costs are paid by the consumer in the
form of high-speed Internet hookup. You're covering [much of
the] distribution costs in your monthly fee. This transformation
of the Internet — the “Long Tail” thesis — has allowed there to
be theoretically free economics, and hence, we’re seeing a steep
change in the ability of the system to make money.

“FREEMIUM”

The masses are coming into web-type environments free of charge.
They’re using an abundance of content — that could be images,
video, entertainment, etc. Most of them exit at some point. They
leave or opt out. They lose interest, as the internet for them
grows tired or stale. They are no longer stressing the system
at a cost level — but they are also no longer a candidate to be
monetized. There are a number of them, however, who continue
on, and they sustain the
free option. These are the
ﬁ & ones that have more time
> % than money, and because
money is a constraint in this
system for them, they’re
willing to take a few extra
minutes and struggle with
the energy required to
overcome the problem, or
they continue to manage

their own friction.

There are the conver-
sions: some numbers of
people in any ecosystem to
whom money is greater than
time, however, and they will
pay a premium to have this
friction removed for them.

llEx"tl!
Leave / Opt Out
* Lose Interest
* Grow Tired/Stale

Price / Quality
Calculus

B
»
=



THE 6SIGHT REPORT -

6

Look at things like personal
publishing and print-on-
demand and the opportuni-
ties there, these premium
buyers effectively become
the target audience.

Go back to any of the
long-tail models: if you can
advertise and reach an infi-
nite number of users for
relatively close to free, and
your hosting and networking
costs are very, low, then you
don’t need a high conver-
sion rate to bring profitabil-
ity into the equation. Some
number of them who have
used it for free historically

Digital Utility

Consumer Needs/Preference:

:’mediiﬁi - Serving the demand for social currency L‘;‘;‘"
ccesslY L — Delivering the total memory experience Reach
= Reach . e eac
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prints 'CEN=28, Digital File =
Access = Direct proximity to print Access = Connectivity ki ¥
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_ Display
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to print = Share — o Reach \
— == t i
Time Time
(Days/\Weeks/Months) {Real Time,
All the Time)

find a point in time where an

offer is made, or the friction

becomes unbearable — and because they have more money than
time, they will choose to buy their way in. That’s the price/quality
calculus that Anderson talks about.

TECHNOLOGY EXPANDS CONSUMERS’
NEEDS AND PREFERENCES

As an example, let’s look at the phone. Most people want the
ability to communicate from long distances; but the physical cord
on the phone was a tether. It went from the land-line phone that
had that umbilical cord from the receiver, to the portable phone
with which you could walk around the house. When most phones
were in the kitchen, long-distance calls were limited to about 20-
24 minutes — because that was about the pain threshold your
rear end could take sitting on a kitchen chair. As the portable
phone came into play, AT&T saw an increase in long-distance call-
ing minutes, because people started to sit on the couch, and the
long distance charges went up.

That was almost a premonition of where this was going to
land: Why stop in the living room? Why not take it with you to
work? Why not take it with you in the car? What the cell phone
proved is there’s always been a demand or determination for
higher-order utility. It just took the technology of the late *90’s
to reach the point where it was commercially available and com-
mercially viable.

In the imaging world, we’ve learned the digital utilities have
been there for decades; they just weren’t available in the phys-
ics of film and paper. And now those needs or preferences are
reduced to immediacy: high emotional value, and hence the idea
of the LCD on the camera. Someone takes a picture and the very
next millisecond there’s this gathering of bees around the hon-
eycomb as everyone rushes to the LCD to see what it looks like.

And so this idea of immediacy is not a new demand, it’s just that
digital technology has suddenly delivered accessibility, reach, and
response.

Consumers are opting for technical solutions or ecosystems
serving the demand for social currency, delivering the total mem-
ory experience, and overcoming the friction.

In a print-based environment, your ability to emote required
direct proximity to the print. It took forever and a day to get it
out to as many people as you wanted. And the reach was very
short: with a single print, you just couldn’t get that content to a
large number of people, due to that physical limitation.

TIME, RESPONSE, REACH
What has digital done to that time and response mechanism?

Now access is no longer physical proximity to the print; it’s
connectivity.

Your response is no longer just the emotion as someone looks
at your print and smiles — it’s the tags and comments that build
one to another over time. Now we take pictures and we post
them online, and we have immediate feedback — sometimes in
seconds. It’s real-time, all the time. And our reach is potentially
infinite. It's bounded only by the number of connections you've
permitted to that account.

So if the consumer is telling us what matters most is imme-
diacy, accessibility, reach, and response, then the Internet, as
an example, will far surpass the print. It may not have the same
quality in the traditional sense of RGB density, but these are
trade-offs in the choice the consumer is more than willing to
make.

Remember, most of our target consumers, 24-30-year-old
females, mothers and young adults, have been for the last 10
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Gen Y - Understanding the Catalyst of their Behavior

This generation is propelled by exposure to and immersion in technology that
has defined and refined their core attitudes and motivations:

Differing visual literacy
Devices

Reach and content infinite,
speed immediate, access 24/7

A world where:
Bounds are not geographic
Physical proximity is not a
requirement
Time is not a constraint
Content is a continuum

/

A new generation of behavior:
Text instead of talk
YouTube over TV
Buy songs and not albums
Play Halo with thousands

years defining a new visual literacy: Their visual literacy is no lon-
ger the RGB value of a quality portrait. It’s no longer the invari-
ant quality of reproduction within a professional lab. They’ve been
looking at a Gameboy cartridge since they were five years old,
stuck in the back of a car in a car seat. They’ve been looking at a
cell phone screen for 10 years. They’ve been looking at an instant
message screen on a PC for 10 years. They’ve been looking at a
PlayStation. And they’ve been looking at YouTube. And so their
visual literacy is no longer tethered to a standard of quality mea-
sured in red-green-blue. Their quality is the experience. It’s the
accessibility. It’s the immediacy.

Going forward, this suggests there will just be a continued
proliferation of content in Internet-based social networks, as
opposed to the wall art that we’ve seen historically.

UNDERSTANDING GEN Y

This generation is propelled by exposure to and immersion in
technology; it has defined and refined their core attitudes and
motivations. They have a very different visual literacy. They are
fundamentally in tune with devices. They are looking at reach-
ing content that is infinite, and where speed is immediate, and
access is 24/7.

Parents: If you've got a teenager, you need to pull your phone
hill and start looking at the time stamp on the bill of when text
messaging is happening, and when voice is happening. They’re
talking at 2-3-4 in the morning. The 24/7 is no longer an ethereal
concept; it is the life they live. They’re never unconnected. Theirs
is a world where there are no geographic bounds. Their print
information is not bound by a two-dimensional print on a wall or
in a frame or in a wallet. It is in the Internet.

As you begin to understand what that means, that attitude
and usage level, it means you’re going to have a hard time selling

Socialize in cyber space, not physical space

a $200-300 individual wall
portrait.

Hence the rise of Debbie
Digital, or “Mom-arazzi”,
a photographer who has
realized the geographic or
generational definition of
who they are selling to: The
young adult who has these
preferences, these quests
for utilities. They’re willing
to pay premiums not for

\(11[ Tube!

myspace.com.
“ Y en‘-ﬂ!fi'lﬂlﬂdl

; physical prints that hang
)
Gc USIL on walls, but for access to
content they can’t get for
facebook themselves.

Let’s face it: Moms aren’t
avoiding the 99-cent song
charge by singing into the
microphone with their com-
puter; they’re still paying Apple 99 cents because someone else
has a better voice, a better ability to emote through music. Same
is true of professional portraiture. People realize they do not take
as good a picture as someone else who’s trained or qualified in
this field, in this particular skill set. What they’re saying is don’t
broker or transact with me exclusively in a two-dimensional print
world; however, let me have access to that incredibly beautiful
wonderful file and let me share it.

WHAT TO WATCH FOR —

SURVIVING THE VORTEX

The photo industry hasn’t hit the bottom. The threshold of where
this will go has not even been scratched. Video is going to con-
tinue to change the way we watch life unfold. Extended families
will see life not as a static image, a wallet-size print in the mail
— but as a series of video highlight reels.

It is bad enough to think about what the digital camera and
the Internet has done to the portrait market, as if it was a self-
contained ecosystem.

The reality is that, as noted above, there’s a “vortex” that is
swirling around this industry.

It began with music, movies, and entertainment; it began with
computing and communications.

The professional portraiture industry is struggling today to
get $34 once a year from a consumer for an incredible package
memorializing a moment in time for their child. Or maybe $500-
$1,000 from a consumer for that special wedding day.

But think about the consumer and a monthly surcharges for
their computer, high-speed ISP connection, landline if they still
have one, cell phone, media plan. The average U.S. household is
spending between $350 and $500 a month to bring content into
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the home or into the hand through a device. That’s $3,500 to
$6,000 a year for the right to access information, to access it
quickly.

And yet most customers won’t spend $30-$50 to have a keep-
sake or an heirloom of our child. They will X dollars per square
foot for wallpaper, but they won’t spend the equivalent of $30
for an 8-by-10 to put on that wall.

The preferences consum-
ers are voting for with their
pockethook are greater and
greater utility.

Coming out of this vor-
tex is not the demise of

Streaming Video

THE PORTRAIT MARKET AND A

DECLINE IN TRADITIONAL PRINTS

We’ve seen a 6-8 percent per-year drop in color paper across
the industry since 2005. That is going to continue, and it may
get steeper as substitution increases with Electrophotographic
type presses such as Kodak NexPress and HP Indigo presses.
The evolution in DVDs, multimedia, and web-based imaging mod-

What to Watch For — Leading Indicators

Increased device penetration

Posting and format compatibility

portraiture, but the trans-
formation of portraiture
from what was historically
single-stimulus, single-print
wall art to a two-dimen-
sional array of products.
Not two dimensions in geo-
metric dimensions, but two
specific dimensions of skews
or output: one being photo
books, and photo merge.
The press products make
for a greater visual experi-
ence that increased utility
in the consumer’s mind of
reliving and rememorializing that time in life.

If a professional image is what’s sought after, the media on
which it’s viewed is secondary.

What the consumer is saying to Apple through the iTunes store
is, “I will pay you for the right to receive music that emotionally
charges me, because the person I'm buying from can do it better
than | can.”

The same will be true of professional portraiture. Consumers
will pay a premium for the right to content that has been captured
artistically, creatively, and with the understanding of human per-
sona. Professional photographers have proven they can do what
most consumers cannot: Capture the essence of the child, or of
anyone. When they look through the lens, they see life, and they
see it the way non-professionals want to see it, but can’t see it
when they look through the viewfinder themselves. The fact is,
content may or may not end up on an 8-by-10 — it may end up
in a phone, a tablet, a display frame in the home, or on a PC.

It's really coming down to reducing the friction, and following
the value proposition the consumer desires — and getting paid
to do it profitably.

Display Screens
Connectivity

Content application — beyond personal images
Cost (ala HDTV)

(becomes the salient selling feature)
Editing tools — fast, easy, inexpensive

Ubiquitous access/connectivity
Web 2.0 traction and velocity
User interaction and engagement (population densities, memberships)
Device connectivity — accessing the web via mobile systems

els will only continue to proliferate and grow in volume.

But it’s not a unit-volume game; it’s a margin game. And while
photofinishers may lose a hundred or a thousand orders for 8-
by-10s per week or per month, their charge is not to replace
them unit for unit, but to replace them margin dollar per margin
dollar. And that is what is really exciting about the changes in
the ecosystem, and the opportunities for these new profit pools
to replace the sort of traditional profit puddle: Many of these
press-based products have incredible margins, as do many of the
DVD-based and web-based opportunities.

Again, the cost of distribution is theoretically free, because
you’re moving zeroes and ones down a pipe that is paid for by
the consumer. Also, the cost of advertising is theoretically free:
Consumers have taught us a brand pales in comparison to the
experience of a peer. Having blogs, forums, and sites where
consumers are advocating on behalf of the professional market,
where consumers are sharing great experiences, tweets are
pointing to URLs and to web-based pages and web-based envi-
ronments where the experience is unmatched or unparalleled.
It's almost theoretically free to get those advocates in place.

Color paper and/or traditional print media may decline single
digits per year, but it’s replaced or augmented by press-bhased
products, photo books, photo albums, calendars, cards, etc.
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And then the next wave could actually increase the total wealth
across the industry.

THE EMERGING IMAGING MODEL:
THE DIGITAL ECOSYSTEM
Content and context come into the consumer collection. That
collection can find its way onto printed color paper; onto some
kind of press product or photo book material; or to a screen. The
consumer is already doing this with content and context they
control. They’re bringing into their own collection music mixes
and mashes they’ve made, or video streams they find entertain-
ing and interesting; and all of the personal images that are either
available to them from friends through crowd-sourcing or they’ve
captured for themselves.

However, the availability and the accessibility of high-quality,
well-composed, artistically designed images has tremendous
potential.

VALUE EXTRACTION

Prints are no longer just single prints or packages. They are gal-
lery wraps, floats, and other
innovative ways the profes-
sional  photographer and
photofinisher  prominently
displays information and
content.

Our opportunity is to revi-
talize the emotion of these
traditional SKUs. Many car
salesmen will tell you the
challenge is not to sell the
car; it’s to get the prospec-
tive buyer on the lot. Once
they’re there, the conver-
sion rate is extremely high.

Photographers tell us the
same thing. Get Mom into
the studio; let her feel and
see the emotion of the wall
art. She’s moved to buy.

The problem is, she’s not
coming into the studio as part of the journey to understand infor-
mation. She’s sitting on her computer, searching through the
Internet for product information, capabilities, services, and price
structure.

And so the challenge is: How does the industry get Mom back
in front of the wall art? How does it revitalize that emotion?

At the same time, photo books, professional albums, and
personal publishing give Mom the ability to personalize and to
customize.

Think of the school market, where today a yearbook advisor and

Surviving the Vortex

Portrai

staff of five choose every picture in that yearbook. If you're not
part of the right clique or the right group of kids, you're in the
yearbook as a photo for the class, and maybe one activity photo
— even though, there are tens -- if not hundreds -- of pictures
of every child. Thousands of prospective images were screened,
filtered, and edited out.

Look at the school activity content that’s been filtered out,
and imagine if we could get that in Mom’s hands. Imagine if she
could personalize and publish books telling the story of a foothall
season, or telling the story of her child in the play. It’s no longer
choices made by the yearbook staff; it’s individual freedom.

Leveraging the power of print-on-demand, aggregating content
for consumption, personalizing it — this is the foundation of the
page premium. This is why the market is going to move rapidly in
this dimension.

Simultaneously, there is an opportunity mapping digital infra-
structure into the new ecosystem: Screens, digital frames, and
keychains, slideshows and “sizzle reels” of video highlights, iPhone
and mobile phone apps, crowd-sourced data, and Facebook and
social networks.

Enlargements Force =
- + Tech Disruption /
Displacement

* Bus Models f
Pursuit of Wealth

+ Cloud Connectivity
+ Reducing Friction
= Utilities /

Value Props

Albums

Entertainment
Movies

Computing

Communication

Subscriptions

Micropayments
Data Plans

Consumer A&U

Preferences

Choice
Stacks

This ecosystem creates new wealth — profit pools beyond the
print media; and it captures value in the mind of the consumer.

Remember, nothing happens until the consumer opens their
wallet and parts with cash. If they don’t put money into the eco-
system, we're stuck where Anderson calls “freemium,” where
everything is a cost to somebody else, and free of charge to the
end user. It’s only when they part with cash — because there’s
an emotional attachment — that the ecosystem is funded and
fueled, and it grows into a profit pool.

With print pages and screen configurations, there’s not any



