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Introduction – The basic formula
The basis for a crowd-sourced daily deal made popular by Groupon is a simple idea: media partners with local businesses to sell outrageous deals in the form of discount vouchers online; typically these are at least 51% and up to 75% off. The difference between a daily deal and a group deal is that a daily deal could be any kind of offer that changes daily; a group deal is one that is crowd-sourced.  In order for the offer to become active enough people have to purchase it, so the deal reaches the “tipping point” required. Consumers are thus incented to spread the word to their friends via email and other social media. Worth $1.2 billion after just two years in existence, Groupon is proof of the enormous appetite for deep discounts.

What makes deals go viral is a combination of three main qualities in the offer:
• Time limited – You only have so many hours before this offer expires

• Social - You only get the deal if enough people buy the same thing on the same day

• Fantastic– Better than 50% is part of the group deal brand, which was established by Groupon, and now recognized.  

Once launched, deals typically generate ten cents per email name, and run 220 days a year. Here’s an example:
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Media companies who want to introduce a group deal have a variety of options. At least one major media company, Gannett, has developed it’s own deal software, DealChicken.  McClatchy has been criticized for partnering with Groupon, which now will own the email list for their companywide program. However, most local media companies are choosing to partner with a third party technology company, who provides the software and supports the back-end sales of deal vouchers, in return for around 10% of the 50% of share of the deals that the media partner keeps.  Shoutback, Deal Current and Analogue Analytics are examples of companies who provide software and support.
The real key to running a successful group deal program is finding and creating great deals, which, with a little work, many local businesses are more than happy to supply. Revenue streams for local media companies with group deal programs are immediate and most are tracking six figures by the end of year one. They are also a good way to monetize unsold but premium real estate on Internet sites.

Downsides of the programs are few: These programs require significant prime promotional real estate. They work best with one full time employee and a lead-time of about three months to get started. Businesses who criticize the programs typically bring up concerns about the long term effects of very deep discounts on margins or that they have had a bad experience with Groupon, usually from because they wound up over capacity, unable to turn deal consumers into regular customers and annoying full-price customers.

Some markets like San Diego, Chicago or San Francisco may have as many as 30 daily deals run by various media companies at a time. Even smaller media companies in hyper-competitive markets, however, can differentiate themselves by going after niches that match brands they own, such as nightlife or sports. Think in terms of email lists you own as well as just overall traffic. One example is DiscoverSD’s Insider Hook-up (explored below) focuses on deals for events, dining and nightlife on Wednesdays, when people are just starting to plan the weekend, and is planning to add an additional day, focused on post-weekend pampering such as salons and massages earlier in the week.

A group deal program can also launch with just a single great deal a week. This is especially true in markets with a population of less then 60,000. The key is to be consistent and have a set day each week. Later, increase the deal frequency, and with the formula down pat, the program will have only the best deals - and brand - in the market.  On other hand, once you decide to go daily, don’t miss days. You can't go back!    

Because of the low overhead and significant revenue size most local media should consider a group deal program. Smaller markets have the advantage of a smaller presence by Groupon on the market, but the disadvantage of less density. 

A. Organizing your company for the launch

On the pre-launch check list are the following items: evaluate your email base, hire and train key staff, work out the compensation and line up enough deals to make the program sustainable without organizational stress. Taking these one by one:
• Evaluate your e-mail database. Metrics for this product follow a simple formula: Reach times deal quality equals cash. Part of reach is both the online and traditional media audience; however what directly powers the program and its repeat users is the email list. So having a sufficient email list “out of the gate” is critical, and the first few deals should be aimed at list -building rather than moneymaking, that is smaller deals that appeal to everyone. The promotional power of a daily newspaper or broadcast site makes up for limited email lists, which will grow as the program matures. 

So to start a daily deal program, the email list should be at least 5,000 names; Groupon suggests 10,000 names a minimum starting figure.  If you are a very small media company, consider giving a cut to other media companies such as radio stations or brands who do significant email marketing in return for use of their email list or other promotional value. If email affiliate partnerships are a possibility for your company, make sure the daily deal software provides a way to identify and split revenues. Deal Current is partner whose software allows this capability.  
• Deploy key staff.   In small companies the champion of your daily deal program can be doing other things, but only one person should "be in charge of" creating a schedule of fantastic deals.  Make sure the word “fantastic” is in this definition! If the whole team can pitch and close daily deals without controls, they focus on “low-hanging fruit and do not acquire the right deals at the right price.  Bad deals won’t “tip” and kill the “buzz” around your program. 

The cultural shift here is that sales reps are used to letting the “customer” tell them what to do, group deals need an equal partnership in which the media company will “walk away” if standards are not met.

If the sales team begins pitching deals directly, managers are soon faced with whether to “turn down” a good advertiser’s bad deal.  To avoid this inevitability, a designated person should close all “leads.”   That way the program can shape the deals and gain its own following. Consumers have to love it, talk about it, opt-in and come back. Deal quality is Groupon’s strength – they know how to find it, create it and require it.
Targeting existing business for the easy up-sell rather than new businesses also misses a key opportunity in the market. About 80% of Groupon’s advertisers are not existing newspaper customers. So adding a Group Deal to a list of 30 products that reps can sell is not really enough of a focused effort.  Don’t make this mistake; hire a dedicated champion with authority to vet and close new deals from the get go!
Both Living Social and Groupon only have “feet-on-the-street” in some markets In Omaha, Nebraska, for example, Living Social has one person on the street (and has been known to assertively recruit newspaper sales representatives) while Groupon is still working the market – successfully - from its Chicago call-center.  Groupon has feet on the street in about 50% of markets it is in, starting with the larger ones. 

• Compensate the sales force. A typical sales commission for the dedicated person on the media side is base plus 10 to 15% of the deal, which they split with any account executive who shares the deal. So align base pay with what is appropriate to the market, but plan to offer a substantial commission that rewards  "killer" deals. Note: The split with the AE is not problematic, since the sales rep only stands to gain by referring out the business. For a daily program COS will equate to  25 to 30% first full year, but since that is the only hard cost, it is will worth it to have a solid program.
• Line up clients in advance.  Having enough businesses to launch the program is typically the biggest concern going in, but businesses are far more willing to participate in a pay-for-performance model than media companies realize. Lining up clients in advance poses less strain on the organization – think two months to get the program “set up” and another month to get it “pre-sold.” Have some media companies "run out" of clients and missed a day? Our contacts say yes, and it is not pretty.  Make sure there is a fallback product such as sports or concert tickets. Missing a day takes some resources to get back on top of the program, and you risk having your daily deal customers ignore your program because it’s inconsistent. A traditional daily deal program runs 220 days a year, including 5 days a week, Monday through Friday (Friday's deal goes through the weekend). The Sacramento Bee even scheduled up to three months in advance.  We’ve seen a company rush to market against Groupon with as little as eight days sold, but they came close to running out of deals and wound up selling one of their own products to fill in. One month ‘s sales is a safer number. 
• Creating the brand. Brand issues are getting more complicated and creating a brand for the group deal is no different.  Take into account what your overall multi-media brand is: The name of your city, the name of your legacy media or a third corporate name? City names have strong SEO qualities, so if {cityname}dailydeal is available that is one option. If there are a large number of media properties sharing the deal program in different areas, a unique name that is easily remembered to brand the program can make sense (think DealChicken, a Gannet program).  Also consider how the group deal will fit into other coupon offerings, if there is a coupon site, this could just be part of another coupon brand. 
B. Creating fantastic deals

Remember the metrics here is deal quality times reach equals cash, so let’s look at the second half of this equation:  Deal quality.  What counts as a great deal and which businesses should be approached first? We’ve already touched on  “more than 50%” discount issue. Groupon asks for 75% off, but our media contacts say that offering some discernment between, say 51% and 75% off can actually strengthen the program by putting less stress on the business partner. There are also other qualitative factors about the partners approached.

• Prioritize by geo-density or multiple locations 

Geographical location - and especially density - is important. Downtown areas do better than suburban areas. The bell curve starts about a mile away from the city and drops quickly.  So look for email groups that match dense areas or have multiple locations.

• Prioritize by quality of business 

How do you know what companies are "hot"? Look for businesses that have a lot of pent up demand - i.e. people want to buy this, but limit themselves because of their budget. A poor business will not get a big response, and this is one reason why you want a specialist, rather than sales people, scheduling the deals. A minimum criterion is that the business has a web site; typically a web site is searched when customers are researching the deal. Also look at the Yelp reviews, a company with a lot of strong Yelp reviews is an ideal candidate - it shows that it already has a social buzz in the marketplace.   
Part of quality is “mass appeal” – a product or service that most people want; but part of quality is the buzz of the individual business or desire factor that high revenue products and services often have.  Both will work, if the businesses have strong brands.
• Focus on Groupon-proven business categories
It is important to see that the program is selling a lot, 50 to 100 deals a day in the beginning of the program (weekly deals should aim higher). So it is a good bet to start by focusing on known categories like restaurants and then sprinkle in other businesses such as yoga, spas and massage. After the program has legs, it can be optimized for revenues – some of the top performing deals are cosmetic dentistry and hair removal, which are more expensive and have pent-up demand. 
The number one revenue category by mean revenue is city tours. In fact, the most popular item in the brief history of Groupon is a $25 ticket for a Chicago architectural boat tour that sold for $12. In May 2010 Groupon sold 19,822 tickets in eight hours, splitting $238,000 with the tour operator.   
As a revenue winner, tours are first, followed by hair removal, spas and facial, golf, massages and yoga. Yippit, daily deal aggregator, is a great source to look at category offerings, and serves as a kind of Neilson ratings for daily deals. This is especially interesting if you are going after a niche or set of niches with your program. Here's a link: http://blog.yipit.com/wp-content/uploads/2010/07/Mean_Revenue_DD.png  

• Focus on businesses with low incremental costs for more sales
If you are looking for a secret sauce for picking a great partner, one ingredient is low incremental costs for the next, say, 300 sales.  Most product-oriented retailers will not be able to afford the big discounts, unless they are fire-saling post-season inventory. This is why services such as teeth whitening or beauty salons make sense; the staff is already salaried and may be under-deployed. Companies that schedule can require daily deal customers in their own downtime to avoid inconveniencing regular customers – unlike restaurants! The same goes for ticketed events or city tours with unsold seats. Restaurants do have good incremental margins, so as long as they have capacity and demand, they are also a good target. We’ve heard, however, that even one large national steakhouse had to ask the deal provider to “take it down” because of being overwhelmed. Be sure to discuss capacity issues if 300 or 500 new customers show up in the same week!

The best Groupon deal by size of revenues in Omaha, was for hair removal, in fact it is still most successful deal in its history in the city, netting far more than the much-publicized Gap campaign. According to his analysis, locally Groupon sold 1,249 hair removal vouchers at $99 each, just shy of $125,000. The next most successful day was the 2,396 GAP vouchers that sold for $25 each, or nearly $60,000. So the number of vouchers is not necessarily the most successful.    

Groupon recently had its first Omaha deal that did not reach its tipping point.  The deal was for a discount laundry tried to sell vouches for t$57 worth of laundry for $25. They sold 11 and the tipping point was 30.

In summary, the businesses that tend to do well have many of the elements of any great local business – great locations, a good buzz, high margin and ability to create capacity on the fly. 
C.  Training on partner acquisition 

Sales people who present the daily deal need to explore - that is get used to asking direct questions about - both the acquisition cost per customer, and the net cost of the product or service. Then they present the advertiser with a break-even proposition. The idea is to ask the customer enough questions to create a break-even deal, and a program to “keep” the customer,” 

This means that the lead person putting together deals needs to help advise partners on programs they can have in place, what will be the real value and the average value of an annual new customer. For example, a tanning salon, could offer an six month package, or all customers can be required to sign-in with their email, and so on.  Make sure your vendor provides substantial sales training on partner acquisition. If you are thinking about an sms-messaging product that consumers can opt-in to, this is a good time to deploy it – an opt-in sign up people who bought the group-deal will help turn them in to regular customers.
D. Pricing and commissions

Generally, the standard set by Groupon for pricing and commissions is that the media partner takes 50% of revenue from vouchers sold, and requires a discount of 75%.  Deal Current conducted a survey of Living Social and Groupon customers before launching their own start-up and found out that the biggest problem was the "too much success" phenomenon.

Businesses who had partnered with Groupon answered, "When my deal did really well, it really hurt my business... I'm replacing my old customers with people who are not paying as much," according to Patrick Dillon, of Deal Current.  So the lowest price isn't always the best one.  If you are selling businesses that have used Groupon previously, use this experience to optimize pricing and stay flexible. 
If Living Social and Groupon are in your market, one competitive advantage is to start out with a smaller cut of the deal (instead of 50% that Groupon takes) or tier the price to by the number of sales. For example, your percentage could go down to 40% after 200 sales.  There is evidence that Groupon is now going to market with a willingness to match the cut of the deal against other daily deal companies in some cases, but having the lower percentage from the beginning is a major advantage.   
Note:  At all costs, avoid pricing at exactly 50% off. There's a special place in daily deal hell for 50% off programs due to the number of "half off" programs in most markets. From a perception standpoint, there is 50% off, and then there is the “Daily Deal” which Groupon has effectively branded as a fantastic deal, i.e. more than 50%, even if its 51%. A 50% off program is me-too program, "I've seen before". You can run both on your site, since the 50% off deals are not time limited, but don't confuse the two by overlapping the price points.
F. Take advantage of your promotional power 

Top media companies launching the program have moved ad inventory around to accommodate a daily deal in a key position - top right hand on all pages that competes with Groupon's early in and buzz in the marketplace. Use all of your media resources: Print ads, top right square (300x250) on the home page, unsold inventory, mobile, e-mail, Facebook and Twitter postings.
Case study 1 – Omaha World Herald takes on Groupon
 Six months after Groupon invaded Omaha, Nebraska, the locally based World Herald Company responded in kind. On July 22, the World-Herald launched dailydealomaha.com, becoming the third daily deal provider in a city with a population of 880,000.

Pat Lazure, president of World Herald Interactive, says the goal is not just to "play too" but also to use its inherent advantages to do as well or better than Groupon in Omaha. With 36 “daily deals” under their belt, the site was averaging $3000 a day in gross sales, putting the starting point for annual revenues at about $200,000 to $400,000.  Growth is fueled by growth in the e-mail list, which increased by 30% in the program’s first three months. Running at about 31,000 in August, 2010 it was still only 60% as big as Groupon’s local e-mail list in the market, but growing rapidly.

Lazure says the program has a track record of doing “as good or better” than Groupon sales when the same deals are launched, even with a smaller email list, because of the promotional breadth of the legacy print/online brand. 

Naming the site  The group deal program creates another brand decision; in the case of Omaha, there was a trade-off between an SEO friendly name like DailyDealOmaha.com, which contains key search terms, or a location agnostic brand (such as Gannett’s DealChicken) that works as a brand across a variety of markets owned by the company. Lazure points out that Groupon creates a buzz without a location centric brand, as have knock-offs like Morgan’s deal and Lucy’s deal (who partner with Deal Current). Ultimately World Herald still chose to go with the location-based brand that had more SEO power.

To compete with Groupon and Living Social, the OmahaDailyDeal offers more promotions, features the deal of the day in the upper right hand corner of every Omaha.com page, which is approximately 500,000 page views a day; runs a full color ad on the back of our Living section, just below the television listings. In total about $7000 worth of extra free advertising is part of the package.

The first deals sold about 60 or so vouchers, which increased, to 125 vouchers per deal in a few months. At ten to 15 cents per email per deal, the company grosses an average of nearly $3000 per deal, or about $1350 day net revenue. At this level his group is on track to earn $200,000 to $400,000 in its first year (considering the program sells about 220 days a year, excluding weekends. Groupon, on the other hand, has an estimated 50,000 emails and is averaging over $5000 per deal in the same market.

Case study 2: What if the group deal is weekly 

To make the case for a weekly deal, we looked at DiscoverSD.com and sandiegoclubs.com, which are lifestyles pure-play sites catering to a younger demographic. They have a combined reach of 150,000 UV's and 630,000 page views monthly, but felt they might be too small for a daily deal program. So the company launched a weekly deal on July 10 on Deal Current’s platform, calling their new sites, DiscoverSD.com Insider Hook Up (go to hookup.discoversd.com). The name matches the brand because it "hooks up" the audience with uniquely created "cool" deals such as Hard Rock Hotel staycations that other deal sites don't have. The brand is a sub-url on the main site, a great promotional space that most daily sites have not utilized.

While one rep supports the deals, the sites also have five outside reps selling 6 to 10 marketing products and services to lifestyle businesses such as San Diego restaurants, spas, hotels, and clubs.  The Sales team was instructed to look for "really good brands that had never done a deal before" that tied in with its own brand and audience. In this way, the program's deals were positioned as exclusive offerings, only available to DiscoverSD.com members.  Since the site is entertainment-oriented it made sense that the offers would target entertainment consumers.  

The first offers were for top San Diego restaurants, bowling alleys and top nightclubs. Offers included $30 gift certificate for $10 to use on food and drink. DiscoverSD.com has found that the $10 to $15 price points at a 60% or more discount on top business have yielded the best results.

While DiscoverSD.com's mailing list is a respectable 20,000, additional affiliate relationships increased that number to 65,000 names. In this case, they tapped one of their advertising partners, DJHere, a top San Diego promotions company, who shares in the revenues from the list it has added to the mix. DealCurrent's software allows for tracking revenue share with affiliates, something not all software providers provide, so if you are interested in this model be sure to ask the technology partner about this capability.

In the first six weeks of the program about half of the deals sold more than 400 vouchers. The first month broke even, the second was profitable and by the September 13th, they are already at August's revenue level.  The company then moved to two deals a week, Health and Beauty on Mondays when their target market of weekend revelers is relaxing and primping; and back to restaurants and entertainment on a Wednesdays as the same audience gets ready to go out and do it again. At the time of this article, they were planning to move to four deals a week in November and possibly daily in Q1 of 2011. 

F. Choosing a third party vendor 

The daily deal software is not highly technical - hence the 300 software companies vying for market share. However, unless your company has a very strong technology teams its better to partner with a company who knows the space. Here are some things to check for in a partner:

Support and training. The two most important areas to explore when selecting a vendor are support and training. These programs are more complicated than selling print or broadcast advertising and need hands-on support. The most frustrating challenge for media companies we talked to was being unable to access their technology partner on the phone, due to growing pains.   The only way to find out if they answer their phones is to talk to their current partners, so make this call. 
Additionally, there are large differences between vendors regarding what kind of field training is supplied, if there is live support for your organization during business hours, live support for customers with credit card issues, "where's my voucher" and other issues. Call the support numbers yourself and see how calls are answered. Also look at the roadmap - will they be able to keep up as Groupon evolves? Do they have plans to add text or email-based opt-in customer loyalty programs in the future?
Another key factor is the kind of reporting that the company provides to the business partner to track deal vouchers – is it just a printed list, or cloud-based log-in?  Can someone on staff create and launch a deal? Access the reporting? Some vendor platforms rely on the software company to push each deal live, adding additional, sometimes costly, delays.   Finally check into the background of the company, most companies are new but many have other similar products under their belt.

The best choices, however, come from comparing several companies against a variety of criteria. Here is a list of RFP questions for daily deal companies that can simplify the task.  
1. Is the program co-branded (part of a larger national coupon site) or will it appear as a white label brand? (This question generally excludes Groupon as a partner, since it does not offer a white label; Living Social now does, as well as most other vendors).  

2.  Who owns the email list? Hint: You should. 
3. Is the program hosted as SaaS or run by your own IT group?  
4. What other companies are using this service, are there any newspaper/broadcast sites?   
5. How is it similar to or different from the Groupon model?   
6. How does business model work? Typically software companies take around 6% of revenues from voucher sales; and after credit card fees this adds up to around 10% off of the top.  
7. Who sells the clients?  
8. What kind of support is provided? This is the most important question; we have heard some complaints from media companies about this area - check references! Areas to check include training, live customer service for consumers buying vouchers? Is there live customer support for the media company during business hours?  
9. Who "sets up" the deals every day? Scheduling/setup is key.  Who will be the gatekeeper to keep out the bad deals? The key to this is distinguish which ones are turnkey when media adds their sales team and which ones require someone to play product manager/producer to keep the program running at optimal efficiency day to day.  
10. Are there levels of permissions? For large companies with multiple media properties this is an important question.
11. Does your software provide mobile apps on specific devices for partners to use/distribute deals?
12. Will they bring any ad networks do they bring to the equation? Consider that GAP and others want to do a deal 1x and get it in many markets. Publishers may want to plug into a national network rather than go it alone as a silo in their local area and be left out of the national deals that come along.   
13. What tracking tools does their system provide to retailers (customers) to track new customers from the offers (spreadsheet with all names on it? Website login? Phone system? Point of Sale/bar code integration?) As one interactive director puts it: "A big complaint about Groupon is that they sell 3000 vouchers in 1 day and then give the business owner a spreadsheet print out of 3000 names and coupon ID #s on it and say 'good luck'. Makes it pretty hard to handle all the coupons that come in and making sure they are not being used more than 1x at many locations."  
14. Who is on their management/executive team and how are they positioned to win the long battle in a very competitive marketplace?  
15. Will the customer be able to log in to see reports?
16. What types of additional products are on the roadmap (customer loyalty programs should be on this list)?  
Conclusion

Based on what we know now from the experiences of media companies here are five take aways for companies exploring this new revenue stream: 

1. “We can do this...as well or better than Groupon.” Research what Groupon is doing in your market and plan on doing better with your added promotional power and history in your community.  The easiest way to do this is to join Groupon and get the e-mails. Also, track aggregated deals using Yippit.com.

2. Bargain hunters are shopping all the deals. Bargain hunters will sign up for all the deal lists, so ultimately the competition is about who can provide the best deals; and that means local business partnerships are a premium. Think ahead by offering to help these businesses create loyalty programs that supply continuing revenues.

3. Deal quality is king. Controlling deal quality is probably the number one factor in running a successful program.  

 4. The future will be more congested and targeted. Because of the low barrier to entry there is sure to be more competition, followed by more fall-out, ahead. Traditional media companies will have clear advantages, especially if they incorporate a strategy that allows several different kinds of deals. The Group Deal is only one possibility; other shoppers will want coupons to use on a regular basis. Consider how a variety of deals will be aggregated on your site, and how to create additional opt-in choices that will include the ability to text specific deals, or to target only people with specific interests.

5. Small companies should consider weekly deal programs  

Consider starting weekly is an option to keep deal quality high with fewer resources. Focus on building a brand of quality deals first, not just quantity of deals. Use affiliates to expand the email list and reach as fast as possible. Even small companies need to invest in the program - and at least one full-time staff person. 

Special thanks to Pat Lazure, World Herald Interactive; Nadav Wolf, CEO of DiscoverSD.com and Patrick Dillon of Deal Current for sharing their expertise and combined experience and insider knowledge with us. You can reach Deal Current at (619) 795-2993. For more information contact LocalMediaInsider at localmediainsider@gmail.com, 408.892.9815.
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