URGENT! PLEASE DELIVER www.cablefaxdaily.com, Published by Access Intelligence, LLC, Tel: 301-354-2101

5 Pages Today
Wednesday — July 25, 2012 What the Industry Reads First Volume 23 / No. 142

On the Hill: Ccable Act Hearing Gets Its Day

How big of a deal was Tues’ Sen Commerce hearing on the Cable Act? Well, #cableTV (the hash tag encouraged by
C-SPAN) was trending on Twitter for a little while. Still, there weren't many surprises during the roughly hour and 40-min
hearing, nor were there any real fireworks. The biggest news may have come from cmte chmn Jay Rockefeller (D-WV),
who said that consumers deserve a refund when blackouts occur. But it's not all about retrans. He hammered at cable,
complaining that “real competition should be bringing rates down.” However, despite his questions about the Cable Act,
Rockefeller didn't ask the panel of witnesses a single question. Sen Jim DeMint (R-SC), who has co-sponsored legisla-
tion to repeal retrans consent and the compulsory copyright license, said that lawmakers should remind themselves

that it's not govt’s role to manage or control any business or entity. Sen John Kerry (D-MA) was skeptical about DeMint's
legislation, saying it would “probably result in very few broadcasters being around,” while NAB’s Gordon Smith suggested
it would cause more blackouts. Preston Padden, a former Dishey/Fox exec turned adjunct law professor, gave his full
support to the bill. “I disagree that [eliminating compulsory copyright] would cause more blackouts because more parties
would have to negotiate,” he said. “There would still only be a single negotiation between broadcasters and cable compa-
nies. Instead of it being about the signal, it would be about program rights.” Padden’s bottom line: programming creators

of broadcast content deserve to be compensated for their product through a free-market negotiation. Kerry said he would
not support a “radical” proposal to eliminate retrans and must carry but added he does want to “shield consumers from
being used as pawns” in these disputes. He called on the industries to construct an alternative to blackouts and asked the
FCC to complete its retrans proceeding. Witness comments were pretty much what you'd expect. Time Warner Cable
programming chief Melinda Witmer said that the 69 blackouts this year represent a 39% increase over 2011. She rejected
the notion that cable operators are “gatekeepers,” saying they are very consumer-facing and that consumers often don't
understand the system (ie, that MVPDs pay for the programming carried, etc). The often-witty Martin Franks of CBS pooh-
poohed the notion that the '92 Cable Act is an antique, saying many would consider a 20-year-old to only be “emerging
from adolescence” While NAB’s Smith complained that most of the disruptions involved DISH, TWC and DirecTV, Franks
said there is an “unholy alliance of distributors who are supposed to compete against each other, but have banded togeth-
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er to [overthrow retrans]” In that vein, WOW! CEO Colleen Abdoulah wants broadcasters to be prohibited from striking
shared services agreement, which ACA argues gives them even more leverage in retrans. In the past 4 years, 800 small
cable companies have gone out of business due to retrans fees and escalating programming costs, she testified. Franks
warned the cmte that Abdoulah and WOW! do OK for themselves, with the “big, bad broadcaster” unable to convince
WOW! to carry CBS Sports Net. Her retort: it's not a good value, and customers aren't demanding it. When prodded by
Sen Mark Pryor (D-AR) about providing more transparency on deals, Abdoulah said she'd love to, but laws prohibit it.

Game Over: Tennis Channel remained victorious at the FCC, with the Commission upholding the ALJ’s decision that
Comcast discriminated against the channel. It must be distributed on the same tiers as Comcast-owned Golf and Ver-
sus. The MSO has 45 days to do so, although it has said it will appeal. The Commission did vacate the equitable chan-
nel placement portion, which would have required Tennis to be in the same channel neighborhood as the Comcast nets.
“Because channel placement was not at the heart of the dispute between Comcast and Tennis Channel, and because
Tennis Channel did not seek better channel placement as a remedy, the record on the effect of Tennis Channel’s place-
ment was underdeveloped. Comcast also makes a compelling argument that the ALJ failed to consider adequately the
burden of repositioning Tennis Channel,” the FCC said. Republicans Robert McDowell and Ajit Pai dissented, saying that
Comcast’s treatment of Tennis was within the industry mainstream. They argue that the FCC compared apples to oranges
by factoring in DISH and DirecTV'’s carriage of Tennis since they have equity in the channel. The timing of the decision is
great for Tennis given that its US Open coverage begins Aug 27. Comcast/NBCU DC pres Kyle McSlarrow penned a blog
post on the matter. “The decision will accomplish nothing other than to drive up programming costs and enrich a group of
wealthy investors in the Tennis Channel,” he said in a statement, adding that Comcast has carried Tennis for more than 7
years under a contract that was freely negotiated. “The majority’s ruling misapplies Congress’ narrowly tailored statutory
standards for discrimination and competitive harm, ignores evidence demonstrating that Comcast’s business decisions
with respect to Tennis Channel were based on unbiased cost-benefit analyses (not improper discrimination), misreads
the statute of limitations, and violates Comcast’s First Amendment rights.” Tennis, on the other hand, was over the moon.
“Today’s decision underscores that Comcast’s power comes with a concurrent responsibility to see to it that the freedoms
of speech and expression of the diverse programmers that serve these communities are not stifled simply because they
compete with networks that the sole cable provider in the marketplace happens to own,” the net said. “While our network
will benefit greatly from the broader carriage, ultimately it is the consumer who has won today”

AT&T Earnings: AT&T added 155K U-verse TV subs in 2Q, down 23% from last year’s gain. Consensus was 184K
adds. Despite the slowdown in video gains, U-Verse remained the growth engine for consumer wireline, and CFO
John Stephens was upbeat. “U-verse revenue growth has been amazing,” he said. “It's now a $9bln annualized
revenue stream, growing at about 38 percent year over year.” Overalll, AT&T posted $3.9bin in net income, up from
$3.6bIn last year. AT&T blamed seasonality for net decline of 96k in total wireline broadband connections. Bern-
stein analysts called the wired broadband losses “significant... That's more than seasonality... One of AT&T’s more
important growth supports in the wireline business has now gone into reverse,” they said. Said Stephens: “We are
still optimistic about our wireline business and believe particularly our business revenues are going to be positive
going forward. It just may take us a little bit longer.” AT&T’s consumer broadband, video and VoIP revenues now ac-
count for 57% of wireline consumer revenues, up 50% from the year-ago quarter. U-verse’s broadband adds of 553K
were more than last year’'s 439K. Meanwhile, speed does matter, as more than 50% of U-verse subs have bought
into plans that offer broadband speeds of 12Mbps or higher. The number sat at 39% last year. In addition, 90% of
new U-verse TV subs took broadband and about half of new subs took voice in the quarter. Overall, some 75% of
U-verse TV subs have a triple- or quad-play option.

Legal Eagles: “I think Viacom overplayed its hand” in its renewal spat with DirecTV, Public Knowledge staff attorney
John Bergmayer told Indy Show attendees Tues, pointing to reports that kids who used to watch Nick have found sub-
stitute programming. “Neither side can overplay their hand because alternatives start to emerge.” For distributors, that
means MVPD competitors. Although Verizon FiOS attorney Tonya Rutherford thought it was interesting that Time War-
ner Cable opted not to step up marketing in an attempt to gain disgruntled DirecTV subs. “That’s an interesting position,
and one we're probably going to see a lot more of in the future,” she said. (The same didn't hold true for all MVPDs, with
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Comcast and others running DirecTV-focused ads during the spat) While it's never easy to have a blackout, Franklin
(KY) Plant Board superintendent John Higginbotham said that when the municipal operator has absolutely had to do it,
it has “always” gotten a better deal—though it comes with a price in the small community. “You can’t go out to the grocery
store, and you might want to skip church for 1 or 2 Sundays in a row,” he said. Higginbotham noted that during Hearst
and Time Warner Cable’s 10-day blackout, all of the broadcaster’s messaging in nearby Louisville was aimed at Insight
instead of TWC as the branding transition hasn't happened yet. “I think a lot of consumers are pretty darned confused,” he
said. He also wouldn't mind finding out a bit more about how TWC was able to import distant network signals from Roch-
ester, NY, and other areas during the standoff given his own retrans consent problems. He complained of 1 in-market
station hiking retrans fees 4,500%. Internet streaming antenna service Aereo also came up during the discussion, with
PK’s Bergmayer saying that “everyone admits it's a close call” as to whether it will be deemed OK by the courts. ACA is
extremely interested because if Aereo can lawfully do this, what's to stop a traditional cable operator from setting up the
same technological platform, asked Cinnamon Mueller’s Barbara Esbin. Bergmayer cautioned against such a mindset,
suggesting that lawsuits would be filed arguing that a cable operator is different than a consumer opting to do it through
Aereo. The argument could be made that cable ops are doing it to try and bypass the system, he said.

Speed Matters: Perhaps to counter Verizon’s Quantum FiOS offerings, Comcast is launching Xfinity Platinum internet
throughout markets in its NE division with speeds of up to 305 Mbps down and 65 Mbps up. At $ $299.95 a month, the ser
vice includes Xfinity Signature Support (valued at $9.98 a month) at no extra cost. The solution offers 24/7 tech support, a
wireless gateway for home network, a dedicated personal communications consultant and online protection services. Just
a reminder that Verizon's recently launched Quantum is a 300Mbps plan with a $205 a month price tag. Comcast is also
doubling the speeds of 2 existing tiers for subs at no additional cost. Xfinity Blast subs will now get download speeds of up
to 50 Mbps (formerly 25 Mbps), and Extreme 50 customers will now receive speeds of up to 105 Mbps (formerly 50 Mbps).
Comcast is initially launching the offerings across many major markets, including Boston, Hartford, Philadelphia, Pittsburgh,
Harrisburg, Wilmington, Baltimore, DC, Richmond, and NJ. Future rollout plans will be determined later, a spokesman said.

Indy Show Notebook: When it comes to escalating programming costs, a lot of fingers are pointed at sports. But accord-
ing to Deutsche Bank’s Doug Mitchelson, “ESPN is not the problem.” He said Dishey has a limit on how much it thinks

it can charge for ESPN without causing problems in Washington. The bigger problem is RSNs seeking huge increases

and only showing a small amount of significant programming, he said. “l think the RSNs are getting out of control.” David
Joyce, who recently joined ISI Group from Miller Tabak, agreed that sports is a big culprit, but said there’s plenty of blame
to go around. “It's amazing how many new pilots are produced every year and how many are canceled after 2 weeks,” said
Joyce. “There are some antennas starting to be raised in DC and the investment community. Something in the business
model needs to change” Then you have the Googles and Netflixes of the world who think they will come in and start
producing their own original content. Needham & Co’s Laura Martin pretty much laughed off the notion. “Google thinks it's
in the original programming business with $100min. Hulu, which is in on the joke a little more, has committed $500min,” she
said. An hour of CBS primetime programming is $2min.” What's more, the cultures of Silicon Valley and Hollywood couldn't
be more different, said Mitchelson. “It will be a hard time to get talent to wholeheartedly participate because the money is
not really there,” he said. Martin noted that Google and Facebook actually charge content providers such as record labels
looking to promote music videos and said cable ops should look at ways to replicate that in an authenticated environment.
“You want to shift the business deal from you paying for content to content paying you,” she said. Short of that, she said ops
should at least keep moving toward metering as a way to capitalize on the continued growth of online video. As for OTT
competition, “l don't see Netflix as a long-term competitor;” she said, predicting that content owners will continue pushing up
prices “until [Netflix] can't afford it anymore... the content guys have figured out how much value is destroyed through un-
bundling” Martin also predicted that all major carriage talks will result in channels going dark for now on because ops know
that consumers will give them a few days before switching to another provider. But Mitchelson warned of a “cumulative ef-
fect’ if such drops happen too often. “We do have to be careful to study this over a period of time,” he said. In addition, both
Mitchelson and Joyce said home security/monitoring has huge potential for cable, with Mitchelson noting that cable could
help grow a market that has been stuck at 20% penetration for years. “The farther out you get, the more interesting it looks,”
he said. Joyce called it a “no brainer” as an add to the triple play. -- NBCU evp, content distribution Matt Bond told Indy
Show attendees that Comcast was able to roughly double TV Everywhere usage by streamlining its credentialing process
for subs, but challenges remain when it comes to long-term business models. “It will be important to develop a robust ad-
vertising model... so that there’s not cannibalization of the advertising model as viewers begin to shift their viewing behav-
ior,” he said. “This is going to be a key issue for Nielsen to resolve” He said measurement is vital and predicted that Nielsen
will eventually aggregate ratings for up to 3 or 7 days after live viewing across both linear and online. “The good news is that




CableFAX Daily.

Wednesday, July 25, 2012 @ Page 5

BUSINESS & FINANCE

they’re working on it,” he said. “They’re
not there yet” Heavy Reading senior
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