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Deal or No Deal: Liberty Sticking By Charter, Digital Rollout Underway

Of course, Charter’s earnings call Tues had to focus on consolidation, though “we believe in the benefits of consoli-
dation, including significant opportunities for coast and tax synergies and more importantly, the ability to grow assets
organically at a faster pace,” pres/CEO Tom Rutledge said. “l think Charter can be extremely successful without it and
potentially with the right deal, be more—even more successful” Liberty Media, which bought a 27% stake in Charter
earlier this year, also reported earnings Tues and discussed M&A. Liberty CEO Greg Maffei said it's unlikely the com-
pany would buy stakes in other cable companies, other than in helping Charter execute its plans. Liberty’s excitement
in Charter comes from its lag in exploiting opportunities such as triple-play, and its new mgmt team led by Rutledge,
he said. He echoed Rutledge’s sentiment that Charter doesn’t need to be involved in an acquisition. “We also thought
there was optionality around other kinds of consolidation, but our investment was not conditioned around that option-
ality, it was only a further incentive,” Maffei said. Not everyone agrees, with Moffett Research’s Craig Moffett telling
clients that a deal is “now need-to-have, not nice-to have... Charter’s programming costs are unsustainably high, and
only a deal will fix them.” 2Q programming expense grew by $27min or 5% YOY, which equates to 5.7% per expanded
basic video sub. Full-year programming expense growth is expected to be in the mid-to-high single digits on a per
expanded basic customer basis. Overall, 2Q numbers showed improvement, with PSU net adds of +54K better than
the -23K a year ago. Total residential customer relationships grew by 5K vs a loss of 17K a year ago. Charter lost 48K
video subs in the Q, while adding 46K voice and 40K HSD customers. Adjusted EBITDA of $692mIn missed analyst
estimates of $730min, but revenue growth of 4.7% was in line. Worth Noting: Charter’s all-digital launch in Fort Worth,
TX, is complete, leaving 30% of spectrum in the plant empty. “Texas is growing again in every category of subscriber
PSU, and that’s the first time Texas has grown in years,” Rutledge said. L.A., Saginaw, MI, and Greenville, SC, systems
should make the switch this year. The MSO plans to take all of its markets all-digital by the end of *14. Like every other
big MSO, Charter is working on a cloud-based user interface. One possibility being kicked around is using a hybrid
approach, with some of the guide infrastructure in the box and other parts in the cloud. Later this year, it will launch an
app that allows streaming of linear video inside the home to smartphones and tablets.
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DISH Earnings: As if all the MSO M&A rumors weren’t enough, DISH head Charlie Ergen suggested during the
company’s Tues earnings call that the competitive environment has changed since its proposed merger with Di-
recTV died in '01 because of regulatory challenges. “There’s no question that putting DISH and DirecTV together
makes a lot of sense,” he said. “We would certainly look at DirecTV and putting DISH and DirecTV together,” he
said. Ergen said consolidation is inevitable because “the marketplace is probably fairly attractive for consolidation in
the video business... It might happen in cable first, forcing satellite companies to look at things differently” Retrans
disputes like the ongoing battle between Time Warner Cable and CBS (see separate story in the issue) “is going
to lead to industry consolidation, or it’s going to lead to congressional action, or it’s going to lead to new technology
alternatives, whether it's going to be guys like Aereo who do it a different way, or it’s going to be... customers who
just don’t watch the broadcast networks anymore,” he said. It's increasingly clear that DirecTV remains DISH’s “only
truly compelling combination,” wrote Craig Moffett of Moffett Research, noting “sufficient operating cost savings

to fund both network construction and the necessary price cuts to re-invigorate satellite’s consumer value proposi-
tion” and provide “a ready base of subscribers to whom to market a new wireless ISP service,” among other things.
During 2Q, the company lost 78K net subs partly due to rate increases and aggressive promotions from its cable
competitors. The company posted a net loss of $11min vs a net income of $266min in the year-ago quarter partly
due to a $438min impairment charge related to two acquired satellites. Other highlights: Ergen said OTT remains a
challenge, but “we are technically prepared for OTT, if that's something the programmers ultimately want to do.” And
with DISH’s contract with Disney will be up for renewal in Sept, Ergen said he’s “optimistic” that a deal can be done.

Day 4: CBS and Time Warner Cable’s game of he said/he said continued, with Les Moonves calling Glenn Britt’s Mon
offer a “public relations gesture” vs a true proposal. TWC'’s offer to carry CBS a la carte rings hollow, he wrote, adding “if
you thought it was a good idea, why aren't you offering your new, multi-billion dollar Lakers and Dodgers channels to your
subscribers in Los Angeles on an a la carte basis?” And TWC'’s offer to agree to new economics while rolling back the
deal to old terms doesn't work because the new economics are all tied to new terms and conditions, Moonves said. Mem-
bers of Congress have taken note, with Sen Ed Markey (D-MA) on Tues asking the FCC to investigate reports that CBS
is blocking TWC subs’ Internet access to CBS shows online. A consumer’s choice of cable television provider should not
be tied to her ability to access Internet content that is freely available to other consumers,” he wrote in a letter to the FCC.
He also asked the Commission to take action to bring the parties together so contract negotiations can be resolved. Rep
Anna Eshoo (D-CA), meanwhile, pledged to examine whether changes to the law are required to protect consumers from
blackouts. She urged the two companies to work something out. Time Warner Cable did file at the FCC last Fri (the same
day it lost CBS O&Os and Showtime), urging the Commission to reform retrans. The MSO argued that CBS’s bundling
of the O&Os with Showtime and pay TV services are at odds with the legislative intent of the retrans regime. It wants the
FCC to clarify that “good faith” negotiations require broadcasters to offer real, standalone terms for retrans consent. Other
MVPDs continue to come to TWC’s side. “The programming cost issue isn't limited to Time Warner and CBS. It's between
every video content provider in the programming supply food chain and every video distributor selling programming pack-
ages to consumers,” said Bob Wilson, Cox svp, content acquisition. “The industry has to find a way to work together to
address the path we are on with respect to rising content fees, especially for retransmission consent of broadcast stations
and sports programming, in a way that responds to consumer needs.” Mediacom also issued a statement: “When the
recent actions of companies like CBS, ICA Broadcasting, Journal Broadcast Group and Raycom Media are coupled
with the Federal Communications Commission’s unwillingness to protect television viewers, it means consumers have
only two choices—both unacceptable—blackouts or higher cable prices.” CBS’s “Under the Dome” hit a ratings low Mon,
with the ep watched by 10.2mIn vs more than 11min the prior week.

Mickey Earnings: Disney’s 2Q earnings per share of $1.01 was equal to the prior-year quarter. Operating income at
cable nets increased $229min to $2.1bln during the period, thanks to growth at ESPN, AETN, and domestic Disney
Channels. The growth was partially offset by a decrease at ABC Family due to higher programming costs driven by
more hours of original scripted programming. Higher operating income at ESPN was due to higher affil revenues and
higher ad gains, partially offset by increased programming and production costs. Higher equity income from AETN
reflected higher ad and affil revenues, along with the benefit of the increase in the company’s ownership interest.
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Congratulations to Cable One
the 2013 Independent Operator of the Year!

Enjoy CableFAX: The Magazine Top Ops Issue. Read about the various category
winners and their entrepreneurial attitude that continues to grow cable. The categori
recognize excellence in a variety of areas, including marketing, technology, finance,
lifetime achievement, customer service and community involvement.




