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Cablevision Outlook: Might be Time to Change Name to Connectivision

The launch of Cablevision’s WiFi-only phone service Freewheel this month is only the beginning. “Connectivity, partic-
ularly on a wireless basis, is going to become more and more important to our consumers. We want to be the company
that provides that connectivity,” CEO Jim Dolan said during the company’s 4Q earnings call Wed. The connectivity is
the 1st part of the wireless wave, but part 2 will be products and services. “There will be others [beyond Freewheell],
and we feel that we will be poised and ready to take advantage of that strategic position that we've created by invest-
ing in WiFi in order to do that,” Dolan said, adding that connectivity has surpassed video as the primary product offer-
ing for companies like Cablevision. He described it as a transition from a cable company to a “connectivity company.”

If given a choice over video or data, the customer would “almost overwhelmingly” take data today, Dolan said. There
was a curious moment on the call when Dolan talked about the possibility of repackaging video. “l don’t want to let any
cats out of the bag, but | will tell you that we're going to be very reactive to what we see, what the consumer wants,”

he said. One guess what that is? Connectivity! Dolan promised to package products to meet customers’ needs, add-
ing cryptically “more to come maybe on the next call.’” Since Freewheel just launched in 1Q, there wasn't a ton of info
about it on the call. COO Kristin Dolan suggested that it’s seeing interest from ex-pats and people who frequently travel
out of the country because they're able to maintain a US phone number and don't incur any roaming charges while

on WiFi. Cablevision believes there’s more opportunity there, particularly in WiFi-rich Europe as well as the Caribbean.
What about all the speculation of a cellular backup at some point? It's not in the works at the moment. “We did nearly 1
billion sessions over WiFi in the 4Q, and our average customer is utilizing more than 6 gigabits of data a month. From
where we sit, data is what matters,” Kristin Dolan said. A day ahead of the FCC’s much-talked about net neutrality vote,
Dolan didn't sound the same kind of alarms as some of his ISP cohorts. “The idea of more regulation is never great for
us. But to be honest, we don't really see at least what the Chairman’s been discussing as having any real effect on our
business. So, therefore, we're sort of neutral,” he said.

Cablevision’s Numbers: Cablevision video sub loss of 34K missed the Street’s consensus of 27K, while HSD adds of
4K beat analyst expectations of a 4K loss (Connectivity vs video in action!). Cablevision shares closed down more than
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6% Wed as adjusted operating cash flow fell to $440.9min, while net rev rose to $1.63bin from $1.58bIn a year ago. “CVC
reported a weak 4Q result highlighted by: in-line (3%) overall revenue growth, weak (in-line) RGU growth and materially
worse than expected EBITDA result (-3.4%),” said a Pivotal Research note that reduced the company’s YE price target
by $2 to $18. “The weaker EBITDA was related to marketing associated with the launch of their WiFi phone/data product,
what appears to be material spend to improve their recent weak subscriber results and $10M in severance payments.’

Net Neutrality: Few surprises at the House Communications subcmte hearing on the future of Internet on Wed. While
Democrats on the panel praised FCC chmn Tom Wheeler's anticipated Title Il regulation, Republicans warned such

a regime will trigger litigation. The GOP wants Congress to handle the issue. ‘A legislative answer to the net neutrality
question will finally put to rest years of litigation and uncertainty,” said Commerce Committee chmn Fred Upton (R-MI).
The FCC is set to vote on the rules today (2/26) during its Open Meeting, which will be broadcast live at 9:30am ET on
C-SPANS3, C-SPAN Radio and live streamed on C-SPAN.org (it'll also re-air on C-SPAN2 at 9pm tonight). The hearing’'s
witness list included Rick Boucher, former Democratic chmn of the subcmte and currently partner at law firm Sidley Aus-
tin. A strong proponent of a legislative fix to net neutrality, Boucher urged the committee to develop a narrow bipartisan
measure, arguing that Title 1l “doesntt fit very well in today’s highly competitive communications market.” Several members
asked how long potential litigation could last. “It will begin quite soon,” said Robert Atkinson, founder and pres of think
tank Information Technology and Innovation Foundation. And once litigation begins, “you are talking three maybe four
years before we can end up with any kind of certainty,” said the Title Il critic. Just look at Verizon’s challenge of the FCC’s
2010 open Internet order. The decision arrived more than 3 years after the lawsuit was filed. That means any potential
legal battles could last through the next presidential campaign, according to Boucher. Under a Republican administration,
the concept of net neutrality will be gone, he said. Getting the subcmte’s Democrats on board with the proposal will be
hard, with Dems claiming the GOP’s legislative fix will limit the FCC’s ability to enforce net neutrality rules. “The Repub-
licans appear to be more litigious these days than our side of the aisle,” said Frank Pallone (D-NJ), noting GOP’s recent
legal challenges of President Obama’s policies. “l really don't think we should be deciding what to do here based on who
we think is going to sue who” The GOP’s net neutrality plan has “a distance to go,” said Anna Eshoo (D-CA). A House
Oversight and Govt Reform committee hearing on FCC process, sparked by the Title Il debate, scheduled for Wed was
postponed after Wheeler declined to testify. In a statement, committee chmn Jason Chaffetz (R-UT) and Upton said they
are “deeply disappointed” in Wheeler’s decision. ‘After hearing from over 4 million Americans on such an important topic to
our economic and cultural future, it’s striking that when Congress seeks transparency, chairman Wheeler opts against it.
The last time a rule of this magnitude was voted on by the FCC, then-Senator Obama was motivated to call for transpar-
ency at the commission. We continue that call today;” the pair said.

Nick Upfront: At its upfront in NYC Wed evening Nick unveiled Noggin, an ad-free mobile subscription service for pre-
schoolers, a SpongeBob SquarePants Broadway musical in development, possible spinoffs for the successful “Teenage
Mutant Ninja Turtles” franchise, and a renamed integrated marketing and creative content offering dubbed Nickelodeon
Inside Out Solutions—all on a screen at Skylight at Moynihan Station that's “bigger than the one at Radio City;” according to
Viacom Kids and Family Group pres Cyma Zarghami. “The proliferation of platforms and massive amounts of new content
are having an unprecedented impact on the entertainment landscape,’ she said. The solution is not to take a one-size-fits-
all approach, but rather to adapt to each customer. “Every property needs a unique strategy,” said CMO and pres consumer
products Pam Kaufman. If Noggin sounds familiar, there’s a reason for that. The app, available March 5 in the App Store

for $5.99/month, is Nick Jr's former name. “We are very excited to reintroduce a name that preschool parents know and
respect,” said Nick/MTVN Kids and Family Group COQ Sarah Levy. At launch there will be long- and short-form content,
preschool music videos and educational short-form content. Curriculum-based activities will be added, and “it's important
to note” that the content will be “library-based and separate and distinct from Nickelodeon's preschool content that is cur-
rently available on our existing distribution platforms,” Levy said. The net is in discussions with distributors about offering the
service as a premium complement for authenticated subscribers. Series including “Blue’s Clues” and “Little Bear,” among
others, will be available at launch. Kaufman introduced Inside Out Solutions, which will combine the net’s IP, consumer
insights and marketing expertise to produce “distinct marketing campaigns that connect you to the world’s greatest kid and
family audience across multiple Nickelodeon screens,” as well as social, consumer products and on-the-ground marketing
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Think about that for a minute...

Get Used To It

Commentary by Steve Effros

“Get Used To It” Reading those
words by themselves looks a little
strange. But the meaning is one
we’ve all had to increasingly adopt as
our world changes faster and faster in
the social, economic and technical spheres. Certainly,
to those of us in the communications/information/en-
tertainment/data business, the sentiment couldn’t be
more accurate. Whether we like it or not, things are
changing, and fighting or arguing with that change is
likely to be a waste of time and energy. Just get used
to it and move on.

The most obvious thing we appear to have to get used
to right now is what | presume the FCC is going to do
Thurs—vote to change the entire structure of regula-
tion of our business, for the first time officially declaring
our infrastructure like a public utility, regulated as a
common carrier. Those terms are fraught with all sorts
of emotional and legal meaning, and they’ll be fought
over for the foreseeable future. But in the meantime, it
makes little sense to continue the war of words in the
blogs and on the talk shows about whether the Com-
mission “should” or “shouldn’t” have made the change,
or whether the change was necessary or not. All of that
will now become obvious by the results of the change
and the decisions of the courts and Congress. For our
purposes of going forward on a day to day basis, just
get used to it and move on.

| suspect, aside from the legal and political mess,
creating a total lack of certainty about the structures we
will have to operate under for years to come, the “worst
case” claims on both sides will not come true and we
will all figure out ways to deal. Change is always disrup-
tive and feared but so far in our business it has almost
always resulted in us getting stronger, bigger and more

successful. Get used to it.

The same can be said for the major shifts now going
on in consumer preferences for how to watch video.
Whether it is on tablets or phones, 4K or 3D, a la
carte, OTT, Netflix, Hulu or “cable TV, the challenge

is still going to be to efficiently deliver it, whatever “it”
is, and do so in an economic way while still satisfying
the needs of Wall Street and continually improving the
infrastructure to keep up with technological advances
that never stop. A tall order. But let's remember where
we came from: we were the “disruptive” technology
that was going to destroy the broadcast industry. Didn’t
happen. We introduced and promoted more diverse
video programming than the world had ever seen. That
diversity continues to grow. Multi-million dollar compa-
nies producing material, both programming and data
for and about viewers, have now become multi-billion
dollar companies.

As is their job, the “public interest” advocates continue
to argue that the “consumer” should always get (what
they deem) “an even better deal.” But those consum-
ers, based on results, have an insatiable appetite to
not only consume, but create even more, and they are
already doing so. That’s good for those of us whose
job it is to make sure the creation, aggregation, cura-
tion and delivery of that material is as successful as
we can make it. That’s our always-evolving challenge,
regardless of how the regulatory and legislative fights
go, and if or when the regulations or legislation proves
to be significantly inhibiting that fundamental role, it
will be changed, again.

Get used to it. gp

T:202-630-2099
steve@effros.com

(Steve Effros was President of CATA for 23 years and is
now an advisor and consultant to the cable industry)
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