28061 mw Media:mwl 12/1/09 12:37 Page A $

Deloitte.

Media Predictions
TMT Trends 2009










28061 mw Media:mwl 12/1/09 12:37 Page 2 $



28061 mw Media:mwl

12:37 Page 3

o

Foreword

Welcome to the 2009 edition of Predictions for the
media sector.

This is the eighth year in which the Deloitte Touche
Tohmatsu Global TMT Industry Group has published its
predictions for the year ahead. The volatility of the
global economy in 2008 and the anticipated challenges
ahead in 2009 have made this set of predictions
particularly challenging, but also particularly important,
to compose.

Some have questioned whether predictions are feasible
amid such turbulence. Colleagues have asked how
accurate they can be, given the uncertain outlook and
many of the unprecedented conditions being
experienced today.

Anticipating the course of the next 12 months is likely
to be hard. But, in my view, that makes having a
considered perspective more crucial than ever.

Predictions, by their nature, are not facts. But properly
developed predictions should encompass a diverse array
of views and inputs, which can kindle debate, inform
possible directions and even identify necessary actions.

Every year, the methodology for Predictions is revisited,
to assess how the approach could be made more
robust. This year, our standard methodology has been
bolstered through a program of in-depth interviews
with 50 CXOs at some of the world's largest TMT
companies. | am most grateful to all the respondents
who offered up their insights and experience, at a time
when their attention was particularly in demand.

20009 is likely to challenge all of us. But while the
media sector is expected to be buffeted by grueling
macroeconomic conditions in the year to come, we
should not forget that the need for the media sector
to inform and entertain us remains fundamental.

In short, while global growth may be cyclical, the need
for media is and will remain constant.

I'wish you all the best for 2009.

ap Bﬂd

oty

Igal Brightman

Global Managing Partner

Technology, Media & Telecommunications
Industry Group
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Putting print out of peril may
require stopping the presses

The newspaper and consumer magazine industry is set
for continued challenges in 2009, with developed
country markets likely to be most affected.

The developing world market should grow along with
increasing literacy, improving distribution infrastructure
and rising incomes, but the spread of the economic
downturn into developing economies in 2009 could
slow or reverse print's growth even in these markets.

The challenged state of the print industry in developed
world markets does not signal the demise of the sector.
Rather, 2009 is likely to mark the emergence of a range
of new business models, including shared backroom
infrastructure and online-only delivery.

The need for new business approaches has become
increasingly apparent. While publishers have reacted,
this has not always been at a sufficient pace. Given this
context, up to one out of every ten print publications
could be obliged either to reduce print frequency, cease
physical printing or, in some cases, shut down entirely
in 2009".

The impetus for a change to the underlying business
model for publishing has been gathering pace for some
time. The rise of online advertising and falling
readership across most demographic groups had
already weakened the newspaper and magazine
industries in North America and Europe prior to the
financial crises of 2008,

The economic downturn of 2008 precipitated falls in
advertising rates and volumes, as well a further decline
in circulation, particularly among weaker titles and the
local press. This exacerbated an already difficult industry
outlook in developed countries®.

The outlook in 2009 for some print titles in developed
markets is likely to be uncomfortable. Some analysts
have forecast an advertising decline as steep as 20
percent*. Classified advertising, historically one of the
most lucrative elements of a newspaper, could be
particularly badly hit, with a 30 percent fall in revenue
possible. Circulation could decline a further 10 percent®.
And costs, including newsprint, may rise too, albeit
temporarily®.

The publishing industry has been building an online
presence to balance falling print revenues. But only a
few online newspaper and magazine sites have
managed to generate sufficient profit to offset declining
margins from print versions.

Even in late 2008 the online contribution was at most a
few percent of a title’s revenues and most of these
were tied to the print version in various ways.’

The drop in revenues and earnings could accelerate
further in early 2009 if consumers retrench. Mid-market
and free newspapers are all vulnerable, and entirely
advertising-funded newspapers may be most exposed®.
Even a few industry titans might have to take radical
steps’, such as undertaking asset sales in order to meet
debt payments'™.

The global publishing sector is likely to have a painful
2009. But newspapers and magazines will retain their
unique role in informing, entertaining and
commemorating'.
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Bottom line
Print media companies need to accelerate steps to re-establish profitable business models again in 2009. The potentially parlous
state of the global economy is likely to make change especially pressing.

While restructuring their business models, publishers should always remember that the public has a fundamental need for quality
editorial, particularly during turbulent times™. While paper may be getting tattered, the desire for news remains as strong as ever.

Publishers should be aware that single measures, such as staff cuts, may not alone deliver salvation. Titles that have already shed
more than half their employees may still struggle™.

The array of money-saving approaches that publishing companies could consider ranges from reducing print frequency, to asking
suppliers to reduce their costs. News titles could print half as often, only at weekends or even go online only™.

The many titles that have gone online, but whose Internet revenues are not balancing falls from print, should evaluate why this is
the case™. Publishers should understand how print and online customers vary. In many cases the readership for each version will
differ. The variety in online readership is also typically far greater than for print, ranging from casual readers, directed to a site via a
search engine, to in-depth readers, absorbing the day’s news and scouring the archives. Different monetization approaches may be
required for each segment: publishers should be ready to be as bold at raising prices, as in cutting them.

The sales force’s incentive structure is also worthy of review: does it actively encourage all salespeople to promote online, in
conjunction with print? While the most recent tendency for publishers has been to favor advertising, not subscription, for online
content, they may need to reconsider. The advertising supported model, in its current form, does not appear to be working.

If ‘online only’ cannot be made to work from a financial perspective, a paper’s online presence may need to be reduced significantly
to encourage people back to the physical product. Japan’s newspapers have always restricted their online presence, and its titles
have suffered a lower decline in readership and advertising than its North American and European peers'". It could be several
years, however, before readers are prepared to pay for content that was previously free — putting the genie back in the bottle could
be a challenge.

Industry consolidation should be considered a possible solution but only a partial one. It is unlikely to restore historical levels of
profitability. Shareholders and lenders will need to be educated about more reasonable return expectations. Publishers should not
expect mergers and acquisitions (M&A) to be a major source of capital or liquidity in 2009, as credit is likely to remain constrained.

If local markets cannot be grown, diversification overseas could be a solution. Newspaper titles were still growing in number in mid
2008,

Finally governments could be asked for support, for example in the form of more favorable regulatory regimes®. Unions may also
offer greater flexibility and wage concessions to keep a title running.
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Television rediscovers

its self-belief

Recessions are rarely kind to advertising®. A major part
of television's revenues is from commercials. Although
the prospects for television in 2009 do not look great,
the year ahead could prove to be a year of renaissance
for the small screen.

One of the boosts that television is likely to receive is
in viewing hours, which tend to be counter-cyclical.
Indeed, in the latter half of 2008, average viewing
hours were already rising in some major markets as
consumers increasingly entertained themselves at
home?'. Viewing hours may be boosted by digital
switchover, one impact of which is to increase the
number of channels available to consumers. Overall,
in 2009, viewing is likely to rise by 30 minutes per
week per viewer.

The status of television in 2009 may also be boosted by
its pre-eminent role in two of the major global events
of 2008: the Olympic Games and the US Presidential
Election. Both events also saw heightened use of a
range of other media, from online video to mobile
Internet, to distribute news. But television appeared to
take the dominant role, from the perspective of viewing
figures and revenues®.

Both events demonstrated the unique attributes of
television: its ability to inform and influence mass
markets of viewers in ways no other medium can yet
compete with.

While households in countries affected by recession are
expected to pare down spending, premium television
may prove resilient, and even enjoy growth?. While a
subscription of $60 per month may appear to be a
major outlay, it could still be rationalized as good value
when compared to the cost of taking a family out to
dinner at a mediocre restaurant. Television may offer a
refuge from everyday challenges, in a similar way that
the movies offered a temporary sanctuary from the
Great Depression™.
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Counter to some recent forecasts, professionally
produced content is reasserting its pre-eminence over
user-generated content (UGC), both online as well as
broadcast. This should provide a fillip to the television
production sector, whose raison d'etre had come under
challenge from amateur film makers.

Indeed, it is UGC that may become fundamentally
challenged in 2009, as a growing number of sites
restrict or decline to host it, given the difficulty in selling
advertising adjacent to amateur clips®. For some online
UGC, there was also the issue of viewing figures: some
content, such as live streaming, is attracting only
dozens of viewers — or scores on particularly good
days®.

Online sites that had specialized in hosting UGC may
increasingly offer viewers regular television programming,
as this seems to be more likely to attract advertising®’ .

o

Bottom line

While advertising is likely to be tough in all countries affected by the
downturn in 2009, the television industry should view its situation in
context and consider how other media are doing. It may well find that its
performance is relatively good. It may be a good time to take advantage of
that and the concomitant stronger cash flows to put some distance
between itself and other media. Now could be a good time for the
strongest players to invest in content, contracts and an updated
infrastructure. The current deployment of HDTV by local broadcasters
should be slowed as little as possible, as HD further enhances and
differentiates the television experience for consumers.

The television sector may also want to push for more freedom on its methods
for raising revenues. For example in some markets, product placement is
banned, but only selectively. Films with product placement may have been
allowed for years, but locally produced programs may not yet be able to use
this approach. The underlying economics may provide the opportunity to
make a compelling case for the relaxation of such rules in 2009.

The television sector should ensure that its advertising impact is always
given credit. The industry should, for example, provide a means to track
instances where a consumer has seen a television commercial, then gone to
a website to make a purchase. At present, most measurement systems
would give all credit for the sale to the website, and television’s vital
contribution could get overlooked. One simple, but not failsafe approach,
could be for the television commercial to cite a unique URL for those guided
to the website via the advertising spot.

Television, like all other media, has ceded revenues to online advertising.

It may not have been as affected as other media, such as local newspapers,
but it still appears to have lost revenues. Online has claimed it is more
accountable than other media. But television should counter this claim,
where possible. For example it is unusual for advertisements from another
country to be broadcast to a television viewer, yet the Internet Protocol
address for a PC may be for a different country to that of its user, making
some of the statistics on advertisements served irrelevant.
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3D becomes an obligation,
not an option, at the movies

The moving image has historically performed well in In 2009, the 3D movie may have its first billion dollar
downturns. In the United States, in the Great year at the box office. A growing number of movie
Depression, individuals scraped together their meager studios, in addition to Dreamworks, are likely to create
earnings for the chance to spend some time at the all future outputs in 3D*. Some of the world’s leading
movies®. producers and directors, including James Cameron,
Jeffrey Katzenberg and George Lucas are planning to
But as the world’s economic outlook pales, the premiere their first 3D movies®. 3D technology is
prospects for the film industry are not necessarily bright. ~ expected to be used in a growing range of genres:
While the cinema did do well in the 1930s downturn, it will no longer focus on horror and space travel.
its appeal was driven by two factors. First, sound had The number of post-production facilities that are 3D-
been a recent innovation that added allure to the ready is likely to increase. A new industry dedicated to
movies. Second, televisions, let alone home theater the creation of durable 3D-glasses might even emerge.
systems boasting screens of ostentatious dimension,
were few and far between™. While the supply of 3D content should grow strongly in
2009, the number of venues at which 3D movies can
In 2009, the cinema is likely to need a ‘must-have’ be seen is still likely to be limited™.
factor that convinces audiences to continue to visit.
The answer to that need might well be 3D, a Obtaining funds to convert analog venues to 3D digital
technology that pre-dates the Great Depression, with ($70,000) or digital venues to 3D ($30,000), may be
the first 3D movie premiered in the early twenties®. challenging, given the state of the economy®. But the

better 3D movies perform at cinemas that have been
converted, the better the prospects for investment*.
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