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Executive Summary

1.0 Introduction
1.1 Aims and Objectives of Study

The purpose of the study was to analyse the economic effect of new communication
technologies on audio-visual markets. In particular, the study was to identify how the current
sources of revenue to the European audio-visual industry may grow in the future and how they
may have an impact on the producers of audio-visual content.

Coping with uncertainty is, of course, a challenge faced in any forecasting exercise. As
someone once said forecasting was always difficult, particularly forecasting the future. Such
problems are, however, exacerbated in this study by the fact that we are seeking to assess the
likely impact of developments over a ten year time frame for an industry that is experiencing
rapid and arguably technological change. Over this period, it is possible that the new
communications technologies may transform the very nature of the AV market. For the
present, however, new applications remain at an early stage of market development and the
longer-term level of consumer demand for the new service introductions remains unclear.

Moreover, many have argued that the world stands on the edge of an information revolution
that could potentially be as significant as the preceding industrial revolution. The timing and
the magnitude of the impact of such developments, especially in the context of the AV market,
remains uncertain and represents a major complicating factor particularly towards the latter
end of the projection period.

Nonetheless, this study represents the first case of projecting the evolution of these services,
based on addressing all the AV market segments collectively, carrying out an in-depth analysis
and taking account of market realities.

1.2 Scope of Study

As to the scope of the study, the following media markets were considered:

® broadcasting
: film industry
video
packaged and on-line multimedia.

The analysis of the media markets was carried out in the following 7 member states; Denmark,
France, Germany, Ireland, Italy, Spain and the UK. The selected countries represent a balanced
choice of market conditions such as size, AV service evolution and geographical presence.

As per the terms of reference, the following scope of the term audio-visual markets was
considered: Audio-visual markets are characterised by the simultaneous provision and
reception of sound and moving images, irrespective of the means of delivery to the public at
large or to individuals at their own request, and irrespective of the technical means of
distribution or transmission, be it terrestrial, satellite, cable, packaged media or any other
technical device.

2.0 Our Approach
In contrast to many previous studies, this report does not simply consider the prospects for
new media in isolation. Instead, it presents an integrated analysis of the likely developments

across all the AV market segments and considers future growth prospects in the light of the
many competing demands for the consumer and advertiser ECU. The revenue projections for
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the different segments are set against the growth in total AV expenditures and thus the
undoubtedly great technological opportunities are bounded by the harsh commercial realities
of what consumers, advertisers and governments can realistically be expected to consume and
pay for.

The study also projects the flow of industry revenues from final demand through to the content
provider. This has required the generation of a new and comprehensive set of data relating to
industry revenues across the different content provider segments. In this regard, the study
represents data and analysis across the seven member states at a much lower level of
disaggregation than has previously been available.

Finally, the study considers the prospects for the European content provider industry in the
light of projected market developments and against the background, the current strengths and
weaknesses of the industry.

The modelling methodology adopted is essentially one of a top-down approach, comprising of
a number of stages, see Exhibit 1.

Final Demand |

Service providers

N

Temeswnl sC :lﬂf{e C“i’nﬂ:’; Multim ¢ dia

Content Rrovidnrs Owerseas Sales
[Rights holders) I

Exhibit 1: Overview of Modelling Methodology

® Final demand for AV product

Our starting point is to project the final demand for AV product by consumers, either by
means of direct payment or indirectly via the television licence fee, and by advertisers.

® The distribution of revenues amongst service providers

This issue here is how much of the aggregate AV expenditure will be captured by each of the
various service providers segments:

® broadcasters, both free-to-air and pay TV;
film and video distributors;
multimedia distributors and services

® Revenue accruing to rights holders

The distribution of revenues across service provider segments is also important in terms of its
impact upon the third and final stage of the modelling exercise: the implications for content
providers. This is perhaps the most difficult stage of the process since the structure of the
European content industry tends to be highly fluid, with teams coming together only for
particular productions and then disbanding. To cope with this problem, our unit of analysis is
that of the programme rights holders: a relatively more stable and quantifiable business unit.
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The results of this analysis are detailed in Chapters 3 to 6 of this study and the key results are
summarised below.

3.0 Key Findings
3.1 Audio Visual Expenditures
® In terms of audio-visual expenditures (licence fee, AV advertising, consumer
expenditure), we project strong real growth across the seven Member States considered

(Exhibit 2). Total AV expenditures are expected to increase from 31.8 billion ECU in
1995 to 53.9 billion ECU in 2005 (in 1995 prices)

Total AV Expenditures, 1995 - 2005
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Exhibit 2: Total AV Expenditures, 1995 - 2005

® The rate of growth varies across expenditure categories and across Member States.
Broadly speaking, we expect licence fee revenues to remain flat in real terms, reflecting
growing public expenditure constraints with the downwards pressure on the licence fee,
compounded by the increasingly competitive broadcasting environment (Exhibit 3).

Licence Fee Revenues, 1995 - 2005
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Exhibit 3: Licence Fee Revenues, 1995 - 2005

® We expect AV advertising growth to be largely linked to general economic growth with
some catch-up experienced by the developing commercial TV markets. Moreover, the
introduction of digital broadcasting will allow free-to-air further flexibility and may
contribute to growth of advertising expenditures. On-line advertising will grow in
importance over the period and will, in the first instance, be additional to rather than a
substitute for traditional AV advertising (Exhibit 4).
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AV Advertising Expenditures, 1995 - 2005
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Exhibit 4: AV Advertising Expenditures, 1995-2005

® The strongest growth in AV revenues will come through direct consumer expenditures,
continuing the trend of the early 1990s with rapid expansion of pay-TV and on-line
multimedia services (Exhibit 5). We project consumer AV expenditures to increase from
ECU 10,500 million in 1995 to ECU 25,665 million in 2005.
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Exhibit 5: Consumer AV Expenditures, 1995-2005

® The introduction of digital television services not only offer an expansion of free-to-air
opportunities but will also grow the market for pay television services and extend the
sector into a new world of pay per view and additional interactive services. On-line
multimedia will grow rapidly towards the latter five years of the projection period and by
2005, will in many markets, vie with pay television as the largest consumer AV
expenditure category.

The positive rates of AV expenditure growth are partly attributable to general economic
growth forecast over the period (GDP estimates are based on various independent
projections, together with NERA estimates) - as disposable incomes and company profits
grow, then we would expect expenditures on leisure goods (including AV) to increase
correspondingly. But the rates of growth projected for many of the AV product sectors
are above that which we would expect from economic growth alone and also reflect the
increased functionality, lower distribution costs and the development of new product
markets that the advent of the new communication technologies heralds.

Digitalisation in part means new ways of delivering product to the home, increasing
functionality and lowering distribution costs. This will lead to some developments and
substitution in the way AV products are delivered. Developments in transactional TV
including NVOD and VOD, for example, can be seen as a natural new method for
delivering film product to the home. Over time, this may replace more traditional markets
such as video rental, though the significant installed base of VCRs coupled with the (low)
initial take-up of transactional TV will mean that the decline is gradual rather than
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dramatic.

® The increased functionality of digital products combined with the lower distribution costs
of VOD and NVOD should allow service providers (and ultimately content providers) to
extract higher margins. It may also lead to the expansion of markets - one of the most
promising results from the early interactive TV trials is the increased 'buy-rates' of 'video
products', not only of new blockbuster film releases but also of back catalogue product
and the generation of new markets such as 'echo’ or 'catch-up' TV.

Other digital developments may represent wholly new markets - examples of off-line or
on-line multimedia are notable here. These and other developments, some even yet to be
imagined, will draw new revenues into an ever expanding AV sector.

AV expenditures by category

1995 2005
T otal market value ECU 31.848 T otal market value: ECU 53.87 Im
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Licence fee
13%

Advertising
44%

Advertising
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Exhibit 6: AV expenditures by category
3.2 Content Provider Revenues

The economic prospects for the European audio-visual content industry set out in this report is
one of opportunity and growth. The scene is set for expansion of the AV content industry, but
for the market projections to be realized, some changes are necessary. The new
communication technologies reviewed in this study, offer for the most part, only limited
assistance to the creative process of audio-visual manufacture. They do, however, lay the
foundation for strong growth in audio-visual expenditures and this presents a growing market
opportunity for European content providers.

® European Content Provider Revenues to Grow
The European content provider revenues in these countries grow from ECU 8911 million in
1995 to ECU 16,117 million in 2005, increasing their share of total AV expenditures from

28% in 1995 to 30% in 2005. The chart shows that free-to-air TV continues to contribute the
greatest share of revenues (Exhibit 7).
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Content Provider Revenues, 1995 - 2005
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Exhibit 7: Content Provider Revenues, 1995 - 2005
® Free TV Remains Driving Force of European AV Content Industry

Free TV remains the engine room for the European audio-visual industry and we project a
growth in real terms from ECU 7500 million in 1995 to ECU 10,400 million in 2005,
representing an increase of 28%. Whilst it remains important, the headline figures hide a shift
in the demand for different types of programming such that the market tends to polarize
through a limited amount of high cost product, combined with a growing demand for low cost
product to fill the non-peak hours and new niche programme services.

( J . P
Consumer AV expenditures grow in importance

We project content provider revenues from sectors other than free-to-air will grow from ECU
1400 million in 1995 to ECU 5700 million in 2005 (Exhibit 8)

1335 2005
Free-to-air share of Content Provider Free-to-air share of Content Provider
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Exhibit 8: Free-to-air TV share of Content Provider Revenues
® European Share of Consumer AV Expenditures to Increase

More significantly and possibly the most fundamental key finding of this study is that, as the
audio-visual market expands, the European content providers will have the potential to benefit
substantially more as they capture a greater share of the revenues, especially from new
services. Advertising and the licence fee will remain as important sources of AV finance and
will continue to underpin the free-to-air TV sector. At the same time, we expect there to be
strong growth in direct consumer expenditures on AV product. This is an area in which Europe
has traditionally performed less well, with pay TV and video rental dominated by US product.
In light of projected market developments, however, we expect European content providers to
capture a growing share of this expanding revenue source. This is in part because of the new
emphasis by pay TV operators on domestic content as they seek to become mass market
players. It is also due to the expected strong growth of multimedia, an area which European
content providers are already performing well, and one in which demand for locally originated
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product is expected to be high.

Exhibit 9 shows the European content provider share (excluding free-to-air) of the aggregate
consumer expenditures revenues increasing from an average of 13% in 1995 to 21% of the

market in 2005.
1995 Eurepean Content Provider 2005 European Content Provider share
share of Consumer AV Expenditures of Consumer AV Expenditures

European

European
21%

13%

Market size ECO 10500 Maketsee: ECO Z5665m

Exhibit 9: European Share of Content Provider Revenues

Exhibit 10 shows the growth of the "Other" share (representing 35% of content provider
revenues in 2005). In addition to the growth of free TV, we expect to see significant growth in
multimedia where European content providers are already establishing a strong production
base. Moreover, on-line multimedia is estimated to grow to ECU 2481 million or 15% of the
total content provider revenues in 2005.

In video sell through, the growing importance of non-film products presents new market
opportunities for European content providers.

In pay TV, which although at present is dominated by largely American films and live

sporting events, we expect to see increased investment in European originated product as pay
TV operators seek to expand the range and diversity of their programme offerings.
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Exhibit 10: Growth of 'Other' share of European Content Provider Revenues
3.3 Implications for Content Providers

® The Scene is set for Expansion of the AV Content Industry, but some changes are
necessary

The changing pattern of demand for European product will disrupt existing market structures
and the European content industry will need to be able to react to these new demands if the full
benefits of the new media age are to be realized.

Among the key challenges to be faced are the following;
® The growing importance of marketing and brand awareness.

In an environment of ever increasing choice, the most successful product will be that which
manages to differentiate itself from the mass of offerings, in order to generate a large financial
return. In this respect, access to funds both for initial production and for subsequent marketing
efforts, will become increasingly important across all the audio-visual sectors. This can
already be witnessed, for example, by the growing promotional budgets which accompany
film releases and by the increasing amount of resource allocated by broadcasters to
promotional purposes. In both cases, larger companies may have significant advantages.

While a number of large European media companies already exist across a number of sectors
we expect the pressure for further industry consolidation to continue.

® . . .
Smaller companies need to achieve economies of scale

Smaller companies will continue to play a significant role in that they will remain major
contributors to the innovative process, though they will find it increasingly necessary to form
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relationships with larger companies if they are to survive and prosper. In particular, it will be
important to realise economies of scale especially in distribution which will increasingly
become Europe-wide.

® Need to sell product internationally

The increased fragmentation of the audio-visual markets is likely to mean that the financial
return available to producers in any one national market is likely to diminish over time. It will
there, become important to sell product across national boundaries. In order to do this
successfully, companies will need to reconcile the tension between producing content with
local domestic appeal and making it sell internationally. In this regard, we expect the trend
towards increased international co-productions to continue. In addition, we expect increased
moves towards the sale of programme formats across national boundaries.

® Localisation is critical

The European market is fragmented by language and culture; those publishers who are serious
about success across Europe must incorporate provision for local language and culture
versions of products early in their title development plans. Organisations with experience of
multi-cultural relations will benefit in growing this new industry.

® Need to sell product and maximise rights in new media

At the same time, digitalisation will enable a new range of market opportunities, not least, the
emergence of transactional TV and off-line and on-line multimedia markets. The selling of
product across different delivery media and the optimisation of release windows become an
even more important element of a content provider's competitive strategy. In this regard, the
process of content creation will require a co-ordinated approach to the issue of the exploitation
of rights across the delivery media from the very outset.

In addition, the exploitation of programme archives will present new and important revenue

earning potential for the content creation industry. The key to success here will be the abilities
to refresh and repackage content in new and exciting ways.

Full text of the study in PDFE format (813.979 bytes)

* [EUROPA] [Commission] [DG X] [Audiovisual Policy] [Key documents]

100f 10 9/9/97 9:59 AM



Preface

This report represents the findings of a study undertaken on behalf of the European Commission. Queries on this
report should be directed to the following:

Role in project Telephone
Tony Murphy Norcontel Project Manager +353 1 6708888
John Hall Norcontel Interviews / Analysis +353 1 6708888
Mark Shurmer | NERA Lead Economics Consultant | +44 171 6296787
Ben Keen Screen Digest Lead Data Research/Analysis | +44 171 5802842
Adam Farr Stanbrook & Hooper Interviews / Analyis +32 2 2305059

In conducting our study we carried out extensive consultation with the European audio visual industry as part of our
interview programme and the Delphi programme. We wish to express our thanks to all those involved and identified
in Appendices III and IV.

We would also like to thank Director General X, in particular, Gregory Paulger and Xavier Troussard and their
colleagues in DG XITII.

We would also like to thank NERA, Screen Digest and Stanbrook & Hooper. In particular, Mark Shurmer for his
painstaking efforts.

A special word of thanks to David Fisher, Screen Digest for his instructive editorial comments and assistance with the
graphics.

The views expressed in this report are those of the study team and are not necessarily those of the European
Commission or of the individuals consulted in our study. All the information has been assembled in good faith and to
the best of the ability of the study team. Neither Norcontel (Ireland) Ltd., NERA, Screen Digest, Stanbrook & Hooper,
nor the Commission accept any responsibility for the acuracy or completeness of the information contained in this
report. The information and views do not constitute commercial advice or a legal opinion and should not be acted
upon without further professional advice. Norcontel, NERA, Screen Digest, Stanbrook & Hooper and the Commission
accept no responsibility for loss arising from decisions based on this study.



Chapter 1: Introduction

Chapter 1: Introduction

1.1

1.2

1.3

14

Background to Study:

The study "Economic Implications of New Communication Technologies on Audio-Visual
Markets" is part of the preparation for the Green Paper on New Audio-Visual Services currently
being prepared by the services of the European Commission. In response to a call for proposals
(No. PO/95-87/D3), Norcontel (Ireland) Ltd. in conjunction with National Economic Research
Associates (NERA), Screen Digest and Stanbrook and Hooper were awarded the contract to
carry out this study.

Aims and Objectives of Study

The purpose of the study was to analyse the economic effect of new communication
technologies on audio-visual markets. In particular, the study was to identify how the current
sources of revenue to the European audio-visual industry may grow in the future and how they
may have an impact on the producers of audio-visual content.

Scope of Study

As to the scope of the study, the following media markets were considered:
broadcasting

film industry

video
packaged and on-line multimedia.

As per the terms of reference, the following scope of the term audio-visual markets was
considered: Audio-visual markets are characterised by the simultaneous provision and reception
of sound and moving images, irrespective of the means of delivery to the public at large or to
individuals at their own request, and irrespective of the technical means of distribution or
transmission, be it terrestrial, satellite, cable, packaged media or any other technical device.

In contrast to many previous studies, this report does not simply consider the prospects for new
media in isolation. Instead, it presents an integrated analysis of the likely developments across
all the AV market segments and considers future growth prospects in the light of the many
compaeting demands for the consumer and advertiser ECU. The revenue projections for the
different segments are set against the growth in total AV expenditures and thus the undoubtedly
great technological opportunities are bounded by the harsh commercial realities of what
consumers, advertisers and governments can realistically be expected to consume and pay for.
The study also projects the flow of industry revenues from final demand through to the content
provider. This has required the generation of a new and comprehensive set of data relating to
industry revenues across the different content provider segmants. In this regard, the study
represents data and analysis across the seven member states at a much lower level of
disaggregation than has previously been available.

Finally, the study considers the prospects for the European content provider industry in the light
of projected market developments and against the background, the current strengths and
weaknesses of the industry.

About this Study

Norcontel (Ireland) Ltd, NERA, Screen Digest, Stanbrook & Hooper

Final Report 1of 176 March 1997



Chapter 1: Introduction

Despite the title of the study, many of the technologies considered here are not "new" in any
radical sense: for the most part they are merely digital ways of doing things which were
available before. Digitisation, however, is of course the key to the usefulness of these
technologies for the supply of "new services". For the purposes of the study, the key new
applications investigated were:

o digital satellite TV (direct-to-home)

o digital terrestrial TV

o digital cable TV

e microwave video transmission (MVDS or “wireless cable™)

e interactive packaged multimedia: CD-ROM, CD-i, 3DO, game formats

e Video CD and DVD.

o near-video-on-demand (NVOD) via cable or satellite (multiple channels, staggered start
times etc.)

e  pay-per-view

e true video on demand via cable TV or telephone type networks (ADSL, ATM, fibre/coax
ISDN etc.)

o interactive TV (enhanced TV plus back-channel)

o Internet/World Wide Web or on-line service via conventional modem/telephone connection

o Internet/World Wide Web or on-line service via high-speed cable modem

« Internet-to-TV set system

e electronic distribution to cinema (satellite/cable to video cinema)

There seems little doubt that technology exists to enable these new market opportunities.
However, some key uncertainties remain:

o the first and perhaps most significant, concerns the attitude of the consumer towards these
new products and services

e the regulatory framework in which these services must develop and at the same time protect
the general interest of the public, including the future of public funding for AV product,
whether through the licence fee, support for the domestic film industry or other such means
the ability and speed of creative producers to harness and use new technology
the future role of advertising as a source of finance for television, cinema and new
interactive services.

Some of these uncertainties are becoming clearer as the world moves closer to the commercial
realisation of the new communications technologies. In this context, the study looked at current
and completed trials of interactive TV services in Europe and around the world. Analysis of the
results of these trials has been complicated by the inevitable commercial secrecy surrounding
many of the detailed findings. In broad terms, however, the trials appear to show that
entertainment services and in particular those combined with dynamic, refreshed content can
attract consumer interest and stimulate buy-rates over and above that achieved under existing
media. Despite this, the very high levels of up-front infrastructure investment needed must cast
some doubt over the price competitiveness of wire based systems over the short - term and large
scale deployment of services is not expected before the year 2000. On the other hand, digital
satellite services have already been launched in Italy, France, the Benelux and elsewhere and
represent the first commercial manifestation of the new digital broadcasting age. At the same
time, Internet connections continue to grow apace across Europe. At present, bandwidth and
speed of access constraints limit its applicability to the AV industry but this may change soon
with the advent of new developments such as the introduction of high-speed cable modem
access.
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Methodology and Approach
The study was carried out in two parts, as follows:

Part 1: Economic Trends. This involved a wide-ranging review of recent literature and other
studies, a profiling exercise seeking to identify the strategies of various players in the industry, a
review of the interactive trials referred to above and of technological developments, and an
extensive interview programme with industry.

Part 2: Empirical Analysis and Projections. This required a new economic model which,
building on quantitative and qualitative data, utilises the development of a scenario - based
approach in order to analyse the prospects for new and traditional audio-visual markets.

In addition to the interviews, industry consultations were carried out during both parts of the
study. The approach methodology is shown in Exhibit 1.1:

Interviews

Technology
————p | & Market
Scenarios \
Review of B
Trials » Empirical

Ind»cat{ve » Economic| > AV.Rev_enue » Implications
Scenarios Model Projections for Content
Providers

Analysis

Desk-based
Research

i Delphi
Regulation Stud

|_ Economic_l | Economic Modelling
Trends & Projections
Part | Part Il

Exhibit 1.1: Approach Methodology for Study

1.6

Norcontel

The interim report, presented to the Commission in July 1996, concentrated on Part I of the
study. It included the interview results, the review of interactive trials, a panorama of current
trends in the audio-visual markets studied and a summary of market research reports. The
proposed methodology for the economic model was also presented and discussed.

Final Report

The final report details the economic modelling and projections for seven European countries. In
agreement with the Commission, the selected countries are: Denmark, France, Germany, Ireland,
Italy, Spain, and the UK. Its focus is on the implications for the European audio-visual content
industry. In particular, it;

presents projections across the 7 member states of the growth in aggregate AV expenditures
arising from the licence fee, AV advertising and direct consumer payment;

presents estimates of the proportion of these funds that will flow down the value chain to the
content provider industry and in particular to the European content providers
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® considers the future of the European content industry in the light of projected market
developments and the current strengths and weaknesses of the industry.

This Final Report breaks down into the following chapters:
Chapter 1 Introduction
Chapter 2 Economic Modelling and Projections

The methodology is described, with particular emphasis on the top-
down and bottom-up approaches to projecting the flow of industry revenues
from final demand through to the content provider.

Chapter 3 Audio-Visual Expenditures: Drivers and Inhibitors

This chapter identifies the key drivers and inhibitors in each of the
audio-visual markets and concludes with the likely development of each
market over the 10 year projection period.

Chapter 4 Projections for Audio-visual Expenditures

A scenario is proposed of the likely developments for each market sector in
each of the seven Member States, partly based on an analysis of historical data
and key economic indicators. A set of projections for licence fee revenue,
advertising revenue and consumer expenditure is then presented.

Chapter 5 Content Providers: Drivers and Inhibitors

This chapter outlines the key drivers and inhibitors that influence the
proportion of revenues that flow to the European content providers and
concludes with the likely development of the markets over the 10 year period.

Chapter 6 Projections for Content Provider Revenues

Following on from the projections of the aggregate audio-visual revenues, we
then identify the proportion of these revenues that flow to the European
content providers. This is achieved by applying a similar methodology to that
used in calculating the aggregate revenues. A scenario is proposed of the likely
developments that may influence the European flow of revenues for each of
the seven Member States. Together with an analysis of the historical data,
projection of the associated EU share of revenues.

Chapter 7 Implications for Content Providers

To conclude, we then analyse the different audio-visual markets to identify
how Europe can exploit these projected revenues and in particular, identify the
type of content that is likely to be produced. The types of business models /
relationships necessary to succeed are then advocated based on the strengths
and weaknesses of the European content providers in the various markets.
Finally, we present the key findings of the study.
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Chapter 2 Economic Modelling and Projections

2.1 Imtroduction

The aim of the economic modelling and empirical analysis component of the study is to produce
a series of quantitative and qualitative projections of the development of the European audio-
visual sector over the next ten years. In particular, it is concerned with forecasting the likely
impact of new communications technologies in terms of:

L] the effect that new applications will have on existing audio-visual markets (television,
film and video industries); and

L] the development of related new markets as a result of the exploitation of new
technologies, and to consider what role existing producers of audio-visual works might
play in these new markets.

For the economic modelling exercise, we have adopted a top-down methodology (see Exhibit
2.1). This begins with an analysis of the final demand for AV product by consumers, advertisers
and business. We then consider the breakdown of this aggregate expenditure across the different
service provider segments including broadcasting, the film and video sectors, and new or
multimedia services. Finally, we calculate the resulting “pot of money” available to content
providers, netting out the proportion likely to be spent on non-European works in order to focus
on the future prospects for European content providers.

Projections are provided for the ten year period 1996 to 2005. To deal with the inherent
problems of uncertainty in projecting forward market developments over such a period, we
develop indicative scenarios to shape our calculations at each stage of the modelling process. An
overview of our approach is illustrated in Exhibit 2.1.

This chapter describes the above methodology in more detail. It is structured as follows: we
begin with a brief discussion of the underlying rationales and objectives for using indicative
scenarios; next, we outline an economic model of the production of AV product; finally, the
modelling methodology is detailed and the resulting issues for detailed scenario development
discussed. The chapter is structures as follows:

e 272 Scenarios
e 213 An Economic Model of AV Production
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|
Final demand for
AV product

|

== interviews/Delphi Study

1] == literature review
Distribution of S Scenarios -————— = muttimedia trials
revenues amongst == expert analysis

service providers

|

1]
Implications for
content providers

Exhibit 2.1: Overview of Approach to Modelling and Projections

Scenarios

Coping with uncertainty is, of course, a challenge faced in any forecasting exercise. As someone
once said forecasting was always difficult, particularly forecasting the future. Such problems are,
however, exacerbated in this study by the fact that we are seeking to assess the likely impact of
developments over a ten year time frame for an industry that is experiencing rapid and arguably
technological change. Over this period, it is possible that the new communications technologies
may transform the very nature of the AV market. For the present, however, new applications
remain at an early stage of market development and the longer-term level of consumer demand
for the new service introductions remains unclear.

Moreover, many have argued that the world stands on the edge of an information revolution that
could potentially be as significant as the preceding industrial revolution.' The timing and the
magnitude of the impact of such developments, especially in the context of the AV market,
remains highly uncertain and represents a major complicating factor particularly towards the
latter end of the projection period.

Against such a background, it is important therefore to utilise a modelling framework that is
capable of handling a wide range of possible permutations, while at the same time yielding a
useful and manageable set of results. The mechanism to be used in this study is the creation of
indicative scenarios.

The scenarios have been developed on the basis of analysis of historic data, with future trends
adjusted where appropriate to take account of the results of the interviews, literature review and
analysis of multimedia trials.

The resulting scenarios are used as tools for analysis, providing the necessary inputs with which
to produce projections of the likely development of the AV market over the next ten years (see
Exhibit 2.2).

! See, for example, the Bangemann Group Report on Europe and the Global Information Society -
Recommendations to the European Council (26.05.1994) and the Commissionis Communication on
Europeis way to the Information Society (COM (94) 347 final, 17.07.94).
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historic trends \
interviews ™. )
literature review g Scenarios—®= Ec;gggglc —» projections
muitimedia trials /

Exhibit 2.2: Role of Scenarios as Tools for Analysis

The scenarios need to be defined along a number of dimensions each following the three stage
modelling approach outlined below.
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2.3 An Economic Model of AV Production

The range of value adding activities likely to be involved in the provision of AV content can be
conceptualised as comprising of four elements or stages:

content creation;

service provision, including the packaging and marketing of content and the
presentation of services to the consumer;

L] transmission/distribution of content to the consumer;
consumer premises equipment.

These stages are perhaps best illustrated by way of example, and Exhibit 2.3 details the four
stages of AV value chain for the broadcasting and electronic publishing sectors.
Stage/sector Broadcasting Electronic publishing

1. Content creation TV/film producer news agencies
other content providers

2. Service provision broadcaster/multiplexer publisher

3. Transmission/distribution terrestrial/cable/satellite on-line (Internet, interactive TV)
off-line (CD-ROM)

4. Consumer premises equipment TV, set-top box TV, PC

Exhibit 2.3 Audio-visual Value Chain Model

The main focus for the present study centres on the implications of market developments for the
first element of the value chain, the content providers. However, it is important to recognise that
there are interdependencies and interlinkages between each of the stages, not least because of
vertical integration in both up- and down-stream markets. Thus, for example, broadcasters often
produce and package much of their own content, and some (e.g. cable operators) may even own
part of the consumer premises equipment (the cable set-top box). Also important is the relative
economic power of the players at each stage of the value chain and the potential for control of
any network bottlenecks that may emerge. Thus in the field of pay TV, attention has focused
upon the development of conditional access systems.

The modelling exercise therefore seeks to disentangle the value accruing at each stage of the AV

value chain, placing a particular emphasis on the implications of market developments for the
content providers. This process consists of a number of stages, as described below.
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Modelling Methodology

The modelling methodology adopted is essentially one of a top-down approach, comprising of a
number of stages, see Exhibit 2.4.

Final Demand

Service providers

T ]

Terrestrial I Scaat‘g:ﬁ/e I (\;/i:;iee"% Multimedia I

Content providers [e] Sales
(Rights holders)

Exhibit 2.4: Overview of Modelling Methodology

. Final demand for AV product

Our starting point is to project the final demand for AV product by consumers, either by means
of direct payment or indirectly via the television licence fee, and by advertisers.

Technological advance heralds great opportunities for AV markets of which, the expansion of
distribution outlets (“new pipes to the home”) and the development of new interactive
applications are perhaps the most significant. At the same time, it is important to bear in mind
the economic realities of the applications made possible by the new technologies. Household
incomes are growing at a much slower pace and, moreover, AV expenditure must compete with
other leisure spending.

The projecting of aggregate AV expenditures is therefore important in defining a limit to market
growth, taking into account both economic variables( largely households disposable incomes and
relative prices) and social factors ( such as time constraints and user inertia in the adoption of
new technologies).

In developing indicative scenarios it is important not only to consider the historic link between
AV expenditures and economic growth, but also any evidence as to a possible change in the
importance of AV product relative to other options for consumer and advertising expenditure.
Moreover, it is necessary to distinguish net growth in the AV sector from simple substitution of
expenditures between different service provider segments.

L The distribution of revenues amongst service providers

This issue here is how much of the aggregate AV expenditure will be captured by each of the
various service providers segments:
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- broadcasters, both free-to-air and pay TV;
- film and video distributors;
- multimedia distributors and services

Calculations of the distribution of revenues are based on analysis of historic data, together with
an assessment of the prospects for growth in each of the service provider segments over time. In
developing the scenarios, key issues include the potential demand for new multimedia services,
and the likely impact of the proliferation of (digital) television services. Revenue projections for
new service introductions were further validated with a reference to a bottom- up approach
focusing on the projection of the various new hardware platforms over time, with reference to
the likely costs of adoption, the perceived benefits of proposed new services and analysis of
historical analogueies. Software market revenues were then determined on the basis of
calculating average annual software spend per household for each of the software platforms: the
averages were again based on historic data, together with analysis of likely shifts over time.

L] Revenue accruing to rights holders

The distribution of revenues across service provider segments is also important in terms of its
impact upon the third and final stage of the modelling exercise: the implications for content
providers. This is perhaps the most difficult stage of the process since the structure of the
European content industry tends to be highly fluid, with teams coming together only for
particular productions and then disbanding. To cope with this problem, our unit of analysis is
that of the programme rights holders: a relatively more stable and quantifiable business unit.

In each sector of service provision, we estimate the proportion of revenues flowing back to rights
holders from analysis of existing data. This can be thought of as the total “pot of money”
available to content providers. It is also necessary to net out the amount likely to be spent on
non-European product, again on the basis of analysis of current data, in order to focus on the
future prospects for European content providers. Given projections for the growth of the various
service providers segments and our analysis of the potential shift in the flow of revenues to the
content provider sector, and to European interests in particular, we then consider the likely
implications for the European content industry.
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Chapter 3 Aggregate Audio-visual Expenditures: Drivers
and Inhibitors

3.1 Introduction:

This chapter considers the general prospects for the AV industry and identifies the key drivers
(and inhibitors) for growth across the different market segments. This analysis is then used to
inform the development of the country specific scenarios described in detail in chapter 4. The
chapter is structured as follows:

e 32 Licence Fee
e 33 Advertising
e 34 Consumer Expenditure

3.2 Licence Fee

The funding of public service broadcasting through the licence fee is the subject of intense
political debate throughout Europe. Projecting the level of the licence fee is difficult as it is all
too often subject to the vagaries of short-term political considerations and public expenditure
constraints. These difficulties are further compounded in a number of countries by the prospect
of impending elections with the possible change in administration perhaps shifting attitudes
towards publicly funded broadcasting.

Changing face of broadcasting

Over the longer-term, much of the discussion and debate across Europe will be stimulated by the
changing face of broadcasting. Significant features include:

L4 increasing consumer choice and the consequent continuing fragmentation of viewing
shares
L the continued growth in the multi-channel environment, with the already significant

growth in the number of channels accelerated still further by the increasing use of
digital compression technologies;
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] the continuing trend towards direct payment for TV through subscription and pay TV
services, especially for premium film and sport events;

] the increasingly competitive commercial environment.

Together these trends seem likely to spell an increasingly difficult environment for publicly
funded television services, the result of which may lead to a reassessment by the public of their
willingness to countenance future increases in the licence fee and may in the longer term lead to
an even more fundamental reappraisal of the role of public service broadcasting.

Public broadcasting remains strong

It is significant to note that public broadcaster’s share of the audience has been in decline in
many European countries for a number of years. At the beginning of the 1990s, it was common
to see public broadcasters securing upwards of 50% audience share, even in countries where
commercial television was established. In 1995, only a handful of public broadcasters had more
than half the total viewership. However, even for countries where commercial broadcasting is
well established, public broadcasters share of audience has tended to level out at around 40 - 45
% share. and indeed in some countries, such as France, has increased substantially. This suggests
strong and continuing public support across much of Europe for the unique range and mix of
programming offered by the public broadcasters.

But competitive pressures are increasing

At the same time, the increased income of pay TV services, the fastest growing source of
broadcasting revenues over the last 5 years, and the probable continuing strength of TV
advertising revenues will significantly reduce licence fee revenues’ share of total broadcasting
revenues. This, combined with intensified competition for scarce resources including talent and
programme rights (especially for first-run films and live sporting events) will place increasing
pressures upon public broadcasters programme budgets. There is some circularity in the fact that
sustaining the range and diversity of public broadcasters programmes will provide the
justification for maintaining (or increasing) licence fees, but that this range and diversity can be
provided only if public broadcasters are adequately funded. Breaking this circle will in part
depend on the ability and commitment of government’s and public broadcasters in conveying the
continuing need for well-funded public broadcasting.

Downward pressure on licence fee

Against this background, we expect there to be growing downwards pressure on the real level of
the licence fee (and hence licence fee revenues) over the next ten years. The ability of individual
governments to resist this downwards pressure will depend upon public and political sentiments
towards publicly funded broadcasting, and our scenarios are based on varying assumptions about
this and in particular, take into account any public pronouncements about the future level of the
licence fee and the future for publicly funded broadcasting more generally as well as the level of
demonstrable public support for public service broadcasting as evidenced, by example, with
reference to viewing shares.

The current state and changing nature of public service broadcasting in each national market is
illustrated by reference to the following indicators:

e Current licence fee level and the level five years ago
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e Current licence fee revenue and the revenue five years ago
e Licence fee revenue as a proportion of total broadcaster revenues

e Public broadcasters share of viewing

Advertising

Audio-visual advertising revenues across the 15 countries amounted to some 16,500m ECU in
1995. Of this television advertising expenditure (TV adspend) represented nearly 98% total with
the remainder largely comprised of cinema advertising. On-line multimedia advertising over the
WWW and Internet for the moment remain marginal, though is widely expected to grow over
time (this is discussed further below).

TV advertising continues to grow

Various studies have shown that in stable market conditions the rate of growth of TV adspend is
closely linked with the general rate of economic growth. In the UK, for example, TV adspend is
strongly correlated with GDP growth tending to outperform economic growth in boom years and
to under perform economic growth in a recession. This relationship may be affected by a number
of additional factors including:

L Years since commercial television introduced. The level of TV adspend as a share of
GDP varies markedly across different countries (from 14% in Denmark to 45% in the
UK). At least part of this difference can be attributed to the relative maturity of the
commercial television sector in each country. As advertising financed television
develops, investment in television advertising is stimulated such that the level of TV
adspend, and its share of total adspend increases. We expect higher growth rates in
newly liberalised countries as they experience some catch-up with the more mature
television advertising markets.

L The introduction of new TV channels. Closely linked to the maturity of the
commercial TV sector is the impact of the introduction of new advertising financed
channels. The nature of the impact may be mixed and depends partly on the level of
pent-up demand for air-time. In the short-term, an increase in the number of channels
may lead to greater competition amongst broadcasters for the same advertisers, with the
result that TV ad prices and possibly even total TV adspend may fall. In the longer-
term, this activity may attract new advertisers to the television medium, especially
given the advent of niche special interest channels, with the result that total TV adspend
increases, though there is clearly a limit to this potential new growth.

L] National restrictions on TV advertising. The EU directive requires that no more than
15% of airtime can be dedicated to advertising. Some countries have additional local
limits and advertising by public sector broadcasters is often subject to tight control. The
impact of any relaxation of such additional controls may help to stimulate TV adspend,
thought the precise extent and nature of the impact will again depend upon the impact
on the supply of air-time and factors such as the level of pent-up demand.

Free-air networks to dominate despite future fragmentation
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The advent of the multi-channel and multimedia age has lead to some debate over the long term
prospects for the TV advertising market. The medium’s key strength is as an influential mass-
market tool that reaches virtually all households and has a wide appeal across all ages and
demographic groups. However, there is a danger that the increasing number of channels may
fragment the viewing market to such an extent that television will lose its mass-market reach.
We believe that any such impact will be mitigated over the medium term by the continuing
popularity of the major free-to-air networks. In this regard, it is significant to note that even in
the US, where multi-channel pay TV environment has been established for some considerable
time, the major networks still account for around 60% of the viewing share. Similarly, in the
UK, the recent auction of a fifth analogueue terrestrial TV licence attracted a top bid of
demonstrating the perceived value of a terrestrial TV network even in the wake of imminent
digital TV and multimedia developments.

On-line multimedia advertising growing but marginal

For the moment, on-line multimedia advertising on the Internet and WWW remains small.
According to the New York based Jupiter Research, overall spending on Web advertising should
reach over $300 million in 1996. Most of this expenditure is North American, reflecting both
higher levels of Internet penetration and the current dominance of US content. As European
Internet penetration increases, we expect to see some growth in European on-line advertising
revenues, but for the short term they are assumed to be pretty marginal.

We further expect that most on-line advertising will, in the first instance, be additional to rather
than a substitute for traditional AV advertising. Some on-line advertising may represent new
expenditures, though it is likely a growing proportion will represent substitution from direct
marketing and print markets. We therefore expect on-line advertising to provide an initially
small but growing positive contribution to total AV advertising expenditures.

The current state and development of the AV advertising market in the member states is
observes with reference to the following indicators:

e Total AV adspend

e Average growth / year of AV advertising spend 1990 - 1995

e TV adspend as a share of total advertising

e Level of TV adspend as a share of total advertising relative to EU average
e AV adspend as a share of GDP

e Average AV adspend as a share of GDP / year 1990-1995

Consumer Expenditure:

Cinema:
Growth of multiplexes helps growth in admissions
The growth of the multiplex cinema has had a profound impact on the exhibition industry - both

in terms of raising admissions and squeezing out existing 'old style' cinemas. Cinema admissions
in the EU have increased from 593 million in 1990 to 666 million in 1995. It is this growth in
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admissions which is driving renewed investment in modernising Europe's exhibition
infrastructure. This is illustrated in Exhibit 3.1. The year 1995 witnessed the start of a renewed
interest in multiplex building with a 15% expansion in total screens. This year, growth is
expected to reach 25%. By the end of 1997, it is estimated that 57% of all screens in the UK will
be housed in multiplex screens. No other country in Europe, with the possible exception of
Ireland, has yet reached that level of development and in this respect they can be characterised
as 'emerging markets'. The principle factors hindering the further modernisation of Europe's
cinema infrastructure are a mixture of cultural factors and planning issues. There is strong
evidence to suggest that the move to multiplexing with the consequent improvement in the
‘viewing experience’, together with associated developments at out of town sites, such as
restaurants and bars, are encouraging more people to go to the cinema and to go more
frequently, reversing earlier declines.

Growth of EU Purpose-Built Multiplex Cinemas and Growth of EU Admissions
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Exhibit 3.1: Growth of Multiplex Cinemas and Admissions
Box-office revenues to remain ‘hit-driven’

Cinema box office revenues exhibit some variation year-on-year and depend heavily on the
release of blockbuster hits. This cyclical nature of hit production is difficult to predict over
anything but the short term, when reference can be made to films in production but not released.
Our modelling approach is therefore focused on picking out long term trends in consumer
expenditures at the box office.

The underlying strength and potential development of the cinema box office market in the
countries can be illustrated by reference to the following indicators:

° cinema admissions per head;
° average ticket prices; and
° proportion of screens that are multiplex screens.
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Video rental
Gradual shift from rental to sell-through

There has been a general trend away from video rental towards sell-through, albeit not at the
same pace across the EU and it is expected that the less mature EU markets will experience
continued change in this area in the next 10 years. However, the volume of rental business has
stabilised at a new level, following the sharp drop in rental transactions between 1990 - 1993.
Within the EU, the number of rental transactions has remained consistent for three consecutive
years at around 640 million. This is only two thirds the level of 1990.

As a consequence of the decline of the rental industry, the number of rental outlets has decreased
from 30,483 in 1990 to 26,595 in 1995. Future consolidation of the rental sector may occur as
more chains develop with greater market power, leading perhaps to slightly higher rental
charges, based on better perceived service.

Rental sector under threat from competing media

Looking towards the future, the video rental sector faces a continuous and growing threat from
other forms of competing media such as cinema, pay TV and the advent of new transactional
television services. The recent success of the cinema in attracting people out of their homes for a
night out to see a film is seen as a significant factor in the decline of the rental business. In the
longer-term, the advent of NVOD and VOD services would appear to provide new direct
substitutes for video rental. Any decline of the sector is, however, likely to be gradual due to the
large installed base of VCRs and the expected slow roll-out of transactional TV services.

The current state of the rental industry in the various national markets can be depicted by
reference to the following indicators:

° the number of rental transactions per VCR home;
o the number of VCR homes per rental outlet;

° and the average spend per video household.
Video Sell - through

Market continues to grow

As expenditure on video sell-through continues to increase, one of the most important factors
contributing to this growth has been the new form of promotions of retail videos made by video
distributors, particularly Walt Disney.

Another key driver is the large quantity of software created specifically for retail video and a
growing trend for 'collectable' video titles such as classic film. This has contributed greatly to
the 'gift' phenomena. The continuing growth of the cinema industry and the success in recent
movies will also help to improve the prospects of the sell-through industry.
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The EU average sell-through sale price continues to decrease thus making it an increasingly
attractive purchase for own ownership or as a gift. The maturity of the distribution structure is an
important driver for the sell-through industry. The number of sales outlets in the EU continues to
increase and was up 19% on the 1995 figure. Continuing development of supermarket chains and
kiosks as part of the distribution chain are having a significant impact on the industry.

DVD sustains the upward trend

The eventual launch of DVD is expected to make a slight impact towards the latter part of 1997
and a gradual penetration in some countries in the remaining years of the first five year period.
The penetration of DVD will be expected to make slightly more gains in the second five years in
all EU countries. This will help to sustain the continuing growth over the next ten years.

The key indicators that underline the current strength of the sell-through market in the various
countries are:

L the number of purchase transactions per VCR home
. average video purchase price

° average spend per VCR home.

Pay TV

Pay TV services in Europe are predominantly subscription based. Consumers pay either a
relatively low fee for a basic package of general entertainment and niche programming, or a
much higher fee for premium services, such as movie and sports channels. PPV services are
relatively new in Europe, but have a longer history in the US where they are largely to premium
sporting events. Across Europe, pay TV utilises all available forms of delivery; terrestrial,
satellite and cable.

Premium Services
Films and sports are the key drivers

Content is the main driver when establishing pay TV channels and maintaining the market
shares of existing services. Premium content is that which is most highly valued by viewers and
is therefore the content that they are most prepared to pay for. This, more than increased choice,
has been the determining factor encouraging subscriptions to pay TV. Sport and films are the
two key formats. These genres have been behind the success of BSkyB and CanalPlus.

The key priority for pay TV companies is gaining and keeping subscribers, rather than
maximising ratings and selling advertising. Marketing and promotional initiatives include clear,
i.e. unencrypted, broadcasts of part of Canal Plus's schedule, which promote the channel to
potential subscribers. BSkyB sees its monthly SkyTV Guide magazine as encouraging customer
loyalty.

Public reluctance to pay for otherwise ’free’ content
There is some debate and reluctance by the public in countries where subscription TV is

relatively new about why they should have to pay for something that was hitherto available free
of charge, and although this may slightly inhibit the rate of growth of the market in the first five
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years, we assume that broad acceptance brought about by behavioural changes will be widely
achieved in the second five years. In any case, the recent growing trend to purchase rights to
exclusively offer sports events on premium channels will forcefully drive the market.

This effect may in part be mitigated by the presence of a strong free-to-air broadcasting sector.
The relatively slow take up of pay TV services in Germany and Italy is certainly part explained
by the existence of a wide choice of existing terrestrial broadcasters, which currently retain the
rights to many of the key film and sports programming.

Consumer confused in multi-operator market

A significant inhibitor of the market is consumer confusion brought about by the fact of more
than one service being available. In the early years in the UK, both Sky and BSB suffered from
confusion in the market. FilmNet and TV1000 in Scandinavia have a similar problem now and
for a while it looked as though digital TV developments in Germany would follow the same
path. At the moment, the European pay TV markets are too small to support more than one
operator in a country. However, many broadcasters hope this may change with the advent of
digital television. The hope is that several broadcasters will be able to offer premium services
through the same set-top box, possibly sharing use of the same smart card or using multiple
smart cards. Apart from the competition / regulatory issues raised by this, there is the question of
how many types of services can justify premium rates. Thus, if one company ties up all rights to
key film and sports properties, there may be some doubt that premium rates can be charged for
other types of programming.

In addition, the price of rights also increases when there is competition, and this is inevitably
passed on to the consumer. This may not be so true of the US, which is a much bigger market,
although it is still an open question as to how many competing pay direct-to-home services can
be supported.

Digital may pose problems in transition

Furthermore, the introduction of digital services and continued growth of pay TV may incur
problems for some operators who are already providing pay TV services. Specifically,
analogueue receivers will have to be upgraded in order to take advantage of new digital services.
BSkyB, as with other ‘legacy’ broadcasters will have to continue old analogueue and newer
digital services side by side for at least the next five years, assuming they deliver in 1997.
Otherwise, broadcasters will be forced to subsidise receiver equipment upgrades. This is exactly
what BSkyB are attempting to do by luring financial institutions to offer interactive banking
services in return for a decoder subsidy contribution.

Transactional Services

The transition to digital facilitates the introduction of so-called transactional services including
Pay - Per-View (PPV), Near-Video-On-Demand (NVOD) and Video-On-Demand (VOD).

In order to satisfactorily address the key drivers and inhibitors of the transactional or on-demand,

consumer market, it is necessary to first look at the US experience, essentially PPV offerings,
and then draw conclusions relevant to Europe.

Analogue PPV limited

Sellers of addressable technology and distributors are only too well aware of PPV’s lacklustre

US history. Limited addressability, lack of channel capacity and technological constraints have

held back PPV in the US and therefore, on the world stage too. The US PPV business, which is
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now 10 years old, earned just $590 million in revenues in 1995. This is insignificant when
compared to the $9 billion total revenues in the home video rental industry. The challenges to
developing a successful PPV business in Europe, therefore should not be under estimated. In the
US, PPV failed to live up to its expectations; it did not deliver three things that the consumer
expected; convenience, choice and control.

Move to digital overcomes past constraints

However, the influx of digital services should strengthen the menu of offerings and make the
services more convenient to purchase. Indeed, PPV is now viewed so attractive that it is helping
to drive the digital box, rather than simply being a passenger with the addressable converter.
Contributing to this renewed optimism is the NVOD success of the digital DirecTv Inc. direct
broadcast satellite system in the States, which averages a 150 to 200 % buy-rate per subscriber
(up to two movies a month), as compared to US cable’s average of 35 %. However, NVOD still
only accounts for 15 per cent of DirecTV's total per subscriber revenues of $40 per month.
Technologically advanced NVOD PPV services and popular out-of-market sports offerings are
seen as two of DirecTv’s most attractive features, driving its digital service into US homes at a
rapid rate. Indeed, high value content is the key fundamental driver of PPV, even more so than
Premium Channels. In 1996, US PPV/NVOD revenues are expected to increase 20% to about
$713 million. It is clear that one of the major factors that pump up that revenue is increased
capacity, enabling increased shelf space devoted to PPV.

Europe learns from US mistakes

One important positive factor in favour of European developments is that operators are learning
from mistakes made in the US. As digital services are launched throughout Europe, similar
success should also be realised, and PPV will possibly sell the digital box. These launches are
starting with 6 to 24 channels devoted to PPV. Indeed, Nethold is expected to launch 24 on-
demand channels in 1996 on digital DTH platforms in Sweden, Denmark, Finland, Norway and
the Netherlands and to expand eventually to 48 dedicated channels. In the UK, BSkyB is
expected to devote 60 - 80 digital channels next year to PPV, NVOD and multiplexed services.
Nethold’s on-demand plans incorporate an angle to lure cable operators, promising them instant
additional capacity and new services with new revenue streams. It’s struck two significant deals
in the Netherlands. A good proportion of cable companies are in the 15-20 channel range in
terms of size. By putting in the digital IRD in the consumer’s house, they essentially can drive
the digital platform over their analogue cable system, and increase the number of channels to 80.
In this bouquet are the transactional services.

The single most important European PPV test came last March, when Sky offered DTH
subscribers and UK cable operators, the Frank Bruno / Mike Tyson boxing match. Sky was
clearly pleased with 660,000 sales and an impressive 15% buy rate, as compared to the US
average of 3 to 4%.

The Kirch Group’s new digital NVOD operation of eight channels was launched in July this
year. According to DF1 executives, revenues will be small in the short term, as the market for
pay TV needs to be established first. However, DF1 expect that 20% of its revenues to come
from PPV.

In summary, quality PPV and near video-on-demand (NVOD) features which are greatly
facilitated by the move to digital, will help to drive the European market, as it has in the US. In
addition, digital set-top boxes will increasingly have interactive capabilities (via a modem to the
PSTN in the case of digital satellite and terrestrial services). The emergence of ‘Internet TV’
type services is likely to encourage greater consumer take-up.
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The key indicators that describe the current state and potential of the pay TV markets are the
following:

® penetration of cable and DTH households;
° number of years since pay-television was introduced; and

L the growth of subscription to premium movie channels.
3.4.5 Multimedia

As the business models for both the developing packaged Off-line sector and the emerging On-
line sector are evolving at a different pace, we have decided to treat them separately in the
course of this study.

Multimedia off-line

Multimedia is here defined to include electronic screen-based games, as well as interactive
educational and reference software products that are aimed at the consumer. We have chosen to
concentrate only on those formats that we believe are important for the future development of
the industry. We have excluded portable games systems and the rapidly dwindling markets for 8-
bit cartridges.

The multimedia market is essentially driven by a number of key factors such as MPC
penetration, wide range of localised CD-ROM titles, CD Console penetration, efficient
distribution structure, competitive pricing and availability of an affluent population.

Strong home MPC sales a good sign for multimedia market

The growth in the installed base of multimedia computers is attributed to decreasing hardware
prices and a growing demand for entertainment, educational and personal productivity software.

Due to the memory required to store multimedia, CD ROMs are the most common delivery
media today.

The installed base of multimedia PCs has been inceasing rapidly and will continue to gain
momentum. By the end of 1996, an estimated 17.8 million personal computers are multimedia
capable up from 8.28 million in 1995.

1990 | 1991 [ 1992 1993 1994 1995 1996
000s | 000s | 000s | 000s 000s 000s 000s
France 0.0 1.0 3.5 37 280 1080 2120
Germany 0.0 50| 25.0] 127.0 1110 3220 4810

Italy 0.0 1.0 14.0] 48.0 250.0 1040 1640

Spain 0.0 1.0 8.0[ 20.0 105.0 | 720.0 1200

UK 0.0 5.0 17.5 84 509 1200 2300

Benelux 0.0 0.5 2.5 32 223 1180 2016

Rest of Europe 0.0 0.6 10.6 59 414 2190 3744
EUROPE 0.0 13.0| 70.01{ 3120 2700 | 8288.5 | 17,880
TOTAL

Exhibit 3.2: PCs with CD ROM drives: Active installed base estimates
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The growth in the installed base of multimedia computers is due to;

e the availability of higher performance systems as standard offering now
drives and soundcards available at lower prices

e the increasing availability of CD ROM titles

¢ and the growing public awareness of the capabilities of multimedia PCs
CD ROM drive prices falling while performance increases

The performance of CD ROM drives, measured by the speed at which the disc spins (the transfer
rate), has increased rapidly since the first single-speed drive was introduced in 1985.

1985 1992 1993 1994 1995
Single-speed $1000 | $500-600 | $200-300 | $150-250 | Obsolete
+
Double-speed $600 $400-500 | $250-400 | $100-250
Triple-speed $450-600 | $450-550 | $150-300
Quad-speed $1000 $200-400

Exhibit 3.3: CD ROM Drive Price / Performance History
Consumer software sales growing rapidly

The growing demand for consumer software products is a positive indicator of the growing
market for multimedia titles. The main driver of growth in the European multimedia market is
the strong rise in sales of multimedia CD ROMs for personal computers, which have now
become the single most important format. In volume terms, it is estimated that European CD
ROM sales increase nearly five-fold in 1995 to 14.9 million units, worth nearly $1000m at retail.

Consumer title prices declining

Worldwide prices of consumer multimedia CD ROM titles are declining rapidly. Consumer CD
ROM title decreased to an average price of less than $30 in 1995 due to intense competition for
shelf space.

Multimedia game platforms - life cycle
From its origins, the games sector has progressed through a series of clear market phases based
on the life cycles of the dominant console technology of the period. Now that the 16-bit console

life cycle is drawing to an end, industry expectations have turned to the new generation of 32-
based machines to generate a new phase of market growth.
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Shift in European Multimedia Platforms Active
Installed Base

16-bit cartridge

active installed base (m)

32-/64-bit cartridge

1991 1992 1993 1994 1995

Exhibit 3.4: Shift in European MM Platforms: Active Installed Base

The multimedia games market is dominated by Nintendo and Sega - and is also attracting new
players such as Philpips, The 3DO Company, Apple and Sony. Sega’s satrun and Sega CD,
3DO’s Interactive Multiplayer, Sony’s Playstation and Philips CD-i player are example of the
emerging consumer device category.

Games playing is and will continue to be, an important activity and area of expenditure.
However, dedicated games platforms have a history of being proprietary, fashion-driven and
relatively short-lived. Existing games consoles from Nintendo and Sega have been successful in
Europe over the last few years, but are only suitable for a narrow sub-set of games types, and
have a narrow core of target users.

The Console Gap

The year of 1995 was seen by many to be the ‘swansong’ year for the 16-bit video game market.
However, Sega and Nintendo still managed to sell an estimated 1.5 million new 16-bit consoles
to European consumers during the year. That is more than all the newer CD-based consoles
combined, and is not bad for a dying format. The fact that 16-bit machines can be purchased for
a third of the price of their CD-based counterparts has certainly helped maintain the level of sell-
through, especially in the gift sector.

e Nevertheless, the total European 16-bit software market has plummeted an estimated 45.5
per cent since its peak in 1993. Publishers have been used to top 16-bit cartridge titles
selling 300-400,000 units across Europe; in 1995 a good performance was 100,000 and bad
performance 30,000 or less.

e The 1995 market would certainly have been considerably worse were it not for some
exceptionally strong games titles still being released for the 16-bit systems. Blockbuster
titles like Electronic Arts’ FIFA Soccer and Nintendo’s Donkey Kong series helped keep the
format alive.
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e However, the success of such hits should not mask the fact that the majority of 16-bit
releases performed poorly in 1995. This is so despite the fact that most publishers cut back
their 16-bit release schedules for 1995 after the 1994 experience of severly over-stocked
trade channels. This is a function of the inevitable tendency for sales to be increasingly
concentrated amongst the top titles.

Saturn and Playstation get the nod

With the 16-bit console market in its decline phase, it is thought that the leading platforms to
succeed will be the Sega Saturn and Sony Playstation, usually alongside the MPC. If there is
some consensus appearing, the bias seems to be favouring the Playstation. While every industry
participant hopes the next-generation console market will grow fast, early sales for publishers
have inevitably been constrained by the limited installed base. Nevertheless, initial software
sales for both Saturn and Playstation systems have been strong Initial software sales for both
Saturn and Playstation systems have been strong. At 3-4:1, the early ratio of discs purchased per
installed machine has been as high, if not higher, than that achieved during the launch phase of
Sega and Nintendo's 16-bit consoles. The net result of this is that the Playstation/Saturn business
(essentially only a reality in the final quarter of 1995), achieved a software market value
($124m) nearly 30 per cent of that for the entire year's mature 16-bit business. For publishers,
that means it is already possible to ship over 100,000 units of a single Playstation title across
Europe, a sales level equivalent to a strong CD-ROM games release.

The big question now is whether the growth of this 32-bit CD-based market can be sustained. A
key influence on this will be the introduction strategies of rival new systems. Whereas previous
console market phases (4-bit, 8-bit, 16-bit) had time to achieve a level of stability and maturity,
the smooth growth of the 32-bit life cycle is already threatened by the prospect of 64-bit
machine launches. Already, Sony are planning to launch an upgrade of the Playstation with
integrated Internet / WWW access.

Distribution structure underdeveloped

Across Europe, the interactive entertainment distribution business is still under-developed and
requires considerable investment to bring it to a level comparable to music and video. In general
terms, the games industry is moving towards a hybrid of music and video industry “hits driven'
distribution models, with some companies operating integrated physical distribution services,
others leaving physical dissemination to third parties, and exclusive distribution contracts
generally becoming common. Parts of the edutainment sector are closer to the highly fragmented
book publishing model.

These trends will be accentuated by the current expansion under way in the retail channel for
interactive multimedia software, particularly CD-ROM. The more that mainstream
entertainment product retailers take up multimedia products and become important to overall
market share, the greater will be the power of those distribution companies which already supply
them with leading music and video products

The current strength and potential of the multimedia market is observed by referencing the
following indicators:

L4 MPC penetration;

. no. of CD-ROM purchases per MPC HH;
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L purchase price of CD ROM;

L] CD console penetration;

The off-line multimedia market in Europe is emerging as looking comparatively healthy, mainly
driven by the strong rise in the sales of multimedia CD-ROMs for personal computers, which
have now become the single most important format. The decreasing price of MPCs is helping to
fuel this growth. However, the average number of CD purchases per MPC household is
disappointingly low and continues to inhibit the full market potential.

New CD-based video games from Sega and Sony are making a strong contribution and have a
good ratio of software purchased to hardware ownership. This market is expected to continue to
grow in the short term as the 16-bit games cartridges market continues to decline. In summary,
we believe the multimedia market will continue to grow at current rates for the next five years as
the number of platforms becomes even more consolidated. The development of consumer -
driven CD-ROM titles and a better distribution structure will enable the market to grow at a
slightly higher rate of current growth for the following five years.

Multimedia on-line:

The present state of the demand for on-line multimedia services is not well known. This is
essentially due to the fact that today, the supply side and technology drive the market. Killer
market applications have not developed and the market continues to be fragmented.

The two key platforms for multimedia in the home will be the TV set-top box, offering simple
operation via remote control and the MPC with modem . The types of usage and level of usage
on both these platforms will be different and the revenues generated will also differ.

There are a number of key drivers such as Internet access, high speed access, competitive
pricing, content, culture, and switching costs which will develop the on-line multimedia market.

Internet access:

The enormous amount of attention that the Internet, and specifically the WWW, generated in
1995 helped spur explosive growth in the number of consumer subscribers to on-line services
and Internet-access providers. Subscribership was also facilitated by declining prices for both
home computers and modems, as well as for on-line services, and the increased accessibility and
ease -of-use of Internet navigational software.

Aggressive marketing by leading consumer on-line providers such as Compuserve, AOL /
Bertelsmann and MSN played a significant role in growing the market.

In the short term, it will be difficult to include extensive multimedia content via on-line services,
as most installed modems are low baud rate and most on-line services offer a maximum transfer
rate of 14.4kbps. However, a number of technologies such as fractal compression and high speed
access techniques are becoming available which will overcome this problem.

High - speed access:
By increasing the utility of the Internet and improving reliability, the advent of technologies that

provide faster transmission speeds will also spark Internet use over the next 10 years. Currently,
one of the major drawbacks to using the Internet is that it can be extremely slow in providing
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information. The arrival of cable modems may help to alleviate this problem by stepping up the
speed at which data is transmitted. We expect cable modems to be deployed in 2-3 years on
cable TV networks with a fibre optic backbone.

In addition to cable modems, wireless modems are being tested as a form of high-speed data
delivery. As part of DTH systems, the modems are capable of rapidly downloading full-motion
video, audio and data. The caveat is that upstream data is sent through telephone lines at a much
slower speed. Such a system is being proposed by BSkyB as part of its digital pay TV launch in
1997 with a range of added value services such as home shopping and home banking.

Advances in the ease of implementation, the cost of installation and utilisation charges is helping
to increase ISDN penetration throughout Europe. However, charges are still such that its users
are primarily business. However, this is not the case in Germany, where there is phenomenal
growth in the number of consumers using ISDN in the home to access the Internet. This is as a
result of Deutsche Telekom aggressively marketing ISDN and charging a nominal fee for
installation and utilisation.

Another promising modem technology that will permit consumers to access content more
quickly is that of ADSL, using the telephone line connection. The promising results of initial
trials indicate that this may be deployed by various telecom operators from the year 2000
onwards.

Competitive Pricing:

Price is one of the most important drivers in stimulating the uptake of on-line services. It affects
not only the speed of adoption but also the usage of new services. Price is influenced by many
factors - the size of the local relative to international market, the degree of competition, the
originality of the product and the degree of risk taken in its production.

One of the major factors that has limited on-line and Internet service growth has been the high
cost of the hardware needed in order to use these services. As home computer and modem prices
fall, and as inexpensive devices (usually called Network Computers / STBs) that can access the
Internet without the need of a computer are introduced, the hardware hurdle should be less of an
impediment to growth. However, it is interesting to note that not all users with MPCs are
subscribers to on-line services.

One of the factors that has hampered subscribership to Internet-access providers has been
insufficient and ineffective marketing by the telecom operators. However, this is gradually
changing and in addition, most are charging all links to the Internet at local charges. However,
in general, telecommunications charges in Europe are not encouraging users to subscribe to on-
line services. The impact of market liberalisation measures in 1998 should, however, see the
price of telecommunications in Europe begin to fall.

Content:

On-line multimedia services is about access to content. Content is an extremely important
differentiator between European countries because the impact of language, culture and consumer
needs determines that generally the most effective content is local content. Consequently, the
presence (or absence) of local content can play a major role in stimulating uptake of certain
services. This is marked in emerging areas such as the Internet where in several markets only a
few local content providers have emerged, although this situation appears to be changing
rapidly.
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Culture:

Culture, in this instance, describes the various components of attitude that contribute to the
growth of on-line multimedia services. These include consumer attitudes, language, education,
political commitment, and the longevity of a competitive market place. The individual effect of
these differences in culture is impossible to model. However, collectively, they do contribute to
the development of a positive environment in which on-line services will prosper.

According to research carried out by Inteco, much of the activity, such as home - based
education, home banking, telephone - based information services, which can be regarded as
precursors of demand for multimedia -based services, are concentrated in a number of
households - those which are relatively wealthy and well educated.

Switching Costs:

On-line multimedia has the potential to be a mass market service if the digital STB/ integrated
digital receiver becomes ubiquitous with TV  households, whether services are received
terrestrially, via cable or DTH. It is expected that the decoders will decrease rapidly in price and
in some cases they may be either subsidised by the service provider or rented. As the cost will be
considerably less that the purchase of a MPC, it is likely to be the dominant platform. However,
it is likely to lead to less intense usage compared to the MPC usage.

We believe the following indicators are the most suitable in illustrating the current state and
potential development of the multimedia markets in the various countries:

° MPC penetration

. Modem penetration

® Internet hosts / 100 Inhabitants;
° growth of Internet hosts;

L ISDN penetration; and

L Pay TV penetration.

The continuing explosion in the number of Internet subscribers will be a major factor in
preparing the market place for on-line multimedia services. In general, there are few on-line
multimedia services being delivered to the subscriber today. However, this is rapidly changing.
Unless, there is a supply of locally produced content that takes into account different cultures,
then there will not be a sustainable industry. In most countries this is beginning to occur.

Competitive pricing of telecommunication costs, content costs and equipment are vital for the
long term growth. It is our belief that the market will grow quickly in the initial five years,
capitalising on an increasing installed base of MPCs and digital STBs and supply of locally
produced audio-visual content. In the second five years, as the 'early adopters' will have been
surpassed, and peoples resistance is slowly overcome, penetration rates of hardware will soar
amongst the mass market, thus fuelling increased growth rates of the on-line market.
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Chapter 4 Projections for Aggregate AV Expenditures

This chapter provides economic projections for licence fee revenue, advertising revenue and
consumer expenditure in each of the seven member states.

We begin by presenting the most likely scenario for each market per country. The scenario is
partly based on an analysis of historical data and key economic indicators together with market
developments that are likely to have an effect on that market. Each scenario is then concluded
with a qualitative assessment of the economic future of that market. We then present the
projected growth of revenues for each market segment, per country, over the period 1996-2005.

The chapter is structured as follows;

e 41 Germany

o 472 Denmark

® 43 Spain

e 44 France

e 45 Great Britain
e 46 Ireland

o 47 Italy
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4.1 Germany (DE)

Summary:

Total AV expenditures for Germany are projected to grow from ECU 8,621.5 million in 1995 to
ECU 14,737.4 million by 2005 (see Exhibit 4.1.1). Direct consumer AV expenditure continues
to grow in importance accounting for 40.6% of total AV expenditures in 2005 up from 26.6% in
1995. Advertising’s share of the total is projected to remain fairly constant at 40.6% in 2005
(40.9% in 1995), while television licence fee revenues fall from 32.5% of the total in 1995 to
18.7% in 2005.

Within direct consumer expenditures, on-line multimedia emerges as the largest market segment
in 2005 with a total value of ECU 1,802.7 million. Other significant growth sectors are video
sell-through (ECU 1,068.1 million in 2005) and off-line multimedia (ECU 1,065.2 million in
2005). The pay TV market in Germany is projected to reach ECU 807.9 million, held back in
part by the continuing strength of the terrestrial free-to-air market.

Germany: AV expenditures by category

1995 2005
Total market value: ECU 8,621.5m Total market value: ECU 14,737.4m
Advertising
41%

Advertising
40%

Licence fee

33% [
° Licence fee

19% &

Consumer spend
27% Consumer spend
40%

Exhibit 4.1.1: Summary of Aggregate AV Expenditures: Germany.
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Licence Fee

Indicators:

Current Level: ECU 149 (1990: ECU 110.5)

Licence fee revenue: ECU 2802.1 million (1990: ECU 2169.5 million)
Licence fee revenues as percentage of total revenues: 71%

Public broadcasters share of viewing: 39%

Country Specific Details:

Germany is the largest television market in Europe. There are 20 national free-to-air channels
and their numbers are growing because the size of the German market is attractive and it is easy
to reach a large number of households through satellite and cable. Five channels achieve
viewing shares of more than 10%, namely RTL, SAT.1, ARD1, ZDF and PRO 7. Other
significant channels include ARD 3, the regional services broadcast by the stations that make up
the ARD network, with 9% of viewing , RTL 2 with 5% and Kabel 1 with 3%.

The two main public broadcasters are ARD and ZDF.

Public Announcements on Licence Fee:

The Monthly Licence fee was recently increased by DM 4.45 to DM 28.25, with effect from 1
Jan ‘97 and to be maintained until year 2000. Pleased with the far - reaching efficiency drive,
the government will probably give ZDF will most of this increase, which will add 50% to the
channel’s licence fee revenues. ARD will have to make further savings to guarantee extra
income.

General perception of public sentiment / political commitment:

The public audience share of ARD and ZDF has been falling rapidly since 1990, though more
gradually in the last two years. They are experiencing problems with their funding. The
advertising that they can show is restricted to 20 minutes per day. Competition from the private
sector had caused their viewing share to fall; in turn this has pushed down advertising sales,
causing financial problems. However, they may be turning the corner as both recently recorded
their first increase in advertising revenues for 4 years. ZDF and ARD are trying new ways of
competing, planning a children’s channel from 1 January 1997. A documentary channel is also
under consideration.

There is a strong cultural policy in favour of maintaining the presence and quality of the public
stations.

Conclusion:
On the basis of the recent political agreement to award a licence fee increase of approximately
18% and to be maintained until the year 2000, we believe it reasonable to assume average

growth of 1.8% per annum in real terms for the first 5 years.

The growing popularity of commercial channels and the huge potential in pay TV from Premiere
and DF1 will provide an increasingly difficult environment for licence fee revenue. Accordingly,
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we believe that the decline of the licence fee revenue in the second five years to be an average
1.9% per annum.

1* 5 years 2" 5 years
Average growth rate of 1.8% Average decline rate of 1.9%

base scenario
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Exhibit 4.1.2: German TV Licence Fee Revenue
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Advertising

Indicators

Total AV adspend: ECU 3528.0 million
Average growth / year of TV advertising spend 1990- 1995: 14.28%

TV adspend as a share of total advertising: 20.5% (1992: 16.1%)
Level of TV adspend as a share of total advertising relative to EU average: 9.5% below

AV adspend as a share of GDP: 0.21%
Average AV adspend as a share of GDP / year 1990-1995: 0.17%

Country Specific Details
Discussion on market structure:

Although the Germany economy has shown signs of slowing down, there is a steady recovery
from the recession and the effects of reunification.

There is a very strong commercial broadcasting sector in Germany with commercial revenues
achieving 41% of aggregated public and private TV revenues. Commercial channels have a
combined audience share in excess of 60%. 5 channels achieve viewing shares of more than
10%, namely RTL, SAT. 1, ARD 1, ZDF and PRO 7. Other significant channels include ARD 3,
the regional services broadcast by the stations that make up the ARD network, with 9% viewing
share, RTL 2 with 5% and Kabel 1 with 3%. RTL topped the ratings in 1995 with a 17.6%
audience share.

The TV advertising market has expanded vigorously during 1995. After years of relatively poor
performance, broadcasters have pursued aggressive marketing strategies, particularly, state
channels. Encouraging advertisers with free air-time spots and special terms for big spenders,
channels have overhauled their programming schedules, producing more popular programmes
aimed at a more affluent portion of the channel. While few of the special interest channels
achieve a large share of the TV audience, the growth of these niche markets has attracted non-
traditional customers to the TV advertising sector, particularly mail-order businesses. As a result
the healthy TV sector is likely to expand its share of advertising expenditure. In the first 9
months of 1996, commercial TV advertising revenues increased by 14%; ZDF’s and ARD’s
increased by 7.5% and 1.5% respectively.

Under new ownership regulations, which eliminates the 49% ownership limit and replaces it
with a maximum 30% viewer market share, both Bertelsmann and Kirch will have room for

expansion. Under the revised state treaty, companies can own or part-own as many channels as
they wish providing they do not exceed the 30% limit.

Likely impact of new media
Based on the relatively high penetration of ISDN for Internet access and PCs in the home it is
expected that additional advertising budgets will be attracted to these new forms of media.

Conclusion:
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On the basis of the continuing recovery of the Germany economy from recession and the effects
of unification, and the increasingly competitive TV advertising market, we believe the market
will grow at a rate of 6-7% for the next five years.

This growth is expected to continue in the second five years as economic recovery continues and
new channels and new forms of media such as Internet and WWW begin to make an impact on
existing saturated channels.

1" 5 years 2" 5 years
base Average growth rate of 6.6% Average growth rate of 5.6%
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Consumer AV Expenditure

General Consumer AV Expenditure Indicators

Consumer AV expenditure as % of GDP: 0.14%
Average consumer expenditure / year as % of GDP 1990-1995: 0.11%

GDP / capita: ECU 20,822 million (1990: ECU 18724 million)
Average daily hours TV viewing: 2.9
TV Households: 36,085,000

VCR Penetration: 65.9% (1990 - 52.4%)
Average growth / year of VCR penetration for period 1991 - 1995: 4.37%

Cable Penetration: 41.4% (1990 - 28.3%)
Average growth / year of cable penetration for period 1990 - 1995: 2.62%

Satellite Penetration: 25.6% (1990 - 3%)
Average growth / year of satellite penetration for period 1990 - 1995: 4.52%

Cinema Box Office

Indicators
Gross cinema box office revenues: ECU 631.4 million (1990: ECU 518.8 million)

Average annual cinema admissions per head in 1995 was 2.1 (1990 - 1.7)
Level of average annual admissions relative to EU average: 23% greater than EU average 1.7
Growth of average annual cinema admissions for period 1990 - 1995: +25%

Average ticket price in 1995 was ECU 4.6 (DM 9.5)
EU average ticket price: ECU 4.9
Average ticket price in 1994 was ECU 4.5 (DM 9.2)

Multiplex Screens as proportion of Total Screens 6.5%
Level of multiplex screens as proportion of total screens relative to EU average: 11% below

EU average of 17.4%
Growth of multiplex screens as proportion of total screens period 1990 - 1995: 5.9%

Country Specific Details
Discussion of market structures:
The cinema building boom continues unabated, especially in the under-developed former East

Germany. The total number of German screens increased by 106 from 3795 in 1994 to 3901 last
year.
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A very significant 34% of cinema tickets sold in Germany during June 1996 were for locally
produced films. Overall, local films took 20% of admissions for the first half of 1996 compared
with yearly averages of 10% this decade.

Likely impact of new media:
It is thought that the impact of any new media is likely to be insignificant due to the added value
of the ‘social experience’ in going to the cinema.

Conclusion

As the multiplex build continues, we expect that the sector will continue to grow at an average
rate of 1-2 % over the next five years.

Due to the relatively small absolute value of multiplex screens as a proportion of the number of
total screens, we expect the multiplex build to continue in the second five years. This together
with a sustaining of the current popular nationally produced movies will enable the market to
grow constant in real terms for the following five years..

1" 5 years 2" 5 years

base

Average growth rate of 1-2% Average growth rate of 0%

Video Rental

Indicators
Total video rental expenditure: ECU 395.0 million (1990: 632.2 million)

Average rental transactions per VCR home: 6.7
Level of average rental transactions per VCR home relative to EU average: 9% below EU
average 7.3

Average spend per video household: ECU 16.6
Level of average spend per video household relative to EU average: 13% below EU average
ECU 19

VCR homes per rental outlet: 3946 (1990- 1585)
Growth / year of VCR homes per rental outlet 1990 - 1995:+149%

General Country details

Discussion of market structure:

Germany is still more video rental orientated than purchase but this is gradually changing.

This is reflected in the continuing decrease in the number of video rental outlets. It is expected
that the current trend in the switch from rental to sell-through will continue.

Germany’s video rental market grew by 1.4% in the first half of 1996. However, these figures
are expected to improve in the autumn with the rental release of major titles. Growth for the year
is estimated to be 3-5%. Although the trend of the decline in the video rental market is not

expected to be reversed, it may be slowed down by recent recovery.

Likely impact of other media:
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DVD is not expected to make any significant impact on the rental sector. However, the growing
pay TV market may impact it.

Conclusion:
Although there was positive growth in 1996, this will at best help to slow the decline of the

market. In conclusion, we believe it reasonable to assume that the market will decline at an
average rate of 1-2% for the next 10 years.

1" 5 years 2™ 5 years
base Average negative growth rate | Average negative growth rate
of 1-1.5% of 1.5-2%

Video sell-through (including DVD)

Indicators:
Total video sell-through expenditure: ECU 555.1 million ( 1990: 188)

Average video purchase transactions per VCR home: 1.7 (1991 - 1.3)
Level of average video purchase transactions per VCR home relative to EU average: 30% below
EU average 2.4

Average video purchase price: ECU 12.1 (DM 24.94)

Level of average video purchase price per VCR home relative to EU average: 15% below EU
ECU 14.3.

Average video purchase price per VCR home 1994: ECU 14.6

Average spend per VCR household: ECU 23 (1991 - ECU 17.6)
Level of average spend per video household relative to EU average: 28% below EU average
ECU 32.3

General Country Specific Details
Discussion of market structure:

The number of sell-through outlets has remained constant during 1994 and 1995, following the
30% increase between 1993 and 1994,

Average sell-through prices fell for the second year running; 6.8% decrease in 1994 and a 8.1%
decrease in 1995.

However, the video sell - through market remains healthy in 1996 with sales up 13% on same
period in 1995.

Likely impact from competing media:

It is expected that Germany will be an early adopter of DVD (following its early adoption of
consumer appliances) and that this will have a positive impact on the sell through market.

Conclusions:
On the basis of the distribution market stabilising at a new level and the continuing trend from

rental to sell-through, we believe it reasonable to expect that the growth of the sector continues
at current rates for the next 5 years.
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For the second five years, we believe DVD will be the most significant factor in sustaining
slightly lower growth.

1" 5 years 2" 5 years

base

Average growth rate of 6-7% Average growth rate of 4-5%

Pay TV

Indicators
Total pay TV expenditure: ECU 374.1 million (1990: ECU 11.0 million)

Cable TV connected HH: 41.4%
Growth / year of cable TV connections 1990-1995: 2.62%

DTH connected HH: 25.6%
Growth / year of DTH connected HH 1990 - 1995: 4.52%

Number of years since pay TV introduction: 10
General Country Specific Details

Premium Services

Discussion of market structure:

Prior to the launch of the digital DF1 channel in July this year, Germany had only one pay-
television channel, Premiere. Premiere had 1.15m subscribers at the end of March 1996. The
annual growth in subscribers of the service has been steadily declining from 1990 (229%) to
1995( 19%). Its growth has been hampered by the large number of channels already available,
the fact that 14.6m households already pay basic cable subscriptions, and also the fact that its
shareholders’ interests in free-to-air content and the launch of digital services have restricted its
access to high-value content. The five year old service has yet to make a profit.

DF1, the first digital TV for Germany and Austria, was launched on 1 July 1996. DF1 anticipates
200,000 subscribers by the end of 1996; 700,000 by the end of 1997 and 3 million by the year
2000. DF1 has been very successful in purchasing TV rights output for Hollywood major
Paramount, various children’s channels, and the World Cup soccer competitions for 2002 and
2006. In addition, DF1 has secured TV rights of operas and musical performances in various
countries during the last ten years. These will be exploited in due course.

Likely impact of new media
Discussion of issues in switch to digital pay - TV.

Bertelsmann and Kirch have entered into a co-operation agreement, with Kirch settling the
problem of a standard decoder and clarifying the future of Premiere. The accord called for the
partners to develop Premiere into a digital service. On the basis of the expected projections for
DF1, and a common standard for the decoder, consumers may now be more enticed to move to
digital as it will allow them to choose the pay TV channel it prefers. Instances of competing pay
TV platforms in Europe have not traditionally encouraged growth of the market but in fact
confuse the consumer.
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Conclusions:

The German track record in the pay TV market is not an impressive one and would not inspire
confidence in the future. However, as pointed out earlier there are justifiable reasons why it did
not take up. We believe the competition between Premiere and DF1 will lead to higher quality
programming and more choice for the consumer which should encourage growth of the market.
However, this is subject to a single digital platform becoming available in Germany. We
therefore, believe that the market will exhibit strong growth and that this will continue for the
next 5 years.

The competition of the pay TV sector in Germany could have been much more fierce this year
had it not been for the failure of other proposed launches including the BSkyB alliance with
Germany. However, it is possible that more launches may loom on the horizon in the near
future. This will only encourage the market more. In the second five years, we believe the
market will continue to grow, though at a slower rate as more and more consumers are enticed to
the pay TV premium events.

1* 5 years 2" 5 years

base

Average growth rate of 13-14% | Average growth rate of 2%

Transactional TV

The DF1 launch of 50 digital channels includes nine movie pay channels organised by genre; the
Cinedom pay-per-view service (offering new movies, sport and entertainment); and other pay-
channels devoted to children’s programming and documentaries s well as third party niche
services. In addition, services offering home shopping and home banking are also planned.

Conclusion:

Although there is no precedent in Germany for the level of demand for these types of services,
we assume as in other European markets, that as a critical number of premium service
subscribers is attained, the market for transactional services will grow proportionally.

1" 5 years 2" 5 years

base

Market to grow to ECU 96 | Average growth rate of 7-8%
million by year 2000

Multimedia: Off-line

MM off-line expenditure: ECU 335.5 million (1991: ECU 17.4 million)

MPC Model

Indicators

MPC Penetration: 6.6%

MPC penetration 1994 : 2.3%

Growth / year of MPC penetration for period 1993-1995: 2.2%

Average no. of CD-ROM purchases per MPC HH: 1.9 (1992: 1.1)
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Average purchase price of CD ROM ECU 49.7 (1992: ECU 64.2)

CD Consoles Model

Indicators

CD Console Installed base: 266,500 (1994: 94,500)
General Country Specific Details

Discussion of market developments:

Due to its booming CD-ROM sector over the last couple of years, Germany is now the largest
market for interactive entertainment software in Europe. Because its growth has been so related
to the rise of the MPC and less dependent on the earlier cycles of the cartridge business, the total
German market has steadily increased in size over the last five years.

As evident in all markets, 16-bit cartridge market has declined. Nintendo has a better market
share in Germany than elsewhere in Europe.

Germany is the CD-ROM market driver of Europe, accounting for nearly 40% of all CD-ROM
software sold in Europe. The main driver for this is the relatively low prices of MPCs.

Germany’s market size is augmented by the additional German-speaking markets of Austria and
Switzerland. As Germans are generally comfortable with English-language product, they
German CD-ROM market was able to start earlier with imported titles. However, localisation of
titles into German language is vital to achieving good sales and the number of German-language
CD-ROMs (both localised and German-originals) is growing dramatically. In 1995, there were
1500 German-language releases, double the 1994 number.

The German CD-ROM market is heavily dominated by games. Thus, despite the relatively poor
track record for dedicated games machines in Germany, there is obviously a considerable
underlying demand for games. Accordingly, the edutainment market is relatively poorly
developed, estimated to account for no more than 5% of 1995 figures.

The distribution structure is fragmented and at an early stage of development.

Conclusion

The largely homogeneous base for a multimedia platform in the MPC, positions Germany for
sustained growth. Together with decreasing hardware prices, expanding supply of German titles

and developing distribution channels will allow the market to grow at current rates of 15-17%
for the next 5 years and at a lower rate for the following five years.

1* 5 years 2" 5 years

base

Average growth rate of 16-17% | Average growth rate of 8-9%

Multimedia: On-line
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Indicators
PC Path:

MPC Penetration as % of Households: 6.6%
Modem Penetration as % of Households: 4%
Internet hosts / 100 Inhabitants: 0.67

Growth / year of Internet hosts 1994-1996: 86.5%
ISDN lines/ main telephone lines: 1.41

TV Path:

Multi-channel Penetration of TV HH: 67%
General Country Specific details
Broadband Infrastructure rollout:

The OPAL project, which can reach 37 cities, has allowed the development of fibre optics into
the local loops, to both business and residential customers. In the former East Germany, more
than one million households have been connected to broadband networks, based on Fibre-To-
The-Building, or Fibre-To-The-Curb architectures.

The extensive cable TV network is already at full capacity. There are currently no plans to
upgrade this network in the former Germany.

General market discussion:

The development of multimedia applications over networks in Germany involving 7 major trials
were put on hold in November 1994 for a variety of reasons. Yet, Deutsche Telekom (DT)
whose cable TV network has over 24 million homes connected to it and has development
agreements with Microsoft and Intel to develop German services, will be the main driving force
behind multimedia in Germany.

Germany has a high number of Internet hosts and is growing at approximately 90% per year.
AOL / Bertelsmann and T-On-line are growing rapidly with in excess of 20000 new subscribers
per month. Home banking is proving to be very popular.

The growth in ISDN (of approximately 67% per year for 1995 and 1996), especially into
residential homes, has taken DT by surprise. Most residential connections are being used for
high speed Internet access.

Conclusion:

The very extensive cable TV network, rapidly growing DTH market and ISDN growth will be
significant drivers for the development of multimedia on-line services in Germany. Together
with a growing availability of local content from service providers such as AOL / Bertelsmann
and T-On-line will enable constant real growth for the next 10 years.

1* 5 years 2" 5 years
base Market to grow to ECU 186 | Average growth rate of 60%
million by year 2000
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Germany Consumer AV Spend 1990 - 2005
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Chapter 4: Projections of Aggregate AV Revenues: Denmark (DK)

Denmark (DK)

Summary:

Total AV expenditures for Denmark are projected to increase from ECU 766.6 million in 1995
to ECU 1163.5 million in 2005. Consumer AV expenditure increases its share of the total from
29.7% to 42.5% over the period, while advertising remains reasonably constant at 26.7% in 2005
(24.9% in 1995) with licence fee revenue falling from 45.4% in 1995 to 30.8% in 2005 (see
Exhibit 4.2.1).

The 1996 penetration rates for MPCs (12%) and Internet connections (4%) in Denmark are
significantly above the European average. We expect these sectors to continue to experience
strong growth over the next ten years, such that in 2005 on-line multimedia represents the largest
consumer AV expenditure category at ECU 113.2 million, while off-line multimedia sales reach
ECU 81.2 million in the same year. Pay TV also advances strongly to ECU 77.1 million in 2005.

Denmark: AV expenditures by category

1995 2005
Total market value: ECU 766.0m Total market value: ECU 1,200.3m
. . Advertising
Licence fee Licence fee 26%
45% 30%

Advertising
25%

Consumer spend
30% Consumer spend

44%

Exhibit 4.2.1: Summary of Aggregate AV Expenditures: Denmark
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Licence Fee

Indicators:

Current Level: ECU 172 (1990: ECU 186)

Licence fee revenue: ECU 348.0 million (1990: ECU 313 million)
Licence fee revenues as percentage of total revenues: 77%

Public broadcaster’s share of viewing: 69% (1990 level 92%)

Country Specific Details:

There are 3 state run networks DR (28%), DR2 and TV2 (41% - partially privatised), and private
networks TV3 (11%) and Kanal 2 (3.9%). While TV2 is a commercial channel, Danmarks Radio
relies entirely on licence fee income. Denmark is heavily reliant on TV licence funding but this
is expected to change in the future. The licence fee is perceived to be relatively expensive in
Denmark. In addition, Filmnet is the main pay TV company.

A third terrestrial national channel may be allocated for digital transmissions, with two channel
bandwidths going to DR and TV2 and any other digital channel capacity going to third parties.

Public Announcements on Licence Fee:

The licence fee has recently being agreed by the Government to approve a 3.3% increase per
annum until the year 2000. This increase is greater than the estimated 2.4% level of inflation
over the period. In the year 2000, there will be a new political agreement to decide the next 4
years.

General Perception of public sentiment / political commitment

DR’s 2nd channel, DR2, is now operating and being delivered via satellite. It is intended to
complement DR/TV, at the same cost of the licence fee to the consumer. However, as only 60%
of Danish TV households have the capacity to receive it via cable or satellite, the new channel
has provoked a public and media outcry.

The recent media legislation passed in May this year and reform of DR reaffirms the political
commitment to allow public broadcasting change with the times. However, licence fee revenue
will not be used to develop new services, but must be self-financed.

In order to remain competitive, the broadcaster initiated a four-year plan in 1993, splitting radio
and TV services to reduce administrative costs. The efficiency drive included staff
rationalisation, with savings passed on to the programme departments. The plan has been largely
successful.

Conclusion:
It is clear from the recent Government media legislation and the political agreement to annually
increase the licence fee at a rate greater than the projected rate of inflation, that the broadcaster

is being allowed the flexibility to adapt to the changing environment following its successful
1993 four-year competitiveness plan. Unless a highly unexpected political decision reversed the
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recent political approval of the licence fee until the year 2000, we believe it reasonable to
assume licence fee revenue growth of 1% in real terms for the next 5 years.

In the second five years, the trend towards less reliance on the licence fee revenue as the main
source of broadcaster revenue continues as the process of reform becomes established. In
particular, the broadcaster will establish revenue generating subsidiary companies other than
radio and TV, and shift towards pay subscription TV. In conclusion, we believe licence fee
funding will decline by an average annual rate of 0.4% for the second five years.

1" 5 years 2" 5 years

base scenario Average growth rate of 1% Average decline rate of 0.4%

Danish Licence Fee Revenue 1986 - 2005
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Exhibit 4.2.2 Denmark TV Licence Fee Revenue
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Advertising

Indicators

Total AV adspend: ECU 190.9 million
Average growth / year of AV advertising spend 1990- 1995: 9.36%

TV adspend as a share of total advertising: 19.5% (1992: 14.8%)
Level of TV adspend as a share of total advertising relative to EU average: 10% below

AV adspend as a share of GDP: 0.14%
Average AV adspend as a share of GDP / year 1990-1995: 0.12%

Country Specific Details
Discussion on market structure:

The Denmark TV commercial advertising market is significantly behind other European markets
and as such offers significant potential . Historically, the Danish advertising market remains
dominated by newspapers but this is expected to change in the future. In particular, the
television advertising market in Denmark has experienced strong growth, growing by 50.6%
between 1990 and 1995 and this is projected to continue as Denmark is experiencing an
economic boom at the moment.

The Danish TV market is going to exhibit increasing commercialisation of programmes. In TV2,
Programme and Advertising Departments are being merged to commercialise their programme
structure. More significantly, it is legislated that TV2 will become a wholly advertising and
sponsorship- financed broadcaster by 1 January 1998. They will need to increase their
advertising revenues as a result of the shift of 15% licence fee funding to 0% funding.

As a result of new media legislation, local broadcasters may network and this will increase
competition for advertising revenues. Kanal 2, Copenhagen based local TV station, can now
network with local partners in the major cities of Denmark. This will be a major competitor of
TV advertisers for TV2. In addition, the launch of new channel DR2 will also compete
effectively for audience share with TV2 and this may inhibit their advertising potential revenues.
Also indirectly assisting local broadcasting, is the recent decision to increase the amount of
advertising from 10% to 15% of programme hour. This decision is seen as part of increased
liberalisation of advertising regulations. This will tend to grow the market.

The prices of advertising air-time is decreasing, which is increasing demand and as a
consequence, television airtime is generally in short supply. However, but new satellite channels
- which half the population receive - have absorbed some of this demand, thereby providing
additional competition.

Likely impact of new media

According to broadcaster TV2, growth of new revenues is expected from Internet/ WWW of
approximately 5% in 5 years time. Denmark has a very high penetration of Internet access and
one of the highest penetration of PCs in the home.

Conclusion:
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The changes introduced by the new media legislation will promote a stable regulatory
environment for the next 4 - 5 years and will encourage development of the commercial
advertising market. In addition ,the launch of new channels such as DR2 and the possibility that
local broadcasters may network, will increasingly expand the advertising market and in
particular increase the TV share of the ad market. As a consequence, we believe the TV ad
market will grow at 6% per annum, approximately, over the next 5 years.

This trend will continue in the second five years but compounded with the heavy PC penetration
in the workforce and in the home, the penetration and growth of Internet access, will enable
additional growth of 1-2% from Internet/ WWW advertising. We therefore expect an average
growth rate of 5% per annum for the second five years.

1* 5 years 2" 5 years

base

Average growth rate of 6% Average growth rate of 5%

Danish AV adspend 1986 -2005
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Exhibit 4.2.3: Denmark AV Adspend
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Consumer AV Expenditure

General Consumer AV Expenditure Indicators

Consumer AV expenditure as % of GDP: 0.17%
Average consumer expenditure / year as % of GDP 1990-1995: 0.15%

GDP / capita: ECU 25,941 million (1990: ECU 23,115 million)
Average daily TV hours viewing: 2.61
TV Households: 2,322,700

VCR Penetration: 68.1% (1990 - 45.9%)
Average growth / year of VCR penetration for period 1990 - 1995: 4.4%

Cable Penetration: 54.9% (1990 - 51.1%)
Average growth / year of cable penetration for period 1991 - 1995: 0.76%

Satellite Penetration: 41% (1990 - 17.1%)
Average growth / year of satellite penetration for period 1990 - 1995: 4.78%

Cinema Box Office

Indicators
Gross revenues: ECU 49.3 million (1990: ECU 50.1 million)

Average annual cinema admissions per head in 1995 was 1.7 (1990 - 1.9)
Level of average annual admissions relative to EU average: same as EU average 1.7
Growth of average annual cinema admissions for period 1990 - 1995: -10.5%

Average ticket prices in 1995 was ECU 5.2 (41 Dmk)
Average ticket price level relative to EU average: 6% greater than EU average ECU 4.9
Average ticket price in 1994 was ECU 5.0 (39.4 Dmk)

Multiplex Screens as proportion of Total Screens is 16.6% (1990 - 11.2%)
Level of multiplex screens as proportion of total screens relative to EU average; almost same

as EU value 17.4%
Growth of multiplex screens as proportion of total screens period 1990 - 1995: 5.4%

Country Specific Details

Discussion of market structures

The increased quality of large cinemas and the growth in multiplex screens is assisting growth in
admissions. There were four new cinemas built last year though this is expected to slow down in

two years time.

Assisting this growth in admissions is increased popularity of good Danish films. Indeed, it is
suggested that film producers have developed skills to produce ‘hit type’ movies.
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This success in the rising admissions is evident in cinema box office revenues from ticket sales
which are up 45% in first half results of 1996.

Likely impact of new media
We do not expect other forms of entertainment such as DVD or NVOD having a significant
impact on the ‘night-out’ of going to the cinema.

Conclusion
The current multiplex build in Denmark together with the increased popularity of nationally
produced programmes will encourage more people to go to the cinema and will in our belief,

grow the market by 4-5% in real terms over the next 5 years.

In the second five years, we believe a new level of market maturity is reached after five years,
and this will enable a more moderate growth rate of approximately 1% per annum.

1* 5 years 2" 5 years
base Average growth rate of 4% - | Average growth rate of 1%
5%

Video Rental

Indicators
Total video rental expenditure: ECU 66.2 million (1990: ECU 93.2 million)

Average rental transactions per VCR home: 2.1 (1991 - 5.2)
Level of average rental transactions per VCR home relative to EU average: 3.5 times below EU
average 7.3

Average spend per video household: ECU 44.9 (1991 ECU 57.8)
Level of average spend per video household relative to EU average: 2.3 times above EU average
ECU 19

VCR homes per rental outlet: 984 (1990 - 867)
Growth of VCR homes per rental outlet 1990 - 1995: +13%

General Country details

Discussion of market structure

The number of video rental outlets has remained relatively stable for the past 4 years. However,
the market is undergoing some ownership consolidation and as a result the number of outlet
owners may decrease in 1996.

In addition to this ownership consolidation, there is a price war going on in the video rental
market to bring about a shake out of the market structure by a few large companies. This has

caused the price of new video rentals to decrease as much as 50%.

Turnover in previous years was largely accounted from rental of old movie videos. But this is
becoming increasingly available free on TV. Therefore, revenues will mainly come from
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premium new titles. However, there are fewer new titles being released. Compounding this
problem, the average transactions per VCR home continues to decrease.

Fierce competition between the broadcasting channels to offer movies - free of charge - will
continue to impact the rental sector.

Against these odds, the 1996 figures for video rental are expected to increase by 6.5% over
1995.

Likely impact of other media

DVD is not expected to make any significant impact on the rental sector.

Conclusion:

On the basis of the increasingly competitive rental market and reduced rental prices, we believe
there will be sustained current growth for the next 2-3 years. However, as the market achieves a
new level of consolidation, we believe there will be a reversal of current growth trends to a

gradual decline over the following 8 year period. On average, this will imply negative growth
rates of 1-2% for the 10 year period.

1" 5 years 2" 5 years
base Average negative growth rate | Average negative growth rate
of 1-1.5% of 1.5-2%

Video sell-through (including DVD)

Indicators
Total video sell-through expenditure: ECU 59.1 million ( 1990: ECU 12.2 million)

Average video purchase transactions per VCR home: 3.8 (1991 - 1.4)
Level of average video purchase transactions per VCR home relative to EU average: 58% above
EU average 2.4

Average video purchase price: ECU 9.5 (74.66 Dmk)

Level of average video purchase price per VCR home relative to EU average: 26% below EU
average ECU 14.3

Average video purchase price per VCR home 1994: ECU 11.7

Average spend per VCR household: ECU 40.1 (1991 - ECU 16.1)

Level of average spend per video household relative to EU average: 20% above EU average
ECU 32.3

General Country Specific Details

Discussion of market structure

The distribution market is geographically saturated. Approximately, 60% of all consumer shops

retail videos. In addition, supermarkets, hypermarkets, gas stations are increasingly involved in
the retail.
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The number of video sell-through outlets increased dramatically in 1995 from 1150 in 1995 to
3000 in 1995. This is largely due a number of retail kiosks becoming involved in that year.

In order to bolster gift sales an aggressive marketing strategy through TV advertising is expected
to encourage people to purchase.

The historical data s a market positively growing. The arrival of Disney in 1992 boosted sales
revenue and has continued to date. The exception was in 1995 because of the large return of
shipped videos sent out in the end of 1994.

The number of units is expected to increase but price is decreasing. Therefore the outlook for
1997 & 1998 is to maintain current market levels.

Likely impact from competing media

DVD is believed to make a small impact in Xmas 1997. However, it requires both the software
and hardware sides to encourage the market. The video industry is preparing itself for DVD
arrival in Denmark. Hardware distributors believe DVD will arrive very soon. However, it is not
expected to make any real impact for 3 - 4 years. Pricing of the hardware is the key strategy
according to industry.

CDs had a slow establishment in Denmark. This was because of the attachment to LPs and
because of the luxury tax on the hardware. As soon as the tax was removed, the hardware prices
dropped. In the same analoguey, some industry experts believe DVD prices will follow same.
Once the price is affordable, Denmark is a relatively fast adapter of new devices e.g. very high
penetration of PCs and modems.

Conclusions:

There is potential for the number of purchases per person to increase or in some cases to
convince traditional non-buyers to start purchasing videos. Some 56% of VCR owners never
purchase a video. Aggressive marketing is expected to aid the growth of the sell-through market
to continue to grow at current rates of 9-10% for the next 5 years.

A lower growth rate of 5%-6% is expected to be sustained throughout the second five years as
DVD begins to make an impact.

1" 5 years 2" 5 years

base

Average growth rate of 9-10% | Average growth rate of 5-6%

Pay TV

Indicators
Total pay TV expenditure: ECU 34.4 million (1990: ECU 5.4 million)

Cable TV connected HH: 54.9%
Growth / year of cable TV connections 1990-1995: 0.76%

DTH connected HH: 41%
Growth / year of DTH connected HH 1990 - 1995: 4.78%

Number of years since pay TV introduction: 10
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General Country Specific Details
Premium Services
Discussion of market developments

The pay - TV market in Denmark is relatively small but a host of new launches is set to open
and develop the market in 1997. The market has a high penetration of cable and satellite and this
is an encouraging factor for any operator.

Pay TV operator Multichoice launched FilmNet Scandinavia in Copenhagen in September 1985
and in the rest of Denmark in 1988. FimNet has a penetration of approximately 5% of TV HH
and had a growth rate of approximately 35% per year for the period 1990 - 1994,

DR and the commercial broadcaster TV2 are to launch a satellite-delivered pay TV sports
service in partnership with Tele Danmark in 1997. DR and TV2 have secured exclusive rights
for the national soccer league and European Cup matches. This will face stiff competition from
two pan-Nordic sports channels, owned by Nethold and Kinnevik, that are already. There is
currently a public debate in Denmark about paying to watch public national sports events. in
operation.

Satellite delivered channels TV3 and DR2 can expect some knock on effect from the fact that
FilmNet, whose terrestrial based outlet FilmKanalen, was closed down on October 1 (due to
Government regulations). They will attempt to lure subscribers to its new satellite positions with
tempting discounts.

Pay TV is perceived as expensive with subscription fees of 40 pounds / month
Conclusions:

The high installed base of cable and satellite subscribers is favourable to a healthy development
of pay TV in Denmark. Due to the continuing growth of subscribers and the planned launch of
two new digital packages in 1997 we believe, that the market will continue to grow at current
rates of 11%-12% for the next 5 years and stabilise at a lower growth rate of 3%-4% in the
second five years.

1" 5 years 2" 5 years

base

Average growth rate of 11-12% | Average growth rate of 3-4%

Transactional TV

Multichoice are to launch a digital bouquet of 20 TV channels including movies on demand in
January 1997. They expect to sign up 10000 subscribers in the first year, but believe very high
growths are possible in subsequent years as new services such as home banking / shopping are
launched.

According to Multichoice, they predict a golden future for pay TV in Denmark, anticipating a
30% audience share in 5 years’ time.

Tele Danmark launched its set-top box system for its 670,000 cable TV subscribers in late 1995
with pay-per-vies and computer software delivery and as of January 1996, the hybrid fibre coax
cable system expanded its capacity from 32 channels to 256 channels, many of which will be for
pay-per-view or interactive.

Norcontel (Ireland) Ltd, NERA, Screen Digest, Stanbrook & Hooper

Final Report 52 of 176 March 1997



Chapter 4: Projections of Aggregate AV Revenues: Denmark (DK)

Although transactional services are not expected to make a significant impact in the first five
years as the market attains a critical number of subscribers, growth rates of 12-13% are expected
in the second five years.

1* 5 years 2" 5 years
base Market to grow to ECU 6.8 | Average growth rate of 12-13%
million by year 2000

Multimedia: Off-line

MM off-line expenditure: ECU 18.6 million (1992: ECU 3.4 million)
MPC Model

Indicators

MPC Penetration:12%
Growth rates of MPC penetration: not available
Growth / year of MPC penetration for period 1993-1995: not available

Average no. of CD-ROM purchases per MPC HH: 1.7 (1992: 1.1)*
Average purchase price of CD ROM ECU 46.1 (1992: ECU 73.2)

CD Consoles Model

Indicators

CD Console Installed base: 109,000 (1994: 36,000)
General Country Specific Details

Most CD software available in Denmark is localised product originating either form English or
Scandinavian titles. However, there is a growing sector of original product produced by small,
privately owned production companies. CD games dominate the market. It is estimated that the
individual consumer is purchasing 4-5 CD-ROM per year and that the family purchases 2-3 CD-
ROM per year.

There is a good distribution structure with all markets efficiently covered. The main distribution
outlests and share of market are;

Bookstores: 35% - DOG and IDE
Hypermarkets: 30- 35% - Dansk Supermarket and FDB
Specialist software shops: 30-40%

In addition, there are a number of Government programmes to support the development of the
multimedia sector in Denmark.

Conclusion

? Estimate based on extrapolated data for ‘Rest of Europe’
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It is estimated that Denmark has one of the highest (if thee highest) MPC penetration rates in
Europe. This is the main driving factor in growing the supply of titles to the market place, either
localised or original product. In addition, the continuing development of an already efficient
distribution structure positions Denmark in an enviable position as thre is continued expansion of
shelf space. In particular, the developed state of the hypermarket and bookstore as significant
retail outlest is unusual in Europe and may account for the unusually high purchase rates per
consumer. In conclusion, we believe the market will continue to grow at current rates of 20-21%
for the next five years and at a rate of 8% for the following five years.

1" 5 years 2" 5 years

base

Average growth rate of 20-21% | Average growth rate of 8%

Multimedia: On-line

Indicators
PC Path:

MPC Penetration as % of Households: 12%”
Modem Penetration as % of Households: 12%
Internet hosts / 100 Inhabitants: 1.5

Growth / year of Internet hosts 1994 - 1996: 102%
ISDN lines as % of main lines: 0.16

TV Path:

Multi-channel Penetration of TV HH: 95.9%
General Country Specific details
Broadband Infrastructure rollout:

Denmark has an advanced cable TV network passing 75% of homes and a penetration of 60%. In
addition, the local loop is now open to competition to provide services and charges are falling
dramatically. Danish telecom market is now liberalise and increased competition is expected to
decrease on-line connection charges and it is likely the telecom operators may subsidise
financing of modem/connection in order to kick start the market, as happened for the mobile
phone market.

Discussion of Market Developments:

The Danish market is exploding with encouraging activity. Denmark has the highest penetration
of PCs in the home and Internet hosts per 100 inhabitants. In addition, it has a staggering 12%
household penetration for modems and 4% have Internet access. It augurs extremely well for a
fast growing on-line multimedia market.

? The European Commission Industry-Research Task Force on Educational Multimedia: December 96
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In addition, two digital launches will be available in 1997 which will attract subscribers and
follow the TV path. Services will include non traditional type such as home banking, shopping,
gambling and others. This represents a new opportunity for content providers.

Diatel is a virtual shopping centre offering connections and services to the consumer sector. It is
using the French Minitel technology and has been on the Danish market for less than two years.
It was purchased by Tele Danmark in late 1996. Tele Danmark will change the Diatel platform
to WWW and gradually close down Diatel.

Politically, the country is encouraging the take up of Internet and on-line services through
various initiatives. At the beginning of 1995, a plan called “Info Society 2000” was launched at
the national level, with the ambition to build up a computer network, linking public
administrations and large companies, with a possibility given to users to access the system
through a Citizens Card.

Danish telecom market is now liberalise and increased competition is expected to decrease on-
line connection charges and it is likely the telecom operators may subsidise financing of
modem/connection in order to kick start the market, as happened for the mobile phone market.

Conclusion:

The market has opened up such that hardware is being purchased at an alarming rate, the
Government and public administrations are encouraging the take-up of new services through
various initiatives and the regulatory office has opened up telecom competition. All of this gives
rise to a bullish future for growth of on-line services in Denmark. Most people speak English and
there is a strong demand for information.

1" 5 years 2" 5 years
base Market to grow to ECU 6.9 | Average growth rate of 70-80%
million by year 2000
Denmark Consumer AV Spend 1990 - 2005
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Exhibit 4.2.4: Denmark Consumer AV Spend
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4.3 Spain (ES)
Summary:

Total AV expenditures are projected to increase from ECU 2318.8 million in 1995 to ECU
4,151.4 million by 2005 (see Exhibit 4.3.1). Direct consumer expenditures increases its share of
total AV revenues from 42.4% in 1995 to 61.1% by 2005, with advertising revenues falling from
57.6% in 1995 to 38.9% in 2005.

Pay TV is projected to remain the largest single direct consumer expenditure category reaching

ECU 611.8 million in 2005. On-line and off-line multimedia sales are projected to increase to
ECU 465.8 million and ECU 347.1 million respectively over the same period.

Spain: AV expenditures by category

1995 2005
Total market value: ECU 2,317.2m Total market value: ECU 4,151.4m
Advertising gg;ertlsmg
58% o

Consumer spend

42% Consumer spend

61%

Exhibit 4.3.1: Summary of Aggregate AV Expenditures: Spain
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Licence Fee:

There is no licence fee funding in Spain.
Advertising:

Indicators:

Total AV adspend: ECU 1335.2 million
Average growth / year of TV advertising spend 1990- 1995: -4.5%

TV adspend as a share of total advertising: 37.3% (1992: 32.2%)
Level of TV adspend as a share of total advertising relative to EU average: 7% above

AV adspend as a share of GDP: 0.31%
Average AV adspend as a share of GDP / year 1990-1995: 0.38%

Country Specific Details
Discussion on market structure:

There are five national terrestrial channels and a large number of regional broadcasters. RTVE,
the public -sector broadcaster, offers two channels. It held a monopoly which was gradually
eroded by regional stations, such as TeleMadrid and TV3, launched in the late 1980s, and
effectively ended in 1990 when the first national private television services commenced
broadcasting. The licence fee was abolished in 1990.

Since the introduction of commercial television, there has been dramatic growth in the volume
of the advertising market, which has doubled in value. However, the introduction of commercial
television did not increase advertising revenues dramatically but in fact encouraged widespread
rate discounting. This discounting limited the effectiveness of television advertising and
encouraged channel-hopping by viewers. More seriously, the discounting resulted in all
advertising - supported channels saddled with massive debt, from which they are now only
recovering from.

Legislation to privatise regional broadcasters may further increase the competition for
advertising revenues. Ownership of the private channels is fragmented and the presence of local
media groups is increasing. In January 1996, Sotelcin, a consortium led by Spanish regional
newspaper Group Correo and including Prensa Espanola and Prensa Iberica, announced its
intention to acquire 25% of Telecinco, one of the three private channels.

RTVE is slightly ahead of its competitor Antena 3 with a 27% audience share, although they
slipped behind them at the beginning of the year. This was enabled by RTVE securing exclusive
rights for EURO 96 soccer tournament. This produced a slight upturn in advertising spending,
which led to a sharp increase in advertising broadcasts on TVE-1.

The private generalist stations, Telecinco and Antena 3, have also had to find solutions to the
fierce impact competition has had on their balance sheets. Telecinco, through a tough reduction
in debts programme and a recovery in its audience share to 21.6%, announced the station’s best
results to date in July 1996. This has led to increased advertising revenues.

Likely impact of new media
The low levels of Internet assess and MPC penetration imply that the effect of on-line
advertising will be very marginal.
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Conclusion:

In an effort to counter the damage to revenues due to discounting, the television networks have
now made an effort to stop the discount war and improve the editorial environment for
advertisements. This is likely to stimulate investment in television advertising and prevent an
expected migration of advertisers to the print sector. On the basis of these new practices and the
continuing growth of the economy, we expect continued growth for the next ten years.

1" 5 years 2" 5 years

base

Average growth rate of 0.5% Average growth rate of 3.6%
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Exhibit 4.3.2: Spain AV Adspend
Norcontel (Ireland) Ltd, NERA, Screen Digest, Stanbrook & Hooper
58 of 176 March 1997

Final Report



Chapter 4: Projections of Aggregate AV Revenues: Spain (ES)

Consumer AV Expenditure

General Consumer AV Expenditure Indicators

Consumer AV expenditure as % of GDP: 0.23%
Average consumer expenditure / year as % of GDP 1990 - 1995: 0.18%

GDP / capita; ECU 10,995 million (1990: ECU 10,118 million)
Average daily hours TV viewing: 3.52
TV Households: 12,090,300

VCR Penetration: 56.5% (1990 - 41.5%)
Average growth / year of VCR penetration for period 1990 - 1995: 3%

Cable Penetration: 3.3% (1990 - 0.9%)
Average growth / year of cable penetration for period 1990 - 1995: 0.48%

Satellite Penetration: 6% ( 1992 - 0.9%)
Average growth / year of satellite penetration for period 1990 - 1995: 1.7%

Cinema Box Office
Indicators
Gross revenues: ECU 295.9 million (1990: ECU 223 million)

Average annual cinema admissions per head in 1995 was 2.3 (2.0)
Level of average annual admissions relative to EU average: 35% greater than EU average of 1.7
Growth of average annual cinema admissions for period 1990 - 1995: 15%

Average ticket prices in 1995 was ECU 3.9 (pta 513)
Average ticket price level relative to EU average: 20% below EU average of ECU 4.9
Average ticket price in 1994 was 3.8

Multiplex screens as proportion of total screens: 7.6%

Level of multiplex screens as proportion of total screens relative to EU average: 9.8% below
EU average of 17.4%

Growth of multiplex screens as proportion of total screens period 1990 - 1995: 4.9%

Country Specific Details

Discussion of market structures

Spain is one of the least multiplexed cinema markets in Europe with only 8% of all screens
housed in modern complexes. However, major expansion is on the way as Warner Bros in
conjunction with local media giant Prisa and the Portuguese company Lusomundo, plan to

establish 20 new multiplexes over the next 4 years.

The new relaxed approach of the government towards screening quotas and dubbing licences
may help to increase the cinema revenues.
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Cinema admissions in Spain continue to increase and revenues were up 6% in 1995.

Likely impact of new media
We do not expect any new forms of media to make a significant impact on this sector.

Conclusion
On the basis of the planned rapid build rate of multiplexes and the relaxed approach of
Government towards quotas, we believe the market will continue to grow in real terms at 3-4%

per annum for the next five years.

On the assumption that a new level of maturity enters the market in five years time, we believe
the market will grow at a constant rate in real terms for the following five years.

1* 5 years 2" 5 years

base

Average growth rate of 3-4% Average growth rate of 0-0.5%

Video Rental

Indicators

Total video rental expenditure: ECU 197.5 million (1990: ECU 296.4
million)

Average rental transactions per VCR home: 13.3
Level of average rental transactions per VCR home relative to EU average: 78% above EU
average 7.3

Average spend per video household: ECU 29.9
Level of average spend per video household relative to EU average: 57% above EU average
ECU 19

VCR homes per rental outlet: 2,157 (1990 - 792)
Growth of VCR homes per rental outlet 1990 - 1995: +172%

General Country details

Discussion of market structure

Spain is much more rental orientated than sales although this is gradually changing.

Not surprisingly then, the Spanish are among the most frequent renters in Europe although the
low average rental charges keep the revenue level down. However, there is a steady decline in

the number of transactions since the ‘90s, although it may be stabilising or slowing down now.

Likely impact of other media
The growing pay TV market may impact video rental.

Conclusion:
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On the basis of the high frequency of rental in Spain, and the position of the market as more
rental than sell-through orientated, we believe it reasonable to assume the market will grow at a
rate of 2-3% for the first five years.

In the second five years, the market is expected to decline due to the increasing penetration of
pay TV and a gradual shift from rental to sell-through. We therefore, believe the market will
decline at a rate of approximately 1% per annum.

1" 5 years 2" 5 years
base Average growth rate of 2.5-3% | Average negative growth rate
of 1.2%

Video sell-through (including DVD)

Indicators
Total video sell-through expenditure: ECU 187.1 million (1990: ECU 49.8 million)

Average video purchase transactions per VCR home: 1.8 (1991 - 0.5)
Level of average video purchase transactions per VCR home relative to EU average: 25% below
EU average 2.4

Average video purchase price: ECU 19.5 (pta 2517)

Level of average video purchase price per VCR home relative to EU average: 36% above EU
average ECU 14.3

Average video purchase price per VCR home 1994: ECU 15.5

Average spend per VCR household: ECU 28.4 (1991- ECU 12.72)
Level of average spend per video household relative to EU average: 13% below EU average
ECU 32.3

General Country Specific Details
Discussion of market structure

The video sell through market in Spain is still developing. The number of sell-through outlets is
slightly increasing during the last few years.

The no of videos purchased per VCR household continues to steadily increase having
quadrupled between 1991 and 1995.

Bucking the trend in most European countries, the average video purchase price actually
increased in recent times.

Likely impact from competing media
It is expected that DVD will have <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>