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US TV: erosion, not

implosion

Deloitte Global predicts that the US traditional television
market, the world’s largest at about $170 billion in
2016, will see erosion on at least six fronts: the number
of pay-TV subscribers; pay-TV penetration as a percent
of total population; average pay-TV monthly bill;
consumers switching to antennas for watching TV; and
live and time-shifted viewing by the overall population,
and especially by trailing millennials (18-24 years old).

Although media coverage of these trends is very

high in 2015, they have been ongoing since about
201072011, which in some ways was ‘peak TV in the
US. Despite many forecasts of the imminent collapse

of the traditional advertising and subscription-funded
TV model, it is likely to erode at a slow, steady and
predictable rate. Television is not growing the way it
used to: for example, pay-TV penetration in the US rose
from over 76 percent in 2000 to nearly 90 percent in
2010, and has fallen slowly since??°. Traditional TV is not
dying, disappearing, or irrelevant. As of May 2015 TV
reached 208.5 million Americans over the age of 18, or
87 percent of the adult population; and they watched
468 billion minutes of TV in the average week, which is
about four times as many minutes as adult Americans
spent on their smartphones, in apps or on the web
(but not including talking or SMS texting)?'.

Pay-TV cord cutting. Deloitte Global predicts that the
number of US subscribers who cut the cord (completely
cancel pay-TV service from a cable, satellite or phone
company) is likely to be just over 1 percent in 2016,
perhaps 1.5 percent in 2017, and around 2 percent

in 2018. By 2020, we predict that there are likely to

be around 90 million US homes which are still paying
for some version of the traditional bundle which, while
down from the peak of 100.9 million subscribers in
2011222, will be 18 million higher than the 72 million
US cable and satellite subscribers in 199722, The rise
of cord cutting has been the most discussed trend
around traditional TV viewing for years, and is likely

to remain so in 2016. In 2010, nearly 90 percent of

US consumers watched almost all their TV via a signal
provided by a ‘distributor’, that is a cable, satellite

or phone company. Pay-TV is typically sold as part of

a bundle, and costs the average subscriber $100 per
month for TV only in 2015, with broadband or voice
service costing additional amounts??#. For many years
around seven percent of pay-TV consumers have said
that they were thinking about cancelling or would
cancel their subscriptions within the next 12 months?%.

However intent was rarely matched by action and the
decline has been much more muted. The number of
pay-TV subscribers has been declining slowly since
20122, falling by 8,000 in 2012, 170,000 in 2013, and
164,000 in 2014%¥. The annual incremental change

in total subscribers was steady at around 150,000
fewer for most years between 2010 and 2014, but it

is accelerating sharply in 2015 with pay-TV subscribers
estimated to fall by just under one million??, on a base
of roughly 100 million homes??° subscribing to a pay-TV
package. There is also likely to be some cord shaving,
where consumers pay less money for fewer traditional
channels, which is discussed further below: in a Deloitte
US 2014 survey, just over half of existing US pay-TV
customers said they would prefer to pay only for the
channels they watch regularly?*°. However, as noted
above, there has tended to be a disconnect between
stated intention and follow-through.

Pay-TV penetration. Deloitte Global predicts that
pay-TV penetration (or reach) will fall more than two
percentage points to 81 percent in 2016, to under

79 percent in 2017, and around 70 percent by 2020.
That is a 20 percentage point decline in reach from the
89.4 percent in 2010, but the installed base would likely
still be markedly higher than for most other countries,
and about the same level as US pay-TV penetration

of 72 percent in 1997%*' The expected decline in
penetration rate is largely due to a steady 1.1-1.3 million
forecast increase in the number of US households
between 2015 and 202522

But another factor is the growing number of millennials
who have never had a pay-TV subscription. These are
not cord cutters, but cord nevers, and in one US survey
represent 11 percent of 18-34 year-olds**. There have
always been Americans who have never paid for TV, but
the older demographics tended to watch over-the-air
broadcast TV with an antenna. They weren’t paying for
a monthly subscription, but they still watched traditional
TV, and usually with all the advertisements. Some of the
new generation of cord nevers may be using antennas
(one cable company includes an OTA antenna for
customers who subscribe to broadband but don’t want
pay-TV#4), but many may be using broadband only for
their video needs. The exact number of millennials who
don’t pay for TV and don't have antennas is not known,
but as of 2015 the number of households in the US
who had broadband only and no antenna or pay-TV
subscription was only 3.3 million, although that was up
over a million from 2014, or more than 50 percent*.
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Penetration was over 76 percent in 2000, and
89.4 percent in 2010. The Truth and Distrac-
tion of US Cord Cutting, REDEF, 20 October
2015: https://redef.com/original/the-truth-
and-distraction-of-us-cord-cutting

. Nielsen Comparable Metrics: Q2 2015 (page

9), Nielsen, 3 December 2015: http:/www.
nielsen.com/us/en/insights/reports/2015/
the-comparable-metrics-report-g2-2015.html

Number of pay-TV households in the United
States from 2014 to 2019 (in millions), Statis-
ta, as accessed on 17 December 2015: http://
wwwstatista.comstatistics/251268/number-
of-pay-tv-households-in-the-us/

Telephone companies did not offer pay-TV
in 1997, but cable TV was in 65.9 million
households and there were 6.5 million
satellite TV subscribers. See US Households
With Cable Television, 1977-1999, TV History,
as accessed on 17 December 2015: http://
www.tvhistory.tv/Cable_Households_77-99.
JPG; Net January 1997 satellite subscriber
additions, satbiznews.com, as accessed on
17 December 2015: http:/www.satbiznews.
com/jan97sat.html

83% of US Households Subscribe to a Pay-TV
Service, Leichtman Research Group (LRG),

3 September 2015: http:/www.leichtmanre-
search.com/press/090315release. pdf

Deloitte US's Digital Democracy Survey, Ninth
edition, Deloitte Development LLC, 2015:
http://www2.deloitte.com/us/en/pages/
technology-media-and-
articles/digital-democracy-survey-generation-
al-media-consumption-trends.html; Survey
Shows Fewer Adults Considering Cutting
the Cord, The Motley Fool, 13 November
2015: http://www.fool.com/investing/
112015/11/1 hows-less-adul
considering-cutting-the-c.aspx

. TV “cord cutting” accelerates, Flatpanels,

12 August 2015: http://www.flatpanelshd.
com/news.php?subaction=show-
full§id=1439361804

. The Truth and Distraction of US Cord Cutting,

REDEF, 20 October 2015 http:/redef.com/
original/the-truth-and-distraction-of-us-
cord-cutting

Q12015 net losses were 31K subscribers, Q2
was - 605K, and Q3 was — 175K, for a total
decline to September 30, 2015 of 811,000,
See The Cord-Cutting Verdict for Pay TV, The
Wall Street Journal, 9 November 2015: http:/
blogs.wsj.com/moneybeat/2015/11/09/the-
cord-cutting-verdict-for-pay-tv/; Q4 numbers
were unavailable at the time of publication,
but Q4 tends to be seasonally stronger than
Q2 and Q3 (although not as strong as Q1); we
estimate about 100K in net losses, and a total
of less than 1 million for the year.

99.4 million as of Q3 2015. See The Truth
and Distraction of US Cord Cutting, REDEF,
20 October 2015: http:/redef.com/original/
the-truth-and-distraction-of-us-cord-cut-
ting?curator=MediaREDEF. The number is an
estimate: the largest pay-TV providers publish
quarterly numbers, and represent just under
84 million homes as of Q3 2015. See Major
Pay-TV Providers Lost About 190,000
Subscribers in Q3 2015, Leichtman Research
Group (LRG), 16 November 2015: http:/
www.leichtmanresearch.com/press/111615re-
lease.html

Deloitte US's Digital Democracy Survey,
Deloitte Development LLC, Ninth edition,
2015: http:/www2.deloitte.com/content/
Deloitte/se!
dia-telecommunications/Digital-Democra-
cy-Survey-DDS_Executive_Summary_Re-
port_Final_2015-04-20-tmt.pdf

. At 101 million US households in 1997, that

72 percent pay-TV
roughly comparable to our 2020 forecast of
70 percent. See US Households, 1 Families,
and Married Couples, 1890-2007, Infoplease,
as accessed on 17 December 2015:
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Average monthly pay-TV bill. Deloitte Global predicts
that the monthly TV bill in 2016 will be about five
percent higher than the average $100 per month bill

in 2015, or lower than the historical growth rate of
over six percent, reflecting the combined effects of
small numbers of cord shavers and fewer consumers
adding channels. The average US bill for pay-TV grew
by 6.1 percent per year?*® between 1995 and 2015.
Deloitte Global further predicts that the bill growth is
likely to decline by about one percentage point per year
so that by 2020 ARPU is likely to be under one percent,
and may even have begun to decline, although still at
a relatively slow rate.

The number of channels available to the average US
pay-TV subscriber has increased by almost 50 percent
since 2008, from under 130 channels to nearly 190%%.
Over that period the number of channels watched by
the average viewer has declined from 15 channels in
2012 to 11in 2014%%. As some 90 percent of channels
that are being paid for are unwatched, some subscribers
may be thinking about cord shaving: choosing packages
with fewer channels, or fewer packages, with the result
being lower monthly spend.

A few cord shavers may be substituting a traditional
pay-TV package with a lower-cost subscription video on
demand (SVOD) service. Were this behavior widespread,
we would have likely seen a decline in monthly pay-TV
bills, but this has not happened. In fact average bills
are still rising, rising from $89 in 2014 to over $99 in
2015, according to one survey??. Another 2015 survey
shows that over 80 percent of pay-TV subscribers are
spending the same or more as in 2014, and that they
are remarkably stable in the services they are buying:
64 percent kept the same services as last year, 17.8
percent added services, and 18.6 percent cut services —
for a net annual change of only 0.8 percent?®.

Antenna instead of pay-TV. Deloitte Global predicts
the number of antenna-only homes (or antenna plus
Internet TV) to increase by less than one million in 2016,
to about 13.5 million homes, and to about 18 million
homes by 2020.

Many North Americans are unaware that many of the
channels they would like to watch are available for

no monthly charge with the installation of a digital
antenna that allows for over-the-air (OTA) TV viewing,
either live or time-shifted if they have a recorder.

For some Americans, this may require a more expensive
roof-mounted antenna, but for the more than

80 percent who live in urban areas*”', the antenna can
be indoors near a window or exterior wall and costs less
than $20%#2. OTA digital TV is commonplace in Europe,
but only about 12.7 million US homes were receiving
broadcast as of Q2 2015, or 651,000 higher than the
same period in 2014?43, There are many articles that
specifically address cord cutters using antennas?*,

and some distributors fear that they will see a surge

in OTA homes, as cord-cutters cancel traditional
distribution bundles; get some channels from their
antenna and buy a small bespoke selection of OTT
services.

There is some evidence of this trend, but it is much
smaller than most people expect. OTA-only homes in
the US were more or less flat at just over 11 million

from 2010-2013, but the number has recently begun
growing, and at a faster rate: 500,000 additional

homes went OTA-only in 2014 and nearly a million in
2015 (although the year-over-year growth was highest
in Q1 —in Q2 and Q3 it was less than 700,000)%*.

The modest rise in OTA viewing affects each of the parts
of the traditional TV industry differently. Cable, telco and
satellite providers of TV packages are likely to see a small
effect on subscriber numbers and revenues (although
only 53 percent of broadcast-only homes are broadband
subscribers, so that partially offsets the decline?*).
However, TV broadcasters and their advertisers are not
affected by a move from traditional pay-TV bundle to
OTA: as long as viewers are watching their programs
(and the ads) then they are largely indifferent to the
distribution method.

Average daily TV viewing, live and time-shifted.
Deloitte Global predicts that daily TV minutes for the
adult population will continue to fall at a slow but
steady rate in 2016, to 320 minutes per day in Q1.
On average, adults in the US watched over 330 minutes
of traditional live and time-shifted TV per day in Q1
2015 on a TV set. This is 14 minutes down from 2014,
and 10 minutes lower than in 201324,

Deloitte Global predicts the number of antenna-only homes (or
antenna plus Internet TV) to increase by less than one million in 2016,
to about 13.5 million homes, and to about 18 million homes by 2020.
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. Baseline Household Projections for the

Next Decade and Beyond, The Joint Center
for Housing Studies of Harvard University,

27 March 2014: http:/wwwjchs.harvard.edu/
research/publications/baseline-household-pro-
jections-next-decade-and-beyond

Good News, TV Guys: Comscore Found Your

Missing TV Watchers, Re/code, 14 October

2014: http://recode.net/2014/10/14/good-
omscore-found-y issing

tv-watchers/

Cablevision Now Offering Free Digital Anten-
nas For Cord-Cutters, Consumerist, 23 April
2015: http://consumerist.com/2015/04/23/

ffi free-digital
9 g

nas-for-cord-cutters/

. The number of broadband-only homes was

2.157 million in 2014, and 3.285 million in
2015, that is a gain of 1.128 million or more
than 50 percent. Nielsen Total Audience
Report: Q2 2015 (table 7, page 18), Nielsen,
21 September 2015:
http://www.nielsen.com/us/en/insights/
reports/2015/the-total-audience-re-
port-q2-2015.html

For more information, see Peak Cable,
Asymco, 19 March 2015: http://www.
asymco.com/2015/03/19/peak-cable/#iden-
tifier_1_7041

Changing Channels: Americans View Just

17 Channels Despite Record Number to
Choose From, Nielsen, 6 May 2014:
http://www.nielsen.com/us/en/insights/
news/2014/changing-channels-americans-
view-just-17-channels-despite-record-number-
to-choose-from.html

. Deloitte US's Digital Democracy Survey, Ninth

edition, Deloitte Development LLC, 2015:
http://www2.deloitte.com/us/en/pages/
tec -media-and
articles/digital-democracy y
al-media-consumption-trends.html

$89.78 in 2014. For more information, see
Major Pay-TV Providers Lost About 190,000
Subscribers in Q3 2015, Leichtman Research
Group, 2 September 2014: http//www.leicht-
manresearch.com/press/090214release. pdf

. VIDEO TRENDS REPORT, Digitalsmiths,

Q2 2015: http:/www.digitalsmiths.com/
downloads/Digitalsmiths_Q2_2015_Video_
Trends_Report-Consumer_Behavior_Across_
Pay-TV_VOD_PPV_OTT_Connected_Devic-
es_and_Content_Discovery.pdf

. More Americans move to cities in past

decade - Census, Reuters, 26 March 2012:
http://www.reuters.com/article/2012/03/26/
usa-cities-population-idUSL2EBEQSA-
120120326#KU0UUIX29210FWb.97

Mohu MH-110633 Leaf Metro HDTV Antenna,
Amazon, as accessed on 17 December 2015:
http://Awww.amazon.com/Mohu-Leaf-Met-
ro-HDTV-Antenna/dp/B0O0JCII2NQ/
ref=sr_1_3?ie=UTF8&qid=1448491046&s-
r=8-36keywords=mohus+leaf+antenna

. Nielsen Total Audience Report: Q2 2015

(table 7, page 18), Nielsen, 21 September
2015: http://www.nielsen.com/us/en/

i 5/2015/th: l-aud
port-q2-2015.html

5 TV antenna tricks for the modern-day

cord cutter, TechHive, 4 March 2015: http:/

www.techhive.com/article/2892160/smart-
5 icks-for-the-modern-d.

cord-cutter.html

The Nielsen Total Audience and Cross
Platform reports provide the following figures
for ‘Broadcast only homes’ for Q1: Q1 2010:
11.170 million, Q1 2011: 11.193 mil-
lion, Q1 2012: 11.067 million, Q1 2013
11.173 million, Q1 2014 11.617 million, Q1
2015 12.513 million. Nielsen Total Audience
Report: Q1 2015 (table 1, page 11), Nielsen,
23 June 2015: http:/www.nielsen.com/
us/en/insights/reports/2015/the-total-au-
dience-report-q1-2015.html; Nielsen Cross
Platform Report Q1 2011 (table 1 page 5),
Nielsen, June 2011: http://www.nielsen.com/
content/dam/corporate/us/en/newswire/
loads/2011, latf

port-q1-2011_web.pdf

. Total Audience Report: Q2 2015 (table 9,

page 19), Nielsen, 21 September 2015:
http://www.nielsen.com/us/en/insights/
reports/2015/the-total-audience-re-
port-q2-2015.html

. Seasonal effects cause significant quarterly

variations in TV watching in the US (and other
markets), therefore it is important to compare
the same quarter being measured.

. In Q12013 Americans 18+ watched

311 minutes live and 29 minutes of
time-shifted TV, and 310 minutes live and
34 minutes time-shifted in Q1 2014. And Q1
2015 was 295 minutes live and 35 minutes
time-shifted. See Nielsen Total Audience
Report: Q1 2015 (exhibit 1, page 10), Nielsen,
23 June 2015: http://www.nielsen.com/us/en/
i 5/2015/th: l-aud
port-q1-2015.html

Historical Daily Viewing Activity Among
Households & Persons 2+, Nielsen, November
2009: http://www.nielsen.com/content/dam/
corporate/us/en/newswire/uploads/2009/11/
historicalviewing.pdf

iPhone, iTunes, Apple Pay, Apple TV, Safari
are trademarks of Apple Inc., registered in
the U.S. and other countries. Deloitte Global’s
TMT Predictions 2016 is an independent
publication and has not been authorized,
sponsored, or otherwise approved by

Apple Inc

- Nielsen reports for Q1 2014 and Q1 2015.

In 2014, weekly time spent by 18-24 year
olds on multimedia devices was 24 minutes,
148 minutes watching video on the Internet,
and 25 minutes for video on smartphone, for
a weekly total of 197 minutes, or 28 minutes
daily. In 2015, weekly time spent on multi-
media devices was 81 minutes, 111 minutes
watching video on the Internet, and 32 min-
utes for video on smartphone, for a weekly
total of 224 minutes, or 32 minutes daily.

US TV: erosion, not implosion 2



Deloitte Global further predicts that this moderate
decline will continue, but average daily viewing in the
US will likely still be over 240 minutes in 2020, that

is greater than in most other countries, despite the
fall. Four hours would be exactly the same amount of
traditional TV as watched in the 1998-99 broadcast
season®¥.

Average daily TV viewing, live and time-shifted
trailing millennials. Deloitte Global predicts that
18-24 year-olds will watch about 12 percent less
traditional TV in Q1 of the 2016 broadcast year than
in the same quarter of the previous year, or about

20 fewer minutes daily, down to an average of

150 minutes, still well over two hours. Deloitte Global
further predicts that erosion in viewing time will
continue, and that 18-24 year-olds will be watching
less than two hours of TV daily by 2020, but more than
90 minutes. Some portion of their video consumption
over that time period will likely be shifting from
traditional TV on TV sets to other devices, such as
multimedia devices (Apple TV digital media extender,
Chromecast, etc.) smartphones, computers and
tablets?*°.

But video consumption on those devices, while it has
been growing, has not been offsetting the decline in
traditional TV-watching by trailing millennials. In 2015,
all video watched on devices other than TV sets was
32 minutes daily, up from 28 minutes in 2014
Those additional four minutes are much less than the
33 minute decline in traditional TV on TV sets that
18-24 year-olds watched over the same two periods?*?.

Specific subsets of the US audience are shifting viewing
habits faster than the average. Trailing millennials aged
18-24 watched 29 percent fewer minutes of TV daily

in 2015 than they did in 2011 (see Figure 12). This is an
8.3 percent compounded annual decline, which is

six times faster than the 1.3 percent decline seen for the
population aged 2+ in the same period?*>.

Younger Americans have always watched considerably
less TV than older demographics?**, but the gap is
widening: in 2008 18-24 year-olds watched 58 percent
as much live and time-shifted TV as those over 65, while
by 2015 that age group was watching only 36 percent
as many minutes of live and time-shifted TV on TV sets,
and about 42 percent as many minutes of all video on
all devices as Americans 65+%°. As TV time for 18-24
year-olds drops to under two hours per day, we may
end up nearing a tipping point where TV viewing for
that demographic may begin to decline more sharply
than for the population as a whole: there may be

a threshold or minimum daily viewing time below which
media consumption changes more abruptly.

Figure 12: Daily TV minutes (live and time shifted) for US 18-24 year olds in Q1
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Source: Nielsen Three Screen Report Q1 2010, Nielsen Cross Platform Reports Q1 2011, 2012, 2013, 2014, Nielsen Total Audience
Report Q1 2015, and Deloitte Global estimate for Q1 2016. For further information on the source, see endnotes.
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Nielsen reports for Q1 2014 and Q1 2015.

In 2014, 18-24 years-olds watched 203 min-
utes daily of live and time shifted TV, and in
2015 they watched 170 minutes daily.

. 18-24 year-olds watched 240 daily minutes

of live and time-shifted TV in 2011, and

170 minutes in 2015, a 29 percent decline.
Americans aged 2+ watched 326 daily
minutes of live and time-shifted in 2011,
and 309 minutes daily in 2015, a 5.3 percent
decline. Nielsen Total Audience Report: Q1
2015 (table 1, page 11), Nielsen, 23 June
2015: http://www.nielsen.com/us/en/

i 5/2015/th: d
port-q1-2015.html; Nielsen Cross Platform Re-
port Q1 2011 (table 1 page 5), Nielsen, June
2011: http://www.nielsen.com/content/dam/
corporate/us/en/newswire/uploads/2011/06/
Nielsen-cross-platform-report-g1-2011_web.
pdf (The Total Audience and Cross Platform
reports are largely the same, just with
a different title)

Traditional TV Viewing, by Age, Q1 2011 -
Q2 2013, Nielsen
http:/cdn.theatlantic.com/assets/media/img/

g-by
Line-Chart-Sept2013.png

Nielsen Three Screen report Q1 2008,
Nielsen, May 2008: http:/www.nielsen.com/
content/dam/corporate/us/en/newswire/
uploads/2009/06/3_screen_report_5-08_fnl
pdf; Nielsen Total Audience Report Q1 2015
Nielsen Total Audience Report: Q1 2015,
Nielsen, 23 June 2015: http:/www.nielsen.

< 2015/th |
dience-report-g1-2015.html

. iPhone, iTunes, Apple Pay, Apple TV, Safari

are trademarks of Apple Inc., registered in
the U.S. and other countries. Deloitte Global's
TMT Predictions 2016 is an independent
publication and has not been authorized,
sponsored, or otherwise approved by

Apple Inc.

Pay-TV operators ditching lower-income cus-
tomers, driving up average revenue per sub,
analyst finds, FierceCable, 24 August 2015:
http://www.fiercecable.comvstory/pay-tv-op-
erators-ditching-lower-income-custom-
ers-driving-average-revenue-su/2015-08-24

. So How Many Millennials Are There in the US,

Anyway?, MarketingCharts, 28 April 2015:

P harts.c

y
anyway-30401/

Upfront 2015: Why Didn’t TV Tune in More
Ad Dollars?, Variety, 19 August 2015: http://
variety.com/2015/tv/news/tv-upfront-advertis-
ing-2015-1201573711/

US TV Market Posts Highest Ad Revenues

in Almost Two Years, World Screen, 20 No-
vember 2015: http://www.worldscreen.com/
articl 2015-11-:
diaindex-tv-advertising

. Watching TV and video in 2025 (page 1),

Enders Analysis, 4 November 2015

. Watching TV and video in 2025 (page 4,

figure 5), Enders Analysis, 4 November 2015

. Watching TV and video in 2025 (page 5),

Enders Analysis, 4 November 2015

The Communications Market Report,
Ofcom, 6 August 2015: http://stakeholders.
ofcom.org.uk/binaries/research/cmr/cmir15/
CMR_UK_2015.pdf

. Christmas TV ad spend to hit a record £300m

in best year since 1998, The Guardian,

7 December 2015:
http://www.theguardian.com/media/2015/
dec/07/christmas-tv-ad-spend-record-black-
friday-cyber-monday

. Global pay-TV market to exceed one billion

by 2017, TVB Europe, 30 September 2015:

P
market-exceed-one-billion-2017/

. 20 percent of millennials with their own

homes who have started families do not
subscribe to cable, and the number is

25 percent for childless millennials who have
their own homes. For more information, see
Millennials and Cutting the Cord, The New
York Times, 3 October 2015: http://www.
nytimes.com/interactive/2015/10/03/business/
media/changing-media-consumption-milleni-
als-cord-cutters.html?_r=0

Only 1% of HBO Cable Subscribers Have
Cancelled and Switched to HBO Now, Exstrea-
mist, 5 August 2015: http://exstreamist.com/
only-1-of-hbo-cable-subscribers-have-can-
celled-and-switched-to-hbo-now/
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Bottom Line

With the rise of over-the-top (OTT) services offered from non-traditional providers like Netflix, download
services like iTunes application program?, clips from services like YouTube, and the continued usage of
pirate sites (streamed or downloaded), talk of the imminent collapse of traditional TV is understandable.

But while the US TV market is not growing, it is not collapsing either. The best way of describing the
outlook is gradual erosion: an apocalypse is not around the corner.

An obvious question is: “What do all these various erosions do to the size of the US television industry?”
If it is about $170 billion in 2016, (of which $75 billion is advertising and $95 billion is pay-TV) how does
that number change thereafter, and by how much?

The outcome is hard to predict with certainty. Putting it all together, the total picture is murky.

If one percent of current pay-TV subscribers discontinues service in 2016 this does not necessarily

mean a one percent decline in revenues. Cord cutters are likely to be those on the lowest-priced pay-TV
packages. Their departure may cause ARPU to rise and become more resilient: customers that remain may
be those least sensitive to further price increases®’. Cord cutters are likely to include those watching the
fewest minutes of TV, and may represent a smaller share of ad dollars to the industry than subscription
dollars.

Some cord cutters are moving to OTA antennas, and may therefore end up watching more ads due to
the lack of a DVR, and subscription losses may be offset by more effective advertising. Equally, cord
shavers who get rid of channels they are not watching will likely have minimal impact on ad revenues.

Millennials aged 18-24 are a desirable demographic, and they are reducing TV minutes at a faster rate
than the population as a whole, but are only a tenth of the US population?®. Further, advertisers often pay
to target specific groups: if traditional TV watching becomes concentrated in certain age groups or other
demographic slices, advertisers could be willing to pay more for that targeted audience.

As an example, there were concerns over weakness in the TV ad market in the summer of 2015, as the
mid-point of the August US upfront estimates fell over two percent from 20142>°. However by October,
total TV ad spend was up 10 percent annually®®.

The US is only one market, albeit the largest in the world, representing about 38 percent of the global TV
market of around $450 billion worth of subscriptions, advertising and license fees. What happens in the
US may or may not happen in the rest of the world.

Trends in Canada for cord cutting, cord shaving, pay-TV penetration and changes in viewing for the
population as a whole, and for millennials, are roughly in line with the US data cited.

If we look at the UK TV market there are some similarities: viewing minutes are expected to fall between
2015 and 2020, but moderately, from 204 daily minutes to 191%'. The UK data also shows a 27 percent
decline in viewing by 16-24 year-olds for the period 2010-H1 2015: from 169 daily live and time-shifted
minutes to 123, very much in line with the US decline of 29 percent over (roughly) the same period?¢2.
However, the forecast is for the peak decline in that youngest demographic to have occurred in 2014/15,
and to “flatten out from 2016 onwards"2¢. It is also worth noting that although TV minutes may be
declining in the UK, the pay-TV market is growing strongly, both in terms of subscribers and revenues?*,
and the UK TV advertising market grew eight percent in 2015, recording its best growth in 20 years?®>.

Although pay-TV subscribers are expected to fall slowly in the US, the global picture remains in growth
mode. From 950 million subscribers and 58 percent penetration in 2015, estimates for 2020 are for
20 percent growth to 1.14 billion subscribers and 63 percent penetration?®.

Our thesis of gradual erosion is based on recent history and incomplete data. As already mentioned, if
there is a tipping point of viewing hours needed to sustain pay-TV subscription rates, we could see the
number of millennials who have their own homes and who do not get pay-TV go from current levels of
20-25 percent®*’ to a much higher number in a short period of time. That hasn’t happened yet, but it
could. Another wild card is likely to be the effect of popular channels that had formerly been available
only as part of a pay-TV bundle being offered on a stand-alone basis over the top (OTT) through the
Internet. One such service has already launched in the US, and has only seen about one percent of its
pay-TV subscribers cancel pay-TV and switch to the OTT version?%. Should that service, or any others, see
that substitution accelerate, the fragmenting of the traditional pay-TV bundle model will almost certainly
see our predictions on cord cutting, cord shaving, and cord nevers prove too conservative. Finally,
although the 18-24 year-old category is currently moving the fastest away from the traditional TV model,
it is worth adding that older generations are also exhibiting some of the same shifts, albeit at lower levels.
If those older age groups began to resemble millennials more rapidly in their pay-TV habits, our forecasts
would again be too cautious.

US TV: erosion, not implosion
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