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Advertising Strategy: Reversing Course
Downgrading Advertising Expectations for 2012 and Beyond

BOTTOM LINE: After a review of 2Q12 earnings and commentary from media buyers in recent
weeks, we are revising expectations for ad-supported media downward. What seemed an
improving environment in 1Q12 now appears to have been a “false dawn”: 2Q12 turned out to
be in line with trends observed during late 2011, growing by only 1.3%. With the US “fiscal
cliff” unlikely to be resolved soon, and with economists downgrading their expectations for the
economy at the same time, we're skeptical that 3Q12 will reverse course again. Our
expectations for US advertising are further reduced for 2012 through 2017. For 2012 we
now forecast 1.4% growth vs. 2.3% previously.

Our key sector observations follow:

e National TV was weaker than our prior expectations. With negative growth in network
TV, and diminished growth in cable, the total sector grew by only 2% in 2Q12. While
management teams identified various reasons to explain declines, the fact that budgets
didn’t show up elsewhere indicates to us that the markets generally softened more in line
with the trend we observed coming out of last year’s fourth quarter. The flow through
effect of related share-shift trends leads us to now estimate normalized (ex-
Olympics) growth of 3.1% for 2012 vs. 4.8% previously.

e Local TV (including local broadcasting and cable) grew by nearly 9.8% vs. our
expectations of +7.8%. Political is likely to have had stronger impact than originally
forecast, especially on local broadcasting. Overall, our prior forecasts now appear too
conservative, with industry contacts confirming the general nature of expectations
implied by local broadcasters with respect to political advertising. We now expect local
TV advertising to grow by 15% in 2012 vs. 2011, and up 8% vs. 2010. Total political
revenues are now forecast for $2.9 billion this year.

e National digital display and related media seemingly grew at a consistent pace in
2Q12 vs. 1Q12 at around 4% in each period. However, overall display advertising
continues to decline by high single digit rates annually. This is partially offset by growth
in mobile (which we believe to be nearly doubling year-over-year) and online video
(growing in excess of 20% year over year in recent quarter). Our expectations for this
grouping of media now call for +5.1% growth for 2012 vs. +6.8% previously.

e Direct online media - including paid search — held up well, decelerating but still
likely growing by 20% year over year. We have only reduced our expectations for
related media types modestly because of the aforementioned macro-economic issues.
The impact of those changes means that our 5-year CAGR for pc-based paid search
growth has only been reduced from +12.2% to +11.8%.

e Outdoor advertising and local radio were in-line with our expectations. Still, as with
other media, we’ve reduced long-term forecasts because of macro-concerns.

Among companies we cover directly impacted by these trends, Facebook will be least affected
(given that company’s focus on grabbing market share inside of various digital media verticals)
and Google should fare well too (because the company is well positioned as a dominant player
in fast growing areas of media).

On the more explicitly negative side, Yahoo will be directly affected at an operating level because
it is almost entirely exposed to the worsening national digital media sector. The company’s
valuation would not be meaningfully affected because so little of its value lies in core operations,
and any negative assessment would not be enough to affect the stock we believe. With well over
half of the company’s revenues tied to US advertising, CBS is the most exposed to the macro-
trends we have observed. However, the total change to the industry’s CAGR is less than 1% each
year, and this level weighted against the company’s advertising revenue mix is insufficient to alter
our price target at this time. Advertising agency holding companies may be affected on the
margins, but we’ll await full 2Q results from that universe of companies (WPP and Havas have yet
to report) before re-assessing expectations for that field.
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2010A 2011A 1Q12A 2Q12A 3Q12E 4Q12E 2012E 2013E 2014E 2015E 2016E 2017E
NATIONAL MASS MEDIA ADVERTISING REVENUES
National Television

National Cable'® $20,369.0  $22,000.1 5,506.5 5,997.3 5611.9 6,161.3 23,277.0 24,473.1 25724.6 27,1465 28,649.6 30,559.4

* Annual Growth / Decline 12.6% 8.0% 7.0% 5.0% 4.8% 6.5% 5.8% 5.1% 5.1% 5.5% 5.5% 6.7%
* % of National TV 56.1% 57.0% 54.3% 59.7% 62.8% 56.0% 58.0% 59.2% 60.3% 61.5% 62.6% 63.8%
National Broadcast - English'®'"” 12,989.0 13,468.1 3914.8 32335 2,523.7 3,937.0 13,609.0 13,616.4 13,624.4 13,655.0 13,688.7 13,858.4

* Annual Growth / Decline 0.8% 3.7% 4.8% -4.0% -0.4% 2.8% 1.0% 0.1% 0.1% 0.2% 0.2% 1.2%
* % of National TV 35.8% 34.9% 38.6% 32.2% 28.2% 35.8% 33.9% 32.9% 31.9% 30.9% 29.9% 28.9%
National Broadcast - Spanish® 1,093.4 1171.7 245.0 3208 279.9 404.4 1,259.0 1,339.4 1,446.2 15184 1,618.8 1,743.5

* Annual Growth / Decline 8.3% 7.2% 13.0% 7.0% 6.5% 5.3% 7.5% 6.4% 8.0% 5.0% 6.6% 7.7%
* % of National TV 3.0% 3.0% 2.4% 3.3% 3.1% 3.7% 3.1% 3.2% 3.4% 3.4% 3.5% 3.6%
National Syndication 1,867.6 1,938.6 470.8 488.4 526.9 500.4 1,986.5 1,944.5 1,899.9 1,855.3 1,807.7 1,773.6

* Annual Growth / Decline 5.2% 3.8% 3.3% 3.0% 1.4% 2.3% 2.5% 21% -2.3% -2.3% -26% -1.9%
* % of National TV 5.1% 5.0% 4.6% 4.9% 5.9% 4.5% 4.9% 4.7% 4.4% 4.2% 3.9% 3.7%
Total National Television $36,3189  $38,578.6  $10,137.1  $10,049.0 $8,942.3  $11,003.2  $40,131.5  $41,373.4  $42,6950  $44,1752  $45,764.8  $47,934.9

* Annual Growth / Decline 7.6% 6.2% 6.1% 1.9% 3.1% 4.9% 4.0% 3.1% 3.2% 3.5% 3.6% 4.7%
* % of National Advertising 60.5% 60.7% 64.0% 59.8% 61.6% 62.3% 61.9% 63.0% 63.6% 64.2% 64.8% 65.4%
Total Magazines' 13,813.3 13,760.2 2,979.2 3,828.0 2,963.6 3,293.8 13,064.6 12,249.0 11,6822 11,1145 10,529.4 10,015.0

* Annual Growth / Decline 0.1% -0.4% -4.4% 5.0% -5.4% -5.4% -5.1% -6.2% -4.6% -4.9% -5.3% -4.9%
* % of National Advertising 23.0% 21.7% 18.8% 22.8% 20.4% 18.7% 20.2% 18.7% 17.4% 16.2% 14.9% 13.7%
National Digital

National Digital Display" 5,460.1 5,923.1 1,289.6 1372.8 1,107.5 1,605.6 5375.4 5,034.0 50132 5,069.9 5161.7 5349.0

* Annual Growth / Decline 16.9% 8.5% -10.9% -10.3% 9.7% -6.6% -9.2% -6.4% -0.4% 11% 1.8% 3.6%
* % of National Digital 76.6% 69.7% 61.3% 60.9% 56.5% 61.7% 60.2% 53.7% 49.7% 46.7% 44.2% 42.2%
Online Video 1,404.0 1,809.0 544.7 5825 5323 598.0 2,257.5 2,603.9 2,902.4 3177.8 34765 3,836.5

* Annual Growth / Decline 38.1% 28.8% 28.2% 25.0% 24.7% 21.8% 24.8% 15.3% 11.5% 9.5% 9.4% 10.4%
* % of National Digital 19.7% 21.3% 25.9% 25.9% 271% 23.0% 25.3% 27.8% 28.8% 29.3% 29.8% 30.3%
Mobile Ex-Search 260.4 760.0 270.0 2975 3217 399.9 1,289.2 1,727.9 2,161.5 2,597.3 3,027.1 3475.4

* Annual Growth / Decline 30.2% 191.8% 80.0% 75.0% 67.6% 61.3% 69.6% 34.0% 25.1% 20.2% 16.5% 14.8%
* % of National Digital 3.7% 8.9% 12.8% 13.2% 16.4% 15.4% 14.4% 18.4% 21.4% 23.9% 25.9% 27.4%
Total National Digital $7,1245 $8,492.1 $2,104.3 $2,252.8 $1,961.5 $2,603.5 $8,922.0 $9,365.8  $10,077.2  $10,8450  $11,665.3  $12,660.9

* Annual Growth / Decline 21.0% 19.2% 4.1% 4.0% 6.3% 5.9% 5.1% 5.0% 7.6% 7.6% 7.6% 8.5%
* % of National Advertising 11.9% 13.4% 13.3% 13.4% 13.5% 14.7% 13.8% 14.3% 15.0% 15.8% 16.5% 17.3%
Total Network and Satellite Radio 1,166.5 1,209.7 298.7 3152 3128 339.7 1,266.4 1,282.8 1,311.3 1,344.1 1,380.1 1,432.8

* Annual Growth / Decline 4.2% 3.7% 8.0% 5.0% 4.0% 2.3% 47% 1.3% 22% 25% 2.7% 3.8%
* % of National Advertising 1.9% 1.9% 1.9% 1.9% 22% 1.9% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0%
Total National Newspapers® 930.2 8495 186.6 190.5 142.2 233.9 753.2 680.9 612.1 541.4 485.3 430.5

* Annual Growth / Decline 1.3% 8.7% -11.6% -12.0% -11.9% -10.2% -11.3% -9.6% -10.1% -11.5% -10.4% -11.3%
* % of National Advertising 1.5% 1.3% 12% 11% 1.0% 1.3% 1.2% 1.0% 0.9% 0.8% 0.7% 0.6%
Total Cinema 658.3 6443 131.8 174.2 184.7 182.8 673.4 698.6 730.9 7663 804.5 853.6

* Annual Growth / Decline 12.7% 21% 10.0% 5.0% 7.9% -2.5% 4.5% 3.7% 4.6% 4.9% 5.0% 6.1%
* % of National Advertising 1.1% 1.0% 0.8% 1.0% 1.3% 1.0% 1.0% 1.1% 1.1% 1.1% 1.1% 12%
TOTAL NATIONAL $60,011.7  $63,534.4  $15837.6  $16,809.7  $14,507.0  $17,656.8  $64,811.1  $65650.5  $67,108.7  $68,786.6  $70,629.4  $73,327.8

* Annual Growth / Decline 7.0% 5.9% 3.5% 0.4% 1.6% 26% 2.0% 1.3% 2.2% 2.5% 2.7% 3.8%]
+ % of Mass Advertising 48.4% 50.2% 52.1% 51.2% 48.4% 51.8% 50.9% 51.4% 51.9% 52.4% 52.9% 53.9%)

LOCAL MASS MEDIA ADVERTISING REVENUES

Local Television

Local Broadcast TV $14,876.1  $15227.1 4,096.7 3659.4  $4,022.88 39159  $15694.97 $16,347.88  $16,910.81  $17,492.94  $17938.61  $18,255.77
* Annual Growth / Decline 8.0% 2.4% 4.5% 5.0% 3.7% -0.6% 3.1% 4.2% 3.4% 3.4% 2.5% 1.8%
* % of Local TV 79.6% 79.6% 82.8% 76.8% 79.2% 79.3% 79.6% 79.6% 78.8% 78.3% 77.3% 76.8%
Local Cable TV 3,813.3 3,909.9 849.0 1,103.8 1,054.3 1,023.0 4,030.1 4,197.7 4,544.5 48426 5,262.2 5,508.9
* Annual Growth / Decline 12.9% 2.5% 3.0% 4.0% 6.9% -1.4% 3.1% 4.2% 8.3% 6.6% 8.7% 4.7%
* % of Local TV 20.4% 20.4% 17.2% 23.2% 20.8% 20.7% 20.4% 20.4% 21.2% 21.7% 22.7% 23.2%
Total Local Television §18,689.5  $19,137.0 $4,945.7 $4,763.2 $5,077.2 $4,938.9  $19,7250  $20,5456  $21,455.3  $22,3356  $23,200.8  $23,764.7
* Annual Growth / Decline 8.9% 2.4% 4.2% 4.8% 4.3% -0.8% 3.1% 4.2% 4.4% 4.1% 3.9% 24%
* % of Local Advertising 29.2% 30.3% 34.0% 29.8% 32.8% 30.1% 31.6% 33.1% 34.5% 35.8% 36.9% 37.9%
Total Local Newspapers™® 21,865.1 19,8423 4,173.9 4,574.3 4,292.9 5,196.6 18,237.7 16,619.9 15,254.6 13,921.6 12,754.5 11,467.4
* Annual Growth / Decline 8.5% 9.3% -8.0% 8.0% 7.9% -8.3% -8.1% -8.9% -8.2% -8.7% -8.4% -10.1%
* % of Local Advertising 34.1% 31.5% 28.7% 28.6% 27.7% 31.7% 29.2% 26.8% 246% 22.3% 20.3% 18.3%
Total Local Radio™ 14,181.0 14,060.0 3,047.0 3,722.0 3,648.4 3,626.0 14,0435 13,9435 13,970.7 14,035.9 14,125.7 14,087.7
* Annual Growth / Decline -0.9% -0.5% 0.0% -0.5% 0.4% -0.1% -0.7% 0.2% 0.5% 0.6% -0.3%
+ % of Local Advertising 223% 21.0% 23.3% 23.6% 221% 225% 225% 225% 225% 225% 225%
Total Outdoor 5,744.1 1,302.9 1,855.4 1,374.9 1,402.9 5,936.1 6,110.8 6,340.1 6,681.8 6,944.4 7,238.9
* Annual Growth / Decline 4.0% 4.0% 3.0% 3.6% 2.9% 3.3% 29% 3.8% 5.4% 3.9% 4.2%
* % of Local Advertising 9.1% 9.0% 11.6% 8.9% 8.5% 9.5% 9.9% 10.2% 10.7% 1.1% 11.6%
Total Local Digital® 4,294.5 1,072.6 1,084.8 1,098.2 1,245.4 4,501.1 4,779.0 5,098.9 5,434.8 5,783.6 6,081.2
* Annual Growth / Decline 2 10.9% 2.4% 5.0% 5.5% 6.2% 4.8% 6.2% 6.7% 6.6% 6.4% 5.1%
* % of Local Advertising 6.0% 6.8% 7.4% 6.8% 71% 7.6% 7.2% 7.7% 8.2% 8.7% 9.2% 9.7%
TOTAL LOCAL $64,0915  $63,077.8  $14,5422  $15999.7  $15491.6  $16,409.9  $62,443.3  $61,998.8  $62,119.6  $62,409.6  $62,809.1  $62,639.8
* Annual Growth / Decline 1.2% -1.6% -0.7% -0.5% -0.5% -2.3% -1.0% -0.7% 0.2% 0.5% 0.6% -0.3%]
* % of Mass Advertising 51.6% 49.8% 47.9% 48.8% 51.6% 48.2% 49.1% 48.6% 48.1% 47.6% 471% 46.1%]
TOTAL NATIONAL AND LOCAL $124,103.2  $126,612.2  $30,379.7  $32,809.4  $29,998.57  $34,066.76 $127,254.6 $127,649.30 $129,228.35 $131,196.14 $133,438.49 $135,967.58
* Annual Growth / Decline 3.9% 2.0% 1.4% 0.0% 0.5% 0.2% 0.5% 0.3% 1.2% 1.5% 1.7% 1.9%]
* % of Normalized Advertising 74.5% 73.8% 72.8% 73.7% 73.0% 73.2% 73.2% 72.2% 71.4% 70.7% 69.9% 69.2%]
DIRECT MEDIA ADVERTISING REVENUES

Direct Online

Paid Search - Ex-Mobile $11,661.0  $14,768.0 $4,307.8 $4,650.6 $3,982.2 $4,8221  §$17,762.6  $20,613.3  $23,346.9  $26017.2  $28,560.2  $30,960.4
* Annual Growth / Decline 9.0% 26.6% 24.0% 22.0% 19.3% 16.3% 20.3% 16.0% 13.3% 11.4% 9.8% 8.4%
* % of Total Direct Advertising 77.5% 77.9% 78.4% 79.0% 76.6% 77.0% 77.8% 77.3% 76.3% 75.0% 73.8% 72.3%
Paid Search - Mobile 3385 840.0 300.0 3420 381.3 5113 1,534.6 2,325.9 3,281.1 4,410.9 5,698.4 7,162.3
* Annual Growth / Decline 34.9% 148.1% 100.0% 90.0% 81.6% 70.4% 82.7% 51.6% 41.1% 34.4% 29.2% 25.7%
* % of Total Direct Advertising 2.3% 4.4% 5.5% 5.8% 7.3% 8.2% 6.7% 8.7% 10.7% 12.7% 14.7% 16.7%
Other Direct Online® 3,045.5 3,340.4 886.1 892.9 832.2 930.7 3,541.8 3,737.0 3,982.0 4,251.2 4,455.5 4,716.0
* Annual Growth / Decline -1.5% 9.7% 5.0% 5.0% 5.0% 9.0% 6.0% 5.5% 6.6% 6.8% 4.8% 5.8%
* % of Total Direct Advertising 20.2% 17.6% 16.1% 15.2% 16.0% 14.9% 15.5% 14.0% 13.0% 12.3% 11.5% 11.0%
Total Direct Online $150450  $18,948.4 $5,493.8 $5,885.5 $5,195.6 $6,264.0  $22,830.0  $26,676.3  $30,610.0  $34,679.4  $38,714.0  $42,838.7
* Annual Growth / Decline 9.1% 25.9% 23.0% 21.5% 19.7% 18.2% 20.5% 16.8% 14.7% 13.3% 11.6% 10.7%
* % of Total Direct Advertising 35.4% 42.2% 48.4% 50.2% 46.8% 50.3% 49.0% 54.2% 59.2% 63.7% 67.5% 70.7%
Total Direct Mail 20,599.1 20,402.0 4,729.8 4,693.6 4,891.6 5,137.4 19,4525 19,044.8 18,457.4 17,801.7 17,190.3 16,633.2
* Annual Growth / Decline 3.8% -1.0% -4.5% -4.0% -4.5% -5.6% -4.7% 21% -3.1% -3.6% -3.4% -3.2%
* % of Total Direct Advertising 48.5% 45.5% 4N.7% 40.0% 44.1% 41.2% 41.7% 38.7% 35.7% 32.7% 30.0% 27.5%
Total Directories'® 6,852.2 5,529.7 1,130.3 1,155.8 1,004.4 1,056.7 4,347.2 3,479.0 2,621.2 1,943.5 1,475.3 1,103.1
* Annual Growth / Decline 19.3% -22.7% 20.0% -22.5% -20.3% -21.4% -20.0% -24.7% -25.9% -24.1% -25.2%
* % of Total Direct Advertising 16.1% 12.3% 10.0% 9.8% 9.1% 8.5% 9.3% 71% 51% 3.6% 26% 1.8%
TOTAL DIRECT $42,496.2  $44,880.0  $11,354.0  $11,735.0  $11,091.6  $12,456.1  $46,638.7  $49,200.0  $51,688.5  $54,424.5  $57,379.6  $60,575.0
* Annual Growth / Decline -0.8% 4.5% 4.3% 5.0% 3.1% 3.3% 3.9% 5.5% 5.1% 5.3% 5.4% 6%
* % of Normalized Advertising 25.5% 26.2% 27.2% 26.3% 27.0% 26.8% 26.8% 27.8% 28.6% 29.3% 30.1% 30.8%]
NORMALIZED DIRECT AND MASS $166,599.5  $171,492.2  $41,733.7  $44,544.4  $41,090.2  $46,524.9 $173,893.1  $176,849.3  $180,916.8  $185,620.7  $190,818.1  $196,542.6
* Annual Growth / Decline 2.8% 2.9% 2.2% 1.3% 1.2% 1.0% 1.4% 1.7% 2.3% 2.6% 2.8% %]
Political” $2,220.0 $561.1 $282.0 $307.1 $726.5 $1,564.9 $2,880.5 $645.3 $33125 $742.1 $3,809.4 $853.4
« Bi-Annual Growth / Decline 1.3% 8.7% 10.0% 25.0% 30.0% 35.0% 29.7% 15.0% 15.0% 15.0% 15.0% 15.0%
Olympics'?’ 605.0 0.0 0.0 0.0 670.0 0.0 670.0 0.0 625.0 0.0 700.0 0.0
* Quadri-Annual Growth / Decline 0.0% 0.0% 0.0% 0.0% - 0.0% 10.7% 0.0% 0.0% 0.0% 0.0% 0.0%
TOTAL ADVERTISING REVENUES $169,424.5  $172,053.4  $42,015.7  $44,851.4  $42,486.6  $48,080.8 $177,443.6 $177,494.6  $184,854.4  $186,362.8  $195,327.5  $197,396.0
* Annual Growth / Decline 4.3% 1.6% 27% 1.8% 42% 3.8% 3.1% 0.0% 4.1% 0.8% 4.8% 1.1%

Source: Pivotal Research Group, Cinema Ad Council, IAB, Magna Global, OAAA, RAB
(a) Excludes Intemet-Based Advertising Revenues

(b) Includes Intemet Classifieds, Email and Digital Display Less Interet Yellow Pages and Local Digital
(c) Excludes Incremental Olympic Revenues

(d) Excludes Local Political Advertising Revenues

(e) Lead Generation and Internet Yellow Pages

(1) Total Political Advertising Revenue on Local Broadcast and Local Cable TV

(g) Incremental Advertising Revenue from Olympics on Network TV
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Appendix: Important Disclosures

Analyst Certification

I, Brian W. Wieser, hereby certify that the views expressed in this research report accurately reflect my
personal views about the subject company and their securities. | further certify that | have not received
and will not receive direct or indirect compensation related to specific recommendations or views
contained in this research report.

Legal Disclaimers

Pivotal Research Group LLC is an independent equity research company and is neither a broker dealer
nor offers investment banking services. Pivotal Research Group LLC is not a market maker for any
securities, does not hold any securities positions, and does not seek compensation for investment
banking services. The analyst preparing this report does not own any securities of the subject company
and does not receive any compensation directly or indirectly from investment banking services.

Stock Ratings
Pivotal Research Group LLC assigns one of three ratings based on an expectation of absolute total return

(price change plus dividends) over a twelve month time frame. The ratings are based on the following
criteria:

BUY: The security is expected to have an absolute return in excess of 15%.
HOLD: The security is expected to have an absolute return of between plus and minus 15%.
SELL: The security is expected to have an absolute return less than minus 15%.

Ratings Distribution

Pivotal Research LLC currently provides research coverage of 24 companies, of which 71% are rated
BUY, 29% are rated HOLD, 0% are rated SELL. Our company does not offer investment banking
services. This data is accurate as-of August 15, 2012.
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Other Disclaimers

Information contained in this report has been prepared from sources that are believed to be reliable and
accurate but are not guaranteed by us and do not represent a complete summary or statement of all
available data. Additional information is available upon request. Furthermore, information and opinions
expressed are subject to change without notice and we are under no obligation to inform you of such
change.

This report is has been prepared solely for our institutional clients. Ratings and target prices do not take
into account the particular investment objectives, financial and/or tax situation, or needs of individual
investors. Investment decisions should take into account all available information, not just that which is
contained in this report. Furthermore, nothing contained in this report should be considered an offer or
solicitation by Pivotal Research Group LLC to buy or sell any securities or other financial instruments.
Past performance is not indicative of future performance and estimates of future performance contained
in this report are based on assumptions that may not be realized.

Material in this report, except that which is supplied by third parties, is Copyright ©2012, by Pivotal
Research LLC. All rights reserved. No portion may be reproduced, sold, or redistributed in any form
without express written consent of Pivotal Research Group LLC.

Commission Sharing Arrangements

Pivotal Research Group LLC has commission sharing arrangements (CSA) with numerous broker-
dealers. Please contact Jeff Shelton at 212-514-4681 for further information.

Additional Information Available Upon Request
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