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Key Points: The Digital Transition of 2009

e On February 17, 2009, as directed by federal law, all full-power television broadcast
stations will cease broadcasting in analog format and switch to digital exclusively

e According to Nielsen, if the transition occurred today, 10 1% of all households would
have no access to televisions signals at all
o 16.8% of all households would lose reception on at least one TV

e The conversion will not affect cable and satellite subscribers
e Digital signals can be converted to analog signals using inexpensive converter boxes

e By February 2009, most of these viewers will probably have taken action to preserve
their television reception

e These are the characteristics non-cable, non-satellite TV households
o Live in western US in “B” counties
o ‘Younger
o Hispanic
o Light TV viewers
o Median income of $31,000
e The transition is unlikely to affect national ratings
o Some local markets may be affected
o Some Hispanic ratings may be affected

e Initiative recommends alternate media choice for vulnerable areas and target
audiences
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The Digital Transition of 2009: Another Anticlimax — Y2K + 9 ?

With television’s oft-delayed but long awaited digital conversion still about one year away, America is
beginning to see news articles and opinion pieces warning of an impending calamitous period of
vanished TV signals and lost TV audience. According to Nielsen, if the transition occurred today, 10
1% of all households would have no access to televisions signals at all, and 16.8% of all households
would lose reception on at least one TV. Other sources predict that a large portion of the TV ratings
estimates will simply disappear overnight.

Although the issues cited - and there are quite a few - are valid, their magnitude and potential to
wreak havoc on the advertising community are generally overstated. In fact, with some
demographic analysis, geo-targeting and a bit of strategic planning, it is possible for advertisers to
prepare for even the worst-case scenario.

What' s happening?

On February 17, 2009, as directed by federal law, all full-power television broadcast stations will
cease broadcasting in analog format and switch to digital format broadcasts exclusively. No doubt
there will be gaps in government’s aggressive plan to promote public awareness, and there will be
technical challenges for both broadcasters and consumers.

However, by 2009 the vast majority of viewers will be prepared for the transition and TV on February
18" will be no different from TV on February 17™.

Clearing up some misunderstanding

Some of today’s confusion centers on how digital signals are received. While most people associate
digital TV with cable, it is not necessary to subscribe to cable or satellite to receive a digital signal.
Televisions with digital tuners will receive digital signals over-the-air in the same way analog signals
are transmitted today: via antenna. The only hitch is that an analog TV will not work with a digital
signal. Consumers with analog TVs must take some sort of action to continue watching television
after the broadcasters make the switch to digital transmissions.

Another point that needs clarification is the difference between digital TV and HDTV. They are not
the same thing: All digital TV’s are not HDTV'’s. The term “digital television” refers to standard-
definition (SDTV), and means television systems that have a resolution that meets standards but is
not considered either enhanced definition or high definition. SDTVs are priced similarly to analog
TV’s, which should mitigate the financial impact on consumers.

Last, but hardly least, is a misunderstanding of how Nielsen calculates audience estimates.
Television households in the Nielsen sample are called “installed homes.” When the television sets
in an installed home are properly functioning and are properly connected to Nielsen’s People Meter
they are considered “in-tabulation” or “in-tab.”

A TV that loses its People Meter connection for any reason — unplugged by the vacuum cleaner,
incorrectly hooked up to the People Meter or not connected to a digital tuner on February 18th 2009
- is “out-of-tab.” That means it is removed from the sample and not counted in the total tabulation. It
does not count as zero viewing. It is simply does not count.
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The question, therefore, is less about lost ratings, and more about whether the total “in-tab”
households will accurately represent viewing. This is far more critical on the local level where
samples are smaller and demographics are still captured using diary methodology. It is possible that
some markets and/or demographic categories will not be reported correctly. In fact, there is so much
concern that several industry groups are urging Nielsen to delay the February survey period. It is
much less likely to have any effect on the large national sample base or the national ratings
projections.

Which households are at risk?

No matter how aggressively the government’s outreach program to promote public awareness of the
switch to digital TV, there will be households with analog sets that, for a variety of reasons, do not
take the steps necessary to insure uninterrupted TV reception. Technical challenges not
withstanding, the issue is largely about consumer education, and who will or will not take appropriate
action. To assess the risk posed to commercial broadcast, we need to examine the demographic
characteristics of analog set owners as well as Nielsen’s ability to capture and report the audience
behavior.

Nielsen tells us that adults over 55 are better prepared for the transition than younger households;
Whites and Asians are more ready than Blacks; more Hispanics still rely on analog, over-the-air
broadcast television than non-Hispanics. Initiative research on non-cable, non-satellite subscribers
confirms the Nielsen evaluation, and also reveals that a good portion of analog non-subscribers live
in B-sized counties in the western US and have a median income of about $32,000. But most
importantly, they are light-TV viewers and light-TV viewership has significant implications on several
fronts.

First, since they are not watching much TV, light television viewers are less likely to be exposed to
the TV ads alerting them to digital transition. Second, light viewers, by definition, are not contributing
heavily to viewing levels and therefore are unlikely to be a huge influence on ratings estimates.
Third, realizing that light TV viewers are probably not seeing many ads in any case, we can take the
opportunity to reach them more effectively through other channels, so to speak.

How to bwewwystlPownsurance to reach analog TV owners
Nielsen is tracking and reporting the number of analog “over-the-air” only households for the top

local markets. Currently New York has the fewest, at 3.5% and Portland is considered the least

prepared for the transition at 22.4%.

Everybody watches TV, but not to the same degree. There is ample evidence that Hispanics, as well
as Blacks and Native Americans are light television viewers but heavy radio listeners. They are also
loyal readers of a select list of magazines and newspapers.

Initiative is using Nielsen’s “degree of preparedness” by market to construct a framework that will
also include audience composition by age and ethnicity, and a full list of viable media alternatives.
By assessing individual client marketing objectives, we will be able to identify areas of vulnerability
and offer our clients custom solutions for ensuring total coverage for any under-served segment.
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What’'s happening now?

Consumers are starting to prepare. There are three ways to ensure television reception after the
digital transition: convert the digital signal to analog, replace the analog TV with a digital TV or
subscribe to cable or satellite or TV via telephone service.

Converter boxes

Digital signals can be converted to analog using a converter box. All U.S. households can
request up to two coupons from the government, worth $40 each, to be used toward the future
purchase of eligible digital-to-analog converter boxes. Converter boxes will cost between $40
and $70 each. Congress has set aside $990 million dollars to help fund the first phase of the
transition with an optional $512 million more if needed for the second phase.

Digital-ready TV sets

Television sets that will function after the transition are digital TV’s or analog TV’s equipped with
digital tuners. As of March 1, 2007, all analog televisions manufactured, imported, or shipped
across state lines are required to have built-in digital tuners and will therefore not require
converter boxes. Retailers are permitted to sell analog-only devices from existing inventory, but
are required by the FCC to display a “consumer alert” label explaining that the device requires a
converter box in order to receive over-the-air television signals after February17, 2009.

Cable and satellite subscriptions

By law, cable companies must continue to transmit their analog signals beyond February 17™.
Cable customers with analog TVs will not lose service. That transition will occur a later date, not
yet determined. Translator and low-power television stations are not required to go all-digital on
February 18, 2009. Consumers will need to take action as these stations convert, but they are in
no jeopardy of losing their signal on the February 17" transition date.

TV sets that will lose reception after February 17" are analog TV sets that are not connected to a
digital-to-analog converter boxes, or not connected to a digital tuners or not subscribing to cable,
satellite or some other pay service.

People want their TV

How many owners of analog TV sets will make the necessary preparations between now and
February of next year is open to speculation. However, anecdotally, it appears that people will do
whatever it takes to maintain access to their television programs. An Internet search yields dozens
of pictures of mud huts with TV antennas and innovative power sources, giving us several thousand
words on the priority people place on entertainment. Compared to attaching an antenna to thatched
roof, buying a converter box seems not much of a stretch.
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