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Following a steep economic decline in
2009 and the windfall of the 2010 FIFA
World Cup, this publication provides an
overview of how the entertainment and
media industry in South Africa will develop
over the coming years. Focusing on 12
major industry segments, it details the

key trends observed and challenges facing
industry segments as well as considering
their future prospects.

South African entertainment and media
outlook: 2010-2014 combines deep
knowledge of the local market with a

truly global perspective and is a powerful
tool for understanding critical business
issues. To learn more about the challenges
and opportunities that lie ahead for the
entertainment and media industry in South
Africa, please visit www.pwc.com/za.

About PricewaterhouseCoopers’
Entertainment and Media industry

group

Every day, PricewaterhouseCoopers

(PwC) plays a significant supporting

role in entertainment and media (E&M)
businesses across the world. With our
global outlook and local knowledge of
culture, laws and business needs, we help
clients in South Africa and elsewhere make
the most of changing market scenarios.

We understand how development in the
broader E&M environment is affecting

our clients and work with them as a
trusted advisor to provide solutions to

help improve organisational effectiveness
and long-term success. More significantly,
we focus on the issues and challenges

that are of utmost importance to our
clients. These include restructuring,

talent management, changing revenue
models, intellectual property and rights
management, compliance and managing
capital spend. We have made a substantial
commitment to understanding the forces
that are impacting these issues — such

as wireless and digital distribution and
technologies — and continue to develop and
deliver solutions to help our clients achieve
their financial, operational and strategic
objectives.
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The results of this research have been utilised throughout this publication.
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Ignatius Sehoole, Director  Vicki Myburgh, Director

Leader - Markets and Leader - Entertainment
Industries, PwC Southern & Media, PwC Southern
Africa Africa

Johannesburg
14 October 2010

To our clients and friends both in and beyond the entertainment and media industry:

Welcome to South African entertainment and media outlook: 2010-2014, the first publication in
PricewaterhouseCoopers’ South African Media outlook series. The forecasts and analysis in this publication focus on
twelve major entertainment and media (E&M) industry segments. Each chapter details the key trends observed and
challenges facing industry segments as well as considering their future prospects. The ‘Industry overview’ section
highlights the notable themes observed during 2009 and provides an informed perspective on industry trends in the
coming years.

In 2009, the global recession severely impacted economic activity, translating into steep declines in advertising as well as
consumer spending. As the E&M industry begins to recover from the economic downturn, the resilience of E&M products
and services during the recession is evident. Meanwhile, the overall advertising market is undergoing a structural
resizing brought about by the Internet, as consumers and advertisers migrate online.

Total South African E&M spending grew by 1.8% in 2009, in contrast to the 1.8% decline globally, but this is down from
the 8.5% growth seen in 2008.

Across the world, it is evident that the speed with which consumers are transitioning to digital has been accelerating
beyond the industry’s expectations. In South Africa, while the spend on digital media is expected to grow significantly, it
is unlikely that it will dominate in the forecast period. Non-digital revenue streams are expected to continue to be much
larger and will still account for 69.1% of total South African spending in 2014. This suggests that the way forward for
E&M companies lies in using digital technologies to generate revenues from ongoing changes in consumer behaviour,
while also maintaining and supporting their non-digital offerings as a valuable source of cash and customers.

We at PricewaterhouseCoopers continue to stay on top of trends and developments that may impact E&M companies,
now and in the future, and we look forward to further sharing our thoughts with you. We appreciate your feedback and
ask that you continue to tell us what we can do to make our publications more relevant and useful to you.

If you would like further clarification on any matters covered in this publication, or you believe we can be of service to
your business in any way, please contact one of our E&M specialists listed on page 6 of this report.

Finally, we thank you for your support and wish you an exciting and rewarding year ahead.

Sincerely,
Ignatius Sehoole Vicki Myburgh
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We are pleased to present the first edition of
PricewaterhouseCoopers’ South African entertainment
and media outlook: 2010-2014 (the Outlook).

The information in this publication brings together the collective knowledge of our
team of professionals who work with entertainment and media (E&M) companies in
South Africa and globally. We believe that this is a unique resource for the industry,
offering a five-year outlook for consumer spending and advertising revenues in South
Africa and globally, as well as insights into the technology, legislative, political and
business trends driving these forecasts. The purpose of this overview is to provide

a synopsis of the data presented in the other 12 chapters of this publication and to
present an analysis of some of the most significant themes and insights generated by
the data in the various chapters.

The Outlook presents annual historical
data for 2005-2009 and provides annual
forecasts for 2010-2014 in the following 12
entertainment and media segments:

* Internet

* Television

* Filmed entertainment

* Radio

* Recorded music

* Consumer magazine publishing
* Newspaper publishing

* Consumer and educational book
publishing

* Business-to-business publishing
* Out-of-home advertising
* Video games

* Sports

2009: A year to remember?

With some notable exceptions, the severe
recession in most countries led to steep
declines globally in advertising, the
category most sensitive to the economy
and to reductions in consumer/end-

user spending. Global advertising fell by
11.8% and consumer/end-user spending
decreased by 0.5%. As a whole, the global
E&M market declined by 3.0% in 2009.

In South Africa, while not as severely
affected by the global recession as some
other countries, the E&M industry grew by
1.8% in 2009, down from the 8.5% growth
in 2008 and the double-digit annual gains
during the three years preceding 2008.

Advertising, which is more sensitive to
cyclical trends than end-user spending,
fell by 14.3% as the full effect of the
recession was felt in 2009. Consumer/
end-user spending, which comprised 69%
of the total market in 2009, countered the
effects of the recession with a booming
box office market, continued growth in
TV subscription spending and a jump in
broadband spending. Growth actually
increased to 11.1% from 8.8% in 2008.

The growth in consumer/end-user
spending was led by broadband and
mobile Internet access, which boosted
Internet access spending by 29.8%.
Television subscriber numbers increased
by 17.4%, which fueled a 20% increase in
subscription spending.

South African entertainment and media outlook: 2010-2014 9



Entertainment and media spending (R millions)

Entertainment and media spending (R billions)
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On a segmental basis, the Internet was
the fastest-growing segment in 2009

with a 29.8% increase, boosted by a

surge in broadband growth and double-
digit increases in advertising, the only
significant advertising category to grow in
2009.

2012 2013 2014

End-user spending

Video games was next at 13.4%, followed
by filmed entertainment at 11.7%. Double-
digit growth in each component offset a
flat PC games market and propelled overall
video games spending while a strong box
office market drove filmed entertainment.

Sports revenues increased by 5.8% in
2009 as new tournaments and a strong
sponsorship and merchandising market
offset the absence of spending associated
with the Beijing Olympics in 2008.

The economy

While industry-specific factors will affect
the spending pattern for each segment
during the next five years, the economic
cycle will be an important driver. In 2009,
South Africa experienced its first recession
in years, although it appears to be on the
path to recovery in 2010.

Growth in real GDP, which is adjusted for
inflation, slowed to 3.7% in 2008 from
gains in excess of 5% annually during
2005-07, and then fell by 1.8% in 2009.
We expect a 4.5% rebound in 2010 and a
return to growth of 5% or more during the
subsequent four years. Overall, real GDP
growth will average 5.1% compounded
annually during the next five years.

Inflation propelled nominal GDP at double-
digit rates during 2005-08 and kept the
economy growing in nominal terms in
2009 with a 4.8% increase despite the
decrease in real GDP. As real GDP began
expanding in 2010, we project a return

to double-digit growth in nominal GDP
during the next five years. We expect
nominal GDP growth to average 11.6% on
a compound annual basis through 2014.

GDP growth (%)

South Africa 2005 2006
Real GDP growth 5.3 5.6
Nominal GDP growth 104 13.0

2007 2008 2009 2010
5.5 3.7 -1.8 4.5
14.8 14.3 4.8 11.0

2010-14

2012 2013 2014 CAGR
515 515 5.0 Byl
12.0 12.0 11.5 11.6
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E&M growth versus GDP growth (%)
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Except for the disproportionate impact
of the 2010 FIFA World Cup, we expect
the general pattern in nominal GDP to
be reflected in the general pattern for
entertainment and media growth.

The 2010 FIFA World Cup will provide a
large boost in 2010 and the absence of that
spending will lead to a large decline in
2011. The economy in these years will have
less of an impact than it has had in the past.
We then look for entertainment and media
spending to closely track nominal GDP
growth during 2012-14.

In addition to the impact of the economy,
the E&M market in South Africa continued
to migrate to digital formats. In 2009,
digital accounted for 14.6% of spending,
up from 9.8% in 2008. We expect the
digital market to constitute 30.9% of total
spending by 2014.

Nondigital spending began declining in
2009 and while the economic recovery
will help the nondigital components of the
market, nondigital spending growth will
remain modest and digital will continue to
be the principal driver.

Note: Digital spending consists of broadband

and mobile access; wired and mobile Internet
advertising; online and mobile TV advertising;
digital recorded music distribution; digital
downloads; online and wireless video games;
digital advertising in newspapers and consumer
magazines; online radio advertising; electronic
consumer and educational and professional books;
digital directory advertising and trade magazine
digital advertising.

2014: South African
outlook

Total South African E&M spending in 2014
will total an estimated R104.4 billion, a
9.7% compound annual increase from
R65.7 billion in 2009.

The 2010 FIFA World Cup will contribute
to a 23.5% increase in total E&M spending
in 2010 and a 6.6% decline in 2011 after
the impact of the tournament has left

the market. We then project spending to
expand at double-digit rates through 2014.

South African entertainment and media outlook: 2010-2014 11



During the next five years, the Internet will
be the only segment to average double-
digit annual growth with a projected
20.5% compound annual increase.
Broadband growth and double-digit
increases in mobile access and mobile
advertising will drive the Internet market.

Television will be the next fastest-growing
segment with a projected 9.8% compound
annual increase, the result of continued
growth in subscription spending and a
rebound in advertising.

Radio and out-of-home advertising will

be next with compound annual increases
of 8.1% and 7.7% respectively, followed

by video games at 7.3%. New stations and
an improved economy will lead to healthy
growth in radio advertising, the emergence
of digital displays will fuel out-of-home
and a surge in online games will be the
principal driver of video games.

Sports spending will expand at a projected
6.9% compound annual rate. Larger
stadiums built or rebuilt for the 2010

FIFA World Cup will provide an ongoing
enhancement to gate revenues, while
improved economic conditions will boost
media rights fees and sponsorships and
merchandising.

Filmed entertainment will increase at a
projected 5.3% compound annual rate,
boosted by Blu-ray, which will revitalise
home video and 3D, which will contribute
to box office growth.

We expect spending on recorded music
to be lower in 2014 than in 2009 as
falling physical sales offset gains in
digital spending. We also anticipate that
the remaining segments will expand at
compound annual rates of less than 5%.

Entertainment and media spending by segment (R millions)

Consumer magazine

publishing 3,249 ’
% change 8.4
Newspaper publishing 8,446 ,
% change 15.8

3,929 4,151 3,525 3,737
8.9 5.7 -15.1 6.0
10,653 11,506 9,682 9,570
11.4 8.0 -16.9 -1.2

Consumer and educational
book publishing

3,793 3,984 4,200

-3.0 4.7 5.0 5.4 3.6
9,955 10,497 11,151

0.4 3.6 5.4 6.2 2.9
4,836 5,068 5,320
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Key global themes

Towards 2014: The search for
position in the digital value chain

The coming five years will see digital
technologies increase their dominance
across all segments of entertainment and
media as digital transformation continues
to expand and escalate. While the industry
has a long history of experimenting and
fragmenting in response to change, the
current advances in technologies and
consumer behaviours are unprecedented
both in their speed and also in their
simultaneous impact across all segments.
As a result, the industry will become more
fragmented and diverse than ever before.

Outlined below are three key issues at

the heart of industry developments: the
accelerating pace of digital transformation,
increased fragmentation and the need to
sustain nondigital revenues.

With economic confidence and advertising
remaining uncertain, consumer feedback
and usage habits remain the only

reliable guide to the commercial viability
of products and services. Consumer
behaviour, which continues to evolve,

will therefore be an important driver of
industry developments over the coming
five years and we will examine this in
further detail later in this chapter.

We will also analyse the impact of evolving
consumer behaviour on the industry’s
business models.

Finally, we will focus on what this means
for E&M companies in the long-term and
highlight the imperatives created by the
new digital value chain.

Core industry developments
The increasing pace of change

Today’s E&M environment is one in which
it is very easy to get surprised at the pace
of developments, even if you have already
predicted the direction of travel correctly.
Consumers are embracing new media
experiences with unexpected speed.

South Africa: E&M spending by
segment: 2009
2% 1%

13%

4%

7%

15%

5%

M Filmed entertainment 1%
M Television 26%
M Recorded music 2%
M Radio 4%
Out-of-home 2%
Internet 19%

Consumer magazine publishing 5%
Newspaper publishing 15%
Consumer and educational book

publishing 7%
Business-to-business 4%
Sports 13%
Video games 2%

Fragmentation reaches a new level

The rapidly advancing digital
transformation is driving industry and
audience fragmentations to levels not
previously seen. The current wave of
change is different to previous ones, in both
its speed and simultaneous impact across
all segments.

For example, in recent years, television
has progressed from a handful of
analogue channels to a multiplicity of
niche and themed channels, fragmenting
the audience in the process. Now,

with digitisation, those niche content
experiences are becoming available across
a widening array of platforms and devices,
driving audience fragmentation both
further and faster.

Another aspect of fragmentation is that
consumers’ media consumption and
purchasing decisions differ widely at
different times in different markets. For
example, the mobile Internet explosion has
already happened in Japan, while South
Africa is still at the bottom of its growth
curve.

South Africa: E&M spending by
segment: 2014
2% 1%

11%
3%
5%

11%

M Filmed entertainment 1%
M Television 26%
B Recorded music 1%
M Radio 3%
Out-of-home 2%
Internet 31%

Consumer magazine publishing 4%
Newspaper publishing 11%
Consumer and educational book

publishing 5%
Business-to-business 3%
Sports 11%
Video games 2%

The importance of nondigital
revenues

Not surprisingly, digital services will
provide most of the industry’s future
growth — a prospect reflected by the

fact that digital technologies are now
effectively a “given” in all segments. But
it is vital to remember that legacy offline
revenue streams are still significantly larger
than digital revenues and will remain so
throughout the five-year forecast period.
This means the industry needs to ensure
it embraces digital not as a competitor to
traditional analogue services, but as a
complement.

E&M companies will need to strike the
right balance between old and new, by
nurturing and sustaining their cash-
generative traditional offerings, while
using these revenues to identify and seize
the right role and positioning for their
businesses within the emerging digital
value chains.

In many cases digital revenues are also
relatively small, even if they are where the
growth is.

South African entertainment and media outlook: 2010-2014 13



The consumer in the
driver’s seat

Over the coming five years, we believe
the force exerted by changing consumer
behaviour will make itself felt in three
thematic areas:

* The rising power of mobility and
devices;

* The growing dominance of the
Internet experience over all content
consumption; and

* Users’ increasing engagement and
readiness to pay for content — driven by
improved consumption experiences and
convenience.

Theme 1: The rising power of
mobility and devices

The rising penetration of smartphones and
other Internet-enabled devices — supported
by advanced next generation network
(NGN) infrastructure and enriched by a
growing array of mobile applications —
means the tipping point is fast approaching
at which usage, subscription and
advertising revenues for content services
will migrate quickly towards mobile
platforms.

Globally, there were nearly 500 million
people accessing the Internet through
mobile devices in 2009, up from only 100
million as recently as 2005. We project that
by 2014, this total will rise to 1.4 billion.

The expanding functionality of mobile
devices is causing the focus of consumers’
brand loyalty and trust to move away from
the service or content provider towards
the device itself and to the underlying
content. Consumers today relate to iPods,
not generic portable music players; and to
Kindles and iPads, not generic electronic
readers. In previous generations, the
device was more important than the brand
of the device.

A further difference is that many of

the current generations of devices are
proprietary (or ‘closed’) systems. The
competition between the proprietary
iPhone and Google’s open-system Android-
based Droid will provide a pointer as

to whether closed or open systems will
ultimately prevail. Our ongoing research
with focus groups suggests that consumers
will want to share content and applications
across all their devices.

Theme 2: The growing dominance
of the Internet experience over all
content consumption

Increasingly, the consumer has moved
beyond thinking of the Internet as an end
in itself and expects all forms of media

to embed the convenience, immediacy

and interactivity of the Internet. With the
emergence of new generations of tablets
and netbooks, the unified Internet-based
consumption experience has taken another
step forward.

No segment of entertainment and

media will be immune to blurring with
the Internet. This trend will be further
accentuated with the deployment of
various next generation networks (NGNs)
in countries around the world. With
theoretical speeds of up to 100Mbps,

this upgrade in infrastructure will not
only provide greater access to video and
interactive content, but will also accelerate
digital migration.

This trend is becoming more evident in
television with the introduction of a new
generation of Web-enabled TVs. The
advancement of the device itself, coupled
with upgrades in infrastructure, will be

the catalyst for new forms of television
consumption that will enable consumers to
stream or download content whenever they
want it, run applications, play games and
ultimately view content on any device.

14 South African entertainment and media outlook: 2010-2014

Theme 3: Increasing engagement
and readiness to pay for content -
driven by improved consumption
experiences and convenience

In a media world of expanding choice and
rising speed, the quality, convenience and
pricing of the consumption experience

will be the key determinants of consumer’s
engagement with a content service.
Experience shows that — given the right
price point — consumers will pay for easy-
to-use, high-quality, relevant services, even
if there are free, less reliable alternatives
available.

The content proposition becomes all
the more compelling when it delivers
an experience that cannot easily be
reproduced elsewhere, such as movies
in 3D, sport on HD TV, or a live concert.
Companies across all segments of
entertainment and media are seeking
to create and monetise richer and more
compelling consumer experiences

that cannot be reproduced in other
environments.

Convenience at the point of use is a further
important driver in convincing consumers
to pay. In this regard, the flexibility, scale
and accessibility of cloud computing

are proving to be powerful assets for
entertainment and media offerings.

Location-based services will be a

further element of the drive to boost
convenience and increase consumers’
engagement with content services, thereby
enhancing providers’ ability to charge.
“Hyperlocal” services — made possible

by the addressability of Internet-based
distribution or by using location-based
mobile technology — will give consumers
local news and information as well as
enabling businesses to promote advertising
to local consumers.



Experimentation in
business models

Changing consumer behaviour around the
three themes highlighted here have caused
entertainment and media businesses

to radically rethink their approaches to
monetising content, as participants across
the industry strive to identify and secure
their optimal positioning and revenues in
the digital value chain. With consumption
habits continuing to change, businesses are
experimenting and testing out new ways
of monetising these new behaviours, while
looking to maintain their offline revenues
and realise synergies with digital offerings.

Digital migration puts revenues
under pressure

As they continue this experimentation with
business models, companies know that
digital transformation will not necessarily
benefit overall industry revenues. For
example, online and mobile ad rates are
currently lower than ad rates on traditional
platforms — so when usage shifts from
traditional platforms to digital platforms,
the result can be a net decline in revenue.
Digital end-user prices also tend to be
lower than those on traditional platforms,
so a move from traditional to digital has a
similarly negative impact.

This means companies are fighting for
alarger slice of a shrinking pie, and the
challenge for content providers is to
monetise rising digital consumption more
effectively. While digital distribution
provides a number of cost savings — lower
manufacturing costs, savings on shipping,
and reduced inventory management and
returns costs — the continuing need to
support a traditional infrastructure limits
the overall benefit. In the book industry,
for example, as long as a print market
remains, the print infrastructure needs

to be maintained. This means the digital
savings will only apply to a small slice of
the market.

Future hope for digital ad
revenues?

There is hope that some digital revenues
could exceed previous expectations

- supported by the addressability of
online advertising and an expansion in
advertising around online content. Some
research suggests that the shift towards
blended cross-platform TV and Internet
ad campaigns could result in Internet
advertising actually becoming more
“valuable” than TV ads, potentially twice as
valuable.

To date, there has been a widespread view
that consumers will not accept as many
ads when consuming content online as
when watching TV. However, consumers’
tolerance of online ads has yet to be really
tested and may be significantly greater
than thought, especially given Internet
ads’ greater interactivity and the potential
for increased relevance through better
targeting.

Combine the potential for higher volumes
of online advertising with its additional
addressability — enabling ads to target
specific customers in specific places at
specific times — and the outlook for digital
ad revenues becomes much brighter. The
drawback for the industry is that this
scenario may take some time to come
about. While the technologies to support
addressability are mature, their market
penetration is still at an early stage, so the
impact on Internet ad revenues is not yet
significant.

Testing the limits of paid-for
content

Meanwhile, experimentation is continuing
around business and pricing models. Some
newspaper and magazine publishers are
testing out the limits of what consumers
are prepared to pay for. While established
financial publications such as the Wall
Street Journal, The Financial Times and

The Economist have protected their online
content behind “pay-walls” for some time,
it has been widely regarded as virtually
impossible for newspapers and magazines
to charge consumers for general online
content.

However, in March 2010, News
International broke ranks when it said
two of its flagship UK newspapers — The
Times and The Sunday Times — would start
charging for the general news coverage on
their Web sites from June 2010, although
existing subscribers to the print editions
would still have free online access.

Some other newspaper publishers have
committed to continuing to offer general
news content free online, while all are
eagerly tracking their readers’ responses to
developments in e-book readers.

In South Africa, online news services are
currently mostly free, although News24
recently introduced a Breaking News Alerts
SMS service at a rate of R5 per week.

Similar divergence and innovation

in business models is evident across

the industry. Variable pricing is being
introduced for music downloads and the
industry is still experimenting with moving
from a pay-per-song downloading model
to a monthly subscription for streamed
music. Publishers are raising electronic
book prices, reducing the differential
between electronic and print and delaying
electronic distribution to give print a
dedicated window.
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From ad-supported to “hybrid”

It does not appear that advertising alone
can fully support the shift from traditional
to digital platforms — putting the focus on
hybrid ad-funded models blended with
subscription and/or transaction revenues.
True, digital advertising will grow faster
than nondigital advertising during the next
five years, but relevant digital advertising
in 2014 will still be a third lower than
projected print newspaper advertising.

This fragmentation of approach is very
different from one or two years ago, when
content providers were largely focusing
on ad-supported models. The economic
turbulence in many markets led to a
decline in overall global advertising that
also impacted growth rates in digital
advertising in many countries. Even when
the economy recovers, the sustainability of
“pure” ad-supported business models is in
doubt because of the relatively small size
of digital advertising spend, particularly
if we discount search, which is the fastest-
growing component of online advertising.

With the shift away from “pure” ad-
funded models, a growing proportion of
business models look to generate revenues
from consumers. However, the ability to
monetise transactions depends on a range
of issues, including who is involved in

any partnership to deliver the service and
where the balance of ownership lies in
terms of the consumer relationship and
brand loyalty.

A further question is how to collect the
money. Micropayments can be a valuable
tool, as demonstrated by social media
sites gaining a mix of ad revenues and
transactional micropayments from their
social gaming applications. Despite the
dramatic growth in micropayments in
some markets, there is growing evidence
that many consumers are happier paying
a subscription or a small number of larger
bills than making an ongoing series of very
small payment decisions.

A related issue is the business model for
social networking sites — a key question
being whether they can generate ad
revenues without alienating their user
base. In April 2010, Twitter announced

it intended to start running advertising,
or “promoted tweets”, at the top of
search pages to generate revenues from
companies. Such a move appears to open
up clear potential for a hybrid “freemium”
model, which blends advertising,
subscription and transactional revenues
and that includes a paid-for ad-free
premium service.
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Imperatives in the search
for position in the digital
value chain

Historically, entertainment and media’s
profitability was supported by the high
costs of content creation and content
distribution, which represented high
barriers to entry. The migration to
digital production and distribution has
lowered these barriers. Combined with
the increasing pace of migration, these
commercial pressures mean companies
have no time to waste in identifying,
pursuing and occupying their optimal
position in the digital value chain.



Social and consumer dynamics are at the
heart of change. Time-starved individuals
want both to use multiple, connected
devices and to have a personal experience,
often with others. The explosion in digital
media choices also means they face trade-
offs between the availability, quality and
price of content.

At the same time, many people will
continue with “traditional” habits such
as reading a physical book or newspaper.
Companies need to maintain these
legacy revenue streams while investing
in their digital services and creating

a complementary and synergistic
relationship between the two.

These dynamics will drive the emergence
of a new industry value chain. Companies
need to establish clarity about their role
in it and their relationships with the other
participants. Two important dimensions
that they should focus on are scale

and diversification — both of which are
supported by emerging technologies, such
as cloud computing, that reduce the costs

of editing, storage, search and distribution.

In addition, accessing infrastructure and
customer relationship management (CRM)
databases on a service-for-a-charge basis
supports risk-taking, an ability to flex the
cost base and easier collaboration.

Irrespective of the choice of business
models, one consistent element is

the increasing need to partner with
other organisations. The proliferation

of platforms and rising consumer
expectations mean companies can no
longer “be everything”. Today’s strategic
partnerships in entertainment and media
typically focus on two areas: revenue
growth through access to intellectual
property (IP) and sharing costs and/or
risks. Cross-sector partnering will continue
to escalate.

We believe seven capabilities will be key
to operating successfully in the digital
entertainment and media value chain:

* Strategic flexibility;

* Delivery of engagement and
relationship with the customer through
the consumption experience;

* Economies of scale and scope — driving
synergies between different activities
in conglomerates and using digital
standards to exploit scale;

* Speed of decision-making and
execution, with the appetite to
experiment and fail;

* Agility in talent management;

* Ability to monetise brand/rights across
platforms; and

* Strong capabilities in partnership
structuring and M&A targeting and
integration.

In developing or acquiring these
capabilities, companies will also need
to keep a close eye on the impact of four
legacy challenges created by digital:

e 1P rights — often the digital rights to
proven content are at best uncertain
and, at worst, impossible to untangle;

* Release windows —in a world of
pervasive multi-channel digital content,
basing release windows on geography
and platforms no longer works;

* Regulation - the rapid rise of globally-
available, ubiquitous digital content
has seen policymakers and regulators
worldwide struggling to keep pace.
Entertainment and media companies
need a firm grasp of regulatory trends
across all jurisdictions in which they
operate; and

* Operational step-change —
organisations will need to clarify and
deepen their understanding of their
own operating model if they are to
deliver their strategic intent.

Conclusion

The economic turbulence and uncertainty
of the past two years have been tough

for E&M companies. But the most lasting
legacy of the downturn may well prove to
be its role in accelerating the pace of digital
transformation, bringing with it new — and
more profound — challenges.

The industry is at a defining moment and
faces the challenge of re-evaluating and
redefining its business models in ways
that will ultimately redraw the value
chain. Media companies that identify their
optimal positioning and that move quickly
to diversify their revenues, to increase
scale when appropriate, and to reshape
their operating models to realise that
positioning, will be well-placed to succeed.
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The Internet market consists of spending by consumers
to access the Internet as well as spending by advertisers.
Internet wired and mobile access consists of fees paid

by consumers to Internet service providers (ISPs) and to
wireless carriers for Internet access via mobile devices,
whether provided as a stand-alone service or as part of a
bundle whose Internet component is estimated. Internet
access spending does not include fixed line rental fees
payable to Telkom. Internet advertising — wired and
mobile — consists of spending by online advertisers on
display, classified, paid search and other online formats
as well as advertising delivered to mobile phones via
formats designed for mobile handset screens.

Elenor Smith, Assistant
Manager, PwC Southern
Africa.

Overview

The South African Government has made
broadband access a central priority and
has set the goal of making broadband
universally available by 2019. Increased
capacity, increased competition and
falling prices will contribute to growing
broadband penetration. The number of
broadband households more than doubled
during the past two years and we expect
it to more than quadruple during the next
five years.

The Internet market in South Africa is still
in its development phase. Fewer than 10%
of households had a broadband connection
in 2009. Internet advertising is still in

the development phase and the mobile
Internet access market is only emerging.

In fact, although only 2.7% of wireless
telephone subscribers used their mobile
devices to access the Internet, more people
accessed the Internet through mobile
devices than through a fixed broadband
connection.

There were 1.3 million mobile broadband
users in 2009 compared with 800,000
fixed-line broadband users. When the 3.2
million dial-up users are included, the total
number of Internet users was 5.3 million.
Mobile broadband will be the fastest-
growing technology during the next five
years with an expected 50.7% compound
increase to 10.1 million users by 2014. By
2014, 72% of broadband users will access
the Internet through mobile devices and
63% of all Internet users will be accessing
the internet via mobile devices.
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We also expect fixed broadband to show Internet users (millions)

significant growth, rising to 3.9 million 2010-14
users in 2014, a 37.3% compound increase. Technology 2008 2009 2010 2011 2012 2013 2014 CAGR
The number of dial-up users will decline by . up ........................ Sy N PR S S Sy S .
9.0% on a compound annual basis, falling USRS S <. e S S AP g N
to2 mﬂl}oln in 2934 from 3-f2 mﬂlion n Mobile broadband 0.6 1.3 19 29 47 70 10 50.7
2009. Dial-up will account for only 12.5% ") 46 53 61 73 95 123 16.0 24.7
Of Internet users in 2014 Compared Wlth ....................................................................................................................
60% in 2009.
Internet users (millions) Distribution of broadband subscribers (%)
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10 4%
8
16%
6 ’ 43%
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Vodacom was the principal broadband

provider in 2009, accounting for 43% of - Telkom
subscriptions, followed by Telkom at 29%,
MTN at 16% and iBurst at 4%. There were
also a number of other small providers

that collectively accounted for 8% of the
broadband market. Cell C entered the
broadband market late in 2010 offering its
services in selected areas. The broadband
market share analysed here relates to
household consumers and does not include
corporate customers.

Vodacom
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Internet use in South Africa is concentrated
among people aged 25 and older.

Although comprising only 48% of the total
population in 2009, 87% of Internet users
were 25 and older. Usage was concentrated
in the 25-44 age group, which accounted
for 56% of all Internet users, while
representing 28% of the population. Even
people aged 55 and older were more likely
to access the Internet than those aged 25
and under. The proportion of Internet
users among the older age group was 27%
higher than its share of the population.

At the other extreme, only 2% of Internet
users were 19 or younger although this

age group accounted for 40% of the
population.

Distribution of Internet users by age

A key reason why Internet use tends to be
more concentrated among older people

is that it is highly correlated with income,
and household income generally rises with
age up to retirement. People in households
with monthly incomes of R9,000 or higher
accounted for 79% of all Internet users,
even though that group represented only

Percentage of Internet Percentage of the

users population

2 .......................... 40 .............
.............. 11 12 .
.............. 31 17 .
.............. 25 11 .
.............. 17 9 .
.............. 14 11 .

27% of the population. More extreme,
although accounting for only 3% of the
population, people in households with
monthly incomes of R40,000 or higher
comprised 26% of all Internet users. At all
income levels, the incidence of Internet use
rises with income.

Monthly household income (R)

With Internet penetration relatively low,
there is significant room for growth.
During the past five years, overall Internet
spending rose at double-digit annual rates,

including a 29.8% increase in 2009 despite

the recession. Access spending expanded
by 29.9% and the small advertising market
grew by 27.8%.

Percentage of

Percentage of the

Internetusers population
9 41
BT S
16 13
.............
.............
.............
A SO -
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Fixed broadband access spending, which
in 2005 was as large as dial-up, overtook
dial-up in 2009 and by 2014 will be eight
times higher. Total wired access spending
rose by 5.6% in 2009 and we expect a
9.6% increase in 2010. We then look for a
return to double-digit growth in 2011 with
annual increases in excess of 20% during
2013-14 when the declining dial-up market
is expected to have less of an impact on
total spending than it has now. For the
forecast period as a whole, wired Internet
access spending will increase at a 15.4%
compound annual rate to R15.4 billion by
2014.

Increasing wired household access is

an emerging mobile access market. The
wireless infrastructure is more advanced
than the broadband infrastructure in South
Africa and faster speeds are spurring the
market. We expect mobile Internet access
spending to reach R15.2 billion in 2014,

a 26.5% compound annual increase from
20009.

Internet users (millions)

20 —
15 —
10 —
5
0
2006 2007 2008 2009 2010
Mobile M wired

Total Internet access spending will increase
at a 20.1% compound annual rate to

R30.5 billion in 2014 from R12.2 billion in
2009.

The effects of an expanding broadband
subscriber base offset the adverse impact of
the recession — wired Internet advertising
rose by 25.7% in 2009. We expect a pickup
in 2010 as online advertising associated
with the 2010 FIFA World Cup has boosted
spending. We then expect an expanding
broadband subscriber base to continue

to fuel growth with annual increases
continuing to exceed 20%. Growth will
average 25.1% compounded annually for
the forecast period as a whole.
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2011 2012 2013 2014

An expanding mobile Internet subscriber
base will boost mobile advertising. From
a small base, we expect this market to
expand at an 80.5% compound annual
rate.

Total Internet advertising will increase
ata 29.2% compound annual rate to an
estimated R1.6 billion in 2014 from R455
million in 2009.

The overall Internet market will rise

to R32.2 billion by 2014 from R12.7
billion in 2009, averaging 20.5% growth
compounded annually.

South Africa’s Internet market is at an
earlier stage of development compared
with the EMEA region as a whole, but is
beginning the process of narrowing the

&ap.



Internet access and advertising: wired and mobile (R millions)

South Africa 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
Dial-up 4,092 4,196 4,158 3,969 3,720 3,363 3,024 2,550 2,112 1,710
Broadband 1,122 2,340 2,712 3,168 3,816 4,896 6,192 8,118 10,692 13,680
Total wired Internet access 5,214 6,536 6,870 7,137 7,536 8,259 9,216 10,668 12,804 15,390
Mobile access NA NA 1,584 2,268 4,680 5,700 7,134 9,870 12,600 15,150
Total Internet and Mobile access 5,214 6,536 8,454 9,405 12,216 13,959 16,350 20,538 25,404 30,540
Internet advertising 150 180 255 350 440 575 700 870 1,100 1,350
Mobile advertising NA NA 3 6 15 29 51 99 175 287
Total advertising 150 180 258 356 455 604 751 969 1,275 1,637
Total access and advertising 5,364 6,716 8,712 9,761 12,671 14,563 17,101 21,507 26,679 32,177
Internet spending (access & Internet spending (access &
advertising): 2009 advertising): 2014
4% 1%
5%
29%
37%
47%
Mobile advertising
Internet advertising Internet advertising
Mobile access Mobile access
- Broadband - Broadband
Dial-up Dial-up
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Internet access spending
Wired access

Limited competition and high costs have
constrained broadband in South Africa.
As recently as early 2008, Telkom was the
only provider of international bandwidth.
Neotel entered the market in April 2008
with both companies using the SAT-3/
SAFE undersea cable that connects South
Africa with Europe through Portugal and
Asia through Malaysia. SEACOM, a 1.27
Tbps cable connecting South Africa, Kenya,
Tanzania, Mozambique and Uganda with
Europe and India, became operational in
mid 2009 and significantly opened up the
market. SEACOM’s South Africa capacity
allocation was quickly sold out.

In March 2010, Internet service provider
(ISP) M-Web became the first major
player in South Africa to offer uncapped
ADSL on a significant scale. Other ISPs
such as MyISP, Axxess, Afrihost, Imagine
Interexcel, Interprise, iSat, Nexus, Plugg,
RSA Web, SA Gateway, Sainet, Snowball,
Openweb, Webnow, and Webstorm have
subsequently entered the market and are
offering uncapped plans that allow for
unlimited downloads for a fixed monthly
fee.

The opening of SEACOM prompted further
infrastructure upgrades. Neotel, MTN and
Vodacom are jointly building a R2-billion
fibre-optic backhaul network that will
connect all the major cities in South Africa.

The 1.4 Tbps East African Submarine Cable
System is expected to be operational in late
2010 and the 3.8 Tbps West Africa Cable
System (WACS) will be available in mid
2011. The 5.12 Tbps Africa Coast to Europe
Cable (ACE) and the South African link of
the 1.28 Tbps Main One Cable is expected
to go live in 2012. The combination of
these international cable deployments will
dramatically increase overall broadband
capacity and lead to lower prices.

Wired Internet households (millions)

3.5
3.0
2.5
2.0
1.5
1.0
0.5
0.0

2005 2006 2007 2008 2009 2010 2011

Dial-up . Broadband

In addition to the increase in capacity,
changes in the regulatory environment are
making the market more competitive. Prior
to 2007, competing ISPs were required to
purchase network access from Telkom.
During the past two years, the Government
began granting communication network
services licences that allow ISPs to either
build their own networks or to buy network
access from any company they choose. The
result has been the emergence of a number
of resellers and competing providers.

Competitive carriers are investing in
WiIMAX, a fixed wireless technology, to
provide broadband for areas currently
not reached by DSL, thereby making
broadband more widely available.

In October 2009, the Government issued
a licence to Broadband Infraco, a state-
owned company created in 2007, to

sell domestic broadband services on

a wholesale basis to ISPs, providing
additional competition to Telkom,
Vodacom and MTN. Broadband Infraco has
an 11,000-km fibre-optic network as well
as an investment in WACS that will allow
it to offer international connectivity when
the cable becomes available in 2011.

The combination of increased competition,
lower prices, greater capacity and an
overall improved infrastructure will

lead to a significant boost in broadband
penetration. We expect the number of fixed
broadband households to increase from
600,000 in 2009 to 2.9 million by 2014, a
36.6% compound annual increase. Fixed
broadband household penetration will
reach an estimated 29.4% in 2014 from
only 6.2% in 2009.
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Growth in fixed broadband will come in
part from dial-up subscribers trading up.
The dial-up household universe fell by
1.6% in 2009 to 3.1 million. As broadband
availability increases, we expect steeper
decreases in dial-up, particularly during
2012-14. The dial-up household base will
fall to a projected 1.9 million by 2014, a
9.3% decrease compounded annually. Dial-
up household penetration will decrease to
19.6% in 2014 from 32.1% in 2009.

The number of fixed broadband subscribers
will equal the dial-up subscriber base in
2013, and by 2014 dial-up will be a third
lower.

The overall fixed Internet household base
rose by only 1.9% in 2009 as the declines in
dial-up nearly offset growth in broadband.
As the dial-up subscriber base becomes
smaller, further decreases will have less of
an effect on the total number of Internet
households. Consequently, we expect faster
growth during the next five years.

The total number of wired Internet
households is expected to reach 4.8 million
in 2014 from 3.7 million in 2009, a 5.1%
compound annual increase. We anticipate
household penetration will rise to 49.0% in
2014 from 38.3% in 2009.



Wired internet households (millions)

South Africa 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 20&2;;;
D|a|-up 310315315315310295280250220 ........ F e RERT
% change 3.3 1.6 0.0 0.0 -1.6 -4.8 -5.1 -10.7 -12.0 -13.6 -9.3
_Fixgd b_r_o_adk_)_and ______ 0 11 0 25 0 40 048 060 0.85 1.20 1.65 2.20 2.85
_% _c_han_g(_—:‘ ________ 775_(_)_ 127_{3‘_ 60_(_)_ 20_(_)_ 25._(_)_ 41.7 41.2 37.5 33.3 29.5 36.6
_Tot_?_ll ___________ 3 21 3 40 3 55 363 370 3.80 4.00 4.15 4.40 4.75
% change 5.6 5.9 4.4 2.3 1.9 2.7 5.3 3.8 6.0 8.0 5.1
Wired household penetration (%) Fixed broadband market
35 Increased competition has significantly
30 reduced broadband access fees during

the past five years. The average wired
broadband connection cost R530 in 2009,
38% lower than the R850 average in

15 2005.
10 .
I I I The full-year’s effect of the opening of
SEACOM and the new international
;- m N 1

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 cables that will become available during
the next two years will lead to further

Dial-up B Fixed broadband competition and accelerated decreases
in the average monthly fee. We expect
the average fee to drop to R430 by 2011,
a 19% decline from 2009. Thereafter,
decreases will moderate, in part because

25
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some subscribers will opt for faster speeds
that command premium prices. We expect
that the average broadband subscriber
will pay R400 per month in 2014, a 5.5%
compound annual decrease from 2009.

The drop in monthly fees along with
improvement in the broadband
infrastructure will drive fixed broadband
penetration during the next five years.

Broadband access spending will increase
from R3.8 billion in 2009 to R13.7 billion
in 2014, a 29.0% compound annual
increase. With average prices expected to
be lower in 2014 than in 2009, spending
growth will lag penetration growth.
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Wired broadband access market

South Africa 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 20&2;;;
Subscribers (:miIIions) 0.11 0.25 040 048  0.60 0.85 1.20 165 220 285

% change 1750 1273 600  20.0 250  41.7 412 375 333 295 36.6
Average monthly fee (R) 850 780 565 550 530 480 430 410 405 400

% change 1.7 82  -27.6 2.7 36 94  -104 4.7 1.2 1.2 55
Broadband access spending 1122 2340 2,712 37168 3,816 4,896 6,192 8118 10,692 13,680

(R millions)

% change 170.4  108.6 15.9 16.8 205 283 265  31.1 31.7 279 29.1

down 9.3% on a compound annual basis
from 3.1 million in 2009.

Dial-up market

Dial-up, a less expensive alternative to

broadband, continued to expand through
2007, serving areas not reached by the
broadband infrastructure and households
that could not afford broadband.

During the past three years, however,

as broadband prices have declined, the
number of dial-up subscribers flattened
and then began to fall in 2009.

Continued declines in broadband fees and
the increased availability of broadband to
more areas will lead to further declines

in dial-up, with decreases accelerating

Infrastructure improvements and increased
competition will also put downward
pressure on dial-up fees. Dial-up fees have
been trending down since 2005, falling
from R110 per month to R100 per month
in 2009. We expect these decreases to
continue during the next five years with
the average fee falling to R75 per month by
2014.

Dial-up access spending will drop from
R3.7 billion in 2009 to an expected R1.7
billion in 2014, a 14.4% compound annual

during 2012-14. By 2014, there will be an decrease.

estimated 1.9 million dial-up subscribers,
Dial-up access market

. 2010-14

South Africa 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 CAGR
Subscribers (millions) 310 315 315 315 310 295 280 250 220  1.90
% change 3.3 1.6 0.0 0.0 -1.6 -4.8 -5.1 -10.7 -12.0 -13.6 -9.3
Average mqnthly fee (R) ) ) 11(_) ) 11 1 ) 11(_) ) 105 ) 10(_) 95 90 85 80 75
% change _ 83 09 09 45 -48 50 53 56 59 63 5.6
Dial-up access spending 4092 4196 4,158 3,969 3,720 3,363 3,024 2550 2,112 1,710
(R millions)
% change 5.3 25 09 -45 -63  -96 -10.1 -157 -17.2  -19.0 -14.4
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Mobile access

South Africa has a well-developed wireless
infrastructure and a competitive wireless
market dominated by Vodacom, MTN,
Telkom Mobile and Cell C. In 2009, the
main providers have been offering high-
speed packet access (HSPA) with download
speeds up to 7.2 Mbps.

In early 2010, the leading mobile providers
introduced new higher-speed services.
Vodacom began providing download
speeds up to 14.4 Mbps in May 2010 with
plans that included additional data on
most of its packages at no additional cost.
MTN also launched a 14.4 Mbps service.

In selected areas, Vodacom and MTN have
also launched HSPA+ networks that offer
download speeds of up to 21.1 Mbps. These
services are available at airports, in certain
high-density locations and at stadiums
hosting the 2010 FIFA World Cup. Cell C is

also active, spending R5 billion to expand
its network coverage and rollout a high-
speed mobile broadband service.

New smartphones with touchscreen
capabilities, full keyboards and large
screens are being introduced. Such
innovations will make navigating the
Internet easier and should further
stimulate penetration.

There were 47.5 million mobile phone
subscribers in South Africa in 2009, of
which approximately 10 million had
Internet access capability. By contrast, only
about 8 million households had PCs that
could access the Internet. Consequently,
the opportunities for Internet access are
actually higher through mobile devices
than through wired technologies.

There were 1.3 million people, 2.7% of
the mobile telephone subscriber base,
who accessed the Internet through mobile
devices in 2009, more than twice the
number of wired broadband subscriptions.
We expect this percentage to significantly
increase during the next five years as

new handsets with advanced Internet
capabilities become the norm and as
wireless download speeds increase. The

iPhone is becoming very popular in South
Africa as are other smartphones such as the
Google Nexus 1. We project that by 2014,
20% of mobile telephone subscribers will
access the Internet through their mobile
devices.

We project the number of mobile Internet
subscribers to increase to 10.1 million in
2014, a 50.7% compound annual increase
from 2009.

We estimate that the average subscriber
paid R300 per month for a mobile Internet
access package in 2009. Competition in
the wireless market will put downward
pressure on prices. Several companies
already announced significant decreases
in 2010. We project average monthly
spending to drop to R250 in 2010 and to
fall to R125 by 2014.

In spite of the decrease in the average
spending per subscriber, aggregate mobile
Internet access spending is expected to
rise from R4.7 billion in 2009 to R15.2
billion in 2014, a 26.5% compound annual
increase. This increase will be driven by
significant growth in the subscriber base
from 1.3 million in 2009 to 10.1 million in
2014.

Mobile Internet access market

Percentage accessing Internet through mobile
devices (%)

Mobile Internet access subscribers (millions)

Average monthly spending (R)

2011 2012 2013 2014
49.0 49.5 50.0 50.5
6.0 85 14.0 20.0
2.9 4.7
205 175

2007 2008 2009 2010
42.3 45.0 47.5 48.5
1.0 1.3 2.7 4.0
0.4 0.6 1.3 1.9
330 315 300 250
1,684 2,268 4,680 5,700
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Total access spending

Total wired access spending is expected to
grow at a 15.4% compound annual rate
during the next five years from R7.5 billion
in 2009 to R15.4 billion in 2014.

When mobile access is included, total
Internet access spending will increase
from R12.2 billion in 2009 to R30.5 billion
in 2014, growing at a 20.1% compound
annual rate. In 2014, mobile access

will comprise nearly half of total access
spending compared with 38% in 2008. 38%

Internet access spending: 2009

31%

Internet access spending: 2014

50%
Mobile Mobile
- Broadband - Broadband

Dial-up Dial-up
Internet access spending (R millions)
South Africa 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2°1°éi‘2;
Dial-up 4,092
% change -5.3
Broadband 1,122
%change 1704 1086 159 168 205 283 265 311 817 279 291
Wired Total 5,214
% Change 10.1
Mobile -
% change -
Total access spending 5,214
% change 10.1

28 South African entertainment and media outlook: 2010-2014



Advertising
Wired Internet advertising

Wired Internet advertising — advertising on
Websites that are intended to be accessed
via computers — rose by 25.7% in 2009 to
R440 million, apparently unaffected by the
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SOuth Africa. GOOgle SOuth Africa WaS the ...................................................................................................................
K o X WordPress wordpress.com
leadlng Web site in early 2010 IR S 0 L R R R AR AR
.. . ! . Absa Bank absa.co.za
of Vi1s1tors. The lnternatlonal Google site R R SRR R L LR LR ERRREEE
ranked third and Yahoo! and MSN were Llnkedln ............................................... I.I nkedln O
also among the top 20 sites visited. Of the MR OR e microsoft.com
top 20 sites visited by users in South Africa, ~ /AT&20N A
five were South African. Independent Online iol.co.za
Flickr flickr.com
Microsoft Network (MSN) msn.com

Not surprisingly, sponsored search is the
leading online advertising category at
R233 million in 2009, more than half the
R440 million in total spending. Google

is the dominant search engine and the
leader in generating search advertising.
Search advertising enables advertisers to
target users just when they are looking
for specific information relevant to the
advertiser, a feature not readily available in
other media.

We expect search advertising to increase
at a 25.3% compound annual rate to reach
R721 million in 2014.

South Africans also use the Internet to

get information, as evidenced by the high
rankings for sites such as Wikipedia and
News24. Online banking also is popular as
two banks —Standard Bank and Absa Bank
- have sites in the top 20.

Social networks are among the most visited
sites in South Africa. There were five social
network sites in the top 20 and three —
Facebook, YouTube and Twitter — in the

top 10. Facebook ranked second. YouTube
fourth and Twitter seventh. LinkedIn and
Flickr were also in the top ten. In addition
to these sites, MXit and MySpace are also
heavily visited in South Africa.
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Top social networking sites in South Africa

Social networking, as well as information
and banking sites, are good platforms

for display advertising, the next largest
category at R141 million in 2009, up 29.4%
from 2008. The Internet allows display

ads to be targeted at niche audiences

using specialist Web sites. It also permits
demographic targeting and even time-of-
day targeting. The Internet also provides

a shopping environment and online
commerce has been growing in conjunction
with the broadband universe. Advertisers
want to reach consumers when they are
buying and the Internet provides a means
to do that.

Because there is virtually an unlimited
inventory for display advertising, ad prices
are low. We expect that low prices will lead
to a decline in share for display advertising.
Although still growing at healthy rates,

our projection of 22.7% compound annual
growth for display will be slower than
projected growth in other categories. We
expect that display advertising will total an
estimated R392 million in 2014.

The remaining portion of the market
consists of classified, rich media, video
and other advertising. Spending rose by
6.5% to R66 million in 2009. The Internet
also provides a good platform for classified
advertising because users can sort and
select the categories they want, giving it
an advantage over print formats. Gumtree,
a classified advertising site, was the ninth
most visited in early 2010 and we expect
classified advertising to increasingly
migrate from print to online. We also
expect that as broadband penetration
increases, there will be an emerging video

advertising market that most households
will be able to experience. We expect
growth to accelerate beginning in 2010
and project these formats to be the fastest
growing during the next five years, with
a projected 29.1% compound annual
increase to R237 million by 2014.

Overall online advertising will receive an
incremental boost in 2010 from advertising
associated with the 2010 FIFA World Cup.
Although television will generate most of
the advertising revenue associated with
the event, a number of sponsors have also
bought inventory on the Internet. We
project growth to improve to 30.7% in
2010. We then look for a continuation of
increases in excess of 20% annually, driven
by continued broadband growth. Wired
Internet advertising will reach R1.4 billion
in 2014, a 25.1% increase compounded
annually from 2009.

Despite these large percentage gains,
online advertising in South Africa remains
relatively small.

Wired Internet advertising (R millions)

South Africa 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 200122;
Seamh .............................. 49 ......... 70 e 117 .......... 179 ......... 233 ...... 306 ......................... 463 ........................ 721 ..................

%Change531429 ....... 6 71 ......... 530 ........ 302 ..... 313 ........................ 245 ....................... 268253

D|sp|ay .............................. 42 ......... 5 o ......... 77 .......... 109 ......... 141 ...... 187 ......................... 270 ........................ 392 ..................

%Change448 ....... 190540 ......... 416 ........ 294 ..... 326 ........................ 205 ....................... 248227

C|ass|f|ed/other ................... 59 ......... 60 ......... 61626682 ......................... 137 ........................ 237 ..................

%Chang6513 ........ 17 ....... 17 .......... 16 .......... 65 ..... 242 ........................ 317 ....................... 243291

Tota|15o ....... 180 ....... 255 .......... 350 ......... 440 ...... 575 ......................... 870 ...................... 1’350 ..................

%Change 500200417 ........ 373 ........ 257 ..... 307 ........................ 243 ....................... 257 ........... 251
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Wired Internet advertising
breakdown: 2009

15%

53%

Classified/other

- Display

Search

Mobile advertising

Advertising delivered to mobile phones,
excluding text message ads from carriers, is
a small but growing segment of the market.
Spending totaled R15 million in 2009,
150% more than in 2008 and five times the
level in 2007.

Growth in the number of people using
their mobile devices to access the Internet
is creating opportunities for advertisers.
Smartphones, which are contributing

to growth in mobile access because they
make it easier to navigate the Internet, also
provide a good platform for mobile ads
because of their larger screens compared
with standard handsets.

Wired Internet advertising
breakdown: 2014

18%

53%

Classified/other

- Display

Search

Mobile sites suitable for access by
smartphones are emerging, with dedicated
advertising that is incremental to wired
online advertising.

With the number of mobile Internet
access subscribers projected to increase
from 1.3 million in 2009 to 10.1 million
in 2014, growth in the potential mobile
audience makes the medium attractive to
advertisers. Additionally, mobile phones
can reach young people who are often
difficult to reach through traditional
media.

Mobile television is also expected to
become a presence in South Africa and
we predict it will contribute to mobile
advertising during the latter part of

the forecast period. Mobile TV will be
supported in part by advertising. A mobile
broadcasting licence was awarded to local
broadcaster, e.tv, in the first quarter of
2010 and to MultiChoice in September
2010. A second licence application period
will commence in the third quarter of 2010.

Low mobile ad rates are beginning to
attract advertisers although they are
currently limiting aggregate spending.
Annual advertising per mobile Internet
subscriber averaged only R11.89 in 2009,
compared with nearly R120 per Internet
household for wired Internet advertising.
As the mobile access market expands,
advertisers will allocate more resources to
mobile advertising.

We expect that by 2014, annual advertising
per mobile access subscriber will be
R28.42, a 19.0% compound annual
increase from 2009.

Aggregate mobile advertising will rise to a
projected R287 million in 2014, an 80.5%
compound annual increase from 2009.

Mobile Internet advertising

South Africa 2007 2008 2009 2010 2011 2012 2013 2014 2082;;
Mobile Internet subscribers (milions) 04 06 13 1.9 29 47 70 10.1

% change 50.0 116.7  46.2 52.6 62.1 489 443 50.7
Annual mobile advertising per mobile 7.18 964 1189 1513 1750 20.96  25.00 28.42

_su_bscrltger_ ® T

% change 34.3 23.3 27.2 15.7 19.8 193  13.7 19.0
Aggregate Mobile Internet advertising (R 3 6 15 29 51 99 175 087

millions)

% change 100.0  150.0 93.3 75.9 94.1 76.8  64.0 80.5
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Total Internet advertising

Total Internet advertising will increase
from R455 million in 2009 to R1.6 billion
in 2014, growing at a 29.2% compound
annual rate.

Mobile advertising will account for 17.5%
of total Internet advertising in 2014,
compared with 3.3% in 2009.

Internet advertising: wired and mobile (R millions)

South Africa 2005 2006 2007 2008 2000 2010 2011 2012 2013 2014 Qo4
Wied Inferet advertising 150 180 255 3% 440 675 700 &0 1100 130
% change 50.0 20.0 41.7 37.3 25.7 30.7 21.7 24.3 26.4 22.7 25.1
Moble advertising  NA_NA 8 6 15 29 51 9 78 287 .
Joohange e T T T 1000 ..790.0 B
Totaladvertising ... 190 .18 258  3%6 4% 604 o1 989 215 ST .
Jochange oo 485 .20 B3 380 TS BN,

Internet advertising — wired and Internet advertising — wired and

mobile: 2009 mobile: 2014
3%

- Wired Internet advertising

- Wired Internet advertising

Mobile advertising Mobile advertising

32 South African entertainment and media outlook: 2010-2014



Consumer insights:
Internet

About this research

This publication aims to provide readers with useful
information and to bring this to life by including real-
life consumer insights. To this end, we commissioned
GlobalEdge Marketing Consultants to perform
consumer lifestyle research relating to the media and
entertainment industry.

This research comprised face-to-face interviews with
a sample of consumers that included a mix of the
following demographic groups:

Persons between the ages of 15 and
50;

A mix of racial groups;

Males and females;

Residing in Gauteng, the Western
Cape and KwaZulu-Natal; and

LSM 5-7 and LSM 8-10.
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Do you have internet access?

57%

-No

Yes

From where do you usually access the
Internet?

Only at home 30%
Only at work 17%
50% at work, 50% at home 14%
Mostly at work, but occasionally

11%
from home
Mostly at home, but occasionally

4%
from work
Only at school / university 6%
At school / university and home 5%

At home only 39%

At work o nIy ............................. 24 % ......
Both at work and hom e ................ 19 % ......
Internet cafe ............................. 16 % ......
At school / un |vers|ty ................... 12% ......
Atfr|en ds ................................ 4% .......

At what time of day do you use the
Internet?

How often do you access the Internet? (%)

50

40

30

20

10

0
Daily 4-6 times 2-3times  Once aweek Less often
a week a week

Method of access What do you usually access
..C.eol.l..p.h.(.).n.é ............................... A.O.C.V.O ...... theInternetfor?
A 33% ... The web is utilised predominantly for
G 2% .. communication in the form of e-mails, chat
Wireless 16% and social networking / text chat as well as
Dial-up 8% for general information or research. E-mail

is a key tool.

What do you usually access the Internet for? (%)

50
40
30
20
10 I I
o I o o n =
N X )
L SSTFTFFSF LTS LTS
FETFSEFESTEE
S S T LSS
NS T F & F ST
& S T £ §F ¢ & N
> S @ & O § N @ S
Q S 2 O @ O
& 2o i A
o & & & L 9
$ © & &
'\’:' > o
NS N
& &
N N
%o“’ &
X
N
B Total Most often
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What do you most regularly use the Internet for? (%)

50
The main reason given
40 for not using these
resources more often
30 was ‘time constraints’
What do you most regularly 20
use the Internet for? 10 . . .
Respondents were given a list of online 0 - —
resources and asked which they use most S » S ) S > K
: : N > S N Q <@ N
regularly. Social networking and research 9 & Ay & & S &
& )
were the most popular. & <& & quo ®§ L \;@Q’
& Q{Q S & \g) Q)o
& N S oQ ~ N
%) & RS
g
S
Are you concerned about Q0

Internet privacy?

Concern about privacy on
the Internet

No less than 76% of respondents are
concerned about Internet privacy, which
is also reflected in the fact that 75% also
said they would never use their credit card
online.

Main consideration when deciding on
Internet provider

Speed of connection 37%

No Pr| Ce ..................................... 25% ......
Wel Iknown brand ...................... 1 0% ......
Coverage ................................ 8% .......
Data I|m| tat|o ns ......................... 6% .......
Varlety of packages .................... 5% .......
Good af ters-sal e se rwce ............... 4% .......
‘Recommended by someone 4%
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As many as 72% of respondents say they do not pay
as much attention to adverts on the Internet as they
do to adverts in other mediums such as TV and print.

Membership of social networking sites? (%)

80
70 5 8
60
S0 43
40
30
20 | 17 14 | 13 1115 19
10 10 8 . 10g
0 n 20°2 o |
MXit Facebook  Twitter MySpace Skype None
Membership of social 35 - 50 years
networking sites 26 - 34 years
More than half of respondents that utilised 19 - 25 years
social networking sites use Facebook. M 15- 18 years
Total
et e Beliefs about the Internet Strongly agree
1am not comfortable transferring personal information over the net. %
Shopping online saves me time and is convenient 18%
racebook 54 Internet banking s the only way | do banking these days. - 12%
| don’t like entering my credit card / banking details over the Internet as |
am concerned about fraud. 42%
Tuitter 9% 1ke personal contact with the sales person when [ buy things. _ ~ 80%
The Internet is a great way to stay in touch with friends 49%

MySpace 4%

Do you give as much
attention to advertising on

Skype 6% the Internet?
o

None 22%

0,
MXit has a younger profile of users 2

Facebook has broad appeal
Older consumers are less likely to
use social networking services
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Global trends in Internet access and spending

Source: PricewaterhouseCoopers LLP, Wilkofsky Gruen Associates

Outlook

We project that global spending on wired and mobile Internet access will increase from $228.1 billion in 2009 to $351.1 billion
in 2014, a 9.0% compound annual growth rate. This will make it the third fastest-growing segment of E&M during the period,
behind Internet advertising and video games. Overall, global spending on Internet advertising — both wired and mobile — will rise
from $60.6 billion in 2009 to $103.8 billion in 2014, an 11.4% compound annual growth rate.

Internet advertising will be the fastest growing E&M segment, ahead of video games at a CAGR of 10.6%.

Global wired broadband access is the largest component of the market at $145.7 billion in 2009, and is projected to grow at a
9.7% compound annual rate to $231.2 billion in 2014.

Dial-up access spending remains in long-term structural decline and will fall to $9.6 billion from $23.8 billion in 2009, a 16.6%
compound annual decrease.

Global mobile Internet access spending totalled $58.6 billion in 2009, with 66% of this total generated by just three countries —
Japan, South Korea and China. Japan alone accounted for 53% of global mobile Internet access spending.

In terms of wired Internet advertising, global spending on paid search advertising will overtake display, classified and other forms
of advertising from 2012, and will rise to $50 billion in 2014 from $28 billion 2009, a 12.2% compound annual increase.

Display, classified and other advertising will advance more slowly, at a compound annual rate of 8.9%, from $30.3 billion in 2009
to $46.2 billion in 2014.

We expect that mobile access spending will increase to $110.3 billion 2014, a 13.5% compound increase. Mobile advertising will
rise strongly from a low base, increasing to $7.7 billion in 2014 from $2.3 billion in 2009, a 27.7% compound annual increase.

Total global wired Internet advertising will reach $96.2 billion in 2014 from $58.3 billion in 2009, a 10.5% compound annual
increase. Despite growing more slowly than mobile advertising, wired Internet advertising will still account for almost 93% of
global Internet advertising in 2014.

Key drivers

The global economic downturn reduced growth in global Internet access spending to just 8.2% in 2009. Growth will pick up
slightly from this level and remain fairly consistent over the coming five years, at between 8.5% and the 9.6% compounded
annually. Internet advertising in North America declined in 2009 and the global increase was limited to 4.3%, sharply down from
the 18.9% rise seen in 2008. Global Internet advertising growth will rebound to 9.3% in 2010 and the return to low double-digit
compound annual increases through the rest of the forecast period to 2014.

Penetration of broadband infrastructure into underserved areas will expand the broadband household base and lead to faster
declines in dial-up. At the same time, approaching broadband saturation in many countries will lead to slower growth in
broadband households. Broadband household growth will be the principal driver of wired Internet advertising.

Broadband pricing will be affected by increased competition which will lead to lower prices as well as the proliferation of high-
speed broadband options at premium fees, which will lead to higher prices. On balance, the rate of broadband price declines will
be moderate.

Paid search, a format not available in other media, will continue to attract spending to the Internet, outpacing the growth in
display, classified and other wired Internet advertising throughout the forecast period.

In the mobile market, a number of developments will stimulate demand for mobile Internet access and drive strong growth in
mobile advertising from a relatively small base. These include:

Wireless network upgrades;

Growth in the number of mobile access subscribers as a result of the further rollout of enhanced 3G cellular wireless services;
The launch of 4G wireless services; and

The increasing penetration of Internet-enabled smartphones with touchscreen capabilities.

The growth in mobile subscriptions and advertising underlines a major behavioural shift among consumers towards using Internet
anytime, anyplace. However, the resulting explosion in data traffic over mobile networks will create challenges for network
infrastructure operators.
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Global Internet advertising market: Wired and mobile by component (US$ millions)

Category 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2001223
_Segrch _____ 10,1 1_5 _15,23_2 _20,72_7 _25,47_2 _28,049 30,909 34,725 39,286 44,428 49,962
% change 64.8 50.6 36.1 22.9 10.1 10.2 12.3 13.1 13.1 12.5 12.2
_Dis_play, CI_ass_ified, Ot_her_ _15,39_5 _21 ,04_6 _27,32_1 _31 ,02_3 _30,253 32,459 35,235 38,574 42,225 46,230
% change 38.7 36.7 29.8 13.6 -2.5 7.3 8.6 9.5 9.5 9.5 8.9
Total wired Internet 25510 36278 48,048 56495 58302 63,868 69,960 77,860 86,653 96,192
advertising
% change 48.0 42.2 32.4 17.6 3.2 8.7 10.4 11.3 11.3 11.0 10.5
_Mo_bile_ ad_vert_ising N 24_8 : 456 : 8Q1 : 1 ,57_3 : 2,25_6 2,807 3,681 4,675 6,011 7,651
% change 293.7 83.9 75.7 96.4 43.4 24.4 31.1 27.0 28.6 27.3 27.7
_Tot_al ______ 25,758 : 36,73_4 : 48,84_9 : 58,06_8 : 60,55_8 66,175 73,641 82,535 92,664 103,843
% change 48.9 42.6 33.0 18.9 4.3 9.3 11.3 12.1 12.3 12.1 11.4
Sources: PricewaterhouseCoopers LLP, Wilkofsky Gruen Associates
_quba! In'gerr?et access _markeF: w_ired an_d mobile b_y component (US$ rr_1i||i<_)ns)

2005 2006 2007 2008 2009p 2010 2011 2012 2013 2014 20;22;

23,828

% change

Total wired Internet
access

Sources: PricewaterhouseCoopers LLP, Wilkofsky Gruen Associates
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Broadcasting in South Africa is highly
regulated and outlets are limited. There
are four free-to-air channels and two
pay television providers that operate

a terrestrial pay channel and a digital
satellite network.

While most of the activity is in the
subscription market, television in South
Africa is still dominated by free-to-air
broadcasters. The state-owned South
African Broadcasting Corporation (SABC)
has three free-to-air channels and e.tv, a
privately-owned company, has the fourth
free-to-air channel. The three SABC
channels account for more than two-thirds
of the television audience, and free-to-air
broadcasting as a whole generates 90% of
total viewing.

For the 15-year period through 2009,
MultiChoice was the only provider of
television subscription services. The
television market in South Africa is
becoming more competitive and four new
pay television licences were awarded in
late 2008. These licences were awarded to
Super 5 Media (formerly Telkom Media),
e-Sat, On Digital Media (ODM) and
Walking on Water (WowTV).

ODM launched a new subscription service
in May 2010, TopTV, with 55 channels.

Super 5 Media had announced that they
planned to launch later in 2010. However,
recent media reports indicate that Super
5 Media may be experiencing some
difficulties. Super 5 Media’s problems
started after Telkom sold its stake to
Shenzhen Media SA in 2009 after it had
decided that pay TV was not its core focus.
WowTV has announced that it plans to
launch a satellite service within the next
few months.

In addition to new services, new platforms
will become available that should enhance
the reach of subscription television. The
Independent Communications Authority
of South Africa (ICASA) approved three
national digital terrestrial television (DTT)
multiplexes. The new platforms will attract
competing programme services.



In February 2010, ICASA published the
final digital migration regulations for

the transitional process to DTT in the
Government Gagette. The countrywide
switch to DTT, which was originally set

for completion in November 2011, is now
likely to happen by November 2013, or
possibly later. The new final date is yet to
be announced by ICASA. At the time of
the switch, it is expected that there will

be “double illumination”, which is the
broadcast of separate parallel analogue
and digital signals by the SABC, e.tv and
M-Net, but TV viewers who previously
received only analogue signals will need to
purchase a set-top box to receive the digital
TV signals. The Government has allocated
R2,5 billion to subsidise up to 70% of

the cost of DTT receivers for low-income
households.

ICASA has also allocated two multiplexes
for mobile television. A licence was granted
in May 2010 to e.tv and a second invitation
to apply was subsequently announced

by ICASA, with the aim of licensing

one additional mobile TV operator for

the remaining 60% of the first digital
multiplex. The second licence on the first
multiplex was awarded to Multichoice in
September 2010. Each multiplex will have
up to 12 channels. The first multiplex has
been awarded to current broadcasters
with no broadcaster being allocated more
than 60% of the capacity or less than

20%, to ensure competition and diversity.
The second multiplex will be allocated to
broadcasters that launch on the new pay
TV platforms. Licensees will be permitted
to use any technology.

While subscription television in South
Africa has grown rapidly over the past

few years, an interesting indicator of

the way television viewership habits are
moving is the growth in personal video
recorder (PVR) sales. More and more DStv
subscribers in South Africa are switching to

PVRs, a clear indication of the popularity
of video on demand (VOD). In May 2010,
MultiChoice, in partnership with MWeb,
and later other service providers, launched
VOD. They are expecting to roll out this
service to the rest of Africa shortly. They
are also investigating the feasibility of
launching a transactional video on demand
(TVOD) service, which would allow
subscribers to have access to the latest
movies on a pay-per-view basis, before they
are screened on DStv.

In addition to increased competition and
the impact of the emerging platforms,

the television market in South Africa has
been affected by the downturn in the
economy. Advertising, which comprises
approximately half of total television
spending, fell by 9.6% in 2009 as a result of
the recession. During 2005-07, by contrast,
advertising rose at double-digit rates,
propelled by a strong economy. In 2008,

as economic conditions began to weaken,
growth slowed to 6.4%.

Subscription spending, on the other
hand, recorded gains in excess of 20%
annually during the 2008-2010 period,
faster increases compared to 2005-2007.
The television subscription market was
less affected by the recession than other
segments because people tended to stay
home more and relied more on television
for entertainment. Many households that
cut back in other areas, chose to spend
money on subscription television services.

We project public TV licence fees to
increase by 0.9% compounded annually
from R1.02 billion in 2009 to R1.07 billion
in 2014.

Broadcast advertising is expected to
expand at a 9.6% compound annual rate
during the next five years to R11.9 billion
in 2014 from R7.5 billion in 2009.

There is a small online television
advertising market that totaled R8 million
in 2009, a figure we expect will triple
during the next five years. We also expect
that when mobile television is launched,
it will generate a small advertising stream
that will reach R15 million in 2014.
Together, online and mobile television
advertising will total an estimated R39
million in 2014.

Subscription spending is expected to rise
from R8.7 billion in 2009 to R14.5 billion
by 2014, a 10.8% compound annual
increase.

Mobile television is projected to generate a
subscription revenue stream that will total
an estimated R70 million in 2014.

Overall spending on television distribution
and television advertising, including public
TV licence fees, rose by 4.1% in 2009,
down from the double-digit increases
during each of the previous four years.

We expect the market to rebound in

2010 with a 14.9% increase, fueled by
advertising associated with the 2010 FIFA
World Cup and subsequent increased
advertising spending by companies that
were restricted from advertising during
the World Cup. Continued growth in TV
subscriptions, boosted by new services,

is also expected to drive the expected
increase.

High single-digit increases through 2014
are expected as subscription spending
grows more slowly, in part due to more
moderate price increases stemming
from increased competition. Improving
economic conditions will support
advertising growth although we do

not project increases to match growth
rates during the early part of the decade
when the economy was growing at more
explosive rates.



For the forecast period as a whole, growth
will average 9.8% compounded annually,
rising from R17.2 billion in 2009 to a
projected R27.5 billion in 2014.

Television market (R millions)

South Africa 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 20(;22;
‘Broadcast advertising 5400 6400 7,800 8300 7,500 8,600 9,000 9,950 10,750 11,850

% change 11.3 18.5 21.9 6.4 -9.6 14.7 4.7 10.6 8.0 10.2 9.6
Online TV advertising - 2 3 6 8 10 12 18 19 24

% change - - 50.0 100.0 333 25.0 20.0 25.0 26.7 26.3 24.6
Mobile TV advertising - - - - - = 2 4 8 5

% change - - - - - = = 700.0 100.0 87.5 -
Total gn!lne and mobile TV N 5 3 6 3 10 14 19 27 39

advertising

Sources: PricewaterhouseCoopers LLP, Wilkofsky Gruen Associates
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MultiChoice operates M-Net, an analogue
service, and DStv, a satellite service.
Satellite is the dominant platform and

its share has grown during the past two
years as MultiChoice has been migrating
its subscribers to DStv, which is entirely
digital. The number of satellite subscribers
rose to 2.7 million in 2009 from 1.95
million in 2007, a 38% increase. Over the
same period, the number of analogue
subscribers has been steadily decreasing.

Spurred on by new pay service offerings
such as VOD and TVOD, which would be
satellite services, we are projecting the
overall number of satellite subscribers to
reach 4.15 million in 2014, a 9% compound
annual increase from 2009. Satellite
penetration will rise to 58.0% by 2014.

80
70
60
50
40
30
20

2005 2006 2007 2008 2009 2010 2011

EMEA

The emergence of a DTT service, which

we expect will be free, will cut into
subscription household growth during the
latter part of the forecast period. We expect
overall subscription household growth

to drop to mid-single-digit levels during
2012-14.

The overall number of subscription
households will increase from 2.7 million
in 2009 to a projected 4.15 million by
2014, a 9.0% compound annual increase.
Subscription household penetration will
reach 58.0% in 2014 from 39.1% in 2009.

2012 2013 2014

South Africa

South Africa is behind the rest of the region
in subscription household penetration but
during the past two years began to narrow
the gap. Nevertheless, with subscription TV
household penetration in EMEA at 51.7%
in 2009, South Africa was still 12.6%
behind.

With new subscription services entering
the market, we expect that gap to narrow
significantly. Subscription penetration
for EMEA as a whole will average 60.5%
by 2014, leaving South Africa only 2.5%
behind.



In addition to the launch of new
subscription services, there will also
be more free channels available, which
will compete with the pay services and
which will lead to slower growth in the
subscription household universe.

Monthly rates for DStv range from a

low of R20 for DStv Easy View, a basic
service, to R529 for DStv Premium, the
full package. DStv Lite for R99 is a popular
service, offering 25 television channels
and a number of radio channels. There are
also combination packages that include
different selections of additional channels
that range from R148 for DStv Select 1 and
2 to R232 for DStv Compact. We estimate
that the average subscriber paid R268.55
per month in 2009.

New services emerging from new entrants
to the broadcasting market are giving rise
to healthy price competition. TopTV is
targeting lower income households and
hopes to bring subscription television to
that portion of the market that previously
was priced out. TopTV’s premium package
includes 52 channels and costs R249.
TopTV is also offering less expensive
options but they currently do not offer
any high definition (HD) channels, but it
may include them in the future along with
VOD and PVR services. The DStv service
offerings include high-definition channels,
VOD, PVR services and Xtra-view, which
are all targeted at the higher end of the
market.

WowTV plans to launch a satellite TV
service in the next few months. It plans
to launch two bouquets of channels.

It expects to offer ten channels on its
premium bouquet which will cost R99
per month, with a smaller offering of
about five channels that will cost R49 per
month. Their decoder, with satellite dish
and installation is expected to cost about
R1,200.

Other services, such as NonStop Television,
also on TopTV, will ensure even more
competition in the market. We expect

that increased competition will lead to
discounting and will halt the steady rise in
average fees. It is projected that average
monthly spending will remain relatively
steady in 2010 and in 2011. As new services
become more established and as higher
value offerings, which include more
channels, HD and PVR, which demand
higher fees, become more common,
average monthly spending is expected

to increase. We project that by 2014, the
average subscriber will pay R291.50 per
month, a 1.7% compound annual increase
from 2009.
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Overall subscription spending will increase
at a 10.8% compound annual rate, from
R8.7 billion in 2009 to R14.5 billion in
2014.

During the past two years, South Africa’s
share of subscription spending in EMEA
began to edge up reflecting faster growth
in subscription households. We expect
continued share gains during the next
five years as subscription household
penetration approaches that of the rest of
EMEA. Somewhat offsetting penetration
growth is slower price increases compared
with the rest of the region as the South
Africa market becomes more competitive.

2012 2013 2014
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In 2007, ICASA adopted Digital Video
Broadcasting — Handheld (DVB-H) as the
mobile TV technology. ICASA is in the
process of issuing licences on a technology-
neutral basis, which means that licensees
can use any technology they choose.

In May 2010, ICASA granted one licence to
e.tvin an initial process. The licensees are
required to provide digital broadcasting

to cell phones and other mobile devices.
Subsequently, in May 2010, ICASA issued a
second invitation to apply, with the aim of
licensing an additional mobile TV operator
in the remaining 60% of the first digital
“multiplex”, or piece of radio frequency
spectrum used to broadcast digital TV
channels. In September 2010, this licence
was awarded to MultiChoice. ICASA is
expected to make a second multiplex
available to mobile TV bidders later in
2010. Spectrum in the second multiplex

is expected to be allocated to new
broadcasters rather than the incumbent
players.

DStv mobile has been testing mobile TV
technologies during the past three years

in co-operation with various wireless
telephone providers and has been
streaming programmes on an experimental
basis under a test licence from ICASA.

Although it has yet to be determined, we
expect that the business plan for mobile
television will be similar to that of pay
television services. People who want to
watch television on their mobile devices
will have to pay a subscription fee. Mobile
TV providers and content providers

will also have the opportunity to sell
advertising.

The drive to launch mobile TV stems from
investments in the wireless infrastructure
to provide mobile Internet access, in the
process creating an infrastructure that can
accommodate mobile TV. The need for new
revenues to offset the fact that the wireless
market may be approaching saturation and
that a lesser number of new subscribers
will be added in the coming years has been
another motivation for the introduction of
mobile TV.

In the rest of EMEA, mobile TV was
originally envisioned as a subscription
service, but low take-up rates have led
some providers to shift to an advertiser-
supported model. In essence, people are
looking to access free-to-air programming
on their mobile phones. At the same

time, we believe a specialised premium
market exists for sports, movies and other
premium programming that people would
be willing to pay for.



Improved wireless networks will help a
mobile TV market develop. In early 2010,
the leading mobile providers introduced
new higher-speed services with download
speeds of up to 14.4 Mbps. In selected
areas, including FIFA World Cup stadiums,
Vodacom and MTN each launched HSPA +
networks that offer download speeds of up
to 21.1 Mbps.

We expect the share of mobile telephone
subscribers subscribing to mobile TV

to average 0.05% of wireless telephone
subscribers in 2011. We project that share
to rise to 0.35% by 2014.

Based on these assumptions, we estimate
there will be 20,000 mobile TV subscribers
in 2011, rising to 180,000 by 2014.

We expect subscribers to spend R30 per
month on mobile TV in the first year, with
spending edging up to R33 by 2014 as
mobile TV carriers provide more premium
content.

By 2014, mobile TV subscription spending
will total an estimated R70 million.

Having introduced mobile TV after most
other countries, South Africa will have a
relatively low share of the overall mobile
TV market in EMEA in 2011.



Television households pay an annual
licence fee to support public broadcasting.
Licence fees for public television totaled
R1.02 billion in 2009.

Growth averages approximately 1%
annually, fueled by TV household growth
and modest rate increases every other year.

The Public Service Broadcasting Bill
released in October 2009 proposes
eliminating the existing licence fee and

replacing it with an income tax of up to 1%
of personal taxable income to fund public
broadcasting. This new system would be
more efficient and less costly to operate
than the current licence fee collection
system. It has been suggested that the
money would go to a Public Service
Broadcasting Fund and some of the money
could also go to community stations.

Advertising is particularly vulnerable to
the economic cycle because it is relatively
easy to cut and companies tend to reduce
their advertising expenditure when their
sales to consumers are weak or declining.
Broadcast advertising fell 9.6% in 2009,
reflecting the impact of the recession.
Advertising is also more cyclically sensitive
than end-user spending and was affected
by the economic downturn, in contrast
with the TV subscription market, which
flourished.

We are not incorporating the proposed
new system in our forecasts although
we expect that if enacted, it would
provide comparable revenues to public
broadcasting.

We expect the general historical pattern
to continue during the next five years and
project public TV licence fees to continue
to average 0.9% compound annual growth
to R1.07 billion in 2014.

Although economic conditions remain
fragile, advertising associated with the
2010 FIFA World Cup in South Africa will
contribute to a projected 14.7% rebound
in 2010. The SABC and MultiChoice’s
SuperSport, which broadcast the 2010 FIFA
World Cup, will receive the biggest boost,
but other broadcasters also benefited as
international brands associated with the
2010 FIFA World Cup wanted to reach
viewers of all programmes.

We expect improved economic conditions
to support television advertising during
the latter part of the forecast period. The
broadcast advertising market will also
benefit from the increase in the number
of TV stations and the launch of new
television services, many of which will
carry advertising. The increase in the
number of advertising outlets will expand
the market.



We expect television, along with the
Internet, to benefit more than print
advertising from a pick up in the economy
because of an expanding audience. One
contributor to audience growth is growing
penetration by high-definition (HD)
television. HD households spend more
time watching television than standard
definition (SD) households do. While the
novelty of HD will boost viewing levels
disproportionately in the short term, even
once that effect wears off, viewing levels
are likely to be higher. When colour TV was
introduced, colour TV households spent
more time watching television than black
and white households. Once the colour
universe matured and the novelty wore
off, the impact of an enhanced viewing
experience led to ongoing increases in
overall viewing levels. We expect a similar

pattern for HD as HD improves the viewing
experience. Larger audiences will translate
into more viewers once the economy
improves. The introduction of 3D TV will
also have some impact, although we do

not expect it to play much of a role during
the next five years, since households that
recently purchased HD sets will likely delay
making another purchase for 3D sets.

By 2011, a portion of the advertising
associated with the 2010 FIFA World Cup
will have left the market, and we project
a relatively modest 4.7% increase in
advertising revenue.

We then project a 10.6% increase in 2012,
helped by advertising associated with the
London Summer Olympics, followed by
an 8.0% increase in 2013 and a return to
double-digit growth in 2014 as the next
FIFA World Cup swells the TV advertising
market.

Advertising in 2014 will total an estimated
R11.9 billion compared with R7.5 billion
in 2009, a 9.6% increase compounded
annually.

Broadcast advertising per TV household
fell from R1,212 in 2008 to R1,087 in 2009,
a 10.3% decline. We expect advertisers

to increase their investment in television
beginning in 2010, with spending per TV
household rising to a projected R1,657 by
2014, an 8.8% compound annual increase.



The bulk of online TV advertising
currently consists of advertising on local
television station Web sites that are
popular destinations for local news and

local television programming information.

Online TV advertising on broadcasters’
Web sites totaled an estimated R8 million
in 2009.

The South African market is limited by
relatively low broadband penetration, but
growth in the broadband market will fuel
growth, which has been kick-started by
the introduction of unlimited broadband
packages in 2010.

The emergence of new television stations,
new programmes and new Web sites will
further expand the market.

As broadband penetration increases,
broadcasters may begin streaming
programmes on their Web sites and selling
incremental advertising.

Another development that will propel
online television advertising is the
introduction of Web-enabled television sets
that provide access to the Internet without
requiring complicated hookups and wiring
or a special set-top box. Web-enabled sets
were introduced in the US in late 2009 and
within the next few years it is expected that
most new sets will be Web enabled.

Viewers will be able to run Internet
applications from their televisions and
will be able to get more information on an
advertised product by accessing an online
link. Most significantly, they will be able
to easily stream online shows directly

to their television sets. A disadvantage

We expect that as mobile television
develops, programmes on mobile TV will
contribute to increased advertising. Mobile
TV viewers represent an attractive target
audience for advertisers as they are likely
to be younger than the average television
viewer and more affluent as demonstrated
by their willingness to buy high-end
handsets.

of streaming currently is that for most
people, it is effectively limited to the
computer, which is not the ideal medium
for watching television. We expect that as
online streaming becomes more widely
available from the television set and as
broadband penetration increases, its usage
will increase.

In the long run, Web-enabled television
will serve as an embedded digital video
recorder (DVR), in that viewers will be able
to access shows online from their TV sets
without having to remember to record a
programme or be limited to the number

of programmes that can be recorded
simultaneously.

The effect of these developments will
see online television viewing expand
from a small base. As viewing increases,
online advertising associated with this
programming will increase as well.

Although we expect this market to triple
during the next five years to R24 million,
we do not anticipate online television
advertising to become a significant revenue
stream. Notwithstanding the large growth
projected for broadband households,

fewer than half of all households will

have a broadband connection in South
Africa by 2014, which will limit interest by
advertisers in this market.

At the same time, the mobile audience

is much smaller than the in-home
audience and advertisers generally

pay proportionally less to reach small
audiences than large audiences. In
addition, the potential advertising
inventory for mobile television will likely
remain smaller than the in-home inventory
because mobile users will likely not accept
as many commercials. Another factor
affecting ad rates is that a TV ad has the
potential to reach the entire household
while a mobile ad reaches only a single
viewer.



For these reasons, we expect that annual
advertising per mobile viewer will be
only a fraction that of annual broadcast
advertising per TV household. It is
expected that advertisers will pay only
R64 per mobile viewer in 2011, a figure
we project will rise to R83 by 2014 as the
audience increases and as the medium
becomes established.



Consumer insights:
Television

About this research

This publication aims to provide readers with useful
information and to bring this to life by including real-
life consumer insights. To this end, we commissioned
GlobalEdge Marketing Consultants to perform
consumer lifestyle research relating to the media and
entertainment industry.

This research comprised face-to-face interviews with
a sample of consumers that included a mix of the
following demographic groups:

Persons between the ages of 15 and
50;

A mix of racial groups;

Males and females;

Residing in Gauteng, the Western
Cape and KwaZulu-Natal; and

LSM 5-7 and LSM 8-10.
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of consumers claim to use the

their favourite shows

of consumers
14% had an

of consumers agreed they
on shows they have recorded
(9% of all Pay TV subscribers)

of all consumer who have HD PVR
provided by their operator (13% of all
Pay TV subscribers)

of all consumer who have HD PVR mentioned
they would use if made
available (16% of all Pay TV subscribers)

Watching sport is

to 47% of consumers

How often do you watch sport on TV?
Watching sport is important to
more than 70% of respondents

18%

- Never

- Less often than once a week
Once a week
- 2 - 3 times a week

Daily

Sport is generally watched

between

for 46% of
consumers (17% watch
daily)
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Global trends in the television industry

Outlook

Television subscription and licence fees

The global television subscription and licence fee market will
increase from $185.9 billion in 2009 to $258.1 billion in 2014,
a compound annual growth rate of 6.8%. This will outpace TV
advertising, which will grow at a CAGR of 5.4%.

Subscription spending, the biggest component of the television
subscription and licence fee market at $147.1 billion in 2009 —
79% of the total — will increase at a 7.5% compound annual rate
to $210.8 billion in 2014.

Pay-per-view spending will total $4.8 billion in 2014, a 0.9%
compound annual increase from $4.6 billion in 2009.

Video on demand will rise from $4.1 billion in 2009 to $8.3
billion in 2014, a 15.4% compound annual increase.

Public TV licence fees will grow at a modest 1.1% annually to
$30.9 billion in 2014 from $29.2 billion in 2009.

Mobile TV subscription spending will be the fastest-growing
category from a small base, reaching $3.4 billion in 2014 from
$992 million in 2009. Despite this rapid increase, mobile TV
subscriptions will comprise only 1.3% of TV subscription and
licence fee spending in 2014.

Television advertising

The global economic and advertising downturn saw global
television advertising decline by 9.5% in 2009, with each
region except Latin America recording falls. But the market will
rebound during 2011-2014 thanks to a strengthening economic
environment.

Terrestrial advertising — the dominant component of total
television advertising — will increase to $124.6 billion in 2014
from $101.7 billion in 2009, a 4.1% compound annual increase.

Multichannel advertising will increase at a much faster rate
from a lower base, growing at a 7.9% compound annual rate to
$56.9 billion by 2014 from $39 billion in 2009.

Combined terrestrial and multichannel television advertising
will rise from $145.6 billion to $187.2 billion in 2014, a 5.1%
increase compounded annually.

TV advertising on newer online and mobile television platforms
will record double-digit compound annual growth throughout
the forecast period, but will remain a much smaller market than
traditional terrestrial and multichannel advertising.

Online television advertising will increase at a 20.4%
compound annual rate to $6.1 billion in 2014 from $2.4 billion
in 2009. Mobile television advertising will increase from $554
million to $2.5 billion, a 34.7% increase compounded annually.
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* As aresult, total online and mobile television advertising
will record growth averaging 23.6% compounded annually,
increasing from $3 billion in 2009 to $8.5 billion in 2014.

* The total global television advertising market — including
terrestrial, multichannel, online and mobile — will grow at a
5.7% compound annual rate, rising from $148.5 billion in 2009
to $195.7 billion in 2014.

Key drivers
Television subscription and licence fees

* Improved economic conditions in all regions and enhanced
premium services will boost multichannel take-up rates and
spending on premium services and VOD during 2012-14.

* The migration to digital will drive the video on demand (VOD)
market, while satellite growth will sustain pay-per-view (PPV)
spending.

* The increased availability of mobile TV services will boost the
subscriber base, although the market will evolve principally as
an advertiser-supported service that will generally be offered
free to users.

* Internet protocol television (IPTV), which contributes to
subscription spending, VOD, and PPV, will be t