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The Little Difference that Could Spell Big Changes for the
Commercial Satellite Market

Last year, a September press release from SES Astra received little
notice in the industry. The subject appeared to be a rather
mundane announcement from Germany’s Tele 5. The company
said it was increasing its leased capacity in order to “improve and
optimise the picture quality in Standard Definition (SD)
transmissions”. As was noted in the release, the uptake of large,
flat screen televisions among TV households have obliged
broadcasters to begin to take more notice of how their content,
even that broadcast in SD, appears to viewers on the screen.

NSR would contend that this announcement could in fact signal one
of the most profound trends the commercial satellite industry will
confront in the coming five to ten years and may even signal a
period of enormous transponder demand growth that could dwarf
what has been seen in recent years. To understand the impact of
this issue, one has to look closely at one of the key trends of the
commercial satellite age, that of moving to digital broadcasting, and
investigate just how incredibly sensitive capacity demand growth is
to small changes in the average size of TV channels broadcast.

Taking Western Europe as an example, NSR’s recent “Global
Assessment of Satellite Demand, 4th Edition” study shows that the
number of SD channels carried for the Ku-band free-to-air, cable
and DTH market has increased by about 975 between 2003 and
2006 and is forecast to grow by another 1,400 to 1,500 SD
channels by 2012. HD channels have gone from zero in 2003 to
about 50 in 2006 and another roughly 110 HD channels will be
added in the coming six years. In the same time span, NSR can
show that the average number of SD channels carried per leased
36 MHz transponder equivalent in the Western European market
has gone from about 7.5 in 2003 to 9.4 in 2006. For HD channels,
an average of 2.6 were carried on each leased 36 MHz transponder
equivalent as of the end of 2006.

This improvement in average carriage of SD channels per leased
transponder is typical of the satellite industry and, as is well known,
is one of the main drivers for growth in video markets. The less
capacity it takes to carry each SD channel means that costs go
down and more channels are produced and brought to TV
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households over satellite. No one doubts that this trend will
continue with the gradual adoption of new technologies like MPEG-
4 and DVB-S2. NSR is currently estimating in its GASD 4th. Edition
study that the average number of SD channels to be carried on
each 36 MHZ equivalent of leased transponder capacity in the
Western European market will hit 12.2 by 2012. This is roughly a
4% annual improvement in carriage efficiency between 2006 and
2012. For HD channels, NSR thinks that over 4 HD channels will be
carried per 36 MHz transponder equivalent by 2012. Some analog
channel conversion along with the just described improved carriage
efficiency will offset new Ku-band transponder demand in the
coming years, yet NSR is still projecting that about 40 new Ku-band
36 MHz transponder equivalents will be needed in Western Europe
to carry all the new SD and HD channels projected to be launched
in the coming six years.

Yet, what happens if more broadcasters imitate Tele 5 and add new
capacity to improve the quality of their existing channels? As noted,
MPEG-4 and DVB-S2 can offset the lease of new capacity, but
adoption of these technologies is a gradual process. SES Astra
representatives at the recent Satellite 2008 conference publicly
stated that their current going in assessment is that there will not be
any major improvement, on average, in Western Europe for the
number of channels carried per transponder. NSR has gone back
to its original forecasts in the GASD 4th. Edition study and reran its
projections assuming that SD channel carriage only improve by 2%
per year through 2012 to about 10.7 SD channels per leased 36
MHz transponder equivalent and HD channels only reach 3.3 per
36 MHz of leased capacity. In this case, new Ku-band capacity
demand with the same assumptions for channel growth and analog
conversion jumps to nearly 97 new 36 MHz transponder
equivalents in Western Europe compared to the current forecast, or
two and a half times as much new demand. Going with SES’s
assumption of no carriage efficiency improvement, Ku-band
capacity demand is 425% greater than NSR’s current forecasts!
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Western Europe Ku-Band Video Distribution & DTH
Demand Scenarios Chart

™ Baseline GASD 4th. Edition Forecast
= Slower Channel Efficiency Gains Forecast

Static Channel Efficiency Gains Forecast
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Source: NSR

So who is right in their market assessment? As with anything
related to market forecasting, it is simply a matter of opinion today
and no one will know the answer until the market forces have had
their chance to play out. Still, the point of this illustrative example is
that future capacity demand in the core video markets is incredibly
sensitive to even small differences in average channel carriage per
transponder simply because we are dealing with such a large and
important part of the industry. On a global basis, the difference in
projections for future capacity demand for video services could
number well over a thousand of transponders over the next six
years. This is many, many, times the size of any number of new
and emerging niche markets that so many in the industry are
focused on such as cell backhaul, maritime, business continuity, yet
almost no attention within the industry is being given to such a key
and core issue related to future demand growth. The impact of
video carriage trends could literally have seismic impacts on our
industry and will determine everything from how many new satellite
will be needed in the future along with corresponding launches to
just how much capacity will be available for all the other critical
applications served by the satellite industry. NSR hopes that by
highlighting these trends, the industry will become more cognizant
of this apparently small issue that in fact has an outsized impact on
our future.

By Patrick M. French
Senior Analyst & Head of NSR, LLC Singapore Office

Mr. French joined NSR, LLC. in September 2003 and has since authored numerous studies, the
most recent being the Global Assessment of Satellite Demand, 4th. Edition and Broadband Satellite
Markets 6th. Edition. He holds a Bachelors of Science in Aerospace Engineering from Boston
University and attended the 1999 ISU Summer Session in Nakhon Ratchasima, Thailand.
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IMPORTANT DISCLOSURES AND INFORMATION ABOUT THE USE OF THIS
DOCUMENT:

Near Earth, LLC ("Near Earth") has published this report solely for informational
purposes. The report is aimed at institutional investors and investment professionals,
and satellite, media and telecom industry professionals. This report is not to be
construed as a recommendation or solicitation to buy or sell securities. The report was
written without regard for the investment objectives, financial situation, or particular
needs of any specific recipient, and it should not be regarded by recipients as a
substitute for the exercise of their own judgment. The content contained herein is based
on information obtained from sources believed to be reliable, but is not guaranteed as
being accurate, nor is it a complete statement or summary of any of the markets or
developments mentioned.

The authors of this report are employees of Near Earth, LLC, which is a member of
FINRA. The opinions expressed in this report accurately reflect the personal views of the
authors but do not necessarily reflect the opinions of New Earth itself or its other officers,
directors, or employees.

The portions of this report produced by non-Near Earth employees are provided simply
as an accommodation to readers. Near Earth is under no obligation to confirm the
accuracy of statements written by others and reproduced within this report.

Near Earth and/or its directors, officers and employees may have, or have had, interests
in the securities or other investment opportunities related to the companies or industries
discussed herein. Employees and/or directors of Near Earth may serve or have served
as officers or directors of companies mentioned in the report. Near Earth does, and
seeks to do, business with companies mentioned in this report. As a result, Near Earth
may have conflicts of interest that could affect the objectivity of this report.

This report is subject to change without notice and Near Earth assumes no responsibility
to update or keep current the information contained herein.

Near Earth accepts no liability whatsoever for any loss or damage of any kind arising out
of the use of all or any part of this report.

No part of this report may be reproduced or distributed in any manner, via the Internet or
otherwise, without the specific written permission of Near Earth. Near Earth accepts no
liability whatsoever for the actions of third parties in this respect.



