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Few sectors have
reflected [the
reality of change at
increasing speed]
more directly than
Media and
Telecom...

... If equity value
(and by extension,
enterprise value)
can be reduced to
two components —
one, the inherent
business, and,
two, option value
... then an
environment of
rapid change
would speak to
each separately

The era of the option

In his autobiography, Henry Adams commented on what he
perceived to be the accelerating nature of history, and the
inadequacy of an education in rapidly changing times. He
formulated this perspective in the context of his own life experience,
which spanned the youth of our nation into an industrial revolution
and civil war and the scientific discoveries of the early twentieth
century, leaving the old man to wonder if the learning he had picked
up in his lifetime could really have prepared him for the times
ahead. If he only knew! Leaving aside unprecedented global events
that were to follow, succeeding one another at narrower and
narrower intervals, the pace of technical evolution alone would
have dazzled even this expectant prophet. Whether changes in
living standards and public opinions and tastes have been the
cause or the result of this accelerating history can be the subject of
much debate, but change at increasing speed seems to be a robust
enough truth, and one that can be relied upon to continue. Few
sectors have reflected this reality more directly than Media and
Telecom, and few aspects of this broad industry segment will be as
completely affected by accelerating change as those related to
finance, valuation, and successful investment.

Many have already described and opined upon the shifts in
communication modes and consumer behavior at length, so we will
skip past these preliminaries. Besides, the revolutionary changes
are evident at every turn for all to see, as newspapers become
Internet blogs which become wireless tweets, which will
undoubtedly seem as old-fashioned as a payphone soon enough. It
may be just as interesting, especially to investors and other capital
providers, to determine the impact of such change on valuation
metrics and financial opportunity. If equity value (and by extension,
enterprise value) can be reduced to two components — one, the
inherent business, and, two, option value — which is not an
inadequate analytic approach, then an environment of rapid change
would speak to each separately, and in different ways.

All things equal, change is threatening to an established business,
as we have seen in the case of traditional Media and Telecom
operations, and rapid change can be gravely threatening. The
fundamental valuation impact of instability will be some degree of
magnitude negative, in direct relation to the gravity of the threat
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The fundamental
valuation impact of
instability will be
negative... Option
value, on the other
hand, thrives...

... In the broad
market index one
may look at the
valuation decline
and see this as a
descent tending
towards pure
option value.

(i.e., the change that is taking place). In terms analogous to the
education of Henry Adams, the traditional development of an
established order will not prepare it for changes and tumult that
follow, and may in fact be a hindrance to the extent that future
flexibility is stifled.

Option value, on the other hand, thrives on tumult and directly
benefits from change. Black-Scholes technicalities aside, the notion
can be observed practically every day. From a competitive
perspective, volatility enables new entrants to compete when a
solid and stable environment would have kept new entrants out.
From a financial perspective, volatility leads to the wild swings
which may cause substantial upside opportunity. And option value
emerges when choices can be made... to change or stay the
course, to pursue or drop a business plan, to buy or sell an asset,
or not to do either... all of which choices are presented with greater
velocity and repercussions in a high volatility environment.

As options, however, are just that and nothing more, the financial
value of an option will ordinarily not be as high as that of the
underlying business to which it is related, and the composition of
optionality versus inherent business value in a given equity
scenario will be a matter of proportion, magnitude, and timing. In
the present time, marked by economic weakness and diminishing
profits on one hand, (i.e., deterioration of business fundamentals),
and increased volatility on the other, (i.e., threat to the established
order, and enhanced optionality), equity values have fallen to a
point where option value probably constitutes a greater percentage
of the whole than has been previously the case. In the Media and

Telecom sectors
particularly,
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... the earlier in its
life-cycle and the
more unproven a
business concept,
the more its value
will reflect pure
option value...

...the phenomenal
rate of change we
are experiencing is
making start-ups
even out of
companies that
had unwittingly
considered
themselves
mature.

broad market index and the specific industry sector), one may look
at the valuation decline and see this as a descent tending towards
pure option value.

While the economic weakness will eventually cease and while
profits will at some level find their equilibrium, the pace of
technological change and shifts of consumer patterns are unlikely
to slow. Henry Adams would in fact argue that this pace will
continue to accelerate, and he will quite possibly be proven right for
a long time to come. In such an era, regardless of individual
business fundamentals, the optionality ingredient is thus likely to
remain an increasingly important aspect of overall valuation.
Whether it is the only value in a given circumstance, or whether
there are also other aspects, will depend on the circumstance itself.
It is safe to say that the earlier in its life-cycle and the more
unproven a business concept, the more its value will reflect pure
option value. It is increasingly safe to say, particularly in the world
of Media and Telecom, that the phenomenal rate of change we are
experiencing is making start-ups even out of companies that had
unwittingly considered themselves mature.

From a financial perspective, whether as buyer/investor or
seller/issuer, a thesis based on realities described may thus include
the following ingredients:

=  valuation targets/expectations reflecting sector volatility

" small investment size to reduce risk exposure, and the less
capital intensity the better

" quick time-to-market targets for new projects or products... for
strategics, buying may be better than building... for
entrepreneurs, short lead times on new products

. exit/liquidity flexibility within short timeframe, ideally with
multiple alternatives, but preparedness to hold if necessary

" portfolio/product diversification for both investors and sector
competitors

While this recipe may not fit every circumstance, it should at the
very least be worthy of consideration, and especially so in an
environment marked by continuing acceleration. On this July 4, let
us remember that visionary Adams, great grandson of John and
grandson of John Quincy, who saw his times and the times to come
with clarity, and who, in his own way, understood the value of the
option.
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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 Near 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.



