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Time Warner Inc. (TWX) - Hold

TWX: TV Everywhere Drives Upside for Content Companies

Revenue of the US television ecosystem in 2012 will total approximately
$165B, made up of approximately $85B of subscription and license fees
paid to cable, satellite and telephone companies plus approximately
$80B of TV advertising, according to PWC. We estimate that the roll-out
of TV Everywhere over the next 3-5 years could add approximately $12B
of revenue annually to the US television ecosystem. These dollars dwarf

ICompany Update

Market Data
Price (01/18/12) $37.39
12-Month Price Target  N/A

any near-term revenue streams from digital platforms (Hulu, YouTube, 52-Week range $38.20-27.74
etc). Additionally, these are low risk dollars as adding services to the TV Shares Out. (MM) 1,181.2
bundle suggests additional revenue rather than economic Market cap (MM) $44,165.1
cannibalization. Avg. daily volume (000) 7,616.1

) Financial Data
We calculate the value creation from TV Everywhere as follows: Total Debt/Cap. 33.3%

> Content Owners. We calculate that TV Everywhere could add
approximately $10B/year of advertising revenue (12% of total)
to the largest public content companies. Time Warner (TWX,
Hold) and Disney (DIS, Hold) should be the biggest
beneficiaries because they are the furthest ahead at rolling out
TV Everywhere.

> TV_Distributors. In addition, TV Everywhere could add
approximately $1.7B per year of revenue (an extra 2%
annually) to the cable, satellite and telco distributors owing to
incremental pricing power driven by new services. Comcast
(CMCSA, NR) and Time Warner Cable (TWC, Buy) are key
beneficiaries as they lead the industry in TV Everywhere
adoption.

Valuation Implications: The EV/sales multiple for the content
companies in our coverage is typically 2-4x, depending on business
mix. By implication, TV Everywhere could add $24-$48B of value
creation to the US TV ecosystem over the next 5 years. We estimate
that the public market capitalization of the TV ecosystem today is
approximately $330B.

Price/LTM Rev. 1.6x
Tangible BVPS

($6.03)

Net Cash Per Share

($10.64)

Time Warner Inc. Price 01/18/12

FY FY FY
12/31/10 A 12/31/11E 12/31/12 E
old New old New
Rev. (MM) [$26,888.0 $29,027.5 $28942.1 $29,646.3 $29,646.4
Growth 5.9% 8.0% 76% 2.1% 2.4%
Op. Mar. |23.5% 20.1% 20.8%
EPS: 1Q [0.61 0.59 0.59A
EPS: 2Q ]0.50 0.59 0.59A
EPS: 3Q [0.62 0.78 0.78A
EPS: 4Q 068 0.87 087
EPS: Year [2.42 2.81 281 3.15 3.15
Growth 38.9% 16.3% 16.1% 12.1% 12.0%
P/E Ratio J12.7x 12.2x 12.2x 11.9x 11.9x

Note: Pro forma earnings estimates displayed above do not include one-time items or any
stock compensation expenses.
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BACKGROUND & OVERVIEW

TV _Everywhere is the ability of a consumer to enter an authentication code to gain
access to most TV content, on-demand, on any screen in the home or outside the
home. It is a cloud-based service offered by the incumbent TV distributors. TV
Everywhere is also called “Authentication” and “TV Plus.” We believe that TV
Everywhere is good for both consumers and for the US TV ecosystem.

Revenue of the US television ecosystem in 2012 will total approximately $165B, made
up of approximately $85B of subscription and license fees paid to cable, satellite and
telephone companies plus approximately $80B of TV advertising, according to
PriceWaterhouseCoopers (PWC). We believe that TV Everywhere will be one of the
primary drivers of valuation growth for today’s TV ecosystem over the next five years.

ANALYSIS OF ECONOMICS

We estimate that the economic implications of TV Everywhere include:

1. Pricing Power. The current pay-TV distributors raise prices to consumers
approximately 3-5% annually. We believe that the ability to access your favorite TV
shows when and where you want, in or out of the home, will add 1-3% (100-300
basis points) to pricing power across the entire TV ecosystem for each of the next
five years.

Economic estimates:

o There is no talk currently of only charging homes extra if they want TV
Everywhere. The idea is that TV Everywhere will be rolled out across the entire
US pay-TV footprint of 97mm homes. This should drive more rapid consumer
adoption. We believe this is better for consumers as it maximizes every
household’s choices equally, not based on income level through premium
service pricing.

o For every 1% (100 basis points) of extra pricing power that TV Everywhere
enables, this suggests that an additional $850mm ($85B x 1%) is added to the
US TV ecosystem. We believe that the value of TV Everywhere will support a
2% (200 basis points) per year average price increase, adding about $1.7B of
revenue each year to the current TV ecosystem.

o We assume that the incumbent cable, satellite and telco distributors will be
allowed to keep 100% of these incremental revenues.

2. Better Consumer Value. Digital devices are individual while a TV bundle is sold
per household. There were 2.6 people per household in 2010 (Commerce Dept
data) and, logically, the TV bundle has a different value to each member of the
household. Young people find linear channels the least valuable. They prefer to
watch premium content on-demand over their personal screens such as laptops and
smartphones. Since 18-34 year olds are the most valuable demographic for
advertisers, securing this age-group to the TV bundle maximizes long-term revenue
upside. Advertising revenue near term is maximized by elongating viewing by this
demographic today. Longer term, household formation by this group must include
adoption of the TV bundle or ecosystem revenue will fall.

Economic estimates:
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o According to the US Census, 23% of the total population is between the ages of
18 and 34. According to Nielsen, this group represented 24% of total time spent
watching TV in 2010, not under-weighted as commonly assumed.

o Because this is the most valuable demographic to advertisers, we estimate that
this audience segment represents approximately 35% of total ad dollars or $28B
in 2012E ($80B x 35%). This implies a multiplier of 1.5 (35% of ad dollars vs
24% of viewing).

o 18-34 year olds watched an average of 136 minutes per day of TV in 2010,
according to the US Bureau of Labor Statistics. For every 10% more (13.6
minutes) per day that TV Everywhere increases viewing by 18-34 year olds, this
suggests a 15% increase in ad revenue over and above the $28B of annual
revenue they account for, or $4.2B/year ($28B x 15%), by our estimates.

o All of this incremental ad revenue is kept by the programmer/content owner so
long as they keep the same ad load and Nielsen codes intact from the live TV
viewing stream for the first 3 days of the C+3 window. The distributor shares
none of this.

o We believe making TV content available on-demand has promotional value
because it makes finding and trying new shows easier. However, this
promotional value of TV Everywhere is difficult to quantify.

Improved Monetization. The emerging business model for TV Everywhere and
VOD is favorable to content companies. The best idea is to keep the original ad
loads from the live TV feed with the built-in Nielsen measurement codes for the first
three days. This way, Nielsen simply adds the viewers on all platforms to the C+3
current industry-standard ratings and the content owner/channel gets paid for all
those extra M’s in the CPM (cost per thousands) calculation by advertisers under
the exiting business model. This solution adds incremental viewers and advertising
revenue and also makes many consumers happier by meeting their demands. We
also like this solution because it does not train consumers that premium content
viewed online should have fewer commercials.

Economic estimates:

o According to Leichtman Research Group in a study dated October 2011, about
44% of American TV households now have at least one digital video recorder
and 62% of digital cable subscribers now use video-on-demand at least monthly
but, even so, about 90% of all TV viewing is still viewed live.

o Since 50% of commercials are skipped when watching programming via a DVR
compared with only 15% for VOD and TV Everywhere, this implies content
owners can monetize time-shifted viewing better with TV Everywhere.

o We expect all of the 10% of viewing done on DVRs to shift to TV Everywhere
over time, since a consumer doesn’t have to plan ahead with TV Everywhere. If
commercials skipped decline from 50% to 15% on 10% of total viewing, this
implies an incremental $5.6B of advertising revenue to the content owners each
year. We calculate this as follows:

= 10% of total TV viewing is time-shifted viewing;

» This equates to about $8B of advertising revenue annually (10%).

= However, 50% of commercials during DVR viewing are skipped so this
$8B could be higher if there was NO commercial skipping.

» |f no commercials were skipped during DVR viewing, ad revenue should
be $16B ($8B x 2 to get to 100%) each year.

» Fast forwarding of commercials is typically disabled for TV Everywhere
and VOD so only the final 15% of commercials (after the show is over)
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are typically skipped, suggesting total revenue should be $13.6B in a
world where VOD and TV Everywhere replace DVR viewing.

= The upside from better monetization of time-shifted viewing alone is
approximately $5.6B ($13.6B-$8B) of advertising revenue each year.

o All of this incremental ad revenue is kept by the programmer/content owner so
long as they keep the same ad load and Nielsen codes intact from the live TV
viewing stream for the first 3 days within the live + 3 day (C+3) measurement
window. The distributor shares none of this incremental revenue from a shift
from DVR viewing to TV Everywhere viewing.

4. Fast to Market. Approximately 85% of the 115mm US TV households (Nielsen
data) already pay a cable, satellite or telco provider a monthly subscription fee for
their TV channels. At 2.6 people per household in 2010 (Commerce Dept data), this
implies that approximately 250mm consumers have already adopted the pay TV
bundle as their choice for accessing premium TV and film content. The demise of
the music and newspaper industries are evidence of how dangerous ignoring
consumer demand shifts can be. We expect TV Everywhere to be rolled out over
the next 5 years, which will lead most consumers’ demand for this type of product.
TV Everywhere is a rapid response to giving consumers (often younger) want they
want to watch when they want to watch it. The internet is building new business
models from scratch which will take a long time to become meaningful. Adding new
services to existing economics of the incumbent TV ecosystem maximizes near
term earnings growth (ie, a higher NPV with lower risk).

5. Discourages Piracy. We believe that TV Everywhere will dramatically slow piracy
of TV shows and film. This helps every company in the TV ecosystem. By adding
on-demand capabilities to premium content, this undermines the desire to go
through the hassle of finding TV shows one at a time online, where viruses are
prevalent.

INVESTMENT CONCLUSION, RATING, RISKS

TWX has been the most aggressive company at rolling out TV Everywhere. Today,
HBO GO is available to 100% of the 97mm pay-TV households. In addition, the balance
of TWX'’s cable networks (TBS, TNT, CNN, Cartoon Network, etc) are available in 80%
of homes today, on their way to 100%. Because we believe in the economic upside of
TV Everywhere, TWX is the best positioned to benefit because they have been the
most aggressive at pursuing this path.

We retain our HOLD rating on TWX owing to near-term ROIC trends. We have no
target price. Investment risks include a slowing economy, advertising weakness and
ratings momentum at the Turner networks.
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Table 1

TWX: Segment Annual Financial Information, 2010A-2012E
$ and shares in millions, except per share data

Annual .
FYE 12/31: 2010A 2011E 2012E 2012/2011
Revenue
Filmed Entertainment $11,622 $12,548 $12,511 -0.3%
Networks $12,480 $13,690 $14,538 6.2%
Publishing $3,675 $3,689 $3,578 -3.0%
Intersegment Eliminations ($889) ($985) ($980) -0.5%
Total Revenue $26,888 $28,942 $29,646 2.4%
Operating Income
Filmed Entertainment $1,105 $1,309 $1,201 -8.3%
Networks $4,165 $4,382 $4,798 9.5%
Publishing $526 $546 $587 7.4%
Subtotal Segment Op Income $5,796 $6,237 $6,586 5.6%
Corp & Intersegment ($404) ($424) ($420) -0.9%
Operating Income (after corp) $5,392 $5,813 $6,166 6.1%
Depreciation & Amortization ($938) ($938) ($950) 1.3%
Goodwill Impairment $0 $0 $0
EBITDA calc $6,330 $6,751 $7,116 5.4%
Net Interest Expense ($1,178) ($1,212) ($1,256) 3.6%
Minority Interest (Expense) ($330) $0 $0
Other Income (expense), net $0 ($49) $0
Income Before Tax $3,919 $4,534 $4,910 8.3%
Income Taxes (proj at 37%) ($1,348) ($1,537) ($1,757) 14.3%
Discontinued Ops & Accting $186 $22 $0
Net Income-Reported $2,571 $3,023 $3,154 4.3%
Net Income Bef. Disc Ops/Acct $2,578 $3,020 $3,154 4.4%
EPS-Reported $2.24 $2.81 $3.15 12.0%
EPS-Operations $2.42 $2.83 $3.15 11.3%
Avg Diluted Shares Out 1,145 1,068 1,003 -6.1%

(1) Adjusted to reflect the exclusion of TWC and AOL..

Sources: Company Reports, Needham & Company estimates.
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ANALYST CERTIFICATION

I, Laura Martin, CFA, hereby certify that the views expressed in this research report accurately reflect my personal views
about the subject company (ies) and its (their) securities. | also certify that | have not been, am not, and will not be
receiving direct or indirect compensation in exchange for expressing the specific recommendation(s) in this report.

I, Dan Medina, hereby certify that the views expressed in this research report accurately reflect my personal views about
the subject company (ies) and its (their) securities. | also certify that | have not been, am not, and will not be receiving
direct or indirect compensation in exchange for expressing the specific recommendation(s) in this report.

Price, Rating, and Price Target History: Time Warner Inc. (TWX/NYSE) as of 1-18-12
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Disclosures applicable to this security: B.
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Price, Rating, and Price Target History: Time Warner Cable Inc. (TWC/NYSE) as of 1-18-12
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Source: Factset (Prices) / Needham (ratings and target price)

Disclosures applicable to this security: B.

Price, Rating, and Price Target History: Disney (Walt) Co. (DIS/NYSE) as of 1-18-12
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Disclosures applicable to this security: B.
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% of companies under coverage % for which investment banking services
withthisrating have been provided for in the past 12 morths
Strong Buy 6 5
Buy 61 16
Hold 0 9
Under Perform 1 0
Rating Suspended 1 0
Restricted 1 50
Under Review 0 0

Needham & Company, LLC. (the Firm) employs arating system based on the following (Effective July 1, 2003):

Strong Buy: A security, which at the time the rating is instituted, indicates an expectation of atotal return of at least 25% over the next 12 months.

Buy: A security, which at the time the rating is instituted, indicates an expectation of atotal return between 10% and 25% over the next 12 months.

Hold: A security, which at the time the rating isinstituted, indicates an expectation of atotal return of +/-10% over the next 12 months.

Underperform: A security, which at the time the rating is instituted, indicates an expectation that the price will depreciate by more than 10% over the next 12
months.

Under Review: Stocks may be placed UR by the analyst, indicating that the stock rating and/or price target are subject to possible change in the near term, usually
in response to an event that may effect the investment case or valuation.

Rating Suspended: Needham & Company, LLC has suspended the rating and/or price target, if any, for this stock, because there is not a sufficient fundamental
basis for determining arating or price target. The previous rating and price target, if any, are no longer in effect and should not be relied upon.

Restricted: Needham & Company, LLC policy and/or applicable law and regulations preclude certain types of communications, including an investment
recommendation, during the course of Needham & Company, LLC’s engagement in an investment banking transaction and in certain other circumstances.

For disclosure purposes (in accordance with FINRA requirements), we note that our Strong Buy and Buy ratings most closely correspond to a “Buy”
recommendation. When combined, 67% of companies under coverage would have a“Buy” rating and 15% have had investment banking services provided within
the past 12 months; Hold mostly correspond to a “Hold/Neutral” recommendation; while our Underperform rating closely corresponds to the Sell recommendation
required by the FINRA.

Our rating system attempts to incorporate industry, company and/or overall market risk and volatility. Consequently, at any given point in time, our
investment rating on a stock and its implied price appreciation may not correspond to the stated 12-month price target. For valuation methods used
to determine our price targets and risks related to our price targets, please contact your Needham & Company, LLC salesperson for a copy of the
most recent research report on the company you are interested in.

To review our rating system prior to July 1, 2003 please refer to the following link http://www.needhamco.com/Research_Disclosure.asp.
Stock price charts and rating histories for companies under coverage and discussed in this report are available at http://www.needhamco.com/. You may aso
request this information by writing to: Needham & Co., LLC, 445 Park Ave., 3rd Floor (Attn: Compliance/Research), NY, NY 10022.

ANALYST CERTIFICATION

By issuing this research report, each Needham & Company, LLC analyst and associate whose name appears within this report hereby certifies that (i) the
recommendations and opinions expressed in the research report accurately reflect the research analyst’s and associate’s personal views about any and all of the
subject securities or issuers discussed herein and (ii) no part of the research analyst’s or associate’ s compensation was, is or will be directly or indirectly related to
the specific recommendations or views expressed by the research analyst or associate in the research report.

The following disclosures (as listed by letter on the cover page) apply to the securities discussed in this research report:

“A”  The research analyst and/or research associate (or household member) has a financial interest in the securities of the covered company (i.e., along position
consisting of common stock).

“B”  The research analyst and research associate have received compensation based upon various factors, including quality of research, investor client feedback,
and the Firm’ s overall revenues, which includes investment banking revenues.

“C"  The Firm has managed or co-managed a public offering of securities for the subject company in the past 12 months.

“D”  TheFirmand/or its affiliate have received compensation for investment banking services from the subject company in the past 12 months.

“E"  The Firm and/or its affiliate expect to receive or intend to seek compensation for investment banking services from the subject company in the next three
months.

“F"  Theanadyst or amember of the analyst's household serves as officer, director or advisory board member of the covered company.

“G" TheFirm, at thetime of publication, makes a market in the subject company.

“H”  TheFirm and/or its affiliates beneficially own 1% or more of any class of common equity securities of the subject company.

‘1" The analyst has received compensation from the subject company in the last 12 months.

“J The subject company currently is or during the 12-month period preceding the date of distribution of this research report was a client of the Firm and
received investment banking services.

“J1”  The subject company currently is or during the 12-month period preceding the date of distribution of this research report was a client of the Firm and
received non-investment banking securities related services.

“J2"  The subject company currently is or during the 12-month period preceding the date of distribution of this research report was a client of the Firm and
received non-securities related services.

“K”  Our affiliate has received compensation for products and services other than investment banking services from the subject company in the past 12 months.

This report is for informational purposes only and does not constitute a solicitation or an offer to buy or sell any securities mentioned herein. Information contained in this report has been obtained from
sources believed to be reliable, but Needham & Company, LLC makes no representation as to its accuracy or completeness, except with respect to the Disclosure Section of the report. Any opinions
expressed herein reflect our judgment as of the date of the materials and are subject to change without notice. The securities discussed in this report may not be suitable for al investors and are not
intended as recommendations of particular securities, financial instruments or strategies to particular clients. Investors must make their own investment decisions based on their financia situations and
investment objectives. The value of income from your investment may vary because of changes in interest rates, changes in the financial and operational conditions of the companies and other factors.
Investors should be aware that the market price of securities discussed in this report may be volatile. Due to industry, company and overall market risk and volatility, at the securities current price, our
investment rating may not correspond to the stated price target. Additional information regarding the securities mentioned in this report is available upon request. © Copyright 2012, Needham &
Company, LLC, Member FINRA, SIPC.
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Equity Options Disclosure

Any Equity Options Opinions (“Opinions”) contained within this report was prepared by the Equity Options Sales and Trading Desk of Needham
& Company, LLC (“Needham” or the “Firm”) for distribution to Needham’s clients. This Opinion consists of market information and general
market commentary only. It is not intended to be an analysis of any security or to provide any information sufficient upon which to base an
investment decision.

THIS EQUITY OPTIONS OPINION IS NOT A PRODUCT OF NEEDHAM'S RESEARCH DEPARTMENT AND IS NOT A RESEARCH REPORT.
Unless otherwise specifically stated, the information and commentary expressed herein are solely those of the author and may differ from the
information, views and analysis expressed by Needham’s Research Department or other departments of the Firm or its affiliates.

Needham and its affiliates may have positions (long or short), effect transactions or make a market in the securities or financial instruments
referenced in this Opinion. Needham or its affiliates may engage in securities transactions that are not consistent with the information and
commentary expressed in this Opinion. Needham may have provided investment banking or other services to the issuers mentioned herein and
may solicit such services in the future.

If this Opinion includes extracts or summary material derived from research reports produced by Needham's Research Department, you are
directed to the most recent research report for further details, including analyst certifications and other important disclosures. Copies of such
reports may be obtained from your Needham sales representative or at www.needhamco.com

This material is provided for informational purposes only and is not intended as a recommendation or an offer or solicitation for the purchase or
sale of any security or financial instrument. Any investment decision by you should be based on your specific investment objectives and
financial situation. Please contact your Needham sales representative for specific guidance.

The information contained in this Opinion has been obtained from or is based upon sources believed to be reliable, but neither Needham nor the
author makes any representation or warranty as to its accuracy or completeness. The information contained in this Opinion is as of the date
specified herein. Needham does not undertake any obligation to monitor or update the information. Past performance is not indicative of future
results and no representation or warranty, express or implied, is made with respect to future performance. Needham disclaims all liability for
any loss that may arise (whether direct or consequential) from any use of the information contained in this Opinion.

Structured securities, options, futures and other derivatives are complex instruments, may involve a high degree of risk, and may be appropriate
investments only for sophisticated investors who are capable of understanding and assuming the risks involved. Because of the importance of
tax considerations to many options transactions, any investor considering the purchase or sale of any options contract should consult with his or
her tax advisor as to how taxes affect the outcome of contemplated transactions. Needham and its affiliates do not provide tax advice.

OPTIONS ARE NOT SUITABLE FOR ALL INVESTORS. For further information on the risks associated therewith, please consult the Options
Clearing Corporation’s options risk disclosure document available at the following web address:
http://www.optionsclearing.com/about/publications/character-risks.jsp

Clients should call the Equity Options Sales and Trading Desk (212-705-0369) for additional information.

© Copyright 2012, Needham & Company, LLC, Member FINRA, SIPC.
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