





Supply Chain Group response to Digital Dividend Review — March 2007

e According to ICM research in February 2007 (Annex 3), up to 81% of purchasers and intended
purchasers of HD ready sets planned to use them to plug additional HD devices into the sets. At
the current rate of growth of HD ready television sets the demand for HD devices from HD DVD,
HD games, HD cameras and camcorders as well as HD television boxes is likely to grow at a
much faster rate than forecast.

e The same ICM research showed that awareness of HD is running at 92%, even higher than
awareness of digital switchover at 84%

e Of those who had bought or intended to buy an HD-ready TV 43% expected to watch HD services
via DTT. This was behind satellite on 50% and ahead of cable on 37%, despite the fact that
these platforms have been heavily advertising their HD services (Annex 3).

e This research is supported by findings from the PSB Digital Terrestrial HD Trial last year where
86% of trialists believed that it was very important that HD was made available on Freeview in the
future, while 86% also expected this to happen within 2-3 years

e Anecdotal research among retailers within the SCG shows that by the end of 2007 almost every
flat-panel TV on sale over 26" will be HD-ready

Both sales data and question responses across age groups and social classes did not show any
significant weighting that would indicate that HD is a niche product:

o Gfk research for DSGi shows that share of sales of HD-ready TVs among D and E social groups
has risen from 5% 2 years ago to 26% by the end of 2006. This compares to 24% for digital
cameras and MP3 players and 32% for DVD players (Annex 4).

e The broad popularity of HD is evident by the fact that the share of total HD sales is running at
20% for AB, 29% for C1, 25% for C2, and 26% for DE.

e There has also been strong uptake from 45-54 year olds who account for 23% of volume sales of
HD-ready TVs in 2006 up from 19% in 20057,

o GfK figures show that, in 2006, the average price for an HD-ready TV set fell by 32%. Sets are
now available for below £300 (Annex 2)

The SCG believes that Ofcom’s research indicating the importance of HDTV to consumers and
society is fundamentally flawed. Ofcom chose not to demonstrate to the participants all the products
and services they were selecting from. It was therefore inevitable that “more DTT Channels”,
something that consumers have experience of, was seen as being of the most value and HDTV and
mobile broadband were of less value. While awareness of HDTV is high, the demand comes from
having seen the difference in picture quality that it brings and Ofcom themselves have acknowledged
that the reason for not doing so was that HDTV had a “wow factor”® that could have distorted the
results.

The show-cards used by Ofcom to explain what each possible service is were poorly worded and
gave the wrong impression to the respondents. The HD show-cards suggested that the consumer
needed at least a 32" HD ready TV to get the benefit of HD and went on to suggest that services were
available on Satellite and Cable as alternatives to DTT. No other technology presented suggested
there were any alternatives to the spectrum in question.

Considering the undisputable growth today in consumer interest and expectation for HDTV, across all
demographics, the auction process proposed by Ofcom for the reallocation of the spectrum released
by DSO is an inappropriate mechanism.

2 Gfk Consumerscope March 2007
® Ofcom DDR Stakeholder meeting February 2007
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The development cycle of new technologies

The consultation document argues that Ofcom is not in a position to predict demand for HD and that it
is too early to tell if it will become mass market. SCG believes that we can be certain, based on
analysis of the global market and the UK research outlined above, that HD is in significant demand
and will continue to grow. Current sales data and Gfk predictions both in the UK and across Europe
suggest that this is the case.

Previous experience of product development cycles in the UK, the detailed knowledge of our
customers and manufacturers production plans means that we as the DTV supply chain are well
placed to make that assessment. The growth of HD-Ready TV sales in the UK has been
unprecedented in terms of its speed and shows no signs of slowing. This is partly driven by the level
of price erosion and as we have pointed out above, HD-ready TVs available from the lower end of the
market can now be purchased for under £300.

Research of sales share across socio-economic groups (Annex 4) also shows that sales to both DE

and C2 increase over time and we fully expect HD-ready to move nearer to the national split as the
market matures and prices come down

The transition from MPEG 2 to MPEG 4

The confirmation of HD services on DTT now would allow manufacturers to build MPEG4 technology
into the majority of DTT receivers in the UK within a year. This would allow us to capitalise on the
product replacement cycle throughout switchover and would mean, just for the integrated digital TV
(iDTV) market alone at least 24 million sales of TVs capable of receiving HD services without the
extra cost of an additional box.

Integrated MHEG 2 / 4 HDTVs would be amongst the first products to be introduced and would be on
the market in 2008. The low-cost, commodity set-top-box market would be seeded with MPEG4
within a similar timescale.

We also have an opportunity to include MPEG4 technology into the products being procured for the
Targeted Help Scheme. This would enable the conversion of up to 7m of the UK’s vulnerable groups,
always the last to convert, during this current switchover process. The bulk of the market, which would
equip themselves at their own cost, would convert in order to get access to the MPEG4 HD benefits,
just as they have already done so in getting access to their DTT choice.

The marketing collateral is already available for point of sale in the form of the EICTA owned HDTV
logo that would quickly become as ubiquitous at point of sale and recognised by consumers as the
HD-Ready logo. Development plans for these logos are already underway to take account of
integrated solutions.

The DTT platform is an open standard technology platform operating in a horizontal market with a

great dependence on well informed, fair minded and creative regulation. In comparison the vertical
Pay-TV operators are better placed to coordinate their growth and divergence and more effectively
structured to develop their platforms.

The DTT system in use in the UK today, launched in 1998, implements a DVB-T transmission
protocol and MPEG2 data compression system. Over ten years on technology has advanced
significantly and a mechanism to migrate the UK to a more modern system would increase spectrum
efficiency in excess of 300% and therefore release further spectrum.

DTT Multiplex operators, manufacturers, broadcasters and retailers are all interdependent on each
other to take the DTT platform forward. This has been successfully managed with regard to digital
switchover and the catalyst for this to happen was the announcement and confirmation of digital
switchover by Government. Although the broadcasters Digital Replacement Licences were already in
place the supply chain required its own certainty to support the programme so the confirmation by
Government was essential.
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In a similar way, Ofcom and Government’s decision on spectrum is critical as the catalyst for the
migration to MPEG4 to take place. If this does not happen we will miss the opportunity to move to
MPEG4 throughout switchover and the clear benefits that would bring. While manufacturers are
supporting the global move to HD as the standard broadcast technology it is unlikely that MPEG4 will
become the standard in the UK without the prospect of HD on DTT.

The importance of a competitive open standard digital terrestrial platform

The Supply Chain Group believes that a competitive open standard digital terrestrial platform is vital
for the UK and that it will only remain competitive if it carries HD services.

The DTT platform provides choice to the consumer both in terms of the technology they invest in and
the price they pay. This has meant DTT has become the platform of choice for many UK consumers
and more than 10.6 million homes have already invested in the platform. Every television set sold in
the UK, whether HD ready, analogue or integrated digital, is primarily a plug and play, free to view
terrestrial television set. Importantly, it also has an upgradeability capability which allows the
consumer to upgrade their set to any plug in device of their choice, whether pay TV box, DVD, games
console, camera etc.

All pay-tv or proprietary television services rely on the ability of their customers to use their existing
television set to plug in their new box and receive their new services, whether satellite, cable or
broadband. It is because we have a strong and competitive terrestrial platform in the UK that
manufacturers have continued to invest in their terrestrial product ranges and consumers continue to
buy television sets that provide this upgrade capability. The wide range of choice that UK consumers
enjoy both in terms of functionality and price is available because we have a competitive open
standard platform.

The impact on Digital switchover

The SCG believes that a decision that does not allow HD on DTT will place the DSO process at risk.

There is no doubt that HD-ready iDTVs have become a key driver for switchover in the last 18 months
as consumers convert to digital on the back of HD-ready demand. If it becomes clear that HD is not
going to be a possibility on DTT then we believe that this will cause some consumers to hold off on
purchasing new kit and therefore increase supply and demand issues at switchover in each region.

Public attitudes will change as it becomes clear that one of the key platforms they are being asked to
invest in by the Government will soon become a second-class platform. This swing in public attitude
could soon be directed at the switchover process and the Government as the decision to undertake
switchover without making the implications clear to consumers becomes apparent.

The DDR is made possible by switchover and it is largely the public who are bearing the cost of
switchover through the cost of TV equipment and the BBC Licence Fee. The SCG believes that the
DDR process should return clear value back to the public in return for that investment. We are
concerned that the release of the digital dividend as currently outlined by Ofcom will not result in the
public benefit that was envisaged in the rationale for switchover.

The Government rationale for switchover is:

e That it makes things fairer by giving everyone a choice of affordable digital TV options;

e That it is a more efficient use of spectrum, enabling new services such as high definition television
and mobile television; and

e That it will help the UK continue as a world leader in broadcasting.

We believe it is important that the roadmap for DTT development is secured as part of the DDR
process and that consumers would expect their investment in switchover to be used to ensure the UK
remains a world leader in broadcasting. To do this the SCG believes that HD must be made available
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on DTT and that Ofcom has significantly underestimated the demand among consumers. A decision
taken now to proceed with an open market auction for the DDR will not allow this to happen and will
certainly mean that UK will no longer be considered as a world leader in broadcasting as it falls
behind other countries.
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HD TV Survey
Fieldwork : February 16th-25th 2007

Absolutes/col percents

Table 14
Classification
Base: All respondents

Q.1 New TV
Sex Age Social Class Region Purchase
Wales Have Intend
North & in the toin
South Mid- Eng- South Scot- last6 next3
Total _Male Female _18-24 25-34 35-44 _45-54 55-64 65+ AB C1 C2 DE East lands land West land _ months months
Weighted base 3001 1440 1561 330 510 601 510 450 600 750 870 630 750 799 782 738 418 264 462 153
Foreign Holiday in last 3 years
Yes 1861 904 956 207 349 408 338 283 275 571 600 386 304 519 471 458 254 159 323 111
62% 63% 61% 63% 68% 68% 66% 63% 46% 76% 69% 61% 41% 65% 60% 62% 61% 60% 70% 72%
No 1140 536 604 123 161 192 172 167 324 180 270 244 446 281 311 280 164 105 139 43

38% 37% 39% 37% 32% 32% 34% 37% 54% 24% 31% 39% 59% 35% 40% 38% 39% 40% 30% 28%

Number of cars

None 606 258 348 80 92 80 67 68 219 72 157 84 293 190 122 159 65 71 59 22
20% 18% 22% 24% 18% 13% 13% 15% 36% 10% 18% 13% 39% 24% 16% 22% 16% 27% 13% 14%
1 1305 616 690 115 214 255 199 221 301 273 386 293 353 315 343 341 187 120 187 59
44% 43% 44% 35% 42% 43% 39% 49% 50% 36% 44% 47% 47% 39% 44% 46% 45% 45% 40% 39%
2 846 420 426 85 170 215 189 115 72 311 248 199 88 222 237 190 132 65 162 53
28% 29% 27% 26% 33% 36% 37% 26% 12% 41% 28% 32% 12% 28% 30% 26% 32% 25% 35% 35%
3+ 243 147 96 51 34 49 55 46 8 94 80 54 15 72 80 48 34 9 55 19

8% 10% 6% 15% 7% 8% 11% 10% 1% 13% 9% 9% 2% 9% 10% 7% 8% 3% 12% 12%

Prepared on behalf of DSG by ICM Research
OMNIBUS




Table 14
Classification

Base: All respondents

Weighted base
Internet Access

At all

At home (net)

At work (net)

At home

At work

Both at home and at
work

Somewhere else

Not at all

Refused

3001

2190
73%

1903
63%

1013
34%

1063
35%

174
6%
839
28%
113
4%
810
27%

1

*
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Absolutes/col percents

1

*

Prepared on behalf of DSG by ICM Research

Q.1 New TV
Sex Age Social Class Region Purchase
Wales Have Intend
North & in the toin
South Mid- Eng- South Scot- last6 next3
Total _Male Female _18-24 25-34 35-44 _45-54 55-64 65+ AB C1 C2 DE East lands land West land _ months months
1440 1561 330 510 601 510 450 600 750 870 630 750 799 782 738 418 264 462 153
1086 1104 297 450 531 426 309 178 659 721 480 329 640 560 515 293 181 375 129
75% 1% 90% 88% 88% 83% 69% 30% 88% 83% 76% 44% 80% 72% 70% 70% 69% 81% 84%
964 938 251 398 466 372 267 150 596 617 410 279 567 496 443 245 152 334 114
67% 60% 76% 78% 78% 73% 59% 25% 79% 71% 65% 37% 71% 63% 60% 59% 57% 72% 74%
538 475 129 251 273 235 113 12 404 400 164 46 325 254 226 119 89 175 69
37% 30% 39% 49% 46% 46% 25% 2% 54% 46% 26% 6% 41% 33% 31% 29% 34% 38% 45%
505 558 142 183 238 180 179 140 236 291 290 247 288 283 258 153 80 178 55
35% 36% 43% 36% 40% 35% 40% 23% 31% 33% 46% 33% 36% 36% 35% 37% 30% 38% 36%
79 95 20 37 46 44 25 3 43 74 44 13 46 42 41 27 18 19 10
5% 6% 6% 7% 8% 9% 6% * 6% 8% 7% 2% 6% 5% 6% 7% 7% 4% 6%
459 380 108 214 228 191 88 9 360 326 120 33 279 213 185 92 71 156 59
32% 24% 33% 42% 38% 37% 20% 2% 48% 37% 19% 4% 35% 27% 25% 22% 27% 34% 39%
42 71 26 15 19 11 17 25 20 30 26 37 27 23 31 21 12 23 5
3% 5% 8% 3% 3% 2% 4% 4% 3% 3% 4% 5% 3% 3% 4% 5% 4% 5% 3%
355 455 33 61 69 84 141 421 91 149 150 420 159 222 222 125 82 87 25
25% 29% 10% 12% 12% 17% 31% 70% 12% 17% 24% 56% 20% 28% 30% 30% 31% 19% 16%

OMNIBUS
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Absolutes/col percents

Q.1 New TV
Sex Age Social Class Region Purchase
Wales Have Intend
North & in the toin
South Mid- Eng- South Scot- last6 next3
Total _Male Female _18-24 25-34 35-44 _45-54 55-64 65+ AB C1 C2 DE East lands land West land _ months months
Weighted base 3001 1440 1561 330 510 601 510 450 600 750 870 630 750 799 782 738 418 264 462 153
What is the highest educational level that you have achieved to date?
Secondary/ high school/ 1698 773 925 205 245 316 283 268 380 282 473 433 510 427 436 426 254 155 273 75
NVQ 1-3 57% 54% 59% 62% 48% 53% 55% 60% 63% 38% 54% 69% 68% 53% 56% 58% 61% 59% 59% 49%
University degree or 800 413 387 93 183 191 140 105 89 314 271 122 92 231 220 176 112 61 103 55
equivalent professional 27% 29% 25% 28% 36% 32% 27% 23% 15% 42% 31% 19% 12% 29% 28% 24% 27% 23% 22% 36%
qualification/ NVQ4
Higher university 204 130 75 12 61 46 44 29 13 114 59 16 15 71 36 57 22 19 35 15
degree/ Doctorate/ MBA/ 7% 9% 5% 4% 12% 8% 9% 7% 2% 15% 7% 3% 2% 9% 5% 8% 5% 7% 8% 10%
NVQ 5 or equivalent
None of these 216 88 128 12 10 34 32 39 88 24 42 50 100 44 77 57 20 19 36 4
7% 6% 8% 4% 2% 6% 6% 9% 15% 3% 5% 8% 13% 5% 10% 8% 5% 7% 8% 3%
Refused 83 37 46 9 11 14 11 9 29 16 25 10 32 26 13 23 11 11 14 4
3% 3% 3% 3% 2% 2% 2% 2% 5% 2% 3% 2% 4% 3% 2% 3% 3% 4% 3% 2%

Prepared on behalf of DSG by ICM Research

OMNIBUS
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Q.1 New TV
Sex Age Social Class Region Purchase
Wales Have Intend
North & in the toin
South Mid- Eng- South Scot- last6 next3
Total _Male Female _18-24 25-34 35-44 _45-54 55-64 65+ AB C1 C2 DE East lands land West land _ months months
Weighted base 3001 1440 1561 330 510 601 510 450 600 750 870 630 750 799 782 738 418 264 462 153
Marital Status
Single 694 391 303 218 173 118 77 43 65 140 239 155 160 219 167 161 81 66 93 41
23% 27% 19% 66% 34% 20% 15% 9% 11% 19% 27% 25% 21% 27% 21% 22% 19% 25% 20% 27%
Married/ co-habiting 1659 797 862 96 311 410 324 271 248 493 471 399 295 418 462 406 231 142 304 86
55% 55% 55% 29% 61% 68% 63% 60% 41% 66% 54% 63% 39% 52% 59% 55% 55% 54% 66% 56%
Widowed/ separated/ 594 230 364 7 23 63 102 129 271 105 143 67 279 145 142 155 101 52 53 24
divorced 20% 16% 23% 2% 4% 10% 20% 29% 45% 14% 16% 11% 37% 18% 18% 21% 24% 20% 12% 16%
Refused 54 23 31 9 4 10 8 7 17 12 17 8 16 18 11 16 5 4 11 2
2% 2% 2% 3% 1% 2% 1% 1% 3% 2% 2% 1% 2% 2% 1% 2% 1% 2% 2% 1%
Children
None aged 18 or under 1983 1005 978 250 262 180 305 410 576 478 547 380 579 507 495 487 302 192 264 91
66% 70% 63% 76% 51% 30% 60% 91% 96% 64% 63% 60% 77% 63% 63% 66% 72% 73% 57% 59%
NET: Yes 945 404 540 72 242 396 198 32 5 250 306 237 152 272 269 229 108 67 184 60
31% 28% 35% 22% 47% 66% 39% 7% 1% 33% 35% 38% 20% 34% 34% 31% 26% 26% 40% 39%
NET: Yes any aged 15 or 849 357 492 72 241 374 142 19 2 223 273 215 138 245 242 208 91 63 171 53
under 28% 25% 32% 22% 47% 62% 28% 4% * 30% 31% 34% 18% 31% 31% 28% 22% 24% 37% 34%
- Aged under 5 352 129 223 55 170 112 11 3 - 91 113 84 65 109 98 86 30 27 77 25
12% 9% 14% 17% 33% 19% 2% 1% - 12% 13% 13% 9% 14% 13% 12% 7% 10% 17% 17%
- Aged 5-10 413 181 232 23 126 209 48 5 2 117 119 106 71 120 111 99 51 33 79 26
14% 13% 15% 7% 25% 35% 9% 1% * 16% 14% 17% 9% 15% 14% 13% 12% 12% 17% 17%
- Aged 11-15 378 156 222 6 43 201 113 15 1 95 120 106 56 100 122 85 45 26 81 26
13% 11% 14% 2% 8% 33% 22% 3% * 13% 14% 17% 7% 13% 16% 12% 11% 10% 18% 17%
- Aged 16-18 224 108 116 3 7 94 98 18 5 64 67 56 36 62 71 46 36 8 31 12
7% 8% 7% 1% 1% 16% 19% 4% 1% 9% 8% 9% 5% 8% 9% 6% 9% 3% 7% 8%
Refused 73 31 42 8 6 25 8 8 18 22 18 14 19 21 19 21 8 4 13 3

2% 2% 3% 2% 1% 4% 2% 2% 3% 3% 2% 2% 3% 3% 2% 3%

Prepared on behalf of DSG by ICM Research

2%

2%

3%

2%

OMNIBUS
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HD TV Survey
Fieldwork : February 16th-25th 2007

Absolutes/col percents

Table 14
Classification
Base: All respondents

Q.1 New TV
Sex Age Social Class Region Purchase
Wales Have Intend
North & in the toin
South Mid- Eng- South Scot- last6 next3
Total _Male Female _18-24 25-34 35-44 _45-54 55-64 65+ AB C1 C2 DE East lands land West land _ months months
Weighted base 3001 1440 1561 330 510 601 510 450 600 750 870 630 750 799 782 738 418 264 462 153
Grocery shopping status
| am the main grocery 2034 727 1307 151 337 406 354 326 459 470 594 396 575 523 527 505 293 186 290 98
shopper in the 68% 50% 84% 46% 66% 68% 69% 72% 77% 63% 68% 63% 77% 65% 67% 68% 70% 71% 63% 64%
household
| regularly do the main 2134 832 1302 168 367 428 375 333 463 503 624 423 585 557 556 522 314 185 313 105
grocery shop 71% 58% 83% 51% 72% 71% 73% 74% 77% 67% 72% 67% 78% 70% 71% 71% 75% 70% 68% 68%
I regularly do top up 2293 996 1296 221 416 459 386 348 462 562 695 439 597 611 598 555 332 197 343 120
grocery shopping (buy 76% 69% 83% 67% 82% 76% 76% 77% 77% 75% 80% 70% 80% 76% 76% 75% 80% 75% 74% 78%
items or a basket of
items as they are
needed)
| do not do grocery 344 281 63 71 51 75 56 43 48 98 86 92 67 93 96 80 39 36 59 24
shopping 11% 20% 4% 22% 10% 13% 1% 10% 8% 13% 10% 15% 9% 12% 12% 1% 9% 14% 13% 16%
Refused 40 17 22 4 4 7 6 5 13 10 14 5 10 11 9 12 4 3 7 2

1% 1% 1% 1% 1% 1% 1% 1% 2% 1% 2% 1% 1% 1% 1% 2% 1% 1% 2% 1%

Prepared on behalf of DSG by ICM Research
OMNIBUS




DATA FOR DSG

DEMOGRAPHIC DEVELOPMENT BY PRODUCT FIELD

DIGITAL CAMERAS

MAT TO DEC 2002

AB 26 24
c1 30 33
2 24 24
DE 20 20
- 20 20 25 24
21
24 24 21 23 O DE
o ¢
m Ci
O AB
36

2002

2003

2005

MAT TO DEC MAT TO DEC MAT TO DEC MAT TO DEC MAT TO DEC

2004 2006

MAT TO DEC 2003 MAT TO DEC 2004 MAT TO DEC 2005 MAT TO DEC 2006

22
32
21
25

20
33
23
24




MP3 AND MP4 PLAYERS

MAT TO SEP 2004 MAT TO SEP 2005 MAT TO SEP 2006

AB 30 31 21
C1 35 30 30
C2 18 22 25
DE 17 18 24
17 18 24
18 22
25 O DE
O c2
mC
O AB

30 31

21

MAT TO SEP 2004 MAT TO SEP 2005 MAT TO SEP 2006




DVD PLAYERS

MAT TO SEP 2002  MAT TO SEP 2003 MAT TO SEP 2004 MAT TO SEP 2005 MAT TO SEP 2006

AB 20 19 17 19 19
c1 29 27 26 26 27
2 25 26 25 23 23
DE 26 29 31 32 32
26 29 31 32 32
O DE
25
26 25 23 23 O o
m C1
@ AB

20 19 17 19 19

MAT TO SEP MAT TO SEP MAT TO SEP MAT TO SEP MAT TO SEP
2002 2003 2004 2005 2006




HDTV SOCIAL CLASS

TOTAL POPULATION HDTV
AB 18 20
ct 27 29
C2 22 25
DE 33 26

33 26

25 O DE

22 O c2

m Ci

O AB

TOTAL POPULATION

HDTV






