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Verizon, Comcast: FiOS TV in Massachusetts - VZ Takes
Share, CMCSA Holds Subscribers Steady

2/5/2008 YTD EPS P/E

Closing Target Rel.
Ticker Rating CUR Price Price Perf. 2006A 2007E 2008E 2006A  2007E  2008E Yield
CMCSA O usDh 17.44 30.00 4.5% 0.80 0.81 0.96 21.8 215 18.2 NA
\4 M usD 36.83 41.00 -6.7% 2.12 2.37 2.66 17.4 15.5 13.8 4.4%
SPX 1336.64 86.75 91.00 97.00 15.4 14.7 13.8 2.1%

O - Outperform, M — Market-Perform, U — Underperform

Highlights

¢ The Massachusetts Department of Telecommunications and Cable has released preliminary TV
subscriber counts for the state of Massachusetts.

e We think results in Massachusetts provide a window into the broader Verizon FiOS roll-out. Over the
course of 2007, Verizon expanded its presence from 35 to 61 communities, initially targeting Boston
suburbs including Burlington, Lexington, Newton, Wellesley, Reading and Woburn in 2006, and
expanding to markets like Framingham, Arlington, Braintree, and Norwood in 2007.

¢ We draw two conclusions from the DTC's data. First, the data broadly confirms the obvious; Verizon's
FiOS is, as expected, gaining traction and share. Second, the results belie the consensus expectation that
Verizon's gains will inevitably mean steep losses for cable incumbents.

e Verizon reported 11,983 FiOS TV customers in Massachusetts in 2006. In 2007, that number increased
(at least based on preliminary reporting) to 78,544 — an increase of 66,561 (or 650%).

e Comcast reported 1,663,681 TV customers in Massachusetts in 2006 (including two systems then
reported as Adelphia). In 2007, that number decreased to 1,659,095 — a decrease of 4,586 (or 0.28%). In
short, Verizon grew... and the incumbent cable operator (in this case, Comcast) held steady.

» In only those markets where Verizon FiOS offered service, Comcast lost 28,762 subscribers (declining
from 375,893 to 347,131). In short, Comcast's loss — even in FiOS markets — was far smaller than
Verizon's gain; indeed Comcast's losses in these markets only accounted for 43% of Verizon's gains. In
the rest of Comcast's Massachusetts footprint, Comcast gained 24,176 subscribers.

¢ This counter-intuitive observation reflects the manner in which cable subscriber growth has remained
essentially flat even while new entrants (the DBS providers) have, over the last fifteen years, grown to
33M subscribers: industry growth and, to a lesser extent, loss of share by smaller providers. (Overbuilder
RCN lost almost 5,000 subscribers in 2007, dropping by 7% to less than 64,000 subscribers).

e The result runs contrary to expectations about TelCo entry into the TV market, but are consistent with
broader themes of limited TelCo overlap: Verizon FiOS will be available to just 16 to 17% of Comcast
subscribers by the time Verizon completes construction of the FiOS network in 2010/2011; and
continued (even modest) industry growth. The net effect on the cable industry is a loss of share — but a
relatively steady subscriber count over the period.

See Disclosure Appendix of this report for important disclosures and analyst certifications.
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We rate Verizon Market perform with price target of $41. We rate Comcast Outperform with a price target

of $30.

Details

The raw data used in this analysis is not available on the Department's website but can be obtained by
calling the Massachusetts Department of Telecommunications and Cable.

Exhibit 1

Verizon and Comcast TV Subscriber Growth in Ovelapping Massachusetts Communities

Acton
Andover
Arlington
Bedford
Belmont
Boxborough
Boxford
Braintree
Burlington
Canton
Dedham
Dunstable
Framingham
Franklin
Georgetown
Hamilton
Holliston
Hopkinton
Ipswich
Lawrence
Lexington
Lincoln
Littleton
Lynn
Lynnfield
Marion
Marlborough
Marshfield
Mattapoisett
Medfield
Medway

Source: Massachusetts Department of Telecommunications and Cable, Bernstein analysis

Verizon Comcast
2006 2007 Change 2006 2007 Change
616 1,693 1,077 5,746 4,971 (775)
669 1,993 1,324 10,268 9,355 (913)
- 1,776 1,776 10,281 9,652 (629)
- 903 903 3,730 4,003 273
633 2,026 1,393 6,124 5,295 (829)
44 266 222 1,560 1,390 (170)
153 497 344 2,375 2,098 (277)
- 1,169 1,169 6,290 6,296 6
742 1,726 984 5,060 4,836 (224)
- 1,464 1,464 6,732 5,867 (865)
143 1,539 1,396 5,321 4,562 (759)
- 288 288 - - -
- 2,021 2,021 13,237 13,544 307
- 1,823 1,823 9,111 7,954 (1,157)
27 709 682 2,570 1,994 (576)
238 654 416 2,165 1,826 (339)
- 818 818 3,934 3,824 (110)
445 1,216 771 4,053 3,439 (614)
214 972 758 4,700 4,149 (551)
- 1,205 1,205 16,722 16,250 (472)
323 1,627 1,304 5,044 4,830 (214)
85 268 183 1,554 1,445 (109)
15 886 871 2,465 1,932 (533)
151 4,982 4,831 21,720 19,007 (2,713)
639 1,227 588 3,172 2,629 (543)
- 289 289 2,085 1,898 (187)
126 2,463 2,337 11,896 10,441 (1,455)
- 1,881 1,881 7,796 7,954 158
- 430 430 2,600 2,386 (214)
- 862 862 17,192 17,610 418
- 588 588 3,603 3,385 (218)
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Exhibit 2
Verizon and Comcast TV Subscriber Growth in Ovelapping Massachusetts Communities (Continued)
Verizon Comcast

2006 2007 Change 2006 2007 Change
Melrose - 1,480 1,480 9,333 8,603 (730)
Methuen - 948 948 14,683 14,528 (155)
Middleborough - 1,699 1,699 6,940 6,005 (935)
Nahant 114 385 271 1,273 1,067 (216)
Natick 27 1,942 1,915 8,440 7,592 (848)
Needham 58 1,619 1,561 6,512 5,868 (644)
Newton 7 3,531 3,524 19,722 18,302 (1,420)
North Reading 586 1,336 750 4,024 3,512 (512)
Norwood - 918 918 4,787 4,830 43
Reading 1,365 2,305 940 6,640 6,067 (573)
Rockland - 1,359 1,359 4,826 3,976 (850)
Rowley - 3 3 1,918 1,911 7)
Sherborn - 65 65 1,260 1,265 5
Southborough - 781 781 100 92 (8)
Stoneham 328 1,403 1,075 6,810 6,264 (546)
Sudbury 1,123 1,123 4,765 4,091 (674)
Swampscott 12 655 643 4,795 4,427 (368)
Tewksbury 631 2,698 2,067 8,932 7,365 (1,567)
Topsfield 59 509 450 1,965 1,580 (385)
Tyngsborough 244 710 466 3,059 2,734 (325)
Wakefield 562 1,958 1,396 5,720 5,146 (574)
Waltham 604 604 14,196 14,575 379
Wellesley 355 1,443 1,088 7,192 6,546 (646)
Wenham 117 276 159 1,153 1,019 (134)
West Newbury 184 331 147 1,171 1,017 (154)
Westborough - 1,180 1,180 - - -
Westwood - 1,151 1,151 4,133 3,336 (797)
Wilmington 716 1,537 821 6,462 5,359 (1,103)
Winchester 1,355 1,658 303 6,031 5,426 (605)
Woburn - 2,676 2,676 9,945 9,816 (129)
Total 11,983 78,544 66,561 375,893 347,131 (28,762)

Source: Massachusetts Department of Telecommunications and Cable, Bernstein analysis
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Valuation Methodology

We value Verizon on a combination of P/FE and EV/EBITDA multiples. Assigned multiples are based on
historical performance, colored by the company's current allocation of capital. For Verizon, we have
assigned the company multiples in line with 14.5x Forward EPS and an EV/EBITDA of 6.0x.

We value Comcast on a sum-of-the-parts basis. Our target is based on a rolling 2008E EV/EBITDA
multiple of 10.0x for the core cable business. We value other consolidated and non-consolidated operations
(including entertainment and sports cable networks) and non-public equity investments on various bases as
appropriate, generally based on their own industry norms, primarily including EV/EBITDA multiples and
value per subscriber. Publicly traded investments are carried at current market value.

Risks
The risks to our target price for the Verizon include:

e A steeper, or more sudden, deceleration in wireless subscriber growth — as a consequence of wireless
saturation or economic weakness — would lead to sharply slower growth, and would likely be met with
severe multiple contraction, in our view.

o Faster-than-anticipated penetration of the Small and Medium Business market by the MSOs would
undermine revenue and EBITDA recovery in the Enterprise segment.

¢ Additional spending on fiber expansion (FTTX) projects, or acquisitions targeting the Consumer
Wireline segment would yield lower ROIC and consequent multiple contraction.

o Overpayment in an acquisition, specifically Verizon overpaying for Vodafone’s minority interest in
Verizon Wireless.

Risks to our price targets include the risk that our investment thesis for the cable and satellite group that the
competitive pricing environment will be less aggressive than consensus expectations — as none of the
RBOCs, DBS operators, or cable MSOs can economically justify aggressive pricing strategies on the basis
of market share gain, market elasticity, or retention of other products in the bundle — is incorrect.

Notwithstanding our analysis of rational pricing strategies, players may adopt irrational pricing behavior.
Alternatively, mere expectations of a more challenging pricing environment, even in the absence of
evidence of price competition, may continue to weigh on the stocks for some time.

New technologies — including wireless broadband (Wi-Max), broadband powerline (BPL) — could
emerge that result in additional competition for broadband, which could pressure margins. New pathways to
the home for video or other entertainment could also reduce the value of cable’s video-distribution
bottleneck. Deep fiber deployment by the RBOCs will impact cable subscriber and revenue growth rates,
and could occur more quickly, or have a more significant pricing impact, than we have forecast.




