RIAA Ex. 0-115-DP - S

h
CREDIT SUISSE 19 June 2008

Global
Entertainment

Equity Research _ ) OVERWEIGHT

Global Music Industry

"Just the Two of Us”

+ We initiate coverage on Warner Music Group with an Qutperform rating and a target
price $30. We also relterate our Outperform rating on EM, raising our target price from
300p to 310p. In this report, we analyze the strengths, weaknesses, and strategic
positioning of all four music Majors: Sony (Sony BMG—joint venture), Vivendi (UMG or
Universal—subsldlary) as well as publicly listed WMG and EMI Group. We also present
our global music Industry model, digital growth scenario, margin comparison analysis,

research team and industry consolidation scenarios.
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+ Industry margins are also picking up. In addition to the turnaround in sales growth,
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¢ We envisage further upside from a possible EMUWMG merger. We believe a deal is
forthcoming given its compelling strategic logic and the fact that the synergies are so
substantial and tangible.
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Executive Summary

We initiate coverage on Warner Music Group with an Qutperform rating and a target
price $30. We also reiterate our Outperform rating on EMI, raising our target price from
300p to 310p. In this report, we analyze the strengths, weaknesses, and strategic
positioning of all four music Majors: Sony (Sony BMG—ijoint venture), Vivendi (UMG or
Universal—subsidiary) as well as publicly listed WMG and EM! Group. We also present
our global music industry model, digital growth scenario, margin comparison analysis,
and industry consolidation scenarios.

The recorded music industry sales outlook is improving. After five years of decline, in
which the global recorded music market has contracted from over $37 billion in 2000 to
around $33 billion in 2005, we believe that we are nearing the inflexion point where
sales growth may turn positive. Year to date, the world’s two largest music markets, the
United States and Japan, are experiencing positive growth. Piracy is being addressed
and contained, digital sales are exploding, and new, incremental revenue streams are
emerging.

industry margins are also picking up. In addition to the turnaround in sales growth,
margins are improving. We have witnessed a concerted effort among all the Majors to
cut costs and increase efficiency, helping to protect and augment margins almost
irrespective of industry outiook. We are also seeing the benefit of higher digital margins
come through. Over the past three years, industry margins have expanded from 7.4% to
an estimated 14.8% in 2006. We believe the industry has a two-to-three year window to
exploit these higher digital margins before artists’ contracts are renewed and artists
begin to demand a share in the upside.

We envisage further upside from a possible EMI/WMG merger. We helieve a deal will
eventually be struck given its compelling strategic logic and the fact that the synergies are
50 substantial and tangible—possibly almost as much as the EBITDA generated by WMG
alone—that both companies would materially benefit. The only issue is who will be the
acquirer and how will the capitalized value of available synergies be split. We have
modeled the potential acquisition assuming EMI is the likely acquirer, at a purchase price
of $30 (higher than the initial $28.50), with £125 million p.a. in cost savings (about 4% of
the combined cost base) and financing of net debt/EBITDA of 3 times. in this conservative
scenario, the deal would be 18% accretive to EMI's earnings. Greater upside surprise
could follow from a higher level of cost savings and from the sale of the Warner Chappell
publishing business for a higher valuation than the 12.5 times EBITDA (£1 billion/$1.8
billion) we have assumed. The synergies are so substantial that the deal would also be
significantly accretive if WMG were to be the acquirer.

Valuation—Qn a 2006 calendar-year-adjusted basis, EMI and WMG are trading on
EBITDA multiples of 10.5 times and 11.2 times, respectively.

Warner Music

We initiate coverage of Warner Music with an Outperform rating and a $30 share price
target. WMG is a global recorded music company and music publisher. its recorded
music market share is approximately 12% and its music publishing market share is
approximately 16%.
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Qur share price target is based on an analysis of merger economics with EMI as well as
a discounted cash flow valuation. EMI has recently made a $28.50 takeover offer for
WMG. A $30 takeover price, a 5% premium to the previous offer, would still be highly
EPS accretive to EMI.

Key risks

« Takeover premium? Arguably the market has awarded a valuation premium to WMG
for a potential merger or takeover by EMI. There is, therefore, a risk of share price
downside were this not to occur.

« Warner Music is not in compliance with Sarbanes-Oxley. The company needs to
implement appropriate internal controls to achieve this. Two of three material
weaknesses have been addressed. The remaining weakness relates to accounting for
royalty payments.

= It is unclear whether WMG has been overly aggressive in reducing its A&R
investment, which may affect its future release schedule. Since acquisition from Time
Warner, the company has reduced its artist roster by approximately 30%.

« Risks of the music industry. The music industry revenue model is in the process of
evolving, with downside risks associated with piracy and uncertainties over the upside
opportunities of the emerging digital platforms.
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EMI Group plc EMLL / EMI LN

OUTPERFORM*

Price (15 Jun 06) 273 (p) Price / Indexed index - United Kingdom FTSE
52 week high - low 294,00 - 207.00 AlLShBEsy un 16, 2005 - Jur 15, 2008, 6/16/05 = p254.5
. A
Target price (12 months) (from 300.00) 310.00 (p) :gg PM
Analyst's Coverage Universe Media 250 WAN PN NG AW
Waelghting (vs. broad market) OVERWEIGHT 230 - g
* Stock ratings are relatlva to the relevant country index. 210 - 7 Y PPV S
190 - ; T Y !
Year 3/08A 3/07E 3/08E Jun-05 Sep-05 Pec-05 Mar-06
o— Price wm—|ndexed Price Relative
EPS (CS ad]., p) 157 174 194
P/E (x) 174 159 14.1
PIE rel. (%) 130.0 129.7 1212 Year 306 GO7E  S/08E
Revenue (£ m) 2,0799 2,1155 21517 QIEPS
EBITDA (Em) 275.8 303.6 3288 @2
IC (& m) — - _
OCFPS (£) — — -
ROIC - - = ROIC/WACC
PIOCF (x) - - — %
EV/EBITDA (x) 115 10.3 9.3 %
Number of shares (m) 790.07 Enterprise value (Em) 2,969.15 &%
Net debt (3/06A, £ m) 879.5 Dividend (3/06A, £) 8.00 4
Net dabt/Total cap. (3/06A) 48.4% Dividend yield 2.93% P
Historical valuation 0% | : , i
Year 3/05A 3/06A 3/07E 31 Mar 06 31 Mar 07 31 Mar 08
Y/E closing price (p) 236 253 272.75 e ROIC WACC
l 'y » y ot 2 1 i
Market cap. (£m) 2,061.99 2,154.93 ,154.93 REV/IC Op. Margin
End year nat debt (€ m) 837.3 879.5 814.2
Ly
Enterprise value (£ m) 2,992.23 3,034.43 2,969.15 1.00 12%
0.80 . 10%
Key historical ratios 050 8%
EV/EBITDA (x) 1.0 109 9.7 ' 8%
EVAC (x) — _ — 040 o
P/E at closing price (x) 150 148 14.1 0.20 2%
0.00 + } t | 0%
Swrategic analysis 31 Mar 06 31 Mar 07 31 Mar 08
Exlsting strengths: Music industry turnaround; strong management; good cost control; e Rev/IC Op. Margin

high exposure to music publishing.

Existing weaknesses: Music sales still volatile; continued threat of piracy; artists'
royalty demands; relatively low U.S. exposure.

EV/EBITDA (at hlstbrlcal prices)

Exlisting opportunities: Industry consolidation; controlling piracy; higher digital
margins; mobile phone music opportunities; lower cost of debt.

Existing threats: Possible cannibalization effect of digital music, power of physical and
digital retailers.

Company description

EMI is a leading global music company, with a 13% global market share in recorded
music and the largest music publishing catalogue worldwide.
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Source: Company data, Credit Suisse estimates
On 06/15/08 the Index - United Kingdom FTSE All Share index closed at
2,860.89
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Sony 6758/ 6758 JP

OUTPERFORM*

Price (15 Jun 06) 472000 (%) Price / Indexed Japan TOPIX
52 week high - low 6,150.00-3,6870.00  ,5q0 ......Dally.Jun 16,2005 - Jun 15, 2006, GGG = ¥3040.
Target price (12 months) 7500.00 - 64.00 (¥) M
Analyst's Coverage Universe Technology Hardware & Equipment
Waeighting (va. broad market) MARKET WEIGHT
* Stock ratings are relative to the ralevant country index. e
2000 T T T )

Year 3/08A 3/07E 3/08E Jun-05 Sep-05 Dec-05 Mar-06
EPS (CS adj.. ¥) 4659 200.64 4473 — Price Indexed Price Relative
P/E (x) 101.3 23.2 13.7
P/E rel, (%) 4847 120.2 831 Yo 3/06A BMO7E  3/08E
Revenue (¥ m) 7,4754 7,951.0 89168 QIEPS -8.68
EBITDA (¥ m) 573.1 614.0 g1y Q2 -43.13
IC (6 m) 7,353,500.0 — 79246162 Q8 161.58
QCFPS (¥) 535.26 587.21 805.08 Q4 -66.48
ROIC 0.3% 1.1% 22%  ROIC/WACC
PIQCF (x) 10.2 8.0 5.9 %
EV/EBITDA (x) 8.2 7.5 5.4 2%
Number of shares (m) 1,001.90 Enterprise value (¥m) 4,625,008.51 PR . W
Net dabt (3/06A, ¥ m) -101.7 Dividend (3/06A, ¥) 25.00 T
Net debt/Total cap. (3/06A) -3.2% Dividand yield 0.5% -
Historical valuation % F_. : ' a ’
Year 3/05A S/06A 7 31 Mar 06 31 Mar 07 31 Mar 08
Y/E closing price (¥) 4,270,00 5,450.00 4,720.00 m— ROIC WACC
Market cap. (¥ m) 4,456,919.25 §,602,448.77 4,728,953.84
End year net debt (¥ m) -307,602.0 4017 403,453 REV/ICOp. Margin
Enterprise value (¥ m) 4,421,261.84 4,725,852.14 4,625,008.51 0.00 6000%

0.00 5000%
Key historical ratios 000 - . 4000%
EV/EBITDA (x) 9.1 8.2 75 0.00 3000%
EV/G (x) 0.7 0.6 — 0.00 2000%
P/E at cloging price (x) 270 170 23.2 0.00 1000%
Strategic analysis 0.00 ’ t 0%

31 Mar 06 31 Mar 07 31 Mar 08

Existing strengths: Strong market shares in key product lines such as LCD televisions e Rev/IC Op. Margin

and PCs.

Existing weaknesses: Audio business is weak.

Existing opportunities: Margin recovery in electronics business.
Existing threats: Price erosion in key product lines.

Company description

EV/EBITDA (at historical prices)

Sony is a prominent consumer electronics manufacturer, and top game equipment
manufacturer. Sony is Japan's most famous brand.
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Source: Company data, Cradit Sulsse estimates
On 06/15/06 the Japan TOPIX index closed at 1,466.14
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Vivendi w.ea NEUTRAL*

Price (15 Jun 06) 26.80 (eu) Price / Indexed Europe Dow Jones Stoxx
52 week high - low 2028-4865 o Daily Jun 16, 2005 - Jun 15, 2008, 8/16/05 = 826,66
Target price (12 months) 24.00 (eu) N ——— ...
Analyst's Covarage Universe Media 26 el oW Ny g

Walghting (vs. broad market) OVERWEIGHT 24
* Stock ratings are relative to the coverage universe in each analyst's or each 20

N

team's raspective sector. 20 “’\/
Jun-05 Sep-05 Dec-05 Mar-06
Year 12/05A 12/06€ 12/07E D —— Indexed Price Relative
EPS (CS ad]., eu) 1.36
P/E (x) 19.8 - =  Year 12/06E 12/07E
P/E rel. (%) 135.0 130.2 1293 Q1 EPS
Revenue (sum) 19,484.0 20,259.8 20,9801 qp
EBITDA (eu m) 5,331.0 5,860.5 61638 3
IC (eu m) -_ — - o
FP — - —
OCFPS (6) ROIC / WACC
ROIC —_ - -—
PIOCF (x) - - = MO e e
EV/EBITDA (x) 5.1 46 42 8%
Number of shares (m) 1,153.48 Enterprise value (eum) 2606867 0%
Net debt (12/05A, eu m) 3,859.0 Dividend (12/05A, eu) 1.00 4% o
Net debt/Total cap. (12/05A) 20.6% Dividend yield 3.7% 2%
Valuation ! 1 Dec 05 : 31 Dec 07 '
Year 12/04A 12/05A 12/08E 1 Dec WAGE ¢
Y/E closing price (eu) 2349 26.46 26.80
Market cap. (aum) 26,906.53 30,521.00 3091318 pEV/IC Op. Margin
End year net debt (eu m) 3,135.0 3,859.0 3,860.4 100 -
Enterprise value (eu m) 67,779.44 26,958.22 26,968.67 ’ 00,
0.80 22%
Kﬂy ratios 060 / 299
EV/EBITDA (x) 137 5.1 46 N 2%
EV/IC 0.40 N 22%
() — — — 21%
P/E at closing price (x) 30.9 19.5 - 020 219
0.00 + i 21%
Strategic analysis 31 Dec 05 31 Dec 07
Existing strengths: Strong divisional management. Op. Margin
Existing weaknesses: Holding company structure.
Existing opportunitles: Portfolio rationalization. Sourcer ggé“m“‘éjf;;e%’:ﬁ"ﬁ,‘:&:"g&i‘,"“ﬁ',:i slosed at 326.31
Existing threats: Regulatory environment,
Company description
Vivendi is a Media and Telecom conglomerate with French distribution (mobile, pay-TV)
and global content (music, movies, games).
W
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Warner Music Group wwe

OUTPERFORM*

Price (15 Jun 06) 26.71 (US$)
52 week high - low 2040-14.7%
Target price (12 months) 30.00 (US$)
Analyst's Coverage Universe Entortalnment
Waeighting (vs. broad market) OVERWEIGHT

* Stock ratings ara relative to the coverage universe In each analyst's or each

team'’s respective sector.

Price / Indexed S&P 500

29

Daily Jun 15, 2005 - Jun 14, 2008, 6/15/05 = US$16.68

- R—

14 : T T ]

Jun-05 Sep-05 Dec-05 Mar-06
Year 9/05A 9/06E 9/07E — D0 — Indexed S&P 500
EPS (CS adj., US$) 123 134 151 .
P/E (x) 217 20.0 177 Year 9/05A 9/06E 9/07E
P/E rel. (%) 103.1 = —  Q1EPS 0.68 0.71
Revenue (US$m) 3,502.0 3,532.3 36328 2 0.34 0.21
EBITDA (US$m) 466.0 497.3 1.0 3 0.05 0.08
IC (US§ m) - - =~ 029 033
OCFPS (US$) 223 175 357 ROIC | WACE
ROIC - — —
PIOCF (x) 8.3 145 71 100%
EV/EBITDA (X) 12.2 16 103 80%
Number of shares (m) 141.90 Enterprise value (US$m) 6032 60%
Net debt (9/05A, US$ m) 1,958,0 Dividend (Current, US$) 0.13 40% o :
Net debt/Total cap. (9/05A) 2200.0% Dividend yield 0.5% 2%
Valuation 0% + t f
Year 9/04A 9/05A 9/08E 308ep 05 — Rglocsﬂ WACC 308ep 07
Y/E closing price (US$) — 18.51 28.71
Market cap. (US$ m) - - 40262  Rgy/IC Op. Margin
End year net debt (US$ m) - 1,958.0 2,005.8

1.00 5%
Enterprise value (US$ m) — 5,984 §,032 080 B o
Key ratios 0.60 / %
EV/EBITDA (x) - 95 ne ’/ .
EV/IG (%) —_ — -
P/E at closing price (x) — 15.1 20.0 020 1%

0.00 | ' 1 0%
Strategic analysis 30 Sep 05 30 Sep 06 30 Sep 07
Existing strengths: Strong artist roster, management depth, aggressive in Wi Rev/IC Op. Margin

transitioning to digital

Exlsting weaknesses: Weaknesses in financial reporting; highly geared balance

sheet.

Existing opportunitles: Economic rationale for a merger with EMI is strong.
Exlisting threats: Not in compliance with Sarbanes Oxley.

Company description

Warner Music is a global recorded music company and music publisher.

Source: Company data, Credit Suigse estimates
On (06/14/06 the S&P 500 index closed at 1,256.18
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Music Industry SWOT Analysis

Strengths

« Digital platforms (downloads, mobile and subscription) are experiencing strong growth
in demand, providing the opportunity for the music industry to offset the declines in
physical sales, which have pressured revenues over the past five years. In addition,
there is the potential to lift operating margins due to the absence of costs associated
with physical manufacturing and distribution and the lower costs associated with
increasing digital catalog sales.

« Music companies’ reliance on any single artist is relatively low given the diversification
in revenue source by number of artists and geography, and the split between frontline
and catalog sales and music publishing.

« The capital expenditure requirements of music companies are low relative to other
entertainment companies.

The music industry’s cost structure is relatively flexible, and it has been successtul in
achieving a major cost restructuring over the past four years. We expect industry-wide
margins in 2006 to exceed those achieved in 2000 despite the considerable
downward pressure on revenus that the industry has endured in the intervening
period.

The long-term nature of artists’ contracts should limit talent cost inflation, at least in
the short to medium term, and make the music industry less susceptible to significant
margin pressure than other creative industries.

Weaknesses

« Physical sales are under continued downward pressure and the potential to more than
offset with digital growth is not yet proven. However recent trends in key markets
(United States and Japan) suggest a deceleration in the rate of physical decline.

» As with all creative industries, company profitability is highly dependent on successful
releases, which are inherently difficult to predict and which result in significant quarter-
to-quarter earnings volatility.

» The concentration of physical sales through major retailers and digital sales through
Apple potentially shifts negotiating leverage from the music companies to distributors.

Opportunities

« The growth in digital platforms is expected to be substantial with increasing
broadband penetration in developed markets. Music-enabled mobile phones are
achieving significant growth in penetration in both developed and developing markets.

« Following significant industry restructuring, there is potential for noticeable margin
expansion across the group. Further margin opportunity is available with the move to
digital which should have a higher operating margin. From an industry-average
EBITDA margin low of 7.4% in 2003, we expect margins to double in 2006.

« Further industry consolidation is possible with a Warner-EMI combination, bringing
with it further cost reduction opportunities. In addition, we believe the scale benefits of

9 CREDIT SUISSE\
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a more concentrated music industry potentially brings with it greater negotiating
leverage in relation to physical and digital music retailers.

« Traditionally the music industry has maintained a separation of artists between its
recorded music and music publishing businesses. The emergence of digital revenues
and desire to clear rights expeditiously for digital platforms provides the opportunity for
a greater alignment between the two business arms.

Threats

« Piracy remains a considerable threat to industry growth with increasing broadband
penetration, notwithstanding recent progress in achieving favorable legal decisions. In
particular, the core young demographic purchasing music has been considerably
eroded by the ability to achieve free access to music through unlawful means.

« The digital opportunity arguably provides greater upside for already successful acts,
bringing with it the risk of competition between music companies for talent. Upward
pressure on operating costs brings with it the risk that the benefits arising from
industry-wide restructuring and digital distribution could be eroded.

« The continued growth in share of mass-market retailers, such as Wal-Mart and the
concentration of digital sales through Apple brings with it the risk of pricing erosion.

« The ability of consumers to “unbundle” music purchases brings with it a threat of
continued downward pressure on industry sales as $15 album purchases are
potentially replaced with two or three tracks for $2-3.

« As portable hard drives become increasingly prolific, so does the ease with which
unprotected music collections can be rapidly and cheaply copied by the consumer.

10 : CREDIT SUISSE\
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Global Physical Recorded Music Market

There have been many theories forwarded to explain the pressures the music industry
has been experiencing over the course of the current decade. We examine some of the
issues below, and discuss their current status in influencing the global physical music
market.

1. Piracy

The decline in global music sales highlighted in Exhibit 1 below has unquestionably in
our view been driven by the growth of the Intemet and the ease of peer-to-peer file
sharing.

Exhibit 1: Global Physical Music Sales (Units % Change)
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Source: IFPI

As highlighted in Exhibit 2 below, this trend has been particularly pronounced in younger
demographics, which have historically been the largest purchasers of music. In the U.S.
recorded music market, the 15-24 year old demographic had a combined share of
purchase of close to one-third in 1995. This fell to a little over 20% in 2004, reflacting, in
our view, the impact of new technologies in permitting file sharing.
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Exhibit 2: Music Purchase by Key Younger Demographics — Improving after a decade of
decline
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Source: RIAA.

Current status:

The most recent demographic sales data suggests that the growth in paid online music
services is beginning to combat piracy among younger demographics. IFPI estimates a
total of 335 service providers compared with 50 two years ago. In this past year alone,
we have seen the first legal peer-to-peer agreement signed, iTunes expand to over 20
countries, the launch of portable subscription services, such as Napster To Go and
Yahoo Music Unlimited, and the introduction of a la carte music video services.
Consumers are now able to access up to 2m tracks and 165,000 albums in a legitimate
digital environment. During 2005 there was a significant improvement in music purchase
in the 20-24 demographic and a stabilization in the 15-19 demographic, reversing the
negative trends of the past 10 years.

The campaign mounted by the music industry to combat piracy through peer-to-peer file
sharing may be starting to have an effect. Over the past 18 months there have been
notable legal victories against illegal peer to peer sites Grokster (U.S.), KaZaa
(Australia), Kuro (Taiwan) and Soribada (South Korea), which have improved the
landscape for legitimate music sales. The decisions have clarified the potential liability
of unauthorized P2P network operators. While the scale of the piracy problem makes it
impossible to decide with any certainty that the battle has been won, the response of the
industry in terms of prosecutions, the ongoing educational program and the growth in
legitimate alternatives has seen the rate of growth in illegitimate file sharing slow
dramatically. IFPI data show the number of infringing music files on the Internet falling
from 1.1 billion in April 2003 to 885 million in January 2006 as highlighted in Exhibit 3.
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Exhibit 3: Infringing Music Files on the Internet

19 June 2006
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2. End of CD replacement cycle
The impact of the CD replacement cycle, which began in 1986, clearly supported
industry growth in the 1990s, with the maturity of that cycle contributing to the pressures
the industry has been confronting since 2000. This trend is illustrated in Exhibit 4.

Exhibit 4: U.S. CDs Increasing as % of Total Unit Sales (excluding Digital)
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Current status

The takeup of digital does not bring with it a potential library replacement effect, as CDs
did with vinyl and cassette tapes. Consequently, we see no change in the status of this

issue.
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3. Music Industry Rationalization

The industry crisis generated by piracy motivated a significant cost rationalization focus
across music companies. We believe that an undetermined amount of the impact on
global music sales results from the cost rationalization being undertaken by the industry.
Some of this cost rationalization includes reductions in A&R (artists and repertoire) as
the artist roster is narrowed to focus on more profitable artists. The Sony BMG joint
venture was created in August 2004, and we believe a reduction in its artist repertoire
has affected overall industry sales—it has certainly contributed towards the reduction in
Sony BMG’s market share in 2004 and 2005. Despite an estimated--3% fall in
worldwide music sales in 2005, Warner, Universal (Vivendi), and EMI all reported
revenue increases. Only Sony BMG has reported declining revenue, suggesting a direct
link between its cost cutting measures and the broader impact on the market. The
culture and management integration issues arising from the merger are also likely to be
having an impact.

While rationalization appears to have negatively affected industry revenues and growth
rates, there has been significant compensation in terms of profitability as margins
across the industry are generally rising.

Current status

We believe that Sony BMG is coming to the end of the cost rationalization process. The
negative impact on overall industry revenue growth should therefore reduce during
2006.

4. General Media Fragmentation

As highlighted in Exhibit 2, younger demographics have seen the greatest reduction in
music purchase. While piracy is likely a primary explanation, we believe a secondary
issue is the impact of general media fragmentation on consumers’ available time and
resources.

Current status

As with all other media, fragmentation is an ongoing fact of life, and therefore, is likely to
continue to affect music volumes.

5. Pricing Pressure

The issue of pricing pressure is difficult to examine in a global context given the
influence on the data of US dollar currency fluctuations. We have looked therefore
solely at the U.S. market to determine the extent to which music pricing is being affected
by greater bargaining power on the part of retailers. As highlighted in Exhibit 2, there
has been a noticeable turnaround in the past three years. We believe this has been
driven by a change in retail channels from record stores to general retailers, such as
Wal-Mart, etc. This appears to have had the effect of driving down pricing between late
2002 to the current time where retail value has risen less than retail units in 2004 and
declined more than retail units in 2005. We believe there are opposing views in the
music industry about the extent of pricing pressure; some music companies are firmly of
the view that lowering price does not stimulate consumer demand and are of the view
that music retailers cannot afford not to stock hit product, thereby limiting their pricing

AN
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leverage. Others, like Universal, have been prepared to lower price in an effort to
stimulate demand.

Exhibit 5: U.S. Music industry—Retail Units versus Retail Value
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Source: RIAA.

Current status

The Majors have taken different approaches to pricing. Universal's view is that its price
cutting strategy has generated incremental volumes, while Warner’s view is that
consumers have a dollar amount available for spend, irrespective of pricing. We believe
that pricing pressure remains a risk due to the concentration of physical and digital sales
channels through a limited number of retailers.

6. Inventory Management

Given the pressures the music industry has been experiencing, we believe music
companies have focused on more careful inventory management in order to reduce the
level of industry returns. We believe this has likely affected overall sales levels.

Current status

We expect ongoing measures by the music industry to contain cost given the pressures
at the top line. Consequently, to the extent that this is having an effect on sales levels,
we expect it to be ongoing.

7. Hit Cycle

An unquantifiable aspect of the volume pressure the music industry is experiencing is
the degree to which the appeal of hit artists has reduced over time. To the extent that
this is an issue, it likely reflects the general fragmentation of the media environment and
the greater choice in artists through new outlets such as the Internet.
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Global Digital Music Market

The key issue for the longer-term growth of the music market is whether the shift to
legal digital downloads can restore the industry to growth, or merely represents a shift in
format. We are of the view that the strong growth in digital has the potential to offset
digital declines, but that the purchase is more replacement rather than incremental in
nature. Historically, the industry has experienced periods of strong growth, coinciding
with format changes~-from vinyl to cassettes and from cassettes to CDs. The “new”
format of hard disk clearly does not generate the same replacement cycle, particularly
as digital sales facilitate the unbundling of albums into individual tracks. Gonsequently,
we see the growth of digital largely at the expense of physical sales, rather than having
the potential to grow the overall market. Our detailed forecasts for the digital market are
outlined in Exhibit 13.

Components of digital sales

The digital music market expanded in 2005 to approximately 5% of music industry sales
compared with 1.8% in 2004. We believe that the breakup of digital revenues globally in
2005 was approximately 51% online (downloads and subscriptions) and 49% mabile.

As highlighted in Figure 7 below, there are significant differences in the geographic
penetration of digital downloads and mobile. The U.S. market is by far the largest digital
market, and is larger in digital downloads, as the first market to launch iTunes, while
mobile services and subscriptions are relatively smaller. U.S. digital downloads (single
and album equivalents) grew 160% in 2005, representing in excess of 65% of global
digital downioads. (The United States. represents approximately 36% of global physical
sales.) Monthly trends in U.S. downloads are outlined in Exhibit 6, with the market
experiencing a strong seasonal year-end surge in 2005.

Exhibit 6: U.S. Weekly Digital Sales—2006 versus 2005
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Source: Nielsen Soundscan.
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Conversely, to date, Japan has been overwhelmingly a mobile market. Japan leads the
world market with 2.5G and 3G penetration estimated at over 70% of the mobile
universe. in addition, iTunes reached the market relatively late (August 2005). This has
resulted in an overwhelmingly mobile-dominated market, as highlighted in Figure 7. We
estimate that the Japanese market accounts for approximately 43% of global mobile
sales compared with 15% of physical sales.

Figure 7: Break Down of the Top Ten Digital Markets in 2005
trade revenuss in millions

Total Digital Market Digital Sales by Channel

US$ Local currency Local currency Online Moblile
USA 636 usD 636 68% 32%
Japan 278 JRY 30587 9% 91%
UK 69 GBP 38 62% 38%
Germany 39 EUR AN 66% 34%
France 28 EUR 22 47% 53%
Italy 16 EUR 13 31% 69%
Canada 15 CAD 18 71% 29%
South Korea 12 LWR 12045 42% 58%
Australia 7 AUD 10 41% 59%
Netherlands 5 EUR 4 82% 18%

Note: online includes subscriptions.
Souree: IFPI.

China is a potentially significant market for digital music in the future. The piracy issues
as they relate to physical sales are well known, and broadband penetration is limited,
restricting the opportunity for digital downloads. However, mobile penetration is growing
rapidly, driving digital music sales that are estimated to well exceed the physical market
in value.
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Exhibit 8: Chinese Mobile Phone Market
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Figure 9

ilustrates EMI's digital revenue split by type and by region, which, in our view,

is broadly representative for all the Majors. Master ringtones accounted for most (87%)
of mobile revenues; though the highest growth was experienced in full-track downloads
to mobile.

Figure 8:

EMI's Split of Digital Sales
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Source: Company data, Credit Suisse estimates.
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Our estimates assume continued strong growth in digital downloads in 2006, but some
maturing in its largest market (the United States).

Digital economics

We expect the growth in digital revenues to be substantial, expanding from an estimated
5% of industry revenues in 2005 to 24% by 2009. importantly, we expect this revenue
stream to generate higher margins than physical sales despite the fact that music
companies achieve lower wholesale margins on digital than on physical sales.

Exhibit 10: Margin on Wholesale Revenues Exhibit 11: Margin on Retail Revenues

Physical Digital Physical Digital
Wholessle revenue 100% 100% Retail revenue 100% 100%
Royalties/Publishing -30% -38% Wholesals share 63% 56%
Manufacturing -20% 0% Royalties/Publishing -19% -21%
Marketing/A&R -25% -26% Manufacturing -13% 0%
Fixed costs -13% -13% Marketing/A&R -16% -14%

Fixed costs -8% %
Margin 12% 24%

Margin 8% 13%
Source: Company data, Credit Suisse estimates. Source: Company data, Credit Suisse estimates.

The growth in digital sales as a percentage of total should therefore have the effect of
litting the overall margins recorded by the industry. As highlighted in Exhibit 12, digital
revenues are becoming a meaningful proportion of group revenues.

Exhibit 12: Digital Revenues as % of Total

6 mos to March 06 March 06 Qtr
WMG 8.6% 11.3%
EMI 5.8% 7.2%
Universal 5.3% 9.9%

Source: Company data, Credit Suisse sstimates. Note Sony digital sales not available.

EMI management has a target of reaching around 25% of sales by 2010. It also
suggests the beneficial impact of digital sales could improve group margins from 12% to
a return to the mid-teens levels not experienced since the 1990s CD replacement cycle.
EMI management does acknowledge however that, in the short term, any margin
improvement could be dampened by fixed digital infrastructure costs, and that in the
medium term the artists would demand (and be paid) a commensurate share of this
margin upside. With regard to the latter, we believe there is a two-to-three-year window
of opportunity for the industry to exploit these higher digital margins before the contracts
of major artists are renewed and they start to demand their share of this margin upside.

Issues

Unbundiing

The issue of unbundling is important in determining the extent to which digital revenues
can grow the overall music market. There are two schools of thought—one, that
consumers will purchase two or three tracks of an album for $2-3 as opposed to a $10-
$15 expenditure on an album, effectively reducing the overall music industry take. The
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other school of thought holds that a fixed level of expenditure is likely spread more
widely across single purchases, but that the overall spend is not affected. A further
argument to allow consumers to experience the benefits of unbundling is that the
modest costs involved for buying individual songs reduces the appeal of piracy.

Pricing power

An issue of concern in the digital world is our view that the majors tend to be price
takers rather than price setters, particuiarly given the rising power of Apple and iTunes
and of powerful discount retailers like Wal-Mart. The majors vehemently argue the
opposite; they believe the balance of power will not shitft to retailers. They say the
majors are consolidating from five to four (and maybe eventually down to three),
whereas the retailers are fragmenting in the online world, given the multitude of different
ways of buying music electronically. Given the view of some of the majors that
differential pricing on individual downloads should be permitted, the outcome of the
debate may highlight where pricing power actually resides.

Credit Suisse Global Digital Music Model

Our estimates for the global digital music market are outlined in Exhibit 13. Qur
estimates assume that the download market growth in the U.S. will moderate, given its
current elevated base, but that similar trends will be experienced in other markets as
iTunes and other providers launch services. In Japan, however, we expect the trend to
be the reverse as the market shifts more towards a download model. The United States
by contrast is expected to see stronger mobile than download growth given the current
rollout of new services. '
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Exhibit 13: Credit Suisse Global Digital Music Market Forecasts
YE Doc 2004 2005 2006F 2007F 2008F 2000F
Downloads (M)
US - single track 143 353 564 734 880 1,012
US - albums as tracks 86 162 259 337 404 465
Japan 1 9 36 72 108 148
UK [ 26 86 132 198 267
Rest of Europe 8 3 90 180 270 365
Rest of World 4 68 340 510 765 1,033
World 218 654 1,356 1,965 2,626 3,288
On-line Subscribars (M)
us 1.0 15 1.9 23 26 2.8
Rest of World 0.5 13 2.6 39 5.1 6.1
Mobile unite (M)
us 183 170 306 459 597 716
Japan 149 258 464 697 906 1087
REVENUES (US$m)
Downloads
US - single track 141 349 659 726 872 1,002
US - albums 54 160 257 334 400 460
Japan 1 43 47 94 140 190
UK 8 74 86 172 257 347
Rest of Europe 30 90 "7 234 351 474
Rest of World 20 60 442 663 995 1,343
Total downicads 254 [ 1,507 2,222 3,015 3816
Subscription
us 48 148 158 176 202 222
Rest of World 25 77 158 234 304 365
Total Subscription 7] 228 313 410 508 587
Mobiie
us 150 422 780 1,139 1,481 1,777
Japan 170 438 785 1177 1,530 1,836
UK 10 45 99 168 252 303
Rest of Europe 39 75 165 281 421 505
Rest of World 15 45 180 360 648 972
Total Mobile 384 1,023 1,968 3,125 4,333 5,394
Total Digital Retal Hevenues 708 2,026 3,808 5,767 7,854 8,797
Total Digital Whelesale Revenues 397 1,143 2,141 3,221 4,385 5,471
% total
Downloads 35.6% 38.3% 39.6% 38.6% 38.4% 39.0%
Subscription 10.0% 11.2% 8.2% 71% 6.4% 8.0%
Mobile 54.1% 50.5% 52.2% 54.3% 66.2% 56.1%
100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
% change
MP3 playérs 440.0% 51.9% 34.1% 18.2% 15.0%
Downloads
US - single track 392% 147.3% 60% 30% 20% 15%
U8 - album downloads 196.6% 60% 30% 20% 15%
Japan 800.0% 300% 100% 50% 35%
UK 355.2% 150% 100% 50% 35%
Continental Europs 350.0% 150% 100% 50% 35%
Rest of World 1600.0% 400% 50% 50% 36%
Total Downloads 205.4% 84.0% 47.5% 35.7% 26.6%
Subscription
us 50.0% 26.0% 20.0% 15.0% 10.0%
Rast of World 180.0% 100.0% 50.0% 30.0% 20.0%
Total Subscription 218.3% 38.7% 30.6% 23.6% 16.0%
Moabke
us 181.3% 80.0% 50.0% 30.0% 20.0%
Japan 166.5% 80.0% 50.0% 30.0% 20.0%
UK 350.0% 120.0% 70.0% 50.0% 20.0%
Continental Europe 92.3% 120.0% 70.0% 50.0% 20.0%
Rsst of World 200.0% 300.0% 100.0% 80.0% 50.0%
Total Moblle 166.4% 94.4% 57.2% 36.6% 24.5%
Total Digital 185.6% 88.0% 51.1% 36.4% 24.7%

21

Source: IFPI, Company data, Credit Suisse estimates.
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Credit Suisse Global Music Industry Forecast

Figure 14 breaks down the total recorded music sales in 2005 by market, with Figure 15
analyzing sales by format. In 2005 overall recorded music sales fell by 3%, driven by
sales of physical formats down 6.7% in value and 8.0% in units. Digital sales grew
188% in the year, with trade revenues from digital sales growing from $400 million to

$1.1 billion.

The 5 largest digital markets by revenues were the United States (9% of sales), Japan
(7%), UK (3%), Germany (3%}, and France (2%). Interestingly, countries with a higher

percentage of digital sales were the strongest market for music sales overall.

Figure 14: Total Music Sales by Market in 2005

physical and digital, values in millions

Trade Revenues 2005 Retail Value 2005

uss Local currency % Change % Digital US$ Local currency
1 USA 7.012 usD 7,012 -3% 9% 12,269 12,269
2 Japan 3,718 JPY 409,845 1% 7% 5,448 600,497
3 UK 2,612 GRP 1,189 -3% 3% 3,446 1,895
4 Germany 1,457 EUR 1,166 0% 3% 2,211 1,769
5 France 1,248 EUR 299 -2% 2% 1,990 1,592
6 Canada 544 CAD 659 -3% 3% 732 886
7 Australia 440 AUD 576 -10% 2% 674 883
8 ltaly 428 EUR 343 0% 4% 669 535
9 Spain 369 EUR 295 -5% 1% 585 444
10  Brazil 265 BRL 645 -12% 1% 394 958
11 Mexico 263 MSP 2,863 10% <1% 412 4,487
12 Netherlands 246 EUR 197 -14% 2% 431 345
13 Switzerland 206 CHF 257 -3% 1% 267 334
14  Russia 194 RUB 5,477 -37% - 388 10,961
15  Belgium 162 EUR 129 7% 2% 262 209
16 South Africa 159 CAR 1,010 10% <1% 254 1,618
17  Sweden 148 SEK 1,107 -9% 2% 240 1,795
18  Austria 139 EUR 11 5% 3% 285 228
19  Norway 133 NOK 857 ~12% 1% 253 1,627
20 Denmark 113 DKK 879 2% 1% 180 1,080

Other 1,387 ~8% 6% 2,096
Total 20,795 -3% 5% 33,456
Souree: IFPI.
Figure 15: Trade Revenues by Format
USD in millions
2004 2005 Growth
CD 18,109 17,019 -6%
DVD 1,610 1,540 -4%
Digital sales 397 1,143 188%
Singles 821 721 -12%
Other physical* 531 372 -30%
21,468 20,795

* Cassettes, LPs, VHS, and other.
Source: IFPI.
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There are some encouraging signs in 2006 year to date, as the rate of decline in
. physical is slowing. In the United States, physical sales are down 2.3% year to date,
while physical and digital sales combined are up 2%.

Exhibit 16: U.S. Weekly Physical Sales
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Exhibit 17: U.S. Weekly Physical and Digital Equivalent Sales
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In Japan, physical sales are up year to date despite a continued surge in digital sales.
Given the hit driven nature of the music business, we are cautious in extrapolating these
trends for the full year. However, our forecasts for 2006 assume a moderation in the
rate of decline of physical sales and continued (though moderating) growth in digital.
This underpins our estimate for modest overall industry growth in 2006 following the
declines of 2005. Looking forward to 2007 and beyond, we have assumed the decline in
physical sales moderates in the minus 3-4% range. Combined with digital growth, we
. expect overall industry revenues to grow in the 2% range.
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YE Dec _ 2001 2002 2003 204 2005 2006F 2007F 2008F 2009F
Physioal Units Shipped (M)

us 954 855 790 810 748 722 697 672 649
Japan 305 275 260 266 251 251 241 231 223
UK 251 248 189 194 189 179 hKal 164 159
Germany 226 215 184 181 179 170 162 156 150
France 149 153 139 127 136 129 123 19 114
Australia 58 57 B 48 37 35 33 a2 N
Canada 65 61 59 &0 &1 58 55 53 51
ttaly 46 50 4 a8 35 33 31 30 29
Spain b0 65 46 8 33 32 30 29 28
Netheriands 34 38 3 30 25 24 23 22 21
Tap 10 countries 2,166 Z,011 778 1,781 1,693 1,632 1,568 1,508 1,455
Rast of Warld 581 902 992 975 526 879 840 798 770,
World 3147 2,913 2,763 2,756 2519 2,512 2,407 2,306 2,225
Retail Sales (USDM)

us 13,739 12,609 11,848 12,153 11,188 10,797 10,419 10,054 9,702
Japan 5,680 5,001 4910 5,168 4,969 4,969 4770 4,579 4419
UK 2,876 2,036 3,216 3,509 3327 3161 3018 2,898 2,796
Germany 2,149 2,053 2,022 2,149 2,144 2,037 1,045 1,867 1,802
France 1,892 2,070 2418 1,679 1,942 1,845 1,762 1,691 1,632
Australia 538 532 674 717 662 629 801 577 556
Canada 687 21 676 694 706 71 641 615 593
Italy 531 565 645 653 641 609 582 559 539
Spain 620 551 506 573 555 527 504 483 466
Nethetlands 445 440 499 508 422 401 383 368 368
Top 10 countries 29,187 27,378 27.199 28,102 26,557 25,645 34,624 23,601 22,862
Rest of World 5,325 4,849 4813 5512 4,873 4,678 4,514 433 4,225
Total Physical Seies 492 32,778 2,012 ] 31,430 30,324 25,130 28,025 27,068
Digital Sales NA NA _NA 709 2,026 3,800 5.757 7.854 9,797
Global Sales 34,452 32,228 =02 34,323 33,456 34,132 34,898 35,079 36,504
Digited a % of total 21% 6.1% 11.2% 16.5% 21.9% 26.6%
Wholesale Sales (USDm)

Physical 21,730 20,304 20,188 21,0m 19,652 19,104 18,357 17,656 17,065
Dighal NA NA NA 397 1,143 2,141 3,221 4,385 5471
Total Industry 21,730 20,304 20,168 21,468 20,795 21,248 21,578 22,041 22,536
Digital a5 % of fotal 1.8% 5.5% 10.1% 14.9% 19.9% 24.5%
% ohange

Physical Units Shipped (M)

ug 7.8% -10.4% 27% 2.6% -76% -35% 3.5% 3.5% -3.5%
Japan 8.2% 9.9% -5.3% 1.8% 1.8% 0.0% -4.0% 4.0% -35%
UK 5.1% -0.9% -24.1% 3.0% -2.7% «5,0% -4.5% ~4.0% -3.5%
Germany ~7.8% -4, 7% -14.5% -1.4% -1.4% -5.0% -4.5% -4.0% -3.5%
France 10.6% 3.0% B.1% -9.1% 7.5% -5.0% 4, 5% -4.0% -3.5%
Australia 14.5% 29% 10.4% 8% -22.9% -5.0% -4.5% -4.0% 3.5%
Canada -8.2% -5.3% -4,2% 2% 0.7% =5.0% -4.5% -&4.0% -3.5%
haty -8.4% 8.1% 14.6% 11.5% -8.4% 5.0% -4.5% 4.0% -3.5%
Spain 2.1% -17.6% 29.2% -17.1% ~13.4% -5.0% -4, 5% -4.0% -3.5%
Nathatlands -6.1% £.7% -1.8% 4. 2% =15.0% -5.0% -4.5% -4.0% -3.5%
Top 10 couninies 45% 7.2% 10.9% 5% 25% a.6% 0% 38% 35%
Rest of World 13.7% -8.0% 95% 1.7% -5.0% -5.0% 4.5% -3.0% -3.5%
World 7.6% 4% 25% 1.0% 0% 1% 22% 2.2% 5%
Retall Sales

us 22% 2% 6.0% 2.6% 7.5% -3.5% -3.5% -3.5% -35%
Japan 13.0% 12.1% 1.8% 5.3% -3.6% 0.0% -4.0% 4.0% -35%
UK 1.7% 21% 9.5% 9.1% 5.2% -5.0% -4,5% -4.0% -3.5%
Germany 1.0% 45% 1.5% 8.3% 0.2% -5.0% 4.5% 4.0% -3.5%
France 10.2% 9.4% 2.2% B.4% 15% -5.0% 4.5% -4.0% -35%
Australia -4,1% 1% 26.6% 8.4% 7.6% 5.0% -4.5% 4.0% -3.5%
Canada 9.5% 0.6% 8.8% 2.6% 1.8% 5.0% 4.5% 4.0% -3.5%
Haly 10.2% 6.3% 14.1% 12% AT% 5.0% 4.5% -4.0% -3.5%
Spain -0.8% =11.2% 81% -3.8% =3.1% -5.0% 4,5% -4.0% =3.5%
Netheriands 1.9% 1.3% 133% 1.8% 16.8% 5.0% -4.5% 4.0% -3.5%
Top 10 countries 45% 5% D.7% 33% 5.5% 4% 4.0% 6% 5%
Rest of World 16.9% 5.9% 0.7% 14.5% 11.6% -4.0% -3.5% -4.0% -2.5%
Total Physical Sales 6.6% 56% 7% 5.0% 5% 35% 3.5% B8% 33%
Digital Sales NM_ NM NM NM 185.6% 88.0% 51.1% 36.4% 24.7%
Globai Sales 5.6% 5.6% 7% 72% 25% 2.0% 2.2% 2.6% 5%
Wholesale Sales

Physical 6.6% £6% 0.7% 45% 6.7% 28% -3.9% -3.8% -33%
Dighal NM NM NM NM___ 188.0% 87.3% 504% 36.1% 24.8%
Total Industry 8.5% +6.6% 7% 6.4% 31% 2% 1.5% 2.1% 2.2%

Source: IFPI, RIAA, RIAJ, Company data, Credit Suisse estimates.
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Music Publishing

We are positive on the prospects for music publishing. In general we anticipate stronger
growth coming from:

» More efficient collection of royalties. The collection agencies, many of which have
enjoyed a de facto monopolistic position in their particular territories, are improving
their operational effectiveness and efficiency, largely precipitated by anti-trust
pressures. Likewise, the music publishers themselves are investing in IT systems to
improve collection efficiency. The publishers’ increased representation on society
boards is facilitating this.

» Morae rigorous collection of royalties. Music publishers are becoming more rigorous in
auditing licenses and in legally enforcing the collection of royalties, particularly in
lesser-developed countries from a copyright perspective where Intellectual Property
protection laws are steadily improving.

» Quicker collection of royalties. With greater efficiency comes quicker collection, faster
distribution from the collection agencies and improved working capital management.

» Mora revenue streams. Publishers are taking advantage of new products and formats
(e.g., DVDs, dual discs, enhanced content discs, video on demand), technologies and
media channels, and also new territories such as in South East Asia (including China),
where synchronization is especially strong, and in Central and Eastern Europe.

One negative trend to highlight is the adverse margin mix effect as the older, more
favorable deals negotiated by the music publishers get replaced by newer, shorter deals
with economics relatively more in favor of the artist.

In respect of the growth by subdivision of music publishing, we anticipate the following:

» Mechanical (derived from the sale of recorded music). These royalties are naturally
dependent on physical sales and digital downloads, which taken together we believe
are seeing a slowdown in the rate of decline and an imminent move into positive
territory. Growth should be helped by new income tracking initiatives,

* Performance (revenues derived when a song is performed live on stage, played in a
bar or other public venue, or broadcast on the radio or TV)—growth will be driven by
chart success on songs, radio; by TV digital fragmentation, and commercialization
{which increases the number of radio channels, which, in turn, increases the royalties
receivable); by rate negotiations with cable and radio (e.g., negotiating a share in the
new evolving satellite radio subscription models in the United States); and by the
growth in general from ring tones and ring tunes,

« Synchronization (revenue generated by the use of songs in audiovisual works e.g.,
adverts, TV, radio, fiims, games, and mobile phones)—growth should be accentuated
by better and more proactive marketing to advertisers, TV producers, computer
games manufacturers, film makers, together with the development of Internet-snabled
music catalogues to facilitate the process of buying rights and lowering its costs.

¢ Other. Higher print music sales as music tuition and instruments become more
affordable, slightly offset by a move toward online purchases of single-track sheet
music.
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An illustration of the split of royalties by subdivision and of the growth generated in
2005-06 by royalty type for EMI is set out in Figure 19:

Figure 19: EMI Music Publishing—Analysis of Revenue

at constant currency, £ in millions

FY 04005 % FY 05108 % Change
Mechanical 179.7 44.8% 185.4 45.1% 3.2%
Performance 108.0 27.0% 111.7 27.2% 3.4%
Synchronization 67.2 16.8% 70.8 17.2% 5.4%
Other 45.8 11.4% 43.2 10.5% -5.7%
Totat 400.7 100% 4111 100% 2.6%
Sourca: EMI Group.
e
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Market Share trends

Recorded Music

Following the formation of the Sony and BMG joint venture, the global music industry
has become highly rationalized. The industry’s two largest players are Universal and
Sony BMG, with Warner and EMI achieving considerably smaller shares. Speculation
has long abounded about a merger between EMI and Warner to create an equai-size
player to Sony BMG and Universal.

Exhibit 20: Music Industry Market Shares

Sony BMG
20%

Independent
28%

EMI
14%

Warner Music
12%

Universal
26%

Source: IFPI, Credit Suisse eslimates

While the market shares of Warner and EMI have remained relatively constant, the
combined Sony BMG (which were separate until August 2004) has recorded the most
significant decline over the past five years, with Universal and Independents the major
beneficiaries. Sony BMG's market share is likely falling due to issues associated with its
restructuring program, and cutbacks in A&R spending, as well as from the integration of
the two businesses.
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Exhibit 21: Music Industry Market Share Trends
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Source: IFPI, Credit Suisse estimates

Music Publishing

Market shares for the music publishing business differ markedly from the recorded
music business. The industry is considerably more fragmented, reflecting a greater
share of independents as well as separate music publishing businesses of Sony and
BMG. EMI and Warner Music have the largest shares of the Majors, despite having

smaller shares of recorded music.

Exhibit 22: Music Publishing Market Shares

Independent
31%

Sony
7%

BMG
13%

EMI
20%

Universal
13%

Source: Company data.

Due to the size of the combined EMI and Warner music publishing businesses, our view
is that any merger of the recorded music businesses would require divestment of a
substantial part or all of one of the music publishing businesses.
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. Music Industry Margin Potential

While revenue trends for the industry potentially still remain challenging, the industry-
wide cost restructuring has already yielded margin opportunities in the sector, with
potentially more to come. As highlighted in Exhibit 23, the industry has already
undertaken, or committed to very substantial cost reductions, which we expect to
underpin earnings growth in the short term.

Exhibit 23: Music Industry Annual Cost Reductions Achieved to date

US$ in millions
Sony BMG 300
EMI 270
Universal Music 468
Warner Music 250
Industry 1288

Source: Company data, Credit Suisse estimates.

As evidence of the industry’s concerted attack on costs, EMI has just announced a third
restructuring plan, following on from its £100 million savings plan announced in 2002
and £50 million program in 2005. The latest initiative, affecting all regions (particularly
Japan) and both divisions, targets £10 million of (achieved) savings in 2006-07, with the
full £30 million run-rate achieved by end 2007-08. EMI stated that the £60 million cash
cost of achieving these savings would be more than offset by proceeds from property
disposals.

. Currently the industry is experiencing very wide margin disparity (as highlighted in
Exhibit 24) with Universal’s industry-leading EBITDA margin of 15.5% contrasting with
Sony BMG's 11.8%. We believe this is partially due to the timing of companywide
restructuring being undertaken by the companies. We expect the benefits of cost
restructuring to provide the most meaningful short-term support 1o industry margin
growth. Other issues we see relevant to the longer-term margin opportunity for the
industry are discussed below.

N
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. Exhibit 24: Global Music Company Margins
US$ in millions, unless otherwise stated

YE 2003 2004 2005 2006F 2007F 2008F 2009F
Revenue (US$M)
Bertelsmann Dac 3,067 3,166 NA NA NA NA NA
Sony Mar 3,826 3,897 2,317 NA NA NA NA
Sony BMG Mar NA NA 3,258 4,283 4,262 4,262 4304
EMI Mar 3,361 3,581 3,693 3712 3,774 3,840 3,930
Universal Music Dec 5,625 6,201 6,080 6,141 6,264 6,389 6,517
Warner Music Nov/Sept 3,376 3,437 3,502 3,632 3,633 3,740 3850
Group Total 19,255 20,283 18,850 17,668 17,933 18,231 18,600
Revenue Growth
Bertelsmann 19.8% 3.2% NA NA NA NA NA
Sony -25.6% 1.9% NA NA NA NA NA
Sony BMG NA NA NA NA -0.5% 0.0% 1.0%
EMI -4.1% 6.6% 31% 0.5% 1.7% 1.7% 2.3%
Universal Music -5.0% 10.2% -2.0% 1.0% 2.0% 2.0% 2.0%
Warner Music 2.6% 1.8% 1.9% 0.9% 29% 2.9% 2.9%
Group Total -8.7% 5.3% -7.1% -6.3% 1.5% 1.7% 2.0%
EBITDA (US$M)
Bertelsmann 295 288 NA NA NA NA NA
Sony -68 90 170 NA NA NA NA
Sony BMG NA NA 384 556 589 589 609
EMI 459 480 459 493 543 587 612
Universal Music 495 950 944 1,075 1,127 1,150 1,173
Warner Music 236 373 486 497 541 592 641
. Group Total 1,418 2,181 2,424 2,620 2,800 2,918 3,035
EBITDA Growth
Sony BMG NA NA NA NA 5.9% 0.0% 3.4%
EMI 32.3% 4.6% -4.3% 7.2% 10.1% 8.2% 4.3%
Universal Music -45.3% NM.7% «0.6% 13.8% 4.9% 2.0% 2.0%
Warner Music 16.8% 58.1% 24.9% 6.7% 8.9% 9.4% 8.3%
Group Total -29.6% 53.8% 11.1% 8.1% 6.9% 4.2% 4.0%
EBITDA Margin
Bertelsmann 9.6% 9.1% NA NA NA NA NA
Sony -1.8% 2.3% 7.3% NA NA NA NA
Sony BMG NA NA 11.8% 13.0% 13.8% 13.8% 14.1%
EMI 13.7% 13.4% 12.4% 13.3% 14.4% 15.3% 15.6%
Universal Music 8.8% 15.3% 15.5% 17.5% 18.0% 18.0% 18.0%
Warner Music 7.0% 10.9% 13.3% 14.1% 14.9% 15.8% 16.6%
Group Total 74% 10.8% 12.9% 14.8% 15.6% 16.0% 16.3%

Source: Company data, Credit Suisse estimates. EBITDA is before restructuring charges. Sony BMG in March 2005 is for seven months only.

Recorded Music and Music Publishing

The margin disparity above is also attributable to the mix of Recorded music and music
publishing businesses which operate with substantial margin differentials as highlighted
in Figure 25. Music publishing averages a 23% margin compared with 12.6% for
racorded music.
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Figure 25: Recorded Music versus Music Publishing Margins

in USD millions, unless otherwise stated
USDm YE 2003 2004 2005 2006F 2007F 2008F 2009F
L gy
RECORDED MUSIC
Revenue
EMI March 2,741 2,910 2,954 2,962 3,007 3,052 3,114
Sony BMG March NA NA 3,258 4,283 4,262 4,262 4,304
Universal Music December 5,256 5,786 5,646 5711 5,825 5,942 6,061
Warner Music September 2,839 2,859 2,924 2,997 3,075 3,160 3,251
Total 10,836 11,555 14,783 15,954 16,169 16,415 16,730
EBITDA
EMI 287 296 268 294 339 380 396
Sony BMG NA NA 384 556 589 589 609
Universal Music 403 846 836 967 1018 1038 1059
Warner Music 135 245 355 390 429 473 517
Total 825 1386 1842 2208 2375 2480 2581
EBITDA Margin
EMI 10.5% 10.2% 9.1% 9.9% 11.3% 12.5% 12.7%
Sony BMG NA NA 11.8% 13.0% 13.8% 13.8% 14.1%
Universal Music 7.7% 14.6% 14.8% 16.9% 17.5% 17.5% 17.5%
Warner Music 4.7% 8.6% 12.1% 13.0% 13.9% 15.0% 15.9%
Total 7.6% 12.0% 12.5% 13.8% 14.7% 15.1% 15.4%
MUSIC PUBLISHING
Revenue
EMI 620 672 738 749 767 789 816
Universal Music 369 415 434 430 438 447 456
Warner Music 563 652 607 565 587 611 630
Total 1,552 1,639 1,779 1,744 1,793 1,847 1,902
EBITDA
EMI 171 185 192 198 203 207 216
Universal Music 92 104 108 107 110 112 114
Warner Music 102 127 111 114 119 126 132
Total 365 415 411 419 432 445 461
EBITDA Margin
EMI 27.7% 27.5% 26.0% 26.4% 26.5% 26.2% 26.5%
Universal Music 25.0% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0%
Warner Music 18.1% 22.9% 18.2% 20.1% 20.3% 20.7% 20.9%
Total 23.5% 25.3% 23.1% 24.0% 24.1% 24.1% 24.3%

Source: Cornpany data, Credit Suisse estimates. Note: Corporate overheads allocated to each division for WMG. EMI depreciation & amortization
allocated to each division in proportion to revenue. Universal recorded music revenues are disclosed; EBITDA is based on estimated margins.

Theoretically, therefore, music companies with large publishing exposure should be
experiencing higher group marging than those with low publishing exposure given that
this is a higher margin business. As we highlight in Exhibit 26, however, Universal has a
low publishing exposure relative to Warner and EMI, and yet is achieving overall group
margins that are noticeably higher. This suggests to us that economies of scale are
meaningful in the business, as Universal, as the largest player is achieving the highest
margins in the industry despite its low publishing exposure.
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. Exhibit 26: Recorded Music versus Publishing Revenue Splits (Fiscal 2005)
Recorded Publishing
Warner Music 85% 15%
EMI 80% 20%
Universal 93% 7%
Sony BMG 100% 0%

Source: Company data, Cradit Suisse estimates.

Digltal

We believe a potential margin opportunity for the industry comes from the growth in
digital sales as a proportion of total music revenues. This upside has been referred to by
the management teams of UMG, WMG and EMI. Despite lower wholesale margins for
digital than physical sales (as discussed in the digital section of this report), we see two
reasons why digital revenue can contribute to margin expansion as digital revenue
increases, by our estimates, from 5% of industry sales in 2005 to 24% in 2009;

« Digital margins benefit from the absence of manufacturing and distribution costs and
returns despite the higher royalties paid to artists.

» Digital sales are generated more from catalogue (two-thirds of sales) rather than
physical sales which are more frontline and, therefore, requires lower marketing and
advertising cost.

Conclusion

. Our estimates assume that average music company EBITDA margins can expand from

the 12.9% achieved in 2005 to 16.3% in 2009. The benefits of industry restructuring,
together with favorable digital economics are expected to compensate for the modest
revenue growth we forecast for the industry.

32 CREDIT SU]SSE*



Global Music Industry

19 June 2006

Merger Opportunities

Warner Music and EMI have twice previously been on the verge of merging. First in
2000 when European Union competition concerns saw a transaction fall apart, and
second in 2003 when a private consortium headed by current chairman and CEO, Mr.
Edgar Bronfman, purchased the business from Time Warner. Merger synergies in each
case were estimated at $300-400 million. (Cost savings estimated from the combined
Sony BMG were around $300 million). As indicated earlier, cost benefits from
restructuring have supported margin growth across the music industry despite revenue
pressures. A third attempt recently faltered when WMG rejected a $28.50 per share bid
from EMI. We believe the cost benefits of a merged entity remain compelling and outline
the cost opportunities as well as other issues pertinent to a merger below.

Cost Reduction Potential

We believe estimates of cost reduction potential for a potentially combined Warner-EM!
need to take into account the significant cost restructuring that has been undertaken by
the two companies individually over the past two years. The $300-400 million cost
opportunity cited in the past is not all still available. We have compared a profile of a
combined EMI-Warner group with that of Universal in Exhibit 27. It highlights that on the
basis of 2005 revenues and market shares, a combined Warner-EMI would have similar
shares of the recorded music market.

Exhibit 27: Comparison of EMI-Warner with Unlversal

12 months to March 2008 2006 EM)-Warner Dec 05
— EMI Warner Combined Universal
ussm

Recorded Music Revenue 3,060 2,959 6,019 5,748
Operating costs 2,756 2,580 5,336 4,895
EBITDA 304 379 683 851
£M

Recorded Music Revenue 1,660 1,605 3,265 3,117
Operating costs 1,495 1,399 2,894 2,656
EBITDA 165 206 an 461
Margin 9.9% 12.8% 1.4% 14.8%
Costs as % of revenues 90.1% 87.2% 88.6% 85.2%

Source: Company data, Credit Suisse estimates.

In assessing the cost reduction potential at EMI-Warner, we highlight the margin
differential with Universal. It is difficult to quantify exactly how much of this differential is
due to management ability and how much is due to the benefits of economies of scale.
To the extent that it is the latter, it is conceivable that the scale of a combined EMI-
Warner group could achieve a similar leve! of margin. We have looked at four scenarios
to determine the potential benefit to that could accrue to the two companies in Exhibit
28.

« First, we have assumed that the combined group is able to achieve a margin at the
level that WMG has achieved in the 12 months to March 2006. This yields annual pre-
tax cost savings of $88 million/£48 million.
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« Second, we have assumed that the combined group can close half the gap to the
margin that Universal currently enjoys, with annual pre-tax cost savings of $108
million/£59 million.

« Third, we have assumed the combined group can achieve Universal’s margin for the
12 months to December 2005. This would yield pre-tax benefits of $208 million/£113
million.

« Fourth, we have assumed that the combined group can achieve our forecast of
Universal's margin for the 12 months to December 2006F. This would yield pre-tax
benefits of $336 miltion/2182 million.

In our analysis in Figure 30 and Figure 31 we have assumed an outcome between
scenarios three and four, with annual cost savings assumed of $230 million/£125
million, or approximately 4% of the combined cost base of the two companies.

Exhibit 28: Warner-EM! Cost Restructuring Scenarios

Halfway to Universal At Univarsal At Universal
_H__oeordod Music Costs At Warmer lavel Margin Dec 06 Margin Dec 05 Margin Dec 0GF
UsS$m
Qperating costs 5248 5,228 §,128 5,000
Cost savings potential 88 108 208 336
£M
Operating costs 2,846 2,836 2,782 2,712
Cost savings potential 48 59 113 182
Warner-EMI £EBITDA margin 12.8% 13.2% 14.8% 16.9%
Cost savings as % total costs 1.7% 2.0% 3.9% 6.3%

Source: Company data, Credit Suisse estimaies.

Who buys whom?

The first move in a potential EMI/Warner combination has been made by EMI and the
structure of WMG's share register suggests that it is more likely to be acquired than be
an acquirer should the private equity holders achieve an acceptable return. In addition,
the highly leveraged nature of its balance sheet limits its financial flexibility.

Exhibit 29: EMI and Warner Debt/Market Capltalization

YE Mar-06 Mar-06 EMI-Warner
EMI Warner Combined
$M
Market Capitalization 4,377 4,026 8,404
Net Debt 1,632 1,884 3,516
Enterprise value 6,009 5,910 11,920
£M
Market Capitalization 2,363 2173 4,535
Net Debt 881 1,017 1,897
Enterprise value 3,243 3,190 6,433
Debt/Market Capitalization 37.3% 46.8% 41.8%

Source: Company data, Credit Suisse estimates.

However it is not impossible that WMG becomes the motivator of any potential
transaction. We have examined the two scenarios below.
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EMI bid for WMG
We have modeled EMI bidding for WMG in Figure 30. We have assumed

1. A $30 purchase price;

2. $232 million (£125 million) p.a of cost savings and $377 million of restructuring
costs—our savings are around 4% of the combined cost base, achievable, in
our view, given the substantial cost duplication. Some industry estimates
assume $371 million (£200 million) or 6% of the combined cost base. We ignore
any revenue synergies that may arise;

3. The Warner Chappell music publishing business is sold to meet regulatory
requirements for a price of 12.5 times EBITDA. Given the strong demand for
music publishing assets from private equity and from trade players such as
Universal, and the business’s capability to take on significant leverage, this
multiple may be too conservative;

4. Net debt/EBITDA of 3 times. Given the additional EBITDA generated by cost
savings, there should be scope to take on additional debt but still remain within
this threshold. The balance is financed by the issue of new EM! shares—we
assume via a placing at a 10% discount, again conservative if the vendors
accept EMI stock directly for their shares;

5. A combined tax rate of 30%—conservative given EMI's current 23% rate, the
tax loss carryforwards at WMG, and its tax deductible amortization of
intangibles.

On this conservative basis, the deal would be 18% accretive to EMI's earnings onhe year
after the merger is completed. if debt/EBITDA could be stretched to 4 times, the positive
accretion would stretch to 28%. The biggest sensitivity is our cost savings assumption—
if we increased this to $370 million (£200 million) p.a., the accretion would be 46% on 3
times debt/EBITDA and 65% on 4 times. This accretion is substantial and can best be
explained by :

1 The significant improvement in EBITDA from cost savings ($230
million/2125 million) is over 50% of the current EBITDA generated by
WMG's recorded music business;

2 The corresponding additional debt that can be raised at a lower
average cost of capital; and

3 The disposal of the publishing business for a price that is significant
relative to WMG’s market capitalization. In fact, the incremental
EBITDA multiple payable for WMG, after disposing of its publishing
business and after $230 million (£125 million) p.a. of cost savings is just
8.0 times, well below EMI's 10.5 and WMG’s current 11.2 multiple.

WMG bid for EMI

We regard this as a far less likely scenario than a further EMI bid for WMG given the
dominance on WMG's register of private equity interests. However, we have modeled a
WMG bid for EMI with a similar set of assumptions. We have assumed a £3.41 offer
price, a 25% premium to the current market price. We have made the same
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assumptions on cost savings and restructuring costs as in the EMI acquisition case, and
. assumed the sale of the EMI music publishing business for 12.5 times EBITDA. We
have also assumed that equity would be raised at a 10% discount to the current market
price. At a 3 times debVEBITDA muitiple, such a transaction would be 25% accretive to
WMG, and at 4 times debt/EBITDA, 32% accretive one year from acquisition.

\ }
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Figure 30: EMI Bids for Warner
e uss uss £ £
BALANCE SHEET ANALYSIS
WMG share price - assumed offer $30.00
WMG outstanding shares fully diluted 1507
Market Cap at offer price 4,522 2,441
WMG Net Debt (March 2006) 1.884 1,017
WMG Enterprise Value 6,406 3457
EMI share price £2.73
EMI outstanding sheres fully diluted 873
Market Cap 4,416 2,383
EMI Net Debt (March 2006) 1,832 a1
EM| Entarprise Valus 6,048 3,264
WMG & EMI Combined Dabt 3,516 1,808
Less : Sale of Warner Chappell -1,792 -967
Plus : Restructuring costs kral 200
WMG acquisition cost (debt financed) 4,522 2441
Giroup debt fully debt financed 6,617 3.671
WMG/EMI Group EBITDA 1,229 €63
Net debyEBITDA (full debt flnancing) 5.4x% 5.4x
Target Net Debt/EBITDA muitiple 3 4y 3x ax
Target Net Dabt 3,688 4,917 1,980 2,654
Adgditional Net Debt 2,085 3,285 1,108 1,773
ncremantal intereat Expense 164 263 89 142
Equity raquirad 2929 1700 1581 7
No. of new EMI sharee (10% discount to market) 643 373
WARNER CHAPPELL VALUATION
YE Sept 2006 EBITDA 143 77
@ 12.5x mwiltiple 1,702 967
EARNINGS ANALYSIS 2006 2007 2006 2007
WMG Revenue ety 3633 1,906 1,961
Less : Publishing 535 588 -289 -301
Ad} WMG Revenue 2,997 3,078 1,817 1,659
EMI Raventue 3,919 3,987 2,115 2,152
. WMG/EMi Revenue 6,015 7.062 3,732 3,811
WMG EBITDA 497 541 268 202
Less : Publighing 143 140 77 81
Ad| WMG EBITDA 354 392 191 211
EMI EBITDA 560 606 302 327
Savings 232 125
WMG/EMI EBITDA N3 1,229 493 663
EBITDA Margin 13.2% 17.4% 13.2% 17.4%
ACCRETION
Target Debt Levels 3x ax ax ax
Adj WMG EBITDA 392 392 21 211
Cost savings 232 282 125 125
Less : Interest expense -164 -263 -39 =142
Less tax @ 30% -138 -108 74 -58
Incremental Net Income a 252 173 136
EMI Qld Net Income 304 304 164 © 184
New EMI Net Income €25 556 337 300
New shares to be issued 643 a73
Total shares 1516 1246
New EMI EPS £0.22 £0.24
Previous EMI EPS £0.19 £0.19
Increage in EPS £0.03 £0.05
Increase in EPS % 18.3% 28.1%
Net Cost of WMG RM 4,614 2,490
Restructuring Costs an 200
Total Cost 4,984 2,690
WMG AM EBITDA 392 21
Cost Savings 23z 125
Total EEITDA 623 336
EV/EBITDA WMG RM 8.0x 8.04
Source: Company data, Credit Suisse astimates.
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Figure 31: WMG Bids for EMI

_ uss uss [ e
BALANCE SHEET ANALYSIS
WMG share price $26.71
WMG outstanding shares fully dituted 1850.7
Market Cap at offer price 4,026 2173
WMG Net Dabt (March 2008} 1,884 1,017
WMG Enterpriae Valua 5910 3,180
EM share price - assumed offer 341
EM! outstanding shares fully diluted 873
Market Cap 5,520 2,979
EMI Net Dabt (March 2008) 1,632 881
EMI Enlerprize Valua 7,152 3,860
WMG & EMI Combined Dabt 3,516 1,808
Leag : Sale of EMI Publishing -2,426 -1,309
Plus : Restructuring costs an 200
EMI acquisition cost (dabt financed) 5,520 2979
Group dabt fully debt tinanced 6,981 3,768
WMG/EMI Group EBITDA 1,181 637
Mot debVEBITDA (full debt financing) 5.9% 5.8x
Target Net DebVEBITDA multiple 3x L} 3x ax
Target Net Debt 3,542 4,723 1912 2,549
Additional Net Debt 1,658 2,839 895 1,532
Inzremental Interest Expensa 133 227 72 123
Equity required 3439 2258 1856 1219
No. of naw WMQ shares (10% discount to market) 143 94
EMI PUBLISHING VALUATION
YE Sept 2006 EBITDA 194 105
@ 12.5x muitiple 2,426 1.309
EARNINGS ANALYSIS 2006 2007 2006 2007
WMG Reverue 4532 3633 1,806 1,961
EMI Revenua 3me 3.987 2,115 2152
Lass : Publishing 173 794 -417 429
Adj EMI Revenue 3,146 3193 1,698 1,723
WMG/EMI Revenue 6,678 8,626 3.604 3,684
WME EBITDA 497 541 268 292
EMI EBITDA 560 606 302 387
Less : Publishing -194 -198 -105 -107
Adj EM! EBITDA 366 408 197 220
Bavings 232 125
WMG/EM] EBITDA 863 1181 466 €37
EBITDA Margin 12.9% 17.3% 12.9% 17.3%
ACCRETION
Target Debt Levels 3x ax ax ax
Adj EMI EBITDA 366 366 197 197
Cost savings 232 232 125 125
Less : Interest expanse -133 227 72 -123
Less tax @ 30% -138 =111 -75 80
Incremantal Net Income 325 258 175 140
WMG Old Net incoma 226 228 123 123
New WG Nat Income 553 487 299 263
New shares to be issued 143 94
Total shares 204 245
New WMG EPS §1.88 $1.99
Pravious WMG EPS $1.51 $1.51
Increase in EPS $0.37 $0.48
increase in EPS % 24.6% 3.8%
Net Cost of EMI RM 4,727 2,551
Restructuring Costs an 200
Total Cost 5,007 2,751
EMI RM EBITDA 408 220
Cost Savings 232 125
Totat EBITDA 640 345
EV/EBITDA EMI RM 8.0x B8.0x

Source: Company data, Credit Suisse estimates.
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Regulatory issues

The fact that the European Union allowed the Sony BMG 50/50 joint venture to proceed
without any particularly onerous conditions may suggest the regulatory concerns, which
prevented the EMI-Warner merger in 2000 have dissipated. Our discussions with an
expert in competition law indicate that the authorities do not have to show the resulting
combination would be dominant, just that it would lessen competition, First, aithough
reducing the number of players from four to three may seem like it is decreasing
competition, in fact, it may actually have the opposite effect by creating three giants to
battle each other in the industry. The anticompetition argument may lose some validity
as the market share of independents has actually increased over the five-year period,
suggesting that consolidation has not had a negative effect on their competitive
standing.

Exhibit 32: Music industry Shares—2000 Exhibit 33: Muslc Industry Shares post
EMI/Warner Merger—2005

Source; IFPI. Source: IFPI,

Second, to disallow an EMI/Warner merger after allowing a Sony BMG combination
would appear inconsistent. Finally, the European Union seems less likely to block deals
than before, given its recent history. We do, however, believe that only the recorded
music businesses could be merged and not the music publishing businesses, given the
potential dominance of an EMI/Warner combination, representing the number 1 and 2
players in the industry. We do not see a required sale of WMG’s publishing business as
a barrier to a merger given the publicly stated desire of Universal to expand in that area
and the appetite of private equity investors.

39 CREDITSUISSE\



Global Music industry

19 June 2006

Exhibit 35: Music Industry Shares post
EMU/Warner merger—2005

Exhibit 34: Music Publishing Shares—2004

Gony Gany
i Ey

Wamar Musk:
16%

Univaraal

1¥%

Source: Universal Music. Source: Universal Music.
Management issues

We believe management a key issue in assessing a combination of WMG and EMI. As
highlighted in Exhibit 36, the WMG register is dominated by private equity investors,
presumably willing to crystallize a profit on their investment.

Exhibit 36: WMG Share Register

Shares (M) %
Thomas H Lee 565.6 37.4%
Bain Capital Investors 24.1 16.2%
Music Capital (Bronfrnan) 14.2 9.6%
Providence Group 12.9 8.7%
Total 106.7 71.9%

Sourca: Company data, Credit Suisse estimates.

However, it does not necessarily follow that WMG management has the same short-
term agenda. Without a desire by management to cash out of the business rather than
manage it, the combined Warner-EMI would be at risk of significant management
disruption and a negative impact on the business as has arguably been the case with
Sony BMG.
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EBITDA Muitiple

We have compared the four major music companies in terms of valuation. Warner

Music and EMI are the only two pure listed plays, with Universal contributing

approximately 20% of the value of Vivendi Universal and Sony BMG contributing less
than 5% to the value of Sony. The latter two have been included for comparative

purposes.

Exhibit 37: Music Company EBITDA Muiltiple and PE multiple Comparison

Stock EMI Warner Vivendi Sony
“Fiscal Year End March Sept Dec March
Currency M UssM o™ ¥ Billions
Music exposure 100% 100% 20% of = 5%of
valuation valuation
Shars price £2.73 %26.71 £ 26.80 ¥4.840
Shares outstanding (M) 874 151 1154 1046
Market Capitalization 2,386 4,025 30914 5,063
Latest Net Debt 880 1,952 3,869 =102
Adjustments -150 -281 -8899 0
Adjusted Enterprise Value (local) 3116 5,696 25,664 4,961
Adjusted Enterprise Value (US$m) 5,774 5,696 32,731 43,256
EBITDA (calendarized)
2005 269 472 3,321 487
2006E 297 507 3,642 560
2007E a3 553 3,844 614
EV/EBITDA Multiple (x)
2005 11.6 121 7.8 10.2
2006E 10.5 1.2 71 8.9
2007E 9.6 10.3 6.7 8.1
EPS (calendarized)
2005 0.15 1.30 1.38 158.0
2006E 017 1.37 1.55 47.0
2007E 0.19 1.54 1.70 204.0
PE (x)
2005 18.2 208 18.7 30.6
2006E 16.3 19.5 17.3 103.0
2007E 14.4 174 158 237

Source; Company data, Credit Suisse estimates, Bloomberg. Earnings data are calendarized for EMI, WMG,
and Vivendi. Sony is March year-end and has limited comparability due to limited music exposure.

The multiples of EMI and Warner have both expanded, reflecting some elements of

takeover speculation.
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Exhibit 38: EMI and Warner Share Price Performance
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Source: Bloomberg.

Tax assets and other adjustments to Enterprise Value

EMI enjoys a lower-than-average tax rate because of losses brought forward in certain
tax jurisdictions. For example, in 2005-06 its rate was just 17.6%, helped by a better use
of tax losses and a lower tax liability settlement. Management confirmed this rate would
revert to 22% in 2006-07, with a 25% rate in the medium term. Simplistically, we value
EMI's tax asset as being the NPV of the differential between our foracast rate and a
normalized blended rate of, about 33% over the next five years. This equates to £81
million.

We make two other adjustments to derive EMI's Enterprise Value. First, we deduct
£70m in respect of our estimate of the capitalised value of the minority interests, namely
the 45% interest held by Toshiba in Toshiba-EMI Ltd (Japan). In addition, we add back
£139m in respect of EMI's convertible bond, to be consistent with our hypothetically
assumption that the options to convert into 78.9m shares are exercised and included
within our 874m share base. The total adjustment amounts to £150m.

WMG enjoys a tax benefit on its deductible amortization in the order of $100 million per
annum over 15 years. On a NPV basis we value this asset at $275 million.

We incorporate these as adjustments in our EV/EBITDA multiples analysis above. For
the P/E ratio analysis we simply take as our denominator for EMI after actual cash tax
paid, on the grounds that this is reflective of sustainable earnings for some time to
come. For WMG, we normalize earnings by adding back the after-tax amortization
expense.

DCF Valuation

We have undenrtaken a discounted cash flow analysis of WMG, outlined in Exhibit 39.
We have assumed a terminal growth rate of 2.5% for WMG in-line with our cautious
view of longer-term overall industry growth. This delivers a valuation outcome modestly
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below the current share price. The sensitivity of this valuation approach to assumptions
on terminal growth are considerable, with an incremental 1% increase in the terminal
growth rate delivering valuation upside of close to 12%.

Exhibit 39: WMG DCF Valuation

Ettactiva Tax Rate 5% Current Share Price 3 w7t
Risk Fras Rate (10Y) 6.0% Markat Valus of Ectily ($m) 4,026
Borrowing Margin 3.0% Book Value of Dabt ($m) 1,668
Equity Risk Pravoium 5.2% After Tax Cost of Debt 524
Equity Beta 1.30 Recuired Equity Return 11.8%
Tarminal Growth Rate 26% WACC 26%
Termina EBITDA multiole 9.1 Waelghted Average Equivalent Shares 150.7
Year ending 30 Reptembar 2008F  2007F  2008F  ROOOF  B0WOF  R01IF  2012F 2013F 2014F  2015F  2016F  Tewningl
ERITDA 4873 1.0 5622 ene 8770 7.0 7325 764.0 780.7 8128 8322

Tamtion 174.0 1883 2073 2244 2509 247.4 2864 2639 2733 2845 2013

Increass in Working Gaphal 00 00 00 00 00 00 an 0.0 0.0 0.0 00

Operating Cash Fow 3232 316 3849 4187 40,0 4505 4764 480.1 5075 5284 5410

Capitat Expenditure 280 280 28,0 28,0 28.0 28,0 28.0 28.0 280 280 28,0

s Cash Fiow T2 F5T] T Y A O Y M 10 3481 [N 5795 0.4 LT WRE
Diacount Factor 0.7 089 081 074 087 082 056 0.5 0.47 043 0.8 036
BV of Cash Flows W15 w18 2693 2874 me 2656 2518 2087 2240 2133 1905 1865
PV of Cash Flows FY0G - FY16 2,870.4
PV of Tennina Cash Flow 2,622.4
Taw v EA4Z7
Leaa : Net debt -1,958
Add : PV of tax asnata 28
Net Assat Valis

Currant shara prica § 2671
Discount 6.5%

Source: Company data, Credit Suisse estimates, Bloomberg.

Conclusion

The valuation of EMI and WMG is not compelling on current earnings forecasts with
EBITDA multiples at a premium to entertainment companies. WMG's valuation on a
DCF basis is largely in-line with its current share price. However, as outlined in the
merger economics section of this report, earnings, and, therefore valuation prospects
would be significantly enhanced by a merger of the two companies.
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Companies

EMI
SWOT analysis

Strengths

« Strong and disciplined management. EMI was the first music Major to initiate a major
restructuring program back in 2002 when it undertook to cut costs by over £100
million per annum. This was followed in 2004 by a second wave of restructuring,
cutting a further £50 million p.a. from the cost base, and augmented by the more
recent £30m cost reduction programme.

» Leading music publishing business. EMI has the biggest music publishing catalogue
in the world, representing 20% of its group sales. Rival catalogues constitute a much
smaller proportion of sales. We prefer publishing to recorded music because of its
higher margins (about 25% versus 10%), lower volatility (owing to the diversification of
royalty sources), and higher growth potential (boosted by structural growth in
synchronization and performance royalties).

« Market share gain momentum: 2005/06 H1 saw EMI's market share increase from
12.5% to 13.1%, boosted by the success of Coldplay and Gorillaz new releases. This
13.1% share was sustained for the full year.

« Relative strength in UK and Ireland with around 19% market share.

Weakness

» Relative weakness in United States. (11% market share in 2005/06 H1 and in Japan
(just 8% market share in 2005/06 H1).

« Use of exceptional items: in the past four years EMI processed an average
operational exceptional charge of £108 million p.a. Although we withessed
unprecedented changes in the industry during this period, some investors might argue
a substantial “exceptional” charge (e.g., £100 miilion p.a.} should be built into the
underlying profit base.

» Below investment grade debt rating results in high cost of debt and reduces strategic
flexibility.

Opportunities

» Possible merger of recorded music business with Warner, with the resultant scale
benefits from increasing individual market shares from 12-13% to a combined 25%,
together with cost savings from the elimination of duplication of activities. We estimate
annual cost savings to be around £125 million p.a.

» Reduction of cost of debt from an underlying 8-9% (we estimate a fiscal 2006-07
interest charge of £87 million). The £5 million exceptional refinancing cost taken at the
interims heralded the start of this process, with management aiready forecasting
better rates for 2006/07.
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Threats

» Possible weakening of front list and artists’ roster from cost reduction (although
management argues strongly that A&R has become more efficient, rather than cut
back).

Assumptions underpinning earnings forecasts

We forecast EMI's Recorded Music revenue will grow by 1.5% this year (in 2005-06
growth was 3.7%, or 1.9% in constant currency), in-line with consensus expectations.

In its full-year results press release, EMI suggested, “the global recorded music industry
will return to growth in due course." it expects "declining physical sales" and strong
consumer demand for digital music. At its results presentation in May management said
the retumn to growth would happen "soon." In fact, Recorded Music CEO Alain Levy
suggested EMI's sales growth would be positive this year through a combination of
overall market growth and/or market share growth.

In support of this positive outlook, EMi's release schedule for this year looks quite
strong, with expected releases from Janet Jackson, Norah Jones, The Beatles, Joss
Stone, KT Tunstall, Hikaru Utada (important for Japan), Robbie Williams, and Chingy.
This may help to offset concerns that the revenue growth experienced of 1.9% (against
a market down 0.9%) in 2005-06 was a one-off, boosted by the Coldplay and Gorillaz
successes, and that EMI's share gain from 12.9% to 13.1% could not be sustained.
However, management does acknowledge that the year's sales should be more
second-half weighted given the difficult prior-year comparison with the Coldplay and
Gorillaz effect.

We forecast EMI's Music Publishing revenue will grow by 2.6% this year (in 2005-06
growth was 4.7%, or 2.6% in constant currency), broadly in-line with consensus
expectations. Our growth estimate reflects the fact that 45% of EMI's Music Publishing
revenues are linked to recorded music sales through mechanical royalties, with some
outperformance against our recorded music growth once more coming from
synchronization (which grew 5.4% in constant currency in 2005-06). EMI Music
Publishing expects to benefit from releases from artists such as Pharrell Williams, Pink,
Scissor Sisters, The Zutons, and Diddy.

Overall we forecast 1.7% revenue growth for the group. Given the operational leverage
of EMI, this translates into Group EBITA of £277 million, up 11%, again in-line with
consensus, Our forecasts also reflect EMI's £30 million cost-savings plan. This new
initiative, affecting all regions (particularly Japan) and both divisions, targets £10 million
of (achieved) savings in 2006-07, with the full £30 million run-rate achieved by end
2007-08. EMI has stated that the £60 million cash cost of achieving these savings would
be more than offset by proceeds from property disposals.

Wae forecast “Adjusted Profit Before Tax” (ABT) of £190 million, up 19% on 2005-06.
This is atter deducting a £87 million interest charge (under £90 million, according to
management), an underlying rate of interest of over 8%.

AN
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Exhibit 40: EMI Earnings Model
US$ in millions, unless otherwisé stated
Yie 31wt March 2004A 2005A 20064 2007E 2008E 2009E
REVENUE
Recorded music 1,723 1,601 1,660 1,685 1,710 1,745
% growth -2.9% 7% 3.7% 1.5% 1.5% 2.0%
digital sales 8 34 82 169 231 297
% growth 340% 173% 82% 37% 28%
% of total recorded music revenues 0.4% 21% 5.6% 10.0% 13.5% 17.0%
Music publishing 398 401 420 430 44 457
% growth -0.8% 0.7% 4.7% 2.6% 2.6% 3.5%
digital sales 7 13 20 a2 51 69
% growth 75.7% 51.5% 63.8% 57.2% 35.1%
% total music publishing revenues 3.2% 4.7% 7.5% 11.5% 15.0%
Total Group Revenues 2,121 2,001 20789 2,115 2,152 2,303
PERATING PROFIT
Total recorded music 147 126 145 170 193 202
% margin 8.8% 7.8% 8.7% 10.1% 11.3% 11.6%
% grawth 2.1% -14.9% 15.6% 17.2% 13.2% 5.1%
Total music publishing 102 100 105 107 109 12
% margin 25.6% 24.9% 25.1% 24.9% 24.7% 24.5%
% growth -1.5% 2.3% 5.8% 1.7% 1.7% 2.7%
Group Operating Profit (reported EBITA) 249 . 228 250 277 301 314
% margin 11.8% 11.2% 12.0% 13.1% 14.0% 14.3%
% growth -1.9% -0.7% 11.3% 10.7% 8.7% 4.2%
Goodwill 4) - . - . _
Amortisation music copyrights (47) (48) (50) (51) (52) (53)
% change 20% 2% 4% 2% 2% 2%
Amortisation 1) (48) (50) )] (52) (53)
Operating excaptional items (138) - 4.0 o - .
Total deductions (189) (48) 45.9) (51) (52) (53)
Group operating profit (EBIT) 60 177 205 26 280 261
% margin 2.8% 8.8% 9.8% 10.7% 11.6% 11.9%
% growth -67.8% 194.7% 15.5% 10.6% 10.2% A4.7%
EBITDA (excluding copyright am.) 284 249 276 304 329 343
% change -4.3% -12.4% 10.8% 10.1% 8.3% 4.2%
Share of operating profit . - - - - -
Assoclates (0.3) 1.1 1.0 - - -
Total operating profit 60 178 205.6 226 250 261
Losses on businesses disposed
Profit on disposal of fixed asset Invest / Other a7 (17.5) -
Non-operating exceptional items (17) (17.5) 4.7 - - -
Profit before finance charges 43 161 210 226 250 261
Net interest paid {96) (62) (©2) (87) (81) (&7
Joint ventura - all HMV interest - . - . o R
Finance charges (96) (62) (92) 87) (81} (67)
Profit before Tax (PBT) (53) ] 1181 139 168 184
% growth -117% -288% 19% 18% 21% 16%
Adjusted PBT 163 14 159.4 190 220 247
% growth -14% 13% 19% 16% 12%
Tax (20) (24) (28) (44) (53) (62)
Effactive rate -37% 24% 24% 23.3% 24% 25%
Profit before minorities (73) 75 90 95 115 132
Minority interests 1 1 4) (5} {6) [t4)
Net profit attributable to group (72) 76 86 90 109 128

Source: Company data, Credit Suisse estimates.
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Exhibit 41: EMI Valuation Data and Summary

US$ in millions, unless otherwise stated

YE March 2005A 2006A 2007 2008E

Currgint Stock Price fordhr Hating OUTPEREORM.:

My kot cap (miltions) a,_s&a.v Target Price £3.10 ;
Recorded Music 1,601 1,660 1,685 1710
Music Publishing 40 420 430 441

Total Consolldated Revenues 2,001 2,080 2,115 2,152

% Growth -5.6% 3.9% 1.7% 1.7%

Total Consolidated EBITDA 249 276 304 329
Growth (12.4%) 10.8% 10.1% 8.3%

Margin 12% 13% 14% 15%
EBITDA per share £0.29 £0.32 £0.35 £0.38
Operating income 177 205 226 250

Growth 194.7% 15.5% 10.6% 10.2%

Margin 8.8% 9.8% 10.7% 11.8%
After tax cash flow (net Inc. + D&A) 177 203 218 240

Growth (29.0%) 14.5% 7.6% 10.2%
ATCF Per share £0.20 £0.23 £0.25 £0.27

Growth (32.7%) 14.3% 7.6% 10.2%
Free cash tiow 42 50 128 152

Growth (67.2%) 19.2% 158.0% 18.3%
FCF per share £0.05 £0.06 £0.15 £0.17

Growth (68.9%) 19.0% 158.0% 18.3%

Cash 243 193 193 193

Debt 1,080 1,072 1,007 918

Minority interest -8 59 74 89

Net Debt 830 938 688 814

Earnings per share (pence) £0.131 £0.157 £0.171 £0.194

Growth -15.5% 19.9% 94% 13.4%
Shares outstanding 872.8 874.2 874.2 874.2
Current Multiples
— —_—

Price/Earmnings 20.9 17.4 15.9 131

Total Enterprise Value/EBITDA 123 1.5 10.3 9.3

Price/After tax cash flow 13.6 1.8 10.9 9.9

Price/Free cash flow 57.1 48.0 18.6 15.7

Source: Company data, Credit Suisse estimates.
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Sony BMG
SWOT Analysis

Strengths

+ Scale. Sony BMG is the second largest of the music majors after Universal, providing
the joint venture with significant benefits of scale.

* Strong artist roster. Sony BMG artists produced 20 of the top 50 albums of 2004

» Cost reductions as a result of the merger are supporting better-than-expected profit
growth.

Weaknesses

o Declining market share. It is not clear at this stage how much this is a function of a
deliberate reduction in the artist roster following the merger and how much a function
of a less successful release slate.

« Separation of publishing and recorded music. Sony and Bertelsmann have retained
the individual music publishing businesses. The separation from the recorded music
business reduces the opportunity for cross selling between business units in our view.

» The business has experienced considerable management upheaval as a result of the
merger.

Opportunities

» Cost restructuring. The newly merged company is towards the end of a significant
restructuring program, which was initiated following the merger. The joint venture
likely has the largest margin upside opportunity of the music majors. However,
margins on a relative basis may continue to underperform the peer group due to the
separation of the higher margin publishing business.

+ Bertelsmann appears to be exploring strategic options for its music business. This
may bring the recorded music business under Sony control; it may also provide the
opportunity for Sony to acquire BMG's music publishing business.

Threats
» Management instability. Tensions between the joint venture partners concerning
management direction risk affecting the operational momentum of the business.

» Fallout from copyright protection scandal. Sony BMG may experience an ongoing
impact on its business due to consumer concern about vulnerabilities arising from its
copyright protection software.
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Our forecasts assume that Sony BMG completed its restructuring plan in the year to
March fiscal 2006. For the year to March fiscal 2007, we assume Sony BMG will
continue to underperform market growth following the cuts in the artist roster undertaken
in the previous year. However, cost cutting benefits are expected to underpin further

margin expansion in the year to March 2007.

Exhibit 42: Sony BMG Earnings Model

US$ in millions, unless otherwise stated

YE March 2005 2006 2007F 2008F 2009F 2010F
Sales 3,258 4,283 4,262 4,262 4,304 4,304
% change NA NA -0.5% 0.0% 1.0% 0.0%
COSTS

Product 640 835 837 837 846 846
Royalties 768 1,010 1,005 1,005 1,015 1,015
A&R 231 304 302 302 305 305
Other 89 117 117 117 118 118
Cost of Goods Sold 1,728 2,266 2,261 2,261 2,284 2,284
Gross Profit 1,529 2,017 2,001 2,001 2,021 2,021
Distribution 92 127 127 127 127 127
Variable Marketing 415 480 466 466 466 466
Selling Overhead 103 136 131 131 131 131
Marketing Overhead 172 239 232 232 232 232
(G&A Overhead 364 480 456 456 456 456
Total SG&A 1,146 1,461 1,411 1,411 1,411 1,411
Total Costs 2,874 3,727 3,672 3,672 3,695 3,695
% change NA -1.5% 0.0% 0.6% 0.0%
EBITDA 383 556 589 589 609 609
Yo change

Depreciation & amortizi 147 220 220 220 220 220
EBIT 237 336 369 369 389 389
Restructuring charges -290 -186 0 0 Q 0
Pre-tax profit reported -53 150 369 369 389 389
Tax -13 55 -74 -74 -78 -78
Net income -66 95 295 295 311 mn
Sony 50% in USD -33 48 148 148 1566 156
Sony 50% in JPY -3.6 54 16.2 16.2 17.1 171
EBITDA Margin pre-res 11.8% 13.0% 13.8% 13.8% 14.2% 14.2%
EBITDA Margin post-re 2.9% 8.6% 13.8% 13.8% 14.2% 14.2%
EBIT Margin % 7.3% 7.8% 8.7% B.7% 9.0% 9.0%

Sourca: Company data, Credit Suisse estimates.
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Exhibit 43: Sony Valuation Data and Summary
US$ in miflions, unless otherwise stated
YE March 2004 2005 2006 2007E 2008E
- L — s ™ .
Current Stock Price ¥4,720.00 < Ratiag .0 OUTPERFORM
Market cap (milons ¥4,707 Target Price ¥ 7,500.00
Electronics 5,042 5,022 5,150 5,361 5,580
Games 780 730 959 1,163 1,847
Pictures 756 734 746 783 815
Financial Services 594 561 743 743 743
Other 709 504 408 421 434
Eliminations (385) (390) (532) (520) (502)
Total operating revenues 7496 7,160 7.475 7,951 8,917
%% change 10.5% -5.6% 6.2% 0.0% 0.0%
Elactronics 204 241 245 429 563
Games 125 60 25 -14 75
Pigtures 43 69 34 60 62
Financial Senices 112 108 241 108 108
Other 12 23 33 32 32
Corporate/Eliminations -30 -15 -18 -1 -1
Total Consolidated EBITDA 4565 487 560 614 842
Growth {13.4%) 4.6% 15.0% 9.7% 37.1%
Margin 6% % 7% 8% 9%
EBITDA per share ¥445.22 ¥466,37 ¥535.26  ¥587.21  ¥805.08
Operating Income 99 114 191 206 415
Growth (46.7%) 15.2% 67.9% 7.6% 101.9%
Margin 1.3% 1.6% 2.6% 2.6% 4.7%
Net Income 89 164 124 213 360
D&A 366 373 382 408 426
After tax cash flow (net inc. + D&A) 455 837 506 621 787
Growlh (3%) 18% (6%) 23% 27%
ATCF Per share ¥43527 ¥514.19 ¥4B3.15  ¥554.12  ¥752.51
Growlh 7% (18%) 6% (23%) (27%)
Frec cash flow -147 =73 -440 -9 22
Growth (50.2%) 502.4%  (98.0%) (354.2%)
FCF per share ¥140.38  ¥70.02 -¥420.82 %8.25 ¥20.97
Growth (50.1%) 501.0% (98.0%) (354.2%)
Cash 1,129 1,241 1,240 1,242 1,275
Debt 1.263 909 1,101 1101 1,101
Minority interest 23 24 37 a7 87
Net Debt 147 -308 -102 -104 -137
Earnings per share (adjusted) ¥85 ¥158 ¥47 ¥204 ¥3A5
Growth (27%) 86% (71%)  387% 89%
Shares outstanding (bn) 1.045 1.044 1.048 1.046 1.046
Current Multiples —
‘Price/Earnings 55.6 208 1013 23.2
Total Enterprise Value/EBITDA 104 9.0 8.2 7.5
Price/After tux cash flow 10.8 9.2 9.8 7.9
Price/Free cash flow -4 57 =11 572

Source: Company dala, Credit Suisse estimates.
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Vivendi (Universal Music Group)
SWOT Analysis

Strengths

» Scale and portfolio diversification. In a hit or migs business like music, scale helps
reducing volatility and limiting the negotiation power of each of the artists taken
individually. UMG is the largest group with over 25% market share of the global
recorded music,

* Sound financial position. Lack of financial constraints may represent a strength given
the uncertainty of future revenue growth and it may allow a smoother management of
the operations together with small acquisitions. UMG is 92% owned by Vivendi
Universal, which could increase its firepower by about €1 billion,

Weaknesses

» Limited exposure to publishing. With the development of new media to distribute
music, publishing becomes a key link to value creation that UMG may not take full
advantage of. UMG has only about 13% market share of the global music publishing,
same as Sony BMG, but well behind Warner (16%) and EMI (20%).

Opportunities

* Expansion in publishing. Management has announced plans to boost its presence in
music publishing from the current 9% of total revs to about 20%. The potential merger
of Warner EMI could represent an opportunity, as we would expect the newco to be
forced to dispose of some publishing assets (Warner Chapell).

» Cross selling within the conglomerate. Being part of Vivendi Universal UMG could
take advantage of in-house knowledge to cross sell its content into telecom, games,
or movies, although we would expect very limited revenue synergies.

Threats

* Further distribution consolidation. In the move from physical to digital distribution
music Majors had to cope with increased price pressure from iTunes enjoying around
70% market share. High concentration of distribution also limits music Majors’ ability
to price digital downloads at different levels.

Assumptions underpinning earnings forecasts

We forecast UMG's revenues to increase by 1% in 2008, broadly in-line with consensus.
Thanks to the end of the restructuring plan, flow-through from a strong schedule release
last year, and the disposal of zero-margin music clubs, we expect EBITA margin to
increase from 9.8% in 2005 t0 11% in 2006. Our forecasts assume relatively stable
market share from 2006 onward.
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Exhibit 44: Universal Music Earnings Model
€ in millions, unless otherwise stated
2004A 2005A 2006E 2007E 2008E
Sales 4,989 4,893 4,942 5,041 5,142
of which: digital 95 259 :
operating costs -4,225 -4,133 -4,077 -4,133 -4,216
EBITDA 764 760 865 907 925
D&A -342 -261 -321 -353 -360
other (restructuring, etc.) -63 -19
EBITA 359 480 544 554 566
growth / margins
Revenue growth 0.3% -1.9% 1.0% 2.0% 2.0%
% of costs -84.7% -84.5% «82.5% -82.0% -82.0%
EBITDA margin 15.8% 15.5% 17.5% 18.0% 18.0%
DE&A as % of revs -6.9% -5.3% -6.5% -7.0% -7.0%
EBITA margin 7.2% 9.8% 11.0% 11.0% 11.0%
Source: Company data, Credit Suisse estimates.
™
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. Exhibit 45: Vivendl Valuation Data and Summary
€ in millions, unless otherwise stated
YE Dec 2005 2006E 2007E 2008E
leurrent Stock Price - 2680 ( . /Rating Neutral
Market ¢ca) '(mllllons_L_ 3_9‘21 3.2 _“ L Ta_rgot Price €24.00
Canal+ 3,452 3,612 3,792 3,963
Music (UMG) 4,893 4,942 5,041 5,142
Games 641 737 767 798
SFR 8,687 8,861 9,127 9,400
Maroc Telecom 1,860 2,046 2,189 2,299
Other -49 63 64 66
Total Consolidated Revenues 19,484 20,260 20,980 21,667
% Growth 9.0% 4.0% 3.6% 3.3%
Canal+ 369 340 406 635
Music (UMG) 760 865 907 925
Games 86 97 109 113
SFR 3,209 3,651 3,658 3,768
Maroc Telecom 1,056 1,186 1,269 1,323
Other -149 -179 -186 -192
Total Consolidated EBITDA 5331 5,861 6,164 6,573
Growth 8.0% 9.9% 5.2% 6.6%
Margin 27% 29% 29% 30%
EBITDA per share $4.60 $5.04 $5.30 $5.65
Operating income 3,977 4,597 4,900 5,287
Growth 13.0% 15.6% 6.6% 7.9%
Margin 20.4% 22.7% 23.4% 24.4%
. Net income 3154 2378 2,632 2922
D&A 1,525 1,711 1,807 1,859
After tax cash flow (net inc. + D&A) 4,679 4,089 4,439 4,781
Growth (13.7%)  (12.6%) 8.6% 7.7%
ATCF Per share €4.04 €3.51 €3.82 €4.11
Growth (14.2%) (13.0%) 8.6% 7.7%
Free cash flow 1,296 1,204 1,428 1,643
Growth 14.7% (0.1%) 10.3% 15.1%
FCF per share €1.12 €1.11 €1.23 €1.41
Growth 13.9% (0.5%) 10.3% 15.1%
Cash 2,902 2,902 2,902 2,902
Debt 6,760 6,771 5,692 4,471
Minority interest
Net Debt 3,858 3,869 2,790 1,569
Earnings per share €1.36 €1.55 €1.70 €1.88
Growth 78.6% 14.2% 9.8% 10.7%
Shares outstanding 1,158.5 1,163.5 1,163.5 1,163.5
Current Muitiples
A I H—
Price/Earnings 19.7 17.2 15.6 14.1
Total Enterprise Value/EBITDA 7.8 7.1 6.5 5.8
Price/After tax cash flow 6.6 7.6 7.0 6.5
Prica/Free cash flow 23.9 23.9 21.6 18.8
Source: Company data, Cradit Suisse estimates.
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Warner Music
SWOT Analysis

Strengths
« Strong artist roster. This is driving an expansion in WMG’s recorded music market
share, particularly in the United States.

« Management depth. CEO Edgar Bronfman has experience at two major music
companies (WMG and Universal) and the ability to attract talent such as Lyor Cohen
who joined WMG from Universal.

o Cost cutting program. WMG has removed $250 million irom its cost base since the
separation from Time Warner. Group EBITDA margins are forecast to reach 14.1% in
fiscal 2006, more than double the 7% margins reported for fiscal 2003.

« Aggressive digital business development. WMG has peen aggressive in developing its
digital business and is the leading music company with respect to digital revenues as
a proportion of total In the March 2006 quarter, WMG's digital revenues made up
11.3% of group revenue compared with 10% for Universal and 7.2% for EMIL.

« Strong music publishing business. Music publishing market share is second only 10
EML

Weaknesses

« Financial transparency is limited. The company has a relatively short listed history,
and has experienced changes in financial reporting periods. in addition, it provides
low levels of information on its release roster. As a “sontrolled company,” WMG is
exempt from certain corporate governance requirements of the New York Stock
Exchange.

« Lowest market share of the major music companies. This may fimit its margin upside
due to absence of economies of scale.

« Highly geared balance sheet. This limits WMG's strategic options.

« The company’s register is dominated by private equity investors. There is a small free
float (approximately 28%). While greater liquidity would arguably have favorable
consequences for share price performance, a move by private equity holders to
monetize their investments would likely raise fears of a share overhang.

Opportunities

« The economic rationale for a merger with EMI is strong, and would place the merged
group in close 1o top position in terms of market share. As highlighted in our detailed
analysis of the merger opportunity, overall cost savings opportunities could amount to
$230 million, providing meaningful margin upside to a combined group.

« There may be opportunities for the recorded music and music publishing businesses
to work more closely together and facilitate greater exploitation of digital opportunities.
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Threats

+ Takeover premium? Arguably the market has awarded a valuation premium to WMG
for a potential merger or takeover by EMI. There is, therefore, a risk of share price
downside were this not to occur.

o Warner Music is not in compliance with Sarbanes-Oxley. The company needs to
implement appropriate internal controls to achieve this. Two of three material
weaknesses have been addressed. The remaining weakness relates to accounting for
royaity payments.

« ltis unclear whether WMG has been overly aggressive in reducing its A&R
investment, which may affect its future release schedule. Since its separation from
Time Warner, the company has reduced its artist roster by approximately 30%.

Assumptions underpinning earnings forecasts

Recorded music. We have assumed that WMG’s trends in its physical business will be
broadly in-line with the market. However, we expect the digital business to considerably
outperform the market, reflecting the trends evident in the first two quarters of fiscal
2006. For the full year, we expect digital revenue growth of 131% compared with our
estimates for the total market of 87%. Recorded music revenue growth of 2.5% is in-line
with that achieved in fiscal 2005. We expect continued margin expansion, reflecting a
continued cost focus, and the growing proportion of higher margin digital revenues. Full-
year EBITDA margins are forecast to achieve 16% compared with the 15.3% achieved
in fiscal 2005. (These margins are betore the impact of corporate overheads). Longer
term, we have assumed that WMG’s physical recorded music business continues to
perform in-line with the broader market given the difficulty of forecasting release slates.
However, we have continued to assume above-average growth in digital given WMG'’s
success in positioning itself in that business.

Music publishing: We expect a modest decline in the contribution of the business
reflecting asset sale impacts and the weaker trends of the first two quarters. We expect
divisional margins to expand, reflecting the sale of lower-margin businesses and strong
growth forecast for digital revenue growth. Longer term we have forecast modest
declines in the traditional business, but continued strong growth in digital, for overall
revenue growth around 2%.
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Exhibit 46: Warner Music Valuation Data and Summary
US$ in millions, unless otherwise stated
YE September 2005 2006E 2007E 2008E
Currant Stock Price $26.71 \ Rating OUTPERFORM .
Market (milliohe! ) 4,026.2 TamPrloe $30.00
Recorded Music 2,924 2,997 3,075 3,160
Music Publishing 807 565 687 611
Total Consolldated Revenues (excl. eliminations) 3,502 3532 3,633 3,740
% Growth 1.9% 0.9% 2.8% 3.0%
Total Consolidated EBITDA 466 497 541 592
Growth 24.6% 6.7% 8.8% 2.5%
Margin 13.3% 141% 14.9% 15.8%
EBITDA per share $3.60 $3.30 $3.58 $3.92
Operating income 8 265 33 367
Growth 117.1% 16.2% 18.0% 17.3%
Margin 6.5% 7.5% 8.6% 9.8%
After tax cash flow (net inc. + D&A) 245 281 304 330
Growth NM 14.6% B8.2% 8.8%
ATCF Per share $1.80 $1.86 $2.01 $2.19
Growth (391.6%) (1.7%)} 8.0% 8.8%
Free cash flow -267 =25 275 277
Growth NM NM NM 0.8%
FCF per ghare ($2.06) (50,16) $1.82 $1.84
Growth NM NM NM 0.8%
Cash 288 263 538 815
Debt 2,248 2,269 2,319 2,369
Minority interast 0 0 0 0
Nat Debt 1,958 2,006 1,781 1,554
Earnings per share (normalized) $1.23 $1.34 $1.51 1.1
Growth NM 8.6% 13.2% 13.0%
Shares outstanding 129.4 150.7 151.0 151.0
Current Multiples
Price/Earnings 2.7 20.0 7.7 5.6
Total Enterprise Valus/EBITDA 122 11.6 10.3 9.1
Price/After tax cash fiow 14.1 143 13.3 12.2
Prica/Free cash flow -12.9 =162.6 14.7 14,5

Source: Company data, Credit Suisse estimates.
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Board _

WMG’s board consists of 13 directors, including two independent directors (Mr. Shelby
W. Bonnie and Ms. Michele Hooper). The company is not in compliance with New York
Stock Exchange rules and is in the process of finding one additional independent
candidate to join its board and serve as a member of its audit committee.

Management

Edgar Bronfman, Jr.—Chairman of Board and CEO

Mr. Bronfman has served as chairman of the board and CEO since March 2004.
Previously he served as chairman and CEO of Lexa Partners LLC, a management
venture capital group. Prior to that his roles included executive vice chairman of Vivendi
Universal from December 2000 to December 2003, and president and CEQ of The
Seagram Company from June 1994 to December 2000.

Lyor Cohen—Chalrman and CEO of U.S. Recorded Music

Mr. Cohen has served as chairman and CEQ of WMG's U.S. Recorded Music division
since March 2004. Previously he served as chairman and CEO of Universal Music
Group's Def Jam Music Group, and was president of Def Jam from 1988 to 2002.

Patrick Vien—Chairman and CEO of Warner Music International
Mr. Vien joined WMI in February 2006 from NBC Universal's Global Networks division.

Richard Blackstone—Chairman and CEO of Warner/Chappel Music

Mr. Blackstone has served as chairman and CEQ of Wamer/Chappell Music since May
2005. He joined WMG from Zomba Music Publishing where he served as president and
in other capacities since 1989.

Michael D. Fleisher—Executive Vice President and Chief Financial Officer

Mr. Fleisher joined WMG as executive vice president and chief financial officer in
January 2005. Previously he was chairman and CEO of Gartner Inc. and served in
various capacities from 1993.

Accounting Issues

WMG's balance sheet has a value of $1.7 billion of assets, which are subject to
amortization (recorded music catalog, music publishing copyrights, and trademarks).
The annual amortization charge of $188 million is effective in reducing WMG's tax rate
due the tax deductibility of $100 million of the amortization charge. Our EPS estimates
are “normalized” by adding back the after-tax amortization charge.
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Exhibit 47: Warner Music Income Statement
FYE September 30 Dec-0d Mar 05 Jun-08 Sep-05 Dec-05 Mar-06 Jun-06 Sep-06
{3 in mitliong) Q1 05A Q2 06A Q3 05A Q4 05A Q1 064 Q2 06A Q3 06E Q4 06E FY 05A FY 06E FY 07E FY 03E
INCOME STATEMENT ANALYSIS
Revanue 1068 767 742 905 1044 796 768 834 3502 a2 3633 3740
Costy and Expensas 883 679 572 -783 -842 692 -682 -819 X036 -3035 -3082 -3148
Cost of Revenue -581 400 398 473 530 -3g8 -402 -495 -1850 -1872 -1925 -1982
Selling, General, & Administrative 312 279 276 =320 312 -284 -280 324 -1186 1163 -1166 -1166
OIBDA 165 - 70 112 202 104 76 15 466 497 541 592
FAS 123 Exponse 2 7 9 7 6 2 8 6 25 20 20 20
OQIBDA axcl. FAS 123 Expanso 197 85 79 118 208 106 &2 1 491 517 561 €12
Depreciation =14 -14 -12 -1 -1 11 - -1 =51 -44 -40 =37
Amortization 46 47 -47 47 47 -48 45 -47 -187 -188 -188 -188
Oparating Income 135 27 1 54 144 45 19 &7 228 266 33 87
Non-of ing Income {axy; )]
Net Interest Expense -38 -52 =50 -42 45 45 -40 -38 -182 -168 -162 -157
Equily in Invesieas -1 0 [} 0 0 1 [} -1 -1 1] [} Q
Other 4 0 2 2 0 2 ] 2 8 4] [} Q
Unrealized Gain on Wamants 22 39 ] [ 0 L] ] 1] 17 o ] 0
Minaority Intereat -5 [} 0 [} 0 1] [} [+ 5 0 0 0
Total Non-gperating income -13 48 -40 45 -42 -40 -4 =163 -168 -162 =157
Pre-tax Income 73 14 a7 14 o 3 21 16 a5 o7 150 209
Income Taxes -32 =10 -7 -2 -30 -10 -4 -4 -58 -48 75 -105
Tax Rate (%) 44% 71% 1% &% 30% 333% -20% 25% 8% 50% 50% &0%
Nat Income before non-recurring a1 4 -44 5 69 -7 -26 12 7 48 75 106
Addback : Tax effected amortization ar 38 38 38 38 39 ar 38 152 153 163 153
Normalizod Net Income 78 a2 £ [ 07 3 32 50 150 201 28 258
m _ ikl - I M— I —
Impairmant Charges 73 [ 73
Restructuting chargae (nat) -7 -7
Loss on sale ]
IPO-related cash bonus =10 =10
Bonus related to stock awards -18 -8
Managsment faas -5 -1 L.}
Loss on repayment of debt -36 -35
Qther 28 -29
Cumuiative effact of a/c change 0
Total non-recisring itams -5 0 -138 35 Q o 0 0 -178
Tax affact on non-recurring items 3 3
Net Income 36 5 169 [ 75 106
Reported Diluted EPS $0.31 §$0.03 $1.41) {$021) $0.4 (50.05) ($0.17) $0.08 -51.51 $0.32 $0.50 $0.69
Normalized Diluted EPS $0.88 $0.34 ($0.06) $0.20 $07 $0.21 $0.08 $0.33 5123 .34 #1561 1.
% Growth NM NM NM NM 5.0% -37.6% NM 15.2% NM 8.8% 13.8% 13.0%
Shares Outstanding (Basic) 107.5 107.7 127.0 M2 1414 1419 1418 1419 1209 1419 141.9 141.9
Shares Outstanding (Dilutad) 1153 123.5 127.0 1560.2 150.6 150.8 150.8 150.8 120.4 150.7 151.0 151.0

Source: Company data, Credit Suisse estimates.
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Figure 48: WMG Divisional Analysis

{8 in mittions) Q105A Q2 06A Q3 06A Q4 05A Q1 08A Q2 0BA Q3 08E Q4 06E FY 03A FY 06E FYO7E FY 08¢
SEGMENT ANALYSIS
Ravenus

Recorded Music @40 621 588 TS 220 676 612 789 2,924 2997 3,075 3,160

Musi¢ Fublighing 155 164 1% 137 m 129 163 162 607 565 587 611

Intersegment Elimination -7 -8 7 -7 -7 L) Ll -8 -29 -30 28 -30
Total Revenue 1,088 787 742 §05 1,044 796 768 934 35 3,652 3,633 3,740
Digital Reverwies 25 35 44 53 -] a0 a5 108 157 ag2 579 8a2
% torl 23% 4.6% 6.8% 5.9% £.6% 11.3% 12.5% 11.6% 4.5% 10.2% 15.9% 21.4%
Cash Costs

Recorded Music 744 243 5156 872 71 594 533 £80 2,476 2518 2,555 2,584

Music Publighing 3 106 131 84 109 82 126 105 462 422 438 454

Corporate 16 23 17 20 16 14 18 28 73 7% b 81
Yotal Cash Gosta a9 872 863 786 836 680 676 613 3,011 3018 3,072 3128
QIBDA (hafore options expensa)

Recorded Music 196 78 73 103 208 a2 78 108 448 479 619 566

Mugic Publishing 24 48 30 43 22 47 27 47 145 143 148 167

Cotporate -23 -3 -24 27 -23 -23 -24 =35 =102 =105 -107 =111
Total QIBDA 197 95 70 1o 208 106 82 il 491 517 561 612
Optlons axpenss

Recorded Music 2 4 8 & 3 1 3 3 17 0 10 10

Mugic Publishing Q 1 1 1 1 0 1 1 3 3 a 3

Comporate [} 2 2 1 2 1 2 2 ] 7 7 7
Total options expense 2 7 9 7 6 2 & -] 25 20 20 20
DaA

Recorded Music 42 42 4 40 40 Ll k-] 40 165 160 160 155

Musi¢: Publighing 14 15 15 15 15 15 15 15 59 &0 &0 60

Corporate 4 4 3 3 3 3 14 12 8 10
Total Dep & Amortization &0 61 59 58 58 ] 57 58 238 232 228 225

Operating Income

Racorded Music 152 o2 28 468 166 40 36 66 266 308 M8 40
Music Publishing 10 a2 14 27 6 32 ia! Eil 83 80 &6 o4
Comporale -27 a7 -28 Bl -28 -27 -29 -40 - -124 -123 «128
Total Operating Income 135 27 " 54 144 45 19 57 228 265 a1 387
QIBDA Margin
Racorded Music 20.9% 12.6% 12.4% 13.3% 22.7% 12.1% 12.8% 13.8% 15.3% 16.0% 16.9% 17.9%
Music Publighing 15.5% 3.2% 18.6% 31.4% 16.8% 36.4% 17.8% 0% 23.8% 26.4% 26.4% 25.7%
Total Margin 18.1% 124% 10.6% 13.1% 19.9% 13.3% 10.8% 13.0% 14.0% 14.6% 15.4% 16.4%
SEGMENT GROWTH ANALYSIS
Ravenue
Racorded Musie B.6% 4.9% 1.8% 17.1% 21% 89% 4.0% 1.8% 2.3% 25% 26% 28%
Music Publishing 25% 3.4% 0.0% 2% -155% -16.2% 5.0% 11.0% 0.3% 69% 4.0% 4.0%
Intersagmant Elimination -22.2% 0D3% A.T% 75.0% 0.0% 12.5% -126% 7.6% 6.5% 22% -1.2% 30%
Total Revenua 7.6% 4.4% 2% 134% 4.0% 3.8% 2.2% 32% 1.8% 0.9% 2.8% 3.0%
Cosh Coste
Recorded Music -16.5% 4.9% 08% 11.6% -4.4% 8.4% 5% 1.2% -3.6% 17% 1.5% 15%
Musle Publishing -0.8% 19% «1.5% =1.1% ~168% -22.6% ~4.0% 11.5% 0.4% -B87% 3% 3.5%
Corporate 128.6% 9.7% 142.9% 122.2% 0.0% -30.1% 3.0% 38.4% 135.5% 3.0% 4.0% 3.0%
Total Gagh Costs -12.6% -2.2% 1.8% 11.3% 5.2% 27% 20% 3.4% -1.7% 0.1% 1.8% 1.8%
QIBDA
Racorded Music 32.4% 2M.4% 10.6% N.T% 6.6% 51% 7.5% 6.0% 54.0% 6.59% 8.5% 8.0%
Muszic Publighing A1.1% 6.7% 71% -4.4% -8.3% 2.1% -0.4% 8.8% 0.0% 1.1% 41% 5.2%
Corporate 43.8% 72.2% 26.3% 107.7% Q.0% -25.8% -1.6% 30.4% B4.5% 2.8% 2.5% 3.0%
Total QIBDA 23.9% 97.9% 5.3% 29.3% 5.6% 116% 35% 1.8% 31.3% 5.3% 8.5% 8.1%
Oporsting Income
Racordad Music 63.4% NM 8.3% 205.3% 92% 25.0% 40.4% 14.2% 141.8% 18.1% 13.1% 14.6%
Muste Publishing 68.7% 33.3% 7.M% 15.6% -40.0% 0.0% -20.1% 15.5% 10.7% 3.1% 7.3% 81%
Corporate 36.0% 88.2% N.8% 63.2% 37% -27.0% 0.2% 0% 53.2% 2.7% 1.0% 4.2%
Total Operating income 70.9% NM -26.7% 68.8% 6.7% 86.7% 704% 5.8% 151% 18.2% 18.0% 17.3%

Source: Company data, Credit Suisse estimates.
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Exhibit 49: Warner Music Recorded Music Model

YE Sept FYO3A FY 04A FY 05A FY 06E FY 07E FY 0BE
Sales (net of returns) 2,609 2,601 2,846 2,540 2428 2319
Digital Sales 0 28 137 316 505 700
Licencing Revenues 140 140 141 141 141 141
Total Recorded Music Sales 2,833 2,859 2,924 2,997 3,075 3,160
% change

Sales (net of returns) -0.3% -1.7% -4.0% -4% 5%
Digital Sales NM 389.3% 131% 60% 39%
Licensing Revenues 0.0% 0.7% 0% 0% 0%
Total Recorded Music Sales 0.7% 2.3% 2.5% 2.6% 2.8%
% of total

Digital as % of total music sales 0.0% 1.7% 57% 11.0% 16.6% 22.0%
COSTS

Product 567 560 556 533 510 487
Royaities 636 640 858 674 692 ™
A&R 243 202 146 150 154 158
Qther 80 73 70 72 74 76
Cost of Goods Sold 1526 1475 1430 1430 1429 1432
Gross Profit 1,313 1,384 1,494 1,567 1,645 1,728
Distribution 95 95 70 72 74 76
Variable Marketing 430 418 356 365 374 385
Selling Ovarhead 110 89 87 80 94 97
Marketing Overhead 180 130 110 114 119 123
G&A Overhead 382 387 430 447 465 481
Restructuring Costs -43 -26 -7 Q 0 0
Total 3G&A 1154 1093 1046 1089 1126 1162
Total Costs 2680 2568 2476 2518 2555 2594
% change ~4.2% -3.6% 1.7% 1.5% 1.5%
EBITDA 159 201 448 479 519 566
% change 82.7% 54.0% 6.9% 8.5% 8.0%
Margin 5.6% 10.2% 15.3% 16.0% 16.9% 17.9%

Source: Company dala, Credit Suisse estimates.
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Exhibit 50: Warner Music—Music Publishing Model

19 June 2006

YE Sept FYO3A FY 04A FY 05A FY 06E FY O7E FY 08E
SALES

Sales 563 499 552 519 514 509
Sheet Music - divested 49 35

Digital 0 4 20 46 74 102
Total 563 552 607 565 587 811
% change

Sales -11.4% 10.6% -6.0% «1.0% -1.0%
Digital NM 400.0% 131% 60% 39%
Total -2.0% 10.0% -6.9% 4.0% 4.0%
Digital % total 0.7% 3.3% 8.2% 12.6% 16.7%
OPERATING COSTS

Rayalles 328 322 354 328 342 356
A&R 30 29 30 30 3 32
Cost of Goods Sold 358 as51 384 358 ar4 388
Gross Profit 205 201 223 207 214 222
Margin 38.4% 36.4% 36.7% 36.7% 36.4% 36.4%
G&A Overhead 95 56 78 64 65 85
Total costs 453 407 462 422 438 454
% change -10.2% 13.5% -8.7% 3.9% 3.5%
EBITDA 110 145 145 143 149 157
% change 31.9% Q0% -1.1% 4.1% 5.2%
Margin 19.5% 26.3% 23.9% 25.4% 25.4% 25.7%

Source: Company dala, Credit Suisse estimales.
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Exhibit 51: Warner Music Cash Flow Estimates
YE Sept a1 05A FY 05A FY 0BE FY O7E FY 08E
Cash flows from operating activities
Net income (loss) 36 -169 48 75 105
Adjustments:
Cumulative effact of a/c change
Impeirment of goodwill and other intangible assets 0 0 0 0 0
Dapraciation and amortization 60 239 232 228 225
Deferred taxes -3 0 -2 0 0
Non-cash interest expense 10 68 52 50 50
L.oss on debt repayment 35 0 0 0
Net investment-related losses (gains) 0 -1 0 0 0
Equity in the losses of equity-method investees 1 1 -1 0 0
Non-cash, stock-based compensation axpense 2 25 20 20 20
Unrealized gains on warrants 22 -17 0 1] 0
Minority interest expense & 5 0 0 0
Changes in operating assets and liabilities:
Accounts receivable -220 -58 <] -29 -20
Inventories 2 -3 3 -5 -2
Royalty sdvances 15 0 -29 0 0
Accounts payable and accrued liabilities 115 10 -58 38 8
Other balance sheet changes .18 70 -19 1 -6
Net cash provided by (used In) operating activities 63 205 253 379 3|
Cash flows from Investing activities
Acquisition of Old WMG 0 0 0 1] 0
Investments and acquisitions -20 -78 -86 ] 1]
Investmant in short term investments 0 0 -61 0 0
Investmeant proceods 1 54 0 0 0
Capital expenditures - -30 -28 28 28
Net cash (used in) provided by investing activities =25 -54 -175 -28 -28
Cash flows from financing activities
Borrowings 696 946 0 0 0
Financing costs of borrowings =17 -20 0 [+] 0
Debt repayments -3 -588 -8 0 0
Capital contributions 0 0 o] 0 ]
Proceeds from the issuance of common stock 1 522 0 1] 0
Proceeds from the issuance of subsidiary preferred stock 0 0 0 0 0
Proceads from the issuance of restricted shares 0 1 0 0 0
Cagh paid to repurchase warrant -138 0 0 0
Repurchase of subsidiary preferred stock -209 -200 0 0 0
Dividends paid on subsidiary preferred stock 0 -9 0 0 0
Returns of capital and dividends paid -764 -7 -97 -76 76
Dacrease in amounts due from TW X-affiliated companies 0 0 0 0 0
Other 0 -13 0 0 0
Net cash (usad in) provided by financing activities =296 416 -105 -76 -76
Effect of foreign currency exchange rate changes on cash 9 -2 2 0 0
Net (decrease) Increase in cash and equivalents «249 ~267 -25 275 277
Cash and equivalents at beginning of period 555 566 288 263 538
Cash and equivalents at end of perlod 306 288 263 538 815

Source: Company data, Credit Suisse estimates.
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Exhibit 52: Warner Music Balance Sheet
YE Sept Q1 06A FY 05A FY 08E FY O7€ FY OBE
ASSETS
Current assets:
Cash and equivalents 306 288 263 538 815
Short tefm investments 0 61 61 &1
Accounts receivable 821 637 632 661 680
Inventories €5 52 49 54 56
Royalty advances 204 190 196 196 196
Deferred tax assets 48 36 35 37 38
Other curent assets 74 39 45 40 42
Total current assets 1,518 1242 1,282 1,588 1,889
Royalty advances 204 190 196 196 196
Investments 9 21 24 24 24
Net PFE 180 157 141 128 119
Goodwill 966 869 944 944 944
Net intangible assets subject to amortization 1.925 1,815 1,644 1,456 1,268
Intangible assets not subject to amortization 100 100 100 100 100
Other assets 121 104 107 108 111
Total assets 5,023 4,408 4,437 4,544 4,650
LIABILITIES AND STOCKHOLDERS' EQUITY
Current llabllities:
Accounts payable 223 247 219 257 265
Accrued royalties 1,166 1,057 1,088 1,088 1,088
Taxes and other withholdings 32 23 43 43 43
Current portion of long-term debt 12 17 17 17 17
Nate payable to shareholders 0 0 ] 0 0
Dividend payable 0 0 20 20 20
Other current lishillties 622 404 327 327 327
Total current liabllitles 2,055 1,748 1,714 1,752 1,760
Long-term debt 2,634 2,229 2,252 2,302 2,352
Deferrad tax liabilities, net 272 201 192 192 192
Other noncurrent liabilities 287 2926 225 225 225
Minority interest in preferred stock of subsidiary v} 0 0 0 0
Dividends payable 5 6 6 6
Total llabllitles 5148 4,409 4,389 4,477 4,535
Shareholders' equity (deficit):
Common Stock 0 0 0 0 0
Additionel paid-in capital 93 548 568 588 608
Retained deficit =202 -480 -549 -550 -521
Accumulated other comprehensive income, net -16 21 28 28 28
Group equity 0
Dus from Time Wamer
Total shareholders' aquity (deficit) -125 89 47 66 15
Total liabilities and shareholders’ equity 5,023 4,498 4,437 4,544 4,650

Source: Company data, Credit Suisse estimates.
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Appendix 2—Music Industry Fundamentals

As highlighted earlier in the report, the music industry is structured with little overlap
between recorded music and music publishing businesses. Sony BMG has left the
publishing businesses with the partners; and Universal, the largest player, has a small
exposure to the businesses. Historically, EMI and Wamer have operated these two
businesses separately, with little overlap in terms of antists. This may well have been
driven by a risk reduction strategy. However, we believe the motivation in the digital
environment may be 1o see a greater overlap in artists given the importance of rights
management over several distribution platforms. EMI has talked of delays experienced
in clearing digital rights for some of its recorded music artists, which cause a lag in its
receipts.

Recorded Music

Approximately one-third of physical recorded music sales are generated from catalogue
and two-thirds from front-line releases of both new and established artists. Less than
10% of group revenues are generated from new artists. Digital sales are the reverse of
physical, with two-thirds generated by catalogue and one-third from frontline. Music
companies expense the cost of new artists through A&R (artists and repertoire). Cost
associated with established artists are capitalized and offset through royalties.

Recorded Music Statistics

Soundscan data are the most up-to-date source of U.S. industry sales, with both
physical and digital sales published weekly. Some of the music companies have raised
guestions as to the accuracy of Soundscan data as they measure only a select group of
retailers in the United States, and do not capture growing parts of the market, e.g.,
Starbucks outlets. However, we believe there is a strong indication of underlying trend
from the Soundscan data. Soundscan also tracks digital downloads, although these
data are freely available on single-track downloads rather than on digital albums.
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Music Publishing

Music publishing is a poorly understood business, in our view. it refers to the
exploitation of the commercial ownership of a song. Owners of publishing rights are
entitled to royalties whenever music is sold (e.g., CD, tape, vinyl, and digital), played in
public or on the air, or when a song is used in a film or a commercial. There are three
types of owners of publishing rights: (1) the author of the lyrics; (2) the composer, who
wrote the music; and (3) the publisher, who owns the rights to exploit the song (just like
a book publisher).

In Figure 36, we set out the various flows of royalties within the music industry.

Figure 54: Royalty Flows in the Music Industry

Authorh

Writers

4, o] TV, Theater,
Copyright Royalties The Song Radio etc
Music Publishing
Overheads + ad. Agnes
The Song I Films etc.
Artist Royalties
ists
. .| Synchronisation
The Recording i Mechanical Royaltieg Royalties
Artist Royalties . . )
Artist and Repertoire T Music Recording COH‘BCl.lOﬂ
Marketing & Promotion . Societies 44— —
Manufacturing & Distribution . Performance
Overheads The Product Trade Price Royalties
Store Costs - Music Retailing e Product Flow
Overheads Cash Fl
*+—— Cash Flow
T
The Product Retail Price
¥

Source: Company dala, Credit Suisse estimates.

There are three main royalty streams.

1. Mechanical. These royalties are collected whenever a CD or other music format
is sold. In the UK, mechanical royalties are 8.5% of the PPD (published price
per dealer or wholesale price). In Europe, mechanical royalties are typically
9.1%, and in the United States they are 6.95 cents per track up to five minutes,
based on the retail price. Usually 50% of mechanical royalties go to the
publisher, 25% to the author, and 25% to the composer.

2. Performance. These are collected when a song is played on air, typicaily split
evenly between publisher, author and composer.

3. Synchronization. These are royalties received for music in advertisements,
films, games, etc.

The songwriters may sign publishing deals with publishing companies for financial
advances (e.g., for up-and-coming songwriters) or expertise (e.g., contacts, session
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artists, and studio facilities, etc.). The publisher may also assist in marketing the song to
record companies and other media (e.g., advertising agencies) and may collect the
royalties through the respective collecting societies (PRS/MCPS in the UK) on behalf of
the songwriter, Alternatively, songwriters may want to retain their publishing rights and
collect direct from the collecting society—or retain the rights to sell later for money if
confident of the eventual success of the song.

Copyright duration—not an issue, even for recorded

music copyrights

There has been some concern among investors that valuable music publishing rights
will expire imminently. In fact, they last for 70 years after the death of the last remaining
author. A more relevant concern is the finite duration of the copyright for music recording
rights. These rights relate to the commercial ownership of a recording, e.g., The Beatles’
Love Me Do, which belongs to EMI. Recorded music copyrights last for 95 years from
the date of first release in the United States (having been recently extended after
extensive lobbying by Disney), although just for 50 years in Europe.

Once the copyright expires, anyone can produce a CD with that particular song-
although they would still have pay publishing royalties. So in theory copyrights of major
recordings produced in the early 1960s will expire sometime after 2010. For EMI, this
would include some of The Beatles' songs, which were so lucrative (e.g., the number 1
double album released a few years ago). in fact, we believe there are several mitigating
factors.

1. EMI's management is hopeful that it can persuade the European Union to
extend the copyright period to that of the United States, for consistency and in
sympathy with the value of intellectual property rights.

2. EMI would most likely try to ensure these recordings were fully exploited just
before expiry of copyright.

3. Not all the tracks for one artist (e.g., The Beatles) would expire together, limiting
the ability to produce a comprehensive collection of songs.
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Companies Mentioned (Price as of 16 Jun 06)

Apple Computer inc. (AAPL, $57.56, OUTPERFORM, TP $90.00, MARKET WEIGHT)
EMI Group plc (EMI.L, 271.00 p, OUTPERFORM, TP 300.00 p, OVERWEIGHT)
Napster, Inc. (NAPS, $3.08)

Sony (6758, ¥4,940, OUTPERFORM, TP ¥7,500, MARKET WEIGHT)

Time Warner, In¢c (TWX, $16.96, OUTPERFORM, TP $22.00, OVERWE!IGHT)
Vivendi (VIV.PA, Eu26.95, NEUTRAL, TP Eu24.00, OVERWEIGHT)

Wal-Mart Stores, Inc. (WMT, $48.31, QUTPERFORM, TP $55.00, MARKET WEIGHT)
Walt Disney Company (DIS, $29.45, OUTPERFORM, TP $41.00, OVERWEIGHT)
Warner Music Group (WMG, $27.15, OUTPERFORM, TP $30.00, OVERWEIGHT)
Yahoo Inc. (YHOO, $30.36, OUTPERFORM, TP $45.00, OVERWEIGHT)
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companies or securities that he or she analyzes, that (1) the views expressed in this report accurately
reflect his or her personal views about all of the subject companies and securities and (2) no part of his or
her compensation was, is or will be directly or indirectly related to the specific recommendations or views
expressed in this report.

See the Companies Mentioned section for full company names.
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The analyst(s) responsible for preparing this research report received compensation that is based upon
various factors including Credit Suisse’s total revenues, a portion of which are generated by Credit Suisse's
investment banking activities.

Analysts’ stock ratings are defined as foliows***:
Outperform: The stock's total return is expected to exceed the industry average* by at least 10-15% (or
more, depending on perceived risk) over the next 12 months.
Neutral: The stock’s total return is expected to be in line with the industry average* (range of +10%) over
the next 12 months.
Underperform*: The stock’s total return is expected to underperform the industry average* by 10-15% or
more over the next 12 months.
*The industry average refers to the average total return of the analyst's industry coverage universe
(excapt with respect to Asia/Pacific, Latin America and Emerging Markets, where stock ratings are
relative to the relevant couniry index, and Credit Suisse Small and Mid-Cap Advisor stocks, where stock
ratings are relative to the regional Credit Suisse Small and Mid-Cap Advisor investment universe.
*In an effort to achieve a more balanced distribution of stock ratings, the Firm has requested that
analysts maintain at least 15% of their rated coverage universe as Underperform. This guideline is
subject to change depending on several factors, including general market conditions.
**For Australian and New Zealand stocks a 7.5% threshold replaces the 10% level in all three rafing
definitions.
Restricted: In certain circumstances, Credit Suisse policy and/or applicable law and regulations preclude
certain types of communications, including an investment recommendation, during the course of Credit
Suisse's engagement in an investment banking transaction and in certain other circumstances.

Volatility Indicator [V]: A stock is defined as volatile if the stock price has moved up or down by 20% or
more in a month in at least 8 of the past 24 months or the analyst expects significant volatility going
forward. All Credit Suisse Small and Mid-Cap Advisor stocks are automatically rated volatile. All IPO stocks
are automatically rated volatile within the first 12 months of trading.

Analysts’ coverage universe welghtings* are distinct from analysts” stock ratings
and are based on the expected performance of an analyst’s coverage universe**
versus the relevant broad market benchmark***;

Overweight: Industry expected to outperform the relevant broad market benchmark over the next 12
months.

Market Welght: Industry expected to perform in-line with the relevant broad market benchmark over the
next 12 months.

Underweight: Industry expected to underparform the relevant broad market benchmark over the next 12
months.

*Credit Suisse Small and Mid-Cap Advisor stocks do not have coverage universe weightings.
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*An analyst's coverage universe consists of all companies covered by the analyst within the relevant
sactor.

**The broad market benchmark is based on the expected return of the local market index (e.g., the S&P
500 in the U.S.) over the next 12 months.

Credit Sulsse’s distribution of stock ratings (and banking clients) is:
Global Ratings Distribution
Outperform/Buy* 40%  (61% banking clients)

Neutral/Hold* 42%  (55% banking clients)
Underperform/Sell* 18%  (49% banking clients)
Restricted 3%

*For purposes of the NYSE and NASD ratings distribution disclosure requirements, our stock ratings of Outperform, Neutral, and
Undemerform most closely correspond to Buy, Hold, and Sell, respectively; however, the meanings are not the same, as our stock
ratings are determined on a relative basis. (Please refer to definitions above.) An investor's decision to buy or sell & security should be
basad on investment objectives, current holdings, and other individual factors.

Credit Suisse’s policy is to update research reports as it deems appropriate, based on developments with
the subject company, the sector or the market that may have a material impact on the research views or
opinions stated herein.

Credit Suisse's policy is only to publish investment research that is impartial, independent, clear, fair and not
misleading. Formore detail please refer to Credit Suisse's Policies for Managing Contlicts of Interest in connection with
Investment Research: hitp:/www.csfh.comiresearch-and-analylics/disclaimermanaging_conflicts_disclaimer.htrnl

Credit Suisse does not provide any tax advice. Any statement herein regarding any US federal tax is not
intended or written to be used, and cannot be used, by any taxpayer for the purposes of avoiding any
penalties.

See the Companies Mentioned section for full company names.

Price Target: (12 months) for (EMI.L)

Method: Our 310p target price for EMI is based on a discounted cash flow valuation analysis, supported by
an analysis of merger economics from a potential takeover or merger with WMG. Our merger analysis is
based on a $30 offer price (a 5% premium to EMI's previous offer) and assumes cost savings of £125m per
annum. Qur discounted cash flow analysis uses a weighted average cost of capital of 9.1%, a terminal
growth rate of 2.5%, net debt of £880m and 874m shares outstanding (including 78m convertible shares).
Risks: Risks to our 310p target price for EMI include: (1) an EMI/WMG merger not materialising; (2) the
music industry economics are still in the process of evolving and downside risks exist if digital revenues fall
below expectations or if physical sales decline more than we have forecast; and (3) the balance of power
within the music industry possibly shifting more towards the artists and the retailers (both physical and
digital).

Price Target: (12 months) for (6758)

Method: Qur Y7,500 target price for Sony is based on a sum-of-the-parts valuation of the major divisions:
(1) the electronics business is valued at 8x estimated FY3/07 EBITDA of Y429bn, adding back restructuring
charges of Y64bn; (2) the game business at 12x the 5-year average EBITDA of FY3/06-10 of Y77bn; and
(3) the pictures business at 10x estimated FY03/07 EBITDA of Y60bn. We value the finance business at
1.5x book value of Y584bn. Our analysis assumes net cash of Y104bn and 998mn shares outstanding.
Risks: Risks to our Y7,500 target price for Sony are: (1) earnings at the electronics business, which is the
biggest single eamings and valuation contributor; (2) lower-than-expected demand or lower-than-expected
pricing for television products; (3) launches at related PS3 businesses; and (4) foreign exchange
fluctuations.

Price Target: (12 months) for (VIV.PA)

Method: Qur eu 24 target price for Vivendi is based on a sum-of-the-parts valuation on which we apply a
15% holding discount. The main copmponents of our SOTP are: i) 56% stake in SFR valued at16,9x FCF
06E, or eu16bn; ii) UMG valued on 7.7x EBITDA 06E, or 6.6bn; iii} 20% stake in NBC-U valued at 8.9x
EBITDA 06E or 5.8bn; iv) 51% of Maroc Telecom valued at market price, or eu5.4bn; v) Canal+ Group at
9x EBITDA, or 2.5bn for Vivendi stake. We also value the Global Tax System at eut.6bn (NPV of cash
flows from 2007 onwards, consistent with net debt of eu3.9bn at the end of 2006.

Risks: Risks to our eu24 target price for Vivendi are: (1) requlatory approval for the Canal+/TPS proposed
merger and related restructuring plan; (2) European mobile telephony regulation; (3) impact of potential
acquisitions on our holding discount; and (4) foreign exchange fluctuations.

Price Target: (12 months) for (WMG)

Method: Our target price of $30 for WMG is based on a discounted cash flow valuation analysis supported
by an analysis of merger economics from a potential takeover from EMI. Our merger analysis is based on a
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$30 share price, a 5% premium to EMI's previous offer. Qur discounted cash flow analysis uses a weighted
average cost of capital of 9.6%, terminal growth rate of 2.5%, net debt of $1.9bn and 150.7m shares
outstanding.

Risks: Risks to our target price of $30 for WMG revolve around a further offer from EMI not being
forthcoming. In addition, music industry economics are still in the process of evolving and downside risks
exist if digital revenues are below expectations or if physical sales decline more than forecast

See the Companies Mentioned section for full company names.

The subject company (EMIL, 6758, VIV.PA, WMG) currently is, or was during the 12-month period
preceding the date of distribution of this report, a client of Credit Suisse.

Credit Suisse provided investment banking services to the subject company (EMLL, 6758, VIV.PA, WMG)
within the past 12 months.

Credit Suisse provided non-investment banking services, which may include Sales and Trading services, to
the subject company (6758} within the past 12 months.

Credit Suisse has received investment banking related compensation from the subject company (6758,
VIV.PA)} within the past 12 months.

Credit Suisse expects to receive or intends to seek investment banking related compensation from the
subject company (EML.L, 6758, VIV.PA, WMG) within the next 3 months.

Credit Suisse has received compensation for products and services other than investment banking services
from the subject company (6758) within the past 12 months.

As of the date of this report, Credit Suisse Securities (USA) LLC makes a market in the securities of the
subject company (6758).

As of the end of the preceding month, Credit Suisse beneficially owned 1% or more of a class of common
equity securities of (EMIL, VIV.PA). This holding is calculated according to U.S. regulatory requirements
which are based on Section 13(d) of the Securities and Exchange Act of 1934,

Important Regional Disclosures

The analysi(s) involved in the preparation of this report have not visited the material operations of the
subject company (EMI.L, 6758, VIV.PA, WMG) within the past 12 months.

Restrictions on certain Canadian securities are indicated by the following abbreviations: NVS--Non-Voting
shares; RVS--Restricted Voting Shares; SVS--Subordinate Voting Shares.

Individuals receiving this report from a Canadian investment dealer that is not affiliated with Credit Suisse
should be advised that this report may not contain regulatory disclosures the non-affiliated Canadian
investment dealer would be required to make if this were its own report.

For Credit Suisse Securities (Canada), Inc.'s policies and procedures ragarding the dissemination of equity
research, please visit http:/www.csfb.com/legal_terms/canada_research_policy.shiml.

The following disclosed European company/ies have estimates that comply with IFRS: VIV.PA,

As of the date of this report, Credit Suisse acts as a market maker or liquidity provider in the equities
securities that are the subject of this report.

CS may have issued a Trade Alert regarding this security. Trade Alerts are short term trading opportunities
identified by an analyst on the basis of market events and catalysts, while stock ratings reflect an analyst's
investment recommendations based on expecied total return over a 12-month pericd relative to the relevant
coverage universe. Because Trade Alerts and stock ratings reflect different assumptions and analytical
methods, Trade Alerts may differ directionally from the analyst's stock rating.

The author(s) of this report maintains a CS Model Portfolio that he/she regularly adjusts. The security or
securities discussed in this report may be a component of the CS Model Portfolio and subject to such
adjustments (which, given the composition of the CS Model Portfolic as a whole, may differ from the
recommendation in this report, as well as opportunities or strategies identified in Trading Alerts conceming
the same security). The CS Model Portfolio and important disclosures about it are available at www.credit-
suisse.comti.

For disclosure information on other companies mentioned in this report, please visit the website at
www.credit-suisse.com/researchdisclosures or call +1 (877) 291-2683.
Disclaimers continue on next page.
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(*C8") to any registration ar licensing requirement within such jurisdiction. All material presented in this report, unless specifically indicated otherwisa, is under copyright to CS. None
of the material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior express written permission of
C8. All trademarks, service marks and logos used in this report are trademarks or service marks or registered trademarks or service marks of CS of its affiiates.
The information, tools and material presented in this report are provided to you for information purposes only and are not to be used or considered as an offer or the solicitation of an
offer to sell or to buy or subscribe for securities or other financial instruments. CS may not have taken any sleps to ensure that the securities refered to in this report are suitable for
any particular investor. CS will not treat recipients as its customers by virtue of their receiving the report, The investments or services contained of referred to in this report may not
be suitable for you and it is recommended that you consult an independent investment advisor If you are in doubt about such investments or investment services, Nothing in this
report constitutes investment, legal, accounting or tax advice or a representation that any investment or strategy is suitable or appropriate to your individual circumstances or
otherwise cansitutes a personal recommendation to you. CS does not offer advice on the tax consequences of investment and you are advised to contact an independent tax
adviser. Please note in particular that the bases and levels of taxation may change.
CS believes the information and opinions in the Disclosure Appendix of this report are accurate and complete. Information and opinions presented in the other sections of the report
were obtained or derived from sources CS believes are reliable, but CS makes no representations as to their accuracy or completeness. Additional information is available upon
request. CS accepts no liability for loss arising from the use of the material presented in this report, except that this exclusion of liabiiity does not apply to the extent that liability arises
under specific statutes or regulations applicable to CS. This report is not to be relied upon in substitution for the exercise of independent judgment. CS may have issued, and may in the
future issue, a trading call regarding this security. Trading calls are short term trading opportunities based on market events and catalysts, while stock ratings reflect investment
recommendations based on expected total return over a 12-month period relative to the relevant coverage universe, Because trading calls and stock ratings reflect difierent
assumptions and analytical methods, trading calls may differ directionally from the stock rating. In addition, CS may have issued, and may In the future issue, other raports that are
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businesses that relate to companies mentioned in this report. These businesses include specialized trading, risk arbitrage, market making, and other proprietary trading.
Past performance should not be taken as an indication or guarantee of future performance, and no representation o warranty, express or implied, is made regarding future
performance. Information, opinions and estimates contained in this report reflect a judgement at its original date of publication by CS and are subject to change without notice. The
price, value of and income from any of the securities or financial instruments mentioned in this report can fall as well as rise. The value of securities and financial instruments is

. subject to exchange rate fluctuation that may have a positive or adverse effect on the price or income of such securities or financial instruments. Investors in securities such as
ADR's, the values of which are influenced by currency volatility, effectively assume this risk.
Structured securities are complex instruments, typically involve a high degree of risk and are intended for sale only to sophisticated investors who are capable of understanding and
assuming the risks involved. The market value of any structured security may be affected by changes in ecoromic, financial and polftical factors (including, but not limited to, spot
and forward interest and exchange rates), time to maturity, market conditions and volatility, and the credit quality of any issuer or reference issuer, Any investor interested in
purchasing a structured product should conduct their own investigation and analysis of the product and consult with their own professional advisers as to the risks involved in
making such a purchase.
Some investments discussed in this report have a high lavel of volatility. High volatility investments may experienca sudden and large falls in their value causing losses when that
investment is realised. Those iosses may equal your original investment. Indeed, in the case of some investments the potential losses may exceed the amount of initial investment,
in such circumstances you may be required to pay more money to support those losses. Income yields from investments may fluctuate and, in consequence, initial capital paid to
make the investment may be used as part of that income yield. Some investments may not be readily realisable and it may be difficult to sell or realise those investments, similarly it
may prove difficult for you to obtain reliable information about the value, or risks, to which such an investment is exposed.
This report may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the repart refiers to website material of CS, CS has not reviewed the
linked site and takes no responsibilty for the content contained therein. Such address or hyperink (including addresses or hyperlinks to CS's own website materia) is provided
solely for your convenience and information and the content of the finked site does not in any way form part of this document. Accessing such website o following such link through
this report or CS's website shall be at your own risk,
This report is issued and distributed in Europe (except Switzertand) by Credit Suisse Securtties (Europe) Limited, One Cabot Square, London E14 4Q, England, which is regulated
in the United Kingdom by The Financial Services Authority (FSA”). This report is being distributed in Germany by Credit Suisse Securities (Europe) Limited Niederlassung Frankfurt
am Main regutated by the Bundesanstalt fuer Finanzdienstieistungsaufsicht (“BaFin"). This report is being distributed in the United States by Credit Suisse Securities (USA) LLG | in
Switzerland by Credit Suisse; in Canada by Credit Suisse Securities (Canada), Inc..; in Brazil by Banco de Investimentos Credit Suisse (Brasil) S.A.; in Japan by Credit Suisse
Securities (Japan) Limited; elsewhere in Asia/Pacific by whichever of the following is the appropriately authorised entity in the relevant jurisdiction: Credit Suisse {Hong Kong)
Limited, Credit Suisse Equities (Australia) Limited , Credit Suisse Securities (Thailand) Limited, Credit Suisse Securties (Malaysia) Sdn Bhd, Credit Suisse Singapore Branch and
elsewhere in the worid by the relevant authorised affiliate of the above. Research on Taiwanese securities produced by Gredit Suisse Taipei Branch has been prepared by a
registered Senior Business Person. Research provided to residents of Malaysia Is authorised by the Head of Resaarch for Credit Suisse Securities (Malaysia) Sdn. Bhd., to whom
they should direct any queries on +603 2723 2020,
In jurisdictions where CS is not already registered or licensed to trade in securities, transactions wil only be effected in accordance with applicable securities legislation, which wil
vary from jurisdiction to jurisdiction and may require that the trade be made in accordance with applicable exemptions from registration o licensing requirements. Non-U.S.
customers wishing to effect a transaction should contact a CS entity in their local jurisdiction unless governing law permits otherwise. U.S. customers wishing to effect a transaction
should do so only by contacting a representative at Credit Suisse Securities (USA) LLC inthe U.S,
Please note that this report was originally prepared and issued by CS for distribution to their market professional and institutional investor customers. Recipients who are not market
professional or institutional investor customers of CS should seek the advice of their indepandent financial advisor prior to taking any investment decision based on this report or for
any necessary explanation of its contents. This research may relate to investments or services of a person outside of the UK or to other matters which are not regulated by the FSA
or in respect of which the protections of the FSA for private customers and/or the UK compensation scheme may not be available, and further details as o where this may be the
case are available upon request in respect of this report.
Any Niglsen Media Research material contained in this report represents Nielsen Media Research's estimates and does not represent facts. NMR has neither reviewed nor

—. approved this report and/or any of the statements made herein.
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