Neighborhooding is a well-tailored remedy

+ The transaction threatens competition by locking in channel positions
that will not reflect programming merit.

« Neighborhooding will prevent Comcast/NBCU from harming
competition through anticompetitive channel position.

« Neighborhooding permits all business news channels, including CNBC,
to continue to compete on their merits without any impediment.

» Neighborhooding also reflects consumer preference and advertiser
Interests.




Comcast changes channel lineups regularly

We have identified more than two dozen batches of channel lineup changes made by Comcast
on major systems over the (ast five years (examples below).

2010 + > 60 channels in New York
«  Approx 40 channeis in Baltimore
+ Approx 60 channels in Philagelphia » Channel Iineup
»  Bystem-wide change in Denver changes are part of
life for cable
2009 - System-wide change in Sealtle-Tacoma operators
2008 -+ 120 channels in Ballimare * Comcast has
privately
2006 - Over 100 channels twice since 2006 in Philadelphia acknowledged
+  System-wide change to Brookline in Boston neighborhooding is
the industry frend |
based on viewer
2004 -+ Multiple 50 channel changes since 2004 in NJ preference

2003 - > 60 channels in Chicago

Source: TMS

BLOOMBERG 7t | COM | MOBILE RADIO ~warkers | eusinessweek: [




There’s no evidence these changes hurt Comcast

Date of Subscriber Change

Channel in Time Period
Lineup Following Channel
Location Change Lineup Change
Palm Beach County and Treasure Coast, FL  16-Jan-07 -
Houston, TX 16-Oct-07 -
Albuguerque, NM 27-Aug-05 -
Richmond and Henrico County, VA 30-Jul-05 -
Dallas, including Garland, Sunnyvale, TX 22-5ep-04 J*

“-* indicates no statistically significant increase or decrease
“L* indicates a temporary statistically significant decrease (followed by increase in next

period)
Source: MR] Data

source: Leslie Marx report

BLOOMBERG - =+ = | COM | BUSINESSWEEK”
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A. Executive summary

Crincast and NBC Universal (“Comcas™}, in their joinl “Opposition to Folions 1o Deny and
Response @ Conunertts,” (iled July 21, 2000, have argued 1har Comcast would have no abilicy or
incenlive 1o pursue anti-competitive foreclosure sivalegies, eilher partial or complete, agains
unaflilialed comoem providers in the event ol the closing of the proposcd merger (*ihe
Transachen'.

1 have been asked by Bloombeorg L.P. (“Blomnberg'™) 1o evaluate the arguments put forward by
Comeast, including the economic repons subsuiited by Dies. Mark Israel and Michael L. Kae
{1sracl unel Kaiz) and Dis. Gregory L. Rosston and Michuel D, Topper (Rosston and Topper) in
suppert ol this view.

Inn dhis repory, | rebut all of the criticisuy oflered by Drs. Isracel, Koz, Bossion and Topper relatcd
1y my original Report and show thal 1he Transaction creales Lhe incenuive and increases the ability
foor Civmeast w reduce (he disweibudaon, viewership, and revenue ol wnallilaled busineds nows
nelwoerks that compete with netwaorks thal Comeast will conlrol as a resull of the ] ransaction,
paricularly CNBC . the leading TV business news programming nelwork. ABSENI appropriaic
conditions, such aclions will harm commpetition in the TV business news market aud reduce Lhe

diversity and quality of news and information soures available o consumers.

I do 50 in four pars. Firsl, 1 deminsirale a sound basis lor the view (hat Comeast indeed does
liave Lhe ability 10 foreslose Bloomberg’s video news netwiork Bloomberg Television
(“Bloomberp TV™) and 1hat iz ability 15 founded on eswblished ecanomic theory reganling the
ceonomics of program production in the lelevision industry.

i next ebul Cawcast’s interpretation of Lhe economics lineralore analyring torcelosure and theie
econcanlats” studivs un Comeast’s own cartiage devisions, Despite Comceast’s clauus 1o the
cunirary. 1he econainics lierare analyzing vertical inlegralion in cable markets has consistently
foumd 1hat inlegrated disitibators are more likely wo camy and/or place alfiltaled contenl un
lavorable product ners and arc less likely (o camy andfor place unalfiliated content on Iavorable
Liets.

Furhermore, this conclusion is reinlorced by the analyzis ol Comeast’s own economisis, In
paricular, Comcast’s economists onginally concluded Lhat 1here is no evidenes that Comeast
would 1manipulate carriage of their alfilialed networks foc anti-competitive purpases by revisiling
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lie analysis of Goolsbee (2007);' however, when Lhey correried a coding inistake in their analysis,
the relevant cmpirivul resulls were reversed,” implying thal Comeast docs ungage in stralegic
foreclosure, witl the daw pointing 1o the gnli-compelitive explanalion for thete prapensily to carry
their own nelwarks.’ I follows thart (he acquisition of contrel over the NBCU aetworks would

increase this struepie fareclosure,

71 Furhermore, although Comeast’s economists argue there is no evidence that Comeast limils s
camiage ol rivals 10 11s own alTiliated netwarks, their own dala and empirical franework provide
cvidener that Comeasl does limil 1ls carriaze of networks thal compete with Comeas!'s alfilated
nelenrks, wilh the inplicaiion thal acguiring contrgl aver the MBCU petworks would give
Comcast Lhe ability and incentive 1o hmyl ity camiage ol rivals 1o lhose networks as well.

%) I nexi rebut cach of the points rised by Comcast i seppon of the view thal Comeast will have no
itcenlive Lo foreclose business news progremming netsorks such as Bloomberg TV. | provide
turthier sapport for the vicw thal TV business news propiamuning is a well-defined anlilmust marker
by providing further ceonometric evidence in suppo of the view That cable uperacors, in addilion
e vicwers anil adverlisers, perceive Bloomberg TV and CNBC to be close substilures, expanding
wy lypothetical monopolist teat ta allow for bargaining belween coidenl providers and
distributory, providimg cvidence in suppon of a price-discritnination marke! in W business news
advertising, and wsing the canfidential dala provided by Dry. Israel and Katz 10 demoneirate thal

Comcasl does have Lhe incetilive o deny carmiage to Bloomberg TY.

9 Finally, [ analyz. changes in Comeast’s own channel lincups betwesn 2007 and 2010 and {ind
that costs o Comeast from saiislying Bloomberg TV's proposcd remedlial condition off
“neighborliooding,” 1., 1that Comeast be required o reorgawize its chaunel aligninent so that all
exisling business news channels, incluiling Blovmberg TV, be carned on contighous and adjacenl
channels on all Uers where CINBC is cartied, are likely 1o both be small and bome in the normal
courre of busingss operalions in the cotning, years,

1 lnsummary: There is evidence vertically intcgralod MYPDs uee sirategic loreclosure 1o
disadvaniage rival networks. There is [urther evidence that Coimcast uselt forecloses cxisting
rivals. Rloomhberg TV is a rival nelwork 1o CNBC, and strategic loreelosure by Comeast has the
pirlential 1o signiflicanily dimninish the elfeetivencss of Bloomberg TV and oiher CNBC rivals as

! Augtan Goolsbes, “Vertiea] Integratian and the Markat (or Broadeast and Cable Television Programming.” Aprl 2007,

o provided a letter 4 the Dopeament of Tustics on faly 2%, 1000, notitying them of the coding mistake m Dy, 1s1ac] and
Kalz™s analysis. Comeagt fled an amerded rogresalan analysis comecling Uelr coding mistike on Auyoest 13, 2000,
(Letter to Matlene H. Dorich, Secrewry, Fedem| Cammunjcations Commuitsion e Michael H. Hamemer, Augue] 13,
20100

? Tespite the fact that the rosulis in The comecied analysw are essentially Ihe appesite of the resulls in (he criginal a1walysts
irvalving the coling mistake, Comens! Maumaing withou 4 credible basis thal 15 conelusions are unslfected. Sce
Sectjon C.1 below.
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comperilors in Lhe business news programming markel. ln diminishing the competiliveness of
MBS business news programmitg competitons, Comeast would be harming not merely Thowe
news grganizations, but also: (a) the public interest thoough the redecton in diversity of news and
information sources, (B) all MYPD subscobers because MY PLrs would have 1o pay more for
CNBC and would pass that along to subseribers,’ and (¢) advertisers that highly valee o business
news sudience because they would have Lo pay more lor aceess (o CNBC wndienves.”

Iy Asdiscussed i my arviginal Report, the oplions avallable 1o Comeast 1o acl on I8 incantive to
dimimigh 1he competitivengss of Bloomberg TV are multiple and include: poor channel placement
lar Ironm CNBC, poor Gering, (ailure o carry, use of walket power as a mulli-network owner 1o
lipmil dastribution Tor Bloomberg TV on ather MVPDs " use af markets pawer ag a multi-nctwork
gwner and MYPI g bundling advedising on CNBC with advertising un other owned networks
andior spol abvertising un Bloomberg TV (o the detriment ot Bluemberg TV, and restrictions on
11ie online debvery of Blomnberg TV as a coudution of cirilage on Comeasl systeims.

B. Comcast has the ability to pursue anti-competitive
foreclosure strategies against Bloomberg TV

12} Comncast's econounisis, Drs. lsrael and Kz, claim that an incgraied MYPD cap profitably engage
in (oo losure o help ity own nebworks only o ga) i is 2 selficient bolUeneck and can drive Lhe
nelwork oul of business, (b} the integrated company lacks sufficicenl bargaining power Lo negoliale
allliale fees witly ihe independent nelworks, and {c) gans to [oreclosing oulweigh losses.” They

' As mvidenee thal CoMpO lioh amene & able neww orkc dicsaplines alTiliae teces consider the example provided o my irita)l
Fepor; “Historieu] pricing in cable TV news programmieg illesiraics that compelition within cable propranoming
calegones 15 mdicalive of distinel product markets. Tor example, Wolerman and Woess (1997, po58) descoibe how in
1981, CHM sharply redoced its fees to cable operators when 1aced swith the launch of ABC s Saellite Mews Channel
(8MC). Three days afier the announced launch of SMC in the fall of 1%%1, Ted Tomer announced that he would offer a
second news serviee, CHMNZ, which beeame Headline Nows, for no cxira charee w cable operators. "CNMZ launched on
suhednle [by Januwry 1, [982), and SNC saon fltowed. 50C, though, failed e obtain enoogh system affilialions, 2nd
within & year 113 dwners had sliud af doowr, sold theie assets e Tumer Broadcasting, and agreed g 2 three-wear no-
connpetition clause. Then, witkin a month of SNC s derdse, Tumer amaunced that he would more tkan triple TNN s
fogs 1o cable operators,”” {bdarx Repoert at paragraph 67, Bloomberg Petition to Deny. fHed Jume 21, 2010) See Ford
und Tackson (1997) estimating thal Lhe pass throogh of gosl degreases is appocimately SR, all 2lse oyual, suggesing
that affiliate fee increases would tramslate into price increases for consummers, with approsinately halfabl dme price
increaze passed along to consumers. (Ford. 4. and 1. Jackson [ 1997), *Hottzontal Concentranion and Verlical
Integration in the Cable Television Indusity.” fewiew of fadustriod Craanizaon 12, 501-5153

* Diminished competitiveness of Bloomberg TV waould reduce iis ability Lo consirain CNBC's advertising rtes [or the
calegory of adverlisers thal place a particular value on adverising time on business news pebeorks, See T L6 L0,
mlra. ||

1

% The results of Takle 15 in my origingl Report show thal majot multi-nelwark ownets aie able to seourc greater disintation
Tor their networks, evien controlling for network gualiy, network, malurety, smd trends over nme.

T lsraed andl Kal: al parapgrapl 131,
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13)

143

15)

zrgue that nong of these preconditions holds for the proposed Transaction. Howover, the
econcinic argunents underlying therr conditions {a) and {b} are not conect. and, as [ show in
Seetion 1.2 helow, (L CNBC were affilialed with Comeast, (he gains 10 Comessl [nem [ureclosing
Blovmberg TV would owtweigh e losses.

In suppon of conditinn (], Comeast disingenuously argues that it 'only” holds a 24 percent share
of MV PD subscnibers and cites recent case law advocaling Lhal =it was arbitrary and capricious for
the Commissien w conclule thal o cable operator servine inore than 38 perceni ol Lhe markel
poses a Lhreat either Lo coupelilion or \o diversily in |1rfJ§5,mmminl.g.“‘H {cniphasis in the Comcast
filing) Whal Comcast fails o note is thal the U5, Court of Appeals <id nol sel 30% as some type
al threshold, bt insiead the Court held that the YOO failed o ~examine Lhe relevant datg am)

articulate a satisfactory explanation for 115 aclion.” and rejecied the 30% ownership cap.’

Despile Dre. [srael and Karz's claimns w e conirany, the ceoromies likerture does nol agree that
their condition (a) i1s necessary for forcelosure, In thetr chapter in volume 4 of e Hfandbook of
Inusirial Orpanizalion lilled “A Pomer on Foreclosure,” Rey and Tirole (2007) conclude:
“Fareclosure varies in exlent [t can he complete, as m Lhe casc ol a relusal 1o deal {equivalently,
an extravagant price can scrve as “cunstruclive refusal’) or in the case of tlechnica! integration
between complementacy gouodls, or partial, as when the bottleneck owner [avors some Aoms or
products in the adjucent marke! Lo Lhe detriment of other compelitors.™!" Furthcrmorc, in non-
monapoly markels, foreclasure can vary in gffect, as in the case where relusal 1o dedl by one firm
can cause a rival o exil (complewe or mercly nediee Lhe desirability of (he rival™s produet
(parmal).

Indced, the eaisting ceonomice lileraare analyzing television program supply implics an MYPD
can induce luann by Tavoring an tnlegrated netwark. Chen and Waleoman (2007) conclude, “Like
many other media products, cable networks are sobject (o subsianlial economies of scale wilh
reapect 10 the number of subscribers reaclied. Thal cos condition implics that stralegic exclusion
of an unalfiliated oval nelwork by an MSC would raise thal nval's averag pmogramniing cosi per
subscriber, thus limiting its ability to invest in program quality, and poeniially inducing it 1o exit
the wnarket altopether. For an ad-supported basic cable nelwork, moreover, cost-pet-thousand
alvertising rates arc known Lo be an increasing Muntlion of the netwark's national audience reach,
and adveniscrs regand geographic gaps in e nannnal andience eoverage of a griven nelwork o be
a seriong disadvaniage. In his case, straregic vertical foreelosure may thus compound 2 rival
network's disadvantage in offering @ coropelitive quality of programining. ™! Furhermoic, the

B Crpposition at |54,

¥ Comeast Corppration v, FCAL, 379 F M L LA (DG, Cir 2009).

" patrick Rey and Tean Tirale (2007, "4 Prmerun Foreclosure,” Chapter 33, Sandbock of Itdisirial Grmeizaiion, Vol 4

2145.2220, s p2 146

Y Chen, T and T, Watenman {2007} Verical Dwneeship. Program Welwork Carriage, and Ticr Positioning in Cable
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16)

TH)

19}

analysis of Owen and Wildinan (1992) shows thal widespread disinbution s criucal For any
nclwark,” with the implication that losing a siguificant distributor e Comenst would necessarily
reduce Bloomberg TV's incentives w myvest in programming and could possibly farce them 1o cxit

e markel over Lime.

In e Dpposition a1 p.lbo, Comeast claims “The lundamental asspmplion underlying this theory —
Lhat Comeazi’s demial of carmiage would necessarily cause a nelwork e reduce ils investinent
incentives — is enlirely wiseppaeted.” (emphasis in original) This starement is absurd in ity
sugpesnnn that Comeast might acluslly be helping Bloanberg TY by denying it carnage and is al
edlghs with Lhe establishiad economics lilerataes {sce¢ Chen and Wilerman (2007) quored above) and

wilh recenl evidence cited by Drs, Lsrael amd Kacz.'

While Dirs. Lsracl apd Katz's condition (a) was al leasl panially correct, their conidition (b} is
simply wrong. They suggest [he key issue is one of simple harisontal mackel power in upstream
inarkels and that “as long as the network crealed grealer consumer value than did allernalive
nulwarks, it would be in the interest of the MYPD 1o eamy the network, "

'This srgumenl, however, misses Lhe powt of the foreclosure lilcralure, The conceru is nat Lhat
increased bargaining power by Comeast would reduce the share of surplus thai a content provider
can carn. The concern is that the Cantcast's cable sysleins miglt be willmg 1o vompletely forga
ihe joint surplus crealed by a cantent provider ke Bloomberg TV because of the beneTits such a
decision may lwve for its alfilae upatream dval CHBC,

Faor exanple, even though Bloomberg TV might benelit consuiners inore than alt:matives, it may
not b in Comeasl s interes| 1o carmy Bloambere TY even if il could extmet all rents via alfiliae
fees. Consider lhe case 1in which Bloomberg TV and CNBC engage in price compelition lor
adverlisers. ITan inegraled Comeas| carried only CNBC, hen il would a least eet mopopoly
advertising revenucs From business news on Comcas: systewms.'” Carrying Blovmberg TV, even
thaugh consumers want il, would reduce CNBC's sdvernising rovenues, which in him could offset
any potential alfiliate fee reductions Lhat Comcast mighl be abie 1o negatiaie or higher subseriplion

fees Comeast might be able e extract [rom consumes due 1o Uieir wgher willingness o pay lor

Television: Ao Empivical Slody,™ Review af Imdusteial Oreanoation 003, 227-251, @ 228220

T Hruce M. Craen and Steven 5. Wildman (1093), Fider Evomprcs. Chamer 2 (esp. at pp.d1-443.
" Dirw. Jsrael and }ace | footnoie 192 parz 142 in their rehuilal comments) cltc the “Crawlord Presentulion.” Slides 1518

ol Whal prescnstion Jemonsirate the profitbiliny of mising civals’ eoslsmodueing rivals revenos based on an analysis in
the ook, Fideo Economics by Orwens and Wildioan, Undermining the Ismel and Katz argument, this anadvsls show
that being foreclosel fpm Comeast's markst would reduce Bloomberg, TS incentives to invest o guaslily
programuoing and thus bere [ CNBC nal gnly in Comeasi©s markel, bul alse in all ol the markets in which CNBC apil
Bloomberg TV compete.

™ lyrue] and Kalz al parzgraph 133
¥ Revenucs would be cven higher i) Blooraberg TY were forced b reduce 115 investments I0 program quabiy o eait e

Toarkel.
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20}

213

223

23}

24)

Bloomberg TV. Thus, wheress if Comeast were unintegrated, itwould want w carry both
networks (because it would nol inlernalize e loss of Bloomberg TY/CNBC adverlising revenue),
by being integrated, il would only wish 1o carry one network.

It [llows [tom Lhe above paragraphs thal Drs, Ismcl amd Kate's ¢laim that “only the loss of

carriage on multiple MYPDs would pose a real llireat (o nelworks”'®

18 incorrect. A real Llirear Lo
networks can be induced by failing Lo be curicd by a single large M30, or cven withoul a [ailume

o gain carriage (e.2. due (o poor chaunel posilioning or lier placemenl).

[Drs. Israc] and Katz conlinue Lo say Whal “by denying camviage Lo a nelwork, Comeast would
heiglilen thal nelwork's incenlive Lo achieve carriage on other MYPDs, which, by lundamental
ceonomic logic, would tend 1o reduce (he price the network wouid charge those other MVPDs '
The logic that denying camage would reduce [ees is also Nawed. ITanyiling, it would increase
them or is al best ambiguous.'

Dirs. Isracl and Kalz claim thal as average programining cost per subscriber go up, there is some
lundamenial economic logic thal will result in prices going down. Even when one noles thal here
we are considenng average cost, not marginal cost, logie does nol supgest Lhal prices go dowa,
particularly il a newwork is close to the margin where it would choose 1o shut down. Related w
this, D15, lsrael and Kaiz arpue thar marginal ellecls and nol average effects maiter lor invesimen!
absent shutdown, and hence investment efiects are ambiguous.'® Bul piven thar we are

considering an environmenl in which shuldewn is a concerm, this argument 15 lawed,

The argunients above eslablish that an MYPD wilh a large (e.g. 24%5) market share can, al least in
jiinciple, either partially or completely Toreclose a conlent provider that compeles wilh an
upsiream rval. [n the case of the business news market, however, Comeast’s 24% market share of
MYPD subscribers undersiates ils ability o foreclose Bloomberg,

As shown in Table 2 of my original Reporl, Comcast's subscriber share is betweszn 4080 and 63%
in the top-liltcen DM A of Chicaga, Philadelphia, San Francisco, Boslon, Allanla, Washinglon,
D, Houslon, Delroil, Seallle, and Minneapolis (and approximalely I0% in New York City).
These are widely recognized as some ol (e most inlluenlial business center in Lhe Unitad Slates.
Of the 16 cilies designaied “Major nalicual businezs cenlers™ or higher in Lthe Ranally city ralings,

" Teracl and Kalz at paragraph 134,

" Teracl and Kalz st paragraph 134,

A simple example demanstrates thiz peinl, Consider two MYFPDs and one content ooy jder N, where the content provider

musl receup [ined costs W sty i bosiness or olhatwise exit the business. Consider the case in which MYPDs have all
bargaining power and pay just enougl for the comtent provider 1o recoup costs, {In 2 model with bargaining power, a
similar analysis applies.} Assune the gains to each MY PD are higher than (he costs of progmamming to N, 50 iLis
clficient Jor W to be carmed. M one MYPD meluses o cootragt with B, W must recoup all Mixed costs lrom the one
icmaining MYFD. Clearly prces go up or N will go oul of business,

™ Jgrac] and Kave ar paagraph L3A, fotnote |88
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C.

Comcasl is the damninant MSO in 1).* This is consistenl with 2 business news netw ork needing
Comeasl dislribution 1o atlract advenisers rpeling esidents ol the majer business cenlers.
Indead, ihe potential andience for business nows programming networks 18 disproponionalely
compesed of Comeast subweribers. 29.4% ol the readers ol the business news publications Balf
Street Sowenal, Farhios, Fartune, The Economist, or Bloomberz Businesswech are Comeast cable
subseribers, which is 44.2% of these readers who are cable subsacribers.®' Thus, Comcasl is a
necessary disiribuine fivr a network needing access (o this key busingss news audicnee, For
cxample, Bloombeng 1Y would be expecred (o lose nore than {4 ! ol its advertising revenue
ir it were w0 lose distribution Ihrough Conicast

Thus, eslablished economic theory regaring the cewnamics of program production in the
welevision industry and the evidence specilic 10 Coincast being a eritical distributor for TV
business news nelworks supporl the conclusion thal Comeast has the ability o loreclose
Bleomberg TV.

C. The evidence shows vertically integrated MVPDs, and
Comcast in particular, discriminate against unaffiliated
programming

1. The econemics literature is replete with evidence that vertically

integrated MVPDs discriminate against unaffiliated programming

26)

In (he Opposition, Comeast has Litled Seclion ¢y on page 172 *There 15 0o Evidence Lthal
Verticatly Tategrated MVYFEDs Discriminare Against Genre Programing.” Comcast funiber claiins,
“the evidenes does nol support the liypothesis 1hat verteally incegrated MVYPDs tend 1o deny
vumage la, or olherwise disadvantage, networks with which they are nal alltliated, parbeularly

"The Ranally cite rating systew classifies U5, citics based on their coonomic Rncison,

{hep:en wibapediaorgwiki‘Ranally_cily _rating_system, scoessof Aogost 12, 2010). e cities where Comwast is the
dirmdnant M 300 include the cilics lislod above (except Searlle which o ven the next lower classilication o “Other
navionat businewd center”) plus Miami and Pittshungh,

MR Tl show the number ol cable subscribers in the top 200 T4 that e one or moce of theae N tites, weighied

by Comuant*s nhore ol gable subscobers in the DA A {Source: SHL Kagan, 4 CQuaries 2008, divided by 1he number of
penple wlie read thess tiles in the US iy 39.4%,. 4lao, wid% ol these readers are cable sulenbers. The caloulaton
assumes that Comicast suks in 4 given OMA are not syseematically dilferent Keou mon-Coomcast subs o That A,
Mole: MRI Dara exclude DMAS 71, 147, and 150, (MR! Dala analysis provided by Blommherp, Acgust 12, 20010

* The percentage change in BT 75 ad revenue v 1 resolt of losing disiribudion on Concast (based on 2 low of vieswers and

a redpetion in CFM as a resull of Iowes viewerthupd (i [ | -CoancastShoneQMBTY Vi ewers)y®( 1-
CPM AdjustmentFactor*Comcast Share CIB Ty Wieweril- | [
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liose thal are “similar’ Lo inlegraied netwarks. " n zuppan af this view, they cite (only) an
unpublizhed arademic preseulation based on wurk. in progress by Gregary Crawfond
demonsnaung [hal Comeasl is mors likely to catry channels ™argeting black andience™ than are

rvals 10 TV Qne {in whicl Comcast lias ownership interesis),™

This conclusion 15 nol only unsupporied by the acadermuc literalure, il is nol even supponied by

Comeast’s cconamuizts. In their rebultal reporr, D, [sracl and Kate conelude:

* . [M]any sxisting stedics of carriage seek 10 answer lhe question: Is a verlically milegraled
MY D mare likely 10 camy the nelworks with which il is integraled ithan are other MVPDs?
Thene i honad consensus in the literawure that ... the answer Lo this quesion is generally
‘yes'... There is also 4 sécond question that has been addressed by many exisiing sludies: Is
an integrated MYPD less likely than other MYPDs Lo carry nelworks that the incgrawd
MVYPD does not awn? Some studics have found some evidence in shpport of this claim, but

the overall evidence on the second guestion is mixed ™ (emphasns added}
q P

While [ agree wih the Iirsl slalement that vertically integrated MY P03 are more likely La carry
allilizted neiworks, the presentation by Drs. laael and K;z of the second question imse! U missies
{he economics lieraiure. In the abstract 10 her papee in the American Economic Review, Chipty
(20011, concludes .. [1nlegrated oporatuers end w exclude rival program services, suggesting
that cerlain proprin services canne! gain aceess 1o the distribution networks of ventically
integrated cable system operators ™% [n the abstract 1o their paper in the Journal of Econometrics,
Warerinan and Weiss ( | 996) canglude “Cable systems owned by e two innliiple system
operaters (MEQS) having majority ownership ties lo lour mujor pay networks wended 1o camy their
afiliated netwarks more frequently and nival networks less Dequently than did the avermge
nonintegrated systern.™’ In the abstrmey wo Wheir paper in the Review of industrial Organization,
Clien and Walerman (2007) conclude “Focusing on [bur program nebwork proups ..., we generally
(ind that muegraled cable sysieme carry ther alfilised networks more frequently and carry
unallilinied dval nelworks less lrequently-—a pallern idenlified by previous studies uring data
prior to DBS or Lhe capacily cxpansion cifects of digilal cable. ™ They further conclude, “We

* Opposition al p. 172

M Oppasition at p.] 72,

2 Igrae] and Kalz at paragiaph 142,

* Chipiy, T. (200713, "Yertical Intcgralion, Markel Foreclorore, andl Crosumer Wellarz 1m the Cable Television Industry,™
American Ecommnic Review $1(3), 428453, at p. 433

= Waterman, D), and A. Weiss { 1994), “The ElTect of Verheal Inegrstion beiwoen Cable Televigian Sysioms anid Pay Cahle
Webworks,” Sowraad of Econemetrics T2, 357-205, ap 255,

E Chen, D. and 17, Waleran {2007}, "Vertical Cwencrshapy, Program Nebwerk Camage, and Tier Positioning in Cable
Felevision: An Empirical Sludy,” Review of fadv teiad (hrgancaion M3, I27-15], p 217,
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alse [ind thar integrated sysitems thar (o carry nival networks often position them on digital Liers
129

having more limited subseriber access. ..
Even the work in progress by Crawford (2009)" ciied both by Comeast und D lorac) andl Kalz
contradicts the claims by Drs, Israel and Katz, Although Drs, larael amd katz cite shides 43-46 of
the work in progress by Crawford (2009)," Comeasi highlights onky (he results of slide 43,7
ignoring e tables on shides 3546, whicly demensirale thal Comeast is perfect]y williug o
foreclose tival chytribulers aceess 1w their integraled mogional eporis channels in the Philadelphia,
the Soulheast (e.. Charlotic, Allanta), and Washinglon DM as ™ 411 of this rescarch contracliets
Cowncast’s claim thal “'ihere 1s no evidence thal vertically inlegraled MY PDy discriminate agains.
genre programming, ™

While I diller with Drs. lsrael anid Ktz and conclude that the majonty of the evidknce Favors the
view that inlegraled operalors discriminale agamsl rival contens providers, I share their view Lhal
this docs not necessarily imply “ann-compennve hanns™ and at “deeper analysis 15 needed ™
The analysis of Comeast’s incentives 10 cngage in such fareclasing behaviar with respect W
channel positioning and/or caminge in Secion C ol my ariginal Report and turther developedd
below, however, demonstrate 1 this 15 a likely possibiliy in the case of paicipanis in the
busincss news programming markel, incloding Blaamherg TV, and 1har canduions are required i
order to prevenl its OCCUmency.

™ Chen and Walerman {2007) sl p 327

H L elrer From Gregeey 3. Crawloed, Unpvarsity of Warwick, 1o Marlene H. Donlzly, Secretary. FCC, MEBE Docket No 10-36
(Apr. 2H, 20100 (anaching Gregory 5. Crawlord. The Empitical Measuremem of Forcclosure: Incentives in LS. Pay
Television Matkeis, Now. 210, 2002},

* Terac] and Katz at foolnels 192,

 Oppasiion 31 pp. ) T2- 173 Slide 43 shows thal Comeast appears W fayvor its affiliated network TV One and Time Wamer
sppcers v favor BET, whnch was afliliated with Time Wamet from 19B0- 1535,

1 e Tirs L caser. Conmcast hag previcusly provided exclusive distibution of their integrared regional spons norworks
(KEM=Y ander 1he 10-called “werrestnal exceprion” (0 the FOC s Program Aceesy mules, v eliminated (Dhish Netwurk
bay announeed ity itention 1o e a complaint al the FOC apaimst Coacast as a resull of this change. “DISH: We will
Ale Coonw dit ciroplawnd over spora,™ Philadelplia Inquirer, posted July 30, 2000
thnp:www. phully comdinguirerbreakingbusiness_breaking20 L00730_Dish_ We_will_Nle_Comeast_complaint_over
_sprls hinu, viewed Tune 30, 20000 In the laver casc (not covered by the terrestrial exception). they elect to provide
aeess to their BN in standard-delinilion, bul no in high-delinition,

b P my knowludge, thewe ame the anly papers in the eapnemics liceralure that analyze the impact of vertical integration o
the deuyasm b Sy «degd peogedm networks. Ford and Jackson {19946} analvze the jiupact ol verlkcal integration on
peices and Craglsbee { 2007y amalyzes the impact of venlical integration on the camage ol inlegrated chapncls, but nat on
the camiage of their nvals.

" l3rael and Kaiz at pacagraph 143,

Paga 11




REDACTED -- FOR PUBLIC INSFECTION

m

32)
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)

C.2. The analysis of Drs. Israel and Katz when corrected provides
evidence of anti-competitive foreclosure by Comcast

Dirs. Istacl and Katz perform Wiree addiltonal analyses (1 an allempt (o show that the genem] meselt
thal vertically intepratad ¢able opemtory tend 1 exelwde rival program services docs nol apply 1o

Comeast specilically, or al least Lhal if Comeast does exclude rival program services, len il is not
[or anti-competitive reasonsg. Mot only is nonc convineing, but gn theie own ot in somw cases with

appropriately modest robusiness checks, they suppont Lhe opposile conclusion.

Their [irse analysis iz & version of e analytical ramnework proposed by Austan Goolsbee ina
2007 media ownership study for the FCC.*® Goolsbes argues (hat in more eompetitive niarkets
{i.e. those with high DBS share), 1L is less likely thal distribulors will favor Lhelr own nelworks and
disenminate against fval eontent.

Dry. lsmcl and Katz purport 10 show That Coincast does the opposite of other vertically integrated
operalors, i.e., that lhey sctually camry more of their networks in markets with high DBS share {and
less in those wills low DBS share), and avgue liat this implies Comcast is nol beliaving in a
diseriminatory manner.”” However, a coding misiake by Drs. Israel and Kaiz resulted in all
headends in DMAs without a tcleo prosence being dropped (rom Wheir regressions.” Merely [ixing
(liis mislake reverses ieir resull. Based on Goolsbee's approach, Lhe evidence supports “the anli-

competitive explanation of [Comncast’s] propensity 1o camry their own networks.

For refersnee, [ Gt reproduce the relevant cocfficicnts from Dres. Isracl and Katz’s Table V1.1 e

* ausian Goolsbee, "VYerical Integration and the Markel for Broadeast and Cable Television Programming,” April 2007,
* They, like Geoalsber, do nol Tun similar regicrsions for camiage of rival ehannets,
* When defining their vanables, Drs, Tsragl and Ktz assigned s value of “missing” io Lhe teloy_share variable where there

wiag no teloo_share. These rmassing values propapated iofo their key explanatecy variable, the sum of the DBS ar teleo
market shares, When they ran their regressions, their coonometnes software (Stata) auntomatically ominted any
abservaliong thal were missing, so lhe regression in e repoc was cun ooly on roarkets that had telco entry. That
approach, however, is inappropriate because those markets could be systematically different from all cable markets. I
one instead defines the teteo_share varable 1o be zoro when il was missing (as such markets presumably have no teleo
entry). the sample sizc ingreases from 5,335 0 43,870 observations. Thus the Istac] and Kalz study ommifted 37% of
headends in performing the analysis. 1 provided a Tefler to the Department of Justice on July 29, 2010, nedifying them of
the gocling mistake in Dis, Tsreel and Kale's analysis, Comoasl faler fled an amended regression analysis cocrecting this
mistake {Letter o Marlene 1. Dorvtch, Secrelaty, Federsl Cosronurications Commission from Michasl Ho Haunner,
August 13, 2010) diat makes wy suggested change.

M fee Goolsbee (2007, p.26),
™ In Table YT.1, Drs, Jsrael and Kalz report weightsd regressions, with headends weighted by the population of the TIP code

in whigh the headend operates,
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37)

Tabile 1: Excerpt of Resullks from Israel and Kakz Table V1.1

WARIABLES CoOmchamn
SOMCAs! -3.15745™
{0.62655)

comeasl_dbstelco  0.11240™
(0.01334)

dbslelco_share -0.02320
{0.071098)

chan_counl 0.05233*
{0.00709)

U, Lyrae] and Kalz interpred the positive and signilicant comcasL_dhsieleo coefficient as showing
that Carnicase carries it own networks morne frequently when thene is more competition. They

nlerpret the negative eameast cucificient as implying that *in aceas willi relalively low DBS

wharg, Cymeast is acwilly fess likely 1o carry s own networks than are other MV PDs and that il is

onfv in regions wilh relauvely high DBS share ihat Comeast carnies more of i1s own nelworks than

do other MY PDs ™! feinphasis in onginal)

Howewer, the cormected version of Table V91 provided in Mr. Harmuner's letter of Auguest 13,

2010, has 1he (ellowing relevant coellicients:

Table 2: Excarpl of Results from lsrael and Kakz, Cormecled Table V11 {dugusl 13 2010}

WARIABLES comghan
comcasl 1.4527@"
(027577
comcasl_dbslelco -0 015477
{0007 BB}

dbslelco share 0.00405
{0.0DE58)
chan_court 0.0427347
(000298}

Remarkably, although Dre, Ismel and Katz originally argued that there was ne evidence o anti-
compelilive carriage decisions by Comcast based on the positive, sigmficant coelficient on Lhe
comncast-dbsleleo variable and the negative, significanl coelficient on the comcasl variable in their

! |srael and Kalz at paragraph 146,
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