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INSIDER'S REPORT

N DECEMBER OF LAST YEAR IT WAS

EVIDENT THAT THE USUAL LEVEL OF

IMPROVEMENT IN AD SPENDING DURING
AN ELECTION/OLYMPIC YEAR WAS NOT
OCCURRING IN 2006.

IN DECEMBER, BASED ON ABOUT NINE
MONTHS OF HARD DATA, WE PROJECTED A
UL.S. ADVERTISING GAIN FOR 2006 OF 5.2%.
THAT WAS FOR AN ELECTION/OLYMPIC
YEAR WHEN NOMINAL GDP WAS THEN
FORECAST FOR A GAIN OF 6.3%.

NOW THAT THE FULL 12 MONTHS OF
ACTUAL REVENUE REPORTS ARE IN THE
2006 GAIN TURNS OUT TO BE ONLY 3.9%
IN A YEAR WITH EXTRA OLYMPIC AND
POLITICAL ACTIVITY AND A PRETTY GOOD
ECONOMY.

IN DECEMBER WE LOOKED FOR SLOW
U.S. ADVERTISING GROWTH OF 4.8% IN
2007. BECAUSE OF LOWER ECONOMIC
GROWTH AND THE ABSENCE OF EXTRA
POLITICAL AND OLYMPIC ACTIVITY WE
HAVE NOW LOWERED OUR 2007 FORECAST
FOR THE U.S. TO 3.1% AND FOR OVERSEAS
AD GROWTH WE NOW FORECAST A GAIN
OF 52%. IN 2007 WE PRESENTLY EXPECT
A GROWTH OF 4.2% IN WORLDWIDE
ADVERTISING SPENDING, IN CONTRAST
TO OUR DECEMBER FORECAST OF 5.3%,
ASSUMING NO CHANGE IN EXCHANGE
RATES.

Advertising demand slumped in 2006. Big busi-
ness has been cutting every expense item they can as
they focus on improved productivity, profit growth
and the buildup of cash. Online advertising and
search marketing, which was virtually unthought
of several years ago, have violently impacted many

established media as the appeal grows for marketing

tactics that are closely tied to an immediate con-

sumer transaction.

The outlook for advertising this year is not
very good. In odd-numbered years there is a sig-
nificant fall-off in political advertising from the levels
of the even-numbered years when all members of
the House of Representatives and one-third of the
Senate are involved in election contests. There is
some wishful thinking that an early surge in political
advertising will occur as so many primary contests
are scheduled for an earlier date on the 2008 calen-
dar. Similar wishful thinking is prevalent in many
media with hopes that their online affiliates will post
large on line ad gains. But even big gains in sectors
that account for only a small percent of their total
media revenues won't do much to offset across-the-

board cuts in the basic media revenues.

We expect very little real growth in U.S. adver-
tising in 2007 with a gain of only 3.1% for a pro-
jected total of $290.3 billion.

Overseas ad growth, in local currencies, is
expected to do better than the U.S. in 2007 with
growth of 5.2% to $339.8 billion. Combined total
worldwide advertising is now expected to increase
4.2% to $630.1 billion this year, assuming no change
in exchange rates. If foreign currencies continue to
appreciate relative to the U.S. dollar then worldwide

advertising expenditures expressed in dollars could

be higher.

Robert J. Coen, Senior Vice President and
Director of Forecasting at Universal McCann made
these predictions on June 26th at the Universal
McCann briefing for investment analysts and busi-

ness press in New York City.

ECONOMIC PERFORMANCE AND LESS-
THAN-HIGHLY-OPTIMISTIC BUSINESS
EXPECTATIONS ARE CONTRIBUTING TO THE
CAUTIOUSNESS AND TIGHT CONTROLS
ON MOST FORMS OF COMMUNICATION
SPENDING.
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The economy weakened in 1990 when Iraq
invaded Kuwait and in 1991, during the Gulf War,
went into recession. In 1992 the economy began
to recover, but advertising lagged until 1994 and
then sharply rose each year through the year 2000.
Advertising grew significantly faster than the econ-
omy during this period of relatively good economic
expansion. The appearance of a rapidly expanding
online marketplace resulted in rising venture capital
funds, a rising stock market and the Dot.com boom.
They all contributed to exceptional growth in the
ULS. advertising industry by the year 2000.

The Dot.com bust in 2001 combined with the
terrorist attack and a weakening economy caused a

sharp reversal in the U.S. advertising trends.

REAL GDP GROWTH
(Percent change over previous year)

QUARTER 2004 2005 2006 2007
| +4.4% +3.4% +5.6% +0.6%
Il +4.3 +3.3 +2.5 +2.8*
1 +4.1 +3.2 +2.0 +2.6*
\Y +3.9 +1.8 +2.5 +2.9%
Year +4.1% +3.2% +3.3% +2.2%

* Forecast.

In most quarters of 2004 and 2005 real eco-
nomic growth was quite good, but then in the clos-
ing months of 2005, the severe hurricanes followed
by spiraling fuel costs caused considerable uncer-
tainty and concern about the near-term economic
outlook. In 2006 problems in the Housing sector and
continued increases in the cost of fuel cramped the

pace of economic expansion.

The forecasts for 2007 call for much more
modest economic growth. Uncertainties about the
near-term business outlook with entrenched tight
cost controls make it unlikely that many market-
ers will open their purses wide and start spending
aggressively unless they are strongly pressured to
do so. Cautiousness and risk aversion will probably

persist throughout most quarters of 2007.

TOP PRODUCT CATEGORY CHANGES
(Percent change - 1st Qtr. 2007 vs. 1st Qtr. 2006)

Category TV Nat'l Networks*Spot TV Magazines Totals
Automobiles -11% -1% +2% -8%
Drug/Remedies +8 -2 +21 +11
Toiletries/Cosmetics -6 +4 +7 -1
Telecommunications  -14 +7 -18 -9
Direct Response +18 +7 +8 +19
Restaurants -3 +4 -1 -1
Food +3 +6 +11 +6

*ABC, CBS, Fox, NBC, Pax, UPN, WB, Cable TV Networks & National TV Syndication

In the first quarter of 2006 the combined
increases in ad spending by all these categories rose
less than nominal GDP. In the first quarter of last
year things were bad despite the extra heavy expen-
ditures for the Winter Olympics. Conditions behind
the softness in advertising demand for the largest
users of advertising existed well before the year 2006
began. For example, the slowdown in Automotive
advertising was mainly due to profit problems in

prior years.

The comparison with 2006 should improve as
2007 rolls out. For many categories the first quarter
was poor because of a number of unique conditions
which are expected to improve later this year.

SECONDARY PRODUCT CATEGORY CHANGES
(Percent change - 1st Qtr. 2007 vs. 1st Qtr. 2006)

Category TV Nat'l Networks* Spot TV Magazines Totals
Movies +4% -3% +1% +2%
Beverages/Snacks -17 -42 +18 -13
Apparel -17 -28 +8 +4
Insurance +10 -15 -5 +1
Resorts/Tours -13 +18 +1 -3
Computers +48 -33 +15 +32
Beer & Wine -21 -20 -4 -19

*ABC, CBS, Fox, NBC, Pax, UPN, WB, Cable TV Networks & National TV Syndication

A year ago, when the top most important users
of advertising were slowing significantly, these sec-
ondary product categories were expanding sharply.
In the first quarter of 2006 Movies, Insurance,
Resorts/Tours and Computers all posted double-digit

gains over first quarter 2005 spending levels.
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As 2006 unfolded, most categories continued
to post year-over-year gains, although some high
spending levels began to plateau, and in the opening
quarter of 2007 combined levels are slightly lower

than a year ago.

The gains in 2007 during the first quarter were
relatively better than they look if adjustments for the
Olympics are made, and they should show improve-
ment as 2007 unfolds and good comparisons become
easier to maintain. We do not expect outstanding ad
growth for these categories in 2007; but for a post-
Election/Olympic year, they should not be too bad.

SELECTED SMALLER CATEGORY CHANGES
(Percent change - 1st Qtr. 2007 vs. 1st Qtr. 2006)

Category TV Nat'l Networks* Spot TV Magazines _ Totals
Brokers/Mutual Funds +13% +13% -18% +2%
Banks/S&L +144 -17 +3 +53
Real Estate -23 -14 -9 -16
Fitness/Diet Programs +318 -27 +41 +37
College/Universities +627 +4 +13 +27
Liquor -37 -24 -4 -10
Airlines -24 -48 +31 -19

*ABC, CBS, Fox, NBC, Pax, UPN, WB, Cable TV Networks & National TV Syndication

The makeup of this smaller selected group
has been modified for this outlook evaluation. The
Cigarette category has been eliminated and Real
Estate has been added. The Direct Response cat-
egory spending in these traditional media has grown
to a relatively large size so Direct Response has been
moved into the top product grouping while Airlines,
which have been struggling in recent years as their
budgets have been negatively impacted by high fuel
costs, profit losses and bankruptcy threats, have been
listed here. In combination, during the first quarter
of 2007 this category has been mixed with better
results expected when all four quarters of 2007 are

completed.

ONLINE CONSUMER PURCHASES ARE STILL
A SMALL PORTION OF TOTAL CONSUMER
SPENDING BUT DOT.COM MARKETERS
CONTINUE TO GROW IN NUMBERS AND
IN SALES.

CONSUMER MEDIA ADVERTISING BY DOT.COMS
(Percent change over prior year)

YEAR AD EXPENDITURES CHANGE
2000 $5,597,000,000 +81.0%
2001 2,662,000,000 -52.0
2002 2,150,000,000 -19.0
2003 2,210,000,000 +2.8
2004 2,762,000,000 +25.0
2005 3,700,000,000 +34.0
2006 4,155,000,000 +12.0
2007* 4,000,000,000 -4.0

* Forecast

In 2006 spending by Dot.com marketers began
to change, and the largest spending increases were
coming from a limited number of categories. By
the end of 2006 some of the year-over-year gains
began to disappear, and Dot.com marketers in total
were beginning to cut back in some media.

Search marketing, which offers greater geo-
graphic flexibility, has probably cut into traditional
media budgets of Dot.com retailers and some other
categories. In 2007 full-year results could be better
than the first quarter when some Dot.com market-
ers had temporary problems, but the era of large

increases is probably ending.

IN 2006 THE NORMAL ELECTION/OLYMPIC
YEAR UPSWING IN BROADCAST NETWORK
TV FAILED TO APPEAR AS MANY MARKETERS
QUESTIONED THEIR COMMITMENTS.
IN RECENT YEARS GREATER FOCUS ON
NEAR-TERM DIRECT RESPONSE PLUS THE
RESTRICTION ON TELEMARKETING CALLS
HAS HELPED TO DEVELOP AN UPTREND IN
DIRECT MAIL ADVERTISING.

MAIL PIECES (JAN-MAR)

(In billions)
STANDARD MAIL 2006 2007 % CHANGE
Regular Automation Presort 12.8 13.3 +3.2%
Regular Enhanced Carrier Route 7.8 7.7 -0.6%
TOTAL 20.6 21.0 +1.8%




INSIDER'S REPORT

The upsurge in direct mail activity is beginning
to show signs of plateauing. Postal rates went up in
2006 and again early this year. The economy is not
robust and many consumers are concerned about the
value of their homes, their job security and the rising
cost of fuel. Response rates are reportedly slipping
and, except for a possible blip in the fourth quar-
ter due to political mailing, the spending growth in
2007 should be more modest than in the recent past.
However, ad growth for mail ad spending in all of

2007 should be larger than most media.

QUARTERLY CHANGES IN AD REVENUE

FOUR TV NETWORKS
(Percent change over year-ago quarters)

QUARTER 2004 2005 2006 2007
| +11.5% +5.1% +13.3% -5.7%
Il +6.1 +5.8 -0.5 -
1 +30.4 -14.9 -0.5 -
I\ +3.6 +5.6 +0.5 -
Year +11.2% -3.5% +3.4% -

High network TV price increases relative to
general inflation drove many low-margin companies
out of the market for many forms of TV advertising,
and the normal cycle of continuously high prices
was broken. As long as there are plenty of perceived
acceptable alternative choices, the major networks
are not likely to experience a surge in short-time
buyer demand unless their prices come down dra-
matically, as U.S. companies concentrate on raising
the productivity of all their spending and marketing
investments. In any event not much, if any, major
network ad revenue growth now appears likely for
2007.

QUARTERLY CHANGES IN AD REVENUE

NATIONAL SPOT TV
(Percent change over year ago quarters)

QUARTER 2004 2005 2006 2007
| +9.5% -5.8% +7.5% -3.4%
Il +8.6 -9.0 +5.6 -
1l +14.5 -15.0 +14.7 -
v +24.9 -16.2 +32.1 -

Year +14.3 117 +15.8 -

National spot TV revenue growth is usually
very good in even-numbered years when political
advertising activity generally heats up. In 2006 first
quarter spot TV revenues increased substantially in
contrast to first quarter 2005 because of an uptick
in political ad demand generally related to the pri-
maries. In contrast, 2007 first quarter was soft when

there was very little political activity.

For the rest of 2007 we must expect sluggish
demand for spot time, but by the fourth quarter of
this year political activity could be much stronger
than usual if the earlier scheduling of primaries
jump starts the competition among the primary

candidates.

In the second half of 2007 the economy is
expected to be better, but it appears unlikely that
total year 2007 National Spot TV advertising rev-
enues could do much better than to match year
2006 amounts.

QUARTERLY CHANGES IN AD REVENUE

CABLE TV NETWORKS
(Percent change over year-ago quarters)

QUARTER 2004 2005 2006 2007
| +16.2% +18.1% +1.4% +1.4%
Il +20.0 +13.1 +5.8 -
I +14.0 +6.3 +7.2 -
v +20.0 +8.1 +6.8 =
Year +17.7 +11.4 +5.6 -

Cable TV networks enjoyed excellent ad rev-
enue growth in 2004 and 2005. The program quality
of the Cable TV networks improved. and a growing
supply of new and more highly targeted supply was
increasing while the basic cost for audience expo-
sures was in most cases below those of the major net-
works. However, the differences had shrunk by 2006
and, as we enter 2007, the forces affecting the Cable
TV networks are not too much different from those
affecting the Broadcast TV networks. In 2007 the
Cable TV networks will probably post positive ad
revenue gains but they are not likely to be very high.
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NATIONAL ADVERTISING GROWTH

1ST QUARTER 2007
(Percent change over year-ago quarter)

4 TV Network -5.7% Spot Radio -1.0%
Spot TV -3.4 Magazines +4.1
Cable TV +1.4 Newspapers -2.8
Syndication TV -5.9 Direct Mail +4.5
Internet +16.7

National advertising growth was minimal in the
first quarter of 2007. National marketers’' budgets for
television generally declined in contrast to first quar-
ter 2006 levels. Spending for Internet display and
banner ads was undoubtedly up, but due to a lack of
really reliable pricing facts, it is questionable whether
Internet advertising continues to really rise at strong

double-digit rates.

National marketers spent sizeable amounts for
radio, magazine, newspaper, and direct mail cam-
paigns but growth was mixed. In any event, few
marketing budgets except possibly for search mar-

keting rose above their year-ago levels.

The outlook for National marketers' budget
changes in 2007 is somewhat unclear, but few sig-

nificant media gains are expected.

ADVERTISING'S SHARE OF THE U.S.
ECONOMY HAS BEEN SLIPPING.

ADVERTISING'S SHARE OF GDP
FROM

FROM ALL  FROM NATIONAL LOCAL
YEAR ADVERTISERS _ ADVERTISERS _ADVERTISERS
2003 2.23% 1.38% 0.85%
2004 2.25 1.42 0.83
2005 2.18 1.39 0.79
2006 2.13 1.38 0.75

The advertising revenue of all U.S. market-
ers has been above 2% of nominal GDP in all but
12 years since 1950. In the relatively few years
that advertising has failed to exceed the 2% mark
there has usually been a recession, a war or some

exceptional development in U.S. industry or society.

This present slowdown in advertising as a per-
cent of GDP appears to be the result of a series of

developments that makes it difficult to clearly and

precisely explain exactly what has caused the slip-
page and to foresee when, and if, the trends will

change and by how much.

At present the most severe impact has been the
result of changes in media spending by local mar-
keters, although there is definitely slippage in the
relative importance of advertising in terms of big
national companies’ total marketing and communica-

tions spending.

In 2007, due to the absence of extra Olympic
activity and probably much lower political spending
combined with slow economic growth, it appears
most likely that advertising from National advertisers

will probably slip again in terms of share of nominal

GDP.

The outlook for National Advertising for all 12
months of 2007 is presently not very good.

THE OUTLOOK FOR 2007 NATIONAL ADVERTISING

% Change 2007 Projections

Over 2006 $(000,000)
4 TV Networks +3.0% $17,175
Spot TV -1.0 11,510
Cable TV +4.5 20,190
Syndication TV -2.0 3,615
Radio +2.5 4,550
Magazines +4.0 13,595
Newspapers +1.0 7,015
CONSUMER MEDIA SUB-TOTAL +2.2 77,650
Direct Mail +5.0 61,575
Yellow Pages +2.0 2,205
Internet +17.0 10,640
Other National Media +4.0 38,010
TOTAL NATIONAL +4.2% $190,080

Total National ad spending in 2007 is not
expected to keep pace with this year's economic
growth. A slowing economy, unique problems for
a number of key advertising sectors and difficult
comparisons in some media result in an exaggerated

decline comparison for the first quarter.

THE RECENT DISMAL STATE OF
ADVERTISING DEMAND AMONG LOCAL
MARKETERS WORSENED IN THE OPENING
MONTHS OF 2007.
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LOCAL ADVERTISING GROWTH

1ST QUARTER 2007
(Percent change over year-ago quarter)

Newspaper Retail -2.2% Spot TV -2.6%
Newspaper Classified -13.2 Spot Radio +1.0
Yellow Pages +2.0

Consolidation of many retailers has hurt retail
newspaper and yellow pages, and newspapers have
lost a significant amount of classified ad revenue to
the Internet. Spot TV and Spot Radio have also felt
the drop-off in retail advertising while suffering in
comparison with first quarter 2006, when political
advertising added some local ad revenue while also

helping to minimize price resistance.

THE OUTLOOK FOR TOTAL ADVERTISING 2007

% Change 2006 Projections

Over 2006 $(000,000)
Local Newspapers -1.5% $38,880
Local TV +3.0 15,335
Local Radio +2.0 15,505
Local Yellow Pages +2.0 12,430
Other Local Media +3.7 18,070
TOTAL LOCAL +1.1 100,220
TOTAL NATIONAL +4.2 190,080
GRAND TOTAL +3.1% $290,300

Total U.S. advertising expenditures for 2007
are now expected to be up only 3.1%. It will be very
difficult for U.S. ad growth to improve much in the
final quarters of 2007 after a very poor opening quar-

ter and little economic growth.

THE ECONOMIC TRENDS AND OUTLOOK
FOR 2007 OVERSEAS ADVERTISING ARE A
LITTLE BETTER THAN THEY ARE IN THE
UNITED STATES AT PRESENT.

ECONOMIC TRENDS IN MAJOR MARKETS
(Percent change in real GDP over previous year)

Forecast
COUNTRY 2005 2006 2007
United States +3.2% +3.3% +2.3%
Canada +3.0 +3.0 +2.5
Japan +2.6 +2.2 +2.2
Germany +1.1 +2.7 +2.0
United Kingdom +19 +2.7 +2.6
France +1.2 +2.0 +2.4
Italy +0.1 +1.9 +1.7
Brazil +2.3 +3.7 +4.0
Mexico +3.0 +3.3 +4.2
Australia +2.7 +2.7 +2.7
South Korea +4.0 +5.0 +4.5
China +10.2 +10.7 +10.2
India +8.4 +9.0 +8.3

Many major overseas countries had been expe-
riencing slower economic growth than the United
States in recent years. Now the relative growth rates
are becoming more similar. These economies are not
likely to boom but the rate of growth of advertising
in 2007 will be relatively better simply because of
the easier comparison. Marketers in the U.S. are cur-
rently pessimistic while many overseas are becoming
more optimistic. In addition the very large economic
gains in such emerging countries such as China, India
and parts of Latin America can fuel strong advertising

gI‘Oth’l in some overseas areas.

2006 AD OUTLOOK IN KEY

INDUSTRIALIZED COUNTRIES
(Percent change over prior year in nominal currencies)

Forecast
COUNTRY 2005 2006 2007
Japan +1.3% +0.6% +1.1%
Germany +1.2 +6.4 +5.7
United Kingdom +3.8 +1.7 +3.0
France +3.0 +3.1 +3.4
Italy +3.7 +1.4 +1.2
Spain +7.6 +5.8 +4.8
Canada +4.5 +4.4 +3.3
Mexico +5.0 +14.0 +4.0
Australia +6.0 +4.3 +4.6
Netherlands +2.1 +2.8 +3.5

Advertising revenues have not been expanding
strongly in most of these key industrialized countries
in recent years. The expectations for 2007 are still
mixed but on balance suggest that ad growth in 2007
in the biggest key industrialized countries will be
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about on par with last year or possibly a shade better
in contrast to the United States where ad demand has
declined.

2007 AD OUTLOOK IN OTHER

SELECTED COUNTRIES
(Percent change over prior year in nominal currencies)

Forecast
COUNTRY 2005 2006 2007
Belgium +2.5% +3.5% +2.5%
Brazil +14.7 +10.0 +9.0
South Africa +20.0 +21.0 +27.0
Denmark +9.6 +15.0 +6.0
Philippines +23.0 +5.0 +10.0
China +20.7 +23.6 +28.0
Czech Republic +3.7 +4.1 +2.3
Poland +6.7 +13.0 +11.0
Argentina +26.5 +36.0 +35.0
South Korea +10.0 +8.0 +7.5
India +11.0 +19.0 +16.0

Many of these relatively less important advertis-
ing countries experienced large ad revenue growth
in 2005-2006, and more of the same is expected
this year. They are growing in importance and their
larger-than-average increases in 2007 will contribute
to better growth in advertising outside the U.S. this

year.

We now expect overseas ad spending in local
currencies to grow by 5.2% this year in contrast to
our forecasted growth of 3.1% for U.S. advertising
in 2007. We expect total worldwide advertising in
2007 to increase by 4.2% over last year with total
worldwide advertising spending to add up to $630.1

billion.
WORLDWIDE AD GROWTH: 1990-2007

U.S.A. OVERSEAS TOTAL WORLD
BILLION % BILLION % BILLION %
uss CHANGE uss CHANGE uss CHANGE
1990 $130.0 +3.9% $145.9 +11.8% $275.9 +7.9%
1991 128.4 -1.2 153.9 +5.5 282.3 +2.3
1992 133.8 +4.2 165.4 +7.5 299.2 +6.0
1993 141.0 +5.4 163.2 -1.3 304.2 +1.7
1994 153.0 +8.6 179.0 +9.7 332.0 +9.1
1995 165.1 +7.9 205.9 +15.0 371.0 +11.7
1996 1781 +7.9 2121 +3.0 390.2 +5.2
1997 191.3 +7.4 210.0 -1.0 401.3 +2.8
1998 206.7 +8.0 205.2 -2.3 411.9 +2.6
1999 222.3 +7.6 213.8 +4.2 436.1 +5.9
2000 247.5 +11.3 226.8 +6.1 474.3 +8.8
2001 231.3 -6.5 209.6 -8.6 440.9 7.9
2002 236.9 +2.4 213.6 +1.9 450.5 +2.2
2003 245.5 +3.6 244.4 +14.4 489.9 +8.7
2004 263.8 +7.4 279.8 +14.5 543.6 +11.0
2005 2711 +2.8 298.0 +6.5 569.1 +4.7
2006 281.6 +3.9 323.0 +8.4 604.6 +6.2
2007~ 290.3 +3.1 339.8 +5.2 630.1 +4.2

*In current local currencies

New media technologies are having an impact
on how goods and services are marketed, especially
in the U.S. and most industrialized countries. In less
developed emerging markets the demand for strong

persuasive advertising messages is growing.

The evolution in marketing and the new tech-
nologies is just beginning to get underway but the
need for the delivery of intrusive and strong adver-

tising purchase propositions is not likely to be easily

replaced.
FIRST PROJECTIONS FOR 2008
(In billions)

% Change Expenditures

Over 2006 (In hillions)
United States +5.0% $305.0
Overseas +5.8 360.0
TOTAL +5.5% $665.0*

* Based on local currencies

The economy in the U.S. will be better in 2008
and there will be extra election and Olympic activi-
ties. Some of the forces that have held back adver-
tising expansion in the U.S. should lessen; and if
sluggish growth in leading brands begins to become
apparent, a recovery in advertising could get under-

way.

The continued outlook for stronger overseas ad
growth is expected especially for large population

emerging countries.

Robert J. Coen
Senior Vice President, Director of Forecasting
June 26, 2007
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