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In addition to appealing more broadly to the mass market in urban/suburban
pans of the country, OBS has capitalized on the early adopter demand for two
potentially explosive new product categories-HOTV (high definition
televisionl and PVRs (personal video recorders, a la TiVo). This reflects the
OBS industry's typical lead-to-market advantage over cable (which occurred
with interactive TV services, for instance) by virtue of having both ubiquitous
national coverage (implying the existence of one headend to upgrade for DBS
versus 10,000 cable system headends across the country) and a massive retail
distribution infrastructure to leverage.

HDTV

Background

The introduction of High Definition Television fHDTVI has generally suffered
from the chicken and egg problem of content and cost. With HOTV-capable
televisions still in excess of $3,000-$6,000, including a decoder, the cost of a
set is still out of the reach of the mass market. Hence, only about one million
sets were sold in all of 2001. Content is also still limited, as television stations
have been dragging their feet in transmitting their high definition
programming due to high upfront equipment costs. It is estimated that only
about 256 stations are now operating in digital format, with HDTV available in
one form or another in markets covering 76% of all households. As costs
continue to decline, television set sales should continue to increase and the
Consumer Electronics Association (CEA) estimates that two million sets will
be sold in 2002.

While still small in numbers, OBS has piggy-backed on these retail sales by
leveraging its technical advantage over cable of having an all-digital
architecture, which yields a superior picture quality to digital cable, that
appears to be highlighted on HOTV's. Recall that digital cable is actually a
hybrid analog-digital product, with the core 60-80 basic cable channels still
broadcast in analog form and the additional 100-150 new channels broadcast
in digital format, albeit at a high compression ratio (partially so as to not
highlight a superior picture quality compared to the analog channels). Also
benefiting the sale of DBS with high definition TV's is the obvious incentive of
retailers that are commissioned to push satellite sales and the early
availability of additional high definition digital content from OBS, as
discussed below.

For DBS and cable, the prospect of offering HDTV to subscribars is
somewhat daunting. given the amount of bandwidth needed. Digital
compression has allowed OBS operators to pack 8-10 digitally compressed
channels on one 24 MHz transponder, but with high definition channels, only
two channels can fit on the same transponder. Cable is similarly challenged,
with generally two channels taking up 6 MHz of bandwidth. equivalent to 10
12 digitally compressed channels. Due to the significant bandwidth needed.
cable operators are likely to need at least 750 MHz plant (using today's
compression standards) in order to offer HOTV along with its other services.
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While DBS is capacity-constrained in its ability to eventually carry all local
programming in high definition, the inevitable widespread availability of
HDTV local signals via over-the-air transmission obviates the needs to
replicate the carriage over satellite. Based on the FCC's mandate for the
conversion from analog to digital to be completed by 2006, at which point
analog spectrum of the broadcasters is to be reclaimed (provided that 85% of
households have digital TV's!. it will likely entail a requirement for over-the
air reception to be nearly ubiquitous (since the 10%-15% of U.S. households
that receive over-the-air signals today instead of cable or DBS are not likely to
be forced to take cable in order to get local channels). Note also that over-the
air digital signal reception has an all-or-nothing feature, as opposed to the
potential "snowy" picture typically associated with receiving over-the-air
reception via antenna today. Thus, we do not see any disadvantage to
satellite longer term of being capacity-constrained to offer local high
definition signals directly over satellite, with the ability to efficiently integrate
DBS service with over-the-air HDTV local signals.

In fact, DBS has been able to exploit its normal first-ta-market advantage over
cable with HDTV by offering several national networks that have been
produced in high definition, such as HBO and Showtime. Both premium
movie channels, as well as limited pay-per-view offerings, are offered by each
of the DBS providers in high definition, with DIRECTV also offering HDNat (a
variety channel formed by Mark Cuban) and EchoStar offering the CBS
network feed. Consumers are required to purchase an integrated DBS
receiver/HD decoder, which retails for approximately $500-$700 that can be
used with any HOTV. This incremental cost is also required for advanced
digital cable set-tops with high def capability, as Motorola and Scientific
Atlanta have begun shipping integrated boxes for approximately $500 (with
some operators like Charter and Comcast passing along these costs for an
additional fee of $10 per month), although availability today is limited to a
very small percentage of the country.

FCC Mandate

In order to kick start the industry, FCC Chairman Powell has set forth some
voluntary milestones that he expressed a desire to see programmers, cable,
DBS, equipment manufactures and retailers adhere to.

• By the 2002-2003 television season, the top four broadcast networks (ABC,
CBS, Fox, and NBC) as well as HBO and Showtime, provide high-definition
or "value-added DTV programming" during at least 50% of the prime-time
schedule. By the beginning of 2003, affiliates of the top four broadcasters
will obtain and install the equipment necessary to pass through the
network signals

• By January 1, 2003, cable systems upgraded to at least 750MHz will
provide at no cost to subscribers up to five programming channels of HD
that provide at least 50% of the prime-time schedule. Cable subscribers
should have the option of leasing or purchasing a single set-top box that
can display high definition programming.

• By January 1, 2003, DBS operators carry up to five programming channels
of HD that provide at least 50% of the prime-time schedule.
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• Equipment manufacturers commit to meeting demand for cable set-top
boxes that accommodate high definition programming, and that all
television sets greater than 36" have DTV tuners in 50% of units by
January 1, 2005, sets 25"-35" have DTV tuners in 50% of units by 2005, and
all sets larger than 13" have DTV tuners by 2006.

EchoStar currently broadcasts Showtime, HBO, CBS Iwith both East and West
coast feeds!. pay-per-view, and a demo channel in high definition. The
company's Model 6000 set-top box offers consumers the ability to watch high
definition television programming if they have purchased a HDTV-capable
television set. In addition to EchoStar-delivered HDTV programming, the
Model 6000 provides a seamless interface to include locally transmitted over
the-air HDTV channels. The units sells for $499 stand-alone with the SVSB
tuner for an additional $149. For a complete system, the price is $699.
DIRECTV currently broadcasts HBO, HDNel, Showtime, and a pay-per-view
channel in high definition. Subscribers are required to have purchased a
DIRECTV-enabled HD receiver and a triple-LNB, 1S"x24" D1RECTV Multi
Satellite dish antenna. EchoStar and Hughes have indicated that post-merger,
the combined company would carry at least 12 HDTV channels.

On the cable front, the introduction of HDTV has been mixed. with a few
operators leading the pack. Charter announced that it is launching HDTV in
five markets, with 249,000 current digital subscribers, in the second quarter of
this year including Alhambra/Pasadena and Glendale/Burbank, CA, University
Park, TX, South Miami, FL. and Birmingham. AL. The company anticipates
two additional markets. Kalamazoo, MI. and St. Louis, MO, to be added in the
third quarter. In addition to major broadcast television networks, premium
programming from HBO and Showtime wijl.be a)!~ilable in HDTV format. The
company plans on accommodating the 10S0i format with a 16:9 aspect ratio.
Subscribers will need a separate set-top box to access the programming.
Pricing has not been determined yet.

Comcast began offering HDTV in Pennsylvania, New Jersey and Delaware to
1.3 million subscribers starting last fall and plans to introduce service in
Northern Virginia this summer and in Maryland, Detroit, Indianapolis later
this year. Washington, D.C. is expected to be added next year after a system
upgrade. Programming includes local broadcast channels as well as HBO and
Showtime. Starting next year, Comcast expects to offer High Definition
programming on its SportsNet channel. and plans to broadcast more than
200 basketball, baseball, and hockey games in HDTV. In Philadelphia.
subscribers are currently paying an incremental $10.95 per month to receive
high definition ABC. CBS, NBC, HBO and Showtime. which does not include
the rental of a separate Motorola side-car set-top box (or it can be purchased
for $300),

Personal Video Recorders (PVRI

Background

While video on demand (VODl has been viewed as a significant competitive
advantage for cable over DBS las DBS is inherently disadvantaged with a
one-way network and tight bandwidth constraints for interactive services), the
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early results on VOO have been lackluster. Meanwhile, the competitive
response from the DBS industry of using PVR hard drives in the set-top is
potentially proving to elicit much greater consumer interest, which leverages
significant competitive advantages of satellite over cable. In addition to
allowing VCR functionality (pause, fast forward, rewind) of live television and
advanced digital recording, PVR's will also soon allow the satellite provider to
download a select number of hit titles to be cached on the hard drive. With a
hard drive currently able to store up to 80 hours of video, which should rise to
over 100 hours in the near future given the apparent Moore's Law curve on
storage cost trends, a PVR-enabled DBS receiver can easily store the top 20
30 movies and allow access on a VOO-Iike basis.

The DBS industry is aggressively moving ahead with intagrating parsonal
video recordars in receivers, such as TiYo with DIRECTV, EchoStar was the
first to offer a receiver with integrated PVR functionality with its OISHPlayer
product three years ago and expanded that functionality with the DishPVR
SOl receiver last year, which offers 35 hours of recording time. The
company's newly updated personal video recorder, known as the DishPVR
508, takes the SOt model one step further through the addition of an 80
gigabyte hard disk drive (versus 40 gigabytes in the DishPVR 501) that allows
up to 80 hours of recording time, of which EchoStar has reserved 20 hours for
caching interactive content, music, software, and advertisements.

With these product offerings, EchoStar has already reached 500,000
subscribers with PYR-enabled set-tops and is targeting to reach one million
by the end of the year. Driving this, EchoStar plans to even more aggressively
deploy the service in 2002, with the offering of a PYR-enabled OBS set-top for
a mere $100 all-in price (compared to free standard equipment currently with
a 12-month commitmentl and no required monthly fee. This compares to a
stand-alone TiVo device that retails for 5399 for the equipment and 512.95 per
month for the service. While appearing to reflect a substantial subsidization
of the hard drive cost, EchoStar's planned 5100 pricing actually reflects only a
modest increase in subscriber acquisition cost as the company has been able
to engineer the hard drive costs down to $100 to integrate into its receivers.
This is based on an inherent ability to eliminate duplicative memory and
processing power costs between the stand-alone PYR las in a separate TiYo
device) and take advantage of its all-digital architecture.

Competitive Advantage Versus Cable

The latter aspect mentioned above, in particular, highlights a significant
advantage of DBS over cable in the integration of PVR technology into set
tops. This reflects the fact that digital cable set-tops are actually hybrid
analog-digital boxes that require an inherently higher cost to implement hard
drives due to the need to include an additional analog-to-digital converter in
the set-top, at an additional estimated 550-5100 cost currently. (This is on top
of the already higher cost of digital cable set-tops at an average of $250
compared to DBS receivers at slightly over $100.) In the case of satellite
receivers, which are all-digital, the hard drive records the digital bit stream
directly from the satellite, eliminating the need for an extra converter. These
factors also provide for much higher quality recording and video output on
the television for satellite, or result in the alternative trade-off of requiring
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significantly greater storage in the hard drive for a cable set-top (or stand
alone PVR) in order to compensate for lesser recording quality.

As in the case of HDTV sales, DBS has been able to leverage its significant
national retail distribution infrastructure to take a several year head start over
cable's deployment of PVR technology. Exacerbating this delay on the cable
industry side has been the sluggish pace of innovation from the industry's
two main set-top suppliers-Motorola and Scientific-Atlanta-which have
stymied open standards from developing that would drive down set-top box
costs (which are approximately twice the level of satellite), open up retail
distribution and stimulate technology improvements. All of these dynamics
have occurred in a dramatic wayan the cable modem side-DOCSIS
standardization has caused prices to drop from over $200 to under $100 in the
last two years, widespread retail availability, and several advancements in
capability. Thus, as several operators have defensively begun ordering PVR
integrated digital set-tops, the cost of these boxes in the $500-$650 range and
lack of retail distribution have resulted in a $10 monthly fee, which further
extends the pricing gap between DBS and digital cable, outlined above.

Cable's VOO vendors, such as SeaChange and Concurrent, have proposed
network-based PVR, using existing VOO servers. While technically a viable
solution, we believe the simultaneous usage rates under network-based PVR
would make the service economically unviable, given the experience of
existing PVR users (that have been reported to watch recorded, rather than
live TV, over 90% of the time). Additionally, unless the service were to
become a significant loss leader, the cable industry would be competitively
disadvantaged by having to charge a monthly rental fee, while the DBS
industry led by EchoSta~-'s.~ffering the service at no monthly charge.

Ultimately, the cable companies expect to have hard drives built directly in
the set-top boxes in order to lower the overall cost of equipment, similar to
what DBS has been offering for several years. Motorola plans on introducing
the OCT 2600 in the second half of this year which includes a disk drive, and a
disk drive will be a standard feature in its 5200 series of set-top boxes.
Charter is jointly developing a Broadband Media Center 8000 (BMC8000)
sidecar and the BMC9000 set-top box with Digeo Inc. and Motorola, which
will include an personal video recording options as well as a cable modem,
wireless networking capability, telephony support, e-mail, music and photo
storage. Field testing for the BMC8000 is expected in the summertime with
commercial deployment in the fall. Scientific-Atlanta will include a two-tuner
PVR with an 80 gigabyte hard drive in its 8000 series of set-tops, which are
expected to be shipping this month. Time Warner has ordered 100,000 units,
and Cox will begin trials soon. Pioneer's next generation set-top box, the
Voyager 4000, will offer a two-tuner PVR and hard drive.

PVR Content

Under EchoStar's recent programming agreement with Vivendi, the company
is expected to combine interactive software from Canal. Technologies with a
hard drive in EchoStar set-tops and access to Vivendi's content to provide
content on-demand. While not required, the agreement carries incentives for
Universal to provide theatrical and musical content on an expanded pay-per-
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view basis and on an on-demand basis. Specifically, there are incentives for
Universal to allow all current films, including library titles and events, and
Universal music content to be stored on a hard drive in an EchoStar set-top
and viewed by the subscriber on an on-demand basis. In addition, the
agreement allows Universal to provide earlier windows for new movies for
pay-per-view and VOD in exchange for improved economics. Offering such
services will allow EchoStar to remain competitive vis-a-vis cable as the latter
aggressively deploys video on demand (VOD) this year and, later, other
interactive services, while giving EchoStar greater negotiating leverage with
other content suppliers to obtain on-demand content.

Video on Demand

Cable is preparing a response to DBS subscriber inroads with an aggressive
launch of true video on demand IVOD) which reached 10 million homes at the
end of 2001, and is expected to reach 30% of U.S. homes (although available
only to those with digital set·tops) by the end of this year. Cable operators are
taking a much more aggressive approach to the rollout of VOD partially
owing to the inherent competitive advantage over the satellite industry,
which is technologically unable to offer the product. In addition, cable can
deploy VOD service in a sweeping fashion through software downloads to
essentially all digital boxes in homes, offering the capability as a standard
feature of the digital product offering. Tempering this advantage has been
disappointing early results by cable in video on demand with movie buy-rates
in the one per month or less range.

Though DBS is technologically unable to offer true video on demand, which
delivers dedicated video streams from a central server containing a
potentially unlimited library of content to a digital set-top, the DBS industry
can use PVR hard drives in the set-top receiver to download a select number
of hit titles which can be cached on the hard drive. With a hard drive currently
able to store up to 80 hours, a PVR-enabled DBS receiver could easily store
the top 20-30 movies and allow access on a VOD-like basis.

EchoStar's video on demand plans are currently in the development stage
and are expected to be ready for consumer launch in 2003. VOD is expected
to take advantage of the installed base of hard-drive equipped DishPVR 501
and DishPVR 508 set-top boxes to cache popular movies that can then be
viewed for a fee. The company envisions charging one fee for limited use (24
or 48 hours) and a higher fee for unlimited use. The company is also working
on music on demand, as mentioned above, in conjunction with Vivendi which
will allow users to download music for a fee, with the ability to record to
music onto a writeable compact disc for an additional fee.

Interactive TV

While not considered the revenue driver once envisioned, the DBS industry
still anticipates enhancing its overall revenue through interactivity, via a
combination of customer support functionality which ultimately leads to
lower churn, incremental fee generating applications such as video on
demand, and incremental revenue generating opportunities such as
interactive advertising.
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DBS moved quickly into the interactive TV front in 2000, leveraging its
ubiquitous coverage into a time-ta-market advantage that was already
evident in Europe, where satellite operators in the United Kingdom, France
and Spain had already deployed very rich interactive TV applications
nationwide. Thus, partnerships were formed between EchoStar and
Microsoft's WebTV (which has since dissolved) and between DIRECTV and
AOL TV, both to provide full Internet access to the television by integrating
modems into DBS receivers and using the telephone line bi-directionally,
while also delivering Webcasting services over satellite for limited interactive
services. While sales of these products have been limited, DBS is able to
capture this niche market, given cable's current indifference to providing
Internet access to the TV.

DIRECTV and EchoStar also partnered with Wink and DpenTV, respectively, to
incorporate basic interactive features in the majority of new set-top boxes,
which are enhancing existing programming with text of additional
information (e.g., more news on CNN, biographies on actors, sports scores).
enabling interactive ads/e-commerce (to get more product information or
coupons and make purchases) and broadcasting multiple full-screen virtual
channels for weather, sports, news, banking and e-commerce.

While DBS technology is limited in its ability to offer the same type of
bandwidth on demand capability as cable Ifor server-based content on
demand, for instance) due to its capacity limitations, it is ideally suited for
push-technology types of applications, such as Webcasting li.e., top 100
websites downloaded continuously to the set-top) and other enhanced
television applications that can be downloaded and stored on digital set-top
boxes, thus minimizing the demands on satellite capacity.

By the end of this year, EchoStar expects to have at least six million
interactive capable set-top boxes installed in consumer's homes, up from
approximately five million today. Powered by DpenTV middleware, these
boxes currently offer customer support applications including the ability to
upgrade programming packages (a call is still required to downgrade), view
statements, pay the bill with a credit card, and access a list of frequently
asked questions. Interactive applications currently deployed and/or under
development include local weather, news and sports, horoscopes, Zep2it
which provides local information, fantasy baseball and football, and lottery
results.

As part of their last broader agreement, EchoStar and Vivendi agreed to
"experiment" in the development of new interactive broadband channels
(using bandwidth equivalent to eight broadcast channels) to be launched on
EchoStar within three years of the contract. These interactive channels are
expected to leverage Vivendi Universal's experience in Europe with
technology from Canal+ Technologies and will feature interactive games,
sports, education, movies and music. These interactive channels are also
expected to leverage the hard drives in EchoStar's high-end set-top receivers,
to provide content-on-demand and, thus, better compete with cable.
Illustrating the potential demand for such services. the MediaHighway
software deployed by Canal+, and to be used by EchoStar, currently conducts
over one million transactions per month in France alone.
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Broadband remains the satellite industry's main Achilles' heel vis-a-vis cable,
although the industry is making strides towards addressing its disadvantage
in this area. Satellite transmission of two-way data has long been cost
disadvantaged in two critical respects-space segment costs have made the
cost per bit, or ultimately per subscriber, prohibitively expensive, while the
ground segment costs to add a transmitter for return path capability to a
traditional one-way receiver has pushed equipment costs into the 5600-5800
neighborhood. EchoStar and Hughes have been offering two-way high speed
Internet access over satellite for a number of years through DIRECWAY and
StarBand, respectively, which have garnered an unimpressive 110,000
subscribers and 40,000 subscribers, respectively.

The product is packaged in the form of an integrated dish (which is elliptical
at 21-24 inches across) through which the consumer can receive digital video
to the TV and high speed data to the PC with download speeds at about 400
kbps and upstream throughput of 128 kbps. The product is deployed through
the use of current generation Ku-band satellites, with upfront equipment
pricing at 5600-$800 and monthly pricing in the 560-$70 range, reinforcing the
aforementioned major cost disadvantages. These factors have relegated
marketing efforts toward rural areas, where competition from DSL and cable
modems is largely non-existent.

As shown at the bottom of Figure 3 previously, DIRECWAY service offered
through DIRECTV currently costs $579.98 for hardware an installation (which
includes a 5320 instant rebate) and ongoing monthly costs of 559.99. As of
now, the company does not offer a bundled product. Due to FCC regulations,
two-way satellite broadband services must be professionally installed.

The fixed cost economics for a broadband Ku-band satellite are difficult to
justify at best. As the uplink and downlink frequencies must be shared across
the entire U.S. if a full-CONUS satellite is used, and a specific portion of the
uplink and downlink frequency can only be used by one person at a time,
there is a finite limit to the number of subscribers that can simultaneously use
a particular transponder. Each 36 MHz transponder can provide a forward
path for approximately 10,000 subscribers assuming normal Internet usage
patterns. However, for every three forward path transponders, one reverse
path transponder is needed. Therefore, assuming a 24-transponder satellite,
only 18 can be used for the forward path, resulting in a full capacity of
180,000 subscribers per satellite. Assuming that a traditional Ku-band satellite
as described costs at least $150 million, including launch and insurance, the
fixed costs works out to $833 per subscriber. Therefore, Ku-band satellites
have been viewed as interim technology until the evolution of Ka-band
frequencies with next-generation satellites.

Due to the prohibitive cost factor resulting in unfavorable economic returns,
most satellite delivered consumer Internet plans have been pushed back or
many cases shelved, highlighted by EchoStar's recent decision to discontinue
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selling the StarBand product and write·down of an investment in WildBlue
Communications, which was planning to launch a Ka-band service this year.

Next generation Ka-band technology holds promise, as it can be optimized
for broadband data services, unlike existing Ku-band satellites, through the
use of spot beams, which can offer frequency re-use, and promises two·way
interactive capability, with bigger payload satellites, and increased capacity to
allow faster speeds and a reduction in effective costs per bit, and per
subscriber (based on an estimated 8-'0 times increased efficiency of satellite
capacity). Both DIRECTV and EchoStar have obtained Ka-band frequencies at
neighboring locations to their primary slots, setting up the eventual
possibility of integrating bandwidth on demand applications like VOD,
interactive games, etc., with the traditional television services on one dish.

Hughes has led the most aggressive Ka-band effort and views the $2 billion
satellite platform SPACEWAY, which is still unproven ahead of its 2003
commercial launch, as its best hope for developing an economically
competitive alternative to residential cable modem service over the next
several years. SPACEWAY is licensed to operate at two full-CONUS orbital
slots at 99' WL and 101' WL. The first satellite, incorporating on-board
processing and switching, is being constructed to use 500 MHz of spectrum in
the 19.7-20.2 GHz range for downlink and 500 MHz of spectrum in the 29.5
30.0 GHz range for uplink. Hughes anticipates $1.8 billion in total capital
expenditures for both satellites, of which it has already invested about $1.0
billion. SPACEWAY was originally developed towards the enterprise market.
but plans now call for residential service as well.

In the more urban areas, where satellite technology is likely to remain
disadvantaged, DBS and DSL (digital subscriber line) technologies appear to
be logical complements against their common competitor in cable. The
limited bandwidth and distance restrictions inherent in DSL's twisted pair
copper architecture cannot currently provide video service cost effectively,
while DBS, with its broadcast architecture, is extremely cost effective at
broadcasting video, but relatively inefficient at providing point-to-point
communications, like internet access.

The bundled DBS-DSL product would be on par with cable's digital video
cable modem bundle from a consumer standpoint, although it does not
realize the benefits of leveraging the same network as cable does.
Recognizing these synergies, DIRECTV purchased Telocity last year, a
national DSL operator, allowing DIRECTV to offer both video and a
competitive high speed data solution to the entire country, although the
economics of DSL resale appear tenuous currently.

More promising, however, are potential arrangements between the DBS
providers and the incumbent RBOCs. While these types of relationships have
generally been unsuccessful in the past, as in the case of DIRECTV's deals
years ago in which Bell Atlantic and SBC agreed to resell DIRECTV service. we
believe these alliances offer the potential to narrow DBS' only major
disadvantage vis-a-vis cable. This stems from the increasing necessity by the
RBOCs to find a video· alternative, in light of cable's gradual encroachment
with cable telephony. which has been demonstrated by Cox and AT&T
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Broadband to lead to a 30% share of the local telephone market for cable
within a few years of launch through discounting.

Recognizing these logical synergies, EchoStar recently signed agreements
with SBC and Earthlink, which entail offering consumers a bundled package
of DBS and DSL with a $10 discount off the combined price. The bundled
DSS-DSL product pricing will essentially blunt cable's digital video-cable
modem bundle from a consumer standpoint, which also reflects a $10
discount (as purchasing cable modem without basic cable typically entails a
$10 higher price pointl. Under the SSC joint marketing agreement announced
on April 17 of this year, EchoStar and sse will bundle EchoStar's video
offering with SSC's high speed Internet DSL offering. Subscribers taking at
least the AT100 programming package from EchoStar and SSC DSL will
receive a $10 discount on the bundle, implemented 8S a $5 discount on each
of the two company's respective bills. Under the terms of the deal, each
company is incentivized to cross-sell the other's produC1. Exact terms of the
deal have not yet been disclosed. Logistically, a subscriber that signs up for
the other's service will be "hot transferred" to the other company's rep. Under
the agreement, each provider provisions its own service, i.e. EchoStar does
its own install and SSC ships the modem to the customer for self-install.

From DSS' perspective, the RSOC relationships also offer a path to eventually
offer voice telephony, either through direct bundling agreements with the
RSOCs or through emerging voice over DSL technology. Further, DSL
appears to be a longer-term viable solution to providing a high speed, real
time return capability to the DBS video product offering. As an example,
EchoStar's latest top-of-the-line receiver, the DISH Network PRO 701, is
equipped with a built-in DSL modem, allowing for broadband Internet access
on the television and more advanced interactive features. Over time, the
integrated DSL modem could allow the possibility of offering true server
based video on demand as compression techniques advance to enable TV
quality video over the 500 kbps guaranteed speed capability of most DSL
technologies. As a result, we view the sse bundling arrangements by
EchoStar as the first of a gradual set of partnerships to be formed with all the
RBOCs in order to create a national alliance versus cable.
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As shown in our industry revenue and cash flow projections in Figure 6, while
having initially been deferred for several years due to stronger~than

anticipated subscriber growth, EchoStar generated positive operating cash
flow IEBITDA) on a consistent basis in 2001, following DIRECTV which initially
turned EBITDA positive in 1999. With expensed subscriber acquisition costs
ranging from $500 to $550, average revenues per subscriber of $50-$60 per
month, pre-marketing cash flow margins of 30%-40% and churn at 17%-20%
annually, the basic economic model for DBS remains compelling, and in fact
has improved since reaching a low point in early 2001.

The future profitability of the business is particularly attractive given the
scalable nature of the DBS infrastructure, which is entirely a fixed, upfront
cost investment that will require minimal additional capital expenditures until
replacement satellites are required in the 2007-2010 time frame lather than
the launch of newer spot-beam satellites to address local channel must
carryl. As shown in the botlom of Figure 6, we estimate the industry will
generate almost $1 billion in free cash flow in 2002, up from $110 million in
2001. This should then roughly double in 2003 and ultimately increase to over
$4 billion by 2008. The emergence of free cash flow also sets the stage for
tremendous return on invested capital characteristics, the ultimate
determination of value creation for shareholders.

Driving free cash flow are the industry's atlractive operating metrics. As
shown in the top portion of Figure 6, we expect average revenue per
subscriber IARPU) for the industry to show modest increases going forward
due to increased penetration of local programming, equipment leasing
revenue, continued modest rate increases, the introduction of new revenue
streams from interactive services, and advertising. With respect to rates, the
industry has taken very modest rate increases compared to cable's average
6%~8% price increases, resulting in a significant pricing umbrella between the
two, as discussed above, which would allow DBS providers significant
opportunity going forward. Taking all these factors into account, we are
conservatively projecting 3%-5% average monthly revenue per subscriber
increases for DIRECTV and EchoStar going forward.

An important indicator of underlying margins is pre-marketing cash flow
(PMCF). which is defined as DBS revenue less programming and operating
expenses, before direct subscriber acquisition costs. Programming expenses
for DBS, at approximately 40%~45% of revenue, are the largest component of
expenses and are significantly higher than cable, which typically run at 20%
25% of revenue. The wide gross margin disparity with cable reflects
somewhat higher programming rates for DBS, but also the impact of having
significantly more channels and a higher mix of low~margin pay movie
revenue (as the studios take 500/0~600/0 of pay·per~view and premium
revenue).

On the higher programming rates, which stemmed from the industry's lack of
leverage with programmers upon inception, we believe programming
contract renewals over the next several years should provide opportunities
for both DIRECTV and EchoStar to take advantage of increased scale in order
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to drive programming prices lower. We would expect other pre·marketing
expenses, particularly customer service, satellite tracking and telemetry as
well as general and administrative, to show scale economies over time,
driving pre-marketing cash flow margins from 35%·40% currently to the 40%
45% level by the end of our forecast period.

Marketing and selling expenses. referred to as subscriber acquisition costs
(SAC), provide the greatest operating leverage opportunity in the DBS
business. These costs generally include equipment and installation subsidies,
retailer commissions and advertising spending implemented to drive
subscriber growth. The direct relationship between subscriber additions and
acquisition costs sets up a trade-off between growth and profitability, the net
effect of which has been to defer operating cash flow IEBITDA) for the
industry since inception.

Upfront equipment costs to consumers have fallen dramatically since the
DBS industry's launch, from as high as $500-$700 five years ago for a
professionally installed, fully loaded system, to as low as $0-$50 now with
free installation and equipment offers. It is important to note that as
important as subsidies in driving lower price points has been the reduction in
manufactured costs of equipment from $500 several years ago to $100-$150
currently.

Longer term, we project DBS profit margins on an EBITDA basis will
eventually reach 30%-35%, compared to the 40%-45% levels common in
cable. The two main reasons are the industry's lower gross margins because
of higher programming costs described above and higher ongoing costs to
maintain its subscriber base due to higher subscriber acquisition expenses.

The important balancing factor in the equation of increasing subscriber
acquisition costs to drive subscriber growth, while preserving value, is churn.
DIAECTV and EchoStar's monthly churn rates had historically remained at the
low levels of 1.0%-1.3%, but last year rose to 1.7%-1.8%, coinciding with the
sharp reduction in upfront investments required by subscribers. Both
EchoStar and DIAECTV, however, have become adept in designing their new
subscriber packages such that they are attracting higher quality subscribers,
primarily through the requirement of 12-month commitments secured
through credit card, which in the long run significantly reduces churn and
improves AAPU. Hence, churn figures appear to have reached a high point in
the middle of last year, and are now trending down.
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The prospects for consolidation under the proposed merger of EchoStar and
Hughes ElectronicslDlRECTV would substantially leverage the
aforementioned subscriber growth and profitability dynamics.

Underlying the merger is tremendous synergy potential in creating a single
DBS platform that would represent the largest multichannel operator in the
country with almost 18 million subscribers, from combining DIRECTV's 10.5
million subscribers with EchoStar's 7.2 million. The synergies to be realized
are generally in terms of revenue enhancements, channel capacity utilization,
and cost structure-valued by EchoStar at up to $56 billion on a net present
value basis based on an expected $5.0 billion in incremental operating cash
flow IEBITDAI by 2005.

Specifically, EchoStar has identified $36 billion in net present value of cost
savings from reductions in programming costs, subscriber acquisition costs,
subscriber churn and general and administrative expenses. On the revenue
side, the remaining $20 billion in net present value synergies is expected to
come mainly from expanding the number of markets where local-to-Iocal via
satellite is available to all 210 markets, as well as driving increased revenue
from delivering internet access into rural parts of the country, higher
advertising and interactive services, and increased programming through
additional channel capacity (including HDTV, pay-per-view and specialized
channelsl.

Furthermore, the company estimates that the transaction would result in an
incremental 9.4 million DBS subscribers by 2005 through a combination of
lower churn, higher penetrations in new local-to-Iocal markets (DISH has
experienced a 10% increase in penetration in areas where it has introduced
local-to-Iocal signals), and a more compelling value proposition to the
consumer via a widespread rollout of PVR and other interactive functionality,
as well as broadband access. Figure 1 illustrates this potential market
expansion.

While the merger would require a major transition process given the different
technical hardware standards-either through a forced conversion of one
side's set-top boxes or a gradual transition by taking down niche
programming on either side and forcing box replacements-it would
ultimately realize the greatest utility of the 1,000-channel combined platform.

We believe that the most obvious area of cost savings are in equipment
subsidies and dealer commissions, which have dramatically escalated over
the last five years in response to intensifying intra·industry competitive
dynamics, highlighted by the exclusive arrangements formed by DIRECTV
with RadioShack, Circuit City and Best Buy. These cost reforms should allow
the industry to accelerate the transition from subscriber growth to cash flow
generation, thereby addressing ultimate profitability concerns in the market.
Alternatively, or in addition, subscriber acquisition cost savings could be
repurposed to drive enhancements in the DBS product offering. Specifically,
the DBS industry could leverage its inherent advantage currently in the
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integration of hard drive/PVR (personal video recording) technology into set·
tops as more of a standard function.

Regulatory Status

The two companies are currently awaiting regulatory approval from both the
FCC and the Department of Justice (DOJI as well as a favorable tax ruling
from the IRS. EchoStar has indicated that it believes the FCC will return with a
ruling sometime in September, with the DOJ at the same time, or slightly
before this. Upon approval, closing could occur in about one month's time.

EchoStar and Hughes management remain confident on the regulatory
prospects of their proposed merger, having presented their case to Capitol
Hill with no new legislation being introduced that would jeopardize the
merger. EchoStar's dialogue with the Department of Justice (DOJ) continues,
with the DOJ expected to issue a final merger ruling no sooner than
September. If the DOJ were to decide that the relevant market includes only
satellite, rather than the entire pay TV industry including cable, then EchoStar
management has indicated that it sees Iinle chance of the merger being
approved. However, EchoStar points to significant precedent that exists for
the DOJ to a rule that the broader pay television market is the relevant market
given the 1998 case of EchoStar's acquisition of the ASkyB assets from News
Corp/MCI. In addition, management is optimistic given that since that time,
cable and satellite have become increasingly competitive and
interchangeable with the launch of digital by cable and local by satellite.

EchoStar believes that antitrust issues will be largely focused on the concern
of collusion in urban/suburban markets where competition will be reduced
from three players (EchoStar, DIRECTV, and cable) down to two, rather than
in non-cabled rural markets where competition is being reduced from two to
one. This is based on the fact that cable already has a monopoly in 17-20
million homes located in multiple dwelling units (apartment complexes, etc.)
and that the creation of a monopoly in 5-7 million rural homes that do not
have access to cable would be offset by the promise of a national pricing
model. Further, management contends that its commitment to a national
pricing policy would preclude any ability to collude with a fragmented cable
industry. EchoStar also argues that in markets which do not currently offer
local service, competition would essentially be enhanced from one to two
players as the merger would free up satellite capacity to offer local signals in
those markets and create for the first time a viable satellite offering.
Reinforcing this benefit, on February 25, Hughes and EchoStar outlined a plan
under their proposed merger that will lead the two companies to offer local
channels in all 210 DMA markets (known as the "Local Channels, All
Americans" plan), encompassing approximately 1,500 individual stations
within 24 months of the closing its merger.

In terms of willingness to make further concessions EchoStar and Hughes
management have stated that a forced divestiture of one of the three primary
DBS orbital slots held by DIRECTV and EchoStar would result in a substantial
reduction of merger synergies, which would lead both parties to call off the
merger (Hughes management has publicly stated the same). If the merger
was not consummated, under the merger agreement, EchoStar would acquire
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Hughes' 81% interest in PanAmSat ISPOT) for $2.7 billion 1121 million shares
at $21.47) and pay a break-up fee of $600 million in cash to Hughes. EchoStar
management has indicated strategic interest in PanAmSat, highlighting its
status as the second largest satellite services provider in the world with 21
satellites providing global coverage, as well as potential merger synergies
with EchoStar in the form of cross-selling opportunities and margin upside.
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EchoStar reported solid first quarter results on May 2. which were masked by
lower-than-expected EBITDA and a downward revision in our full year 2002
EBITDA estimate from $976 million to $800 million.

• 1002 Subscribers: EchoStar added 335.000 net new subs in the quarter, in
line with our estimate of 325.000. Churn was managed down to 1.35%,
versus 1.38% last year, and our estimate of 1.55%.

• 1002 EBITDA: EchoStar reported EBITDA of $178.5 million, below our
estimate of $227.5 million, reflecting a shift from capitalized SAC to expensed
SAC, in addition to slightly higher subsidies, driven by the nature of current
promotions.

• 2002/2003 Estimates: We are maintaining our previous subscriber net addition
and churn forecasts, in addition to revenue and pre--marketing cash flow
margins. However, as a result of EchoStar's plans to continue its current
promotional offers that subsidize the consumer purchase of multiple sets in lieu
of leasing equipment, we have reduced our 2002 EBITDA forecast from $976
million to $900 million, while trimming our 2003 EBITDA projection from $1.44
billion to $1.32 billion. However, we note that this primarily reflects a shrft from
capitalizing SAC costs to expensing, as well as a shift to higher quality
subscriber adds with a higher mix of multiple sets.

• Valuationllnvestment Outlook: These solid resu~s highlight, in our view, the
continued strong subscriber growth momentum of the DBS industry. Despite
the higher-than-projected SAC expected for the year, we believe the
incremental costs are tied to an improving sub base profile, as the industry
continues to acquire above--average quality cable subs. These factors are likely
to lead to further improvements in ARPU, churn and SAC over time, fueling the
industry's improving profitability characteristics, which are highlighted by the
emergence of FCF and earnings during 2002. These factors also highlight the
stock's attractive valuation of 10,6 times 2003 EBITDA, relative to prospects for
30% five--year EBITOA compound annual growth. As a result, we reiterate our
Strong Buy rating and target price of $50 per share.
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EchoStar reported solid first quarter results on May 2, which were masked by
lower-than-expected EBITDA and a downward revision in our full year 2002
EBITDA estimate from 5976 million to $800 million.

Subscriber Growth: EchoStar added 335,000 net new subscribers in the first
quarter, versus our estimate of 325,000 subscribers and overall Street
estimates in the 280,000-350,000 range, to finish the quarter at 7.165 million
subscribers, up from 6.83 million at the end of the fourth quarter of last year.
With DIRECTV having already reported strong net additions of 342,000 in the
first quarter, EchoStar attained essentially 50% incremental market share.
Subscriber churn declined sequentially in the first quarter to 1.35% per
month, versus 1.62% in the fourth quarter of last year, and essentially flat
compared to 1.38% in the prior year_ Churn was significantly better than our
1.55% estimate, as an increasing percentage of customers over the last 12
months have subscribed under 12-month programming commitments.

Revenue/Pre-Marketing Cash Flow: Total DISH Network revenue for the first
quarter increased 27.9% to $1,018.9 million, in line with our estimate of
$1,049.7 million. Revenue was driven by the substantially expanded
subscriber base mentioned above and a slight increase in average revenue
per subscriber (ARPUI to $48.36 per month, up from $48.23 per month in the
prior year first quarter. Pre-marketing cash flow, measured as operating cash
flow (EBITDA) before subscriber acquisition costs, increased 28.1% to $450.1
million, versus our estimate of $456.6 million, as the company continued to
manage expenses exceptionally well.

SAC/EBITDA: Subscriber acquisition costs (SAC) expensed on the income
statement totaled $271.6 million versus our estimate of $229 million and $300
million in the first quarter of last year. This implied an expensed SAC per
gross addition of $439 in the quarter versus our estimate of $353 and $437
per gross addition last year. We attribute about half of the difference between
the reported results and our estimate to an unexpected shift from capitalized
subscriber acquisition costs (SAC) to expensed SAC (which we note does not
significantly alter actual cash flow) driven by the nature of current
promotions, and half to slightly higher subsidies and advertising expense.
Including capitalized SAC under the company's Digital Home Plan leasing
option, total SAC per gross addition was $564 in the quarter, up from $528 in
the prior year, and above our estimate of $503.

Full Year 2002/2003 Outlook: We are maintaining our previous subscriber net
addition and churn forecasts, in addition to revenue and pre-marketing cash
flow margins. However, as a result of EchoStar's plans to continue its current
promotional offers that subsidize the consumer purchase of multiple sets in
lieu of leasing equipment. we have reduced our 2002 EBITDA forecast from
$976 million to $800 million, while trimming our 2003 EBITDA projection from
$1.44 billion to $1.32 billion. However, we note that this primarily reflects a
shift from capitalizing SAC to expensing, as well as a shift to higher quality
subscriber additions (higher ARPU, lower churn) with a higher mix of multiple
sets.
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Valuation/Investment Outlook: These solid first quarter results highlight, in
our view. the continued strong subscriber growth momentum of the DBS
industry. Despite the higher-than-projeeted subscriber acquisition costs
expected for the year, approximately half of which reflect shifting capitalized
SAC that ,s recorded below the EBITDA line to expensed SAC above the
EBITDA line, we believe the incremental costs are directly tied to an
improving subscriber base profile, as the industry continues to acquire
above-average quality cable subscribers. These factors are likely to lead to
further improvements in ARPU, churn and SAC over time, fueling the
industry's improving profitability characteristics, which are highlighted by the
emergence of free cash flow and earnings this year, These factors also
highlight the stock's allractive valuation of 10.6 times 2003 EBITDA, relative to
prospects for 30% five-year EBITDA compound annual growth. As a result, we
reiterate Our Strong Buy rating and target price of S50 per share.
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First Quarter 2002 Review

Subscriber Growth

EchoStar added 335,000 net new subscribers in the first quarter, versus our
estimate of 325,000 subscribers and overall Street estimates in the 280,000
350,000 range, to finish the quarter at7. 165 million subscribers, up from 6.83
million at the end of the fourth quarter of last year. With DIRECTV having
already reported strong net additions of 342,000 in the first quarter, EchoStar
attained essentially 50% incremental market share during the quarter.

We estimate that EchoStar added 619,000 gross subscribers, down 10%
compared to 688,000 gross additions in the same period last year, despite
difficult economic conditions. (Note that last year's first quarter results
included a significant, although undisclosed, contribution from the
conversion of BeliSouth video customers). EchoStar's results were driven by
the continued success of selling local signals into the top 36 markets, the
equipment leasing model under the Digital Home Plan, the innovative "I Like
9" promotion (which endad on January 31, 2002), and the new "1-2-3 Great
TV" promotion which started in February.

Subscriber churn declined sequentially in the first quarter to 1.35% per
month, versus 1.62% in the fourth quarter of last year, and was essentially flat
compared to 1.38% in the prior year. Churn was significantly better than our
1.55% estimate, as a higher percentage of customers over the last 12 months
have signed on under 12-month programming commitments. We would
expect the company's churn rate to increase in the second quarter but remain
below comparable 2001 levels, primarily the result of seasonality and a $1
rate increase implemented in March. We estimate that full year churn will be
1.54% per month versus 1.62% per month in 2001, reinforcing the improving
quality of the company's subscriber base.

For 2002, management reiterated that it expects to end the year with at least 8
million subscribers, implying a minimum of 1.17 million net additions for the
year, based on the assumption of a continued sluggish economy throughout
2002. We are maintaining our year-end 2002 estimate of 8.175 million
subscribers, implying net additions of 1.345 million. Likely boosting net
additions will be distribution starting in May of EchoStar equipment in
RadioShack outlets, which historically have exclusively distributed DIRECTV
equipment. With an estimated 20% of DIRECTV sales estimated to come from
the RadioShack' distribution channel, EchoStar stands to gain significant
competitive market share.

Revenue

Total DISH Network revenue for the first quarter increased 27.9% to $1,018.9
million, in line with our estimate of $1,049.7 million. Revenue was driven by
the substantially expanded subscriber base mentioned above and a slight
increase in average revenue per subscriber (ARPU) to $48.36 per month, up
from $48.23 per month in the prior year first quarter and down sequentially
from $49.68 in the fourth quarter of last year. ARPU comparisons were
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negatively affected by the company's promotional offers, which now offer
discounted or free programming versus previous offers that were more
equipment-subsidy oriented. For example, the company's HI Like 9"
promotion introduced in August 2001 reduced monthly programming prices
to the Consumer by $22 per month for the first 12 months of service to $9 per
month for America's Top 100 programming and included free installation, but
required the customer to incur at least a $199 upfront cost for the equipment
and make a one-year commitment. This offer was discontinued at the end of
January and was replaced by the -1-2-3 Great TV- offer, which includes a free
second receiver, three months of free programming (including local
channelsl. and free installation for subscribers choosing to purchase a
satellite system for $149 and committing to 12 months of service.

The negative effects of promotional activity on ARPU was partially offset by a
$1 rate increase applied in February 2001 and March 2002 as well as
increased subscriptions to local channels, which are purchased by roughly
half the subscriber base, and the continued success of the Digital Home Plan,
which adds $5-$10 per month in additional equipment lease revenue.

We estimate ARPU will remain relatively flat on a sequential basis in the
second quarter at $48.50 per month, but then increase in the second half of
the year as the two promotions mentioned above start to roll-off and we see
the full effect of the recent rate increases. By the fourth quarter, we anticipate
ARPU to be $51.67 per month, 4% above $49.68 reported in the fourth quarter
of 2001. For the full year, management guidance is for a modest increase in
ARPU over 2001, and we estimate fUll-year ARPU at $49.66 per month versus
$49.35 in 2001.

EchoStar's total revenue, which includes the DISH Network as well as the
company's Equipment and Satellite Services businesses, increased 28.1% to
$1.105 billion, in line with our estimate of $1.126 billion, as DTH equipment
revenue of $57.1 million and "Other" revenue of $28.5 million were in line
with our estimates of $50.0 million and $26.4 million, respectively.

For 2002, management expects total revenue to increase 20%-25%, based on
a continued weak economy. We expect total revenue to increase 21.5% to
$4.861 billion in 2002. driven primarily by the aforementioned increase in
subscribers and modest increase in ARPU.

Pre-Marketing Cash Flow

Pre-marketing cash flow (PMCFI. measured as operating cash flow (EBITDAI
before subscriber acquisition costs, increased 28.1% to $450.1 million, versus
our estimate of $456.6 million, as the company continued to manage
expenses tightly. Overall pre-marketing cash flow margins of 40.8% were flat
compared to the prior year first Quarter and exceed management's target for
year-end of 40%. We note that the company's current free three-month
programming offer is substantially depressing PMCF margins by
approximately 200-300 basis points, which should be revealed as current
promotions roll off later in the year. For 2002, management reiterated that it
expects pre-marketing cash flow margin to be about 40%, essentially flat with
2001, as the company expects to make additional investments in customer
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service, including an additional customer service call center later this year.
We estimate 2002 pre-marketing cash flow to be $1.985 billion, yielding a
40.8% margin.

Subscriber Acquisition Costs

Subscriber acquisition costs (SAC) expensed on the income statement totaled
$271.6 million versus our estimate of $229 million and $300 million in the first
quarter of last year, or equivalently $439 per gross addition in the quarter,
versus $437 per gross addition last year. We attribute about half of the
difference between the reported results and our estimate to an unexpected
shift from capitalized SAC to expensed SAC driven by the nature of current
promotions, and the other half to slightly higher subsidies and advertising
expenses. Including capitalized SAC under the company's Digital Home Plan
leasing option, total SAC per gross addition was $564 in the quarter, up from
$528 in the prior year and above our estimate of $503.

Overall, we estimate that 31% of the company's total gross additions signed
up for the Digital Home Plan leasing program, flat compared to the fourth
quarter of last year, and below our estimate of 50%, as the introduction of the
company's "1-2-3 Great TV" promotion which targets two receiver
households proved more popular than we had expected. The leasing
program entails capitalization of equipment-related acquisition costs
lestimated currently at $400 per subscriber for EchoStarl. thereby reducing
operating expenses and raising operating cash flow.

EchoStar also reported that it had recouped $12 million in cash and returned
equipment (representing the depreciated value of the equipment) from
customers that churned under the Digital Home Plan. The equipment will be
refurbished and either resold or redeployed to new leasing households,
effectively lowering the company's overall subscriber acquisition costs over
time.

For 2002, the company indicated that it expects expensed acquisition costs
per subscriber to be similar to those in the first quarter, and above its
previous guidance of being similar to 2001 levels. Therefore, we now expect
total SAC to be $558 in 2002, up from our previous estimate of $516, of which
$434 is expensed. Based on our full-year estimate of 2.7 million gross
additions, we now estimated expensed SAC of $1.18 billion lup from $1.01
billion previously) and capitalized SAC of $340 million in 2002 Idown from
$415 million, previously).

Operating Cash Flow (EBITDA)

After subtracting the expensed subscriber acquisition costs from pre
marketing cash flow, the company reported EBITDA of $178.5 million, versus
our estimate of $227.5 million, up from $51.1 million in the first quarter of last
year. The difference between the reported results and our estimate reflects
the shift from capitalized subscriber acquisition costs to expensed SAC,
driven by the nature of current promotions, in addition to slightly higher
subsidies and advertising expense mentioned above.
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To highlight the cash-flow nature of the shift in capitalized to expensed SAC,
we note that reported EBITDA less capitalized SAC during the quarter was
$101.5 million, closer to our estimate of $130 million on an equivalent basis,
with the remaining difference coming from higher subsidies (related to a
higher percentage of new customers taking multiple sets) and $10 million in
higher-than-expected advertising expenses in the quarter.

As a result of these trends, we have adjusted our 2002 EBITDA estimate from
$976 million down to $801 million and lowered our 2003 EBITDA estimate
from $1.436 billion down to $1.322 billion. However, we note that this
primarily reflects a shift from capitalizing SAC costs to expensing, as well as a
shift to higher quality subscriber additions with a higher mix of multiple sets.

Net Income

EchoStar reported operating income of $95,3 million. However, a $36 million
write-down of the company's remaining stake in StarBand, a $61.9 million
one-time charge related to the Series 0 Preferred Vivendi stock, and $19
million in merger related costs resulted in a loss attributable to common
shareholders of $(0.201 per share. Management has previously stated that in
the long term it hopes to consistently generate earnings and that it expects
positive earnings in 2002. We anticipate positive earnings per share to
emerge permanently this year, with estimated EPS of $0.07 per share for
2002, including the one-time items mentioned above, rising to $1.00 per share
in 2003.

Balance Sheet

At the end of the quarter, the company reported cash and marketable
securities of $4.50 billion, up from $2.95 billion at the end of 2001 after having
closed on the $1.5 billion Vivendi equity investment during the quarter. Total
debt of $5.7 billion, which includes $2 billion in convertible securities, was
essentially unchanged from year·end 2001.

Capital expenditures during the quarter totaled $102.9 million, of which $77
million was related to capitalized equipment under the lease program. For
2002, the company reiterated its capital expenditure guidance of $500·$750
million, with approximately 25% of this amount related to satellite
construction and the remainder to capitalized equipment and other corporate
purposes. Our capital expenditure estimate for 2002 is $635 million, down
from our previous forecast of $715 million with approximately $340 million
related to capitalized equipment costs.

We estimate that the company reported free cash flow leash flow from
operations less capital expenditures) of $89 million for the quarter and expect
free cash flow for full year 2002 of $64 million, which we expect to rapidly rise
to nearly $350 million in 2003.
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~ 19 ~rl' 1~} EchoStar-Dlscounted Cash Flow Valuation
, I J L ~.:J J ,I r/ I

2002E 2003E 20ME 2005E 2006E 2007E 200BE

Free Cash Flow $64.1 $348.4 $834.4 $1,001.9 $1.387.5 $1.777.7 $2.148.1

Plus: Interest Expense. Net 282.0 234.7 194.3 166.7 136.9 114.9) (149.0)

Less: Income Tax Credit (35.0%) 19B.7) IB2.2) (BB.O) (58.4) (47.9) 5.2 52.2

Unlevered Free Cash Flow $247.4 $S01.0 $960.7 $1.'10.2 $1,476.5 $1.768.0 $2,051.3

2002 PV of FCF discounted at 10.0% $455.4 $794.0 $834.1 $1.008.5 $1.097.8 $1.157.9

2003 PV of FCF discounted at 10.0% 873.4 917.6 1.109.3 1.207.6 1,273.7

2004 PV of FCF discounted at 10.0% 1.009.3 1.220.3 1.32B.3 1.401.0

Terminal Value@ 11.0x EBITDA I 538.933.0 I
• Subscriber Multiple 52.982
• Free Cash Flow Multiple 22.Ox

Sum of Free Cash Flow at PV 55.347.7 $5.381.5 $4.958.9

Plus: Terminal Value (10.0% discount rate) 21.976.7 24,174.3 26.591.8

Total Enterprise Value $27,324.4 $29,555.8 $31.550.7

• EV I CBS Subscriber $3.342 $3.178 $3,070
• EV I EBITDA 34.1.-: 22.4.-: 17.&

Less: End of Year Debt (53.70B.5) (53.704.5) 1$3.703.B)

Less: 4.875% Convertible Sub. Notes 0.0 0.0 0.0

Less: 5.75% Convertible Sub. Notes 0.0 0.0 0.0

Plus: End of Year Gash 2.459.7 2,806.1 3.639.8

Plus: End of Year Marketable Securities 2.003.3 2,003.3 2,003.3

Plus: Non-Marketable Investment Securities ".9 48.1 51.5

Plus: Option Proceeds 355.9 355.9 355.9

Net Asset Value $28,481.7 $31,064.8 $33,897,4

Class A Common Siock 241.3 241.3 241.3

Class B Common Slock 238.4 238.4 238.4
4.875% Convertible Sub. Notes 22.0 22.0 22.0

5.75% Convertible Sub. Notes 23.1 23.1 23.1

Series 0 Convertible Preferred (Vivendi) 57.6 57.6 57.6

Stock Options 24.8 24.8 24.8
Fully Diluted Shares Outstanding 607.3 607.3 607.3

Private Market Value Per Share 546.90 $51.16 $55.12

Discount 10 Private Market Value 10.0% 10.0% 10.0%

Public Market Value per Share 542.21 $46.04 $50.24

Current Price on: 5n102 525.50 $25.50 525.50
Upside to Target Price Per Share 65.5% BO.6% 97.0%

Source: Deutsche Bank Securities Inc. estimates and company information
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ID ,21 EchoStar-ValuatlOn Multiple Analysis
~)u Ii,

May 8, 2002

2002E 2003E 20_

Current Price on: 517/02 $25.50 525.50 525.50

Fully Diluted Shares (1) 601.8 801.8 601.8

Total Mal1(et Capitalization 515,345,0 515,345,0 515,345,0

Plus: End of Year Debt 53,706,5 53,704.5 53,703,8

Less: End of Year Cash (2,459.7) (2,806,1) (3,639.8)

Less: End of Year Marketable Securities (2,003,3) (2,003,3) (2,003,3)

Less: Non-Mkt Investment Securities (@90% PMV) (40.4) (43,3) (46.3)

Less: Option Proceeds (1) (137,5) (137,5) (137,5)

Total EchoStar Enterprise Value $14,410.5 514.059.3 513.221.8

EchoStar Year·End DBS Subscribers

Enterprise Value Per Subscriber

Operating Cash Flow (EBITOA)
• Opefilting cash flow Margin

EBITDA Multiple

Free Cash Flow

FCF Multiple

Eamings per Share

8.175

51.763

5801.4
16.5%

18.0X

564,1

50,07

9.299

51.512

51,321,9
22.8%

10,6X

5348,4

44.0X

51.00

10,277

51.287

51.769,7
26.6%

7.5X

5834.4

18.4X

51.76

64

PIE Multiple 25.4X 14.5X
(1) Fully Diluted Shares and Option ProoeecIs include only in-lhe-money optiOnS

Source: Deutsche Bank Securities Inc. estimates and company information
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