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Dear Ms. Dortch:

In accordance with the Order adopting the Protective Order, I the Order adopting the
Second Protective Order, 2 and the instructions we have received from the staff of
the Media Bureau, ,enclosed please find two redacted copies of documents requested
by the staff of the Media Bureau, as well as a redacted production log.

Per the Protective Orders and staff instructions, Sirius is filing today, under separate
transmittal, one redacted, public version of these documents via ECFS and one
unredacted paper copy of these documents with the Secretary's Office. In addition,
six unredacted paper copies, two unredacted electronic copies, and one redacted
paper copy of the documents are being hand-delivered to Jamila Bess Johnson of
the Industry Analysis Division of the Media Bureau.

The unredacted version of confidential information will be made available for
inspection, pursuant to the terms of the First Protective Order or the Second
Protective Order, as applicable, at the offices of Wiley Rein LLP, 1776 K Street
NW, Washington, D.C. 20006. Counsel for parties to this proceeding should
contact Peter D. Shields at (202) 719-3249 or Nicholas M. Holland at (202) 719­
4632 to coordinate access after they comply with the terms of the First Protective
Order or Second Protective Order, as applicable. Parties seeking access to

Applications ofSirius Satellite Radio Inc. and XM Satellite Radio Holdings
Inc. For Approval to Transfer Control, MB Docket No. 07-57, Protective Order,
DA 07-3135 (reI. Jul. 11,2007) ("First Protective Order").

2 Applications ofSirius Satellite Radio Inc. and XM Satellite Radio Holdings
Inc. For Approval to Transfer Control, MB Docket No. 07-57, Protective Order,
DA 07-4666 (reI. Nov. 16,2007) ("Second Protective Order").
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Confidential or Highly Confidential documents should serve the required
Acknowledgement of Confidentiality on Peter D. Shields and Nicholas M. Holland
at Wiley Rein LLP, 1776 K Street, NW, Washington, D.C. 20006.

If you have any questions, please do not hesitate to contact the undersigned.

Sincerely,

~t.~~
Jennifer D. Hindin

Enclosures

cc: Jamila Bess Johnson, Industry Analysis Division, Media Bureau
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Media and Internet

April 4, 2007

Still See 55%-60% Probability of Merger; Things
Aren't That Bad Absent a Merger
Kit Spring, CFA 303.291.5201 springk@stifel.com

With another recent -21% pullback in SIRI and XMSR since their merger announcement, we believe the shares
offer an excellent risk/reward.

We continue to see a 55%-60% probability of merger approval and believe that recent NAB opposition
highlights that terrestrial radio may be considered competition by the DOJ.

Recent weak February retail NPD data were in line with expectations, thus we see no reason to adjust
subscriber estimates from a month ago. We continue to see subscriber growth of 34% for SIRI and 15% for
XMSR in 2007.

Business models are not broken if OEMs ramp up penetration, in our view. While iPod jacks in cars, instead of
satellite radio, is a likely risk, we continue to believe that satellite radio will utlimately be standard - similar to
the ramp-up of CD players in cars.

Balance sheets are in pretty good order, in our view, with cash, borrowing capacity, and debt carve-out
provisions.

Potential for positive catalysts: 1) merger could be unexpectedly approved by DOJ in late summer, 2)
comparisons in retail channel get materially easier by 2Q, 3) a large OEM could commit to going standard,
similar to several small operators.

What could go wrong: 1) XMSR's 2007 subscriber guidance is likely too high (we are at 8.77MM vs guidance of
9.0-9.2MM), 2) weak retail sales could be a leading indicator for rising churn or lower OEM conversion, 3)
OEM's could stop at 40% instead of moving toward standard, 4) a merger could be denied, though we think
that is already expected.

We find SIRI (Buy - $3.09) a better value on a stand-alone basis. We are maintaining our $18 target on XMSR
(Buy - $12.14) based on a 5-year DCF v,alue of $14.50, plus $3.50 merger option and $5 target on SIRI based on
a stand-alone DCF.

Pullback offers an attractive buying opportunity: SIRI and XMSR are down 20% and 21 %, respectively, since the
proposed merger announcement, versus the S&P 2%, Other than stock market weakness/consumer spending
concerns, we have seen no new data points that change our outlook on either the merger or a stand-alone basis, Our
target prices remain $5 for SIRI (based on a 5-year DCF or 16x 2012 FCF discounted at 13%) and $18 for XMSR,
based on a 5-year DCF, which assumes a 10x terminal multiple on EV/FCF and EV/EBITDA and a 10.3% WACC, plus
option value of a merger of $3,50. A merger completion in which XMSR received 58% of the $5B of merger synergies
would result in a $23 target, all else being equal.

Continue to see 55%·60% probability of merger approval versus stock discounting only 25%: We think the
Street is only discounting a 25% probabilily of a merger approval, perhaps because of early negative comments by
FCC Chairmain Kevin Martin and several recent negative press articles highlighting studies. To the contrary, we heard
nothing in early Congressional hearings that suggested a political roadblock. While there was healthy skepticism by
congressman at hearings, there did not seem to be outrage, Nor has there been consumer uproar. We have included
a more detailed section on our logic as to why a merger makes sense later in this note, We believe a merger is in the
public interest because it would increase competition between terrestrial and satellite radio, Satellite radio's market
share is pretty low - about 9% by year-eml measured by listening or revenues. We believe most people will likely
never subscribe. These people could benefit from a merger because it would likely cause free radio to cut back on the
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commercials - similar to Clear Channel's "Less Is More" program in 2005. For satellite radio subscribers the merger
would be neutral- they could potentially raise prices (though switching between XMSR and SIRI is unlikely anyway in
the OEM channel), but consumers would definitely get better programming. We continue to believe that the DOJ is the
key to approving the merger - we doubt the FCC would go against the merger if approved by the DOJ. It is also our
belief that the DOJ will look at the deal more intellectually, rather than pandering to political interests (Jess so for the
FCC).

We believe "sneaky" lobbying efforts by the National Association of Broadcasters highlight that terrestrial
radio should be considered competition. We believe shares of SIRI and XMSR have reacted negatively to press
releases and articles concerning opposition to the deal by the Carmel Group, the Consumer Coalition for Competition
in Satellite Radio, Criterion Economics, and the Alabama House of Representatives. It is our understanding that all of
the parties are supported by, or have merrbers of, the National Association of Broadcasters. Thus, such reports have
conflicts of interest. We also read each of them except for the Carmel Group and found them to be filled with
omissions and logical fiaws. In our view, such lobbying efforts by the NAB point to the likelihood that terrestrial radio is
competition for satellite radio. We are concerned that these lobbying efforts will work, but are optimistic that the DOJ
may see past such conflicted studies.

Recent weak February retail NPD data were in line with expectations: Feb YOY sales were down 33%, though
this represented a sequential improvement from Jan and in line with our estimates. Bears cite that such statistics
prove interest for satellite radio is waning and that churn rates will soon rise. While we admit that the iPod popularity
has probably negatively impacted satellite radio, we note there were tough Howard Stern comparisons. Also,
cannibalization from the growing OEM channel lessens need to go to Best Buy, but doesn't mean consumers don't
want satellite radio.

Business models are not broken if OEMs ramp up penetration: We believe investors are concerned that these
companies are trying to merge because they overpaid for content and can't survive on their own. We admit that SIRI &
XMSR likely overpaid for certain content (Martha, Oprah, MLB, and NASCAR) but think it is too draconian to say that
the business models are broken. In our view, the key variable is the penetration rate of new cars - currently just below
30% of new vehicles. We believe penetration will rise to -75% by 2012 - similar to CD players. This key assumption
yields stand-alone target prices of $5 for SIRI and $14 for XMSR. If penetration only gets to 30%-40% because OEM's
put iPod jacks in cars instead of satellite radio, then we see downside to $9 for XMSR and $2.75 for SIRI. We continue
to believe it is more logical that OEM's ultimately factory install satellite radios for the following reasons: 1) XMSR and
SIRI subsidize the equipment to OEM's and OEM's get revenue shares, 2) several small manufacturers have
announced plans to go standard or near slandard including Hyundai, KIA, Audi, Volkswagen, and Ford Canada, and
3) cost and size of installing radios should fall as radios are mass produced and new chipsets are introduced.

Balance sheets appear to be in pretty good order with cash, borrowing capacity, and debt carve-out
provisions. SIRI ended 2006 with cash of $393MM and short-term investments of $93MM, adding to total cash and
investments of $487MM. Additionally, SIRI has an existing credit facility with Loral of $1 OOMM to fund future satellite
launches. Our model suggests that SIRI will burn through $378MM of cash in 2007 and $189MM in 2008 before
generating $250MM in 2009. Some might conclude that SIRI thus does not have enough liquidity based on the cash
position and existing borrowing. We would view this as an incorrect conclusion, as it is our understanding that SIRI
also has a carve-out provision on its debt covenants that allow it to borrow an additional $500MM. Certainly it is
possible that if things get really bad, there won't be banks to lend SIRI money, but given such banks would be fairly
high up in the capital strucutre we view such a doomsday scenario as unlikely. Our model shows that SIRI will have to
borrow a peak of $220MM on its credit facilities in 2008, but that it would be able to quickly pay it off in 2009 or 2010.
XMSR ended 2006 with $219MM of cash and $400MM of untapped credit facilities in place. XMSR also did a $244MM
sale leaseback earlier this year. We project XMSR will burn $360MM of cash this year and $57MM in 2008 before
turning cash flow positive in 2009. Our models indicate that XMSR will need to tap $50-$100MM of its credit facilities,
leaving ample room for cushion in the event our cash estimates are too aggressive.

February NPD data:

XM improved its market share y/y, cate~90ry sales declines continued at a similar pace: According to our
proprietary analysis of retail sales data from NPD Techworld, total retail sales were down 33% y/y in February. This
pace represents an improvement from the 45% y/y decline in January, the 47% y/y decline we saw in December, and
the 45% decline in November (4Q06 overall was also down 45% y/y). The market-share split in February was
57%/43% SIRI/XMSR, versus a split of 55145 in January. We view these results as consistent with our expectations.
The y/y slowdowns in retail are likely due to consumer saturation, displacement of natural sub grow1h to earlier periods
due to Howard Stern and more availability of radios in new cars. For 2007 we expect about half of net additions will be
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derived from retail for SIRI and about 20% from retail for XMSR.

April 4, 2007

XM's sales pace improved sequentially while Sirius' pace worsened, likely due to Howard Stern comp: XM's
February sales were down about 37% y/y, and slightly worse than the 30% y/y deciine in sales reported in January,
but better than the 47% decline in 4006. Sirius' sales were down 33% y/y in February, an improvement from down
54% in January and 43% in 4006. SIRI had very tough Howard Stern comparisons in 40, January and February,
which get substantially easier throughout the course of the year.

SIRI is a beller stand-alone investment (absent a merger) than XMSR: This is mainly because we believe XMSR
has some merger premium priced into the stock. We continue to derive a $5 target price with no merger synergies for
SIRI. Our target is based on a 5-year DCF with a WACC of 10.2% and a terminal EV/FCF multiple of 9.1 x. The key
driver of value is new car penetration, which we forecast will continue to ramp up from 21% of production in 2006 to
65% by decade-end. We continue to see a 55% probability of merger approval, which could add $1 to our target for
SIRI shares.

Maintaining target of $18 on shares of XMSR: Our target remains at $18 and is based on a 5-Year DCF, which
assumes a 10x terminal multiple on EV/FCF and EV/EBITDA and a 10.3% WACC, plus option value of a merger of
$3.45. A merger completion in which XMSR received 58% of the $5B of merger synergies would result in a $23 target,
all else being equal.

Review of Merger Thoughts:

We believe the probability of an FCC/DOJ merger approval is -55%, with market definition as the key variable.
Whether or not the merger would be approved depends on if satellite radio is defined as part of a market that includes
or excludes terrestrial radio and to a far lesser extent iPods/MP3 players and Internet radio over, both wired and
wireless. We believe it is more than likely that all or some of the above would be considered listening alternatives, in
which case XMSR and SIRI combined would have a minimal market share - 6% if the market is satellite radio plus
terrestrial radio, 4% if the market is defined as satellite radio plus terrestrial radio plus iPods/digital music. The DOJ
defines a market as "any grouping of sales (or other commercial transactions) in which each of the firms whose sales
are included enjoys some advantage in competing with those firms whose sales are not included. The advantage need
not be great, for so long as it is significant it defines an area of effective competition among the included sellers in
which the competition of the excluded sellers is, ex hypothesis, less effective. The process of market definition may
result in identification of several appropriate markets in which to test the probable competitive effects of a particular
merger." According to the second sentence, we believe one could reasonably determine that the market is either
overall radio, satellite radio, or a broader definition including iPods/digital music. The third sentence leads us to believe
that satellite radio is its own market. Perhaps the final sentence, which says multiple definitions may be considered, is
the most relevant. Based on our analysis of estimated market weightings, we calculate a 55% iikeiihood of a merger
approval and a 45% possibility of disapproval. In our view it really comes down to whether terrestrial radio is a
competitor or not. Given that satellite radio's revenue is now about 6% that of radio revenue and a projected -21 % by
2010, we put a higher likelihood on including terrestrial radio than nol.

Combined future (2010) revenue share would be slightly more than CCU's national share, but significantly
less than the 35% local limit: If our long··term forecasts for XMSR and SIRI are correct, we foresee satellite radio's
market share of radio industry revenues al-21%. While this is slightly bigger than Clear Channel's current 18%
revenue share of the radio industry's $21 B pie, it does not seem to be an alarming share size relative to other sectors
within the media industry (ex: cable, newspapers, local TV, etc.). Perhaps what is more important is not nalional share,
but local share, since most radio listening is local in nature. Assuming a relatively proportionate dispersion of satellite
radio customers by designated market area, satellite radio would have a similar local radio revenue market share (6%
now and 21 % by 2010).

Price increase restrictions could improve the likelihood of a deal passing: Sirius and XM could agree to price
increase iimitations and the deal would still make a ton of sense, in our opinion. The real goal of this merger is not to
become a monopoly and gouge customers, but to offer more channels to consumers in order to better compete with
radio and cut costs dramatically. We doubt Sirius & XM will initially suggest price restrictions as a way to close the
deal, but should the DOJ object, such a scenario is plausible, in our view. This scenario will iikely increase the
probabiiity of an approval.

Failing company clause is unlikely to come into play, in our veiw, but something to consider when calculating
potential downside risk: According to the DOJ, "a merger which the Department would otherwise challenge will
ordinarily not be challenged if (i) the resources of one of the merging firms are so depleted and its prospects for
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rehabilitation so remote that the firm faces the clear probability of a business failure". While both XMSR and SIRI have
lost billions to date, we do not believe eithm firm is anywhere close to a liquidity crisis. However, politicians may
consider the losses when deciding whether to lobby for or against this merger, which would be a positive in our view.
In the event that XM and Sirius don't meet our financial projections and a liquidity event does occur, we believe the
DOJ language above suggests a high likelihood of approval, though obviously our industry projections would have to
come down, offsetting much of the merger upside potential.

Political opposition may not be that bad. Merger perhaps a net positive for existing customers: As always, we
believe politics will come into playas to whether the merger is approved. Overall, while there will be dissenters, we do
not see vehement opposition by any poweliul lobbying organizations. We believe the core reason is that consumers of
satellite radio are typically of a higher income demographic who might look forward to the potential benefits of the
merger (more programming and channels, lower cost, mass-produced radios, etc.) more than the potential
disadvantages of increases in market pow"r. One consideration is who's in charge - Democrats or Republicans.
Democrats typically oppose media mergers, while Republicans typically approve. The Democrats are now in charge of
the House and the Senate after the election, and this is probably a negative on the margin. However, Republicans still
have the majority in terms of FCC commis:;ioners. We believe it makes sense to try now in case Democrats regain the
power there in the future. While Democrats have protested past media consolidation, we're not sure they would be up
in arms against this deal. Satellite radio is one of the few radio outlets that carries a liberal alternative to Rush
Limbaugh and it has virtually no share of political advertising.

The radio industry is likely to disapprove of the merger since it couid make the satellite product stronger, perhaps
somewhat offset by the mentality that one competitor could be better than two. The radio industry is largely
represented by the National Association of Broadcasters, a very powerful lobbying organization, particularly with the
FCC, one of the two parties that would nend to approve the merger. We think that the NAB is highly focused on
loosening ownership limits in TV and to a lesser extent radio. It might be inconsistent for the NAB to strongly oppose
this merger and still argue for its own consolidation agenda. The music industry, another powerful organization,
probably shouldn't care and should perhaps support the merger. Music is a regulated monopoly, so the increased
power of a combo wouldn't impact music's pricing whatsoever. Also, music gets higher royalties from satellite than
terrestrial, arguing for support of a merger assuming it would result in more subs via more channels. Electronics
retailers like Best Buy and Circuit City may prefer to have competition, offset by an easier product to sell.
Manufacturers of radios probably wouldn't have extremely strong feelings - while they could lose some leverage over
subsidies, one service would reduce risk and may spur more consumer interest. We believe the auto manufacturers
might be generally opposed but have mixed feelings. The negative for OEMs is that the finance guys couldn't pit
XMSR and SIRI against each other to get a higher cut of revenues. However, the operating guys would prefer to have
one technology to support and the salespnople would likely welcome being able to offer more programming.
Consumer groups could raise some opposition about pricing concerns, though we're not sure high income existing
customers are going to raise a stink and note that both SIRI and XMSR already have no competition in
factory-installed cars. Programmers like the NFL or NASCAR (and especially Howard Stern) would truly miss bidding
up prices, but we wouldn't consider them powerful lobbying organizations. A decreased cost of programming going
forward could actually be good for consumers.

DISHIDTV as a case study - radio mark"t is different: We have often heard investors posit that because DISH/DTV,
who had a competitor in cable and weren't allowed to merge in 2001, then XMSRlSIRI won't be allowed to merge. We
think the main flaw with this logic is that that terrestrial radio is a much more viable listening substitute for satellite
radio, as compared to terrestrial TV broadcasting (local ABC, CBS, NBC, FOX affiliates that can be received without
cable) relative to satellite TV. This is evidenced by the market share of penetration for multichannel pay TV (86% of
households) relative to satellite radio (-8% of households after adjusting subscribers down for family plans). This is
perhaps due to the immature market for satellite radio, but also likely due to the idea that radio is less important than
TV for most consumers and that exctusivity of programming is more contrasting for something like ESPN on
cable/satellite than it is for ESPN radio on satellite radio.

Synergy estimate of $58 - nearly 40% upside potential relative to existing enterprise value: The media sector
has historically been characterized by a consolidation mentality where bigger is better. We can think of countless
mergers where companies stretched for synergies to get bigger. Contrary to the norm in media, in the case of
XMSRlSIRI, we see dramatic synergies - $5B in present value terms - which equates to almost half of the current
combined enterprise values. The essence of the synergies is that 1) the high fixed costs such as satellites and
infrastructure could be effectively cut in half, and 2) XMSR and SIRI wouldn't have to beat each other up by
overpaying for content and while negotiating the right to be in new cars.

Merger model synergy assumptions arE' as follows: We have attached a line-by-line analysis of the income
statement for revenue and expense syner(Jies. We admit that there is a high variability of outcomes. One of our
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greatest challenges in figuring Dut pDtential synergies is the CDSt, time, and feasibility Df cDmbining the twD networks.
Certainly there are a variety Df DutcDmes that Dnly management cDuld truly answer We are currently assuming a tDtal
upfrDnt CDSt Df cDmbining the netwDrks Df $1.4 biliiDn, including merger and severance fees and netwDrk cDnsDlidatiDn
costs. On a normalized basis we then calculate $503MM Df annual CDStS savings, which wDuld have a present value Df
$6.4 biliiDn, or $5 billiDn net Df the upfront CDStS. On the revenue side, we assume the cDmbD will be able tD Dffer mDre
programming by cDmbining channels leading tD .8MM mDre subs Dver time. We assume nD ARPU synergies as the
cDmbD may have tD agree tD price restrictiDns tD get a deal dDne. This yields $108MM Df revenue synergies per
annum. On the CDSt side we see synergies Dn almDst every line item as the cDmbD cDnsDlidates netwDrks, R&D and
G&A persDnnel. Over time the cDmbD shDuld be able tD save Dn programming and OEM splits slightly. SAC and
CPGA CDuid CDme dDwn mDdestly as the cDmbD WDuid lead tD faster mass productiDn Df radiDs and less advertising.
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Media and Internet

Sirius Satellite Radio _ SIRI

OEM Subscriber Adds Analysis
(subs in thousands)

Sirius-installed automobiles (0005)
Chrysler model year 2005 (11 model lines)
Chrysler model year 2006 (75l'k)
Chrysler model year 2007
Chrysler model year 20011
Ford mode! year 2006 (lMM for '06 & '07)
Ford mode! year 2007 (quadruple 2006 installs)
Ford model year 2001': ('??'J - no guidance yet)
Other - Audi, BMW, Mazda, Mercedes, Mi!subishi, Volkswagon, etc.

Estimated gross adds
'1ly change

Subscribers in OEM Promotional Period

Churn
Chryslcrmodcl year 2005 (12 month lrial)
Chrysler model year 2006 (12 month lrial)
Chrysler model year 2007 (12 month trial)
Chrysler model year 2008 (12 month trial)
Ford model year 2006 (6 monlh trial)
Ford model year 2007 (6 month trial)
Ford model year 2008 (6 month trial)
Other
Estimated total OEM churn

Net OEM additions in the quarter
Net OEM additions in the year
Net retail addilion~ in the quarter
Net retail addilion~ in the year
Stire) estimated net additions in thiE' quarter
Stire) estimated net additions in the year

Source; Company reports, Slifel Nicolaus estimates

April 4, 2007

4Q04 1005 2Q05 , 5 4 05 lQ06 2Q06 3Q06 4Q06 lQ07 2Q07 3Q07 4Q07

55 55 55 37
63 ,,, ,,, ,,, 100

67 231\ 23R 2311 '"
" 252

17 50 50 50 33
67 200 200 200 133

91 274
55 63 " 61 36 'H 152 59 " 25 25 25 25

110 11. 137 176 273 276 ,.- 326 516 463 '" 4'J2 552
1411% 134% 1114% 115% 119% 611% 19% 51% 7%

II' 247 341 499 66' 914 938 1,157 1,254 lj04 1,405 1,494

I
25 25 25 17

2R " " '4 45
30 107

R 23 23 23 15
30 90 90 90

7 10 16 27 7 IR IR 22 23 36 49 56 65

7 10 16 27 32 51 65 90 130 165 m 221 '"
10' lOR 122 149 242 225 325 236 '86 297 240 272 290
1112 620 1,135 1,0911

376 199 245 210 901 535 276 206 559 199 152 125 466
696 L554 1,576 943
480 306 367 359 1,143 760 601 442 945 497 392 397 736
87R 2,175 2,712 2,041
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Media and Internet April 4, 2007

Sirlu. Saldllt~Radio _SIRI

Quarl~rly InCOlDe StaleDlent
f$ in milliun•. e,~epl per ,hare J"I")

Gros.OEM.addItlOIl'

yiy gr,''''lh
Churn;n qua,le,

"',10F.MOlII<l1IIo""

yiY,lll'"wlh

% "fl,~al:f\lr:lhe pet1il<l

(;1'0/;, ratllil additions

yiy grnwlh

Churn in qUAner
'~el r"lall ~dd11l0DS

y/y J;mwlh
% of lOla IfUr.lh. perip.,i

0..196

0.01

0:181

21'1,

0.781

O)J'l
0;696

0.70~

261'/"

'"'0.620

241°;,)

1~'}';

t.81!'!
1'12'%
1),26

1.~~4

113%
72';,)

...,
IH7%

llJ4H

.""

{I.390

11>4"/.
0,(165

0.31~

Ilm,.
54'%

0.446

.~(I''iO

().16~

0.176

13%

46~'

0.316
85'/,

0.409
42'10

0.203
0.106

47'/.

0.4~6

li7%
11,107

0.349
44%

1l.78~

·11%
11,226
1J.~9

],448

105%
0.313
].13.'1

1(3%

42%

0.74(;

lS76

i%
~8';,

611%
OJ/>5
0,197

32!"
1253!',

I')%

0,213

(U40
.26%

61%

0.379
.l~%

0227
0.1~2

4'5';',
3~%

0.491

:'il%

11.2:11
0.171

15%
68%

.""-12%
0,234

0.11~

-3'1%

32%

0.~2

21%

0.2/>2
0.190
·17'/.
38'1.

O.70~

oW!'.
lU41
0.466

_17%
62%

];~4

;2lW,

0.91 I
0;943

40%

46';'

Rndh,g N~l OF.M

% onohl
~,ndlng N~l }tetaU

"I" ofTlJlal
RlIdlng Nel H~ru

% <lfTlJlal

Sllb,~rlbe ..:
!leginning ofpe,i",,' ,ub.C'ribe,~

Ne", ~r"",,,ddil;un,

Churn

M<>n'hly churn 'I, (ind OEM promo>
Monlhly churn '% (el<c1 OEM pmmol

Nel A,Mi'ion'

1 Elldillf l\~T S"b,rrlh~n

Aver3gt SIIb<.rrib"",

rol.IARPU

Subscriber re\'. JIll' "fm"iI-in reOOlel;
Adve'1i.inj! ,""v. 001 ofnjl;l)ncy fees
Of he, Te,'em,e

T"I.I Re.",,,.,

T"I.I ,,,,,I of'.tv;ce
n.nnml I(, ,,,lmini,lmli.e

R~,",,,rch & <1e.elopmenl

I'r~_."].rk~lIng Cash ~1ow

~"h,"riheT 3"'1";,;'i,," l~}".'

SAL

Sab {I.: m",keTing. OEM

T"lal SPl~"C'ri~<1'C",,//CPGA
Sal.... m",k~llng& SAC

I ~:HITUA "eluding I23r

( 1·.lllTDA _ 11I"h.lin~ 123,

DeI'I'IlCi"lion. & >lmor,i"",lion

COlJ'",..I. & non..",,11 'Ii'd wmp
TOlal Opernling el<pen"""

()p-eral;ng income

Inl.""'1 and in"~,lm",,1 incom"

Inle .....1el<pe""e

Ollie, inc"",,, (e>.""""c) nel

PM"I< i""'om"
Inc"me la" ~'pe",,~ (ben~fi')

Efff:(.·/iw mrporaW lal

Nel inc""". (Iu.,) from eonl. lip"

PJllf"lT~d d;v;c",,,,-l,

p,,,rerre<1 c1<lelne.J divide",-h

1l.203

11f'/.
1l.!»1

80'/0
1l.029

------lli.
1.143

""'"11,:11>1
1I,~H6

1O.l(5)

16%

0,702

$10,16

62,9

'.9
3JI

~

122,8

'"31HI
(130.1)

173.7
$177

169.5

~
:>43,:1

(473.3)

95.4
1O~,7

745.2

(1)78.4)

"(21.7)
(2IHI)

(710,3)

"0%

.,,,
25%

1.466
74';,

""1%
3.317

""'"1,143

2.617
(0.443)

15%

:1.173
3,Jl~

2,no

$10,34

223,0

"ll.~
242,2

11l5,5

W.ll
42'1

(46.1)
:l4~.6

$13~

J71.11
$lYY

5<15

(~B)

~H.I\

1f>:l,1

1,071.4

(82'J,2)

26.'1
(45.4)

(13.1 )

(ll(~),7)

n
0%

(H63,0)

1.049

26%,.­
74%

.""1%
4.078

100M
3.317

0.961
(O.2IKl)

1,8%

0.761
4.078

3.697

115.2

n..,
1<0.7

83,1
1~.1

12,7

11.8
liN)
$1/1

3\1.3
$/55

148,4

(l36.,!)

(4212)

24,'1

:llI4.0
57<.1l

(446,2)

"(17.1)

(4,4)

(457,8)

O.ll
~/,

(458.5)

1.374

2~'%

3.277

711'/,
0.028

4,678

200M
4.078

I),H31
(11.:130)

I.H%

IHill)

4.678

4378

Sl1.l6

137.0

"'<.J
150.1

87.8
21,7
12,8

17.11

11I~.7

$111

56.6

$lYY

165.3

(l26.51

11\l311)

25,7

<'>73
380.5

(230,5)

..,
(15.7)

"."
(2372)

0.1>
~/,

(237,8)

1.610

31%...,
(>8%

.""1%

""'"4.1'>78

0.732
(0.291)

2.0%

11.441

~.119

4.H9~

$11.17

155,3

""167.1

H39

U5

",
m
lIO,\I

$//4

41.5
$/67
122.3

(10.1)

(1:16,0)

27.6
43.4

321.3

(154.2)

,..
(15.9)

(1.0

(162.3)
0.6

1m

(102.9)

1.~

33%
,~,

67%

.""
0%

""'"5,1 I~

1.238
(O.333)

211'/,
1.1'>%

0,'0105

.""
S.572

$1O.Y2

167.2•.,
11.7

1~3.4

118,0
U2

12,8
39.4

121.n
$/01
85,1

S/67

206,2

(166,8)

(20~.4)

'"42.6
4311,3

(236.9)

'"(15,3)

(245.5)

O.n

0%

(24(d)

],~9

33%
4.041

(,7%

0.014

0%

"""3317
3.7(,2

(1.1154)

I.~%

2.7fJ8
6.f12~

4.071

$1101

575.4

31.0
3(J.H

037.2

37<.1l
87 ..~

58.7
118.1
41'1.7
$//4

222.5
$/7/
1>42.2

(~lJ.l)

1\l5UI>

lO5.7

4379
1.7(14,9

(1.067.7>

33.3
(MJI)

(4.4l

(1.102,8)

2,~

0%

(1.105,3)

1.1~6

35';',

4.141
65';',

.""0'/..,,,

""'"(d125

0.9M

(0.464-)
2JI'/o

I.M'%
0.497.,,,
6.273

$11.16

:100,0

",..
214,8

97,9
:W,O

15,lI
67.1

IO!}.!

'"'"1/71

11>6.1

(98.9)

12:16.9)

2H.O
1<8.0

46'1.8

(254.9)

"(11).2)

(207.6)
0.6

0%

(21)ll.2)

2.496
36%

4.394

."'.

""'"1>.521
O,BI

(O.439)
2.2%

1.70%
lun
.~,

0.717

$11.57

2230

Hl.2
5.11

2JlI,2

<}6.2
14.11

15.8

~"
lOll.7

"'"74.2
$21&
11l2,9

(7!J.II)

(i24.H)

211.0
4,~.0

41J1.9

(103.7)

3.0
(10.2)

(171'>,9)

0.6

0%

(177.5)

2.767

38%
4,~19

1>2%
0.024

0%

7.310

""""1>.~13

11.73:1
(1l.335)

2.1%
1.7(1'X,

113'17

7.Jl0
7.112

$117<

239,2
IIlH
'.3

255.4

103~

34,0

15.lI
101.7
HIl'!

$I(XJ

591
SlY/
140,0

(311,2)

(83.2)

:lll,5

4511
367.1

(111.7)

"(16.2)

(125.3)

(1.1>

0%

(125,9)

3.w.l7

38%
4.93.'1

1>2%
0,(124

II';,

8.066

""'"7.3JO

1.258
(0.502)

2.2%
I.7l1'X.
[U~6

8.066

$11.42

251.6
11.7
:<0,4

2H37

130.5
34,0

15.8

103.4
11\1,5
.W5

103,2

$177
222,7

(Jl9.3)

(IM,3)

:I~,O

45,0

476'J

(1~3,3)

(16.2)

(ZIO,5)
0,0

0%

«IO.I)

3.M7

3H%
4.935

62~,

0.014

"'.
.""

"""6.1125

3.782
(1.741)

2.1V,
1.6'0/')'.
l.rJ41
8.0661
7,[145

$11.4B

~14.4

42,1
35.5

9Y2.tJ

4<8,0
116.tl

/>3,0
364.~

4111.2
$Y7

293.5
$/88
71 [.7

(J47.1)

(010,:1)

113.5

263.11

1,715.7

(7<3,7)

,.,
(M.7)

(TN.3)

"0%

(781.71

Nel income for rommon
I(PS ell one"tlm~Uffll'

lk"ic,l1arcs
[)illJl.,iJlr~"",,,y,II"re,

OIl,O)
(0.57)

1.239
1)3~

(863.11)
(0.(6)

(458.5)

(0,33)

1,3~7

1,387

(2378) (J62.9) (246.\) (1.105,3)

(0.17) S (0.12) S (ll.t7) S (0.7\1)

1.404 1,4(15 1.414 I,4(J3

1,4(14 1,405 1,414 l,4(n

(21)ll.2)
(0.19)

1,431>
),43(,

(177.5)

(0.11) S

1.4311
1,4311

(125,'1) (210.1)

(O.O!I) S (O.I~)

1,4411 1,442

1.4411 1.44:1

(781.71
(0.54)

1.43~

1,43'1
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Media and Internet April 4, 2007

SIr1u~ Satellite Radio - SIRI

Ann".1 Inrom~ S!alem~nl

($ if. milliof.", ""C.pl per Mar< data)

Total U.S. Cors
"" Partnered w" SIRI

(;an Portnered wi SIR]

Perc.nt of new autos equipped Wi "'t<:lIile cap,cit
Autos proou....J will, Sirius Cllp.diy

rake·rat<: (<<lim:Il.d)

Gross Ol:M .ddUtons
yyg,oWlh

Chmn in year
Net OB'! additions

y!yg",wdl

c..-oss rdall oddltton.
ylygfOwlh

Chorn inY""
Net "eioU jlltdJtJllns
y!y 8rowd1

E1nUlIg Net OEM
% ofTotal

Emling Net Retail
%ofTol.1

Elllllng Net Hertz
%ofTolal

FJHlIng NH Tn,aJ S,II''''rlben

SUt>scrlbe~:

lle~i'llling "rperi"d .uh!IC,ibers
Neo, gro.., additions
(,hur"

M<>nIHy ch"," % (ncl OEM prOnl<l)
Nci AJJitioJl'

1E1"lin~ Nd S"bscrlbers

Ave,o.g" Subscribers

Nel ,v8, momhly rev pe, sub
y!y incroase

IN'" r .....o111"

I EHiIDA euludlnl! 123r
EBlTDA Margj~

E1llTllA _ inclll~in~ lBr

f:B1TD,f M",;:i~

Nel ,,,c,,me rOlf c'Jlno~,"

End;ng fr,lly dihned .hore, Ollooanding
Av~ fD Sh. (T=s\l,Y ""'11I00). EPS

YOY (]rowt_h-'g,..!!'~

Snh.o,i~rs

R.ven"..
"'ITOA

'"
Statement <>f Cash Flmv.

C:o!ih Jlmf rfllm Openlloos
C.pitol 'EJo.pe"dilUr.. (0:< &"ll

11r... C.." Flow \CFO-Copex)
fCPShare

~-CF1Shar~mulUple

rcrVid"

c.... Flo" rrllm InVt:!ltlnl

Cdl Flow rn'lll FlI'~11d11g

f)lt"prl... Vol,,~ Calrul.II011

Net Debt(Ca.h) ncl io tile money ctl"v.r1l<

Total Other A,setf;
Y'E Marko:[ Cap. al $3.ll9 rc" .ha<e

Enkrprht V.lut

Enlerprhe Value I Sub

1rl'FIllTDA· Pro Form.

EV iSoles

$000<"0: C-oml"'ny reports ond $tif.1 Nicob~...timol••

101.9
40%
<l.S
3%

,U
~()%

o.u~

0.014
0.182
7~7%

0.782

2'19%
O.UR~

0.696
2?l%

0.203
IR%

0.911
)if)'"

0.~29

2%
1.143

!!!!!:!A
0.261
O.~AA

(11.105)
Iti%

0.'ll.2
1.14J

0.102

$1002

7%

M.8

WJ.3l
_70R%

(47U)

-m.~%

(711,0)

(SO,~7)

1,~2Ii.2

1,23.(5

20ll4A

(33H)
(2R.~)

(J"U)
(SO,29),..

"M

231.9

2(1lJ4A

(47').1)

(1,24).5)

S.D2U
J,J1U

S2,II99

,.,

200M

16.~

40%...
10%..,

11.7115
261%

[!.OR.'
0.6Z0
241%

1.815
132%

O.2/il
1.~.~4

123%

O,8Z4
25%

2,466
7~%

1%
3.317

"".
1.143

2.fit7
(OA4J)
1.50%
2.173
3.317

1.230

$1O.1lfi

0%

242.2

(567.5)
-234%

(567.5)

-234%

(M3.0)

(SO.65)

1,715.0
1,32<;.7

190%

263%
NM
NM

2005A

(2~3,7)

(49.9)
(J13.6)
($1I.2~)

NM
NM

(In.l)

4~.~

..,

(147.5)

(1,41\9.3)
5,299.5
3,662,6

$1,10~

NM

200M

17.11
40",....
21%,..
54%

1.44~

105%
0,0
1.135

83%

un
2&%

0.74~

1.516
1%

33,{

4.042
~7"0

11,014
0%

6.02~

"""3.317
3,762

(1.054)

1.90%
1.708
6.1115
4,671

$J0.45
4%

637.2

t~4.1l)

-82%

(951.0)
_/49",1,

(1,105,3)

($(1.'9)

1,74&.7
1,402.6

&2%

16J%
NM
NM

100~A

(4I4.~)

(99.&)
(~I4.4)

($0.37)

NM
NM

,,,
2~,8

(3M,6)

ZOOM

245.0

(1,~51.5)

5,403.4
3,"6,8

""
NM..

2067E

17.0
40"/0...
29%,..
52%

U6'
l~%

0:R71
U!lB

-3%

U~4

_20%
0:911
U4J

3.0~7

3R".
4.9~~

~2'/,

O,OZ4

.....

""'"6.025
3.&23

(1.7R2)

I,~~

2.041.....
7.045

$10.97

(J47.2)
-35%

(610.2)
.61%

(781.7)

(SO,5~)

1,773.7
l,43K9

34%
5~%

NM
NM

'"''
(2~.2)

(125.11)

(371.1)
($11.26)

NM
NM

(IZ~.II)

711.11

(307.2)

2007E

622.2

(1,739.3)
5,4llO.ti
4,J6J.~

$~(J

NM

211118E

1'.0
4()'1,...
42%

50%

,~.

~5%

.1.211
1.64~

50%

1.6t\9

4.702
4~%

~.~I

5~'1,

0.IIZ4
O'!.',

10.2~~

""'"'"000
~.525

(2,334)
174%
2.191
lO.2~i

9.1~1

$1 1.~3

6%

1.387.7

(2.7)

0%

(1ll.2,7)

_/3%

(3'~.&)

(S(I,21)

27%
<lO%
NM
NM

'00"
11.1

(200.11)
(l88.g)
($0,11)

NM

,"
(200.11)

I~II.II

(3ll..9)

2008E

&11.1

(1,8J~.~)

5.4&(1,6

4,4~5,1

..."
NM

17.2
~O%..,
52%,..
4&%

I.~II2

_10%;
1230
0.27J

·50%

~.J92

52%
~.81l4

47%
1I.1l2~

0"/,
12.119

.",.
10.257
5.073

(3.111)
U~;,;

1.%3

12.219

11.23ll.

SI2.3~

6%

1.816.1

311J.8

(51.3)

($II.IIJ)

1,773.7
1,773,7

:9%

NM
NM

101l~E

3~.J

(100.0),,,,
$0.14

'"5%

(100.0)

(200.0)

50.3

,...,
560.&

""
'"

1OIOE

,,,
40%..,
~5%

46%

.."
42%

0.1l2~

~k

IU2~

""'"12.219
5931>

(3.8311
1.R4%
'.10<;

IU25

13,272

$13,15
6%

~8UI

25%

401,9

""
25RE

SII.I~

1,7H.7
1,773.7

17%
2~%

92~'o

NM

211liE

""(115.0)

"""'''''h
10%

(12M)

527.2

20lOE

..

20tlE

17.3
40%,..

·5%

.<)5%

O.1l24
0%

l~iOI

llilJi
14.325
6.120
(~.743)

I,R9%
1.377

15.701

15.0i3

$13.55
3%

2,~99.4

85M
32%

6754

'"
$1I.J1

1,773.7
1,773,7

111%
1&%
47%

113%

10llE

949.5
(125.0)

824.5
$0.46

"15%

(125.0)

ZIlIIE

(7911,9)

(2,144,8)
5,4SQ,6

2,~4~.9...,
"h

20I2E

17.7
40%,.,
70%,..
42%

4%
3,915
I.IIJ8
·24%

1.288
·5%

I.JS~

(0.1198)
.HR4%

10.'~7

M%
5.861

0.1l24
0%

16.641

""'"15701
~,2"1

(5.3(1])
1.94%
0""0

16.6411

16.171

$J3.9~

3%

3,1lJ4.51

I 1l46.g I
35%

76U

"'...,
1,773.7
1,773.7

~%

12~'(>

22%
3S%

l1111E

1,163.4
(1SII.O)

III!JA
$0.57

"18%

(15(1.11)

1,013A

2012E

(I,R04.3)

(2,087,&)
5,480.6
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Sirius Satellite Radio - SIRI
Oilicounted Cash Flow Model
($ in millions, except per share data)

2007£ EBITDA
2012 EBITDA

Terminal multiple applied
Terminal enterprise value

2012 free cash flow
Implied EV/FCF multiple

2012E Terminal Multiple:

$ (610.2)

$ 866.9
9.2x 9.7x 10.2x :n. ;'~ 11.2x 11.7x 12.2x

$ 7,932.4 $ 8,365.9 $ 8,799.3 $ 9,232.8 $ 9,666.3 $ 10,099.7 $ to,533.2

$ 1,013.4
7.8x 8.3x 8.7x 9.1x 9.5x mox IOAx

Beta

Risk-free rate
Equity risk premium
Cost of Equity =

Cost of debt
Tax rate
After tax cost of deht =

Termina! debt!cap
WACC=

4.83%

5.500/0
11.43%

8.00"10
38.00%
4.96%

30.00%,

9.49%

8.5%
9.0%

Discount Rate: 9.5%
lOJ)'';;,
10.5% I 4,81Hi 5,mn.l 5,344.4

Debt
Net cash

Z{J(f'?E *tMl>: firwi:!

J>lu ~ '" t1 fl:flnt-('rim: Ftf'::,,#l't ~~'ili MId mll",r tl~l:li~ lllltfl<t'l i',tpit,lllU!:fl:o:n FeF
51,721.0
SI,68&.0
SI,655.8
$1,624.4
$1

Rate:
&.5%
9.0%

9.49%
10.0%
10.5%

Other assets/minority interest

Total other
9.2x 9.7x 10.2x IO.7x lUx 11.7x 12.2x

$4.71 $4.87 $5.03 $5.19 $5.36 $5.52 $5.68
$4.62 $4.78 $4.94 $5.10 $5.26 $5.41 $5.57

$4.54 $4.69 $4.85 $SJMJ $5.16 $5.31 $5.47

$4.45 $4.61 $4.76 $4.91 $5.06 $5.21 $5.36
$4.37 $4.52 $4.67 $4.82 $4.97 $5.12 $5.26

Or ..

9.2x 9.7x 10.2x tIl.7x 11.2x 11.7x 12.2x

8,346.7 8,635.1 8,923.6 9,212.0 9,500.5 9,788.9 10,077.4
8,193.7 8,475.6 S,757.5 9,039.4 9,321.3 9,603.2 9,885.1
8,044.8 8,320.3 8,595.8 8,871.4 9,1%.9 9,422.4 9,697.9

7,899.8 8,169.1 S,438.4 8,707.7 8,977.1 9,246.4 9,515.7
8,548.4 8,811.7 9,075,0 9,338.2

2012E Terminal Multiple:
8.5%
9.0%

Discount Rate: 9.5%
10.0";"
10.5% I 7,75X.6 X,UIl.Y l'I,ll'l5.I

8.5%
9.0%

Discount Rate: 9.5%
10.0%
10.5'%

2012E Terminal Multiple:

(f)

;0

c
(f),
"Tl
()
()

In
c
"U
"U
o
o
o
co
~

co

Source: Company reports and Stifel Nicolaus estimates

$0.57 2012 Felf per share
16x Multiple

$9.22 2011 dock price
13% Equity discount rate

$5.00 Implied 2007 stock price
$5.00 = 2007 price larget

Potential extra value if Merger is approved:
Total Merger synergies: 5,000

Attributable to SIR1: 2,000
Per share: $1.13

Page 12
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Satellite Radio Subscribers

2007E 2008E 2009E 2010E 2011E 2012E

I-+-XM ......:::;::- ...'Sirius I

18~------------------------

16 +-------------_ =-C"'-",,--_

.~: +- --_-~__-_---;;~$....-:"..>P.

i':I---- ~~_~(.,.-<""

:§. 6+-------- -:..~./ ;::::::

4 +----..,.,.,.~7"'''=-,•.=.".-- ---------------

~ -I-L--"lr~,\-~>~---""--.--~.. ~".".-------_~-~--~-~--~--~--~
2003 2004 2005 2006

-----_._--

Net Subscriber Addtlons
3_-------

3+------

o :~

2003 2004 2005 2006 2007E 2008E 2009E 2010E 2011E 2012E

IClXM E3Sirius I

Market Share of Subscribers

90% _-....-----------------------­

80% -1--~_~----------------------............
70% -1------'~__-------------------
60% -1-------"""'"'-=----........_~----------------
50% -I----.----- ..::!'::::::~.t;;-""""... ~_.-.- ---- ..,-- ~ •.,-

M,-····-········F.·:»>:
40% -1-- ~~.,L-.."""----------------

··~:,:r·

30% +---~\.,~.,-.--..-~=--------------------
20% f----;p--""'.---'-----------------------------­
10%

0% -1----_--_---_-~--_--_--~--~--~--

2003 2004 2005 2006 2007E

[ .............XM's market share

l008E 2009E 2010E 2011E 2012E

. Sirius' market sh;re I

Source: Company reports and Stifel Nicolaus Estimates
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Churn Rate (excluding OEM take rate)
2.5% ~----------

0.5% -1-----.--------------------------

0.0% -1----~-~--

2003 2004 2005 2006 2007E 2008E 2009E 2010E 2011E 2012E

E£:.X::MSI'IUs I

OEM Take Rate
70%~~~----

40% ­

30%+-~~-~~

20% +--~------

10% +-------

0% -1----~-_--

2012E2011E2010E2007E 2008E 2009E

I---'.---':::XM=-·_.....:::"',,·_··.·:::·S:::ln:::·u....s I
_ ~ ...J

2006200520042003

Monthly Average Revenue per_":::s:::e:::,::.tA:::R:::P:::":::l _-----$16

$14 -1-----------.----------~"cc-,',... .w.••.•.•. Y""-;.i-·-
$12 +--------- :~==~~;;;2~=;==:~"::<:-~·~···...~=~·-··~::~~>··~·,··~..-·~...~.~=:~.~~==+--~- ::<'::..••- :i~;·'·'-······ ....".~. .-

$~: ~~..._._.._._---------------
$6 -1----------.-----------------
$4 +-------------------------­
$2 +-~~~~~------------------

$O+--_-~--

2003 2004 2005 2006 2007E 2008E 2009E 2010E 2011E 2012E
I-+-XM ;':':'.., Sirius

Source: Company reports and Stifel Nicolaus E~:timates
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Sattelite Radio Revenue

3500 -,--------­

3000 +--------- --------------

W2500

~2000 t----
:~ 1500 t---------
~1000 +---------

500 +---------1]1--
o -.c:=L--

r
!T1.... :::.: :{

2003 2004 2005 2006 2007E 200SE 2009E 2010E 2011E 2012E

I[JXM E1Sirius I

Sattellte Radio EBITDA

1000 -,-------­

800 t-------­
800 t------­
400 t-------

W 200 +-------­
~ 0
"e -200
-;
~ ·400 +---==----llil---"''U,

·600 +------~­

·800 +------­
·1000 t------­
·1200 -'---.----

----T'9!lr'-_-- __EEl-',-jilt
--- 2~:2009E-20_«tE_-_i!OH_E__i!01_2E_

ICXM GSirius I

Sattelite Radio Free Cash Flow

2012E20'l1E2010E

1200 ,-------­

1000 +-------­
800 +---------
600 -;::-

400 t--------
200 - ---- - ---- - - ----.:..I

·400 --

·600 - i
·800 -"""'"-------------------

·1000

I[J XM mSirius I

Source: Company reports and Stifel Nicolaus Estimates
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Cost per Gross Addition (CPGA) and Subscriber Acquisition Cost
(SAC)

April 4, 2007

$900 ~-

$800

$700

$600

$500

$400 --:;
$300 'C:-,. .

$200 T =+c:-
"".$100

',~
.'..~

$0

2003 2004 2005 2006 2007E 2008E
------------ - ---

= ,.
2009E 2010E 2011E 2012E

Sirius CPGA ... ". Sirius SA,C"'-_-"X..M':C...P':G...A"-_-"X,.M"S...Ac:-C-j

Capital Expenditures

300 -------------------------

250+------

I 200

~ 150+---
c
~ 100

50+--­

o _E:::h!L,_
2003 2004 21)05 200li 2007E 200SE 2009E 2010E 2011E 2012E

Capital E)~pendituresas a Percent of Revenues

18...% ~---------------------------

160.0% +-=,---------------------------­
1~"'%+--".-----------------------
120.0% +---',,--------------------- _
100.0% +---",=------------------------­

80.0% +---",~"~"--------------------­

60.0% +--~}"', ..~--------------------

:::~ ~..../,L, ---" '''I'"1-.. ·-.w-....~.,..~... -----------------. ,......" .~~...."''''~".----......-------

0.0% __._--~---,,--~---,::...'2..•€g.:.-.:,- .....-.;::;::':.;. \······"?k~F~:~::·:«·,< ..·",·'..:q:~
2003 2004 200S-._--,2<>l106""---,2<>On:07"E'--2J20,,O,.8..E--,2!1l0Jlj09i1E'--2J201ll'1110E...E~1E 2012E

Sirius' capex as a % 01' revs. .'.-.':'::::..'.'. XM's capex as a % of rev~..:.J

Source: Company reports and Sttfel Nicolaus Estimates
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5%
81%

19%

1.200

·32%
0.9&

0.216

·73%

0,869
1,6}fi

0.924

25%

2007E

O.3~O

.35%

0.246

U04
0,246

0.004

0.250

0.192

·'2%
9&%

16%
0.6(>3

0.411

U"
'.'18%

86%

2Q07ElQME

1.755

-21%
0.94

0.812

0.555
0.353
0.172

0.!i40

-42%
0270

0271
_6..1%

61%

'20%

4Q06A

1%
0.553

0(,1)

0,335

0217
;30%
76%

3Q06A

_1%

0573
0,28&,-",
·31'"
5&%

2QOM

0..91

1&%
0.1&7

O~04

21%
0.491

53%

0.548
(J.226

0.265
20%
47%

IQOM

2.21~

81%

""013
jlO%

64%

1.916
39%

LOll
113%

58%

1.3110

1.220

0.402
0,59

0.790

5{;'10
42%

Gro"" OEM addlUons
yly glowth

Suils in OEMl'r,imOl,oi\a( l'ccind

Churn io'c,uar'tei

Nl'I O[M addlU0Il5

yly 8''''l'th
% "floolliJ r"nhepelif>li

Gm..., r....ll.arlf11tloll-.

yiy poWth
Chmnin c,"3l1Cr
N.frelall addltlOilS
y.:y groWlh

%ofloml fur,the J>elind

XM Satellite Radio· XMSR
QUirtcrly Inc<lme SIRI~m",,1

$ i" million... except per ,~ ..e da'"

Eliding Net OEM
%nfTotol

Emllllg Nel Ro.lall

%ofTntal
F.nrlh,g Nr:I 1'01.1 Subscriber.

1.436
44%

1.791

55%
,-'"

2.682
41%

3.818

59%

HI I
42%

3.980
58%

6.900

3.129
44%

56%
7.186

3.300

43%

4.326

57%
7.n8

3.300

4J%

4.326
5~%

~.628

3.497

44%
3.686

45"/0

U35
55%

8.113

31178

47%

4.439
53%..'"

4.224

48%
4.542

'i2%
8.769

1.9%

&199

1.140
8.')69

4~81 6.217 6,701 7043 7.407 6,781 7.7M &,013 8.220 &544

- 2~~~~ -",~~"O:'3~:__--"~~"i~I~",,----"Q~:~.~~AC--"Q~,""'~,,".---,'*~O~:,"~--"'~~:;~~~,:;---"~~'i;:":,----"¥r'f,;~:~-'''''¥,~3~~:---"i'~~,~:
4,130 0.982 0.926 0.868 1.065 3.841 0.899 0.876 0.&75 1.150 3.&00
(1~271 (0."13) (0,52&1 (0,5&2) (0,622) (2,1~5) (0,625) (0,6%1 (0.679) (0,7001 (H6(])

27% 2A% 2N~ 2&% 2&% 21\% 2.4% 2(,% 2.9% 2,9% 2.7%
15% 1.M% 1.&3% 1.&2% 1.79~~ 1.&% 1.90% 1.&5% 1.85% 1.&5%

2704 0.%9 OJ9& 0.2&6 0.443 1.6% 0.274 0,220 0.196 0.450

5.933 0>.502 6.900 7.186 7.628 ~.628 ').9(IJ 8.113 8.318 8.769

~
U61

l.W!
(0.7331

U%
1.2%

1$(,7

3.229

SUb!ICrlbers:
Beginning nfperiod ."hoc,ih."

New gross oddil;o",
Churn

\\onthly churn (ind OEM Triol Chu,n)
\\onthly chu,. (ex OEM Trial Churn.1

N-.t Addrtion.'

I Er"lh,~ lIel ...h..;";hcl's

Avg. mon1hly.uhocriplion ,ov)",!> AI/Pl'
Total momhly fevo'llloi.~'.lSC,iber

$&.1.8
$9.59

S~51

$10.57

$1(1,(17

$II.U

$10,0&
$11.3(,

$111,15
$11.3(,

$10.07 $1O.lJO $IO.l~) $10,00 $10.1l1l $10.00

2004A _ 200SA _-",Q~"'OA,-----",Q~"'eA~--"Q'""'eA~--"-="--_-"O"=A__-,"""'=''---__'''''"'=''---__''"''''"'"'~--'.Q<."'~,_ __''OOO"'''_,
Sub ~ AcJivaJion 233, I

Advertising rev, net nfagen~y fee' 8j

~,i:o::c~'i;~,='::'=''''':O'"''C'"'c'NH"""o·"O&"",-',",·C'____ 24;::

530.9 195,2 211.0 2222 225.0 853j 239j 245.9 251.6 257.3 9943

20,1 6'< 9,0 8)( 11.0 35.3 8,1 10.7 10.3 12,7 11,9

- 55;~ -"i":C:~:---""2~":::---.".;:C~:---.,;,,;;;::--i.~,,·~::--,,"~~":~:---""~;C~:---.",,':":~:---~2~,,;=:~---;-,,i,;:i~.':-·~

TIlttII ,ev ,hi"', roY"lti~.. & ,n!ll nfC'luip

Ad Solo.
elll,tnmer care & !>illing

622

(,.2
40,9

134,6

I ~.I

762

423

H
22,S

48,2

4,5
26.4

43.6

H
27.2

.,..
'"28.9

19&.0

)(,-0

104.9

n,9

B
26.0

62.2

5.1
26.8

63.4

,..
27.5

76.6

5A
28.6

260,1

18,3
10&&

Satollite & te"o.t,ial
B,,,,,c<::I,t & opoflllion,

_l'~!':omin£& content
IOI"1 "ost 01 re"eIlUe

35,9

24,0
327
~

12.1

41.1
101.0

405.3

13,0

14,7
37.6

133.5

11.6
14,0
41.3

146.8

11.7
14.0

38.9

138.7

12.7
15.0
46.4

171.7

13.0
14,5

46.0

161.3

13.0
14.5

16.0
167.6

13.0
15,0
~6.0

168.7

13.0

15.0
16.0

184.5

52.0
59,0

18~.0

682.1

I/o.oarch & dovelopment
Gone,al & admini"',otivo
Other
Impai'mont nf800dwill
Pre_M.rl<elln~ c .... now

23.5

28.6

(9.6)

3l.2

43.9

'",..
11.0
17.8

45.')

8.'
18.7

"..

••
22.0

70.9

•.,
30.3

46.0

37.4
8&.8

216.5

..,
35.0

,,-'

..,
42.5 "42,5

9.1

47.5

".•

36.4
167,5

"M

Ma,keting. net of OM arnortizatinc

Amorti?otin" ofGM liahility

IEUlm.~ - in<!\Hlinr 123, or';nn, <xl",n""

267.1

m

(311.9)

450.3

37.3

140771

97.4.,
(610)

106.2,..
159&1

82,1

"
(i7,7)

1353.,
195,8)

42j,]
29,8

1234,3)

IlIA

'"
(63,5)

104,3

7.4

(57,3)

101.6
6.5

(4K6)

129,9
7,5

(83,51

447.3
30,7

(252.8)

r AS 123R oplions expon..

I fRIHlA ",rl"'llng "I'll"", "'I"""
12,1

(49.0)

13,9

14~.9) (1.6)

26.0

(69.8)

68.0

(166.3)

12.1

(51.4)

13,9

(43.4)

16.0

(J2.~

26,0

(57.4)

6&,0

(IUJI)

D"J',,,,,iati,,n, & amoni.ation

Opo'>ting in,ome:

In'e....lin,nme:

Into'OM<:llponsc
Othe,

"relaX income

In~nmo tax ....pense (benelill

EO,,,,"'"" """(Jd""''' fax

NI1 '''''''lit (lU") f,.",,, '·UIII. up,

Sefie, B & C p.'. dividend "'qu,,,,",,,,,t

Sorie_1! pi. conversion glln

xtin(,.cti""Jl<:llll"""

om"

14').2

705.5

(461.0)

.,
(85,8)
(74.9)

(615,4)

'",vA
(ti42Jl)

(8.51

145,9

1,111.8

(553.6)

23,6

(107.8)
(26.6)

(1.64,4)

"N.4
::: t66ti.7)

(&,6)

39.9

308,9

(100.9)

••
()3.2)

(22.6)

(l51l.2)

(0,9)

"1149.4)

(2,1)

4i8

329,5

(101.7\

"(29.3)

(105.7)

(H03)

(1.21
,v.4(229.1)

(2,6)

43.1

301.2

(60.8)

5.2

(23.8)
(3.7)

(&3.0)

"",vA
(llJ.8)

(1,6)

44.0

397.0

(139.9)

3.5
(35.0)
(84.1)

(255.5)

"N'
(256.7)

(0.51

15,9)

16>;.9

1,331>.6

(403.2)

21.7
(121.3)

(216,1)

(7;~,())

(0,0)

"(~19.0)

(69)

(5,9)

4~.0

370,0

(107.5)

2.l(26.2)
(131.3)

N'
1131.J)

(2.11

~"

375.5

(101.8)

'"(28.7)

(129.6)

,\'A
(129.6)

(2,6\

15.0

373.5

(93,6)

"'(28,7)

(121.6)

(1.6)

45,5

424.0

(129.0)

"'(28.7)

,vA
(157.01

(1.61

179,0

1,543.0

(431.8)

"(112,3)

(539.51

(8,0)

NOI incnmo fo,common
EPS ... one_time It_I

(651.3)

(3.Jt))

(615.3)

(J.07)

(15U)

(0.60)
(231.7)

(0.S7)

(85.5)

(0.J2)

(73:,8)
(2.70)

(133.5)

(0.44) $

(132,1)

('.43)

(123.3)
(0.40) I

(158,61

(8.52)

(547.5)
(1.79)

Soun;e: Company reportll ""d Slifel Nicoiaul omma.teo
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Annual Income Statement
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Auto, prod" ...d willi XM c.padty
Take-m.

Incremental XM ",b, fmm new 31110., after tako_rate churn

Tola. u.s. Car,

6.910GroSs OEM addJ
yly growth

Endini .ul" in oEM proiriOi,imal periOd
Churn
h,O"emenlallld OEM

%nfkrt.1
y.'yg""'1h

Gro.. Relall adds

Y'Ygrn\\1~

Churn
Incr",nr"I •• unl ret.1l
%"flll!.1

y'YMriiWth

LJS('

11402

(l5'J(J

I.UlI

121%
0,144
1.1I7~

~8%

113%.
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tl%

2.085'
9%
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4.028
55%
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0.044
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1.422
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12%

1e026
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1.073

(0.047)

·207%

U1J
25%

171.9
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2.020
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1.0R9
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142%

1.??6
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1,818
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117%
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57%

4Jl%
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52%
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56%
4.3li7

44%

7.608

63%
4.SJ9

37%

9.628
69%
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31%
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4.289
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1.5%
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5.933
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5.933
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7.628
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1.628
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(2MO)

/86%
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2008E
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(3.466)
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10.411

2009E
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1.95%
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l.64U
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($U8j

1,111.1

(25H)

00.
(184.8)

(SU9j

1,371.6
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322.8
16~/.
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67%
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(264.2)
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(170.0)
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,..,
(7S.0)

SO.,
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-.'\O'!{,
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'00"

(I~.O)
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41S.6
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1 {'!'mlll 'If" R'mc

XM Satalite Radio - XMSR
Discounted Cash Flow Model
($ in millions, except per share data)

4.83%
6.50%

12.63%
8.00%

38.00%

4.96%
30.00%
10.33%

DebI
Net l:ash

WACC=

Bota

Risk-free rate

Equity risk premium
Cost ofEquity=
Cost of debt

Tax rate
After tax cost of debt =

Tenninal debt/cap
8.6x 9.1x 9.6)1; 10.11 10.6x Il.lx 11.6x

3,913.9 4,142.3 4,370.6 4,599.0 4,827.3 5,055.7 5.284.0
3,825.6 4,048.8 4,272.0 4,495.2 4,718.4 4,941.6 5,164.8
3,739.7 3,957.9 4,176.1 4,394.3 4,612.5 4,830.6 5.048.8
3,056.1 3,869.4 4,082.7 4,296.0 4,509.4 4,722.7 4.936.0
3,574.7 3,783.3 3,991.9 4,200.4 4,409.0 4,617.6 4,826.1

$ (252.8)

$ 713.3
RJix lUX 9.ox Hlh 1O.6x 11.1 x 11.6x

$ 6,112.9 $ 6,469.5 $ 6,826.2 $ 7,182.8 $ 7,539.5 $ 7,896.1 $ 8.252.7

$ 734.0

8.3x 8.8x 9.3x 9.8x 10.3x 1O.8x 11.2x

2007E EBITDA
2012 EBITDA

Terminal multiple applied
Terminal enterprise value

2012 free cash flow
Implied EVIFCF multiple

2012E Terminal Multiple:

9.3%
9.8%

Discount Rate: 10.33''10
lO.R%
11.3%

."
o
;0
"U
C
(ll....
o
Z
en
"U
m
o....oz

Plu'"' ...pY nflllkrim F('l':', ij=M<:a",& tttta: ll:tlt:t<t :1~~M", ~ mm'-Jo:~ (';1pil,dli~tl(lli

Plus: Option value of merger wi Sirius further haircut by 25% $

8.6x 9.lx 9.6x IO.1x 10.6x ll.lx 11.6x
4,634.8 4,863.l 5,091.5 5,319.8 5,548.2 5,776.5 6,004.9
4,525.0 4,741U 4,971.4 5,194.6 5,417.8 5,641.0 5,864.2
4,418.2 4,636.4 4,854.5 5,072.7 5,290.9 5,509.1 5,727.3

4,314.1 4,527.4 4,740.7 4,954.0 5,167.4 5,380.7 5.594.0
4,212.8 4,421.4 4,629.9 4,838.5 5,047.0 5,255.6 5.464.2

FeF
$1,106.5
$1,085.0
$1,064.1

$1.043.6

Rate:
9.3%
9.8%

10.33%
10.8%
11.3%

Other assets/minority interest
Total other $

lO.Ix 1O.6x 11.1x 11.6x

$15.33 $15.99 $16.65 $17.31
$14.97 $15.62 $16.26 $16.90
$14.6:2 $15.25 $15.88 $16.51
"', ....", $14.89 $15.51 $16.12
4>LJ. ,-' $14.55 $15.15 $15.75

3.45

2iJ(l11~ $tMk f:i:~('

9.1x 9.6x

$14.02 $14.67

$13.691 $14.33
$13.36 $13.99
$13.05 $13.66 .u.,. . ..:.o

$12.74 $13.34 <l"~ n~

$13.04
$12.73
$12.43
$12.14

8.6x

'ii'3.369.3%

9.8%
Discount Rate: 10.33%

10.8%
11.3%

2012E Terminal Multiple:
9.3%
9.8%

Discount Rate: 10.33%
10.8%
11.3%

2012E Terminal Multiple:

12007 Target $18.07 I

en
~
c
en•"T1
()
()

in
c
"U
"U
o
o
o
CD
!'->
ex>

Source: Company reports and Stifel Nicolaus estimates

~

$

$
$
$

2.09
14x

29.31
15%

14.57
3.45

18.02

Or. ..

2OI2 FCF per share
Multiple
2011 stock price
Equity discount rate
Implied 2007 stock price
Option value of merger wi Sirius further haircut by 25%
= 2007 pric~ tll~get
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XM OEM Rollout Assumptions
(Cars in millions)

Calendar Year
2005 2006 2007 2008 2009 2010 2011 2012

GM Factory Installs UOO [,395 I.NO 2.200 2.500 3.000 3.200 3.300
GM Production 4.518 4.292 4.292 4.292 4.292 4.292 4.292 4.292
GM Penetration 29% 33% 40% 51% 58% 70% 75% 77%

TOJota Factory Installs - (l.005 0.0 J(I 0.210 0.500 I.HUn L2no l.ilHl
Toyota Production 2.260 2.486 2.486 2.486 2.486 2.486 2.486 2.486
Toyota Penetration 0% 0% 0% 8% 20% 40% 48% 56%

Honda FactoQ' Installs O,.1n<) O.55(i {if5fi 0.800 1.000 1.200 1.200 1.200

Honda Production 1.462 1.536 1.536 1.536 1.536 1.536 1.536 1.536
Honda Penetration 27% 36% 42% 52% 65% 78% 78% 78%

Nissan Fact0'1' Installs 0.050 O.5Sn 0.800 1.000 l,fiUO IJIllO
Nissan Production 1.077 1109 1.109 1.109 1.109 1.109 1.109 1.109
Nissan Penetration 5% 50% 72% 90% 90% 90%

Hyundai Factory Installs - 0.143 lU8# H.5HO n.5on 0.500 iL50U ~L50~)

Hyundai Production 0.455 0.478 0.500 0.500 0.500 0.500 0.500 0.500
Hundai Penetration 30% 38% 100% 100% 100% 100% 100%

Other Factory!Dealer Installs 0.216 (0.008) 0.010 0.010 0.010 0.010 0.010 0.010

Total Installs 1.916 2.229 2.608 4.270 5.310 6.710 7.110 7.410

ITotal Gross OEM" 1.916 2.085 2.600 4.028 5.024 6.273 6.660 6.910 I
Total OEM Partner Production 9.883 9.883 9.883 9.981 10.081 10.182 10.284 10.387
Total OEM Partner Penetration 19% 230/e 26% 43% 53% 66% 69% 710/0

Q2
::0
C
C(l
."
()
(),
en
c
"U
"U
a
a
a
CD

'"CD

*Adjusts installs for free trials at Hyundai & Toyota not counted in gross subscribers

m:.;¢numb('r~ !ndj'c<iH' OF\.1 gUjdHK;·~

Source: Company reports and Stifel Nicolaus estimates
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Important Disclosures and Certifications

I, Kit Spring, certify that the views expressed in this research report accurately reflect my personal views
about the subject securities or issuers; and I, Kit Spring, certify that no part of my compensation was, is, or
will be directly or indirectly related to the specific recommendation or views contained in this research report.

•
•
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Ralil1g Key

B· Buy
H· Hold
S - Sell
1·lnili~ion

0- Oropplld

UR - Under RevllIW
NR - No Rating
NA· Not Applicablle

RS - Raling Suspended

For a price c ar WI our ra Ings an argE,tpnce changes for SIRI go to
http://sf.bluematrix.com/bluematrix/Disclosure?ticker=SIRI
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Raing Key

8 - BlJy
H - Hold
S-Sall
1- lnilielioo
D - Dropped

UR - Under Review
NR- No Rating
NA - Not Applicabila
RS - Rating Suspended

Cieiil9d bY BfueMalrii:

Prior to December 1, 2005, Stifel, Nicolaus & Company, Inc. utilized several investment rating systems that were
different than the rating system currently utilized as described above. For purposes of Sirius Satellite Radio, Inc.'s price
chart, "Strong Buy", "Buy" and "Market Outperform" under the former Stifel Nicolaus investment rating systems shall
correspond to "Buy" under the current Stifel Nicolaus investment rating system, and "Market Perform" and "Market
Underperform" under the former Stifel Nicolaus investment rating systems shall correspond to "Hold" and "Sell",
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respectively, under the current Stifel Nicolaus investment rating system. Please contact the Stifel Nicolaus Equity
Research Department at (410) 454-5753 for a written description of the investment rating systems previously utilized
by Stifel Nicolaus research analysts during the past three years.

Prior to December 1, 2005, Stifel, Nicolaus & Company, Inc. utilized several investment rating systems that were
different than the rating system currently utilized as described above. For purposes of XM Satellite Radio Holdings,
Inc.'s price chart, "Strong Buy", "Buy" and "Market Outperform" under the former Stifel Nicolaus investment rating
systems shall correspond to "Buy" under the current Stifel Nicolaus investment rating system, and "Market Perform"
and "Market Underperform" under the former Stifel Nicolaus investment rating systems shall correspond to "Hold" and
"Sell", respectively, under the current Stifel Nicolaus investment rating system. Please contact the Stifel Nicolaus
Equity Research Department at (410) 454-5753 for a written description of the investment rating systems previously
utilized by Stifel Nicolaus research analysts during the past three years.

Stifel, Nicolaus & Company, Inc. or an affiliate makes a market in the securities of Sirius Satellite Radio, Inc.

Stifel, Nicolaus & Company, Inc. or an affiliate makes a market in the securities of XM Satellite Radio Holdings, Inc.

Stifel, Nicolaus & Company, Inc.'s research analysts receive compensation that is based upon (among other factors)
Stifel Nicolaus' overall investment banking revenues.

Our investment rating system is three tiered, defined as follows:

BUY -We expect this stock to outperform the S&P 500 by more than 10% over the next 12 months. For higher-yielding
equities such as REITs and Utilities, we expect a total return in excess of 12% over the next 12 months.

HOLD -We expect this stock to perform within 10% (plus or minus) of the S&P 500 over the next 12 months. A Hold
rating is also used for those higher-yieldin(j securities where we are comfortable with the safety of the dividend, but
believe that upside in the share price is limited.

SELL -We expect this stock to underperform the S&P 500 by more than 10% over the next 12 months and believe the
stock could decline in value.

Of the securities we rate, 41 % are rated Buy, 56% are rated Hold, and 3% are rated Sell.

Within the last 12 months, Stifel, Nicolaus & Company, Inc. or an affiliate has provided investment banking services for
16%, 11 % and 13% of the companies whose shares are rated Buy, Hold and Sell, respectively.

Additional Disclosures

Please visit the Research Page at www.sWel.com for the current research disclosures applicable to the companies
mentioned in this publication that are within Stifel Nicolaus' coverage universe.

The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us
and is not a complete summary or statem,mt of all available data, nor is it considered an offer to buy or sell any
securities referred to herein. Opinions expmssed are subject to change without notice and do not take into account the
particular investment objectives, financial situation or needs of individual investors. Employees of Stifel, Nicolaus &
Company, Inc. or its affiliates may, at times, release written or oral commentary, technical analysis or trading strategies
that differ from the opinions expressed within.

Each of Stifel, Nicolaus & Company, Inc. and Ryan Beck & Co., Inc. is a multi-disciplined financial services firm that
regularly seeks investment banking assignments and compensation from issuers for services including, but not limited
to, acting as an underwriter in an offering or financial advisor in a merger or acquisition, or serving as a placement
agent in private transactions. Moreover, Stllel Nicolaus, Ryan Beck and their respective shareholders, directors,
officers and/or employees, may from time to lime have long or short positions in such securities or in options or other
derivative instruments based thereon.

These materials have been approved by Stifel Nicolaus Limited, authorized and regulated by the Financial Services
Authority (UK), in connection wilh its distribution to intermediate customers and market counterparties in the European
Economic Area. (Stifel Nicolaus Limited home office: London +44 20 7557 6030.) No investments or services
mentioned are available in the European Economic Area to private customers or to anyone in Canada other than a
Designated Institution.This investment research report is classified as objective for the purposes of the FSA
requirements relating to Conflicts of Interest management. Additional information is available upon request. Please

Page 24

REDACTED - FOR PUBLIC INSPECTION SIRIUS-FCC-SUPP.000931
- - - - - -



Media and Internet

contact a Stifel Nicolaus entity in your jurisdiction.
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