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Technology

HD Post Production Mkt Moving Forward; Avid
Still At Center Of The Transition

KEY POINTS: Our survey of 161 post production professionals at last week's
Hollywood Post Alliance conference indicates that HD post production is
gaining greater adoption and Avid remains at the center of the transition.

HD Post Transition Moving Forward; Editors Still Focusing On Avid. Last
week we spoke with and surveyed 161 post production professionals at the
Hollywood Post Alliance (HPA) meeting. The HPA is a group of post production
professionals that are at the leading edge of the industry and are probably a better
representation of where the industry is headed in the coming quarters than where
the industry is today. We believe this is one of the largest surveys conducted related
to trends in the post production industry and the sample of those surveyed includes
many of the largest studios, post production houses, resellers, and other industry
experts. The focus of our survey was as follows:
• How far is the industry through transitioning post production editing tools to high

definition?
• What portion of editing work is being done in high def today?
• What post editing tools are being used most?
• Are editors switching from their current systems to Apple?
• What will spending on post production editing tools in CY07 look like compared

to CY06?

The key take-aways from the 161 post production professionals are as follows
(see details on pg 2):
• 50% of editing work among leading edge editors is now being done in HD.
• Editors in our sample say they are 57% of the way through transitioning their

tools to HD, but we believe the industry-wide average is lower, likely in the
30%-40% range, given our sample is on the leading edge of the transition.

• The majority of pro editors are using Avid's tools, followed by Apple, with
Autodesk and Adobe a distant 3rd and 4th. Specifically, 48% are using Avid,
32% using Apple's Final Cut, 9% Autodesk Media & Entertainment tools, 5%
Adobe Premiere, and 6% other offerings.

• While there has been much discussion of Apple taking share from Avid in post
production, only 6% of Avid users said they are considering switching to Apple
in the next 12 months.

• Post production professionals expect to spend more on editing tools in CY07 vs.
CY06. On average, editors expect to spend 10% more in CY07, which is slightly
above our expectations for Avid's pro video segment to grow 6.4% y/y in CY07.

RISKS

Risks include the fact that shares of these companies are highly volatile and will
likely be sensitive to fluctuations in spending.
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Details Of Our Survey Of 161 Post Production Professionals. Last week we spoke with and surveyed 161 post production
professionals at the Hollywood Post Alliance (HPA) meeting. The HPA is a group of post production professionals that are at the
leading edge of the industry and are probably a better representation of where the industry is headed in the coming quarters than where
the industry is today. We believe this is one of the largest surveys conducted related to trends in the post production industry and the
sample of those surveyed includes many of the largest studios, post production houses, resellers and other industry experts. The focus
of our survey was as follows:
• How far is the industry through transitioning post production editing tools to high definition?
• What portion of editing work is being done in high def today?
• What post editing tools are being used most?
• Are editors switching from their current systems to Apple?
• What will spending on post production editing tools in CY07 look like compared to CY06?

How Far Is The Industry Through Transitioning Post Production Editing Tools To HD? Post production professionals at the
HPA meeting are on the cutting edge of the industry and indicated that, on average, they are 57% of the way through transitioning
their post production editing tools to high def. We believe the industry-wide average is in the 30%-40% range, which is what we have
heard in talking to users at the IBC and NAB tradeshows in the last year. But clearly this transition is well underway and as more and
more content is released in HD and more work is done in HD, those that have not already upgraded their tools to edit in HD will feel
pressure to do so. In other words, we expect the upgrade of post production editing tools to HD will accelerate vs. decelerate compared
to the first 30%-40% of the transition.

What Portion Of Editing Work Is Being Done In High Def Today? We would again emphasize that our sample of post production
professionals at HPA are at the leading edge of the industry. On average, respondents indicated that 50% of their work is being done in
HD today. We believe the industry wide average is 10% to 15% lower than what this group has indicated. As a sidepoint, one network
representative at the event indicated that 15% to 25% of all commercials on the network are now in HD. This datapoint emphasizes
that those on the leading edge of the industry are already doing half of their work in HD, which means the rest of the industry will not
be far behind as content owners demand that more of what goes on air is high def.

What Post Production Editing Tools Are Professionals Using Most? Avid continues to be the leader in professional post
production. Not surprisingly, Apple's Final Cut ranks behind Avid as the second most used post production editing tool, with
Autodesk and Adobe a distant third and fourth. Specifically, 48% of post production professionals indicated that they use Avid as their
primary editing tool, while 32% said Apple's Final Cut is their primary editor. 9% of our sample are using mostly Autodesk Media &
Entertainment and 5% do the bulk of their work in Adobe's Premiere. As we have seen in previous surveys with post production
professionals, Avid is in the pole position in this market and is well positioned to capture the benefit of continued upgrades to HD.

Are Editors Switching From Their Current Systems To Apple? There has been a lot of talk about Avid losing market share in post
production to Apple. We believe there is some truth to this, but primarily at the low end of the market, with higher volume, low
revenue sales. Our previous surveys have shown that professional editors that use Avid will stick with Avid and this survey reaffirmed
this view. Of the 48% of post production professionals that are using Avid, only 6% indicated that they are considering switching to
Apple in the next 12 months. In other words, the vast majority of professional editors are loyal to Avid.

Expectations For Spending On Post Production Editing Tools In CY07 vs. CY06. Almost all (89%) of the post production
professionals in our survey said that they will spend the same or more on editing tools in CY07 vs. CY06. Specifically, 54% expect to
spend more in CY07, 35% expect their spending to be flat in CY07 and 11% believe they will spend less in CY07 vs. CY06. On
average, our sample said they will spend 9.7% more on post production editing systems in CY07 than in CY06. This is slightly ahead
or our expectation for Avid's pro video segment revenue growth in CY07 of 6.4%. We believe, given Avid's position in this market,
that the company should be able to grow post production at 10% or greater in CY07.
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Comparison Of HPA 2007 With NAB 2006 & IBC 2006:

Recap Of Thoughts From Post Production Professionals At IBC Tradeshow In September-06:
• In Sep-06 we attended the IBC tradeshow in Amsterdam. The conference offers a chance to speak with European post production

professionals regarding spending intentions and trends in the market. We spoke with 35 post pros.
• On average, post production pros were doing 28% of their work in HD. Also, most expected their post production technology related

spending to be flat or increase in CY07 vs. CY06.
• For the first time in many years, Avid was not present at the IBC tradeshow. The company decided to focus its European marketing

efforts on regional events. Given the significant presence of Avid competitors at IBC, it is difficult to say what the right strategy is
for the company in Europe.

Key Takeaways From IBC:
• Nearly 70% of the 35 post pros we spoke with said that they were editing in HD at that time. Of those doing some editing in HD, on

average 28% of their work was being done in HD. At the 2005 IBC tradeshow, post pros indicated that 22% of their work was in
HD. This is similar to what we heard from U.S. based post pros when we spoke with 20 at the NAB tradeshow in April 2006.
Specifically, at NAB, post pros said that 25%-35% of their work was being done in HD.

• 83% of post pros were expecting to spend the same amount or more on post production tools in CY07 vs. CY06. This was up from
our IBC 2005 survey, when only 53% were expecting spending to be flat-to-up in CY06 vs. CY05. We believe this was likely the
result of demand for HD content intensifying in Europe.

• Of those post pros that expected to spend more in CY07 vs. CY06, they expected to divide their budgets among the following
vendors: Apple (42%), Autodesk M&E (33%), Avid (21%), and other (17%).

Signs Of Apple Market Share Gains Were Not Significantly Evident In Our Survey At IBC 2006. Of the 60% of post pros who
were using Apple's Final Cut, only 11% indicated that they had switched from Avid to Apple. Most (89%) Final Cut users started on
the product or switched from a non-Avid product to Final Cut.

Recap Of Thoughts From Post Production Professionals At NAB Tradeshow In April-06:
In April 2006 we attended the NAB tradeshow in Las Vegas. The event is focused on electronic media and attracts many post
production and broadcast professionals. At the show, we spoke with 25 post and broadcast pros (20 post & 5 broadcast) regarding the
systems they were using, thoughts on upgrade cycles in the industry and the industry's progression in these cycles, expected changes in
technology spending in CY06, and thoughts on specific vendor's products.

Post Production Pros Expected 14% Spending Increase In CY06 vs. CY05 At NAB 2006. On average, the 20 post pros we spoke
with at NAB 2006 were expecting to spend 14% more in CY06 on editing tools than they did in CY05 (we were modeling for Avid's
video segment revenue to grow 4% y/y in CY06). The primary reason for the expectations of an increase was the continuation of
upgrades to HD editing tools. Similar to the response we had gotten in the 6-12 months prior to NAB 2006, at the show we heard that
post pros, on average, were 25%-35% of the way through the transition to HD, this left significant room for more spending in this
category as post houses get fully outfitted. As usual, the key vendors highlighted were Avid and Apple. We only heard from 1 post pro
(out of 20) that said they would be switching from Avid to Apple (Final Cut) over the next year following NAB 2006, so we did not
expect any significant market share changes. It is also important to note, that post houses were hiring; 50% of the post pros we spoke
with indicated that editor headcount was expected to go up in the next 6 months following the show.

Broadcaster Transition Still Under Way. We are clearly still in the first half of the transition of broadcast newsrooms from analog to
digital workflow systems. At NAB 2006, we spoke with 5 broadcasters regarding expected spending trends in CY06. This was an
extremely small sample, but we found that, on average, this handful of broadcasters expected to spend 30% more in CY06 than in
CY05. The primary reason for increased spending within this sample of broadcasters was that several were in the process of upgrading
from analog to digital newsroom environments. As expected, the primary vendors cited as beneficiaries of this spending were Avid
and Thomson (Grass Valley Group).

Specific Quotes From Broadcast And Post Production Professionals At NAB 2006.
• Post Production:
-"Not all of our customers are demanding that the work be done in HD right now, but they will be within the next three years."
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-"We are strictly an Avid facility, we don't anticipate using Final Cut at all. We do use Adobe AfterEffects for a few things, but
otherwise we stick with Avid."
-"We are adding people because we have had such a steady stream of work, we are actually turning post projects away, given we just
don't have the bandwidth."
-"Our transition to high def editing tools has not really started, we will probably start getting the tools in place for this over the next
two to three years."
• Broadcast:
-"We will be spending a lot more on broadcast technology in CY06, because we are basically revamping the whole studio."
-"We are in the midst of the transition from an analog newsroom to digital, so our spending will be up significantly in 2006, compared
to 2005."

Company Specific Information & Risks:
• Apple -- Outperform -- $124 Price Target (40x CY07E EPS). Risks include the fact that Apple is highly dependent on spending

trends in the education, consumer, and creative markets.
• Adobe -- Outperform -- $51 Price Target (35x FY07E EPS). Key risks include, but are not limited to, timing of products, overall

health of the graphics market, and unforeseen changes in Mac and PC computing platforms.
• Autodesk -- Outperform -- $50 Price Target (28x CY07E EPS). The design market is very cyclical; if we enter a period of

weakness, it could create difficulty in the sale of design software. ADSK shares are typically quite volatile.
• Avid -- Outperform -- $48 Price Target (26.5x CY07E EPS). Avid revenue may be adversely affected by weak advertising and

broadcasting markets. It is difficult to estimate when customer spending trends may shift.
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Notes: The boxes on the Rating and Price Target History chart above indicate the date of the Research Note, the rating, and the price target. Each box
represents a date on which an analyst made a change to a rating or price target, except for the first box, which may only represent the first Note written during
the past three years.

Legend:

I: Initiating Coverage

D: Discontinuing Coverage

S: Suspending Coverage

R: Resuming Coverage

T: Transferring Coverage

SB: Strong Buy (effective 01/12/04, Equity Research eliminated the SB rating)

OP: Outperform

MP: Market Perform

UP: Underperform

NA: Not Available

UR: Under Review

GP On: Listed on one of the Guided Portfolios maintained by Piper Jaffray
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GP Off: Removed from the Guided Portfolios maintained by Piper Jaffray

Distribution of Ratings/IB Services

Piper Jaffray

IB Serv./Past 12 Mos.

Rating Count Percent Count Percent

BUY [OP]

HOLD [MP]

SELL [UP]

358

246

26

56.83

39.05

4.13

89

21

1

24.86

8.54

3.85

Note: Distribution of Ratings/IB Services shows the number of companies in each rating category from which Piper Jaffray and its affiliates received
compensation for investment banking services within the past 12 months. NASD and NYSE rules require disclosure of which ratings most closely correspond
with "buy," "hold," and "sell" recommendations. Accordingly, Outperform corresponds most closely with buy, Market Perform with hold, and Underperform
with sell. Outperform, Market Perform and Underperform, however, are not the equivalent of buy, hold or sell, but instead represent indications of relative
performance. See Rating Definitions below. An investor's decision to buy or sell a security must depend on individual circumstances.
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Important Research Disclosures

Analyst Certification — Gene Munster, Sr Research Analyst
The views expressed in this report accurately reflect my personal views about the subject company and the subject security. In addition, no part of my
compensation was, is, or will be directly or indirectly related to the specific recommendations or views contained in this report.

Research Disclosures

Piper Jaffray was making a market in the securities of Apple, Inc. at the time this research report was published. Piper Jaffray will buy and sell Apple, Inc.
securities on a principal basis.

Piper Jaffray was making a market in the securities of Adobe Systems Incorporated at the time this research report was published. Piper Jaffray will buy
and sell Adobe Systems Incorporated securities on a principal basis.

Piper Jaffray has received non-investment banking securities-related services from or has had a client relationship with Adobe Systems Incorporated
within the past 12 months.

Piper Jaffray was making a market in the securities of Autodesk, Inc. at the time this research report was published. Piper Jaffray will buy and sell
Autodesk, Inc. securities on a principal basis.

Piper Jaffray was making a market in the securities of Avid Technology, Inc. at the time this research report was published. Piper Jaffray will buy and sell
Avid Technology, Inc. securities on a principal basis.

Affiliate Disclosures: This report has been prepared by Piper Jaffray & Co. or its affiliate Piper Jaffray Ltd., both of which are subsidiaries of
Piper Jaffray Companies (collectively Piper Jaffray). Piper Jaffray & Co. is regulated by the NYSE, NASD and the United States Securities and
Exchange Commission, and its headquarters is located at 800 Nicollet Mall, Minneapolis, MN 55402. Piper Jaffray Ltd. is registered in England,
no. 3846990, and its registered office is 7 Pilgrim St., London, EC4V 6LB. Piper Jaffray Ltd. is authorised and regulated by the UK Financial
Services Authority, entered on the FSA's register, no. 191657 and is a member of the London Stock Exchange, and its headquarters is located
at One South Place, London, EC2M 2RB. Disclosures in this section and in the Other Important Information section referencing Piper
Jaffray include all affiliated entities unless otherwise specified.

Piper Jaffray research analysts receive compensation that is based, in part, on overall firm revenues, which include investment banking
revenues.

Rating Definitions

Investment Opinion: Investment opinions are based on each stock's return potential relative to broader market indices, not on an absolute
return. The relevant market indices are the S&P 500 and Russell 2000 for U.S. Companies and the FTSE Techmark Mediscience index for
European companies.

• Outperform (OP): Expected to outperform the relevant broader market index over the next 12 months.
• Market Perform (MP): Expected to perform in line with the relevant broader market index over the next 12 months.
• Underperform (UP): Expected to underperform the relevant broader market index over the next 12 months.
• Suspended (SUS): No active analyst opinion or no active analyst coverage; however, an analyst investment opinion or analyst coverage

is expected to resume.

• Volatility Rating: Our focus on growth companies implies that the stocks we recommend are typically more volatile than the overall stock
market. We are not recommending the "suitability" of a particular stock for an individual investor. Rather, it identifies the volatility of a
particular stock.

• Low: The stock price has moved up or down by more than 10% in a month in fewer than 8 of the past 24 months.
• Medium: The stock price has moved up or down by more than 20% in a month in fewer than 8 of the past 24 months.
• High: The stock price has moved up or down by more than 20% in a month in at least 8 of the past 24 months. All IPO stocks

automatically get this volatility rating for the first 12 months of trading.
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Other Important Information

The material regarding the subject company is based on data obtained from sources we deem to be reliable; it is not guaranteed as to accuracy and
does not purport to be complete. This report is solely for informational purposes and is not intended to be used as the primary basis of investment
decisions. Because of individual client requirements, it is not, and it should not be construed as, advice designed to meet the particular investment needs
of any investor. This report is not an offer or the solicitation of an offer to sell or buy any security. Unless otherwise noted, the price of a security
mentioned in this report is the market closing price as of the end of the prior business day. Piper Jaffray does not maintain a predetermined schedule for
publication of research and will not necessarily update this report. Piper Jaffray policy generally prohibits research analysts from sending draft research
reports to subject companies; however, it should be presumed that the analyst(s) who authored this report has had discussions with the subject company
to ensure factual accuracy prior to publication, and has had assistance from the company in conducting diligence, including visits to company sites and
meetings with company management and other representatives.

This report is published in accordance with a conflicts management policy, which is available at http://www.piperjaffray.com/researchdisclosures.

Notice to customers in Europe: This material is for the use of intended recipients only and only for distribution to professional and institutional
investors, i.e. persons who are authorised persons or exempted persons within the meaning of the Financial Services and Markets Act 2000 of the
United Kingdom, or persons who have been categorised by Piper Jaffray Ltd. as intermediate customers under the rules of the Financial Services
Authority.

Notice to customers in the United States:This report is distributed in the United States by Piper Jaffray & Co., member SIPC and NYSE, Inc., which
accepts responsibility for its contents. The securities described in this report may not have been registered under the U.S. Securities Act of 1933 and, in
such case, may not be offered or sold in the United States or to U.S. persons unless they have been so registered, or an exemption from the registration
requirements is available. Customers in the United States who wish to effect a transaction in the securities discussed in this report should contact their
Piper Jaffray & Co. sales representative.

This material is not directed to, or intended for distribution to or use by, any person or entity if Piper Jaffray is prohibited or restricted by any legislation or
regulation in any jurisdiction from making it available to such person or entity.

This report may not be reproduced, re-distributed or passed to any other person or published in whole or in part for any purpose without the prior consent
of Piper Jaffray & Co.

Additional information is available upon request.
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