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If you can't wait for the future to get here,
we can take you there now.

For your information, you don't have to
wait for a superhighway to pave the way.
Telstar 4 gives you a flying start on all
kinds of possibilities for the years ahead.

Designed by AT&T Bell Labs with the
super flexibility of variable bandwidth and
variable power, our new Telstar 4 satellite
series has built-in capabilities to meet
your evolving needs. Which means: as
new applications emerge for compression
and multimedia technologies, we'll be
ready to get your show on the road.

What's more, starting right now,
Telstar 4 can provide you with full CONUS
coverage plus Alaska, Hawaii, Puerto Rico
and the U.S. Virgin Islands, on all C- and
Ku -band transponders.

Best of all, we don't just promise a
great future, we give you proof of a
great past: the unparalleled performance
record of our Telstar 3 satellite fleet.

To find out how we can keep you on
top of tomorrow, call 1 800 847-9335 and
ask about SKYNET® Satellite Services.

AT&T©1994 AT&T.
SSKYNET is a registered Trademark ul AT&T.
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TV Guide On
Screen launches
digital guide
Passive system to be followed next year
by interactive program guide

gif 1,1444 $(44.4e4

Attempting to crack
the Prevue Channel's
hold on more than 40
million cable homes,

TV Guide On Screen is
offering cable operators
what it bills as the first "fully
digital" electronic program
guide.

The company is shipping
its new digital on -screen
program guide, On Screen
Channel, to Comcast's
161,000 -subscriber system
in Philadelphia and to Tele-
Cable 's 11,500 -subscriber
system in Radcliff, Ky.

"We hope to be in more
than 3 million homes by the
end of the year, signing deals

with more than 100 cable
operators," says Larry
Miller, director of marketing
for TV Guide On Screen. He
says that TV Guide On
Screen plans to carve into at
least 20% of the more than
40 million homes where the
Prevue Channel runs (nearly
8 million subscribers) by
sometime next year.

Miller says TV Guide On
Screen makes its money
from cable subscription fees
that range from a penny to
20 cents per subscriber per
month. He says TV Guide
On Screen, a joint venture of
John Malone's TCI and
Rupert Murdoch's News

continued on pg. 5

Sony signs licensing agree-
ment with StarSight Telecast

Sony Corp. has
signed a licensing
agreement with
StarSight Telecast Inc. that will allow Sony to integrate
StarSight's patented on -screen, interactive program
guide into its future U.S. consumer electronics products,
including televisions and VCRs. StarSight's guide pro-
vides one -button VCR recording, instant program selec-
tion, seven-day program information and direct -tuning by
program title and such categories as movies, sports, chil-
dren's shows, news and entertainment. StarSight Tele-
cast is backed by Viacom International, Spelling Enter-
tainment (a Blockbuster Entertainment Co.), Cox Com-
munications, The Tribune Company, Times Mirror Cable
Television, KBLCOM and Providence Journal Co.
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Tele-Communications

Inc. President John
Malone hopes to cap-
ture 15% of the tele-

phone market in Pittsburgh.
"We'll launch a few tele-

phone systems in our markets
and see what happens," Mal-
one told a conference audience
in Washington. "If it doesn't
work, then we'll go back to the
government and say we can't
support two wires."

TCI now operates a net-
work in the UK that delivers
both cable and telephone ser-
vices. "Our hybrid system in
the UK is actually generating
more telephony than enter-
tainment," said Malone.

Indeed, the TCI chief
thinks that "ultimately, the
UK model will be deployed
worldwide." That system, has
fiber to the neighborhood and
coax to the home, he said..
However, he said, as the rest
of the world moves ahead, the
U.S. "is caught in its own reg-
ulatory underwear."

Malone also said that TCI
no longer looks at the TV as
just a TV set. "We look at it as
a set, personal computer,

Malone high

on cable

telephony
Says TCI ultimately could

grab 15% of local phone

market in Pittsburgh

video games, stereo, tele-
phone and a fax. We're look-
ing at how we can satisfy all
those needs."

Malone predicted that
direct broadcast satellite is
"going to be very successful.
It will pick up the eight to ten
million households that
don't have cable."

Overall, Malone is san-
guine about the so-called
information superhighway:
"Good fruit will come from
this tree. We can't predict the
flavor or the magnitude."

The Ins and Outs of
Telemedia Week

Since May 23, Telemedia Week
has been a regular feature of
Broadcasting & Cable magazine. It
will continue to be in the future, but
this week we're spreading our
wings a little farther. Instead of a
four -page "insert," we've expand-
ed to a 44 -page "outsert" for this
issue. It's all part of the process of
developing a new editorial product,
and marketing it to a new genera-
tion of readership. Look for your
next TW insert on Oct. 10. Look for
your next TW outsert on Nov. 28. In
the meantime, stay tuned.
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GOtv to offer interactive guide
US West signs deal with with studios, MovieFone and Visa

Hm4Ee44,444

US West has taken
another step toward
creating a menu of
information services

to be offered over interactive
TV systems.

Its latest venture, GOtv,
will offer in -home informa-
tion to consumers about
local movies. restaurants
and events through deals
with local merchants and
national advertisers.

GOtv has signed several
of the major Hollywood
movie studios to be part of
the movie information ser-
vice, including Columbia
Pictures, Twentieth Century
Fox. MCA. MGM/United
Artists, Paramount Pictures,
TriStar and Warner Bros.

"Our platform is interac-
tive television, and we are
essentially creating an enter-
tainment guide to out -of -
the -home entertainment,"
says Margaret Piccinelli,

director, new media, US
West Marketing Resources.

The entertainment infor-
mation service will be avail-
able only over interactive
television systems, many of
which are in the process of
construction. But while US
West is investing billions to
upgrade its network to
become interactive televi-
sion -capable, the western
telco is advancing its focus
on providing compelling
interactive services that it
hopes will attract consumers
to its competitive offering to
the local cable operator.

Piccinelli says US West's
goal with GOtv is to "create
a video magazine" that will
contain trailers and behind -
the -scenes information about
movies and that will serve as
a cross -promotion tool for
the Hollywood studios and
local movie theaters.

At the same time, GOtv
will incorporate a local corn -

US West taps Felser for
multimedia development

Josh Felser has been named
head of business and new product
development for US West's
broadband and multimedia ser-
vices group. Felser will manage a
number of corporate relationships
with "content owners and multime-
dia developers and structure and
negotiate distribution and devel-
opment contracts," according to a
company statement. Felser will be
based in Denver and will report to
Larry Levine, who leads US
West's broadband and multimedia services group. Felser
formerly worked at BSkyB in London. where he was
involved in the launching of new satellite television chan-
nels and also in the development of interactive applica-
tions for television and CD-ROM. Prior to BSkyB. Felser
was manager of business development at Fox Inc., where
he structured film and television financing transactions
with strategic investors.

Margaret Piccinelli

ponent by creating connec-
tions with local restaurants
and events at nearby venues,
such as concerts, theater or
sports events.
hopes that after the trial peri-
od GOtv will be supported
by both national and local
advertising and that US West
will get a share of the trans-
actions if a consumer buys a
movie ticket or other form of
local entertainment.

MovieFone is also part of
the deal and will provide
movie showtimes and local
theater locations as well as
direct ordering of movie tick-
ets from home that can be
picked up at the theater.
MovieFone is a telephone -
based movie information ser-
vice, but the company is
diversifying into new ven-
tures and recently announced
a new service called
MovieLink.

MovieLink offers film
clips, movie descriptions
and local movie schedules.
MovieLink is expected to
migrate into an online ser-
vice and possibly will be
delivered over broadband
telco and cable networks in
the future. GOtv will first be
offered in the form of a trial
in US West's Omaha broad-
band network test bed. Pic-

cinelli says
GOtv also
will be
tested

tV overTime
Warner's

Full Service
Network in

Orlando, Fla.
The market trials will

begin next spring and are
expected to last 12 months.
The service will be offered
free and will be accessible
only by consumers with a
new digital set -top box and
remote control.

Piccinelli says US West
has "not determined a
national rollout schedule,"

offer GOtv over other telco
and cable networks besides
its own. The strategy is sim-
ilar to that being employed
by US West in positioning
its US Avenue interactive
home shopping service,
which will be offered over
its own network and other
systems interested in carry-
ing it.

Another member of the
GOtv venture is Visa, which
will be one of the charter
advertisers for the initial trials.
Piccinelli says US West is
talking with 10-20 other major
national advertisers about par-
ticipation in the trials.

Piccinelli also mentions
creating a connection
between the in -home enter-
tainment -information offer-
ing and card -based services.
US West Marketing
Resources already is testing
"Your Value Card" in
Omaha and Denver. The
card is associated with a
coupon book, and local mer-
chants give special deals and
rebates when consumers
purchase items from them
using the card.
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TV GUIDE continued from pg. 3

America Corp., has lost sev-
eral million dollars during the
past few years, but he expects
the company will start to be
profitable in "a year or so."

On Screen Channel is a
passive electronic program-
ing guide that provides pro-
graming listings delivered
digitally via satellite to cable
headends. The information is
then customized by the local
operator to incorporate pre-
mium and pay -per -view ser-
vice promotions, which run
on the top half of the screen.

The service delivers video
packets of promotional trail-
ers, then automatically
switches the on -screen pre-
sentation from full -screen to
half -screen format in real-
time.

Although TV Guide On
Screen's passive guide is
coming to market, the com-
pany is finalizing develop-
ment of its interactive guide.
"The interactive service
should start kicking in next
year," Miller says.

TV Guide On Screen's
interactive guide will be
available on digital set -top
boxes, including Scientific-
Atlanta's 8600x home com-
munications terminal, Gen-
eral Instrument's DigiCable
series of set -top boxes and
other set -tops from Hewlett-
Packard and Pioneer.

"There is greater profit
potential for both ourselves
and the cable operators for
the interactive television
guide," Miller says.

TV Guide On Screen's
interactive guide was set to
premiere on Time Warner's
Full Service Network in
Orlando, Fla., but Miller says
that Time Warner and Silicon
Graphics wanted to strip so
many features out of its
guide that it didn't fit with
the company's strategy. Time
Warner went instead with
Prevue's interactive guide.

Prevue recently announced
it is upgrading its delivery
system with a national net-
work of video servers that
will cost the company rough-
ly $50 million.

Telemedia

BellSouth's foray into TV programing is being
led by the Interactive Media Services unit.

10 Telcos tune in TV
The telcos are amassing TV programing and build-
ing the broadband networks to deliver it. And
they're going after cable subscribers, believing they
can lure them with a mix of conventional cable pro-
graming, telephony, video on demand and, eventu-
ally, other interactive services. Looking for experi-
enced partners, Ameritech, BellSouth and South-
western Bell are talking to Disney and Bell Atlantic.
Nynex and Pacific Telesis are working with Michael
Ovitz's Creative Artists Agency.

Continental's Schleyer
wants to take on the
telcos head to head.

16 Cable
answers
telephone's call
The nation's leading
cable operators are out
for a piece of the $95 bil-
lion local telco business.
But it's not just telephone
service they have in mind:
Cable hopes to offer tele-
phone with pictures, PC
services and even wire-
less telephony. Wired or
wireless, it won't be easy.

24 AT&T's multimedia calling
AT&T's multimedia evangelist Bob Kavner has left
the company, but AT&T's enthusiasm for the busi-
ness is undiminished. The company plans to do for
multimedia what it has been doing for years for con-
ventional telecommunications. Drawing on its prod-
ucts and R&D arms, it
will create multimedia
services and build
broadband networks to
support them.

26 Richard
Bodman leads
the way for
AT&T
AT&T's top strategist,
Richard Bodman, out-
lines AT&T multimedia

strategy in an exclusive interview. "Now we have
decided...to bring video and voice and data
together in a multimedia set of services onto our
core network services and deploy them broadly,"
he says.

30 Viacom's Ed Horowitz:
an interactive game plan
Ed Horowitz is in charge of quickly moving Viacom
into interactive media. His strategy: Forget conver-
gence for the time being and create products for
the parallel worlds of TV and the PC.

Cafeware

"8 .01

16 piece set

Dial up dishes Interactively.

32 Selling home shopping
There's a difference of opinion between retailers
and the cable television industry about the short-
term potential of interactive home shopping. Cable
is more optimistic, predicting that home shopping
for cars, clothes and other items will reach $20 bil-

lion by 1998.

36 Washington
holds VDT cards
The FCC's controversial
reconsideration of video
dialtone has become the
front line in the fight over
telco entry into video.
Cable is fighting a telco
push to offer programing
on the common -carrier
platforms. Cable also
says the telcos plan to
illegally use their tele-
phone revenue to subsi-
dize their new video busi-
nesses.

Rep. Ed Markey tells
FCC to move carefully

on video dialtone.

38 Past is prologue
Drawn from the pages of BROADCASTING & CABLE'S

"Telemedia Week" department, a roundup of the
top news of the past six months from the interac-
tive world, including a review of the stories lead-
ing up to the demise of information superhighway
legislation at the end of September.
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Get The Picture?
No matter which words you use,

how big the words are, or how loud
you shout them, they'll just never
have the selling power that video pro-
motion does.

Cases in point: Prevue Channel and

Sneak Prevue. When viewers want to
see what's on, only these channels pro-
vide 24 -hour video promotion that

keeps viewers coming back for more.
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it's all leading up to the most effec-
tive, most compelling text and video
combinations-with the near video
on demand of Prevue Express Plus'
and the ultimate video on demand
of Prevue Express Plus Video".
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When viewers are looking for
what's on-basic, pay or PPV, let
them look at Prevue and Sneak.
Just picture the resulting success.

After all, mere words won't be
able to describe it.
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Financial boost for
Interactive
After being on the brink of bank-
ruptcy, Interactive Network has
received a major financial boost
from Sprint, Motorola and several
other investors, which have
poured $42 million into the inter-
active gaming system.

Interactive Network's initial

investors, TCI and NBC, helped

set up the capital infusion, while

Motorola and Sprint each provid-

ed $5 million to the venture. As

part of the deal, Motorola may

manufacture cable -based set -top

hardware for Interactive Network,

and Sprint will explore providing

national data links. In addition to

the $5 million from Sprint and

Motorola, IN received $10 million

from TCI, $5.25 million from NBC

(owned by General Electric), $12
million from foreign institutions

and $5 million in convertible debt.

BellSouth to enter cable
in Alabama
BellSouth has won federal court
approval to offer cable television
service in Vestavia Hills, Ala. Bell-
South says it will begin construc-
tion in early 1995, following
approval from the FCC and the
Vestavia Hills City Council. Ves-
tavia Hills is part of the Greater
Birmingham metropolitan area.

'EXTRA' on America Online
EXTRA-The Entertainment Mag-
azine created EXTRA Online on
America Online to provide enter-
tainment news and information.
The show is syndicated by Warn-
er Bros. and appears six days a
week. The online area will feature
lists of the week's top 10 movies,
TV shows, home videos, records
and live concerts. There also are
message areas, a photo gallery
and a multimedia area with audio
clips.

HSN chooses Macromedia
Home Shopping Network has
picked Macromedia's Director as
the multimedia authoring soft-
ware tool for its recently pur-
chased Internet Shopping Net-
work. Macromedia's tools will be
used by creative agencies to
develop purchasing menus and
interactive advertising areas on
the Internet. Macromedia's tools
combine graphics, animation,
video and sound into multimedia
interfaces.

Telco taps Microsoft,
Lockheed for interactive trial
Southwestern Bell brings computer giant's software system to Texas video test

g,/ 1,14,1.4 ge44.4.4.4.

southwestern Bell has
chosen Microsoft
software and Lock-
heed systems integra-

tion for its video and interac-
tive television project slated
to begin in Richardson, Tex.,
next year. It marks the first
time Microsoft has signed a
deal for an interactive televi-
sion trial with one of the
Baby Bells.

Southwestern Bell's
Richardson trial, which
awaits approval from the
FCC, will deliver both tradi-
tional broadcast and cable
television and a number of
interactive services, such as
video on demand, home
shopping and other entertain-
ment applications.

The deal is in the form of a
"memorandum of under-
standing," with a final agree-
ment still pending. "This
operating system will allow
developers to create applica-
tions that will operate across
the network in a distributed
manner [with software con-
trolling intelligence at
numerous points throughout
the system]," said Jim House,

Southwestern Bell

business development man-
ager for public networks for
Microsoft's advanced con-
sumer technology group.

Microsoft said the system
will go beyond its "Tiger"
continuous video file server
system. The Microsoft sys-
tem is an "end -to -end soft-
ware solution for a fully
switched digital broadband
network, including distrib-
uted operating system soft-
ware connecting set -top
boxes and personal comput-
ers in consumers' homes
with a wide variety of head -
end services," according to a
statement by the partners in
the venture.

Although Southwestern
Bell and Microsoft have been
working on interactive tele-
vision ventures, this is the
first time Lockheed, an aero-
space and defense contractor,
has entered the market.
Lockheed's Media Systems

Integration group will serve
the telco with systems inte-
gration, vendor assessment
and selection and project
management services.

In June, Southwestern Bell
said it had chosen AT&T and
BroadBand Technologies to
provide the network equip-
ment for its fiber -to -the -curb
architecture, which plans to
reach 47,000 homes.

Connecting video servers in
the cable headend or telco
central office with the net-
work and the set -top boxes
will be no simple undertaking.

Microsoft will soon
announce its arrangements
with a number of video serv-
er and digital set -top manu-
facturers. Microsoft has been
working with General Instru-
ment/Jerrold and Intel on a
series of set -top boxes for
interactive television.

Cynthia Browne, vice
president of Southwestern
Bell Video Services, said the
Richardson trial will be a
"real business" and not sim-
ply a test of technology.

Microsoft wants partners
On the heels of the announcement that Microsoft
will provide the software for Southwestern Bell's
interactive video trial in Texas (see story, above),
Microsoft's chairman and chief executive, Bill
Gates, was in Washington to talk about his compa-
ny's plans. "We have to focus on what we are good
at, which is software products," Gates told
reporters at a Washington conference sponsored
by CMP Publications. As a player on the informa-
tion superhighway, Microsoft will continue to seek
alliances with other businesses, he said. But Gates
indicated that Microsoft would opt to work as a
partner rather than an investor and that it could
form successful business partnerships without an
equity stake

8 October 1994
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Democracy on demand
Movies on demand, inter-
active video games and
home shopping are the
applications most com-
monly talked about in con-
nection with next -genera-
tion telco and cable net-
works, but what about
electronic democracy?

The Democracy Net-
work, developed by the
Center for Governmental
Studies, a Los Angeles -based nonprofit
group, is billed as "an interactive multimedia
political communication system" that will give
voters access to a variety of political informa-
tion on -demand.

The system will enable voters to access
video, audio and text of political candidates.
The service is not currently available. "Via -
corn wanted to put it into a testbed this year,
and we were hoping that Bell Atlantic or Time

Menu Elections Governor S

Brown

tatements

Candidate data is available on line.

Warner would be ready in
time for this year's elec-
tions, but they're not," says
Bob Stern, co -director of
the Center.

Stern says the plan is to
offer The Democracy Net-
work to a cable operator or
telephone company, which
would in turn provide the
service free to the voter.
The candidates would be

expected to produce the video, audio and
text information. Stern says his group is test-
ing a prototype version of The Democracy
Network on a Macintosh AV with the multi-
media content stored on a hard drive con-
nected to a color monitor and remote control.

Stern expects The Democracy Network
will be part of broadband trials next year, and
available for state elections in 1995 and the
presidential election in 1996. -MB

Ute TV

Southwestern Bell
systems for sale?
Company refuses comment on suggestion it is selling
cable systems it bought from Cox

1Z4 $4,0444.

t's getting hard to figure
out just what the tele-
phone companies want
these days.
Industry players were

scratching their heads last
week amid rumors that
Southwestern Bell was look-
ing to sell its cable systems
in Maryland and Virginia. It
was only eight months ago
that Southwestern Bell
closed on its ground -break-
ing deal to buy the former
Hauser Communications
systems for $650 million.

"I have no idea what's in the
minds of the telcos," says Tim-
othy David of cable brokerage
firm Daniels & Associates. He
says that with few exceptions,
namely US West, the telcos
have "hopscotched all over the
place" when it comes to decid-
ing whether to get into the

cable system business.
Ian Crowe of Toronto

Dominion Bank agrees that
US West is a standout among
telcos that continue to show
interest in the cable business.
But he says there have been
some signs of interest from
other telcos, like Nynex,
which is investing heavily in
cable systems abroad.

One thing that may be
keeping the telcos from
investing in the cable busi-
ness en masse, Crowe says,
is the collapse of the Bell
Atlantic/Tele-Communica-
tions Inc. deal (both compa-
nies called the failed merger
a victim of onerous cable
reregulation). He says the
telcos are also busy focusing
on other areas that are of spe-
cial concern right now, such
as expansion into the long-
distance telephone business.

"I'm not convinced that
they're still not buyers,"
Crowe says of the telcos.
"My sense is, they'd still be
interested-at the right
price."

A Southwestern Bell
spokesman would not say
whether the company plans
to sell its cable system prop-
erties. Industry analysts said
the company likely would
take a loss on a sale of the
systems, which had been
purchased by the telco for
$2,600-$2,700 per sub-
scriber, or 11 times cash
flow. A sale of the systems
would mark the latest dra-
matic shift away from the
cable TV business by South-
western Bell, which last
April called off a $4.9 billion
merger agreement with Cox
Communications.

"Our cable properties in
Virginia and Maryland are
among the most attractive in
the industry," said the South-
western Bell spokesman.
"We're moving full speed
ahead with plans to upgrade
our system and offer tele-
phone service while continu-
ing to invest in our core cable
television business."
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Telcos dial up television
Would-be video programers assemble teams to fill the pipeline

r., Hm4 gu,444.

t still takes some getting used to, but
the regional Bell operating compa-
nies are in the TV business.

Or close to being in it, anyway.
Each of the RBOCs has a cohort of
executives (many from the ranks of
cable and broadcast TV) hard at work
mustering TV programing and figuring
out how to market it. Their efforts
dovetail with those of other RBOC
executives who are charged with build-
ing the broadband networks to deliver
the programing.

Together, they are taking aim at cable
TV subscribers, believing they can steal
away a significant number of them with
a mix of conventional cable program-
ing, telephony, video on demand and,
eventually, other interactive services.

The telco programers are talking to
broadcasters, cable programers, Holly-
wood studios and the purveyors of new
interactive offerings.

Looking for help in the effort,

COVER STORY
Ameritech, BellSouth and Southwest-
ern Bell have been negotiating a part-
nership with Disney that would not
only give the three use of the valuable
Disney brand and programing, but also
entree into the Hollywood creative
community. "The venture, if it works,
will give us clout in the marketplace
that we would not necessarily have
had," says Jim Gadd, president, Bell-
South Interactive Media Services.

A Disney deal would be a major step
toward licensing, packaging and devel-
oping content for both the analog and
digital portions of Southwestern Bell's
services, says Steve Dimmitt, vice pres-
ident, Southwestern Bell Video Ser-
vices. But, he adds, "a lot of details are
going to have to be worked out before
the joint venture is finalized."

With similar motivations, Bell
Atlantic, Nynex and Pacific Telesis
reportedly are working with Michael
Ovitz's Creative Artists Agency. CAA
can help the telcos license and create
programing. According to sources,
CAA and the telcos are planning a
10 October 1994

BellSouth's foray into TV programing is being led by the Interactive Media Services unit. Its top
executives: Jim Gadd, president (seated, left); Andrew Dietz, manager, programing and content

(seated, right), and Dewey Crim, director, programing and content.

"digital studio" for producing interac-
tive programing. Neither CAA nor the
telcos will talk about their arrangement.

Of all the RBOCs, Bell Atlantic
appears to be the most ambitious pro-
gramer. The company plans to "part-
ner" with other programers, large and
small, and "invest in and co -develop
productions," says Stu Johnson, presi-
dent, Bell Atlantic Video Services. It
also plans to produce its own program-
ing, he says.

US West's Hollywood partner is
Time Warner. In May 1993 US West
invested $2.5 billion in Time Warner
Entertainment, the unit comprising
cable operations and programing in
Home Box Office.

Only three of the telcos-Bell
Atlantic, US West and BellSouth-are
now permitted to own or package pro-
graming in their telephone service
areas, having successfully challenged

on First Amendment grounds the statu-
tory ban on telco-cable crossownership.
BellSouth joined the club last month.

But the other four-Ameritech,
Nynex, Southwestern Bell and Pacific
Telesis-are proceeding on the
assumption that they too will win their
programing freedom, if not sooner
through the courts then later through
legislation. "We better be raring to go,"
says Heidi Diamond, vice president of
consumer marketing and sales for
Ameritech's video and interactive ser-
vices.

(The information superhighway leg-
islation that died in the Senate two
weeks ago would have permitted all the
telcos into video, but on a slow sched-
ule with plenty of regulations.)

In the meantime, the telcos have
sought out unaffiliated companies to
lease capacity on their broadband net-
works under the FCC's so-called video
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dialtone (VDT) rules. These companies
are the telcos' surrogate programers or
anchor programers.

The VDT rules, which have yet to be
finalized (see story, page 36), permit the
telcos to build and operate video net-
works without having to obtain a
municipal franchise as long as they
offer the capacity on a common -carrier
basis.

"We are letting Vanguard [Cable]
teach us about the cable business," says
BellSouth's Gadd. Vanguard is the
anchor programer BellSouth created
through its investment in Prime Cable,
an Austin, Tex. -based cable operator.

While Vanguard lines up the conven-
tional cable programing, Gadd says,
BellSouth is working on the "digital
interactive services."

Pacific Telesis's anchor programer is
Anchor Pacific Corp., headed by Ron
Dorchester. Under its deal with PacTel,
Anchor Pacific will provide programing
for 35 of the 70 available analog chan-
nels, while all of the up -to -300 digital
channels will be available to other pro-
gramers.

PacTel sees itself more in "facilita-
tion and distribution than in content cre-
ation or ownership," says Roland Wol-
fram, vice president of interactive ser-
vices, Pacific Telesis Video Services.
"Our business is the distribution of
other people's content and services over
our network."

The telcos will have little trouble
assembling cable programing for the

video packages. Cable networks owned
by cable operators must license their
programing to all multichannel
providers, according to the 1992 Cable
Act. And independent cable networks
will be happy for the extra reach and
revenue cable telco carriage would
deliver.

"I'll sell to anybody who will get me
into homes," says Lloyd Werner, senior
vice president, sales and marketing,
Group W Satellite Communications,
among those talking to the telcos. "Our
goal is to get TNN into every home in
the country."

Many of the smaller, start-up net-
works have focused on building their
cable system distribution and have
spent little time with the telcos.

"We really need to serve the cable
industry to get rolling," says an execu-
tive at one planned service. "We are
devoting all our efforts to working with
the cable industry. As far as I'm con-
cerned, that's the primary effort."

The Golf Channel has been
approached by one of the telcos, but is
not close to a deal, says Joseph Gibbs,
president/CEO. Signing up with a telco
could be costly because all of the net-
work's programing would have to be
converted to digital at a cost of $1,500-
$2,000 per hour, he says.

"When you're a start-up and you're
burning 24 hours a day, that adds up,"
says Gibbs. He says it becomes particu-
larly costly considering that the telcos
initially will have limited distribution.

Nevertheless, Gibbs expects the tel-
cos to eventually carry The Golf Chan-
nel. The network, which has the finan-
cial backing of seven cable operators,
launches in January 1995.

Most of the telcos planned to couple
the cable programing with various inter-
active services, the most important and
immediate of which seems to be video
on demand (VOD).

The enhanced pay -per -view service,
which allows viewers to call up pro-
graming of their choice whenever they
choose, brings with it a whole new set
of licensing issues.

Today's PPV deals favor the studios,
giving them the lion's share of the rev-
enues. Although eager to cut deals with
the studios, the telcos say they don't
want to set any precedents that leave
them forever on the short end of the
VOD split.

On their end, the studios are being
equally careful.

Warner Bros. does not want a repeat
of its pay -per -view experience with
cable system operators and is asking the
telcos for guaranteed returns on any
Warner titles offered on -demand,
according to Edward Bleier, president
of Warner Bros. Domestic Pay TV,
Cable and Network Features. He says it
is "very likely" that such guarantees
will be a prerequisite for any deal

COVER STORY

Bell Atlantic's top
video programer, Bob

Townsend, at the
controls of BA's

Stargazer intreractive
TV system which will

feature 360 on -demand
offerings beginning

next year in market tri-
als. The "portfolio of

entertainment product"
includes classic

movies, recent hits and
"evergreen product,"

says Townsend.
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between the telcos and the studio.
Bleier says the studios have long suffered

by letting cable system operators offer their
movies on pay per view without any guaran-
tees. PPV has been experimental too long
without satisfactory results, he says.

"We're not going to have casual terms for
our best product," says Bleier. "Our biggest
concern is that the on -demand systems,
which could displace the video business, per-
form the same way as the video business."

Bleier says a hit video can bring in $37.5
million in revenues. He says the studios
depend on that kind of business to help
cover the $8 billion -a -year costs of first -
run movie production and domestic mar-
keting.

"If they can't meet our guarantees or min-
imums, maybe they don't have a business,"
he says.

Some of the telco executives say they
would help finance films in exchange for
early-VOD-release windows prior to con-
ventional PPV or home video.

Ameritech plans to include interactive
services from the get go, although initially
they may be offered over the phone or PC,
says Patrick Campbell, executive vice presi-
dent, Video and Interactive Services,
Ameritech. But down the line, he says, they
will "migrate to become broadband offer-
ings."

The centerpiece of Bell Atlantic's interac-
tive offerings is Stargazer. The "portfolio of

COVER STORY
entertainment product" will include recent
hit films, some classic movies and a limited
amount of "evergreen product," says Robert
Townsend, president, Interactive Multime-
dia Services, Bell Atlantic.

Bell Atlantic plans to start its market trial
sometime early next year with 360 on -
demand offerings-divided between movies
and "series on demand," Townsend says.

Before the telcos seriously can consider
offering VOD, they must find a practical
video server: a computer capable of storing
hundreds of movies and transmitting a sin-
gle one simultaneously to hundreds or thou-
sands of homes.

Ameritech is "continuing to evaluate"
video server providers and set -top manufac-
turers but already is integrating equipment
from ADC Telecommunications and Scien-
tific-Atlanta into its existing network sys-
tems, says Greg Brown, vice president,
Video and Interactive Services, Ameritech.

The telcos are in a "period of experimen-
tation," especially as it pertains to what pro-
graming is placed on the server, says US
West's Larry Levine.

Martin Nisenholtz, director of content

The telco TV platforms
Each of the seven RBOCs has plans for broadband net-
works to deliver video and other interactive services

entech Ameritech says it will invest more than $4.4 bil-
lion over the next 15 years to make networks
video -capable, and hopes to reach more than
six million customers before the turn of the cen-

tury. In the initial rollout, the Chicago -based telco has targeted 1.2 million
homes in Chicago; Cleveland; Columbus, Ohio; Detroit; Indianapolis, and
Milwaukee. The plans are subject to FCC approval.

@Bell Atlantic rt:"ritdla_Anttilcanptlaionstetloa
phhaoven e8.o5omstiol I imone ofrs

(about 80%) wired for video by the end of the decade. The first step, upon
FCC approval, is to upgrade networks serving 3 million homes in Pittsburgh,
Washington, Baltimore, Philadelphia, northern New Jersey and Norfolk, Va.
Bell Atlantic hopes to complete the initial phase in the six markets by the end
of 1997 for $1.5 billion. So far, it has FCC permission only to build a 38,000 -
home video system in Toms River, N.J. It also is conducting a technical trial of
a video on demand over conventional telephone lines in Washington.

BELLSOUTH BellSouth is investing approximately
$300 million for about a 22.5% stake in

Prime Cable, Austin, Tex., which serves fewer than 500,000 cable sub-
scribers. BellSouth also is planning a 12,000 -home system near its Atlanta
headquarters. The system will have 60 channels of conventional TV and up
to 300 channels for still -undefined interactive services.

Er' Nynex has asked the FCC for permission to build
video networks in Rhode Island, Massachusetts

and Maine. Given that permission, it expects to deploy 1.5 million -2 million
broadband lines by the end of 1996. It is moving ahead with a technical trial
of video services in Manhattan involving 2,500 homes. And it has invested
$1.2 billion in Viacom Inc., giving it the inside track on that company's con-
siderable programing resources.

© Southwestern Bell Southwestern Bell was the first of
the Baby Bells to go outside its

home operating region, purchasing two cable systems from Hauser Com-
munications in suburban Washington for $650 million. The systems serve
230,000 homes. However, there is some talk that the telco may soon
unload the systems. The telco is also in the process of setting up a techni-
cal video trial in Richardson, Tex., involving 2,000 customers.

PACIFICInTELESIS Pacific Telesis plans to invest $16
billion during the next seven years

to build hybrid fiber/coax networks throughout its West Coast region.
Assuming prompt FCC approval, it says it will reach 1.5 million customers
by the end of 1996. The initial rollout is planned for communities in San
Francisco, San Diego, Los Angeles and Orange County.

10.111111VEST US West has been a telco video leader, acquir-
ing a $2.5 billion stake in Time Warner Enter-

tainment and access to its cable programing and operational expertise.
Earlier this summer, it joined Southwestern Bell as an owner of an out -of -
region cable system with its $1.2 billion purchase of systems in the Atlanta
market. In region, the telco says it is prepared to spend $10 billion to bring
video to its current customers, starting in Denver; Portland, Ore.; Min-
neapolis; Salt Lake City, and Boise, Idaho. It expects to have 800,000
homes on video lines within two years and to add more homes at a rate of
500,000 per year. It is using Omaha as its testbed for interactive services.

12 October 1994
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disk systems. But only Odetics, a world leader in
on -air presentation, gives you the first real -world
disk solution for today's television station. With a
new system called the CacheMachine.

The CacheMachine overcomes the barriers
successful on -air play from disk - without
forcing you to go backward in station
automation. It allows you to play programs as
well as commercials automatically and cost
effectively. It provides support for multiple
channels from a single system.
You don't have to abandon your
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which data compression format
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only real -world disk automation solution. But
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One thing's for sure. You can't
afford to make a decision or
an assumption about on -air
automation until you talk to
Odetics.
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strategy at Ameritech, says that CD-
ROM and video games fall prey to the
same inherent problem: They become
out of date as soon as they are published.
Nisenholtz thinks that networked games
and other interactive applications which
incorporate communications and trans-
action features will be the wave of the
future. "It is very important within an
interactive television application to be
very easy to use," he says.

The telcos may have some market-
ing advantage over their cable com-
petitors because of their near -universal
telephone service. It means they have
been dealing with virtually every
home and business in their markets for
years. When the video is ready, they'll
be able to package it with telephone
service, possibly offering a package
discount.

Most also will be able to enjoy the
economies that come from marketing to
an entire metropolitan area. Cable's
marketing efforts traditionally have suf-
14 October 1994

The Ameritech TV Team
The Chicago -based squad comprises 19 program-
ing and network executives headed by Patrick
Campbell, executive vice president, corporate
strategy and business development. The lineup:

1. Campbell

2. Jim Fischer, director, technical support, video
and interactive services (VIS)

3. Carol Scheff, vice president, marketing and
sales, VIS

4. Deb Lenart, vice president, strategy and pro-
gram management

5. Elizabeth Banks, director, business analysis
and performance management

6. Mike Ault, director, information technology, VIS

7. Bill Beckmann, manager of technology analysis

and planning

8. Linda Helvey, director, build support

9. Bill McSorley, manager, network services tech-
nical support
10. Scott Melland, manager, alliance development

11. Chris Moore, supervisor, alliance development

12. Sara Clarke, director, alliance development
13. Fred Fouse, general manager, VIS operations

14. Liz Millet, operations manager, central office

systems, VIS

15. Joel Engel, vice president,

16. Jon Tilkemeier, general manager, subscriber
marketing and sales, VIS

17. Heidi Diamond, vice president, subscriber
marketing and sales, VIS

18. Martin Nisenholtz, director, content strategy
19. Greg Brown, vice president, VIS

fered from the fact that several opera-
tors share markets that are divided like
pieces of a jigsaw puzzle.

Nonetheless, the telcos say it will be a
difficult task to move in on cable's turf.
The toughest job may be simply over-
coming "consumer inertia-convincing
the consumer to change," says
Ameritech's Campbell. "We'll have to
offer a demonstrably better picture and
voice services," he says.

"We need to have a fully fleshed -out
package of voice, data, video and wire-
less services for one -stop shopping,"
Campbell says.

Ameritech's Diamond emphasizes
"choice and customization." It's impor-
tant to reach out to market segments and
not try to create a mass appeal service,
she says.

US optimism about marketing a com-
bined cable/telephone service in the
U.S. flows from its experience in mar-
keting such a service in England
through its TeleWest venture with Tele-

Communications Inc., says US West's
Levine. TeleWest has made deep
inroads into what had been a British
Telecom monopoly.

To overcome consumer inertia, says
Bell Atlantic's Johnson, his company is
trying to differentiate its product
through better selection, picture quality
and prices. Bell Atlantic, Townsend
adds, plans to offer programing on an a
la carte basis and in various bundled
combinations.

"Will they go in and buy a series on
demand and special interest programing
and at what price points," Townsend
says, adding that he hopes the video
dialtone market trials will help the telco
answer that question. "But the question
remains: What does the consumer want
to buy in an on -demand environment,
beyond new movie releases?"

"Ultimately, content and marketing
are going to determine whether this is a
success or not," says Wolfram of Pacific
Telesis Video Services. TAU
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Cable wants to
reach out and
touchtone
MSOs are looking to take on local telcos for phone service,
perhaps through alignments with long-distance companies

E., flemy A. J(44411

Cable found the killer app for the
information superhighway.

It was hanging right there on
the kitchen wall-next to the

spice rack and the message board-all
the time. The killer app is the telephone.

Uncertain about the technology and
the market for other much -hyped inter-
active services, the nation's leading
cable operators now are targeting the
$95 -billion -per -year local telephone
market.

They're convinced that they can
siphon off enough of those billions to
support their entry into not only tele-
phony, but also into interactive movies,
video games and shopping, when the
time is right.

Tele-Communications Inc. has
looked at all the interactive services,
says Bruce Ravenel, senior vice presi-
dent and COO, TCI Technology Ven-
tures. "Telephony is at the top of the
list."

"We now have a broadband plant in
place," says David Woodrow, senior
vice president, broadband services,
Cox. "If we can get into telephone with
lower capital cost and lower operating
costs than the incumbents, then why
don't we?"

The operators also realize that local
telecommunications rapidly is becom-
ing an all -or -nothing proposition. They
must either plunge into telephony and
compete head to head with the local tel-
cos or watch their video business gradu-
ally slip away to them.

"When seven deep -pocketed compa-
nies like the RBOCs are rattling their
cages and threatening to take away
16 October 1994

Telephony
becomes an
"interesting
business"
when penetra-
tion tops 10%
and a "fabu-
lous" one when
it hits 25%.
-Glenn Britt

share from your business, you'd better
prepare to take share away from theirs,"
says William Schleyer, executive vice
president, Continental Cablevision.

Should an joint industry request for
proposals yield the anticipated technol-
ogy solutions, the cable operators think
they can start rolling out telephone ser-
vice in some markets late in 1995.

Going in, cable has more to gain from
the competition. If cable loses 10% of
its business ($2.3 billion), but picks up
10% of the telcos' ($9.5 billion), cable
comes out way ahead. No one knows
how quickly cable will be able to pene-
trate the telco market or vice versa.

The operators are wary of making
penetration predictions. Glenn Britt,
president, Time Warner Ventures,

comes closest. Five percent or 10% pen-
etration yields sufficient revenue to
cover the capital expenses, he says. It
becomes an "interesting business" when
penetration tops 10% and a "fabulous"
one when it hits 25%.

It's not just plain old telephone ser-
vices (POTS) the operators have in
mind. Down the road, they hope also to
offer video telephony-telephone with
pictures-and high-speed data commu-
nications so that subscribers can swap
computer software and speed through
the cyberspace of the Internet and the
rapidly multiplying online information
services.

And it's not just wired service. The
operators also expect to be players in
wireless telephony through the FCC's



personal communications service.
According to its proponents, PCS is just
like cellular telephone, only cheaper.
Some see it as a complement to wired
service; others, as a sometimes substi-
tute. Watch for the big cable operators
at the FCC's auction of PCS licenses
this December. "Wireless is an impor-
tant component of an overall service
package," says Schleyer. "You have to
be at the table."

"The only way to stop wireless from
capturing the voice telephony market is
to spread rumors that microwaves cause
cancer," says Philip Sirlin, an analyst
with Wertheim Schroder & Co.

Wired or wireless, it won't be easy.
Technical, marketing and operational
problems abound, and they may pale
against the legal and regulatory trou-
bles. Cable's telephone ambitions suf-
fered a big setback two weeks ago,
when telecommunications reform legis-
lation died in the Senate, the victim of
the local telcos' stubborn opposition.
On behalf of its largest duespayers, the
National Cable Telephone Association
had lobbied hard for the bill.

The legislation would have eliminat-
ed state barriers to cable's competing
with the incumbent telephone compa-
nies. Cable operators determined to
enter the business must now fight to
remove the restrictions state by state.
Today, only six states have opened the
door to competitors in the local loop.

Most of the state restrictions apply
only to POTS. Until the restrictions are
lifted, cable operators could leapfrog
voice telephony and start with the high-
speed data services and video telephony
for personal computers.

(The legislation also would have per-
mitted the telcos to provide video ser-
vices in their telephone service areas --
a practice banned by the 1984 Cable
Act. In supporting it, the NCTA figured
the telcos eventually would get into
video anyway by challenging the statu-
tory ban in court. In effect, the legisla-
tion may have slowed the telcos' entry
into TV, making it easier for cable to
meet the challenge.)

To cope with some of the entry obsta-
cles, leading cable operators have been
talking among themselves about jointly
pursuing the telephone business. The
telephone companies are "scale play-
ers," says Mark Coblitz, the top strate-
gist for Comcast. "We need to find a
way to operate on the same scale they
do."

The talks involve Tele-Communica-
tions Inc., Cox, Comcast, Continental

The telephone
companies are
"scale play-
ers...We need
to find a way to
operate on the
same scale
they do."
-Mark Coblitz

and, possibly, Time Warner. It is unclear
whether they now envision a national
venture or a series of local ones for each
of the major markets.

According to the operators, becoming
partners would have myriad benefits. It
would insure seamless interconnection
among the several cable operators that
typically serve a major metropolitan
area. It would allow for administrative,
operational and marketing economies.
And it would give the operators suffi-
cient financial muscle to keep up techni-
cally and operationally.

The operators also could insure
simultaneous introduction in many mar-
kets of new services such as video tele-
phony. For such services to take hold,
Coblitz says, consumers have to be able
to make calls to distant cities as well as
within their own. "You have to have a
critical mass."

Cooperation is "absolutely essential,"
says Cox's Woodrow. "Do you need all
the systems in a market? Probably not.
Do you need a majority of them? Yes."

Winning PCS spectrum at the upcom-
ing auction will be expensive. The gov-
ernment expects it to raise $10 billion -
$12 billion in all. To stay in the bidding
with the regional Bell operating compa-
nies, non -Bell cellular telephone opera-
tors and who knows who else, the cable
companies will do their best to pool
their resources.

According to industry sources, Cox,
Time Warner, Comcast and Sprint are
trying to put together a venture to joint-
ly tackle PCS. TCI also may be involved
in the talks. In addition to being the

third -largest long-distance company,
Sprint is the ninth -largest local telco
and the eighth -largest cellular telephone
operator.

Cox already has the guarantee of a
PCS license for the greater San Diego
market, having been awarded a licens-
ing preference for its pioneering PCS
work. Cox also was supposed to get the
spectrum for free, but it now looks as
though all it will get is a discount. Cox
likely will have to pay 80% or 90% of
the winning bid for spectrum in compa-
rable markets.

The cable -Sprint group has had meet-
ings with the Washington Post Co.'s
American Personal Communications
about its joining the partnership, the
sources say. Like Cox, APC was grant-
ed a pioneer preference for PCS spec-
trum covering the Washington -Balti-
more market.

The operators acknowledge that
"everybody is talking to everybody" in
preparation for the PCS auction. But
they clam up when asked precisely who
is talking to whom.

A union between cable companies
and the big long-distance companies is
also a strong possibility. AT&T, MCI
and Sprint would like nothing better
than to see real competition in the local
loop. The long-distance companies pay
some $30 billion a year to local tele-
phone companies for access to their end
customers. In other words, about 45
cents out of every dollar you spend on
long-distance flows back to the local
telcos.

"The cable companies' natural corn -
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"When seven
deep -pocketed
companies like
the RB0Cs are
...threatening
to take away
share from
your business,
you'd better
prepare to take
share away
from theirs."
-William Schleyer

plementary relationship is not with the
local telephone companies; it's with the
long-distance companies," says analyst
Sirlin. Long-distance and local cable
dovetail operationally, and they have
similar corporate cultures, he says. "We
are going to see cable companies hook-
ing up with Sprint or MCI."

With or without cable partners, MCI
wants into the local loop. Last January,
it announced plans to invest $20 billion
during the next six years to upgrade its

network, including $2 billion to develop
MCI Metro local networks in 20 cities
in the next two years. MCI has hooked
up with Jones Intercable to conduct res-
idential telephony trials in Alexandria,
Va., and Wheaton, Ill.

MCI is eager for cable, wireless or
even electric utilities to break up the
local telco monopolies, says Tony
Pomilla, director of access policy and
vendor development. The competition
certainly will drive down MCI's access

charges, he says. But, more important,
he adds, it will create fertile ground for
new products and services such asMC1
Business, a communications and infor-
mation service for businesses intro-
duced last month.

AT&T's enthusiasm for the local loop
with cable is not as clear. It just closed
on its purchase of McCaw Communica-
tions, a large cellular operator. But that
seems to be all AT&T can handle right
now. "It just isn't practical for us to talk
about what we might theoretically do
with cable and other carriers or go
swinging our big bat at this point," says
Richard Bodman, AT&T's top strategist
(see interview, page 26). (AT&T, as
Bodman also points out, is ready to sell
cable or anybody the hardware and soft-
ware for local networks.)

Cable also would benefit from a part-
nership with a long-distance carrier.
Cable could offer discounted long-dis-
tance service in a package with the local
service. Or, it might be able to use the
local service's established brand names.
It would be far easier for cable to crack
the local market with the MCI or Sprint
brand than with its own or a new one,
the operators concede.

When cable operators finally go to
market with their telephone service,
they may find consumers reluctant to
give up the security that comes from
sticking with the local phone company.
Consumers may have experienced too

Gloom and doom for local telcos
What happens to the local telephone companies if the cable
companies come rushing into their market? It ain't pretty,
according to a study by Philip Sirlin, an analyst with
Wertheim Schroder & Co. Because of competition from
cable and wireless telephone operators, he says, one half of
the telcos' current revenues "is significantly at risk," and
their cash flows and earnings will be placed "under enor-
mous pressure."

The telcos' market share gradually will drop from 100% to
70% or less, Sirlin says. Their prices will fall 20%-30%, and
sales and marketing expenses will rise sharply-from 6% to
at least 16% of revenues. (The projections are based on
AT&T's experience in the competitive long-distance busi-
ness during the past decade.)

What's more, Sirlin says, the market will shrink. Rev-
enues are as high as they are now-$95 billion per year-
only because local telcos operate in monopoly markets in
which regulators have permitted telcos to recover costs on
an inefficient plant and deliver a healthy return to share-
holders.

According to Sirlin, the competitors have a technological
advantage that will allow them easily to underprice the
incumbent telcos, which receive about $45 a month from

each home they serve. (The $45 includes the price of the
local services plus a chunk of the long-distance bill the tel-
cos take for providing local access.)

By Sirlin's calculation, either the wireless or cable opera-
tor can install the equipment necessary for local service for
about $500 per home. That means its payback on capital
could be just $8 a month, or about 20% a year. Add anoth-
er $10 a month in operating expenses and the total monthly
cost per home amounts to just $18, far less than the telcos
now are taking out of each home.

The big picture is equally promising for the competitors.
For $500 per home, they could hook up every one of the
100 million telephone homes and businesses in the country
for $50 billion, not such a large number when viewed
against the $30 billion the long-distance companies pay the
telcos for local access each year.

Confronted with such competition, the telcos will be
forced to lower prices for local services at the same time
that they are losing the internal subsidies for the services
due to competition from alternate access providers in long-
distance access and intraLATA tolls.

"That's exactly why the box closes on them," says Sirlin.
"There is no way out." -HAJ
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many service outages and late or incon-
siderate cable technicians to trust cable
operators with their telephone.

A BROADCASTING & CABLE survey of
1,000 cable subscribers last spring
found that 27% were willing to buy
video services from their telephone
company, but only 8% were prepared to
buy telephone service from their cable
company.

And a just -released consumer survey
from the EDS consulting group con-
firms the findings. Two-thirds of the
respondents say they would consider
integrated cable/telco service. Of those,
just over half had a preferred provider.
Although 26% said they would buy it
from the local telephone, and 21% from
a long-distance company, just 6% say
they would buy it from the local cable
operator. The survey did not ask con-
sumers what they would think of a joint
long -distance -cable offering.

Of course, lower prices will attract
some consumers, if the laws of eco-
nomics continue to hold. And if cable
demonstrates it can deliver service
comparable or superior to that of the
telcos, other consumers will follow.

The operators believe they can

undercut the telcos on price, assuming
that they can, as they hope, equip a
home for telephone service for $300 or
$400.

But they also believe they have more
to offer their customers than simply a
lower price on basic service. Cable
could offer a wider flat -rate service
area, allowing subscribers to avoid
costly intraLATA tolls, and they could
package telephone with video services.
"The key is creative marketing," says
John Aronsohn, a consumer communi-
cations analyst for the Yankee Group.
"Cable operators could say, 'I'll give
you HBO at half price if you take tele-
phone service from us.' "

Cable will have an edge by having
more sophisticated, up-to-date software
undergirding its network, says Glenn
Britt, president, Time Warner Ventures.
For instance, he says, cable will be able
to add a second line to a home electron-
ically without having to send out a
truck, says Britt. And it will be able to
remotely monitor every link in the net-
work to insure a high level of reliabili-
ty, he says.

The good news for cable is that many
cable systems are already telephone -

All cable is divided
into three parts

Through a formal request for proposals, CableLabs has asked vendors to pro-
pose telephony solutions for three types of systems, each representing an
entire class of system. Because the three systems have different economics,
telephone ambitions and technology, the RFP presupposes that each will
demand a different telephony game plan from the vendors.

Metrocom system-The big -city Metrocom system serves 91,000 sub-
scribers (65% of the 140,000 homes passed). Its 750 mhz fiber -coaxial network
is capable of delivering up to 110 analog TV channels. Its headend and seven
hubs are linked together by two fiber networks-one for distribution of analog
video, the other for digitally compressed switched video and transport of tele-
phone signals. It also has a separate Alternate Access Provider (ALT) network
for providing private -line and long-distance interconnection for large business-
es. Unlike the Anytown and Smallville systems (see below), it plans to use
switching equipment in its telephony service.

It expects to offer plain old telephone service-POTS-to 42,000 homes
(30% of homes passed) and to sign up 21,000. It plans to offer high-speed data
services within six months after the POTS rollout and video telephony within
two years after POTS.

Anytown-The Anytown system serves 37,500 of the 50,000 homes it pass-
es (75% penetration). Its fiber -coaxial 450 mhz plant is designed to be upgrad-
ed to 550 mhz when economically feasible. Before the upgrade, it can dedicate
two channels for telephony. If all goes well with the introduction of telephone
service, it expects to provide basic telephone service to 10% of its cable sub-
scribers after two years; 20% after three years, and 30% after five years.

Smallville-The "classic" Smallville system serves 3,600 of the 4,000 homes it
passes 30% penetration. Its 330 mhz all -coaxial plant is capable of just 40 chan-
nels of service. It's planning an upgrade to 550 mhz with two-way addressability,
but is holding off on fiber until it knows more about the potential of telephony in a
system its size. -HAI

ready. Five years ago, the industry
began to deploy a new network archi-
tecture, installing fiber optics lines to
the neighborhood and using the exist-
ing coaxial cable for the final run into
the home.

The hybrid fiber -coax systems not
only improve service quality and relia-
bility, but also allow for expanded
channel capacity. The systems give
operators a platform suitable for tele-
phony and other two-way services.

The big cable operators already
have experience in the telephone busi-
ness as alternative access providers.
ALTs, as they are known, provide
direct long-distance access and pri-
vate -line services to large businesses
looking to cut their local telephone
bills. The operators see it as an impor-
tant first step toward offering full-
scale telephone service, including
homes and small businesses. "It's get-
ting your toe wet for sure," says Conti-
nental's Schleyer.

By some measures, the nation's
largest ALT is the Teleport Communi-
cations Group, which operates 17 net-
works in 19 markets. It is owned by
four cable operators: Cox (30.6%), TCI
(29.4%), Comcast and Continental
(20% each). The same companies are
involved in forming the local cable tele-
phony consortium.

Other cable operators in the ALT
business include Time Warner, Cable -
vision and Jones Intercable. Time
Warner announced last December its
intention to buy into the TCG partner-
ship, but most now doubt that any deal
will be done, possibly because of US
West's heavy investment and involve-
ment in Time Warner.

The ALT experience is invaluable to
those aiming for the consumer telepho-
ny market, the operators say. Because
of Comcast's involvement in the ALT
business, says Coblitz, the company
has "skilled telephone people," tele-
phone switches and other technology,
and relationships with local regulators
and telcos.

Time Warner and Cablevision seem
to be out ahead of the TCG partners in
making the jump from providing lim-
ited services to large businesses to
fullblown telephone service for all.
Both hope to make the move later this
year.

With the help of cooperative New
York state regulators, Time Warner
expects to roll out telephone service in
Rochester, while Cablevision plans to
introduce service on Long Island,
where its cable franchises cover the
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entire 516 area code. It all depends on
the hardware, says Joe Cece, president
of Lightpath Inc., Cablevision's tele-
phone unit. "We've got to get the ven-
dors to deliver on their promises."

It is strategically essential for Time
Warner to be prepared to move from the
ALT to the local telephone business,
says Britt. For Time Warner, the ALT
business becomes "less interesting in
the long term."

Today, ALTs have been able to cap-
ture a piece of the long-distance access
business, partially because regulators
have kept the telcos' access prices arti-
ficially high so that they can subsidize
their basic local service, Britt
explains.

Once real competition develops and
government steps out of the picture,
"pricing will get rationalized," Britt
says. Access, along with intraLATA toll
prices, will come down, he says. That
will make it tougher for the ALTs, but
without the subsidies local rates will
tend to go up, creating an opportunity
for cable in the local business.

If the cable operators were to remain
in the ALT business alone, the tele-
phone could cut prices in the access and
private -line businesses to meet the
competition and raise prices in the local
telephone services to offset the losses,
Britt says.

Cable's telephone strategy winds
through a 210 -page request for propos-
als issued by CableLabs in August on
behalf of its members, who serve 85%
of the nation's cable subscribers. TCI,
Comcast, Continental, Cox, Time
Warner and Viacom have pledged to
buy equipment through the RFP.

In essence, the document asks hard-
ware and software vendors and system
integrators how to provide telephone
services on cable systems and how
much it all will cost. The services envi-
sioned by the RFP include not only
POTS but also video telephony and
high-speed data transmission.

"This is the first step toward provid-
ing telephone services for residences
and small businesses, says CableLabs
President and CEO Richard Green.
"The idea here is to find technology
that will allow rapid entry."

The deadline for responding to the
RFP has been extended to this Friday
(Oct. 7). But given that some 90 com-
panies have notified CableLabs of their
intent to bid, Green says, "we are opti-
mistic we will get some good ideas."

Demanding performance "equal to or
better than" that of the telcos, the RFP
calls for systems interoperable with

"If we can get
into telephone
with lower cap-
ital costs and
lower operat-
ing costs than
the incum-
bents, then
why don't we?"
-David Woodrow

other existing local and long-distance
networks as well as future PCS net-
works. And the systems have to support
all the user equipment that rides on
today's telephone lines-computer
modems, fax machines and answering
machines.

The RFP asks for information on
every type of cable system: the big
urban system with high -capacity fiber -
coax architecture; the suburban fiber -
coax system with 50,000 subscribers,
and the small all -coax system serving
fewer than 5,000 subscribers (see box,
page 20). Nobody is to be left out of the
telephone game.

Even if the cable operators could
magically repeal state barriers to cable
or anyone else competing in the local
loop, they still would have tough regu-
latory hurdles to overcome.

Chief among these sticky issues are
interconnection and number portability.
Until the far-off day when a cable oper-
ator wires every home in his market for
telephony, it will have to interconnect
with the local telco to insure its cus-
tomers can reach anyone and receive
calls from anyone.

It's not so much interconnection per
se that causes the trouble, but the terms
and conditions of it. They can make or
break an alternative telephone service.

There are plenty of skeptics about
whether the telcos will provide inter-
connection on reasonable terms. "Will
the RBOCs walk the talk when they
say they're prepared to open their net-
works to competitors?" asks TCI's
Ravenel.

The mutual -compensation deal

Time Warner struck with the regula-
tors and Rochester Bell in Rochester
could be a model. Under the terms of
the deal, Time Warner pays the telco
for each call it originates and the telco
terminates, and the telco pays Time
Warner for each call it originates and
Time Warner terminates. Because the
telco serves and will continue to serve
many more homes, says Britt, Time
Warner will be a "net payer" to
Rochester Bell.

"It's got to be reciprocal compensa-
tion," says Lightpath's Cece. "If we can
get economically viable interconnec-
tions terms and rates, we will be ready
to compete; we will be anxious to com-
pete."

Another loaded issue is number
portability, which boils down to
whether customers can keep the tele-
phone numbers they were assigned by
the local telco when they make the
switch to cable or some other com-
petitor. It's not a big deal for most
individuals, but it is for many busi-
nesses that have invested heavily in a
number through advertising or simply
don't want to replace reams of sta-
tionery.

If cable can overcome the regulatory
hurdles, the technical obstacles and the
marketing challenges, it may reach the
$95 billion pot of telephone gold. But
the telcos are powerful companies that
will prove tough competitors and, not
incidentally, a real threat to cable's core
video business.

"We are going after a very large mar-
ket," says Cece. "But we are David in
this field going against Goliath." now
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AT&T focuses on the medium
rather than the message
Telco sets its sights on creating local broadband multimedia networks
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At last January's winter Consumer
Electronics Show in Las Vegas,
AT&T embarked on an exciting
trip down the wide river of

voice, data and video. For the benefit of
onlookers, Robert Kavner, AT&T's res-
ident multimedia visionary, stood in the
AT&T booth and played a video game
against Sega of America President Tom
Kalinske in the Sega booth in another
building. Central to the game was Edge
16-a bit of AT&T technology that
allows people not only to play games
by phone, but to talk to one another on
the same line.

The gadget symbolized the role
AT&T sees for itself in the coming
years: a supplier of multimedia tech-
nology and networking enabling all
sorts of interactive applications. Kavn-
er, the evangelical head of AT&T's
Multimedia Products and Services
Group, called the underlying technolo-
gy of Edge 16 "part of the DNA driving
the interactive multimedia revolution."

In June, Kavner left AT&T for Holly-
wood's Creative Artists Agency to act
as a bridge between the multimedia
technologists and the creative commu-
nity. Two months later, the company
said it was scrapping Edge 16.
Nonetheless, the drive to create multi-
media networks and to encourage their
use remains at AT&T.

As the intelligence of telecommuni-
cations networks migrates from cen-
tralized hardware to decentralized, cus-
tomized software, AT&T is pushing
hard to be a leader in this new realm,
says Ken Zita, a partner in New York -
based telecommunications consultancy
Network Dynamics Associates. "It's
not a slam dunk for anyone, but AT&T
is as well prepared as any manufacturer
in the business, and more prepared than
most," he says.

Zita, who left AT&T in 1989, sees a
positive shift at the company in the inter-
vening years. "They've...sort of woken
up to the fact that they have to pay atten-
tion to the world," he says, "as opposed
to the world paying attention to them."
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"We are trying to be the
master builders domestical-
ly and globally of
advanced telecommunica-
tions systems," says
Richard Bodman, AT&T's
top strategist (see inter-
view, page 26). "Over the
past three years, we were
very much in a learning
and experimental phase.
Now we have decided,
particularly in the com-
mercial markets, to bring
video and voice and data
together in a multimedia set of services
onto our core network services and
deploy them broadly."

What this new phase means is that
AT&T plans to do for multimedia what
it has been doing for conventional
telecommunications for years. Draw-
ing on its products and research -and -
development arms, it will build local
broadband networks to support multi-
media services. It will help develop
those services. And it will establish a
national broadband network, intercon-
necting the local networks with each
other and with national servers, reser-
voirs of digitized video and multime-
dia programing.

One of the challenges of embarking
on any major deployment at a company
like AT&T arises from its size. Its 1993
revenues were $67 billion, three times
those of the entire cable industry. Most
of the revenues flow from its position
as the nation's dominant long-distance
telephone company.

Multimedia initiatives at AT&T are
spread across its numerous business
groups and units. The prevailing corpo-
rate philosophy seems to encourage indi-
vidual enterprise among them. "I don't
spend a tremendous amount of time wor-
rying about coordinating them," says
Bodman. "That isn't to say people like to
be sloppy, but as a practical matter, we
gain some real advantage letting a few
flowers grow in the company."

That's also not to say that there is no
desire at AT&T to make the whole
more than the sum of its parts. Two

-"11.111111"' years ago, the company set up
several groups to focus on

marketing and technology
outside the company's
principal businesses.
Heading the group devot-
ed to video and multime-
dia is Doug Dunn.

Aside from keeping an
eye on the markets, Dunn
says, he's responsible for
making sure that different
products and services
work together, that the
wheel isn't re -invented in

different parts of the corporation, and
that technological and marketing exper-
tise is shared and re -used. For instance,
he says, his group helps link the people
from different corners of the company
working on interactive TV trials.

It's not easy, Dunn says. "Facilitating
that interoperability is really a fair chal-
lenge to us." He adds: "It would be real-
ly unusual for new solutions to come to
the market that were optimal for every
piece of AT&T."

The real focal point for the future
services is the Consumer Video Ser-
vices group, which moved out of the
Multimedia Products and Services
group Kavner had headed and into the
Communications Services group, the
home of AT&T's bread-and-butter
long-distance services.

CVS is dedicated to "understanding
what services-primarily wideband or
broadband-AT&T should pursue as
networks are upgraded to the residen-
tial market," says CVS General Manag-
er Dave Carter.

The CVS's highest -profile efforts
are the interactive TV trials with Via-
com in Castro Valley, Calif., and with
GTE's system in Manassas, Va.
There's plenty to learn, says Con Bros-
nan, trial services director: "How do
we interface with the consumer who
has no background at all in computing,
has never used a CD-ROM? Every-
body in print seems to have an opinion
about what this industry's going to be
about. And I think that this trial [Cas-
tro Valley] is going to be the first fac-
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tual accounting of what's real or unre-
al about this business."

"We believe that for video services to
the residence, the storage -versus -trans-
port cost equation forces the content to
be stored locally," Carter says. "There-
fore, that will drive a need for some
kind of national distribution of content
to a family of local servers or distrib-
uted servers. So we've identified that
opportunity and, in fact, will
try to implement a small
version of that when we
have both Castro Valley and
Manassas up and running.
So it's [transmitting content]
into the local server, keeping
track of inventory, making
sure things that are Castro
Valley -specific end up in
Castro Valley, and things
that are Manassas -specific
end up in Manassas. We see
a business opportunity
there."

How big a business is
national multimedia net-
working? Carter isn't will-
ing to say. "We've tended to
treat this as an end -to -end
architecture and solution"
rather than "divide these up
into parts and say which
ones are bigger/better/best."

If not the information
superhighway's "master
builder," AT&T Network
System is certainly an
important general contrac-
tor. The group has
announced agreements to build broad-
band voice/video/data networks for
Connecticut -based SNET (500,000
customers in the state), Southwestern
Bell (up to 47,000 homes in Richard-
son, Tex.), Pacific Bell (more than 1.5
million California homes by the end of
1996) and Bell Atlantic (20 mid -
Atlantic markets within five years).
AT&T also is working as systems inte-
grator for Bell Atlantic.

And as it is selling the gear that will
bring video to telcos, Network Systems
also is working to bring telephony to
cable. It is supplying an ATM switch
for Time Warner's full -service network
experiment in Orlando, Fla., and tenta-
tively has agreed to be the primary sup-
plier and systems integrator in upgrad-
ing other Time Warner cable systems
for telephony.

In AT&T's efforts to lower local
access costs, Network Systems is "the
secret weapon," says Berge Ayvazian,
senior VP, the Yankee Group. "Net-

work Systems is carrying out the mis-
sion that other parts of AT&T can't per-
form directly-that is, working to bring
the cable TV industry into the main-
stream of telecommunications that
allows them to become competitors
with the phone companies."

AT&T "can't start taking 50% of [its]
access traffic and giving it to Teleport
[Communications Group] in the

telephone network copper wire. Called
VideoSpan, the Asymmetric Digital
Subscriber Line (ADSL) technology is
appropriate for two major U.S. applica-
tions, says Frank Wiener, director of
business development for AT&T Para -
dyne's advanced transmission tech-
nologies business unit. One is as a rela-
tively inexpensive way to test interac-
tive video services, he says. The other

is as a way to meet universal
service commitments for an
interactive video network:
VideoSpan would be a cost-
effective way to deliver
video to poorer neighbor-
hoods, where economic pro-
jections wouldn't justify the
expense of a broadband net-
work, he says.

AT&T Paradyne says its
technology is being used in
11 trials worldwide, but the
only company in the U.S.
using ADSL for home video
delivery is Bell Atlantic. As
a prelude to the broadband
network to be built by
AT&T Network Systems,
the Baby Bell is using
ADSL in a 300 -home tech-
nical trial of video on
demand in Northern Vir-
ginia. Bell Atlantic also
plans to use ADSL in a
2,000 -home trial and in one
of the five metropolitan
areas where it has applied to
build a hybrid fiber -coaxial
cable network. According to

Wiener, one of the challenges of mar-
keting ADSL in the U.S. is that telcos
feel they must deploy fiber -coax net-
works to compete with cable in video,
even if the economics are a stretch.

AT&T is not particularly interested
in creating content, although it has
stakes in video game -maker Spectrum
Holobyte and in educational software
company Knowledge Adventure. What
the telco definitely is interested in is
"hosting." Vincent Grosso, who is
supervising content development for
the Castro Valley trial, explains: "We
don't own your content. You own it.
You're paying us a fee to push it down
the network and quality -control it.
We're friends of content, facilitators of
content, which in essence is an exten-
sion of the business we're in today."

When pressed, Grosso doesn't rule
out deeper involvement in content: "It's
something we want to learn. There may
be a gap between content and the net-
work that we can fill." nrw

"It would be really
new s

olutions to come to the
market that were
optimal for every
piece of AT&T"

-Doug Dunn

"We don't own your con-
tent. You own it You're

paying us to push it down
the network and quality -

control it We're friends of
content, facilitators of

content, which in essence
is an extension of the

business we're in today."
-Vincent Grosso

absence of customer demand," Ayvaz-
ian says. But on the Network Systems
side, it can become very aggressive at
providing cable companies with the
turnkey network solutions they'll need
to compete vigorously with the Bell
companies." TCG is a cable -owned
company that provides alternative long-
distance access and private -line ser-
vices for large businesses in several
markets.

(The head of Network Systems'
global public network unit, Dan
Stanzione, also is chairman of Interac-
tive Digital Solutions [IDS], a joint
venture between AT&T and Silicon
Graphics [SGI]. Based in Mountain
View, Calif., IDS aims to develop soft-
ware to integrate SGI servers into pub-
lic networks.)

Separate from AT&T Network Sys-
tems, AT&T Paradyne, the successor to
a company that AT&T purchased in the
late 1980s, is marketing its technology
for transmitting video over existing
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AT&T intends to be a major player on

the information superhighway and in

the new multimedia services that will

travel over it. And given its status as

the world's largest telecommunica-

tion company, it seems to have the

financial wherewithall, the talent and

the technology to fulfill those ambi-

tions. Helping to make sure the

resources are applied efficiently and

properly is Richard Bodman, senior

vice president, corporate strategy

and development, and a member of

the top-level Management Executive

Committee. In this interview with

TeleMedia Week's George Mannes,

Bodman outlines AT&T's strategy for

fostering construction of competitive

full -service local networks, while

developing what amounts to a broad-

band long-distance network to inter-

connect them.

Cable operators and others are providing
local telephone services to large busi-
nesses In some markets. They are plan-
ning eventually to extend the services to
homes and small businesses. How
Important are these alternative carriers
to long-distance companies?

The long-distance carriers, as an indus-
try, share the problem that local distrib-
ution today is a monopoly. And it is a
big-time problem in spite of the fact
that others tend to play it down. And so,
the long-distance industry is looking
for every alternative that it can find and
is encouraging competition in the local -
access market.

Over a long time-and I'm going to say
five -plus years-the cable companies
clearly could begin to develop a viable
alternative by either adding wireless
capabilities to the networks or upgrad-
ing their networks so that they are two-
way communication networks.

The long-distance industry is going to
have to find some way to stimulate that.
At AT&T, we have developed and inte-
grated the technology to allow any-
one-be it a company or fiber-optic
loop-to build a competitive network,
both in today's narrow -band environ-
ment and in tomorrow's broadband

AT&T's Badman:
Making the
most of t
biggest

environment. And we offer it for sale at
competitive prices to anybody who
wants it. We've urged everybody to get
into the business, and we've said we'll
help you get there by building it for
you, operating as a systems integrator
and equipment- and -systems developer.

But you don't think cable will be a signif-
icant factor for at least five years?

First, it's extremely complex to build
and make work even a simple telephone
network that competes effectively with
what the RBOCs have on the table
today. Second, the cable companies are
going to have to garner the capital,
which takes a little while, and commit
to spending those funds to upgrading
those networks. And third, when they
go out to start getting customers, it just
takes a while to get enough mass so that
you really are a viable alternative to the
local phone companies.

So even if they run as fast as they can, I
still don't see more than five or six percent
of local access being delivered through
cable companies or alternate access carri-
ers over the next five or six years.

Other than equipping cable operators to
provide alternative local outlets for you,

do you see any other business relation-
ships with cable?

AT&T has just completed an enormous
acquisition [of McCaw Cellular Com-
munications], which we have to round
out and carry forward. And we're oper-
ating under certain consent decrees in
connection with the acquisition. It just
isn't practical for us to talk about what
we might theoretically do with cable or
other carriers or go swinging our big
bat at this point. I think what's practical
for us is [to] develop the very best rela-
tionships that we can with everybody
that's out there trying to provide
advanced local access.

Cable is interested not only in voice tele-
phony but video telephony as well? Is
AT&T still a believer in the picture phone?

Clearly, from the network -systems -
and -products point of view, it is our
intention to develop and market video
telephony technology for the local mar-
kets. The network systems part of our
company is dedicated to developing
those technologies and getting them in
place, and right now is involved in sev-
eral experiments or programs to do that.

With regard to our service desires,
we think ultimately that video telepho-
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ny delivered into the home is a very
important thing. And we think both the
phone companies and the cable compa-
nies are going to be enormous suppli-
ers, and possibly partners, for members
of the long-distance industry in deliver-
ing that. What I can't tell you is what
AT&T's specific plans are at this point,
but we intend to be engaged in that
game significantly.

Cable talks about building fully interac-
tive broadband networks capable of
delivering video services to homes from
video servers, computers stocked with
digitized video for quick retrieval. Do you
share that vision?

It's a likely outcome over time. But it
also applies to the phone companies that
seem to be headed [there] at a very high
rate of speed and, more than the cable
companies, are putting dollars on the
table to develop those networks. You
know, we've received about $20 billion
worth of contracts in the past six months
to put in networks that would be capable
of doing that for the phone companies.
We haven't received a lot in the way of
business from the cable guys. They
haven't really started to spend that
money yet.

The concept of servers-platforms
for storing in digital form all kinds of
stuff-makes a lot of sense. There are
some things that will be more practical
being stored at the local level, and there
will be some things more practically
stored in a more national -network envi-
ronment. Where AT&T sees itself is
hosting some of these nationally dis-
tributed activities and providing the
core services for billing, transaction
control, clearing and engagement of
customers on a nationwide basis.

There is going to be a whole web of
activities for which servers will be very
important. And, again, I think you're
looking at five years before the fire is
lit. There really is a race between telcos
and cable to build those networks, but it
will probably be about five years before
it really begins to move.

Why are the phone companies moving
faster than cable companies at this
point?

Well, I think it's a question of who's got
the dollars. I think there's no lack of
desire on the part of the cable compa-
nies, and there's no lack of imagination
or entrepreneurship. It's just that
they've got to put together programs
that make sense to their banks-to
whom they already owe money-and to
people who will provide money in the
future. And, at the same time, they're
chasing a content play that costs them
more money.

What do you mean by "chasing a con-
tent play"?

Take [Tele-Communications Inc. Presi-
dent John] Malone. He's done a very
good job of getting control over certain
aspects of the programing as well as
having built up his networks. So that
means he deploys funds in two ways at
once. I don't make light of what he's
doing, I'm just saying it requires that he
stretch his dollars in a lot of directions.

What kinds of services are suitable for
local servers? For national servers?

Let's take something as simple as
movies. I don't know that there's any
particular advantage to having movies
stored in a single national place. You
probably can afford to have movies
stored on servers in a local environment
so that each community can decide
what movies it wants to show its cus-
tomers. So I don't see that as something
where it's naturally a nationwide issue.

On the other hand, if you're talking
about a big-time sporting event or some
kind of activity that has interaction,

then a national network becomes very
useful. If you're running a nationwide
chatting service or forum service or
having a town hall meeting on a nation-
al basis, that's the kind of thing we can
do in a national network much more
economically. And we have the massive
switching and handling capability to
clear all that activity.

So you see AT&T providing the same
kind of national networking function for
video as it traditionally has provided for
voice?

Absolutely. You put your finger on
what I would consider the mainline
business of AT&T. We have to be able
to interconnect with full functionality
for voice, video, data and interactivi-
ty-anything that goes on at the local
level. In fact, we've got to be leading
that. We're very much at work to try to
put our network into that condition.

What do you and other teico executives
mean by "hosting"?

In the past, AT&T has made its money
letting Andy talk to Joanne. We haven't
had the faintest idea what they talk
about or what they do. All we do is
hook them together, and they make
their own entertainment. More and
more we're looking at people using our
network in a multimedia way to do the
same thing, but they don't want just to
talk. They may want to share docu-
ments, they may want to share images,
they may want to entertain one another.
We need to provide an environment in
our network so that they can use all
those facilities. That's what I call host-
ing.

Hosting is different from packaging.
We have been looking very hard at
online kinds of services where people
call our network, not necessarily to talk
to somebody else, but to call us as the
end point to get information. So there's
a confusion sometimes between what I
call hosting, which is the former, and
packaging, which are these online ser-
vices. You're going to see us active in
both of these areas.

The first place where hosting is actu-
ally coming into reality here at AT&T
is in the commercial market. We're tak-
ing Lotus Notes and Novell LAN soft-
ware and putting it up in the network
and creating an environment whereby
an insurance company or a computer
company or a hotel company can man-
age their relationships with their cus-
tomers.

Can you talk a little bit about AT&T's
involvement in interactive TV trials-
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with Viacom in Castro Valley, Calif.,
and GTE in Manassas, Va.? What do
you expect to be learning from them?
How important are they?

Since we are out there as a sort of master
builder or general contractor for these
kinds of broadband two-way interactive
systems, we intend to come away from
those two studies having a really good
understanding of how it works and how
it doesn't work. And that's from a tech-
nical and network -operation point of
view, which is probably esoteric to the
consumer but absolutely vital for us
because we have to deliver these sys-
tems up -and -running on a rather massive
basis over the next five to ten years. So
those projects are invaluable to us in
working out those corners of the tech-
nology that need to be done to make the
whole thing work well.

They're also terrific for learning
about what the consumer patterns are,
what's going to be attractive to them,
how much delay they can tolerate when
they push their button to try to get
something started on their TV set before
it comes up, which features are going to
be selling at any particular time.

So you've got everybody watching
this same digital piece of information in
a slightly different sequence and differ-
ent form. You hear all sorts of theoreti-
cal things: "Well, I can handle 6,000 of
those people at once. I can handle 250
people at once." You don't know the
answer to that question until the equip-
ment's in place, until you see what the
customers tolerate, and you see how it
really works on a massive basis.
28 October 1994

How does a company as big as AT&T
coordinate its activities to make sure its
various business units aren't duplicating
efforts or wasting resources?

1 don't spend a tremendous amount of
time worrying about coordinating
them. That isn't to say people like to be
sloppy, but as a practical matter we've
gained some real advantage letting a
few flowers grow in the company.

How important is it for AT&T to achieve
internal synergies?

We make money both from synergy and
from tension. A little bit of competition
helps us do things a little bit better. But
let me back up a minute. When you refer
to our business units, keep in mind they
are gigantic businesses. Our Communi-
cations Services business group is a $45
billion company. So we're very, very
serious about those business units being
able to maximize their profits and market
opportunities in the market. And we're
going to be very reluctant here at the cor-
porate center to say, "You can't do some-
thing," just because it causes a little prob-
lem for somebody else in the building.

The Network Systems group is a $10
billion -$12 billion business. Our prod-
ucts end is another $8 billion -$9 billion
business. So we are not about to change
the motivations and requirements of our
big business groups out there in the mar-
ket because there is a little managerial
roughage from time to time about whose
device gets put in whose solution.

AT&T traditionally has been reluctant to
get into content. How strong Is that
reluctance today?

Let's start at the lowest end. We've
always provided some content in the
form of directories, and I don't make
light of that. Those were big business-
es for us. And we have new kinds of
networks: the video networks, Internet
kinds of networks, where you have to
have directories for people. So we're
continuing in that content mode. Sec-
ond, to the extent that we get involved
in online services, we're obviously
going to have to make relationships
with content providers just as all the
other competitors in the industry do.
[There's no] way that we would run it
materially differently from others in
that business. So we will have increas-
ing involvement with content providers
to bring their content to our customers.

But I do not see AT&T putting its
dollars behind the development of any
kind of entertainment content or pro-
graming activity. That just isn't a skill
that we have. The power of this compa-
ny is in its networking capability. And
it's in making all sorts of different
things plug and play and work over a
really broad area.

When we hear of all the things AT&T Is
trying to do, we are reminded of Congress
trying to do health care, campaign -finance
reform and deal with Haiti, all In the few
weeks before the members rush home to
get re-elected. How do you prioritize?

My office encourages the creation of an
entity like Doug Dunn's to go around to
the business units and say, "If only
you'll look at these things collectively
for a little bit, you can see how impor-
tant this is going to be to our future."

What Kavner did for us during the
past three years, particularly in that
area, was to convince us that this is not
just something on the edge, this is a
mainline activity for this company
during the next 10 years. The
announcement of WorldWorx on the
commercial side of our business is a
very big deal. This is a commitment to
make video, data and audio go over
any kind of access device-be it a
computer or a telephone-as seam-
lessly as regular telephone calls hap-
pen today. And that is one hell of a lot
of work. You've seen a couple of our
major competitors announce programs
that purport to be doing these things,
and I can assure you that it just isn't
simple. It's a tough task.

What's happened now is we've
brought that into the mainline parts of
our business and said, "Make it work.
Take off." So in that part, I've done my
job. I can sit back and just say, "Exe-
cute, execute, execute." now
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Ed Horowitz and the theory
of new media parallelism
Viacom's interactive media chief believes computer and TV initially will remain distinct markets

1-1444 gem4e4

Ed Horowitz has a definite vision
of the migration to interactive
television. One thing he can see
already is that it isn't going to

happen overnight. Another is that the
TV and computer, rather than a merg-
ing hybrid, will be on parallel tracks, at
least at the outset.

Horowitz expects a million U.S.
households will have access to the first
generation of interactive television ser-
vices by 1996, with an additional 4 mil-
lion added each year thereafter.

Horowitz, chairman and CEO of Via-
com Interactive Media as well as senior
vice president, technology, for Viacom,
presides over three new departments
(interactive TV, software publishing and
online) that are moving quickly into the
business of creating interactive media
and have the wherewithal to be a major
force in those evolving niche markets.

As Viacom puts the finishing touches
on its purchase of Paramount, and works

to add Blockbuster to its stable, the com-
pany is on an acquisition binge that will
bring new talent and entertainment busi-
nesses to draw upon. Although Horowitz
is bullish on interactive media, he real-
izes that the core business of Viacom is
still television, Paramount's specialty is
films and Blockbuster is the pre-eminent
video rental store.

So, instead of reinventing the wheel,
Horowitz's strategy is to invest in grow-
ing markets and to experiment with
future technologies, all the while recog-
nizing that no one knows exactly how the
market is going to evolve during the next
few years.

The two home displays:
television and computer
Horowitz is not buying into the theory
that the telephone, computer and televi-
sion experiences are merging into one.
He believes, instead, that each is devel-
oping at its own rate and market
dynamic.

"There will be two separate displays

in the home for a while, one for the
television and the other for the personal
computer," says Horowitz. He points to
the important distinctions between the
consumer's passive relationship with
television while viewing a linear pro-
gram and the interactive nature of per-
sonal computing. The dynamics of the
two are changing, but each still consti-
tutes a distinct market. "We will devel-
op content for both, but consumers'
interaction will be very different on
each of the displays," he says.

Horowitz says those who use personal
computers usually sit at a desk, about 18
inches from the screen, and expect to be
engaged in highly interactive activities.
On the other hand, most TV viewers sit
casually or lie down at least nine feet
away from the television and do not nec-
essarily want to be "interactive." TV
viewers often are looking for a passive
experience, he says.

The way in which consumers spend
money on television and the personal
computer differs as well, he says. In the

Viacom's interactive scorecard
Viacom Interactive Media's definition of itself is "the division
that encompasses the new media, interactive television, online
services, radio, consumer products, technology, network oper-
ations and corporate information systems activities for Viacom
Inc." All of those departments report directly to Ed Horowitz.

 Interactive Television Services-This division is
responsible for the development of broadband interactive
TV applications for both the telco and the cable industries.
Horowitz sees this division as a place where "nonlinear,
more personalized programing" will be developed. Geoffrey
Darby, recently named president, will oversee programing
initiatives under way with AT&T and Nynex in the Castro
Valley, Calif., trial. Darby formerly worked for Whittle Com-
munications' now -defunct Medical News Network and
before that helped to develop Nickelodeon/Nick at Nite.

 Viacom New Media-Is involved in software publishing
from production and development to distribution and market-
ing. It is creating interactive software for standalone multi-
media platforms, including CD-ROM, Super Nintendo Enter-
tainment System and Sega Game Gear and Sega Genesis.
Michele DiLorenzo is president of the division, which recent-
ly brought Paramount Interactive under its wing. DiLorenzo
oversees creative and technical development of all software

Nickelodeon's interactive screening room

properties and has ambitious plans to create a range of new
titles in the coming year.

 Viacom Online Services-Sueann Ambron was recently
named executive VP. In addition to moving Viacom into the
developing online services arena, she will also retain her
involvement in Paramount Interactive's Media Kitchen, a
multimedia production studio in Palo Alto, Calif. -MB
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case of a PC, consumers often invest
thousands of dollars in hardware and
then buy software that meets their spe-
cific interests. However, in the case of
adding interactive devices, such as
game players or digital set -top convert-
ers to existing TVs, there is greater
price sensitivity, and Horowitz believes
the price ceiling on these devices is
$350 or less.

Viacom is in the process of gauging
consumer interest in interactive televi-
sion services in its Castro Valley, Calif.,
trial with AT&T. The services being
developed for the trial are still in the
early stages, and Horowitz concedes it
will be several years before most Ameri-
cans have access to interactive television.

Focus on the
growing PC market
Although the narrowband online mar-
ket over existing telephone lines and
relatively slow speed modems is not yet
a big business, Horowitz says, it is
growing quickly, having eclipsed the 5 -
million -subscriber mark. It likely will
grow into a viable consumer market in
the next few years as more personal
computers with modems and com-
pelling services come onto the market.

The migration of online services to
broadband -based networks, by con-
trast, will take several years. From the
perspective of a content producer like
Viacom, the amount of resources it will
devote to these future networks de-

pends on how quickly the telcos and
cable operators build them.

Horowitz says there really are no
broadband systems available on a wide-
spread basis and that there won't be for
some time. The trials in Castro Valley
and elsewhere around the country serve
more as a guide for consumer research
than a real -market experience.

The reason for participating in the
early interactive television experi-
ments, he says, is to "learn how to cre-
ate the content for interactive televi-
sion." But Horowitz adds that develop-
ing numerous hours of programing for
the interactive television trials can get
very expensive. "The value added for
creating programing for interactive
television is far greater than anybody
has any idea of," he says.

Those getting into the trials, he says,
need to be "realistic about their expec-
tations" and must put caps on some of
the costs, especially when they are
often for only 5,000-10,000 homes.

"I wouldn't spend $220 million to
get into it," Horowitz says. Neverthe-
less, he believes it is "important to
invest in the changing consumer dy-
namic" and to recognize there is value
in creating new products for emerging
markets.

Horowitz thinks the growth of those
markets will be evolutionary, a series of
steps that may take longer than many
people expect.

In the first stage, which is under way,

navigation tools are being
developed to help consumers
find their way through a menu
of interactive choices. Viacom
has an equity position in Star -
Sight Telecast, which has
developed a proprietary elec-
tronic programing guide
enabling viewers to effectively
create a customized TV guide
(see box, page TK).

Horowitz emphasizes the
importance of simple, menu -
driven access to a wealth of
programing alternatives. As
more video content is residing
on servers, he says, it will be
crucial to have easy access to
the video -on -demand library.

In the second stage, Horo-
witz sees a bona fide business
in time -shifting: providing
customers with the conve-
nience of viewing what they
want, when they want it. Time -
shifting will begin to address
the issues associated with con-
sumer interest in on -demand

video programing, whether movies,
past programing or other videos.

Before television programers will
begin to create new services to run on
these as -yet -undefined systems, Horo-
witz says new technology, such as
video servers and digital set -top boxes,
will need to be deployed on a wide
scale.

During the third stage, Horowitz ex-
pects multiplayer networked games
will grow in popularity. He also sees
the CD-ROM applications now being
developed for the personal computer as
the seeds of the interactive television
services of the future.

Horowitz says content will "no
longer be linear," and producers and
developers will be "able to be scalable
both up and down." Thus, an applica-
tion may have one level of sophistica-
tion for the CD-ROM on the personal
computer, while another application
could be developed for interactive
television over a high-speed broad-
band network.

Even though Horowitz sees a logical
migration to interactive television over
the next several years, he says that Via-
com and Paramount's existing televi-
sion and film production businesses
will remain at the core of the compa-
ny's activities. He holds out the possi-
bility of Viacom's interactive media
ventures becoming a core business, but
thinks it will not be until well into the
next century. no
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INTERACTIVE SHOPPING
Retailing dream come true or just a dream?
Opinions are divided on how consumers will react to home purchasing directly through TV
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The image on the screen shows the
names of more than three dozen
automobile manufacturers-
from Acura to Volvo. The viewer

chooses to browse by type of car, and
selects "Sport Utility Vehicles." The
screen shows the names of a number of
models, and the viewer, by pressing a
button, selects Jeep Cherokee. The
viewer then sees a film of a Jeep being
driven on unpaved, bumpy roads, kick-
ing up dust while a voice-over describes
the vehicle's handling characteristics.
After the short film, the viewer clicks a
button and asks to see a list of options.
Choosing a certain color changes the
hue of the vehicle on the screen. Finally,
the viewer selects an option asking for a
test ride. A salesman stops by later in
the day with a Cherokee, and the home
shopper can take it for a spin.

Pie in the sky? A revolution in the
way Americans shop? It depends on
whom you ask. This description of an
electronic auto mall is from an informa-
tional film prepared by Time Warner
Cable, depicting a feature planned for
its full -service network in Orlando, Fla.
But although Time Warner expects
home shopping for cars, clothes and
other items to be a centerpiece of its
interactive cable system, some of the
companies selling the products aren't
so sure how consumers will react to
shopping from the couch.

"We've been in a lot of discussions
with Time Warner, but their film makes
it sound farther along than it really is,"
says Larry Dale, a marketing specialist
with Ford Motor Co. "Conceptually,
everything it shows is possible. But
practically, it probably won't occur for
some time."

Ford isn't alone in its skepticism.
Interviews with more than a dozen
retailers and direct marketers found that
most of them are at the window-shop-
ping stage when it comes to interactive
television-checking out what might be
available, doing some tests, but continu-
ing to put their faith in the department
store and the glossy catalogues they
send to the nation's mailboxes. Such
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Home shopping is getting a tryout in five markets through Catalog 1,
a joint venture of Time Warner and Spiegel

reservations on the part of the people
selling the goods, while not universal,
certainly reflect different assumptions
about the potential of interactive home
shopping from those of the people
involved in the cable businesses.

A survey of direct -marketing compa-
nies found a broad difference of opin-
ion between retailers and the cable tele-
vision industry about the short-term
potential of interactive home shopping.
The study, by the New York investment
banking firm Vos, Gruppo & Capell,
found direct -marketing companies ex-
pect interactive shopping sales to reach
$8 billion by 1998, well below the $20
billion estimate put forth by some cable
companies. Ten years from now, direct
marketers anticipate $28 billion in sales
from interactive media, compared with
$110 billion predicted by various peo-
ple in the television industry.

"I think a lot of the hype and over-
selling is related to the fact that the
cable companies have to be strongly
optimistic in order to keep the invest-
ments flowing, whether at the opera-
tional level for R&D or at the corporate

level where they have to bolster the
stock price," says Michael Petsky,
senior vice president and director of
research for Vos, Gruppo & Capell.

The banking firm, which specializes
in mergers and acquisitions in the
direct -marketing industry, defines inter-
active shopping as an activity in which
the customer controls what is being pre-
sented and the pace of the presentation.
The viewer also can order the product
through the medium. It includes screen-
based telephones, personal computer
networks and interactive television, but
does not include CD-ROM systems or
conventional home shopping, which
require the buyer to call a toll -free num-
ber to place an order.

The firm estimates that the cable and
telephone industries will have to invest
$200 billion -$300 billion to create the
infrastructure needed to reach every
household in the United States with
interactive capability.

Thayer Bigelow, president of Time
Warner Cable Programing, has said his
company will recover part of the $5 bil-
lion it will invest during the next five
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years by taking a share of the $2 bil-
lion -a -year home shopping business
and the $50 billion mail-order business.
The company's theory is that direct
marketers will pay the cable company a
share of every sale made on an interac-
tive network, money now presumably
going for mailing catalogues and other
advertising.

However, retailers and direct mar-
keters generally expect to see no
decline in what they now spend on cat-
alogues and retailing. And they cite a
number of reasons for their doubt that
interactive shopping ever will make
much of a dent in the conventional
shopping patterns:

 People go to retail stores for enter-
tainment and other reasons that have
little relationship to buying a specific
product. "Shopping is a social activity,"
says Patrick Adkisson of Seattle -based
Nordstrom. "Mothers and daughters go
for relaxation to the mall, shop together
and have lunch. You can't duplicate
that with interactivity."

 Direct marketers view their cus-
tomers as the type of shopper who likes
to buy through catalogues and who is
unlikely to switch to an air mouse and a
TV set. "We never see the printed cata-
logue outliving its usefulness because
there are a large number of people who
prefer to receive information that way,"
says Catherine Hartnett of L.L. Bean in
Freeport, Me.

 Cable television is many years
away from being able to reach all of the
customers that a catalogue can today.
"We don't even have cable television
here yet," says Pat Theodoros of The
Orvis Co., a fly-fishing equipment and

clothing retailer in Manchester, Vt.,
that mails 40 million catalogues a year
and has a dozen retail stores. "A lot of
our customers in rural areas may have
satellite, but that hardly has the pene-
tration broadcast does."

 With extensive testing just begin-
ning, no one yet knows how consumers
will respond to interactive shopping or
what the timetable will be for using the
new medium. "The biggest hurdle, more
so than building the electronic pipeline,
is finding that which consumers will
respond to," says Willie Doyle of
Lands' End in Dodgeville, Wis.

What isn't known-but is often
guessed at-is whether the expense of
producing such video material and
delivering it to the customer via expen-
sive digital electronics can be paid for
with increased sales.

Another unknown is who will lose a
sale when the customer orders mer-
chandise with an air mouse. Will cata-
logue sales decline? Will fewer people
go to stores? Will conventional home
shopping channels lose customers?

Time Warner is pushing the develop-
ment of interactive shopping with its
ongoing Catalog 1 trials in Rochester,
N.Y.; Pittsburgh; Milwaukee; Nashua,
N.H., and Columbus, Ohio. The trials
feature nine direct -marketing firms
consecutively running half-hour spots.

The Catalog 1 lineup includes
Spiegel and its Eddie Bauer subsidiary,
Sharper Image, Crate & Barrel, the
Nature Company, Williams -Sonoma,
the Horchow Collection, the Bombay
Company and Neiman Marcus. The
Catalog 1 venture is designed to give
the participants information on which

selling techniques work best, in prepa-
ration for taking part in Time Warner's
Orlando, Fla., experiment and other
interactive ventures.

Davia Kimmey, corporate vice presi-
dent of advertising for Chicago -based
Spiegel Inc., says her company is opti-
mistic about the potential of interactive
media: "Our belief is that the customer
likes to shop in a lot of different ways,
so we are a multichannel retailer. Our
goal is to be available-to be omni-
present to the customer."

Spiegel mails 313 million catalogues
and other direct -mail pieces each year
for its Spiegel and Eddie Bauer lines of
clothing. In 1993, 65% of its $2.34 bil-
lion in net sales came from catalogues.
The company operates 299 Eddie Bauer
stores and 10 Spiegel "outlet" centers.

Kimmey thinks that interactive shop-
ping will include long "infomercials"
such as those seen on Catalog 1 as well
as a viewer -controlled approach that
makes shopping on television more like
flipping pages in a catalogue to find the
boat shoes. She thinks research will
show that some customers prefer to sit
through half-hour spots and passively
learn about products before buying
anything, a sort of electronic window-
shopping. Other customers will know
what they want and go directly to it.

Another optimist about interactive
shopping is Sydney Klevatt, senior vice
president of marketing for Sharper
Image in San Francisco. The company
expects to mail about 28 million cata-
logues this year and also operates 75
retail stores that sell a range of travel,
electronic and high-tech consumer
products. Klevatt says the company's

Stores test video catalogue shopping
While the world waits for full-blown interactive TV shopping
with full -motion video, a number of less ambitious efforts are
under way to test shopper response to still pictures on the
screen.

In a suburb of Dallas, the IT Network last February began
to offer items from an electronic J.C. Penney catalogue. The
cable operator, Sammons Communications, has 150
homes participating in the test by way of coaxial cable and
regular telephone lines.

The IT Network viewer, after selecting "shopping" from
the range of choices on the screen, moves through a series
of menus to examine particular items. The customer places
an order with the remote control and at the end of the day
the set -top box automatically calls in the order via telephone
line to a J.C. Penney fulfillment center.

A J.C. Penney spokesman says the company has no firm
indication yet of how well the system is working. "People are
gradually becoming aware they have the service," he says.

"There's been some ordering, but it's too early to tell
whether it's really going to take off."

A different approach is scheduled for full testing in a sub-
urb of Fort Lauderdale, Fla., where Schertz Communica-
tions operates Coral Springs Cable. The Interaxx Television
Network will employ a set -top 486 -based computer config-
ured with a CD-ROM player that will interface with the signal
coming down the coaxial cable.

The customer will insert the shopping CD in the player
and view items from 75 retailers and direct marketers,
including Hanover House, Domestications and Hammacher
Schlemmer. The signal from the cable will update informa-
tion on the CD, telling the customer about color availability,
price changes or sale items. Each customer will receive a
new CD, updated with seasonal items, every three months.

The images on the CD will be still photos, generally from the
company's catalogue. Ordering will again be over the tele-
phone line connected to the machine atop the television. -PB
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Shopping in
While interactive shopping
on television still is in its
experimental stage, sub-
scribers to computer net-
works have been able to buy
products with the click of a
mouse for several years.

The big online networks-
CompuServe, Prodigy,
America Online and Genie-
have "electronic malls" that
allow users to browse
through various merchants'
"stores." Many of the mer-
chants sell computer hard-
ware and software, which
appeal to the high-tech mind-
set of those most likely to
use an online computer ser-
vice. But the number of other
types of specialty stores has
been growing and now
includes firms such as
Brooks Brothers, Lands'
End, Book -of -the -Month
Club, Hammacher Schlem-
mer, Patagonia, the Metro-
politan Museum of Art and
dozens of others.

But the success of online
shopping has been limited,
partly by the relatively small
number of online network
subscribers, but also
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CompuServe offers many options on its Electronic Mall.

because the presentation of
items for sale has all the
appeal of a black -and -white
classified newspaper ad.

The shopper sees no
photos or other likenesses
of the items for sale, only a
short description in the
same typeface as other
information on the screen.
The shopper uses a mouse
to select the "buy" option
when he or she wants to
order merchandise. The
product is charged to the

same credit card that the
online services firm uses for
billing.

Of the 22 million U.S.
households with a comput-
er, 4.6 million subscribed to
an online service at the end
of 1993, up 31% from 1992.
Although no exact figures
are available, analysts esti-
mate that the services
accounted for less than one -
tenth of 1% of the $63 billion
in mail-order sales in 1993.
The online PC industry

expects its subscriber base
to reach 20 million by 1998.
However, reaching that goal
would require a 34% com-
pounded annual growth
rate, a pace considered
unlikely given the much
slower growth in the number
of home computers.

Although individual com-
panies decline to release fig-
ures for their online sales
volume, figures provided by
CompuServe give some indi-
cation of the success of the
medium in reaching cus-
tomers. A spokeswoman for
CompuServe, a subsidiary of
H&R Block Inc., says 11 mil-
lion users "visited" the elec-
tronic mall in 1993 and 3.8%
of the visits, or 418,000,
resulted in a sale. The aver-
age sale was $71, the
spokeswoman says, indicat-
ing that total sales for the
year were $29.7 million:Thd
company also says the num-
ber of orders increased by
80% in 1993 over the prior
year, indicating that more
subscribers are becoming
familiar with the services
offered. -PB

research has shown that many cus-
tomers shop at its stores-but never by
mail-after being prompted by the cat-
alogue. "And now we'll have a third
class, people who maybe only buy by
television," he says.

But outside the circle of companies
actively participating in preliminary
tests such as Catalog 1, the mood is dis-
tinctly less optimistic. Nordstrom's Ad-
kisson says the department store chain
is continuing to build new stores at the
rate of five or six a year as it expands
nationwide, irrespective of any trends
in interactive shopping. The company
launched its first catalogue in January.

Adkisson says Nordstrom has been
in discussion with all major partici-
pants developing interactive TV. Nord-
strom has made a niche for itself by
providing "personal shoppers" and
other highly personal services for its
customers and doesn't want to give that
up in the move to the infohighway.
"You can have personal shoppers who
come on your screen and show you
items and have that personal aspect, but
34 October 1994

that's a ways down the road," he says.
"It will take some time to get there."

Nordstrom also worries about the de-
gree to which television can reproduce
the quality of pictures in a catalogue, or
the reality of items in the store.

Nordstrom, along with Lands' End
and J.C. Penney, agreed in August to
take part in the Stargazer video service
trial planned by Bell Atlantic for subur-
ban Washington this winter.

Lands' End's Doyle says his compa-
ny will closely follow the interactivity
testing once it gets under way, but it
isn't expecting a sudden shift in buying
from catalogues to television. "All the
soothsayers have changed their opin-
ions about three times in the last year
about how soon this will develop,"
Doyle says.

With the exception of sales from
three outlet stores near its Wisconsin
headquarters, Lands' End gets all $870
million of its annual sales from cata-
logues. Doyle says one concern of the
company is that the audience that shops
on television may not be the best cus-

tomer prospects for the mail-order firm.
The potential of interactive shopping

may be greater for local or regional
retailers than it is for the national retail-
ers and mail-order companies. Two
regional retailers to sign up on Time
Warner Cable's network in Orlando,
Fla., are Winn -Dixie Stores Inc., a large
supermarket chain, and Eckerd Drug
Co., which operates a chain of pharma-
cies in the Southeast. Both companies
intend to let customers use their televi-
sions to browse store shelves and select
items they want to buy. The items will
be delivered to their homes within one
day-for the same price the shopper
would pay at the store.

Vos, Gruppo & Capell's Petsky says
that advertisers in the past decade have
worked harder and harder to learn
when, where, how and why a customer
makes a purchase. Interactive shopping
will offer the potential to answer all
those questions at once, and also will
give companies selling products clearer
knowledge about which advertising
approaches work and which don't. /111A,
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VDT battle heats up

at the FCC
Since Congress failed to pass telecommunications bill, pressure is
now on commission to resolve issue of cable-telco competition

gy.e44444.5444,

The already fierce battle over video
dialtone got hotter in September
when Congress failed to pass
sweeping telecommunications

legislation allowing telcos and cable
companies into each other's businesses.

Now the FCC's already controversial
VDT reconsideration becomes the main
front in the fight over telco entry into
video. In the absence of new laws, telcos
can provide video services through VDT,
but cable is still effectively blocked from
providing telephone service.

Cable says it's not afraid of the com-
petition, it just wants a level battlefield.
The telcos fired a significant warning
shot last July. In the only VDT system
approved for a commercial rollout, Bell
Atlantic promised to undercut the in-
cumbent cable operator's prices by 20%.

With announcements like that, there is
little surprise that the cable industry has
opposed almost every one of the 28 VDT
applications now on file at the FCC.

Times Mirror Cable Television Presi-
dent Larry Wangberg described the cable
industry's fears in a speech to a group of
Washington area cable executives:

"These applications are little more
than an attempt by the phone compa-
nies to enter the cable business out-
right, without any of the safeguards and
competitive provisions that would be be
provided by the legislation pending in
Congress."

Although telcos and cable cannot
even agree on how long some of the
VDT applications have been sitting at
the FCC, two issues rise above all oth-
ers in the debate: cost allocation and
programing.

Cable's stand is simple. It does not
want the telcos to offer any of their own
programing on the common -carrier plat-
forms. And it says before telcos even
build VDT systems, comprehensive
cost -allocation rules must be in place.

Telcos say federal courts in Virginia
and Alabama have already given them
the right to offer programing through

Now that the infohighway bill is
dead, House Telecommunications
Subcommittee Chairman Ed Markey
(D -Mass.) has called on the FCC to
exercise care in its upcoming video
dialtone decision. Markey said last
week that the FCC should make sure
the VDT decision does "not in any
way inhibit the competitive environ-
ment that was in the House bill." The
bill, sponsored by Markey, allowed
cable and telephone companies into
each other's businesses. VDT allows
telcos into the video business as a
common carrier. Markey also blast-
ed the regional Bell companies for
their "greed" and "hypocrisy."
Markey said the telcos wanted to get
into the cable and long-distance
business while protecting their own
monopolies. The House Government
Operations Subcommittee plans to
hold hearings on VDT with the goal
of speeding up the application
process at the FCC.

wholly owned subsidiaries. (Those
court fights continue to be waged in
every federal circuit where a telco plans
to build a VDT system.)

The telcos also say the FCC already
has in place rules and regulations that
bar any improper cross -subsidy of their
entry into the video business.

The contentious debate has been
heated up by recent indications that
several telcos intend to mimic the look

and feel of current cable providers. The
telcos "want to seem as close as possi-
ble to a cable system; that's the only
way they say they can compete," said
one FCC staffer recently.

Pacific Bell, BellSouth and GTE are
pushing the FCC to adopt their "anchor
programer" concept. Under the propos-
al, telcos will give a single programer
advantages similar to those given by a
developer of a large mall to anchor ten-
ants, such as larger retail spaces and
choice locations.

While the telcos anticipate that digi-
tal technology will eventually allow
them to offer hundreds of channels,
most VDT applicants plan to launch
with analog systems of 110 channels or
fewer. Under the anchor programer pro-
posal, a single video provider would be
allowed to occupy almost all of that ini-
tial analog capacity.

The cable industry says anchor pro-
graming would be a clear violation of
the telcos' common -carrier obligations
and more. "If approved, the anchor pro-
gramer approach would enable the local
telephone company-under the guise of
VDT-to select the programing to be
offered on analog channels, and to use
all of its capacity for such programing,"
said National Cable Television Associa-
tion President Decker Anstrom in a let-
ter to FCC Chairman Reed Hundt.

In Bell Atlantic's Dover VDT, the
FCC dispensed with the issue by, in
effect, ordering the system to launch
with 384 channels instead of 64 as orig-
inally planned.

But Bell Atlantic has come up with a
programing concept of its own that has
also angered cable. The "will carry"
proposal would give broadcasters and
government -operated channels priority
on VDT systems. Bell Atlantic is pitch-
ing the proposal to the FCC as a way to
insure universal coverage of over -the -
air television, along with the public
interest -related PEG channels.

Cable says the proposal discrimi-
nates against programers and is another
example of a telco attempt to violate
common -carrier obligations. "It is
inherently discriminatory because [Bell
Atlantic is] favoring one service over
another," said John Seiver of Cole,
Raywid & Braverman.

The issue will become more con-
tentious if the FCC determines that
telephone companies may own pro-
graming on their VDT systems. Bell
Atlantic has already said it plans to pro-
vide programing through its Bell
Atlantic Video Systems.

If the FCC is to allow the telcos to
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provide programing, it at least wants
the opportunity to consider safeguards,
said Kathy Levitz, deputy chief of the
Common Carrier Bureau. That's why the
FCC specifically barred the telco from
offering its own programing in Dover.

Among the safeguards the FCC could
consider are limits on Bell Atlantic's
ability to jointly market its video dialtone
service with its own program offerings.
Another possibility is that the FCC could
impose network disclosure rules, sug-
gested Levitz. Those rules would insure
that telcos do not take advantage of or
discriminate against other programers
through proprietary technologies.

While programing ownership is a
central issue of the video dialtone con-
troversy, the longest -running fight has
been over cost allocation. Cable main-
tains that the telcos will quickly lose
their interest in VDT if the FCC bars
them from cross -subsidizing construc-
tion with telephone revenue.

Video dialtone is not the first
instance of the Bell companies' branch-
ing out from their core business. The

FCC can use its experience regulating
so-called enhanced services as it for-
mulates its VDT reconsideration, said
Levitz. "Video is really the ultimate
enhanced service, and we have rules
covering entrance into new services,"
she said.

One of the decisions involved in reg-
ulating enhanced service is cost alloca-
tion. And the economics of VDT are
significant. Sprint says it will cost $5
million to build a 110 -channel VDT
system passing 1,000 homes in North
Carolina. PacTel says it will cost $16
billion to rebuild its wired infrastruc-
ture with the ability to provide interac-
tive video services.

The cost allocation rulemaking is
complicated because many of the telcos
plan to use the same facilities to pro-
vide both video and telephone service.
The FCC must devise rules for separat-
ing the construction costs and the oper-
ation costs of video and telephone.

In California, PacTel claims only
10% of its new infrastructure will be
allocated to video capabilities, with the

remaining 90% attributed to telephone
use. But the California Cable Televi-
sion Association hotly disputes those
figures. Citing its own study, the group
says telephony will account for only
2.5% of the new infrastructure's use.

"We believe, but for video, that this
network would never be under construc-
tion," said Alan Gardiner, CCTA's vice
president of regulatory and legal affairs.

It's hard to imagine two more dia-
metrically opposed positions. But the
differences between PacTel and CCTA
are an accurate barometer of telco/
cable differences on the issue generally.

Both industries have been anticipat-
ing a video dialtone decision since
June. Now that Congress has failed to
act on telecommunications legislation,
the pressure has increased on the FCC
to issue a decision.

The usually open FCC has been
reluctant to comment on its direction on
the VDT reconsideration. The commis-
sion could rule as early as Oct. 20, but
several observers expect the FCC to
take longer. TPAW

Video dialtone applications at the FCC
Applicant Location Homes Status Proposed service
Bell Atlantic Arlington, Va. 2,000 granted tech trial
Nynex New York City 2,500 granted tech trial
SNET West Hartford, Ct. 1,500 granted tech/market trial
US West Omaha, Neb. 62,500 granted tech/market trial
Rochester Telephone Rochester 120 granted tech trial
Bell Atlantic Dover Township, NJ 38,000 granted commercia
Bell Atantic Florham Park, NJ 11,700 pending commercia
Bell Atlantic Md. & Va. suburbs 1,200,000 pending commercia
Pacific Bell Orange County, Ca. 210,00 pending commercia
Pacific Bell South San Francisco 490,000 pending commercia
Pacific Bell San Diego 360,000 pending commercia
US West Denver 300,000 pending commercia
US West Portland, Ore. 132,000 pending commercia
US West Minneapolis -St. Paul 292,000 pending commercia
Ameritech Detroit 232,000 pending commercia
Ameritech Columbus, Cleveland 262,000 pending commercia
Ameritech Chicago 501,000 pending commercia
Ameritech Milwaukee 146,000 pending commercia
US West Boise, Idahc 90,000 pending commercia
US West Salt Lake City, Utah 160,000 pending commercia
Puerto Rico Telco Puerto Rico 380 pending tech trial
Contel Manassas, Va. 90,000 pending commercia
GTE Pinellas & Paso counties, Fla. 476,000 pending commercia
GTE Ventura, Ca. 122,000 pending commercia
GTE Honolulu 296,000 pending commercia
Bell Atlantic Baltimore, Northern NJ, Philadelphia,

Pittsburgh, Virginia Beach, Va. 2 million pending commercia
BellSouth Chamblee, Ga. 12,000 pending tech/market trial
Nynex Warwick, Warren, RI 63,000 pending commercia
Nynex Suburban Boston 334,000 pending commercia
Sprint Wake Forest, NC 1,000 pending tech/market trial
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THE SLOW
DEMISE OF
THE INFO -
HIGHWAY
BILL
4/18

Hill may not get into
infohighway this year
The collapse of the Bell
Atlantic/TCI and South-
western Bell/Cox deals
took some of the pres-
sure off legislators to
push through an infor-
mation superhighway
bill, and passage during
the current Congress
began to appear doubt-
ful. The Senate version
of the bill was further
hindered by opposition
from the big telephone
companies, who want-
ed a modification to
allow entry into long-
distance services.
Competing House bills
took opposing posi-
tions on the question of
telco entry into long-
distance.

5/9

Gore to the
I rescue

Vice Presi-
dent Al Gore
tried to resus-
citate the
belea-guered
information
superhigh-
way bill by

- urging local
and long-distance tele-
phone companies to put
aside their complaints and
work toward passage.

5/9

Hollings stands firm on
superhighway bill
Senate Commerce
Committee Chairman
Ernest Hollings told the
regional Bell operating
companies at hearings
that he had no intention

NEWS HIGHLIGHTS FROM
4/18
Searching for an info highway timetable
At "The Big Picture" conference in New
York in April, communications industry
leaders mapped out their companies'
strategies for navigating the information
superhighway.

Viacom International President Frank
Biondi predicted that 60% of U.S. homes
will have access to the infohighway in
seven to 10 years.

Bell Atlantic Chairman Raymond Smith
said that by 1996 the telco will deliver
broadband networks to more than 1 million
customers within its service area.

Comcast President Brian Roberts pegged
the cost of delivering video on demand at
$20-$40 per home, which would add up to
a $1 billion investment for Comcast.

5/16
S -A launches Press Movies
Cable operators worried about video com-
petition from DBS and telcos, but still not
ready to launch video -on -demand digital
systems, may find a near -term answer in
Scientific-Atlanta's Press Movies, a near -
video -on -demand and enhanced pay -per -
view system that uses an analog -based
set -top box. Such a system would afford
viewers access to video titles at regular
intervals (every 15 minutes, for example),
rather than instantly.

5/16
GI, Scala offer home satellite guidance
General Instrument in May chose Scala
Computer Television to develop an interac-
tive program guide for use by viewers of
the Primestar DBS service. The system will
allow viewers to scroll through program
offerings by date, channel or category.

5/23
ESPN gets into
interactive game
ESPN "is lever-
aging its sports
programing
assets into new
and profitable
businesses,"
says ESPN
Enterprises'
Dick Glover of
the network's
efforts to grow into online, CD-ROM and
video games. It has launched the sports
information network ESPNET, available on
Prodigy, expects to have an inventory of
nine videogame titles by the end of 1995

and is creating a series of instructional
sports CD-ROMs.

5/23
Microsoft unleashes a Tiger
Computer software giant Microsoft intro-
duced Tiger, a scalable media server for
cable and telco networks as well as person-
al and business systems. The system will
allow cable and telco networks to offer
video on demand, video messaging and
interactive services to as many or as few
customers as is cost-effective.

Oracle answers Tiger
In an effort to
get a jump on R AC LE
Microsoft's
Tiger, Oracle announced that its software
server product would be available on
Hewlett-Packard's Interactive Video Server.
Bell Atlantic, US West and British Telecom
have said they plan to use the Oracle sys-
tem for two-way, digital interactive service
experiments.

Zenith, CLI, Philips set to tap set -top market
In a challenge to market giants General
Instrument and Scientific-Atlanta, Zenith
Electronics, Compression Labs and Philips
Consumer Electronics have signed an
agreement to design a line of set -top boxes
for analog and hybrid networks as well as
future digital systems.

Hearst opens digital production center
The Hearst Corp. in May unveiled a new
production center, dubbed the Hearst New
Media Center, that will provide in-house
training and development for new digital

products and services.

5/30
Time Warner upgrades with Philips
Time Warner has contracted with
Philips for a two-way, interactive
upgrade of its Charlotte, N.C.,
cable system. The $4.7 million
project calls for the installation of
more than 1,800 miles of 750 mhz
RF distribution equipment. It also
marks a breakthrough for Philips
into the cable market.

6'6

The Gate set to open in Bay Area
The Bay Area's two leading daily newspa-
pers, Hearst's San Francisco Examiner and
Chronicle Publishing's San Francisco
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THE PAST SIX MONTHS
Chronicle, expect to have a joint electronic
version of their newspapers up and running
by the end of the year. The service will offer
electronic forums on local topics, bulletin
boards, local news, classifieds, entertain-
ment guides and access to Internet for
about $10 a month.

Portland stations team with InTouch
The four network affiliates in Portland,
Ore.-KGW-TV, KATU(TV), KOIN(TV) and
Kpox(rv)-have signed with Interactive Sys-
tems for a six-month, 1,500 -home test of
InTouch, which sends targeted information
to households for purchases at local retail-
ers. The stations will transmit the imbedded
InTouch signal to set -top boxes in the test
homes, and a telephone modem lets view-
ers contact the retailer.

Interaxx plans trials in Florida, Washington
Interaxx Television Network in June
announced plans for a test of its CD -ROM -

based interactive TV system in 2,000
homes served by Schurz Cable in Coral
Springs, Fla., this summer. Subscribers will
receive a set -top box with a CD-ROM play-
er and four start-up disks that provide the
interface for interactive services. The cable
system provides the two-way connection.
The full array of services costs $9.95 a
month.

Southwestern Bell picks vendors for Texas trial
Southwestern Bell last June signed with
AT&T and Broadband Technologies to build
a fiber -to -the -curb voice, data and video
service to 47,000 homes in Richardson,
Tex. Dismissing assessments that fiber -to -
the -curb architecture is too expensive to be
deployed on a large scale, the company
predicted that the cost of a digital system
will be cheaper over the long term.

Viacom creates Interactive Media Group
Viacom last June created Interactive Media,
a new corporate unit that will combine the
new media, interactive television, radio,
consumer products, technology, network
operations and corporate information sys-
tems of both Viacom and Paramount.
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Edward D. Horowitz, Viacom's senior vice
president for technology, will serve as the
group's chairman/CEO. It will have two divi-
sions: Viacom New Media will focus on
interactive software, and Viacom Interactive
Services will be responsible for interactive
television and online services.

MTV goes Online for summer
America Online launched an MTV area in its
computer online service this summer, offer-
ing MTV programing information, allowing
users to communicate with the network's
"Beach House" and providing a link to an
"online jockey" promoting the summer's
traveling Lollapalooza alternative music
tour.

6 13
TV Guide going online
TV Guide plans an interactive online listings
and chat service that will be available this
fall over co -owned computer service Delphi
Internet. Called TV Guide Online, the ser-
vice will generate revenue through online
forums on soaps, sports, movies, kids
shows and other program categories.

TV Guide off -screen in Orlando
In an apparent disagreement over concept,
Time Warner and TV Guide On Screen
dropped plans to jointly develop a program
guide for Time Warner's Full Service Net-
work, now being tested in Orlando, Fla.
Evolving plans by TV Guide executives to
develop a full-blown interactive guide,
rather than a basic program menu, ran
headlong into Time Warner's development
of its own interactive program "navigator,"
executives for both companies said.

Sega Channel readies for debut
The Sega
Channel, a
joint venture
of Sega of
America, Time
Warner and
TCI, plans to
launch its
video games
on cable in late October or early November.
The MSO co -owners likely will be the first
to roll out the service, says Stan Thomas,
the channel's president/CEO. Because it is
supplied via the FM band portion of the
cable spectrum, the videogame service
does not require a channel. Operators get
to keep half of the anticipated $12 -$20 -per -
month subscriber charge.

NOW VI LAY 1 NC!
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of modifying
the Senate
version of
the informa-
tion super-
highway bill
to satisfy
their desires
to offer
long-dis-
tance ser-
vice. "You all can block
the bill," Hollings told
the telco representa-
tives. "We will be
around next year and
the next year."

5/23
Amendments complicate
Senate superhighway bill
Hurdles continued to
confront the information
superhighway bill as
Commerce Committee
members threatened to
pile on amendments,
and an alternative-
which would grant the
regional Bell operating
companies quick ac-
cess to long-distance
services-began to
pick up support.

6/13
Broadcast, cable unite
behind Senate bill
An unusual coalition of
broadcasters and cable
operators began mak-
ing joint calls on sena-
tors to urge passage of
information superhigh-
way bill S. 1822, spon-
sored by Senator Ernest
Hollings. Both have
found something to like
in the bill.

6/20
Gore stumps for super-
highway bill
Vice President Al Gore
promised members of
the Communications
Workers of America that
passage of the informa-
tion superhighway bill
would provide a $10 bil-
lion boost to the econo-
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my over the next 10
years and create
500,000 new jobs by
the end of 1996. In spite
of the holdup in the
Senate, Gore predicted
passage in the current
session.

7/4
House bills would alter
telcom landscape
Complementary infor-
mation superhighway
bills easily passed the
House of Representa-
tives. H.R. 3626, the
Brooks -Dingell mea-
sure, would open up
long-distance services
to the regional Bell
operating companies
and set ground rules for
electronic publishing.
H.R. 3636, the Markey -
Fields bill, would repeal
the cable-telco cross -
ownership ban and
clear the way for cable
to provide local phone
service.

0 Bell Atlantic
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7/11
RBOC filing may earn
long-distance credit
Frustrated in their
attempts to get access
to the long-distance
market written into the
Senate's information
superhighway bill, four
regional Bell operating
companies sought relief
from the courts. Bell
Atlantic, BellSouth, Ny-
nex and Southwestern
Bell asked U.S. District
Court Judge Harold
3reene to abolish his
1982 consent decree
that bars the Baby Bells
from providing such
service. Some saw the

6/27
US West ventures into cable territory
On the heels of a June court victory allow-
ing it to offer cable television and enhanced
services within its telephone service area,
US West said it was ready to negotiate
contracts directly with cable programers
and to price and package offerings for con-
sumers.

6/27
Silicon, AT&T venture into multimedia
AT&T Net-
work Sys-
tems and
Silicon
Graphics
announced
the creation
of a joint
venture for
building interactive television systems. The
new entity, Interactive Digital Solutions, will
combine Silicon's high-speed media -server
computers, known as Challenge, with
AT&T's evolving broadband network sys-
tems for telcos and cable operators.

7/4
Cablevision rolling out Optimum TV
Cablevision Systems' Yonkers, N.Y., sys-
tem, newly rebuilt with 750 mhz cable
capable of carrying 148 analog channels,
will offer customers a la carte service in
addition to a basic 38 -channel package.
Called Optimum, the service will use a
modified version of Scientific-Atlanta's
8600X home communications terminal; it
will contain an electronic program guide
that allows subscribers to compile lists of
favorite channels.

Philips Media teams with major
interactive software developers
Philips Media signaled its interest in pro-
ducing software titles across a variety of
hardware platforms with the formation of
long-term, multititle alliances with InterPlay
Productions, Virgin Interactive Entertain-
ment and Full Moon Entertainment. Plat-
forms to which the titles will be targeted
include Philips' CD -1 player, IBM- and
Apple -compatible CD-ROMs and video
games.

ABC online: from soaps to news
Impressed with its "very strong
graphical look," Capital
Cities/ABC signed with com-
puter online service America
Online to develop interactive
news, entertainment and infor-

AMERICA ONLINE
CORPORAT

mation services. Among the services to be
offered are an ABC News newswire, polls
and trivia games from ABC Sports, play -
along games from ABC's Multimedia
Group, soap opera news and an online ver-
sion of the Good Morning America Extra
newsletter. The service was slated to be up
and running in September.

7/11
Geoworks developing set -top operating system
Geoworks, a small Silicon Valley software
company, is holding discussions with set -
top manufacturers General Instrument, Sci-
entific-Atlanta and Hewlett-Packard on
incorporating the company's Geos operat-
ing system into future set -top devices.
Chairman/CEO Brian Dougherty says
Geoworks will complete the design of its
system in the next year, and the first boxes
will be ready for shipping within two years.

7/11
Silicon Graphics unveils new
scalable media servers
Silicon Graphics plans to introduce two
new media servers next year that combine
video, graphics, voice and text information
delivered by TV stations or broadband
cable or telco networks. The company is
also developing software to link the server,
the network, and the home set -top box.

7/18
Cox -Times Mirror revising upgrade strategy;
Omaha trial delayed
While Cox Cable Communications takes a
second look at its upgrade strategy in light
of its consolidation with Times Mirror, it is
moving forward with its Omaha interactive
service trial, albeit a quarter behind. Senior
Vice President Alex Best expects service to
be turned on for employes in the fourth
quarter of this year, rather than in the sum-
mer, followed by a rollout to commercial
customers in first quarter 1995.

7/18
Digital, GI to offer interactive video system
Digital Equipment Corp. and General Instru-
ment, in a nonexclusive agreement, made

a move to join Silicon Graphics/AT&T
and Oracle/Hewlett-Packard in the

potentially lucrative market of build-
ing telco and cable interactive net-

works. The deal combines DEC's
server and delivery technology

with GI's established market
presence and new technolo-

gies such as the DigiCipher
II encryption system, the
DigiCable set -top terminal
and the LinX interactive
module.
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7/25
Microware creates de facto operating system
for interactive TV
Even though several major computer com-
panies were pushing hard for the honor,
Des Moines -based Microware Systems
Corp. became the first company to develop
a real-time multimedia operating system for
use in set -top boxes for interactive TV
applications. Its first customer: Bell Atlantic,
which will use the system in its New Jersey
video dialtone test, soon to be followed by
Cox Cable, Nynex, Hong Kong Telecom,
Italy's SIP, Korean Telecom and Telecom
Australia.

7/25
HBO, Warner Music form lnscape
to produce multimedia CD-ROMs
Home Box Office and Warner Music Group
joined forces in July to form Inscape, a joint
venture company that will produce and
market CD-ROM titles. The next steps for
the partnership are likely to be online ser-
vices and interactive television delivery,
says Michael Nash, who will head the ven-
ture.

7/25
NBC Desktop Video to deliver news to PCs
Beginning in
September,
NBC will take
programing
from NBC
News, News
Channel,
CNBC and Pri-
vate Financial
Network and
meld it into NBC Desktop Video, a multime-
dia business news service delivered via
computer to the financial services industry.
Programing will include events not usually
seen during regular programing.

Telemedia Timeline
Nordstrom and J.C. Penney. It will eventu-
ally be available in US West's recently
acquired cable franchises in the Atlanta
market, but its reliance on next -generation
set -top boxes may delay rollouts on other
telco or cable networks.

8/8

Justice clears cable route for BellSouth
The Justice Department gave the go-ahead
in early August for BellSouth to offer cable
television service outside its home region,
with the proviso that the telco divest itself
of Prime Cable systems in areas where it
offers telephone service. The restructuring
means that BellSouth will be able to own
and operate Prime Cable systems in Las
Vegas, Chicago, Houston and Anchorage,
but must drop them in Atlanta and Hickory,
N.C.

8/8

WCCO-TV goes online
CBS affiliate wccoi-Tv Minneapolis is
launching its own online service to connect
viewers to its newscasts.

8/8

Multimedia alliance eases software creation
Macromedia, which creates multimedia

software tools used to build CD-ROM
titles, and Microware Systems, a lead-
ing supplier of operating systems for
interactive TV set -top devices,
reached an agreement in August that
will allow software developers to cre-
ate applications for both CD-ROM and
interactive TV.

NI3CESKAPP

7/25
AT&T taking over ImagiNation
AT&T announced plans to increase its stake
in the ImagiNation Network, an online ser-
vice featuring interactive games, chat
forums, conferencing, bulletin boards, shop-
ping and personal mail boxes.

US West building an interactive mall
US West will venture into home shopping
territory with US Avenue, an interactive
shopping mall offered through its program-
ing subsidiary Interactive Video Enterprises.
To be offered initially in the US West video
dialtone test in Omaha, Neb., the service
will stock the merchandise of Ford Motor
Co., Hallmark Cards, Virgin Records, FTD,

8/15
Telco convergence goes Hollywood
Six of the seven regional Bell operating
companies made big jumps into next -gen-
eration television programing in August.
Ameritech, BellSouth and Southwestern
Bell signed a memorandum of understand-
ing with Disney to create, market and trans-
mit traditional and interactive video pro-
graming, including movies on demand,
home shopping, interactive games, travel
and information services and educational
programing. A "navigator" would be devel-
oped to guide users through the system.

8/15
Malone urges creation of bandwidth manager
Tele-Communications Inc. President John
Malone says that a key challenge for the
telecommunications industry is the devel-
opment of bandwidth managers to regulate
the individual communications demands of
each home served. Speaking at a news
conference in New York, Malone called
upon equipment and software manufactur-

telco strategy as a
means to undercut the
legislation, but said it
may backfire if it serves
as an incentive to the
Senate to pass its re-
strictive bill.

8/1

Lights dim for Senate
highway bill
With Senators Ernest
Hollings and John
Breaux still far apart on
info highway legislation,
prospects for Senate
passage of a bill looked
dim as the August
recess neared.

8/15
Commerce OKs info
highway bill
A compromise allowing
the regional Bell operat-
ing companies some
access to the long-dis-
tance market cleared
the way for Senate
Commerce Committee
approval of an informa-
tion superhighway bill.
The lopsided 18-2 vote
probably improved the
odds of passage by the
full Senate, but obsta-
cles remained: Senator
John McCain opposed
a provision requiring the
RBOCs to manufacture
telecommunications
equipment only in the
U.S.; Senator Howard
Metzenbaum objected
to RBOC
entry into
long-dis-
tance, and
Senate
Minority
Robert Dole
considered
the bill too
regulatory.

8/29
Infohighway bill's trou-
bles continue to mount
Opposition to the Sen-
ate's information super-
highway bill spilled
beyond the chamber
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soon after its passage
by the Senate Com-
merce Committee. The
U.S. Conference of
Mayors, upset that the
bill allows telco entry
into video without a
requirement for munici-
pal fees or franchises,
lined up against it, as
did the computer indus-
try, which fears that it
may be required, along
with other information
service providers, to
contribute to a universal
service fund.

9/19
Clinton
high on
info -
highway
In an ex-
clusive
interview
in BROAD-
CASTING &
CABLE,

the President said he
believed the superhigh-
way bill would pass,
despite what he called
Republican leader Bob
Dole's dedication to
"destroying his presiden-
cy." Senate Commerce
Committee Chairman
Ernest Hollings met with
Dole to try to accommo-
date the minority leader.

9/26
End of the road
Citing the opposition
of Minority Leader
Bob Dole and the local
telcos, Ernest Hollings
conceded defeat on
the infohighway bill,
but vowed to try again
next year. The telcos
insisted they had tried
to work out a compro-
mise, while TCI's Bob
Thompson had this
assessment of their
participation: "The fin-
gerprints around the
throat of this corpse
belong to the RBOCs."

ers to come up with the residential gateway
unit that would allow homes to manage the
interactive applications delivered to televi-
sions, telephones, computers and other
devices. Motorola, Hewlett-Packard and
AT&T are expected to move to create such
a device, and Microsoft responded that it is
likely to offer a software interface.

8/15
Winner defaults on $40 million worth
of spectrum
Commercial Realty of St. Pete, the leading
bidder in the FCC's auction of interactive
video data service spectrum July 28-29,
failed to meet the Aug. 8 deadline for its
$3.5 million deposit and could face federal
criminal charges as a result. The 20 licens-
es for which the company successfully bid
will have to be reauctioned this fall, expos-
ing Commercial Realty to huge fines and
making it liable for the difference between
its original bid and the amount the FCC
eventually receives. Criminal charges could
include market manipulation and defraud-
ing the federal government.

8,'15
Wussler gambling on
Interactive Wagering Network
NTN Communications and former CBS
executive Bob Wussler signed a letter of
intent to jointly operate Interactive Wagering
Network, which hopes to become a supplier
of interactive applications and transaction
services to the gaming, horse racing and
casino industries. Wussler, who has raised
$10 million for the venture, will serve as
chairman/CEO. Available initially via com-
puter and telephone, the network will set up
subscriber debit accounts, in which wins
and losses will be electronically tabulated.

Viacom Interactive pushes into CD-ROM, online
Viacom New Media, the entertainment
giant's newly created software publishing
arm, will release 17 interactive software
titles by the end of the year and anticipates
developing cross -platform titles next year,
according to Michele DiLorenzo, the divi-
sion's president. It is finding fertile ground
for content in both MTV and Nickelodeon,
and is leveraging the TV properties into CD-
ROM applications, videogame software and
online services.

0, I

Hartley to sue FCC over IVDS licenses
James Hartley, COO of Commercial Realty
of St. Pete, which the FCC says is in default
on down payments for IVDS licenses won
at auction in July, plans to file suit against
the FCC to delay the timetable for submis-

sion of the deposits. A spokesperson for
Hartley said the suit will seek a delay until
"at least two vendors are qualified by the
FCC to produce documented engineering
results and have products available" to
license winners. So far, only one compa-
ny-Eon Corp.-meets that criteria.

9/19
Fox to offer video
games, CD-ROMs
Fox Interactive
will release its
first two video
games in Novem-
ber and has plans
for a series of
CD-ROMs; all are
based on upcom-
ing animated
series or feature films. New entertainment
may be tied in with Delphi Internet service,
which, like Fox, is owned by Rupert Mur-
doch.

INTERACTIVE
A OF I OX I .s.<

9/19
QVC details "smart agent" plans
QVC says its Q Online Service will feature
proprietary "smart agent" technology that
will allow consumers to shop on the service.
Using demographics and information sup-
plied by the consumer, the smart agent will
guide the consumer through thousands of
available products. Subscription to the ser-
vice is expected to cost $40-$50 per year,
but will offer rebates, credits and coupons.
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9/26
Newsweek goes
online
Newsweek, the
magazine, will
become Newsweek,
the Prodigy online
service, in a one-
year deal that was
being billed as the
first general -interest

multimedia magazine to incorporate sound,
photos, graphics and text. The move fol-
lows Time magazine's computer alliance
with America Online.

9/26
Sprint dials up video
Sprint became the first long-distance com-
pany to file an application with the FCC to
test a video dialtone system when it asked
the commission for permission to test a
110 -channel system in Wake Forest, N.C.
It hopes to have the $5 million test up and
running by early 1995.

-Compiled by Pat Watson
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Welcome to TELEMEDIA WEEK, the only magazine devoted to the next generation of television.
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that's happening on the information highway from the TV point of view, including:

 Construction of broadband interactive networks by cable operators and telephone companies
 The cost and nature of building the technical plant
 The transition to digital technology and high -definition TV
 The definitive story on Washington, as its legislative and regulatory mandate shapes the information
highway and its component industries
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Straighten Out The Curves
On The Information Highway...

...With Telemedia Week.
Telemedia Week, a special section in Broadcasting & Cable every week,

gives you straight talk on the ins and outs of the information highway.

So you can navigate faster and more easily the twists and turns, bumps and barriers
on the road to the intersection of television, telephones and computers.

So whiz along with us...as we cover everything from high -definition TV to
video -on -demand to interactive services.

There's no better way to get up to speed than with
Telemedia Week in Broadcasting & Cable.
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One information hshway is.

above and beyond l the rest.

9W
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The most powerful

carrier of information ever

created isn't a highway at
all. It's a super -skyway.

And it exists today - a
satellite network that is
ubiquitous, reliable and
worldwide.

Unlike fiber optics,

satellites can send data to
any point on earth, at sea
or in the air - all at the
same time. Nor are they
as vulnerable to natural
catastrophes like hurricanes

and earthquakes.
Satellites are as cost-

effective whether they're
beaming information across

town or across oceans.
And they are essential for
today's broadcast, cable,
business TV, radio, data
transmission, educational
programming and tele-
phony industries.

The information high-
way is changing rapidly, but

satellites will continue to
provide the indispensable

fast lane.

\\Todd's leading commercial
satellite operator.

HUGHES
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