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APPROPRIATORS QUERY KENNARD ON FREE TIME AND BUDGET: FCC Chmn. Kennard took “some punches”
before House Appropriations Commerce Subcommittee March 29, Chmn. Rogers (R-Ky.) said. Large part of hearing
was dedicated to Rogers and Kennard exploring what former called “fraud” related to FCC’s move to Portals. Ranking
Democrat Serrano (N.Y.) wondered why AT&T-MediaOne review was taking so long, Rep. Wamp (R-Tenn.) wanted to
know why his cable rates were so high and Rogers was curious why Kennard didn’t heed warning not to pursue free air
time for political candidates.

Rogers said he had told Kennard not to act on free time without legislation and yet “you’ve proceeded.”
Kennard said Commission has begun proceeding only under “public interest obligations of television broadcasters
in the digital age” as included in Telecom Act, and said later that “I’ve believed for many, many years now that the
FCC has that authority” to act on free time without legislation. Referring to “millions of Americans” who Kennard
said are “very concerned about this issue,” Rogers replied “I’ve yet to receive the first letter... People are sick of
candidates on television.” He also raised question of “who is going to pay for the free time that is mandated?”
Kennard said agency would examine that question in proceeding urged by “scores and scores” of members, as well
as President Clinton and Vice President Gore.

Serrano for most part was friendly questioner but he was puzzled as to why AT&T-MediaOne review was tak-
ing so long, particularly when FCC had said it now would try to resolve merger reviews in 6 months. “It’s obvi-
ously a major transaction that has a lot of complexity,” Kennard replied, and delays can be caused by company if it
files incomplete application: “We have to go back to them, they have to file more documents, we have to put those
documents out for public comment.” As to AT&T-MediaOne, he said Commission was “in the final stages of con-
sidering that particular case.”
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After Telecom Act “T just assumed that my cable rates were going to go down, and they haven’t,” Wamp said. “As a
matter of fact, they continue every year to go up.” He wondered why rates would rise, particularly faster than inflation.
“Cable rates are too high,” Kennard responded: “The fact remains that cable rates are not going in the right direction.”
But, he said, “given the tools we have today, which does not include rate regulation, the only thing that we can do is ag-
gressively promote more competition to cable television.”

Kennard again asked for access to $5.8 million in excess regulatory fees for FY 2000 information technology (IT)
budget, reminding Rogers that he had written chmn. warning of dire consequences otherwise (TVD March 20 p7).
Kennard said that because of lack of money “I’ve had to implement drastic measures to fund our IT program, including a
hiring freeze... and drastically reducing our ability to travel to essential programmatic functions.” Rogers said he was
“disappointed” Kennard took those actions when “we appropriated a very generous increase for fiscal 2000, an $18 mil-
lion increase, to be precise.” Kennard cited “uncontrollable cost increases,” including rent at Portals — $9.6 million
more annually than at former M St. hq.

Appropriating more money for rent “is rewarding fraud,” Rogers said, resurrecting debate over role of GSA in move
to Portals. Kennard said entire process had been investigated by Justice Dept. and no action was taken, but Rogers said:
“I mean, the smell is so putrid.” Kennard said he felt like “whipping boy” because he had opposed move, and Rogers
said “there may be a little bit of this going through you, to punish somebody else; and for that I’'m sorry. But I don’t
have any other club to hit it with.” Rogers didn’t address his views on FCC request for $237 million for FY 2001, 13%
over FY 2000.

Kennard’s new adopted baby son was topic of discussion at hearing. Serrano asked “how’s Robert James Kennedy
Kennard doing?” “He’s doing fine,” Kennard replied, “better than his sleep-deprived parents at this point.” Serrano said
“let’s get him a little low-power FM station.”

NAB CONVENTION TO SET RECORDS IN LAS VEGAS: Year ago, NAB Pres. Edward Fritts questioned whether
Assn.’s annual convention in Las Vegas was getting too big to provide “quality experience” for its members (TVD April
12 p2). Even so, next week’s convention (April 10-13) will be even larger than 105,000 who attended last year, with
preregistration up 10%. But none of those extra people will be coming from FCC — which is sending 4 commissioners
and only 17 staffers (down 10 from year ago) — or Congress, with only 4 members and 10 staffers.

Major issue on agenda and in hotel corridors will be low-power FM for radio delegates. For TV, issues will be digi-
tal standards and what stations will do with extra spectrum space provided by DTV. Major issue not on any agenda will
be deteriorating relationships between Big 4 TV networks and their affiliates — NBC in particular. NBC Affiliates’
Chmn. Alan Frank, pres. of Post-Newsweek stations, has called meeting Sun. in Las Vegas on stations’ acrimony with
network — without participation of NBC executives. Unlike ABC, CBS and Fox, NBC has no working agreement with
its affiliates and network created bigger rift with stations with its same-week repeats of quiz show Twenty One on Pax
TV (TVD March 20 p2). Executives of affiliates of other networks aren’t meeting next week in Las Vegas, except for
engineers from ABC affiliates.

“Local, over-the-air broadcasting is going to continue to be the key to success” for TV stations, Fritts told us. “If we
do not remain local, we’re going to lose our franchise to competitors.” In that respect, NAB will release new study Tues.
showing public service time donated by stations over 12-month period in 1998-1999 was “substantially higher” than
$6.89 billion reported in similar study 2 years ago. Of 3 consortia formed by stations to devise ways to use their digital
spectrum for such things as datacasting (move that has caused CBS to express concern), Fritts said their plans are “very
tentative.” Extensive live datacasting could leave stations without enough spectrum at times to transmit in HDTV, he
said, and uses other than high definition were likely to be on delayed and “flexible basis.”

As she did last year, FCC Comr. Tristani has declined NAB’s invitation to participate in convention, but other 4
commissioners are going to Las Vegas. Chmn. Kennard will speak at Tues. breakfast, and Comrs. Ness, Powell and
Furchtgott-Roth, along with NTIA Dir. Gregory Rohde, will participate on “Regulatory Dialog” panel that afternoon.
Just as at recent Cellular Telecom Industry Assn. convention in New Orleans, FCC restricted number of staffers that
could attend to no more than 3 from any one bureau. As result, Mass Media is sending Chief Roy Stewart, Deputy Chief
Keith Larsen and Linda Blair, chief of Audio Services Div. That means Barbara Kreisman, chief of Video Services Div.,
won’t be attending for first time in many years. Also, there will be nobody from Gen. Counsel’s Office or Cable Bureau,
first time in memory that’s happened. Commissioners all are sending legal assistants (including Tristani), with 2 going
from Ness’s office. Coming from Hill, in addition to staffers, Republicans all: Sen. Burns (Mont.) and Reps. Rogers
(Ky.), Stearns (Fla.), Fossella (N.Y.).
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Viacom Chmn. Sumner Redstone will keynote formal opening session Mon., with MultiMedia World keynote by

Adobe Systems Chmn. John Warnock and radio keynote by consultant Herb Cohen. Lowell (Bud) Paxson, chmn. of Pax
TV, will keynote Best. Education Assn. convention just ahead of NAB. Ironically, NBC’s Sat. Night Live will be in-
ducted into TV Hall of Fame — ironic because NBC withdrew from NAB membership month ago in dispute over regula-
tory policy. Talk-show host Tom Joyner will be added to Radio Hall of Fame.

NAB entered new fiscal year April 1, for which it’s projecting revenue of $55.9 million, expenses of $41 million —

up from $53.2 million and $38.7 million, respectively. Of income, $36.77 million will come from next week’s conven-
tion, compared with $34.96 million last year, which produced net of $24.9 million (8.6% over budget). Convention is ex-
pected to provide 66% of NAB’s total income for coming year, with next largest income from TV dues at $5.5 million
(10%), radio dues $4.07 million (7%), radio show $2.7 million (5%). TV dues’ dollars will drop at least $400,000 fol-
lowing withdrawal of NBC network and owned stations. TV dues fell $218,000 under budget for year ended March 31

caused by Fox withdrawal last year.

Major item on expense side for new vyear is $12.4 million for “general and administrative,” which includes president’s

office and board expenses, followed by $10.4 million expected to be spent on convention, which still leaves profit of
$26.3 million from annual show. Govt. relations expenses this year are budgeted at $3.8 million, up $497,000, with legal
expenses of $1.6 million, up $150,000. Corporate communications received $104,000 boost to $1.34 million. Budget,
approved by board in Jan., sets aside $3 million “board contingency” fund, increase of $2 million. Included in set-aside
are funds for existing and possible court appeals on several issues such as low-power FM, digital must-carry, Satellite

Home Viewer Improvement Act, local-into-local TV service.

VBI BATTLE LAUNCHED: In brewing must-carry fight that
could pit broadcasters against cable operators, Gemstar Interna-
tional Group wants FCC to block Time Warner Cable (TWC) from
stripping Gemstar’s electronic program guide from MSO’s cable
systems. Gemstar filed petition asking Commission to order TWC
not to remove data that Gemstar sends through vertical blanking in-
terval (VBI) of local broadcast stations carried by MSO. Petition
follows TWC’s removal of Gemstar’s program guide information
from local broadcaster VBI signals in at least 9 markets in last 2
years, claiming cable operator should be paid for use of spectrum.
“We’ve been stripping it out market by market to get their atten-
tion,” Time Warner spokesman said.

Issue is whether use of VBI for program guide information is
covered under must-carry rules. Gemstar, which has signed deals
with local broadcasters in each Time Wamer market, contends it is,
since program guides are closely related to broadcast program-
ming. “We want the Commission to enforce its must-carry rule,”
Gemstar Exec. Vp-Gen. Counsel Stephen Weiswasser said. “This
is content logically and contextually related to broadcast signals.”

TWC said must-carry doesn’t cover VBI, and Gemstar
should pay it for use of VBI, just as does any other company
that wants to use cable bandwidth. “It’s our bandwidth — it’s
our primary commodity,” spokesman said.

Weiswasser contended TWC simply was trying to pro-
tect its native program guide carried in MSO’s Scien-
tific-Atlanta set-top boxes. While several other cable opera-
tors also have removed Gemstar’s guide from VBI in
selected systems, he said, TWC is “only one that appears to
be systematic and concerted.” Weiswasser said he will seek
help from broadcasting industry in fight. “The broadcast in-
dustry has real interest here in not allowing Time Warner to
assert that it controls the space,” he said.

Both sides said they were looking forward to FCC’s set-
tling dispute, first of its kind in 6-year history of must-carry.
Observers believe issue could draw much attention from broad-
casting and cable industries because of implications for continu-
ing digital must-carry dispute, much as FCC leased access ap-

plication by Internet Ventures helped ignite fierce debate over
open-access policy. NAB officials declined comment.

Daniel Brenner, NCTA senior vp, law and regulatory policy,
said group will file comments “strongly supporting” TWC because
of dispute’s must-carry implications. He said must-carry never
was intended to cover such ancillary services as program guides.
“Must-carry is a limited right,” he said, position that he said is con-
sistent with organization’s view of digital must-carry: “It should
be restricted to that which Congress has required.”

Comments on Gemstar petition are due within 20 days of
release of March 24 public notice, replies 10 days later.

Meanwhile, top antitrust senators sent strong letter to Joel
Klein, asst. attorney gen.-antitrust, raising concerns on Gemstar’s
pending acquisition of TV Guide. Senate Antitrust Subcommittee
Chmn. DeWine (R-O.) and ranking Democrat Kohl (Wis.) wrote
that merger “has potentially significant implications for future
competition in interactive electronic program guides (EPGs),” say-
ing merger should be “carefully scrutinized” and another time sug-
gesting it be “closely examined.” Senators noted that Gemstar and
TV Guide dominate EPG market, “with Gemstar the dominant li-
censor of interactive EPGs and TV Guide the dominant licensor of
passive or scrolling EPGs.” They said merger would “diminish
Gemstar’s incentive to license its technology to other competitors,”
which could have major impact if, as expected, Internet becomes
commonly accessed via TV. DeWine and Kohl said TV Guide —
which was involved in 6-year patent war with Gemstar before they
agreed to merge — was “most likely to compete with [Gemstar] in
the future” and questioned how removing that competition would
benefit consumers.”

——

First meeting of DTV task force March 31 was relatively
uneventful, with none of parties walking out and “no gunplay,”
we’re told. There had been some concerns that Advanced TV
Systems Committee task force to review DTV standard could
be established in way that would guarantee particular outcome,
and some had said that could cause walkout. Details of meeting
in D.C. weren’t available. Session was open to all industry par-
ticipants with exception of press.
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HOUSE COMMITTEE LIMITS LPFM: House Commerce Com-
mittee approved severe cuts in FCC’s plans for LPFM in markup
March 29. Compromise bill was approved on voice vote and sent
to full House for final action. It would require FCC to retain 3rd
adjacent channel protection for existing FM stations, change that
co-sponsor, ranking Democrat Dingell (Mich.), said would cut
number of allowed LPFM stations nationwide to about 70 from es-
timated 400 under FCC rules. Bill almost certainly wouldn’t allow
new LPFM stations in any major metropolitan area.

New version of bill, approved as substitute amendment offered
by Rep. Wilson (R-N.M.) to earlier bill (HR-3439) sponsored by
Rep. Oxley (R-O.), won support from Oxley, who said it would
solve interference concerns he had raised. Dingell said he hadn’t
talked with broadcasters about substitute, but was sure they would
be pleased.

In fact, NAB Pres. Edward Fritts said in statement that
“amended legislation sends a very powerful message from Con-
gress,” noting that religious broadcasters, NPR, CEA and read-
ing services for blind all had raised concerns over LPFM.

Bill would “eliminate 75% of the opportunities for schools,
churches, transit authorities, local governments” and others to
“have access to the public airwaves,” FCC Chmn. Kennard said
in statement: “Those who want to silence LPFM are ignoring a
strong, substantive, methodically developed, 2-year public re-
cord replete with solid engineering analysis.”

Pres. Kevin Klose said NPR is “moving forward” with its
field tests studying potential interference with local public radio
stations, their translator networks and subcarrier channels offer-
ing radio reading services. In March 30 speech at National
Press Club, Klose stressed that public radio stations are “much
more susceptible to interference” than others. Klose said Wil-
son bill “does embrace our concerns, but added NPR is concen-
trating on its “dialog with the FCC” because “the legislative
process is extremely sensitive and changing.”

Unlike Oxley version, substitute would allow FCC to go ahead
with LPFM immediately as long as interference standards weren’t
changed. It also would require 9-market field study of LPFM, in-
cluding urban, suburban and rural markets, and at least one market
with translators, which has been NPR concemn. Study also would
review impact on digital audio broadcasting and reading services
for blind, which use secondary audio channels.

Bill would require that study not be done by FCC — Dingell
said independent party must be used because “frankly, they [FCC]
don’t want to be bothered with the facts.” Bill would require that
no one known to be pirate be allowed to have LPFM license, un-
like FCC plan. Even if study indicates LPFM causes less interfer-
ence than expected, Commission could ease interference standards
only with congressional approval. Telecom Subcommittee Chmn.
Tauzin (R-La.) called Wilson amendment “very well balanced”
and said original bill by Oxley “needs to be modified to reach the
President’s desk. This amendment may have done that.”

Main opposition to substitute came from Rep. Waxman
(D-Cal.). He said it would place too many limits on LPFM and
study period was too long, because it wouldn’t be completed
until Feb. 1, 2001, after new Administration takes office. He
also said there’s no guarantee that even if LPFM causes little in-
terference that FCC would be able to expand it. Rep. Markey
(D-Mass.) said “I reluctantly rise in opposition.” He contended

APRIL 3, 2000

FCC had right to conduct LPFM rollout as it was *“part of con-
tinuing the Telecom Act.”

Markup followed beginning of FCC process 2 days for ear-
lier distributing low-power licenses. Kennard, in news confer-
ence at event, called “fraudulent” a Compact Disc (CD) about
interference that NAB has widely distributed on Hill.

FCC is asking Congress to “rely on the expert agency” on
technical issues, rather than word of industry with personal interest,
Kennard said. He said agency doesn’t believe more testing is
needed. He also noted that LPFM would be launched in only 1/5
of states in first year: “As they come on the air, if there are any
problems with interference I am sure we will hear about it, and we
can take quick action.” (Some members at markup objected to this
statement, suggesting even if interference is discovered it would be
very difficult for FCC to revoke LPFM licenses.)

NAB said FCC is writing off “hundreds of millions of less
expensive radios” that would suffer from LPFM interference:
“And while Chmn. Kennard says he’s sure that there won’t be
‘harmful interference,’ the FCC never defined what level of in-
terference listeners would find objectionable.”

FCC Office of Engineering & Technology Deputy Chief
Bruce Franca conducted demonstration March 27 that he said
proved cross-talk is very unlikely, and any interference would be
nearly inaudible hiss or static. Franca also said NAB demonstra-
tion was based on 3% distortion, rather than 1% FCC rules would
allow. NAB defended its claim that cross-talk was likely, but said:
“Whether it’s cross-talk or noise and hiss, the real question that the
FCC is trying to avoid is why it is introducing new interference to
FM radio.” NAB engineering chief Lynn Claudy said agency’s
percentage measurement was “technically inappropriate,” but even
1% figure wouldn’t be acceptable.

FCC took “conservative approach” to LPFM, Comr. Tristani
said, including deciding not to license 1,000 w LPFM stations, not
end 2nd-channel interference protection and to create buffer zone:
“We could have licensed many more LPFM stations, but we didn’t
want to jeopardize the use of the spectrum.”

At markup, Rep. Pallone (D-N.J.) said “most would be
willing to suspend LPFM while it is examined once and for all.”
Rep. Ganske (R-Ia.) said after conflicting interference tests by
FCC and NAB “we need to have this type of [new] study.”
Companion legislation by Sen. Gregg (S-2068), which mirrored
Oxley bill before it was amended, is in Senate Commerce Com-
mittee awaiting hearing and markup.

Licensing window for first batch of LPFM stations is to in-
clude applicants for Alaska, Cal., D.C., Ga, Ind., La., Me.,
Mariana Islands, Md., Okla., R.1., Utah. Batch was first se-
lected in FCC lottery March 20. Five-day filing window is to
open in late May. Separate groups of states, in order selected in
lottery, will have their own filing window each of next 4 years.

FCC formalized rules for Class A status for low-power TV
(LPTV) stations in decision last week. Rules mainly codify
conditions for Class A status that were included in Nov. legisla-
tion creating Class A, which gives qualifying LPTV stations
same interference protection as full-power stations. Rules also
allow FCC to grant Class A status to LPTV stations that don’t
otherwise qualify if Commission decides “public interest, con-
venience and necessity would be served... or for other reasons
determined by the Commission.”
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DTV ANCILLARY SERVICES KEY: As usual, broadcasters
and public interest groups were widely divided on FCC’s in-
quiry into DTV public interest obligations (MM 99-360) in
comments filed last week. Broadcasters said there’s no justifi-
cation for different obligations for DTV and scarcity rationale is
outdated, so any requirements would be unconstitutional. Pub-
lic interest groups countered that market forces aren’t improv-
ing quality of programming, FCC isn’t enforcing current rules
adequately and broadcasters should face new obligations in re-
turn for DTV spectrum.

One of key issues was obligations for new services such as
datacasting and multicasting that DTV allows. Joint filing led by
Center for Media Education said broadcasters should have to pro-
vide free DTV datacasting services to schools and others, that
broadcasters shouldn’t be allowed to link ads to Web sites during
children’s shows, that principles of Children’s Online Privacy Act
should apply to DTV and broadcast Web services. NAB, in con-
trast, said it would be “inappropriate” to apply public service obli-
gations to multicasting, particularly given “speculative nature” of
that upcoming service. NAB also said DTV ancillary and supple-
mentary services should face same essentially nonexistent public
interest obligations as nonbroadcast services.

Sides remained divided on mandatory free air time for po-
litical candidates. RTNDA said “any requirement that would
force broadcasters to provide air time to political candidates
could not survive constitutional scrutiny,” and availability of
free time would make it easier for candidates to “duck” debates
and other forums with “accountability.” However, Alliance for
Better Campaigns and others said “reasonable amount” of free
time “would ensure that citizens have access to the information
they need.” Free time requirement is “clearly within the Com-
mission’s authority,” Alliance said.

Merely switching to digital from analog “does not warrant
the adoption of new and expanded public interest obligations,”
NAB said. Broadcasters also said convergence of telecom tech-
nologies requires that industry not face obligations beyond
those of competitors. Basing obligations on spectrum scarcity
is “logically and factually deficient,” NAB said. Media Insti-
tute said end of scarcity rationale means “no longer can broad-
casting be regulated, consistent with the First Amendment, as a
public utility.” At most, state broadcast associations said, pub-
lic interest obligations could be imposed only on primary broad-
cast channel, not multicast channels or ancillary services. Any
new requirements “may well forestall technical innovation and
slow the conversion to digital,” state associations said.

Broadcasters are abandoning public service obligations for an-
alog, meaning they must be reinforced for DTV, Benton Founda-
tion said. It cited study of 24 markets that it said showed only
0.3% of TV time is used for public interest programming. Founda-
tion said FCC should adopt DTV “bill of rights,” including guide-
lines on treatment of news and public affairs shows, and should re-
quire that if stations don’t carry public interest programming they
should pay spectrum fees. Morality in Media used inquiry to press
FCC again on what it called indecent programming, saying Com-
mission “refuses to use the tools it has to enforce the law.” Group
said it’s “unreasonable burden” to require tape or transcript of pro-
gram to accompany indecency complaint, and TV ratings system
should be amended.

In other comments: (1) Center for Media Education said
FCC should require additional “core” educational and informa-
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tional programming and mandate that stations support produc-
tion of children’s shows by PTV or noncommercial stations. It
also said agency should develop children’s ad safeguards for
DTV. (2) APTS said FCC shouldn’t place new public interest
obligations on PTV stations because they already are imposed
by statute. (3) WGBH Caption Center said captioning and
video description rules should be extended to DTV, FCC should
take bigger role in setting captioning and description standards,
and space on DTV signals should be reserved for such services.

S S—

Effort to capture DTV signals in difficult RF environments
was begun by Advanced TV Technology Center (ATTC), group
said. Stored RF data are to be available to DTV set makers to help
them improve receiver performance. “Our industry, and DTV re-
ceiver manufacturers in particular, has been hampered by the lack
of real world material with which they can test their receivers,”
ATTC Exec. Dir. Paul DeGonia said: “Our target is to assemble a
large variety of various interference conditions that will provide an
excellent measurement tool for the evaluation of DTV receiver per-
formance.” Data will be collected in Washington area, which
ATTC said is difficult RF environment with 6 available DTV sta-
tions on air. Data will be collected at 30 different locations on all 6
DTV stations. Tests in other cities are to follow. Data will be
available to all DTV equipment manufacturers for “nominal fee” to
be used to recoup cost, ATTC said. MSTV is participating in pro-
Ject. MSTV Senior Vp Victor Tawil said project “underscores the
urgency of improving DTV reception” and will provide benchmark
for assessing DTV receiver improvements.

In e-mail to TV affiliates last week, CBS TV Pres. Leslie
Moonves said network hopes to become partner with stations “to
establish a national digital footprint that, in addition to the televi-
sion network, can exploit additional profitable opportunities for af-
filiates and CBS within our available digital spectrum.” To that
end, and after commenting on several “new entities” formed by
stations to use spectrum for datacasting (TVD March 27 p7),
Moonves told stations: “We hope that you will not enter into any
business arrangements which will preciude your participation in
the network’s forthcoming plans... We are anxious to create a busi-
ness model that is mutually beneficial and reinforces our existing
network partnership.” He said subject will be on agenda for May
30-June 1 affiliates’ convention in Las Vegas and asked affiliates
for their comments and ideas in meantime.

NBC will take equity stake in World Wrestling Federation
Entertainment (WWF) and partner with WWF to start profes-
sional football league, companies said. Network will buy 3% of
WWEF stock for $30 million and NBC and WWF each will own
50% of new league, called XFL, as well as of 8 teams in league.
NBC committed to prime-time regional and national broadcasts
of XFL games Feb. through April, with first game to be played
April 21, 2001. Companies said league would be “100% com-
petitive” and would feature “brand of ‘smash-mouth’ football
that fans crave.” Broadcasts will include cameras in locker
rooms and helmets, as well as extensive use of microphones in
huddles and elsewhere, and league will include many rule
changes to speed pace and action. They said XFL is “actively
negotiating” with 2nd broadcast partner to complement NBC
broadcasts.

FCC Chmn. Kennard and wife Deborah have adopted boy,
3-week-old Robert James Kennedy Kennard, he said in e-mail
birth announcement to Commission employees March 28. Baby
was born March 4, weighing 9 Ib. Message said Kennard is
somewhat “sleep-deprived” as result of event.
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TV LOAN GUARANTEES ADVANCE: Full Senate approved
loan guarantee program for local signals to rural areas March
30. S-2097, sponsored by Banking Committee Chmn. Gramm
(R-Tex.) and Communications Subcommittee Chmn. Burns
(R-Mont.), awaits House floor action on HR-3615 by Reps.
Goodlatte (R-Va.) and Boucher (D-Va.), which emerged from
Commerce Committee markup March 29. Bill must be recon-
ciled with version passed by Agriculture Committee and is ex-
pected on House floor for vote in mid-April.

S-2097 saw spirited floor debate on amendment by Sen.
Johnson (D-S.D.) to expand pool of eligible loan applicants.
Gramm had written bill with goal of reducing defaults, restrict-
ing loan applicants to those who are federally insured. Such ac-
tion would eliminate cooperatives, which don’t have govt. pedi-
gree. Johnson’s amendment required only that co-op have good
record on at least one long-term loan, and passed Senate 99-0,
after which full bill passed 97-0. House version out of Com-
merce Committee also contains co-op clause, added in amend-
ment by Telecom Subcommittee Chmn. Tauzin (R-La.).

Goodlatte-Boucher bill was changed little in full Commerce
markup despite attempts by recurring foes Cox (R-Cal.) and
Largent (R-Okla.). Only 3 of 12 amendments introduced passed,
most provocative by Rep. Oxley (R-O.) that if it becomes law
would have effect of preventing Northpoint from receiving authori-
zation to operate in DBS spectrum unless FCC first conducts inde-
pendent test of possible harmful interference to satellite services.
Amendment doesn’t name Northpoint but it was clear from bill
language and debate it was intended target.

Satellite Best. & Communications Assn. applauded com-
mittee “for acknowledging the serious threat... that would result
if the FCC allows Northpoint Technology to operate a terres-
trial microwave service in the frequency band allocated for
DBS services.” In order to make amendment germane to bill,
language was inserted on protecting possible loan recipients
from interference, which would mean entire loan program
couldn’t move forward until FCC review was complete.

“We were caught in a legislative collision,” Northpoint
CEO Sophia Collier told us. Saying committee earlier had
called for FCC to conduct interference tests for low-power FM,
she said members “may have been in a mood to slow the FCC
down.” DBS providers “are anxious to do anything they can to
delay our deployment even by one day,” she said, although she
added it was “victory” that amendment calls for 90-day test, vs.
unlimited time in original draft. Collier said Northpoint was
only company “ready, willing and able” to provide local signals
to rural America, but “we don’t need a loan, we need a license”
from FCC to operate.

Other amendments approved: (1) By Rep. Cubin (R-Wyo.),
further defining eligible satellite carriers as those with billing, col-
lection and service relationship with subscribers. (2) By Tauzin,
cap on number of local channels required to be carried by provider
to ensure it’s no larger than number of signals carried by cable sys-
tem serving largest number of subscribers in that market.

Cox and Largent had less success than at subcommittee level.
Cox saw 4 amendments fail. He again attempted to reduce loan
guarantee, this time to $200 million from $1 billion (failed on
voice vote). He tried to insert fee for loan applicants to cover ad-
ministrative costs (failed 16-20), failed again to have at least one
officer of applicant be personally liable for loan (7-28), again tried
to accelerate sunset date to 2004 from 2006 (17-17). Largent, au-
thor of successful substitute amendment in subcommittee, re-
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stricted himself to one amendment in full committee, trying to rein-
sert definition of “unserved areas” as those outside Grade A con-
tours and where consumers have no access to multichannel pro-
vider that carries local signals (failed 11-31).

Perhaps most unusual of remaining failed amendments was
one by Rep. Lazio (R-N.Y.). Without any attempt to tie into
bill, amendment would call for $10 million to be appropriated
to CPB for FY 2000 “for costs associated with the transition of
public broadcasting to provide digital broadcasting services.”
Lazio withdrew amendment.

Rural DBS loan guarantee program could “increase the role
of government in private markets and distort innovation and in-
vestment,” 4 limited-govt. groups said in joint letter to House
Commerce Committee Chmn. Bliley (R-Va.). Groups — Citi-
zens Against Govt. Waste, Citizens for Sound Economy, Com-
petitive Enterprise Institute, Heritage Foundation — said access
to information is “vital,” but “government programs that push
technological applications beyond their capacity actually limit
the ability of the market to provide the most efficient and eco-
nomical means of achieving this goal.” Free markets are best
way to manage risk, groups said.

Meanwhile, Sen. Dorgan (D-N.D.) introduced bill to pro-
vide that federal govt. must assist in broadband rollout to rural
areas because it’s “not going to happen on its own.” §-2307
would create $3 billion loan program run by Dept. of Agricul-
ture’s Rural Utilities Service (RUS) over 5-year period to help
make broadband as ubiquitous as electric and telephone service.
Bill could face opposition from Republicans, many of whom
are wary of RUS’s spotty track record with loan programs,
spotlighted in local-into-local debate.

Dorgan bill is quite broad, specifically naming DSL, cable
modems, wireless services and satellite technology as possible
areas of funding. “Broadband service” is defined as any
switched telecom service offering at least 1 Mbps download
and 0.5 Mbps upload speed transmitting “high-quality voice,
data, graphics and video,” but bill says advances in technology
could allow for modifications to criteria. Community would
have to be without broadband service to receive loan-subsidized
service and would have to have fewer than 20,000 inhabitants.

- T

OpenTV Corp. plans to use its proposed $2.5 billion pur-
chase of Spyglass to crack U.S. cable market for interactive TV
software and extend its reach to wireless phones, executives of
companies said. They said they plan to integrate Spyglass’s Web
browser and other Internet technology into OpenTV’s interactive
TV offerings by year-end, particularly in U.S. They also said they
intend to promote OpenTV’s full suite of services to Spyglass’s
client roster, which includes Cablevision Systems, GTE,
Microsoft, Motorola, NEC, Nokia, Sony, Thomson. OpenTV,
which is about to launch in at least 700,000 EchoStar satellite
homes, ended last year with 6.1 million subscribers on 25 cable,
satellite and digital terrestrial systems globally but none in U.S.

Backers of Europe’s Digital Video Bestg. (DVB) system
for DTV will demonstrate both HDTV and standard-definition
in 6 MHz channel at NAB convention in Las Vegas. DVB
broadcasts will be on Ch. 29, DTV channel operated by KVWB
Las Vegas, and will be receivable by fixed and mobile receiv-
ers, backers said. DVB also will demonstrate hierarchical mod-
ulation, in which receivers with good receiving conditions re-
ceive high-quality signal, but in poorer conditions would
receive lower quality, but viewable, signal.
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INTERNET TV PLANNED: Expanding into interactive TV mar-
ket, Excite@Home is gearing up to introduce its new broadband
service for TV screens, featuring full Internet access, in selected
cable markets this summer and fall. Company is planning 2-tier
service that would compete against interactive TV offerings from
America Online, Microsoft’s WebTV Networks, OpenTV, U S
West, WorldGate Communications, others. Excite@Home
co-owners AT&T and Cox Communications have committed to
rolling out service to undisclosed number of cable households, and
venture is negotiating with co-owner Comcast and others.

Jeff Huber, Excite@Home engineering and product devel-
opment vp, said Excite@Home would focus on marketing inter-
active TV applications to its growing base of high-speed PC
subscribers , now 1.1 million and climbing at rate of one new
customer every 2 seconds. With aid of more than 20 MSO dis-
tribution partners, Excite@Home also intends to pitch service to
its total coverage area of 72 million homes passed, 60 million in
U.S,, rest in Australia, Germany, Japan, Netherlands. Company
executives believe they can sign up at least 20-25% of those
homes as interactive TV subscribers over several years.

Planned @Home TV service — encompassing full Internet ac-
cess, personalized news, weather and sports, e-mail, enhanced TV
screen overlays, electronic commerce, interactive programming,
wireless keyboard and other advanced features — is likely to cost
digital cable subscribers extra $15 per month, Huber said. Unlike
WebTV, WorldGate, U S West and planned services from AOL
and OpenTV, @Home TV is designed for advanced digital cable
boxes that set-top makers are just beginning to ship. List includes
General Instrument’s DCT-5000 and Scientific-Atlanta’s Explorer
6000 boxes, as well as advanced boxes from Pace and others. Ex-
cite@Home say broadband service will distinguish itself from
competitors through its fast transmission speeds, greater capacity
for graphics and multimedia displays, emphasis on TV video and
audio and “always-on” nature.

—_r

ABC TV Network Pres. Patricia Fili-Krushe] — high-
est-ranking woman in commercial TV — has resigned to become
pres.-CEO of Healtheon/WebMD, where she takes over April 10.
She was network’s chief negotiator in reaching agreement last
spring with affiliates that stations considered more favorable to
ABC and has been “one tough negotiator” in new affiliation con-
tract talks, group executive told us. One of factors causing her to
leave ABC was order last year requiring network’s top executives
to move to parent Disney hq in Burbank by this summer. In memo
to employees praising Fili-Krushel, Disney Pres. Robert Iger said
she “preferred to stay in New York” with her 2 school-age chil-
dren. Iger named Alex Wallau, pres. of administration and opera-
tions, as interim head of TV network. F ili-Krusehl, 45, has been in
Job 18 months, moving up from pres. of ABC Daytime. She re-
Joined ABC in 1993 after executive stints at HBO and Lifetime.
Healtheon, which provides Internet links to consumers, doctors,
hospitals and other health groups, is 50-50 owned by News Corp.
and TV Health Network.

National Football League (NFL) voted to create NFL Internet
Network, joint venture with revenues shared among teams. Busi-
ness plan contemplates streaming full-length football games online,
both live and archived. NFL, which has billion-dollar TV contracts
to protect, has been among most aggressive content providers in
preventing use of its games by Internet sites such as iCraveTV. So
far it has streamed games only internationally, not in U.S., but has
said streaming rights probably will be explicitly given or denied in
upcoming TV deals.
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Some 30 representatives of small cable operators visited
Capitol Hill March 28, lobbying key lawmakers to strengthen
“technology-neutral” elements of bills providing federal loan
guarantees for rural local-into-local TV signals. Staging annual
“emergency national summit” in Washington last week, Ameri-
can Cable Assn. (ACA) pressed legislators to grant cable opera-
tors same access to loans as DBS providers. Group, credited
with blocking congressional passage of rural loan guarantees for
DBS providers last fall, also favors limiting guarantee program
to unserved areas rather than broader, underserved areas, requir-
ing loan applicants to invest private capital before getting any
federal funds and not restricting size of MSOs that could re-
ceive loans. Smaller MSOs also want any must-carry obliga-
tions eased for DBS providers to be loosened for cable opera-
tors as well. “We’re not arguing against must-carry,” said ACA
Pres. Matt Polka, whose group represents 300 smailer MSOs
with total of 3 million subscribers in rural areas. “We’re saying
that if we have to live with it, then at some point satellite has to
live with it, too.” He said ACA members are “very pleased”
with evolution of loan legislation from satellite bill to technol-
ogy-neutral measure and strongly support current Senate bill,
S-2097, sponsored by Communications Subcommittee Chmn.
Burns (R-Mont.) and Banking Committee Chmn. Gramm
(R-Tex.). While they’re less enthusiastic about House bill,
HR-3615, before House Telecom Subcommittee, Polka said
smaller operators are happy that it now looks more like
Burns-Gramm bill. He hopes to see final legislation approved
by Congress by July 4 recess.

Although there’s bipartisan support for CPB in Congress,
CEO Robert Coonrod was bombarded with questions on DTV
rollout and “bridging” digital divide via its programming at
House Appropriations Subcommittee hearing March 28. CPB
requested $365 million for FY 2003, up $15 million, and addi-
tional $20 million for FY 2001 to assist conversion to digital by
FCC-mandated 2003. Subcommittee Chmn. Porter (R-111)
questioned funding’s going to large TV stations such as
WETA-TV Washington, which he said could convert without
additional govt. money. Rep. Wicker (R-Miss.) questioned $20
million for FY 2001, saying “this money could be saved... and
used at another time.” Coonrod said public broadcasting is
“holding its own” in marketplace, but needs additional funding
to support digital program development, production and distri-
bution. With technology, he said, consumers would get high
resolution and with multiplex channeling they could pick from
up to 4 channels from each public station.

Lucent began venture to put together first video network
that will target Internet by delivering HDTV-quality,
bidirectional IP video over private fiber network, avoiding
streaming logjams of public Internet. Metromedia Fiber Net-
work (MFN) will supply metro and long-haul fiber networks to
venture, named GeoVideo Networks. Companies said MFN
subsidiary AboveNet will provide global IP services to venture,
which is planning video hubs in international markets. “The
Internet has not been ready for high-quality video transport until
now,” Lucent New Ventures Group Pres. Thomas Uhlman said.
Lucent also is developing plans for CSRG Digital with
for-profit consortium of 27 public TV stations. Stations plan
Jointly to market and sell venture’s services to make production
studios available to GeoVideo customers.

DirecTV said most retransmission consent agreements
with broadcasters and local stations have been signed and no
channels will have to “come down” in May when grace period
to close such deals ends.
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DBS UP TO 11.5 MILLION HOMES: Record satellite TV
sales in 1999 put DBS providers on track to reach goal of
30%-35% market penetration by 2005, DirecTV’s Eddy
Hartenstein, SBCA’s Charles Hewitt and Pegasus CEO Mark
Pagon agreed at Sky Forum March 28 in N.Y.C. “It’s achiev-
able,” Hartenstein said. Pagon said DBS eventually would be-
come “dominant medium,” with sales doubling over next 5
years. Hewitt told us DBS banner sales year led him to believe
bigger and better things were in store for industry. DBS added
5.2 million subscribers in 1998-1999, pushing to 11.489 mil-
lion, 10% of U.S. households.

Much of optimism involves local-into-local, which made
satellite TV more attractive alternative to cable. “Lo-
cal-into-local has been a tremendous success,” Hewitt said.
“Our research shows that 50% of our existing customers have
opted for local-into-local service. That is much higher than our
projections, which were around 10%. Based on that, we think
there is going to be a tremendous wave of new customers.”

Pagon expects local-into-local offerings to move from top
30 markets to top 50-60 markets in next few years. He said 50
million homes could have DBS when that occurs: “There is no
real reason to sell new customers if you can’t bundle in local
services. You are going to be offering a package price. The
service is going to be sold to more than 90% of our new sub-
scribers. If legislation passes [in Congress], the top 100 mar-
kets will be delivered local-into-local service. That will mean
90% of U.S. households will have access to DBS.”

Hartenstein said his company has felt impact of being able
to offer local programming to customers, although he was hesi-
tant to describe it as cure-all for industry. “It’s turning out to be
what we hoped it to be,” he said. “We are approaching 50%
penetration in the markets where we are offering local service
and we have new subscribers coming on. In essence, we’re be-
coming a cable replacement, rather than an augmentation of
their service... One of the things we have to do is educate peo-
ple that local channels are available on DBS.”

Hewitt and Hartenstein said (1) Congress needs to do more
than provide loan guarantees to provide broadcast stations in ru-
ral areas, (2) FCC must provide more spectrum for service and
(3) industry and rural consumers would be better served with
“most-carry” rather than “must-carry.” Hartenstein said
DirecTV would be addressing problem with July 2001 launch
of satellite capable of spot beam service.

Hewitt said recent announcements linking DBS providers
with ISPs pointed to another trend. “We are going to lead the
way in providing broadband service,” he said. “Cable can only
reach 60%-70% of market, but the other 30%-40% will have to
depend on satellite companies for Internet. We are the answer
for closing the digital divide in rural America.”

Meanwhile, DirecTV will reorganize when successor to
Hartenstein is named as president in “6-8 weeks,” he said in in-
terview. He also said lawsuit brought against DirecTV by rival
EchoStar was “without merit.” Hartenstein, now corp. senior
exec. vp-Hughes Consumer Sector, said he had “nothing to re-
port” on negotiations with News Corp. on possible merger.

“We want to reposition DirecTV,” Hartenstein said. “We
are looking at a number of candidates. We are searching high
and low for the right person. We want to find a person to fill
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the job in the U.S. who can broaden our base and better serve
our customers.” Hughes announced in Jan. that Hartenstein
would give up title as DirecTV pres. when successor was
named following his promotion to current position.

Much-anticipated launch of AOL-TV would happen by
“Christmas,” he said. Joint project of AOL and DirecTV an-
nounced last May will give consumers access to Web, e-mail,
chat rooms, interactive TV, online shopping and satellite TV
programming with one set-top box. AOL made $1.5 billion in-
vestment in DirecTV parent Hughes to close deal.

Spokesman also said similar partnership with TiVo to provide
personal TV service would start in July. Pricing hasn’t been set.
Hartenstein said marketing of HDTV would be stepped up to meet
demand for product. “Our retailers and manufacturers are selling
everything they can get,” he said. “As the programming expands
and we get more NFL packages and NBA game-of-the-week pack-
ages, there will be even more demand.”

—

AT&T, Comcast and Cox extended distribution deals with
Excite@Home cable modem venture in high-stakes move to shore
up its sagging stock price and erase continuing doubts about its fu-
ture. Companies said they would restructure their governance of
Excite@Home and carry high-speed cable data service at least 4
years longer than previously planned. Under complicated series of
agreements, AT&T will assume unchallenged voting control of Ex-
cite@Home while Comcast and Cox will relinquish certain veto
rights and resign from board. In exchange for greater control,
AT&T will extend its cable distribution of Excite@Home 6 years
through 2008, offer Excitt@Home’s upcoming Internet TV service
through digital cable set-tops and feature high-speed data service
on its wireless phone network. Comcast and Cox agreed to con-
tinue distributing service additional 4 years through June 2006 and
gained right to end exclusive carriage and terminate entire deal by
June 2001, one year earlier than before. AT&T Chmn. Michael
Armstrong said agreements will spur his company’s drive to open
its cable lines to multiple ISPs and gain federal regulatory approval
of its pending purchase of MediaOne Group. He said regulators
never have heard all 3 MSOs and Excite@Home “speak out so
clearly” on carrying multiple ISPs before. “] think it’s a positive
step communicated to Washington,” he said. FCC officials could-
n’t be reached for comment by our deadline.

TELEVISION DIGEST
NOW AVAILABLE IN PDF FORMAT

Subscribers to Television Digest with Consumer
Electronics now can receive their weekly issue electroni-
cally in the widely used PDF format, which duplicates the
look and feel of the print version on any PC. Delivery of
this version will take place the Friday before the Monday
publication date. Subscribers who want to replace the
print (or non-PDF electronic) versions they now receive
may do so simply by sending an e-mail request to
tvdinpdf@warren-news.com or calling us at
202-872-9200. “Adobe Acrobat Reader” software, al-
ready loaded on most computers and free for downloading
from the Internet, is required to read PDF files.
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KY. FLAT TAX KILLED: Ky. Senate dealt mortal blow to in-
novative telecom tax restructuring plan advanced by Gov. Paul
Patton (D), despite strong support from state’s telecom and ca-
ble industries. Senate voted to refer tax bill (HB-996) back to
committee, effectively killing it for this year. Patton had pro-
posed replacing 1,300 different state and local sales and fran-
chise taxes now levied on telecom and cable firms by state and
its municipalities with single 7% state telecom excise tax. The
tax would have been applied to all landline and wireless phone
services as well as to cable and satellite TV services.

Plan had fast passage through House but ran into roadblock
in Republican-controlled Senate because that chamber’s leader-
ship viewed it as imposition of new state tax, something GOP
has vowed to prevent. Apart from supplanting local franchise
fees on cable and some telephone companies, excise tax would
replace 6% sales tax on local and intrastate telephone services
and school gross receipts utility tax (generally 3%) on most
telephone and some cable services. Although proposed tax rep-
resents minimum 1% increase for cable, step was welcomed by
industry, which said it would level playing field with satellite
TV, which doesn’t pay franchise fees.

Spokeswoman for Ky. Cable TV Assn. said industry would
benefit from proposed removal of “intangible tax on value of a
company.” Besides having to pay regular property tax, telecom
and cable companies are subject to tax on their value, which is dou-
ble taxation, she said. Most attractive part of package for cable is
that it “levels the playing field for all competitors,” she said.

PR

New PBS Pres. Pat Mitchell promised complete review of
“every aspect” of network’s programming and operations, with be-
ginnings of strategic plan to be made public by annual meeting in
June. At March 30 meeting of PBS board, she said she was “will-
ing to evaluate everything... This is not a good time to be indeci-
sive.” Mitchell, who has been on job for month, said initiative
“should put an end to discussions on Capitol Hill [and elsewhere]
over whether there’s a need for public television.” However, board
members grumbled that preliminary budget they approved at meet-
ing showed little movement toward ambitious goals of making
PBS leader in technology and wide field of education. Mitchell
said next budget, formed under her supervision, would be radically
different. Meanwhile, in latest defection from PBS’s top ranks,
Exec. Vp-Leaming Ventures John Hollar is going to Pierson
Broadband in April. All 3 exec. vps of year ago have left, along
with former Pres. Ervin Duggan.

Liberty Media is keeping up pace of aggressive investments in
new media, video and telecom companies. In latest move, Liberty
paid $200 million to Primedia March 30 for 5% stake and 1.5 mil-
lion warrants in publishing company. Deal also calls for Liberty or
its interactive TV and Internet unit, Liberty Digital, to receive op-
tion to buy 12.5% stake in Primedia’s new broadband video divi-
sion. Primedia also will buy $25 million in Liberty Digital stock
and companies will work together to develop broadband and inter-
active video services for consumers and businesses. Separately,
Liberty Digital invested undisclosed amount for equity stake in
Kozmo.com, online delivery company for ordering videos and
other entertainment and convenience items.

Political spending on local TV stations in Jan. was $12.84
million, double $6.42 million spent on stations in same month
of 1996 presidential campaign, according to TV Bureau of Ad-
vertising (TvB). This Jan., presidential candidates spent $7.47
million (up 169%) for ads on local stations, TvB said.
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DBS SERVICE PLANNED: EchoStar and iSky announced
nonexclusive deal to offer 2-way wireless broadband and DBS
services using set-top box and small dish. Deal, which Wall St.
analyst called “significant,” calls for EchoStar to invest $50
million in iSky in exchange for 12% of latter and warrants that
could increase share to 20.8%. It also will receive “substantial”
revenue share, companies said.

EchoStar will distribute iSky satellite Internet services
along with DISH Network satellite TV service through 23,000
retailers nationwide after start of new iSky service in 4th quar-
ter 2001. Dish, with 26" diameter, will be able to receive and
send Internet data at same time it’s receiving DBS TV channels.
Companies still are determining price, but iSky plans to market
its Ka-band Internet service for $35-$40 per month and set-top
box for $200. Deal puts EchoStar in position to deliver Ku and
Ka-band services.

Merrill Lynch Vp William Pitkin said deal continues
EchoStar pattern of joint projects that will help it bundle TV,
data and Internet services to subscribers. Last month,
EchoStar signed deal with Gilat-To-Home. Pitkin said he
expects EchoStar to land deal with Covad or Northpoint in
“30 to 60 days.”

ISky CEO Thomas Moore said he expects to reach large
number of estimated “25 to 30 million U.S. homes” without
Internet when new service begins next year. Greenwald said
company had satellite capacity to serve several million peo-
ple.

Personals

William Lansing, CEO-chmn., Fingerhut, named NBCi
CEO, succeeding Chris Kitze, appointed vice chmn... NBC
Washington attorney Diane Zipursky promoted to
vp-Washington law & policy... Gary Zenobi, ex-WBZL Mi-
ami, appointed vp-gen. mgr., WTIC-TV Hartford, replacing
Jerome Martin, who moved to vp-gen. mgr., WBDC-TV
Washington... Melissa Klinzing promoted to news dir.,
KYW-TV Philadelphia, succeeding Joel Cheatwood, now
vp-news CBS Station Group and news dir.-WCBS-TV N.Y...
Jorgen Bredesen, ex-Motorola, named CEO-pres.,
Tandberg TV.

Joel Andryc promoted to exec. vp-kids programming &
development, Fox Family Channel and Fox Kids Network...
Changes in Disney/ABC Cable Networks mktg: Adam Sander-
son promoted to senior vp-mktg., John Rood named vp-mktg.,
Hope Winter named exec. dir.-brand management, David Wat-
son appointed dir.-online, Todd Hatley named dir.-promo-
tions... Rick Bailey promoted to vp-chief counsel, AT&T
Broadband... Charlie Maday promoted to senior
vp-programming, History Channel... Neil Hoffman, ex-USA
Network, appointed vp-programming, WGN Cable... Thomas
Forst named dir.-affiliate relations, Cox Bestg., Tina Denicole
dir.-finance... Joan Ziff advanced to dir.-trade and media rela-
tions, Showtime Networks.

Bill Burke, ex-Time Warner Digital Media, Turner South
and TBS Superstation, named pres.-CEO, Resort Sports Net-
work... Jean Prewitt, ex-Podesta.com, elected pres., American
Film Mktg. Assn... Elinor Hirschhorn, ex-MTV Networks,
named senior vp-global business development & strategic part-
nerships, MTVi Group... David Obstler, ex-).P. Morgan, named
CFO, ScreamingMedia.
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Obituaries

Sig Mickelson, 86, first pres. of CBS News and instrumen-
tal in development of televised political coverage, died March
24 of pneumonia at Scripps Mercy Hospital in San Diego.
Graduate of Augustana College in Sioux Falls, 8.D., with mas-
ter’s degree from U. of Minn., he entered broadcasting at
CBS-owned WCCO(AM) Minneapolis. In 1951, he was named
dir. of news and public affairs of CBS TV, which at time had
staff of 12, and was major force behind first gavel-to-gavel cov-
erage of 1952 political conventions — for which Mickelson se-
lected Walter Cronkite as anchor and coined phrase “anchor-
man.” Mickelson was named vp of CBS News in 1954, pres.
1959, supervised coverage of 1960 Olympics. In 1961, he be-
came head of Time-Life Bestg. International Div., where he re-
mained for 9 years before joining faculty at Northwestern U.
Medill School of Journalism. From there, he went to San Diego
State U. where he served on faculty 1978-1991. In 1994, he
was prof. of journalism at La. State U., returning to San Diego
following year. Michelson was co-founder of RTNDA, serving
as its pres. 1948-1949, and also had govt. stint as dir. of Radio
Free Europe/Radio Liberty. He authored 7 books, including
The Decade That Shaped Television News, published in 1998.
Wife, 2 sons, 2 daughters, survive.

Neil Patterson, 50, longtime ABC News executive, died
March 25 at St. Vincent’s Hospital in N.Y.C. of complications
from Feb. 1 stroke. Patterson was 22-year veteran of ABC
News and was in charge of network’s 24 hours of New Year’s
Day coverage from around world. For many years, he was
managing dir. of overseas operations where he was on site for
events such as Beirut’s civil war, Persian Gulf War, Iranian rev-
olution, Somali invasion. Patterson became dir. of production
for ABC News magazines in 1992, then vp-operations, and se-
nior vp in 1995. Born in N.Y.C,, Patterson was raised in
Manhattan and in Pelham, N.Y ., studied technical theater at
Syracuse U. and began broadcasting career as NBC N.Y. page
in 1974. Wife, 2 sons, daughter survive.

——

Citing Digital Millennium Copyright Act, NAB asked U.S.
Dist. Court, N.Y.C., for declaratory judgment that streaming au-
dio of stations’ programs is subject to new copyright royalty
payments. In suit filed March 27, NAB acknowledged that Act
gave some new copyright rights, but said it specifically ex-
empted services such as radio, where consumer can’t ask for
specific song and is considered less likely to record it. Record-
ing Industry Assn. of America (RIAA) has said audio that’s
streamed over Internet is subject to copyright fees, and filed pe-
tition for rulemaking with Copyright Office. Copyright Office
published notice March 16 seeking comments on issue and be-
gan proceeding for determining copyright fees for audio ser-
vices that aren’t exempt from Millennium Act.

AT&T’s Liberty Media completed $460 million cash tender
offer for Ascent Entertainment Group March 28, one day after
agreeing to buy 9.9% stake in IDT Corp. for $130 million. Lib-
erty said Ascent stockholders tendered 25.3 million shares (85%
of those outstanding) to Liberty for cash payment of $15.25 per
share. Liberty will buy remaining shares through merger in
which each share of Ascent common will be converted into
right to receive cash. Liberty still expects to close merger in
2nd quarter. Separately, Liberty agreed to pay $130 million in
cash ($34.50 per share) for stake in IDT, telecom and Internet
services firm. Liberty will receive nearly 3.8 million shares of
IDT common and seat on IDT board.
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BEA and NAB joined to form Bcst. Research Initiative
(BRI) to help fill need for qualified research professionals. “As
the competition between media outlets grows, the demand for
qualified candidates to fill research positions will only inten-
sify,” NAB Vp Mark Fratrik said. *“There is more data to ana-
lyze than ever before [and] we need skilled people to manage
the data and improve our ability to understand what the data tell
us.” Special BEA committee now is working to design curricu-
lum and primer for use by BRI and to be made available on
Web sites.
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STATE OF THE INDUSTRY

Sales to dealers, from CEA, for week ending March 17 and year to date:

MAR.11- 1999 % MAR. 4- 11 WEEKS 11 WEEKS %
MAR.17 WEEK CHANGE MAR.10 2000 1999 CHANGE
TOTAL COLOR TV.(a) 564,091* 401,562 + 40.5 463,729 5,136,051 4,491,077 + 14.4
DIRECT-VIEW** 537,196* 387,466 + 38.6 449,776 4,875,747 4,299,636 + 13.4
TV ONLY#.... 461,647* 321,738 + 43.5 376,459 4,134,166 3y 585,473 £ 12,2
TV/VCR COMBO. 75,549* 65,728 + 14.9 78, LT AN 581 % 614,463 + 20.7
PROJECTION. .. 26,895* 14,096 + 90.8 13, 653 260,304* 191,441 + 36.0
TOTAL VCR**. ... 380,894* 351,099 + 8.5 339,075 4,173,280* 3,614,470 + 15.5
HOME DECKS. .. 305,345* 285,371 + 7.0 265,758 3,431,699* 3,000,007 + 14.4
CAMCORDERS. . ... 96,877* 69,159 + 40.1 84,922* B 26,179 655,748 + 26.0
BVDNRIIAYERIS e 60,322* 35,396 + 70.4 56, H92 L 9419712/2/81 320,920 +195.8

Direct-view TV 5-week moving average#: 2000—-431,193*; L =555 5 GlefE (w19 28la 255 .
Projection TV 5-week moving average: 2000—26,249%; LESS=LE B LT (e SIE S5 o
VCR deck 5-week moving average: 2000—359,0009%; 1999-320,995 (up 11.9%).

TV/VCR 5-week moving average: 2000-85,251*; 1999-65,222 (up 30.7%).

Camcorder 5-week moving average: 2000—83,493*%; 1999-77,398 (B1e- 7 954 o

DVD player 5-week moving average: 2000—94,016*; 1999-32,819 (up 186.5%).

* Record for period. ** Includes TV/VCR combinations. # Excludes TV/VCR
combinations. (a) Includes analog only.

NEW VIDEO-PIRACY THREAT EMERGES — WITH OLD NAME: Efficient compression formula that permits higher
quality video to be stored in smaller files is making rounds of Internet tekkies. New codec is called DivX — no relation
to defunct Divx conditional-access DVD platform — and for first time makes it possible to fit entire movie on single re-
cordable CD or transmit video over Web in less time than in past.

New “DVD Video Codec” has circulated underground at least since Dec., we have discovered. Recently, though,
Web sites devoted to topic have proliferated where desktop video enthusiasts swap information on how to use DivX, as
well as video files compressed in format. One site we visited — divx.ctw.cc — had selection of 30 movie trailers, in-
cluding box office anc home video hits such as Apollo 13, The Matrix, The Mummy and Saving Private Ryan.

DivX has potential to become MP3 of video by providing fast and easy way to transmit and store data. Until now,
large size of pirated movie file has made Internet transmission unfeasible for most people, and required storage on multi-
ple CDs in MPEG-1 format of indifferent quality.

Depending on variable bit rate selected for compression, DivX users claim they can fit 2 hours of video on 650
MB-capacity CD-R. Video quality ranges between MPEG-1 Video CD and MPEG-2 DVD, and is at very least as good as
VHS. But greater threat to copyright holders is potential of DivX for Internet transmissions. Smaller file size enables 2-hour
movie to be downloaded in about 4 hours using wide bandwidth T1 line, although longer with cable, ADSL or dial-up modem.

Reason for efficiency is that DivX is based on MPEG-4 video compression, new standard approved in Dec. and in-
corporated in Microsoft’s Windows Media Player (WMP) to create AVI files. Soundtrack for DivX video uses MP3
compression. Anonymous creators of DivX claimed on Internet that they had hacked WMP in order to continue making
AVT files that Microsoft no longer supports. In effect, DivX is cloned from WMP and set up as separate codec. Al-
though no DivX player software now exists — compared with plethora of MP3-based Internet music players — DivX
files can be opened and viewed with attachment to WMP.
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DivX uses another hacked technology to copy DVDs — DeCSS created by Norwegian hackers to circumvent DVD’s
Content Scrambling System (CSS) and posted on Internet in Nov.. By circumventing CSS, disc played in PC’s
DVD-ROM drive can be copied directly as digital bitstream to hard drive, then compressed with DivX for burning on
CD or uploading to Internet. Before emergence of DivX, threat from DeCSS was downplayed by some in movie indus-
try because uncompressed video files were huge.

MPAA isn’t minimizing threat from DivX. “We are currently investigating DivX as a whole,” said Mark Litvack,
attorney who’s vp-dir. of worldwide legal affairs for antipiracy. “We’re continuing to search both for pirated materials
and for the technology pirates are using.”

MPAA has vet to find DivX files pressed on discs, Litvack told us. “But we are aware that data is being made available on
the Internet that would be consistent with the use of DivX.” He couldn’t say when MPAA became aware of DivX, but told us
Fri. he himself had leamed of situation only in last 10 days. Although Microsoft couldn’t be reached for comment on hacking
of WMP, Litvack told us software giant is likely to join investigation. “Microsoft, to the extent it itself gets pirated, is someone
we’re almost constantly in contact with,” he said. “And they are always very cooperative.”

DVD COPYING POSSIBLE WITH SONY PLAYSTATION2: Yet another glitch has been discovered in Sony’s
star-crossed PlayStation2 (PS2). This time, hackers apparently have figured out how to circumvent Sony console’s
Macrovision copy protection to make VHS and other dubs from DVDs.

Despite implementation of Macrovision on PS2’s component-, composite-, S-video and RGB outputs, press and
Internet reports from Japan last week indicated that consumers could use machine’s analog RGB port to copy DVDs.
Postings on various Web sites carried circuit diagram and model of converter that could transform RGB signals used for
PCs to NTSC video for recording. Converter coincidentally removes Macrovision encoding in process, possibly when
adjusting progressive-scan RGB horizontal and vertical synchronization to interlaced NTSC. Ironically, technology to
prevent such conversion exists, we have learned.

Japanese company Micomsoft is one manufacturer of converter, reports said. Device originally was developed to en-
able PC videogamers to view games on home TV, and Macrovision circumvention apparently is inadvertent. But
VGA-to-NTSC/PAL converters readily available worldwide for below $100 probably could perform same job. To con-
nect Sony’s proprietary 12-pin RGB port to converter, special cable is needed with 12-pin connector on one end and
21-pin multiconnector on other. Sony used to sell such cable as first-generation PS accessory, but company said it’s no
longer available. Sources told us it wouldn’t be hard to build cable or versions for devices that convert PC’s VGA output
for display on TVs.

DVD licensing agreement prohibits PC-type RGB interface in standalone DVD-Video players because of piracy con-
cerns, but doesn’t prevent computer DVD-ROM drives from offering same output because of need for connection to PC
monitor. It was unclear just how DVD license classifies PS2 or whether Sony will defend it on ground that videogame
console is more like PC than DVD player.

Ironically, technology exists to prevent RGB conversion to NTSC/PAL. We found patent applications filed nearly 2
years ago by Macrovision (WO 99/00977) and last year by Hewlett-Packard (99302387.8 and 99302492.6) that describe
different methods of degrading quality during RGB or VGA conversion process to make video unviewable in other for-
mats. Macrovision’s system confuses horizontal and vertical synch of TV or VCR, while Hewlett-Packard’s adds arti-
facts to spoil image. Patents for both systems say legitimate RGB/VGA viewing isn’t affected. Macrovision also pat-
ented methods and circuits for defeating RGB-to-composite copy protection, giving it legal means to prosecute hackers.

Word that PS2’s copy protection can be circumvented followed discovery that PS2 owners easily can change con-
sole’s DVD regional code settings as well (TVD March 20 p10).

Calls for comment weren’t returned last week by Sony Computer Entertainment America (SCEA). But parent Sony
Computer Entertainment (SCE) in Japan did clarify various other issues. SCE told Reuters that 1.25 million consoles
had been shipped through March 25 and that company planned to move 1.4 million by end of month, then 500,000 each
month despite variety of concerns that have been raised about next-generation game console. SCE Pres. Ken Kutaragi
told Reuters Sony plans to ship 10 million PS2 consoles worldwide in business year that started April 1 — 4 million in
Japan, 3 million each in Europe and U.S.

Upgraded software utility disc that prevents changing machine’s regional code setting started shipping with PS2 con-
soles March 27, SCE said. Still unclear was status of consoles that already had shipped with flawed disc, and exactly
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what Sony was going to do to encourage consumers who already had bought console to turn in utility disc that permits
regional code change.

Although SCE officially recalled flawed disc that came with 1.25 million consoles sold through March 25 and is of-
fering upgraded disc free to consumers, there seems to be little incentive for customers to make exchange. It was unclear
last week what Sony could do to insist customers return old utility discs.

Before regional code flaw discovery, SCE had admitted receiving many complaints about console’s memory cards
(TVD March 13 p12) and said it was unable to ship million consoles in first week because of ““10-day lag in production”™
(TVD March 13 p18). Production now apparently is back on track.

SCE spokesman conceded possibility of recall after regional code flaw was discovered, but company hadn’t an-
nounced recall of hardware by our March 31 deadline. To date, no Hollywood studio has publicly criticized Sony or an-
nounced any legal action against manufacturer over regional code or copyright circumvention glitches. Spokesman for
DVD Copy Control Assn. (DVDCCA) told us last week that his group has talked to Sony about regional code issue, say-
ing: “Sony is fixing the problem [and] is making all corrections as necessary in cooperation with DVDCCA. Sony basi-
cally has been amazingly cooperative and they have been in full cooperation with DVDCCA on this situation from day
one and has worked with DVDCCA to correct it.”

SCE spokesman conceded possibility of recall after regional code flaw was discovered, but company hadn’t an-
nounced any action by our March 31 deadline. To date, no Hollywood studio has publicly criticized Sony or announced
any legal action against manufacturer over regional code or copyright circumvention glitches. Spokesman for DVD
Copy Control Assn. (DVDCCA) told us last week that his group had talked to Sony about regional code issue, saying:
“Sony is fixing the problem [and] is making all corrections as necessary in cooperation with DVDCCA. Sony basically
has been amazingly cooperative and they have been in full cooperation with DVDCCA on this situation from day one and
has worked with DVDCCA to correct it.”

As for ability of customers to record DVDs to VHS, DVDCCA spokesman said: “There have been reports of that
that we are aware of. Sony has assured DVDCCA that regardless of these reports, the RGB situation is in compliance
with the CSS agreement and that Macrovision is in place.”

Meanwhile. gray-market PS2s continued to be readily available. Although most pricing we found in U.S. was about
$1,000, cost was considerably lower for PS2 in downtown Manhattan at The Game Shop, which was selling it for $630.
Price in U.K. has dropped, too. Central London retailer Computer Exchange now is charging $1,100, down from $1,265
in mid-March and $1,599 in week after March 4 introduction in Japan.

AMAZON.COM WINS AUTHORIZATION FROM SHARP: Amazon.com told us it had received authorization last
week from Sharp to sell full line of manufacturer’s CE products at its e-commerce Web site. At same time, company said
it now will receive broad line of products direct from Casio for first time and is continuing efforts to get authorization
from Sony.

Christopher Payne, vp of Amazon.com’s CE store, said that up to now it had been receiving only Sharp’s line of
home office products direct from manufacturer. Although full line of Sharp CE products are being added to Amazon’s
mix, he said it could take several weeks before all merchandise shows up at Web site. Limited amount of Sharp CE prod-
ucts have been sold at site up until now that Amazon had been able to obtain through 3rd party distribution, Payne said.
Sharp spokesman said at our Fri. deadline that he couldn’t confirm or deny Amazon.com authorization.

In case of Casio. Payne said Amazon so far has carried “just a couple” of that vendor’s PDA products, “and now
we’re going to broaden that” to include calculators and complete line of digital still cameras.

Calling ability to receive product direct from all manufacturers and “have tight relationships™ with them “key tenet
of” Amazon’s philosophy, Payne said company is working to gain authorizations from vendors it currently lacks now.
That includes Sony, with which he said Amazon has been discussing issue. He regards recent Sony online authorization
of 800.com (TVD Feb 7 p14) as “a signal that Sony is embracing the Internet, and we think it is an event that will kind of
spur on additional authorizations and direct relationships in the coming months.”

When Amazon.com launched CE store at its site last summer and started selling Sony products and merchandise
from other manufacturers without authorization, Sony was among most vocal in expressing concern (TVD July 19/99
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p12). But Payne said that hasn’t stopped Sony from honoring warranties on its products that have been sold by Ama-
zon.com. Sony spokesman confirmed that last week, saying: “Any instance where a customer has a Sony product, Sony
will honor the warranty.” But as for any discussions with Amazon, Sony spokesman said: “We are in talks with a lot of
people now, but we have nothing to [say] as far as anything related to Amazon right now.”

As to still-undisclosed source of unauthorized Sony products available at Amazon.com, Payne said: “We get it kind
of through 3rd parties to make it available to our customers.” But he declined to identify those 3rd parties.

Asked why Amazon.com wouldn’t simply wait for authorization from vendors such as Sony before offering such
products for sale online, Payne said that “the problem with that [is] we listen to our customers. That’s the thing we’re
very focused on at Amazon.com. And if you want to launch an electronics store, Sony has done just a phenomenal job of
building one of the world’s most recognized brands. They stand for innovation, cutting edge technology. You really
cannot meet the needs of your 17 million customers if we don’t carry Sony.”

When asked whether company had received cease-and-desist letters from any manufacturers that may have been an-
gry their products have been sold at Amazon.com without authorization, Payne said: “I can’t comment specifically.
We’ve had discussions, both in written correspondence and face-to-face discussions with various manufacturers, and it’s
an ongoing discussion about a direct relationship.” But he added: “All of our product is legally sourced [and] frankly,
the vast majority of our product is sourced directly from our manufacturers or through authorized 3rd party distribution. I
think it’s unfortunate, quite frankly, that right now everyone’s focused on these few examples of what I think is a tempo-
rary holdout in embracing the Internet. It can frankly forestall massive adoption on the Internet by consumers. We want
to work with manufacturers to help them understand the tremendous opportunities that’s presented by taking advantage
of the Internet channel.”

As for goods such as B&W speakers and Yamaha AV gear that for months had been offered for sale on Amazon.com de-
spite objections from those vendors, Payne said it no longer makes those specific products available. He said company is in
“ongoing discussions” with B&W and Yamaha, among other vendors, in seeking direct partnerships. Payne said Amazon ex-
pects “in the coming months” to announce additional partnerships that will represent all brands now featured at its Web site.

Although Amazon.com seemed more open last week to discuss sources of its products than in past, it still declined to
provide specifics on issues such as its return rates — something not unusual in light of fact that majority of online retail-
ers we have spoken to in recent months also have declined to provide specifics. On returns, Payne said: “The only thing
we’ve said publicly is that they’re very low relative to what return rates are published in the physical world.” He said
Amazon.com believes they’re low for 2 main reasons: (1) Abundance of “upfront” information to help consumers make
right product “decision.” (2) No salesperson “pressuring them” into buying decision. As result, he said, “there’s a little
bit less of the buyer’s remorse that is a big generator of returns.” He said there’s big misconception that it’s tougher to
return product to Amazon.com. But “even though it’s easier, we still are experiencing lower rates than we are seeing in
the physical world.”

Amazon.com also announced last week that it had become exclusive retailer for Ceiva, new Web-enabled picture
frame that allows consumers to receive photos directly over phone line. Once activated, Ceiva automatically checks to
see whether new images have been sent each night and downloads any that have been. Ceiva is being sold by Amazon
for $284.99 including one year free dial-up connection; after year, connection costs $3 per month.

Payne also told us company last week was “splitting out” its software store that has up to now been located as
sub-department of its electronics store. Shift means software “will have its own tab” as distinct store at site, he said.

ITA REVOKES TUBE TARIFFS: Commerce Dept.’s International Trade Administration (ITA), in 6-0 vote, last week
revoked antidumping duties that have governed TV picture tubes imported from Canada, Japan, Korea and Singapore for
13 years (TVD June 29/87 p17).

In reaching decision, text of which will be released May 4, ITA sided with Japanese manufacturers, most of
which now operate tube factories in U.S. or Mexico, stark reversal from mid-1980s when only 26% of U.S. picture
tubes were imported. In lifting antidumping measures, ITA ruled that imported tubes will be subject to standard
duty equal to 15% purchase price.

Kenneth Pierce, attorney for Japanese manufacturers, said move to revoke antidumping duties rested on several is-
sues, including fact that much of picture tube production has shifted to N. America. NAFTA agreement, which estab-
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lished free trade zone along Mexico-U.S. border in 1993, also lessened “economic incentive” to import tubes, he said.
Hitachi, Matsushita, Sony, Samsung and Toshiba all have tube plants in N. America.

Thomson, along with glass suppliers Corning-Asahi and Techneglas, and IBEW, which filed original complaint
along with 4 other unions (TVD Dec 1/86 p11), had argued that duties should remain as digital TV market emerges in
U.S. Thomson is sole widescreen tube manufacturer in U.S. with rest of 16x9 models being imported from Japan and
Korea. Pierce contended that court records reflected that speed at which TV market was shifting to digital was “perhaps
an exaggeration.” Thomson, Comning and Techneglas officials weren’t available for comment. Any appeal must be filed
with Court of International Trade within 30 days after ITA publishes its decision.

ZENITH POSTS PROFIT: Zenith Electronics, benefiting from
$70.2 million gain in exchange of subordinated debt, reversed
year-earlier $87.7 million loss to post $65.1 million 4th quarter
profit, but sales slid to $238.1 million from $309.7 million.

Minus gain, Zenith reported $5.1 million loss. Added in-
come came from agreement with bondholders Caspian Capital
Partners, Loomis Sayles & Co. and Mariner Investment Group
to exchange $103.5 million of 6.25% convertible debt for $50
million of new 8.19% notes due Nov. 2009. Debt exchange was
part of Zenith’s bankruptcy reorganization plan that court ap-
proved last fall (TVD Nov 8 p13).

For fiscal year ended Dec. 31, Zenith’s last as publicly
traded company, it reported $6.1 million profit vs. $275.5 mil-
lion loss year ago. It emerged as LG Electronics (LGE) as part
of bankruptcy reorganization plan.

Sales fell 15% (see financial table). Without $70.1 million
gain, Zenith had $64.1 million loss. Gross margin rose to $81.9
million from $79.3 million, although it ended year with nega-
tive working capital of $52 million.

Zenith had $19.5 million in restructuring charges, includ-
ing $11.1 million in consulting and legal fees and $5.5 million
in severance and other employee costs. It trimmed work force
to 3,950 from 6,800 in 1999 as it sold off TV assembly plant in
Juarez, Mexico ($23.7 million) (TVD March 15/99 p13), net-
work systems facility in Chihuahua ($8.1 million), warehouse in
Franklin Park, Ill. ($3.1 million).

Zenith’s CE sales fell to $739.9 million from $878.7 million
year ago, and network systems, which includes cable and satellite
set-top boxes and modems, to $94 million from $106.1 million.
Downturn in CE sales was tied to what Zenith called “fierce com-
petitive market actions” taken in response to its bankruptcy filing
as well as delays in product introductions and decrease in projec-
tion TV. Decline in network systems was due to continued
phaseout of analog STBs and cable modems, Zenith said.

Circuit City accounted for 14% of Zenith’s revenues in
1999 ($115 million). Sears, which represented 10% of revenues
in 1998 ($102.7 million), slipped below that mark last year, al-
though exact figure wasn’t announced.

Also included in revenues was $1.7 million in royalties
stemming from parent LG Electronics (LGE) agreement to ship
VCRs direct to Sears and Circuit. Another $500,000 came from
LGE affiliate that paid license fee to sell products in Canada un-
der Zenith brand.

On personnel side, senior Zenith executives have signed
amended employment agreements that expire Dec. 31, according to

SEC filing. Former Pres.-CEO Jeffrey Gannon, who resigned in
Nov., received $548,077 salary in 1999, down from $572,727 year
earlier, but gained $5 million bonus as part of severance pact. Un-
der terms of contract, Gannon this year will receive $698,077 in
salary and $1.1 million in guaranteed bonuses. Ian Woods, who re-
placed Gannon in Nov., was paid $52,000 for two months.

Senior Vp-CFO Edward McNulty received $280,952 in 1999,
up from $150,024, and $531,542 bonus, while Senior Vp-Gen.
Counsel Richard Vitkus was paid $282,396 ($275,018) and
$71,917 bonus. Payments under short-term incentive program,
first implemented in 1998 as Zenith geared up for bankruptcy, to-
taled $352,300 in 1999 for tier one executives including McNulty
($78,142). Tier 2 executives were granted $70,103.

Still pending at year-end was lawsuit filed by Funai in 1998
that seeks to have Zenith’s tuner patents found invalid. U.S.
Dist. Court, L.A., has denied Funai requests for temporary re-
straining order and preliminary injunction.

Zenith also is awaiting $7.5 million payment from
video-on-demand service Americast that has been held in es-
crow since 1998 pending its emergence from bankruptcy pro-
tection. Zenith, which signed 5-year agreement in 1996 to sup-
ply STBs for service, said it expects to record payment later this
year. Fate of Americast, however, remains unclear amid indica-
tions that BellSouth is weighing dropping out of partnership in
favor of launching low-power satellite service.

—_—

Investigation of Warrantech 4th- quarter eamnings conducted
by outside law firm found company didn’t direct that adjustments
be made before closing of books, report to SEC showed. While
Warrantech’s asst. controller raised questions during Ernst &
Young (E&Y) annual audit on items in financial statements, ac-
counting firm’s “recollection” of statements wasn’t accurate, mak-
ing it impossible to “determine the exact nature of them,” law firm
Paul, Weiss, Rifkind, Wharton & Garrison said in report. E&Y
and Warrantech parted ways last summer after disagreement over
accounting method latter used for recognizing revenues. E&Y fa-
vored recognizing revenues over life of contract, while Warrantech
used method that registered them at time of sale. Dispute resulted
in Warrantech’s missing SEC deadline for filing annual report.
SEC’s Chief Accounting Office said later that it didn’t object to
Warrantech’s procedures as they applied to deal-obligor contracts
that account for 63% of its revenues, Warrantech said. However,
company is required to “exclude” from gross revenues premiums
paid insurance companies. In addition to accounting dispute,
Warrantech suffered through year in which it lost contract with
CompUSA, its largest customer, and was creditor in bankruptcy of
build-to-order PC company Proteva. During year, Chmn.-CEO
Joel San Antonio saw salary rise to $590,434 from $557,865 year
earlier, although bonus was slashed to $1,600 from $211,941.
However, he was granted options for 400,000 shares at $3.37,
43.2% of total
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TOSHIBA TO ADD HD PRODUCTION: Toshiba said it will
add new production line for high-definition (HD) and HD-ready
TVs at Lebanon, Tenn., assembly plant.

New line will be able to handle sizes up to 65" and will be
dedicated to digital TVs, Asst. Mktg. Vp. Scott Ramirez said.
DTVs had shared line with analog sets. Production will start in
July, with first sets to ship in Sept., he said.

Ramirez declined to disclose capacity of new line or how
much Toshiba is investing in plant expansion. But
500,000-sq.-ft. factory, which has S direct-view and 2 projec-
tion TV lines, has overall annual capacity approaching 2 million
sets (TVD Oct 10/94 p17).

Addition of line should help Toshiba ease what has been
tight supply of DTVs, Ramirez said. Manufacturers were hit
with shortage last fall and many conceded they had underesti-
mated demand for HD-ready sets. Supply continues to be tight
this spring, retailers said.

———

EchoStar invested $50 million in satellite ISP iSky last
week as it moved to round out 2-way broadband service that
will expand Digital Sky Highway beyond entertainment pro-
gramming. Under nonexclusive agreement, iSky will provide
EchoStar subscribers with Internet access via Space Systems
Loral-built Ka-band satellite. Bird will have 41 spot beams and
is scheduled to launch to 109.2° W aboard Arianspace rocket
from Kourou in 3rd quarter 2001. Service, which will be priced
at $30-$40 per month, will require separate IRD and 26" dish
fitted dual LNB to gain both Internet access and DISH program-
ming, iSky Mktg. Vp Brad Greenwald said. It will be able to
deliver programming and data at maximum 1.5 Mbps, although
more likely scenario would 600-700 kbps, industry experts said.
Speed will be roughly double that of Gilat-to-Home, which also
has agreement to provide 2-way high-speed service to EchoStar
via Ku-band satellite (TVD Feb 21 p19). Unclear is how 2 ser-
vices will co-exist, although analysts said Gilat could be used
for rural markets, while iSky handles urban areas. Isky is plan-
ning to use 2nd satellite for N. America at 111° W in 2002 and
add separate bird at 73° W for Latin America, Greenwald said.
In seeking to complete 2-way lineup, EchoStar is said to be in
discussions with digital subscriber line (DSL) providers Covad
Communications and Northpoint Communications. EchoStar
spokesman wasn’t available for comment. Separately, EchoStar
said it will spend $16 million to build customer service center in
Christiansburg, Va. New 100,000-sq.-ft. center, which will em-
ploy 1,400, will be EchoStar’s Sth following those in Colo., Pa..
Tex. Construction is being funded in part by $750,000 grant
from Va. Governor’s Opportunity Fund... Pegasus Communi-
cations filed with SEC last week to sell up to $750 million in
debt and equity. Pegasus, which provides DirecTV service to
1.1 subscribers, registered to sell common and nonvoting stock,
senior debt securities, senior debt notes. Proceeds will be used
for working capital and general corporate purposes. Pegasus,
which also owns commercial TV stations, recently purchased ri-
val Golden Sky for $693.1 million (TVD Jan 17 p21).

Philips will post $509.7 million after-tax gain in first
quarter as result of selling 20% of holdings in fiber company
JDS Uniphase. Philips said it retains 15.5 million shares and
will sell them “from time to time” based on market conditions.
It gained stake in sale of Philips Optoelectronics to Uniphase in
June 1998. Uniphase later merged with JDS. JDS stock was
trading at $132 last week, down from 52-week high of $153.

APRIL 3, 2000

Palm rival Handspring filed March 31 to raise maximum
of $300 million in I[PO. Handspring reported $15.8 million in
revenue in 6 months ended Jan. 1 and listed $29.6 million in to-
tal assets. It had accumulated deficit of $28 million since in-
ception in July 1998 as of Jan. 1. Venture capital firm Kleiner
Perkins Caulfield & Byers owns 12.4 million shares, while
Benchmark Capital has 4 million. Largest shareholder is
Jeffrey Hawkins, chief product officer, who owns 27.3 million
shares (36.4%). He founded Palm and, along with Handspring
CEO Donna Dubinsky, ran company until 1998. Palm was sold
to 3Com, which since has spun it off. Handspring said it has
more than 2,000 developers registered to create modules that
can be snapped into expansion slot of Visor handheld PCs. Slot
allows handheld to be transformed into cellular phone, digital
camera, etc., via module. Handspring also began selling its Vi-
sor through Best Buy, CompUSA, Staples. It had sold handheld
through own web site since fall... Palm Computing said income
before one-time items was $15.5 million, up from $8.7 million
year earlier, as sales more than doubled $272.3 million from
$125.9 million. Including $8.2 million in separation costs tied
to spinoff from 3Com, Palm said income rose to $10.9 million
from $6.6 million. Palm, which has sold more than 6 million
handhelds since 1996, said it has 55,000 registered software
programmers. Despite strong 3rd-quarter results, CFO Judy
Bruner cautioned analysts in conference call that shortage of
flash memory chips and LCDs brought on by demand for cellu-
lar phones could slow sales. Shortage is expected to last for
several quarters, she said. Palm went public in March.

Displaytech will start delivering samples of 0.85"
microdisplay with 1,280x1,024-pixel resolution for front- and
rear-projection applications in Aug., Senior Field Operations
Dir. Anthony Artigliere said. Display, which had been under
development in joint venture with Hewlett-Packard (HP) that
since has been absorbed by Displaytech, will have 60%-65%
light efficiency and 150-200:1 contrast ratio, he said. While
evaluation kit hasn’t been priced, display will be $250 in vol-
umes of 5,000 units per month starting in first quarter 2001,
Artigliere said. Original joint venture with HP (TVD Nov 9/98
p12) had targeted 0.85" display with 1,280x1,024 resolution
that was to be available in 2nd half of 1999 at $100-$150 in
high volumes. Despite consolidation of venture, HP retains
stake in Displaytech that it gained via investments in Jan. 1998
and Feb. 1999. It also expects to start volume production of
0.19" microdisplay for digital camera viewfinder applications in
April. Device will be priced at $20 in annual volumes of “a few
hundred thousand,” dropping to $15 when production hits one
million. Microdisplay has 75 ft. lamberts and operates at 60 Hz,
he said. Displaytech, which designed 0.75" panels for
Samsung’s 43W and 50W sets, also is developing
microdisplays with 1,920x1,200 resolution for high-definition
applications, although final details aren’t expected for 3-6
months, Artigliere said. Miyota will assemble microdisplays
for Displaytech at Nagano, Japan, factory using 8" wafers and
starting at 250,000 unit annual capacity that will increase to
775,000-1 million by 2001, Artigliere said. While HP also had
been expected to supply silicon for displays, it currently is one
of “several” under consideration, he said. HP had supplied sili-
con from Ft. Collins, Colo., plant.

Camcorder with printer will be unveiled in Japan by Sony
this month. New DCR-TRYV 820K ($1,750) is Digital8 model
that records digital video and stills on conventional 8mm or Hi8
tape. Images for printing are stored on MemoryStick card.
Built-in thermoelectronic color printer’s resolution is 254 dots
per inch.
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NATM GROUP TIGHTENS: Slimmed-down version of
NATM Buying Group is moving to tighten ties to core and key
suppliers as it seeks recognition as national retail organization.

NATM, which cut 4 dealers from its ranks earlier this year,
is enforcing rules that require members to forecast and meet
buying commitments to its core CE vendors Sony, Thomson
and Toshiba, members said at meeting in Tucson last week.
Stepped-up enforcement is largely result of fact that S NATM
members account for 60% of group’s estimated $3 billion in an-
nual sales and are able to bring others in line, members said.
Handy Andy, Queen City, Vann’s and Video Only left group
earlier this earlier this year, slimming ranks to 13 chains from
17. NATM has no immediate plans to add members, although
officials concede they lack representation in Boston, N.Y.C. and
West Coast markets.

“We’re asking manufacturers to look at us as an entity similar
to the national retailers, which is why we want to keep the mem-
bership numbers at a manageable level,” said Jerry Throgmartin,
pres. of Indianapolis-based H.H. Gregg and NATM. “This means
that when we say we can do something for a vendor, we can do it
and they get the same level of support in Indianapolis that they get
in Philadelphia, Houston or Detroit.”

In effort to focus on core CE suppliers as well as those con-
sidered key, NATM cut number of vendors invited to annual
spring meeting, limiting list to those that sell products to major-
ity of members, Throgmartin said. In past, NATM had invited
range of vendors including build-to-order PC companies such as
Proteva, phone provider Sprint and off brands Barron America
and Affinitas Electronics.

NATM, in first meeting since William Trawick replaced
Saul Gold as executive dir., also dispensed with some traditions
including annual vendor awards and added seminars on DVD,
home networking and interactive TV and Internet Service Pro-
viders.

“We’ve set out to focus on executing our business plan as a
group and making the members more cohesive, consistent and
viable for vendors, and that hasn’t always been the case in the
past,” executive of NATM member said.

Part of NATM’s evolving business plan is setting
e-commerce strategy. While some members such as Abt Elec-
tronics, American TV and R.C. Willey have begun business,
others are developing one. Cowboy Maloney’s Electric City
has hired 24/7 Showroom to create e-commerce site and plans
rollout later this year. ABC Warehouse said it will plunge into
e-commerce business within 90 days as it installs kiosks that
give stores link to Web site. Others such as BrandsMart have
no plans for e-commerce, preferring instead to add to Web site
features like ability to check on deliveries and/or product re-
pairs. NATM itself is weighing creating “umbrella” site that
would have links to individual members, Throgmartin said.

“I have yet to see anybody make any money selling elec-
tronics and appliances on the Internet,” BrandsMart Pres. Mi-
chael Pearlman said. “I think you make money on the Internet
if you do a small amount of volume, but also drive volume to
your stores.”

In products, Throgmartin said video, led by DVD play-
ers and digital TV (DTVs), was strong seller in 1999, al-
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though latter remains in short supply. Audio category sales
also grew, although not in “huge numbers” that were logged
by video. Audio components remained slow seller, although
shelf systems and audio packaged in home theater systems
and/or big screen TVs were exceptions, NATM members
said. MP3 players also have been slow in making inroads
with NATM members.

“We want to participate in those businesses, but if we con-
vert our stores to where we’re exciting to a younger audience,
we may lose older customers, and we’re not willing to make
that trade today,” Throgmartin said.

NATM members also are continuing to carry PCs, although
some said they have scaled back assortment. Two members —
Abt and Bernie’s Audio/Video — don’t carry any models. PCs
accounted for 12% of NATM’s combined sales in 1999 and
many dealers said they carry them largely to accommodate con-
sumers.

NATM members also are seeking access to program offer-
ing $400 rebate on PCs equipped with Microsoft Network
Internet software, but so far have been rebuffed. Program is
limited to national retailers, including Best Buy and Circuit
City, and isn’t likely to change despite entreaty to Microsoft’s
Bill Gates by investor Warren Buffett, whose Berkshire
Hathaway firm owns Nebraska Furniture Mart and R.C. Willey.
“I think as time goes by it will change, but they’re starting with
the nationals and then they will get down to the regionals,”
NATM dealer said.

-

NATM Notes: BrandsMart will open 4th store in Mi-
ami-area this month and plans to add another in June 2001.
Chain acquired 20-acre tract for new 100,000-sq.-ft. Kendall,
Fla,, outlet year ago (TVD May 31 p15). W. Palm Beach loca-
tion for Sth store was purchased as part of settlement of lawsuit.
BrandsMart sued developer D.R. Lakes (TVD Nov 23/98 p19)
alleging it had breached contract to sell 17.9-acre parcel by ne-
gotiating with another company for higher price. BrandsMart
had said it had contract to buy property for $5.5 million and
planned 110,000-sq.-ft. store... ABC Warehouse will open 2
stores this month, expanding to 36. Among new outlets is
Marysville, O., location that had housed Sun TV, which filed
for bankruptcy and liquidated in 1998 (TVD Dec 7/98 p19). It
also opened store in former Sun location in Finley, O., in Nov.
ABC said it would open 3rd store in fall... Bernie’s Au-
dio/Video, moving to tighten hold on Springfield, Mass., mar-
ket will open new store, its 12th, in Holyoke in June and will
add another in New Bedford area in 2001... Cowboy Maloney’s
Electric City may postpone opening of new Gulfport, Miss.,
outlet as it awaits Eckerds to finish clearing out store, Exec. Vp
Eddie Maloney said. Cowboy Maloney’s had planned to open
10,000-12,000-sq.-ft. store this spring (TVD Jan 10 p12).
Chain had weighed entering Gulfport several years ago, but set-
tled on Biloxi, Miss... Conn’s will add 2nd store in Baton
Rouge and another to 16-store base in Houston this year, and is
said to also have sites in New Orleans and Dallas markets. For-
mer, home to both Circuit City and Best Buy stores, has lacked
major regional chain since Campo’s closed in 1998. It has fo-
cused largely on 18,000-25,000-sq.-ft. stores.

Clarification: Patents for optical DigiCard (TVD March 27
p21) were established by Singapore-based Nexxt Media. JVC
owns patents to technology that creates hybrid CD-ROM card
with recordable area.
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OPENTV TO BUY SPYGLASS: OpenTV has agreed to buy
Spyglass in stock deal valued at $2.5 billion that will give inter-
active TV software company long-sought access to U.S. cable
market.

Under proposed purchase, Spyglass shareholders would re-
ceive 0.7236 OpenTV Series A ordinary shares in exchange for
each share of Spyglass common. Acquisition, expected to close
in 3-4 months, values Spyglass at $122.28 per share, 75% pre-
mium to Spyglass’ closing price of $69-7/8. Spyglass shares
rose $12-: on news of proposed sale to $91-15/16 while
OpenTV plunged $31-61/64 to $129-3/64.

For OpenTV, which is expected to deliver its interactive
software for EchoStar’s Digital Sky Highway (DISH) satellite
service later this year, acquisition will give it access to cable
market that so far had eluded it. OpenTV, which had planned to
have DISH service online in first quarter (TVD Sept 20 p17), is
providing data services such as news and weather along with in-
teractive ads. Spyglass, which got its start developing Web
browser software, has alliances with Sony for digital set-top box
(STB) being built for Cablevision as well as Worldgate, which
provides interactive services for Charter Communications.
General Instrument is investor in both companies.

“Combined, we will be able to leverage the content, com-
munications and e-commerce capabilities of the Internet,”
OpenTV CEO Jan Steenkamp said. “This will provide a
broader solution which will increase royalty revenues.”

Purchase also will allow OpenTV to broaden reach into
wireless market that includes cellular phones and handheld PCs.
Spyglass, which markets Prism software that reformats standard
Web content for display on STBs, mobile phones and other
non-PC devices, has agreement with Nokia for wide area proto-
col (WAP) browser. First products combining OpenTV and
Spyglass software are expected by year-end, Steenkamp said.
Spyglass will maintain offices in Ill. and Cal. and CEO Douglas
Colbath will direct wireless business group.

Companies also will work to develop software for new gen-
eration of wireless phones capable of displaying video,
Steenkamp said.

Acquisition is OpenTV’s first major move since going pub-
lic last fall (TVD Nov 1 p13). MIH Holdings remains largest
investor with more than 60% stake, while Sun Microsystems
holds 19%. OpenTV has base of 6.1 million STBs worldwide,
including British Sky Bsctg. (BSkyB) in U.K. and Television
Par Satellite service in France. EchoStar’s DISH network is ex-
pected to add 700,000 to total.

OpenTV has long history in interactive TV, having been
formed in 1995 as joint venture of Thomson and Sun. Thomson
later reduced stake (TVD Sept 15/97 p19) and eventually sold
it, but Sun kept 19%. Spyglass, meanwhile, was early entrant in
Internet market when it built browser-based Mosaic software
developed at U. of Ill. Browser later was overtaken by
Netscape’s Navigator.

As OpenTV was announcing Spyglass purchase, rival
Liberate Technologies was keeping pace. Liberate, former
network computing division of Oracle, paid $561 million to
buy Morecom, based in Horsham, Pa., which develops tech-
nology to merge digital video with Internet content. Both

APRIL 3, 2000

companies are building vast array of technologies for inter-
active TV market that remains largely in its infancy.
Liberate’s most recent major win has been as interactive
software supplier for AOL TV service that’s scheduled to
start on DirecTV this summer.

—

Infogrames posted improved earnings and sales last week
for first half 2000. French interactive game giant said income
rose 81% to $18.1 million on 65% sales increase to $276.8 mil-
lion for period ended Dec. 31. Company, parent of Infogrames
N. America, credited improved performance to successful de-
buts of new titles including Mission: Impossible and Test Drive
6 for Sony’s PlayStation (PS), strength of games from com-
pany’s overall catalog, economies of scale through reduced pro-
duction costs, improved product mix, especially on PC titles.
Infogrames said it expects to double net revenue in year ending
June 30 from $316 million it reported for 1999. It said new ti-
tles to ship in 2nd half include Duck Dodgers for Nintendo 64
(N64), Looney Tunes Collector: Alert for Nintendo’s Game
Boy Color (GBC), Beetle Buggin’ for PC, Test Drive Le Mans
for PC and PS. Infogrames N. America began shipping Worms:
Armageddon for N64 late last month and Test Drive Le Mans
for PC at $29.95 last week in U.S. Versions of Test Drive will
follow in early May for PS and June for GBC. Titles to be
shipped in summer include Hogs of War for PS. In other
Infogrames news, British press report last week said Gauntlet
“has emerged as the front-runner in the bid to sign up the exclu-
sive distribution rights to the Infogrames portfolio” in U.K.
Infogrames has been using Centresoft while its recently ac-
quired GTI has been relying on various firms, but Infogrames
since has restructured its U.K. operations and now apparently is
considering its options.

Interplay revenue increased to $27.3 million in 4th quarter
ended Dec. 31 from $20.6 million year ago. But interactive
software publisher based in Irvine, Cal., said revenue for year
dropped to $101.9 million from $126.9 million. Although Inter-
play managed to narrow loss to $7.8 million from $16.6 million
in quarter, loss for year widened to $40 million from $28.2 mil-
lion. Among factors it said contributed to losses was inability
to ship 2 of major releases — Giants and Messiah — in 1999
and delay of Torment until late Dec. Interplay also said product
returns and allowances in first 3 quarters of 1999 for previously
sold product far exceeded its expectations. Interplay
CEO-Chmn. Brian Fargo said: “1999 will go down as a year
when Interplay was able to change course 180 degrees and de-
velop into 2 new company.” But he admitted it “came up short
of our goal of returning to profitability within the year.” He
said “our principal operating goals for 2000 are to leverage our
strengths as new platforms are introduced and to increase our
console focus to be more balanced as a publisher and devel-
oper.” Games that Interplay plans to ship in first half include
Caesar’s Palace 2000, Evolva, Icewind Dale, Messiah and Star
Trek: Klingon Academy for PC; MDK 2 for PC and Sega’s
Dreamcast; Caesar’s Palace 2000 II and Gekido for Sony’s
PlayStation. Titles for 2nd half will include Baldur’s Gate II:
Shadows of Amn, Giants: Citizen Kabuto, Star Trek: New
Worlds and several games for PlayStation2. Interplay’s OEM
division recently said some of its new titles will fully utilize lat-
est 3D technology from Nvidia.

Toys “R” Us started advertising spring holiday promotion
in circulars offering consumers $5 off and free shipping on on-
line purchase of $50 or more at its e-commerce Web site,
Toysrus.com. Offer runs through April 9.
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CDNOW FUTURE IN DOUBT: CDNow attempted damage con-
trol last week after reports drew attention to statements made by
company itself as well as its independent public accountant in an-
nual SEC filing that raised questions about its future.

Latest woes for CDNow followed announcement last
month that its proposed merger with Sony-Time Warner’s Co-
lumbia House direct marketing joint venture had been termi-
nated (TVD March 20 p16). That development led to drop in
company’s stock price, but last week’s development sent
CDNow stock plummeting even further, about 31% on March
29 t0 $3.50. In 1999, company had traded at highs of $24.94 on
Nasdaq in first quarter and $18.13 in 4th quarter.

In filing, CDNow said “its current cash and cash equivalents
are sufficient to meet its payment obligations until approximately
September 30.” Although it said it “is actively seeking third party
financing or another merger transaction,” CDNow admitted it
“cannot assure that it will be able to obtain the financing necessary
to continue supporting its business” beyond that.

CDNow also included letter by Arthur Andersen, its inde-
pendent public accountant, that said “the company has suffered
recurring losses from operations, has a working capital defi-
ciency and significant payments due in 2000 related to market-
ing agreements that raise substantial doubt about its inability to
continue as a going concern.”

After reports singled out Andersen’s comment, company is-
sued news release in which it said Andersen’s information “was
based on news reported by CDNow” itself before filing and its “au-
ditors were obligated to issue a qualified opinion” on CDNow’s fu-
ture. As it continues to seek new financing or merger possibilities,
company said it “plans to significantly reduce its operating ex-
penses during the quarter by almost one-third.”

CDNow Pres.-CEO Jason Olim also issued statement in which
he said: “CDNow is one of the strongest franchises on the Internet.
We are clearly an Internet leader and the online music leader.” To
back that up, he referred to Media Metrix numbers for Feb. that
said its customer base increased to 3.5 million from 3.2 million in
Dec. and reached 8.1% of total Web users, which he said makes his
company *“5Sth largest shopping site and the only all-music site
among the top 10 sites on the list.”

PD Data Online Internet Research Analyst Cameron
Meierhoefer provided us with positive CDNow figures for Feb.
and March. He said his research indicated that CDNow had
topped “Amazon for the first time in terms of buyers, which
was quite a surprise.” CDNow also referred to PC Data’s find-
ings to back up its claim that it’s setting traffic records.

But many industry observers question how CDNow can
survive — regardless of its sales and traffic — without
much-needed financial backing. It said its sales had increased
to $147.2 million in 1999 from $56.4 million year earlier, but
its loss expanded to $119.2 million from $43.8 million.

THIS WEEK'’S YEN RATE

Yen values have been converted to dollars in this
week’s issue at ¥106 = $1, except where noted.
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High-definition channels “are proving very popular”
among DirecTV subscribers, Senior Exec. Vp Eddy
Hartenstein told SkyForum attendees in N.Y.C. last week via
satellite. But he said real “breakthrough” for HDTV won’t
come until there’s more programming. “When it comes to
the game of the week in every other major sport and then 2
games of the week in high-definition, we plan to be there.”
Hartenstein said. “We will expand the number of channels
of high definition that we carry as soon as the market content
is available and we expect to have that happen here as the
year goes on.” DirecTV currently has 2 channels offering
high-definition programming, he pointed out. Hartenstein
commented on variety of other issues last week as well,
among them his company’s plan to reorganize once his suc-
cessor is named, saying: “I think it’s safe to say that in the
next 6 to 8 weeks we’ll have an announcement on this sub-
Jject — who might come on and how else we might reorga-
nize these different functions within DirecTV.” Hartenstein
also once again took opportunity to criticize Echostar’s anti-
trust suit against it (TVD Feb 7 p10), calling it “without
merit.” He also said AOL TV and other advanced, interac-
tive services are on track for launches this year. (See sepa-
rate report, Best.-Cable section.)

More than 900,000 custom CDs were produced and
shipped by Musicmaker.com in first quarter, which company
said was 3,000% jump from 4th quarter 1999.
Musicmaker.com Pres. Larry Lieberman credited Jimmy
Page/Black Crowes and Beastie Boys custom CD promo-
tions, “as well as business-to-business events,” for growth.
Company also said last week that Page/Black Crowes song
What Is and What Should Never Be that is part of promotion
had made history by hitting number 6 on Radio & Records
rock chart, which company said makes it first e-tailer to gen-
erate hit radio single. Musicmaker.com last week finally
made details of its upcoming custom CD promotion official:
Promotion will indeed be in conjunction with Pepsi as we
previously reported and will start in May (TVD March 20
pl14). Musicmaker.com said it expects to produce 3-5 mil-
lion custom CDs for promotion, which will be backed by $15
million TV ad campaign.

Tandy will receive 75% of profits and losses of
RadioShack.com while partner Microsoft gets 25%, retailer
said in annual 10K report to SEC. Microsoft invested $100
million in RadioShack.com (TVD Nov 15 p10) and while
Tandy owns all common units of Internet business, software
giant has preferred units that can be converted to common.
Tandy has said it may spin off part of RadioShack.com,
which is scheduled to begin in 3rd quarter. Web site will re-
ceive premiere placement on Microsoft Network and online
shopping service eShop. Microsoft also is developing
store-within-store format for RadioShack stores. Elsewhere
in 10K, Tandy-controlled A&A International, which buys
products manufactured in Asia for Intertan, said sales and
commissions declined to $5.7 million from $7.5 million year
carlier, while royalties rose to $7.2 million from $5.5 mil-
lion. Intertan has license for RadioShack name in interna-
tional markets and operates chains in Australia and Canada.
It sold off operations in U.K. in 1999. Meanwhile, tornado
that swept through downtown Ft. Worth March 28 damaged
Tandy Towers and Tandy Technology Center, although no
injuries were reported. Damage, mostly involving broken
glass, was estimated at $2 million, Tandy said. There was no
structural damage to 3 buildings that comprise Tandy com-
plex, it said.
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British Video Assn. (BVA) said DVD is fastest-growing and
most popular electronics category in U.K. Group said 822,000
DVD movie titles were sold in Feb. — volume greater than entire
first 6 months of 1999. Software sales in first 8 weeks of 2000 ex-
ceeded total for first 8 months last year, BVA said. Top selling
Feb. title was The Mummy (Universal Studios Home Video), which
sold 74,000 copies in first week, surpassing Warner Home Video’s
The Matrix. DVD now accounts for 20% of video revenue, BVA
said. Group estimated U.K. Feb. hardware sales at more than
20,000 players and installed base at 300,000 — double tally at end
of Nov. 1999. Quarterly survey of consumers’ buying intentions
for next 2 years found DVD players at top of wish list, with 20% of
UK. adults saying it’s next technology purchase they will make.
Digital TV set-top — highly-subsidized commodity in UK. —
came in 2nd with 15% intent-to-buy.

Rambus asked U.S. International Trade Commission to in-
vestigate what it charged were unlawful imports into U.S. by
Hitachi and Sega. Rambus, technology company based in
Mountain View, Cal., said it was looking to stop importation
and sale of Hitachi SDRAM and DDR SDRAM memory prod-
ucts, select Hitachi SH series microprocessors and Sega
Dreamcast consoles that use same SH microprocessors.
Rambus said products in question infringed on its U.S. patents.
Sega spokesman declined comment, but Hitachi official said his
company responded to complaint with answer and counterclaim
in same Del. court where Rambus filed suit against Hitachi. He
said that “in the answer, Hitachi has denied allegations of
Rambus” and questioned “validity, enforceability and
noninfringement of the Rambus patents.” In counterclaim, he
said, Hitachi is asking for “money damages and [for govt.] to
invalidate Rambus’s patent” based on federal antitrust laws
Hitachi believes Rambus has broken.

S3 is mulling sale of PC graphics chip business as it seeks
to shift focus to Internet devices. Among likely candidates is
Via Technologies, which quietly has bought 13% stake in S3
(13.1 million shares) and “continues to have discussions” with
company on acquisition “of all of, or an interest in,” graphic ac-
celerator business. Via, which bought Cyrix microprocessor
business from National Semiconductor last year, purchased 1.3
million shares of S3 stock in Sept. for $14 million and added 10
million shares ($145 million) in Feb. S3 hired Lehman Bros. in
Jan. to explore options for splitting Internet device business,
which includes Rio MP3 players, from graphics chip operations.
S3 acquired Rio business in buying Diamond Multimedia for
$160 million year ago (TVD June 28 pl4)... Nvidia filed at SEC
last week to sell $400 million in debt securities and common
stock. Proceeds are to be used to fund growth of business,
move to new facilities, general working capital.

Three-Five Systems is asking shareholders to increase
number of shares outstanding to 60 million from 16 million, it
said in prospectus for April 27 annual meeting. Pres.-CEO Jack
Saltich, who replaced founder David Buchanan in July, received
$141,538 salary, $128,997 bonus, $266,668 options at $12.51
each. His annual base salary is be $320,000. Buchanan’s salary
dropped to $326,154 from $346,037 year ago. Finance Vp
Jeffrey Buchanan’s salary rose to $190,000 from $162,864 and
bonus to $148,770 from $52,500.

Take-Two Interactive (TTI) said it’s planning public offering
for its recently formed Broadband Studios subsidiary (TVD March
20 p20) in Europe. It said it expects to complete offering within 6
months. Move is latest attempt by interactive software company
based in N.Y.C. to enter online game arena aggressively.
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Sega signed exclusive agreement with San Francisco Giants
that allows it to construct interactive gaming complex inside new
Pacific Bell Park. Sega said complex — “Sega Sports at
Centerfield” — will begin April 28 and be open for all Giants
home games this season. Sega also said its new Dreamcast games
shipping in U.S. include Time Stalkers and first soccer title for con-
sole — Virtua Striker 2— each at $49.95. Capcom is shipping
Resident Evil Code: Veronica for Dreamcast at $49.95. At our
deadline, Sega also announced it had signed agreement with
Activision to publish id Software’s Quake Il Arena for Dreamcast
— first time popular PC game is being made available to any
videogame console. Sega version is being developed by Activision
and Raster Productions and will ship later this year. Sega said
those using PC version of game would be able to play those using
console via Sega Dreamcast Network. Company also said last
week it had signed Boston Red Sox pitcher Pedro Martinez as
spokesman for its Sega Sports World Series Baseball 2K1 game
shipping later this spring.

California Amplifier (CA) has agreed to pay $2 million and
issue 187,500 shares of common to settle shareholder class ac-
tion suit. Coupled with payment of another $1.5 million by
DBS component supplier’s insurance company, total settlement
will be $11 million. About $9.5 million of that will be recorded
as pretax charge against fiscal 4th-quarter earnings, it said. CA
said it’s seeking another $2 million from insurance carrier to re-
duce charge. CEO Frederick Sturm said that while CA had
“meritorious defenses,” complexity of case combined with
claims seeking more than $100 million made it “extremely dif-
ficult for many jurors to decide” and outcome “unpredictable.”
Among other things, CA supplies LNBs and feed horns to satel-
lite market.

RealNetworks began Real.com Games service last week at ‘
real.com/games. Service allows consumers to download PC
games — some of them exclusive titles — from various devel-
opers. It said it signed distribution agreements with developers,
including Fiendish Entertainment, Gamescape Studios,
Lokasoft, MasterWorks Software, Mountain King Studios, Re-
flexive Entertainment. RealNetworks said its deals with
LithTech and NonStop Entertainment are multititle exclusives.
RealNetworks also announced milestone — more than one bil-
lion songs have been recorded or played by users of company’s
RealJukebox digital music software.

Consumer intentions on buying TV sets rose slightly in
March from Feb., according to preliminary data in Conference
Board monthly survey. Of 5,000 households polled, 7.3% said
they plan to buy TV set in next 6 months, vs. 6.9% in Feb.,
6.6% in Jan., 8.1% in March 1999. Consumer Confidence In-
dex in March fell for 2nd straight month. Conference Board
said optimism about current economic conditions “continues at
high levels.” However, it said consumers “have turned cautious
about prospects” for next 6 months.

Bandai signed deal with Lucent Technologies as part of
attempt to gain U.S. foothold for its mobile WonderSwan
handheld game devices and wireless online services. As part of
deal, Japanese toy giant Bandai said it will use Lucent’s net-
work infrastructure to distribute game software online and will
receive Lucent’s help in marketing game machines through U.S.
mobile phone service providers. But despite Lucent’s strong
presence in U.S. market, Takashi Oya, Deutsche Securities ana-
lyst, told Reuters last week: “WonderSwan is not as competi-
tive as Nintendo’s [Game boy] and it’s tapping the U.S. market
is likely to have a very limited impact.”
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Hauppauge Digital (HD), hampered by slow sales of its
digital TV tuners for PCs, said earnings for fiscal 2000 2nd
quarter would be 2¢ (8200,000), short of analysts’ 12¢ pro-
Jjections. HD stock plunged 45% on news of shortfall, which
came just days after it hit 52-week high of $48-1/2 March

27. Sales are expected to hit $19 million, it said. Gross mar-

gin is expected to shrink to under 20% from 27% year ago as
slow sales of digital tuners ($250) resulted in more revenues’
being derived from less profitable analog models (starting at
$49), CEO Kenneth Plotkin said. WinTV-D tuners produced
less than 5% of revenue in fiscal first quarter, but compara-
ble figure wasn’t available for current quarter. Digital tuner
sales slackened despite promotion at Best Buy priced prod-
uct at $250. OEM sales remain “small piece of the volume”
as PC makers prove hesitant to include features that add cost
to low-priced product, company said. “Sales to date haven’t
met expectations and didn’t contribute in a meaningful way
to revenues and profits,” Plotkin said. Nevertheless, he said
he “anticipated a ramp” in digital TV product sales “over the
next several quarters.” HD plans to expand retail distribu-
tion of WinTV digital tuner cards in fiscal 3rd quarter and
begin value-added services that will be used as hedge against
downturns in retail market.

Universal Electronics is using Internet to recode its One

for All Model 6 remote controls to prevent them from becoming

obsolete. Remote has 32 Kb ROM chip to store codes for all
devices known at time of manufacture, and 2 Kb of EPROM
that can store codes for any new device user wants to control.
Universal’s Web site (oneforall.com) now will have library of
all known codes, updated daily for new devices. When owners
of Universal remote want to add code for new device, they can

search for unit on Web site and hold remote near PC’s loud-
. speaker as database warbles coded signal that updates remote’s
EPROM. Web site already is being tested with limited codes
and goes live with full library in midmonth. Model 6, now
available worldwide, is Internet-ready even through instruction
manual doesn’t yet say so.

CEA DTV definitions committee disbanded technical
working group last week as it continued to struggle to reach
agreement. Group, which was appointed in Dec. (TVD Dec
27 p8) following controversial vote that excluded some 4:3
aspect ratio HD-ready sets from definition, briefed commit-
tee in Feb. It recommended, among other things, that mini-
mum standard be set for HDTV resolution (TVD March 6
pl6). “I think we got closer,” said committee member who
declined to disclose contents of March 30 meeting in Chi-
cago. “While there is definitely some disagreement on what
is digital TV and how we qualify it, there has been some
progress.” While standard definition and widescreen HD set
requirements are clear, “all the argument is based on is 4x3
HD sets and how we judge and rate them,” committee mem-
ber said. With working group having completed report,
members will continue discussions via e-mail with no new
meeting date set, committee members said.

Macrovision will add to its Digital Rights Management
(DRM) technology business on completion of acquisition of
Globetrotter Software, San Jose-based company with unaudited
1999 revenue of $15 million. Macrovision signed letter of in-

f’*";,’tent to acquire company for 11.2 million shares of Macrovision

“common stock — about 28% of its outstanding shares, worth
about $861 million — plus assumption of Globetrotter’s
unvested stock options. Acquisition will add business software
clients to Macrovision’s consumer product base.
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MGI Software reported 4th-quarter loss grew to $7.3
million from $1.6 million year earlier as it digested recent
acquisitions. Sales more than doubled to $12 million, with
e-commerce imaging software accounted for 71% of revenue
and digital video business 29%. Video business, which in-
cludes Pure Diva MPEG-2 software codec, posted increase in
sales to $3.5 million from $951,000. U.K. retailer Dixon li-
censed Pure Diva in quarter for house brand Advent PCs
(TVD Jan 31 p15). MGI also has signed licensing pact for
Pure Diva with NEC for PC/TV graphics card. MGI expects
to generate first revenues from PhotoSuite composition and
editing software in June-July and recently signed pact to
package it with Sony’s digital cameras. It also said it was
developing PhotoSuite as built-in feature on digital camera
chip being designed by Zoran and would reconfigure it for
wireless phones. Gross profit margin slid in quarter to 81%
from 85% on increased royalty costs and shift in product
mix. Sales and marketing expenses rose in quarter to $6.2
million from $3.4 million.

TradeOut.com, business-to-business Internet site that
has alliance with CEA, posted $18.7 million loss in year
ended Dec. 31 on $828,000 revenues from 230 companies
that sold surplus inventory through site, it said in initial pub-
lic offering (IPO) prospectus. Cost of revenues was
$529,000, producing $299,000 gross profit. CE products are
but one component of site that also carries PC items, health
and beauty, food and beverage, power and utility equipment.
TradeOut had 12,700 registered users as of Dec. 31, with
more than 8,400 items listed on site representing $979 mil-
lion in business surplus, it said in SEC filing. Two compa-
nies — Infinergy and Denergy — accounted for 66.9% of to-
tal revenue. Among TradeOut’s shareholders is online
auctioneer eBay, with 2.27 million shares and GE Capital
Equity Investments, 2.7 million. EBay CEO Margaret Whit-
man, who sits on board, owns 6,675 shares. Tie to GE Capi-
tal, which has remarketing business for used and surplus
goods, requires it “encourage” business units to post assets
on TradeOut site. TradeOut Chmn.-CEO Brian McCragg
owns 7.4 million shares, drew $178,325 salary.

Eidos warned that its financial results for year ended
March 31 would fall substantially below last year because of
dropping consumer demand for current game titles amid transi-
tion to new game platforms, Reuters reported. Company’s
shares dropped 37% to 13-month low after announcement but
started up again last week. London-based game publisher said
it was delaying shipments of various titles, including Tomb
Raider for Nintendo’s Game Boy Color, Daikatana and F1
World Grand Prix for PC, Nomad Soul for Sega’s Dreamcast,
until first quarter 2001. Eidos also said it was selling 1.14 mil-
lion shares of its 1.47 million in Norwegian data storage com-
pany Opticom. Company will report actual results last week of
May. Games that company’s Eidos Interactive division is ship-
ping in U.S. include Sword of the Berserk: Guts’ Rage and
Tomb Raider: The Last Revelation for Dreamcast. Company
announced last week that it would continue to support
Dreamcast with more than 9 titles this year. Among other titles
are Commandos 2, Legacy of Kain: Soul Reaver 2, 102 Dalma-
tians, Sydney 2000 Olympic Games, Walt Disney World Quest:
Magical Racing Tour.

Budget line of games for current PlayStation priced at
$12.54 will start shipping from Midas Interactive this summer,
British press said last week. Latest PS1 games on tap for U.S.
market include Speed Punks, shipping April 18.
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Consumer Electronics Personals

Zenith changes: Richard Vitkus, senior vp-gen. counsel,
retires, succeeded by Beverly Wyckoff, senior counsel; Drew
Pragliola, field sales vp, resigns, plans unknown; Edward
McNulty, senior vp-CFO, will leave later this year, replaced
by H.l. Jo, ex-LG Electronics strategic planning & auditing
vp-home appliances division... Glenn Kephart resigns as
Kopin mktg. vp, plans unknown... Anthony Artigliere,
Displaytech senior sales & mktg. vp, promoted to senior field
operations vp... Carl Gish and Kirk Koenigsbauer appointed
Amazon.com gen. mgrs. for electronics and software and
videogames, respectively... Kenney Roberts, ex-Cirrus
Logic, named Colorado Microdisplays pres.-COO, replacing
Mark Willner, who remains CEO... Appointed at Sonance:
Dennis Locke, ex-Nobel Biocare USA, as vp-finance; Ste-
ven Howell, ex-Smart Corp., as product specialist, new post...
Walter Beckman, Skillman Foundation, elected to
Handleman board; Hamutal Raab, dir., Zoran human re-
sources, promoted to vp... Joseph Zils named Optical Coat-
ing Laboratory (OCLI) pres.-COO, replacing Charles Abbe,
who shifts to senior operating officer at OCLI parent JDS
Uniphase... Yoav Cohen, Bogen Communications senior
vp-CFO, resigns to join venture capital firm... Elected to
Hyundai Electronics board: Chang-rok Woo, law firm Woo,
Yun, Kang, Jeong & Han; Yong-wook Jun, Chungang U.
business administration professor; Young Sohn, Oak Tech-
nology pres.-CEO... Sergio Zyman, ex-Coca-Cola, named to
MGI Software board... Gregg Armstrong, Starfish Software
vp-strategic planning & mktg., promoted to COO.

—_—l

After being hit with copyright infringement suit by RIAA
(TVD Jan 24 p21), MP3.com is being sued by Paul
McCartney’s publishing company, MPL Communications,
also for copyright infringement. MP3.com spokeswoman de-
clined comment last week. Separately, MP3.com said it has
become shareholder in PacketVideo, developer of MPEG-4
compliant software that for delivery, management and view-
ing of full-motion audio and video over wireless networks on
mobile information devices including Web-enabled
cellphones, handheld devices, laptop computers, personal dig-
ital assistants (PDAs). MP3.com Chmn.-CEO Michael Rob-
ertson said in statement: “The delivery of music via wireless
technologies is a logical extension of our Music Service Pro-
vider concept of consumers’ being able to access their music
from everywhere.” He added that “investment brings us to a
total of $56 million we have invested in several key software,
hardware, marketing and technology companies.” MP3.com
also said it signed agreement with Tickets.com to develop in-
tegrated ticketing services and music event guide for each
company’s respective customers.

4Kids Entertainment income and revenue jumped in 4th
quarter and year ended Dec. 31. N.Y.C.-based company said
revenue climbed to $34.9 million in quarter from $7.4 million
year earlier while income soared to $14.1 million from $1.9 mil-
lion. For year, company’s revenue increased to $60.5 million
from $14.8 million and income to $23.6 million from $2.7 mil-
lion. Commenting on results, CEO Al Kahn said “Pokemon
continues to be a driving force behind our record growth.” He
said company anticipated “continued growth for the year 2000.”
4Kids has rights to license Nintendo’s Pokemon worldwide ex-
cluding Asia. CFO Joseph Garrity said company plans to use
capital gained last year “to enhance our library of properties
through the acquisition and development of additional content,”
although he didn’t provide specifics.

APRIL 3, 2000
Financial Reports of TV-Electronics Companies
These are latest reports as obtained during past week. Dash indicates information not
available. Amounts expressed in dollars. Parentheses denote loss.
Company & Period Revenues Net Earnings |Per Share
Best Buy
2000-year to Feb. 26 12,494,023,000 347,070,000 1.70
1999-year to Feb. 27 10,064,646,000 216,282,000 1.09
2000-13 wk. to Feb. 26 4,314,615,000 163,805,000 .81
1999-13 wk. to Feb. 27 3,456,030,000 108,807,000 .54
Bogen Communications
1999-year to Dec. 31 58,487,000 3,500,000 .52
1998-year to Dec. 31 52,103,000 342,000 --*
1999-qtr. to Dec. 31 16,159,000 316,000 .05
1998-qtr. to Dec. 31 12,717,000 222,000 .03*
CD Warehouse
1999-year to Dec. 31 31,912,276 {1,141,132) -—
1998-year to Dec. 31 15,261,903 775,352 .27
1999-qtr. to Dec. 31 9,656,521 (635,387) L--
1998-qtr. to Dec. 31 5,340,783 307,914 .09
Corning
1999-year to Dec. 31 4,812,500,000 515,800,000 2.02*
1998-year to Dec. 31 3,921,600,000 421,300,000 1.72*
1999-qtr. to Dec. 31 1,380,500,000 150,400,000 .58
1998-qtr. to Dec. 31 1,060,200,000 109,800,000 .45°
Emmis Communications
2000-year to Feb. 29 325,265,000 (33,000) -t
1999-year to Feb. 28 232,836,000 1,248,000 .04°
2000-qtr. to Feb. 29 80,127,000 (3,946,000) -
1999-qtr. to Feb. 28 58,704,000 (6,116,000) --
Infogrames Entertainment®
1999-6 mo. to Dec. 31 276,800,000 16,300,000 1.19
1998-6 mo. to Dec. 31 168,700,000 10,000,000 80
Matushita Electric
1999-9 mo. to Dec. 31 5,459,428 94,722 -
1998-9 mo. to Dec. 31 5,830,196 29,803 -~
1999-qtr. to Dec. 31 1,866,736 60,656 --
1998-qtr. to Dec. 31 1,938,354 20,295 oo
MGI Software?
2000-year to Jan. 31 30,840,000 (20,435,000) -
1999-year to Jan. 31 15,962,000 (8,451,000} --
2000-qtr. to Jan. 31 11,973,000 (7,246,000) --*
1999-qtr. to Jan. 31 5,331,000 (1,591,000) --
Sound Advice
2000-year to Jan. 31 177,349,000 6,526,000 1.74
1999-year to Jan. 31 152,124,000 707,000 .19
2000-qtr. to Jan. 31 58,934,000 4,065,000 1.08
1999-gtr. to Jan. 31 52,217,000 705,000 .19
Tech Data
2000-year to Jan. 31 16,991,750 127,501 2.47°
1999-year to Jan. 31 11,528,999 128,952 2.59°
2000-qtr. to Jan. 31 4,779,555 37,057 71°
1999-qtr. to Jan. 31 3,852,971 36,480 A%
Zenith Electronics®
1999-year to Dec. 31 833,900,000 6,100,000 --f
1998-year to Dec. 31 984,800,000 (275,500,000) --
1999-qtr. to Dec. 31 238,100,000 65,100,000 --f
1998-gqtr. to Dec. 31 309,700,000 (87,700,000) --

Notes: *After special charge.
from Euros at current rate. °In Canadian dollars.
not available. fIncludes special items.

PIncludes special credit. “Converted
*Per share data

Sensory Science (SS) will brings its dual-deck technology
to DVD market in fall with combo DVD player/4-head hi-fi

VCR that ships in Sept. at $400, Senior Sales & Mktg. Vp

Ralph Palaia said. Go-Video branded device, first shown in de-
sign form at CES, will be built by Samsung in S. Korea. Unit
will have component, composite and S-Video outputs to TV

and navigational features via universal remote common to DVD
players, but DVD can’t be copied to VCR, company said. Sep-
arately, SS is hiring 8-10 sales rep firms to target professional
A/V market ad is culling products from its consumer line to fo-

cus on professional applications. Loewe TVs will be marketed § 3

along with standalone processor ($300) that allows dual-deck
VCRs to be daisy-chained for mass duplication. Dual-deck is
4x4-head hi-fi model ($499) with RS-232 port. Processor is be-
ing built at SS’s Cal. Audio facility.
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SUMMARY-INDEX OF WEEK’S NEWS

Broadcast - Cable

CONCERNS ON DATACASTING emerge on Hill as groups pro-
liferate. Tauzin says data are okay as long as HDTV is possible.
Some groups’ data needs could block HDTV “flavors.” (P. 1)

INTERNET TOPS ‘ENTERTAINMENT’ show. Karmazin said
it’s ‘taking a lot of my time.” Broadcasters to benefit from ‘spec-
trum drought.’ Interconnecting assets called key. (P. 2)

DTV LABELING STALEMATED as cable and set makers ma-
neuver. FCC to open rulemaking this week on labeling, copy-
right. (P. 4)

OPEN ACCESS SPREADING among big MSOs, although de-
tails differ. Seven of 11 largest to allow more ISPs on cable sys-
tems. (P.5)

NPR REJECTS LPFM: Kennard ‘disappointed’ that NPR en-
dorsed bill. Klose says FCC is moving too fast. (P. 6)

STREAMING HOT AT NAB: Broadcast equipment overshad-
owed by Internet, datacasting. Hundreds of announcements,
demonstrations expected. (P. 7)

Consumer Electronics

NEW BUYING GROUP MEETS this week in Chicago to lay
goundwork for Assn. of Select Television and Appliance Re-
tailers (ASTAR). (P. 11)

CODE-FREE DVD DECK YANKED: Circuit City won’t sell
Apex deck that defeats regional codes and Macrovision. MPAA
adds to DeCSS suit. DVD prices hits $99.99 low. (P. 12)

SEGA WILL GIVE DREAMCASTS AWAY via $200 rebate in
return for 2-year subscription to its SegaNet ISP and online game
service. (P. 13)

GRAY MARKET PLAYSTATION2s ON RISE in U.S. Sony
passes up chance to curb game piracy by adding Macrovision
antihacking technology. (P. 13)

EXPANDED E-COMMERCE SITE PLANNED by
Audiohighway.com for mid-May will feature electronics and 5
other ‘stores.” (P. 16)

BLOCKBUSTER EXPANDS GAME RENTALS: Chain says
Divx-like PC software test will be offered in 14 markets. (P. 17)

DATACASTING PLANS RAISE GOVT. CONCERNS ABOUT HDTV: Proliferation of groups planning to use TV
spectrum for datacasting is causing concern in Washington over whether true HDTV broadcasting will be compromised.
Capitol Hill is “absolutely” concerned about issue, House Telecom Subcommittee Chmn. Tauzin (R-La.) told us, because
Congress authorized 2nd 6 MHz channel for broadcasters on condition that “consumers would get to see some true
HDTYV and make a decision.” Failure to provide HDTV “would violate the spirit of that unwritten agreement,” he said.

Congress has become “very petulant at the prospect that they wouldn’t see a lot of HDTV,” Media Access Project
Chmn. Andrew Schwartzman said, referring to heat faced by ABC’s Preston Padden. He predicted that carrying data in-
stead of HDTV would prompt some legislators to “act as if they were misled” by broadcasters, although he said they
“shouldn’t be surprised... Policymakers expecting to see more HDTV were just wrong.”

Broadcasters would be “making a mistake and walking into a minefield” if datacasting fully replaced HDTV, Tauzin
said. He said legislators already are facing much criticism for giving broadcasters additional channels: “If they’re not

going to use it for HDTV, it will be hard to explain.” Govt. could have given broadcasters much smaller channels for
standard-definition digital TV, Tauzin said. He noted that Hill “did not say how much, when or with what standard”
broadcasters must carry HDTV: “We never intended to micromanage this, but they have got to do it.” Tauzin said if
broadcasters can provide “good quality” HDTV with less than 6 MHz, and use rest for datacasting, “then so be it.”

FCC appeared to be less concerned about issue. Commission rules require only that broadcasters provide one stan-
dard-definition digital video stream on their 6 MHz channels, which can be done with as little as 4-5 Mbps of 19.3 Mbps
that DTV channels can carry. Stations can “do whatever else they want” with remaining bits, said FCC official involved
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in issue: “We fully expect that that would be mostly television, but not necessarily. They ought to be able to experiment,
not just re-create the 50-year-old business model” of TV.

“] think there are looming concerns,” said broadcast official who has been heavily involved in HDTV. He said some
of new datacasting groupings are requiring that member stations commit 3-7 Mbps of their data stream to consortium,
and that’s enough to preclude at least some types of HDTV. Stations that do that, he said, may be “selling off the seed
comn” and opening themselves to govt. criticism or stronger action.

One of key issues is just what is true HDTV. Even 1080i HDTV allows some spectrum to be available for
datacasting, and 720p, which some viewers prefer, allows even more. In addition, HDTV that originates from film can
be transmitted in as little as 8-12 Mbps, leaving large chunks of spectrum available for datacasting. Even in high-
est-definition HDTV, significantly larger data streams are possible when video being transmitted has little motion.

“The only real problem would be with live, fast-action sports,” FCC official said of datacasting groups’ requirements
for spectrum. “This would not preclude HDTV, maybe only put constraints on some of its flavors.” He also downplayed
importance of HDTYV itself, saying no one but video engineers can tell difference between 1080i and 480p on con-
sumer-size DTV sets.

Concerns about datacasting groups are being pressed by networks, official suggested. He said networks are con-
cerned that their affiliates are bypassing them in making their datacasting plans, “taking control of their own broadcast
time.” Networks are pressing affiliates to delay decisions on datacasting, they said. NBC Pres. Robert Wright said poten-
tial of datacasting may be overstated, since it’s still only one-way. He said broadcasters would have to either buy return
spectrum or use telco return: “I don’t think anyone sees applications that they would pour millions of dollars into,” in
part because there are few datacasting receivers. CBS TV CEO Leslie Moonves said datacasting cooperatives that are
springing up “don’t necessarily have a game plan either,” so networks are encouraging stations not to give up control of
their “beachfront property” until future is clearer.

Several datacasting groups are planning to begin trials this year, and hundreds of TV stations already have signed up.
Geocast, for example, has convinced stations to commit to making 4 Mbps of data capacity available for next 4 years,
and has partnered with Thomson to build set-top box to receive data and feed it to PC. Other services, some of which are
said to be requiring up to 7 Mbps, are planned by Bestrs. Digital Co-op, led by Data Management Inc., Granite Bestg.,
iBlast. Several companies, including DiviCom, Dotcast and Wavepress, are planning to offer datacasting equipment.

Key question, some analysts believe, is demand for broadcast datacasting. Some believe there’s little demand for
one-way broadcast data service and broadcasters will have difficulty installing set-top receivers that are needed. Much of
revenue from datacasting will be profit, since little modification of station is needed, but they predicted revenue itself
would be so small as to be almost unnoticeable. One possibility, some officials believe, will be for broadcasters to buy
spectrum at auction for return links, or even to use telephone return links.

INTERNET DOMINATES ‘ENTERTAINMENT’' CONFERENCE: Subject was supposed to be entertainment, but main
topic was Internet at Schroder/Variety Big Picture conference last week in N.Y. Internet as it relates to television was
subject of both keynotes, main part of lunch speech by FCC Chmn. Kennard, one entire panel and part of another. Enter-
tainment, Internet and other industries are “fusing together to create one future,” said AOL Chmn. Steve Case.

Internet is “taking a lot of my time.” CBS CEO Mel Karmazin told conference, and that he spends about 1/3 of his
time on computer: “It is changing my thinking a little bit.” Kennard predicted “another paradigm shift as the Internet
moves from the PC into a lot of little mobile devices.” He said change will make broadcast spectrum even more valuable
because wireless Internet will mean “spectrum drought.” Kennard said Internet/TV opportunities mean “there are part-
nerships waiting to be made, and we [FCC] have to do what we can to facilitate it.”

Key to Internet success won’t be how many assets companies have, but how well they’re interconnected, Case said.
He said AOL merger with Time Warner (TW) makes sense partly because one hour of AOL use per day is “nice,” but ac-
cess to content will make it easier to fill other 23. E-commerce will be big part of partnership, he said. TV hasn’t
changed much “since we were kids,” Case said, but entities such as AOL TV will make it into largely new medium
where data and entertainment services blur. TV is “big opportunity” for merger partners, he said, but not only one — he
said interconnections will “revitalize” TW movie and music businesses. Comcast Pres. Brian Roberts said arrival of
AOL in cable industry through TW acquisition will be good for cable because “they will bring their marketing savvy to
our industry in a positive way.”
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Content will remain king in Internet environment, according to Viacom Chmn. Sumner Redstone. He said quality
brand names also will be important in Web environment, so “we have nothing to fear.” Disney Chmn. Michael Eisner
agreed that “the Internet needs content. People don’t log on because of the elegant Cisco routers.” He said content is
mainly information, but will move toward entertainment as broadband proliferates, allowing new streaming services.
Eisner warned that improvement in content will “stall if content owners can’t enjoy the full benefits of ownership.” He
spent most of keynote talking about intellectual property issues on Internet, saying piracy could leave it as “a wonderful

delivery system with nothing to deliver.”

Eisner said Disney is committed to “promoting the convergence of the Internet with TV,” and plans to continue
“pouring resources in” toward that goal, “but not if it means surrendering what we own.” He said Disney is starting
5-point plan to promote intellectual property rights on Internet: (1) Lobbying Washington to “first do no harm” by re-
fraining from imposing Internet compulsory license. He said harm of license, which gave cable right to retransmit TV
programs, was manageable in cable because distribution was limited to small geographic area, but Internet is worldwide.
(2) Working with govts. around world to create Internet-friendly environment. (3) Educating public, which he said is ba-
sically honest and “wants to do the right thing” with intellectual property. (4) Taking technological measures, including
developing “innovative and flexible encryption” that would keep ahead of pirates. (5) Devising economic models that
would allow Internet to distribute content at “reasonable price.” He said, for example, studios could make good business
out of distributing movies via Internet for $2.50 each, since they would keep full amount instead of sharing with video
stores: ‘“People will gladly pay a fair price for a legal product.”

Time is approaching when Internet will be “an important new revenue stream for the studios, if not the most impor-

tant,” Eisner said. He compared change with arrival of videocassettes: “This is a new way to access entertainment... It
may be a little bumpy to work out, but I’'m convinced that we will get there.”

Kennard predicted convergence of Internet and broadcast TV also would be difficult for broadcasters. He said

datacasting, for example, will “cause more strains” in network-affiliate relations, adding that’s “not a bad thing.”
Digital technologies also will change relationship between govt. and broadcast industry, Kennard said. Broad-
casters have “special relationship with the government” since they’re “public trustee” of spectrum, he said, but
govt. has “not really defined that relationship with specificity. We can’t duck this issue.” He didn’t say how rela-
tionship would change, saying he wants constructive debate: “This is about something we would do with the broad-

casters, not to the broadcasters.”

Internet will have big impact on TV advertising, conference sponsors said. David Londoner of Schroder & Co. said

Internet ad revenue is growing 55% per year and broadcasters are trading ad time for dot.com stakes. Niraj Gupta of
Salomon Smith Barney said Internet currently is having positive impact on broadcasters, buying $7 billion in ad time on
traditional media last year (up from $3 billion year earlier), and attracting only $6 billion in Internet ad revenue. How-
ever, he said, advantages of targeting and interactivity gradually will mean more ad dollars’ going to Internet.

NBCi Vice Chmn. Chris Kitze said full impact of streaming media still is “several years out” because it will take that
long for significant penetration of broadband networks that are necessary to deliver acceptable quality. Broadband now
reaches 2-3 million households, he said, but will have 75% penetration by 2008, meaning streaming media will be “big”

about 2004.

FCC is proposing to extend Children’s TV Programming Re-
port requirement indefinitely, and possibly even to mandate that re-
ports be sent to Commission quarterly, instead of annually, it said
in notice of proposed rulemaking (MM 00-44). Agency said even
quarterly reporting shouldn’t be big burden on broadcasters be-
cause they have to compile reports for station files anyway, and re-
ports can be sent to FCC electronically. It said having reports at
hand makes it easier for public to access information, allowing it to
influence children’s TV decisions. Reports identify educational
and informational programs aired, when they were scheduled and
how often preempted, age of target audience, average number of
hours of core programming weekly. Stations have been required to
file annual reports for 3 years, and FCC proposes to extend that in-
definitely. Comrs. Furchtgott-Roth and Powell, in concurring
statement, disagreed with tentative conclusion that reports should
be extended, saying additional information is needed through
rulemaking process. Comments are due June 12, replies July 12.

Rejecting efforts by electric utilities to charge higher leas-
ing fees to cable operators and telecom carriers, FCC last week
approved updated pole attachment rules and policies that should
largely keep existing govt.-mandated rates in place. Commis-
sion action, 3 years after it began rulemaking, generally retains
use of current rebuttable presumptions and historical costs to
calculate maximum rates that utilities can charge for attach-
ments. But, in one revision favorable for utilities, new rules
clarify formula’s complicated calculation of accumulated depre-
ciation so pole owners don’t wind up setting negative rates.
FCC also adopted its first formal methodology for determining
attachment fees that utilities can charge for underground con-
duit systems, which are common in big cities. New federal for-
mula estimates amount of volume used by each competing wire
rather than linear feet. It generally presumes that each wire
takes up half-duct of space in concrete pipe, although it allows
for exceptions.
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DTV LABELING STALEMATED: Tired of waiting for elusive
final agreement between cable and CE industries, FCC plans to
start formal rulemaking on DTV set labeling issue at April 13
meeting. FCC Chmn. Kennard said rulemaking would be
started if industries, which have scrapped over issue for years,
can’t conclude deal by then. Cable and CE negotiators reached
what NCTA characterized as “basic understanding on terminol-
ogy describing digital sets” 2 weeks ago but haven’t been able
to finalize it because of side issues that have cropped up (TVD
March 27 p6). Final deal still appears to be at least week away.

At same meeting, FCC also intends to start rulemaking on
licensing of copy protection technology for DTV sets, another
thorny issue that has eluded agreement by movie studios, tech-
nology companies, set makers. Despite intense negotiations, 3
sides still are well apart on 5C standard favored by Silicon Val-
ley developers and cable industry but opposed by some Holly-
wood studios and set manufacturers. Earlier target of March 15
for tentative agreement passed without deal.

Related rulemakings come after repeated warnings by
Kennard that FCC would act soon if industries couldn’t resolve
differences quickly. He recently used similar threat to pressure
cable and CE into agreeing on technical standards for hooking
up new DTV sets to digital cable systems. “We’ve been saying
we would do it and they kept asking us to wait,” FCC spokes-
woman said. “We’re following up.”

CEA Pres. Gary Shapiro surprisingly embraced FCC’s pro-
posed move, saying it should help industries bridge remaining
differences. “It’s something we welcome,” he said. “We’ve
pretty much gone about as far as we could go.” NCTA Pres.
Robert Sachs called it “unfortunate that the Commission feels
compelled to launch a rulemaking” on digital labeling because 2
sides are “very close” on issue. He said cable supports tentative
agreement reached 2 weeks ago. “We remain optimistic that
the labeling issue will be resolved by the parties,” he said.

Not surprisingly, sources in each industry pinned blame for
digital set labeling impasse on other side and agreed that final deal
no longer was imminent. Cable sources said NCTA leadership al-
ready had approved tentative deal for separate labels for new DTV
sets with and without 1394 “firewire” connectors favored by cable
interests but opposed by some set manufacturers. They said they
primarily were waiting for CEA executives and members to en-
dorse “gentleman’s agreement” announced 2 weeks ago.

CE sources disputed that assessment, saying industries still
were apart on several issues. Biggest new issue appeared to be
proper labeling of digital cable set-top boxes, which CEA wants
to be covered by new DTV set labeling rules and NCTA does-
n’t. Industries still are squabbling over proposed descriptions
of components in digital sets and next steps for interindustry
group negotiating details.

On separate cable-related issue, FCC said it would consider at
April 13 meeting proposed closed-captioning rules on accessibility
of emergency programming to persons with hearing disabilities.
Commission said it would consider 2nd report and order on issue.

—

Winners of 31 newly auctioned broadcast licenses have un-
til April 20 to make lump-sum payments and receive licenses,
FCC said in notice April 6. Stations that don’t pay until May 4
face 5% penalty. Construction permits will be announced after
fees are received, agency said.
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FCC Events: Chmn. Kennard addresses NAB convention,
Las Vegas Hilton, 7:30 a.m., April 11 Comrs. Furchtgott-Roth,
Ness and Powell participate in Regulatory Dialog, NAB, Las
Vegas Convention Center, 4 p.m., April 11. FCC open meeting,
Portals II Rm. TW-C305, 9:30 a.m., April 13. Wireless
Telecom Bureau Chief Thomas Sugrue addresses Land Mobile
Communications Council, noon, April 14, Loews L’Enfant
Plaza Hotel. Ness and Alaska Regulatory Comr. Nanette
Thompson host western regional field hearing on “The Rela-
tionship Between Advanced Services Deployment and Eco-
nomic Development, Satellite Development™ Anchorage, April
17, time and location to be announced. Furchtgott-Roth ad-
dresses KMB Video Journal conference, 8 p.m., April 17, Don
CeSar Conference Center, St. Petersburg Beach. Kennard
speaks at Quello Telecom Symposium, 9:45 a.m., April 18,
Washington Hilton, and participates, along with Comr. Tristani,
in panel on First Amendment issues, 3:45 p.m., April 19.
Kennard and N.C. Utilities Commission Chair Jo Anne Sanford
host midwestern regional field hearing on “Cable and Fixed
Wireless Deployment and Deployment in Rural Areas,” S.
Sioux City, Neb., time and location to be announced.
Furchtgott-Roth addresses Federalist Society, noon, April 20,
Rivers Club, One Oxford Centre, Pittsburgh. He speaks at S.C.
Telephone Assn., 9:45 a.m., April 25, Kingston Plantation Em-
bassy Suites, Myrtle Beach. He addresses David Chase Free
Enterprise Institute, 11 a.m., April 26, Eastern Conn. State U.,
Willimantic. He speaks at American Enterprise Institute in
Washington, 1:30 p.m., April 28.

Administration is “firmly behind” public TV’s $110
million funding request for PTFP, NTIA Dir. Greg Rohde
told industry meeting in Washington last week for APTS
Capitol Hill Day. White House seeks increase from this
year’s $26.5 million budget, and “I’ve been spending a lot of
time on Capitol Hill lobbying for this money,” Rohde said.
As 2003 deadline approaches for PTV to convert to digital,
he said, applications for Public TV Facilities Program
(PTFP) already have doubled, with $233 million in funding
requests received so far. “You have the right to feel ag-
grieved” about federal govt.’s failure to fund mandated con-
version, APTS Pres. David Brugger told station managers in
annual briefing on mass lobbying trip. Most Washington in-
siders felt PTV had opportunity to receive additional fund-
ing, but it would be difficult to get full amount requested,
which also includes $20 million additional DTV funding for
CPB. They felt industry had virtually no chance for full au-
thorization this year. Lobbyist Larry Sidman said it “speaks
very well for the future” that Republican Reps. Lazio (N.Y.)
and Wilson (N.M.) were willing to offer PTV-friendly
amendments to recent bills as show of support, although
amendments were doomed by point of order. He said this
year, like last year, would come down to appropriations “end
game” and question would be just how committed Adminis-
tration is. Lobbyist Dom Ruscio said PTV would try to re-
gain $10 million lost when last year’s reauthorization failed
in supplemental appropriation bill.

Hearst-Argyle TV signed retransmission agreements with
Cox and Charter that had been pending renewal since Dec. 31.
Spokesman said terms and components of agreement weren’t
being released at request of cable companies. Hearst-Argyle,
which owns some ABC affiliates, is negotiating retransmission
deals with Time Warner, Comcast, CableOne. Broadcaster
gave TW another 30-day retransmission extension until May 2.
Negotiations with TW were continuing, spokesman said. ABC
Disney spokeswoman said “conversations with Time Warner”
on retransmission renewal were “ongoing.”
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CABLE GOING OPEN ACCESS: At least 7 of 11 largest cable
operators are looking at offering access to multiple Internet service
providers (ISPs) on their high-speed broadband lines in wake of
heavily publicized pledges by AT&T and proposed AOL-Time
Warner union to do so in 2 years. Charter, Classic, Comcast, Cox
and Insight all either plan to carry other ISPs or are studying issue
intently. In addition, such other top MSOs as Adelphia and
Cablevision Systems clearly are rethinking their positions. Cable
One and Mediacom didn’t comment by our deadline.

Large cable operators attribute shift to growing consumer
demand for unfettered access, increasing competition in
high-speed data market, potential for lucrative new revenue
stream. They also cite industry momentum created by moves of
AT&T and AOL-Time Warmner to pledge open access when
their existing exclusive ISP deals run out in order to avoid govt.
regulation. “The pressure has grown, no doubt about it,” Char-
ter Exec. Vp Steven Schumm said.

As typically happens in cable, each MSO is approaching
switch to multiple ISPs in somewhat different way. While Cox and
Comcast plan to rely heavily on their current exclusive ISP, Ex-
cite@Home, to address technical and financial concerns of open
access, Charter is researching complex issues on its own. Each
MSO also must deal with different contracts with existing ISPs,
ranging from exclusive national commitments to Excite@Home by
Cox and Comcast to Classic’s market-by-market deals with High
Speed Access Corp. to largely independent status of Adelphia and
Cablevision. “There’s no one-size-fits-all business model,”
Comcast External Affairs Vp Joseph Waz said.

Like AT&T, which has said repeatedly that it will honor its
exclusive contract with Excite@Home through June 2002, none
of other top MSOs would pledge to opening its broadband lines
in less than 2 years. Comcast and Cox said they also were com-
mitted to Excite@Home through June 2002, although their re-
cently restructured agreement with high-speed cable consortium
allows them to end exclusive carriage and terminate entire dis-
tribution deals by June 2001. Insight similarly is wedded to Ex-
cite@Home in most of its systems, while Charter and Classic
are vague about when they might start carrying other ISPs.

Business plan for offering multiple ISPs remains elusive.
Cable operators, which have spent billions of dollars upgrading
their lines, insist they must be well compensated before sharing
their plant with others. “We’re happy to allow some ISPs, as-
suming we can make a fair amount of money on the infrastruc-
ture we built,” said Classic CEO Merritt Belisle, whose cable
systems have 413,000 subscribers.

Industry observers believe AOL-Time Warner, Adelphia
and Charter are likely to be most aggressive in opening their
systems, AOL-TW because of its strong interest in placing AOL
on other cable systems and Adelphia and Charter because of
their relatively independent positions in industry. Charter
seems determined to have open access strategy in place in as lit-
tle as one month. Schumm said company team of 2 engineers
and one financial analyst will report back to him in early May.

Industry shift by larger MSOs doesn’t extend to less popu-
lated areas or smaller cable operators, most of which haven’t
even upgraded their lines for high-speed data service. Matthew
Polka, pres. of American Cable Assn., said his members still are
seeking ways to offer some kind of Internet access to customers
in rural areas and small towns. “We’re a step earlier in devel-
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opment,” he said. “You can’t even talk about open access until
the thing gets deployed.”

Meanwhile, AOL Senior Vp-Global & Strategic Policy
George Vradenburg in letter March 27 to House Judiciary
Committee Chmn. Hyde (R-Ill.) provided written answers to
questions stemming from hearing on Internet issues held
June 30. Vradenburg told Hyde that company planned to
merge with Time Warner, and as result cable operator made
commitment to open access: “Given this important progress
in the marketplace, it appears that government intervention
in this area is not necessary at this time.” Referring to bills
that would help facilitate open access, HR-1685 by Rep.
Boucher (D-Va.) and HR-1686 by Rep. Goodlatte (R-Va.)
that were subject of June hearing, Vradenburg seemed to dis-
tance AOL from “light-touch” regulation that AOL Chmn.
Steve Case had advocated before Congress. He said that
“just in the short time since this legislation was introduced,
the market has responded accordingly.”

——

Broadcast TV efforts to educate parents about V-chip
availability have been “plainly insufficient,” FCC Comr.
Tristani said in letters to Big 4 networks, asking them to “re-
commit” themselves to V-chip, which now is standard in all
new TV sets 13" or larger. In letters that in most cases began,
“This is a call to action,” Tristani, chmn. of FCC’s V-Chip Task
Force, said installation has followed schedule and programmers
have been made aware of requirements, leaving only educating
parents to make V-chip viable solution to televised violence.
She said CBS is only network to make real effort to run PSAs
on V-chip at network level, having carried 54 such PSAs, com-
pared with one by ABC and 2 each by Fox and NBC. As result,
CBS got slightly kinder letter, thanking network for its efforts
so far but encouraging it to do even more. Citing recent survey
finding 39% of U.S. parents h<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>