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Netlink will facilitate a program whereby a single 800 number is promoted for converting
consumers to VCII Plus and an attractive programming package. Netlink is working with
the SBCA and General Instrument and other programmers on the plan, "We hope to0 have
the prograrm in place during the next 30 days,” said Fickle. Participating programmers could
share "pro ratz” in the costs and revenues of these new customers, "Many of these
consumers are highly misinformed and are not aware that programming is easily avaxlablc
on an affordable basis,” he added.

5. Netlink has requested that G.1's DBS Center immediately step up the intensity. of
Electronic Counter Measures or ECM's to deter piracy. Netlink recognizes that a smali
percentage of legal custorners may be erroneously deauthorized as a result of the ECM.
Consequently, Netlink will supply those customers authorized through Netlink with 3 months

of free programming as compensation, in addition to & free upgrade to VCII Plus in
conjunction with General Instrument.

6. Netlink will move their programming to a more secure technology as soon a8 sufﬁcncnt
modules of 4 more secure technalogy can be produced. Such a move would be made 50 that
any legitimate consumer would not incur any cost. "General Instrument bas fnformed us that
they will sponsor a free upgrade trom VCU to VCI Plus with "Replaceable Security” or
VCRS when the VCRS has sufficient availahility, "With this promise by G.1,, we are more
enthusiastic the VideoCipher migration will work," said Fickle.

7. Netlink supports a comprehensive approach in the use of ECM’s to fight satellite piracy.
"If any customer is etroneously hit with an ECM, Netlink will offer 3 free months of the .
programming that customer had through our port,” said Fickle. "We want to make sure that

we imnedistely shut off ECM'd units and thet we provide relief for those few mdmduals
torned off in error," he added.

&, Netlink will, over the next six months, develop a local marketing plan for use by déa]ers
to sell against piracy and expand their market. Netlink welcomes volunteer dealers to be

test sites as well as cooperative help from hardware distributors, After the program has
been developed, Netlink will make it svailable to all tatellite dealers.

Collectively, Netlink feels that these statewncnis and positions on piracy will make clear its
intentions to support the legitimate growth of the satellite industry in the 1990’s.

NETLINK markets and distributes the One Stop Péckagc, along ‘with HBO, Cinemax,
Showtime, The Movie Channel, Satellite Sports Networks and other services to 8 nationwide
audience of home satellite telvision viewers and satellite dealers throughout the U.S..

NETLINK is a partnership owned by subsidiaries of WestMare Communications Inc., Rock
& Associates and Tele-Communications, Inc.
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BY CALVIN SIMS
New York Times «
he satellite television in-
dustry, which for years has
complained about the num-
ber of Americans watching
-. without paying, says it fi-
nally has found a way to stop them.

But it wants the cost of its new
prevention system to be borne by
its customers, and that has started
a battle that could affect the 2
million Americans who own satel-
lite dishes.

The dispute centers on a device
soon to be introduced for unscram-
bling satellite television signals. Its
manufacturer, General Instrument
Corp., says it is needed to stop
hundreds of thousands of people
from stealing programming by
usinig illegal versions of its existing
decoder. .

General Instrument wants con-
sumers to pick up the cost of the
new technology, which is expected
to be at least $500, or $129 with
the trade-in on an old decoder with

* an unexpired warranty.
. But consumer advocates say
_General Instrument, which has a
~ monopoly on such deCOders should
. pay for replacement decoders be-
cause it is the company’s fault that
the existing equipment does not
foil theft and because satellite-
" television programmers will at
some point abandon current sub-
. scribers by switching to the new
- .decoding system.
- The dispute comes at a time
when satellite viewing and pro-
. gramming is expanding rapidly.
The more than 2.5 million sat-
. ellite-dish owners in the United
States have access to more than
200 chaanels. from the Christian
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Broadcasting Network to Ameri-
can Fcstasy, a hard-core sex chan-

- nel. Michigan has an estimated
.75 ,000 satellite dish owners,

“The number of dish owners is
expected to reach about 10 million

-by the mid-1990s, industry ana-

lysts say.
Some satellite programmmg,

: like network shows and hobbyist,

educational and foreign-language

‘programs, costs nothing to re-

ceive, and such signals .are not
scrambled. But programming for
which a subscription fee is charged
is scrambled.

To subscribe to a scrambled
satellite channel, a consumey buys

. and installs a decoder and then calls

the program supplier to order the

service. The supplier informs Gen-

eral Instrument, which. activates

.. the customer’s decoder through a

I3

signal from a sateite.

General Instrument's existing
system has a monopoly because its
technology was chosen early on by
large programmers like HBO as
the best to scramble and unscram-
ble their signals.

The programmers started
scrambling the signals to foil free
access by the increasing number of
people with dishes. More than 40
subscription program services use
the General Instruments system,
The decoder is so well accepted
that it is included when most satel-
lite dish systems are sold.

But within a year of its intro-
duction in 1986, the existing de-
coder, called the Videocipher 2,
was compromised. High-tech ban-
dits designed computer chips that
could be fitted into the decoders to
unscramble signals without paying

U PLUBLOG IS, W vy v
device. Industry experts say at
least half the 1.6 million existing
Videocipher 2 devices are now
receiving satellite signals illegally,

General lnstrument’s Video-
cipher division, which is hased in
San Diego, Calif., said that its new
decoder; the Videocipher 2 Plus, is
“99 percent foolproof”’ and that
the new device, combined with the
government’s aggressive efforts to
crack down on satellite television
piracy, would give program suppli-
ers incentive to offer a greater
variety of programs.

But people who sell illegal de-
coders say that they already have
figured out how to break into the
Videocipher 2 Plus and that by the
end of next year, consumers will
have access to the. pay-TV pro-
grams as easily as they do now.
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Gl Drops
VideoCipher Bombs

Shortly after the VideoCipher Division of General Instrument Corp.
announced a month ago it was talking with programmers about a free up-
grade of legal subscribers to the higher security of the VideoCipher II

Plus module, it dropped a couple of other
bombs, the DigiCard and a three-year up-
grade warranty.

The first 'bomb was that any universal
upgrade- of current untampered VC 1I
modules will be to a second-generation
VC 1I Plus with a CipherCard, calling it a
“low-cost, consumer friendly method to
update security for satellite-delivered sub-
scription program services.”

The CipherCard will contain updated
security information in a “‘smart” credit-
card like object that can be inserted into a
consumer’s descrambler module. *“Each
CipherCard will be unique and will work
only with a specific consumer descram-
bler unit,” said GI.

Acknowledging that the only question
was “when’” not “if’’ the VC II Plus will
be broken, Larry Dunham, VideoCipher
Division president, said “The purpose of
CipherCard is to put in place the capabil-
ity to quickly counter future piracy with
renewable security that can be imple-
mented easily and on an ongoing basis.”

Manufacture of the CipherCard-based
VC 1I Plus descrambler module is sched-
uled for the fourth quarter of 1991. Thus
the CipherCard VC 1I Plus module deliv-
ered to 21 licensed IRD manufacturers in

1992 will have a CipherCard slot, but will

not include the actual card itself. Distri-
bution of the CipherCard to consumers
will occur “only if the current VC II Plus
system is compromised and programmers
using the VideoCipher II Plus technology
decide to migrate to a higher security
level,” said GI.

The CipherCard technology has been in
development for two years. GI did not say
what would happen to current VC II Plus
modules if and when it becomes neces-
sary to implement CipherCard use be-
cause the VC 11 Plus has been broken. But
such a situation would duplicate today’s
VC 11I/VC 1I Plus situation.

However, the second bomb GI dropped
in mid-January was an announcement that
a “‘bold and unprecedented Consumer Se-
curity Protection Program” would be of-
fered to new home satellite TV system
buyers this spring. Any consumer buying a
VC II Plus manufactured after April 1,
1991 (estimated June retail availability)
will receive a free VC I Plus decoder up-
grade ““if most cable/satellite TV program-
mers switch to a higher level of
VideoCipher II Plus technology” within
three years of date of purchase. The pro-
gram applies to all integrated receiver/
descramblers produced by 21 VideoCipher
II Plus-licensed manufacturers.

“The criminal actions of piracy and
piracy-caused technology changes cannot
be allowed to hurt the legitimate home sat-
ellite TV household,”’ said GI's Dunham.

In further GI news, satellite industry
manufacturers have been informed of a
price increase to them of $72 for the VC
II Plus module, effective April 1, 1991.
This means consumers soon will be asked
to pay at least an additional $100 or more
to get a VC I Plus module. Thus the least
expensive standalone VC Il Plus decoder
box will retail in the vicinity of $600 after
April 1. _
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- Fact Or Fiction?

ontroversy has been a constant

companion of the VideoCipher

system ever since its param-

eters were first introduced to

the satellite industry by M/A-

Com in November 1984. Of
course, ever since HBO scrambled in
January 1986, using the Vid-
eoCipher system, it has become the
number one topic whenever satellite
dealers or satellite viewers talk
about satellites.

General Instrument, who was
smart enough to buy out the Vid-
eoCipher Division of M/A-Com
shortly after the VC II system actu-
ally started to be used, has been the
big winner monetarily in all of this.
Unfortunately, it seems noone else is
happy with the system outside of the
few pirates who have made millions

off bootleg boxes.
GI's response to this piracy was
heightened security measures,

counter-electronic sorties, so to
speak, which managed to occasion-
ally turn off bootlegs, but which also
managed to turn off legitimate boxes
as well. It was obvious that simply
trying electronic fixes on the VC II
would not work in the long run,
hence work was begun on the VC II
Plus shortly after the VC II system
wasg compromised.

Of course, to hear GI’s side of the
story, the VC 1II Plus is not a product
developed in response to piracy.
Rather, it's an evolutionary product
designed to improve subscriber- ca-
pacity, to facilitate pay-per-view, and
to incorporate expanded levels of pro-
gramming delivery, all of which it
does do.

——In _the long-term view, however,

the VC II Plus introduction really is
just an interim step in the war
against piracy, with the ultimate
goal being to shift programmers to

-

Some little  known
facts, figures, and fun on
the VideoCipher Il Plus.

GI's DigiCipher system (another

“unbreakable” technology). Digi-
Cipher was recently previewed at the
Las Vegas satellite industry trade
show and is slated for a summer 1992
rollout.

Once again the consumer is being
forced to pay the tab for GI's research
and development costs through a
price increase on the VC I Plus mod-
ule (which by GI's estimate will only
add about 5 percent, or $150, to the
price of an average system).
~ Oneofthe great promises made by
M/A-Com during the original Vid-
eoCipher II introduction, after the
VC I was dubbed too expensive for
the consumer, was that it would be
an inexpensive product to manufac-
ture because it used large scale inte-
grated circuit chips.

The original proposed manufac-
turer’s cost for the VC II module was
$150, with no discounts for quantity.
Five years later, the module cost to
manufacturers has never gone down
in price, but rather has increased,
which defies standard electronics in-
dustry practice.

It is common in the electronics in-
dustry to see the price drop when
quantities are increased and the
product’s research and development
costs are amortized. This has never
happened with the VC Il and, accord-
ing to GI, is not going to happen in
the near future with the VC II Plus
module either. /-

Unfortunately, there isn’t an al-

ternative (unless one views the in-|

famous BlackCipher as an alterna-
tive). We must accept the VC II Plus

foge |

BY RICHARD MADDOX

e

as our new “standard for scrambling
systems.” It is interesting to note
that when you call GI and are put on
hold, you hear an advertisement for
their still-in-development Digi-
Cipher system.

UPGRADE, YES ORNO?
You should only upgrade to a VC
II Plus if you want to receive those
channels that are now exclusively
using the VC II Plus signals. At this
time, that's any of the pay-per-view

_channels and the SPICE channel, al-

though other new programming ser-
vices may come on-line using VC II
Plus exclusively as well.

A new module is required because
there is a timing difference in where
the descrambling and digital audio
information is found between the VC
II and the VC II Plus. Basically, it
boils down to where the descram-
bling information is placed. One sys-
tem uses the horizontal sync, the
other uses the vertical sync.

This physical difference between
systems is why all the bootleg VC II
boxes no longer receive audio on the
SPICE channel. They were all muted
when the SPICE channel quit send-
ing the VCII signals. This is why you
must now have a VC II Plus in order
to subscribe to SPICE.

It pays to shop around if you do
want to upgrade since there are some
people offering free upgrades. If you
go through GI for an upgrade, it will
cost you $129.00 plus shipping, in ad-
dition to any dealer charges for in-
stallation of your new module. If you
have abootlegged module, it will cost
you a lot more (call GI at 800/344-
6754 for more information).

Now what does this extra money
get you? Beyond the capability of
subscribing to the SPICE channel,
you can still subscribe to any of the



other existing VC II services since
they are all compatible with the VC
II Plus. In order to buy any of the pay-
per-view services, you must have the
VIDEOpal (an extrabox that must be
purchased) before you can subscribe.

This brings up another factor that
will influence your decision to up-
grade —the imminent availability of
the MOM, or Modem-On-Module VC
II Plus. It will contain the VIDEOpal
unit inside the module, making it
easier toinstall since there’s noextra
box stuck behind your TV. The actual
introduction of the MOM modules
should occur by this summer and
should cost around $169 to upgrade
from a VCII.

Either way, an upgrade will sup-
posedly prepare you for the eventual
phaseout of the VC I system. The only
problem is nobody knows when this
might occur, especially in light of GI's
announcement that their DigiCipher
system will be ready in 1992.

What may happen is that the VC II
and the VC II Plus will be phased out
together in favor of the DigiCipher. At
this point, how it all washes out hinges
on numerous issues. Will the VC II
Plus be pirated? Will the program-
mers want the higher security of Digi-
Cipher (and the multiple video
channels on one transponder capabil-
ity)? And, can GI handle the massive
uproar over such a change? Only time
will tell.

NEW Il PLUS SCREENS

If you do have, or plan to upgrade
to, a VC II Plus, you'll see that the Set-
Up screens are different from those in
the VC II module. They have changed
the 50/50 signal quality indicator
which told of short and long-term sig-
nal quality and substituted a single
measurement for signal quality on the
bottom line of the Set-Up 1 screen.

The Diagnostic screen (accessed by
pressing Set-Up, 0) can still be used to
analyze your reception. It has been
broken down into eight numbered
lines of information, which means it is
a lot easier for the GI technical help
operators to evaluate your system
over the phone.

Here’s what the numbers mean:

V1.08 is the latest module
software version I've seen. But, by
the time this is printed, that may be
changed to V1.09 or V1.1. It simply
defines which operating software

version is being used.

Line 1 contains your unit ID
number. This should be written down
for reference for use when calling pro-
grammers. If this number ever
changes, then it indicates a malfunc-
tionin your VC 11 Plus (or VC ) mem-
ory. If it reads 0000 0000 0000 0000,
then it usually indicates your unit was
hit by a power surge or that the mem-
ory back-up battery went dead. Either
way, it means bad news sports fans.

Line 2 is a memory check for GI's
internal use.

"02985016-FF-34 83-0-0
3:0004 2:8808

1:C910 0:1EF0

00 E?2-909-C98 OE-1
0060-0000 0000-0000,00
C0-45-02 O 87183 4-1-2D3A06
0003 3980 8378 4 0 01 2062C8
0.00E-00/2,59E£-02 00 S:S

Line 3 contains no information.

Line 4 contains two zeros for future
use and two other groups of numbers
that indicate the unit’s location, stan-
dard time zone, and whether or not
daylight savings time is observed
there. This one does.

Line 5 contains just zeros and is
held for future use.

Line 6 contains some useful infor-
mation. The first alphanumeric pair
indicates whether the module hasever
been authorized (C4 = never au-
thorized, CO = has been authorized).
The next digit pair indicates the
monthly epoch change number. This
will change as the new monthly key is
received. The last pair in the first
group is the channel ID code (Show-
time East is 02, Showtime West is 03,
The Movie Channel West is 04, The
Movie Channel East is 05, HBO East
is 10, HBO West is 11, ad nauseum).

The four digits in the middle of line
6 comprise a fast counter. It should
count smoothly with a good signal.

At the far right-hand side of line 6 is
the program’s epoch code. It contains a
sync detector, a broadcast counter, and
a timer for the broadcast in frame count
time. If you think of the digits as ones,
tens, hundreds, etc., the ones change
approximately every third of a second,
the tens change approximately every
2.18 seconds, the hundreds change

PO 2,

123

every 35 seconds, the thousands every
nine minutes and twenty seconds, the
ten thousands every 150 minutes, and
the hundred thousands every 39 hours
and 50 minutes.

Line 7 contains the hit trip count in
the first four digits, the computer
center trip count in the next four dig-
its, and the good frame count in the
next four digits. The two single digits
and the double digit are related to the
broadcast (not a VC broadcast, not au-
thorized, locked out, etc.). The last
group of numbers in this line is a
frame-count time code for the broad-
cast’s ending. The group of numbers
directly above this one are counting to
this number. An enterprising and
curious person could figure out
roughly how much time remains for
any given VideoCipher program with
this data.

Line 8 starts with two groups of
numbers separated by a slash. The
numbers before the slash are 5-second
bit error values and the number after

the slash are 45-second bit error

values. A very good signal will typi-
cally produce a reading of 0.00E-00/
0.00E-00. If your system is improperly
tuned, either on the satellite or fre-
quency, these numbers will go up. We
have caused higher than normal num-
bers here. The higher the numbers,
the poorer the signal.

The two-bit alphanumeric code that
follows these numbers indicates the
number of audio holds that are occur-
ring. On an authorized broadcast, this
should stay at 00. If the signal is noisy,
the count will fluctuate up and down.

The last letters in line 8 indicate
the signal type and module status. In
front of the colon will normally be
found either S, for scrambled, or F for
fixed key, although T for test and P for
processed may also be seen. This indi-
cates the signal status.

Behind the colon will normally be
found NS for no subscription or S for
subscription OK. Also seen are: —CB
for circular blackout (a program black-
out based on your zip code), — MP for no
program rekey information (means an
unaddressed module), and —OC for old
category (doesn’t have the latest
monthly epoch change).

While watching the VC II Plus
Set-Up 0 screen can produce some in-
teresting information, watching pro-
gramming is sure to produce more
entertainment. o
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SBCA's Reply

Continued from page 18

for distant broadcast signals.

Further, the results of a "syndex
simulation” conducted by Superstar
Connection, sateliite carrier of WGN
and other superstations, indicate
average acquisition delays well in
excess of seven seconds. Results of
that test show that when a 32-region
blackout message is contained in the
signal, the acquisition time for that
channel was, in some cases, as high as
eight minutes. Further, Superstar
Connection has advised the SBCA that
customer dissatisfaction with the
acquisition delays was clearly indicated
by an extremely high volume of calls to
Superstar Connection’s customer
service representatives.

Channel acquisition delays are a
significant problem associated with
syndex. They are particularly egregious
in view of the fact that they are
suffered by those viewers who are
outside of the blackout region. Clearly,
before the Commission can
promulgate syndex rules, further
testing of the characteristic must be
conducted.

3) Because of technical and non-
technical means of avoiding syndex,
broadcasters would not be able to
effectively enforce syndex rules.

It is highly uniikely that the

| depleted at some point in November
| or December of this year. Any action
by this Commission which impedes
the production and delivery of the
VC It Plus will resuit in extreme

imposition of a limited form of syndex \ |'descrambler shortages in the market.

/

using the existing VC Il would result in
any benefit to broadcast stations
claiming exclusive rights. We submit
that the effectiveness of syndex rules
would be vitiated by the ease with
which HSD owners could avoid the

blackouts.
Perhaps the most glaring error of
the C&G Paper is its reliance upon the

| supposition that the introduction of

A programming. However, the

benefit by the broadcasters and

copyright holders. Ingjagﬁna;_bgen\
J2dvised by Gl that all materials for the

production of the VC Il will be /

the VC I Plus by G is an "upgrade’
| program. The introduction of the VC Il

Plus is designed to increase the
technological difficulty of VideoCiphey

modification for the unlawful
iInterception of encrypted television

introduction of the VC Il Plus will not
in any way affect the existing VVC Il.
As noted in the SBCA's initial
comments in this proceeding, the
problem of sateliite signal theft is
enormous. The industry is awaiting
the introduction of the VC Il Plus with
high hopes and great expectations.
The damage which would be done to
the home satellite industry by any
delays in the introduction of the VVC i
Plus caused by this proceeding wouid
heavily outweigh any perceived

TVRO
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VvVEC Il Plus To The Bhow

" SOURCES AT ECHOSPHERE, A MA-
jor IRD manufacturer, reported that as of
early January they still had not received a
working VC Il Plus madule from GI. Gl had
committed to supply each IRD manufac- |
turer with operating VC Il Plus modules for
the industry trade show in Las Vegas which
began on Jenuary 22.

"I don't think they're going to make it,
unless of course we get prototypas again

|
‘.
'\
!
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i that were hand doctored., " our source said.

After contacting seversl! IRD manufactur-

. ers, it could not be determined what was

causing the delay.
Commented one manufacturer, "They
still have major interface problems and the

i things won't authorize." Another manufac-

turer said, “It has goofy graphics and won't
turn on all the time.”

Channel Master's Don Berg, when
asked to comment on the problems, stated
that Channel Master had not shipped eny
production modeis of VC Il Plus as of the
first week of January. Channel Master is
the only manufacturer authorized to pro-

- T " duce VC lls other than Ganeral instrument.

&
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SBCA Viewpoint ¥
on The

VideoCipher I

by Chuck Hewitt, President SBCA

You may have recently re-
ceived a rather long and rambling
document prepared by a group
that calls itself the Satellite Dealer
Communication Association. This
group, which claims to represent
satellite dealers, states in the re-
port that the new VideaoCipher II
Plus will obsolete the existing
VideoCipher IL

. As the SBCA' has previously
stated in a report to Congress,
based on the commitments we
have received from the program-
mers and General Instrument Cor-

poration, the existing VCII con-

sumer will not be disenfranchised
by the introduction of the Plus sys-

tem. It is very clear that the pro-
_ grammers, even if they could move
"to the higher tier bits available on

the Plus, are not going to do so.,
Such a move would mean animme-

-~ diate loss of nearly $200 million in

current subscriber revenue. The
demand for space in the lower 56

tier bits by presently unscrambled

programming services is further
evidence that programmers recog-
nize the value and importance of
serving existing VCII owners.

It is very difficult to see how
this group can claim to represent

“the interests of the satellite dealer

when they are making these base-
less claims of obsolescence. Such
claims will only serve to cause con-
sumer panic and dry up sales.
Their so-called report is irresponsi-
ble and will do nothing:but cause
harm for the dealer and the entire
industry.

Satellite television offers the
best in terms of video and aydio
quality and choice. Consumers who
own VCII units today or who are
considering a purchase of a satel-
lite system with a VCII unit need
not be concerned about obsoles- .
cence. Consumers should simply
ignore all of the ranting and raving

‘about system obsolescence. Stated

simply, there has never been a bet-

ter time to invest in home satellite
television.
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TNN to scramble
signal in April 1990

TNN: The Nashville Network will begin
full-time scrambling of its satellite tele-

. Vision signal in the first quarter of 1990, it

has been announced by David Hall, vice
president, general manager, TNN.

TNN will scramble its signal on March
20, using General Instrument's \ Video-

20 - Wue - 2)19%9 - GwSAT TO Gurde

" Satellite Business News
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days a week, or by wrmng to: The Turner
Store, One CNN Center, Box 105320,

-Atlants, GA 30348-5320.

VC I Plus Update

LATEOCTOBER SAW THE DELIVERY
of the first new VideoCipher Il Pius modules
shipped by General Instrument. Module
production will be increasing as part of 8

+ three-month manufacturing ramp-up to 100

percent production by the end of the year.

Several IRD manufscturers toid OnSat
that the design is not at all like the
prototype models they were shown by G! at
various stages of thegegign process. The
bosrd hae : t6..npt
one VLSI'chly,' snd d by
epoxy.

Anazher cpbla ‘tohave
arisen since thc Efﬁ'/ ‘signals have
been added. The dual duehnw-.vc Hand
VC Il Plus—nowon severdl transponders is

- being blamed fon difficuties with sevarajof

the pragremmess’ suthamzaLion process. -

. Canada's AnikYision told OnSat that they -

were ynable to.authprize haards an their

_ three duakte, try sponders, yet

when they cailed First ( @ and had them

.- “hit" the bobids, théy sime on. First

Choice has asnala telatry signal. A -
spokasman from Telesat said that while
they can’t conclusively blame the VC Il Plus
tsismatry, the problem pnly srose after

e p———
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Cipher® It + encryption system. TNN ' ‘h’y m“pmsw
ble affiliates in the United States and a e
Canada will descramble by using a fixed
key address number, or standard code,
available with the VideoCipher® || + .
According to Hall, “We believe scram-
bling is important to safeguard TNN's
signal and to protecting the investments

cable operators have made in romo
oo p ting .

TNN To Bcramble 8ignal
THE NASHVILLE NETWORK (TNN),

\g_u_ 12716148 SuSAT TU Gpide
the country music entertainment channel,

__Jatellite Business News

television signal on March 20), 1890, using
GI's VideoCipher® Il encryption system. .

TNN cable aftiliates in the United States

and Canada will descranile by using a tixed

key address nymber. or standard code,

available with the VC Ji. Beginning June 20,

1990, the fixed key address number will be

replaced by fully addressable key numbers’

for each VC il unit.

P el Miake minemamen mnsmis pusteAnihe b
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closely than when she joined the indus-
try two years ago. She estimated that
programmers’ annual revenue from the
TVRO industry today is about 120 mil-
lion annually.

With this kind of revenue being pro-
duced, beeling up security on the exist-
ing encryption equipment has been a
top priority. G! feels that the Vid-
eoCipher |l Plus is the answer.

“The VideoCipher Il Plus, which you

have probably neard about, is an en- i
hanced version of VideoCipher 11, said |

Rodriquez. "We are rolling that out in
the fall of '89."

Will not be obsolete

Field engineers are planning to spend N
several weeks going to each scrambling

system located throughout the country
and Canada to put in the new software
and upgrade the system at GlI's ex-
pense. The VC 1l equipment now owned

by customers will not become obsolete
»

with the VC Il Plus.

“it's compatible,” said Rodriquez.
“What VC Il Plus does is (allow the sys-
tem to) address up to 50 million homes.
it has more tiering, more packaging ca-
pacity than the first one (VC 1).”

@E;}s affordable’

VC Il Plus will be affordable with a
$129 consumer upgrade descrambler
beginning about April 1, next year.
Where a cable headend requires one
descrambler for each programming ser-
vice, the consumer with his dish can de-
scrambie all the programming services
with one unit. Work is now underway for
development of a commercial VC Il Plus
unit.

“The main reason for this (difference)
is that the cable headend has its own
network computer,” she said, "whereas
the consumer descrambler is authorized

through the DBS center.”
In addition to the stability and clarity

of the new piece of equipment, it also
offers compact disc quality stereo, she

said. : .

y per view not over locked

Not being overlooked is the pay-per-
view capabilities and the “black out” by
zip code feature. The latter allows sports
programmers to omit consumers by zip
code on programs for which they do not
have the right to deliver to a particular
address.
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Can piracy be eliminated? Or at
least brought under control? A Gen-
eral Instrument executive thinks so.

Mike Walker, vice president of
communications at General Instru-
ment's San Diego, CA, facility, indi-
cated recently that he felt the tide had
turned.

“It started turning around about
October or November (1988)," he
said. “Just solid evidence based on
authorizations, based on subscription
patterns, that people buying today
are using their units in a proper man-
ner. The other trends we see are that
the law enforcement actions have
really kicked in. The major satellite
trade association (identified as
SBCA) has a full-time group to tackle
this.”

Walker mentioned that in addition
to getting convictions, he is seeing
“significant (numbers) of dealers who

Piracy situation improving, says
General Instrument executive

“"And | suspect some rocket scientist

have been involved in piracy either
asking how they can come back, or
they are leaving the business. The
technology improvements . . . coming
along have finally turned
the ... scale and tipped it in our di-
rection.”

“If you figure we are a part of the
entertainment  industry,” he con-
tinued, “since the first kid (slipped) in
the back door of a movie theater, it’
{piracy) has been with us.”

Speaking of the VideoCipher 1i
Plus, he explained that he would
never say that a piece of equipment
could not be compromised. ! think
there will be people who will be trying
to hack away at it forever,” he said.

2},

as a hobby may someday find a way.
| don't think it will be widespread.‘/
Things are turning around.”

purchase information and send it to the
programmer for billing.”

The new method is described as
“slore and forward”, which interfaces

with most of the VideoCipher units now -

inuse.

Instant order taking

“It provides instant ordering,” Rod-
riquez said. "The customer simply
pushes a button and rents a movie. Be-
cause it stores and forwards, the de-
scrambler holds all the purchase infor-
mation, then it is programmed to down-
load that information to the VIDEOpal,
which is the modem.

“The VIDEOpal then uses the con-
sumer's home telephone fine. It's pro-
grammed to report that information via
telephone in the middle of the night
when no one is using the phones and

rates are cheapest. And with one call we
can get multiple buys reported.

“Let's say a consumer made only one
buy. Programmers would have to pay for
the bill, and cover a lot of fixed expense.
There is not a lot of margin.

“So when you are able to down-load
multiple buys - with just & reduced
transaction fee - then the economics of
the business really makes sense,” she
added.

Business for profit
While the DBS center is operated on
a notfor-profit basis, the pay per view
authorization will be a business for prof-
it, but not just now. “We are taking the
risk — a financial risk — in order to make
it happen,” Rodriquez said.
They have formed a joint venture with

of VideoCiphers

The private cable industry is a big
user of commercial VideoCipher units
and an important customer of Gen-

" eral Instrument's VideoCipher divi-
sion.

Where ona Vidaafinkax ..
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Private cable industry big user

bled and descrambled at a private
cable (or cable) headend.

Private cable companies tend to
buy up to 15 or more VideoCiphers
for each headend. With some private

1or each headend. With some nrivata
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Tlghter Security with a “PLUS"”@%/ W

. Co-Mo Comm is preparing for the

change in videocipher technology that

- will be coming some time next spring

or early summer. One firm, General
Instruments, holds the license to
manufacture, or allow manufacture,
of all decipher units for commercially
operated C-Band satellite program-
ming. G.I says itis on schedule with
its switch to the new ‘‘Plus’’ system.
This new *‘Plus’’ system involves
tighter security than previous technol-
ogy, and the videocipher units of
today and yesterday will not decipher
the signals used in the new *‘Plus”’
system. General Instruments gives
assurance that legal subscribers to
programming services who have
regular videocipher II units will be
taken care of, but units that are not
legal and have been altered to receive
subscription programs without a
subscription are a different story.

HFO Changes
Channels

In order to make way for its new
comedy program, HBO has moved
the HBO West feed from G1 1 to
F3 13. HBO East and Cinemax
will remian in their current channel
slots. The Comedy Channel will

there is no word on a date of debute

000

Some time back, the National
Rural Telecommunications Coopera-
tive called *‘Piracy’’ a threat to
everyone. It said ‘‘whether or not
you are involved in Rural TV distri-
bution, you should be dead-set
against illegal reception of video
signals by the so-called *‘black
boxes’’ or pirate descramblers being
sold by mail or by local sources. The
reasons are simple and include: (1)
Rural Electrics and Rural Telephone
systems understand theft of service as
applies to electric and telephone
service. Signal theft is no different.
It eats at the financial base of any
service. (2.) If left unabated or un-
challenged, it will flourish. If it
flourishes, programmers may choose
to abandon the TVRO (home dish)
market, citing loss of control and
revenue. (3.) If programmers leave
the VCII technology, they will use

other encrypuon technology to reach
their cable systems. A new system
would no-doubt be expensive and
more than likely not available every-
where. (4.) The rural dish owner
would be hurt again and the only
person benefitting would be the &
bandits responsible for altering the
decoder and selling it”’

Altering and selling those illegal
units is a federal crime. Having one
is a crime. The price for such an
altered unit has been high, so high
that it really has not made sense to
pay that much extra instead of pur-
chasing a regular unit and then paying
for regular subscription; there just
was not a pay-back for the consumer.
And if you think crime doesn’t pay,
you're right. Wait until the screen
goes blank. ..
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MOVE INTO
THE FUTURE...

Time waits for no
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9 ESR1424. All the pro-
one. As satellite technol- OR YOU RE gramming is done with
ogy changes, so will your the UHF remote Control,
consumers’ buying habits. If from the comfort of a chair §
you're not careful, time will Hl RY ...and fromany roomin |
march on. . .right past you. ®  the house. ;

That’s why you need to carry Drake’s Plus there are other futuristic features.  §
, | new ESR1424 IRD. Ithasso  Like full-color on-screen menu displays,
o many progressive features, parental lock-out, and extensive satellite
' S like the new VideoCipher®II  microprocessor memory.
@ Plus Decoder. It’s a descram- The ESR1424 even gives you the
B bler so advanced, it can even capability of pre-programming up to eight
JBER bring in satellite channels events for unattended VCR recording.
B from the future. With features like these, Drake will take
g New programming will you into the future. So look into the Series 2
soon appear in the entertai Plus today. They

make other receivers O€F iesZP LUS

artifacts. ‘
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We Bring Entertainment Down To Earth

ment universe. Without

an upgrade, older satellite

receivers may not be able

to pick these shows up. The
. ESR1424 can. Circle No. 89 on Reader Service Card
And it's the friendliest receiver ever. N P.O. Box 112, Miamisburg, Ohio 45342 U.S.A.

. 1 Sales: (513) 866-2421, Fax: (513) 866-0806, In Canada: (705) 742-3122

There are no programming controls on the Service and Parts: (513) 866-3211 © Copyright 1990 The R.L. Drake Co.
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Market Research and Analysis on the Satellite Industry ‘
June 7, 1990 vol 2, no 11 :

Dear Client,

Several new deals and networks on_the drawing board. Turner plans to launch a separate
satellite feed for distributing programs Into Latin America and the Caribbean., p.1.
Also Hughes Network Systems will roliout largest private VSAT network in the world for
parent company, General Motors, p. 1.
From the Consumer Electronics Show, home satellite was tied to home theater in an effort to
increase highend sales market. Toshiba, Uniden, Panasonic, General Instrument, and Drake showed
product at show, p.2.

SBCA sald direct-to-home enlertianment was no longer characterised by one de facto

scrambling standard, p.4.
VSAT Industry is Iin an interesting state. Consolidation is lorthcommg Already, two Integrators
have backed out of business, p.6.

Karen JP Howes

, — specific marketing efforts were provide the satellite technology
Send Comments, and Releases t0: | pot gvallable by deadline. More and Installations. HNS installation
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SBCA Says No More
de Facto Industry
Decoder Standard

Following recent an-
nouncement by K Prime to use
BMAC Instead of videocipher to
encrypt 10 channel subscription
service on K1, the SBCA has
taken the position that there Is no

longer a de facto Industry stand-
arrl
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GI Corp.'s VideoCipher Division's

- ACM Plays Key Role In Introduction
~ Of British Home Satellite TV

San Diego, CA - General In-

- strument Corp.'s VideoCipher Di-

vision today announced its Access

. Control Module (ACM) is now be-
'ing installed into home satellite TV

.receivers for' ‘British Satellite

- Broadcasting (BSB), Ltd,, in antici-
- pation of BSB's launch this spring

of home satellite TV service in the
United Kingdom. :
- The -ACM circuit board,
slightly larger than a credit card;
will be integrated into home satel-
lite TV consumer receivers made
by BSB's licensed manufacturers.
More than a half-million ACMs
are expected to be built and deliv-
ered this year, according to Dr.
Mark Medress, Division vice presi-
dent of new business development.

The ACM, a key part of the
‘VideoCipher Division's

~ Eurocypher® security system, is

designed to protect pay-TV televi-
sion programming by controlling
the access to the encryption and
descrambling of BSB's home satel-
lite TV programming. ACM manu-
facturing, which began in January,
is expected this month to reach

- full-volume production levels of

about 3,000 units per day, reported
the company. '

"We're happy to be part of the
growth and- development ol the
home satellite TV industry in the
United  Kingdom," said Dr.
Medress. "Our efforts will help the
British TV viewer have an even
wider choice of broadcast enter-
tainment."

Development of the Euwo-
cypher system followed BSB's May
,1988 selection of the VideoCipher

- Division. Medress said the Division

_was selécted to develop a security
‘technology " because of the com-
pany's extensive background in
home satellite TV, encryption sys-
enis—General Instrugment Corp.
leveloped and mam‘n‘% tures the
*VideoCipher® 11 scral‘??ling tech-

nology, the North Afherican_en-
S . —
ctyption de-facto standard used by

“major programmers for the U.S
home satellite market.

YCU Plus Upgrade
Program Delayed

Gl announced recently a one-
month delay in the VCII Plus up-
grade program.

They had hoped to begin the
upgrade program on April 2. How-
ever, due to higher-than-expected
demand throughout the market-
place for VCII Plus modules, the
VideoCipher Division has been
forced to delay an inventory build-
up, which would have been neces-
sary to support a full-{ledged up-
grade program in April.

They anticipate the VCII Plus
upgrade program will begin on
May 1.

TRANSPONDER ANTLPIRACY
HOTLINE

1-800-992-3488

.—-—l-—-rm



Dear Editors ... . .
-The undersigned satellite dealers are
concerned about what Is happéning in the

satellite Industry on upgrading decoders

and the unfalr pricing of programming.
We have s0ld our customers satellite
systems which have decoders. General In-
strument Is now "updating” this decoder
module and ‘charging’ the customers
$129.00 exchange plus $15.00 freight. ‘This
"upgrade” sounds like an extra feature;
however, It will do exactly what the cus-
tomers present decoder does. 'The bottom
line is that General Instruments Is render-
ing our customers equipment obsolete and
forcing them to buy new. ‘The exchange
module i3 also rebuilt and sold again for
more profit. What a business to be infll
We feel this Is like our power companies

gl o, 3

7l d &
ateliite -

Edwards Audio & Satellite Flodman
QGrand tstand, NE Qrand lsland, NE

. " gelteri Satellite
~_.Qrand island, NE

y

4 ALl dd LTl o ;
p SRR BIEY ..4 o :' k\-‘;\_,‘& ¢! "yOUCL’ PSR ~‘
getting togellier and changing their line  dealers,n. .. "
voltage, forcing everyone to buy new elec- the hellout,
trical appliances. ' honest déaleps
Customers and dealers also feel that ¢ 7 Don't be tith.

programming prices for satellite dish own-
ers are out of line and unfair. "They should

pay what the Cable Companies pay for

programming, maybe less, as dish owners
do not intend to make money: We both
own and maintain equipment so why the

" discrimination?

* Everyone forgels that it was the lax-
payers money that was spent for research
and development of these satellites.
Where Is thelr payback?

The salellite industry is a young in-
dustry, but it will be short lived if some-

thing isn't done about these monopolics

soon.
Cordially,

e

" Video Kingdom
QGrand Island, NE

ers) have a hard en.

vive in this busines
tidiculed and insulted by

of you are contemplating. .
view is that these hackers be .

_from this industry and prevente.

participating in any respect.

Thank you
Lany L. Emdee
Earth Stations Satellite TV

Send Your Lefters (o
the LEditor to:

LEditor

'The Trisnsponder

PO Box 1060

Salama na, NY 14779
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videos that are out of stock and you don’t even
have to fuss with returning a video once
you're done. Pay-per-view can be as easy as
picking up the phone, or as elementary as

pushing a button.

The process is simple. First, check out
Satellite ORBIT for the date and time of the

only service which takes call-in pay-per-view
orders. Dish owners either need to subscribe to

event you'd like to watch. Listings for pay-per- check out
view services are marked in the guide with a sale““*?
“PPV" designation next to each program. | ORBIT for
PPV movies are listed separately at theend of | . $ha event -
the movies section. ’ : ] Tuiiiig g
Showtime Satellite Networks (SSN) is the [ - y Ou d like
' .. fo watch.

v i

.
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an SSN package or set up an account for a fee.
You can do this through a special-order entry
operator who will set up your account and place
your movie order for the evening. You just turn
your dish to the proper satellite and tran-
sponder and enjoy the show,

Other services, such as Viewer's Choice?%

Cable Video Store and Drive-In Cinema, are
available through impulse pay-per-view, via
General Instrument’s Videopal. (In order to use

the Videopal, you must have an IRD ora stancy

alone VideoCipher I1. LT ,
-~ Shortly belore the event, check ORBIT™s
listings and move your dish to the correct satel-

lite and transponder. Your screen will show a

o -Eeipher desc

o

rambling equqiprhen
At the residence of Jerry Caufield. of

Surry, N.D., agents confiscated more
than 100 computer chips used to

ilegally modified descramblers..an
/in(tgegratea re/cfiver/descrambler anda
CR

e General Instrument has
announced a one-month delay In the
vC Il Plus consumer upgrade prograim.
It had hoped to begin the upgrade

a | program on April 2. However, due to

es higher-than—expected demand

e throughout the marketplace for VC I
Plus modules, the VideoCipher
Division has been forced to delay an

al | inventory build-up. which would have

er | been necessary to support a full-

E\W@%&

fledged upgrade program in April it
anticipated the VC I Plus upgrade
program would begin on May K

lease-t

illegally modify descramblers; four —-.._|

buster yet, Gibson returns
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TBSI Announces Legitimate Consumer Upgrade to
the Business VideoCiphere II Plus Systems

Development Group

Turner Broadcasting Sales,.

Inc. has announced the formation
of its DBusinesss Development
Group. This move will bring to-
gether many of TBSI's top execu-
tives in an effort to renew, consoli-
date and maintain TBSI's ever-
growing ad sales.

The Business Development
Group was formed with the goal of
enhancing the overall value of all
Turner Broadcasting System, Inc.
properties in the eyes of the adver-
tising community; getting large or-
ders as an aggregate; and incorpo-
rating all aspects of the company,
such as licensing and merchandis-
ing, home video, etc. The Business
Development Group will attempt
to take a pre-emptive role in selling
all four Turner networks (CCN,
HLN, TBS. THT) to high-level, de-
cision-making advertisers, while
also exploring new and tavorable
advertising opportunities.

"The complexities of the me-
dia industry, coupled with the so-
phistication of today's consumer,
mandates that Turner Broadcast-
ing send its best representatives to
America's corporations to learn
how to help them reach their cus-

e M anld Tialhea Rarhara Preqio

San Diego, CA - General Instru-
ment Corporation VideoCipher
Division announced that it has en-
tered into discussions with several
large satellite TV programmers on
a program to upgrade their current
subscribers to the new, higher-se-
curity VideoCipher® II Plus tech-
nology.

The company said the pro-
gram would protect legitimate con-
sumers and would be the initial
step toward the eventual program-
mer-directed shutdown of the first
generation VideoCipher® II trans-
mission of subscription program-

‘ming to the home satellite TV mar-

ket.

The unpgrade and VideoCi-
pher 1I shutdown program is part
of a new multifaceted security pro-

. Umgen PS—?OO AL IRD

(7o T X B YN

gram the Division. said it is imple-

w :,g/

ment is committed to protecti

menting in 1991. Another phase of

the comprehensive program is the and is backin commitment

Division's 25% increase in its con-
tribution to the Anti-Piracy Task
Force of the Satellite Broadcasting
and Communications Association
announced this week.

"We believe we have devel-
oped a program which, when im-
plemented with select program-
mers, protects honest TVRO con-
sumers and provides a further
boost to the home satellite TV in-
dustry,"” said Michael Meltzer, Di-
vision Vice President of Sales and
Marketing,

"This is the first upgrade pro-

gram of this kind and represents
our commitment to the honest

TVRO consumer. General Instru-
W

DBS Is Here Today!

From RS&l and Programmers Clearing House

ONLY $849

the honest consumer's interest§—

with a free upgrade

Meltzer declined to identify
the programmers engagwed in dis-
cussions with the Division about
the upgrade prorgram.

VideoCipher Il Plus technol-
ogv was first introduced in 1989 as
a second-generation of the Video-
Cipher II technology now used by
more than 50 subscription and pay-
per-view program services in
North America.

The VideoCipher IT and II Plus
descrambler module is now inte-
grated into TVRO systems manu-
factured by General Instrument
and 21 other companies.

AN Nawv Dramramming Packane.
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annual rew)l subscription pric.-
of TNT to $30 from $20, begn.
ning I Scptember.

THS alto announced Lasry
and Shirley Pisanl, owners of
Micra Dish, In San Antonto,
Texas. have won a four-gay
Cafbbisn auise. The entty way
selected fsom those sent in

between Februnry and june. B

Editorial

CONTINED HOM PAGE 25

But by mandating-sucira
scrambling standard Interface
and its use, the govemnment
Woulld:

eprptect e Investnant In
technology by Gl and others
from the vidssltudes of ndus-
try politles angd short-term
dedision making, Firms such as
Gl atso could use 2 lage past
of the money they would
sperd deaning up the market-
place on developing new

les.

*Protect programmers and
copytight holders from having
thelr property stolen and then
having (o spend mfllons. lose
credibllity, and disrupt the
market while & new scram-
bling system ks impilemanted.

*Potect, more than anys
thing else, the consumer's
Investment In a sateljite TV
reception system. A smali,
fnexpensive standalone unit
with an SEP could he bullt for
existing dish owners, although
oy will opt to buy & recelver
", - withan SEP once they are con-
o vinced they will not have to

. Invest in a&n expensive
decoder every few years,
mts . Moreover, consumers would

¢ i ———} be protected from one pro-
:hiz;e Saminas or encryption vendor

. controlting scrambling tech-
ne MW.
uly As & tesult, the govemment
ots, would go & long way In halp-
1t ing the satellite TV fadustey
g become a strong competiter in

-~
o
®

the deltvery of tetevision pro-
Eramiming: to the home, And
: that, a3 much as anything else,

eould protect the Amarican
Public from having only 6ne
cholce (cabie) for programming
i the 21t century, B
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WASHINGTON—ASs president and
chvief executive officer of Tele-Com-
munications Irc., John Malone
wields enormous power in both the
cable and satellite television indus-
iries.

During a recent inp here, Malone
talked with Satellile Business News
aiout a wide range of lopics, includ-
ing ihe VideoCipher scrambling sys-
tem, access to pmgrammmg. and
the fulure of tigh-powered OB
other technologies. The !oﬂowr'ng fsa
partial transcript of that conversation.

Question: What's going on with
you guys and General Instroment
these days? There dogsn't seem to
be a real ciosa relationship.

Malane: | think, by and large,
they're sifl our biggest vendor and
we buy a lot of stuff from them, 'd
say we're [ess than enthusiastic
about the approaciies TEY Ve time
vp will-foSotve-t
_|Loroblem. That hasAY hetped--ttcer=
tainly didn’t stand in good stead on_
the selection on K Prime security. But
othenwise | don't know. There has
been no big breach in anything. You
know they have got an enormous
investment in VideoGipher I and
since the theory on K Prime Partners
is that the partners will own the
receivers, we just cant afford to have
our security system breached, That
just bacomes absolutely critical and |

think that's the reason why that group
decided to go to a different approach,

@: Was that as much an anti-G!
decision as it was a pro-S.A. [Scien-
tific-Atlanta inc.] decision?

Malone: No, | dont think that at
all. | think for one thing, the last time
that | was involved in a decision on
security, | went with M/A-Com
against both G! and S.A., and not on
any great technical grounds, but just
we had to get on willi it. And then GI
bought M/A-Com and they've been
the beneficiary, in effect, of that deci-
sion. And fair is fair. I'd say unless
there was 2 compeiling reason to stay
with G, it seemed 1o me logical to
give tha next shot at this kind of a
deal to S.A. That's the way | would do
ali my purchasing. | fike to see a cot-
ple of healthy suppliers.

0: How would you be doing things
differently with the VideoCipher than
Gl is right now?

$Aalone: H ! was running GI, like |
Jused to, | probably would have been
"much more aggressive at coming up
with a pian ugiiting the programmers
and the packagers and my own finan-"
cial capacity for a_change-out of

C 1ls that would fix the
damn problem—instead of this kind

" of awkward approach that they've
got, which_is yeally
—the pro

blem in anybogy’s itetime.

Q: The common perception in the
industry is that they are going to
swap out all the VG Ils at some point,

Malone: Yes, al a couple of hun-
dred bucks 2 pop to the consumer.
Which Senator [A)] Gore [D-Tenn.] is
going to go off like a ballistic missile.

You ¢aifr hear the enpines roarmg

down in Tennessee right now. No, |
think we've got to have a plan that
does not cost the home satellite
owner a continental penny if he's a
legitimate customer. We've got to
take care of him and give him a
replacement descrambler conve-
niently and with ne cost to him.

TC! President john Ma!one
0: Who shotrid pay for that?

Matone: We all ought to pay for
that, The packagers, the program-

John Malone on the VideoCipher, DBS, and Sky Cahle

mers, the il lme
ought lo pay a b
replacement device. [ mean, if it [VC
I Plus) realty works, then the incre-
mental revenue that will be ¢reated
for the programmers and the pack-
agers ought to fund {it], and { think it
ought to be financed by whichever
equipment suppliers. That would be
my feeling.

Q: If you quys aren't sc anti-Gi
these days, why did programmers
say that S.A. was acting at TCI's sug-
gestion in asking the HBOs and the
ESPNs to dump the VideoCipher for
B-MAC?

Malone: if you were S.A., and you
were looking to pitch an Idea or con-
cept, what would you say? | mean,
you're going to go in with the
strongest cards you got. ) think the
{acts are that S.A. came in and said

“You know, if we put together a solu-
tion to the scrambling issue, where
would you guys be?' and we said
L'We'd be delighted. Somebody needs
to break this fogiam, get the first
pickle out of the jar.” And therefore we
would support a scheme that would
do what | just said, which would cost
the consumer nothing, the legitimate-
receiving consumer, which would be
compatible forward and backward.
Obvicusiy we'd much prefer Gi to
come up with that solution. But you

gol to start the process somewhers

en in the’

and maybe if S.A. comes up with a
solution maybe Gi will be stimulated
to come up with a superior sofution,

Q: Who would pay for all the head-
end decoders under that scenario?

Malone: | think the cable opera-
tors would.

Q: You think other than the TCI's
and ATC’s, the other operators would | L
go along with that?

Malone: T dan't know if they'd

Q: Has any progress been made
on that?

Malons: | have no idea. You have
1o check with S.A. {S.A. President]
Bifl Johnson cams to my office and
id "What are you thinking?' 1 said
"Well, t got to tel! you, Bill, in all hikeli-
hood you would just be a stalking
haorse for Gl. Because | cant imagine
Gl would surrender this business,
see? But on the other hand, you'd be
daing this industry a great big favor i
you start the bidding. So you have
my blessing, g0, see if you can solve
the problem.' It's a big problem.
Gore, he'l be bananas if we don't
come up with something that doesn't
cost the fegitimate customer nothing.
And this is a real problem. This has to
do with integrity from the begmnmg
to the end.

CONTIWNUED ON PAGE 13
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Our view of the world is we want
those C-band customers to be happy
and satisfied and to have fvll access
to all the programming because, ih
our view, it does not compete with
cable much, ATabiE guy's-got-to-
feanybe doing 2 lousy job before one
at his customers will disconnect, go
out and pay $1,000, $1,500 bucks for
a re:'eiv%r. and go through all the
trouble. But inThe areas tha e
doesn't reach, this expands the distrl-
bution of ths programming, that
we'rs afl paying for, by what, elght,
10 million homes, potenttally?We
have to blem.
The broader strategic issue of how to
we take this in-place architecture that
we've got—with, what, 600,000 pay-
ing customers—and fix it in a way
that deesn't inconvenience or disrupt
the legitimate paying customers? |
mean, if we go change security meth-
ods iT 3 way that Thosé people have’)
10 covgh up another couple tundred
bucks, the sales of C-band receivers
is going to go through the floor again
and we don’'t want to see that hap

pen

Q: But isnt it going to happen in
two or thise ysars again anyhow,
when digitai systems come on fine?
Aren these all interim technoiogies
fight now?

Malone: | don't know. it seems to

me 2 function of how secure they are
and it may be that S.A.'s approach
will tum out, because it's more com-
plex, to be more securs, ! don't know,
Wo think also that what S.As
proposing has other attributes to it
that expand the capacity of the
receiver facility. And we're sure G)
can do the same thing.

0: How so?

Malone: As | understand it, it
makes pay-per-view more immedi-
ately usabls, and it has the potential
for a telephone inferface for secunty
modiification, for periadic changing of
the codes, But | know that the way
you gst a good solution, as the cus-
tomer, to get 2 bidding contest going
and get two or three vendors out
there brainstorming and trying to
come up with a good soiutiop. And

intha

.go far, when Gl had a monopo!
ingss they’ i no i %‘Tﬂi
focit, T illegal descramblers
wmm:mm%nﬂé-‘
And I'm not accusing them of deliter-
t, bt Ithink that's real-
ity and only the impeliS © [
alternative Is going to move them to

be more aggressive about finding a
good soltion to the problem:,

{1: 1s S.A your NBC Cable this time
around or would you reatly like to see

. them coms up with a solution?

- _Malone: ! would lova to ses them
come 1p with a solution, and ¢ would
love to see G} come up with 2 solu-
tion, and | would Jove to see the
industry have a choice hetween vari-

g

ous sphutions. One would certainly
believe that Gl is in a better position
to come up with a solution than S.A.
becauss it's their equipment, 8ut my
view is that these guys ought to be
brainstorming and doing the best
they can to come up with a good

srt:uﬁon and so far-GJ-'ssoMion_fgr\
the industry is not good.{ mean il's
just, | thipk, unacoeptable politically.”

Q: You said you thought C-band
offered you [access to] another seven
to 10 miltion homes. Aren't those
really the homes that the Sky Cables
and K Primes are going to be going
after?

lpne: Yes, except C-band is a
more complete service and profanly™
will be 2 more complete service fora
very long time frame. Sop, 1 think C-
band wiil have a very real market in
the more upscale—the people who
want more video. | think C-band can
continue to expand and do 2 good
job. And therell be some people that
will want the K Prime or the Sky
[Gable] package, and there might end
up essentially being more program-
ming options in the home system.

0: What about the idea that, begin-
ning next year, G.E, Americom and
Hughes are going to start launching
16-watt G-band saleilites and that
would bring in the possiblity of 2- to
4-foot C-band dishes. Do you view
that as a big threat o cable?

Malone: No.

Q: Why is that?

lone: Well, for one thing, I'm
not sure satellite is a big threat to
cable period, depending on the chan-
ned capacity of it. You're talking about
one receiver par TV set generally,
which is a big disadvaptage. T think
primary apptication, once again,
is going to ba in the non-cable areas.
There will be some peopie, as | say,
who for one reason or ancther would
like to have it in addition to cable orin
place of cable. So on the margin there
may be a little competition (ike there
is now with C-band. But | dont sea it,
as | ses the bonefits probably out-
weigh the disadvantages. To the
dagree that cable programming, that
Ted Tumar's CNN gsts to 75 mililon
homes as opposed to 55 milllon
homes, cable and Tumer will be mare
better off than cable will be htrt by
that portion of the marketplace that
chooses an alternative distribution
methad.,

Q: 1t looks like the Federal Com-
munications Commission is going to
take up an inquiry on two degree or
thrée degree satellite spacing. Is TCI
going to have a position on that?

Matone: { think the industry would
be happy with three degrees.

0: if DBS is not that big a threat to
cable then why am you and NBG and
Rupert Murdoch invoived in this fittls
polifical war going on about access to
your programming for Sky Cable?

Matone: [ think fair is fair. For two
of our biggest compefitors—NBC
and Fox, {Television], who are broad-

casters and have currenfly a market
share combined 21 {east twice as big
as the cable programming markat
share—to come in and say ‘Give us
your programming by federai man-
date at prices equivalent to the
cheapest prices anybody pays in the
business, when we've no investment
In it and we won't or don" have to
give you or programming—what's
ours is ours and what's yours is
ours,” | think that's bull. And that's
why we're fighting about it. Thereisa
point at which the deal, the eco-
fnomics, get so unfair that it does
become a threat to our business and
the ability of our business to grow.

Q: So if Sky Cable has access to
HBO, Showtime, et al at federally
mandated prices, it would become a
real threat to the cable industry?

Malore: | think yes. I think it
would be a real threat to the cable
industry in the sense that they woutd
have none of the infrastructure costs
that we've had to build up over the
years. None of these fnvestment.
Sure. And it would aiso be a threat in
the sense that I think afi price of pro-
gramming would rise, as the pro-
grammers used it as a leverage tool.

@ So Is it fair to say that the cable
industry is not going to cut a deal on
{Capitol] K that Includes mandatory
access for Ku-band DBS operators?

Malone: | can't speak for what the
cabie industry is gomg 1o do. From
my perspective, ! think | would fight it

CONTINUED ON Pace 15
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It surges and sputters, surges and sputters.
General Instrument bas technological tal-
ent but managerial deficiencies.

‘The company that
can't keep up
 the pace

By James Cook

HERE ARE LONGWAVE and short-

wave growth companies, just as

there are longwave and short-
wave business cycles. 1sM and Hew-

lett-Packard are longwave growth
companies. New York-based General

General Instrument’s Frank Hichey
When what gees up comes dewn. . . .

Instrument Corp. is your prototypical
shortwave growth company. Three
times pow in the past 20 years it has
latched on to new technologies, only
to see each of them peter out in fairly
short order.

Its first wave of growth carried it to
a record $426 million in sales in fiscal

Perry Alan Wermes

1974 {ended Feb. 28) but its mélange

of radio and 1v components, semicon-
ductors and cable Tv equipment sput-
tered out, and by fiscal 1976 General
Instrument’s sales were off 12%, its
camings a8 good 48%.

Frank G. Hickey, who took over as
chief executive in November of 1974,
oriented the company’s semiconduc-
tor operations toward the hotshot vid-
cogame business. At the same time,

General Instrument’s cable television

equipment lines—including set-top
cable television converters, cable sys-
tems and the like—cashed in on the

ding cable television boom. Be-
tween the 1979 and 1983 fiscal years
the company’s i shot up
200%, to $102 million, on & 77% gain
in sales {to $974 million). Its once
doggy common weat from 13% in
1978 to a 66% 1983 high.

But the boom didn't last, and Hick-
ey rode the roller cosster back down
again. Between 1983 and 1986 (again
fiscal years}] General Instrument’s
sales fell 18.5%, to $794 million, and
carried the company $47 million into
the red. The stock plunged from its
hi&b of 667 to 12¥..

The videogame business went as
quickly as it came, while the cable
television business stalled as the cs-
ble companies, rather than expanding
their markets, turned to restructuring
into cable giants like Tele-Communi-
cations, Inc., American Television &
Communications and Comcast. Thus
ended the second growth wave,

Hickey moved quickly to rebuild
the company. He scrapped a hodge-
podge of unrelated electronic busi-
nesses and began acquiring others for
the future. Along the way he wasted
some $29 million on & scheme to set
up a satellite pay television system
that never found its market. But he
hit the jackpot with the 1986 acquisi-
tion of M/A-Com'’s coaxial cable and
video scrambling and decoding equip-
ment businesses.

The timing was perfect. As pay 1v
broadcasters began scrambling their
signals to home satellite dishes, de-
coders were suddenly hot. General In-

strument had the best decoders in the

business and 8 near monopoly, to

. Better still, with the industy
shakeout at an end, the cable televi-
sion companies had begun expanding
their systems again.

Wave three. Eamings were up 266%
in liscal 1988, another 29% in fiscal
1989, for the biggest if not the best
year in the company’s history. Its
stock price came back, too—from a
1985 low of 12% to a recent high of
37Va on a spate of takeover rumors.
At the same time, however Monae

.-
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al Instrument was demonstrating the
difficulty of regaining momentum
once lost. Hickey tried hard to recover
Memaral Tnztruront’s strophied posi-
tinn in the booming state lottery busi-
pess (FORBES, Mar G). Building on the
skills it had developed in its AmTote
pari-mutuel horse betting business,
General Instrument had pioneered
computerized lottery systems in the
late Seventies, and then in the mid-
Eighties lost at least five rebids to
competitors like Bally and Gtech
{ForsEs, Jan. 23). Hickey decided to
try to buy his way back intoc the mar-
ket, and, primarily through bidding
low, won contracts in Israel, Quebec,
Missouri and Connecticut.

That assured General Instrument
fourth place in the business. But the
price was high. In Missouri it underes-
timated the sales Missouri’s restric-
tive lottery regulation made possible,
and lost its shirt. In Connecticut a
scries of computer glitches shut down
part of the system for a considerable
time and on one occasion even per-
mitted winning tickets to be sold after
the winning numbers bad already
been announced.

Donaldson, Lufkin & Jenrctte ana-
lyst Eric Buck calculates that General
Instrument lost over $31 million in
its lottery opersations in fiscal 1988,
another $16 million or so in fiscal
1989, and the division may or may not
make it back into the black this year.
But General Instrument’s credibility
Thas ccruinlg been damaged, and Buck

expected Hickey to cut his Josses
and cash out, something Hickey so far
has not managed to do.

Meanwhile, demand for General In-

strument’s decoders—perhaps 15% of
operating  profits—seems to have

out. Scientific Atlanta, the in-
ustry’s number two producer, has

been cutting into its cable equipment
business, _especially in the Yﬂ;hu

margined addressable set-top convert-
ers that c1 had mono lizd '!or €ars.
o ol], salyst Buck has scaled back

his earnings estimates for the year—

from $3 to $2.80.

Not surprisingly, some people have
come to the conclusion tﬁt General
lostrument could do better with a

¢ in management. Here is a
company that again and again surges,
only to sputter out a few years later.
As if to forestall a takeover, the com-
Pany in June announced a Dutch auc-
tion to buy in 20% of its outstanding

¢s. The move may reduce the
shares that are available to a takeover

artist but it won't do much to cure
the persistent manaoerial nrahlame

Why do the Japanese have
such a big Yen for Colombia?

These days vou hearalotabout tor- worldwide, AWha? e ansaers could
cigh debinLatin America. Buthow  fillabook, and wi'd ke tosend voura
often do vou hear about toteign copy Justwrite us at Cotombian
nestment? Colombiais attesting, Government Trade Bareau, 230 -
the interest (and investment) Park Avenue, NOYLNY, IOI7. -
of corpotations and countrices 29727476 '

It pays to get to know us better.

m

ARRIVING MOGULS
TYPICALLY SAY,
“CHECKERS HOTEL,
DOWNTOWN LA”

o

Sy
CHECKERS

H 0T E L

ACCOMMODYTIONS FROM £2t0) M 13



- Seie s

EXHIBIT "B"

VOLUME 1, NHUMBER 4

VIDEOCIPHER IIl-PLUS TO
PROTECT DEALERS,
DEALERS' CUSTOMERS

EDITOR'S NOTE: This is the seconc in
a series of [nsias TVRD QO & A arlicies
regarding the “roguction of an
enhanced Vigeolipher® H-Pilus
descrambler for consumers.

Q. Willmy manutacturer have access
to VideoClpher li-Plus to integrate
Into IRDs o w!ll he have to make
the decision on whetherto sign a
new licensing egreement wilh
General Instrument?

wili have access 1o VigeoCipher ii-
Pius under the 1erms of their current
coniracts. We have informed
manutacturets that VigeoCipher li-
Pius is degmes an enhancement 1o
the existing VidgeoCipher i
technology. N new licensing
agreement wili be required for the
tasic Videolipher l-Plus de-
scrambler sysiem.

Q. How will the VideoCipher li-Plus
module be ditterent from the
VideoClpher I module?

A. Thebasic VideoClipher li-Pius module
will be delivered to the licensed
manuiacturer in one complete pack-
age - a supporimodule with a security
canridge already inseried into the
module.

Q. Will VideoCipher II-Plus requlre a
major change In IRD design that

{continued page 2)

Yt

r Dwision. @' & retent Wamer Bios press conlerence heit 1n Los Angsies.

h

Diunkam, Prezicsniof Gacwial insi

Mancini willtace of against Hezior "Mache ™ Camazroon March Bihiri this major pay-par-view
ofiering 1o the home oiss maxe. {See relstec si..; on page 3.)

200 VMSD DEALERS NOW IN PLACE, PROGRAM TO
EXPAND WITH CHANNEL MASTER AGREEMENT

Since the program was announced in
September 138E. neany 200 dealers
representing mes. saielite receiver
manuiacturers have beer registered as
VMSD dealers. In addition, over 1,000
applications have been reguested by
and mailed to saleliite dealers.

Now, Generallinstrument's VidgeoCipher
Module Service Dealer (VMSD) pro-
gram also has been expanded to in-
clude field repairs of sateliite equipment
coniaining Channel Master manutac-
tured VideoCipher® 1l Descrambler
Modules.

While the original VMSD program in-
cluded only repairs 1o General Instru-
ment manufactured VideoClipher I
Modules, this new cooperalive agree-

ment with Channel Master will allow
VMSD program participants 10 expand
their fieic service capabilities to include
remacement of moduies onginally manu-
tactured by Channel Master.

Under the new agreement, General
Instrument Modules will be exchanged
with General instrument Modules, and
Channel Master Modules with Channel
Master Modules. Warranty andcharpes
from General instrument for both prod-
ucts will be identical.

The VMSD program is designed 10 as-
sist the entire satellite TV industry with
quick turnaround repairs on VideoCi-
pher Hl equipped satellite TV sysiems.
Once approved, dealers can purchase

{continued page 6)




