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FCC - MAIL ROOM March 11, 1994
Mr. William Caton. .
Acting Secretary
Federal Communications Commission
1919 M Street, N.W.
Washington, D.C. 20554
BY EXPRESS MAIL

Ron D. Katznelson, Ph.D.
President

Re: Mnltlchannel Communicatlon Sclences, J[nc.

Pursuant to the gx parte requirements of Commission Rules 1.1202, 1.1203 and 1.1206(a), 47
C.F.R. §§ 1.1202, 1.1203 and 1.1206(a), Multichannel Communication Sciences, Inc. ("MCSI") hereby
advises the Commission that ¢x_parte meetings were held at MCSI’s request on March 10 and March
11, 1994, at which time the material attached hereto was presented to the following Commission staff
members:

Merril Spiegel, Legal Advisor to Chairman Reed Hundt,

Maureen O’Connell, Legal Advisor to Commissioner James Quello,

James Coltharp, Legal Advisor to Commissioner Andrew Barrett,

Bruce Franca, Deputy Chief Engineer, Office of Engineering & Technology,
Alan Stillwell, Office of Engineering & Technology,

John Wong, Cable Service Bureau.

MCSI’s presentation concerned its request for clarification of the Commission’s Rules that will
permit cable operators to charge separately for addressable descrambling equipment used to receive
regulated tiers and all related authorized channels simultaneously in the clear, even if such customer
equipment is installed outside a subscriber’s home. A brief summary of the discussions including the
specific questions propounded by the Commission staff with MCSI’s responses thereto follow below.

"Simultaneously In the Clear" Signal Technologies

MCSI submitted that the Commission should not be dissuaded from pursuing a regulatory
program that encourages the supply of all authorized analog signals "simultaneously in the clear”.
Therefore, MCSI requested that the Commission ensure that there are no disincentives for cable
operators to adopt and support technologles such as Broadband Descrambling that can accomplish
substantial compatibility for the growing installed base of consumer electronics equlpment MCSI stated
that those who call upon the Commission to abandon its regulatory plan to encourage "simultaneously
in the clear" approaches, failed to provide an alternative for the effective achievement of substantjal
compatibility relief for all consumer electronics equipment as required by Section 17 of the Cable Act
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MCSI stated that while it agrees with the Commission that its proposed rule prohibiting separate
charges to subscribers for Component Decoders may increase operator’s future incentives to adopt
technologies that supply all authorized signals in the clear, MCSI believes that this rule essentially
provides no such incentives during this decade. In order to explain MCSI’s assertions regarding the
lack of such incentives during this time frame, MCSI pointed out that the Decoder Interface
standardization effort is likely to be protracted and in addition MCSI provided two penetration models
of Decoder Interface deployment scenarios. The models show that in the next ten years, even in the
most aggressive supply and purchase assumptions for Decoder Interface equipped consumer electronics
equipment, substantial penetration levels of Decoder Interfaces devices will not be achieved. Thus, the
"no separate charge” provision for Decoder Interface devices will not have any significant impact on
operators’ choice of access control technology. Rather, in the next 10 years, operators’ choice will
mostly be between the supply of set-top.descramblers or the use of "simultaneously in the clear” signal
supply technologies.

Permitting Cable Operators to Charge Separately for Customer Descrambling Equipment Installed
Outside the Subscriber’s Home

MCSI explained that Broadband Descrambling devices may be installed on the side of
subscribers’ homes at a point of entry, or inside a nearby pedestal or on a pole. Wherever deployed they
may be provided as plug-in units during the subscription period required by the subscriber. This is
similar to the situation wherein a set-top device is provided to subscribers during the required
subscription period. Hence, the utility and functionality of such broadband subscriber equipment is
virtually identical to that of set-top descramblers. Because it can provide the subscriber with all
authorized channels simultaneously in the clear throughout the home, Broadband Descrambling is the
only descrambling technology that can beneficially function outside the home.

MCSI explained that unlike the "negative control" of traps and interdiction, the installation of
which may be required when the subscriber does not wish to receive certain programming that these
devices can deny, the "positive control” associated with descrambling permits the subscribers to request
that a Broadband Descrambler be installed for their terminals, whi wish iv
pay for) access to scrambled channels. Therefore, in contrast to costs of traps or interdiction, costs for
Broadband Descrambling devices, should be separately charged only when subscribers glect to receive
the regulated programming which is gnabled by the Broadband Descrambler device. Thus, subscribers
will enjoy the same level of consumer protection as available to them by using set-top descambler as
Congress intended in Section 623(b)(3)(A) of the Cable Act (emphasis supplied):

"Equipment.--The regulations prescribed by the Commission under this subsection shall include
standards to establish, on the basis of actual cost, the price or rate for--

"(A) installation and lease of the equipment used by subscribers to receive the basic service tier,

including a converter box and a remote control unit and, if requested by the subscriber, such

addressable converter box or oth ipment as is required to access pro ming described
in paragraph (8);"

MCSI noted that Broadband Descrambling devices are in the category of "other equipment as
is required to access programming" and that one cannot find any statutory distinction between
addressable converter boxes and such other customer "equipment required to access programming”.
Nor is there any mention or limitation that such equipment be located inside the home.
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MCSI observed that the Commission’s regulations now permit separate charges for set-top
descramblers located within the subscriber’s home. Faced with this option, if the Commission’s
regulations will not likewise permit cable operators to separately charge for Broadband Descramblers
if installed outside the subscriber’s home, cable operators will be unlikely to invest in deploying such
“in the clear” technologies and subscribers will be unable to benefit from the substantial compatibility
relief such technologies offer. Therefore, MCSI stated its belief that operators employing these devices
deserve equipment cost accounting and rate structure treatment at least as favorable as those afforded
to operators utilizing consumer unfriendly set-top devices. Unlike other cable plant distribution
components, DBD modules are installed for individual subscriber locations based on specific subscriber
demands.

THEREFORE, MCSI PROPOSED THE FOLLOWING CORRECTION FOR THE FIRST CLAUSE
OF THE COMMISSION’S RULE IN 47 C.EF.R. §76.923(a):

"(a) Scope. The equipment regulated under this section consists of all [customer]
equlpment n-a-subseriber-home [that upon the subscriber request] is used to
receive..

Questions and Answers

FCC Staff, Q1: OET staff indicated that, regarding cable operators’ implementation of scrambling and
descrambling systems, the Commission’s goal is to consider these systems, including related subscriber
equipment, as part of the cable system and that these cost elements are based on operators’ technology
choices to secure the distribution of their signals on their ¢cable plant and therefore should not be passed
on as separate charges to subscribers. How should the Commission reconcile this goal and permitting
separate charges for Broadband Descrambling?

MCSI, Al: This Commission’s "Access Control-Plant bundling” goal may be laudable but the
Commission does not apply it to set-top descramblers. Indeed, nowhere in the Cable Act can we find
a directive for such bundling. Nevertheless, MCSI acknowledges that in certain circumstances, a
bundling that prohibits separate equipment charges may serve the public interest by facilitating a balance
between certain seemingly conflicting statutory goals of the Cable Act. However, the mere bundling
for the sake of bundling must not be sought as a goal, if it only detracts from the achievement of
Congress’ intent. Applying this bundling principle to Broadband Descrambling subscriber equipment
installed outside a subscriber’s home, while permitting separate charges for set-top descramblers is
unlikely to provide lower cost solutions! to the subscriber or otherwise achieve any other public interest
goals. Rather, it will detract from the full achievement of compatibility between consumer electronics
equipment and cable systems.

MCSI submits that the Commission’s arbitrary treatment of outside deployment of Broadband
Descrambling subscriber devices in a manner that differs from that afforded set-top descramblers for
the purposes of cost accounting would result in unintended disincentives for cable operators to deploy

! The attached slide entitled "Comparison of Monthly Equipment Charge Projections”
illustrates that based on the Commission’s own rate survey, set-top approaches may result in
higher monthly charges for subscribers as compared to those based on Broadband Descramblers.
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broadband descrambling technologies that are far more responsive to subscriber needs and to Congress’
intent of assuring compatibility as expressed in Section 17 of the Cable Act (§624A). Therefore, MCSI
expressed its position that the public interest would be served by Commission’s equipment charge rules
permitting cable operators to recover their investment and charge equipment rates for descrambling
subscriber equipment devices installed ogutside a subscriber home for providing regulated services in the
same manner that operators may charge such equipment rates for set-top subscriber equipment inside
the subscriber’s home.

FCC Stgff. Q2: Suppose the Commission accepts MCSI’s recommendations for correcting the
equipment scope clause in §76.923(a) by the removal of the "inside the subscriber home" limitation.
Despite MCSI’s proposed addition of a further limitation provided by the phrase "that upon the
subscriber request is used to receive [regulated programming services]..", cable operators would be able
to argue that with this amendment, traps may qualify for separate charges since the use of traps
facilitates the cable operator’s ability to offer tiers the subscriber can receive "upon the subscriber
request”, and therefore, indirectly, traps facilitate the offering and thereby are "used to receive" such
requested tiers. How should the Commission deal with such broad interpretation attempts?

MCSI, A2: The Commission must augment the modified rule and clarify its intent in the Order by
establishing an explicit narrow reading of the terms for customer equipment "used to receive [regulated
programming services]". The clause should be interpreted on a subscriber by subscriber basis. That
is, a gpecific subscriber is assessed separate charges for equipment which gpecifically enables rhat
subscriber to receive the specific regulated tier which that subscriber specifically requested. Hence, the
insertion of a trap or an interdiction device that deny the reception of a tier that was not requested at
a given subscriber location does not meet the technical test cited above, as these devices do not
specifically enable the reception of the specific tier which that subscriber requested. Furthermore, in
order to limit the categories of equipment installed outside the subscriber’s home that qualifies under
§76.923(a), the Commission should exclude subscriber cable drop and external line amplifiers.

FCC Staff. Q3: Does MCSI'S- "Comparison of Monthly Equipment Charge Projections” slide include
installation charges?, How do installation charges for Broadband Descramblers compare with that of
set-top decoders?

MCSI, A3: We understand that the Commission’s separate equipment charges are based on establishing
an equipment cost "basket” which includes the average equipment installation and maintenance costs.
Therefore these charges include installation costs. To the extent that Broadband Descrambling devices
may require a one-time installation of a secure point-of-entry ("POE") box containing the plug-in
device, that installation cost will not be incurred again upon a removal of the module or the
reinstallation of such module in an existing POE box due to service churn. Averaged over a period of
one year, the operator’s recurring costs for such installation churn should not differ significantly from
those costs incurred by the industry today due to addressable set top descrambler churn?. Thus, MCSI
assumed that the hardware purchase cost constitutes a monthly charge indicator.

MCSTI’s information on prices charged to cable operators who buy less than 10,000 units of dual
watch & record descramblers is a unit price in excess of $240. Time Warner in New York charges

% Industry average operational statistics for typical addressable cable system indicate that an
average set-top addressable descrambler churns twice a year.
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their subscribers $5.13/month for the lease of such device. In proportion to that, based on MCSI’s
projections of $140-$170 (depending on features) for the selling price of addressable Broadband
Descramblers, and including an amortized POE first installation cost increment, a monthly charge of
less than $4 is projected. This has to be contrasted with a total average monthly charge of $7.73 that
subscribers would be assessed in order to achieve the same level of service using set-top descramblers.

In any event, unlike set-top descrambler and access control hardware purchase costs, the
installation cost components of subscriber equipment is the most protected actual cost component, since
it involves labor components that are subject to local regulatory scrutiny. Furthermore, by correcting
Section 76.923(a) of its Rules substantially in accordance with MCSI’s proposal, the Commission has
the ability to monitor and periodically review its use by cable operators in order to protect subscribers.
This approach is consistent with Section 17 of the Cable Act stating that "The Commission shall
periodically review and, if necessary, modify the regulations issued pursuant to this section in light of
any actions taken in response to such regulations and to reflect improvements and changes in cable
systems, television receivers, video cassette recorders, and similar technology." [§624A(d)].

Conclusion

In concluding the meeting, MCSI respectfully urged the Commission to correct Section 76.923(a)
of its Rules and to incorporate language substantially as that attached hereto that is intended, upon
subscriber request, to permit cable operators to charge separately for customer equipment used to
receive regulated services.

Any questions regarding this notice should be addressed to the undersigned.
Very truly yours,
e /&m’%
Ron D. Katznelson, Ph.D.
President,
Multichannel Communication Sciences, Inc.

cc:  Merril Spiegel, FCC
Maureen O’Connell, FCC
James Coltharp, FCC
Bruce Franca, Office of Engineering & Technology, FCC
Alan Stillwell, Office of Engineering & Technology, FCC
John Wong, Cable Service Bureau, FCC
William Johnson, Mass Media Bureau, FCC
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APPENDIX - DECODER INTERFACE DEPLOYMENT SCENARIOS

The following tables depict two scenarios for the introduction of Decoder Interface
("DI") equipped consumer electronics equipment. The first scenario (Table 1) is based on the
assumption that only TV’s and VCR’s that are marketed as "cable-ready” are equipped with
the DI and that these higher end sets eventually constitute 25% of U.S. annual product
shipments. In this scenario, all other equipment that is not equipped with a DI (which may
be able to tune 181 channels) may be marketed without the term "cable-ready” or "cable-
compatible”.

In order to explore an extreme situation, in the second scenario (Table 2), it is
assumed that all receiving devices are equipped with the DI. The assumptions and formulae
for each column as identified by the Note Number field in the tables are discussed below.
The column identified by Note (4) contains the only independent variable that is different for
each of these scenarios and that is the % Sold With Decoder Interface (applying both for
VCR’s and TV’s). The attached figure shows the penetration results of Tables 1 and 2 in
percent, normalized by the total addressable subscriber base.

Assumptions Common to Both Scenarios

(1) TVHH and CATV Subs. Television Households and Basic CATV subscriber numbers are
based on industry projections by Paul Kagan Associates.'

(2) Addr. Subs. Addressable subscriber number projections are based on the 21 million
estimate for 1993 and the recent yearly trend of 2.5 million annual increase in the
addressable subscriber base’. It is assumed that by the introduction of the DI under this
scenario (1997), all descrambling equipment will be addressable, thereby defining addressable
homes and homes requiring descrambling equipment essentially the same.

(3) Annual TV and VCR Unit Sales. The unit shipped figures of the Electronics Industries
Association for 1993* were used assuming no change in annual sales. Because newer
consumer electronics equipment is more reliable, a longer product life coupled with a growing
TVHH base results (up to first order) in a fixed unit demand. Clearly, any fluctuations that
may be taken into account are unlikely to change our cumulative results appreciably.

! "The Cable TV Financial Databook", Paul Kagan Associates, 1992.

2 See Federal Communications Commission, Consumer Electronics and Cable System

Compatibility, Report to Congress, October 5, 1993 (hereinafter referred to as "Report to
Congress"), at page 17, citing TV Digest, June 7, 1993 pp. 4-5, a survey showing that 21 million
cable subscribers receive cable service with addressable descrambilers.

3 "Pay-Per-View", in Cable World, November 30, 1992, p. 32A.

* Consumer Electronics - U.S. Sales 1989-1993 Estimates, Electronic Industries Association.
pp. 3 and 7.



(5) TV’s or VCR’s Sold With DI. TV receiving devices equipped with a Decoder Interface.
For each product category the annual number shipped with DI is given by the annual
shipment number times (% Sold With DI /100%).

(6) (a) New _Addr. Subs With DI TV’s. New Addressable subscribers who purchase their first
Decoder Interface equipped TV that year. Since TV sets (equipped with DI) are purchased by
all Television Households, the fraction of these sets that are purchased by addressable
subscribers who did not have a DI TV in the previous year is (to first order) proportional to
their relative number compared to all TVHH:

NewAddr.SubsWithDITV ’s[year(n)] =

- TV 'sSoldwithDI[year(n)]x Addr.Subs[year(n)] -Total Addr.SubsWithDITV /s[year(n-1)]
' TVHH[year(n)]

This number may even be an overestimate of the new DI equipped TV purchases by
addressable subscribers, as it does not take into account the reduced likelihood that such a
TVHH will purchase a DI TV if it has been recently equipped with a DI VCR. Rather,
statistical independence between such purchase events is assumed.

(6) (b) New Addr. Subs With DI VCR’s. New Addressable subscribers who purchase their
first Decoder Interface equipped VCR that year. Since VCR’s (equipped with DI) are
purchased by all Television Households, the fraction of these sets that are purchased by
addressable subscribers who did not have a DI VCR in the previous year is (to first order)
proportional to their relative number compared to all TVHH:

NewAddr.SubsWithDIVCR /s[year(n)] =

= VCR’sSoldwithDI[year(n)]x Addr.Subs[year(n)] -TotalAddr.SubsWithDIVCR ’s[year(n-1)]
TVHH([year(n)]

This number may even be an overestimate of the new DI equipped VCR purchases by
addressable subscribers, as it does not take into account the reduced likelihood that such a
TVHH will purchase a DI VCR if it has been recently equipped with a DI TV. Rather,
statistical independence between such purchase events is assumed.

(7) (a) Total Addr. Subs With DI TV’s. The total number of addressable subscribers with
Decoder Interface TV’s. A conservative assumption is made that no equipment attrition takes
place. Thus this total is given by:




TotalAddr. SubsWithDI TV '’s [year(n)] =
= TotalAddr. SubsWithDI TV ’s [year(n-1)] +NewAddr. SubsWithDI TV'’s [year(n)]

(7) (b) Total Addr. Subs With DI VCR'’s. The total number of addressable subscribers with
Decoder Interface VCR’s. A conservative assumption is made that no equipment attrition
takes place. Thus this total is given by:

TotalAddr. SubsWithDI VCR'’s [year(n)] =
= TotalAddr. SubsWithDI VCR's [year(n-1)] +NewAddr. SubsWithDI VCR's [year(n)]

(8) Total DI Addr. Subs With Watch & Record Capability. These are addressable subscribers
who have both a DI TV and a DI VCR. A conservative assumption which will overestimate

this number is made here: A statistical independence between the events of acquiring a DI TV
and acquiring a DI VCR is assumed, thereby yielding the fraction of addressable subscriber
who have both as the product of the fractions of addressable subscribers who have either one:

TotalDI Addr. Subs. WithWatchN’Record =
= Column8 = Columnz){Columﬂ(a) % Column7(b)} _ Column7(a)x Column7(b)

Column?2 Column?2 Column?

(4) % Sold With DI. Percent of TV’s or VCR’s units sold equipped with the Decoder
Interface. A ramp up from 5% to 25% in 5% annual increments is assumed. For television
sets, these numbers are significantly higher-than those experienced during 1988-1990 roll-out
of EIA 563-Multiport’. Because the VCR market is very competitive, essentially no VCR’s
with Multiport DI were ever shipped, making the present assumption overly optimistic.

5 Only approximately one million Multiport equipped TV sets from RCA, General Electric,
Panasonic, Quasar, Bang & Olufsen, Curtis-Mathes and JC Penney have been shipped since 1988
(See Comments of Cablvision Industries Corp. at 4.), constituting approximately 2% per year over
the years these models were shipped.
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