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Monday Blues: Cable Gets Title 1l Wake-Up Call from the President

Oh, what a way for cable to start the week. Cable MSO stocks fell sharply as President Obama took the unprecedented
move of calling on the FCC to reclassify consumer broadband under Title 1. While the president said ISPs should receive
forbearance from rate regulation and other common carrier provisions, it wasn't enough to calm investors. Comcast
closed down 4% Mon, while Time Warner Cable shed 5% and Charter lost 6.24%. Cablevision, not in any way part of
the mega merger, slid 1.7%. “If the FCC appropriately forbears from the Title Il regulations that are not needed to imple-
ment the... principles that most ISPs have followed for years—it will help ensure new rules are consistent with incentives
for further investment in the infrastructure of the Internet,” Obama said. The Washington grapevine swung both ways on
Obama'’s bold net neutrality move, with some believing it could be an attempt to bolster FCC chmn Tom Wheeler’s Title |
hybrid approach and others thinking it's the president exerting pressure for a full Title Il reclassification. Obama’s proclama-
tion flipped the notion that full-on Title Il is off the table, but the ball is in Wheeler’s court. Unlike Dept of Energy and the
Justice Dept, the FCC is an independent agency, a point Wheeler noted in his response to Obama’s comments. Wheeler
noted that staff recently began exploring a hybrid approach that would combine the use of Title Il and Sect 706. “The
reclassification and hybrid approaches before us raise substantive legal questions. We found we would need more time to
examine these to ensure that whatever approach is taken, it can withstand any legal challenges it may face,” Wheeler said,
explaining that Title Il brings with it a host of policy issues, from privacy to universal service as well as legal issues over the
ability of Title Il to cover mobile. Under a best-case scenario, it would seem unlikely that the FCC could vote on new net
neutrality rules before Feb, one attorney said. Then comes the lawsuits, which could go into 2016 before being decided.
Given that it seems unlikely the FCC will be able to act this year, the agency also will be acting when Republicans, op-
ponents of Title II, control both the House and Senate. That could make things even stickier. Possibilities include Congress
tying appropriations to the FCC not acting on net neutrality or completely revising the Communications Act. And given the
way politics works, the GOP’s unhappiness about this is unlikely to be contained to only net neutrality. For Washington
wonks wondering if the White House has to submit an ex parte on Obama’s statement, we can tell you it has already been
filed. The letter states that in addition to Obama’s statement, National Economic Council dir/asst to the pres for Econom-
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ic Policy Jeff Zients met with Wheeler last Thurs to convey the points set out in the president’s statement.

How Many Ways Can They Say It? It was entertaining Mon to see how many different ways ISPs could tell the
President he was wrong on this Title 1l approach. The most popular response seemed to focus on how it could
negatively impact jobs and the economy. NCTA pres/CEO Michael Powell said the cable trade group was “stunned”
the president would abandon the bipartisan policy of lightly regulating the Internet. “The FCC is an independent
agency and it should exercise independent judgment in crafting new rules,” said Powell, a former FCC chmn himself.
“This is truly a matter that belongs in Congress and only Congress should make a policy change of this magnitude.
Congress can easily unravel the legal and jurisdictional knot that has tied up the FCC in crafting sustainable open
Internet rules, without resorting to rules of the rotary-dial phone era.” Time Warner Cable chmn/CEO Rob Marcus
said the MSO is committed to an open Internet, “but we disagree with the President’s statement that an open Inter-
net can only be achieved by reclassifying broadband as a public utility. Regulating broadband service under Title I,
as the President proposes, will create unnecessary uncertainty, lead to years of litigation and threaten the continued
growth and development of the Internet” Suddenlink chmn/CEQ Jerry Kent said the president has proposed a solu-
tion in search of a problem, with no legal content being blocked by ISPs and no paid prioritization taking place with
respect to broadband Internet access. “Now is not the time—with an economic recovery that is tentative, at best—to
discourage private sector companies from making new investments and creating jobs,” Kent said. Comcast evp
David Cohen also called on Congress to intervene: “This would be a radical reversal that would harm investment
and innovation, as today’s immediate stock market reaction demonstrates. And such a radical reversal of consistent
contrary precedent should be taken up by the Congress.” ACA chief Matt Polka gets credit for historical reference in
his statement: “Common carrier regulation of telephone service crafted in 1934 under President Franklin Roosevelt
should not be applied to a thriving, bustling broadband Internet market in 2014 under President Barack Obama.

Republicans Ready to Rumble: Republican lawmakers' statements on Obama’s Title |l shout-out offered up a preview
of what could go down once the new Congress is seated. “We are extremely troubled and disappointed by the president’s
urging the FCC to regulate the Internet as a utility under Title Il of the Communications Act. Today’s announcement is just
the latest in a long line of decisions that reveal this administration simply doesn't know how to grow the economy;” said a
statement from House Commerce chmn Fred Upton (R-MI), Communications subcmte chmn Greg Walden (R-OR)
and vice chmn Bob Latta (R-OH).Sen John Thune (R-SD), who is expected to lead the Commerce cmte come Jan, said
Obama’s “stale thinking” would invite legal and marketplace uncertainty. Thune and Sen Republican leadership wrote
FCC chmn Tom Wheeler earlier this year, suggesting the FCC work with Congress to develop clear statutory authority for
open Internet rules. Sen Roger Wicker (R-MS), leading Republican of the Sen Commerce Communications subcmte,
called on the FCC to act independently. “President Obama’s net neutrality plan would create uncertainty, discourage
investment and innovation, and threaten the online experience that Americans rely on and enjoy;,” Wicker said.

What Does the Fox Say: The potential Time Warner-Fox merger was “more of an opportunity, not a necessity,” said
21st Century Fox CFO John Nallen at RBC Capital Markets’ investor conference Mon. Given the changes in the
video industry, “it could have been a pretty powerful combination... The mix of entertainment, sports and content
development assets is one that we found attractive,” the exec said. He emphasized that the possible marriage is
“more about the power it can bring.” However, the company concluded that such a deal won't deliver enough value
to shareholders. “We have moved on,” Nallen said. The priority now is to focus on “organic” growth. “On our own, we
will do just fine,” he said. In terms of international markets, Latin America growth has been strong, while Nallen said
the company has hit headwinds in some markets like EU. The past year hasn't been the best for ad sales. ‘Advertis-
ers have been a little less confident in the economy, and they have pulled back a bit,” Nallen said. An example is the
auto industry. A Fox brand that isn't heavily dependent on ad sales is Fox Sports 1, which has affiliate contracts
through fiscal year 2016. Now that the MLB playoffs are done, FS1 will get into “a full pattern schedule” with high-
profile sports programming. The sports net, which has acquired NBA rights, is looking at potentially acquiring some
NFL rights. “We will engage with NFL and find out what they are offering,” Nallen said. Meanwhile, don’t count on
Fox to follow HBO or CBS’ footsteps any time soon. Despite the availability of streaming service through Fox apps,
Nallen said the company doesn't intend to launch standalone OTT products.
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Rise of OTT Escalating
Bandwidth Demand

Driven by the viewing of OTT services like Netflix
across multiple devices, the average HH bandwidth re-
quirements are expected to increase 31% annually over
the next 5 years, from a peak hour average use per
HH of 2.9 Mbps in 2014 to 7.3 Mbps in 2018, according
to a recent study by network vendor Ciena and ACG
Research. In addition, the use of Internet video, which
includes smart TVs, is expected to grow from 12%

of overall peak average bandwidth in 2014 to 25% in
2018, a compound annual growth rate (CAGR) of 56%.
Again, the use of Internet video represents the larg-
est contributor to HH bandwidth consumption by 2018.
Additional use of 4K streaming video services, which
consume 3 to 4 times more bandwidth than HDTYV,

will grow from 2% in 2014 to 12% in 2018. And recent
moves by cable programmers like HBO and CBS to
offer standalone OTT service would only accelerate the
trend, Ciena’s dir of industry marketing Mitch Simcoe
told us. “I believe that other pay-TV providers will also
pursue this streaming video model.” To protect their
business model, MVPDs could potentially start unbun-
dling to allow subs to pick their own bundle, he said,
noting the Canadian government has already initiated a
process toward unbundling TV channels. On the broad-
band side, ISPs will have to beef up their networks to
meet the bandwidth growth of OTT by increasing the
broadband access speeds in the last mile. Moving
subs to higher broadband tiers creates new revenue
opportunities, and cable ISPs are well-positioned with
their hybrid-fiber coal plant, Simcoe said. Deploying
high-performance packet-optical network could also
improve OTT performance, he said. Simcoe also said
that centralizing caching per metro area and high-per-
formance packet-optical networks can reduce the need
to push it any closer to the user. Meanwhile, accessing
OTT video via a WiFi connection in and out of home

is becoming a necessity. “It is uncertain whether Wi-Fi

represents a revenue opportunity for MSOs but rather
a way to expand broadband coverage outside of the
home. The way for MSOs to monetize Wi-Fi isn't as a
revenue service on its own but rather a way to promote
the ‘content everywhere’ concept where subscribers
can access their content outside of the home without
consuming data capacity from their mobile plans,”
Simcoe said. On the regulatory side, Verizon’s net
neutrality victory against the FCC is expected to pro-
vide ISPs with the legal means and financial incentives
to support the development of streaming video, the
Ciena and ACG study said. However, that might not be
the case if FCC chmn Tom Wheeler decides to imple-
ment Title Il framework, following President Obama’s
remarks calling for strong Open Internet rules (See full
story in this issue).

RealNetworks Continues Transition: RealNetworks,
the video streaming provider founded in 1994, said its
RealPlayer Cloud video upload and sharing service
launched a year ago has passed 8min registered users.
The company is looking to become a provider of com-
prehensive online services instead of just a video player
vendor. The company is offering 365 gigabytes of cloud
storage space for $4.99 a month, in celebration of Real-
Player Cloud’s 1-year anniversary. The service will soon
be available in Microsoft’s Xbox One’s app store, allow-
ing users to watch and share personal videos on their
TVs. Later this fall, users will be able to upload video
captured on their Xbox One to their RealPlayer Cloud
account, allowing sharing and viewing of game-capture
video across devices. RealPlayer Cloud was one of the
1st 10 apps launched on Google’s streaming device
Chromecast. And the Google dongle seemed to be most
popular streaming device for RealPlayer Cloud users,
with some 96% of them who stream to their TVs using it,
according to RealNetworks.

Got tech news? Reach out to Cablefax Tech editor
Joyce Wang at jwang@accessintel.com
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