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Internet of Things: Senators Talk Light Touch Regs, But Want Assurances
Let’s face it. It’s fun to talk about the Internet of Things. Be it a Jetson-like smart car or a toothbrush that reports how
good of a job you're doing on those bicuspids (Sen Commerce chmn John Thune’s staffer has one and swears by
it). So, not surprisingly, members of the Sen Commerce committee had a lot to say at Wed’s hearing on the con-
nected world. For the most part, the senators seemed to support light touch regulation—even several Dems, with
Sen Communications ranking member Brian Schatz (D-HI), calling for public-private partnerships. Thune encour-
aged policymakers to “resist the urge to jump headfirst into regulation,” letting consumers and entrepreneurs decide
where 10T goes. But there were some worry lines over privacy and security issues. “It’'s one thing for my refrigerator
to tell me | need more milk. It's another thing for my refrigerator to tell the grocery store,” said Sen Bill Nelson (D-FL),
referencing ‘Animal Farm” and “Big Brother” The Commerce ranking member also voiced concerns about Verizon
using a supercookie that could relay smartphone info to 3rd parties (he and other lawmakers last week asked the
FCC and FTC to examine the issue). Sen Ed Markey (D-MA) has made safe cars his priority, releasing a report Mon
about how vehicles may be vulnerable to hackers (“60 Minutes” did a story this week). He plans to introduce a bill

to safeguard drivers’ security and privacy. “Thieves no longer need a crowbar to break into your car. They just need
a smart phone,” Markey said. Witnesses at the 2-hour plus hearing called for a measured approach, with George
Mason research fellow Adam Thierer advising members to avoid decisions based on “hypothetical, worst-case out-
comes.” “We must not overregulate and stifle innovation,” said Michael Abbott, general partner for Kleiner Perkins
Caufield & Byers. Intel's Doug Davis, vp and gm of its worldwide loT Group, said Intel is integrating security into
devices at the outset. He’s confident the US can lead the Internet of Things transformation with continuous open
dialogue. Davis told the committee that 10T is about more than smart watches, pointing to the industrial and com-
mercial applications (he talked up IoT for the trucking industry, suggesting it could help reduce its use of an estimat-
ed 50bln gallons of fuel each year). Offering more examples of loT from a business perspective was Lance Donny,
CEO of OnFarm, which provides data and analytics software for farmers. One of the issues, however, is access to
broadband in rural areas. In addition to exploring more options for moving data to the cloud, Donny called for incen-
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tives to help farmers adopt costly technology. Sounding the alarm from the witness table was Center for Democra-
cy & Technology’s Justin Brookman. ‘As a consumer advocate, I'm excited about the potential, but if the Internet of
things is going to be realized, there are challenges we need to confront,” he said, adding that everything from baby
monitors to smart toasters have been hacked. Brookman and several committee members referenced a story from
last week where it was revealed Samsung’s privacy policy appeared to reserve the right to collect any voice com-
munication in proximity to its Smart TVs, where it could then send that info to an unnamed voice recognition service
provider (Samsung posted a blog this week assuring customers that their TVs aren’t monitoring their conversations).
There was a general sense at the hearing that all of this connectivity is cool, but it needs to be clear what consum-
ers are trading in the long-run. Schatz suggested something like a Good Housekeeping seal of approval indicating
which devices consumers should feel safe using.

Lionsgate-Starz Stock Exchange: Lionsgate will issue new equity equating to 3.43% of its pro forma outstanding
shares in exchange for Starz Series A and B shares held by John Malone and his affiliates, representing approx
4.51% of Starz common stock outstanding and 14.5% of the total voting power of Starz common stock. Lionsgate
and Starz shares closed up 9.2% and 3.5%, respectively. Malone will still be Starz’s largest voting shareholder, but
he'll also get a seat on Lionsgate’s board once the transaction closes (he’s not on Starz’s board). “We view this as a
positive for both companies. Lionsgate gets incremental leadership and perspective by adding Malone to the board,
and possibly gets a stronger content-buying client,” said ISI Media analysts. “Perhaps there can be some synergies
in time with Lionsgate’s other premium movie channel investment partnership, 31%-owned EPIX (with Viacom and
MGM Studios). Starz possibly gains more content access and evolving platform insight, as well as potential new
international exposure given Lionsgate’s platform.”

TWX Earnings: Time Warner shares closed up 0.25% after reporting 4Q earnings of $718min, down from $983min
a year ago. Revenue fell 1% to $7.53 (primarily due to a drop in rev at Warner Bros movie studio businesses). HBO
rev was up 6% to $1.3bln on higher subscription and content rev, while Turner rev was up 2%. “If there are any
cracks in the armor, it is on the affiliate fee side. Turner affiliate fees grew +5% in the quarter (compared to sell-side
consensus of +8.2%) and 7% for the year, less than the (average) double digits expected for FY13-18,” said a Bern-
stein Research note. There was an impact from the DISH blackout, but posting “only” +7% this year drags down the
average (even when normalized for the DISH blackout), the firm said, putting the blame on lower domestic subscrib-
ers. The good news, it said, is that Turner is one of the few network groups included in Sling TV, which could help
with the lost conventional pay TV subs. Another plus, noted by MoffettNathanson: domestic advertising wasn't as
negatively impacted by weak 4Q ratings as the analysts had predicted. Turner ad rev was down 1% in 4Q.

Cablevision-Discovery Deal: Discovery Comm announced a new long-term distribution agreement with Cablevi-
sion incorporating TV Everywhere rights as well as continued access to its 13 US nets. Over the past few months,
Discovery has announced similar long-term agreements with Suddenlink and NCTC. Discovery has a deal expir-
ing this summer with Comcast, which has been under the microscope since Discovery raised concerns at the FCC
over the proposed Comcast-Time Warner Cable merger. Comcast claimed the programmer is using the deal to
demand unwarranted business concessions (Discovery disputed it, natch).

Not Ready for Primetime: DISH’s OTT service Sling TV had some kinks in its first few days online, with custom-
ers reporting issues with buffering and error messages. “We addressed issues impacting some of you yesterday...
Up all night to ensure you don't see this going forward,” Sling wrote on its Twitter account Wed. Kinda makes you
wonder if the folks there are ready for the crush of “Walking Dead” fans when AMC joins the lineup in a few weeks.
On the other hand, the fact there’s already enough interest that a hiccup creates a social media splash could be a
promising sign for the service.

Programming: Forget Dinovember. Discovery Family Channel has declared March Dino Madness month, with
back-to-back eps of “Walking with Dinosaurs” starting Mar 2. The month also includes the premiere of “Dinosaurs:
The Untold Story” on Mar 16.

lowa Speeding with Mediacom: lowa Speedway renewed its partnership with Mediacom Business, with the
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Role Reversals

any inappropriate or injurious way, so stop trading on
fear!

Think about that for a minute...
%

Commentary by Steve Effros

Remember when, for however long
it's been that we've been caterwauling
about “net neutrality,” that the industry
loudly complained that those seeking
new regulations were doing so based
on fear, not on facts? There’s certainly a lot to that argu-
ment. While it’s true companies providing broadband
service have gotten very big, and the Internet has be-
come a vital part of many lives, there has been no show-
ing, anywhere, anytime of significant abuses of the “free,
open Internet.” Yet those calling for regulation stood firm
saying that there was legitimate fear that those “big”
companies could “take over” the Internet, or somehow
“capture” it... they had to be stopped. The engine for their
apparent lobbying success was fear.

Now that they seem to be on the brink of an initial signifi-
cant change in the government’s position—at least as

to what powers the FCC can use, and in what ways, to
regulate broadband—it’s the industry that has adopted
the “fear” mantra. It’s fear of rate regulation, fear of sti-
fling paperwork, fear of massive governmental intrusion
that will result in constrained venture capital and so on.
In other words, we have just changed places with the
folks who loudly said we were wrong when we accused
them of trading on fear!

Now the FCC Chairman says not to worry, that rate
regulation is off the table, that much of the paperwork
will not apply, that the only real provisions being invoked
are those which guarantee transparency, no blocking, no
throttling, no “paid prioritization” and the like, which are
concepts the industry has not had any problem with for
a long time. To be sure, the theoretical power to act will
change, but, says he, our fears are unfounded, because,
just like we said before, while the power may in some
way be there, there is no evidence it has been used in

Quite a role reversal. Just like the one we witness when
the same folks who are now calling for significant federal
power over the Internet because they fear the power

of big companies also scream loudly about big govern-
ment (NSA, for instance) interference in the freedom and
privacy of the Internet! It all comes down to the question
of “who do you trust?” And obviously, the associated
question, trust for what?

Frankly, I'm not sure | trust either side! | have seen the
warping effect the stock market has had on corporate
decision making. I've also seen the excesses of govern-
ment regulation resulting in the exact opposite of “the
public interest,” even when good intentioned folks were
trying to do “the right thing.” | guess the major difference
is that when the corporate heads make decisions that
allegedly violate "the public interest,” they are doing it
intending to benefit another “public,” their stockholders.
When, in most cases, the government bureaucrats, reg-
ulators and politicians do it, they usually fall into the trap
of “unintended consequences” of excess action spurred
by excess power. Neither is a good outcome.

But for now, the rhetorical roles are reversing. The “fear
factor” moves from the “public interest” advocates fearing
the power of bigness to the industry fear of government
excess. We have to watch out for both, but in reality, right
now, even with the FCC’s imminent moves, the “fear” is
mostly just that, “fear” Nothing much has really changed.
The big ISPs will still be
big, and get bigger, and
the government will get
more powerful. We should
probably fear both.

T:202-630-2099
steve @effros.com

(Steve Effros was President of CATA for 23 years and is
now an advisor and consultant to the cable industry)
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