Case Summary

Echelon and The Home Automation Standard

Case Background

· In response to consumers’ complaints about incompatibility between VCRs and televisions with cable services, the FCC was mandated under the 1992 Cable Television Act to consult with industry representatives and to issue regulations to ensure compatibility

· The Cable Consumer Equipment Compatibility Advisory Committee (C3AG), a group composed of members of the Electronic Industries Association (EIA) and National Cable Television Association (NCTA), had proposed a Decoder Interface standard to the FCC. This involved the incorporation of a communications protocol called CEBus which allowed the consumer to control electronic devices (e.g. heating system, personal computer, security systems) through televisions and set-back boxes

· This posed a threat to Echelon because CEBus protocol conflicted with Echelon’s LonTalk communications protocol, and thus the adoption of CEBus would severely limit the use of Echelon’s control networks in the emerging home automation market

Background of Echelon

· Echelon is a Palo Alto based private company which was founded in 1988. Key investors include Motorola (21%), Apple Computer and 3COM
· Echelon’s primary market is control networks. Like an operating system, control networks architecture is the “infrastructure” that ties the various pieces of hardware and software in the network

· Echelon’s main product is called LonWorks which since 1991 had been adopted as a standard by several industries. In 1996 there were over 2500 developers of LonWorks technology and its applications include factories, buildings, hospitals, utilities, satellites and home. The home application category was the application threatened by the FCC’s rule making

· Echelon has established the LonWork Interoperability Association (LIA), which established technical guidelines and promotes LonWorks (over 100 members including IBM, HP, Microsoft, Motorola, Philips and Toshiba)

Issues

· Consumer’s interest: compatibility between VCRs and TV / cable systems should be promoted

· The inclusion of the CEBus protocol into the next generation of televisions would effectively established CEBus as the dominant protocol for home automation services. Just as there was no reason for the government to select a standard computer operating system, there was no reason for the FCC to set a standard for home automation networks

· LonWorks Network had several advantages over CEBus: (1) LonWorks places no restriction on the control center of a home control network; (2) LonWorks allowed home electronic devices (nodes) to be connected using any means available (radio frequency, infrared)

· Wider adoption of home automation technology would be dependent on replacement of TVs, costing as much as $150bn

· Given TV life cycle are typically 10-15 years, future development and innovation of the home control network market would slow considerably

Interests

Proponents

· EIA and TV manufacturers: transform TV from a commodity product to a high margin electronic control system

· NCTA and cable providers: will be well positioned in providing value-adding home electronic services

· C3AG (which consisted of members from EIA and NCTA): as above

· Consumers: compatibility between VCRs and TV / cable systems

· Retailers: profits from selling new generation TV / decoder equipments

Opponents

· Echelon: protects own economic interest

· LIA and existing users of LonWorks: do not want to adopt different technology and standard

· Home computer manufacturers: personal computers are potential candidate for running control networks

· Consumers (long term): benefit from greater future innovation

Institutions

FCC

· Echelon was not actively involved in the FCC’s initial consideration and was unaware of the potential effect of the C3AG proposed standard until late 1994

· Difficulties in addressing the issue at the FCC because (1) it was starting late; (2) computer companies are not the natural clients of the FCC ; and (3) the proposed standard provides certainty and order which is favored by the FCC

· In November 1994, Echelon initiated a series of ex parte meetings with the FCC’s Office of Engineering & Technology and Competition Division. However, the FCC continued with its rule making and the proposed standard

Congress

· In early 1995 the Republican leadership in Congress was committed to enact legislation for telecommunications

· Both the Senate Commerce Committee and the House Commerce Committee were preparing bills (S.652 and H.R.1555) that would rewrite the Communications Act of 1934. However, the process would be a protracted battle as the different versions passed by the two chambers need to be reconciled 

· The CEBus-based Decoder Interface standard had already gathered momentum from TV manufacturers, cable companies and retailers; whatever strategy Echelon deployed would meet considerable resistance

