European  Satellite Radio Battle Begins

WorldSpace prospectus admits “deficiencies”

Rival Europa-Max targeting “Christmas 2008” for service

By Chris Forrester

For the past couple of months it has been clear that interest in a European satellite radio service is greater than at any time since the Global Radio collapse of a few years ago. First out of the gate is Washington-based satellite radio provider Worldspace, which unveiled its IPO prospectus April 13 to raise a reported $100m. Its FCC filing was candid in displaying its past losses, while at the same time Worldspace – not for the first time – promised wonderful riches, this time for its new investors. One DARS sector observer, begging anonymity, said that Worldspace founder Noah Samara had “pulled off another Houdini escape”.  The prospectus stated Worldspace’s two satellites, after more than 6 years of operation, had still only garnered 53,000 subscribers.

We also now know that WorldSpace wants to launch a second European satellite to supply a service similar in scope to the USA’s XM Satellite Radio, and then a third satellite to fulfill its European “developing nations” mission. We can also reveal there are at least three other consortia, each with advancing plans to launch services above Europe. First, although still at a very early stage, is Europa-Max, a consortium said to be backed by private UK, US and Luxembourg investors, which is looking to launch a Sirius-like Highly-Elliptical Orbit (HEO) spacecraft operating a S-DMB (for Digital Multimedia Broadcasting) system over Europe. The satellites would be capable, subject to frequency approval, of supplying S-DMB transmissions. The Europa-Max consortium has within it “several” individuals associated with the former Global Radio project.

Perhaps the biggest question mark is where SES Global sits within these options? It doesn’t appear that SES is locked into the Alcatel/EADS "S-DARS" consortium, or any other "S-DARS" consortium. SES seems to be for the moment to be still sitting on the fence, although everybody seems to be wooing SES to join their particular S-DARS/S-DMB project. 

[Box this]

The European radio rivals:

PLAN 1:
WorldSpace (and possibly Alcatel)

PLAN 2:
Europa-Max, Luxembourg 

PLAN 3: 
Ondas, Spain

PLAN 4:
Alcatel, Astrium, Fraunhofer, MSV* 

Studying:
SES Global


Testing:

Eutelsat/ESA

*Mobile Satellite Ventures

Data: Inside Satellite

[close box]

As far back as June 2003, at the time of WRC-03, an early move was made with the ITU (via a Luxembourg filing) for a HEO S-DMB/S-DARS satellite system. Europa-Max says it believes that its regulatory approach neatly circumvents several of the major ITU and European (CEPT) level regulatory obstacles which the now defunct Global Radio faced some 3 years ago when trying to raise financing a HEO-based S-DAB system in the 1.4 GHz BSS(S) frequency bands. A Europa-Max insider said: “Various proprietary studies have shown that a HEO based system is far more cost-efficient for delivering pan-European satellite radio services than any other satellite architecture given the high latitude zones spanned by the key markets of Europe, and since a HEO satellite system needs relatively few terrestrial repeaters.”

Our source suggested that Sirius in the US had proved that HEO-based satellite technology is an entirely feasible architecture and capable of delivering a high quality service over the US (CONUS) with less than 150 terrestrial repeaters. “The Sirius-like HEO approach is therefore ideal for Europe, much of which is higher in latitude than the US.  It does not seem sensible (to us at least) to go round trying to get licensing and spectrum approvals for potentially thousands of terrestrial repeaters across Europe if it can be avoided through use of a HEO architecture.” Europa-Max says, based on their discussions, it is clear that a number of US and European satellite operators, aerospace companies and media players are actively looking at how to commercially develop S-DMB/S-DARS in Europe, “especially given the take-off of XM and Sirius satellite radio services (S-DARS) in the US (some 6 million subscribers to date) and the emergence of new satellite multi-media broadcast services (S-DMB) over Korea and Japan". 

Our Europa-Max source added: "We believe we are well placed to bring together a consortium of European and other companies to take this project forward to offer a mix of subscription-based digital multi-media, digital radio and other services. We also expect that a competing consortium will emerge to take a XM-like geostationary (GEO) satellite system approach forward in Europe, most probably in the 1.4 GHz BSS(S)/S-DAB frequency band; such a GEO-based consortium could well be centred around an already announced WorldSpace-led initiative and could well involve one or other European aerospace players."

Europa-Max is now actively building its wider consortium. Details are yet to be revealed.  Nevertheless, it seems Europa-Max is actively seeking to take a lead in Europe with satellite-based digital radio and multi-media service delivery, and is talking to the media and motor industry as well as the satellite industry, about its plans. However, Europa-Max is also contemplating some interesting new services, not least having a dedicated “return link” from the vehicle to the satellite, probably via a GPRS link, but also possibly directly to the satellite via mobile satellite links allowing for data services to piggyback onto radio broadcasts to vehicles. 

[box this]

Europa-Max’s content plan

One of the major practical considerations to be overcome by any Europe-wide project is handling Europe’s myriad languages. Europa-Max says, in addition to providing a pan-European bouquet, it will be concentrating its activities on the following language-defined markets with some 30-50 channels in each bouquet:

· English
(UK, Ireland)

· German (Germany, Austria, Switzerland, Benelux)

· French (France, Benelux, Switzerland)

· E. European (Poland etc) 

· Italian (Italy, Switzerland)

· “Iberian” (Spain/Portugal)

· Scandinavian (Norway, Sweden, Finland, Denmark)

· Russian

Data: Inside Satellite

[Close box]

SES wants MSS/DARS action

Satmagazine.com  understands that SES is maintaining a very close watching brief on the whole question of DARS, and satellite mobile services in general. Romain Bausch, earlier this year, made no secret of SES Global’s enthusiasm for mobile satellite services, and SES has been studying the sector for some 2 years. Bausch, speaking on March 23, said SES was considering an entry in the mobile services sector, and even stated that an investment in Inmarsat might make commercial sense.

Bausch also spoke at the time about the work being done by Virginia-based Mobile Satellite Ventures and a second-generation project called TerraStar that could be used with ground-based repeater amplifiers in order to build a network. Mobile Satellite Ventures is reportedly already working with EADS/Astrium, and others, on satellites with giant mesh-antennas. 

SES, naturally enough, has strong and well-established links with the Luxembourg government, which is already a “golden share” investor in SES, and SES considers it has strong rights to Luxembourg’s MSS filings (made in June 2003). Inside Satellite sees SES as biding its time, researching the market and its associated technology while at the same time seeking potential partners, perhaps also looking at a much wider picture for mobile opportunities.

Bausch, speaking in March, said: “We are looking for specific applications like digital radio. Is it using existing frequencies such as those in use by Inmarsat, or new frequencies like some of those being considered in the US?”

SES has cash aplenty for the right sort of project, but would seemingly only want to work with an organisation that had sound experience of selling to and maintain strong links with subscribers. This more or less rules out WorldSpace. Nevertheless, WorldSpace (WS) maintains its strong hold over European orbital frequencies. But past losses must place a question mark over future ventures. In its recent IPO prospectus, Worldspace admits the challenges of some of its past investors, notably “three members of the Bin Mahfouz family, [and] Mohammed H. Al-Amoudi and Mr. Salah Idris, all of whom are Saudi Arabian citizens, have been the subject of allegations that they and/or charities they were involved in have supported terrorism, and three of these investors have also been named, along with a number of Saudi Arabian government officials and prominent Saudi Arabian citizens, in civil actions brought on behalf of victims of the September 11, 2001 terrorist attacks on the United States.”

Over the past five years alone WS has burned its way through net losses at an average of $334m a year, with last year’s massive net loss of $577m topping off an amazing run. By any measure, sales income has been dismal, averaging just $9m per year over the past 5 years.  WS finished last year with declared total assets of $649m, including its orbiting and grounded satellites, set against total liabilities of a thumping $2.338bn, prior to the financial adjustments already mentioned.

[Box this]

Worldspace’s revenues*

2000 $3,683,000

2001 $10,114,000

2002 $9,589,000

2003 $13,074,000

2004 $8,581,000

Data: Worldspace prospectus

[close box]

Worldspace say they have sourced almost half their current subscribers from India (22,000). The prospectus says WS is now “able to roll out our subscription service on a sequential basis in the markets we find the most attractive, subject to obtaining any required local regulatory approvals. The main limitation, historically, to our ability to roll out our service and acquire subscribers has been our limited access to capital.”  Worldspace’s statement regarding their “limited access to capital” might raise some eyebrows, especially given the vast sums spent around the world on “marketing” their existing service.  WS “cost of revenue” expenditure included engineering and broadcast operations ($8.3m last year), content & programming ($2.6m), customer care, billing and collection ($488,000) and “other” costs ($3.3m). But that’s not all. WS specific operating expenses show an additional (to their “cost of revenue”) spend on “selling, general and administrative” of an average $44.5m over the past five years, and $32.76m last year.

[open box]

Worldspace revenue analysis ($000)*

2003
2004

Subscriptions

226
1,038

Capacity leases

3,449
2,002

Gov’t services

5,636
1,945

Receiver sales

1,942
1,704

Other


1,821
1,892

TOTAL


13,074
8,581

*Data: company

[close box]

Worse – and perhaps part of the overall tidying up of their balance sheet – there’s a huge “stock-based compensation” charge for 2004 of $90m, or an equivalent of $1698 per current subscriber. In one of the usual “Risk Factors” that such documents contain, Worldspace unusually admits that it is short-staffed, especially in terms of accounting staff, including the replacement of a CFO (Ron Johnston “employment terminated in September last year”) and other senior financial staffers. They admit that their independent auditors have identified “material weaknesses and significant deficiencies” in its Internal Controls, and that it may not be compliant in terms of Sarbanes-Oxley. 

Eighteen months ago (in 2003) WorldSpace said they had just 15,000 subscribers paying typically $1.70 a month. By the end of last year this had grown to 40,000 subs paying $3.00 a month. However, lease payments dried up last year, “as a result of a reduction in the number of broadcasters contracting to use our capacity…”  Moreover, the prospectus states that WS has increased its reserve for bad or doubtful debts on capacity leases to $700,000 ($300,000 in 2003). Of course, WS sells radio receivers to people other than subscribers, and last year it benefited to a total of £1.7m, down 65% on 2003. The “other” element on the income side of the business included advertising revenue and ad-based barter activity. “The net proceeds from the sale of our XM interest, net of our initial investment of $144.0 million, was approximately $51.0 million,” says the prospectus.  Heaven knows how much Worldspace’s founders stake in XM would be worth today!  Instead Worldspace has burned its way through $497.7m in operating expenses, including personnel costs, property, travel…….

Worldspace’s European hopes

WS says Europe’s “significant opportunities” for mobile DARS might also be hampered by the fragmented and diverse nature of the European market. However, it is “continuing various business development activities” with Peugeot-Citroen “that foresee the integration of DARS receivers in their vehicles”. However, the prospectus warns potential investors of the usual risks involved in such a venture, and that other factors may damage it potential success. One such risk is the entry into the market of competitors. “Although a number of countries have since submitted filings to the ITU for potential use of the same unique L band frequencies allocated to satellite radio, we are not aware of any commercial undertakings to offer L band satellite radio services. While new competitors could emerge, particularly if our service proves to be a commercial success, any potential satellite users of the L band are required to protect our receivers from harmful interference. Moreover, our two satellites currently occupy most of the L band spectrum allocation in our target regions,” says the prospectus.

To disclose here the entire complex inter-company elements of Worldspace’s financial restructuring would take as many pages as the FCC S-1 filing (which we urge readers to examine). However, the current bottom line is that Noah Samara (and his brother Eyob) between them control 91% of the pre-reconstruction Common Stock in Worldspace. 

European interest in satellite-delivered radio is now a proven fact. Quite which outfit wins the prize is still open to question. Whether that operator can sell the concept to consumers is a huge question. But attempting to match XM’s rapid achievement of 5m subscribers is a temptation few could resist.

[Open box]

FCC Filings:

(1) Objections to “devastating” WorldSpace plan

WorldSpace is attempting to gain access to Europe via a “replacement” satellite (AfriStar 2), and using the craft specifically for a DARS-type service. One of the emerging European consortia, Madrid-based ONDAS, filed a strong objection to the WorldSpace plan on April 18, 2005, and also spoke of meeting with the FCC to argue its own European case.

WorldSpace’s plan is predicated partly on the technical problems of its existing AfriStar craft. Initially rejected by the FCC because AfriStar 2 was “a new satellite”, WorldSpace filed an amended plan on March 18, 2005. Ondas, in its FCC objections, describes AfriStar 2 as a craft designed to exploit S-DAB spectrum over Europe. “Either way,” implies Ondas, “this is European spectrum and should not fall under the FCC’s jurisdiction.” 

Ondas says it recognises that the FCC can provide for a pure replacement satellite with characteristics that echo the original craft. “Here,” says the Ondas filing, “there is no doubt that AfriStar 2 is not a replacement satellite.” Ondas explains that AfriStar 2 has contour beams biased towards Western Europe with limited African coverage, and the opposite of AfriStar 1, which is focussed on Africa but with some spill-over into Europe. “This is nothing more than an attempt by AfriSpace (WorldSpace’s filing company) to use the FCC to get a foothold in Europe.” Further, Ondas questions whether the FCC should even be licensing BSS systems, which do not serve the USA. 

The Ondas FCC filing explains its approach to DARS over Europe. Ondas says it seeks to establish a HEO S-DAB system, and if the FCC “approves” the WorldSpace (GEO) application then that decision would have a “devastating” impact on Ondas’ plans and would create “significant jurisdictional issues” between the US and Europe. 

FCC Filings:

(2) Worldspace’s response to Ondas

In May Washington-based satellite radio operator WorldSpace submitted a withering attack, via the FCC, on newcomer Ondas of Madrid, Spain, a would-be entrant in European satellite radio space. WorldSpace admits that AfriStar 2 would have a greater coverage area than its predecessor, but the FCC could still approve its plan because “no other satellite operators have been licensed to provide Broadcast Satellite Service (sound) services in the area in question….” WorldSpace describes the Ondas “Petition to Deny” filing as “highly selective, misleading and a blatant misrepresentation of FCC policies…..[and that] Ondas is a disgruntled would-be competitor that would like to capitalise on the development of the satellite radio market by WorldSpace and others over the past 15 years.”

WorldSpace also grumbles to the FCC that it had not been properly informed of the Ondas filing, itself potentially a breach of FCC rules.  WorldSpace told the FCC that while AfriStar 2 was very much a replacement craft for the ailing AfriStar 1, it was part of a longer-term and two-phase replacement strategy which included a 3rd satellite which would also be launched “before AfriStar 1 is fully retired” and satisfying the existing non-European beams. 

[Close box]

[box this]

WorldSpace launch history

AfriStar

launched October 1998

AsiaStar
launched March 2000

AmeriStar
Stored at Toulouse (AfriStar 2?)

Flight 4

AfriStar 3

[close box]

{Sidebar the ff. interview}
Europa-Max: Q& A

Satmagazine.com posed a number of questions to Europa-Max. Their answers are interesting:

What are your business objectives?

“The heart of our business plan is the delivery of subscription based S-DMB service to vehicular-based and other mobile customers across the major part of Europe. This will involve a mix of mobile video services, digital radio services and ancillary multi-media and telematics services. Our current timetable anticipates introducing the S-DMB service in key first phase rollout countries by Christmas 2008.”  

“We believe the climate is right for this.  The XM and Sirius S-DARS service has taken off in the US with about 5m subscribers to the present time. We also know that over Japan/Korea an S-DMB service has been introduced this year.  There is significant interest in Europe in delivering mobile video and multi-media services by a number of platforms.  Most observers would agree that the satellite platform is inherently more cost efficient than terrestrial platforms for providing wide-area coverage of multi-media services across the European market zones.”  

“We believe it would be feasible in one space-segment implementation/spectrum access scenario to provide between say 200-250 digital radio channels aggregated across Europe, if the entire space-segment capacity was devoted to a digital radio service.  While there might be some doubting-Thomas’s out there, we are convinced that our selected HEO satellite architecture is ideally suited for delivering a high QoS S-DMB service across a pan-European footprint.” 

Why a HEO-based architecture? 

“Various proprietary studies have shown that a HEO based system is more cost efficient in the medium to long term for delivering pan-European satellite radio services than a GEO based satellite architecture given the high latitude zones spanned by the key markets of Europe. This is because a HEO satellite system needs far fewer terrestrial repeaters to ‘gap-fill’ the satellite signal than a GEO system.  One published study suggests that about 3000 terrestrial repeaters will be needed for a GEO S-DARS system to provide European coverage.”

“Sirius, for example, has proved that the HEO-based technology is entirely feasible and capable of delivering a high quality of service over the US (CONUS) with less than 150 terrestrial repeaters.  XM on the other hand has deployed to date about 900 terrestrial repeaters at a reported cost of over US $260m to provide complementary coverage for its GEO S-DARS system over the US. In Korea, the operator of the GEO MBSAT S-DMB system is reported to expect to spend about US $240 million to deploy terrestrial repeater across the major cities of Korea. If we assume a similar amount will be needed to cover Japanese cities, one can reasonably assume that about US $500 million will be needed to implement terrestrial repeaters across Japan and Korea.  There are more cities and towns in Europe than in Japan and Korea.  Much of Europe is also located at higher latitudes than USA, Korea and Japan. All these factors clearly point towards the use of a HEO-based architecture for developing a S-DMB service for Europe.”
 

“We also think deploying a GEO-based system would be like climbing a regulatory Mount Everest in order to obtain the necessary regulatory approvals for terrestrial repeaters. It does not seem sensible (to us at least) to go round trying to get licensing and spectrum approvals for potentially thousands of terrestrial repeaters across European cities and towns and have to deal with up to 25 or more European national regulatory authorities and scores of local planning authorities, especially if such a bureaucratic, time consuming and potentially expensive regulatory process can be avoided through use of a HEO architecture.”

What regulatory steps have been taken?
“As far back as June 2003, we made an early move at the time of the ITU WRC-03, to file to the ITU through Luxembourg for a HEO S-DMB / S-DARS satellite system in ITU allocated Mobile Satellite Service (MSS) spectrum at L-band and at S-band.  We have consolidated that early filing by making follow-on ITU filings which places the planned HEO satellite system in a very good position in the ITU’s ‘coordination queue’.  The use of MSS spectrum is ideal for introduction of S-DMB services, given the availability of adequate MSS spectrum both at L-band and at S-band, which is not encumbered or constrained by existing and actual MSS commercial operations.”

 

“We believe our regulatory approach neatly circumvents several of the major ITU and European (CEPT) level regulatory obstacles which the now defunct Global Radio faced some 3 years ago when trying to raise financing a HEO-based S-DAB system in the 1.4 GHz BSS(S) frequency bands.  These obstacles included the existence of an ITU Radio Regulation called RR 22.2 which gives existing and planned GEO BSS(S) / S-DAB systems in effect a ‘super-priority’ over any HEO BSS(S) / S-DAB system. This was like having a Damocles Sword over the neck of a HEO S-DARS proponent. It was very difficult for Global Radio to achieve funding for a €1 billion project with such a clear and present regulatory risk. This risk still remains.  This ITU provision might be changeable at WRC-07 in November 2007, but that seems to us a bit too long to wait to make major investment decisions.” 

“We also understand that WorldSpace is planning to implement a GEO S-DARS systems, called Afristar-2, in the 1.4 GHz BSS(S) frequency bands. It also appears that Alcatel are proposing a GEO-based S-DARS system in the same frequency band.  We therefore expect that a competing consortium will emerge to take a XM-like GEO satellite system approach forward in Europe, most probably in the 1.4 GHz BSS(S) / S-DAB frequency band; such a GEO-based consortium could well be centred around the already announced WorldSpace-led initiative and could well involve one or other European aerospace players.  In our opinion, there is simply not enough spectrum available in the European (CEPT) designated S-DARS / S-DAB frequency band of 1479.5-1492 MHz (i.e. 12.5 MHz) to viably accommodate both a GEO S-DARS player and a new HEO S-DARS player.  It will very hard for any new HEO S-DARS proponent to break into the 1.4 GHz BSS(S) band to obtain sufficient spectrum given the existing regulatory framework; this is one reason we have selected the use of MSS spectrum for our HEO system.”

 

“We obviously have more work to do to progress the regulatory activities, but we believe we have established a firm foundation for this project to proceed.”

What is the funding looking like? 

“We are still at the start-up phase. We have recently come to an agreement with one of our sponsoring parties which will enable a major capitalization step for the Luxembourg company to a high 7 figure € level.  We are working through the details at this time. Our primary target is to close a funding round in excess of € 350 million by end of 2005 in order to progress the major procurement activities.  We have been talking to a number of European and US satellite operators and media players.  There is clearly interest in major organizations to develop S-DMB / S-DARS services in Europe.  Our intention is to bring together a core group of investors during Q3 / Q4 2005 to enable this project to proceed and to achieve its funding objectives.  We are confident that this will happen and that the shape of EUROPA-MAX will evolve in the coming the months.”

{end sidebar}
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