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GAELIC TELEVISION SERVICES -"}-
Douglas Hurd's statement on ne concluded with a commitment
that we would announce soon our plans for Gaelic television. This minute
makes proposals for a way ahead. Subject 1o colleagues’ agreement, |
would like Lo e able to float these ideas at a Scottish Grand Committee

Bebate on Broadceasting which the Opposition have requested for 11 July.

Background

There are some 80,000 CGaelic speakers In Scotland. In 1888, BBC TV,
Greampian and STV together offered aboul 80 hours of new production -
and a total of about 100 hours watched by & very high proportion of
Gaelic speakers. The total cost of all Gaelic broadeasting is estimated at
ghout E£4m. The twa Secottish ITV companies at presenl pay a
subscription to Channel 4, of which about £2.75m is attributable to the
Welsh S4C, There are aboul 500,000 Welsh speakers and S4C broadcasis
about 1,300 hours a year, of which just over one-third are provided by
the BRBC. S4C expenditure is of the order of £70m (£50m subscription
plus the value of the BBC contribution - say, £20m).

TPosition since the While Paper

Since the publication of the White Paper, there has been a sustained
campiaign by the Gaelic interesls to secure a greater commitment to Gaelic
in our broadcasting proposals. They commissioned the asuthoritative

London-based broadeasting  consultants - Putnam, Hayes Al
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partlett (PHB) - to examine the oase [for a Gaellic Broadeasting
Service (GBS). This report drew attention to the disparity between the
54C provislon for Weleh and the current provision for Gaelie, and
developed a well-argued case for a GBS which would aim to produce
ultimately about 500 hours of Gaelic a year across BBC and commercial
channels and would cost more thanm £20m. They proposed that this would
be funded by & combination of BRC contribution in kind, the diversion of
the existing Scottish ITV contributions to 54C, and a further El68m aor so

from franchise revenues.
Proposals

| should make clear first that | have no intention of going down the S54C
route which would lock us in to a complicated statutory mechanism and a
much larger seale approach than 1 believe 1o be appropriate. Moreover, |
do not want to pursue the GBS approach which it seems to me would be
unnecesrarily bureaueratic and would involve commisgioning as much as
500 hours Gaelic programming a year across both the BBC and the
commercial channels., 1 do however feel that given the very considerable
concern in Scotland about the future of Gaelic and the desire for a
greater commitment to Gaslic television, we musat establish some new
mechanigsm which would secure a  significant  increase of Gaelic

programming .

[ propose therefore the establishment of a Gaelic Television Production
Fund, the detaiis of which are outlined in the annex to this minuta. The
essence of Lhe proposal is that a Production Fund would be managed by
the ITC, would like S34C be funded from franchise revenues, and would

supplement the CJ companies' existing levels of production, in association

with the continuing commitment to Gaelic televigion from BECZ. The
target would be to fund a further 200 hours or so of production - so that
the total Gaelic television on all channels might, over a period of years,
rise to some 300 hours - still less than an hour a day spread across

day-time, peak and night hours.
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From lalking to Georpe Russell, I think such a proposal is workable - but
he advises that it will certainly need to be underpinned by a statutory
obligation on the ITC, when awarding [ranchises covering significant
Gaslic-speaking areas, to secure a commitment [rom the [ranchise holders
to Gaelic production. In parallel with that, | would seek & commitment
from the BBC that they would maintain, and if possible increase, their
Gaalic production levels, and 1 hope Douglas Hurd can help In securing
this.

Cosls

Talevigion production does nol dcome cheaply. PHE sugjest  that

500 hours would oost more than £20m, and 300 about El1Zm. At this
stage, 1 do not think we should commit ourselves to a fignre but indicate

that our objective & to gecure a Turther 200 hours or =20 of television in
addition to the existing production levels over, say, the first two or
three vears of the operatlons of the Fund, That might 1imply a

commitment from fPranchise revenues of a sum of the order of £8m at

present prices.

Subject to collesgues' agreement, | would hope to float these ideas on
11 July - making it clear that our ideas were still developing and were
subject to further discussion with the BBC, the 1IBA, the ITV companies

mnd the Gaclic interests.

I hope you can agree. 1 am copying this minute to colleagues on
MISC.128 and to Sir Robin Butler.

Scottish Office
30 June 19810
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A POSSIBLE "GAELIC TELEVISION PRODUCTION FUND"

Aim
To promote good quality Gaelic television production cn Channel 3, to

pupplement companies' existing levels of production, and in association
with a continuing commitment to Gaelic television from BBC.

Objective

To fund a further 200 hours of production so that total Gaelic television
production on all channels rises to some 300 hours a year.

Funding

Perhape £8m a year from franchise revenues, to supplemeni companies'
existing commitments, estimated at some £4m.

Constitution

The Fund would be administered by a Committee of the ITC, appointed
and funded by it, with a small executive stafl employed by the ITC.

Method of Working

The Fund would annually indicate to the C3 companies (STV and Grampian
or their successors) its intentions for the following year to fund a
specified number of hours of Gaelic broadeasting, with an indication of
the proportion of that attributable to, say, schools broadeasting, the arts
{music, drama, lterature, etc), sport and general interest. The
companies would be invited to tender proposals for the production and
showing of such programmes in their schedule of Gaelic programmes. As
a matter of poliey, the Fund would expect a significant proportion of the
programmes to be produced by independent producers.

Need for Legislative Backing

The 1TC would need to be enabled to reqguire C31 companies to provide a
commitment to Gaelic broadeasting as part of their guality/diversity
requirements, (It is envisaged that mccess to the Production Fund would
be dependent on the satisfactory delivery of Gaelic programmes,
particularly for news and current affairs, in their basic schedules.)

Pros=

manageable within the ITC framework at arm's length from
Government (though there will be Governmental invelvement in
decisions about agreeing the level of funding from f[ranchise
revernues )

the franchise revenues recycled through the Fund would go
only to C3 companies and not to the BBC: so the commercial
companies would nol be Tunding the BBC

MWELBOL2 RESTRICTED
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the Fund would avoid concentrating sll Gaelic production on a
gingle channel, on the S54C model

evolutionary because [unding levels, and fund priorities, can
vary with experience, without the rigid statutory framework of
the 54C model.

participation of the C3 companies would need to be enforced by
franchiee requiremanis, backed by legmislation

no formal mechanism for ensuring complementary continued
production by BRC

falls short of the all-embracing Gaelic Broadeasting Service
envizaged by the Gaels, which would have funded and
eo-ordinated production across both the BBC and C3.

Seottish Office
29 June 1988

MWE1BOL2
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Miss Caroline Slocock ¢

Private Secretary |,er s

No 10 Downing Street \ Ifﬁl

LONDORN

SWIA ZAA HO June 1989

Sm [l

TRANSMISSION AND NIGHT HOURS whard {5

Jy Becretary of State has seen the Home Secretary's H]]'TEJLIEM‘E
about the forthcoming statement on privatisation of the (ransmission
system and the arrangements for BREC night hours.

Mr Rifkind strongly supporls the Home Secretary's recommendation that
transmission charges should be based on Nel Adverlising Revenue (NAR).
Thiz seems to him to be the mos! readily explicable and acceptable basis
for charging for a national network in a way which takes account of the
very different revenue generating capacity of the transmission network in
different franchise areas. He accepts that that may change over time and
that the IBA financlal projections suggmest that by the end of the century
the gap between population and NAR tariffs would be gquite =small.
Indead, a merit of the NAR system is that it responds to the changing
balance of financial strength amongst the Channel 3 companies rather than
ossifying contribufions on the basis of population shares.

Mr Rifkind is alse ocontenit with the terms of the Home Secrolary's
proposed announcement on the retention by the BAC of both sets of night
hours.

| am sending copies of this letter to the Private Secretaries to other
members of MISC.128 and to Trevor Woolley at the Cabinet Office.

LTI-"L-. fbasfa {:.

|

Private Secretary

EML1811.1
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PRIME MINISTER

TRANSMISSION AND NIGHT HOURS

At the last meeting of MISC 128 it was agreed that Douglas

Hurd would circulate draft announcements on tranamission and

the BBC night houras. He also undertook to propose what

arrangements should be made to mitigate the effects on the

smaller Channel 3 companies of the wide regional variations in

the cost of tranemission,

i

Douglas Hurd's minute at Flag A meets those remits. He

attaches two separate draft Arranged POs. And on the issue of

e r—

the amaller Channel 3 companies he proposes a transmission

e
tariff based on each company's share of the total relevant

T —

income of the Channel 3 companies.

Brian Griffiths' note at Flag B accepts the proposal for the
regional costs of transmission. He is also generally content

with the terms of the two draft announcements, but raises cne

guery on the second page of the privatisation draft. I have

highlighted the passage concerned; Brian wonders whether this
might be used by the BBC to try to get round the ban on joint

ventures with the private sector. You might therefore want to

guestion this sentence.

't L m—— - - — T ——

Content:

{1] To agree the proposal for the regional costs of 7j

transmission?

{ii) To agree the draft announcements sugbhiject to gquestioning

the sentence on page 2 of the privatisation draft? =

—|.,_l|
v LA Pmas

ﬂnw

2{’. ¢l e

PAOL GHRAY
30 June 1989
DaS AV CONFIDENTIAL
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PRIME MINISTER

FINANCING OF CHANNEL 5

When the Heme Secretary announced the ocoutcome of the
broadcasting package Eor Channel 3 last month, you guestioned
the Treasury's proposal that fasn bonds for unsuccessful

b i A
applicants for Channel 3 franchiseszs should not be returned.
The Treasury argued that these bonds might be used ko finance

the costs of setting dp Channel 5, ¥ou said this would be a

new policy to which you saw major objections.

e

The further Treasury letter at Flag A explains the thinking
behind their proposal. The problem 13 that there will be &
massive bill - possibly £100 million - ko be paid for clearing

e . B —
the spectrum to make room for Chanpel 5. As Brian Griffiths’

note (Flag B) brings out, some way has to be found of meeting

thizs bill. But Brlian points to the difficulties with LH;
TF;EEEF} idea. He suggests that vou should invite the DTI
(who have also written In ecriticizing the Treasury idea -
Flag C} to come f[orward with alternative proposals for

financing the Channel 5 costs.

————

Content? :
3 Lol * luﬁﬂ{r e~ N

i [xﬂAiqﬁiu{ uupﬁjgj:_ U |l

putel b

= | o
chosn & Uhen Loy
PAUL GRAY - Lwnkd” ] e Mﬁ;

&00 2
79 June 1989 ey e | & = r\_f
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PADL GREAY 289 Juna 1984

TRAMSMISSTON AND NIGHT HOURS

I have now read the minute from the Home Secretary to the
Frime Minister on the above and have no substantial comments,

axcept to say:

{a) the drafte are fine although I am a little nervous
about the sentence beginning in the tenth line
on page 2 of the draft on peratlsatinn of the
transmission systemy I do not know guite how thais

; LR N
might be used by the BBC to obviate]joint ventures

with the private sector;

in terms of wariations in the regicnal cost of
tranemission, I have no objection to the HAR option
which the Home Secretary 1s content with - even
though the Treasury option is more attractive,
I do find the point made in 4b a real political

difficulty.

A

BRIAN GEIFFITHS
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PRIME MINISTER

TRANSMISSION AND NIGHT HOQURS

i
L La'r

At MISC 128 on 21 June I was asked to circulakte Araft
announcements about our decisions on transmission and the BBOC
night hours.

2 I attach drafts of Arranged Questions on these two

subjects. I would like to make these announcements on 4
July, and I should therefore be grateful for any comments by

noon on 3 July.

3. The cone iszsue which we left open was what arrangements

should be made to mitigate the effects on the smaller Channel

3 companies of the wide regional wvariations in the cost of
=y

transmission. I attach a note prepared by officials which
————,
analyses the options.

4, The proposal put forward by the Financial Secretary is
an ingenious one, and I see the attractions in allowing
Channel 3 companies to procure transmission facilities
individually rather than collectively, However, I also see
two major difficulties with this approach:

{a) it could 1lead to the smaller Channel 3
companies belng ecress-subsidised by Channel
4 (or 84C in Wales), and in some places by

[

Channel 5. This would be & perverse result.

If the weaker Channel 3 companies need
supporkt, then the gstronger Channel A
compani@s are the natural candidates to
provide 1t, not Channels 4 and &5:

CORFIDENTIAL
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{b) it would not hea clear whather the smaller
companies would be wviable until they had
completed Eheir negotiaktions with the
transmission Company. The continuing
uncertainty (which would last until well
into 1992), might well make it impossible to
stick to the preszent map at all. We would
be letting ourselves in for three more years
of political Aifficulty on this subject.

O I therefore think that we have a choica between a
tariff based on MAR and one based on population share. The
advantages and disadvantages of these two approaches are
evenly balanced. Colleagues at MISC 128 appeared in general
to favour the NAR option, and 1 am content with this. As the
note by officials points out, the tariff would in fact have
toc be based on each company's share of the total relevant

income of the Channel 3 companies, taking account of sponsor-

ship and subscription income as well as advertising revenue.

6. Although we have decided that the BBC should not be
permitted to compete for new broadcasting transmisgsion
business, some of the new broadcasting services will, ag a
matter of practical necessity, have to be transmitted from
BEC masts. There may be other back-up technical facilities
which can only be provided by the BBC. The draft announcement
therefore does not exclude this.

r If possible I should like to include ocur decigion on
enginearing and R and D in the tranemission announcement.,
If, however, it does nok prove possible to settle this issue
in time, I would propose to press ahead with the transmission
announcemesnt on 4 July, leaving tha othar matters to be dealt
with separately.

CONFIDENTIAL
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8. I am copying this minute to other MISC 128 colleagues
and to Bir Robin Butler.

=

-
i
g
i

|
bt f BN

af
{ | ;f
Approved by the Home Secretary
and signed in his absence.

27 June 19839

CONFIDENTILAL




DRAFT ARRAMGED FQ ONM PRIVATISATION OF THE TRANSMISSION S5YSTEM

To ask the Secretary of State for the Home Department if he will
make a statement about the privatisation of the terrestrial

broadcasting transmission system in the light of the Price

Waterhouse report.

DRAFT BEPLY

In the White Paper on Broadcasting we stated that our objective
was to move the terrestrial transmission system progressively
into the private sector. The Price Waterhouse report analysed
the various wavs in which this could be achieved. In the light
of that repozt, we confirm that our intention is to privatise
the transmission networks owned and operated by the BBEC and the
IBA AS soon a5 we are in a position to do so. We believe that
a move into the private sector will reinforce the pressures for
efficiency, and will enable more intensive use to be made of the

wvaluable Eransmission infrastructure.

We have considered carefully the different possible options for
the structure of a privatised transmission industry. On balance
we have decided that the best approach would be to set up two
national transmission companies based on the present BBC and IBA
transmission nektworks, rather than to restructure the system in
the way proposed in the Price Waterhouse report.

The BBC's transmission responsibilities are rooted in their
Royal Charter which lasts until the end of 1996. They have




indicated that they do not wish to have these responsibilities
transferred to a private transmission operator. We have
therefore decided that the BBC should retain their transmission
responsibilities, including for the World Service, until the
expiry Of the Charter. The position will be reviewed at that
peint with a wview to privatisation. In the meantime, the HBC

———

will be cc cnn[:neﬂ o] v transmLttlnq ltb own EEI?lCEu, and w111 nnt

be perm1htﬂﬂ to cnmpetﬂ for the transmission of new hrnadcastlng

————— S

services. However the BBC will be allowed to provide essential,
ancillary services to private transmission companies where
necessary. We are concerned that the private transmission
market should develop in a fair manner; and, while the BBEC's
transmission operation remains in the public sector, there would
be insuperable difficulties in ensuring that the BBC entered
this market in a way which would be perceived to be fair to its
competitors. E

The IBA have welcomed the proposal that their transmission
operation should be privatised, and we will be including the
necessary provisions in our legislative proposals o1
broadcasting. We shall be considering further the timescale for
privatisation, bearing in mind the possible implications for the
ITV contracts. We have taken note of the wide regional
variations in the cost of transmission, and of the possible
consequances of these wvariations for the smaller Channel 3
companies. We propose that there should be a uniform tariff for
Channel 3 companies based on thefr share of the total Channel 3
income, taking account of any subscription and sponsorship
revenue as well as net advertising revenue,

The private transmission company which takes over the IBA's
transmission operation will have a' powerful market position.

We therefore consider that economic as well as technical
regulation will be necessary. We propose to amend the
Telecommunications Act 1984 to enable this regulation to be
carried out by the Director General of Telecommunications., This




requlatory framework will be designed to ensure that the

transmission market operates fairly, and also that the coverage,

gquality and reliability of the system 15 maintained.

[IBA R & D]

C: \WP\JS\DPQPHTHN . PQ




DRAFT ARRANGED PQ ON BBC RIGHT HOURS

To ask the Secratary of State for the Home Department if he will
make a statement about the proposal in the broadcasting White
Paper that the night hours of one BEC channel should be assigned
to Ehe ITC.

We have considered carefully the comments we have received on
this proposal. We have decided on balance that it would be
better to leave the BBC with bBoth =ets of night hours in order
to enable a faster start to be made with the development of
subscription services. The BBC will therefore be permitted to
retain both sets, on condition that it makes the fullest
possible use of Lhem for raising subscription income, consistent

with its public service gbligations,

When we come to consider the level of the licence fee from April
19571 onwards we will review the use which the BBEC is making of
the night hours. The lavel at which the licence fee is set will
take account of the BBEC's capacity to generate subscription

revenue Irom two sets of night hours.

C: \WP\JS\DAPQNTHS . PQ




TRANSMISSION CHARGES FOR CHANNEL 3

Hote by Ehe Home OFFfice

At MISC 128 on 21 Juna Hinisturs decided that a mechanism should

be devised to mitigate the effects of the regional variations
in the cost of transmisgsion upon the smaller Channel 3

companies. Officials were asked to examine two options:

a system in which the smaller Channel 3 companies
would approach a national transmission operator in
their areas, offering to pay a charge slightly
exceeding the marginal cost of transmitbting their

service:; and

a2 national tariff based on shares of Net Advertising

Eevenue (MAR).

In examining cption (b) this note compares it with a national

tariff based on population shares.

Marginal cost svystem

i Under Ethis system individual Channel 3 licensaas would
procure thair transmission facilities individually rather than
collectivaly. The companies would approach a mnational
transmission operator capable of providing a service in their
areas and negotiate a price. In practice the tranamission
operator would want a price exceeding the marginal cost of

transmitting their service,

3. As the BBC is not to be permitted to provide transmission
facilities to other broadcasters, the Channel 3 licensees would
initially have to be transmitted by the IBA's privatised
successor. (In theory it would be possible;, in some areas atb




least, for a new entrant to offer an alternative service using

BBEC masts. But as it is hard to see how this operakor could be

transmitting any other services, the marginal ecost of

transmitting the Channel 3 licenses would be egqual to the full
coat) . The 1IBA's privatised successor would also be
transmitting Channel 4 and (in some areas) Channel 5. As the
Channel 3 licensee would not be bearing his share of the
transmission operator's fixed costs these would have to be
recovered from Channel 4 and (in some areas) Channel 5.
channels 4 and 5 would therefore be subsidising the Channel 3
licensees. The extent of cross subsidy would depend on the
prices which the transmission company could negotiate with C3
licensees, The assumption would be that it would seek the
maximum contribution the market would bear from each C3 company
towards its fixed costs. This might mean a higher price for the
richer €1 companies and a lower (marginal) price to those of
slender means but still one which provided some income and
profit which would be foregone if their business was not there.

4. The transmission operator's charges will be subject to
regulation by Oftel who would not normally allow fixed costs to
be recovered disproportionately. Special provision would
therefore need to be made for this in the transmission
operator's licence. Oftel would also ensure that the
transmission company did not exploit its position excessively

with either rich or poor licensees.

5. Following the privatisation of the BBC's transmission
operations after 1996, this arrangement would offer the greatest
opportunity for market forces to operate, as individual
Channel 3 licensees would be able to switch from one

transmission company to the other.




HAR tariff

B. The main advantages of a MNAR tariff is that it is
transparent; is capable of being applied as a uniform national
tariff; and, most importantly, it links the charges for local
transmission to the earning power of the local network. But,
as with national tariffz for utilitiez such az the postal
gervice, it would have only a tenuous link with the actual costs
of providing these local services. Between them the five small
companies would pay £1.61m {on the basis of present MAR shares)
against actual costs of £7.51m. HNevertheless, they would pay
more than twice as much for transmission as they do at present,
and their share of C3 transmission costs is projected to

increase further over the years.

7. Under the Government's proposals Channel 3 companies (like
all independent broadcasters) are to be permitted to raise
revenue through subseription and sponsorship as well as
advertising. The HNAR tariff proposal should therefore
presumably be widened to take account of these two other sources
of revenue. The result would be a formula based on Channel 3
companies’ share of the total Channel 3 revenue from
advertising, subscription and sponsership. This broader
approach would be consistent with the decisions announced abouk

competitive tender,

8. Any tariff based on revenue shares would act as a discentive
to Channel 3 companies to increase their share of the Channel 23
market, although they would have a powerful general incentive
to ilncrease Ltheir overall revenue {and their share of overall

HAR) and reduce costs in order to remain profitable.

9. The effect of a NAR tariff is likely to change over the next
franchise period as illustrated in the table (which is based on




financial modelling by the IBAJ). The main reason for this
change is that the penetration of Channel 5 will vary from
region to region. Where a Channel 3 licensee is subject to
competition his NAR will tend to be depressed, leading his share
of the total Channel 3 MAR to fall. Conversely, a Channal 3
licensee who is subject to little competition will find his
share of the Channel 3 NAR tending to rise, even if his NAR is
not growing in itself. The small Channel 3 companies are likely
to be subject to less competition than the others (mainly
because of the limited geographical coverage of Channel 5), and
so0 their aggregate share of the Channel 3 NAR is likely to rise

over the next franchise period.

Population share kariff

10. An alternative approach would be a tariff based on
population share. The main advantages of this approach are that
it would be simple, predictable and (like the charging
arrangements for other universally provided services, such as
the postal service) would be based on the proposition that there
should be a uniform charge for serving each individual person
or household. The main disadvantage is that it would not take
account of the differences in the earning power of different
transmitters, attributable to the warying attractiveness to
advertisers of the populations which they serve - though this
is, of course, a point which would be reflected in the

competitive tender mechanism.
arigon of HAR an lation share tariffs
11. ©On the basis of the 1989 MAR shares a NAR tariff would be

more beneficial than a population share tariff to all of the
five small companies, except Channel. However, according to the

IBA projections, the population share tariff would be more
beneficial than a NAR tariff to TSW as well as Channel by 2002.




While Grampian would still be better off with a NAR tariff the
gap would have narrowed. By 2002 the aggregate Eransmission

charges paid by the five small companies would be roughly the

game under either tariff system.

12. Among the larger companies, Thames, LWT and T™VS would all
pay more under a NAR than a population share tariff. In the
case of TVS this disparity would grow (because Channel 5 will
not have UHF coverage over large parts of its franchise area).
As to the medium sized companies, HTV and Tyne Tees would pay
more under a population share tariff (though in the case of the
farmer the difference would disappear by 2002). TV-AM would be

significantly worse off with a population share tariff.

135 I+ would be necesgsary to make clear how long any
arrangement based on cross-subsidy between Channel 3 companies
would last. If it lasted for the whole of their licence pericd
it would bind the companies to seeking transmission facilities
collectively for ten years. This would restrict competition
with the privatised BBC operator after 1996, or any potential

new entrant te the transmission market.

Home Dffice
June 1989

TMNCSCHI . NT




EFFECT OF DIFFERENT TRANSMISSION TARIFFS ON CHANNEL 3 COMPANIES

. Actual Present Fopulation HAR NAR HAR
Tariff Share (1989} {1897} (2002])

Thames . .19 .00 4.05
LT . i - .74 L4
Central E .97 .63 .84
Granada : - % .84 .84
Yorkshire - .38 .44 .30

TWS B ' A7 02
HTV . 3 .94 AT
Scottish : ‘ .44 .43
Anglia i % B & | v 18
Tyne Teas . ; BE 5 e

TSW . ; .6B .66
Ulster * 5 B3 L0
Grampian ’ . « 30 . [
Border . . ! .19
Channel . = » 'S .08

TV-AM : . , .61

Hotes:

1. Figures based on a total charge for Channel 3 of E28.0%m, which
includes an assumed rTeturn on capital of 5%. Mumbers do not

necessarily amount to £28.09 due to rounding.

2. Actual cost and population share figures for Thames, LWT and TV-
AM are kime apportioned.

&

3. Figures for 1997 and 2002 assume 70% coverage of Channel 5;
penetration of 65% within coverage areas; and viewing share of 21.5%

within households equipped to receive it.

THMHNCSCH3 .NT1




PRIME MINIETER 28 June 1989

MISC 128: CHANNELS 3, 4 & 5

At the time Cabinet approved the setting-up of Channel 35,
£he DTI noted that it would involve a once=for-=all cost
associated with the re-allocation of channels within the

radio sSpectrum.
The DTI's hbest estimate for that cost 183 E100m: with the
re~adjustment of wvideo-recorders being a significant element

in the total.

The Treasury have rightly asked the guestion,; "Who pays?”

In principle the cost could be allocated to four different

groups:

fal the Excheguerj

(b TV licence holders or owners of video recorders;

| £ applicantes for the C3 and C5 franchises;

) the broadcocasting industry as a wiiole;

[e} goma combination of the above,

The Treasury proposs option {(c), (i1e a non-returnable fea
would be charged to all those bidding for C3 and C53 licenses)
not because they consider it ideal, but because they cannot

think of a better.

Tha DTI are right to emphasise the weakness of this schema:

it would be a major disincentive for companies to




apply for C3 and C5 licences, and would distort the relative
attractian of ecable and satellite TV. In addition, givean
the size of the costs involwved; it would be wirtually
imposgibla to oCcover the total costs of establishing C5 in

this way.

An alternative would be to place a levy on all territorial
broadecasting companies which use the scarce spectrum and
which depend on the DTI for its proper management: this
could be in the form of an actual rent pavable over a fixed
numbar of veare, egual in total to the coet of re-allocating

gpectrum to fit in C5.

Other alternatives are possible.

RECOMMENDATION

Invite the DTI to respond to the Treasury's concern

setting out alternative ways of financing.

BRIAN GRIFFITHS




f=t.02.29.6.89 UNCLASSIFIED

lreasury Chambers, Parhament Streer, SWIP 3AG

Tha Rt Hon Lord Young of Graffham

Secretary of State for Trade and Industry

Department of Trade and Industry
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INDEPENDENT BROADCASTING ENGINEERING AND R&D

I have seen your letter of 16 June to Douglas Hurd.

I su Enrt your proposals to limit the ITC's in-house R&D
capahT ity and to take powers to privatise the IBA's Experiment
and Development Department. I am, however, aware that no work has
been done to identify a potential buyer for the EED Department.
It may be that none can ba found, and the Department should be
closed down. I am concerned that any announcement should be
carefully worded to avoid a commitment to privatisation that it
may be impossible to fulfill.

Any powers taken in the Broadcasting Bill to privatise the E&D
Department should be set within a timetable, and if privatisation
were to fall within that timetable, the Department could be
closed. This would avoid the undesirable situation that you have
identified where the department exists in a temporary home, where
it is not encouraged to compete in the market.

I am copying this letter to the recipients of jyours.

Lﬂth Bvcardde, |
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QUEEN ANNES GATE LONDON SWIH 9AT

,E:;ﬁune 1939

INDEPENDENT BROADCASTIRG ERGINEERING AND B & D

Witk e ' i fenuese £ Aeaunide

Thank wyou for your letter uﬁgiﬁ#jfne enclosing a paper about the
future of the IBA"s engineering and B & D.

In general I agree with your conclusioms. The only area where I
would 1ike to suggest a slightly different approach is the privatisation of
the IBA's Experimental and Development (ED) Department. I agree that the
future of ED Department should depend on whether it can pay its way by
selling its services in the market. If it cannot do so then there will he
no cage for finding it a continuing home in the public sector. But I think
that we nead to consider carefully how we manage the process of
privatisation. ED Department will have to make a considerable cultural
change, from a public sector body operating at some distance from the market
to a private company opérating in a wery competitive enviromment., Ik will
be undergoing this change at a period of considerable flux in broadecasting.
Az the paper by officials notes, in the early 19903 broadcasters may be too
presccupied with short term problems arising Ffrom the 1993 franchise round
te make longer term decialoms about R & D, I therefore fear that a
privatisation in early 1991 - which is what your propesal would mean in
practice - might well fall., This would not be a happy outcome. We would
suffer the embarrssoment of a failed privatisation; and the resource
represented by ED Department would be broken up, probably irrevocably.

5o I think we need to find a way of providing ED Department with
gtabllity In the short term, to give its management time to make the
adjustments necessary to enable it to survive in the private sector. Our
privatisation poliey has always recognised that some public sector
organisations need time to reorganise themselves before they can be
successfully moved into the private sector, Specifically, I propose that ED
Department should be set up in the Bill as a separate company required to
operate on & commeércial basis. 1In the very short term it would be a subsidy
of the ITC. However, the ITC would be empowered to require those of its
licensees using UK frequencles (l.e. Channels 3 and 5 licensees, and local
delivary operators} to invest in the company for a limited period (umril,
say, the end of 1994}, At the end of this period the ITC licensees could
withdraw from the company 1f they wished. Moat of these licensees would not
come Into force until Jamuary 1993. In the period hefore January 1%9%3 the
ITC could be asked to encourage the ITV companies, BSE and cable operators
to make modest Investments In the company if they wished. It could also
seek lnvestment from outslde the broadcasting industry, e.g. from equipment
manufacturera. I underatand that the annual budget of ED Department is

The Rt Hon The Lord Young of Graffham
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presently £2.5 million; so the financial exposure of any individual licensee
required to Invest In it would be minimal even If it were a complete
commercial failure.

The basic model I am putting forward - required investment by ITC
licensees - is saimilar to the one which successfully launched ITN, and which
we are enviszaging for the Channel 3 news organisation In future, The main
difference is that the licensees would be required to {inveat for only a
limited period. I see it as having three main advantages, Firat, it would
give the management of the new company a short period in which to adjust to
the private sector environment. During this period it would have to compete
for B & D contracta. There would be no guaranteed sourcea of work from thea
ITC. Second, it would give a clear target date - the end of 1994 - by which
time the company would have to be ready to stand on its own feet. Third, the
involvement of broadcsstera and others in the industry would reinforce the
preasure on the company to focus on the needs of its potentlial customers,

[ take your point that there 13 a danger that transitional arrange-
ments can riun for longer than orlglnally intended. T belleve, however, that
we can guard against this possibility by specifying in primary legislation
the latest date until which ITC licensees would be required to inveat in the
company. In this way it would not be possible for the ITC to extend the
perlod of required investment In the company, even if it were tempted to do
go0. The company might, of course, go under at the end of 1994, That would

be a plty; but it would at least have been given a reascnable chance to
establish icaself.

[ think that transitional arrangements on these lines would be fully
Justified on the merita. But we also need to keep in mind the politics of
this lssue. ED Department has a high reputation internationally, and haa
admnirers in this country, including among some of the more knowledgeable of
our own supparters. While the IBA would, I believe, support privatisationm,
they are likely to oppose any scheme which did not include transitional
arrangements; and they would not be short of Parliamentary support. I am
not keen on thia issue becoming a running sore throughout the pasasage of tha
BiL} .,

I am copying this letter to the Prime Minister, other members of
MISC 128 and to S5ir Robin Butler.

\.
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B Laiktn

MISC 128: CHANMELS 3, 4 AND 5

il WITH 4

HE Eeciﬁtary nffstagﬁﬁhas seen the exchange of correspondence
about o uSiJ:fﬂﬂﬂ bonds which currently rests with your

letter of 19 ne to Paul Grav,

Like the Prime Minister, he has considerable doubts about the
Chancelleor's proposal that the cash bonds of unsuccessful
applicants should be used to contribute towards the setting up
costs of Channel 5. There seems little justificatien in
obliging unsuccessful applicants to subsidise the winner of
the Channel 5 franchise. A non-returnable depasit could also
act as a barrier to entry to Channel 3, particularly since it
would effeectively be subsidising a Channel 5 competitor.
FuTth@rman; I understand that the IBA have done some work
which suggests that we can expect positive tenders for Channal
5 even if all the start-up costs are assigned to the
franchise,

The problem, incidentally, relates to the current use of
Channel 36 (nct 35 and 37) by VCRs and home computers, which
may suffer adjacent channel interference from the new service
on Channels 35 and 37.

The problem will already be known to those interested in
Chan¢91 3. The Wnite Paper highlighted the potential
difficulties over retuning and made it clear that the Channel
5 gran:hlse would be obliged to meet the costs related to
using Channels 35 and 37.

e
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the depariment for Enterprise

No one is guestioning the fact that the Home Secretary's
statement did not say that the cash bonds would be returned.
We are not, therefore, in a position of having to make an
early announcement. Nonetheless, my Becretary of State hopes
that, once afficials have been able to assess more precisely
the extent of the problem, colleagues will be able t£a congider
more definite proposals on Channesl 5.

lorrs
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Private Secretary
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PRIME MINISTER 20 June 1984

BBC WIGHT HOURS

Cavid Young's minute on this subject 1is far better

Douglas Hurd's and I strongly support his conclusion.

I attach a note I submitted previously: the crux of

argument is at the top of page 4.

A e
|‘anh éb\"*t%

BRIAN GRIFFITHS
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MISC 128: SUBSCRIPTION AND THE WNIGHT HOURS

The remit of the BBC and the existing franchises for ITV do
B ————88 _.__‘_-*-
not cover the night hours. At present BBC and C4 rarely use ‘E”’ff

T
the night hours for broadecasting, (the exception being the Mkﬁfﬁ—

General Electionl). Recently, however, the ITV companies et

have bagun to show repeats of previous programmes and old fv_ﬁ

films, thereby prompting the charge of 'sguatting'. G
pﬂﬁhnmlﬂuﬂ

" b
In January, the Home Secretary approved the BBC broadcasting Hﬁ:ik
a specialist service to doctors pald for by subscription on

—

a two year experimental basis.

Because of these developments, and also because tha ugse of
tha night hnurs 15 & ualuahle asgset, MIEC 128 asked the Home

——— —

Secretary to come forward with a set of proposals for their

uge. He has now done this and proposes that:

The BBC should have the use of the night hours on

BECL and BEC2, provided they use tham for
- - =
subscription services.

e T

The licence fee will be reduced by an amount which
e
reflects the revenue which the BBC can earn through

subscriptien.
o

The ITV companies should not ba allowed to use the
night hours but these should ba allocated under a
separate franchise to different companies, with the

-—-—'_'_._'_._--_
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He also mentions in the note but not in the recommendations

that "We need to signal clearly our long term cbjective of

replacing the licence fea by enabling the BBC to make a

significant early start with subscription".

—

These proposals are different to what MISC 128 recommended

and need to be considered carefully.

— _=_-_-—

They are open to question on a number of points.

Greater Dominance for the BEC

First, they would give the BBC a more dominant pesition
after 1992,

Most of the past year in MISC 128 has been spent discussing
ways of increasing competition among the ITV companies. The

companies recognise that change is coming: hence their
attacks on restrictive practices, the rearguard action which

some compapnies are fighting, and the enterprise being shown
by LTN.

The BEC has been locking on at this debate rather smugly,
gecure in the knowledge that its public subsidy will keep

rising with the cost of living, at least for the time being.

Because the Corporation has agcumulated so much fat over the

years, it is not threatened by the need for some

belt-tightening: it can lay off some of its surplus staff

through natural wastage.

In this already uneven situation, the Home Secretary's

proposals will strengthen the BBC by providing it with two
___-—l-l. ein———

valuable assets (night hours on BBCL and BBC2) while at the

—

gsame time weaken the ITV companies by stripping them of

thei ight hours. The broadcasting scene post-1993 loocks

——

something like:

e

A
H




an enlarged BBC having two terrestrial channels

including night hours

smaller terrestrial ITV companies with franchises

which run from, say, 9.00am, to 10.00 pm

i fe———

new companies (BSB, C5, Cable, Community TV),

mainly non—terrestrial.

B

—

The end result will be a_more dominant BBC and a larger but

more fragmented commercial sector made up of smaller

e

companies.

p——

Replacing the Licence Fee with Subscription

Second, the Home Secretary suggests that allocation of the

A=t
night hours of BBClL and 2 to the BBC is a step to replacing-

e ]

the licence fee. This seems an extremely dubious

e

proposition.

The BBC management know that it would be impolitic not to

e

move a little in the direction of subscription. But from

all the conversations I have had with them in the past two
years I helieve they will fight for the retention of the

licence fae As fiercely as they can and to the bitter and.

The only way for the Government to inform the BBC of its
objective is for it to be specifically set out in the White

T . L L TR 2
Paper in some detail: in prticulprthe Government need Lo set

a3 date by which the licence fee will be phased out.

———— —

The original recommendation of MISC 128 was that the BBC

should be granted the use of the nlght hours en BBCZ but not
— =
on BBECl. The Home Secretary now suggests both channels.
—_—

If the intention is that the BBC has the opportunity to
learn how to manage subscription, then surely all that is
—

e

needed is one channel.

—

Mmayrr: “wld .
4_i'l ?"_’"._
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The argument the Home Sacretary uses is that allgcating two
chanpels would maximise the BBEC's opportunities to raise

subscription revenu. While it would certainly ingcrease the

time available for this; it is _very duubLEdTHiE the EEC
w:uld hFaLly use the opportunity to maximise their revenue. e

e

The plans they seem to have presented so far would not
——

generate mach revenue (special programmes for dentists,

— —

farmers, architects, educational services, hobbies and
_— — B —
particular interests). To the extepnt that the BBEC sees a

e

larger market for exploiting their archives, they could just

as well sell these programmes to a commercial operator
—————— e —————— ) ——

rathEP than be al‘n:ated an additienal channel fl far

——

themselves.
—

rotection for BSB

T

Third, the proposals will have tha effect of restricting
4 5 —_—
competition for BER.

—

The cash flow for BSE will ba generated — at lesast ia the

early yvears - by a film channel paid for by subscription.

The Home QOffice have been at pains now for some time to

ensure that BSB have as little competition possible in this

field. Hence their proposals that the new channels 5 and 6
should be advertising financed and that MVDS and Cable
should be local. (A8 the details of the night hour

franchigg; for ITV will be settled by the ITA, one can
imagine that when this body come to make the decision it
will be leant on to =2nsure that once again the ITV companies
will not use the night hoors to broadcast new Eilms by

subscription).

BSB are already being provided with a number of significant

privileges. After 1993 it would be prefarable for the use
of the night heurs on all channels to be determined by

> e —=-_' L
viewsr choice rather than bureaucratic rules.

i
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CONCLUSIONS

The new proposals from tche Home Secretary will strengthen
the role of tha BBC, weaken the positicon of the ITV

companies and bolster the position of BSB among the new

antrants to television.

RECOMMENDATIONS

The BBEC should be anthoriszed to rupn subscription

services on_BB3 as scon as possible.
- —

The BBC should be informed that the level of the licence
fam from &Qril 1991 onwards will be lower on account of
the &xtra revenue raised.

—

The Home Secretary should inform the BBEC that the Government's

“EJﬁEElEE_iﬂ_tﬂ replace the licence fee by subscripticon

and that the licence fee will be phased ocut by a fixed

—

date: the White Paper should mention the date.

—

Tha right to the night hoours on BBCl and C3 should ba

|

allecated by franchise on the same basis as the new day
R

and evening franchises are allocated to the ITV companies;

=]

the body responsible for this should be the pew ITA.

—

The Bome Secretary's minute does not mention C4: this

should be treated in the same way as BBC1l and C3.

—— S |

o

BRIAN GRIFFITHS
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PRIME MINISTER

MEETING OF MISC 128 : 21 JUNE

You saw over the weekend some of the papers for tomorrow's
MISC 128 meeting. There are, I fear, now gpite a few more in

the folder. This note akttempts to guide yeu through them.

_—

You now have three ftems on the agenda

(1) Tranamission
-___"-l
(I} BBC Night Hours
(1I1) The 25 Per Cent Imitiative

Most the papers are specific to one of those individual items,
and are included in the three dividers. But immadiately below
this note ares two more general minates which I suggest you
look at EiriL:_J

-
e
wf;lag A a note by Brian Griffiths bringing together the three

agenda items and expressing his conacern that, as a

package, they are muach too favourable to the BEC

Flag B supplementary Cabinet Dffice briefing on the extra

items which have been added to the agenda since the

W e nd

—

Divider I - Transmission

Flag € the Home Secretary's paper, which you studied over

the weakend

the more detailed report by officials, also in the
waakand box, which yvou do not need to bother with

Cabinat OFffice brief on transmizsion which you have

already sa4an

a brief by Brian Griffiths on transmission. You will

CONMFIDENT IAL




CONFIDENTIAL
- E —

want to go through this carafully.

nota by tha Foreign Secretary on the World Barvice

aspects of transmission

more detailed paper from Lord Young on othsar aspacts
of transmission, which was alson in the wesekand box.
Hopafully these deatailed points do not meed to be
discussed and can be clearad in correspondence - 2o

you need not bother with this

Divider II - BBC Night Hours

The papers heres ara:

Flag I

Home Secretary's minute which you saw over the

Wes e nd

note by Lord Young, questioning the revised proposals
to lat the BBC hawve both sets of Wighta Hours

briefing by Brian Griffiths which strongly supports
Lord Young

Divider III - The 25 Per Cent Initiative

The papars aAre:

Flag L

P
{ PAUL GRAY) bty Sk

20 Juna 1989

minute from Douglas Hurd suggesting that in view of
the latest BBC offer to make information available on
indepandent production, there is no need to legislate
to reguire the BBC to satisfy the OFT about the 25
per cent [igorm

nobte from Lord Young, guestioning this and continuing
to urge the desirability of leglislation

briefing from Brianm Griffiths, again supporting Lord

Teauos T
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K02215
FROM: PHILIFP MAWER

DATE: 20 June 1989

MR GHEAY

MINISTERTAL GROUFP ON BROADCASTING SERVICES (MISC 128)
MEETING ON 21 JUNE

1, There have been a number of developments relevant to this
meating since I submitted a brief for the Prime Minister on 16

JURE .

BBC Night Hours

2. In his letter of 19 June to the Home BSecretary, the
Secretary of State for Trade and Industry has confirmed his wish
to discuss the Home Secretary's proposal that the Group's
earlier decision to remove one set of night hours from the BBC

should be reversed. Paragraphs 22-23 of my brief of 16 June s&
out the issues. We have therefora added this item to the agenda
for tomorrow's meeting, following the item on transmission.

ii. Monitoring the 25% Independent Production Initiative

c B The Home Secretary's minute to the Prime Minister of 19 June
refers to proposals which Lord Young made in a minute of 6 April
for monitoring the terma of contracts between the broadcasters
and the independent producers. Lord Young's minute imndicated
that theifgibwuuld not veluntarily supply detailifﬂf contracts
and your letter of 24 April recorded the Prime Minister's
dissatisfaction with this. The Homae Secratary's latest minute

indicates that the earlier exchanges were based on a
misunderstanding and that the BBC are prepared to make details of
individual contracts available on a commercial-in-confidence
basis to_the offica of Fair Trading (OFT). Tha Home Eecrétary
suggests that in view of this there Is no need to legislate to
require the BBC sach year to satisfy OFT that 25% of programme

CONFIDENTIAL




CONFIDENTIAL

production was coming from independent preoducers and that the
monitoring proposals in Lord Young's minute of 6 April can be
endorsed.

a. Lord Young wrote to the Home Secretary yesterday wvelcoming
the BBC's willingness to make available to the OFT details of
individual contractg, but suggesting that there was atllfda casa
for legislating to require the BBC to fulfil the 25% independent

production target. The new licences to be awarded to independent
television companies would require them to meet the target and it
therefore seemed to Lord Young reasonable that there should be an
egquivalent requirement on the BEC. Lord Young again suggested
that the matter should be discussed at tomorrow's MISC 128
meating, and we have therefore added this item to the agenda
after that on BBC night hours.

Ercpogals; and then to ask ILord Young to set out hies reasons for
dissenting from them, as a preliminary to wider discussion among
the Group.

iii. Independent Broadecasting Engineering and Research and
Development

6. The Trade and Industry Secretary's letter to the Home
Secretary of 16 June attaches a paper about the future of the
IBA's engineering and research and development activities. The
paper, which has been discussed by the 0fficial Group, recommends
that the Independent Television Commission should retain only
those eangineerin staff (no more than about 10 in number)
assential to its light touch requlatury rele. In line with that

—

view Lord Young proposes that:

i. the ITC should not retain any Ain-house research and
development (R&D) capacity but that the IBA's Experiment

CONFIDENTIAL
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and Development (E&D) Department should be privatised as

soon as legislation allows;

11. contrary to the IBA's proposals, the privatised E&D
Department should not be given any short term guarantees of
work or income. Powers would be included in the
Broadcasting Bill to wvest the assets of the Department

temporarily in the Home Secretary, with a view to them being

sold off as quickly as possible.

Lord Young suggests that if his proposals are agreed by the
Group; an early announcement should be made at the same time as
the Group's decisions on transmission are published.

7. Lord Young expresses the hope that his proposals can be
cleared in correspondence without need for substantive discussion
at the meeting on 21 June. I understand that neither the Home
Secretary nor the Chancellor of the Excheguer is likely to
dissent from the principle of what Lord Young is proposing,
although they may have some reservations about the practicability
of privatising the IBA's E&D Department on the terms Lord Young
suggests. This is, however, a relatively minor matter which I
suggest can safely be left for clearance in correspondence.

CONFIDENTIAL




. PRIME MINISTESR 20 June 19HY

TRANSMISSION, BEC NIGHT HOURS AND THE MONITORING OF
THE 253 INITIATIVE BY THE BBC

Before examining these papers in detail, there is one general
; —
igsue which needs to be considered = namely the balance

between the BBC and the independent television sector which

> :
will result from implementing the White Paper proposals.

Our current  deregulation of ITV means that private television
Lot i

companies face considerably greater competition as a result
s

of:

(a) the auction process;

(bl the higher guality hurdle whichi they now have to

meet;

the special provision they must make for high guality

international news;

the subsidies which €3 has been reguired to give
to C4d [the safety net on income financed by a levy
on &3 and the definite crogs-announcement and
possible cross-scheduling between C3 and C4).

the process of takeovers:

poasible EEC ownership;

satellite broadcasting;

more liberal regime for cable.




By contrast the BBC has a guaranteed annual income of £1

billion for the forsesable future.

Yet despite the increased competitien within ITV, the Home

Secretary's proposals for the BBC on transmission and night

hourg _will both lead to an expansion and strengthening of

the BBC's dominant position, and as David Young polnts out,

tHE_prﬂpﬂﬁaj on the 25% initiative for the BBC is far weaker

than it should be and muoch less robust than that for ITV.

=

If we take the de-regulation proposals for ITV together
with the current proposals of the Home Secretary for the
BBC, there is absolutely no doubt whatever that its one
achievement will be a stronger, larger and more dominant

BBC.

This is hardly the result that was envisaged when the

Government set down thia path.

There are two arguments which are repeatedly used by the

Home Office in connection with the BBC in thease matters

which need close scrutiny.

One is that the BBC has been given the green light to earn
extra Jincome. That is so. But surely the inten;IEE-_EE*‘

the time this green light was given was not that the BEC
|

should expand into every conceivable new area, but rather
that it should discover ways of earning some fees on existing
activities eg by selling its publications more effectively,

or exporting programmes to other countries with greater

vigour etc.

Second, is the argument that even if these proposals result

in an expansion of the BBC's revenue we can always cut the




. BBC back by reducing the licence fee. I am very sceptical

about this argument. F.u_-'r only wonld it appear vindictive
and ungrateful to reduce the licence fee if the BBC they
had been successful, but almost certainly the BBC would
allow the costs of producing programme to rise, (funded
by the revenue from new activitiee,) on the argument that
the  higher costs were apsolutely wvital teo produce
high-quality public service broadecasting. We would find,
in other work, that there is no room for reducing the licence

fesl

RECOMMENDATION

If the BBC is to be contained, all_thrag ErﬂEDEals of the
Home BSecretary need to be challenged. Howaver 4if some

concession has to be made the 25% initiative and trangmigsion

are more important than the might hours.

{rP R PR |

BRIAN GRIFFITHS




chex.Jjp/jmtl/13 CONFIDENTIAL

B2

Treasury Chambers, Parliament Street, SWIP 3AG
OL-270 3000

June 1989

FEt Hon Douglas Hurd CBE MP
Secretary of State for the Home Dept
Home Office

50 Queen Anne's Gate
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o S

BBC NIGHT HOURS

I have seen your minuié to the Prime Minister recommending that
the BBC should keep both sets of night hours.

I agree that this is the right course to take given the other
decisions we have taken. But I attach considerable importance Go
the corellary that we should use the financial lever of the

licence fee to make sure that the Corporation develop subscription
sericusly.

1 am copying this letter to the recipients of yours.

fh-or

% NaZ-

NIGEL LAWSON

o




20 June 158%

PRIVATISATION OF THE TRANSMISSION S5YSTEM

This subject 18 best tackled by examining the Home
Sacretary's 10 conclusions (a) to (f) in para 9 of his

minuta.

(a) Objective: to privatise transmission

Privatisation will bring benefits of increased choice
and greater effliciency = at present the Price Waterhouse
Report (PWR) suggests that the transmission of both

BEC and IBA assets are managed badly.

Recommandation

Agree to privatise transmission.

Privatisation in present form

The PW Report considered three ways in which the
transmission system might be privatised: the present
system with twe independently operated and maintalined
systems (ie the IBA would form one company and the
BBC another); a number of local moncpolies which could
bhe grouped together; or the grouping together of local
monopolies on a regional basis which would provide
yardstick competition | comparative FJudgements could
ba made about different regional operations), The
Repart rules out the regional option on technical
grounda,; though it is far from clear that this Report

ig on solid ground in doing this.




The official group (MISC 129} recommends in favour
of privatising the two transmission operations in their
pregent form for a number of reasons, the major one
being that it would avoid the cost of changing the
gystem, and that it would mean the IBA operation could

ba privatised separately Ifraom the BBC.

Recommandation

Agree to proceed with privatisation 1in present formbut
commit to review the arrangement as part of the review

of the telecommunications ducpoly

OFTEL as regulator

After privatisation there will be a duopoly of the

core areas of broadcasting transmission and therefore
there will need ta be economic as well as technical

regulation. The natural candidate i1s OFTEL.

Recommendation

Agree to OFTEL as the regqulator, part-privatisation.

{e-h} BBC and privatisation of the transmissions

Recommendations (e-h) need to be considered together.

The BBC is opposed to the privatisation of its
transmission sSystem. It has over 51 main transmission
gites and B0 in all. These are clearly wvaluable.
[t would be wvirtually impossible $o get planning
permission for some of them if they were being set
up  today. If the BBC have to sell its transmission
syvatem today, the sstimated price which iz mentioned
would be between EI00-500m.




The BBC wiew their transmission system as a wvaluable
agset with which they can defend themselves against
the uncertainty of government policy. They: bDelieve
that if they retain their transmission system it will

rise in valus for two reasons:

{1 through attracting new transmission business
for C5 and the three new national radio

networks.

by entering into joint wentures with companies
guch ag Mercury and Marconi in tha field of

telecommunlcations.,

They would hope to be able to undertake the [irst of
these fairly soon: the second would depend on being
awarded a telecommunications licence after the review

of the existing telecommunications duopoly.

The rTesult of what the BBC want therefore; far from

being a step in the direction of privatisation, is

a step in precisely the nygé%LE direction. They will
i®

v ;

be trading in the private/in order to build up the
value of public sector assets! This 18 back door
nationalisation and what is even more staggering the

Home Office are set to go along with all of it.

Before we examine the points in detail it is worth
setting out the options facing the BBC on transmission.
They are:

(1) status gquo

(ii) wholly owned and operated subsidiary




whaolly owned subsidiary but with operations

contracted out

wholly owned subsidiary with new business

(transmission plus telecommunication)
(v) privatisation.

Objective - privatise the BBC's transmission system

but no attempt to progress against their will

Certainly state that the objective 18 to privatise
the BBC's transmiession system by 1996.

The added recommendation not to attempt progress against
their will is miuch more questionable.

One option considered by the

provide some Incentive to the BBC guch ae a share
of the proceads of privatisation. It is argued in
the paper that it is unlikely that any share of the
proceeds which could be realistically offered would

lead them to change their mind on privatisation.

Because the other alternatives are 80 unattractive
this point needs to be explored in much more depth.
For example; it is not elear that the BBC would turn
down the feollowing 1if it were to be offered:

(1) share of the proceeds of privatisation;

prohibition on a wholly-owned subsidiary

seeking new transmission and telecommunication

business - which 1is de facto mationalieation;




possible minority stake (say 15%) 1n new
tranemission company - which was then free

to obtain new business.

Recommendation

Accapt the objective of privatising the BASC by 1996
but reject the recommendation of taking no further
gtapz to help privatise at the same time IBA acsets
ara privatised.

Endorse BBC proposal to establish their transmission

operation as an arms-length subsidiary and compete

for now broadcasting transmission business

Eztablishing an arms-length subsidiary 15 an internal
matter for the BBC. 1f they wish to do thisz- in the
intereats of internal efficiency, then it is a useful

step forward.

There are two problems with allowing them the right
to competa for new businesg - (1) it iz back-door
nationalisation and (ii} it is not easy to see how
it ecould be rTestructured sgo that it did npot aoffer
unfair competition. The probklem is how the BBC would
price transmission s8rvices in order fto earni a
reascnable rate of return on caplital. Eecause therea
is no competitive yardstick for transmission prices;
it is not possible to wvalue the assets other than
in an arbitrary way. The BBC could if they so chose
compete at a price below the successor cCcobpany to
the IBA and 1t would be wirtually impossible on any

objective grounds to declare it as unfair competition.




Cautious but not negative response to BBC joint-venturer

an telecommunications

This is the very cpposite of privatisation.

Recommendation

Strongly Tresist any suggestion that the BBC should

become & telecommunications operator.

Transmission charges for C3 should be based on a

national tariff related to proporticon of TV households

in any given franchise area

This issue arises because of the way in which the ITV
map is currently drawn. In a free market transmission
charges for ecartain arcsas (Grampicn, HTYV, Channel)
would be 8o "high that® it could result in negetive
tenders. To awvoid this result more densly populated
areas will have to subsidise sparsley peopulated areas.
One proposal is for transmission changes to be averaged
out per household and included in the operators costs
on that basis.

Any alternative arrangement is likely t0 prove very

contentious.

Recommendation

Accept as proposed.

CONCLUSION

As we have found with theilr attitude to the 25% independent
production guota and the night hours, the BEC can be relied
on t©o promote their own 1nterests with a vengeance.
Transmission is proving no exception. The present Home
0ffice proposals reflect falthfully what is in the BBC's,
but not necessarily the public interest,




Mot only have they objected to privatisation but they propose
capltalising on public sector assets and effectively

expanding the publie sector through joint=-ventures.

Transmission is a far more important issue than night hours.
If a concession must be made at the meeting, then it should

be made on the latter but not the former.
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‘ FPEIME MINISTER 20 June 1989

MONITORING THE BBC's 25% INITIATIVE

Meating the 25% target is a major problem for the BBC.

Until now they have refused to digsclose details of individual
contracts. The Home Secretary's proposal not to legislate
rests on the goodwill of the BBEC's middle managers. Until
now we have not been able te rely on such goodwill from
thesa people. These are also the people who have claimed
privately to colleagues at conferences that the BEC will
never reach the 25% target as it will mean such a major

shake-up of the corporation.
It would be far better and safertoc put the EBEC and ITV oan
exactly the same footing and reguire beoth to act on the

basis of legislation,

RECOMMENDATION

Reguire the BBC to meet the 25% requirement through
legislation, in exactly the same way that the ITV companies

are being reguired to qo.

Bacan

BRIAN GRIFFITHS
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MONITORING THE 25 PER CENT INITIATIVE _

e
Thank you for sending me a copy of your minute of 19 June to
the Prime Minister.

I note that the BBC have said they are now willing to provide

details to the OFT of individual contracts with independent
producers, in order to further the monitoring proceas. This
is a welcome developmant.

I am not sure, however, that we should not raturn to the
possibility of requiring the BBC to fulfill the 25 per cent
target by legislative means whila the opportunity is available
to us. The current proposals in relation to the BBC would
still only amount to monitoring the situation and would
provide ng copportunity for reguiring them to act in accordance
with the 15 per cent target should this prove necessary. We
shall of course be reguiring the ITV licensess to meet the 25
per cent target and it therefore seems to me that an
equivalent regquirement for the BBEC would not be unreascnable.
I hope wa will have an opportunity to discuss this at the

MISC 12B meeting on 21 June,

I am copying this letter to the Prime Minister and members of
MISC 128 and to Sir Robin Butler,

\

éa Svagaly,

(Approved by the Secratary of State
and signed in his absence])

Gosirtee
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Sidas Socdw o SHe,

BBC WIGHT HOURS s e N+ 0 4.8
I refer to your minute of 14 June to the Prime Minister in
which you propose that the BBC should ba allowed to keep both
sets of its night hours.

o

As you know, I have always seen the night hours as a
potentially valuable resource, the true value of which can
only be assessed if it is put on tha opan market. You will
recall that the Peacock Committes took & similar wview and
recommended that the night hours of all four national networks
should be =sald,

I am afraid I am not persuaded by the argument that the BBC's
publie service functions or the aim of expanding its
gubgcription services should entitle it to retain both sebs of
night hours, They are rather reasons for our having decided
to allow them to retaln one set of night hours. Major events
such as the Olympic Games are fairly infreguent and I see no
good reason why the disruption of subscription services on
such occasions should be any worse than the disruption such
ayants cause normal programming. MNow that we have decided to
award the night hours with the Channel 3 regional franchises,
the BBEC's second set remain the only national night hours that
could be put cut to bthe market.

Having said that, if other colleagues agree with your
proposals then T would in principle also be prepared to do so.
But I am not convinced that it would be sufficient marely to
flag up an expectation that whean the licenca faa is raviewad
in ten years' time we would eXpect them to be earning
aignificant amounts of subscription income. Surely this will

Gosrs.

fmigfarivn




| 5]

the deparsment for Enverprise

also be the case with one set of night hours which they have
yet to gtilise fully so far? If we are to countenance letting
them keep the second set of night hours thea we should use
this ko Ery to ensure that we achieve a satisfactory outcome
on trangmission. This will need to awalt the outcome of

MISC 128 on Wednesday 21 June and I thersfore suggest we
discuss the matter then.

I am copying this letter to the recipients of your minute.

%i% Sedniat

[Approved by the Secretary of State
and signed in his absenca)

-
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MISC 128: CHANNELS 31, 4 AND 5 7

i
Thank you for your letter of 14 June to Duncan Sparkes about the
suggestion (in his letter of 12 June to Catherine Bannister]lthnt
there might be circumstances in which cash bonds would not be
returned to unsuccesaful applicants for franchises on Channel 3
and 5.

The thinking behind the proposals was this. Before Channel 5 can
start test transmissions in 1992 - and full scale broadcasting in
1993 - we will need to clear existing users from the part of the
spectrum on which it will transmit, UHF channels 35 and 37.

At the moment, this part of the spectrum is used extensively by
video cassette recorders and home computers. Although it seams
likely that it will be possible to find alternative channels to
which these activities can be moved, the process of conversion
will be expensive, given the millions of VCRe and home computers
now in use, Officials are still working on the likely scale of
the task but a total bill in the area of £100 million is by no
means inconceivable. The question which then arises is who pays.

If we make the task the responsibility of the successful bidder
for the Channel 5 franchise it may well be that the cost of
clearing the spectrum is more than the franchise is worth. At the
very least, it would certainly have a severely depressing effect
on the market for the Channel 5 franchise.

What Treasury officials have been considering, therefore, is the
poseibility of charging a non-returnable fee for all those seeking
franchises on Channel 3 or Channel 5, the proceeds from which
could then be used to finance the necessary spectrum clearance.
Given that we can probably expect up to 100 applicants for the
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18 franchises available on both channels, an entry fee of less
than €1 million would go along way towards solving the problem.

Meedless to say, the Chancellor recognises that there may be well
be a better solution. But none has so far been discovered, and he
therefora attaches importance to this ELLcn being kept open
whilst other ways of dealing with the problem are being sought.

I am sending coples of this letter to the Private Secretané to the
Members of Misc 128 and to Sir Robin Butler.

hﬁ;']'
J M G TAYLOR rg

rivate Secreta
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CONFIDENTIAL

PRIME MINISTER

MONITORING THE 25% INITIATIVE

‘F'?-:’j ¢ I"*‘.f.

In his minute nf_jLakﬁFTI, Dovid Younms put forward
proposals for monitoring the terms of controcts between the
broaodcasters ond independent producers. The purpose of this
was to complement the Home Office’s monitoring of the volume
of independent production commissions.

2, Dovid indicoted that the BBC (though not the IBA) had
mode it clear thot they would not voluntarily supply detoils
of controcts. Following consultotion with the Director
General of Faoir Troding, he proposed that the latter should
monitoer the volume of independent commissions by using the
guarterly returns the broodcosters send to the Home Office:
hold guarterly meetings with IASC (Independent Access Steering
Committee) to discuss both general and specific cases: and
report every six months to the Trode ond Industry Secretary.

P Your Private Secretary's letter of 24 April expressed
concern obout difficulties in ossessing the BBC's progress
and the Corporation's unwillingness to provide detailed
Informetion voluntorily:; and susgested that the Broodcosting
Bill should reauire the BBC eoch vear to sotisfy OFT thot 251
of programme production wos coming from independent producers.

. Following this, my efficiols have hod discussions with
the BBC obout the terms on which information might be
releosed, The BBC ore prepored to make details of individual

CONFIDENTIAL
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controcts avoiloble on o commerciolly confidential basis to
UFT, occepting this os necessory for them to carry out
monitoring of the 25% independent productlon initiative.

5, In view of this I see no need to legislate. The BB
are co-operoting with the Home Office in the supply of
informotion obout the volume of {ndependent commissions. and
they have confirmed thot they are prepored to co-operate with
OFT by supplying detoils of contracts. I would therefore
support the arrongements proposed by Dovid Young in his minute
of 6 April, with the odditionol comment that it would also be
open to OFT to opprooch the BBC and IBA for further
information obout individuol coses os necessary to satisfy
themselves obout the terms of controcts.

A copy of this minute goes to other colleogues on MISC
128 ond to Sir Robin Butler.

F]\svjx‘“i Horrd -
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PRIME MINISTER
We have a further meeting of your broadeasting group MISC 128
neﬁE_Eggk+ You may like to have a first look at the papers

over thae wealkand.

——— 1

Briafing from Brian Griffiths is not yet available, and I will

let you have that on Tuesday night. The enclosed papers are:

—

Flag A the main paper for the meeting, a note by the Home

e

Secretary satkbking out his proposals on the privatisation of

m— 1 —_——

the transmission system

m—

f%lag B a more detailed report by the Official Group on the

Lsame subject. This is not essential reading

Flag C Cabinet Office briefing on transmlssion

Flag D a letter from Lord Young concerning a further more
2

detailed aspect of the transmission discussions not covered in

and R & D. Lord Young hopes to clear this in correspondence,
but raises the possibility of adding it to the agenda for

Wednesday's meeting. T suggest at this stage you simply note

[ - -— e e  —— i r
this paper's existence, and zese whether colleagues can sort 1t

= - e
—_—

aout befors the meating.

—

Flag E the minute from Douglas Hurd on BBC Night Hours which

you saw before your bilateral with Brian Griffiths this

morning. Unfortunately therea was not time to discuss this at
that meeting. Brian's view is that it would be worth adding
this issue to the aganda on Wednesday rather than agresing it

in correspondence befaorehand.

Tha only immediate decision neaded is whether to add the Night

Hours paper at Flag E to Wednasday's aganda.

'-"u-l:ll I-"
Do you want to do this? K £a o B ST ek
. £2 |

(bl f Arlf C
' { PAUL GRAY)
16 Jun= 1989 COMFIDEMTIAL
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The naxt meating of MISC 128 is due to discuss a paper on the
privatisation of the television and radio transmissiocon
gystams., The mailntenance and operation of the systems
accounts for the greatbt majority of the staff in the
anginzering departments of bobh the BBC apd the IBA. Whatever
final decisions are made about the transmission systems, it
seems clear that the BBC will retain its other engineering
?at};ééieg, including R&D at least until its Charter expires
in 1L =

Recigions do have to be made, howevar, about the Euture of
the IBA's sngineering and R&D.

The attached paper examlnes the problem and details various
options. It is based on discussions our officials have had in
MISC 129. The paper concludes that the ITC should be allowed
a-amall core of engineering staff, of perhaps up to ten
professionals, no larger than ls needed to allow the ITC ko
meet 1ts statutory duties. 1 recommend that the ITC should
have no "in house"™ R&D, within certain strict limits. The
paper concludes that the IBA's Experiment and Development
(E&D) Department, responsible for the IBA's current R&D,
3hould be privatised as soon as legislation allows. On
balance, T also judge that there is not a strong enough case
for giving the independent E&D Department any short tarm
guarantees of work or incoms, as suggested by the IBA. Such
guarantees can often run longer than originally intended and
only put off the day on which the organisation must Fend For
LEeelf in the commercial world.

ihw “f
{ Enthpf?::
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shie degrartmint Jor Enix TPrise

can be glearsad in
if nacassary we can of coursa
meating of the Committes, scheduled for

In view of Ehe uncartainty that our preposals on transmiasion
hava stimulated among the staff of the IBA's Enginsering
Daparktmant, and to allow the managemant the greatest time in
waich to prepara for privatisation, I would strongly favour an
aarly annoancemant of our decisions abhout enginesring and R&D.
IE posgible, 1T think it should be made at Eha sams Eims as
that on transmission. T would be grateful thersfore for your
conmants and those of colleagues bafore we meat on Wedneaday
21l June.

I am copying this letter to the Prime Minister, other MISC 128
colleagues and 3ir Robin Buatler.

G
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INDEPENDENT BROADCASTING ENGINEERING AND E&D
The paper axanines the future of tha following functione, at
present all dndertaXen by the [RA:
al engineering {except transmission):
I.I 1

3} regearch and developnent; and

&) representation on interraticnal standardes committeess.

ﬂackgrﬂunq

Z The IBA's present responsibilities for planning and
operating the tranamigsion system have lad them to have a ma Jar
engineering division of some 500 people. The great majority of
these are involved in running the transmission system and can be
expectad to move to the privatised transmission company that
will take owver the IBA's present func=ions in this arsa. In
addition, the IBA's Txpariment and Development | E&D] Department,
responsible for applied RED in support of the transmission
gystem, nas a further B8O staff. Additional resources are
devoted to network and Erequency planning. The BBC alsc has a
team of engineers responsible for its transmission system, a
Regearch Department of about 230 staff and a much snaller Nesign
and Equipment Department responsible for shorter tarn

aevalopneant.

] Jnder the White Paper proposals; the ITC would lose the
IBA'8 responsibility for orerating the transmission aystem and,
consistent with the ITC's role as a "light towuch” licensing
oody, the Government's aim shisuld be to redics the ITo's
engineering and technoleogy s=taff and activities to the minimum

consistent with its funections. The following functions proposed

TAGART




to supervise the transmission arrangements for
independent sarvices, in order to ensure conformity
with i1nternational obligations and the gobservance of
Lechnical specifications designed to lLimit

interferancess and

Lo datarmine...the nature and patkern of [ranchises
Ear local television progranme services whether

I
deliverad by cable, MVDE or both.

Thare could aleo be limited Eechnical "'l:_r||_:|,_r';|;-e[j_:|_-:_.: rnowladgsa
needed in determining the geogranhical structure of Channsl 3,
the use of the night hours and the advertisement of any futurae

MBS licences.
Engjneerifg

4 It seems likely that, whatever the final decisions over tha
exact form of the ITC, it will have responsibilities related to
the transmisslion of programmes and the organisation of the LNO

map which will reguire up aba Rnowledge af spectrum

d
management and technigues of service planning. As technologies

develop (eg HOTV, EDTYV, greater use of sidebands) the ITC will
also need access to independant technical advice to support its

planning decisions.

] One option would be to dany the ITC any access to in-housa
technical advice. They would have to buy in such advice either
orn A case-by-cage Dasls or pozx:ibly with an on-going contract
with some private sactor organisation. It seems unlikely,
howaver, Ethat such an extreme position would prove cost
affactive. However much of the technical advice came from
outside, the ITC would need some senior staff who ware familiar

with tha technical side of broadcasting, if only to know what




O ask and o whom and to interpret the anawers.

response to the White Paper, thae 184 have recommendad
ITC ghould have a small cora of engineering staff and
to commizsion or second-in gpacirun management and
£11ls from putside (parhaps from a saparate independent
broadcasting enginearing unit). The IBA maintain this would 1
consistent with the idea of the ITC as a light touch body and
would also ensure that those rasponsible for engineering advice
worked in a dynamic engineering anvirsnment rather than run the

-

risk of losing touch with developments in a regulatory body.

2 Tha IBA propoge a gtructure Eor the ITC [Annex A) wit
hranchas responsible for frequency planning; transmission and
telecoms; and standards, technology and R&D. It is not clear,
however, that even this much structure will be reguired.

e

Frequency planning will be needed in planning the MVDS map

m 3
toa lessar axbtent, in the mapa £6r Channels 3 and 5 and DBES

where much work has already been dona, The workload will he
variable and this strengthens the case for such expertise to
bought 1in, as auggested by the TBA, S an Approach would

be conalstent with the Price Waterhouse report. The case for

involvement in transmission and telecommunications will depend

on the regulatory regime for transmission and the role played in

it by OFTEL, but it {s unlikely that the ITC will need much
expertise in transmission beyond that related to interferencs
and i1nterpational abligaticns and even thoze duties would be
exercizsed in collaboration with Radiccommunlcations Pivision of

OTI where appropriate. The case for a technology and R&D branch

e

depends on any future RED responsibility of the C which is
consldered separately below. The percelved role of the
Technical Tacilitiea Unit ia unclear although, if it is simply
an office support unit to assist the ITC to view programmes,

then it sesms reascnable.

| In cgonclusgion, there is a case for a minimoum level of

enginearing knowledge withipn the ITC but it 1s doubtful whether

TadhhT




LE neads aven to be as large asg anvigaged by

particular, thara m nl: rery limited

and telecommunications.

the precise axtent of Lhe ; responsibilities

initial budget. . : could use the budget process as
a maans of setting a precise limit to the size of tha
enginearing department. We would recommend, howevar, Ehat
proviced it 4id not include more than about ten engineers then
1ts exact s1ze and form should ba left to tha ITC to decide in
the light of their eventual responsibilities undar the new

iegislation and their own priorities.

Research and Development

9 The IBA argue that the TTC will need the ability to
commission long term R&D work in order to have the necessary

xpertise to respond quickly and authoratively to sroposals from

B
licensees and othars relating ko innovations in transmlssion

technolagy. Long term R&D would alsc help the ITC lead in

chosen areas of national and international standards making, as

the voice of independent broadcasting. The IRA draws narallels

with OFTEL's responsibility for promoting research into the

development and use of new techniques and argues that the ITC
shoulad have a similar responsibility, which it should dlscharge

by managing and funding a long term R&D programme.

Lld The IBA recognise, however, that there is little case for
having the R&D facility "in house" and propocse that the present
I8A E&D Departmeant; along with the small R&D departmnents in
Thames, Granada and Scottish, should be brought together as an
independent body and privatised. This "unit" would earn its
inceme from customers such as the ITC, ITC franchiseas and tha
transmission companies., The 18A warn, haowever, that the short
term viability of such a body in the uncertain times around
198173 1ls guestionable and are seeking some guaranteed work and
4 temporary "home" for the unit prior to full privatization in

the mid-=-1990s.

TALAAT




prasents us With Ewo maln polisy questions:

what should the ITC's role ba ir bBtoadcast

anrd

13 the preservation of the R&D expertise currantly
Within the IBA important enscugh %o Justlfy special
arrangements being made in the short term ko help

Iresarve 1B AS a unik?

12 In planning how to license new ssrvices and how to
incorporata technological advances into exiszsting services,

[TC will need to have access to impartial RE&ED, A general
ability to commigsion R&D may, however, run the risk of all

the ITC to devote significant resources to this area. This
would be inconsistent with the idea of a Light touch licensing
body. The DTI therefore recommends that the level of R&D shauld
be controlled by regtri ng its scope to Seing of direct

relavanca to the ITS! ntut Autiasg,

It would be possible to go further than this and set
spacific criteria against which any work could be serutinised
either in the PES round, if the ITC is to be controlled in this
way, or through formal Government approval of an R&D programme .

t is guestionable, however, as to whether Covernment should ba
0 clesely involved or that such scrutiny would be worthwhile if
the R&D has in any event to be of direct relevance to the [TC's
statutory dutiss. The main determinant of the level of RaD

commiggioned will the size of the ITC's budget which will be

B
etermined by the Government, esither through the PES system or

by means of an annual report.

14 Whatever arrangements are finally agresd, there should he a
move from RED funded by the IBA/ITC to ReR funded by industry
direct. The ITC should be encouraged to look to private sector

furnding for any R&D work as far as ls cansistent with obtaining
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. impartial advice to support

could incteasingly invalve i

should help maximize the rel:

The redustion in IBA/ITC RSD and thea _ in
broadcasting over the next few years will produce a new climate
tm whieh :UhpﬂniEH Wwlll need etimes ko accustaom themselves, T
help a private seckor RE&D pregence to emerge in this new ragine,

tha ITC should also be given the general duty to promote and

ancourage those active in the industty to do R&D.

13 Turning to gquestion 11(%H), the TBA's E&D Dapartment has
played an importént role in developing (mainly tranemission)
technology to the benefit of UK broadcasters and their customers
and has on cccasion had such developments accepted across the
worlad. The Department's achievements have included early work
on teletext, the first digital converter of US TV signals to UK
standards and the development of the MAC transmissicn standard.
The MAC standard has now been adopted as the European atandard
and 1s compulsory for all high powered satellite broadcasting in
Europe although its place in the UK markeat remains uncertain
given tha further delays tgo the 858 launch and the position of
lts competitor Sky which uges a PAL standard. The work at the
IBA has  tended to complement that done by the BBRE and the
rivalry between the two organisations has acted as a stimulus to

both.

16 There is an argumant that such R&D facilities ara a scarce
national rescurce and that positive sfforts should ha mpade to
preserve them. In the case of broadcasting there may in any
event De a market falilure when the [BA is wound up and the major
indepandent TV franchises are reallocated. The market for
broadcasting R&D is restricted hy the issuing of IBASITC
licences and, immediately post-1293, new entrants may take some
time to assimiiate tha kKnowledge and experience from running a
husiness necessary to make longer term decisions on RED. In the
interim they may ignore R&D in favour of shorter term goals.

This could also be true of the new transmission company/companies.
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. L/ There are various ways in which any short karm problsm could
be ovarcome. Thus, to take the example of markat failurs
pogt-1293, the licences of the transmission companiss, and
pernaps also certaln ITC licengsean such ag for Channels 1 snd D,
cauld containm an obligation to upderkake BED inka mew
broadcasting technigques or one of the transmission companies
could be obliged to buy the F&D Department as well. Price
Waternouse suggested that a separate authority or trade
association, funded by Government or by an industry levy, should
ne established to undartake R&D. Other obligations might also
ba considerad. 3ut it is not clear that there iz a sufficiently
strong case, in tarms of sither the value of the BELD Department
As a naticonal regourcae ar tha possible market faflure, ko
Jjustify the impeaition aof any rigid sbligations. Monetheless, a
general obligation on the transmission companies to undertake
R&D} but whiech left the leval ko sach company to determine could
ba envisaged. This parallels a provision in the cellular radic
licences which has helped stimulate the right climate Eor

commercial RED.

14 TI the Dapartment is worth preserving them it shonld be

to pay its own way by selling its services to potential
cugtomers wWhether they be the 1TS, ITC licensees, the
tranamission companies or any other company or organisation that
1s prepared to pay for the services, Rather than protecting the
Nepartment from the market Ly guaranteeing it a home, even if
enly into the mid 19908 as suggested by the TBA;, or & warkload,
they should be permitted and encouraged as socon as possible to
compete for contracts in the market. A guaranteed “"home” or
workload always runs the risk of continuing for longer than
ariginally planned and a continuing responaibility for the
Cepartment would be contrary to the ITC's role as a licensing

body.

139 We therefore recommend that the ITC should not retain any

n-house R&D capability. #s far as present lagislation allows,

i
the IBA should work towards privatisation without delay. They
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snould be ancouraged to maximise the level nf commissions thay
recelive from outside, consistent with their current
responsibilities, and generally compete in the market place as
much as possible. In practice, however, the prasent vires of
the TBA are unlikely to allow a privatisation before the IBA is
dissolved and we recommand that nowars be included im the "ill

to spable the assets of the Z&D Department to he vested

tenporarli iy the Secretary of State for the ilome Dapartnent

in
with a view to thelr being sold as quickly az posaible, This

would not be a temporary home in the manner proposed by tha IBA
but rather a necessary administrative arrangement to enable the
Z&D Dapartment to De sold off or, failing that, wound up. I

-

10y ilnteresi ware axpressed 1n some form of management buyout

then this should be encouraged. But i1f this and other options,
notably a trade sale, fail then the Ei&D Department should be
disbanded. There should be no temporary home into the mid-1990s

and no guaranteed furure workload.

Representation at international standards committees, atc,

20 The 187 currently represents tha UK's independent
broadcasting sector in many national and international technical
standards committees. The RBC tend also to he represented.

Who, Lf anyonae, should take owver tha IBA's rola? The I0OA's
contribution 1s valued by the DTI who sese it playing a
complamentary role to that of the BBC. We do not copsider

the B3C could represent the interests of independent
broadcasting as well as a separate rapragantative and would
support a continuing role either for the ITC or anckher
representative body (perhape thes R&D "unit" proposed elsewheras

by the IBA).

21l This is, however, a comparatively small part of the IBA's
functions and should not be allowed t5 "wag the dag” of our
overall policy towards engineering matters. The core of ITC
angineers could continue in this role foar the more |

related committees so far as their exposure to the latest




. technological developments allowed then.

detallead technical

independent R&D unire,

agreed representative direct from the industryv., The exact
arrangements would have to await the outcome for engineering and

RE&ED.,

Summari

22 Tha paper recommends that:

the ITC should be allowed to retaln a

anginesring staff he final number
arganisation being left to Ehe ITC in the

precise asitent of its statutory responsibitities,
budget and pricrities but unlikely to irnclude nore

than ten engineers (para 8);

the ITC should have no "in house” R&D facility

[paras 10, 19);:

the ITC should be given the power to commission R&D
provided it i3 directly relevant to its own
responsibilities, on a joint funding basis with

industry where possible (paras 12,
the level of R&D commissioned by the ITC should bhe
subject to Government scrutiny of the budget, eithar

through PES or otherwise (para 11);

the ITC should be given the duty to promote RET inteo

new broadcasting technigques by industry (para 14);

the IBA should encourage the EED Department to

become more market orientated with a view to =
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Eelng privatiged as soon as poassible.

be achieved then ths Department should

|paras 18, 19)-

Efe assets of the IBA's E&D Deparbment shou
vested temporarily in the Home Sacratary on

disealution of the I8A Wwith a viaw Eo Eheir

immediately thereafter or, failing a

ipara L5}z

no particular arrangements should
stage for independent broadcastin epresentation on
standarcds and ather committeas but a ghould B

allowed to undertake this rola as

appropriate (para 21).

Fepartmenkt of Trade and Tndustry

fane 1924




Director of Systems & Technology

Deputy Director

Head, Head, Head,
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linison with DTI, CAA, with OFTEL. range RED budget; etc.
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PM/89/030

FEIME MINILSTER

Privatisation of the Transmission System

1. I have seen a copy of the MISC 128 paper on the
Privatisation of the Transmission System whigch we are to

discuss on Wednesday Z1 June.

s BBC World Service (W3] issues are not central to
domestic transmigsion privatisation, but a short statement
on the WS will be necessary at the time of the domestic
privatisatlion announcement. There 18 no advantage in
seekipng to privatise the WS agsets, and significant
complications (including treaty difficultles over overssss
relayvy stations)l. I therefors agree with Price Waterhouse's
conclusion that these should remain in the publle section,
and that the BBC W8 should be asked to propose cptlions

for the cost-effective operation of the WS system Llno the
new domestic transmission environment. Competition and
efficlancy savings may be developead in the 5ubser|uﬁn‘r.

arrangements for operation af the WS assets,.

3. Thera are likely to be increased costs to the WS in
bearing the full commercial costs for operation of 1ts
transmission assets and these would have to be met

through the PCO Grant-in=-hAld.

q. I am copying this minute to members of MISC 12B.

o
{GEOFFREY HOWE)
Foreign and Commonwealth Office

le June 19389







PRIME MINISTEER

MINISTERIAL GROUP ON BROADCASTING SERVICES
PRIVATISATION OF THE TRANSMISSION SYSTEM (MISC 128(89)9 AND 10)

DECISIONS

1. The documents before this meeting address the major issue
which remains to be settled before work on the Broadcasting Bill

can proceed: whether and on what terms the Broadcasting
L i55] stem should be ivat ; The report by the

Chairman of the Official Group (MISC 128(89)9) sets out the

arguments for and against privatisation and the options for

pEEEH}ng it. The paper by the Home Secretary (MISC 128(89)10)

invites the Group to: 5

—

a. agree that the aim, set out in the Proadcasting White
Paper, of privatising the transmissjion system set out in the
Broadcasting White Paper should be confirmed. Eey issues:
does the Group accept that the market disciplines and

opportunities for which privatisation would pave the way are
worth the additional cost of transmission to programme
companies, bearing in mind the limited nature of the
competition which could be introduced and the difficulties
of privatising the BBC transmission operation in advance of
the expiry of the Charter in 19967

1 % . ANSW1SE "".

does the Group al;:c:ep-t that this option is preferable, on
grounds of cost and enhanced competitive benefit, to either
the regional model floated in the Broadcasting White Paper

or the option favoured by Price Waterhouse of two national

companies providing a patchwork gquilt of local monopolies?

c. agree that the new arrangements should be subject to
regqulation, on guality as well as economic and technical
1




grounds. OFTEL should be the requlatory authority. Eey
isgue: doas the Group accept that because of the

limitations on competition even after privatisation,
requlation is necessary and OFTEL is the right body to
undertake it?

d. note that there are no obstacles in the way of
privatising the IBA transmission system.

&, agree that while the object should be to privatise the
BBEC system no later thanri}?ﬁb:thg_§5§+§ﬂgglﬂ not be forced
to accept privatisation against their will or persuaded to
accept it by the offer of incentives. Key issue: does the
Group agree that the BBEC's Charter is a real obstacle to
privatisation of their transmission assets ag@lnst their
will, and that there should not be any attempt to induce the
BBC to accept privatlsatiun?rﬂf;

; o agree that the BBC's transmission operation should
instead be established as an arm's length subsidiary of the
Corporation. Key lssues: does the Group accept that
reguiring the BBC to contract out the operation and
maintenance of its transmission assets would not be a
satisfactory alternative and that the aim should be to sat
up the BBC's transmission operation as a subsidiary of the
Corporation but with safeguards to ensure that it is not
cross-subsidised by the Corporation?

g. confirm the White Paper proposal that the BBC should be
allowed to compate for new broadcasting transmission
business. ‘EE:,,I_'_ 1591]:&: is the Group satisfied that the
subsidiary could be established on terms which did not offer
unfair competition to a privatised ex-IBA operation?

agree that there should be a cautious, but not negative

HEC Y e 5 1o ‘hey shoyld i o

foint wventures with the private sector to compete for
2




telecommunications business. EKey issua: invelvement of the
BBC in the telecommunications sector (subject to the outcome
of the review of the telecommunications duopoly poliey)
wvould ba a major step. Does the Group accept that the
possible contribution which such a step might make to
ending the BBC's dependence on the licence fee would make it
worth contemplating and that there are adequate safequards
to prevent the BBC acquiring too dominant a role in the
telecommunications market?

B agree that the transmission charges for Channel 3
should be based on a national tariff related to the

proportion of TV households in any given franchise area.
Key issuye: does the Group agree that, although such a step

would prevent individual Channel 3 companies from making
their own transmission arrangements, it is necessary in
order to ensure the viability of the smaller reqional

companies?

In his minute of 16 June toc the Prime Minister, the Foreign

Secretary seeks the Group's agreement that:

p Mﬂﬁﬂwﬂ_'ﬂﬂrlﬂ_ﬁﬂmm
remain in the public sector but the BBC should be asked to

propose upt:.una fur th-a cne—.t. effective operation of the
World Service system in the new envircnment which would be
created by the Home Secretary's proposals on domestic

transmission.

Finally, the Home Secretary's paper envisages that the
conclusions reached by the Group on these various i1ssues should

ba:

K. The =ubject of an garly anoouncement by means oOf an
arranged written Answer.




BACEGROUND

sector, separating transmission (ile service delivery) from

sarvice provision, while ensuring that high technical standards

were maintained. The White Paper suggested that the best

arrangement in due course would be a regionally based, privatised

transmisgion system, designed to promote competition, while

containing certain common carrier obligations. The BBC would

continue to have responsibility for transmitting its television
and radio services, but would gradually test the possibilities of
invelving commercial contractors in the running of its
transmission system. The Independent Television Commission (ITC)
would not acguire the IBA's transmission system except as a
short term arrangement pending its privatisation. It would,
however, have a supervisory role in ensuring that the
arrangenents made for the transmission of all national or quasi-
national independent broadcasting services made proper use of the

frequencies avallable.

3. Following publication of the White Paper, consultants-
Price Waterhouse - were appolnted by the Home Office and the
Department of Trade and Industry to examine the options for
privatisation. The executive summary of thelr report is at Annex

A to MISC 128(89)9. Briefly, they found that the present system
was not structured financially to provide an efficient allocation
of capital or correct findncial pressures on costs. There were,
hnwn?ar,m ;ﬂﬂgk;gingﬁ on the dggt__ of cnmpgtitlnn which

——

privatisation could induce because of the existing pattern of

ownership of transmission assets and service arrangements.
Privatisation would need to be accompanied by price requlation
and coptreol over the standards of service provided. And because

of the reguirement to earn a return on capital, it would add some

15-30% to the ;Iﬂnﬁmigﬂiﬂﬂ costg of the programme companies.




4. Price Waterhouse concluded that the White Paper proposal of
rivatiei £ re iggi i '
would not be sensible: it would be technically feasible but it
would be unlikely to produce significant benefits and there would
probably be some loss, albait modest, of economies of scale.
They identified instead two optiona for privatising the systems

on a national basis:

, 7 imi a8 i a a =] sib

the t -] e the United

Eingdom egqually distributed throughout the country. Each
company could be described as a patchwork quilt of local

monopolies.

ii. Privatising the BBC and IBA operations separately in
essentially their present form.

5.
they recagniaad that if :hanqas to the BBC's Rnynl Charter were

1mpract1¢ahle, the transmission systems could be privatised along

the line& af the EHIEtiﬂq &rranqementa, given the need to find a

5n1ut1nn for the IBA in the ﬂhart t&rm

6. Officials have reviewed the options 1dentified by Price
Waterhouse and have alsc consulted the BBC;, IBA and OFTEL. The
key outcomes of these discussions are:

f. The BBC is opposed %o the privatisation of its
transmission system of the llkelg lnprausa in

transmission costs and because it would prevent the

Corporation from exploiting its transmission assets as a way
of generating additional income. The Corporation has,
however, proposed the establishment of

operation as a wholly owned subsidiarv company operating at
arm's length from the Corporation.

fii. The IBA would enthusiastically embrace privatisation,

although because of contractual relationships between the
5




IBA and the existing programme contractors, it would
prnbahly not be possible to privatise the Iﬂh's transmission
system before the explry of the existing ITV franchisas at
the end of 1992,

iii. OFTEL would be prepared to regqulate standards and
charging in the new transmission system, provided that the
necessary additional resources were made available to it.

T In the light of these and other considerations, the Home

Secretarv endorses the Official Group's recommendation that
privatisation should progceed, but on the basis of the two
existing operations rather than Price Waterhouse's favoured
option. Thie approach would avoid the costs and delays which
would arise from “nf_PEEEmFt_EEHEEE}lnF“tF the exiﬁyéng systems,
would hold out better competitive prospects in the long run and
would enable the privatisation of the IBA operation to proceed
evan if that of the BBC could not do so ahead of revision of the
Charter in 1996,

MATN ISS5UES

H 5y The ufﬁumants against
privatisation are that it would lead to only limited competition;
that because of the requirement to earn a return on capital, it

would put wup the costs of transmission to the programme

producers; and that it seems unlikely that the TIBA's
transmission operation could be privatised before 1993 or the
BEBC's bafore 1996. On the other hand, eventual privatisation
weuld bring market disciplines to bear on the provision of
services, encourage the more cost-effective use of transmission
assets and potentially assist in opening up the
telecommunications market, if private transmission ocperators were
&




permitted to enter that market after tha telecommunication
duopoly review due to begin at the end of 1991. For these

FedsSons,

. Assuminq that

the Group does so, fE;hEFEIEE appears to lie between the Price
Waterhouse-favoured option of two equally endowed national
companies (which its report describes as "a patchun:k quilt of
lééﬁl manﬁénliea“; or the recommendation of the O0fficial Group,
endorsed by the Home Secretary, that the syatem should be
privatised in hasitally its presunt form (le as two companlies,

based on tha axiatinq BBC and IEA nperatianj Doas the Group

basically their present form?

10. Paragraphs 9-10 of the note by the Chairman of the 0fficial
Group (MISC 128(89)9) suggest that in order to make the two
proposed transmission companies attractive to investors, it would

This point is not picked up in the Home Secretary's
paper and you may wish to ipvite him to comment on it,

particularly as an arrangement would give the newly
privatised companies a substantial initial dowry.

Who should requlate the new system?

11. @Given the inherent limitations on competition even in a

privatised system, jit seems clear that some form of regulatory

authority to ensure quality as well as to cover technical and
7




economic isgues js necessary. If this is accepted by the Group,
you may wish to invite them to confirm that OFTEL should be the

(= the new svet .

Pogit ¢ the IE? 3 BEC

12. The IBA is positiva about privatisation and as the Home
_ —
Secretary's paper notes, the only outstanding issue there is

¥You may wish

te invite the Home Secretary to pursue this jissue with the IBA

and to report back to the Group in correspondence.

13. The Home Secretary's paper suggests that, if an attempt were
made to amend the Charter to force the BBC to accept
privatisation against their will, the result would be a quasi-
constitutional argument into which The Queen could be dragged.
You may wish to establish that the other members of the Group
agree with the Home Secretary that this effectively rules out
privatisation of the BBC's assets in advance of the expirv of the
Charter in 15996.

14. An alternative course would be to seek to persuade the BEC
to accept privatisation by offering them ipcentives such as a

share in the proceeds of privatisation. However, officials
belleve that any such offer would be ineffective and it is In any

event guestionable whether it would be right to seek to negotiate
a return to the BBC on assets which they only hold thanks to the

licence fee. For these reasons, you may wish to invite the Group

15. The Home Secretary suggests that nonetheless the aim should
be to privatise the BBC's transmission operation as socon as
possible after the Charter expires (or earlier if possible). One

\option would be to require the Corporation to contract cut the
lmmmwr but this was not

irecommended by Price Waterhouse as separating off ownership and
8




oparation could jeopardise the maintenance of the necessary pool
of skilled =taff.

no cross-su Eigigg ion of +the Company by the
Corporation. The subsidiary might be encouraged to develop on
commercial lines if private equity was involved in it. Provided

l16. The Home Secretary notes that establishing the BBC
transmission coperation as a subsidiary company of the Corporation
might generate substantial additional revenue for the BBEC,
aspecially if, as the BBC has proposed, it entered into joint
ventures with the private sector to use its transmission assets
for telecommunications purposes. Such a step would depend on the
outcome of the telecommunications dunpuly revua, but it could
astah_lish the BBC as a major pla]rer .1.n the teleﬂnmuninatinns
j.nrilus-tr]r and pru?lde a ﬂ:u.hﬂta.ntial altamtivﬂ Eﬂurce of income
to i'_ha licence .f.'n-u. Thﬂ Hum& Secretary argues tha.t the terms of
Charter itself, his own power to determine the basis on which the
subsidiary was established, and the telecommunications licensing
regime, would together provide adequate safeguards. ©On the other

hand, it could be argued that the establishment of a

proposal previously contemplated. You may wish to invite the
Group to consider carefully whether the safeqguards referred to by
the Home Secretary are sufficient to justify the cautious but not
negative response which he favours. The Chancellor of the




Exchegquer and the Secretary of State for Trade and Industry may

have particular views on this proposal.
st variations:

17. The Price Waterhouse report found very significant regional
variatione in the cost of transmission: for example in the
independent television system, the cost per househeold in the
Grampian area is about 20 times higher than that in London. If

The Group has already decided that
Channel 3 should continue to be a universally available channel
and that while it is not immutable, thera should be a
prasumption that the present regional map of Channal 3 will
continue at least initially. There was alsoc a general fealing

among members of the Group following the presentation by Mr
Russell at the meeting on 11 May that the negative tender concept
was not an acceptable way round the transmission cost problem.

i e Hom

8 Secretary proposes that the costs of

1] =ISLEIY R A5 £ whl SLELS RSN i pi=14%)

Such an arrangement would mean that
programme companies could not negotiate individually with
privatised transmission operators. If, in the longer term, there
are changes in the present regional arrangements, for example
linking some of the larger with some of the smaller franchise
arsas, it would be possible to contemplate moving away from this

arrangement. You may wish to invite the Home Secretary to

Secretary of State for Scotland and the Secretary of State for
Wales will, of course, have a particular interest in the outcoma
of this part of the discussion.




World Service

18. In his minute to you of 16 June, the Foreign Gecretary

proposed that the World Service transmission system should remain
in the public sector and that the BBC should be asked to propose
options for the cost affmwmmlﬂ_ﬁiﬂiﬂ

any one time. As the Official Group noted (paragraph 28 of MISC
128(89)9), the arguments advanced by Price Waterhousa do not

rule out privatisation in principle. They do, however, prasant
significant practical obstacles to privatisation. IE
privatisation of the transmission assets themselves is discarded,
it would nevertheless be possible to contract out their
management, operation and maintenance to one of the new
transmission companies or to another private sector operator.
Another possibility would be the establishment of a BBC World
Service in-hﬂusﬂ_ short wave transm;aslﬂWL g{g&p. The Foreign

Secretary recommends that these options should be explored
further with the BBC.

19. After inviting the Foreign Secretary to introduce this
aspect of the discussion, you may wish to determine whether the

that the BBC should be in¥1t&d to propose nptinnﬂ for the cost-
effective operation of the Eyﬂtem in the context of the new

domestic transmission arranq&ments pr&viuuﬁiy agread by the
Group. Are there any conditions which the Group would wish to

'_mEg_Eg on_ this exercise (for example, should the BBC in-house
option be ruled uut}? And is the Group prepared to accept that

W to the World s_eruicg which wo :g ngﬁ
to be found through the annual FCO grant-in-aid? The Chancellor

11




of the Exchegquer may wish to comment particularly on this point.

Announcement of the Group's decisions

20. Paragraph 12 of the Home Secretary's paper (MISC 12B(89)10)
proposed +that there should be an early announcement of the
Group's decisions on future transmission arrangements. This
seems sensible, given in particular the uncertainty among staff
of the BBC and IBA. You will wish to establish that the Group is
content for ap announcement to be made by way of an arranged
weitten Answer and in particular that the Foreign Becretary
agrees that this should cover the position of the World Service.
You may wish to invite the Home Secretary to circulate a draft of

the proposed announcement to other members of the Group.

HANDLING

21. In addition to the usuEE*_mﬂmharship of the Group, the
FOREIGN SECRETARY will be pr;Ent for the discussion of the World
Eﬂrvlce transmission arrangements. You may wish to begin the
mﬂﬂtlng by inviting the HOME SECRETARY to introduce his paper,
and then follow the order uf thﬂ cnnclusinns set out in paragraph
9 of that paper (which corresponds with those in this brief).

The CHANCELLOR OF THE EXCHEQUER will be concerned to ensure that
the prnpﬂsals put forward hy the Home Secrﬂtary and the Fnralgn

secretary achieve, within the constraints of the-practical, the
maximum opening up of the tranamission aystem to competitive

disciplines and the optimum return on the transmission assets to
the Treasury. The SECRETARY OF STATE FOR TRADE AND INDUSTRY will
have a particular interest in the read-across from the present
proposals to the telecommunications duopoly review, And the
SECRETARIES OF STATE FOR WALES AND SCOTLAND will be concerned
that any decisions taken do not damage the financial viability of
the smaller regional production companies operating in high cost

transmission areas.




@  BBc NIGHT HOuRs
22. In his minute to vou of 14 June the Home Secretary proposed

v 2] o

night hours should be removed from the BBC and assigned to the

ITC for allocation by competitive tender for the provision of new

serviceas. The Home Secretary argued that it would not make sense
to deprive the BBC of a set of night hours at the same time as
encouraging them to expand their subscription services, and that
the Group's decision that there should not ba a separate night
hours licence for Channel 1 also points towards reversing the
Group's earlier position. If both sets of night hours were left
with the BBC it would be made clear to the Corporation that the
review of the licence fee in 1991 would assume that the retention

of both sets would enable them to earn significant amounts of

subscription income.

i
23. The Home Secretary suggested that if colleagues saw any
difficulty with his proposal, the matter could be discussed at
the Group's meeting on 21 June. J understand that the Secretary
of State for Trade and Industry may favour discussion of the

issue, on the grounds that the case made by the Home Secretary is

uncenvincing and that awarding both sets of night hours to the
BBC would be detrimental to competition.

FUTURE MEETINGS

24. A further meeting of the Group has been provisionally
arranged for 4 July. Provided that decisions on future
transmission arrangements can be made at the meeting on 21 June,

it is unlikely that this further meeting will be required. There
ara a number of other relatively minor issues still to be

decided, but thesa should be capable of resolution through
correspondence. If so, this may prove to be the last meeting of

the Group.
1S
H-‘_‘_-—-.

P J C MAWER

.
e
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PRIME MINISTER

BBC NIGHT HOURS

Last yeor we decided that one set of night hours should
be removed from the BBC ond ossigned to the 1TC for Elluuutlun

by competitive tender for the provision of new services.

We took this decision primaorily with o view to creating
the right balonce in the White Poper hetween the reguirements

placed on the commerclal system and those on the BBC. The
proposal has been widely criticised on the grounds thaot if the
Government is serlous obout the BBC exponding its subscription
services, for which downlooding in the night hours in well
suited, 1t does not moke sense to toke owoy holf the
opportunity, In fact, the loss of one set of night hours

e —

means a reduction of more thon holf of the system of delivery

since the BEC will need some portion of the night hours fo —

carry out its normal public service functions, for exomple to
cover elections, world sport (such os the Olympic and
Comnonweolth Gomes) and this will eat into the time available
gn the remoining chonnel. = ——

I find these arguments persuasive. They were strongly
put by the Home Affalrs Select Commlittee. If we are to tie
the BBC down to expanding its current subscription services
in o meaningful woy we must not ollow it the excuse that we
have given it o tosk while ot the same time depriving it of
the means of ochieving it. But this cose has been even
further strengthened by our decision in MISC 128 on 6 June

CONFIDENTIAL
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that there should not be o separate night hours licence for
Channel 3 on the grounds thot such licences would not be
commercially wvioble. In view of thot decision. there no
Tonger oppears to be o case for detoching the BBC night hours
for tender on the open market. Furthermore. the decision to
pass bock the night hours to Channel 3 would be odequately
balonced. so far as the overoll pockage of proposals is
concerned. If we were now to ogree thot the BBC should keep
both sets of night hours.

This is what I now propose. As o corollary 1 would.
of course, maoke it clear to the BBC thot the review of the
licence fee in 1991 would ossume thot the retention of both
_sets would enoble them to eorn significont omounts of
Subscription income. Indeed. If subscription goes well. the
retention of both sets would increase our chances of being
oble to freeze, or even reduce. the licence fee and thus moke
foster progress to our longer term objective of replacing it
oltogether. If you or collecgues see ony difficulty with this
proposal. we might discuss the matter ot the next meeting of
the Group on 21 June.

| om copying this minute to colleagues in MISC 128 and
to Sir Robin Butler.

q._,.j‘l_,ft }-‘g’v\mb

I% June 1989
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MISC 128: CHANNELS 3, 4 AND 5

The Prime Minister has seen your latter of 12 June to
Catherine Bannister with which you provided comments on the
Home Becretary's announcement, and in particular the
Chancellor's preference to delete the suggestion that cash
bonds would be returned to unsuccessful applicants. She has
noted that the Home Secretary made this change to his
statement, but that there were no guestions on this issua
during the ensuing exchanges in the House yesterday. The
Prime Minister was, however, extremely concerned at the
suggestion that bonds would not be returned; sha has
commented that this would be a new policy to which she sees
ma jor objections.

I am sending copies of this letter to the Private
Secrataries to the Members of Mise 128 and to Sir Robin
Butler,

CH/EXCHEQUER
REC. J 5 JUNMg9
MY | Hes cme

Paul Gray -El':'r& =T, e
n Sml P moplTee, il

Duncan Sparkes, Esq.,
HM Treasury.
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FRIME MINISTER

The Home Secratary's statement this afternoon on Broadcasting

went fairly well. The Opposition made predictable speaches of
“-_"_" 1

the "end of civilisation as we know it" variety. They

made the mistake, however, of basing these on newspapar
articles and had ignored the improvements to the guality
sdleguards contained in the Home Secretary's latest proposals.

Thelr complaints were therefore fairly easily dealt with,
More important, John Whealer and other backbenchers who had
hitherta had doubTs about aspacts of the proposal were

strongly supportive. They ralsed a number of cutstanding
—————

points of fine detail but seem now to have rallied behind the
Government proposals, recognising that these meet the key

concerns axpressed during the consultation process.

DOMINIC MORRIS
13 June 1989
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s Botulizm (hurbreak

do with this outhreak of botulism. He also knows that, as
i result of the consultation, we are seeking to resolve the
conflicting scientific and other advice which we have
received and will produce the regulations as soon as
possible. | have already talked abowt Brisiod, where the
research station is ot engaged in food salety research—

Dr. David Clark (South Shields), Thar simply is not
frue.

Mr. Clarke: That must be taken up with the responsible
Minesters. My righi hon. Friend the Minister of
Agriculiure, Fisheries and Food will have to deal with that
— [ Interruprion, |

[ remain reasonably confident—I look to my night hon.
Friend for advice—that it is doing mo research of any kind
relevant to botulsm.

I have nlrendy dealt with the question of the number of
environmental health officers. The resources devoted to
them are 3 matier for bocal povernment. We all apprecaate
that there i3 an increasing problen of food poisoning in
this country, and local authontics, Lke gveryone cle, must
address their priorities in that connection.

The hon. Gentleman beégan by saying (hat this was the
worst outbresk of the decade Thut sounds sensational
until we recognise that there have hesn no deaths from
batulism in that tme, and that the country has a singularly

goed record on botulism in general. The hon. Gentleman -

should make sure that the points that be makes on this
particularly dithculi tssue ane well founded.

Several Hon. Members rose——

Ar. Speaker: Order, [ shall take points of order after
the stalement by the Home Secretary.

M COTIH e iR
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Comenercia Nefevision

Commercial Television

3,55 pm

The Secretary of State for the Home Depariment (Mr.
Doeglas Hard): With permission, Mr. Speaker, | should
like tov make a statement on the futore of commercial
television. | apologise for its length; a good many
complicated mattess néed (o be taken together,

The White Paper proposed a two-stage procedare for
pwarding lcences for Channels 3 and 5 under which
applicants would firgd have (o pass o quality threshold—
consisting of positive programme and consumer protec-
tion requirements—and woukd then go on to offer financial
tenders. The Independent Television Commission wotld
be required to seleot the highest bidder.

Muny of those who commenied on the White Paper
expressed concern that those proposals might bead o a loss
of quality in programming. We recognise that concern,
and proposs to strengthen the quality threshold. Wa do
noft consider that it would be right to do so by adding more
detailed requirements in the legislation to supply specific
types of programmes. We thereflore propose (o strengthen
the guality threshold by broadening the third positive
requirement in parggraph £.11 of the White Paper to read;
“to provide a ressopable proportion of programmes (in
nddition o news nnd corrent affaire) of high quality, and 1o

provide @ diverse propramme service caloulated 1o appenl Lo
A wide variey of taeres and intenests.”

It will be for apphicants 10 interpret that combined quality
anpd diversily tesl in drawing op their  programme
proposals, Those whao fall to satisfy the TTC that they can
meel the requirement will noi have their financial bids
considered.

A number of suggestions have been made about the
lorm thit the financinl bid should take. The chairman of
the IBA proposed that it should comprise a sum fixed by
the I'TC and a b by the appbcant of a percentage of
advertsing revenus. | support thal combination of
clements bul, (o make the bidding process clearer, propose
that they should be reversed. Accordingly, the I'TC will fix
a perceniage of net ndvertmng or subscription revenue for
euch licence to form the minimum sale price. Applicants
will ithen be reguired o bid & lumg sum, which they wall
pay in addition il swecessiul. For swccessful applicants,
both sums will be paid annually over the period of the
licence to avoid the imposition of debt burdens on
lieensees,

Applicants will also be required (o post a bomd with
their tender applications. Successful bidders will be
required 1o add to that an amount which, together with the
first, will add up to a substantal performance bond. This
requiremaent will strengthen the enforcement powers of the
ITC, making them stronger and more flexible than those of
the IBA now. Thosz who ful to meet their programme
promises given ai the quality threshold stage will stand 1o
lowe a proportion of the band.

We have considered carefully the arguments about tha
criteria for deciding tenders. | do not believe that at the
tender stage, before it is clear to whom the Beences will be
awarded and before the oature of aoy  $etwork
arrangement i3 known, it will be possible for the ITC to
make fing distinctions between the quality of programme
service affered by different applicants, all of whom will
have passed the strengthened-guality hurdle that | have
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announced today. We must avoid a return to the opaque
and sormetimes arbitrary selection procedures of the past,
but some flexibility needs to be written into the procedure.

We propose, therefore, that the ITC should be required
in the normal course o sccept the highest bid, but that it
should have a power, in exceptional circumsiances, [0
gelect & lower hid, This power would operate only in
exceptionsl circumstances, the ITC would be required to
give its full reasons and exercise of the power would be
subjoct 1o judicial review, ln addition, there would be an
exceptional power for the Home Secretary, acting on the
recommendation of the ITC, 1o veto the selection of the
highest bid il its funding came from & source thal was
undegirable in the public interest

The White paper proposed that in addition 1o the sum
bid at tender applicants would have to make a levy
payment o the Exchequer. The proposals [ have just
anpounced for the fixing of a proportion of advertising or
subscription revenue as a part of the tender price overtake
our original proposals for a levy. Successful candwdates
will have only to pay the two-part tender price 1 have
outlined, There will be no vy in addition.

Some people have wondered whether the Government
would impose a moratorium on takeovers at the beginning
of 1993 and whether they would insist on compulsory”
networking for Chamnel 3. The Government's view on
both isues bis oot changed since the publication of the
White Paper. | understand that the chairman of the [BA is
considering permitting takeovers in the period from 1990
to 1993, subject to the normal anti-monopaly rules and
bearing in mind our proposals [or the régime after 1992, Tt
would not in these circumstances be cither sensible or
necessary Lo imposs a moratorium on takeovers therenlter,
Networking will be a matter for the Channel 3 companies
themselves to decide without Government compulsian,
Basic fair trading laws should ensure (hat no companies
pre evchuded unbuirky lrom any networking arrangemenis
We shall consider whether any further provisions are
necded in the legislation 1o regulate the operation of any
new network sysiem in the interests of free access and fair
COmpetition.

We have received n mumber of representutions on
behall of the 4 million viewers who are deaf or hard of
hearing We agree that particular provision should e
made for them. We have therefore decided that Channel
and Channel 5 licensees should be required 1o provede
weletext sub-titling for some of the programmes in their
schedules. They should provids more than i provided at
preseni.

The White Paper proposed that Channel 5 should be
shared between ai least two license=s. In the light of the
start-up costs of the new channel and the competition i
will face from the estahlished terrestrial channels, we have
pow decided that Channel 5 shoubd form a single licence.
It will thus be better equipped 1o compete with the existing
terrestrial channels.

Similarly, the White Paper proposed that there shouwld
be & separate night hours licence for Channel 3. Many of
those who responded (o the White Paper doubted whether
a separate night hours licence would be viable, so we have
looked sl this again. We want 1o ensure, 5o far as possible,
that the night hours are fully used. 1 accept the argument
that they may be better explosted commercially if they are
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nked with services provided at o more commercially
attractive part of the broadcasting day. We have therefore
decided not o disturb the present situation under which
the night hours may remain connected with the peak
viewing period. Howeves, we will review the position if we
find (hat the night hours are not being fully wed. Under
our proposals, the ITC will be free 1o allocate licences far
other times of the day, such as & breakfast time service.

The White Paper proposed that the ITC would be
responsible for the map-— for the geographical division of
Channel 3 into regions, This has been generally welcomed.
The Government have noted with understanding the
gatement of the chairman-designate of the ITC, Mr.
Cieorge Russell, that he would see advaniage, if possibie,
in retaining the existing regions,

1 turs finally 10 Channel 4 and S4C, the Welsh channel
The White Paper made clear the Government's intention
to maintain the remit of Channel 4 while at the same time
providing for the sclling of its advertising separately from
that on Channel 3. We have congidered the comments we
have received en the three options in the White Paper, and
in particular the helpful report by the Home Affairs Select
Committes. | have written today 1o the chairman of the
Committee expressing the Government's gratitude for s
work on Channel 4 and setting out the Government's
decisions. A copy of that letter hos been placed in the
Library.

The Government have decided that it would not be
feasible at the present time for Channel 4 1o become an
independent commercial company competing with the
other Broadensters if, a8 we think esiential, it is 1o retain
its remit. The Bnancial outlook for Channel 4 remains
unceriain with the prospect of new competition, We
believe that the requirement in sddition 1o provide o retarn
fesr shareholders in a private company could put too much
pressure upon Channel 4 finances and place jts remil in
jeopardy, Bul we see some difficulty in Chuannel 4
comtinuing to be cwned by the authority which woukd be
retponuible for repulating its output—the 1TC—and we
believe that any financial onderpinning given to the
channel should be carzfully circumscribed to provide clear
incentives for cost-effciency.

Wi have therefore decided thatafter 1993, i Parliament
agrees, Channcl 4 should become a public trust which wll
be licensed by the ITC and will continue to provide the
service sot out in the special remit. Channel 4 would sl its
own advertising, and would be subject to a buseline budget
of 14 per cent. per annum of terrestrinl net advertising
revenue. The bastline could be amended in secondary
kgislation. I the channel's revenue fall below the baselne,
ihe difference would be funded by the ITC 1o o maximum
ol 2 per cent, of terrestrial net advertising revenue levied
pn the Chonpel 3 companies, bul any surplus revenues
ibove the baseline would be shared equally between
Channel 3 and Channel 4, The trust would be required to
hierld its shate of any surplus revenues 1o be used as a firl
call if there were deficits in later years. To reduce the need
for o call on the guarantes, the ITC woukd be empowensd
fo require cross announcement of programmes beiween
Channel 3 and Channel 4. Complementary scheduling
would be possible, bus would not be o requirement. The
Chanpel 4 licence would run for 10 years, bul the
arrangements would be reviewed alter seven. | believe that
is 4 satisfactory way of securing the future of Chonnel 4
with its present remil,
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The White Paper concluded that the arrangements For
the Welsh fourth channel should remain unchanged. Soms
have argued that it would not be consistent with the new
and more free approach 1o regulation for the channel (o ba
funded by a direct 5u|:m:ri|'||.|'n|1 on the commercial
companics. The position is particularly apomalous in
Scotland where the ITV companies are required (o financs
Welsh programmes as a first call on their resouroes even
before they make provision for their own Gaelis speakers.
The Government are sympatheiic lo these concerns, und
hawe decided to make a small technical changs to the
funding arrangements for S4C. In futone, 54C revenuoes
will not be charged as a frst call on the commercial
companies bat will be Mupded out of the proceeds of the
tender through the [T,

My staternent covers most of the major decisions oo the
fumure commercial ielevision sysiem  following the
publication of the White Paper. We shall need to make
annoanesments on the remaining 1sswes, incleding the ey
question of tranamizsion and the futurs of broadeasting in
Graelic, before long. They we shall draft the Bill.

Mr. Robin Corbett [Birmingham, Erdingion): The
Home Secretary and the House will understand if [ do not
respond in detail 1o the mini White Paper today. Clearly
we shall return to the issue in the avtumn when we
consider the Bill,

The revised proposal for awarding the licencs for

Channel 3 and Channel 5 are ne more than a hgleaf behind
which the Home Seerciary sceks to cover his humilistion
at the hands of the Prime Minister, aided by the Sscretany
aof State lor Trade and Industry. In most important

respects, the hidding for the bcences has barely changed
from thar set out in paragraph &9 of the White Paper
which stated:

“there is no longer the sime need for quslity of seevice 1o be
prescribed by legislation oF regulatory Hal.”™

All that the Home Secretary hms said today is that the ITC
can hawe resgrve powers o reject the highest bid, while
cxplaining why, In my view thot omounts to no more than
a tiny teasponn o bake out a well-haled ship. s it not the
very beast that could be done to meet the statement made
by Mr Georpe Russell that uvnless the ITC had these
powers, e would find his position untenoble? 1 conmend
Mr. Russell on his stand on behalf of the viewers' best
inteness

The rewarding of the so-called positive requiremeat in
paragraph 411 does no more than express in 35 words
what took just 16 words in the White Paper, Simply adding
the phrage “high guality”™ does nothing to guaranbes that
it will be delivered, nor does anvihing efse that the Home
Secretary said today. In any event, what is & reasoable
proportion and who will decide it?

The statement i3 light on what exact amoints of money
are to be provided by bidders who deliver the range and
tvpes of programme which the bid promises. The Home
Secretary went out of s way to mike if clear that he did
wi regard that to be pecsssary. The changes in the

nancial arrangements at least acknowledge that Channe|
will face increasing competition From: sateflite services

4 age simpber and clearer than the enginal proposals,

' gm still uncertnin about what the term “financially
cand” means. Il seems that it will mean oo more than
“ocking on whether the cish behimd the bad comes from

a5 or vice. That is the problem. The Home Secretary’s

‘ement. like the White Paper, is too much about cash
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and not sulficiently concerned with ensuring that the cash
on the table will deliver real chodce and quality in terms of
range and standards, Will the Home Secrctary confirm
that bidders will not have to guarantes to programme
current affairs in main viewing programmes? [s i not the
case that the same restains true of children's and religiows
progrimmes?

It 5 unacceptable to Opposition Members—and (o
some Conservative Members—that an individoal should
ba able o own two Channel 3 licences. The Opposition
belseve that one person should be able to own only one
franchise i there g 1o be real diversity in the new system,

I weleome the requirsment for Channel 3 and Channe|
5 licences to provide feletext subtitling for some
programmes for the 4 million people who are deal or hard
of hearing. [ hope that that will becomes mandatory for all
news and current affairs programmes, and for most, rather
than some, programmes eventoally.

[ also welcome the decision not to separate off the night
howrs. 1t was potently nod sensible for the Home Secretary
o proposs in the White Paper to take the night hours away
from the BBC while reguining it to maximise s
subscription services.

Becoming u trust s the least worst option for Channel
4, although we would bove prefermed the status guo. What
is disappointing is that despite the Governmeni’s tribute to
Channed 4's “striking success” their proposals are unlikely
to provide enough stability For it to meet ite seeds in the
fece of stiffening competiticn in terresirial and =atelite
REFVICES.

Even after the statement, the Government's proposals
will do no more than achieve lower guality, lower
standards, less public responsibility and fewer regions
within Channel 3. The proposals will not use technobogical
change to bring about more seal choice. The proposals are
saimply a route to undemmining what the White Paper
calied—I1 hope mot sarcastically—the “rich heritage™ of
British broadcasing. The swaternent reveals that the
vandals have won—at least under this Goveriinent.

Mr. Hord: The hon. Gentleman has Fallen mnto the trap
inte which his righ! hon. Froend the Member lor
Birmingham, Sparkbrook (Mr, Hatiersley) always falls,
He has chosen w commenl on inaccurale press reporls
about our proposals even though, by the conventions of
the House, he has had a bit of time—not long. 1 admit
—io sludy the proposals themselves, The hon, UGentleman
kas talked as though all the preds reports were troe. The
néxt step, if precedent is to be followed, is that Mr, Des
Wilson will write 3 leamed article suggesting that 1
stimmiabaied all the inhccurate press reports (0 fure the homn,
Cientheman into the trap into which he has fallen.

The hon, Gentleman has ignored the three changes
made on the guality threshold in response to comments on
the White Paper. First, the quality threshold has been
stiffensd 30 that it is similar to the proposal in the
Brogdeatting Act 1981, Sscondly, there will be the
exceplional power of the ITC, It is exceptional—I] have
explained the circumstances—io award a [(mnchise (o
other than the highest bidder. Thirdly, and most
importantly, there will be the performance bond, which
the hon. Gentleman did not mention. It will give the ITC
n power that the present Indspendent Broadcasting
Auihority does not hawe, which is & fexible and powerful
way b enforce the promises that have been made. The ITC
will no longer face the criticism that all it can do is o
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MISC 128: CHANNELS 3, 4 AND 5

The Chancellor has seen the draft announcemnant cnntaininT
Ministers' decisions on the futurs arrangements for commercia
television which the Home Sacreta sent to the Prime Minister on
9 June. Subject to the points low on C4 and SC4, he is hapgr
t -]

vith the statement and agrees that an early announcemen
desirable.

Although Ministers have agreed that C4 should become a public

trust with a partially guaranteed income, detailed decisions have

not been taken on the appropriate financial structure under which

it will operate. In view of this the Chancellor believes that the

description of the future arranﬁennntu in paragraph 17 should be
t

kept to the minimum. Be would erefore prefer the first two
sentences to read:

“We have therafore decided that after 1993 Channel 4 should
assume Lhe status of a public trust, which would be licensed

by the ITC and would continue to provide the service set out
in the special remit."

So far as S5C4 is concerned, the Home Secretary’s proposal that the
ITC should fix the level of subsidy to be paid as a first charge
on the annual payments for C3 and 5 licences raises issues of
public expenditure and Parliamentary accountability which are
already under discussion with the Treasury but which have yet to
ba satisfactorily resolved. The Chancellor would therefore prefer
to omit all references to the 5C4 arrangements at this stage.
However, if the Home Secretary judges this impossible, the
statement should say no more than that the Government has decided
that 5C4 should be funded directly through the ITC. Similar




amendments will be needed to the letter to the Home Affairs
Commitctes,

Treasury officials have also suggested the cash bonds posted by
applicants be retained to pay the costs of clearing the airwaves
for Channel 5. Until these discussions are concluded the
Chancellor would prefer to see deleted the suggestion that cash
bonds will be returned to unsuccessful applicants.

I enclose a note of some further smaller drafting changes. In the
time available it has not been possible for Treasury officials to
discuss these with yours but they would be happy to do so.

The Chancellor was otherwise content with the draft letter to John
Wheeler.

I am copying this letter to the Private Secretaries of members of
MISC 128 and Sir Robin Butler.
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DUNCAN SPAREES
Assistant Private SECrEtaI?




BROADCASTING STATEMENT: PROPOSED AMENCMENTS

Para 4, third sentence: omit "and to reduce the risk
overbidding*.

of

Para 4, fourth sentence: replace “with assistance from a merchant

bank* by -after consulting the Secretary of State-.

Para 5, last sentence: omit °*a proportion of the-,
*chis".

substitute

Para 16, second sentence: oamit *and rising costs".

Para 16, third sentencer amend to read

"a private company
coaid. ..".
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MISC 128: CHANNEIS 3, 4 AND 5

I am grateful to you and colleagues for your commente on the

draft announcement T circulated on 9 June.

I now attach a final version of the announcement which
includes all of the drafting changes that we have been able to
accept. There are two points of substance in this final version.
I have decided to include a reference to our decision that the
Home Secretary should be given an exceptional power to veto the
highest bid if the funding is from an undesirable political
sourca. Although this may divert attention from some of the
other issues, I think on reflection it would be better to
announce 1t now rather than introduce it separately later on.
Secondly, I have attempted to shorten the announcement by
deleting paragraph 8 of the earlier draft which dealt with the
number of Channel 3 licences for which any applicant might apply.
This will be swept up in a Written Answer which I hope will also

be given tomorrow.

I am copying this minute and the attachment to MISC 128

colleagues and to Sir Robin Butler.
L
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COMPETITIVE TEMDER AND CHANNEL 4 : DRAFT ANNOUNCEMENT

With permission, Mr Speaker, I would like to make a statement

on the future of commercial televiesion. I apologise for its

length.

The White Paper proposed a two-stage procedure for awarding
licences for Channels 3 and 5 under which applicants would have
first to pass a guality threshold, consisting of positive
programme and consumer protection requirements, and would then go
on to offer financial tenders. The Independent Television

Commission would be required to select the highest bidder.

Many of those who commented on the White Paper expressed
concarn that these proposals might lead to a loss of gquality in
programming. We recognise that concern and believe that a case
has been made out for strengthening the guality threshold. We do
not consider it would be right to do so by adding more detailed
requirements in the legislation to supply specific types of
programme. We therefore propose to strangthen the guality
threshold by broadening the third positive reguirement in
paragraph 6.11 of the White Paper to read:

"to provide a reasonable proportion of programmes (in
addition to news and current affairs) of high quality,
and to provide a diverse programme service calculated

to appeal to a wide variety of tastes and interests.™
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It will be for applicants to interpret this combined quality and
diversity test in drawing up their programme proposals. Thosea
who fail to satisfy the ITC that they can meet this requirement

will not have their financial bhids considered.

A number of suggestions have been made to us about the form
that the financial bid should take. The Chairman of the IBA
proposad that it should comprise a sum fiwed by the ITC and a bid
by the applicant of a percentage of advertising revenue. T
support this combination of elements but, in order to improve the
transparency of the bidding process, propose that they should be
reversed. Accordingly, the ITC will fix a percentage of net
advertising or subscription revenue for each licence to form the
minimum sale price. Applicants will then be regquired to bid a
lump sum which they weould pay if successful in additicn. For
successful applicants, both sums will be paid annually ovar tha
period of the licence to avoid the imposition of debt burdens on

licansaes.

Applicants will alsoc be required to post a bond with their
tender application. Successful bidders will be required to add
to this an amount which, togethear with tha first, will add up to

& substantial performance bond. ihis reguirement will

/strengthen the
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strengthen the enforcement powers of the ITC. Those whe fail to

meet their programme promises given at the guality threshold

stage will stand to lose a proportion of the bond.

We have considered carefully the arguments about the criteria
cn which the tenders should be decided. I do not believe that
at the tender stage, before it is clear to whom the licences will
be awarded and before the nature of any network arrangement is
known, it will be possible for the ITC to make fine distinctions
between the gquality of programme service offered by different
applicants, all of whom will have passed the strengthened guality
hurdle I have announced today. We must avelid a return to the
opaque and sometimes arbitrary selection procedures of the past.
But some flexibility needs to be written intoc the procedure. We
propose therefore that the ITC should be reguired in the normal

gourse to accept the highast bid, but that it should have a

power in axceptional circumstances to select a lower bid. This

power would operate only in exceptional circumstances and the ITC
would be required to give its full reasons. Exercise of the
power would be subject to judicial review. In addition, there
would be an exceptional power by the Home Secretary acting on the
recommendation of tha ITC, to veto the selection of the highest

bid if its funding came from a politically undesirable source.

/The White Paper




The White Paper proposed that in addition to the sum bid at
tender applicants would have to make a levy payment to the
Exchequer. The proposals I have just announced for the fixing of
a proportion of advertising or subscription revenue as part of
the tender price overtake our original proposals for a levy.
Successful candidates will have only to pay the two-part tender

price I have outlined. There will be no levy in addition.

There has been some speculation as to whether the Government
would impose a moratorium on takeovers at the beginning of 1993
and whether it would insist on compulsory networking for Channel
3. The Govermment's wview on both issues has not changed since
the publication of the White Paper. I understand that the
Chairman of tha IBA intends to permit takeovers in the period up
to 1993, subject to the normal anti-monopoly rules and bearing in
mind our proposals for the regime after 13%2. It would not in
the circumstances be either sensible or necessary to impose a
moratorium thereafter. Networking will be a matter for the
Channel 3 companies themselves to decide without Government
compulsion. Basic fair trading laws should ensure that no
companies are excluded unfairly from any networking arrangements.
We shall consider whether any further provisions are nesded in
the legislation to regulate the cperation of any new network

system in the interests of free access and fair competition.

/We have

COMNTEMTRITIAS
T T R T P A | -

.I'I'




CO: FIDEMTIAL

We have received a number of representations on behalf of the
four million viewers who are deaf or hard of hearing. We agree
that particular provision should be made for them. We have
therefore decided that 31 and Channel 5 licensees should ba
required to provide teletext sub-titling for some of the

programmas in their schedules.

The White Paper proposed that Channel 5 should ba shared
between at least two licensees. In the light of the start-up
costzs of the new Channel and the competition it will face from
the established terrestrial channels, we have now decided that
Channel 5 should form a single licence. It will thus be better

equipped to compete with the existing terrestrial channels.

Similarly, the White Paper proposed that there should ba a
separate night hours licence for Channel 3. Many of those who
responded to the White Paper expressed doubts about the financial
viability of a separate night hours licence. We have accordingly
locked at this again. We want teo ensure so far as possible that
the night hours are fully used. I accept the argument that they
may be better exploited commercially if they are linked with
services provided at a more commercially attractive part of the

broadcasting day. We have therefore decided not to disturb the

/present situation
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presant situation under which the night hours may remain
connected with the peak viewing period. This position will be
reviewed if the night hours are not being fully exploited.
Under our proposals, the ITC will be free to allocate licences

for other times of the day, such as a breakfast time service.

The White Paper proposed that the ITC would be responsible
for the geographical division of Channel 3 into regions. This
has been generally welcomed. The Government has noted with
understanding the statement of the Chairman-designate of the ITC,
Mr George Russell, that he would see advantage in retaining the

existing regions, if possible.

I turn to Channel 4. The White Paper made clear the
Government's intention to maintain the remit of Channel 4 while
at the same time providing for the selling of its advertising
separately from that on Channel 3. The White Paper proposed
three options ranging from a fully independent commercial service
licensed by the ITC, through an option linking Channel 4 with the
new Channel 5, to an arrangement whereby Channel 4 would continue
as a subsidiary of the ITC with a possible minimum guaranteed

income.
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We have considered the comments we have received on these
options and in particular the helpful Report by the Home Affairs
Select Committee. I have written today to the Chairman of the
Committee expressing the Government's gratitude for its work on
Channel 4 and setting out the Government's decisions. A copy

of that letter has been placed in the Library of the House.

In considering the various options, the Government has
decided that it would not be feasible at the present time for
Channel 4 to become an independent commercial company competing
with the other broadcasters if, as we think essential, it is to
ratain ite remit. The financial outlook for Channel 4 remains
uncertain with the prospect of new competition. We believe that
the requirement in addition to provide a return for shareholders
in a private company could put too much pressure upon Channel 4
finances and place its remit in serious jecpardy. But we see
some difficulty in Channel 4 continuing to be owned by the
authority who would be responsible for regulating its output;
and we believe that any financial underpinning given to the
Channel should be carefully circumscribed to provide clear

incentives for cost-efficiency.

We havea therafore decided that~after 1893 Channel 4 should

becoma a public trust, which would be licensed by the ITC, and

Jfwould continue
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would continue to provide the service set out in the special
remit. Channel 4 would sell its own advertising, and would be
subject to a baseline budget of 14% per annum of terrestrial net
advertising revenue. The baseline could be amended in secondary
lagislation. If the Channel's revenue fell below the baselina,
the difference would be funded by the ITC to a maximum of 2% of
terrestrial net advertising revenue levied on the Channel 3
companies. Any surplus revenues above the baseline would be
shared equally betweean Channel 3 and Channel 4. The Trust would
be required to hold their share of any surplus revenues tc be
used as a first call in the event of deficits in later years.

To reduce the need for a call on the guarartee, the ITC would be
empowered to regquire cross-announcement of programmés batwWeen
Channel 3 and Channel 4. Complementary scheduling would be
possible, but would not be a reguirement. The Channel 4 licence
would run for ten years, but these arrangements would be reviewed
after seven. I believe this is a satisfactory way of securing

the future of Channel 4 with its present remit.

The White FPaper concluded that the arrangements for the Welsh
Fourth Channel should remain unchanged. Some have argued
that it would not be consistent with the new and more free

approach to regulation for the Channel to be funded by a direct

J/subscription
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subscription on the commercial companies. The situation is
particularly anomalous in Scotland where the ITV companies are
required to finance Welsh programmes as a first call on their
resources before even they make provision for thelr own Gaelic
speakers. The Governpent is sympathetic to these concerns, and
has decided to make a small changa to the funding arrangements
for S4C. Henceforth, S4C revenues will not be charged as a

first call on the commercial companies but will be funded out of

the proceeds of the tender through the ITC.

My statement today covers most of the major decisions on the
future commercial television system following the publication of
the White Faper. We shall make announcements on tha remaining
issues before long. These decisions will be incorporated in new
broadcasting legislation which the Government hopes to bring

forward in due course.
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SCOTTISH OFFICE

WHITEHALL, LONDON 3WIA 2AL

AL

f]
Colin Walters Esq l’ﬂ'{ &
Private Secretary to the
Secretary of State for the Home Department ks
Home Office
20 Queen Anne's Gate
LONDON
SW1H 9AT \ L June 1989

LAJITH (5

My Secretary of State has n the draft statement attached to the Home
Secretary’s minute of ne to the Prime Minister and suggests only two

minor amendmentis.

In paragraph 18 on S4C, he suggests that the sentence beginning "The
gituation is....." should be amended to read:- "The situation Is
particularly anomalous in Scotland where the C3 companies are required to
finance Welsh programmes

We need in paragraph 18 to make it clear that further decigions (g, on
transmission and Gaelic) have still fo be taken and announced and we
suggest that after "White Paper” in paragraph 18, & sentence is inserted
as follows:- "We will make announcements on the remaining major issues
as soon as  possible. Our decisions will be incorporated in new
broadeasting legislation

| am sending copies of this letter to the Private Secretaries to the Prime
Minister and other Members of MISC.128.
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Private Secretary
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10 DOWNING STREET
LONDON SW1A 2AA

THE PRIME MINISTER 12 June 1989

one i

Thank you for your note of 9 June. It was helpful, as
always, to know of your concerns.

As you say, there has been a good deal of speculation
in the Press about the ocutcome of our recent discussions on
broadcasting. 1 can assure you that we are giving very careful
consideration to the points you raise. Douglas Hurd hopes

to be in a position to make a statement soon, and I hope you

will agree that our approach fully meets your worries.

The Rt. Hon. Viscount Whitelaw, C.H., M.C.
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10 DOWNING STREET

- LONDON SW1A A A 12 June, 19839,
Fram the Privale Secrefary

(ehai=e
BROADCASTING ANNOUMCEMENT: CHANNELS 3, 4 AMD 5

The Prime Ministar was grcateful for the Home
Secretary's minute of 5 June with which ne anclosed a draft
Parliamentary Statement and a dratft letter to send to Ehe
Chaicman of the Home Affairs Committes,

The Prima Minister 1is content for the Home Secr=tary to
make a statemant tomorrow, and to write to the Chalirman of
the Home Affalirs Committse. BShe has a number of detailed
comments on the proposed statement:

At the end of paragraph 4 she thinks the drafting might
ba looked at to makes clearer the distinction betwesn
tha bidding process and the arrangemants for paymant

by successful applicants.

The first two sentances of paragraph 5 might be
redrafted to make clear that the performance bond Lor
guccessful applicants will be paild in two stages; the
prasent reference at the and of tha second sentance to
"a further amount” strikes the wrong note. And is the
rafarance to a cash bond correct?

Shorten the penultimate sentence of paragraph 6 to read
"This powar would operate only in exceptional
circumstances, and the ITC would be ceguirsed to glva
its Eull reasons®.

In the Final sentence of paragraph 11 delekts
"partioularly in the sarly days".

I am sending coples of this letter to the Frivate
Becrataries o the Members of Mige 128 and to Sir Robin
Butler.

Miss C.J. Bannistar,
Homs OFEficms,
CONFIDENTIAL
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MISC 128 : CHANNELS 3, 4 AND 5

At the close of the meeting of MISC 128 on 6 June I promised
to circulate proposale for announcing the decisions we took on
that day.

I attach a draft announcement of our conclusions on the
three papers which we discussed concerning competitive tendering,
Channel 4 and the map and the clock on Channals.i_;nd i All
the major decisions that we took on 6 June are included in this
draft. The only addition is the technical change in the
arrangements for fundiﬂg the Welsh Fourth Ehﬁnnel which I
included in paragraphs 24 and 25 of MISC 123(89)3 which we
discussad on 24 April. Under this proposal, the S54C subscription

would cease to be a first charge on the Channel 3 companies but
would be taken directly out of the proceeds of competitive
tender. This is in line with our general policy of freeing up
commercial television and not placing unnecessary burdens on the

commercial companies.

I also attach a draft letter which I would propose to sand to
the Chairman of the Home Affairs Committee since ocur decisions on
Channel 4 constitute a formal response to the Committee's Report
of last March.

/This will
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This will be an important announcement both in terms of its
wide scope and the significance of many of the decisions we have
taken. It will be seen as the main Government statement on the
future commercial television eystem following the White Paper and
before the Broadeasting Bill. Although we have still to take
decisions on transmission and BBC night hours, these are of less
pelitical significance to the broadcasting world and should not
ke allowed to held up the present announcement.

If you and colleagues are content with the terms of the draft
announcement, I would hope to make it by way of a Commons Oral
Statement on 13 ane; and write to John Wheeler the same day.

Any comments on the draft will therefore need to reach me by mid-

day on Monday 12 June.

I am copying this minute and enclosures to MISC 128

colleaguas and to Sir Robin Butler.

o 1

e : /! VP

Approved by the Home Secretary
and signed in his absence.

O June 1589
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COMPETITIVE TENDER AND CHANNEL 4 : DRAFT ANNOUNCEMENT

With permission, Mr Speaker, I would like to make a statement
an ocur proposals for the future of commercial television in the
light of the comments we have received on the White Paper on

Broadcasting.

2. The White Paper proposed a two-stage procedure for awarding
licences for Channels 3 and 5 under which applicants would have
first to pass a quality threshold, consisting of positive
programme and consumer protection requirements, and would then go
on to offer financial tenders. The Independent Television
Commission would be required to select the highest bidder.

3. Many of those who commented on the White Paper expressed
concern that these proposals might lead to a loss of quality in
programming. I recognise that concern and beliave that a case
has been made out for strengthening the guality threshold. I do
not consider it would be right to do so by adding more detailed
reguirements in the legislation to supply specific types of
programme. I therefore propose to strengthen the quality
thresheld by breoadening the third positive requirement in
paragraph 6.11 of the White Paper to read:

"to provide a reasonable proportion of programmes (in
addition to news and current affairs) of high guality,
and to provide a diverse programme service calculated
to appeal to a wide variety of tastes and interests."

It will be for applicants to interpret this combined quality and

diversity test in drawing up their programme proposals. Those
who fail to satisfy the ITC that they can meet this reguirement
will not have their financial bids considered.

J4. A number
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4. A number of suggestions have been made to us about the form
that the financial bid should take. The Chairman of the IBA
proposed that it should comprise a sum fixed by the ITC and a bid
by the applicant of a percentage of advertising revenue. I
support this combination of elements but, in order to improve the
transparency of the bidding process and te reduce the risk of
over-bidding, propose that they should be reversaed.

Accordingly, the ITC, with assistance from a merchant bank, will
fix a percentage of net advertising or subscription revenue for
sach licence to form the minimum sale price. Applicants will

R then ba reguired to bid afiEEE}sum in addition. For successful

applicants, both sums will be paid annually over the period of
the licence to auaiﬂ the imposition of debt burdens on licensees.
“luap fuae Wl B faad s epaad i bedia cda” Bt Uil of G L,
5. Applicants will alse be required to post a eash bond with
thelir tender application. It will be returned to unsuccessful
candidates, but retained by the ITC in the case of the successful
bidder who will be required to add to it a Eugthgzm;mnuq; te form
a substantial performance bond. This reé;Irement will
strengthen the enforcement powers of the ITC. Those who fail to
meet their programme promises given at the quality threshold

stage will stand to lose a proportion of the bond.

6. I have considered carefully the arguments about the criteria
on which the tenders should be decided. I do not believe that
at the tender stage, before it is clear to whom the licences will
be awarded and before the nature of any network arrangement is
known, it will be possible for the ITC to make fine distincticns
between the quality of programme service offered by different
applicants, all of whom will have passed the strengthened guality
hurdle I have announced today. We must aveid a return to the
opagque and sometimes arbitrary selection procedures that have
operated in the past. But some flexibility needs to be written
into the procedure. We propose therefore that the ITC should be
required in the normal course to accept the highest bid, but that

/it should
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it sheuld have a power in exceptional clircumstances to select a
lower bid. This power would operate only in exceptional
circumstances ““d[EP grounds determined ﬁa the ITEEHwhiQE]wuuld
be required to give its full reasons. Exercise of the power

would, of course, be subject to judicial review.

Ta The White Paper propesed that in addition to the sum bid at
tendar applicants would have toc make a levy payment to the
Exchequer. The proposals I have just announced for the fixing of
a proportien of advertising or subscription revenue as part of
the tender price overtake our original proposals for a levy.
Successful candidates will have only to pay the two-part tender
price I have outlined, and will not be required to pay levy in
additien.

B. Under the ownership proposals I announced on 19 May, an
individual licensee will be able to own two Channel 3 licences as
long as they are not both large or contiguocus. Applicants for
Channel 3 licences will be permitted to apply for any number of
licences provided they make clear their order of preference.
Those who are successful in the bidding for more than the two
licences to which they are entitled will be awarded the relevant

licence or licences on the basis of their declared praeference.

9. Following the submission of comments on the White Paper,
there has been some speculation as to whether the Government
would impose a moratorium on takeovers at the beginning of 1993
and whether it would insist on compulsory networking for Channel
3. The Government's view on both lssues has not changed since
the publication of the White Paper. I understand that it is the
intention of the Chairman of the IBA to permit takeovers in the
period up to 1993, subject to the normal anti-monopoly rules and
bearing in mind our proposals for the regime after 199%92. It
would not in the circumstances be alther sensible or necessary to
impose a moratorium thereafter. HNetworking will be a matter for

Jthe Channel 3
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the Channel 3 companies themselves to decide without Government
compulsion. Bagic fair trading laws should ensure that no
companies are excluded unfairly from any networking arrangements.
We shall consider whether any further provisions are needed in
the legislation to regulate the operation of any new network
gystem in the interests of free access and fair competition.

10, We have received a number of represantations on behalf of
the four million viewers who are deaf or hard of hearing. I see
considerable force in the argument that particular provision
should be made for them. We have therefore decided that Channel
3 and Channel 5 licensees should be reguired to provide teletext
sub-titling for some of the programmes in their schedules.

11. The White Paper proposed that Channel 5 should be shared
between at least two licensees. In the light of the start-up
costs of the new Channel and the competition it will face from
the established terrestrial channels, we have given further
thought to this proposal. We have now decided that Channel 5
should form a single licence, and will as a reault{:particularly
in the early day:f]bm better equipped to competa with the
existing terrestrial channels.

12, Similarly, the White Paper propesed that there should be a
separate night hours licence for Channel 3. Many of those who
responded to the White Paper expressed doubts about the financial
viability of a separate night hours licence and we have
accordingly locked at the matter again. We wanted to ensure so
far as possible that the night hours were fully used. I accept
the argument that they may be better exploited commercially if
they are linked with services provided at a more commercially
attractive part of the broadcasting day. We have therefore
decided not to disturb the present situation under which the
night hours may remain connected with the peak viewing pericd.
This position will be reviewad after five years of the new

/licences 1if
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licences if the night hours are not being fully exploited.
Under our proposals, the ITC will be free to allocate licences
for other time= of the day, such as a breakfast time service.

13. The White Paper proposed that the ITC would be responsible
for the geographical divisien of Channel 3 into regions. This
has been generally welcomed. The Government has noted with
understanding the statement of the Chairman-designate of the ITC,
Mr George Russell, that he would see advantage in retaining the
existing regions, if possible.

14. I turn to Channel 4. The White Paper made clear the
Government's intention to maintain the remit of Channel 4 while
at the sama time providing for the selling of its advertising
separately from that on Channel 3. The White Paper proposed
three options ranging from a fully independent commercial service
licensed by the ITC, through an option linking Channel 4 with the
new Channel 5, to an arrangement whereby Channel 4 would continue
as a subsidiary of the ITC with a possible minimum guaranteed

income.

15. We have considered the comments we have received on these
options following the publication of the White Paper, and in
particular the helpful Report by the Home Affairs Select
committee which carried ocut a thorough review of this specific
issue. I have written today to the Chairman of the Committee
expressing the Govermment's gratitude for its work on Channal 4
and setting out the Government's decisions. A copy of that
letter has been placed in the Library of the House.

16. In considering the various options, the Government has
decided that it would not be feasible at the present time for
Channel 4 to become an independent commercial company competing
with the other broadcasters. The financial outlook for Channel
4 remains uncertain with the prospect of new competition and

Jrising costs.
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rising costs. I balieave that the requirement in addition to
provide a return for shareholders in a private company would put
too much pressure upon Channel 4 finances and place its remit in
gerious jeopardy. But I see some difficulty in Channel 4
continuing to be owned by the authority who would be responsible
for requlating its output; and I believe that any financial
underpinning given to the Channel should be carefully
circumscribed to provide clear incentives for cost-efficiency.

17. We have therefore decided that after 1993 Channel 4 should
assume the status of a publie trust, which would take over the
shares of the present company and would be licensed by the ITC.
Members of the trust would be appointed by the Government and
would have as their sole objective the efficient running of the
service and tha maintenance of the remit. Channal 4 would sell
ite own advertising, and would be subjact to a baselina budget of
14% per annum of terrestrial net advertising revenue. The
baseline could be amended in secondary legislation. If the
channel's revanue fell below the baseline, the difference would
be funded by the ITC to a maximum of 2% of terrestrial net
advertising revenue levied on the Channel 3 companies. Any
surplus revenues above the baseline would be shared egually
between Channel 3 and Channel 4. The Trust would be required to
hold their share of any surplus ravenuas to be usad as a first
call in the event of deficits in later years. To reduce the
need for a call on the guarantee, the ITC would be empowered to
require cross-announcement of programmes between Channel 3 and
Channel 4. Complementary schedulling would be possible, but
would not be a regquirement. The Channel 4 licence would run for
ten years, but these arrangements would be reviewed after seven.
I baelieve this is a satisfactory way of securing the future of
Channel 4 with its present remit.

18. The White Paper concluded that the arrangements for the
Welsh Fourth Channel should remain unchanged. Some have argued

/that it
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that it would not be consistent with tha new and more free
approach to regulation for the Channel to be funded by a direct
subscription on the commercial companies. The situatien is
particularly marked in Scotland where the smaller companies are
required to finance Welsh programmes as a first call on their
resources before even they make provision for their own Gaelic
apeakers. The Government is sympathetic to these concerns, and
has decided to make a small change to the funding arrangements
for S4C. As proposed in the White Paper, the ITC, in
consultation with the Welsh Fourth Channel Authority, will fix
the level of S54C ravenues, but these will be paid not as a first
call on the commercial companies but directly out of the proceeds
of the tendar.

18. My statemsnt today covers most of the major decisions on the
future commercial television syetem following the publication of
the White Paper. They will be incorporated in new broadcasting

legislation which the Government hopes to bring forward in due course
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John Wheeler Esg MP
Chairman

Home Affalrs Committee
House of Commons
LONDON, SW1

for signature by: HOME SECHETARY

HOME AFFAIRS COMMITTEE REPORT
THE FINANCING OF CHANHEL 4

I am writing to you to let you know the Government's response to
your report of 15 March on the financing of Channel 4. I plan to
make an announcement in the House of Commens on [13] June about

gur propesals for Channel 4 and other matters relating to
Channels 3 and 5, but before doing so I wanted to provide you and

your committee with a formal response to your report.

The Government greatly appreciates the work which you and your
committee have devoted to the guestion of Channel 4. Your
report was presented at a crucial point in the debate and has
strongly influenced cur thinking. We have carefully considered

all the recommendaticns which you have made.

As you know, the White Paper set ocut three options for the
funding of Channel 4. Your report recommended (paragraph 19)




that option 2 of the White Paper (Channel 4 as a subsidiary of
the ITC) provided the best way forward. We too concluded that
option 1 (full privatisation) and option 3 (linking Channel 4 to
Channel 5) would not fulfil the Government's policy intentions.
We felt, however, that it was important, if Channel 4 were to
maintain its remit, that it should not ba both owned and
regqulated by the same body. For this reason, we are proposing
that Channel 4 should be wholly owned by a Trust, which will
replace the present Channel 4 Board. Members of the Trust will
be appointed by the Government and, apart from a salary, will
have no financial interest in the profits or losses of Channel 4.

You recommended (paragraph 32) that Channel 4 should be funded to
the level of 14% of terrestrial national advertising revenues, and
in the event of Channel 4 achieving a surplus; it should retain
that money as a reserve against future deficits. We agree that
the baseline budget should be 14% of terrestrial NAR. If

Channel 4's revenue fell below this baseline, we propose that the
difference should be funded by the ITC, but never to an extent of
more than 2% of terrestrial HAR. The ITC would impose a special
levy on all Channel 3 companies to raise the reguired subsidy.
Thus if advertising revenue fell to not less than 12% of
terrastrial NAR, the amount would be made up to the full 14%.

put if it fell below 12%, then only an additional 2% of
terrestrial NAR would be added per annum. This arrangement will

create a strong incentive to efficiency since Channel 4 can never

be certain of a subsidy of more than 2%. Any surplus revenues

above the baseline value would be shared equally between




Channel 3 and Channel 4. The Trust would be required te hold any
profits to be used as a first call in the event of deficits in
later years. The ITC will be empowered to require Channel 3 to
cross-announce programmes on Channel 4. Complementary scheduling
will be anabled but will not be a requirement.

¥You recommended (paragraph 23) that subject to amendments to take
account of the change in structure of the Channel, the remit of
Channel 4 should be fully restated in the Broadeasting Bill. I
can confirm that the Covernment does intend that Channel 4 should

continue with its present remit, and that the remit suitably

modified to take account of the change in structure that we have
proposed, will be fully restated in the Broadcasting Bill.

You recommended (paragraph 30) that the legislation should ensure
that the ITC would be able to meet from its resources all its
financial cbligations in any one year. We shall certainly ensure
that the ITC is able to discharge its financial obligations. As
far as the funding of Channel 4 is concerned, you will see from
the proposals set ocut above that any underpinning required for
Channel 4 will be cobtained by a speclal levy on Channel 3
licensees.

You recommended (paragraph 43) that a contractual arrangement
between Channel 4 and the ITC should be enabled in the
forthcoming legislation. This recommendation was put forward on
the basis that Channel 4 would be a subsidiary of the ITC. In
fact, as I have said, we are proposing that Channal 4 should be




wholly owned by a Trust which would be licensed by the ITC. The
nature of the relationship between the ITC and the Channel 4

Trust will be fully specified in that licence. The duties of the

Channel 4 Trust will be fully specified in the forthcoming Bill.

We have taken note of the comments of your Committee in paragraph
42 of the report about the relationship between the S4C
subscription and the future viability of some of the Channel 3
companies. We have decided accordingly that 54C funding should
not after 1993 be a first charge on the commercial companies but
should be taken directly from the proceeds of competitive tender.

I would like to take this opportunity to thank you and the
mambers of your committea for the very helpful report which you
have prepared. You will see from what I have said in this letter
that it has had an important influence on the formulation of our

proposals for the futire of Channel 4.

I am placing a copy of this letter in the Library of the House of
Commons .

A:whealer.
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From: The Rt. Hon. Viscount Whitelaw, C.H., M.C.
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PRIME MINISTER
BROADCASTING ANNOUNCEMENT

At the end of the last MISC 128 meeting you had a briel word
with Douglas Hurd about Lhu handling of anncuncemenkts.

— = e — e —— _— e

He has now minuted you (Flag A), proposing that he should make

a Commons statement 1=1t Tquﬂay annmunrlng tEhe key decisions

now reached. At tHE same time hE proposes to write to Jnhn

ﬁhegler as Chairman of the Home Affairs Committee.

attachﬁs draftﬂ both of the statemenkt and the HhPPt=r letter.

I have discussed the handling with Brian Griffiths and the

e -

Cabinet Office., All are agreed that it wnuld-EE-rLght (5 Te ]
q;1ck1y t0 announce thP dp:iqinns raached - not least given

Ehe leaks in thﬂ gregg tha weak about what haa hean ﬁprndpd

a further Lnn;LderatLan, not known by the Home ﬂecrﬁtarrf is
that Lord Whitelaw has tﬂday written to you a personal letter

expressing his concerns nbc4t Ehe de isions rﬁpmrreﬂ in the

press. His letter, together with a reply for VOur slgnatu;ﬁ.
18 1n the folder at Flag B. To judge from his lettar, Lord
Whitelaw does not seem to have appreciated the safeguards on

e

ITV tenders that are built into the agread approach :_namﬂlf_

fﬁé_initial guality threshold and the exceptional override.

e : ——

On the details of tha statement, Brian has only two small
commants, which I have marked in red on pages 3 and 4.

(i} Content te agree to Douglas Hurd's proposed statement and

L S

latter to John Wheelar, subject to Brian's drafting

changes an thﬂ former?

s — —— —

{ii) Content to sign the reply to Lord Whitelaw at Flag B?

ﬁﬂ-{ﬂ.

(PAUL GRAY}

9 Juna 1989
CONFIDENTIAL
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BROADCASTING POLICY

As you know, there was a brief discussion in the margins of
yesterday morning's meeting of MISC 128 about the arrengements
for annocuncing the Group's eventual decisions on breoadcasting
policy.

The Home Secretary said that the Government owed the Home Affairs
Selecht Committes a reply to their report on Channel 4 and that
one possibility might be to broaden this to record alsc the
decisions which the Government reached on other broadcasting
matters. There would certainly be advantage in announcing
decislons as soon as possible, and he would wish to reflect
further on how this might best be managed.

The Prime Minister commented that it might be better to make &
single comprehensive announcement than a series of piecemeal
statements;, and invited the Home Secretary to circulate a draft
text after he had reflected on the best way forward.

I am copying this letter to Paul Gray (No. 10) and Trevor Woolley
10 Sir Rebin Butler's Sffice. =

._]'i:l—-:r--r':- J’—“MLEL\
iR
M

P J C MAWER
I

= .
el ™ —.

c L Scoble Esg
Broadcasting Department
Home Dffice

Cueen Anne's Cate
LONDON SW1H SAT
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CHANNEL 4

This is likely to prove an extremely difficult decision.

The lobbying by the breoadcasting industry in favour of continuing

aubeidies to C4 because of its public service broadcasting function

has bean intense,.
. —— H = ———re—
Thea ceantral issue 1is whether the remit of C4 can be protected
1f C4- 1s privately owned. I am wary sceptical at the arguments
ged by the industry. EBEwven if C4 cannot keep its remit, however,

two clear alternatives exigt;

fa) the Home Secretary's proposal in which C4 would be owned
By a public trust, have a basic guaranteed income and
have continuing subsidies from &3 [in terms of

CroSE~programming |} ;

& private C4 - which Michael Grade and the Board accept
is likely to be profitable for Lthe next five years or
go-— which, if after that was unable to deliver its remit;

would reguire a decision at the time as to whether it

should be funded in part by an Arts Council of the Air.

The Home Secretary's Proposal

This has serious disadvantages:

(i} it reguires a rTestriction of competition betwean C3 and

C4 and will set the tone for the new broadcasting regime;




C3 are being asked to subsgidise C4 in the medium term:
C3 will almost certainly extract a gquid pro gquo from
government for this - probably a restricting of competition
among themselves. HNone of this is spelt out in the Home

Office paper - but it should be explored;

if C4 know that they have a guarantesd income; this will
influence their behaviour: they will not have the same

incentive to efficiency as they ctherwise would;

if the guaranteed income is targetted to be 14% of NAR but
never more in absolute terms than 2% of NAR, a2 the Homa
Secretary suggests, we shall have constant lobbying from
the whole of the British broadcasting industry to raise
both figures (C4 is after all to them public service

broadcasting],

If at the end of the day, the Home BSecretary is determined to
go down this route then it is important to devote much more
attention tc the particular numbers which are put forward in his

paper: the present ones seem to have been put forward by C4 itself!l

CONCLUS10N

[t is dimportant that C4 does not sget the tone for the new
de-reqgulated broadcasting system. If at the end of this day C4
requires a public subsidy - this should be done through the most
efficient means {(Arts Council of the Air - straight subsidy)} rather
than the Home Secretary's proposal which affects so0o many other

things as well.

Bt~ Ga ({qr;tﬂ

BRIAN GRIFFITHS
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C3 and C5: COMPETITIVE TENDERING

The present proposals from the Homes Secretary are a distinct
improvement over the last. He rejects the worst Eeatures
ol George Russell's proposals but they still suifer from

a number of weaknesses.

— e -
e

(a) Quality threshold

He has attempted to Btrengthen the guality threshold by
inserting into the positive programming reguirement for

C3; the expression "of high quaIIEy“ =-this was not in the
S —————

White Paper.
e

Taken at face walue thiszs could mean that the ITC would have
a field day policing high guality. The Home Secretary does

not want this. Yet in the next péragraph he has no proposal
as to how the ITC could decide on guality. Instead he has

—

. d T —— . . '
an elaborate system by which the ITC can decide on diversity

[something guite different) - namely through specifving

proportions of broad programme types.

But this is not gquality. He needs to be pressed as to how
guality will be checked. I fear it will be impossible.
In which case it is better to drop the expressicn "of high

guality" and concentrate on achieving diversity.

(bl Highest bid wins

He suggests allowing the ITC the discretion to override

the highest bid for two exceptional reasons:




the finance may be unsound or come from a political

SOONLrCe T

the gquality of programmes offered by the lowast

bidder is suspicious.

Both of these need to be rejected. If the funding is unsound
eg Ulster/South Africa, this can be handled through the

T—

quality of management who raise this kind of funding. One
M e,

suspects however that unscund is really a back door route
for the ITC to make the kind of judgement George Russall
would like to see it make - namely te judge the quality

of money.

e
—

The same is true of the second reason for allowing the ITC

—

to overturn a bid - namely that the higher guality will

mean a lower price. Of course higher gquality will cost
more, ceterls parlbus, and therefore result in a lower bid.

But thisz puts the ITC back in the porition of the IBA, in

———
which it iz the judge of guality - precisly the situation

—_———

we wished to avoid.
Beject giving the ITC power to override bids.

() Moratorium on takeowvers

Thisg is a curious preopeosal. Freom 19530-1992 takeovers will
be permitted. During 1923 takeovers will not be permitted.

e =

From 1994 takeovers will once again be-EErm:tted.

T — -
It is far better to allow the market to work, within the
very constrained ownership rules which we have aglready announced.

The chances of the system being abused are extremely small.




id) Substituting for the deaf

This 15 an exXxcellent idea.

) '

|__."'\-u-l' o

1':'. ¥, [wt_f;l_.].a——

BRIAN GRIFFITHS




’ PRIME MINISTER

MEETING OF MISC 128

You saw most of the papers for tomorrow's
meeting over the weekend, as summarised in

my earlier minute below.

The two new papers are briefs by Brian
GrLEfiLEé_Eﬂ_TE;mﬁ 1 and 2 of the Agenda, which
;Eﬁ'wiiiﬂwant £Q ]DDE-Ef. T have flagged

these up in yellow in dividers 1 and 2.

Cocc.

Paul Gray

5 June 1989
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PRIME MINISTER

MEETING OF MISC 128: & JUKNE

You may like over the weekend to look at the main papers for
naxt Tuesday's meeting of Misc 128.

i

You will recall that at the laast meating George Russsll gave a

presentation of the {(TC's proposals, The main purpose of

e

Tuesday's meeting is to reach at least provisional conclusions

—_——

on the two maost important outstanding issues - the

arrangements for competitive tendering and the Euture of

Channel 4. If time permits, the group may also want to
consider the paper (carried over from the last meeting) on
"the map and the clock™ for Channels 3 and 5.

The enclosed papers are:

Flag A Stearing brief from the Cabinet Office {immediately

——

below this note)

IN DIVIDER

Flag B Douglas Hurd's 1 competitive tendering

Flag C Cabinet Office competitive tendering

e

IN DIVIDER

Flag D Douglas Hurd's paper on Channal 4

e —

Flag E Cabinet Office brief on Channel 4

e —

——

IN DIVIDER

Flag F Douglags Hurd's earlier paper on "the map and the
clock®

Cabinet Office brief on "tha map and the clock®

CONFIDENTIAL
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Flag H Brian Griffiths' earlier brief on this issue,.

I have alsag enclcogsed at the back of the folder a copy of the
White Paper (Flag I).

Brian Griffiths has not yet had the chance to consider the

latest papera. I will let you have his briefs on competitive

tandering and Channel 4 on Monday evening.

CONFIDENTIAL
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PRIME MINISTER
cc: Mr Woollay

MINISTERIAL GROUP ON BROADCASTING SERVICES (MISC 128)
MEETIHNG ON 6 JUME 1989

At itas last meeting the Group was given a presentation by
Mr George Ruseall, chairman-designate of +the Independent
Televigion Commissien (ITC), on his proposals; particularly as

regards competitive tender. In the wake of that presentation and
of the preliminary discussiocn which followed it, the Home
Secretary bringes to the Group three papers with proposals on:

e

8 the arrangements for gompetitive ¢tendering for
franchiges on Channels 3 and 5 [MISC 12B(8%)8):

4 the futurea structure and financing of Channel 4

(MISC 128(89)7):

3. Channels 3 and 5: the map and the clock
(MISC 128(83)5).

The last of these papers was held over from the Group's previous
meeting.

2. The discussjon opn 6 Jupne will be a crucial one.

competitive tender arrangements and the future organisation of
Channel 4 have been at the centre of comment on the Government's
White Paper. These issues embody what many critics have claimed
to be a tﬁn31nn within the White Paper prnpnsalﬂ between the

introduction nf market disciplines and the search for guality in
———— e —— 5
programming. The Home Secretary regurds it as essential in order

tE-EEEE;; the passage of the Broadcasting Bill that he be able to

demonstrate that the Government's deregulatory approach, of which




COMFIDENTIAL

[le) itiwv ndering is a ka aatu

guality programming. Ha tharafore sees tha two papars as
intimately interrelated. Thea morae he can be satisfied that the

arrangements agreed on by the GrnuE for the future organisation
of Channel 4 will preserve its distinctive remit, the less
anxious ha is likéi} to be about the competitive tender

-
arrangements. On the other hand, the Chancellor of the Exchequer

will be concerned to ensure that market disciplines can operate
successfully and that maximum ratm the Exchaguar is
obtained. The discussion will therefore ba about balances and
trade-pffs between, for example, the transparency of the
competitive tendering process and the extent of discretion left
with tha ITC, and between the extent to which Channel 4 is
exposed to market forces or its existing remit preserved.

3. It is epgsential that the Group reaches at least provisicnal
conclusions on as many of the issues as possible. There remain a
nunber of Iimportant matters to be considered by the Group-

notably proposals on privatising the transmission arrangements-

and as many of the issues interrelate, the Group may not want to
reach final decisionsz on any of them until they can see the

balance of the paékaga ags a whole. But the Bill which will
ambody the Group's conclusions will be long and complex, and it

-_-_-_r- i 1] i 1]
is important that final decisions should not slip much bevend the

beginning of July so that instructions to Parliamentary Counsel

———

can be prepared before the Summer Recess. Your aim, I suggest,
e ———— e
5 o =}

least on the papers on competitive tendering nn_t;nn.nnﬁl_i The
paper on the map and the clock could at a pinch be held cver

until the Group's next maetlng, which is arranged for 21 June,

and be taken then with papers on transmission and BBC night
hourse. There are provisional arrangements for a further meeting
of the Group on 4 July should this prove necessary.

d. Apart from the specific issues for discussion, you may wish
to take advantage of the meeting to enguire of the Home Secretary

CONFIDENTIAL
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what he proposes by way of announcement of the Group's eventual
decisions. The Home Secretary toock advantage of a recent debate

on a Private Member's Motion to announce the Group's decisions on
ownership and we understand that he may have in mind a series of
announcements through Hinistegial gpeaches etc as the Group's

decisions are reached. Given the interrelationship of the
issues, however, there might be something to be said for a
comprehensive statement of the Govermmept's copcluaions,

example by meang of an arranged Written Answer before the Summer

ikt
Recess. It would be useful if the Group could establish towards

what it is working in this respect.

5. on handling, you have agreed that in addition to the Group's
normal mamhg;ship, the Foreign Secretary and the Becretary of

Gtate for Education and Science may be present in view of their
interest in the implications of the issues to be discussed for

guality in programming and for educational programmes. You may
wish to take the papers in the order:

Channels 3 and 5: competitive tendering
(MISC 128(B9)8); .

ii. Channel 4:
(MISC 128(89)7);

iii. Channels 3 and 5: the map and the clock
(MISC 128(89)5).

The Home Secretary could be invited briefly to introduce each
oneg, Time is limited to one and a half hours so discussion will
need to be brisk. Fuller advice on handling 1s given in the
separate briefs on each of the agenda items, which I attach.

2 June 1989
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PRIME MINISTER
MINISTERTAL GROUP ON BROADCASTING SERVICES
CHANNEL 4 (MISC 128(89) 7)

DECISIONS

The broadcasting White Paper made clear the Govermment's
intention of i ini ' i remit while
providing that advertising on that chanpel should be sold
geparately from advertising from Channel 3 or other channels. At
the Group's meeting on 24 April (MISC 128(89) 1st Meeting; Minute
3), you said that it would be wrong in principle to place Channel
4 unpder the direct supervision of the ITC, which will ke a
regulatory agency . The Group also agreed at that meeting that
the Home Secretary's proposal that any shortfall in Channel 4's
ingome should be met in full provided insufficient incentives to
efficiency. The Home Eacretary was invited to bring forward

further proposals, taking account of those points.

2. The Home Secretary's Memorandum sets out four possible
models for the future structure and financing of Channel 4.

(i) Privatisation: the Home Secretary has never favoured
this, and he now suggests that it would be difficult teo
carry it through Parliament.

{(11) An indepepdent Channel 4 trust would be formed ta oWn
the Channel 4 company. The channel would be subject to a
ﬁasnline budget of 14% of terrestrial net advertising

ravenua (NAR)} (though with provision for the baseline to be

amanded by secondary legislation) and if Channel 4's revenue

CONFIDENTIAL
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fell below this baseline the difference would be funded by
the ITC up to a maximum of 2% of terrestrial NAR. This is
the Home Secretary's preferred option.

{iii) Ag a variant of (ii), the ITC would pay to Channel 4
a proportion (say 50%) of any deficit below 14% of
terrestrial MAR and Channel 4 would keep a proportion of any
profits.

{iwv) The ownership of Channel 4 would be divided egually
between a cChannel 4 +trust and the Channel 3 companies.

There would be no budget baseline, but any excess of

expenditure over revenue would be met by the Channel 3

companies.

3. If the Group were able to reach a decigion of principle in
favour of one of these options, the Home Secretary would peed to
return with detailed proposals for its implementation: none of
" the options have been worked up in any detail and a good deal of
work will be needed to flesh out whichever scheme the Group
prefers. The Home Secretary will alse need to bring forward

proposals on i -orde issues, including whether
Channel 3 companies should be permitted to sell Channel 4's
regional advertising, and the arrangements for funding the Welsh

fourth channel. It may be possible to settle these matters in
correspondence but otherwise they could be taken at the meeting

which has been provisionally arranged for 4 July.

BACHGROUND
4. Channel 4 is at present a wholly-owned subsidiary of the
IBA, financed by subscriptions levied on the ITV companies, who

sell the advertising on Channel 4 and retain the revenue thus

CONFIDENTIAL
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raised. Channel 4 has a special remit tec cater for interests

that would not otherwise be met by the independent sector.

5. One of the Group's main concerns during the discussions in

the run up to the White Paper was the high c¢ost of television
advertising, and one of the Group's basic tenets was that Channel

4 should sell its own advertising in order to introduce more

competition. At the same time, the Group fully accepted that

maintaining the Channel 4 remit would be a wvery important
component of the gualitvy guaranteeg that needed to be built into

the White Paper prospectus. On one side of the argument, the

Cchancellor of the Exchequer felt that full privatisation was the
only means of exposing cffannel 4 to the drive for efficiency that

underlay the whole of this poliecy review, and that the

maintenance of the Channel's distinctive remit could be achieved
through rigorous policing by the ITC. On the other side of the

argument, the Home Secretary and the Trade and Industry Secretary

felt that profit-seeking under a full privatisation model would

inevitably drive the cChannel down-market in pursuit of a mass
audience, and that the ITC would not in practice be able to

prevent this.

6. It was not possible to resolve the evenly balanced views in
tha Group on this issue, and the White Paper accordingly
committed the Government to maintain the Channel 4 remit and to
provide for +the Channel's sale of its own advertising but
canvassed three possible options for the Channel's new financial

structure. These were:

(i) full privatisation;

CONMFIDENTIAL
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™,
{ii) Channel 4 to become a wholly-owned subsidiary of the

ITC, with some form of gﬁﬁfﬁh}&&ﬂ minimum income;

{1iii) a 1link to be established between Channel 4 and
Channel 5 to establish a third force standing against both
the BEC and Channel 3.

i The consultation on the White Paper revealed no suppert for
option (iii). The responses to the White Paper were heavily
weighted in favour of option (ii); and this was the model which
was recommended by the Home Affairs Committee who suggested that
Channel 4's guaranteed income should be set at 14% of the total
HAR of terrestrial channels.

8. The Home Secretary sought agreement at the Group's meeting
on 24 April to a model based on the Home Affairs Committee's
recommendations, However, in summing up the discussion you said
that the Group balieved that these propesals were too generous to
Channel 4 and failed teo incorporate sufficient incentives to
efficiency. You alsc made clear that there were profound
objections of principle to placing the Channel under the direct
supervision of the ITC since it would be wrong to give a
regqulatory authority direct responsibility for the provision of

services.

MAIN ISSUES
9. The Home Secretary has now come forward with four options

for the future financial structure of Channel 4.

(i) Privatisation
10. The Home Secretary believes that the Group's decision on the
futura financial status of Channel 4 will hold the key to the

CONFIDENTIAL
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overall reception of next Session's Broadcasting Bill. He and

lord Young both consider that a privatised gervice would

ipnevitably go down-market and that, in practice, the ITC would
R ————— = .5 | £

not be able to prevent this since the remit 18 not capable of

being drafted in such a way as to guarantee high guality
programming. More importantly, perhaps, in the light of the
responses to the White Paper and of the Home Affairs Committea's
report, the Home Secretary does not believe that it would be
pelitically sustainable for the Government to propose the

privatisation of Channel 4.
11. There are two main points here which you may wish to probe.

(a}) You will wish to geek the wviews of the Chancellor of
the Exchequer and the Trade and Industry Secretary on the
prospects of a privatised Channel 4 paintaining its remit.

(b) You will wish to probe with the Chief Whip the likely
Parliamentary reaction to a proposal to privatise Channel 4,

and in particular to test with him the Home Secretary's
view that it would be difficult to carry such a proposal

through Parliament.

(ii) and (iii) Non-profit making status with a guaranteed income
12. The Home Secretary's preferred alternative to privatisation
would invelve the creation of an independent Chapnel 4 trust to
own Channel 4 and to operate it under licence from the ITC. The
Channel would be subject to a baseline budget of 14% of
terrestrial MHAR (but with provision for this to be adjusted by
means of secondary legislation) and if Channel 4's revenue fell
below this baseline the deficit would be funded by the ITC up to
a pmaximum of 2% of terrestrial NAR. The shortfall would be met

CONFIDENTIAL
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by a special levy on all Channel 3 companies.

13. Under this scheme, the only spur to efficiency is that
channel 4's income would not be made up to the full 14% if its

own advertising revenue dropped below 12% of terrestrial MNAR;

provided that 1t reached the target of 12%, however, any
remaining deficit would be fully funded by the Channel 3
companies. The Group may accordingly feel that this scheme fails
to provide sufficlent incentives to efficiency apd, if so, they
may prefer the Home Secretary's third option. Under this option,
Channel 4 would receive only a proportion of any deficit below
14% and, conversely, would retain a similar proporticn of any
profit above this level.

14. There is no indication in the Home Secretary's paper as to
who would appoint a Channel 4 trust, who would be its members,
whether it would be in the public sactor ete, You may wish to

invite the Home GSecretary to 'pruviﬂg_ﬂgahe indication of his
thinking on these issues.

(iv) Joint cwnership by a Channel 4 trust and the
Channel 3 companies

15. Under the Home Secretary's final option, the gwnership of
Channel 4 would be divided egually between a Channel 4 trust and
the Channel 3 companies. There would be no budget baseline or
any guaranteed revenue: any profits would be divided egually
between Channel 3 and the trust, who would hold thelr share
against any future deficits; and any Jlosses would be funded
initially by any accumulated reserves and otherwise by the

Channel 3 companies.

CONFIDENTIAL




CONFIDENTIAL

16. The Home Secretary suggests that, under this model, Channel
i would want Channel 4 to retain its remit. On the face of it,

huhevqr, it seems likely that Channal :3 would instead prefer

Channel 4 to switch to more popular programming since, under this
medel, the Channel 3 companies would retain 50% of any profits
which Channel 4 accrued. The Group may also feeal that an
arrangement under which Channel 4 was partly owned by Channel 3
would mean that the two EhﬂﬂBElE:;hﬂlﬂ_hﬂ?E a powerful incentive
to act in tandem and that, taken together, they would provide an
unfair challenge to Channel 5 anpd the DBS channels. Moraover, as
the Home Secretary notes in his paper, such an arrangement might
undermine the intended competition between Channels 3 and 4 for

advertising revenue.

HARDLIHG

17. In inviting the HOME SECRETARY to introduce his Memorandum,
you may wish to ask him to say a few words in turn about each of
the four options set cut in his paper. The CHANCELLOR OF THE
EXCHEQUER and the TRADE AND INDUSTRY SECRETARY in particular will
have comments about these options. You may wish to ask the CHIEF
WHIP for an assessment of the likely Parliamentary reaction to a

i)fm —

—

proposal to privatise Channel 4.

P J C MAWER
2 June 198%
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PRIME MINISTER

MINISTERIAL GREOUP ON BROADCASTING SERVICES
CHANNELS 3 AND 5: THE MAP AND THE CLOCEK
(MISC 128(89)5)

DECISTONS
The Home Secretary 1s seeking decisions in principle that:

{i} the Independent Television Commission (ITC) should be
responsible for the division of Channel 3 into regions, but
the Government should endorse the IBA's view that there
would be advantage in keeping to the present ITV regional

structure;

{11y there would be a strong case for a pational ligence

which embraced Channel 3's night and breakfast hours, rather

than for Channel 3's night hours to be licensed separately

as tha White Paper had proposed; and

(1ii) the IBA should be permitted to divide Chapnel 5 by day
of the week as well as tima of the day.

r! The Home Secretary accepts that the Group will need to
review any decisions in principle which they take at this meeting
once decisjons have been taken on related matters, including the

competitive tender and transmission arrangements. However, he

hopes that the Group will be prepared to reach provisonal

———

decisions so that work can proceed on the preparation of
e o e~/ e

Instructions to Counsal.
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BACKGROUND

3. Under the present law, the IBA are responsible for the
divigion of the ITV evstenm by regions and by time glots. The IBA
made only minor adjustments to regional boundaries during the
last franchise round in 1980, but prior to that they had
sometimes made some guite suketantial alterations.

4. The White Paper (paragraph 6.16) said that the JITC would be
respongible for the geegraphical division of Chapnel 3 into

regiong. It proposed that there should be a separate night hours
ligence, or licences, for Channel 3, and that the ITC should

determine the exact boundaries and should decide on possikble
additional licences covering other times of the day (eg for a
breakfast time service). As to Channel 5, the White Paper said
that the Government believed that this should be a pational
service which should be split into two or more different licences
covering different parts of the day and night, with the ITC being

responsikble for deciding on the boundaries between the time-

slots.

HAIN ISSUES
Channel 3 regions
The IBA's respanse to the White Paper states (at paragraph
that

"we would see advantage to both viewers and advertisers in
keeping the present well-established ITV areas post-199%2".

But they gqualify this in the following sentence:

"However, the regional map on Channel 3 in the 19%0s5 would
depend to a large extent on decisions taken about night-

=,
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hours, networking, transmission arrangements, negative

—_—

tenders aﬂﬁ SQE:.

M
=

So the IBA have certainly not given any firm assurances about the
future of the existing ITV regions. At the Group's previous

meeting, Mr George Russell (chairman of the IBA and chairman
designate of the ITC) said that he envisaged that, while the
existing 15 franchise areas would be retained, the number of

regionally-based companies might well be much reduced as a result

of the competitive tender preocedure and subsequent takeovers.
l\-_.—-—'_'__'_' e

6. The Home Secretary suggests that the Government should
iteelf make clear that it gees advantage in retaining the
existing regional structyre. Following Mr Russell's presentation
at the Group's previous meeting, you asked whether the IEA were

! intending to preserve the existing regional pattern not because
|

it was necessarily the most suitable afgsngament but instead

| i
[l because existing ITV companies had lobbied wvery hard for the

3 retentiocn of the status guc . Mr Russell said that there had
been some lobbying by the ITV companies but that much of the
pressure had come from politicians. Viewars appear to have a

good deal of attachment to their local regional service (a point
which Mr Rifkind has previously emphasised in relation teo the
Scottish ITV sarvices) and this is clearly a politically
sansitive issue. Nevertheless, you may wish to probe with the

Home Secretary whether it makes sense to preserve the existing
regional structure.

T The Chancellor of the Excheguer may arguse that the Group

should not take decisions on the future of the existing ITV
 —n

regions until after they have reached decisions on transmission

e ——

arrangements. The point here is that, at present, the regions
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with high population densities effectively subsidise the
transmission costs of those with low pnpulatinEHTE;;;itins.
Cross-subsidies between the regions may need to be abolished once
the transmission system is privatised, and the cﬁEEEITiur may
suggest that one peossible way of achieving this might be to
amalgamate some of the Emaller rEgiGHE into larger _regions. [This

is one of the most sensltl?c iﬁﬁuﬁﬁ for ﬁ;gtlgnﬂt in particular.

8. Even if the Group are prepared to take a decision in
principle at this meeting that there would be advantage in
preserving the existing regions, they may have reservations about

leaving decisions about the geographical division of Channel 3
entirely at the discretion of the ITC. If so, there are a number
of possible options that the Home Secretary could be asked to
explore. Qpe possibility would be for the Act to spell out the
criteria for regionalisation in a fair degree of detail. Ancther

possibility might be to introduce an arrangement under which the

Secretary of State would be required to seek advice from the ITC

and then to put forward proposals for approval by Parliament
(perhaps under the affirmative rescolution procedure). This would
guard against the risk of the ITC implementing unattractive

arrangements. However, an important drawback would be that the
Government, rather than the ITC,could be the focus of criticism

from viewers aggrieved about the division of the Channel 3 map.

e —_—

—— -i___:____‘
(ii) Chamnel 3 night hours
9. A numbar of independent analysts (as well as ITV interests)

have criticised as commercially unrealistic the White Paper

proposal that there should be a separate Channel 3 pight hours
licence. The Home Secretary is concerned that unless the night
hours are packaged with some more lucrative part of the day,

 ——— e,

there may be no serious bids at all for the night hours licence
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and that these hours might accordingly remain fallow.
therefore suggests that the night hours should be linked with

braakfast tima and that thesa hours eshould be advertiged as a
single national licence.

e —

10. Tha Scottish Secretary may suggest instead that Channel 3
companias should ba allowed to retain their night hours so that
these hours could be used for regional broadcasting rather than

siphonad off into a national night hours channel. However, it

saams doubtful whather there would be eanough viewers during the

night hours te make it wviable for the Channel 3 ceompanies to

provide regional programmes at that time: the likelihood must be

instead that each of the Channel 3 companies would provide
essentially the same menu of films, repeats, overseas material,
etc.

11. Bafore considering the Home Secretary's proposal, you may
wish to geek the Trade and Industry Secretary's views on whether

or not a separate pational night hours licence would in fact be
viable. If he believed that such a licence might be wviable and
the Group were therefore not convinced that the White Paper

proposal for a separate night hours licence should be discarded,

sible compromis: ; ertise the night hours and
breakfast hours as senaratu 11cancEE_hui_snﬂhlﬂdﬁ_ﬂJﬂElE,EEEEﬂﬂI
to hold both franchises if it were to put in the highest bid for
each of them.

12. The division of the Channel 3 clock is a much less sensitive

| ——

issue than the division of the map, and there is therefore a less

pp—— ;
strong case for suggesting Ministerial or Parliamentary approval.
Nevertheless, the Group may feel that it might be prudent to

include some such provision to guard against the risk of the ITC
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reaching perverse decisions,. Again, however, this would suffer
from the drawback that the Government rather than the ITC would
become the focus for any complaints about the decisions reachad.

(iid) Channel 5

13. HNo one has seriously guestioned the White Paper proposal
that Channel 5§ (which is expected to be receivabla by only around
65 per cent of the population, with most viewars ragquiring a new
or additional aerial) should be licensed on a national basis.
The White Paper suggested that therea EhﬂEIE__bE two ar ?;Era
licences for Channel 5, divided according to time of day. The
Home Secgretary is now propoeing, as the ITC recommended in their
response to the White Paper, that the ITC should alsc have the
apti i jvision d o We (eq a week-

day/weekend split). This seems sensible.

B

14. Mr Russell suggested at the Group's previous meeting that it
would be desirable for Channel 5 companies to be based outside
London, with perhaps one being based in the North and the other

a - —
in Scotland. You may wish to confirm with the Home Secretary,

——— | S
however, that the competitive tendering arrangements will simply
take their course and that it will not be open te the ITC to

arrange for the Channel 5 licensees to be based outside Lendon.

15. If it were decided to impose Ministerial and Parliamentary
approval on the ITC's proposals for the Channel 3 cleock, then the
same arrangements would probably need to apply to Channel 5.

HANDLING

16. You will wish to invite the HOME SECRETARY to introduce his
Memorandum. The CHANCELLOR OF THE EXCHEQUER will have comments,
in particular on the arrangements for dividing Channel 3 into
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reglons. The WELSH SECRETARY and the SCOTTISH SECRETARY will
alseo have comments on this issue. The TRADE AND INDUSTRY
SECRETARY will have general comments, and you may wish to ask in

particular for his assessment of the wviability of a separates
night hours licence on Channel 3.

S

P J C MAWER
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PRIME MINISTER

MINISTERIAL GROUP ON BROADCASTING SERVICES
CHANNELS 3 AND 5: COMPETITIVE TENDERING (MISC 128 (89)8)

DECISIONS

1 Following the presentation by the Chairman-dasignate of the
Independent Television Commission (ITC), Mr George Russell, at
the Group's meeting on 11 May and the preliminary discussion of
the issues which followed it, the Home Secretary is seeking
decisions on the main shape of the arrangements for awarding
licences on Channels 3 and 5. He proposes that licences should

be awarded under a two-stage tender process, broadly on the
lines of that set out in paragraph 6.17 of the Broadcasting White

Paper (copy attached), but subject to a number of refinements:

the positive programme reguirements set out in
hite Paper should be strengthened,
T ——————

Eay issues: how hn-uld the nced reguirements
be? to what extent should they befembodied Jin legislation?

how much discretlion should rest with the ITCY

11,
paid in annual instalments., Sucgessful applicants would

also pay a proportion of net advertising revenue (NAR) or
subscription rev be predetermined by the ITC with
advice from a merchant bank: Jthis would replace the levy.
Eey isgue: is the Group satisfied that these proposals meet
the requirement for a transparent bidding process, which

reduces ITC discretion to an unavoidable minimum and secures

the best return to the Exchequer?




iii. Applicants should also be required to post a
gubstantial performance bond with their tender application,

which in the case of the successful bidder would be ratainad

by the ITC as an important element in the system for
enforcing programme promises. Key issus: would tha
requirement to post a substantial bond put off potential

applicants? Presumably the ITC would fix the bond and

decide on the circumstances in which it would be forfeit.
Against what criteria would it make these decisions? The

invite him to clear thesa in correspondence.

iv. ighes d shou W £ B
axceptional discretion to select a lower bid for reasons
which it woyld be reguired to make public. Fey jssyes: how

would this discretion be framed in legislation and limited

in order to aveild giving too wide a discretion to the ITC?
Would it be sensible, given the possibilities of djudicial
reviaw, for the ITC to avoid publishing its reasons for

deciding to select a lower bid?

o e

V. Thera should be no leyy system in addition to the
proposed tender arrangements. Key issua: 1s the Chancellor

— ey,

of the Exchequer satisfied that the arrangements proposed
would secure a reasonable return to the Excheguer? =

e e
vi. The details of the te angements are best left to
the JTC to work out, but an applicant would be able to
apply for any number of Channel 3 licences. If he was
successful in bidding for more than the two licences ha is
permitted to own, the ITC should declide which licences to
award him on the basis of the combination of bids that gives
the highest return for the franchises taken together. Eey
issue: 18 there a need to lay down in legislation at least
the principles to be followed, for example in establishing
.
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the mechanism for 3judging tenders? Where an applicant
successfully bids for more than two licences, is the
Chancellor satisfied that the ITC will be sensibly placed to
judge which combination of bids will give the highest return

to the Exchequer?

vii.
immediately after franchises have been let. Key issue:
the Group content to reverse its previous view that there

should be no such moratorium?

e

viii. Licences should run for .J..U..,I_ﬂaruii;h_ssﬂps_fﬂr_'thﬂ
ITC to award a fresh licence at the end of the period at a
new price which it would determine. Eey_issye: is the Group

content to confirm this aspect of the White Paper proposals?

ix. The ITC should not be able to reguire networking eon

Channel 2. Eey issue: is the Group content to confirm this
aspect of the White Paper proposals?

x. There shoyld be a power to reguire subtitling for the
deaf on Channels 3 and 5. FKey issue: does the Group accept
that such a requirement would not make it harder to resist
tha arguments of other groups lobbying £for particular
programme types?

BACEGROUND

2 Paragraph 6.17 of the White Paper on the future of
broadcasting proposed a two-stage procedure for awarding licences
for Channels 3 and 5 (and for Channel 4, if it were decided to
privatise that channel). First, applicants would be reguired to

passe a fairly rudimentary guality threshold. This would
comprisa:
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L Consumer protection requirements (eg that news should
be impartial and accurate; and that nothing should be
included in programmes which offended against taste and

daceancy) ;
the following positive programming regquirements:

ii. To show regional programming;

iii. To show high guality news and current affairs dealing
with national and international matters, and to include news
coverage (and possibly also current affairs) in main viewing

periods;

iv. To provide a diverse programme service calculated to
appeal to a variety of tastes and interests:

V. To provide a minimum of 25% of original programming

e ———

from independent producers;

7

vi. To ensure that a {EEE;;;} proportion of programme

material is of EC origin.
i —

In addition the White Paper indicated that the ITC should be
reguired to ensure that there was adequate provision of scheocols
broadcasting by the independent sector as a whole.

3. The White Paper proposed that applicants which satisfied the
quality threshold would put forward financial tenders, which
would take the form of a lump sum p;;hhle at the outset, with the
ITC being required to select the highest bidder. Each licence-
holder would be reguired teo pay an annual levy in the form of a
percentage of advertising revenue at progressive rates. {This
would replace the present levy, which until recently has been

based on profits, and is now based on a mix of profits and

revenue. )




4. The Government's object in proposing these arrangements was
to open up the independent broadcasting sector to competitive
market disciplines and to get away from the present paternalistic

franchise-awarding arrangements under which a great deal of
dlscretion rests with the Independent Broadcasting Authority

(IBA). Much of the debate on the White Paper has focused on this
aspect of the Government's proposals. The principal concern
voiced has been that a gystem based on awarding franchises to the

highest bidder would put a sgqueeze on guality. In particular,
the IBA argued in its response to the White Paper that the

highest bidder might not have the capabilities and resources to
provide a viable service and proposed that the ITC should
accordingly have some discretion in choosing between the wvarious
applicants.

5. Mr Russell presented fthe IBA's counter-propogals at the
Group's last meeting. These would involve the ITC, after

———

consultation with City advisers, prescribing a casgh bond which
all applicants for a particular franchise would be required to
pay in advance as a token of serious intent. It would be

refundable to all except the successful applicant. Applicants
would be reguired to submit bids expressed not as a lump sum but

ag a percentage of HAR. There would be po separate levy, The

Group  found thag._g;nnnaals unsatisfactory in a number of

respects. It was concerned, for example, about the extent of

discretion which would still be retained by the ITC, by the

suggestion that the ITC should employ merchant banks in an
e it

attempt to second-guess tenderers, and by the proposal that the
rrng e T, n
Commission should publish reasons for its decisions.

=

— —

MATN ISSUES

6. The proposals brought forward by the Home Secretary on the
tender process and on Channel 4 geek to guard against the
criticigm that the White Paper jettisons quality, while avoiding
the main deficiencies of the Russell proposals. The Home

Griniais S 5
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Secretary rejects Mr Russell's proposal that the ITC should be
aempowered to assess an applicant's guality of money and proposes
instead that the ITC should (subject to certain exceptions - see
paragraphe 11 and 12 below) bea required to accept the highest
bid. To meet the concerna expressed about gquality, howeaver, the

Home Becretary proposes (paragraph 11 of his paper):

a. that the guality threshold should be enhanced:

b. that thare should be an exceptional veto on the highest
&
bid wins principle; and

that the tenderer should be required to put up a

————

performance bond.

pali hreshold
p P The establishment of a guality threshold is one of the key
means by which the White Paper proposes to secure programme

guallity. The threshold must be sufficiently rigorous to
represent a real hurdle, but not so demanding as to fetter
individual enterprise. There is bkound to be considerable

pressure during the passage of the Bill to implement the
Government's proposals to strengthen the threshold by including

in it particular programme regquirements. Recognising this, the

Home Secretary proposes that the Government should set its face
against adding more positive programme reguirements in the
legislation Mﬁmm
paragraph 6.11 of the White Paper should be amended to read:

"I'm provide a reasonable proportion of programmes (in
addition to pews and current affairs) of high guality, and
to provide a diverse programme service calculated to appeal

to a wide variety of tastes and interests."

The additions proposed by the Home Secretary are underlined.
Tha additional requirement suggested by the Home Secretary is
5]
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cast ip fairly subjective terms and it may be difficult to frame
satisfactorily in legislation. It runs the risk of being
jnadequate on the one hand to satisfy the Government's critics
and yet so broadly framed as to leavs ngiderable discretion in
the hands of the ITC. Ag the Group recognised at its meeting on
11 May, there is a trade-off between the degree of spacificity
of programme requirements and the amount of discretion which is
to be left to the ITC. You may wish to probe whether the Home

Secretary's proposals get that balaneca right. In particular you
may wish to establish:

ii. if so, whether it is content with the particular form

of words he proposes and that there should not be any more

specific programming requirement framed either in the
legislation itself or in subordinate instruments under the
Bill;

iii. whether the Group is content that the ITC should be

ad ko -

: ! I ey : hi Llocati

procedure,

Form of bid

B. The White Paper proposed that the ITC should be reguired to

sgelect the highest bidder from among applicants for licences who
had passed the quality threshold. The bid would be made in the
form of a lump sum. In addition, each successful applicant would

be regquired to pay levy in the form of a percentage of

advertising revenue at progressive rates, the initial level of

which would be prescribed whan licences were advertised. This

arrangament would replace the preseant levy. Under the IBA

proposals, applicanta' bids were toc be expressed as a percentage
7
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aof MAR. gorata QOpOE

combination of & proportion of NAR or subscription revenue
(representing the minimum franchige price) to be predetermined by

the ITC with advice from a merchant bank, and a fixed sum offered
by the applicant. Both would be paid annually, to avold debt

burdens on licensees. The Home Secretary argues that such a

system would achieve a transparent bidding process, limiting

rigsks to bidders while securing a reasonable return to the
Exchegquer. You will wish to invite the Chancellor of the
Exche [w] ade due [}

comment in particular on this aspect of the proposals.

Performance bond/Sanctiong

9, At the Croup's last mesting Mr RFussell preoposed that bidders

should have to post a performance bond as a means of deterring
frivolous applications. The Home Secretary proposes to build en

this suggestion by making the bond gn important element in the

of anf ards. It would presumably be
for the ITC to sat the laval of tha bond and to deacide the
circumstances in which part or Hhale of it should be forfeited.
You may wish to M Home Secretary the criteria

gt whic =) k =

m—
Should the Commission be given any guidance on the criteria to be

followed and, 1f so, how should this be set EEEE_Linu may also
wish to establish that the Chancellor of the Exchequer is
satisfied that the requirement to post a substantial bond will
not put off some poteptial tender applicants. If this is thought
toc be a risk it would be possible for the initial bond to be
small, with the successful applicant being required to lodge a

more substantial bond later.

10. In paragraph 27 of his paper, the Home Secretary notes that
the IBA has offered a number of proposals which would supplement
those in the White Paper on sanctions. The Homa Secretary

suggests that he should give further thought to these proposals
a8
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with a view teo working up possible intermediate sancticns in
addition to the yellow and red card system proposed in the White

Paper. At its meeting on 11 May the Group recognised that

psanction arrangements were a vital part of the gquality assurance
process, and that the development of a graduated enforcement

system was desirable. An effective s?stem_ﬁill_.hﬁ_imnl.m

You may wiﬂwumﬂwmmwm
on sanctions to the Group at a Jlater date for clearance through
correspondence.

Highest bid wins

11. The Home Secretary proposes that while the ITC should
normally accept the highest bid, it should have discretion, as
reconmaended by the Peacock Cﬂmmiﬂslnn, to select a bid lower than
the highest for exceptional reasons which the Commission weuld be
reguired to make publlic. The Home Secretary envisages that this
discretion would be used only on very rare occasions, eg where

the finance underpinning the bid was unsound or came from a

politically undesirable source, or where the programmes on offer
by the lower bidder were =0 clearly superler to that of the
leading bidder, that it would be perverse to ignore that fact.
The proposal has obvious advantages in meeting the criticism that
the highest bid wins formula is too inflexible. But the latter

example given by the Home Secretary underlines in particular the

{dt) { gaitcoed ! e the di e by "

It may be difficult to frame the discretion satisfactorily in
legislation. You may wish to ewplore with the Home Secretary
whether the proposal does not again involve giving too wide a
discretion to the ITC.

12. The Home Secretary's proposal also envisages that the ITC
would make public its reasons for exceptionally selecting a lower
"
bid. At its last meeting, the Group expressed concern at the
proposal that the ITC should give its reasons for accepting
=)

CONFIDENTIAL




CONFIDENTIAL

successful bida, on the basis that this would open the

Commission's decisions to judicial review. Presumably, similar
considerations would apply in the even more fraught

by the Group at its previous meeting.

Ihe levy

13. The White Paper envisaged that each licensee would be
required, in addition te his financial tender, to pay levy in the
form of a percentage of advertising revenue at progressive rates,
the initial level of which would be prescribed when licences were
advertised. The Home Secretary suggests that, since the tender
which he now proposes would consist of a proportion of NHAR or
subscription income, there would be no need for a levy in
addition. This seems right but you will wish to establish
whether the Chancellor of the Exchequer is content.

Tendering process

14. The Home Secretary suggests that the details of the
tendering process are best left to the ITC to decide. Some of

these details will be of considerable importance, but it is
probably inevitable that they be left to the ITC's discretion if

the proposed Bill is not to become too detailed and unwieldy.

You will wish to establish whether the Group is content, or

whether it feels that there are any principles which it would
wish to see enshrined in legislation.

15. ©One issue on which the Home Secretary proposas that guidance

should be given to the ITC is Lthe pumber of Channel 3 Jlicences

for which an individual company can apply. The IBA proposed that
this should be restricted to one licence application per company,

but the Home Secretary recommends that a company should be
10
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permitted to bid for any pumber of Channel 3 licences, and to
state its preference for each franchise when deoing go. At iteg

meeting on 24 April the Group decided that a company should be

allowed to own ona large and one small franchise, or two small
franchises, but not twe large franchises; and that a company
should be precluded from owning the franchises for two contiguous
areas. The Home Secretary suggests that if an applicant was
successful in bidding for more than two licences, the ITC should
decide which Jlicences %o award him on the basis of the
gombination of bids that gives the highest return

Exchequer) for the franchises taken together. You may wish to
ggtablish that the Chancellor of the Ewchagquer is content that

h cto aced to fo sus udgament .

Moratori

16. At its meeting on 24 April the Group agreed that there

should ke no moratorium on takeovers merely to allow the new

commercial system to settle down. Mr Ruszsell suggested at the
meating on 11 May, however, that there should be a moratorium of

one year after the award of franchises in order to deter

speculative tendering. The Home Secretary proposes to accept Mr

Russell's approach. You will wish to ensure that the Group is

& i " o P e -
1. iod i ]

17. The White Paper suggested that the licence period should be
for EE'IEFIE and that the ITC should have discretion to award a
fresh licence without a further tendering process but at a new
price which it would determine. The Home Secretary recognises
that there is some logical inconsistency between this renewal

process and the initial tender arrangements but recommends that,

5 e W] 1 Droposals o g ora hs hEEN. gENBLS

cog hould rnot be altered. You will want to establish
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whether the Group is content to confirm this aspect of the White
Paper proposals.

Hetworking

18. The Home Secretary notes that commentators on the White
Paper have suggested that, if tha ITC had power to reguirae
networking arrangements on Channel 3, higher gquallity programmes
would result. Tha certainty that licensees would have access to

————————
a networking arrangement might alsoc enhance the wvalue of

o S ot
franchises at the tender stage. The Home Secretary concludes,

e

however, that, as envisaged in the White Paper, the des opment
of networking arrangements should be left to emerge naturally
from the new arrangements. This would be firmly in line with the

Government's deregulatoery approach.

—g—

Subtitling for the deaf

19. The Home Secretary takes the opportunity of his paper to
seak the Group's agreement that there should be g _power to
regquire Channel 3 and Channel 5 licensees to continue to provide

tit ac t or t deaf. You will wish to
establish that the Group is content for such a requirement to be
included and that its inclusicn will not make more difficult the
task of resisting proposals for the inclusicon in legislation of
other particular programme reguirements.

HANDLING

20. Y¥You may wish to invite the HOME SECRETARY briefly to
introduce his paper and then to work through the proposals in the
order set out in this brief. The CHANCELIOR OF THE EXCHEQUER
and thE_ SECRETARY OF STATE FOR TRADE AND INDUSTRY will have
particular points to make on the Home Secretary's proposals on

the form of bids and on the levy. oOther Ministers, including the
FOREIGN SECRETARY, will be particularly concerned about the
12
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balance which the Home BSecretary seseks to strike between the
achlevemant of guality and the opening up of the arrangemants to
market disciplines. Thae EDUCATION SECRETARY has indicated his
interest in the implications of the propeosals for the proposed

regquirement that Channel 3 companies continua to providea schools

programmes. You may wish at the conclusion of tha discussion to
check that the CHIEF WHIP is content that the overall balance of
the decisions which emerge will ke acceptable to the Government's
supportere in the House.

1 June 1958%
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present all [TN shares are held by ITV contractors, under the new provisyén
some shares would be held extermally, by bodies without licenices on any peke-
wision channel. Eventually a majonty of shares should be held by non-lic -
The detailed arrangements need further stody and consuhation, it one
approach would be as follows. Initially the Channel 3 licensees mighyhold the
majority, or all, of the shares in the news organmisanion or organisglions. The
supply of news to Channel 3 would be L.n-'.-l.-rn::d by @ service cofiract which
would, uniikz the lurlﬂll‘.h' for 1T ar present inciude a profr element w0
establish the oreanisation’s commercial value, The ITC would bt onder o duty,
at the right nme, 1o ensure that some, perbaps the majorty, of shares were sold
1o non-heensees, No external investor should hold more thgf 5 per cent of the
shares

&,14 Although not having general control of schedulfig, the TTC would have
powers 1o ensure that the news service provided byfine or more of the news
organisations was shown by Channel 3 stanions ang. as already indicated, thar
this should include exposure during peak viewing umes. As a necessary sale-
puard, the ITC would have power to withdrgw. after adeguate notice. its
ppproval of & news organsanon established unger the arrangements discussed m
Live previods paraeraph whngh tatled 1o delvey an accepiable semace

6,15 The Government envisaees that the Channel 3 programme service should
pe provided with the same universal covgrage as at present. but by the companmes
rither than being provided, as now, by'a broadeastune authority, It follows from
inis that. subject to whas 155aid aboyt about news-coverage, the ITC would not
fave the IBA'S responsibiliny for détatled approval of séheduelineg or pnor clear-
ance of particular programmes, W should be for the operators 1o decide what o
show' and when to show i, sabject to the peneral [aw and the regulaton
regquirements described in pagderaphs &, 106,11, It would also be their respons
bBility 1o decide on commiengial grounds on any arrangements for nerworking or
syndicating progremmes Among themselves. This means that much of the
detailed supervizory wopk now done bv the IBA would come to an end. The
vperators will also be dree 1o decide their own mis between advertising and
S BSCTIPLION

i At Inorder iofreate more OPPOTILOIEs for eniry i the broadcasing marke
and competinod wislin it the Govermment proposes that there should be a
separate mighphours licence. or licences. for Channel 3. 1t will b2 for the [TC o
delermine tee exact boundaries. and w dedide on possiliz additonal icences
cowenne oghier imesof duyv—ee for o breakiast nme serviee. The ITC wili slsobe
prpemsibie fon e peoprapmenl diveon of Coannel 3 oto regwons. whose
particuplt interests licensees will need 1o cater for. as envisaged in paragraph
iv, 11 plove, The Covernment envisaess thal the exient roowinch the regom: 1l andd
amy A HHNS DrOgTamming 1“rl=-in.'u[|-;.11*n Eppiv 10 ANy n; 1i'|| e oF breskiast Lime
hednsees wouid h'\. derermined ny II £ 1TC 1aking menl of the Busis on witich
al X

1 The present .Jrrmtumq_'r'-h or awarding TTV coniracis nave een oon-
sorentiouEl applied, and in some respects reformed, by the IR AL Bt they have
reen widelv cnticised as arbirary and opagee. The Home Afigirs Commines
waw mdeantace inintroducine a more commeraal cliement into the sllocation of
ITV franchises. and recommended that 3 spitably regulated tendenng process
should be introduced (paragraph 15343, The Government agrees and Proposes
that the ITC should operare @ iwo-stgge procedure. In the first stage applicants
ot heences would have to pass a guality threshold, They wouold have o saush
the I'TC that they sould micer the BrDEF TS I.|_|u|| SPREFTS &01 OUL AT [rbfi
praphs &, 10 and 6.11 above—in other words that they were qualified to take on a
Channel 3 licence. Thev would also nave o meet whatever ownership [51s arc
eventwsthy imposed: this subject is discussed in paragrapns 64053, All .Jpr.l i
cants passing this threshold would go on tothe second stage in which they would




Tarneovers

Periarmancs Feviemy

Licence terms

{ii) Channels 5 and &

offer Bnancial tenders for the licenee. The ITC would be required o select the
applicant for each licence who hud submitted the highest tender. Both stages of
the procedure will be open to public scrutny. This two stage procedure will
provide a more objective methud of licence allocanion which will be fairer 1o all
applicants, and will a1 the same tme secure 3 proper return far the taxpayer for
the use of & public resource. In order to ensure that the tender procedure meets
the larter objective and that there 18 2 fair sharing of risks berwesn Channel 3
operators the Government envisares that each licensee will also be required 10
pay levy i the form of a percentage of adverismg revenue at Progressive Fates,
the initial level of which will be prescribed when licences are advertised. This will
replace the present [TV levy.

avers. wiich reficct the discretionary nature of the present contract allocati
process. But those buying inwy companics will have to satisly the propohed
programming tests and the ownership rules discussed 1n paragrapns 6.4
belona . Subject to these tests and rules, takeovers can Be a useral wiry of bpinging
new idess and tabent inte selevision and re-inforcing pressures tor efficiphoy

6,19 The guabity tests se1 out in paragraphs 6,10 and 6 I1. whigh would be
reflected tn licence conditions. would not cease o apply when gperators had
heen selected. They would conunue throughout the hoence p wod. The ITC
wotld be responsible for monitosing pertormance and tollowigs up com plaints
b the public. The ITC would undertake formal reviews of Tge performance o
licensees at intervals or as needed. As recommended by Peacock {paragraph
6571, the ITC will have power, after u review, 10 issue a forghal warning (2 vellow
cardi and to remove 4 liconsee (4 red card ) one veor later @ performance remains
unsatisfactory—for example 0 failing to delivery o ufficiently diverss pro-
aramme service. The Government is considerng pnether, as an additional
sanction. the ITC should be able o impose financial penalties This entorcemeni
machinery will be designed for effective gse i RECHSSITY

530 The Government has carefullv consider#d the arguments for and against
fixed tesm or uniimited hcences for UHF pldependent television services. 1T
could be argued that the new fexibility ag/regards takeovers (paragraph 0,15
above | will epsure agamst the inefficiency/or nigidity which an indefinite lvence
might otherase produce. and that an igefimite Licence would avosd the nisk ot
failing interest or mvolvement owargh the end of o fixed term. Against this,
under an entireiv open-cnded systgfn competitive lender woulc benefil the
Exchequer only once. [t might alsgbe Jdifficalt for the ITC 1o secare agreement
r anv necessary future structurapchanges either in licenee conditons oF m the
system more widely. such as chgfiges 1o the geogruphical framework of Channel
1 Taking account of these cgflsideranons. the Government proposes that the
licences for UHF independst television services should be 101 a nxed term of
ren vears s recommendedin paragraph 638 of the Peacock Report), but that it
shiuld be open 1o licensept. dunng the final vears { perhaps the Jast bowr |01 Ther
licences, 1o applv for lifence renewal tor turther 10 Vear ierms. The licensee
would have to satsfy phe TTC that he was contnuing 10 meet his programming
obligations and othefwise sustaining a satisfactory periormance, and the e
would retain the aphity 1o make struciural changes i the svstem. The Loensee
would also haveAo pay a licence renewal fee to the ITC, which would be
cateulated on adormula based on the licensee's advertising, subscrniption and
sponsorship refenue, Where the ITC was not satisfied that the licence should be
renewed it whuld be open to it 10 proceed 1o competitive tender on the basis
proposed iff paragraph 6,17, or else to invite the licensee To re-apply for renewal
after a fudher penod during the curreney of the existing licence

6.21 e Government proposes that, subject to what is said below, the same
regyfatory regime (although without the regional programming abligations ) and
the same licence allocation and review arrangements should appiv equally o
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FRIME MINISTER

BROADCASTING WHITE PAPER

You agreed that the "Half Membears" on your Broadcasting Committee,
<t m ranh ni

Misc 128, should receive papers but should only attend when

they have a strong departmental interest in doing so. The

next meeting on & June is to consider procedures for allocating

licences for Channel 3 and the future structure and funding

of Channel 4. Both the Foreign Secretary and Mr. Baker have

asked to attend the & June meeting. Mr. Baker on the basis

that the allocation of licences and funding will affect the

requirement to provide programmes for schools and educational

programming; the Foreign Secretary argued that the guality

of British broadcasting, which the 6 June proposals will bear

on, has a strong foreign affairs interest.

Content for Mr. Baker and the Foreign Secretary to attend?

= e 1. =

1 June,; 1989,




CONFIDENTIAL

?Eﬁk Foreign and Commonwealth Office
i
oy i London SWIA 2AH

30 May Ll3B9

Broadcasting White Paper

As you know the Foreign Secretary is not a member
of MISC 128, but has attended in the past when the agenda
has included matters with implications for foreign affalrs.
He would like to attend the meeting on 6 June which we
have been told will discuss a Home Office paper on tendering
procedures for Channels 3 and 5, and the future structure
of Channel 4.

Oreof the areas that the meeting will clearly discuss
will be maintaining the guality of British broadcaating.
This 15 the Forelgn Secretary's key concern. OQurn news
and current affairs programming has a high reputation
sround the world. PBritish broadcasting causes its fair
share of problems for our dealings with foreign countries,
but overall it is an asset to wus. Our entertainment
programmes are a profitable and influential export. There
iga therefore a strong foreign affairs interest in ensuring
that the guality of our broadcasting can be maintained
and improved under the new proposals.

I am copying this letter to Trevor Woolley (Cabinet
office).

fLHﬂJﬁ (ot

Bl T

(R N Peirce)
Private Secratary

Paul Gray Es8g
10 Downing Street
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ELIZABETH HOUSE
Paul Gray Esqg YORE ROAD

Private Secretary i
10 Downing Street Lﬂﬁigﬂgﬁggl’i—l
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MISC 1Z8. BROADCASTING

I understand that at the next meeting of MISC 128 on & Juna
there will be two papers - one dealing with the alleocation of
licenses for Channel 3 and the other presenting further
options for the funding of Channel 4 following the rejection
by MISC 128 of the Home Secretary's earlier proposals.

Mr Baker has a substantial interest in both these papers

1t has already been agreed that Channel 3 companies will be
required to provide programmes for schools; he is lixely to
want to contribute to discussion on how the proposed
arrangements for the allocation of licenses will bear on this

requirement .

Mr Baker is also econcerned that broader educational

I

programming should be maintained on Charnel 4. The way 1
which this Channel is funded bears directly on this issue,

Mr Baker has already indicated his interest in these Toplcs
through hig letter of 17 April to the Home Secretary, copiad
to the Prime Minister and members of MISC 128, I would be

grateful if arrangements could be made for an invitatioh to

be issued for him to atterd on 6 June.

[ | 1
s §
" -

f E'q'l-n._
T B JEFFERY
Private Bscratarly




10 DOWNING STREET

LONDON SW1A TAA

o the Privaie Secretdri

23 May 1989

BEC BUSINESS AND FINANCIAL INFORMATION SERVICES

fmank you for your letter of 19 May which the Prime
Minister hag sean. Bhe walcomes the propossd &xtenslon of BBEC
qubscription gervicas, on the clear understanding that - as
vou indicated - the BBC should not enter into commitments
Fhat would maka it difficult for them to surrender onag sot of
night Hours in dua course 1f Minlsters finally so decide.

[ am copving £his leatter ko the Private Secretaries of
MISC 128 and Trevor Woolley (Cabinat Dffical.

PAUL GHAY

Miss Cathsrips Bannlaeer,

Home OFflca.
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BEC BUSINESE AND FINANCIAL INFORMATION SERVICES

We had a word about the regqueat which the BBC have made to
the Home Secretary for approval to provide a daily business and

financial information s ice for downloading during the night
hndE!'Eﬁ*firﬁiaEET-EE-ﬁzﬁgntinned, Mr Renton intends to use the
OpPOrLUNILY Or e debate initiated by Mr Rogear Gale on 19 May
to announce that the service was to be allowed to go ahead. You

suggested that it might be helpful if I were to write setting out
a little of tha background.

Under the Royal Charter the BBC requiras the Home Secretary's
approval to provide any service on a subscriptien bkasis. Last
year he gave approval for a medical information service for a twe
year experimental peried (which expires in late 1950). This
approval was ring-fenced, and it was made clear that the BBC
would have to seek approval afresh for any other service which
thay wished to tranamit. The main reason why this approval was
so circumscribed is that at that time the Covernment had not
announced any decisions about the BBC night hours, in general.

Now that it has been agreed that the BBC should retain one
set of night hours, the Home Secretary saw no reason not to
approve this second service. We are however reminding the BBC
that they should not enter into any commitwents which would make
it difficult to surrender ong set of night hours in due course if
Ministers finally so decide. We would not want the BBC to give
up one set of night mours, only to find that contractual
commitments entered into in respect of the other set made it
difficult for them to transmit the occasiconal night hours
programmes which flow from their public service cobligations.

Like the medical service, the pnew business and financial
service will carry some advertising to supplement the
subscriptlon income. The advertising will be sold by Besiness

E.Jn- el = ,a‘t.-

JCommunications ple,

Paul Grey, Esg
Private Sacretary, Ho 10




Communications ple, the BBC's commercial partner in the venture.
The BBEC will not themselves receive advertising revenue direct.
We are pursuing with the BBC the arrangements that will need to
be made to ensure that the content of the advertiszements on the
service is properly regulated. The Home Secretary's approval to
the service is conditional upon his being satisfied that these
arrangements are adequate.

The Home Secretary welcomes the initiative of the BEC in
proposing this further subscription-based serviee. He
understands that the BBC intend, if these initial services are
successful, to introduce other similar services in dus course.

I am copying this te the Private Secretaries to other members
of MISC 1:28.

! _.-':: .
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BRIAN GRIFFITHS

LORD BUXTON: ITV

As vou know there was not time at your bilateral with th

Prime Minister this morning to discuss Lord Buxton's letter of
17 May. But as you will see she has briefly looked at 1t

ard initialled it. I think you can therefore assure Lord
Buxton that you have den2 all he asked of vou - "show this

to the Prime Minister"™ - and tell him that she has duly noted
his views. As I mentioned to you when we spocke about tials

gae remarkably little merit in Lord Buxton's arguments!

PAUL GRAY
19 MAY 1989
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fram LORD BUXTOM

Frofessor Brian Griffiths !

10 Downing Street (

London SW1 ﬁ#h 17th May 15989
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Following our discussion yesterday I attach a note of the
points made about working shareholders in ITV, and the
difficulty that ceculd arisa in Parliament over "legalised
theft".

I am aware from my persanal contacts that some Ministers seem
to be unclear about the modern structure of the ITV industry
and cling to obselete notions which are dangerocusly misleading.

As a loyal back-bencher I dread being put in the undeserved
position of having to move an amendment against the highest kid
factor. I have discussed the issue at length with Willie and
assessed the prospects carefully, and I feel fairly certain
that the highest bid factor would be defeated, because of its
unfairness, injustice and betrayal of Conservative principles.

I would be grateful if you would show this te the Prime
Minister, to whom T owe much, as I am still haunted by my
failure to be sufficiently persuasive on occcasions in the past
when I knew I was right (as for instance over HMS Endurance). I
feal sure the difficulty can be aveided on this issue.

h_,?
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1. The franchise affair in ITV has always bean
comprehended by shareholders and the risk accepted. The
risk was related to performance or promise of performance.
This provided an incentive and a challenge for shareholders
and staffs, who invariably believed that their best
endeavours would be rewarded (until the disastrous
Government appointment of Bridget Plowden, one academic
matched with another, Brian Young, neither of whom
understood commerce or the facts of life. It has been an
unfortunate error to blame the system, when the real cause
was a bad Government appolintment).

2. 8ince these days, the shareholder pattern in ITV has

been transformed in that 1 staffs are now worker
shareholders in the large majoTity oL companies, eopecially

in the regions in England, Scotland and Wales.

As Chairman of Anglia, ITN and the ITV industry during
thirty vears, I took a strong initiative about the
introduction of share participation schemes, urging the
benefits of conservative policies and the PM‘s call for
popular capitalism.

3. I have had the clear impression before and since the
White Paper, that ministers think of ITV contractors solely
in terms of big shareholders and moguls. In fact my
personal eXchanges with them, apart from debates, proved
this. They seam uninterested in the fact that the industry
now belongs partly to 1ts 20,000 workforce, who now have
their perscnal assets and nest eggs for retirement locked
up in their jobs.

4. The goal posts have been moved, and moved substantially
by the White Paper. The worker shareholders, encouraged to
invest in their own companlies by Government, always
accepted the risk to their livelihood if they did a poor
job:; but they felt that by doing a good job, they would
have as gocd a chance as any rivals.

Now f(under the White Faper) the risk no longer relates to
performance, but to money. The staffs and worker
sharsholders can have no influence whatever on the cutcome
of the franchise affair, and overnight they might lose
their entire investment.

5. In all other circumstances, whether take-overs or
whatever, including nationalisatien, it is the cardinal
principle that shareholders get paid for their shares, even
if the compensation is disappointing. Even Labour




governments have never confiscated workers’ assets.

In this case, a Conservative Government, having encouraged
20,000 citizens to hold shares in their own companies, will
grab all the proceeds for the Treasury and may leave
working sharehclders penniless after vears of servica.

This is legalised theft, of such a spectacular nature that
it is sure to cause deep discomfort in Parliament. The
reason why Lt has not done so vet 1s because the ministers’
canpaign that "ITV belongs to greedy moguls who deserve to
lose their franchises" has been largely successful and the
worker/shareholder factor has bean ignored.

Ministers have been pressured and persuaded by advertisers,
agencies, and vested interests and on the issue of company
structure seem to be living in the past.

6. The only honest and fair step for the Government to
take (if it endeavours to force through the highest bid
factor) would be to advise the 20,000 citizens in ITV to
sell their shares without delay, because if they wait till
1092 they may losa the lot.

This might lock stranga for a government that encouraged
them to take up shares in the first place, but it wculd be
the only course that wvas honest and fair.

7. It will be argued that ITV share prices are holding up
wall today after the White Paper. This 1s becausa of thea
City’s expectation cof take-overs and whesler-dealer
opportunities in the interim.

It will be argued that ITV contractors who lose thelr
franchises will continue in business in diversified roles.
Mavbe, but probably only after mn?ian with substantial
shedding of starff, etc.

There may be lots o such arguments; but the unalterable
fact will remain that ITV working staff might lose their
investments overnight and the fruits of their careers will
be robbed by the Treasury.

8. The introduction of share participation schemes had a
dramatic effect on the ITV industry. Tha last decada has

been almest trouble free, restrictive practices have been
dispelled and ITV 1ls now as lean as the rest of industry.
The process will continue.

The main contributing factor to the above has been the
establishment of a share-owning workforce.

The highest bid factor would overturn and destroy that
concapt. To be fair and honest, the Government would ke




obliged to warn staff shareholders to get out and sell
their shares while the going i1s good.

3. Hewever much most of the proposals in the White Paper
are welconed or accepted in Parliament, the highest bid
factor will become a serious stumbling block, for the
simple reaseon that it is unfalir, unjust, and econtrary to
averything the Government stands for. When 1its implications
are fully understood it will be seen to be repugnant and to
betray Conservative principles.

10. I hHave concentrated in this note on staff sharseholdars,
but all the points apply just as much to the public who
have jnvested widely in ITV.

In theory, according to the White Paper, hundreds of
thousands of shareholders in ITV could be reduced by the
highest bid factor te only 15. What sort of Consarvativa
policy is that?
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MISC 128: BROADCASTING OWNERSHIF

The Prime Minister was gratefual for
the Home Becretary's further minute of 17 May
and iz content for him to proceed on the
basis now proposed.

I am copying this lestter teo the Private

Jecrataries to members of MISC 128 and to
Sir Robin Butler.

FAUL GRAY

Miss Catherine Bannister
Home Qffice

CONFIDENTIAL
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I am grateful for your private secretary's letter of 15 May

S

I:__,,_-, i' o rf‘-':'.-J

recording your comments on the draft announcement on ownership
 that accompanied my minute of 5 May; and for David Young's letter

of 11 May.

I am happy to accept the main peint which you and David Young
raise concerning the need for a restriction on newspaper holdings
in DBS. This can be covered in the statement by adding a
reference to DB in the second sentence of the fourth paragraph

s i S—

of the text. That passaﬁé would then refer te DBS franchises
Ao dnd i

(along with UHF TV and national radio franchises) which would

meat David'es point about not, at least initially, restricting

the number of DBES channels in which a national newspaper could

have a 20% interest, since a DBS franchise can be expected to

cover a package of channels.

I can also accept the grafting chapges proposed by David
Young. The second of these, relating to the reference in the

sixth EEEEHEﬂHﬂ—Lﬂ—thﬂrﬂﬁF- iz however overtaken by the need
—
te review the wheole of that paragraph in the light of the

.

consideration we still need to give to the guestion of a
moratorium on takeovers. At the last meeting of MISC 128,
George Russell argued in favour of a short moratorium, possibly
of one year, on all takeover bids for the new licensees in arder
to aveid speculative tendering. I see considerable attraction

in this proposal, which I hope we can discuss at the meeting of

/the Group

CONFICENTIAL




the Group arranged for 6 June, in the context of the paper on
competitive tendering which I will shortly be putting forward.
In the meantime we should, I think, =simply delete the sixth
paragraph of the draft announcement on ownership which is not
@ssential to the main argument.

You have, finally, asked for clarification of the takeover
'l——_._.'

regima ;hat wlill be in force between the date of the announce=

ment and January 19293 (not 1992), when the new ownarship rules

come inte forece. The regime for takeovers during this period
wi111EE_E_EEEEEE_EEE_EHQFIEA* subject to the provisions of the
Broadcasting Act 1981. George Russell indicated to us last week
that he had told the chairmen of the ITV companies that he
proeposed to relax, from the end of this year, the restrictions

on takeovers currently maintained by the IBA, in order to sharpen
competitive efficiency and help reduce the turbulence which might
otherwise arise at the end of the present franchise periocd. The
IEA will, however, be bound to satisfy themselves that the
conditions on which the existing franchises were awarded
(including the regional character and coverage of the services)
continued to be met after any takeover, and there should
therefore be no question that the regional system that we wish to
gge continued post 1993 will have bean pre-empted by takeovers of
existing companies before that date. There iz no need for the
ownership statement to go into this issue; and for the reasons
gexplained above it needs also to be silent about the takeover

regime after 1953.
If you and other colleagues agree, I propose to make the

announcement on ownership on Friday 19 May. Roger Gale has
gecured a debate that day on a private members motion on

Jbhroadcasting,

MANRICIMERITIA
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broadcasting, and it would be helpful if Tim Renton, who will be
replying to the debata, could
in that context.

refer to our proposals on ownership

I am copying this minute te MISC 128 colleaques and to
Sir Robin Butler.

Fi f ll-.jl g -
I: |:'I|i.r|/ |ir ...-‘.. e '*-._L I't-:‘l; LUF L'F'-""-'l (&2
Approved by the Home Secretary

and signaed in his absence.

17 May 1989
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HOME SECRETARY

Privatisation of the Broadcasting Transmission System

f ap P13

1. Thank you for your letter Qﬁwzﬁ"ﬂﬁril about the Price

Waterhouse study on options for privatising the television

and radio transmission system,

2. 1 agree that early publication of the report could be

useful in promoting an informed debate about its conclusions

and I leok forward to our discussion on this subject in June.

3. The principal point of interast in the report to my
Department is the potential impact of the proposals on the
operation and cost to public funds of the BBC World Service
transmission network in Britain and overseas. We shall need
to consider carefully the report's recommendation that
management, operation and maintenance of the World Service
tranamission should be contracted out. The report recognlises
that the Weorld Service operation is separate from the domestic
transmission system and recommends that the World Service

assets should remain in the public sector.

s §5 T understand our officials are in touch about some minor

points of presentation detail in the report.

d, I am sending copies of thisz minute to the racipients of

yours.,

(GEOFFREY HOWE)
Foreign and Commonwealth Office

16 May 1389
=Y CONFIDENTTAL
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From e Privete Secrerary

15 May 1989

MISC 128: BROADCASTING OWNERSHIP

Prime Minister was grateful for the Aome Secretary's

minate of 5 May. She has also s3een the letter of 11 May from
the Secretary of Stata for Trade and Irndoscryv.

Thea

The Prime Minister is content with the announcement the
Home Secretary suggescs, subject to two points. First, she
aqraes with the point raised by the Sacratary of State for
Trade and Industry concerning the restriction on natianal
naewspapars' shareholdings in DBS. Second, she would be
grateful for clarification of what takeover ragime will ba in
force between the date of the announcemant and January 19292,
whnan she understands that the naw ownarehis rules come into
force.,

I am copying thizs latter to the Private Secratariss =o
mambers ofF MISC 128 and Travor Woolley {(Cabinet OEfical.

PAUL GRAY

Miss Catherine Bannlater,
Hdome QEfice.

CONFIDENTIAL
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PRIME MINISTER

BROADCASTIHG OWHERSHIP

At the last but one meeting of MISC 128 you invited Douglas
Hurd to prepare a revised draft announcement of the
conclusions on ownership in the light of the changes agreed to

e .

his earlier prﬁaaaed package,
His minute at Flag A fulfils that remit.

Lord Young's letter at Flag B broadly accepts the proposed
sktatement ; subject Lo: T—

some detalled drafting comments;

i —

a more substantive comment that a similar restriction on

national newspapers' shareholdings in non-terrestrial

broadcasting (DBS) should be imposed as is proposed for
their shareholdings in UHF freguencies.

—

Brian Griffiths (Flag C) supports Lord Young's proposal on
newspaper shareholdings in DBS, and also recommends that

you ask Douglas Hurd to clarify the takeover regime that will
be in force hq}ween the date of the announcement and Janaary

1992 (when the new ownership rules come into forca).
Content to agree Douglas Hurd's proposed statement subject to
3 iy ; ——
the Lord Young/Brian Griffiths point on DBS and to
——r
clarification of the takeover regime between the date of
—

announcement and January 19827

B —

Eo

( PAUL GRAY)
12 May 1989
DAZANY
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PRIME MINISTER 12 May 1989

MISC 128: BROADCASTING OWNERSHIP

The proposed draft anncuncement by the Home Secretary reflects
closely the discussion in a previous meeting on the subject and

should be accepted subject to two caveats.

One issue ig the restriction on newspaper ‘holdings in
non-terrestrial channels, and in particular DBS. The Home OEfice
have made great play of the contrast between DBS and other
gatellite channels (eg Astra). David Young is guite right to
insist that because we treat DBS as more like terrestrial
broadcasting, similar ownership rules should apply. This 1is
a fair point though I doubt if it will make much difference in

pPracrice.

Another issue, which is not dealt with in his minute is the policy
on take-overs which the IBA will pursue between now and the time
whan the new ownership rules come into force, Januoary 1952,
This needs clarification. Hopefully take-overs will be permitted

a8 Bo0N a8 possible.

Recommendation

Agree to thies proposed draft but suggest changes to ownership
of DBS and also ask him to clarify the take-over regim& which

will ba in force after the announcemeant.

o« i

BRIAN GRIFFITHS
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The Rz, Hon, Lord Young of Graffham
Secretary of Stare for Trade spd [ndusery

The Rt Hon Douglas Hurd CRE Mp Department of
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Thank you for copying me your minute of 5 May to the Prime
Ministar on broadcasting ownership.

Your draft stement seems accurately to reflect the conclusions
of the meeting of MISC 128 on 24 April and, as such, I am

generally content for it to be issued,. he you acknowledge,
the statement does not cover all the details of the proposad
legislation and I am grateful for your offer to invelve my
officials where appropriate in the further work that is
required. There is, howeaver, cone main issue I should like ta
take up. I also have some more detailed points on the draft
text.

Our meeting on 24 April concluded that the need for a
restriction on newspaper holdings in non-tarrestrial
broadcasting should be considered further. Whilst I ean
understand the wish to give DBS service providers svery
opportunity to compete fairly with Astra, I think we should be
clear that to exclude satellite services from ocur atherwise
strict cross-media ownership rules weould be saen as
inconsistant. It could, of course, also lead to Mr Maxwell,
ar any other newspaper proprietor axcept Mr Murdoch, baing
able to buy up to five, or more, channels with potentially
national coverage. It is, naturally, difficult tao predict the
future of DBS, but if it ig guccessful than the proposed
regime could look particularly ane-sided.

I would therefore prefer to see a similar restriction aon

national newspaper shareholdings in DBS as we are proposing
for UHF freguencies, 1 would propose a limit of a 20%
sharehclding in any DBE operation but, bearing in mind the

=7
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the department for Enterprise

differant organisation of DBS channels, I do not think it
possible, or aven necessary, to restrict at this stage the
number of DBS channels in which a natisnal newspaper could
have a 20% interest. I would favour, however, ensuaring that
the Government ratained the power to limit the number of DBS
channels any one organisation could contrel or in which any
national newspaper could have a significant stake, should the
numbar of such channels proliferate.

The transitional arrangements referred to in the draft
statement would need to ensure that the presant shareholdings
in BSB were not affected by these or any other cross-ownership
restrictions for the length of the present BSB franchisa.

If you and colleaguss agree, I shall ask my officials to
liaise with yours to decide the exact text for the statament.

Turning to the detail of your draft statement may I suggest
threa amendments:

First, in the fourth paragraph, the words "These limits
would be reciprocal®™ could be read incorrectly. May I
suggest "These limits would also apply raciprocally to
the holders of such franchises investing in groups
controlling national newspapers.™;

Secondly, I should like "and the Menopolies and Mergers
Commission™ omitted from the end of the sixth paragraph.
Mention of the MMC could be read as implying that the ITC
will have the power ta refer matters to the MMC. In
practice, tha OFT is the body which the ITC will need ta
consult on questions of competition and fair trading;

Finally, in the seventh paragraph, "political
authorities”™ should surely read "political bodies",

Subject to these comments, I am content for you to issue the

statement. I am copy¥ing this latter to the Prime Minister,
othar members of MISC 128 and Sir Robin Butler,

-

<,

i

Gosrores.

imfriafive
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PRIME MINISTEE

MEETING OF MISC 128

Happily, we have retrieved the earlier papers from the

Cheguers study.
In fact, I think you had not had a chance to do wvery much
reading over the weekend, so I fear there is a daunting pile

of paper in the folder.

Memborgship and Attendance

Following the talk we had earlier in the week, I have made
olear that vou do not want the Foreign Secretary and Mr. Baker

as full members of the Committes.

Unfortunately, a number of other members cannot atthd

tomorrow's meaeting:

Morman Lamont is deputising for the Chancellor.

Malcolm Rifkind is tied up in Scotland.

——
e ——

= Jeffary Sterling has laryngitis. He sends his apologies,
but has asked me to stress f£hat he strongly agrees with Brian

Griffitha" views - see balow.
———

Fapers
The papers ara:

Flag A (immediately below this note) - a wery helpful

sumnary note by the Cabinet Office setting out the remaining
e

issues the group will need to settle in the timetable.
e —

DIVIDER 1

Flag B - the main paper for the meeting by Douglas Hurd
————————

concerning the presentation b ussell. The plan 1is

for Mr. Russell to attend the first part of the meating, and
CONFIDENTIAL
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then to withdraw.

Flag C - Cabinet Office brief on that paper. Douglas Hurd is

reluctant for the group to have a substantive discussion
tomorrow after Mr. Russell leaves; he would prefer to put in

a further paper later. But, sSince we have nearly one and a
half hours for the meating,; You may want to vuse the times
available to reach provisional conclusions on the central
issue of the competitive TEHHEFTBQ arrangements for ITV, so
that Douglas Hurd iﬂ‘ET;E;_; clearly defined remit to carry
the issue forward. Thia brief provides some matarial you

e e E
could use for such a discussion.

—

Flag D - Mote by Brian Griffiths on the crucial competitive
tendaring issue, which you will want to 5tuE?HET3551y.

e —
Flag E - A further note by Brian, attaching an interesting
analysis prepared by Tim Bell on the extent of “"guality" (or

]
lack of it) in existing publiec service broadcasting.

DIVIDER 2

Flag F - A further paper by Douglas Hurd on Item 2 of the
agenda - the regional and time divisions by which Channels 3
and 5 franchises should be divided (the "map and the clock").

Flag G - Mote from Malcolm Rifkind. His main concern is teo

avoid any changes that would threaten the continued viability
h__-_ & & I w &

of the existing three regional ITV companies in Scotland.

Flag H - Cabinet Office briaf on the “map and the clock".

—

Flag I - Brian Griffiths' brief on the same subject.

Handling
I suggesat you start by welcoming George Russell, but by making
clear that he is attending enly for the first part of the
" b e T -
meeting to make a presentation and to answer guestions; you
will then ask him to leave so the group can continue its
CONFIDENTIAL
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discussicons. 1 suaggest you aim to complete the presentation
in 45 minutes, and certainly not allow it to go on for more
than one hour. You might also want to open by emphasising
that the gqroup is interested primarily in George Russell's
view an the central competitive tendering issue - not in his
views on the White Paper at large.

After George Russell leaves, you may want to move on to a
substantive discussion on competitive tendering, and give
Douglas Hurd a clear remit for the sort of paper he should
prepare for a subsegquent meeting detailing the way forward.
Brian Griffitha' brief at Flag D is particularly relevant.

If possible, you will want to leave some time at the end for
discussion on the "map and the clock" papers.

¥You should aim to close the meeting by 1050, so that yoa have
time for a brlef talk with Cecil Parkinson before Cabinet (see
a separate meeting folder).

one final point, following the discussion at the last meeting,
Douglas Hurd has circulated a further minute setting out
revised proposals on broadcasting ownership. I have not
included this in the papers; Brlan Griffiths is still locking
into it, and has not yet prepared advice. If the lssue comes
up tomorrow, you might say that you hope the issue can be

sorted out in correspondence befora the next meeting

{currently scheduoled for 6 June).

gt __

‘?T PG @»h-f E’{&L

10 May, 1989.
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PRIME MINISTER 10 May 1983

MISC 128
CHANNELS 3 AND 5: THE MAP OF THE CLOCK

Douglas Hurd seeks endorsemeant on three major issues:

{a) ITC and Responeibility for the Channel 3 Regional Map

Tha ITV map can hbhe drawn on the basis of eaither

politieal or commercial considerations. The major

political consideration is not to preserve the existing
ni— |

15 regions but to ensure that the major regions of

the country (5B, Midlands, NW, NE, SW, Scotland, Wales

and NI} all have adequate accass to rmqiunal

broadcasting.

Commercial considerations however are also important.
Mo purpose would be served if the existing 15 regions
ware enshrined in law, and then a few years some of

them prove commecially unviable,

—— 5

Recommendation

The ITC should be given discretion to permit changes

to the map if in their Judgement and because of

S ——— T ] = 3 . [
commerclial considerations,; wvlewers 1n certaln reglons

would be better served through mergers of weak companies

with strong ones.
— ]

(b) Night Hours and Breakfast Time

Night hours are a valuable resource and companies will

pay for their use. By comparison with prime time and




CONFIT

day time, they are <clearly much less valuable. But

if the night hours are auctioned separately, it will
introduce MO T e enterprise and innovation into

broadcasting. Breakf®8t time is already a profitable
e ————

franchise and there is no particuolar reason to

Etrangthen it. il
-——-—'_'_-_._\'

Recommandation

The case for linking night hours to breakfast time
iz not strong. It will not be possibly to create a
third foree this way, but it will be pessible te have

more smaller, newer companies who might as a result
e . -

—— =

gain experience and strength.

—— i el

Channel 5: the Clock

The great attraction of Channel 5 is that 1t is a
: : - —
possible third force, or with C4 separated from C3,

= ]
a [ourth force in broadcasting. Yet it covers only

e T
70% of the country and will take time to develop.

ey

Over the period of the next franchise, it seems doubtful
if anything will be gained by dividing it up in any

way - either by night/day hours or by week/week-end.
If we wish to see it as a potential third force, it

=

is best not to break it up.

—

The argument here 1is different from that for Channel
3a In C3 we already have powerful ITV companies and

by separating the night hours we capn gffer scope to

small new ones. RBut if the prime attraction of C5

is as a third force, then we should not allow this
route to produce 3 relatively weak companies.
[or

BRIAN GRIFFITHS
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PRIME MINISTER 10 May 1989

BRITISH BROADCASTING: DIVERSITY, QUALTTY AND
PUBLIC SERVICE BROADCASTING

I enclpoge an analysis by Tim Bell of his breakdown of
———

axigsting programmes on BBCl, BBC 2, ITV and C4 (a) during

peak hours and (b) during the whole day, for a random week

B - 12 May this year,

It is an interesting insight into the meaning of guality,

diversity and public service.

—

BBC regard public service as

in peak time (5.30 - 11.00 pm)
1/2 hour of Arts

4 hours 40 minutes of Socaps
- = -—_
1 hour 20 minutes of Game Shows
i —
8 hours 35 minutes of Sport
10 hours 30 minites of Films
N [ 7 —_— =
Nil Educational

7 hours 50 minutes of Comedy

total throughout the week

1 hour — Arts

12 hours 40 minutes - Soaps
26 hours - Sport.

[T s Interpretation of their public service remit is:

in peak time {5.30 = 11.00 pm)
1 hour = Arts

3 hours 55 minutes - Soaps




5 hours 15 minutes = Game Shows
11 hours - Films
L2 hour - Education

B hours 15 minutes — Comedy.

in total throughout tha week
2 hours 15 minates =- Arts
15 hours 45 minutes - Eoaps
12 hours 25 minutes - Game Shows

13 hours 40 minutes = Sport.

CONCLUSION

"Public Service broadcasting”™ would appear to be whatewver
BBC and ITV éexecutives decide it should be, but it patently

bears little resemblance to Lord Reith's high ideals.

The suggestion that de-regulation will lead to a slump in

quality becomes more and more difficult to suatain,

Rt s

BRIAN GRITFITHS




Hours of programming on terrestrial television
in the week 6 — 12 May, 1989 from c. 5,30 pm to c. 11.00 pm

SUMMARY

Hil

30 minutes
Hil

1 heur

4 hours 40 minutes
Mil

2 hours

1 hour 55 minuktes

Game Bhows : 1 hour 20 minutes
Hil
4 hours 45 mimites
10 minute=

1 hour 40 minutes
f hours 55 minutas
40 minutes

2 hours 15 minutes

hour 40 minutes
hours 50 minutes
hour 45 minutes
hours 35 minutes

of which, non . hour 40 minutes
0K element is 2 I hours S50 minutes
hour 45 minutes
hours 4% minutes

Non 0K 3 6 hours 5 minutes

Programming of : - 10 hours 25 minutes

any category 3 2 hours 40 minutes
7 hours 15 minutes




Educational

Business

Documentary

current Affairs

T T

Nil
Mil
Hil
30 minutes

Hil

1 hour 10 minutes
310 minutes

30 minutes

hours 45 minutes
hours 5 minutes
hours 45 minutes
hours 30 minutes

55 minutes

7 hours 35 minutes
2 hours 15 minutas
7 hour 45 minutas

8 hours

45 minutes

5 hours=

4 hours 45 minutes

minutes
minutes
minutos




Hours of programming of selected subjects broadecast
in total during the week & - 12 May, 1989

Mil

1 hour

Nil

2 hours 15 minutes

12 houre 40 minutes
MNil

10 hours 30 minutes
5 hours 15 minutes

1 hour 5 minutes
Nil

7 hours 55 minutes
4 hours 30 minutes=

12 hours 45 minutes
13 hours 20 minutes
4 hours 5 minutem

9 hours 35 minutes




Hours of programming on terrestrial television
in the week 6 - 12 May, 1989% from c. 5.30 pm to c. 11.00pm

BEC RBREC IIv c4

Game Shows

Sport

Soaps

News

Current Affairs

Comedy

Decumentary E5m 2hr
Arts 30m
Film 4 ghr 50m
Non-UK T 10hr 25m
Chat

Business

Education

Childrens

Religicn

Gardening

Wildlife

Youth

Orama

Police Drama

Travel

Ethnic

Consumer 4om

Light Entertainment zhr




Prime Minister

MISC.128 IMPLEMENTING THE BROADCASTING WHITE PAPER

As you know, 1 am speaking ol the Seottish Conservative Conference ot
Perth on Thursday so 1 am unable to altend the meeting of MISC.123
then. Later on Thursday, also at the Conlerence, Tim Renion is
replying to a debate on 8 motion on broadeasting which calls upon the
Government "io ensure that regional programming, reflecting the
distinctive cultural, educational and religious life of Scotland, is able to
be maintained".

As Douglas Hurd has already recorded, the issues for discussion - in
particular the franchise map - are very sensitive ones for Scotland and
there has been considerable public concern that the effect of our
proposals would be to result in & single C3 franchise for the whole of
Seotland (there are at present 3).

[ therelore wvery much welcome George Russell's view (recorded at

puragraph 8 of paper MISC. 128489367 that there would be advaniage in

keeping the present ITV regional map. Scoltish responses to the White
Paper argued very cogently for preserving in broadcasting terms the
cultural and historical map of Scotland as it i8 currently drawn - the
areas served by Grampian and Border see themselves as culturally (and
politically) distinct from that served by Scottish Television (central
Scotland). 1 therefore strongly agree with Douglas's suggestion (at
paragraph b of 83(5]1) that we should endorée the idea of preserving the
present regiomal airucture. 1 also agree with the TBA that applicants
should be able to apply for only one C3 (or C5) franchise (paragraph 9b
of paper B9(6)).

EML1 3001 CONFIDENTIAL
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It is very important that our new regime does enable the smaller franchise
holders to compete and provide a service with significant local content.
50 a general intention to retain the present structure may not be
sufficient. The issue for Scotland (and for a number of other smaller
franchises) is whether the various commercial pressures will be such as o
make the small franchises commercially onattractive or even untenable,
One aspect of this is the proposed separation of night hours from the C3
franchises. 1 am wunhappy with the proposition in MISC.128(83)5
(paragraph 7) that night hours be linked with breakfast time. No doubt
that could be commercially viable but it would have an adverse affect om
the viabiity of the independent regional companies who will, under our
new regime, have very strong commercial incentives to maximise thelr
revenue by making better use of the night hours. The loss of a
significant regional dimension to night hours will reduce opportunities for
minority broadcasting and a useful low-cost service to local advertisers
and replace it by wyet another national channel. 1| see considerable
advantage therefore in underpinning the regional companies by allowing
them to keep the night hours, rather than replacing them by another
London-based channel, with minimal regional inserts.

No doubt we will wish to return to these matters in the context of
discussions on competitive tendering and transmission arrangements, but
for the moment I would wish to eellerate my concern that woe strengthen
rather than prejudice the viebility of the regional franchizes, in relation
to the national franchises.

| am copylng this minute to other MISC.128 members, Sir Robin Butler
and John Wakeham,

L:’r‘u'l:. 'Eﬂmnmrmﬁ

Approved by the Sacretnry of State and
Signed in his absence

Scotiish Office
10 May 1989
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SELECTING LICENSEES - CHANNEL 3

Gevernment Proposal IBA Proposal

ITC determines map ITC determines map and clock

ITC ascertains public's view on
‘quality threshold’

ITC advertises licences ITC advertises licences including
‘minimum lease price' payable
in annual amounts'




SELECTING LICENSEES - CHANNEL 3 (CONTINUED)

Government Proposal

Applications received

Stage I

Applications assessed on
‘quality threshold® and
ownership test.

Public scrutiny and
comment

Stage 11

Applicants passing
successfully through Stage 1
submit financial tender for
licence._

ITC selects licensees
“highest bid wins”

IBA Proposal

Applications received

Two 'envelopes’
/and a bond

Open dossier

Sealed dossier

- confidential
parts of
business plan

‘quality bid expressed

threshold’ as percentage

l of applicant’s

- ownership
- Co structure
- programmes

annual NAR

Public scrutiny
and comment

"
ITC

considers both'envelopes’

Merchant Bankers/panel of
independent professional
advisers assists the ITC

ITC selects licensees
“quality of money"”

soundest business plan against
defined ITC criteria giving
highest value to ITC/Exchequer
(in tender and corporate tax
over time) and staying power to
provide programme service of

quality




SELECTING LICENSEES - CHANNEL 3 (CONTINUED)

Government Proposal

No need to publish reasons

Lump sum tenders

Levy of % of NAR at
progressive rates

Multiple applications
possible

No moratorium on takeovers

IBA Proposal

ITC publishes reasons for
selection of successful applicants

Tenders (minimum lease price
and bid of % of NAR) spread
over 10 years

Provision for negative tenders

No levy

Applications limited to one
Channel 3 licence only

2-3 year moratorium on hostile
takeovers

Channel 3 and 5 licences
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PEIME MINISTER 9 May 1989

MISC 128

ITV LICENCES:

The White Paper Proposal

Thi=s was 1n two parts:

{a) The firet stage involved applicants passing a guality

'-—i_.lﬂ - y p 9
test, consisting of a) positive programme reguirements

(ie showing high gquality international news, preoducing
and broadcasting regional programmes, and the diversity

of proposed schedules) and b) consumer protection

regquirements.
—_—

(k) In the second stage applicants who had successfully

completed the first stage would put forward fipancial

tenders and the ITC would choose the highest bid.

Criticisms Made During the Consulatation Process

The White Paper proposal came under heavy c¢riticism during the
consgultation process, especlally from the ITV companies. The

four major criticisms were:

allocating licences to the higheat bidder would reduce

the diversity and gquality of programmes;

——

payments for the licence should not be in a lump-sum form
but should be spread over the entire licence peEriod;
octherwise amall firms would find themzaelves at a

disadvantage:;




e g T
L-I-.-ll-'m_.: 5 A I

the guality test (ie prograrme gquality) necded

strengthening (ie the ITC should have powers similar to

the existing IBA system of regulation);

ancther hurdle; namely a "quality of money®™ teszt should

be introduced to allow the ITC not o have to allocate

the franchise to the highest bidder.

The IBA Proposal

One particular proposal;, which the Home ODffice found attractive,
was that put forward by the IBA. It consists of the following

“
elements:

{a)] the ITC decide what licences it is preparad to offer

on Channel 3 and Channel 5;

payment for the licence would be spread over the duration

of the licence period;

b —

=

when making a bid the applicant would puobhlizsh an opean

dossier with company information as well as programme

schﬂﬂules:

at the same time the sealed bid would consist of a &

year buginesse plan, plus a financial tender, consisting
of-s

= a fixed sum payable in annual amounts

= Aa proportion of net advertising revenue | MAR )

calculated annually
- a prescribed ecash bond (which would be returned to

all but the successful applicants).

importance of this proposal is that assesament would be made




. n g - L /
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in a single and not a two-stage process, and that tha ITC would
not necessarily award the licence to the highest bidder.

—y

Criticisms of the IBA Proposal

The suggsstinn that payments should be over the term of the licence

i3 a geeful one.

——

But the two central features of the proposal = the "guality of

money" tast, and the strengthening of the guality huordle raiss
e

difficultias.
p————

"OJwality of Money' Tesh

Some -assessment of the quality of management backing individual

bids is essential to judging alternative proposals. It was because
y . —— 3 g

of this that the first hurdle in the White Paper proposal involved

the ITC assessing the management competence of applicants and

———
their ability to deliver their proposed schedule of programmes.

But the 'guality of money' test now proposed by the IBA would

b2 far more than this. It would involve a detalled examination
—————
of:

=  the "quality' of each applicant's money;

the 'realism®' of the expected increagse 1in net advertising

—=

revenue to the applicant;

the cost of each applicant's operations in relation to its

bid for a percentage af NAR:

(-

the allocation of costs between different programme areas
—

relative to the expected schedule of programmes.




In short, it would be an attempt by the ITC to second-guess avery

conceivable commercial judgement made by applicants.

This; however; is precigely what a free market is all about.
Any applicant wishing to raise funds from investors would alreaady
have had to convince merchant bankers of the strength of their

1] T — 1 ”
cage. Involving merchant bankers as advisers as part of this

? : . A, - j .
comprehensive. second-guessing by the ITC 18 a duplication and

| o
waste of resources. Hot only that, but it assumes an arrogance

littls short of staggeéring - iz the ITC really better gqualified

to assess the commercial Jjudgements not only of the Murdochs,

Bernsteins; Bransons and Maxwells of this world; but also of their

merchant bankera? I very much doubt it.

This is a totally unnecessary government interference with the
disciplines of the market i1tself.

——

Raising the Quality Hurdle

The existing guality hurdle in the White Paper already poses somne
difficulty. In additidn to consumer protectlion reguirements
(impartial and accurate news; not offending taste and decency;
the c¢ontent of advertisements, etg) the guality hurdle would
involve puccessful applicants

showing high quality news and current affairs during the

main viewing pariod;

broadcasting and producing a certain amount of regional
programmes ;
e ——_ .

providing a diverse selection of programmes, and

—

ENsSUring & minimum of 25% production from independent

producers.




Achieving. high guality news can be dealt with by specific
restrictions which involve the continuation of ITN or a succaessor
company. The 25% reguirement can be easily verified. The amount
of regional programming can be guaranteed by specifying a given
percentage. But this still leaves the problem of defining guality
and diversity. =

DiJEFET?Eﬂwas introduced originally to ensure that Channel 3 did
not become a pop-music or quiz-show channel. It would be important
to avolid de[fﬁ?ﬁﬁﬂdivursity in the Bill in terms of given minimum
percentages for arts, drama, wildlife, films, etc. This would
be more restrictive than the present system and a rejection of
viewer choice. If the expression in the White Faper regarding
diversity were changed to "in additien to providing high guality

news and current affairs to provide a diverse selection of

programmes® this would almost certainly achieve the objective.
o ———

To go further than this and insist on a 'pure' quality test is
impossible. Quality in the Whate Paper 1s particularly relevant
to current affairs and regional programmes. Here we must and

———
should rely on the good sense of Ll average wviewer to register

complaints in wvarious ways, should the guality of these programmes
fall,

Any attempt to raise the guality hurdle by adding some expressions
such as "and to provide high guality diverse programmes® would

not only give the ITC enormous discretionary power, bot as it

would relate to comedy, light entertainment, drama, films etc,
e

would be impossible to assess objectively.

The White PFaper positive programme reguirements are sufficient

to ensure guality in certain key areas and diversity in others.
—

For the rest we maost rely on the tastes and interests of viewers

who will not be prepared to put up with a simple diet of gquiz-




shows and police films. Certainly the advertisers have no vested

interest in seeing this result.

The Way Forward: A Proposal

e should accept tha msaful Bugqgestions made during the

consultation process and build an the strength of the White Paper

proposals. We should also view with scepticism the intense

lobbying by existing companies to reduce competition in the Bill.
——

One sensible scheme might therefore be ag follows:

(a) retain the basic structure of the White Paper;

[ —

—

(b) but modify it as follows:

(i) make the licence fee payable over the £full periocd

of the licence;

divide the payment into two parts - an initial
lump sum and a percentage of NAR;
m= ———
ensure that diversity refers to programmes other
than just news and current affairs.
— —

Recommendations

Retain the Dbasic structure of the White Paper propesal on
compatition tendering but medify it as above,

This will ensure adeguate checks on applicants. It will also reduce

the discreticnary power of the ITC. This is of critical importance
as the ITC could easily be the back-door way by which the companies

rar bafidcs

BRIAN GHEIFFITHS

limit competition.




PRIME MINISTER

MISC 128 PAPERS

We had a word earlier this afternoon about the whereabouts of

the papers you saw over the weexend. They have now been found

in the Study at Chegquers, and we will be getting them back

bafore Thursday's meating.

ek .

PAUL GRAY
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FREIME _MIMISTER

MISC 128B: BROADCASTING D'iI?HEHEHIP

At its meeting on 24 April 1989 MISC 128 invited me to
circulate revised proposals on ownership taking account of pointe
by the Group in discussing MISC 128(89)2.

2, I attach a draft announcement of our broad conclusions on
ewnership in the light of the consultative process on the White
Paper. It reflects all the conclusions rea:hed by MISC 128, and

in particular makes clear that:

{a} the ITC and Radio Authority would not be given
discretionary powers for dealing with ownership

questions;

national newspaper proprietors would be debarred
from holding more than 20% of a UHF TV or national

radio franchise;

we see @ strong case for limiting still further any
investment by a national newspaper proprietor in
more than one franchise of this seort;

a company or group would not be allowed to hold two

large or contiguous regional Channel 31 franchises;
broadecasting cross-interests would be clearly

limited on the same basis as newspaper/broadcasting

cross-interests;

CIDENTIAL




the rule would be abolished which has precluded non-

EC ownership of cable operators;

advertising agencies would be precluded from holding
commercial television or radio licences:

the ITC and Radio Authority would not have
discretion to block takeovers which satisfied the
ownership rules and programming reguirements.

- -

In addition, the terms of the draft anncuncement would not

(i} imply any restriction octher than general competition
legislation on newspaper holdings in non-terrestrial
broadcasting. As the Group recognized, there is a
strong case for having a level playing field in this
raspect batween DBES services and other satellite

gervices such as thoase from Astra;

apply the proposed disqualification of advertising
agencies to record manufacturers, music publishers,
record promoters or artists' agents. If the ITC and
Radlice Authority are not to have a discretion here, a
rigid disqualification could hold back desirakle and
innovative ventures. The programme and advertising
content controls proposed in the White and Green
Papers should provide some safeguard against any

abuse.

4. On takeovers, the draft annocuncement reflects the Group's

conclusion that there should be no moratorium of the sort

proposed by George Russell. (In paragraph 6 below I propose that
tha announcement should not be made until after George BRussell's
presentation to MISC 128 on 11 May). This disposes of the

Jproblem of

CONFIDENTIAL




problem of the ailing company which seeks to protect itself
againet takeover by acquiring a broadcasting franchise. Margers
which were not precluded by the proposed ownership rules would
continue to be subject to existing provisions in fair trading and
competition legislation.

5. The White Paper's proposal to continue the restriction on
non-EC control of broadcasting licences other than local delivery
franchises would not preclude substantial US and Australian
investment in British broadcasting which did not amount to
control, As regards reciprocity, the main concerns expressed
recently about restrictions encountered by British broadcasters
seeking to invest abroad have related to France and Spain rather
than the USA and Australia. My officials will consider further
with those of the Becretary of State for Trade and Industry how
these instances, and wider gquestions of reciprocity of investment
opportunity, might best be pursuad.

6. If you and colleagues are content with the terms of the draft
announcement I hope that a further MISC 128 discussion on
ownership will not be necessary. It will be for my Department to
work up our broad conclusions inte draft legislation, consulting
other Departments on the detail as necessary. My preference
would be to make an early announcement, bearing in mind the
prominence with which arguments about ownershlp featured in the
Parliamentary Debates on the White Paper, and the need to clarify
our intentions to those intending to bid for franchises. I
propose that we should await George Russell's presentation to

MISC 128 on 11 May, but I would like to announce ocur conclusions

as guickly as possible after that.

7. I am copying this minute and enclosure to MISC 128 colleagues

/ﬂ,\)x-ﬂ PR

and to S5ir Robin Butler.




DRAFT ARRANGED PQ ON OWNERSHIP

To ask the Secretary of State for the Home Department, if he
will make a statement about the proposals in the broadcasting

White Paper on ownership.

CRAFT REPLY

The White Paper made clear our determination that ownership in
the independent broadcasting sector should remain widely
spread, and that unhealthy concentrations of ownership and
excessive cross-media ownership should be prevented. We are
grateful to those who responded te the invitation te comment on
the scope and formulation of the rules needed to achieve this
cbjective.

The White Paper envisaged (paragraph 6.51) that the same group
would be permitted to hold two, but not more than two, regional
Channel 3 licences. Many of those commenting thought it would
be undesirable if the same group could control two large or
contiguous Channel 3 regions. It has also been argued that
some flexibility is needed to take account of the ways in which
independent terrestrial television might develop.

In the light of these responses we proposé to strengthen the
rules envisaged in the White Paper in the following way. Power
would be taken to prescribe in subordinate legislation limits
on the number of Independent Television Commission or Radio
Authority liecences within each main licence category which any
one body or group would be permitted to held or control. In
the case of regional Cchannel 3 licences the initial limit would
be sat at two, as envisaged 1in the White Paper. But these
limits would be capable of further restriction by reference to
audience share and contiguity of licence area. The Government
1




.dnes. not envisage that the same group should be allowed to own
two large franchises or two franchises for contiguous areas.

Paragraph 6.53 of the White Paper proposed clear reciprocal
limits on broadcasting and newspaper cross-holdings. Taking
account of comments on the White Paper, we propose that no
proprietor of a national newspaper should be allowed to have an
interest exceeding 20% in any UHF TV (inecluding regional
Channel 3) or national radic franchise. We also see a strong
case for debarring national newspaper proprietors from having a
significant financial interest in more than one such franchisce.
These limites would be reciprocal. HNo regicnal er local
newspaper would be allowed to have more than a 20% interest in
any regional or leocal ITC or Radio Authority licensee with

whose area it substantially overlapped, and vice versa.

Paragraph 6.53 of the White Paper proposed, following a
recommendation by the Home Affairs Committee, that ownership of
satellite channels not using UK broadcasting frequencies but
receivable in the UK (whether based here or abroad) should be
capable of being taken into account by the ITC and the Radio
Authority in operating their controlas. We proposa that no

operator of such a service should be permitted to have more
than a 20% interest in a DBS, UHF TV (including regional
Channel 3) or national radio licensee, and that cross-interests
exceeding 20% between DBS, UHF TV and national radio licensees
should not be permitted. Similarly, cross-interests exceeding

20% would not be permitted between regional Channel 3, loecal
delivery operator and local radio licensees whose areas
substantially overlapped. These limite would be expressed in
subordinate legislation and would be capable of variation. We
envisage that legislation would also leave open the possibility
of limiting other forms of croes-holding.

Paragraph 6.48 of the White Paper envisaged that takeovers

would not be restricted provided they satisfied the gualifying

criteria, such as the ownership rules and programming

requirements. The Government considers that, subject to these
2




.criteria, takeovers can be a useful way of bringing new ideas

and talent into broadecasting and of re-inforcing pressures for
efficiency. The breoadecasting ownership rules would net
preclude the operation of existing provisions in fair trading
and competition legislation. We envisage that the ITC and
Radio Authority would liaise closely with the Office of Falr
Trading and the Moncpolies and Mergers Commission.

In line with paragraph 6.49 of the White Paper, local
authorities and bodies whose objectives are wholly or mainly of
a political or religious nature (and alsoc bodies which are
affiliated to or controlled by such bodies) would be
disqualified from helding any ITC licence. Local authorities
and political authorities would similarly be disqualified from
helding any Radio Authority licence : as envisaged in paragraph
7.10 of the radioc Green Paper, religiocus bodies would be
allowed to have a financial interest in radio stations provided
this did not lead to bias or editorialising on religious or

controversial matters.

We propose that no ITC or Radio Authority licence may be held
or controlled by a non-EC company or individual not ordinarily
resident in the EC, with the exception of local delivery
licences and any operators licensed under the Cable and
Broadcasting Act 1984. In the case of these exceptions,
concerns about editorial and cultural influence, which are less
applicable to local service delivery, are cutweighed by the
advantages for investment which the peossibility of non-EC

control would bring about.

While the Government does not envisage that the ITC or Radio
puthority would have a wide discretion in dealing with
ownership guestions, it does propose that they should be given
the enforcement powers needed to police the rules effectively.
Thesa would include the ability to include licence conditions
requiring licensees to give advance notice of, and seek prior
consent for, changes in shareholdings. The ITC and Radio
Authority would also be able, for the purposes of enforcing the
3




.nwnr-_'rs.hip rules, to require changes in a company Or group as a

condition of its being awarded, or retaining, a licence, and to
withdraw licences if declarations to them proved false.

Transitional account will be taken, in framing the rules, of
the position of sharsholders in franchises awarded under
existing legislation.
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PRIME MINISTER

MEETING OF MISC 1283 11 MAY

The next mesating of your Broadcasting Committes, MISC 128; is
next Thursﬂay ¥You may like to glance ovar the waskend at

some of the papersj; there is also the membership isaua on

which I should be grateful for your guidance.

Papers for 11 May Meeting

The papers esnclosed are:

Flag A - A wvery helpful summary note by Anthony Langdon

getting out the issues the Group will need to settle

=z

and the Elmﬂtﬂhlt.

The main paper by Douglas Hurd for the meeting;

—

concerning the presentation by Mr. George Russall.
e ————

The plan is for Mr. Russell to attend the first part
of the meeting, and then to withdraw,

.

Cabinet Office brief on that paper. Mr. Hurd seems

reluctant for the Group to have a substantive

discussion on 11 May after Mr. Russell has

withdrawn; he would prafer to put in a Eurth#r _paper
later, But this brief provides material you cnu]d

dcaw on i1if vou woald prefer to gse Ehe tims i

available on 11 May to reach provisional

—

rnn:luq[ﬂna {wF have parmarked one and a half hours

in total for the meeting]. ol

e m—

A further paper by Douglas Hurd on the regional and
timea divisions by which Channals 3 and 5 franchiseas
should be divided (the "map and the clock®).

.

Cabinat Office brief on the "map and the clock".
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I will let you have briafing from Brian Griffiths bafore the
meating. I also hope on the same time scale to lat you have
the papers following up discussions at the last meeting on
Broadcasting Ownership.

Membership

Tha core membership of MISC 128 is the Home Secretary, the
Chancellor and Secrataries of State for Trade and Industry and
Wales. You may recall that whan you discussed the issue with
tha Home Secretary a few weeks back you dacided to add

Mr. BRifkind as a full membser of the Commitkees. It was decided
that three othars - the Foreign Secretary and Messrs. Baker
and King - would receive papers but only attend meetings if
they expressed a strong wish to do so on a particular

arcasion.

Tha position of the thres "half members" is cansing some
difficulty. Mr. Baker turned up unannounced at the last
mesting of the Committee, without his ocffice having consulted
the Cabinet Office or me in advance. And now the Foraeign
acretary, apparently following conversations with the Home

cretary, is pressing to b2 made a full member of the Group
{we have heard nothing, however, from Mr. King).

I should be grateful for advice please on how we should handle
the threa "half members™:

i - Are you content for any or all of them to attend meetings
when they wish = in effect to become de facto members of

the Committeea?

Do you wish us to resist their attending except where the
agenda includes an item of particolar departmental

N\yste

e S

{:I'-u-ﬂ" i l;\q.---.n-lr ._,__.._J"q_ Il.qlﬂm v

Jlia cecdd e [Lm_“ﬂeJ
api-em el 3l st fk*JL”'j
CONFIDENTIAL Lissa- { CA A el wjl a2

St .:,J. t«.l—_ l:.?l .'_..-'lnr-_u Ei:‘,,l'.h-{,q_-‘l'l
o Lil-'-'L'\-‘_-j- L-|' P’_Ln 9 Illlll.r'

interest to them?

’;’ft.{.f;

P. GRAY
5 MAY 1989
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PRIME MINISTER

HINISTERIAL GROUP ON BROADCASTING SERVICES

PRESENTATION BY THE CHAIRMAN-ELECT OF THE INDEFENDENT
TELEVISION COMMISSTION (MISC 128 (89%) &)

OBIJECTIVES AND DECISIONS

1. At the Group's previous meeting the Home Secretary made it
clear that, in the light of the response to the White Paper, he
saw adequate guarantees of quality as lying at the heart of the
prospects for next Session's Broadcasting Bill, although he
acknowledged that concern about guality would be exploited by

those who simply wish to preserve the status quo.

- 3 The question of quality arises at various points across

breadcasting policy, and in various ways. The perception of the
BEC's role, and Channel 4's ability to diacharge its distinetive
remit are clearly crucial. In relation to the ITC's operations,

however, the main points are the gcope of any positive

broadcasting requirements that are imposed eon Channels 3 and 5;

and the process of competitive tendering for allocating

franchises on these channels. Although these are intellectually

distinguishable issues, they have become entwined in

consultation on the White Paper, since much of the debate has
been about the ITC's ability to satisfy itself on the likelihood
that applicants would fulfil whatever positive programming
requirements might be imposed by statute. (The White Paper's
use of the phrase "guality threshold™ in this context may, in
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fact, have helped to confuse the lssuse.) At the Group's
pravious meeting you were strongly of the view that tha ITC
should operate in a very different way from the IBA, and that it
should not be given discretionary powers unless this was

unavoidable,

3. The second way in which the competitive tender procedures

in tliss 1] tfact i

4 1 1 - L i d - = =, (i s
In particular, the bigger lump sum payment that is required at
tha baginning of the franchise, the more serious is the likely

effect on the smaller contractors.

4. Against that background, you will doubtless wish Mr

Russell's presentation to concentrate on competitive tendering,
and not to stray into other issues {(although, as paragraph 9 of
tha Home Eecretary's Memorandum points ocut, there are a number of
topics of less political importance on which the ITC will have a
perfectly legitimate interest).

5. The main points on which you may wish to probe Mr Russell's

thinking are

(i) the operation of the guality threshold. How will the
ITC satiasfy itself about an applicant's future fulfilment of

any positive programming requirements?

{ii) the IBA's proposal that the ITC should assess

applicants' business plans and the guality of their money.

Does this idea simply amount to second-guessing the market?
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(1i1) the IBA's propesal that tha ITC should award the
franchise to the applicant whose bid in terms of the
percentage of net advertising revenue (WAR) was expected to
generate the highest revenue for the Exchequer. Is not this

proposal a licence for discretion and subjective judgement?.

6. After Mr Russell has withdrawn from the meeting you may wish
the discussion to continue te focus on these three issues. The
Home Secretary will wish to bring forward a considered set of
proposals in the light of the discussion and you may wish to

consider how firm a steer to give him both on these specific
competitive tendering issues and on the ITC's more general role

and character.

BACKGROUND

T The White Paper proposed (at paragraph 6.17) a two stage
procedure for awarding licences for Channels 3 and 5 (and for
Channel 4, if it were decided to privatise that channel).

First, applicants would be required to pass a fairly rudimentary
gquality threshold. This would comprise

{i) consumer protection requirements (eg. that news should
be impartial and accurate; and that nothing should be
included in programmes which offended against taste and

decency) .

Plus the following positive programming reguirements;

{ii) to show regional programming:
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(iii) to show high guality news and current affairs dealing
with national and intermational matters, and to include news
coverage (and possibly also current affairs) in main viewing
periods;

(iv) teo provide a diverse programme service calculated to
appeal to a variety of tastes and interests;

(v} to provide a minimum of 25 per cent of original
programming from independent producers;

(vi) to ensure that a proper proportion of programme
material is of EC origin.

In addition, the White Paper indicated that the ITC should be
reguired to ensure that there was an adequate provision of
echools broadcasting by the independent sector as a whole.

8, The White Paper proposed that applicants which satisfied the
guality threshold would put forward financial tenders, which
would take the form of a lump sum payable at the outset, with the
ITC being required to select the highest bidder. Each licence
holder would also be required to pay an annual levy in the form

B perce & o v i5] revenue at progressive rates.
{This would replace the present levy, which until recently has
been based on profits, and is now based on a mix of profits and
revenue. )

9. In their response to the White Paper, the IEA argued that
there was a risk that the highest bidder might not have the

capabilities and resources to provide a viable service and
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propogsed that the ITC should accordingly have some discretion in

10. Under the IBA's proposals, the ITC, after consultation with
City advieers, would preecribe a cash bond which all applicants

for a particular franchise would be required to pay in advance as
a token of serious intent. This would be refundable to all
except the succesaful applicant. Applicants would be reguired te
submit bids expressed not as a lump sum but as a percentage of
HAR: There would be no separate lavy.

11. We understand that Mr Busseall 1s himself the architect of
the IBA's proposals. It is not clear to what extent the Home
Secretary supports them.

MAIN ISSUES
12. The White Paper indicated that the Government intended that
the EBC should provide the cornerstone of public sector

broadcasting and that the Channel 4 remit would be preserved. As
to Channels 3 and 5, it said that

"As viewers exercise greater choice there is sno longer the
same need for gquality of service to be prescribed by

legislation or regulatory fiat... When there was only one

television channel it was natural and right for the BBC to
take great care abut the balance between different types of
programmes on that channel. When there are 10 or more
channels within the reach of the average viewer he or she
can increasingly sort this out for themselves provide that
the choice before them is sufficiently varied." (paragraph
6.9)
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13. Much of the debate on the White Paper has nevertheless
centred on the need to preserve guality programming. New
television services, including the various satellite channels,
will draw viewers away from the present independent television
sector and the White Paper's critics argue that this will
inevitably apply a squeeze on advertising revenue and create a
risk that licence holders will go down market. Many of the
respondents to the White Paper have accordingly suggested that
further pesitive programme reguirements should be imposed (eg.
that licence holders should be required to provide educational,
religious or children's programmes); and that the ITC should be
given discretion to cheoose other than the highest bidder.

14. The gquestion of positive programme requirements and the
ITC's discretion in the tendering process are, in fact, different
questicons. Any positive regquirement for programmes of a
particular character must imply some standard of guality, or else
it could be vitiated by a contractor showing programmes that
ostensibly were concerned with the prescribed subject area but
were no more than rubbish. This implied guality criterion is
indeed made explicit in the White Paper requirement for a high
quality news service on Channel 3. But the exercise of judgement
that the ITC will have to make in policing contractors'
performance in fulfilling any positive programme reguirements
does not pecessarily mean that the ITC shsould be given an
extensive discretion to refuse franchises simply on the grounds
that it distrusts the promises that applicants make about their
future intentions. It is quite possible to envisage a franchise-
letting machinery that did not try to make too many guesses about

gquality, followed by vigorous policing of the franchise-holders'

performance in practice.
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15. Your starting point is likely to be that the White Paper
modal set out at paragraph 12 above is conceptually right, and
that it would be wrong to load further gquality requirements on to
Channels 3 and 5. Even if it should prove necessary to allow

something further on that front, however, you will doubtless be

most reluctant to concede any increased discretion for the ITC
in letting contracts. ©One of the attractions of the White Paper
proposals was that franchises would be awarded on a clear and

opan basis. You will no doubt be reluctant to return to
arrangements under which the ITC would effectively be given the
discretion to choose between rival bids, like a reincarnated IBA.

16. In guestioning Mr Russell on his proposals, and in the
subsequent discussion, you may wish to concentrate on the three
nain areas discussed below.

Quality threshold
17. The guality threshold described in paragraphs 6.10-6.12 of

the White Paper was intended to provide bagsic consumer safeguards
and to provide some minimum positive requirements in terms of
regional programming, high guality news and current affairs
programmes, diversity, and independent productions. Before the

White Paper was finalised, the Group considered whether the
gquality threshold should alsc include requirements to show
religious, educational etc programmes, but specifically decided
that it would not be right to fetter Channels 3 and 5 companies
in this way, especially since po such obligations would apply to
gatellite services. The Home Secretary may say that it will be
difficult to hold thea line on this when the Bill comes before

Parliament, and you may well wish to seek the Business Managers'
sas i B a me. But any regquirements which
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cause companies to include programming against their commercial
judgement will inevitable reduce their expected profitability and
hence their tender bids.

18. The IBA's response to the White Paper states (at paragraph
4.29 which is not attached to the Home Secretary's paper) that
thay regard the positive programme regquiraments in the White

Paper "as a minimum" and (at paragraph 4.30) that

"We assume that the ITC will consider including regquirements
for other kinds of programming, for instance children's
programming or religious or arts programming in the licences
it will advertise for Channels 3 and 5".

This seems totally misconceived. The Group do not intend that
the ITC should be able to interpret the diversity requirement in
this way, and the legislation should certainly not permit the
ITC to lay down conditions of this nature.

19. However, the IBA's comments do expose a genuine dilemma. It
seams inevitable that some gujidange will need to be given on what
is meant, for example, by an adequate supply of regional
programming and by & diverse programme service or companies will
not know how to shape their bids. The question is whether such
guidance should be lald down by Parliament (possibly in the form
of secondary legislation) which might seem rather heavy-handed or
whether this should be left entirely to the ITC (which might give
them an unwelcome amount of discretion). You will wish to probe

with Mr Bussell how he envisages that the ITC would interpret and
apply the guality threshold, and you may wish to return to this
issue after Mr Russell has withdrawn from the meeting.
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12l E 1 £
20. The IBA are worried that the highest bidder would not
necessarily be able to deliver the services which it had
undertaken to provide and they propose that the ITC should
accordingly be reguired to form a judgement of the relative
soundness and durability of applicants' financial plans (ie their
"gquality of money"). They envisage that the ITC would be
assisted in this task by merchant bankers and by three

independent prefessional advisers. HNotwithstanding the

involvement of independent advisers, any assessment by the ITC of
an applicant's quality of money is bound to be subjective. The
ITC's merchant bankers would in effect be second-guaessing the
applicants' own financial advisers and the Chancellor of the

Exchequer may well feel that this would represent an unwalcome
distortion of market discriplines. Any selection process based
on this criterion would clearly place a great deal of discretion

in the hands of the ITC but you may nevertheless wish to ask Mr

EBussell whether he believes that such an assessment could be made
in an objective manner.

21, The Chancellor may however accept that the ITC should have
a much more limited reserve power to disqualify applicants who
gppeared to have misrepresented the extent of their financial
backing.

(iii) The financial tender

Z2. The IBA propose that successful applicants should be
reguired to forfeit a cash bond, the magnitude of which the ITC
would prescribe in advance, and that applicants' bids should be

expressed not as a lump sum but as a percentage of NAR. Thay

further propose that the ITC should not necessarily select the
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applicant who had made the highest bid in terms of the percentage
of HAR but instead the appligant who in their view would

genarate the highest revenue for the Excheguer. Again, it would
seam difficult for such an assessment to be carried out in an
abjective manmer, and yeu will wish to probe this with Mr
Russell.

23. A possible halfway-house between the White Paper proposals

and the IBA's proposals would be te reguire appligants to offer
bide in terms of a percentage of NAR but to oblige the ITC to
select the applicant who had put in the highest bid. We

understand that Treasury officials think that such an arrangement
might be acceptable and, after Mr Russell has left tha room, You
may wish to ask the Chancellor of the Exchegquer for any

inar eWsS O

HANDLIHNG

24. You may wish to open by explaining the arrangements for the
neeting. Mr Russell ha=s been invited to attend in order to give
a presentation on his approach to the work of the Independent
Television Commission. After Mr Russell's opening remarks, the
Group will have an opportunity to question him on his propeosals.
Mr Russell will then be asked to withdraw from the meeting so
that the Group can resume their deliberations. In inviting

MR RUSSELL to speak, you may wish to say that the Group would
find it helpful if he could concentrate in particular on his
proposals for the operation of the competitive tender.

25. After Mr Russell has given his presentation, you may wish to
ask the HOME SECRETARY 1f he has anything to add at that staga.

You may then wish to ralse some of the points identified in the

Main Issues section of this brief. Other members of the Group
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will have guestions to raise with Mr Russell.

26. After Mr Russell has left the meeting, you may wish to

invite the HOME SECRETARY to comment.

The CHAMCELIOR OF THE
EXCHEQUER, in particular, will also have points to make.

AL

A J LANGDON
5 May 1985
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MINISTERTAL GROUP ON BROADCASTING SERVICES (MISC 128)

MEETING ON 11 MAY
At the last meeting, on 24 April, the Group toock decisions on the
restrictions that should be applied to the ownership of
independent broadcasting franchises under the new legislation.
There was alsc an initial discussion on Channel 4, on which the
Home Secretary will need to put in a further paper.

- 123 The remaining issues that the Group will need to settle
bafore the Bill can be drafted are

(1} the arrangements for competitive tendering for
B e s

franchisas;

{ii) the regional and time divisions by which Channel 3 and
——

e :
Channel 5 franchises should be defined (ie the "map and the
Slock") ; g

{iii) whether the BBC should retain pnight hourg on both of

ite Channels;

{iv) the timetable and structure for privatising the

transmesion system.

k 19 Most of these issues interact with each other and you will

probably not wish to reach final decisions on any of them until
——

vou and th;_ﬁrnup can sea the whole package in the round. That

will not be possible until the end of June, which is the

earliest date for the Group to consider the privatisation of the
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transmission system, on which officials need to do more work in
the light of the recent Price Waterhouse report. It is, however,
important that decisions should net slip much beyond the end of
June, 8o that instructions te Parliamentary Counsel can be
preparad bafore the Summer Recess, and you may therefore wish to

encourage the Group at least to take provisional decisions

av ay can. The following meeting of the Group is

arranged for 6 June, which is the earliest practicable date.

4, For the meeting on 11 May the Home Secretary is bringing Mr
George Russell to make a pregentation of his views, and he has
also circulated a short paper on the "map and the clock". The
Home Secretary rightly seeks no more than provisional decisions
on the "map and the clock™ at this stage, and that issue should
not prove too difficult. Mr Hurd is also very kean, howvevar,
that the Group should not take immediate deciaions on anything
arising from Mr Russell's presentation - especially on tha

question of competitive tendering - and that he should put in a

further paper. Given the timetable for decisions described

above, however, you will presumably wish the meeting to have

some substantive discussion of Mr Russell's suggestions after he
has withdrawn from the meeting. The main handling issue you will
wish to consider, therefore, is how long to allow Mr Bussell and
hew firm a steer to give the Home Secretary in the ensuing
discussion.

I attach separate briefs for the two items on the agenda.

AL

A J LANGDONW
5 May 1989
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MINISTERIAL GROUP ON BROADCASTING SERVICES
CHAMNELS 3 AND 5: THE MAP AND THE CLOCK
(MISC 128 (89)5)

DECISIONS
The Home Secretary is seeking decisions in principle that:

(1) the Independent Television Commission (ITC) should be

responsible for the division of Channel 3 inte regions, but

that the Government should endorse the TBA's view that thera

would be advantage in keeping to the present ITV regional
structure;

{ii) there would be a strong case for a patiopal licence

which embraced Channel 3's night and breakfast hours, rather

than for Channel 3's night hours to be licensed separately
as the White Paper had proposed; and

(1ii) the IBA should be permitted to divide Channel 5 by day
of the week as wall as time of the day.

- The Heome Secretary accepts that the Group will need to
review any decisions in principle which they take at this meeting
once decisions have been taken on related matters, including the
competitive tender and transmission arrangements. However,; he
hopes that the Group will ba prepared to reach provisional
decisions so that work can proceed on the preparation of

Instructions to Counsel.

BACEGROUND
3. Under the present law, the JBA are responsible for the

division of the ITV system by regions and by time slots. The IBA
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made only minor adjustments to reglonal boundaries during the
last franchise round in 1980, but prior to that they had

sometimes made some quite substantial alterations.

4, The White Paper (paragraph 6.16) said that the JTC would be
responsible for the geographical division of Channel 3 into

regions. It proposed that there should be a geparate night hours
licence, or licences, for Channel 3, and that the ITC should

determine the exact boundaries and should decide on possible
additional licences covering other times of the day (eg for a
breakfast time service). As to Channel 5, the White Paper said
that the Government believed that this should be a paticonal
service which should be split into two or more different licences
coveri i e day and night, with the ITC being

responsible for deciding on the boundaries between the time-

slots.

MAIN ISSUES

(i} Channel 3 regions

5 The White Paper proposal that the ITC should be responsible
for the divisien of Channel 3 into regions has been genarally
welcomed. Viewers appear to have a good deal of attachment to
their local regional service (a point which Mr Rifkind emphasised
in relation to the Scottish ITV services at the Group's previous

meeting) and this is clearly a politically sensitive issue.

6. The IBA's response to the White Paper states (at paragraph
4.8) that

"we would see advantage to both viewers and advertisers in
keeping the present well-established ITV areas post-13%2".
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But they qualify this in the following sentence:

"However, the regional map on Channel 3 in the 19%0s would
depend toe a large extent on decisions taken about night-
hours, networking, tranamission arrangements, negative
tenders and S4C".

future of the mmng_.l;.l._:ﬂﬂmn&

£ The Home Secretary suggests that the Covarnment should
itself make clear that it sees advantage in retaining the
existing regiopal structure. The Chancellor of the Exchequer,
howevar, may argue that po such statement should be made until
the Group has had an cpportunity to review the matter in the

light of the decisions they reach on transmission arrangements.
The point here is that, at present, the regions with high

population densities effectively subsidise the transmission costs
of those with low population densities. Cross-subsidies between
tha reglons may need to be abolished once the transmission

geystem 1is privatised, and the Chancellor may suggest that cone
possible way of achieving this might be to amalgamate some of the
smaller regions inte larger regions. This is one of the most
sensitive issues for Scotland, in particular.

a. Even if the Group are prepared to take a decision in
principle at this meeting that there would be advantage in
preserving the existing regions, they may have reservations about
leaving decisions about the geographical division of Channel 3
entirely at the discretion of the ITC. If so, there are a number
of possible options that the Home Secretary could be asked to
explore. One possibility would be for the Act to spell out the
i} AL
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criteria for regionalisation in a fair degree of detail. Another
possibility might ba to introduce an arrangement under which the

Secretary of State would be required to seek advice from the ITC
and then to put forward proposals for approval by Parliament
(perhaps under the affirmative rasolution procedure). This would
guard against the risk of the ITC implementing unattractive
arrangements, though one drawback would be that the Government,
rather than the ITC could be the focus of criticism from viewers
aggrieved about the division of the Channel 3 map.

{(ii) Channel 3 night hours
8. A number of independent analysts (as well as ITV interests)

have criticised as gcommercially wunrealistic the White Paper

proposal that there should be a geparate Chanpnel 3 night hours
licence. The Home Secretary ie concerned that unless the night

hours are packaged with some more lucrative part of the day,

there may be no serious bids at all for the night hours licence
and that these hours might accordingly remain fallow. He
accordingly suggests that the night hours should be linked with
breakfast time and that these hours should be advertised as a

gingle national licence.

10. Before considering the Home Secretary's proposal, you may
wish to geek the Trade and Industry Secretary's views on whether

or not a separate night hours licence would be viable. If the
Group were not convinced that the White Paper proposal for a

separate night hours licence should be discarded, one possible
L] 3 .--

11. The Trade and Industry Secretary may suggest that the ITC
should be given discretion to divide Channel 3 night hours and
CONFIDENTIAL
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breakfast time into three or four large regions, rather than for
these time slots to be allocated on a national basis. While it

seems unlikely that night hours programming, 1in particular,

would have any slgnificant regional component, there seems ho
e legislation ivisi , -

hours and breakfast time on a super-regional basis.

12. The division of the Channel 3 clock is a much less sensitive
issue than the division of the map, and there 1s therefore

a les= strong case for suggesting Ministerial or FParliamentary
approval. Nevertheless, the Group may feel that it might be
prudent to include some such provision to guard against the risk

of the ITC reaching perverse decisions.

{iii) Channel 5

13. Ho-one has sericusly oquesticoned the White Paper proposal
that Channel 5 (which 1s expected to be receivable by only
around 65 per cent of the population, with most viewers regquiring
a new or additional aerial) should be licensed on a national
bagis. The White Paper suggested that there should be two or
more licences for Channel 5, divided according to time of day.
The Hpgme Secretary is now propesing, as the ITC recommended in
their response to the White PFaper, that the ITC should also have
the option of making a division by day of the week (eg a week-
day/weekend split). This seems sensible.

14. If it were decided to impose Ministerial and Parliamentary
approval on the ITC's proposals for the Channel 3 clock, then the
52 ts would pr .

HAHNDLING

15. You will wish to invite the HOME SECRETARY to introduce his
Memorandum. The CHANCELLOR OF THE EXCHEQUER will have comments,
in particular, on the arrangements for dividing Channel 3 inte
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regqlons. The WELSH SECRETARY and the SCOTTISH SECRETARY will
commente on this isgua. The TRADE AND INDUSTRY

alzo have
SECRETARY will have general comments, and you may wish to ask in
particular for his assessment of the wviability of a separata

night hours licence on Channel 3.

A

5 May 15885 A J LAHNGDOH




O DOWNING STREET
LONDON SWIA 1AA

Frawn Hie Privale Secretfars 2 May 1989

EL_-J {;mJﬁﬁLl
THE CHOICE OF FREQUENHCIES FOR MVDS

The Prime Minister has seen your Secretary
of State's letter of 24 April to the Home
Secretary, and has noted the terms proposed
for the Home Secretary's statement on local
services.

I am copying this letter to the Private
Secretaries to Members of MISC 128 and to
Travor Woolley (Cabinet Cffice).

(o

]Ia
(PAUL GRAY)

Gareth Jones, Esg.;
Dapartment of Trade and Industry.
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