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10 DOWNING STREET
LONDON SWIA 1AA

From the Frivate Secretary 27 April 1989

FRIVATISATION OF THE TRANSMISSION GYSTEM

The Prime Minister has seen the Home
Secretary's letter of 25 April to the
Secretary of State for Trade and Industry.
She is content with his proposal for early
publication of the Price Waterhouse report.

I am copying this letter toc the Private
Secretaries to members of MISC 128, Stephen Wall

(Foreign and Commonwealth Office) and
Trevor Woolley (Cabinet Office).

FPaul Gray

Miss Catherine Bannister,
Home Gffice.
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FRIVATISATION OF THE TRARSMISSION S5YS5TEM
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The Home Secretary wrote to your Secretary of State yesterday
(25 April) about the Price Waterhouse study on the privatisation

of the television and radio transmissicn system.

Part of the third paragraph was inadvertently omitted on the
varsion of the letter issued and I would be grateful if you, and
copy recipients, could insert the attached revised version of the

third paragraph in_to your copy of tha letter.

four s
Lol

CELIA BOYLE
Assistant Private Secretary

Neil Thornton, Esg
Private Sacretary
Department of Trade and Industry
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The immediate guestion facing us is the publication of the
report. Although we have not undertaken to publish it there is a
strong expectation that it will be published. I would favour
publication, not least because it could be valuable to have
expert outside comment on Price Waterhouse's conclusions. The
only sensitive point about publication is the report's conclusion
that privatisation could lead to an initial increase in
transmission charges in order to form a dividend stream for
shareholders, which might however be recouped through efficiency
gavings in the longer term. (At present neither the BBC nor the
IBA are reqguired to earn a return on their transmission assets).
If there is eriticism of the privatisation proposal on this score

we can counter it by pointing to the report's conclusion that

privatisation would provide a greater spur to efficiency in the

longer term.







CONFIDENTIAL

PRIME MINISTER

PRIVATISATION OF THE TRANSMISSION SYSTEM

¥You saw the attached letter from the Home Secretary, Flag A
aarlier this afternoon.

We had both been struck by the oddity of the sentence at the

bottom of the first page. In fairness to the Home EEEIEEEIT,

[t now appears a crucial passage had been left out of this
paragraph; a revised expanded version at Flag B has just been

circulated. This makes a good deal more sensel '~
Les
i ‘-f-
take 1t you are content to endorse the proposal for

publication of the study?
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CONFIDENTIAL

The immediate gquestion facing us is the publication of the
report. Although we have not undertaken to publish it there is a
strong expectation that it will be published. I would favour
publicaticon, not least because it could be valuable to have
expert outside comment on Price Waterhouse's conclusions. The
only sensitive point about publication is the report's conclusion

that privatisation could lead to an initial increase in

transmission charges in order to form a dividend stream for

sﬁ;r;hnlders, which might however be recouped through efficiency

-—

sa;xr.ing;_iﬁ the longer term. (At present neither the BBEC nor the

IBA are required to earn a return on their transmission aszsets).
If there is criticism of the privatisation proposal on this score
wa can counter it by pointing te the report's conclusion that
privatisation would provide a greater spur to efficiency in the

longer term.
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FRIVATISATICN OF THE TRANSMISSION SYSTEM

Price Waterhouse have now completed the study on options
of the privatisation of the television and radio transmission
system. I attach a copy of the executive summary of their
report.

The report identifies 2 options for privatigg;jggg The
preferred option would be to privatise the system as 2 separate
naticnal companies, each with an even spread uf transmission —
stations throughout the country. These companies would not be
the direct descendants of tha BBC and IBA tran5m155iun
operations: the assets would be rearranged in such a way as
to disentangle the existing BBC ad IBA gptions. Although Price

Waterhouse see this as the beSt option they note that
implementation would not be straightforward. They therafora
propose as a fall-back option the privatisation of the BBC and
IBA transmission operations In their existing form.
The implementation of either of these options would require
the inclusion of enabling provizions in next sSession's
broadcasting legislation. In corder to allew Eime for the
preparation of the necessary legislation we need, as I noted in
my letter of 19 December, to have decided by the end of June how
we Wish to take this forward. To this end, T NAVE &sked my
nfflclals to begin immediate consultations with £he BBC and the
IBA about the Price Waterhouse report, and then to work up h. 4?_
propesals through the MISC 129 machinery for our collective '_:ﬁzi
consideration. B :
o L
At I LE

The immediate question facing us is the publication of the
report. Although we have not undertaken to publish it there is
a strong expectation that it will be published. I would favour
publication, not least becauwse it could be valuable to have
expert outside comment on Price Waterhouse's conclusions. The
only sensitive point about publication is the report's Enncluqlun
that privatisation would provide a greater spur to efficiency in
the longer term. e

JI would

The Rt Hon Lord Young of Graffham
Department of Trade and Industry




I would sees advantage in publishing the report as soon as
possible without endorsing its conclusions, rather than delaying
publication until we are 1n a position to say how we propose to
takae this issue forward. If we decided to delay publication
officials would still need to consult the broadcasters in the
meantime, and there is an inevitable risk that the report's
conclusions would be made public in some form. If you and other
MISC 128 colleagues agree, I will therafore arrange for early
publication of the report by HMSO. 1In practice I understand that
this should take abcut a month.

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




STUDY OF PRIVATISATION OPTLIONS FOR T
Tl R THE TERREST L T
TRANSHISSION NETWORKS ; b S

SECTION | : EXECUTIVE SUMMARY

#n Nevember 1988 the Government published its White Paper entitled
Eraad:!%ting in the 1990's: Competition, Choice and Guality™. Amon

acther things the White Faper gaid that the Government's incention HaE Lo
feparate the provision of UHF {ie television) sezrvices from thelr deliver
{ie transmission). The White Paper went on to say that the Government 2
considered the best arrangement in due course would be a regianal]v-l
haged privatised transmission system designed to promote cum;ecitiaf
whilst containing certaln common carrier obligations. i

As a congequenca of the White Paper commicment the Home Office and DTI
jolntly commlssionsd Price Waterhouse in February 1989 co sxamins Che
options for arivatiaing the terrestrial transmission systems of the United
Lingdom. The remlc of the study was extendad beyond the White Paper, to
take account of the radic transmission networks including thal for the
Wworld Service. The Cerms of reference required the study to examine
options which would allow the transfer of transmission into Che private
gector, increase where possible the level of competition and take account
of the possibility of reglonalisation. AR avercliding conslderation was
rhat quality and coverage of service was to be maineained.

From the outset it was recognised that ghe preseit arrangements have a
pupber of built im restrictions which may be difficult Eo remove. In
parcicular, UHF brosdcasting takes place via a set af transmission
gtatlons, carefully arranged to give full national coverage., which ara

jolintly used by the BBEC and IBA.

A gecond complicatlion has & direct hearing on the timescale within which
change can be affected and O which attention was drawn in the White

papar. TIhe BBC transmission respunalhilitiea are rooted in its Chartet,
which runs uncil the end of 1996. Om the other hand, the Government
{ntends that the Independent Telavision Commission (1TC) should come inte
being in 1991 and at that time rake over those regulatcry activities of

the IBA which it i{s envimaged should continue. That would be the natural
time for the IBA'S rransmission activities to be sepacated out and poasibly

moved into the private gector.

This study has been carried out agalnst this background.

THE PRESENT SYSTEM

FPrograpnes

The BBC are responsible for the productien of programmes and their transmissic
The IBA is responsible far oversight of {ndependent programac companies

and providing rranszission facilities for them. The BBL transmil LWO
national televialom channels, & Radio rhannels, local and reglonal radlo

gervices and che BBC World Service. The 1BA are responsible for the
transmigsion of two national televislon channels, one of which can aimultaneo

¢ranamil separate programmes in different pacrts of Ehe countey (ITVD,
together with the {ndapendent local radio stations.
‘I&l'




SECTION 1 ¢ EXECUTIVE SUMMARY (continued)

Transmission

:?ﬁmriﬁ:tr:minihfnr trangsitting television and VHF radlio signals differa
s reqzirz : 3;::5 Erfidclsginf radio frequency bands. Television

a na of sight from the transm
the recelver. The array of masts for national cuv:ia;eitiizﬁe:i:tii e
large. In praccice both can ba carried out from the same mast and thi
{s normally the case. Tha other radio transmission bands noed far L.-5
sites to glve full coverage and are not carcied out from gthe sams 34EE:
as the television and VHE transmissions. .

Financial acrange@ents

The transmission functions of both the 1BA and the BBC are funded on a
cost covering basis. They could be regarded as user cooparatives.
Helther organisaticon has sek up iEs cransmissian activities as a trading
fund. 1n the case of the BRC management pressures ars tawardas cost
reduckion; any savings on transmission allow {ncreased expendliture on
duction. 1In the case of the IBA, the gituatlon is differant

programme pro
rely saparate arganisations from the LBA.

as the programme makers are enti
However any operat

ing surplus must be returned to the programme companlas.

Neither 1BA nor BBC transmission activitlies are financed to provide &
return on the investment. s|pnce any notional raturn {g returned CO

the users it is a form of cross subsidy to programmes « Thera is lictle
genulne ginanclal incentive to cut eoats. The integraced nature of thea
BBC creates Ereater internal pressure for cost savings than is che

case in the 1BA-

Ragional varfiations
Regl

glonal coalts of providing

There ACES considecable differences {n Ehe T
red by the number of people

rransmission gervices, whether this is measu
gerved or the physical area covered. #As an gexample the Crystal Palace
tranemiccing gtation in London provides television coverage of the whole
of the London ared and is therefore Very epat affective. By contrast, in
Seotland and Wales, mountainous terrain oeans that a large number of
transaisslon srations are naeded Ln order tO glve geographic coverage ln

reglons where the population density 18 gmall-

THE OPTLOHS

Whilst a very large number of options might be conaidered they can ha

reduced into three classificacions haged on geography:

ratad and palncainad,

th two independently ope
anca on most television/VHF

% the present system wl
{both a BEC and 13A pras

but entwined systems
radio sltes)

a number of local monopolles which could be grouped nationally in &

variecy of ways




SECTION I ¢ EXECUTIVE SUMMARY {rontinued}

4 regglional organisacions elcher
5 as groups of 1
gubdivision pf existing arrangements. i bt P

None of these Eeasible optlions would provid
e sufficl
remove the need for regulation. i M e e L R

In addicion the geographlc options could each be subject to a require

to contract out the malntenance work. Alsa, the ownership 5¢u1dq;;L ok
geparated Erom oparations; this would lead to a fozm of fcanchisin with
gwnership of che assets af the Eransmizsicn networks sithar left 1i the
public sector or considerad as part of the franchising acrangements.

The Present System

The White Paper acknowleadges that the UHF transmission petworks run by
the BBC and the IBA glve a highly effective gervice to tha public in
reaching 99.4% of the housaholds in the UK and providing a reliable

high quality signal. There is8 nothing inherent in Ehe garvice which
demands public ounershlip in order to maintain standards. Hereover Ehae
present system s not structured financially to provide an afficlent
allocation of caplital or correct financial pressures on cogbe. Thera 18
therefore & prima facle case far transferring ownership of tha two

grganisacions {ntn the private secbol.

The principal digadvantage of =9 doing Ls that chis would not add dirsct
competitive forces into the market for Cthe present services. Unless

there was & major gtructural changa the successor company CO be decived

from the BBC would eontinue to provide gervices for the gontinuing BBC
programming oparation. A gimilar situatlon would exist for the indepandent
programme eompanies. Although thers could in pfin:iplﬁ bhe direct competitlon
hatween the two new companies ln pffaring new transmission facilities [er
Channel 5, and possibly in due course, Channel i, the existing ownership of
gites would mean that national coverage would require mew pgreements

patwesn the provider af the transmlsslon gcarvice and the landlord of

sites on which the rransmigssion company was a tenant. I unconstralned
this would negate any compatition.

ged to be accompanied by price regulation and eontrol
avided. Whilst the regulatory body
smparative garvice standards

of users since no user
fat least prier Lo the

privatisation would n
over the standards of service pr
would be able to obtaln some information an -
it would not be based on comparative judgement
would experience the gervices of each company

incroduction of Channel 3).

Groupings of loeal monopolies

local mencpoly, and

e over 1,100 of them. However, @ost af these are
ting and are not {ndependent of egach

51 main transmltting gtations to

Each mast from which transmission takes place {s a

nationally thece ar
for television and VHF radio broadcas

other. Breadly they consist of some




SECTION | : EXECUTIVE SUMMARY (continued)

which are coupled some 800 relay stations whose purpose is to extend tl
geographic coverage of signals sent out from Che main stacleon. Owner ﬁi
of the cransmiccing statlons is split betweesn rhe BEC and IBA at pr i
At present both the BBC and IBA cransmit From each statien, HEinEFt;:un:.
game masts and normally the same aerials.

ownershlp and operations could be rearranged so that a particular main
gits ond ics relsys would be awned and operated by a single body hence
removing the present entwinement. In practical terms therefore the
largest nusher of local monopolies for teleavision and VHF radioc would be
51, ie each of the main t ransmisslon stations with their associated relay
gtations. There would be some laas of sconomies of scale in having such
fragmentation. However the 51 local menopolies could be combined In a
?utber of ways to galn economles af scale whilst encouraging competitive
GOrces .

The competitive forces would not ba diract and regulation would again be
needed. MNew entrants Lo the market would be unlikely because of the

limited epportunity for additional masts although some old masts previously
uged for 405 line relevislon are now under-utiliged. Comparison batwesn
suppliers would arise hecause programme companies would in most cases have

to contract with mora rhan one Lndependent transmigsion company, particularly
where the programme wWasd ta be glwen natianwide coverdge. The programme
companles would have a direct measure of service provided. This would

ha an important elemenC of the regulatory system, providing pressure Lo
reduce costs whilst maintalning, or aven fmproving, standards of service.

c of groupings which would allow coppetition by comparison
would ba Ewoy provided that sach had sices equitably diseributed through
the countey. Two such national monepolies would retaln maximum economies
of scale. A two company arrangement would retain the manpowear and
organisation of the present IBA and BEC. The change would be in ownarship
of sites and elimination of thelr dual eperation and {nvolve additional
gverheads. They would require new management STTUCTUTES. Smaller
groupings would glve so=e additional competicion by comparison but woiald

loge some of the economies of scala.

The minimum numba

Ezginnnl urgantuatiuna

The grouplngs of local monopollies eould be arranged on & competing reglonal
basis. 1In that case che comments ON the alternative grrangenents described
above would still apply. Alternatively the reglonal arrangement could be a
set of regional monopolies. This 48 not an atEractive approach:

competicion. pifferences in local geographlc

#+ 1t would do nothing for

circumstances would ren largely {neffeccive.

dar competition by comparison

A second probles, which would also apply to many groupings of local
would be the difficulty of handling regional cost varlations.

If the present cCross subsidlsations wera EO ba continued the 1IC
wonld need to AEE BE the customer for rransmliasion facilities om
hehalf of che independent programme companies.

monopollEs,




SECTION 1 : EXECUTIVE SUMMARY (continued)

Contracting out

Obligatory contracting cut of maintenance offers the immediate attraccl

of direct competition, as companies Farmed out of the Itilti;g :;g;nft :?
ecould compete with each cther to maintain the networks and would rnuT: i
an incentive for new companies to enter the market. But thers ilpl :L!:

of falling to maintaln the essential lavel of highly skilled people.

Came contracting out might be acceptabla but the judgement should be a
matter for management. Where management contracted out woluntarily and
achieved ecost savings, such savings could be shared with users Chrough

the regulatory pPrOCESE.

ownership and franchising

Franchising of operations and asaintenance could be achieved 1E the assecs
were left in the public sector. That would dany true privatisacion and
prevent market allecatlon of capital. A form of franchising whereby a
franchisee tock ownership of the assels for & fixed pariod is attractive
at first sight. However there would be serlous difficulties in declding
on asset transfer values and ansuring that franchisaes maintained the
assets in good order particularly in the rum up ta a tender compecition.

OTHER CONSIDERATIONS

Three further comsiderations are worth noting:

Training

The maintenance and gperatlon of television and radlo petworks relies o0
a high degrees of technical skill. Whatever option is chosen, continuation
of technical competence ghould not be put at rigk. Both the BBC and the
1BA have extensive training programmes which are most llkely to continue

in large successor prganisations.

Frogramme digtribution

The process by which radio and television signile are taken Erom studios,
aither to other studios to be combined with Further elements of the
programme of Lo transmitting statlions, is complex. Lt largely takes place
theough links provided by British Telecom. At present programme gsuppliers
deal with a single organisation (elther the BBC or the IBA) in order to
have thase arrangements put inte affect. Lf the industry were to be
fragmentad ilnto & glgnificant number of transmissicon companies progranme
guppliers, particularly those seeking national coverags, would face
significant added organisational complexities.

ggnearch E development

Boch the IBA and BBC undertake research which in part ls directed at
ensuring that carreatrial broadcasting remains competitive against
emerping rechnologies such as cable or Direct Broadcasting by Batsllite.
Whilst this could be funded through a trade organisation 1t could be at

rigk if the industry were Lo be over fragmented.




cECTION 1 @ EXECUTIVE SUMMARY {continued)

CHOICE OF OPTION

We reached a preferred cpticn by making a judgement on the balance betwaent

economies of scale

practleabilicy

the nesd for competitive pressures

the need to be attractive to investors

presarvation of a ghilled workforce

minimisation of organisational complexity and disruption
the need for continuation of gome research and development.

In gur view the balance would be heat achisved by having Lwo similarly
gized organisations aach responsible for approximacely half of the
transmitting sites in the UK equally dlstributed throughout the counbcy.
Each company would have responsibllitles for both TV and radic
transaissions. The companies could sach ba described as a patchwork

quilt of local monopolies. Each national programme coEpAny would need

to deal with each of the two rransmission companies. Sooe local programme
companies would deal with one transmission company only -

Regional companies

Whilst each of these rransmission companies could be split up inte regional
activities it seems unlikely to produce significant benefits whilst

there Is likely to e some LosE, albeit medest, of economies of scale.

But thera are oo technical reasons Why it could not be achieved. Thare
would also be added digruption and the need to Eind new panagement CLAAams.

pistribucion of programme signals

A separate decision Lis required on the functlioms Eor which transmission
companies might be responsible. Whilst there 15 no doubt about the
cransmisslon of gignals once they have been delivered to transmitEing
stations, there is room far debate about responsibllity for the delivery

of signals from studlos to the transmitting gtations and possibly hatween
studins. At present the operacional respensibility for this is largely a
mattar for British Telecom. Other operators, with the exception of

Mercury Communications, ATE barred from affering facilities, although in
certain instances this functlon 18 carried out by the BEC and the 1BA

under lieence where gritish Telecom and Mercury Communications BCE unwlilling

or unable te do £0.

anles were allowed to provide these facilicies they
would be more attractive to investors and in due course could provide
axtra competition in eommunicat lons more generally. This is a matter
which should be taken into account in the forthcoming duopoly reviev.
Maanwhile Lt would seem senslble For there to be no restructuring of the
transmission arrangements which would prevent entry by the new companles
i{nto the distribution business {f that were to ha favoured by the review.

1f transmission comp

O




SECTION 1 : EXECUTIVE SUMMARY (Continued)

TIMING CONSIDERATIONS

Re—organisation along the lines of local monopolies would take time and
would also require a change to the BBC's Royal Charter in order that

assets could be redistributed as necessary between the BBC and IBA aystems.
Thers would be some reorganisation costs compared with present arrangements
in order that sach new organisation had appropriate spares to cover the
widar range of equipment which mach would need co maintain. There would
alap need to be some re—englneering of the monitoring amd control systems.
It would ba expected that these costs would be recoveraed in due courae
through added efficiency. In all these changes might take &8s long as [our
yaars to bring into effect.

We bellave that the option wa have selected would be in the best Interests

of all parties concerned. However, if changes Co the BEC's Boyal Charter

are lmpracticable and, given the nead to find a solution for the IBA im

the short term, we consider that the rransmission systems could be privatised

along the lines of the existing arrangements.

Both the preferred two company option bagsed on groupings of local monopolies
and leaving the structural arrangementes as at present could be regionalised.
Thare are risks to standacds of service in so doing and no lmmedlately

ghwious benefits.

TRAMSMISSION FACILLITIES FOR THE WORLD SERVICE

he World Service transmission facilicies

ars an integrated part of the BRC's overall transmigsion activicies.
The assets in the UK and most of those overseas are the BRC's but two
ovarseas stations belong to the Forelign Office and will continue to be

bound by international treacies.

The operation and maintenance of €

Apart from the matter of this foreign ownership there is an undeclying
difficulty in attempting to rransfer ownecahip of the asseCs into the
private sector. The World Service 1 funded by the Foreign Office
from money voted by Parliament. Whilst the past record suggests long
tarm continuity the Forelgn Office i85 not in a positien to guarantea
at any particular time continued need for the facilicies for more than
the thres years of the Public Expenditura Survey. Any sale would
effactively be that of a short term income stream and would be very

unattractiva.

The way forward would be to leave the assets in the public sector.
The management, opesration and maintenance could then be contracted out

to one of the new transmission companies.




10 DOWNING STREET
LONDON SWIA 2AA

From the Private Secretary 25 April 1989
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BROADCASTING MEETINGS

In the light of yesterday's MISC 128 discussion, the Prime
Minister has considered further the possibility of an informal
meeting at No 10 on guality in broadcasting, to which representatives
of smaller regional ITV companies and others might be invited (your
letter of 14 April to Andrew Turnbull suggested some possible names).
The Prime Minister has concluded that it would not be appropriate

to pursue this possibility further.

The next meeting of MISC 128 itself is currently scheduled
for 11 May. The Prime Minister understands that the Home Secretary
would like George Russell to make an opening presentation at that
meeting; she would be content for Mr Russell to come to the first

part of the meeting for that purpose.

I am copying this letter to the Private Secretaries to members
pf MISC 128 and to Sir Robin Butler.

R
i
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PAUL GRAY

Migs Catherine Bannister
Home Dffice




