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
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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
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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
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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
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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
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P J C MAWER

.
e
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