CONFIDENTIAL

PRIME MINISTER

BROADCASTING: IMPARTIALITY

You set out your views on the impartiality clause in the
Broadcasting Bill at Cabinet. In particular, you argued for a
way of ensuring that the code to be adopted by Independent
Television shodza>be made applicable to the BBC. The Home
Secretary has argued that to extend the impartiality provisions
to the BBC at this stage in the Bill would be to introduce a
major new issue just as the Bill was reaching its final stages.
I have told his office that he should minute you either to say
how your wish that the Bill be extended to the BBC should be met,
and if he does not think using the Bill is right, how else he
thinks the BBC can be brought into line with ITV. He was

planning to minute you tonight.

When Clause 6 was debated in the Lords, Lord Wyatt's attempt to
insert provisions bearing on impartiality directly was defeated.
Lord Chalfont, who, to a lérgé deéree, shares his viewpoint,
argued that such mattéféA;éfémgéét left ﬁorgﬁéﬁé;de which Clause
6 required the ITC to prepare. Summing upbgie_aggéte, Lord
Ferrers set out a compromise position under which the legislation
would not attempt to draft the code directly but would list

certain features that it should contain.

Earlier this week, Mr. Mellor published the proposed amendment to
Clause 6 unexpectedly (flag B). This is still confined to
Independent Television. ITN and ITC have this afternoon made
clear their opposition to this amendment and have circulated some
briefing notes for peers to use in Thursday's debate. George

Russell (iBA) has sent Bernard a copy'of these notes and Sir

David Nicholas (ITN) has written to him (flag C).

The Home Secretary, rather than finding ways of extending the
impartiality provisions to the BBC, finds himselfraefeﬂazﬁg what
is already proposed. This has delayed his minute to you which is

now promised for Monday.
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Bernard has suggested that the Government puts on record what it
does and does not mean by the amendment. This does not obviate
the need for getting the clause right, as the clause in future
years, will take into account what is on the statute book not

. . . ——-—;r_zﬂ—’
what was said in debates at the time.

~

N

ANDREW TURNBULL]

5 October 1990
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what steps would be required to be taken by

i) if so, X
iii) it im in order for any such requirements to

in relation to h
be complied with; .
e the grant of a licence to any person conditional on the
”’;ing of any specified steps that appear to them to be
:quired to be taken as mentioned in paragraph (a)(iii);
: se conditions in any licence enabling them to require the
) ml‘izgnce holder, if a body corporate, to give to them advance
notice of proposals affecting—
(i) shareholdings in the body, or
(ii) the directors of the body,
where such proposals are known to the body;

(d) impose conditions in any licence enabling them to give the
licence holder directions requiring him to take, or arrange for
the taking of, any specified steps appearing to them to be
required to be taken in order for any such requirements as
are mentioned in subsection (1)b) to be complied with.

(3) Every licence shall include such conditions as the Commission
consider necessary or expedient to ensure that where—

20 (a) the holder of the licence is a body corporate, and

(b) any change affecting the nature or characteristics of the body,
or any change in the persons having control over or interests
in the body, takes place after the granting of the licence, and

(c) the change is such that, if it fell to the Commission to
determine whether to award the licence to the body in the
new circumstances of the case, they would be induced by the
change to refrain from awarding the licence to the body,

the Commission may revoke the licence by notice given to the holder
of the licence and taking effect forthwith or on a date specified in
the notice.

(4) Before revoking a licence under conditions imposed in
pursuance of subsection (3) the Commission shall give the licence
holder a reasonable opportunity of making representations to them
about the matters complained of.

(5) In subsection (3) “control” has the same meaning as in Schedule
2.

General provisions abow licensed services

6.—(1) The Commission shall do all that they can to secure that General require-
every licensed service complies with the following requirements, mentsasto

namely— E%sed services.

(a) that nothing is included in its programmes which offends
against good taste or decency or is likely to encourage or
incite to crime or to lead to disorder or to be offensive to
public feeling;

45 (b) that any news given (in whatever form) in its programmes is
presented with due accuracy and impartiality;

(c) that due impartiality is preserved on the part of the person
providing the service as respects matters of current political




Broadcasting

or industrial controversy or relating to current public policy;
and

(d) that its programmes do not include any technical device which
exploits the possibility of conveying a message to, oOr
otherwise influencing the minds of, persons watching the
programmes without their being aware, or fully aware, of
what has occurred.

(2) In applying subsection (1Xc) a series of programmes may be
considered as a whole.

(3) The Commission shall—

(a) draw up, and from time to time review, a code giving
guidance —
(i) as to the rules to be observed in determining what
constitutes a series of programmes for the purposes of
subsection (2), and

(ii) as to the rules to be observed in other respects in
connection with the application of subsection (1)(c) in
relation to licensed services; and

(b) do all that they can to secure that the provisions of the code
are observed in the provision of licensed services.

(4) Without prejudice to the generality of subsection (1)(c), the
Commission shall do all that they can to secure that there are
excluded from the programmes included in a licensed service all
expressions of the views and opinions of the person providing the
service on matters (other than broadcasting, or the provision of cable
services, of whatever nature) which are of current political or
industrial controversy or relate to current public policy; and they shall
also do all that they can to secure that there are excluded from those
programmes all expressions of that person's views and opinions on
religious matters.

General code for 7.—(1) The Commission shall draw up, and from time to time
Egg)iammcs- review, a code giving guidance—

(a) as to the rules to be observed with respect to the showing of
violence, or the inclusion of sounds suggestive of violence, in
programmes included in licensed services, particularly when
large numbers of children and young persons may be
expected to be watching the programmes;

(b) as to the rules to be observed with respect to the inclusion in
such programmes of appeals for donations; and

(c) as to such other matters concerning standards and practice for
such programmes as the Commission may consider suitable
for inclusion in the code;

and the Commission shall do all that they can to secure that the

provisions of the code are observed in the provision of licensed
services.

(2) In considering what other matters ought to be included in the
code in pursuance of subsection (l)(c), the Commission shall have
special regard to programmes included in licensed services in circum-
stances such that large numbers of children and young persons may be
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AMENDMENTS
TO BE MOVED
ON REPORT

Clause 6

BY THE EARL FERRERS

Page 6, line 45, leave out from beginning to second (“in”) in line 1 on
page 7 and insert (“‘as to the rules to be observed”)

Page 7, line 5, at end insert—

(“and the Commission may make different provision in the code for
different cases or circumstances.”’)

Page 7, line 6, leave out ((c)”)
Page 7, line 11, at end insert—

(““(4A) The rules specified in the code referred to in subsection (3) shall,
in particular, make provision—

(a) for due impartiality to be preserved on the part of the person
providing a licensed service as respects individual issues which
are matters falling within subsection (1)(c) (rather than as
respects such matters taken as a whole);

(b) as to what due impartiality does and does not require, either
generally or in relation to particular circumstances;

(c) as to the way in which due impartiality is to be achieved in
connection with programmes of particular descriptions;

(d) as to the period within which a programme must be included in
a licensed service if its inclusion is intended to secure that due
impartiality is achieved for the purposes of subsection (1)(c) in
connection with that programme and any programme
previously included in that service taken together;

(e) for determining what constitutes a series of programmes for the
purposes of subsection (2);

(f) as to the prominence to be given, in the programmes comprised
in any such series of programmes, to material which is intended
to secure, or assist in securing, that due impartiality is achieved
in connection with the series as a whole; and

HL Bill 111(h) 50/3




(2)

Clause 6 —continued
(g) inrelation to any inclusion in a licensed service of any such series -
of programmes which is of a description specified in the rules— *

(i) for the dates and times of the other programmes
comprised in the series to be announced at the time when the
first programme so comprised is included in that service, or

(ii) if that is not practicable, for advance notice to be given
by other means of subsequent programmes so comprised
which include material intended to secure, or assist in
securing, that due impartiality is achieved in connection with
the series as a whole.

(4B) The rules specified in pursuance of subsection (4A)(b) shall, in
particular, indicate that due impartiality does not require absolute
neutrality on every issue or detachment from fundamental democratic
principles.”)

Clause 46

BY THE EARL FERRERS

Page 44, leave out lines 38 and 39 and insert—
(“(c) the following provisions shall be omitted, namely—
(i) subsections (3) and (4A) to (5), and
(ii) in subsection (4), the words from the beginning to
“subsection (1),”.
(5A) The Commission shall—

(a) draw up, and from time to time review, a code giving guidance as
to the rules to be observed in connection with the application of
section 6(1)(c) (as substituted by subsection (5) above) in
relation to a service in respect of which a determination under
subsection (4) above is in force; and

(b) do all that they can to secure that the provisions of the code are
observed in the provision of any such service.

(5B) The Commission shall publish the code drawn up under
subsection (SA), and every revision of it, in such manner as they consider
appropriate.”’)

Clause 58

BY THE EARL FERRERS
Page 55, line 19, leave out (“‘subsection (2) above and”)

Page 55, line 20, leave out (‘‘section 6(2) and”)
Clause 89

BY THE EARL FERRERS

Page 77, line 11, after (‘“‘that”) insert (‘“‘(without prejudice to the
generality of subsection (1)(b) or (2A)(a))”")




(3)

Clause 89— continued

Page 77, line 23, leave out (‘(2)(a) to any licensed”’) and insert (“(2A)(a)
to a national service a series of programmes may be considered as a whole; -
and in applying subsection (2A)(b) to a local, satellite or licensable sound
programme’’) :

Page 77, line 26, leave out from (“guidance”) to (“‘and”) in line 29 and
insert—

(“(i) as to the rules to be observed in determining what
constitutes a series of programmes for the purposes of
subsection (3),

(i) as to the rules to be observed in other respects in
connection with the application of subsection (2A)(a) in
relation to a national service, and

(iii) as to the rules to be observed in connection with the
application of subsection (2A)(b) in relation to a local,
satellite or licensable sound programme service;”’)

Page 77, line 31, at end insert—

(“and the Authority may make different provision in the code for
different cases or circumstances.”)
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PRIME MINISTER

BROADCASTING - IMPARTIALITY

I have been the subject of a lobby by ITN (Sir David
Nicholas) and IBA (George Russell) over the Government's
impartiality amendment to the Broadcasting Bill.

As a layman, I think they have a point. We are in danger
of endless litigation.

Sir David and George Russell have separately sent me
respectively a letter (Annex I) and a briefing note to peers
(Annex II).

Sir David's letter reflects my oral advice to him over the
telephone: if you cannot kill the amendment then for heaven's
sake make sure that the Government puts on record what it does and

does not mean by the amendment.

BERNARD INGHAM
October 5, 1990
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Broadcasting Bill

I would like to draw your attention to certain misgivings we have
at ITN about the effect of the Government amendment on
impartiality, due to be discussed in the House of Lords next week
during the Report Stage of the Broadcasting Bill.

The requirement for ITV to have a news service of due
impartiality and balance has been in place since the 1954
Television Act. = e e
Let me say at the outset that in ITN we have never looked upon
this rule as what has sometimes been described as a dreary
doctrine, which inhibits robust reporting. Rather we have taken
the view that our country is not short of organs of opinion but
is short of sources of good, hard, reliable information. The
need to be balanced and impartial, therefore, has been a positive
asset in our box office appeal to a public hungry for quality
news.

our concern is that the amendment, which requires balance on
individual issues in the same programme, could be interpreted as
too sweeping in its application and could lead to unworkable
absurdities in regular news programmes.

../2




Our legal advice is that a statutory definition of this kind
opens the way for ill-intentioned people to smother news
programmes under an avalanche of obligatory balancing statements
from any quarter, which considers itself to have a say on a given
issue, regardless of its standing. Any omission could be grounds
for court action.

For instance, our advice is that if a party conference were
debating a major issue, such as defence, we would be obliged that
nlght to give balanc1ng responses to all other parties on that
issue. In our Parliament Programme on Channel 4, we frequently
invite an MP on Friday to look back on the week's work in
Parliament. We aim to balance the selection of MPs over a period
of time. But under this amendment we could be expected to include
MPs from all parties within the same programme: an unworkable
formula.

We are assured that this is not the Government's intention and
that it is for the ITC to draw up a code which clarifies
definitions. Our legal advice persists, though, that the danger
remains in the wording in the Bill.

From the perspective of news programmes, we feel that no new
definitions of impartiality are called for. But if the amendment
| is to be accepted, it is of vital importance that it is made
clear in debate what is in ministers' minds: that the amendment
is not intended to dislodge what plain people would currently
judge to be commonsense and fair play in reporting a given issue;
that there is no automatic right of response by a roll-call of
interested parties within a given news programme.

We are anxious that in any future 1legal action over
interpretation of this provision, a judge could find guidance as
to the Government's intentions as regards daily news.

I would be most grateful if you would give our concerns
sympathetic consideration.

b
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Sir David Nicholas
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10 DOWNING STREET
LONDON SWIA 2AA

From the Principal Private Secretary
1 October 1990

Reos Jotn,

The way in which impartiality and balance are to be achieved
in news and current affairs programmes is the subject of fierce
debate at present and efforts are being made to create a
statutory framework and to impose it on the BBC. The BBC is
naturally resisting these pressures, arguing that the Charter
already imposes such a duty and the Governors provide the
mechanism for enforcing it.

Having heard the Opinion programme at 6.30 on Sunday
evening, I do not think the BBC has really helped its case. This
was a personal statement programme by Vivien Westwood about
current policy on museums and galleries, and in particular on the
use of entrance charges. It was a dreary, thirty minute, whinge
telling a story of unrelieved underfunding and philistinism.
Every conceivable criticism of the Government position was
deployed and every critic given a platform.

It raises, however, an important question of how
impartiality and balance are to be maintained. It was, I
believe, one of a series of personal statement programmes. It
can be argued that if, over the series, there is a range of
presenters, some supporting and some criticising the Government,
then the BBC's duty is fulfilled. But is this really enough? On
the particular issue of museums and galleries, the listener is
still left with an extremely biased presentation which will not
be balanced by inviting someone from the Institute of Economic
Affairs the following week to argue for education vouchers.

How are the many points which could be adduced against
Vivien Westwood to be aired?

(1) No mention was made of the belief of many of those in
museums who have imposed charges that visitors are
better treated and the staff more responsive. The
latter no longer look upon visitors as a problem to be
kept away from the exhibits, but as people with
legitimate rights to information and assistance;

There is a creditable record to be set out on the
construction of new galleries, e.g. the Clore Gallery
at the Tate, the Tate of the North, the move of the
Courtauld Gallery to Somerset House and the National
Gallery extension;

PERSONAL )




The case of the great experts at the V&A went
unchallenged (these, after all, were the people who
connived in closing the V&A on Fridays). No mention
was made of their disregard for the general public, as
opposed to fellow cognoscente, or their refusal to
accept any corporate responsibility for the development
of the museum;

The experience of English Heritage, the National Trust
and Museums Abroad is that entry charges are quite
compatible with meeting growing interest in the
heritage.

All of these points have gone by default and no mechanism
seems to exist for allowing them to be made and for your
listeners to draw their own conclusions on the balance of
evidence and argument.

Although I have a professional interest in the impartiality
issue, the above should be regarded as a personal observation
from a member of the listening public rather than a formal
representation from Government.

Andrew Turnbull

John Birt, Esqg.

PERSONAL




10 DOWNING STREET
LONDON SWIA 2AA

From the Principal Private Secretary 1 October 1990

BBC LICENCE FEE

The Prime Minister has seen the revised
terms of reference for the licence fee
consultancy and was content.

ANDREW TURNBULL

Colin Walters, Esqg.,
Home Office




From: THE PRIVATE SECRETARY

Iy

/

Howme Ofrice
QUEEN ANNE'S GATE
LONDON SWIH 9AT

27 September 1990

ard

BBC LICENCE FEE

/

a4
Thank you for your lgpfgi of 26 September. I attach revised
terms of reference in which we have tried to meet the Prime

Minister's concerns.

I should be very grateful to know on Monday if possible whether
the Prime Minister is content.

Andrew Turnbull Esqg
10 Downing Street
LONDON SW1

C J WALTERS




LICENCE FEE CONSULTANCY

TERMS OF REFERENCE

1. The White Paper 'Broadcasting in the 1990s" said that '"the
Government intends after April 1991 to agree licence fee
increases of less than the RPI increase in a way which takes
account of the BBC's capacity to generate income from
subscription'. It is now clear that subscription will not
generate substantial income for the BBC in the immediate future.
The purpose of the study, therefore, is to assess how future
increases in the television licence fee can be set below the
level of RPI inflation, and the consequences of a range of

formulas for such increases. The study will take account of the

interests of the licence paying public and will iavestigate the

scope for further economies within the BBC, while maintaining
the policy set out in the White Paper that the BBC should:

"provide high quality programming across the full range of
public tastes and interests, including both programmes of
popular appeal and programmes of minority interest, and to
offer education, information and cultural material as well

as entertainment'.

2. The study and recommendations should cover, but need not be

restricted to, the following issues:-

_(a) the rigour and effectiveness of the BBC's plans and
procedures for identifying economies through
efficiency measures, consistent with the obligations

described above;

the adequacy of controls over budget setting and




monitoring;

an assessment of the potential for income generation

from subscription services;

an assessment of any additional revenue or reductions
in expenditure likely from other existing or planned
activities, including, for example, asset disposals,
the management of working capital and research

spending;

the extent to which the cost of programmes made by
the BBC differs from those made by other broadcasters

or independent producers;

a broad comparison, where possible, of the efficiency
of the BBC with that of public service broadcasters

providing similar services in other countries;

the potential for increase in the BBC's net income by

reducing 1licence fee evasion or reducing the

administrative costs of collecting the licence fee;

in the light of (a) to (g) above, what savings or
additional income might reasonably be expected to

accrue.
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10 DOWNING STREET
LONDON SWI1A 2AA

From the Principal Private Secretary

26 September 1990

BBC LICENCE FEE

The Prime Minister has seen the proposed terms of reference
for the study into the efficiency of the BBC which were attached
to your letter of 25 September to Barry Potter.

The Prime Minister was concerned at the way the first
paragraph called into question ("whether it is still feasible")
the objective of securing the increase in the licence fee below
the general rate of inflation. She was also concerned at the
implication that inflation in the BBC's costs should be
accommodated ("will take account of the prospect of inflation in
the broadcasting industry"). She has commented that if inflation

is to be brought down, the BBC, in common with industry
generally, will have to absorb much of the increase in costs
through greater efficiency.

The Prime Minister also commented that she doubted whether
the BBC had made a major effort to generate substantial income
from subscription; that while seeking economy, the BBC had just
added a new radio service; and that a comparison with other
public service broadcasters was likely to be of limited value as
there were none quite like the BBC.

The Prime Minister would be grateful, therefore, if the Home
Secretary could consider drafting changes to paragraph 1 which
meet her concerns.

I am sending copies of this letter to John Gieve
(HM Treasury), and Sonia Phippard (Cabinet Office).

ANDREW TURNBULL

Cc.J. Walters, Esq.,
Home Office.

CONFIDENTTAL
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Thank you for your letter of 6.duly conveying the Prime Minister's agreement Ota,\
to the proposed study by congultants on the efficiency of the BBC. The Prime Y

Minister asked that the No. 10 Policy Unit should be involved in setting in ©

place the study and in drawing up the terms of reference. il
i

P

The Home Secretary has now approved arrangements for the study
and the enclosed terms of reference, which have been discussed and agreed in
substance with the Policy Unit, the Treasury and the BBC. Time constraints
preclude a first order efficiency review, and the study will accordingly focus
primarily on the scope for discounting the licence fee below RPI as a result

of further efficiency savings. It will need to draw heavily on evidence from
other Tecent studies, along with some original research. A &
ol it el

-

We need to take a decision on next year's licence fee by about the end of this CWV(}L
year and it is therefore important that we set up the consultancy quickly. — /o~
The Home Secretary would therafore be grateful if you could let me know by /)"‘ 4
tomorrow morning if possible whether the Prime Minister is content with the ), Lﬁfiﬁé
G

terms of reference. AR
B LA

I am copying this letter and enclosure to the Private secretaries to the
Chancellor of the Exchequer and Sir Robin Butler.

-

//<§’

C J WALTERS

Barry Potter Esq
10 Downing Street




QUEEN ANNS GARTE R.

LICENCE FEE CONSULTANCY

TERMS OF REFERENCE

1. The White Paper "Broadcasting in the 19904" said that "the
Government intends after April 1991 to agree licence fee
increases Qf less than the RPI increase in a way which takes

account of the DDBC's capacity to generate income from

subscrzptlon It is now clear that subscription will not
(&LCONWf enerate substantial ineame for the BEC in the immediate future.
WJY(gtgf“ he purpose of this study, therefore, 1s to provide an
: 1ndependent assessment of whether it is still feasible to set
¢ iﬁpu1e increases in the telcvxsigggilcenceAgggkggizgrthe level
| (# Gf RPI inflation and to assess the consequences of a range of
‘ formulas for such increases. The study will take account of the
\/o /gngpects for inflation in the broadcasting industry and the
intérests of the licence paying publzc and will, in particular,
investigate the scope for further economies within the BBC,

having regard to the policy set out in the White Paper that the
BBC should:

"provide high quality programming across the full range of

public tastes and intarests, including both programmes of
popular appeal and programmes of minority interest, and to
offer education, information and cultural material as well

as entertainment''.

2. The study and recommendations should cover, but need not be

reslricted to, the following issues:-

//)43 Iy (a) the rigour and effectiveness of the BBC's plans and
ant
procedures for jdentifying economies through
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described above;

[

the adequacy of controls over budget setting and

monitoring; a7

an asscasment of the potential for income gencration

from subscription services;

an assessment of any additional revenue or reductions
in expenditure likely from other exisling or planned
activities, including, for example, asset disposals,
the management of working capital and research

spending;

the extent to which the cost of programmes made by
the BBC differs from those made by other broadcasters

or independent producers;

a broad comparison, where possible, of the efficiency
of the BBC with that of public service broadcasters

providing similar services in other countries;

the potential for increase in the BBC's net income by
reducing licence fes evasion or reducing the
administrative costs of collecting the licence fee;

in the light of (a) to (g) above, what savings or
additional income might reasonably be expected to

accrue.







FROM THE PRIVATE SECRETARY TO THE LEADER OF THE HOUSE
AND THE CHIEF WHIP

r’ September 1990
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BROADCASTING BILL: QUALITY THRESHOLD

Thank you for your letter ofélzsgatember. Both the Lord Privy Seal and the
Chief Whip are most concerned about the way in which this decision has been
announced. They fear that it may have serious implications for the future of
the Bill, though they will obviously work to minimise that.

As a general rule, the announcement of the Government's intentions regarding a
defeat in the House of Lords should not be made whilst the Bill is still in the
House. It creates bad blood if an announcement is made outside Parliament,
particularly by a Commons Minister. It is very possible that the Leader of the
Opposition will make a formal protest about this on the floor of the House,
thereby getting the Report Stage of the Bill off to an exceptionally bad start
in the spill-over.

Secondly, from the point of view of handling Government defeats in the Lords,
the Chief Whip always argues strongly that all hostile amendments that might be
sent back from the Lords to the Commons should be considered as a package, after
the Bill has completed its Lords stages, so as to ensure that the handling of
reversals is as smooth as possible. To make premature announcements relating to
individual defeats runs counter to this. This may not seem to matter in the
present case, granted that this very large and controversial Bill has so far
suffered only one defeat in the House of Lords. That is, however, all the more
reason for avoiding creating bad feeling at Report.

There is probably nothing that can be done in the light of Mr Mellor's
announcement of 4 September to rectify events in the present case. The Lord
Privy Seal and Chief Whip would however be grateful if proposals for any similar
announcements could in future be cleared with them in advance.

I am copying this to the Private Secretaries to members of MISC 128, to Gillian
Kirton (Lord Privy Seal's Office), and to Sonia Phippard (Cabinet Office).

fmm,

tewe It

P Storr Esqg
Home Office
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[ Home OFFice

QUEEN ANNE'S GATE
LONDON SWIH 9AT

7 September 1990

BROADCASTING BILL: QUALITY THRESHOLD
(

Thank you for your letter of 3 September conjeying the Lord Privy
Seal's advice on the handling of possible further amendments to
the Broadcasting Bill following the defeat suffered by the
Government in Committee on the group of amendments introduced by
Baroness David.

Following the recent exchange of correspondence between the
Home Office, No 10 and DTI, we agreed that the cleanest solution
was for the Government to seek at Commons Consideration to
reverse all the amendments in question. Consequently the
question of reformulating those sections of the amendments which
we had originally suggested might be accepted does not now arise.
As you will no doubt now have seen, Mr Mellor announced the
Government's decision to seek to delete these amendments at a
speech to the Royal Television Society on 4 September.

I am copying this letter to the Private Secretaries to members
of MISC 128 and to Sonia Phippard (Cabinet Office).
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D F Slater Esqg
Private Secretary to
Leader of the House of Lords
House of Lords
LONDON SW1A OPW







FROM THE PRIVATE SECRETARY TO THE LEADER OF THE HOUSE
AND THE CHIEF WHIP

3 September 1990
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BROADCASTING BILL: QUALITY THRESHHOLD

A
\

The Lord Privy Seal has seen your letter of 2 August to Barry Potter.

He believes that it would be much stronger to leave the "reformulation" of those
sections of the amendments to which we are intending to agree until the House of
Commons. He would have thought that there were business management advantages
in the Commons in any case; but in the House of Lords, it would give the
Government much ammunition in securing the agreement of the House to the
reversal of that part of the original set of proposals to which we cannot agree.

If the "reformulation" is to be done in the House of Lords, it will have to be
done with the agreement of all the movers of the amendments. This may present

difficulties in itself.

I am copying this to Barry Potter, to the Private Secretaries to other members
of Misc 128, and to Sonia Phippard (Cabinet Office).
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D F SLATER

Ms Sara Dent
APS/The Rt Hon David Waddington MP
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IBA TRANSMISSION PRIVATISATION: ECONOMIC REGULATION
& fr =t
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Thank you for your let{er of 17 August in response to mine of
1 August. I have also seen Francis Maude's letter of 8 August.

I am glad that we are agreed on the general approach set out in
my previous letter. I also agree that our officials will need
to give further consideration with Oftel to the position in
relation to Channel 5 when they receive more information, as well
as to the detailed mechanics of implementing the cross-subsidy
arrangements for Channel 3 companies.

I am copying this letter as before.

The Rt Hon Peter Lilley Esq MP
Secretary of State for
Trade and Industry
1-19 Victoria Street
LONDON SW1H OET
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Thank you for your letter of 8 Augdgz. I am grateful for your
agreement that ED Department should be included in the
privatisation. My officials will monitor the position carefully
to check that it remains viable.

I do not accept your comments about my PES bids for start-up
loans for the ITC in 1991-92 and 1992-93. The fact that the
viability of® ED Department does not depend on the success of my
PES bids does not imply that the ITC will not need a start-up
loan. This inference would be valid only if, as Peter Lilley
appeared to assume in his letter of 6 July, the sole or
predominant purpose of the loan was to finance the ITC's R&D
expenditure. But as I explained in my letter of 8 August, and
as you now accept, this is not the case. The main purpose of the
loan is to help finance other aspects of the ITC's expenditure
too.

The fact that I acknowledged in my letter of 26 July that non-R&D
expenditure would have to be cut if my PES bid was unsuccessful
does not imply that I would regard such cuts as acceptable. They
would not be. During 1991 and 1992 the ITC will have two roles:
it will have transitional responsibilities for the contracts and
licences inherited from the IBA and the Cable Authority; and it
will be preparing for the award of the new Channels 3 and 5 and
local delivery licences. The former role will be financed from
inherited contract rentals and licence fees. The costs of the
latter will in due course be recovered from the new licensees.
But interim financing will be needed until revenue is available
from that source. Hence the need for a start-up loan. I cannot
therefore agree to withdraw my PES bid.

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

|
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The Hon Francis Maude MP
Treasury Chambers
Parliament Street

LONDON SW1P 3AG
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IBA TRANSMISSION PRIVATISATION: ECONOMIC REGULATION

Thank you for your letter of 1 August about the economic
regulation of the privatised IBA transmission network, and the
attached paper.

I welcome the paper’s overall conclusion that price regulation
should only be used when more market - oriented measures do not
exist. This is clearly desirable and should, I hope, lead to a
gradually lighter regime as genuine competition enters into the
market. I accept, however, that for the time being it is
necessary to impose price regulation on site and mast rental and
operation and maintenance charges for Channels 3, 4 and SA4C.

Such regulation may also be necessary for site and mast rental
for Channel 5. Since the decision not to allow the BBC to
compete to provide Channel 5 sites in cases where there is a
genuine choice, the Channel 5 licensee is likely to find no
choice in its selection of sites. It may be possible to rely on
the '"non-discrimination'" clause in the licence but to be
effective, that will require OFTEL to have (or calculate) an
accurate figure for a similar service to Channels 3 or 4. The
peculiar characteristics of Channel 5, such as its use only of a
small number of major transmitters and the likelihood that
several existing masts will need to be strengthened to
accommodate the new aerials, may make such comparisons difficult.
I understand that our officials will consider this when they
receive more detailed information on costs from the IBA. Wwhilst
it might also be possible to make use of the BBC/IBA site sharing
agreement, that will need to be used with great caution since it
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the department for Enterprise

is in the interests of both the BBC and the IBA to increase the
rental charges they levy on one another, as they broadly balance,
and the higher they are the more either broadcaster can charge
other users of their masts.

The paper refers to the cross-subsidy arrangements for Channel 3
licensees to pay for their transmission services on the basis of
revenues rather than costs. Whilst I accept this dis a necessary
interim measure, it is essentially uncompetitive and I would be
unhappy to see it enforced through the Telecommunications Act
licence as may be inferred from your letter. It would also be
helpful for future consideration of the cross-subsidy and in
assessing the barriers to entry of new competitors *or it to be
administered transparently so that the size of the cross-
subsidies was made clear. May 1 suggest that our officials,
along with those from OFTEL, consider how this might be done.

Apart from these particular points I am content to endorse the
approach you have outlined. I look forward to considering your
more detailed proposals for price regulation in due course.

I am copying this letter to the Prime Minister, other members of
MISC 128 and to Sir Robin Butler.
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BROADCASTING BILL: QUALITY THRESHOLD

Thank you for copying us your letter of 2 August to
Barry Potter about the Government's reverse in the House of
Lords on the Channel 3 quality threshold.

My Secretary of State fully supports the Home Secretary's
Proposal to reverse the amendment requiring the listed

n at appropriate times. This would
inevitably bring the ITC into scheduling, something which
Ministers have all along been keen to avoid.

The Home Secretary's other Proposal does cause my Secretary of
State some concern. Albeit for good Parliamentary reasons,
the Government was forced earlier this year to make a number
of concessions on the quality threshold, in particular by
spelling out the "exceptional circumstances" Provision and
nd religious Programmes to the requirement

current affairs and regional programmes. At the time
the Home Secretary said that he did not think that such
concessions would weaken the Government's ability to hold out
against demands for a more extensive "shopping list".
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the department for Enterprise

Your letter reports that the Home Secretary is proposing to
put forward a more general form of words in place of the
specific requirements contained in the amendment, but that
those words would retain the essential comments of the
extended list. Mr Lilley is concerned that this could not be
done without returning more or less to the requirement in the
present Broadcasting Act of a service "for disseminating
information, education and entertainment", the very concept
that Ministers found so unsatisfactory at the beginning of
this debate.

We do, however, have some time before any amendment needs to
be tabled. Mr Lilley would like to suggest that officials
should discuss his concerns on the basis of a draft from
Parliamentary Counsel with a view to returning the question to
Ministers next month. I hope this can be arranged.

I am copying this letter to the recipients of yours.

(/1

ROSALIND COLE
PRIVATE SECRETARY

ING3967
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From the Private Secretary
8 August 1990

Door Sum,

BROADCASTING BILL: QUALITY THRESHOLD

Thank you for your letter of 2 August to Barry Potter which
the Prime Minister has seen. This describes the amendments put
down by Baroness David to the Broadcasting Bill and sets out the
Home Secretary's proposals to deal with them. The Prime Minister
had only one comment. She would prefer to minimise the additions
to the list of programme types which must be included in Channel
3 services. In particular, she would wish to resist strongly the
inclusion of "social action" programmes in this list.

I am copying this letter to the Private Secretaries to other
members of MISC 128, to Gillian Kirton (Lord Privy Seal's Office)
and Sonia Phippard (Cabinet Office).

Zwua D;_CQA%*_W
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(CAROLINE SLOCOCK)

Ms. Sara Dent,
Home Office.
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Treasury Chambers, Parliament Street, SWIP 3AG

The Rt Hon David Waddington QC MP

Secretary of State for the Home Department

Queen Anne's Gate

LONDON

SW1H 9AT ® August 1990
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IBA TRANSMISSION PRIVATISATION: ECONOMIC REGULATION

Your letter of 1 August proposed a broad regulatory framework for
the privatised transmission company and suggested further work for
officials.

I am content with the approach you propose. However we will need
to check that OFTEL can ensure Channel 5 is not charged more than
Channels 3 and 4 for site and mast rentals; otherwise these
charges may also need to be regulated.

Remaining work by officials needs to be completed by December to
keep open the option of a sale in the first month or two of 1991.
We can then decide on our preferred timing for the sale.

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

“ows %\W\QMAA )

f’P FRANCIS MAUDE
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Treasury Chambers, Parliament Street, SWIP 3AG

The Rt Hon David Waddington QC MP

Secretary of State for the Home Department

Queen Anne's Gate

LONDON

SW1H 9AT KAugust 1990

o dod
FUTURE OF IBA EXPERIMENTAL AND DEVELOPMENT DEPARTMENT
D) o

Your letter of, 26~July covered a revised Business Plan for the
Experimental afid Development (E&D) Department of the IBA.

Since the viability of E&D Department is not dependent on the
success of your PES bids I am content for it to be included in the
privatisation. As you suggest, the business plan will now need to
be continuously updated. If there is any suspicion in future that
the department may not be viable we will need immediately to
consider what corrective action to take.

However, your letter suggests the benefits to be gained from your
PES bids for ITC start-up loans of £1.5 million in 1991-92 and
€0.3 million in 1992-93 are not clear. If this is correct, it
would seem sensible to withdraw them.

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

FRANCIS MAUDE

COMMERCIAL-IN-CONFIDENCE
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BROADCASTING BILL : QUALITY THRESHOLD r

The Broadcasting Bill successfully completed its Committee Stage in
the House of Lords on 26 July. Although pressed hard by the Opposition
parties on a number of issues, the Government in the event suffered only one
reverse. This was on a group of amendments, put forward by Baroness David
with all-party support, which were designed to strengthen the quality
threshold for Channel 3. The Home Secretary has been considering what
response the Government should make.

The amendments have two essential purposes. First, they add to the
list of programme types which must be included in Channel 3 services three
further categories: documentaries, educational programmes, and '"social
action" programmes (i.e. programmes encouraging active citizenship and
promoting community initiatives and charity fundraising). Second, they
require all the stipulated programme types to be shown at appropriate times
of the day and week, having regard to the potential viewers for programmes of
each_type. - e

The Home Secretary is clear that the second of these amendments must
be reversed. As it stands it is inconsistent with the Government's clear view
that scheduling should be left entirely to licensees to determine; and it
would inevitably draw the ITC into scheduling policies in a way that he and
other colleagues have been very anxious to avoid.

The first of the amendments raises greater difficulties. In principle
it is undesirable to place more and more required categoriés of programming
on the face of the Bill, since this risks imposing an excessive degree of
regulatory control. On the other hand the Bill already contains a general
requirement for a diversity of programming appealing to a wide range of tastes
and interests, and Ministers have argued in both Houses that in practice this
is likely to mean that most if not all of the existing programming strands
offered by ITV will continue to form part of the Channel 3 output. Against
this background it would not "be easy to justify seekinggfalreverse the
addition to the Bill of the further categories specified in the amendments.

Lows




The Home Secretary is inclined, therefore, not to seek to reverse
these amendments, but instead to come forward on Lords Report with a more
general form of words, which retains the essential components of the extended
Tist but avoids the presentational unattractiyeness of the "laundry list"
approach now embodied in the Bill. This tactic should make it easier to
resist demands for yet further additions to the list of prescribed programme
types, while at the same time making it easier to secure agreement in both

Houses to the reversal of the scheduling provision in the other amendment.

We understand that it would not be acceptable to the House of Lords
to seek to reverse the scheduling amendment on Lords Report. What we
there?BEE"EE;isage is to deal then only with the reformulation of the list of
programme types; and to vote down the scheduling amendment when the Bill
returns to the Commons at the end of the spillover.

—

The Home Secretary would be grateful to know whether colleagues are
content for us to proceed accordingly.

I am copying this to the Private Secretaries to other members of MISC
128 and to the Lord Privy Seal, and to Sonia Phippard (Cabinet Office).

V7] -
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MS S J DENT

Barry Potter, Esq.,
No 10 Downing Street
LONDON, S.W.1.







QUEEN ANNE'S GATE LONDON SWIH 9AT

1 August 1990

IBA TRANSMISSION PRIVATISATION: ECONOMIC REGULATION

In June last year, MISC 128 discussed the privatisation of the
IBA's transmission system, and we agreed that the new company
would initially need to be regulated by OFTEL, because of its
dominant market position. We also agreed that there should be
a uniform tariff for Channel 3 companies, based on their share
of the total Channel 3 income, and that this arrangement
should be reviewed following decisions to be taken on the
future of the BBC transmission system after 1996. This we
announced on 4 July last year, as part of our statement on the
privatisation of transmission.

Early this year, we appointed National Economic Research
Associates (NERA) to undertake a study of the economic
regulation of the new company. The study, which was carried
out with guidance from your officials, OFTEL, and the
Treasury, has now been completed. Officials have discussed
the report of the study, and agreed the attached paper.

The paper suggests the broad regulatory framework which OFTEL
should operate through the new company's Telecommunications
Act licence. 1Its main features will be: ]

%) price regulation of site and mast rental, and
operation and maintenance charges, for Channel 3
and 4 and S4C;

The Rt Hon Peter Lilley MP

Secretary of State for Trade
and Industry

1 Victoria Street

LONDON SW1H OET




the use of a price formula, with no provision for
passing through to the customer unanticipated
changes in supply costs;

no price regulation of other Transcom services (eg
radio, distribution, local services);

powers for OFTEL to prevent unfair discrimination
between customers if market forces are not
operating effectively;

a review of the regulatory regime in 1996, to
coincide with consideration of the privatisation
of the BBC's transmission operation.

I believe that this framework strikes the right balance
between excessive regulation on the one hand, and on the other
the danger of allowing the new company to exploit its monopoly
position before other transmission operators have a chance to
establish themselves. Staff of the nascent company have some
reservations about a number of detailed aspects which we shall
be discussing further with them. There is, however, broad
agreement to the main principles.

A great deal more work needs to be done to establish the
correct initial prices for the new company; toset an X factor
sufficient to give the company efficiency incentives without

unduly threatening its profitability; to consider how far the
BBC will require similar regulation. I propose that officials
from our two Departments, OFTEL, Treasury and the Cabinet
Office should supervise further work in order that the full
regulatory regime may be ready for the New Year.

I should be grateful for your agreement to the proposals in
the attached paper, and the proposed course of action.

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




ECONOMIC REGULATION OF TERRESTRIAL BROADCASTING

1. In June last year, Ministers agreed to the need for

economic regulation of the private transmission company which

is to inherit the IBA's transmission functions. Home Office

and DTI engaged National Economic Research Associates (NERA)

to undertake this task, which was completed in May.

2. This paper summarises and comments upon the main

conclusions of the study.

Mechanisms for economic requlation

3. The economic regulation of the transmission company

(National Transcom) will be effected through a
Telecommunications Act (T Act) licence policed by Oftel. The

principal aims of the licensing regime will be to prevent

Transcom from abusing its monopoly position by obliging it:

i)

to grant transmission facilities to Channels 3, 4
and 5 so that they can fulfil their broadcasting

obligations;
to do the same for the BBC;

to grant access to its masts to other transmission

operators;

not to discriminate unfairly between customers (ie.
arbitrarily subsidising one at the expense of
another (but see paragraph 4 below));

to charge certain captive customers prices regulated

by a price formula (see paragraph 5 below).

4. Transcom will also be obliged to charge Channel 3

customers according to a special tariff which will charge each

Channel 3 company on the basis of its revenues rather than
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actual transmission costs. This will protect the fringe

companies (like Channel TV, Grampian and Ulster) whose

transmission costs would otherwise be prohibitively high.

Main conclusions of the NERA Report: scope of price

requlation

5. On the scope of regulation, NERA have proceeded on the
principle that price regulation (throughout this paper, 'price
regulation'" means the regulation of prices by a formula)
should be used only where there are neither real competitors
nor comparative prices to enable Oftel to check whether

Transcom is abusing a guasi-monopoly position.
Ministers are invited to endorse this principle

6. Using this principle, and dividing the transmission
services offered by Transcom into the three categories of mast
and site rental, operation and maintenance, and distribution,

NERA conclude that price regulation will be required for the

following services for the foreseeable future:

Channel 3 mast and site rental

Channel 4' mast and site rental

Channel 3 operation and maintenance

Channel 4 operation and maintenance

Ministers are invited to endorse this conclusion.

7. NERA also conclude that Channels 3 and 4 distribution (ie.

the delivery of programmes between studios and transmitters by
fixed or microwave links) will require price regulation until

the end of 1994 (the expiry of Transcom's contract with

'Throughout this paper, ''Channel 4" includes S4C
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British Telecom for distribution links); and that Channel 3
distribution will need price regulation beyond that date if
the Channel 3 companies continue to be required (in order to
preserve the cross-subsidy arrangements for Channel 3
transmission charges) to use Transcom for distribution (a

question being considered by the Home and DTI at the moment).

8. In the period up to 1993, the ITV companies and Channel 4
will have contracts with Transcom for transmission services
including distribution, and these can be used to regulate the
price for that period. From 1993, Channel 4 will be able to
make alternative distribution arrangements. It may also be
possible to allow the Channel 3 companies to make alternative
arrangements for distribution. While it is true that
Transcom's very favourable contract with BT makes it unlikely
that the Channel 3 and 4 companies will seek to make their own
distribution arrangements, that is not an argument for
regulation. Officials have therefore concluded that no price
regulation for Channel 4 distribution will be necessary, and
that price regulation of Channel 3 distribution will be
required only if the Channel 3 companies are locked into

Transcom as a result of the cross subsidy arrangements.
Ministers are invited to endorse this conclusion

9. On Channel 5, NERA conclude that it will be realistic for

other transmission operators (using Transcom and BBC sites) to

undertake the operation and maintenance of Channel 5; and

that Channel 5 will have a choice of distribution suppliers.
NERA also provisionally concluded against regulation for
Channel 5 site and most rentals. With sufficient data, Oftel

believe that the non-discrimination clause in Transcom's T Act
licence will be sufficient protection for Channel 5. Subject
to sufficient information being available, we think avoiding
formal price regulation is the most attractive option.

Ministers are invited to endorse this conclusion
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10. NERA conclude that independent local radio transmission
and all independent radio distribution will be subject to real

competition, and price regulation will therefore be

unnecessary.
Ministers are invited to endorse this conclusion

11. The extent to which independent radio companies will have

a genuine choice over sites and masts is debatable. The

national AM companies will have no effective choice of sites,
and price regulation of the BBC for this function seems
unavoidable. 1In the case of the national VHF and all local
radio, there is in theory more choice of sites, though
planning permission and coverage problems mean that in
practice changing sites may be restricted. However, there are

analogous site and mast services offered to cellular and other

operators: NERA conclude that the existence of these
analogous service, coupled with a prohibition on price
discrimination, and the fact that for about two to three of
the five years of the first regulatory period the independent
radio companies will have fixed price contracts with Transcom,
means that formal price regulation of site and mast rentals is

unnecessary.

Ministers are invited to endorse this conclusion

A table showing the proposed scope of price regulation is
attached at Annex A.

Main conclusions: mechanics of requlation

12. There are two main types of price regulation. Tariff
basket regulation controls the total price of a specified list

of services; revenue yield regulation controls the price per

unit of output. The former is easier to apply, but in some
circumstances can lead suppliers to tamper with prices for

individual services. NERA conclude that in this case tariff
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basket regqulation is preferable to revenue yield, because:

revenue yield requires the selection of a suitable

supply unit, which in this case is not available;

tariff basket is easier to apply, and appears to

offer no significant disadvantages in this case.
Ministers are invited to endorse this conclusion

13. For administrative simplicity, and because there appear
to be no significant disadvantages, the Report suggests that
the price formula should be based upon historic (rather than
forecast) RPI; and that, given the likely regulatory and
contractual arrangements governing distribution and power
costs during the period up to 1996, it seems unlikely, at
present, that a separate allowance for cost pass-through is

necessary or desirable.
Ministers are invited to endorse this conclusion

14. In order to balance the need for some medium-term
certainty for the regulated company with the need to
reconsider the price formula after the system has had time to
settle down, NERA recommend a six year initial period for

price requlation at the end of which Oftel would review the

formula. This would allow the first review to coincide with
the review of the BBC's Charter, at which time the BBC's
transmission system may be privatised, so reducing the need

for price regulation.
Ministers are invited to endorse this conclusion

15. The Report considers the extent to which the price formula
for Channels 3 and 4 should be applied separately to the three
main service components - site and mast rental, operation and
maintenance, and distribution. If distribution is not to be

included in the price formula, the price formula will cover
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two service elements for each of the three channels (3, 4,

S4C), making six potential tariffs in all.

16. The question is, to what extent do these six tariffs need

to be individually specified and controlled?

17. It is clear that the price formula should be applied
separately to the three Channels: if it were not, Transcom
might start to increase charges to Channel 3 companies (which
will be captive customers) in order to cut charges to Channel
4 and 5 companies (who will have the option to go elsewhere).
Less clear is the extent to which the charges for the two
regulated service components should be separately identified

and controlled.

18. Channel 3 will effectively be obliged to procure both site
and mast rental, and operation and maintenance, from Transcom
for some time (so the separation of its charges into component
services would, from the Channel 3 companies' point of view,
be academic). However, Channel 4 may wish to consider using
alternative operators for operations and maintenance from
1993; and Channel 5 may choose to use Transcom sites and

masts but not Transcom operation and maintenance.

19. This suggests that it will be necessary for the Regulator
to be able to check the true costs of each service category,
rather than simply control the increase in total prices.
However, this does not necessarily mean that each category of
service has to be separately capped. It may be enough for the
Regulator to be able to require Transcom to specify the prices
of each category of service within the overall price caps of

Channels 3 and 4.

20. Another way of regulating site and mast rental would be
to use the site sharing agreement being developed by the BBC
and IBA as a means of setting the rates they charge each
other. We understand that this agreement will break down
costs for individual classes of site, and thus could prove a




useful yardstick for Oftel to monitor whether new transmission

operators (eg. the Channel 5 operators) were being charged a

fair rental for site and mast use. We shall need to look

closely at this.

21. NERA set considerable store by this agreement as a means

of avoiding formal price regulation.

Ministers are invited to agree that Channels 3 and 4
transmission should each be subject to price
regulation by a price cap, with each service
category price unbundled but not separately capped;
and that officials should explore the use of the
BBC/IBA site sharing agreement to facilitate this.

Outstanding questions: Mechanics of requlation

22. The main outstanding question on the mechanics of
regulation is the way in which costs should be allocated
between customers and reflected in regulated prices. The NERA
report recommends that, in some circumstances, the price cap
could be of the form RPI-X.. The difficulty arises when
additional customers necessitate new sunk costs, or reduce
unit costs. For example, if the advent of a Channel 5
transmitter on a mast means additional strengthening of the
mast, how should these costs be apportioned? Similarly, if no
new capital costs are incurred, the addition of a ‘Channel 5
transmitter is likely to reduce the unit costs of maintenance
and operation. Should Channels 3 and 4 share in this
reduction? The NERA Report does not answer this question,
except to say that the additional costs should be allocated

equally when contracts come up for renewal.

23. Channel 5 is the only new entrant to the market which is
likely to throw up the problem of cost allocation in a
significant way. Whether Transcom secures Channel 5 business
will have a major effect upon its cost profiles. It seems
likely to be necessary to include in the licensing regime an
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assumption about Channel 5 business, and an ability to alter

the price regulation formula if the assumption proves wrong.

Ministers are invited to agree that the price
formula should be capable of adjustment to allow for
changes caused by the advent of Channel 5 business.




PROPOSED SCOPE OF PRICE REGULATION

Programme co. Site and mast Op.& Maint.

Distrib.

Channel 3 Yes Yes

Channel 4 Yes

Channel 5 No *

All other cos.

No

No

No

* Subject to Oftel having sufficient data to enforce the non-
discrimination clause in Transom's licence.

IBATP.SB3







10 DOWNING STREET
- LONDON SWIA 2AA

From the Private Secretary

1 August 1990

e

BBC LICENCE FEE EVASION

The Prime Minister has seen the Home Secretary's minute of
31 July. The Prime Minister remains strongly opposed to criminal
sanctions and unpersuaded by the arguments advanced in favour of
retaining the sanctions. She will want to return to the subject
with the Home Secretary when both are back from the August break.

I am sending copies of this letter to the Private
Secretaries to members of MISC 128, to Tim Sutton (Lord
President's Office), Gillian Kirton (Lord Privy Seal's Office),
Paul Stockton (Lord Chancellor's Office), Jeremy Heywood (Chief

Secretary's Office, HM Treasury) and to Sonia Phippard (Cabinet
Office).

Dominic Morris

Colin Walters, Esq.,
Home Office.

CONFIDENTIAL
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You will recall that last ye:r Yo LonsTdered ;;:commena-
ation of the Home Affairs Select Committee that the offence of
television l1cence fee evasion should be decriminalised and
treated as a civil debt, in the same way as water and other
public utility charges. We concluded that although there were
no objeCtions in principle, the practical difficulties 1in
adopting such a procedure were substantial. In the absence of
any means for the BBC to discenhect supply to non-payers, evasion
and late payment could be expected to increase, putting pressure
on us to allow a compensatory increase in the licence fee. At
our bilateral on 17 November we therefore agreed to leave things
as they were for the time being, but to keep the matter under
review in the context of next session’s Criminal Justice Bill.

De Since then we have carried out more work on the issue,
which has included further discussions with the public utilities
and further discussion with the Lord Chancellor’s Department on
the possible impact on the civil courts. We have also been
conscious that the PUbllC Accounts Commlttee are llkely to report

high and that greater efforts pustgpgvggde to reduce them.

3. The utilities’ view remains firmly that the threat of
disconnection is an essential sanction - far more effective than
court proceedings, which they regard as expensive, time-consuming
and frequently unproductive. Research into the TV licensing
arrangements suggests that it is largely the threat of criminal
prosecut1on and public perception of the likely size of the fine
- compared to the cost of a licence - “which persuades the
potential evader to obtain a licence. There is another problem.
A criminal fine relates to a single act, whereas a civil debt
relates to the period of evasion which can be proven; and it
might be difficult to prove use over a long time. The sum
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awarded by the court would frequently, therefore, be no more -
or even less - than the cost of one annual licence. A fine, on
the other hand, can be over five times as much as the licence
fee. Many more licence payers would take the risk of evading or
deferring payment. Furthermore, in many cases it would be
uneconomic for the TV Licensing Organisation to pursue court
action. They would have to write cases off, further reducing the
deterrent effect.

4. There would also be greater problems for the civil courts
than we previously identified. LCD have looked carefully at the
practicalities of applying a civil debt regime to licence
evaders. As a result of various recent initiatives and
Parliamentary measures, a great deal of extra work is already
expected to fall on the county courts. TV licence evaders are
not quick to pay fines imposed by the criminal courts, and they
would not provide an easy enforcement task for the civil courts.
In the circumstances, LCD could not support decriminalisation.

R For all these various reasons, therefore, I do not believe
that for so long as the BBC depend so heav1;y on the licence fee
1n€ome ‘and while they do not have the ability to withhold the
“service from particular viewers, we can take the rlsk of remov1ng

the key sanction against non- payers and late payers

6. I should add that even if the policy presented no
problems, use of the Criminal Justice Bill would. The pressures
on the Parliamentary timetable for 1990/91 are already severe,
and I am conscious of Geoffrey Howe’s strictures about the need
to limit the scope of that Bill. Decriminalisation provisions

law matters; and they “would also ‘be contentious in thelr own
right - provoking wide ranging debate about the future of the BBC
well before the Charter review is due. I can accordingly foresee
severe business management problems if we were to try to include
measures on decriminalisation in the Bill.

7 I accept, of course, that we should not rule out removal
of the criminal sanction in the longer term; and the issue must
be properly aired in the run-up to the renewal of the BBC’s
Charter in 1996. In the meantime, we are making every effort to




limit the resentment some people feel about criminal liability
for non-payment of sums of this kind. In particular, we are
doing our best to make payment easier for the less well off. In
addition to existing saving stamps and credit card payment
arrangements, we are now promoting our new budget payment scheme
hard. This enables viewers to obtain a licence on payment of the
first of four quarterly instalments; it is no longer necessary
to pay for a full year’s licence in advance. The scheme 1is
proving very popular. Half a million people have already joined,
and over one m;;l;ggmé}e expected to have signed up by the end

dfwtgémyear. We are also in practice using prosecution as a
measure of last resort. Most evaders now first receive three
written warnings; action against first time offenders 1is
withdrawn provided they buy a (short dated) licence; and the
decision to prosecute has now been vested in more senior
management in the Television Licensing Organisation to ensure
better and more consistent decision-taking. In addition, we are
working on schemes to encourage dealers and -manufacturers to
remind peoble buying TV sets of the need for a licence.

Copies of this minute go to members of MISC 128 and to
Geoffrey Howe, John Belstead, James Mackay, Norman Lamont and Sir
Robin Butler.
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10 DOWNING STREET

From the Principal Private Secretary 30 July 1990

SALARTES OF BBC GOVERNORS AND
IBA/ITC RADIO AUTHORITY MEMBERS

The Prime Minister has reflected further
on the Home Secretary's proposals as set out
in his minutes of 12 January and 23 July.

She has approved the proposed increase in
salary from £5,000 to £6,000 a year on a one
day a week basis.

(ANDREW TURNBULL)

Ms. S.J. Dent,
Home Office.

CONFIDENTIAL




PRIME MINISTER 27 JULY 1990

BROADCASTING : 25% INDEPENDENT PRODUCTION QUOTA

Earlier this week I received the enclosed letter from Michael
e B e W
Darlow. I met him today and we discussed it in detail.
P
The situation quite simply is that both BBC and ITV are

effectively crippling the 25% initiative. —_ —

—=y

I believe that the main issues are set out well by Mr Darlow in
his detailed letter but the worst offender at present is the BBC.

e

Apart from insisting that independents use BBC facilities and
e L

impose unfair terms, BBC's output of news and news related

programmes in 1986 was under 23% - today the best guess is that
it is 51%. For ITV the figure is 44%.

— —
-— —

The only way for the initial proposal to succeed is for you to

take up the matter with the Home Secretary and for the Home

Secretary to take the issue up with his Broadcasting Department.

Tt AAM

BRIAN GRIFFITHS

P.S. I enclose the numbers employed by major broadcasting
companies in the world. The BBC figure is around 30,000!-
the only larger employer is Russian radio. (022)
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The Production Centre, 5th floor, Threeways House,
40/44 Clipstone Street, London W1P 7EA
Tel: 01-323 3220 Telex: 266075 Prodco — G Fax: 01-637 2590

Professor Brian Griffiths 24 July 1990
Head of Policy Unit

10 Downing Street

London SW1

CONFIDENTIAL
Dear Professor Griffiths
25% INDEPENDENT TELEVISION PRODUCTION INITIATIVE

Thank you very much indeed for agreeing to see me. I don't wish to burden you
with huge additional amounts of paper, but I thought you might find it useful
if I set out the basis of our concerns before we meet on Friday.

There is mounting evidence that unless urgent steps are taken, either through
amendments to the Broadcasting Bill or through secondary legislation, the 25%
initTative’s effectiveness is going to be fatally weakened and that the plan
to bring competition into programme supply wiTT fail.

—=

Four main issues need to be addressed urgently:

1 the way in which the 25% is interpreted as regards both the number of

hours and value of commissions to independents by broadcasters:

— g— —

the terms on which independent productions are commissioned as regards

open competition in the supply cf facilities, equipment and personnel;
GEf Compet 1ty —_—

the establishment of a fair contractual balance cf power for
negotiation between independents and broadcasters over programme
distribution and other associated rights;

the definition of an independent producer or programme for the purposes
of the initiative. e LTI
e
Each of these matters has been the subject of debate since the 25% policy was
announced, but it now locoks ominously as if an a]]iggge of the broadcasters

and the cjivil servants are going to succeed in fudging and blunting each one

to the point where the total impact of the initiative will be marginalised.
)

5 | THE PRODUCERS THE INDEPENDENT PROGRAMME
ASSOCIATION PRODUCERS ASSOCIATION




At the Prime Minister's recent seminar on the film industry
representatives of The Producer's Association received the clear
impression that the Prime Minister believed that the 25% initiative
would be implemented in full; that is to say, the wording in the Bill
(Clause 16 2f) 'that not less than 25% of the total time allocated to
the broadcasting of qualifying programmes in the service is allocated
to the broadcasting of a range and diversity of independent
productions' means what it says, and that any interpretation which
excludes 'news or news related' programmes from the calculation of the
25% target was not to be used so as to reduce the hours of original
production commissioned from independents. However, the broadcasters,
and the BBC in particular, are quite openly interpreting this part of
the Bill in a way that will effectively halye the number of hours
commissioned from independents. Indeed the evidence points to a small
group of Home Ufficials and their opposite numbers in the BBC and the
IBA privateTy carvifig up the definitiofl between them so as to reduce
the~hours made by independents to a minjmum - about 12.5% of the
originated hours on BBC and ITV. i =

_—

If they get away with this, the result will be to minimise competition,
management re-organisation and economies in the broadcasting
organisations. Something has to be done to stop the broadcasters from
diverting their output into news and thus protecting their
organisations from the competition provided by the independent
initiative. Alternatively, compensatory amounts of other categories of

programmes have to be offered to independents. 25% should simply mean
what it says. =

-_—

There is, of course, no inherent reason why independents should be
prevented from making néws programmes. Indeed, a Timited number of
news inserts in the Channel Four News are now made by independents
without either loss of quality or increase in cost. It might even be
considered that there is something inherently unhealthy, as regards
freedom of expression and information in a democracy, for the dominant
television channels to be supplied by only two news organisations, each
operating an effective monopoly on the channel they service.
Nevertheless, if the Government wishes news programming to remain
outside the ambit of the independent production sector, this decision
should not be used to reduce the 25% target.

We have expressed our concerns to the BBC in correspondence copied to
David Mellor about the BBC's slow implementation of the 25% initiative.
In the year to March 1990 only 4% of original programmes transmitted by
the BBC were made by independentS. My officials are now seeking an
urgent meeting with the BBC to establish the basis for the figures
already supplied by the Director General. If BBC policy towards
independents is allowed to continue, it will not only lower the overall
impact of the initiative but damage the prospects for the growth of the
independent sector and employment outside London and the Southeast in
particular. (See Appendix A




One provision of the Trading Guidelines drawn up between the
broadcasters (BBC & ITV) and the IASC following the announcement of the
Government initiative, was that an independent producer should not be
put under duress to use the broadcaster's staff or production

facilities. In fact, many ITV companies and most of the BBC regional é})

centres continue routinely To make 1t a_prior_condition or contract
that the independent shall use broadcasters' own facilities and staff.
They do this in order to protect their own businesses and reduce the
effects of competition. As facilities and technical staff account for
a major part of broadcasters' business, and 'historically have been a
major source of their inefficiency and restrictive practices, this
matter too ought to be dealt with specifically in the Bill or the
secondary legislation. .
e

A further factor serving to undermine the 25% initiative is the extent
to which the broadcasters use their privileged position in the market
to take control not only of the rights necessary for them to transmit
on their own networks programmes commissioned from independents, but
all _EEEﬁETjEEEEQEEEEiﬂﬂ——Qﬂd related rights in such programmes and
materia owin m them. For independent producers the asset
represented by’fké%?o rogrammes is the only real asset upon which to
build a viable bus1ﬁelss".£L While the broadcasters deny independents
thése rights, or 'cherry-pick' the commercially valuable programmes,

our sector will be unable to acquire the financial maturity and weight
necessary to provide veal competition in_programme supply to the

broadcasters own production arms.

By taking the riPhts in independently produced programmes the
broadcasters are also able to ensure that they distribute and sell
these programmes. In this way they prop up their own, often
inefficient, distribution arms, while at the same time hindering the
financial development of independent distributors and reducing
programme sales income to independents. Not all the broadcasters take
control of every programme they commission but they do take control of
those they judge the most commercially valuable and prevent sales (even
of those programmes over which they have chosen not to exercise
control) to any broadcaster they consider might be a competitor. This
even applies to Channel Four who control distribution of only the one
third of their programming that has real export sales potential. The
broadcasters do this even though they have made no financial
contribution to the programme beyond that related to commissioning it
for transmission on their own channel. Quite apart from the fact that
this is inequitable and prevents or reduces the independents' ability
to benefit from his or her own work, it also reduces the potential
income available from programme exports, and inhibits competition in
programme distribution.




As you know, the question of rights ownership 1is currently under
initial examination by the Officé of *Fair Trading. However hints
emerging from the OFT, and the tegal advice we have received from
leading competition lawyers, suggest that even though the OFT may
uncover problems in this area, those problems_may not fall strictly
under competition law, being more in the nature of an_imbaTlance of
power between the contracting parties. In which case it would be
necessary, 1t the imbatance is to be corrected, for the Government to
act. We are advised that precedents exist for this kind of corrective
measure; for instance, in the Landlord and Tenant Act of 1954 as
regards business tenants, the Unfair Contract Terms Act and in the
proposed changes in the law as regards compensation for commercial
agents. If this is the case, we hope that the Government would
consider an appropriate amendment to the Broadcasting Bill or related
secondary legislation in respect of the definition of an independent
production qualifying for the 25% initiative. &= ———<

One final, but fundamental, area of concern is the definition of an
independent producer as regards programmes qualifying for the
initiative. We understand that the secondary legislation will address
this issue. Clearly, unless the definition is tightly enough drawn,
the way will be open for broadcasters, whether by taking effective
control through minority shareholdings acquired by themselves, their
subsidiaries or other associated companies, or by the exercise of undue
influence, to undermine the intentions of the initiative. Home Office
civil servants have been discussing this subject with the broadcasters.
The independents have not been consulted.

To summarise: broadcasters remain able, with impunity, to impose far worse
trading terms on independents than those that apply in other industries where
there is greater competition. Ironically, because of the anticipated increase
in independent production resulting from the 25% initiative, and consequent
growth in the number of independent producers competing for the broadcasters
uncertain favours, the contractual imbalance between individual broadcasters
and individual independent producers doing business together is Tikely (unless
corrective action is taken) to become even greater than it was when
independents effectively dealt with only one broadcaster - Channel Four.

The potential loophole created by the broadcasters through the exclusion of
'news and news related' programmes from the 25% quota (effectively halving the
initiative's impact), taken together with their continued ability to force
independents to use their facilities and the rights deals they are able to
impose, means that the broadcasters are going to be able to contain the
initiative on the margin and dodge its impact. In the case of the BBC, I
believe that they are hoping that the next election will bring a Labour
victory and that they will be let off the hook, with the result that they are
playing for time while putting off difficult management decisions.




As you know, my colleagues and I are convinced that the 25% independent
production initiative has enormous potential to create a diversity of
programmes, to release new sources of creative energy and to introduce the
benefits of competition into the programme production industry. If fully
implemented it contains the basis for creating the efficient industry
necessary for British television production to succeed in the coming era of
international competition and to generate Tlarge export earnings from
international programme sales. However, if the escape routes for the
broadcasters are not blocked this potential will not be realised.

Yours sincerely
/) ;

fm{)/ LS4

{‘h((xkt (

Michael Darlow
Chairman

P.S. An Appendix on the effect of the 'News Exclusion' and calculation is
attached.




APPENDIX A

The latest figures available from the IBA suggest that of 3,888 hours of
original programming networked, 720 hours came from ITN, and that of 6,342
hours of local original programming, 3,840 hours were within the category
'news and news related'; the effect is to reduce the total hours qualifying
for the independents' target of 25% of original programmes from 25% to under
14%.

Parallel figures for the BBC have been the subject of correspondence between
the Independent Programme Producers Association and the Director General of
the BBC in recent weeks. The latest published figures from the BBC suggest
that of 5,871 hours of original network programmes transmitted, Il195 hours
were categorised as ‘'news and news related' and of 3,242 of regional
programmes 2,120 hours were categorised as 'news and news related'. These
figures themselves show a marked increase in news programmes, at the expense
of programmes in categories where independents can compete for commissions,
over figures available when the Government announced the initiative. Figures
supplied more recently SEill by the Director General of the BBC to IPPA imply
even greater Cuts in the target figure of programmes in categories for which
independents can seek_commissions.

The latest figures supplied to us by the Director General appear to
demonstrate that the production of programmes in the non-news categories for
regional BBC audiences is being massively reduced, apparently from circa 2,000
per annum in the last year for which BBC published figures exist, to circa 100
in the current year. No plans have been announced by the Corporation for a
reduction of their regional programme staff or facilities on an equivalent
scale. The Director General has said that the BBC is not planning to
recategorise these hours as 'news or news related' programmes - the areas from
which independents are excluded - nor does it seem from the figures given by
the Director General that it is planned to increase by a compensatory amount
either the total number of hours of network production or the hours of network
programmes made in the regions. The BBC's regional hours therefore remain a
mystery. Local non-news programmes are notably popular with BBC regional
audiences (recent series of documentary programmes to which independents have
contributed in the regions have gained audiences two or three times as big as
those for BBC local news programmes). So if the BBC does plan to increase the
local programmes made by news departments at the expense of other programmes
it will be doing a notable disservice to the licence payers as well as
striking at the roots of the economic viability of many independents outside
the London area.

The BBC could easily come out with a clear statement on the hours and the way
in which the percentage of news to other programmes has varied in the years
since the 25% initiative was announced. They seem remarkably coy about doing
this in a straight forward manner. We suspect that this is because the
figures would show that in that time the proportion of news programmes has
about doubled and that today 'news and news related' programmes account for
almost half their original output. If so, the independents' 25% amounts to
Just 12.5%.




The way in which the value as well as the volume of productions coming within
the initiative is counted will also be important. To date the IBA has tended
to count money raised from all sources, whether by ITV companies,
independents, overseas pre-sales or co-producers found by independents or
broadcasters, towards the total announced in each quarterly return. This can
give a very misleading picture. In order that the initiative's intentions are
met, it is important that only the money, or realistically priced resources,
committed by a commissioning broadcaster towards a programme's production and
acquisition of rights for its transmission in the UK by that broadcaster, are
counted in assessing implementation of the 25% quota. If assessment is not
done in this way, huge distortions of the real picture can occur. The
monitoring authorities (whoever is appointed after 1993) might therefore be
required, either through the Broadcasting Bill or secondary legislation
relating to the Bill, to assess and report back on these mattérs.

The clear implication of these figures is that an 'across the board' news
exclusion will undermine 'the spirit and the letter' of the initiative that
the Prime Minister wishes to see observed. Its impact will be hugely blunted
if not lost.




NUMBERS EMPLOYED BY MAJOR BROADCASTING COMPANIES

(In America, Australia, France, New Zealand and Italy
staff numbers have reduced over the past year).

June 1990
AUSTRALIA ABC 5,500

(TV + Radio)
BELGIUM BRT 2,800

CANADA CBC 11,600
(+ 2-3000 Freelance staff)

FRANCE Antenne 2 1,300
W GERMANY ZDF 4,500

WDR 4,500 Permanent employees,
1,200 Freelancers,

ARD 3,000
IRELAND RTE 2,093
ITALY RAI 14,000
JAPAN NHK 15,000

NEW ZEALAND NZ Broad-
casting 650

RUSSIA Gostel 10-12,000 Moscow
Radio 83,000 Nationwide

SPAIN RTV 10,961

usa CBS 6,000

ABC 9,500

NBC 5,700

§B L cirea S0 ,550




BBC Chairman
Marmaduke

Hussey with a

bronze bust of

Lord Reith on

the centenary of

Reith's birth

QUEEN ANNS

Chairman’s Foreword

This has been a vear of significant change
for the BBC and for the whole broadcasting
industry. 1 his might easily have been
written in cach of my three previous intro-
ductions to the BBC's Annual Report to
Parliament. But, after so many predictions,
mueh guesswork and ome fu]se starts, we
have finally scen in che last 12 months the
real rrunstormation of the broadcasting
landscape.

The BBC began its life as a government-
protected monopely and then, after the
arrival of [TV, became part of a government-
protected duopaly. Now that comfortable
arrangement has gone once and for ull,
and the BBC is parr, albeit the largest and
most wide-ranging patt, of a multi-national,
highly competitive and increasingly market-

directed industry. The passage of the
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Rroudeasting Bill this year and the giowdh
ot satcllite television and commercial radio
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The BBC has welcomed this new
broadcasting environment. Much has been
achieved hy everyane in rha RRC aver the
past years and | believe that we are now a
morc confident and better-managed organ.
isation. Qur structures have been rational-
ised. The Board of Governars and Bourd
of Management work hatmoniously
together. Qur staff has a much clearcr idea
of the BBC's objectives and they are bietter
equipped to face the Nineties, Last
summer's dispute, though, focused oui
minds on the challenges which confront
the BBC. The fundameual issue we face is
to reconcile an adequare and competitive
staff remuneration with the investment
necessary to retain and continually to
improve the quality of out programmes
The resolution of this equation, examined
in the ‘Funding the Future’ report published
at the beginning of the year, will inevitably
affect the way the BBC is structured and
staffed. The recommendarions of that
report are a start, but senior management
will have to work hard to maintain cthe
mormentuin.

The guiding principle of the BRC must
be what it always has been - to provide
the widest range of quality programmes
right across the full range of licence-payers’
tastes, interests and enthusiasms, or, as
the Chai ter vulines, w inform, educare
and entertain.

In the past year we celebrated an
Important anniversary — the centenary of
the birth of Lord Reith. In 1924, when
broadcasting technology was in its infancy,
John Reithi defined with remurkuable
prescience the ohjectives of the BBC in a
deceptively simple but telling sentence:

‘The BBC's role is to bring the best of
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everything to the greatest number ol

homat *

I am proud to repeat Reith's words hecause
| helieve that BRC pragrammes in the past
veat have demanstrated heyond doubt our
continuing commitment to his vision. The
BBC reported the historic events in Eastern
Eutape on televizion, radio and the World
Service with unrivalled authority and
immediacy. There is still an enormoue
hunger for unbiased news and information
in this country and across the world. The
World Service's trusted role in dissemi-
nating truth in this year of European rev-
olutions has been outstanding. The time
1’135 now come \\'hen il‘lé’ \\'-,C\rlJ Ser\';ce
should secure the appropriate funds to
augient its radio broadcasting with tele-
vision transmissions. At home we are all
conscious of the impact that the successful
introduction of cameras to the House ot
Coinmons has made to political coverage
on television and we welcome it. The
World Service equally should add cameras
to their microphones.

What makes the BBC diffcrent from
every other broadcaster is its method of
funding. The licence fee is a unigue can-
tract between the broadcaster and the
L‘Ul‘“(, \\'hi(}l “b(c’llb Lo dllJ W £IKCIAIC5 BBC
programmes for an average of neatly three

hours a day, every single day of the year.

IS GRTE R.777

“-ieaw  aw

QUEEN AN

Chairman’s Foreword conunued

That 1epiesents extraordinary loyalty and
affection for our progcrammes in all sheir
diversity, nationally, regionally and locally
and. equally, extraordinary value for
money.

The licence fee, [ believe, remains the
best system available for ensuring that the
BRC rerain its courage, integriry and
independence — independence from
pressure from any source, palitical,
commercial or propagandist. In return for
thie distinctive form of funding, the BRC
must be ever conscious of the privilege
and responsibility that goes wirh ir. We
must continue to offer licence-payers the
highest quality programmes, anahling the
nation to speak to itself in a fair and un-
biased manner, in news and information,
entertainment and the arts. Critical to that
is not just quality but the objective and
impartial presentation of public issues
across our entire output. Every time we

fall below those high standards we weaken

the argument for the retention of the licence

fee. It is the joint responsibility of the
Boutd of Governors and the Board of

Management to ensure that we do not.

wmukf(}l‘“ N\
B

Marmaduke Hussey —

Chairman




I accept that we should not pre-empt the outcome of this
year's PES round, and therefore that we should consider the
consequences for ITC expenditure in 1991-92 and 1992-93 if my
PES bid for a start-up loan is not successful. The worst
case would involve the ITC having to make reductions in its
planned expenditure of £1.5m in 1991-92 and £0.3m in 1992-93.
Although the ITC's budgetary plans are still at a formative
stage, we understand that the shadow ITC considers that R & D
funding should have a high priority. It may be therefore
that they would decide to maintain R & D expenditure at its
planned level even if reductions had to be made in the overall
budget. I nevertheless agree that it is right to test the
robustness of the business plan on the assumption that some
cuts had to be made in ITC funding. I can, however, see no
basis for assuming, as your letter implicitly does, that 90%
of the £1.5m reduction which the ITC might have to make in
1991 would fall on R & D expenditure. A more reasonable,
though still cautious, assumption would be that any cuts would
be broadly proportionate to R & D's share of the overall
planned expenditure. Accordingly, my officials have asked
Transcom management to prepare a revised P and L account (copy
attached) on the assumption that the ITC funding will be £250K
lower than planned in 1991 and £50K lower in 1992. You will
see from the account that E & D remains profitable (though,
naturally, less profitable than before) throughout the
forecast period on the revised assumptions.

BSB contract

Nicholas Ridley's letter mentioned the BSB revenue. Transcom
have secured a five year contract with BSB for the period
April 1991 - March 1996 for research and development work to
the value of approximately £0.5m pa, with the exact sum to be
agreed six months before the beginning of each financial year.
It is the existence of that contract which underpins the
assumption in the business plan about the constant level of
funding from BSB. BSB's commitment to Transcom reflects their
reliance on E & D's niche expertise in MAC technology.

Other contracts

Since my earlier letter, Transcom's negotiations with other
potential customers have tended to bear out the assumptions in
the business plan. They have now agreed a contract with




Scientific Atlanta worth £225K in 1991, with an option for
further work worth up to £200K in future year(s). Transcom
management consider that they have a better than even chance
of securing two further contracts which they have been
pursuing: one with BTS (Bosch) worth £1m over 2 years; and
another with Thomson LGT worth £0.5-1m. The Scientific
Atlanta contract fulfils the business plan assumption for
'other' contracts in 1991. Winning either of the other two
contracts would exceed that assumption by at least £0.5m.

Conclusion

In the light of this encouraging recent progress, and the fact
that the revised P and L account shows that the viability of E
& D is not dependent on the success of my PES bid, I hope that
we can now agree the business plan as a basis for including E
& D in the privatisation. The plan will, of course, need to
be reviewed continuously in the light of changing
circumstances; and I would therefore propose to ask Transcom's
management for a report on progress in securing new contracts
at the end of September.

I am copying this letter to the Prime Minister, to other
members of MISC 128, and to Sir Robin Butler.
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FUTURE OF IBA EXPERIMENTAL AND DEVELOPMENT (E & D) DEPARTMENT

T WFAT
Thank you for your letter of 6 July as Financial Secretary. ' I
am replying also to Nicholas Ridley's letter of 9 July.

We share the concern, expressed in Nicholas Ridley's letter,

that over-optimistic assumptions should not be made about E &
D's business prospects. Against that concern, however, must

be weighed others:

(i) the need to maximise the sale price of the new
transmission company;

the need to preserve the skills base of the
company for future ventures;

the need to give the emerging management of
new company a firm basis upon which to plan
soon as possible.

None of the courses of action open to us is risk-free. 1If
take too pessimistic a view of the new company's potential

The Rt Hon Peter Lilley MP
Secretary of State for Industry
1-19 Victoria Street

LONDON SW1H OET




E & D business, the sale price may suffer and the company will
lose potentially lucrative contracts and staff with valuable
skills. On the other hand, we must avoid loading the new
company with E & D overheads which cannot be supported by
contracts.

We and Price Waterhouse have reviewed the E & D business plan
in the light of Nicholas Ridley's and your concerns; and we
have reviewed the assumptions in consultation with Transcom
management.

ITC funded research

We accept that an increasing proportion of ITC research
contracts is likely to go to companies or organisations other
than Transom, as the ITC puts new projects out to competitive
tender. (The IBA fully accepts that the ITC will be expected
to do this.) The business plan reflects this. However, as
your letter of 6 July recognises, the programme planned for
1991 and 1992 consists of on-going projects which could not be
placed elsewhere without considerable disruption.

Your letter referred to two projects in particular:
enhancements to PAL; and additional uses of the UHF spectrum.
Both projects flow from the ITC's statutory duties under
Clause 64 of the Bill. 1In the case of the PAL research (which
is proceeding in tandem with privately funded research) a
delay would hamper the development of the use of the VBI for
additional services under the Bill. The UHF research is
concerned with finding a way, through the use of digital
techniques, to fit additional television channels into the UHF
spectrum currently used for the four terrestrial channels. If
successful, this research would open up interesting new
options for us (ie the possible introduction of several new
near-universal channels), which would further our general
broadcasting policy objectives, as well as being conducive to
efficient spectrum management. I think that it is very
unlikely that this important project would be funded by the
private sector: any commercial spin-off would be long term;
contingent upon subsequent Government policy decisions (and,
probably, primary legislation); and would not necessarily
accrue to those who had funded the research.
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From the Principal Private Secretary

25 July 1990
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SALARIES OF BBC GOVERNORS AND IBA/ITC AND RADIO
AUTHORITY MEMBERS

The Prime Minister has seen your letter to me of 23 July.
She is still unwilling to agree that the salaries of board
members should be increased by 20 per cent. She doubts whether
the increase from £5000 to £6000 for one day a week would make
any difference to a calibre of members willing to serve. She
commented that £5000 seems adequate in relation to the demands of
the job.
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Colin J. wWalters, Esq.,
Home Office
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CONFIDENTIAL

PRIME MINISTER
SALARIES OF BBC GOVERNORS AND IBA/ITC AND RADIO AUTHORITY MEMBERS

The Home Secretary wrote to you in January arguing that the
salaries of BBC Governors and IBA board members had got out of
line and were too low to attract people of the right calibre. It
was important to rectify this given the major developments in
broadcasting which are now underway. He proposed (Flag A) that
there should be a 20 per cent increase in membersisalaries. In
most cases this would represent an increase from ESCOO to £6000
for one day a week You expressed concern that this proposal
would have dlfflCult repercussions for the then forthcoming Pay

Review Body reports.

The pay of the staff (as opposed to the board members) of the BBC
and IBA is not formally linked to TSRB rates but Home Office and

Treasury use it as a guideline. They have now agreed that the

staff " of the broadcastlng bodles should receive the same

1ncreases as other TSRB groups i.e. 6 per cent from 1 April 1990

e i)

and 1 per cent from 1 January 1991. The Home Secretary believes

that announcing a 20 per cent increase for board members would
FK05‘3) not now have serlous s repercussions. The pay awards for other

review body groups such as teachers, nurses and doctors are now

sufficiently in the past.

Agree the TSRB increases should be announced for the staff with a
20 per cent increase in the salaries of members of broadcasting

bodies?
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From: THE PRIVATE SECRETARY
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QUEEN ANNE'S GATE

LONDON SWIH 9AT

23 July 1990
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SALARIES OF BBC GOVERNORS AND IBA/ITC RADIO
AUTHORITY MEMBERS

\
When I wrote to Pa GrayC;L the beginning of this year about a
proposed 20% general increase in the salaries of members of the BBC and IBA,
he replied on January to say that the Prime Minister thought that the
handling of any announcement about such an increase would need to be
considered further in the light of Ministerial consideration of the reports
from the Pay Review Bodies.

Fr"/c,,

This consideration has now taken place with the result that the TSRB
increases for the broadcasting bodies will be 6% from 1 April 1990 and 1% from
1 January 1991. The Home Secretary does not believe that the scale of these
increases should inhibit a simultaneous announcement about a general 20%
increase in the salaries of members of the BBC and IBA.

We have also had to consider, however, the position of the Independent
Television Commission and the Radio Authority as successor bodies to the IBA.
These bodies were set up in shadow form on 1 January this year and will be
formally established on 1 January 1991, subject to Parliament's approval of
the Broadcasting Bill. As a result, the IBA will not exist beyond the end of
this year. Some of their members are already serving on the shadow ITC and
shadow Radio Authority.

In the Home Secretary's view, we could not apply the 20% increase to
IBA members without also applying it to the ITC and RA, a view which is shared
by the Treasury. Those bodies are taking over many of the IBA's responsibi-
lities and a few additional regulatory functions. They will be very busy
during the rest of this year, and subsequently, in formulating their strategic
objectives and ensuring that the necessary regulatory systems are in place and
operate satisfactorily. The weight of responsibility they will carry will be
no less than that of IBA members.

The Home Secretary therefore considers that the time has now come to
announce the TSRB increases for the various broadcasting bodies along with a
. e e :
general increase of 20% in the salaries of members of the BBC, IBA, shadow ITC
s ; . — —
and shadow Radio Authority, already negotiated with the Treasury. As
intimated in my letter of 12 January to Paul Gray, he will then open up
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discussions with the Chief Secretary about the best way to make further
progress in linking the salaries concerned to analogous grades in the Civil
Service. He would be grateful for the Prime Minister's approval of this

approach.

Andrew Turnbull, Esq.,
No 10 Downing Street
LONDON, S.W.1.
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10 DOWNING STREET
LONDON SWIA 2AA

From the Principal Private Secretary

12 July 1990

RELIGIOUS BROADCASTING

The Prime Minister has seen and noted
Mr. Mellor's letter of 3 July which you sent
me under cover of your letter of 4 July.

ANDREW TURNBULL

Miss Jane Harrison
Home Office
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BROADCASTING BILL : NETWORKING

Thank you for your letter of 27 June.

The Home Secretary was grateful for the views of the Secretary
of State for Trade and Industry. He notes that officials of
our two Departments are currently discussing with OFT the
details of the networking provisions to be included in the
Broadcasting Bill, and the concerns which OFT have in relation
to the current proposals of the ITV Association for a new
networking arrangement designed to run for the remainder of
the present franchise period, which might also be capable of
being rolled forward into the new licence round. The

Home Secretary is confident that the various concerns
expressed in your letter about the role of OFT in relation to
networking will be satisfactorily resolved as a result of
these discussions.

As to the particular points you raise about the nature of the
competition test to be applied by OFT, I confirm that we now
envisage a wider test of the kind currently being discussed
between officials. Our concern hitherto, which was reflected
in the terms of the Home Office press release to which you
refer, and the Home Secretary's letter of 27 June to

Sir Gordon Borrie, has simply been that OFT should not be
required to consider whether networking per se was a fair or
competitive practice, or whether the existence of a Channel 3
network in itself raised competition issues as regards the
Channel's position vis a vis other broadcasters. But subject

Ben Slocock Esg

Private Secretary

Department of Trade and Industry
1-19 Victoria Street

LONDON SW1 OET




to these points we accept that OFT should not be required to
adopt any artificially constrained approach to their
consideration of competition issues in relation to networking.

As regards the point in your final paragraph, the

Home Secretary agrees that if the ITC were to decide to issue
guidance to licensees about networking, they should be
required first to consult the Director General of Fair
Trading, and take into account any views which he might
express. There would of course be no statutory requirement
for the ITC to issue such guidance, but they might wish to do
so on a purely illustrative basis, in which case the
consultation requirement would be triggered.

I am copying this letter to Barry Potter (No 10), the Private
Secretaries of other members of MISC 128, Jim Gallagher
(Scottish Office), Steven Leach (NIO), Sonia Phippard (Cabinet
Office) and Martin Howe (OFT).
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the department for Enterprise

The Rt. Hon. Nicholas Ridley MP
Secretary of State for Trade and Industry
COMMERCIAL IN CONFIDENCE
) ; Department of
The Rt Hon David Waddington, MP Trade and Industry
Secretary of State
Home Office 1-19 Victoria Street
Queen Anne's Gate London SW1H OET
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FUTURE OF 1BA EXPERIMENTAL AND DEV/];:LOPMENT (E&D) DEPARTMENT
1w it
Thank you for your letter oﬁbgzzaune enclosing a copy of the plan
for the IBA's E&D Department prepared by the future management of
the private transmission company which is to inherit the IBA's
transmission operation at the beginning of next year. In
agreeing earlier this year that we should give the IBA the
opportunity to make a case for retaining more than a minimal
technical development unit, I emphasised the importance of such a
case being a robust one. I am doubtful of the extent to
which this has been achieved.

In assessing the plan, much depends on the expectation of future
income. I found it less than convincing on this, for three
reasons. First, we do not have any firm assurance over the
future of the contracts which the ITC may wish to place with the
E&D Department. Much of their projected future income will
depend on this. In the first 2 years it is more than one half,
declining to about one third after 5 years. As the plan
explains, no commitment can be made at this stage on behalf of
the ITC. Thus the IBA has been able to do no more than agree
that the ITC should endorse the assumptions in the plan and place
high priority on confirming the proposed levels of expenditure.
Moreover, your letter notes that some trimming of ITC budgets may
be necessary if you are not entirely successful in your bid in
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