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Britain gets
programmed

by America
The .communications bill has sp‘érk'ed fears

of a decline in programme quality, write
Ashling O’Connor and James Harding

rom the moment in 1930

when Luigi Pirandello's

. The Man with the
Flower in his Mouth

became the first live television
play, Britain has claimed the
broadcasting high ground. Politi-
cians like to boast that UK televi-
sion is envied around the world.
Viewers brought up on pro-
grammes such as Brideshead
Revisited, Monty Python’s Flying
Circus’ and’ Jewel in the Crown

The quality of US news is a
particular concern. US media
groups, so the argument goes,
would be more interested in mak-
ing money than safeguarding edi-
torial standards. The line divid-
ing news programming and talk
show television could become
increasingly blurred. Mark
Thompson, the rew chiefl execu-
tive of Channel 4, has complained
about a television environment
dictated by big money.

nies were acquired by a US
backer. stepped in, that could
increase the financial backing for
programme-making. “If big

American companies want to buy .

in, why not?” asks Tessa Jowell,
‘the culture secretary. “Supposing
Disney bought ITV, it would be
liable for the same public service
broadcasting obligations that
Carlton and Granada currently

have.” Bertelsmann, the German
media_group, alreadycontrols

tend-to—sneer—attacky Italian
game shows and plastic US dra-
mas punctuated by too many

Mr Thompson fears that if ITV
or Channel 5, the two commercial
‘broadcasters, are bought by the

commercials. Above all, the Brit- __likes of Viacom or Disney, Chan-

isi Broadcasting Corporation
believes that it sets the standards
for the world’s public service
broadcasters.

But this week, Tony Blair's
government announced it was
opening up the high ground to all
comeérs. The new communica-
‘tions bill, sweeping away the bar-
riers to entry for non-European
Union companies to buy terres-
trial broadcasters, would allow
US media giants to buy British
comumercial broadcasting groups.

There is already some fretting
among the guardians of British
television. “We are desperately
concerned about these proposed
changes. The ramifications are
colossal. It will represent a grad-
ual and subtle erosion of cultural
values and indigenous produc-
tion,” says Jocelyn Hay, ‘chair-
man of the Voice of the Listener
and Viewer lobby group.

nel 4 would lack the financial

muscle to compete.. The govern-
ment might then be tempted to
sell off the state-owned channel,
which has been a champion of
innovative programming.

Not everyone is convinced that
American necessarily means
worse. Many television execu-
tives - and viewers —~ have devel-
oped more than a sneaking
"regard for US programmes. “Find
me someone [who] understands
TV and does not appreciate
ground-breaking series such as
The Sopranos and The West
Wing,” says Michael Green,
chairman of Carlton Communica-
tions, one of the two companies
that dominate the ITV network.

Carlton and Granada, the other
controlling shareholder in ITV,
lack thev programme-making
resources of companies in the far
bigger US market. If the compa-

Channel 5. There have been per-
sistent criticisms of its program-
ming quality but few analysts

put this down to ownershipm——————-—

Some of those who admire the
best of US television argue that
the average quality of program-
ming is lower than in the UK.
Jana Bennett, the BBC's new
director of television, has joined
from the Discovery channel in
the US. She sounds a note of

warning about the lack of range

in the US market. Mrs Hay con-
curs. “Scme of cur US imports
are excellent but they are very
much the cream of what is a
huge collection of available prod-
uct. Fortunately, we are spared a
lot of the dross,” she says.

US companies insist that it
would make little sense to flood
the airwaves with'a homogenous
diet of Americanised pap. MTV,
the music channel owned by Via-
com, argues that the secret to its
global expansion has been the
opposite of the McDonald’s for-
mula. {t says it has championed
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local .music and artists rather
than trying to impose American
tastes. ~

“Whether a business is based
here or overseas, they would tai-
lor what they do to the market,”
says Tony Ball, chief executive of
British Sky Broadcasting, the
British pay television arm of
Rupert Murdoch’s News Corpora-
tion. Others say that program-
ming. has to be based around

- things that are recognmble to.

the majority of viewers.

“You, serve your audience by
providing them with what they
like,” says Roger Parry, British

Week in the
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chief executive of the interna-
tional arm of Texas-based Clear
Channel, the biggest US radio
group. “You can achieve the
objectives of plurality and diver-
sity and open up ownership.”
Some modesty may also be in
order among executives of com-
mercial British television. The
BBC, which has an annual bud-
get of more than £2bn, has man-
aged to export many costume
dramas to the US, as well as chil-
dren’s characters including the
Teletubbies and Bob the Builder.
But commercial groups have had
limited success with efforts to

export their programmes — cer-
tainly less than the Home Box
Office cable channel in selling
programmes’ such as The Sopra-
nos.

Mr Ball says that he sometimes
misses the palm trees of Los
Angeles and the dynamism of the
US media market when sitting in
his office in the London suburb
of Isleworth. He has little time.
for the idea that Britain is better
off without foreign influence. “1
do not think it [British television]
could be any worse.”

“The Times (Business & Sport)
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- ~The-National-Audit - Office
began preliminary investigat-
jons ‘into whether contracts
linked with partial privatis-
ation of London Undergrotind

* represent -good value. The

* miove comes after it emerged
that some companies poised to
take over running the Under-
groutid this summer could net
up to £6 billion on an initial
outlay of just £70 million.
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Media b_ill: 1 .e e Simpsons without Homer

BBC, Channel 4
and privatisation

It is a case of Hamlet without
the prince or The Simpsons
without Homer: the
communications bill published
this week is a good yarn so far
as it eoes, but a central
character is largely missing from
the plot: the state-owned
industry, encompassing the BBC
and Channel 4.

The bill makes many sensible
moves to deregulate the

commercial British-broadeasting———content-wo

industry, allowing the v
companies to merge and opening
the way for them to be taken

.--———gver-bylarge-US media

i

companies. It will alsoset up a
new regulator, Ofcom, to replace
five existing ones.

But it will only marginally
touch the BBC and Channel 4,
even though the former is
Britain’s most powerfu}
broadcaster, with an annual
subvention of more than £2bn in
licence fees, and has a huge
itpact on the overall markel.
What should be a central policy
issue is simply not being
addressed: the role of the state
and whether the BBC and
Channel 4 should be privatised.

‘The rationale for the state

backing of both is that they
provide quality cultural material
that the private sector will not
and give huge financial support
for industry independents.

But in the search for ratings
the BBC has dumbed down so
far that much of its output is
indistinguishable from the ’
commercial channels. The rot is

moving fast from BBCI to the
supposedly more upmarket
BBC2, which this week devoted a
prime time slot to a
documentary about a model
whose sole claim to fame is the
size of her breasts.

Channel 4, required to be
innovative and serve minority
tastes, has certainly been
creatively successful. Not much
of its domestically-generated

public subvention (free

spectrum) to set up new
ventures. The bill will give
Ofcom a role here, but seemingly
a not much more powerful one
than its predecessor regulator.
Channel 4’s accountability will
remain unsatisfactory.

Questions about the purpose

and governance of the BBC and
Channel 4 are likely to intensify -
if the commercial channels pet

home on the comrmercial
channels. It has undoubtedly
filled a gap.

taken over by deep-pocketed
foreigners: the BBC will be
caught in an even more frantic
ratings battle, while Channel 4

But, like the BBC, thére are
signs of strain between the need

to attract viewers — So you think
you want . . . bigger boobs? was
one recent offering ~ and its
public service obligations. And,
again like the BBC, its
expansion plans have strained
its finances (it recently reported
a £28m pre-tax annual loss for
2001) and taken it into areas of
dubious public interest, such as
a racing channel.

The bill does touch on the
BBC and Channel 4, but in ways
that point up the unsatisfactory
nature of the present situation.
For example, Ofcom is meant to
regulate the market, but it will

~ have only limited powers over
the BBC. The government has
yet to spell out just what these
will be, but says the BBC's
governors will retain their
existing core responsibilities.

As for Channel 4, one of its
weaknesses is a lack of financial
accountability over its use of

3

may lose both advertising and
some of its best American
programme imports, such as ER
There is certainly a strong
case for publicly funded
broadcasting in Britain. But
large parts of the BBC and
Channel 4's output would sit
much more happily inside
privatised companies. And, as I
have argued here before, a
privatised, deep-pocketed BBC
would give Britain a real
competitor on the global
broadcasting stage.

The BBC's charter is due for
renewal in 2006 and it is
unrealistic to expect any
shake-up before then. But a
debate needs to be started on
privatisation versus public
broadcasting, and it should look
at the matter in the round,
involving both the BBC and
Channel 4. One public service
broadcaster is enough.
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More toys for the media boys

The Commuriications
Bill has finally come
out of the nursery —-
and its nannies have
actually relaxed the
rules, writes George
Trefgarne

HE omens were not promising
for the draft Communications -
Bill this week. It had not one,
but two nannies responsible
for its upbringing: Nanny
Hewitt at the Department of Trade and
Industry, and Nanny Jowell at the ;
Department of Culture. They have the
kind of schoolma®am manner which, you
could be forgiven for thinking, delights in
pushing the media around the park,
occasjonally giving it a quick smack.
The Bill had been stuck in the nursery
for fve years, ever since it was first
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The media was the last protected
industry, but it will now be exposedto . .
foreign competition, influence and even
takeovers. Britain will be the only
country in the world to have sucha .

" laissez-faire regime. Even the US has
. restrictions on foreign ownership of its

television stations, which is why Rupert
Murdoch is now an American citizen.

One executive at the top of one of
Britain’s biggest television groups
admits his eyes were watering when he
read the Bill. “The Government has
hoisted a pianl For Sale si

proposed in Labour’s 1997 election
manifesto. And a White Paper in
December 2000 suggested strict powers

British media,” he says. Even the North

orean politburo is not niled out-Most
chief executives are delighted, but are

for the new super-regulator, Ofcom, . womried theycould-now be vulnerable to

which it could use to discipline the
media (an activity beloved of politicians
everywhere).

Then, thwack!, the draft emerged on
Tuesday. At first glance, it looked like
another Labour special: badly drafted;
complex and authoritarian. The nannies
had been hard at work, producing 300
pages, 259 clauses, 13 schedules, two -
supplements and several press releases.
Our hearts sank.

But hang on, what was this? Looking
through the Bill, it soon became clear
that far from unleashing the
apparatchiks, the nannies were flicking
their feather dusters into the farthest
corners of the communications
industdes for a bit of spring cleaning.
Rules that had wrapped enterprise in
cobwebs are being swept away.
Assuming it is enacted without too many
changes, the Bill will make Britain the
most open of the world’s media
markets. It is a media Big Bang.

In particular, the foreign ownership
ban, which stops non-EU companies
owning British b'roa_dcaslers. is to go.

big foreign groups. Says one: “They
have been far braver than we thought
they would be. But I just hope they
haven’t sold us'all out.”

The excitement in the, City, where
investment bankers are even now doing
what investment bankers do and trying
to justify lucrative deals, was palpable.
Lorna Tilbian of Numis Securities, who
has been following the ups and downs
of media regulation for over a decade,
said: “The extent of the deregulation,
particularly the lifting of foreign
ownership restrictions, has come asa |
surprise. The Bill is dramatically more
liberal than we were expecting.
Everyone is a winner.” ‘

Among the dust being brushed aside
are tules that forbid ITV companies to
have more than 15pc of the audience or
own both London franchises. This last
was expected, and would allow Carlton
and Granada to merge, pethaps within
months. However, Granalton would
have nearly 60pc of the TV advertising
market, far more than the share allowed
by competition authorities. Some

O seradop

synthetic — and convincing —
competition would have to be
generated. e

The points system that puts a 1Spc
ceiling on audiences for radio
companies is going, along with the bar
on newspaper companies owning radio
or television. Daily Mail & General Trust
would be free to buy the rest of GWR,
which runs Classic FM. Local radio will .
still need a minimum of three owners
plus the BBC — a restriction that could
cramp the expansion of companies such

P o;which-wantsto-buy
Emap’s radio assets. Capital is expected
to lobby against this new rule
vigorously.

The existing licence regine for————

telecoms will be replaced with a new
standard, and broadcasting spectrum
will be tradeable. The principle of the
Bill is that the media should, for the
most part, be regulated by normal
competition law, just like any other
industry. Not surprisingly, shares in
media companies, lon cx:pressed by
the end of the dotcom bubble and the

. worst advertising recession in living

memory, perked up on hopes of
takeovers. .

There were the predictable howls
about the great hate-figure, Murdoch.
His News International already owns
both The Times and The Sunday Times,
plus The Suri and The News of the World.
1t owns 38pc of BSkyB. His face was the
obvious way to illustrate the slory on the
BBC news. Currently, a major national
newspaper group cannotowna
terrestrial broadcaster. 1t soon could,
although newspaper owners arc still
barred from controlling a big ITV
company. Murdoch could also move
seriously inlo radio.

Neil Blackley of Merrill Lynch does  —>-
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not share the City’s euphoria. “The way
now looks clear for TV groups like
Granada and Carlton to merge,” he says,
“Radio stocks could bounce, but we
believe potential acquirers might find it-
hard to justify substantial takeover
premiurs on top of the high prices
companies like Capital and GWR -
already trade at.”

The Bill is not a complete free-for-all:
The new regulator, Ofcom, will be a
formidable force with 1,100 staff and a’
budget of £118m, formed as it is from
existing quangos like the Radio
Communications Agency and the
telecoms regulator Oftel. Ofcom will also
have a Content Board, which sounds
straight out of the 1940s. It will regulate
taste and decency on the aitwaves,
covering the BBC for the first ime. -

New Labour cronies such as Baroness
Jay, the former leader of the Lords, are

-mostly restricted to matters concerning
competition. :
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said to be manoeuvring to chair either
Ofcom itself or the Content Board. That
is not surprising: both positions will be

. high-profile and will carry immense

influence. However, Ofcom’s powers to
seize documents and levy finesare . ¢

Once the Bill is passed — and that
could take two years, as it must first be
scrutinised by a joint committee of both
houses — no other country will have ¢
such open media laws. The risk is the
accelerated Americanisation of our .
culture, as happened toinvestment >
banking following that other Big Bang,. .-
in the City of London in 1986. :

These worries look spurious. The
Content Board will enforce the public
service aspects of broadcasters’ licences..
Nanny will smack the bottoms of those

who misbehave.’ There will still be the.. .

‘BBC, flying the llag in its curiousty
- unpatriotic way. Furthermore, American

media giants such as AOL Time Wamer
and Disney are in no shape to spend
money. When they do come, they will
bring with them investment and
innovation, as the Japanese did to the

! carindustry.

Britain has thrived by being a free
trading nation with an open'culture. This
has helped make English the lingua -
franca of the modem world, put Jane
Austen on bookshelves from Beijing to
Boston and given Manchester United a
worldwide fan base. Mrs Jowell and Mrs
Hewitt are building on that tradition and
should be congratulated for their '
handiwork. The British media is robust
enough to withstand foreign influences
~ with or without Nanny's help.

|
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 Jowell :
fears for- :

;o p;i'""‘h
By Ashling 0'connor_§
‘and Car_los,Grg‘r}ge AR P
f RS S A L et
Tessa “f’-fg‘vqej %‘%ﬁsterd '2(
'voicedu coﬁoem bout the

' : quality of. commercial brpad-

‘cast’ news in thewake “of-thi _‘s

"' most Tiberal piece - of ret |

.posed media legislation for
‘ more thar 25 years.

The culture secretary saids
the value of the contract fors
Independent: Television
News “to provide prop:
grammes to ITV, Channel 4
and Channel 5-had fallen by

J“more than people accept”. 3.,

ITN was forced to lower its

- price from, £45m a year to-,

£36m to "stave off- competi-
tion..from Rupert Murdoch’s;
British Sky Broadcasting.’ “y
_Its budget has fallen' by,
half over 10 years, stoking
‘fears about its-ability to pro
duce impartial news on a pag
. with the- BBC. Channel 4

to ottset the power of Mn .

Murdoch’s media empire -if

he ever owned Channel 5.

The move to retain a nomi;
nated news provider ignored

lobbying by commercial .
* " broadcasters for it to 'be
scrapped. Instead, the treat: -

*ment’ of news as a special

i _'case ‘stands out.as.the .most
ITegulatory aspect * of ‘an

otherwise deregulatory bill.

2' Granada -and Carlton Comy
municatxdns. the ITV compaz
nies* that have .minority;
stakes in ITN, ‘want to own

* i it.outright, as in the US sysz

=tem ‘Shareholders- will be

allowed ‘to-otn up-to 40 pen

cent but 1TV - couectwely

“caninot-have, control.

+=With non-Eurcpean ‘Unia ‘g_
) to ) <]

Tt b Aol oy

worries about the erosion oé

C

- standards in pubhc servi

jo broadcashng. R

Jowell yesterdax
acknowledged that US com
panies would “not e expec-

i ted to share, the same, con-
| tent prioriiés as*we do”. - )
Her remarks’ came as
t'Channel 4's chief execut.we
said the bill made privatisa}

S tion of the station more.
" likely. Mark Thompsom

lwarned industry exécutives
"that the bill, which openg
;the UK television sector ta
! greater consolidation and U
unvestment could threaten,
‘homegrown _independent

News—alichor -Jon Snow,
described the cuts as “woes
ful” and “dangerous”. s |

broadcasters.and producers.e
. Mr. Thompson ; told an.
audxence at_the Royal Televi{

The draft communications :sion Society on Wednesday

bill published earlier this
week proposed to retain the
role of a nominated news
.provider for ITV, which
;would have to provide "ade«[
quate. financial support”.

It also suggested an indea
pendent provider for Chany
nel 5 if the broadcaster
gained significant audience
share. Media insiders
suggested this was designed

-that the bill had “disturbing

ithemes”. He warned it could-
allow bigger companies. tq_

'dommatg the market. . )
° He added: “Parts of the bilk
.make it more likely that pri:
ivatisation will happen E
think the government'

‘intention is to- strengthen
Channel 4, but if you look at
the bill you would wonder if,

they arc doing that.” a

)
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By Ashling 0°Connor,
Media Cormrespondent

BSkyB gains from ITV Digital woes

British Sky Broadcasting
expects to gain up to 300,000 -
ITV Digital customers fol- .
lowing the collapse of its
pay-TV rival. .

The satellite operator,
reporting strong third-
quarter subscriber growth
yesterday, said there had
been a “lift” to its business
since ITV Digital was put
into administration seven
weeks ago. .

Net subscriber. growth in
the three months to March
31 was 171.000, bringing its -
customer base to 59m and
putting the company con-
trolled by Rupert Murdoch's

- News Corporation well in
front in the pay-TV market.
~ Turmover rose 21 per cent
, to £707.6m (£585.1m). It made
a pre-tax loss of £26.4m
(£40.8m loss) after a one-off
charge that included a £22m

For Distribution to CPs

Financial Times
11 May 2002
Page 11 -

L)

scriber base was pretty poor.
“We should be able to pick
up a fair proportion. There
definitely has been a lft."”
The news will disabuse the
market of any preconception
that BSkyB woild not bene-
fit from the failure of 1TV
Pigital, which had 1.26m cus-
tomers at its last count.
Executives at the company
have "been careful not to
appear to be dancing on, the
grave of ITV Digital, particu-
larly with a finding looming
from the competition author-
ities that it has abused its

market dominance in the
provision of its channels to
rivals — a charge it denies.
Indeed, BSkyB will forfeit
about £64m a year in whole-
sale revenues from the provi-
sion of Sky channels to the
digital terrestrial TV (DTT)

attractive anyway,” he said.

Bidders have until Thurs-

. day to register their interest

in the DTT licences with no

UK media groups reported to
have come forward. _

Mr Ball damped investor

enthusiasm for a potential.

bid for Channel 5 following
the government’s proposal
that News International, the
newspaper arm of Mr Mur.
doch’s media empire, could
own the terrestrial broad-
caster. It would be a power-
ful cross-promotion vehicle.

But Mr Ball could not
resist a pop at the govern:
ment for preventing News
Corporation from buying
ITV when other US network
owners will be able to.
*BSkyB js the only one on

lanet that cannof Bu
ITV.” he said. e 1all

can _buy ITV hut we can’t.”

operating provision against
money owed by ITV Digital.
Tony Ball, chief executive,

customers] we are interested
in are the kind that take pre-
mium services. Their sub-

BSkyB
British Sky  Broadcasting has taken
care not to dance on ITV Digital's
grave. It is already facing a probe
into its charges for providing con-
tent to other pay-TV operators.
Drawing further attention to its
strength would only increase scru-
tiny. Instead it focused yesterday on
a £22m exceptional loss on its con-
tract to supply channels to ITV Digi-
tal and the £65m of arinual revenue
it will now forgo. .
But behind the scenes it must be

platforn—

‘Mr Ball said there would
be competition issues if
BSkyB were to bid for ITV

® BT Group cashtred—in
BSkyB shares yesterday
worth £70m as part of a stag-

Digital’'s pay-TV licences,

which are being re-auctioned

by the TV regulator.
“They're not particularly

- Financial Times
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gered—exit from its holding
stemming back to a joint
venture last May. BT sold
9.5m shares at 733'p.

dancing a jig. BSkyB should pick up
ITV Digital’s 300,000 premium sub-
scribers. About £340 a year from
each would offset any profit hit
within a few years. BSkyB also gets
to see the back of a maverick bidder
for sports rights. The price of prime
content, such as the £1.1bn rights to
the Premier League, should drop
sharply. With cable competitors still
flat on their backs. BSkvB is free to
accelerate away. Subscriber growth
is still strong and it pushed through
a 7 per cent price rise in January
without a noticeable increase in cus-
tomer churn. The business looks

7

poised to turn into a cash machine.

Believing in jam tomorrow has
cost investors dear since 2000.
BSkyB, with a £13.5bn market capi-
talisation, still makes a pre-tax loss.

. There is a risk it will be tempted by

new cash consuming growth oppor-
tunities outside its core business.
Add regulatory uncertainty, plus a
technical overhang from Vivendi
Universal's remaining 14 per cent
stake, and investors might wait for a
clearer picture. But long term, the
story looks increasingly attractive.
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Tony Ball, chief executive of
BSkyB, has admitted that a
takeover of Channel 5 “could
be interesting if the price was
right”

In an interview with the
Guardian, lie played down the
prospect of the Murdoch-con-
trolled satellite network bid-
ding for the terrestrial chan-

- nel. “It’s not for sale, as faras
know, so there’s nothing going
on. But it’s not really clear to
me what the present owners
want to do with it, so there
could be movement,” Mr, Ball
said, after reporting quarterly
results that met expectations.

“Everything does have its
price, but for me it’s not neces-
sarily the most glamorous
route or best use of sharehold-
ers’ money unless you could do
something diffexent with it:
maybe promotion or essen-
tially the ability to run it incon-
juncti i ice

Mr Ball was responding to
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the draft comimunications bill,

which opéned the door to a

BSkyB bid for Channel 5.
Analysts believe . BSkyB

-. could use Channel 5 as a vehi-

cle to give viewers without a
satellite dish a taste of pay-TV.
However, 65% co-owner Ber-
télsmann has made a long-
term commitment to the chan-
nel, while United Business Me-
dia, which holds thebalanceof
the shares, is in no hurry to
sell. - . .
Mr Ball said his priority was
to increase margins and prof-
itability in BSkyB's core busi-
ness.“Wehavea lotof spaceto
get these margins back to the
levels we had before our digi-
tal investment,” he said.
BSkyB will look to reduce
programming costs in sport
and movies as part of that
push towards greater profits.
“We’ve already begun to be

the FA Cup, perhaps we'll drop
one of our film studios and
we're optimistic of getting
lower rates from the channel
deals we have coming up for
renewal, but we'll still bid for
the real premium content.™

Figures for the three months
to March 31 show revenue
climbed £132m to £708m as
the company added another
171,000 subscribers to 5.9m.
Average revenue per user
climbed 11% to £341 per year
and Mr Ball reiterated his tar-
getof £400 by 2005. .

The growth helped the com-
pany return to the black and
record a pretax profit before
exceptional items of £11.6m.
Cash generated through the
business allowed £140m of
debt tobe paid down.

BSkyB was forced to take a .

£29.2m charge due largely to
the collapse of ITV Digital and

BSkyB eyes Channel 5

Stewatt said the number of
ITV Digital customers switch-
ing to BSkyB could reach
300,000. “Theshort term pain
will be outweighed by the long
term gain,” he said.

Shares in BSkyB fell 28p to
Ti4p. Analysts said a solid set of

‘numbers had been overshad-

owed by BT's decision to sell
10m shares it owned in BSkvB.
ashareholding from itsdays as
apartner in the broadcaster’s
interactive service Open.
Investors are also fearful
that troubled Vivendi Univer-
sal may seek to sell someof its
BSkyB shares in an effort to
cutitsdebt. :
Hopes of finding a buyer for
the free-to-air digital terres-
trial television licences
vacated by ITV Digital are
understood to be hangingona
knife-edge. Few parties have
expressed interest in the

hatwere Imonies owed for program- licences and theonly credible

buying,” Mr Ball said.

ming bills by its failed rival.

inquiries are reported to have

this week’s announcement of  “We probably won't go for  Finance director Martin come from abroad.
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BSkyB aims to sign up every other home

By GeEorGE TREFGARNE

TONY Bell, chief executive of
BSkyB, claimed yesterday
that 12m British households
— or half the country — could
one day be subscribers to the
satellite broadcaster. ’

Mr Ball has already said he
wants to sign up 7m custom-
ers by 2005, but he has now
set an even more ambitious
goal. “Over 90pc of house-
holds have multi-channel
television in America. It took
20 years but I don’t see why
we can't have that here. |
would aim for Sky to have
comfortably over half thé
market share.™

The goal excludes those
who receive Sky channels via

cable companies, currently
about Sm.

Mr Ball made his bold
claim — which would involve
more than doubling the cur-
rent subscriber base — as he

_ unveiled results for the nine
‘months to March, which
showed the company has
started to make a profit
at the pre-tax level and pay
back its £1-8 billion debts
run-up in the digital tele-
vision wars.

Pre-tax profits before
exceptional items were
£11-6m, compared with aloss
of £105-1m this time last
year. Sales were up 21pc in
the last nine months to
£2 billion.

“The collapse of ITV Digital,

which carried Sky, is
expected to cost £60m in lost
revenues and incur a £22m
write-off for programming
already supplied.

Mr Ball said that Sky had
added 171,000 new subscrib-
ers, taking the total to 5-9m.
Average revenue per user
was up 11pc to £341, follow-
ing price increases earlier in
the year. He wants to reach
average revenue per user of
£400 by next year, which sug-
gests more price rises are on
the way. .

Following the publication
of the draft Communications
Bill this week, Sky may now
be frec to buy Channel 5, but
Mr Ball said: “As far as |
faow it's not for sale and

anyway, there are no talks
going on.”

Mr Ball has long cherished
an ITV company, like Carlton
or Granada, but he is still
barred from buying one as
Rupert Murdoch, who con-
trols 38pc of BSkyB, has such
large newspaper interests in
the UK. '

Mr Ball said: “Everyone
can buy ITV except us. Even
the Taliban.”

Sky is also Free to go into
radio. “We've got no
immediate plans,” said Mc
Ball. “But Sky is already the
biggest broadcaster of digital
radio in this country.”
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BSkyB sales surge

BSkyB said yesterday that new subscription sales for the ¢
months to the end of March surged by 171,000 to 5.9 milli
However, shares in the company, in which The News

Corporation, parent company of The Times, has a 363 per

SKy djstances. itself
from Channel 5 bid

BSKYB, the satellite televi-

sion broadeaster;, appearedto .

distanceitself from a possible
bid for Channel 5 yesterday de-
spite the relaxation of cross-
media ownership rulesin the
Communications Bill earlier
this week.

As Sky reported a sharp
rise in operating profits forits
third quarter, a Sky
spokesman said: “We believe
strongly in the pay model for
television. Qur focus is very
much on that model.” The
company said the same view
applied to the radio sector.

Sky said it was already
starting to see a boost to sub-
scriber numbers after the col-
lapse of ITV Digital last month.

Sky expects to see abigger
pick-up when the new football
season approaches in August.
Some analysts have estimated

BY NIGEL COPE

that Sky and the cable opera-

tors stand to gain 150,000 to

200,000 former ITV Digital sub-
scribers

The group indicated it had
no interest in buying up the
television rights to the Nation-
wide Football League, which
was contracted to ITV Digital.

The comments came as
Britain’s biggest payTV group
reported a 33 per cent rise in

- operating profits to £129m for
the nine months to 31 March..

The numberof direct-to-home
subscribers, which excludes
peoplewho watch Sky via cable

. and terrestrial operators, rose

by 171,000 in the quarter to 5.9
million. This puts Sky on track
tohit its target of 7 million sub-
scribers by 2003. The shares
closed 28p lower at 714p.

stake, fell 28p to 714p after the group reported a pre-tax lo
for the period of £127 billion. The loss indluded a £22 milli
provision against losses relating to the collapse of ITV Dig
Programme costs for the period iricreased by £215 million t
£104 billion, mainly because of the new Premier League de

~RSkyB cuts losses despite £22m ITV Di

the total to 5.9 millién. Average -
annual spending per subscriber rose

‘- ATISH SKy Broadcasting has trimmed
its losses despite tdking a £22 million hit.
from the collapse of XTV Digital, which
was shut down by the administrators_

last month, writes James Mclean.

Figures from the group today showed

losses had been reduced, with

revenues rising 21% to £2.03 billion
for the nine months to 31 March. Sky
added some 171,000 subscribers in the
three months to end-March, against
expectations of about 150,000, taking

Evening Standard

10 May 2002

11%, to £341, the group said. ~ .
Losses for the three-month period
were cut from £105.1 million fo £26.4
million before tax, as turnover rose
15% to £733.5 million. But reflecting
higher programming expenditure; the
nine-inonth loss soared to £1.28 billion’
from £365 million. - : :
. “Chief executive Tony Ball said the
results showed that Sky Digital

gita‘l;-hit

éo( “continues to make progress on all.
fronts™. A oo
The group confirmed YTV Digital

owed it £22 million for programihing
at the time of its demise last month
-and that it was takinga full provision
against the money owed. Earlier this

- year, BSkyB made provisions zgains¢
its stake in Germany’s KirchPayTV,

. which filed for insolvency this week:

Sky today said it expécts to recoup.

little of its investment from Kirch.
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‘A deal with Murdoch?
I’'ve never met him’

MsJowell had come from a

roasting on the internet in a
web chatroom shehad hosted

about her draft Bill One online
critic said he would never
vote Labour again for allowing
Murdoch to buy Channel 5.
“Spaceboydreamer” said
The Times had announced it

would soften its stance on Eu-

raope. “Is it cynical to suppose
these events are not unre-
lated?” A man who described
himself as a Channel 5 work-
er said Mr Murdoch would
copy Sky One on Channel 5
showcasing “tits, bums, and
people (and animals) behav-
ing badly”. Another internet
questioner asked when she
had last met Mr Murdoch.

this policy together. We
studiously went through the
consultation. I had a very
large number of meetings and
we drew our conclusions
from that in a context where
we were quite clear that we
wanted to deregulate.” .
Privately, it is admitted

“that Number 10 was involved,

and the Culture Secretary
agrees that she had consid-
ered a compromise to allow
foreign investors to buy
Channel 5 only where other
countries-reciprocated.
That would have left the
door barred to Mr Murdoch.
An Australian by birth, he is
a naturalised American citi-
zen and the US market is not

powerful and persuasive
than anything any minister
might say.”

As a former health minis-
ter who struggled with
Britain's appalling record of
unwanted teenage pregnan-
cies, she is speaking from

* experience. “I think where
soaps have addressed these
issues, they have.done soci-
ety a great service.”

Her role with the Bill is
more that of a midwife than
ananny. It is an agonisingly
slow process. The Bill will be -
included in the. Queen's
Speech in November and
should be law by mid-2003.
It will bring in Ofcom, the
new standards watchdog.

{

!

essa Jowell has de-

nied a conspiracy

between 10 Down-

ing Streét and Ru-

pert Murdoch led to changes

in the Communications Bill

to allow the media mogul to
buy Channel 5.

The decision to sweep

away the rule preventing

large newspaper groups from -

the takeover of Channel 5 star-
tled the media industry and
led to angry speculation that
Tony Blair had done the deal
with Mr Murdoch in return
for taming the anti-euro
views of his UK titles, The Sin
and The Times.

Speaking to The Indepen-
dent on Sunday, the Secretary
of State for Culture, Media
and Sport dismissed such
allegations. “Anybody who
tries to write a story about
conspiracy is making it up.
There is no conspiracy, there
was no conspiracy, there has
been no deal. That is the be-
ginning and end of it.”

" She retorted: “1 have never

met nor spoken to Rupert
Murdoch. I am not aware of

oecasion on which he dis-
cussed the communications

‘Bill with Number 10.

Someone calling himself
“Islingtonian” said rudely:
“True or false -ITV Digital
has gone down the pan along
with your predictions of a
digital switch-over.” The an-
swer to that, I discovered, is
that she is sticking to her pre-
dictions that the switch-over

- will take place in 2006-10.

Even her Tory shadow,
Tim Yeo. sneaked online to

have a go. Another online .

critic accused her of being the
Nation's Nanny, telling peo-
ple what to watch, listen to,
eat, drink and smoke.
Relaxing later over a cup
of tea in the safety of her pri-
vate office. she told me: “It
may be much less interesting
but Patricia Hewitt [Trade
Secretary] and I worked on

—Open to foreign take-overs.

If there is any nannying
side to Ms Jowell, it is her pas-
sion to maintain high public
service broadcasting princi-
ples in the BBC, and to stop
Greg Dyke from dumbing
down in pursuit of viewer -
figures. She defends the right
of television soaps such as
EastEnders and Coronation
Street to discuss controver-
sial issues, in spite of the crit-
icism by the Broadcasting
Standards Commission last
week that they featured too
much sex, rape and violence
before the 9pm watershed.

Soaps have been an “in-
credibly important vehicle
for raising taboo issues”,
said the Secretary of State for
Culture, Media and Sport. “It
would be a storyline on
EastEnders about teenage
pregnancy and how to avoid
it, about sexually transmit-
ted disease, about smoking
- it would be far more

She was criticised for pre-
serving the role of the BBC
governors as the watchdog

—for-the-BBC, but a little no-
ticed clause in the Bill could
change that in the long term.
It allows Ofcom to carry out
areview of all broadcasting,
including the BBC, within a
year of its establishment.
“They will start the review
the moment they get their
knees under the table” said
a source.

Further reviews are re-
quired every three years. It
is likely that the interlude will
be reduced during the pas-
sage of the Bill. She is
formidably well briefed on
the detail but will face a
tougher test on - Tuesday
when she faces a kicking
from Gerald Kaufman and his
select committee on culture,
media and sports for allow-
ing a further delay to the
Football Association for the

Wembley project. Then she
will need her shin pads.
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Biography

1947; Bom 17 September
in London. Studied at
Aberdeen and Edinburgh
Universities and
Galdsmith’s College.
1969: Worked as a child
care officer in Lambeth.
1972: Psychiatric social
worker at London's
Maudsley Hospital.

-1974: Assistant director of
mental health charity Mind
1978: Contested Hiford
Northby-election andin
the 1979 general election.

-1986: Became director of
the Joseph Rowntree *
Foundation’s Community
Care Programme.

1992: MP for Dutwich and

West Norwood.

1997: Minister of State,
Department of Health.
1999: Secretary of State,
Culture Media and Sport
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ALAN WATKINS

Ms Bossyboots frees the television genie

Ever since television became part of life, some
time in the 1950s, the politicians have regarded
it with a mixture of admiration and apprehen-
sion. Consequently their disposition has been
to regulate and discipline it, to license and con-
trol. The press has, by comparison, got off lightly.

True, the law of libel is the most stringent
in the western world. The Secretary for Trade
and Industry possesses powers — now being
modified - to intervene in mergers and take-
overs which are exercised politically, as John
Biffen allowed Rupert Murdoch to acquire The
Sunday Tintes. They are a disgrace to a soci-
ety which calls itself free. But the Press Com-
plaints Commission is more a producers’
co-operative than a disciplinary committee. In
general the papers are allowed to go more or
less their own way. ) )

This was never so of television or even of
sound broadcasting. It was the same before the
advent of commercial television in 1954. The
BBC was a public corporation established by
Royal Charter. Though independent of the gov-
ernment, it operated under strict rules of en-
gagement, some of them self~imposed.

Most of us thought that, if any government

it held, it was this one. Most remote of all was
the possibility that it would give up any degree
of control over the “media”, to which MrTony

Blair and others ascribe supernatural-gifts————thatany newspape

Well, we were all wrong. The Draft Com-
munications Bill shows we were. The draft Bill,
Ishould perhaps explain, is much in favour with
the present administration. Historically, the form
originated with the reports of the Law Com-
mission, which often appended draft Bills, usu-
ally of a technical nature, incorporating its
recommendations. Inevitably, a draft Bill takes
longer to become an Act, for that is inherent
in its nature: there is meant to be a lot of dis-
cussion, of submissions by interested parties
and so forth. Ministers expect this Bill to be-
come law by the end of 2003, but they will be
lucky if it is. ' ‘

What makes the whole story even odder is
that the ministers who are responsible in the
Commons, Ms Tessa Jowell, the Secretary for
Culture, Media and Sport, and Ms Patricia He-
witt, who is at Trade and Industry, are both jus-
tifiably regarded as the leading figures in the
Bossyboots tendency which is already strong
in the present government. They specialise in
addressing their audiences as if they were in-
fants classes, with Ms Hewitt's (_:harges perhaps

more backward than Ms jJoweli's.

Ms Jowell's understrapper in the Lords,
Lady Blackstone - another Tessa - is also an-
other Bossyboots, though she may be teaching
slightly more advanced classes. Only Dr Kim
Howells, Ms Jowell's Under-Secretary, gives the

* impression of addressing an adult audience, even
. if his occasional bursts of Celtic fervour make

Mr Rhodri Morgan sound prosaic. And yet, here
was Ms Bossyboots herself telling us:

*These changes are deregulatory. We will de-
pend more on competition and on competition

law... 0wner§hip regulations will disappear or
be reduced. Self-regulation will be extended wher-
ever possible. Complex schemes for licensing

networks and access to them will be scrapped .

and replaced with a streamlined system.”
Truly, the age of miracles is not passed aftes

all. And so, Carlton and Granada will be allowed
to merge. I should, however, be reluctant to see
Mr Michael Green and Mr Charles Allen of the
respective companies make a single extra
penny until they had paid First Division foot-’
ball the money they owe the clubs, instead of
sheltering behind the technicalities of company

ersto escape the

consequences of the ITV-digital fiasco.

Ms Jowell and Ms Hewitt, who are jointly re-

sponsible for the miasure, are keeping the rule

group with more than 20
per cent of the market will not be able to own
a “significant”™ stake in ITV. Mr Murdoch will,
however, be able to buy Channel 5 if he wants
it and its predominantly German owners are
prepared to sellitto him. This change impelled
The Guardian to comment:

“The consumer may welcome this sudden
infusion of quality, since Channel 5 has low-
ered the standard of British broadcasting. But
few others will.”

Unless the paper was indulging in heavy irony
at Mr Murdoch’s expense, so much for the
consumer in Guardian-land! I have met Mr
Murdoch only once. It was in what Lord Beaver-
brook used to call, dismissively but inaccurately,
El Vino's public house, just after he had taken
over The News of the World. He was surrounded
by several figures fromthe old order there, who
turned out to be not long for this world, that
of newspapers, | mean. We exchanged civil
greetings and went our separate ways, a happy
condition which has persisted ever since. He

has made no approaches to me; nor have I to
him. He forms no part of my plans.
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The false attribution of base motives is one
of the evils of the age. When I write that my
£320-odd a year for Sky television is more than

. three times better value than my €112 for the
BBC, it is what I think. Sky provides not only
sport which the Corporation does not byoad-
cast - has long since ceased even trying to broad-
cast - but .the BBC’s own invaluable
parliamentary channel as well.

It also supplies a news service which, at week-

ends and on bank holidays, has the great merit -

of broadcasting a bulletin on the hour, while
the BBC and ITV are all over the place. And
Sky News is of high quality. Stories about miss-
ing teenagers or Siamese twins are no more
common there than they are on the other chan-
nels. People who attack Mr Murdoch’s news
programmes on account of their supposed bias
or triviality have rarely if ever, in my experi-

ence, actually watched them.

Mr Murdoch's newspapers are different, as one

would expect them to be. Their present char-
acteristics are a broad though by no means un-
critical support for the Government; a hostility
to our entry to the euro; and a fervent enthusi-
asm for Mr George Bush and his policies of death
and destruction. The Mr Worldly Wisemen say
there must have been some deal: most likely that,
in exchange for Mr Murdoch’s new freedoms,
The Sun would at least go easy on the euro.

A way out of the difficulty would be for Mr
Bush or one of his minions to proclaim - much
as ] F Kennedy urged Harold Macmillan to join
the Common Market - that our participation
in the euro was absolutely essential to the se-
curity of the West. Then The Sun and The Times
also could both turn about with a clearer con-
science, if that.sort of thing worries them.
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Murdoch, pie in the Sky and a
bad case of non-communication

CORE
VALUES

_ BY ANDREW NEIL

— pul

RITAIN'S myopic media is so

I_ obsessed with their great bogey-
o man, Rupert Murdoch, that not
only were its predictions about
whatwould be in last week’s com-
munications bill hopelessly wrong, it has
yet to appreciate the real significance of what
the bill means for British broagdcagipg.
Having assured us that minkENSaead
a'mind to stuff Murdoch by Jamatree
cross-ownership restrictions thatpiéven
major newspaper groups from owning a ter-
restrial television licence, since Tuesday’s
publication of the bill —which makes it per-
fectly possible for any newspaper group to.
own Channel 5 — they have been writing
(with much tut-tutting) as if it is only a mat-
ter of months before Murdoch gobbles it up.

of its ITV ambitions, it is not about to give
up Channel 5 to accommodate Murdoch.

Despite the fevered speculation in London'’s.

media village, there is no evidence that

Channel 5 will be up for grabs for the fore-
. seeable future, )

Nor is Murdoch quite as keen on aoquir-
ing Channel 5 as most Murdoch-watchers

- assume. He s certainly not as convinced as

his executives at BSkyB, Its boss, Tony Ball,
likes the idea of Channel 5 being a terres-
trial shop window to drive the successful
satellite service into even more than the 6m
homes that already take it. It would be a
natural terrestrial showcase for Sky News
and Sky One’s modest output of original
programming. Deals could be done forHol-
lywood films, American TV shows and
British sport which covered both terrestrial

~

Amerimsat X R
not going down woIF Wit ANt TSt
competiton politicians vn Capitol Hall:
could be stymied. Ifit is, Murdoch will eriter
the fray once again, this time. determined
not to be upstaged twice. .

‘None of this should be taken to suggest
thatMurdoch has no interest in Channel 5
~ just that he has bigger fish to fry and,
unlike his British critics, does not stay up
atnight fretting over whether he should go
for it. There is another factor to be taken
into account: the best days of terrestrial
networks could be over. .

Murdoch is an assiduous ratings watcher.
Soit will not have escaped his attention that

But this prediction in the aftermath of

liendonoould beas nistiken as e ones
they were making priortoit, foritinvolves
two heroic assumptions that nobody has

and satellite rights, giving Sky/Channel 5
a stronger negotiating hand than other
British broadcasters. And all thetime Chan-

much bothered to question: first, that the __nel 5 viewers could be urged toupgradeto

existing owners of Charninel 5, German
media group Bertelsmann, are of a mind
to sell it; second, that Murdoch wants to
buy it. Neither'is necessarily true,

All the signs have been that Bertelsmann,
which owns 65% of Channel 5 (viaits pan-
European broadcaster RTL), would like to
increase its stake to 100%. True, ithas also
had an eye on acquiring ITV, a far bigger
prize with four times the audience of Chan-
nel 5; there have even been exploratory
takeover talks with Carlton. If it ever did
end up owning the ITV network it might
have to give up Channel 5. Butit is far from
a foregone conclusion that ITV will end up
in German hands now that the government

¢ has dedded to sweep away all foreign own-
- ership restrictions on British media.

Bertelsmann could find itself competing
for ITV with American media giants such
as AOL Time Wamer, Disney or Viacom ~
as well as with France’s Vivendi - all with
pocketsat least as deep as the Germans and
perhaps a better understanding of what
British viewers want. Given the uncertainty

the multi-channel wonders of BSkyB.

Murdoch understands all this. He also
knows that Ball and his Sky team would
make Channel 5, a lacklustre, minor affair
in the grand scheme of broadcasting, a far
more popularand enervating channel than
itis. But unlike most of Murdoch’s parochial
British critics, he operates on a global scale
and sees all opportunities in a worldwide
context. Look through that prism and you
will understand why Channel 5 is small
beer and hardly a Murdoch priority.

The future of pay-TV in Germany
remains to be determined in the wake of
Kirch's bankruptcy. Murdoch is stalking
Premiere — the German Sky — from a dis-
tance. There s still a decent chance it will
fall his way, demanding capital that he will
notwant totie up by sinking itinto Chan-
nel 5 - but promising future returns
beyond anything the ﬁritain's weakest net-
work could everd 4

Then there is the ongoing saga of
DirectTV in America. This American ver-
sion of Sky was snatched from under Mur-

on some nights in America, especially
among the key 18-34 age demographic, a
few US cable channels now attract bigger
audiences thatthe traditional American net-
‘works, a trend that éan only increase. Britin
is fast heading to'American levels of mult- _:
channel penetration. If that leads to future =
big declines in the British networks’ audi- "~
ence share then ithardly makes sense to pay

an armand leg for Channel 5~ and acquir-*

ing Channel 5 could be expensive, -

Now that American as well as European Q
global media giants can go for it, suitors Q
could bid up a Channel 5 sale to over £1bn; * \
at that price Murdoch is likely to conclude
that he would getamuch better return on
capital by buying a profitable local station
i the likes of Milwauikee (the recent fug. -
;her dexeglﬂbz‘xxt;on of American|TV.means

e can now buy almost as marny as he likes) .
and walkaysy from Channe}iS.; 7=

British pundits were so obsessed with
whether Murdoch had been stuffed or
rewarded by the government that they
missed the real, dramatic story in the com-
munijcations bill: at its core was a massive
ministerial vote of no confidence in Carl-
ton and Granada, the British companies
that dominate the ITV network. After the >
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ITV Digital debacle and the continued
decline of the ITV network, the govern-
nmenthas effectively announced it has lost
confidence in the Carlton/Granada man-
agement and is happy to facilitate an
American, Australian, Canadian or Euro-
pean takeover. . :
The government has concluded that just
- about anybody other than the present lot
wotld be better running ITV. It has thtown

- open the doors to foreign ownership
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though France has Vivendi, Germany Ber-
telsmann, Japan Sony and America has
global media giants too numerous to men-
tion, Britain, despite the inestimable asset
of the English language, cannot boast a
single global media playér. Thatisthe real
measure of the failure of those who run
British commercial broadcasting.
Ministers have been privately encour-
aged to reach these conclusions by Mur-
doch, BSkyB and their assiduous and
influential lobbyists, even though it does

’

not benefit them directly. The part of cul-
ture secretary Tessa Jowell’s statement
which swept away foreign ownership
restrictions almost sounded as if it had
been drafted by the Murdoch men (per-
haps it was!). Itis certainly what they have
been telling the government, behind closed
doors, from the prime minister down. The
government has decided it agrees. That
was the real media story last week. Pity
the pundits were too busy indulging their

Murdoch paranoia to notice.
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Bill's surprise leav_es red faces at the Pink 'Un

HE govemnment’s surprise revealed that all restrictions on Murdoch
sweeping away of foreign owning Channel 5 were to go.

- ownership restrictions in its . Predictably, the Guardian made the
draft Communications Bill same mistake. Following a week later in
caughtoutFleet Street’s dozy  the FT's wake, under the headling

media correspondents, but it was the . “Media Bill will block Murdoch

normally reliable Financial Times which ~~ ambition”, its media correspondent (or
ended up with the most egg on its face. should itbemedia gossip?), Matt Wells,
“Media laws setto blockMurdoch”, was  reported with relish that Murdoch was

the FTs page-one lead on 29 April, in about to be “thwarted”. Grandly, Wells

which its political correspondent (a wiote: “The Guardian has leamed that

former media correspondent) confidently  ministers have resisted intense lobbying
reported that “Rupert Murdoch is to be and decnded to retain the [cross-

harred from expanding into free-to R shin} restrieti Hons; > Oops;-again:
television stations .. [Muxdoch 's] News ’ No one is surpnsed that the Murdoch.
COTPWﬂlmnbervemed frombuying  ghsessed Guardian got it wrong: its
more than 20% of Channel 5”. " coverage is usually more inspired by
TheFrwassosmeofnsscoop thati “—mmmbyfacts Butwe CooTTTT
recycled it over several days. So there do expect bette: of the Bible of the City. ‘

must have beenred facesat the Pink'Un  perhaps it should avoid its own
when publication of the bill on Tuesday Guardnpzrll :tyle wishful-think in futuxe_
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“Rule book for Rupert

Jamie Doward
ontheradical
planinthe
Communications
Bill for keeping
one step ahead

of predators

IT IS 2007 and Lachlan Murdoch's

BSkyB owns Channel 5, Carltort Com-
munications, Scottish Media Group
(owner of Virgin Radio) and TalkSport,

- theradio station run byhis father’s for-

mer cohort, Kelvin MacKenzie.
Implausxble" Absolutely. Impossible?
No Last week's draft Communications
the media landsm than many have yet
realised. While the Bill has attracted
attention for proposing that the rules

——-—banmng-Murdoch from owning Channel

5 berelaxed and foreign firms be allowed
to buy UK television companies, it isthe
small print that is really interesting.
Tucked away in the Bill was the pro-
posal that the new media supra regula-
tor, Ofcom, should ‘review all media
owneérship rules no less frequently than
every three years’. This radical plan
recognises that the media sector is
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changing so quickly that soon all own-
ership rules could become obsolete. A
future government could jettison the
remaining rules on cross-media owner-

ship altogether — without the need to

introduce primary legislation ~and sim-
ply leave the sector to the competition
authonties like any other.

opment. The Govemment is saymg° "If
you try to fix in stone media ownership
you end up looking stupid”. So it’s

rules should be dropped. The Govern-
ment could implement the plan using
secondary legislation — without having
to put a Bill before Parliament.

‘It's a great boon for the media. But it
is controversial. People get very excited
about the prospect of something as con-
tentious as this bemg done through sec-

Such amove would do much to de-
politicise media regulation - allowing
the Government to distance itself from

putting in place mechanismsso- therulw—charges that it had engaged in Faustian

can be relaxed,” said Ben Tolley, vice
president of Long Acre, the media-
focused corporate finance adviser.
Inafew years’ time Ofcom could be in
a position to recommend that, as new
technologies such as broadband or 3G
phone services have taken off, creating
unprecedented competition and viewer
choice, remaining media ownership

pacts with Murdoch. Analysts draw
comparisons with the way the Govern-
ment granted control of interest rates to

the Bank of Englarid’s Monetary Policy

Committee.

‘Alotofthe compeuuon issues in the
media sector have seemed to be based
around a particular government’s con-
cerns about newspaper proprietors and

the front page of the
Sun. Now we have
an opportunity for
rational  regula-
tion,” said Chris
Bright, a competi-
tion expert with
law firm Shearman
& Sterling.
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> For now, though, Murdoch has to be
content pondering the potential acquisi-
tion of Channel 5. BSkyB chief executive
Tony Ball hasin the past expressed an
interest in the channel, whichis 65per
cent owned by broadcaster RTL, a sub-
sidiary of German media giant Bertels-
mann. And Murdoch’s interests in US
operators Fox and Chris-Graft show the
mogul is interested in acquiring free-to-
air television stations.

JP Morgan's media team suggests the .

acquisition of Channel 5 would be posi-
tive for BSkyB as it would ‘confer syner-
gies, cross-promotion of products and
schedules and joint selling of advertis-
ing. It would also enable to BSkyB to
market to all UK households.’ Signifi-
cantly, the team believes BSkyB would
not be content with using Channel 5 sim-
ply to promote its satellite services. ‘It
would be an aggressive move to double
or triple Channel 5's 6 per cent market
share by competing head on withITV.
Analysts value Channel 5 at around
£600 million. But with a bid premium,
Murdoch might end up paying more
than £1 billion. Whether this would be
acceptable remains to be seen and Ballis
at pains not to seem too enthusiastic. ‘He
hasn't poured a bucket of water over the
idea, more d small glass,’ said one person
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fammiliar with his thinking.

Whether Murdoch could bag Channel
5 is another matter. There are doubts
over whether RTL (and United Business
Media, which owns 35 per cent of Chan-
nel 5) wants to sell. Murdoch may
instead strike a content-supply deal with
the consortium that has emerged as a
frontrunner to take over defunct ITV
Digital's multiplex as a means of broad-
ening BSkyB’s reach. Its mmembers are
unknown. _

In addition, US predators - notably
AOL Time Warner and Disney - could
also be interested in Channel 5. But their
problem is that investors are unlikely to
accept paper deals, so they need to find
cash. This will not be easy, as few US
media companies will have much cash in
the bank for many quarters tocome.

Some suggest the ‘Yanks are coming’
leitmotif may have been overstated.
‘Why would a USmedia company want
to buy into the UK? They are looking
outside the US for growth but there are
other markets with better potential,’
said Simon Mays-Smith, analyst with JP
Morgan. Instead interest is likely to
come from a less obvious quarter. 'l
think you‘ll see interest from private
equity firms sitting on billions of unin-
vested-cash. Licensed media operators

are extremely attractive assets. You're
likely to see as many private equity buy-
outs as strategicdeals,’ Tolley said.

The one strategic deal that is now
taken as a given is the merger between
Carlton and Granada. The shares have
soared in recent days as the market
prices in a union of the two once owner-
ship rulesarerelaxed. .

But the merger is unlikely to be the
panacea many predict. “The bigger ques-
tion is what happens next,’ said Mays-
Smith. ‘OK, you have a single ITV, but
1TV is having a tough time. In the longer
term it faces some serious strategic
issues.’ The two companies need to find
new areas of growth. There has been talk
~denied by Granada - that the company
isconsidering an equity swap with Trin-
ity Mirror which would see the two form
various cross-marketing joint ventures.

A more likely prospect is amove into
radio now that laws governing radio
ownership are set to be relaxed. Mostbet
on Granada taking out Chrysalis, which
owns a book publishing arm and a tele-
vision production company. A giant
game of musical chairs is about to start.
For the first time in months, investment
bankers are smiling. )
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by Jamie Doward
Deputy Business Editor

RUPERT Murdochis on a col-
lision "course with Labour
ovér Government plans to hit
satellite operators with.a tax

on the use of broadcast spec-,

trum.
Theplan - concealed in the
small print of last week’s draft
Communications Bill - is a
political timebomb. BSkyB,
whichis already loss-making,
yesterday reacted angrily to
the prospect. ‘Any proposal
would unfairly discriminate
against over 30 satellite oper-
ators,’ said one BSkyB source.
Legal experts say the move
would put the Government in
conflict with Brussels, which
would be against EU mem-
bers adopting unilateral posi-
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BSkyB faces satellite tax

New levy would hit Murdoch profits @ Qfcom powers might scupper Channel 5 deal
T —_

Ofcom powers to radically
alter broadcasters' licences if
they are taken over.

The draft bill proposes to
give Ofcom the right to
change the terms of a broad-
caster’s licence should it fall

- to a predator. The regulator

would be able to rule that a
new owner of a UK media
firm must accept numerous

ngges tolicence obligations
~including increasing thesta-

tion’s proportion of UK con-
tent, or its use of independent
production companies.

.~ Such amove isdesigned to
deflect fears that foreign
media companies — notably
US firms such as Murdoch’s
News Corp or Disney - could
take over a UK television
company or radio station and

powers will cause tension and
they will have to be used judi-
ciously. But theidea that any
company will be able to ride
roughshod over a UK broad-
caster is wideof the mark,’ said
an informed source.

A greatly empowered -
Ofcom would oversee a Con-
tent Board which would be
given a raft of powers to pro-
moteand protect content. The
new regulator would. be
charged with toughening up
impartiality requirements for
radio stations, operating what
is being described as a ‘dip-
stick test’ in which its officials
would roam the country ran-
domly tuning into stations
and taking action against
those it thought were failing.

. Itislikely that the head of

Radio Companies Associa-
tion, is favourite to become
Ofcom chairman. Richard
Hooper, head of the Radio
Authority, has emerged as a

prime candidate to become -

Ofcom chief executive.
Whoever takes charge
faces a bumpy ride. The bill
would give Ofcom the power
to determine how spectrum is
allocated. The Treasury is
now considering an indepen-
dent review of broadcast spec-
trum by Professor Martin
Cave. He recommends charg-
ing operators such as Astra,
the company which builds
and maintains BSkyB’s satel.
lites. The bill commits the
Government to ‘consider
carefully what the review
says on this issue and the

tions on spectram allocation, Gramaticallyalterits content. the Independent 'I_‘elevision. comments it re‘ceiv:s ci)sn tgf
Tn a move Which would —__ 1 ecesweepingpowe L :
3 gest deregulation will not be  Son, will head the Content pectedinthe autumn.
lé?::,?::f? {Eg{}%?:r;?nz‘:){ the free-for-all some havepre- Board, while Lord Eatwell, Rulebook for Rupert, page 7
also intends to give regulator dicted. ‘Of course, Ofcom’s new chairman of the Commercial
10
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satellite dish tax
oy PN f -
Sky’s ‘unfair
- TVadvantage’
By Simon Fluendy
THE Government is threatening toslap From Page 1 ’ Ufcom, the dustry
a huge ‘satellite_ dish tax’ on Rupert %ebmimmm watchd %ﬁﬂxm
Murdoch’s BSkyB. .. aboutatax by any other new spectrum fee.

The radical plan would charge unlicensed pame, but the Government When Culture :
TV companies such as Sky for access to the ignot saying how mucti or . Tessa Jowell announced the
airwaves used to beam programmes into mil-  who should set the level,” Communications Bill last
lionsof homes. | | ) " 777 7 oneanalystsald. week, she sald that the
.- Its outline is buried in the draft Communi~  The idea of c! Government broadly
sations Bill published last week. o " gatellite firms such as Sky supported Cave's

The size of the potential levy on Sky, was first mooted in a highly Buta Pe nt of Trade
40 per cent owned by Murdoch’s News Co technical report for the . amd y source sald the
ration, is unclear. But analysts speculate that Government by Professor formal response to his -
Tony Blair could use the threat of a ‘dish tax’ 'Martin Cave of Warwick vas still two mont
to squeeze concessions from Murdoch, owner  Business School, publishe or more away.
of 'Is}le Sun, News of the World, The Timesand  jn March. The DT1 declined to say
The Sunday Times. Any levy couldbemadeon  His report was mainly how many times Ministers
users of the Sky service, or imposed on the  concerned with allowing had met BSkyB to discuss

) If, el . -mobile operators to trade . ‘ﬁ tions of the bill

{ The draft Bill was initially seen as fav- (heir so that it Sky did respond to Cave’s -
"~ ourable to Murdoch because it would allow  ¢guld be used more report, but its reply has been

him to expand his TV empire by bidding for efficlently, kept secretatthe’
Channel 5, though not ITV companies Carlton Byt Cave also considered broadcaster’s request,
or Granada. But the Bill clearly states that  ther potential uses for the Asto » SKy replled
Sky, rather than terrestrial broadcasters, ncies by which Sky before Cave had £
should bear the brunt of any new charges for TV signals to submitted his report,
so-called spectrum access. -9 million subscribexrsinthe  according to a source close

tg t}:e momctianti)gnh; user?j of terrestrtitzlal UK. The company takes an - to the Government. .
radio frequencies have to pay for access tothe erage of £341 a year S dismissed the
airwaves. Satellite bgoa(i)gasters -~ of which :Xch of gem, a from lélelaty a}!‘]sciy tax and has
Murdoch’s company is the only one serving ~ Cave came up with no already started work on its
*he UK market —pays nothing. " “ conclusions about what attack. A spokesman gald: It

The Bill says: ‘Thereis currently no mecha- regime should posed 15 not as if the spectrum
aismto charge for the use of the spectrum (by onSky.Hesald.l')e‘Ni[!;]l‘emu areus:glsas';ame we

satellite operators) ... Moreover, it places ter- source and

restrial operators, who pay licence fees, at a b '332‘;‘?:,,?%‘2}:‘3 gtexference. we don't cause

competitive disadvantage,; . notanIssue for Sky.and - “There Is no reason to
‘Access fees ‘would be subjecttothe existing  gpnortunity cost-thatls, - charge us-And if the

spectrum pricing regime,’ the report contin- (04 eho spectrum It uses Government wanted to

ues. ITV oomﬁqmes already pay the Govern- p. put to another, posslbly the subscribers, it

ment £360 on a year for the right touse  p e, use?® would require an entire

the airwaves. recomme new bureaucracy.’
To raise a similar amount from Sky would mgtmmt? (‘,’,'ig“é‘t’mem';‘}

sost Murdoch - or his customers -the equiva-
fent of £60 for every satellite TV household.
Media experts said the Government’s end-

1
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The government wants to open up
media ownership. But foreign
buyers will take some time to

[ - u
arrive, writes Paul Durman

he day Britain's media
playing field tilted
towards America, Cindy
" Rose was waiting impa-
tiently in her office. Rose, who
heads Walt Disney Intemational
. in Britain and Ireland, was anx-
jous 10 hear how the govem-
ment proposed to liberalise
media-ownership rules — and
Tessa Jowell, the responsible
secretary of state, was due to
* address the House of Commons.
“I was at my desk, drumming
my fingers, waiting for the
announcement,” Rose recalls.
The draft communications
bill was worth waiting for, As

expected, the bill, publi

last Tuesday, paves the way for
the incvitable merger of the
[TV companies, Carlton and
Granada, and for similar consol-
idation in the radio industry.

Even more interesting, the
proposed legislation  clears
away many of the barriers that
block cross-media ownership
— making it possible for news-
paper groups to move into tele-
vision by, for example, acquir-
ing Channel 5. It will also
throw open the door to foreign
media groups, allowing them to
buy the ITV companies and
take over leading radio groups

. such as Capital Radio.

This is great news for Dis-
ney, and for its rivals, AOL
Time Wamer and Viacom,
which are keen to reduce reli-
ance on their domestic market.

Rose is brimming with enthu-
siasm. “This is a stunning devel-

opment for Britain,” she says. .

“It opens up all sorts of opportu-
pities. 1 don't think anyone
expected the government to go
.as far as it did.

“The government took some
visionary steps. We warmly wel-
come it and we. congramiate
them.’ 1s: “Like smart
business people everywhere, we
are assessing the opportunities.
This is a case of stay tuned.”
On the stock market, media
share prices climbed higher as
investors anticipated a wave of
deal-making. Idling investment
bankers, with merger-and-
acquisition activity becalmed,
could take heart from the pros-
pect of eaming fees once again.
Quite simply, says Loma Til-
bian, media analyst at Numis Sec-
uritics, “‘cveryone’s a winner”.
ol cverybody was so cnthu-

- siastic. The Guardian, the trade

journal for London media folk,
_was dismayed at the alleged
capitulation to Rupert

" doch, chairman of News Corpo-

ration, the ultimate owner of
The Sunday Times. “Murdoch
must have done a deal”
claimed one article. “New
Labour rolls over for Rupert,”
said a scowling editorial.

To The Guardian, the princi-
pal consequence of the propos-
als will be allowing News Cor-
poration to acquire Channel 5,
Yet Channel 5 is 65% owned by
RTL. the television-production
compagy. . in tum ¢ lled
by Bestelsmipg, the. German
media group. And Bertelsmann
is expected to be a buyer, rather
than a seller, in the deal-making
to come, having said it wants to
increase its share of Britain's
free-to-air television market.

This is just onc indication
that much of the early specula-
tion is just that. Some experts
believe that consolidation will
occur more gradually than pun-

Mur-.

dits suggested last week.
David Elstein, the' former
head of Channel 5, is among
those sceptical that foreign
firms are desperate to enter the
British maurket. “Lifting for-
eign-ownership  restrictions
gives people more buyers, but
whether American companics
have the scope and appetite for
British media assets remains to
be seen,” says Elstein. After all,
ITV is suffering its worst
decline in audience share and
advertising revenues.

Clear Channel, the American
radio and outdoor-advertising
group, is an obvious buyer. But

" h A
OV VWAL

better timed. Many media com-
panies are struggling to recover
from the worst advertising
récession in decades. And the
ITV Digital debacle has under-
lined the dangers of trying to
compromise between commer-
cial and govemnment prioritics.

The government appears to
have leamnt from the 1996

widely criticised as illogical
and restrictive. It has also recog-
nised the lukewann response to

its timid white paper of Decem-

ber 2000 and has thrown open
Britain’s media industry to the
realities of the free market.

Broadcasting Act, which was .

chief executive of (_Zlcar Chan-
nel International, is cautious.
After dismal advertising reve-

Ben Tolley of LongAcic Part-
ners, the corporate-finance bou-
tique for the media, says: “The

nues last year; nyarnyof Brit-
ain’s quoted media companies
look expensive.

“Frankly, the prices are
pretty fancy,” he says. “If the
bill became law tomorrow, 1
don’t think we'd be buying a
radio group because the prices
are too high.”

Parry also believes many
leading American companies
are too preoccupied with their
own problems to be ready for
overseas-adventures.

He says: “Today most Ameri-
can medi"C'tompanteps ~azc
focused on America. They're-
still getting over the dotcom col-
lapse. They re still getting aver
September 11. They're still get-
ting over the huge asset write-

owns that most of them- are
having to make. Nothing is
going to happen next week.”

THE SHOT in the amm pro-

vided by the communications
bill could scarcely have been

12

draft communications bill repre-
sents the most liberal, deregula-
tory set of rules for media own-

ership ever proposed by a UK

government. The dramatic
scope of the reforms was
widely unexpected.”

In a sector-by-sector analysis
of the impact, he says: “The UK
terrestial broadcasters — princi-
pally Granada, Carlton, SMG
and Channel 5 — will now be
potential acquisition targets for
overseas (particularly US) pred-
ators. The ability for the likes of
AOL Time Wamer, Viacom,
Disney and News Corporation
to play in the UK market can be
expected at the very least to has-
ten decision-making by Euro-
pean groups such as Bertels-
mann and Vivendi Universal.”

He adds: “UK radio operators
arc now potential targets for a
very wide range of larger media
operators.”

-
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—the Daily Misror ant

> 1 passed into Jaw, the bill

would even allow advertising
agencies such as WPP and
Omnicom to own broadcasters.

Some of Britain’s best-
known media brands are set to
disappear. It is only a matter of
time before Granada buys Carl-
ton, despite the bickering
between the two firms over, the

ITV Digital disaster. However,

many analysts sec this merger

as a precursor to a foreign take-
over, possibly by Bertelsmann.

The commercial television
company will also appeal to

Viacom, which owns Para-

mount Pictures and MTV as

well as CBS, the largest Ameri-
can television network. Some
- pundits believe there is a 50%
chance that a combined Gra-
nada and Carlton group will end
up with an American owner.

Capital Radio, Britain’s big-
gest commercial radio com-

any, is also expected to Jose its
independence. It already has a
joint venture with Disney, a
children’s station called Capital
Disney. With its dominant posi-
tion in the key London market,
Capital could present an attrac-
tive strategic acquisition.

Trinity Mirror, which owns
IMErous
local newspapers, is seen as a
target for Gannett, the Amerni-
can newspaper. group.

SMG, the Scottish media
firm that owns the Scottish and
Grampian television stations,
Virgin Radio and Herald news-
paper group, will also attract
American suitors. Andrew Flan-
agan, SMG's chief executive,
says the company could be a
“bridgehead into Britain™ for
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one of the American giants.
He adds: “We arc the perfect
media company to look at. We
have all the bilts in place.”
GWR, the radio group that
owns Classic FM, is expected
to fall to Daily Mail & General
Trust (DMGT), which already
owns almost 30%. Parry says:
“It’s pretty obvious that the
good  viscount [Viscount
Rothermere, DMGT chairman}
will buy it at some point. It's a
pretty Yogical acquisition.”

The bill.will allow a single
company to own all three
pational commercial radio
licences, abolishing the ban on
one firm owning more than
15% of national audience share.

Clear Channel's Pamy is
among those who believe radio
will consolidate into three
groups: Capital, GWR, and eve-
rything that's left over. *'One of
those three groups will have an
American parent,” he says.

The evolving market should
help Lord Hollick’s United
Business Media fetch a good
price for its 35% stake in Chan-

‘nel 5, its last television interest.

Channel 5 will be an immedi-
ate takeover target because it is
the fastest-growing commercial

between £600m and £1 billion,
it is also far cheaper than Carl-
ton or Granada, which would
cost
£3.5 billion respectively. -
Although News Corporation
is scen as the likely buyer,
Chris Bright, a partner at
Shearman & Sterling, the law
firm, says that European Union
Continued on page 6

about —£2°bill —

Continued from page 5
regulators and the Competition
Commission would look hard.
at such a move. Besides, Ber-
telsmann has shown no signs of
wanting to sell.

The only Brtish networks
that will remain protected, to
ensure “plurality” of voice, are
the BBC and Channel 4. But
Mark Thompson, Channel 4's
chief executive, is concermned
the broadcaster may not remain
in public ownership for long.

IT IS NOT QUITE a free for
all, Newspaper groups with a
miarket share of more than 20%

" are still banned from acquiring
an ITV company. And a similar
rule prevents regional newspa-
per companies owning the local
television franchise.

The former restriction is
aimed largely at News Corpora-
tion, most media watchers
believe. It prevents the com-

. pany acquiring a stake of more
than 20% in an ITV company.

Despite these remaining con-
trols, the British media market
will be among the most open in
the world. Although the Ameri-
can Federal Communications
Commission recently sentadel-
egation to Britain, there are no
sipns that America — or any

nonsense to suggest that concen-
tration of ownership will lead to
a reduction of diversity,” he
says. “Strong media owners do
produce a diversity of output.”

AOL Time Wamer, Disney,
Viacom, Bertelsmann, Vivendi,
Clear Channel — and News Cor-
poration — own a variety of
media businesses, that appeal to
different audiences.

Parry continues: “Big media
groups don’t have cultural agen-
das, they have financial agen-
das.” He argues that it is only
common ownership that allows
many niche publications and
radio and television stations to
survive. *You have to have con-
centration of ownership or the
economics of the small ones col-
lapses completely.”

THIS NEED for synergy —
shared infrastricture such as
advertising sales teams, and
tross-promotion opportunities -
— will determine the pace of
the media shake-up.

Neil Blackley, media analyst
at Mermill Lynch, says the first
deals will likely be those that are
“intra-media™, such as a merger
of Granada and Carlton or GWR
and Chrysalis. Here, the benefits
of merger are most obvious.

Cross-media _deals, between

other country — plans to offer
reciprocal access to its media.
Tessa Jowell, the secretary of

_state for culture, media and

sport, acknowledges the risks
involved in removing foreign-
ownership restrictions. “I don't
expect [American companies]
to necessarily share the same
content prionties as we do, but
if Disncy bought YTV they
would be liable for precisely
. the same public-service obliga-
tions that Carlton and Granada
currently are,” she says.

This places a heavy burden
on the Office of Communica-
tions, the media and telecoms
superyregulator to be created
from five existing watchdogs.

Ensuring equal access to pre-
mium content promises to be a
challenge for Ofcom. It will be
responsible for monitoring the
i concentration of media power,
and its decisions and rulings are
likely to be highly contentious.

Parry believes the traditiona)
concerns about concentraton
of media ownership are out-
dated and misconceived. “It's a

TV and radio, or newspapers
and radio, will come next. Only
then will cross-border acquisi-
tions make sense.” -
ergistic [deals] are cross-border
mergers,” says Blackley. But
some people, particularly Ameri-
cans, may want to buy a bridge-
head in the-UK, he says.

Viacom and AOL Time
Warner, which bought AOL.
Bertelsmann and the [PC maga-
zine business, bave recognised
the riced to bulk up in Europe.
Disney has Fox Kids Europe.
Blackley ‘says: “They've been
sniffing around Germany and
now they're going to be sniff-
ing around the UK.” .

But with their domestic prob- -
lems, it may be a while before
the Americans move from sniff-
ing around to wolfing down a
British meal, British media own-
ers may need to be patient.
Additional reporting:

Dawn Hayes

Bryan Appleyard goes inside
the BBC, meeting its director-
general and ¢hairman.
Magatine, page 54 —>
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target for a big newspaper gropp TN TR IR RY Ty

HOW THE BIG PI.AYERS ARE AFF EC'I'ED

See— Granada
- BShyB GRANADA Grapada is still pursuing a deal with Cariton, and
' If it can persuade Bertelsmann to sell Channel 5, the two are likely to unite following the abolition /
BSkyB could use the terrestrial network as a of the 15% audience-share limit and the restriction on ownership
second window, thus improving its posttion in bidding for of London TV llcences
programme rights. But it will for the first time face tough -
competition from the world's big TV companies GWR ooy L o
i S GWR Thebiggestslngiepldyer!nradh‘mﬂltfﬁ 4

X Capital Radio, . -
66‘)“6[ As market leader in- Brftafﬁ‘

independent a-yaar frommw

. ... 'hugely successhul Chistic FM; Newergl "~ -
promotional opportinities méan that DMGT, \lmkh hasa Z9.0%;
stake, lsllke!ztobelfslonz-temmmﬂ REABRRETFUA S

R Wkely tobuy up its smaKer - SR e
i o AR ' lohnston Press '
ITON Carﬂon ] @ Johnston will remaln a big regionalnewspaper
CAR Carlton's value rises with the abalition of foreign publisher, but any future deals it doeswill now

ownership restrictions. The pool of potential | not automabca\ly be referred to the trade secretary .
buyers will increase, but bidders will hold back unti! -

a £500m lawsuit is resolved . ' 5 N SMG'and»Scoﬁfs’h Radi’n“Ho!dih L
———— — . - Thia)rmergérp\ans ‘“’ 5

Chrysalls - 3 . Caiton and Grariada, could sqgjgrtna !i:]gu . ' :
Chg'sahs As the fourtivarge $ME's Scnttish franchises T & movato nify 1TV, " v, . -,f,.,

becomes one of ¢
gatiio. Chialrman Chris Wright ows ] Trinity Mirror
A mnb'oi of its own des’uny . P TnityMimoc  Now in a stranger posttion to buy more regional

titles, but may itself become a target for bigger

Daily Mail and Ge“eral TWSt o intemational groups. It could also enter the radio market
DMGTI DMGT is safe from predators, given that the- :

Hammsworth family owns 70%. tt}s expectad - ﬂ.ﬁ Umtéd Bl'lSlnesg Pt‘lé éiﬂ R N SRk
tobuythe 70%ofGWRitdoesn'talreadyown e - Valtid mileesd Mets Noylexpectgdhosel sfaﬁal R aT
= - : hannel-&#or—a—fat—pmﬁtrbdngjngem-asqlg

Wmamlnmdcastmed‘a L e i .\\'.

wlnkle out. Ukély tobeia buyerl T
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Britam Opens its living rooms to

the sharpshooters from America

by Sheryl Bagwell
CRUEL joke thatdoes the
rounds in Westminster
says that Rupert Murdoch
has better access to the
. prime minister than the
qulture secretary, Tessa Jowell, who
is responsible for the media. -

Some might say it is a bit too near
the truth to be much of a joke. Mur-
doch regularly meets both Tony Blair
and Gordon Brown whenever heisin
London and both are acutely aware
of his importance. However, most

. niewspapers were wrong to write
down the long-awaited Communica-
ity el
as 3 Murdach-centred, pipce of wo

'?‘he Australian-bom media mogul
wﬂinhave been quietly satisfied with
its intention of removing the restric-
tions on forelgn ownership of Britain’s

"media and allowing newspaper
groups to own Chanel 5 but hisnews-

g%per Interests will 3 ]
m owning more than 20% of an
ITV licence. There were bigger win-
_ners than Murdoch: one was Jowell's
predecessor as culture secretary, Chris
Smith, now alobbyist and consultant
for US entertainmient giant Disney.

Disney had-lobbied the govern-

ment hard that the BBC should be
brought under full control of the new
super-regulator Ofcom, as it views
the corporation’s recent forays into
children’s TV as unfair competition.
Smith failed In that aim, but the dedi-
_sionto change lt}l:io nﬂggn)at prévent
non-European Union (EU tors
from galniragn signiﬁmntmold

wn the world’s second largest English-.

lapguage media market is a far more
significantvictory. . . - ..

. Foreigners from outside the EU can
nowbid for a raft of TV and radio assets,
chief. among- them Carlton and
Granada, the mainstays of ITV, who
have been seriously weakened by
ﬁulﬂ:}fl advertising revenue and the
h atifig collapse of ITV Digital.

ADisney spokesman said last week
that the group, which holds 25% of

GMIV in Britain, with further stakes
ions”. A ow y

has opened for big Arierioen media

players with deep pockets, suchas Via-

com, ownerof the CBS networkinthe .
- US, and AOL Time Warmner, the recent

of IPC magazines.
Murdoch and other big newspa-
per owners remain barred from
owning more than 20% of an ITV

Heence but can now bid for the fast- -

growing Channel 5, currently con-
trolled by the German Bertsvlsﬂrixﬁ
up. Newspaper groups )
-,g?frée{o buy national and local
radiostations. . | ... .
Muidoch is thought to be comfort-
ablewithall this, ifheisnot
seen assuch a bogeyman for the British
media and political classes. .
“Anything to do wittr media dereg-
ulation for him, whetherheisin there
or not; is a positive,” said Kingsley Wil-
derson Crosthwais :
Jowell's' explanation of her decision
~*“Tt makes no sense that a French, Ger-
man or Italian company can buy ary
TV or radio licence in the UK, but that
American, Australian 'or Canadian

for example, cannotdoso”

companies,
—is also the view of global moguls such
as Murdoch and €onrad Black.

They. see laws which protect

_national interests.from foreignplay- -

ers as outdated in the internet and
multi-channel agé. But it is remark-
able that a Labour government has
taken the politically-sensitive step of
scrapping them in favour ofone of the -
most liberal regulatory. frameworks
in the world. ;

Now the pressure will be on gov-
ernments such as the US, Australia
and Canada to reciprocate by scrap-
ping their own ownérship rules. That
would triggér an unprecedented
global shake-up. Jowell has already
said she will press the Federal Com-
munications Commission, the US reg-
ulator; to follow Britain’slead.

“Thisisahugestep,” said onegedia
adviser.“Britain has become the first
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country in the English-speaiang woria
o liberalise its foreign ip laws,
justas it was the first to deregulate the
during the Thatcher era. Thisisthe bold-
estthing that Blair has ever done.”

Uf'l"now that the door is open,
. will the Americans come in?
Investment bankers may be sali-

"vating at the prospect of amedia feed-
ing frenzy akin to the dot.com mania -

~the shiare prices of Carlton, Granada
and Capital Radio all jumped on
telease of the draft bill ~but many are
.notconvinced that the Americans will
immediately make a grab for ITV or
Chanpel5. ° ’ .

“The track record for international
compariies biying national terrestrial
broadcasters is not good,” says Jon
Watts, a seniot consultant with Spec-
-trum Media. -

“The Disney-ABC metger in the
States is a classic case: it is difficult

V) InwhichrABC s
benefited through being owned by
Disney. When people talk of the
prospect of Bertelsmann buying ITV,

-there may be synergies with other ter-
restrial broadcasters in Eurdpe that

its subsidiary, KTL, operates, butthey

are not seismic.”

Merrill Lynch’s influential media
analyst Neil Blackley, says: “There are
no synergles in a cross-border acqui-
sition of ITV or Channel 5, so they
would be doing it for strategic rea-
sons, as a stepping-stone to aggregate
other media assets in the UK. The
pedking order of synergies starts with
intra-media consolidation, notably in
radio, followed by cross-media.
Finally, the least synergisticwould be

" cross-border consolidation.”

Nevertheless, the US giants are
likely to be tempted to take the plurige
into a market now valued at around

_£12bn. Disney, Viacom and AOL Time
Warner are all interested in expand-
Ing into Burope and believe Britain
would be an {deal launching pad.

. US investment bankers expect the
ncw rulesto spark some heavy tourt-
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willingto pay at teast £36 a month for

ities but they too say it could be  Sky, a market which analysts say is
sometime before any deals are done. fastapproaching maturity. =~ .
First, many US operatorswillwant  , “If Channel 5 is for sale, it would
to know the outcome of a review of  have to be on BSkyB's radar screen,” -
US media-ownership rules by the FCC says Merrill Lynch's Blackley.
affecting the cable and broadcasting ~ “Inthe absence of asale, BSkyB may
- industries and in particularof therule  talk to Channel 4 about a joint ven-
limiting one cable operatorto serving  ture using Channel 4's entertainment
more than 30% of pay TVsubscribers,  channiel E4 as a base and bid for one
Moreover, although the resourcesof  of the digital licenses now being re-
leading US groups dwarftheir British  auctioned.”
counterparts, most are hitby lower 'A  BOUT the only certaintyis that
© advertising revenues and inight find - Carlton and Granada’s stalled
it hard to sell a big acquisitiontoshare- _{_ - X merger will be on once again -
holders. AOL Time Warner, an obvi- unless abigger predator picks them off
" ous candidate for a major Buropean first. Thebill removed the ban on joint
push, is under boardroom pressure to - of thetwoITV franchisesin
digest its existing assets, particularly,  London, where Cartonhilds theweek-
in cable, before more deals. | day licence and Granada the weekend,
-*Viacom, which owns the Mrv  and thelimit of a 15%audience share.
musjc channel in Britain, and Disney Butéevenhere, itis nota done deal.
both said they would consider any A merger could still be blocked on
opportunities. competition grounds and that.is
But Bertelsmann, which currently ~ exactlywhaf theadvertising industry.
controls Channel 5, may not wantto  will demand. .
stand idly by and watchITV,amuch ~_ Advertisers are angry that the bill
more prized asset, fallinto American  {gnores their interests and have threat-
hands. Thomas Middlehoff, itsambi-  ened to delay any Carlton-Granada
tious chiefexecutive, isreportedtobe  merger for years unless concerns over
fond of owning “institutions”. the potential for monopoly pricing of
_ But such aplay rajses otherissues, TV airtime are addressed. -
Competition regulators would Advertisers say the merger wollld
lneﬁg&)ly force thegu Germangroupto e anti-competitive as a single ITV
give up,Channel'S and Middlehoff ~ would have domination of the UK’s
may Bgyxguqmnt-toseu-it-tmx;lll; ib:zsﬁt e&aind m{':ts lth"mr;}‘t,adm
strong rival as Mutrlech. KILs : g medium. Last year 11V ¢
lic statement was thatit was com-  57%ofthe £3bnTVadvertising mar-
mitted to building Channel 5 with  ketand accounted for 26% of the UK's
Increased programming investment.  entire advertising media spend of
And 5 n;n_;xhdom still mznm in . nearly Elzisbn. dsipacatly
Channel 5 e accepted view at Airtime c“r[enﬂyso s'cpa.ra
hehaslong coveted Channel Sbuthis by Granada and Cariton, which com-
attentions have since been diverted  pete aggressively in London. The Insti-
by more pressing issues, suchas gain-  tute of Practitioners in Advertising,
inga controlling positioninGermany’s  representing advertising agencies,
pay-TV market; possiblyviaarescue  wanted a 25% market share cap on
ofthe subscription-TVarmofthenow TV advertising which would prevent
insolvent Mediagroup. Theprice  Carlton and Granada from merging
‘fag of u mflbﬁ’ina?bemish- sales operations.
- Murdoch’s lack of interést¢ofld~  The draft bill contains no limits on
spark another clash with hisindepen- TV airtime sales and passes the buck
ent-minded BSkyB chief executive  tothe Office of Fair Trading. The Incor-
Tony-Ball who has indicated that he rated Sodety of British Advertisers
would be interested in buying Chan- thatdragging the issue through
nel 5, which he believes would pro-  the competition authorities mightalso
vide useful cross-promotion for Sky _deter foreign broadcasters from mak-
programimes. . ing aquick raid on the two tompanies.
1t would also give BSkyB a free-to- Spectrumn Media'’s Watts estimates
" airterrestrial outlet and a biggeraudi-  that a single ITV company would .
ence than the 5.7m homes currently ~ dominate with 65%-75% of the ter-
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~

restrial TV adv market.

“Twould think it very unlikely that
the competition authorities would
block the merger,” he says.,

*“But it is not clear that they would
necessarily allow it to go ahead with-
out attaching certain conditions.”

David Ferguson, media analystwith
Barclays Capital, adds: “Post-ITV Dig-
ital, Carlton and Granadad may not
have a$ many friends in the Compe-
titon Commission as they once did.”

‘Simon Marquis, managing director

] advertisers were
strident. “Given”

that we fund the greater part of TV

programming, it {s depressing that oyr .
concerns have not been taken serj-~
ously in this bill. But the gameisn'tup
yet by any means.” .

. However, ITV’s joint managing
director, Mick Desmond, counters that

asingle ITVwould no longer be anti-
competitive because of the bill's de-
regulation  of
ownership.
“I could under-
stand thejr argu-
ment before last
Tuesday, but the

bill changes every-

*Now Mirdoch
canbuy Channel 5
and combine it
with Sky and alk
his newspapers, .
creating a poten-
tially larger adver-
tising sales point
than a merged
e :
Advertisers are -
further disenchanted by falling ITV
ratings which have effectively inflated

prices. A tough round of annual rate -
. negotiations can be expected to come

in the autumn. .
“The ITV Digital fiasco saw TTV take
its eye off the ball. It is haemorrhag-

ing audience share, yet we are gaying -

maore for airtime,” says Chris Boothby,
of media agency BBJ.

“The option of shifting more of out

budget into Channels 4, 5 and satellita
looks increasingly attractive,” he adds.

For Michael Green and Charles
Allen, the embattled chairmen of Carl-
ton and Granada respectively, prob-
lems continue to mount on all sides.
Getting into bed together may be the

best detence - but there could e more
tears to come first.
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Experts tip radio stocks

as media shake-up looms

INVESTORS have an unprece-
dented opportunity to profit

from a takeover frenzy after last’

- week's shake-up in media own-
ership rules. In a draft bill
unveiled by Tessa Jowel), the

" culture secretary, media firms
from anywhere in the world
will be able to bid for British tel-
evision and radio companies.

Various other restrictions on
cross-ownership of television
and radio stations were also
lifted. However, any takeovers
will still be subject to competi-
tion comnmission scrutiny, and
could be blocked if any one firm
would become too dominant in
advertising revenues. or broad-
casting in a particular region.

The move has boosted share
prices in flagging media stocks,
which have been struggling
because of a drop in advertising
during the economic slowdown.

Big media firms including
Caslton and Granada were the
biggest winners last week, is-
ing on the news of the bill.

But investors who pick the

Nick Gardner

right firms could benefit from
further increases if evidence of
an cconomic recovery, and
therefore increased spending on
advertising, comes through.
Favourites among experts are
radio stocks. Jeremy Batstone
of NatWest Stockbrokers said:
*“Shares in radio companies are
far more attuned to fluctuations
in advertising revenues. There
are 10 major operators and that
number could come down to
three as a result of this bill.
“Some stocks have risen in
anticipation of the takeovers
and mergers, but if the eco-
nomic recovery kicks in, then
there will be more to come.”
Justin Urquhart Stewart of
Seven Investment Management
said: “I think the big TV firms,
Carlton and Granada, have prob-
ably risen ahead of themselves,
so radio is the place to look.”
He recommends Emap,

which owns Kiss{00, Magic
and Radio City. “The sum of its
parts is probably worth more
than the share price reflects, so
it could well have decent gains
ahead,” he said.

He also “picked Scottish
Media Group, which has a large

_ stake in Virgin Radio, and John-
son Press, thé local newspaper.

firm that would benefit from

cither a takeover or increase in *

regional advertising.

Simon Atherton of Aberdeen
Asset Management tipped Scot-
tish Radio Group, GWR, and
Capital Radio.

He said: “Capital could be
attractive to an international
player, while the other two
could be good targets for bigger
domestic groups. Some of these
deals may not happen until next
year and there could be some
profit-taking in the meantime,
but we are optimistic that you
will get a reasonable retu
from radio assets.” :
The Yanks are coming,
Business Focus, section 3

Uncle Walt won't be visiting our média minnows

DEALS are thin on the ground. Invest-
ment bankers who in 1999 would not have
clocked in unless they were guaranteed a
$1m annual bonus are now working for
nothing (see feature page 8).

But just as we were about to crganise a
benefit dinner for indigent bankers, along
came Tessa Jowell and Patricia Hewitt and
their Communications Bill, which appears
to offer a fillip for the takeover specialists.

‘But let’s not get carried away. Once the
excitement of a promised free-for-all in
the media industry evaporates, investors
are likely to be looking at a series of small
strategic deals rather than the hoped-for
Big Bang. Polishing the family sitver and
rolling out the red carpet in anticipation of
a visit from Disney, AOL Time Warner,
Viacom or Vivendi may be a waste of

\
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time. The telephone-number deals that hit
the headlines three years ago have tumed
into nightmares for their instigators.
Confirmation that media has been
accorded the status of a fully grown indus-
try capable of looking after itself i$ over-
due. The first result is likely to be a
shake-up in the radio market, with Capital,
GWR and Chrysalis all considered ripe for
the picking. But the radio sideshow has
been overshadowed by intense specula-
tion centred on the possible sale of Chan-
nel 5 and the likelihood of a bid for ITV,
The Channel 5 story is intriguing given

that RTL, which owns 65% of the busi-
ness, seems to be in no rush to exit the sta-
tion. Indeed, when German-based Bertels-
mann bought Pearson's stake in RTL for
£944m last December, we got the distinct

17

impression it was a buyer of media proper-
tics and not a seller. Despite a $1 billion
hit from internet start-up losscs, it will be
a surprise if Bertelsmann misses the oppor-
tunity to take out United News & Media,
the minority sharcholder in Channel 5.

. That leaves ownership of ITV as the

remaining loose end. The matter could be
resolved if Granada stopped public pussy-
footing with Carlton and made a decent
offer that Michael Green could put to his
sharcho!dcgs. The problem is that the City
may have little appetite for giving an even
bigger company to Charles Allen of Gra-
nada, whose fan club is losing members.
Granada shareholders know that if there
are more delays, Bertelsmann could be
encouraged to break up the courtship.
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bservers of the
media industry
might wonder why
a few large, pow-
erful companies have beenal-
lowed to dominate television
while, in radio, tough regula-
tions have led to odds and
bods all over the place.
" Feelings run high on the
issue. “Why has the radio in-
dustry been neglected com-
pared to TV?” rants one radio
executiye “Because politi-
cians want to get their mugs
on thegelly to push through
their policies, so they care
_about TV
Whether it is the Wireless
Group’s Kelvin MacKenzie
raving about the unfairness of
the method used to measure

audience figures, or the more .

common complaint about
- how the mighty, state-funded
BBC throws its weight
around, radio generates strong

something to-smile about.
Antiquated and complex, the
current regulations ~ with a

points-scoring system that
few understand - are to be
scrapped. The draft Commu-

nications Bill will allow TV -

and newspaper companies to
buy into radio more freely. As
if to prove a point, the
Guardian Media Group,
which owns The Guardian
newspaper and has numerous
small investments in radio,
launched a surprise bid for
Jazz FM on the very day that
the Bill was announced.
Even under the current

regulatory regime, GMG is not
prevented from buying Jazz.

But the move indicates the -
kind of posturing that com-
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The joint is jumpin’ in radio land

panies will be doing to get the
industry ready for when the
Bill becomes law towards the
end of next year.

In essence, buyers could

come in and snap up tiny, in-
dependent companies to con-
solidate them into a posmon
where hungry US companies
can then buy them, when
they are allowed to.

“The biggest positive of
the Bill is that it gives a green
light for venture capitalists to

. puttogether anew local radio

group,” says Jonnie Goodwin,
head of media corporate finan-
ce house LongAcre Partners.

US companies like AOL
Time Warner, Clear Channel
Communications and Walt
Disney are the favourites to
dxp their toes in when the time
is right.

“I welcome the regulatlons
that allow the US in because
you have more cultural em-
pathy with America than you

———————hstweek;themdnsn'yhad—d-o— with—

- Richard Huntingford, chxef ex-
ecutive of Chrysalis, the multi-
media company which owns
Heart FM and the various
Galaxy radio stations.

. *“They could eat most of the
UK industry for breakfast,”
adds Ralph Bernard, chairman
of GWR, a large radio com-
pany’ controlling numerous
local radio stations, as well as
the classical music station
Classic FM.

Although advertising is de-
pressed across the media,
radio is becoming increasingly
attractive as an outlet. Last
Thursday, figures from Radio

. Joint Audience Research, the

industry’s audience mea-
surement company, revealed
total listening hours in the first

quarter of this year up 5 per
cent compared to the same pe-
riod last year.

“Advertising revenues are
showing signs of picking up
again. Radio also has a grow-
ing audience, and creatively
there’s a better quality of ad-
vertising,” says Richard
Wheatley, chief executive of
Jazz FM.

Another of the industry’s

- selling points is thdt a new age

in “digital radio” is looming.
Although digital TV is prov-
ing to be a bit of a mess, the
benefits of the new type of
radio will be more obvious.
Better sound quality with
fewer hisses and crackles will
entice car manufacturers to
put it in their vehicles, while
companies like UBC Media
are developing ways -of
putting out -website-style
material via radio and soun-
dercutting telecoms compa-
nies’ nascent 3G services.

digital receivers required are
expensive and hard to come
begnu[a;_mxers can't find
economies of scale and so
have been slow on the uptake.
But digital radio stations are
broadcasting at the moment
- around 50 in London alone,
according to Mr Bernard -
even if there are few listeners.

Radio station owners are
also excited at the prospect of
being owned by alarge media
company able to compete
with the BBC, which has more

. than half of the listening mar-

ket. “The BBC is a big organ-
isation that cross-promotes,”
says Chrysalis’s Mr Hunting-
ford. “Clearly if one can cre-
ate [other] big cross-media
groups, that will be good for
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the mediaas a whole ”

At the moment the top
prize is Capital Radio, which
runs London’s popular Capi-
tal FM and has other strong
stations around the country,
such as Century FM. The
other larger companies are
Emap, with the Magic and
Kiss brands; Chrysalis;
GWR; and the regional op- -
erators SMG and Scottish
Radio Holdings.

Despite the consolida-
tion frenzy predicted in the
industry, GWR’s Mr Ber-
nard thinks small mdepen—
dent stations will survive.
“There will always be lots
and lots of smaller compa-
nies that won't be hugely
profitable, but will serve spe-
cific interests,” he says.

Mr Bernard knows all
about 'the hostility a large

company can face when tak-
ing over an independent. “The
vitriol they get is extraordi—
Nary Sometin

speaking from his own expe-
rience when buying the

Breeze and Essex FM stations

in 2000.

Addressing the House of
Commons at the time, Chris-
tine Butler, the local Labour
MP, described how devotees
“shed tears”. But Ms Butler has
since lost her seat, and Mr
Bernard can have the last
laugh: the two stations now
have a 193 per cent share of
listening in the local area,
compared to 18.1 per cent
just before the takeover,

When the large US com-
panies start a passionate romp
among the UK's radio stations,
there are bound to be more
than a few lovers' tiffs.
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Dunstone backs plans to
overhaul radio figures

BY DAMIAN REECE

CARPHONE Warehouse, one
of Britain's "biggest radio
advertisers, is backing
attempts- by Kelvin MacKen-
zie’s Wireless Group to intro-
duce radical changes to the
way radio audiences are
measured.

Charles Dunstone, chief
executive of Carphone Ware-
house, is -calling for a more
accurate method of measuring
radio audiences to -ensure
advertising budgets are spent
in the most effective way.

At the moment audience
figures are compiled by Rajar,
owned by the BBC and com-
mercial radio stations, and
rely on people completing a
weelly diary of their listening
habits. ) .

“Anything that anyone did
to make it more accurate must
be a good thing,” Dunstone
told The Sunday Telegraph.

“Everyone should welcome
it because the'amount of mon-
ey traded on that basis is
immense. Accuracy is really,

really-important and we are
keen to know as much as pos-
sible about which customers
are listening to which stations
and.at what time and get as
much information about that
as we can,” he said.

Dunstone’'s comments
come just two weeks after
Procter & Gamble also came
out in support of MacKenzie’s
initiative. Advertisers spend
about £550m a year on radio
with Carphone Warehouse ac-
counting for up to £7m of that.

“Audiences equal revenues
which equal profits which
equal valuations for radio
companies,” said MacKenzie.
*If the audience numbers are
a load of tosh then investors
are being misled as are adver-
tisers.”

If MacKenzie is successful
in forcing the radio industry to
change, then commercial rad-
io stations could see signifi-
cant changes to their advertis-
ing revenues. )

MacKenzie is piloting a
scheme which uses a wrist
watch containing a digital chip
to record exactly what a per-

son is listening o at any time
of the day, regardless of their
location.

His most recent figures
show that talk stations such as

12 May 2002
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JazzFM

board to
veto GMG
takeover

LBC and niche broadcasters .

such as Premier Christian
have much wider reach when
measured electronically than
under Rajar. Music stations
such as Capital Gold, Classic
and Jazz FM do much worse.

But the radio industry hit
back this weekend claiming
that while electronic audience
measurement might be the
future, MacKenzie had jum-
ped the gun.

Justin Sampson, a Rajar
board member and managing
director of the Radio Advertis-
ing Bureau, said: “Two sys-
tems for electronic measure-
ment have emer%ed and Rajar
is itself testing both. By this
time next year we should
understand the implications
to the point where thie indus-
try can decide whether the
increased costs of electronic
measurement are justified.”

BY DAMIAN REECE

JAZZ FM'’s laid-back vibes
will suffer heavy interference
tomorrow when the station’s
board votes against a £41m
hostile takeover bid from
Guardian Media Group,
publisher of the Guardian
and Observer newspapers.

A board meeting is
scheduled for 10am when
directors will be asked to vote
on the bid which was made
last Tuesday at 180p-a-share.
Although GMG has control of
50-5 per cent of the shares, it
is understood Jazz FM
believes the com any is
worth substantially more
than 180p, a view shared by
other investors in the
company. :

Aberforth Partners, Jazz
FM’s leading City investor,
was last week buying shares
atthe 180p bid price in

" expectation of a higher offer,

gither from GMG, chaired by

™ EINSTEIN Group (1.75p),
the penny share which is build-
ing a niche broadcasting and
. media group, is working on a

deal to buy 32 local television

licences which cover large
towns and cities in areas such
as the South West, Essex, Suf-
folk and Cambridgeshire. The
licences, granted by the Inde-

dent Television Commis-
sion, broadcast on normal ter-
restrial television alongside

——The Sumiday Telegraph-(Business)
12 May 2002
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- theway

national and regional chan-
nels, They will carry a mixture
of local news and magazine
programmes which research
shows are popular with local
audiences. Einstein is buying
the licences through a joint
venture with a US consortium
led by Tom Benedetto, owner

- of the Boston Red Sox baseball

team. The consortium invests
in similar businesses in the US,
where local stations account
for 25 per cent of TV advertis-
ing revenues. Investment in
targeted, local television here
could take off in the same way.
Buy.

vorarival

bidder. =

Last week's draft .
Communications Bill opened-
t foratakeover frenzy
in the radio sector, with Jazz.
FM seen as a prime asset in
any bidding war.

649

MOD300006283



-

For Distribution to CPs

Sunday Times
12 May 2002

Ereg byke has broadcast his intention to cut the crap

But taming the overgrown media monster may be eaSler said than done

he BBC employs
24,000 pcoplc and broadcasts 39 hors of
elevision, radio and internet streaming forevery
sne hour of real time. It runs one of the world’s
siggest and most used websites —www.bbe.co.uk.
{n Britain it consumes £2.5 billion annually, raised
from the licence fee,and, overseas, another £183m
in grant aid fiom the Foreign Office. No other
public-service broadcasting organisation in the
world is anything like as rich and powerful. And
o other public service in Britain looks so good.
City building is to walk froma slum to a palace.
The BBC'’s dominance of the British
broadcasting marketisnow-complete:ITVisin
the midst of an advertising recession, cutting costs
savagely and desperately searching for a way out of
the disaster of ITV Digital,a project that has -
rconsumed more than £1 billion. But through the
BBC run rivers of gold, thanks to a generous
licence-fee settlement that Iasts until 2007, and its
independence from the advertising market.Asa
result, this year it has launched a new digital
highbrow TV channel -BBC4 — and will sdon
launch another aimed at youth —BBC3. Five new
radio channels are also being launched. Money is
being poured into new drama and films. Annual
funding for BBC1 alone has passed £1 billion.
Both TV and radio ratings, meanwhile, are at all-
time highs. The BBC is no longer the competition
for the commercial sector:it is the environment.

But it wants more. Suddcnly, Greg Dyke, the
; BBC's pugnacious director-general, has emerged
wzvmg ayellow card that says:“Cut the crap™ He-
has a battle plan that aims to make the BBC“the
most creative organisation in the world': After two
years in the job, he hasjust got a grip on this huge

‘broadcasting machine.And the way he sces it,it’s

barely even ticking over.

So what’s going on at the BBC? Isitgood?
Whats it for? Who?s it for: the white middle classes
or the multicultural masses? Can it last? Do wé
want it? Above all, what does it mean? After .
months of paranoid negotiation, the BBC has let
me ask.It fears I have “a line”, an agenda. It thinks
Rupert Murdoch is sundmg at my shoulder
telling me what to say. He isn't. Warily, it lets me in.

Let’s start with Dyke.Director-general is not a

. natuial job for him. Itis a step back from broadcast

immediacy.“My ability to affect what’s on the
screen tonight is nil,” he tells me. I first encounter
him in a big roomn full of tables in White City at

the “DG’s briefing”,a monthly meeting of the top
100 executves in the BBC.The atmosphere is
clubby and faintly raucous. It’s like a pub on quiz
night. People are carrying in coffee, muffins and
croissants. 1s speaking about what has
happened since the last briefing. For one thing,
Jamic Theakston,a BBC youth star, has been

caughtin a Mayfair brothel “He’s young and
single;” says Dyke.“Half of us caught in brothcls
with prostitutes are neither”

Laughter. The execs love it. Dyke’sa blokc and-
this js a blokes’ do; even the women are blokes. He

" inttoduces two*consultants” lurking nervously at

the back of the room.“You're the only consultants
that hive been in this place for two years The
execs laugh again, this ime with a slight edge. He
has reminded them of a time they'd rather forget:

- the consultant-infested years when Sir John Birt

was director-general. One senior BBC staffer told
me overa secret breakfast meeting:“Birtlefta
huge reservoir of hatred and contempt behind.
Everybody thinks he’sa weeser?

. Lord Hollick, this month’s guest speaker, ngcs a
talk. It’s off the record, but don’t worry, you're not
missing much.Then Dyke again. He gives them
the gist of a speech he will deliver the next day to
the whole BBC staff at studios around the country
and via videotapes. This is his big push, his grand
statement that he’s on top of the DG job and ready
to move forward. But he’s carcfully self-effacing.
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“This speech is so long, 'm bored byit”
More laughter. He's on a roll. But jts a ,

controlled roll. His talk is a clever balance of what®

right and what's wrong, He defends the BBC -

- against the dumbing-down charge, comparing the
critics to the Jewish rebels in the Monty Python
film The Life of Brian —“What have the Romans
ever done for us?”’He reels off a long list of great,
undumb BBC shows. But he also tells a significant
story. There had been an issue of 2 deterioration of
broadcast quality involving some new technology.
Dyke and a bunch of execs had turned up to look
atascreen and check it out. They couldn't see any
problem and okayed the technology.As they were -
leaving the room, a voice called from the back:
“News doest agree.’ Dyke exploded. It turns out
news had sentalong a junior exec;since he didrt
have the power to agree, he dutifully disagreed. It’s

areal old-style BBC moment, evidence of the bad

bureaucracy he's been trying to root out.“News o

doesnt agree,”becomes a standing joke between us.
Later we speak after a story has appeared in the
‘Sunday papers about a plan to damb down A
television news. It’s not true, he says,and it was put
there, he knows, by disaffected BBC news staff.“T
have no doubt about that.They can e-mail me or
talk to me; my door’s always open. The politicians
and our political staff are probably closer than our
political staff are to the rest of the organisation.”
Leaking against the BBC drives him crazy. He
once sent an c-mail to every member of staff
- saying, in essence, stop whingeing or getout.No
other organisation, he says, would putup with the
internal bickering and external bitching that goes
onat the BBC.It’s a tradition and he hatesit.

 ——

to sce Dyke deliver his boringly long speech.As
we file in, I ask my PR. minder if John Birtever
~did'these cvents.“Yes, but they never really

worked " Birt was sometimes persuaded to have
“impromptu” meetings with staff, but only on the
condition that questions were submitted rwo
weeks in advance.And Dyke tells me that, at
executive meetings, if anybody said anything too

- far out of order, they were taken outside and told
Rever to say itagain. “Tt was just mad” he says.

“You couldn't have done this two years ago?”
says one executive as I sit down to interview
_him with a single PR taking notes.“There'd

have been apparatchiks in attendance”

. In the studio, Dyke is introduced bythenews |
presenter Fiona Bruce."We've got Greg,” she
announces. They are using the set of Johnny
Vaughan’ chat show. This is not Dykes natural
habitat. He is more nervous than yesterday, less
blokeish,and he is reading from an autocue. He
goes through the BBC’s triumphs and tells the
troops they are ata turning point.“Getting ratings
isn't our only aim:we have a greater purposc
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than that!" | become more aware of his speech
impediment, his problem with the letter R;;it
softens the edges of his London accent.Again the
Birt years are trashed. Then, the great aspiration®
was to be “the best-managed organisation in the
public sector” Dyke pauses dramatically.“That
wouldn't get me out of bed in the mornings.”
Laughter. His goal,in contrast,is to make the
BBC “the most creative organisation in the
world". To do this he has seven new demands of

the staff: inspire creativity everywhere, connect
with all audiences, value people, we are the
BBC,just do it,lead more, manage less and make
great spaces. Seven bosses have been allocated
to the scven categories. He expects them to
deliverand he expects everybody down to
the cleaners to take part. He wants people to take
risks.“T'll back you even if it goes wrong!”
" Oneofhis biggest targets is the “them" culture.
He had noticed that, whenever anything went -

wrongat the BBC, people blamed “them” Thers is
no “them”, he says;the BBC is us. There’s nobody
out there stopping staff doing things; there’s only
the people who work there.And he has his yellow
card, which is to be handed out at bad mectings.
“Cut the crap;”it reads, “make it happen The top
exccutives, he announces, have agreed to cut the
number of meetings in half. Everybody else must
do the same. One employee from the regions
prefaces his question to Dyke with the words:
“This is the most inspiring event I've ever seen at
the BBC?’Like I said, this man’ on a roll.

I'scc him at work when we tour the offices and
studios of the new digital children’s channels. He

Next day, lamin a studio ifﬂ‘ém‘ﬁrefnue—'—slnkcshmdﬁﬁthmsybodyriﬂi,&nﬁmg%\

if they didn't know. He’s famous for this )
mateyness. If there'’s a problem with dleaning or

- —thelifts;he talks-to the cleaners or the lift men.
* Studio exces show him some startling new

technology:a whole broadcast system in a suitcase,
and a studio light that never gets hot. He enthuses
about everything they arc doing. If there’s a

* problem, he demands to know who’s causing it. A

He’s “agood bloke", one of the lads.

. We have lunch. It’s basically salad. “Good for my
diet,"he says gratefully.“It was a shock to me,’he
says of his arrival at the BBC. I was unhappy with

I the first year. It wasjust a difficult place to come.

John [Birt] did many things that were necessary
but they were deeply resented. Nobody spent
enough time getting the staff on side. Whether
you could have got them on side, I dort know:
Plus, it’s an organisation of myths. There were so
many stories around, driving down morale”

' Birt was,in fact, shuffled out with indecent

- haste to make way for Dyke.* " Well, there was

supposed to have been a long handover, But one of
the reasons they made him a lord was to move him .
out faster. It was supposed to be a six-month

handover. But it was difficult"When he firse got
into the DG's limo, he found 2 huge pile of
MOD300006285
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documents about next day's mcctmgs thathe was
supposed to read that night.“T've never read that
much in my entire life...I was shocked by the
amount of paperwork and meetings.And
everybody was writing reports,and they were all
cover-your-arse reports. It took a year to stop
them doing that” His first days were back-to-back
meetings and, in between, hundreds of messages

* he couldn't answer. Going round the building was
like embarking on a royal tour —*“You had to stop
them getting the red carpet out. One department
went out that morning and boughta tea set.I

hope they washed it and took it back. They could ;

have got their money back””

It's become a joke, but it wasn't at the time, &r
from it. Dyke admits he had a bad first year, but it
was more like 18 months and according to friends
it was worse than bad, it was horrible. He couldn't
geta grip on the place or penctrate “the
permafrost”, the vast regions of the BBC that no
top inanagement decisions ever seemed to 3>

. crack.He insists he never considered resignatio— e . .
: g . thatalot of stratification has broken down and it's -

“I’'m not that kind of operator”—but I know it
was talked about. The upside was that he knew he
could get the finances right. In February 2000, the
BBC was given a dream licence-fee settlement —
1.5% above inflation for the next seven years.

The problem with all public-sector finances is
the same: everybody moans they haven't got
enough money and then provesit by
overspending. So Dyke allocated all the licence-

. fee money for the duration of the scttlement.
Then he threw in another £500m, which he
would bring in through cost savings, notably by
cutting Birt’s management bureaucracy. Sacking

Butat tleast his dark night of the soulis over.
Hé’s on top of itand ready to think about the big
issues, like society. He gotirt trouble last year for
describing the BBC as “hidcously white” but hes
unrepentant.“London will be 40% non-white by
the end of the decade. You can’t have an all-white
BBC:it just doesn't make sense atall”” And he's -

very conscious that, with his thick London accent,
risqué jokes and frequent use of “fe=+", he’s not the
traditional model of the BBC boss. A lot of the
campaigns against his appointment, he belicves,
were really fired by old-fashioned snobbery. He

" suffered,above all, from his reputation as the man
who saved TV-am by introducing Roland Rat.“In
America,if you'd done what we did at TV-am you
would be heroes, but in Britain you'd neverbe a

- hexo for that. There was a deep-rooted belief in

.parts of Britain that you could always make crap,
cheap TV and game shows and people would
‘watch it. It’s just not true any more.

“The great thing about this country today is

" possible to bea person who watches EastEnders,

enjoys football, is a fan of opera and likes classical
music, That plays right into the BBC's hands,

. because that's what the BBC is.We do have
' problems, in the sense that we are an institution in
, anage that does not like institutions any more.

" One of the biggest problems, I suspect, is that we-

live in a political world,and I'm not sure many

politicians are that much in touch with the public”’
. Dyke’s project now is to galvanise the BBC,
mclt the permafiost and ensure it exploitsits

" current dominance. His big internal problem is

. the consultants McKinsey saved £28rm a year.
Around 24% of total BBC revenue went on
management costs under Birt. Dyke has now cut

‘that to 179%. He thinks he can go lower, maybe
10%. Much of the present expansion of the BBC
has been financed by this shift. .

The effect of the pre-allocation and the
deliberate overspend was to make it clear that
there was no more money to be wheedled out of

.the DG. Departments could do what they liked,
knowing their budgets, but they couldn't ask for
more.*T had to convince the whole place that
there was no slush fund sitting here" That may be
50, but the BBC is still not behaving like a lean, fit
organisation. Launches for big new shows are
always glitzy, expensive events with champagne
and costly canapés.There’s still a suspicious
amount of BBC executive dining at London's Ivy

restaurant. The new offices — especially of BBC4 —

are pricey slices of state-of-the-art corporate
design. Dyke may think he’s on top of the
spending, It's hard to be convinced.

that, as one sceptical executive explained, he may

pot have the in-house talent:“He’s gotto produce

four big television events in every sector every
year to justify the BBC's position.” This explains
his creativity drive. He knows that Walking with
. Dinosaurs,and The Blue Planet—the two biggest
and most characteristically BBC hits —are just the

. beginning. He's got to repeat such successes again

and again.The targetis to retain a 309 audience
~.share by the end of the decade, when the nation
will be almost entirely d1g1ml and the airwaves
will be awash with competing channels.“At least
if we get 3096, he says,“ITV will have 15-20%,
Channel 4 will have 59, and the rest,50%.”

His big external problem is that ITV doesn't

like these figures one bit,and is now lobbying
furiously against the BBC's near-monopoly power.

David Liddiment, ITV’s director of programming,
hasattacked the BBC as*‘a nakedly commercial
beast”. The two big ITV companies—Granada and
Carlton — fnust, in spite of their well-publicised

_ difficulties,one day merge. They may then be

taken over by a global player,and the BBC will
be up against real moncy.
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Then there are the politicians. Dyke says there

- are MPs on both sides of the house who want to
privatise parts of the BBC. He knows the pressures
involved — notably the 1TV argument that the
BBC so badly distorts the broadcasting market, it
makes it impossible for Britain to grow a big

‘media player in the independent sector. Backroom
briefings from the commercial bosses have
recently led to a wave of anti-BBC press stories- -
that havt piled on the pressure.

Dyke is not alone in facing these problcms
-There’s also Gavyn Davies, BBC chairman. He is
nota bloke, he’s an economist. One rising BBC .
exec remarked that “Economists are people
without the imagination to become accountants”
This is generally true but probably unfair in
Davies’s case. He is as unlike Dyke asit is possible
to be. Physically he is softly fleshy, as opposed to
the compacted bulk of the DG, though his hands
are strikingly delicate. He speaks softly and
carefully, in contrast to the DG’s sudden outbuxsts,
and he hasa very noncommittal beard. Instead of
Dyke’s fluent mateyness; there is a weirdly
strangulated speech pattern. Davies, like Dyke, has
suffered badly from the accusation that he is a
new=Labonr crony and is closc to Blair and
Brown.Some say he’s not quite close enough: was
he, for example, given the BBC job just to console
him for not becoming governor of the Bank of
England, a role he was promised by Brown?

" Nevertheless, it secms reasonable to ask him
whose crony he is. Reasonable to me, but not to
* Davies."Iam not anybody’s crony, and frankly

I'm not willing to sit here and be interviewed as

if I'was applying for the job” Okay, so,unlike

competitive. I did a funding review that looked at
the efficiency and productivity of the BBC in the
late "80s. It was a flabby, indulgent and inefficient

- place. Margaret Thatcher’s complaints were
" justfied,and John changed that overa decade.

“The criticisms John is getting are really unfair.
Like all of us, he has strong points and weak
points. But at the moment, the media seem to have

a%itch-hunt mentality about John. I really do
think its unfair. The fact that Gregand I canssit

" here today leading an organisation which is

structurally correct; has the correct channel
structure and online presence and the right radio
structure, isdown to Jobn Birt”

I phone Dyke achome to try those out on
him."“So you agree with Gavyn that Birt
did some very good and necessary things?”

There is a significant pause.“Er... Yes.”

If Dyke is the doer, Davies is the theorist; if
Dykeis cmoﬂomlly attached ta the BBC, Daviess
commitment is intellectual. He believes
broadcasting is an industry that cannot be left to
the free market, it suffers from “market failure”,

“The UK has 250 commercial radio stations, all
of which provide the same things —well, that’s
unfair to Classic FM. I think the core purpose of
the BBC s to provide a different type of
programme;and that is more true now than it
has-ever been. I think there is a market failure 2

in education, and I think the same about
broadcasting. It may be onc day that the market

. hasdeveloped in such a way that it makes the
BBC redundant, but I don't think we're anywhere
near even contcmplzmng that possibility?”

Dyke; he’stouchy:“Hf people say my previous links
with Tony Blair and Gordon Brown make me
unsuitable, I would emphatically reject that.
Virtually all chairmien of the BBC have had known
political views and they leave those views outside
this organisation. What matters is that you stand
for the best of what this organisation stands for.’
Davies is also unlike Dyke —and almost
everybody elsc in the BBC — in that he won't hear
aword against Birt.“What I am certain of is
that,under the Jobn Birt period, this organisation
. became enormously more efficient and more

Market failoremeans that commneraal
broadcasters tend to converge on one type of
output — pop music on radio, game shows, nuts’n’
sluts, soaps on television. Furthermote, they tend
to converge on American material. The might of
the US media giants is such that they could easily
fill the world’s broadcast systems —and,
increasingly, they do. Both Dyke and Davies are
convinced that this can only be resisted by a
regulatory system that ensures the prodtiction of
indigenous programming.“Other countries
would be very lucky if they could achieve
something like the BBC,” says Davies. " We are
very lucky to have this anomalous broadcasting
system that remains independent of government.
We've never been the state broadcaster. 1f we'd
lost our independence, we'd never have retained
the place we have in popular esteem...I've been
to lots of public meetings and I've asked if people
they would save theirlicence fee and giveup
cverything the BBC has had to oﬁ'cr Nobody has
ever answered yes to that quesuon

AP
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The problem with this argument is that, though
market failure may justify some kind of
broadcasting protected from commercial
degradation, that just may entail having one
television and one radio channel. It does not
necessarily entail a gilded monster like the BBC.
The answer to that is: it works, we've got it, people
like and trust all sorts of different bits of the BBC,
so why fix it if it isn’t broken?

- The mantra flows smoothly down through the
organisation."To me,"says Jenny Abramsky, head
of radio, “the BBC delivers quality, it delivers
things that, if it wasn't there, wouldn't be there.”

“In aworld of second-hand sources of
information,” says Richiard Sambrook, head of
news, “a big, publicly funded corporation that
says, ' We'll be there and we'll report it ﬁrst-hand’—
well, the commercial sector here and in the States
car’t do that, it can't sustiin it

“It’s important,”says Alan Yentob, now the
creative boss of 2 new drama, children’s and
entertainment division,“to dllow the BBC to
deliver on its indigenous role, to bring together
British people with a British perspective and get
the very best programmirig?”

And here’s Roly Keating, controller of BBC4:
“There’ still a long way to go. It’s 2 huge, biggy,
complex organisation. For it to really come
together, it will take longer. Greg has the
willingness to do that—to gets different bits of the
BBC working together. The sense of what we can
achieve is awesome. Let’s not just play these little
chords,and play the really big chord and make the
whole thing sound together’”
 Aboveall, Dyke, unlike Birt, seerns to have

thenradtonside;“The place Has relaxed a bit,” says
Sambrook.“One of the first things Greg said was
about making great programmes. There was a huge
sigh of relief — this was somicone who recognised

that’s what most people in the BBC wanted to do.”
They are all right, but everything would
collapse if the BBC lost its independence from
government and became the state broadcaster. -
This has always been a threat because of the
peculiar constitution of the organisation —for
example, it has to rely on government to rubber-
stamp all its new channel plans.And in spite of
Daviess protestations, the threat has become more
serious recently because of the Blair
administration’s pathological obsession with
presentation. In that context, the appointments of

both Dyke and Davies were rightly seenas
suspicious. Politically, they both need watching
very carefully indeed — not necessarily because
they will bé biased, but because they might cave in
when the heat is on. And, as my breakfast pal told
me,"If the staff of the BBC were the British
clectorate, Labour would never be out of power?”
This is felt most acutely in news. Last
November, the BBC started a big review of news
in the wake of the poor turnout in the election
and declining news audiences. Davies has made it
clear that he doesnt think it’s the BBC’s job to -
make people vote,but itis the BBC’s job to keep
up news ratings. The research found that 40% of

" the population is “disengaged™ from Westminster

politics, and that under-45s watched 259 less
news than over-45s.*We have to find a new

~ approach to politics,” says Sambrook. “We've fallen

too tightly in league with Westminster. People are
passionately interested in issues, but they are not
interested in pictures of an empty House of |
Commons!' It was thoughts like this that led to the
dumbing-down charges. BBC Westminster staff
and their MP pals had almost certainly conspired
to thwart changes that would have downgraded
their importance, by leaking to the press.

In fact, I don't think Westminster is the
problem. The real turn-offs are the interminably
unrcvcahng,combatxvc mtcmcws that now pass

for pohucal coverage. T}us isnotsolely the
broadcasters’ fault. Politictans are now so tightly
briefed to say only what they want to say that
interviewers have no choice but to take them on.
There’s never any real discussion.“John

—Humphrysand Jeremy Paxmanbothcastavery

long shadow;” says Sambrook.“Actually,beyond
those two, there isn't anybody who approachesit

in quite the same way”’ b

. News is 2 critical — perhaps the critical -BBC

activity. Both at home and abroad, it is what

is most distinctive about the brand, and is central

to the corporation’s identity as a public-service

broadcaster. But its position is perpetually

unstable, now more than ever. Dyke wants ratmgs

and news doesn't provide them, so it will tend to

be squeezed in the schedules. News is also very

expensive.And politically, news has to walk

several tightropes, trying to be neutral without

being dull and constantly fending off or,even

worse, welcoming the attentions of the

government of the day.
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On top of that, Dyke doesn’t like the leaky,
restless dissidence of news.And especially doesn't
like the fact thata straightforward news c8ck-up
resultéd in a story suggesting links between Oryx,
an African diamond-mining firm,and Al-Qacda.
This could result in one of the biggest libel
settlements in history: Oryx is going for £6m. -
“Incandescent” was one of the milder terms for
his mood when this landed on his desk.“News
doesn'tagree,” became a joke between Dyke and
me because news is a problem in his brave new,
cut-the-crap world. The acws balacing act has
become more fiercely complex than ever.

Butitsall more fiercely complex than ever.
“What does the BBC do?”is nota question thatis
easily answered in a climate of convergent or

" possibly divergent forms of communication.
Future use of technology isuncertain, and the

" BBC could perfectly well be getting it all 3>
wrong. itwasn't long ago, for example, that people
were forecasting that the BBC would have
abandoned radio by 2000 as television took over.
“There wasa genuine beliefin the 1970s and 80s,)”
says Abramsky, “that radio would inevitably die
f)ut...It developed in radio a siege mentality: every
1nitiative had a defensive attitude around it”

BBC radio is now stranger than ever. Though
1ts share of the funding cake has been dropping -

+ itnow spends 19% of the licence fee —its
audiences have been rising. In spite of all the
forecasts, young people are listening to more
radio.And, for credibility with the government
and to satisfy its own right-on credentials,
the BBC is very keen on youngaudiences.Too

“keen,in fact, since youth is already so well
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And so, since last Wimbledon, when digatat
viewers could watch any number of games; the
BBC has become market leader in interactivity, as
it intends to in internet services. It hasdonc a
telccommunications deal that should mean BBC
technology and content drive the third generation
of permanenty connected mobile devices. The

trick then will be finding ways of guiding people
through the mass of content. Justas now the net
tends to drive you back to the big American .
players like Amazon, Microsoft and AOL, so in the
future you will be pushed towards th? BB(.Z.
Highfield is even working on putting pictures
on digital radio. Instead of the blue screen you get
when you listen to radio through your satellite~
connected TV, you get moving images. Dch was
sceptical —*That’s feesing TV,isn'tit?”he said.
. This all means marketing and branding,and
that means Andrew Duncan, head of marketing
and communications, who was brought in from
Unilever. In appearance alone he is, perhaps,
the most vivid demonstration of the new mood.
Whereas Yentob’s expensive black suitsand
T-shirts were once the grooviest thing in the
upper echelons, now it is Duncan's jeans, sncakers
and floppy tops. Though 39, he looks 19.But.
does the BBC need marketing? Should public
money be spent on selling rather than just
doing? “Actually, that debate is over,” he says.
“Intellectually we've got over the hurdle of
whether the BBC wants marketing. Greg knew
it mattered but he didn't understand. I think

" the biggest single thing now is about real focus on

the audiences. For me it's much more .
! ﬂ1nr‘:lmrn!nl—d}aiﬁum":\.uuu I.L-)bdlh}.l-A }UC 0{

sexved, Bur BBC3—the rewdigital channel
awaiting approval from the culture secretary, Tessa
Jowell,at the time of going to press—isaimed -
.. ..atyouth. And thenew digital radio station, 1Xtra,
{ is to be launched in the summer to provide
“cutting-edge urban black music”,

Now, having kept its role in radio and TV, the
BBC is expanding aggressively into “new media”
—~the brave newworld of interactivity and
connectivity. Lord Reith’s statement of purpose —
to inform, educate and entertain — has been
modified by Dyke. It now reads:“To educate,
inform, entertain and connect!*This means the
BBC has to get out there. "I think we've gotavery
important role;” says Ashléy Highfield, head of
BBC;, the new-technology operation.“If we
didn’t do it, there'd be a dearth of good British
content on the separate platforms.* Highfield is
leading what he expects to be alongand deep
decline in “linear” broadcasting. Except forlive
events, he thinks there will soon be no reason for
people to be enslaved by the schedules. Channels
will become “buckets” of programmes into which

we can dip rather than schedules we must obey,
“Wc'v&:.got to start denting ‘appointment TV

public-service organisations have Jost sight of
the fact that they have to serve the public.
Somehow-they-get-eaughtup-in politics and' .
accountability. The most successful companies in
the world all have a strong focus on customers.
The BBC has always been Iacking in thatarea?”
Duncan, like many qthc'ts' atthe BBC, regrets
that they did not get the two big hits from v
and Channel 4: Pop Idol,and Big Brother. This is
animportant point. The Blue Planct may sp}-ing
from the BBC’ heartland. Butif it is to retain
market share, it must also go for the big down-
market programmes, and it is simply notas goofl
at this as TTV.And as [TV is squeezed, it is certain
to come yp with more such ntings-gnb?crs.’l‘hc
trick will be to fight this war without losing all
-credibility. The other trick will be to miflforcc
identity. Duncan sces the BBC as suffering from
“negative synergy” — the whole is seenas l-css than
the sum of its parts, People who love Radio 3 are
notnecessarily crazy about BBC1,and donft see
them as part of the same thing. Duncan wants

/b |
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to *join things up better”. f,ogos will appear
everywhere, notably on a new poster campaign
that will be dominated by the lettets“BBC” but

- will advertise all kinds of programming. The BBC

isona roll and it wants to brag about it.

But there is something wrong, possibly
seriously wrong. Obvious evidence of this came
not long after I interviewed Davies. He made a
massively ill-judged speech, saying those critics
who charged the BBC with dumbing down were
all white middle-class southerners. Even the old
lefties, who should have supported him, didn't. In

.-fact, the BBC does have a slight demographic

problem with racial minorities and a slight north-
south divide. But you deal with that; you don't
shout about it,and you certainly don’t abuse
another massive sector of society. Dyke learnt his
lesson about this kind of thing after his “hideously

white” comment. Davies should havelearnrirsog. .

Furthermore, the BBC walked into 2 glaringly
obvious trap over its coverage of the death of the
Queen Mother. Lack of enthusiasm and
uncertainty was clear from the beginning and,
fired by ITV Jobbyists, the critics zeroed in for the
kill. Again, thid was stupidity. The BBC had
allowed the antimonarchist, soft-left agenda of its
own'staff to lead it into a tactical error. Whatever

. its people thought, it should have smothered the

occasion in unquestioning coverage, toavoid the
casy but very damaging snipirig that its half-
hearted coverage inspired.

~ Such gross errors cast doubt onthe BBC’s
ability to sustain a convincing broad, popular
identity. They also raise questions about exactly

view that “the BBC hasto have a sharc of hearts
and minds” Such things are easily lost in the
jargon of economists..
AsIleft my interview with Davies, he said:“I
look forward to the output.”
“It’s notoutput,’ I replied, “it’s writing?’ L don’t
think he understood. ’
But;as I started with him, I should end with
Dyke.As Fiona Bruce said, we've got Greg. He's
the issue.l,in common with almost everybody
who mects him, like him. He’s clever and, beneath
the heavy blokeishness, thoughtful He'll '
constantly be in trouble, mainly because he shoots
from the hip and often hits his foot.
He knows that the BBC, for all its power and
- might, is unstable. It has potent enemies
“withinand without. His mottois“one BBC",
but he knows that ideal unity is still far ff.
But, after a hellish induction process, he now
thinks he khows how to get there.

But the enemies are massing, ITV is bitter and
busily whispering in the ears of journalists and
politicians. The BBC's very success is now being
used against it. It is said to be a dangerous
monopoly, a market-killer, a dumber-down.
Daviess spgech gave them more ammunition. The

next few years are critical to the BBC's survival. It -

is time,as Dyke knows, to shut up and deliver. But
can they, in the last analysis, cut the crap? it _‘

v

" whatlevel of accountabiliry is ar work here. One

gets the strongest feeling that the BBC is
primarily accountable to the sensibilitics of jts

.-own staff and its two Labour chiefs. They have to
, ‘convince me and everybody else that that is not

the case. If they can't create a clear identty and

demonstrate real accountability, then they can't, in
the long run, Justify the BBCs existence.

At the moment the justification is a conflicting
mix of rhetoric from Davies and Dyke. Dyke says
itsallabout energy and creativity. Davies spcaks‘in
the economist’s language of market failure, These
are, however much they may deny it, two different
things and imply two different strategics. '

But everybody is agreed that Justification is
not to be found in the management babble
of the Birt years. BBC executives, led by
Yentob, have recently been touring the most
groovily fashionable companiesin America —
Southwest Airlincs,Ritz—Carlton, Cisco Systems
—to imbibe the new language of leadership
asopposed to management, [t might still be
babble, but it’ the new babble,

No, the BBC'sjustification must be something
else, something to do with identity, with
national purpose, with seeing things as good in
themselves, something to do with Yentob’s
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ow could any tele-
’ vision station which
relied for its ratings

on a naked Keith

Chegwin hosting a jungle

game show seriously hope to
‘survive?

But Channel 5, the broad-
caster launched on the found-
“ing principles of the three Fs —
‘foothall, Glms and fomication

- has soaring advertising reve- -

‘nues, booming audiences and
a new-found reputation for
success that ITV, its main com~
mercial rival, would die for.

Valued by analysts at
£750m, Channel 5, once the
village idiot of terrestrial tele-
vision, now finds itself the
sought-after marriage partner

——— ol every TWmogul-and mews=

paper proprietor around, with
Rupert Murdoch heading the
quene.

Thanks to the publication
last week of the Government's
.draft Communications Bill,
which suggests axing restric-
tions that stop UK newspaper
owners and non-EU investors
.controlling terrestrial TV

.stations, Channel § is now the

real thing.
- With Channel 4 under state
ownership and ITV still out of
the reach of Murdoch even
.under the proposed new rules,
Channel § is the biggest chip in
play for the maiorgsi
. fn BSkyB.
Channel 5's owners, RTL of
Germany and Lord Hollick's
-United News and Media, look
. like striking it rich should they
choose to sell. Channel 5 might

archolder
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Channel 5 comes alive

Astute programming and a
Communications Bill have
transformed the station’s

fortunes, writes Damian Reece

even fturn. a profit next year,
according to some anaf;'sts,
well ahead ol its business plan.

.. “We will outperform the

.market by around 20 per cent
.this year on advertising reve-
.nues,” says Nick Milligan,
Lhannel 5’s deputy chief
executive. -

. But Channel 5 is increas-
ingly valuable, mainly to Mur-
dod{ not just becauseé of its
improved performance. It rep-

.xesenis a unique chance for
Murdoch to showcase his pre-
+mijum pay-TV, such as
BSkyB’s Premiership football,
to anew andience.

As the fifth and final terres-
trial TV station, Channel § is in
-a unique position to build a
brand with a mass audience to
compete with ITV and deliver
Murdoch access to the 45 to 50

33 per cent while Channel 5
has doubled its share to 10 per
cent. For adults as awhole, ITV
had 61 per cent five years ago,
while Channel 5 had just 4 per
cent. Now ITV is down to 44

per cent but Channel 5 can
boast 11 per cent.

Better quality audiences a
being attracted to Channel 5 by
better qualil{ programmes.
Kevin Lygo has been_ hired
from Channel 4 to oversee arts
coverage, with his pro-
grammes shown at 7pm, such
as last Friday night’s 30-min-
" ute preview of Tate Modem's
Matisse Picasso exhibition.

Money has been pumped
into popular documentaries
such as The Most Evil Men in

fec
which are getting audiences of
1m to 2m at 8pm. These view-
ers are then encouraged to

per cent of homes that have yet
to succumb to pay TV.

The "planned analogue
switch-off poses some threat to
Channel 5, given the apathy
shown by people in taking up
digital television, but this is the
same threat faced by all terres-
trial broadcasters.

As programming ha
improved at Channel 5 audig
ences and advertisers hav
been drawn to the emergin
brand. At launch in March
.1897, the station had just 5 per
cent of male viewers aged 16 to
34, a high-spending market

dvertisers drool over. ITV had
percent.

Now, ITV's penetration of

e lads’ market has crashed to

“stick around at 9pm because
Channel 5 has bought the
rights to show hit films such as
Independence Day. The station
has stolen Home & Away, the
_Australian soap, from ITV and
scheduled it in front of its pre-
viously troubled home-made
soap, A Family Affair, which
now pulls 1-Im viewers com-
pared with 400,000 belore
Home & Away arrived.

In sport it has picked off
loose assets such as England
away games (the Albania fix-
ture last year got 7m viewers),
plus a lot of US sports.

“Channel 5 has improved [
think to impress advertisers
before audiences and 1 think
it's worked,” says Andrew
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Walsh, media analyst at Al-
tium Partners.

Programming budgets have
been boosted by advertising
revenues which have gone
from £83m in its first year to an
expected £220m this year plus
£7m revenues from various
sponsorship deals. All this
means that Channel 5 will tak
7-5 per cent of total televisio
revenue this year, against 4 pe,
centatlaunch.

But will all these impressive
numbers mean Ruperf Mur-
doch will make a bid? Any
buyer needs a willing seller
and RTL, with a 65 per cent
stake, is far from certain to
want to scll. It may yet con-
sider bidding for Carlton or

" n both; as the
bigger prize in'British TV.

But most analysts believe
RTL will wait for Carlton and

Granada to meige beforemak-—"—""

ing a move, and with some
analysts worried that IYV may
be suffering a secular decline
in its fortunes, a bid for the
companies is far from certain.

A question also remains as
to whether RTL would be
allowed to own both ITV and
Channel 5. It could instead
bring BSkyB onto the Channel
5 sharc register if Hollick is
willing to sell some or all of

- UBM’s stake.

The Germans could find
partnering BSkyB a more
attractive option than sellin
out altogether while Murdo
could still achieve his aims for
BSkyB as a substantial minor-
ity holder.
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Will Hollick
sell his stake
In Channel 57

By TIm Turier

ORD HOLL!CK’S United Business

Media is understood to be ready

to sell its 35-per-cent stake in

Channel 5 to Rupert Murdoch for

£210 million - valuing the TV

company at £600million. Such a
move would be likely to precipitate a full sale of
the station, with RTL —~ owner of the remaining

65 per cent stake —effectively forcedinto a sale.

The dramatic deal would be the first
consequence of last week’s draft Commun-
ications Bill, in which the Government laid out

plans to loosen the laws on media ownershlp.
The Bill has sent the entire industry into a spin,
with ‘every major player ready to become a
predator - or fearing it ma {be prey.

Among the major legislative changes

. proposed, which are expected to go on to the
statute book next year, the ban on foreign
companies owning a single ITV or radio station

—————wilthe lifted;-while Murdeeh-has
go-ahead to make a
play for Channel 5 ~
. desplte still being
T barred from takinga—
b stake in a single ITV
. station.
- The Bill also
proposes to lift the
‘restrictions on joint
ownership of TV and
radio stations, and the
.ban on owning more
-than one commercial
licence. But within
hours of the draft bill
being released on
Tuesday, execulives
from Lord Hollick's
United Business Media
were understood to be
planning negotiations
with Murdoch.
Lord Hollick’s
has been affected by

falling advertising revenues and over—exposure

to the US market.

It is thought Murdoch will try to persuade .
RTL - Europe’s biggest free-to-air broadcaster-
~ that by letting go of its 65-per-cent stake, the
company, backed by German media giant
Bertelsmann, can have a huge role in bidding
for a single ITV operator.

City analysts are valuing Channel 5 at
between £500 million and £800miillion. Sources
suggest Murdoch may be forced into paym g
RTL around £100 million as a “premium” above
any agreed price ~ by way of an incentive to let
go of the station and have extra funds to make a
bid for ITV.

Executives at BSkyB are already drawing up
detailed plans to integrate the ﬂve-year—old
broadcaster into the Murdoch empire. But with -
the Communications Bill not likely to be ratified
before next year in Parliament, Murdochi faces
competition from other’ publlsbers eager to get
hold of the company.

Lord Rothermere’s Daily Mail & General \ ’
aturalpredator-But-inside
say the group’s near £1billion of debt means \
Rothermere’s hands are tied - unless he goes
for a riglits issue to raise cash. Trinity Mirror is
also thoiight to be casting a financial slide-rule
over the company. However, the key to any sale -
is likely to be the speed with which a buyer
could get their offer together. :

 ————— v

HOLLICK: Ready to
kiss stake goodbyo
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- Why we
- must stop
treatmg

. children as

chﬂdren

ACCORDING T0 the Bfoad- i

casting Standards Commis-
sion, television soaps are far
‘too violent and salacious’,
tackling sensational i issues
such’ as rape, abortion,
domestic violence, murder,
prostitution and drug abuse
with a bit much in the way

of gritty post-watershed
verisimilitude

fts. OF ¢ course, I saw much

much scarier things than
thisinreal life, but that's not
really the point: there was,
then, a sense that too much
‘real life’ on TV might ‘be’

Citing the trials of Little
Mo Slater, beaten up (for a
Chnstmas ratmgs-wmner,

)-by-her-everdoving
! hub sie, Trevor, the commis:
_ sion, in true Nanny Knows
" Best tradition, wondersifa
little light domestic violence
before Harry Potter and
lights out Js necesSarily the
key-toahappy, healthy, well-
balanced.childhood. And on

the faceé of it, it appears.to’

'haveapoint. When 1 was still
anipperir $ingle: ﬁgures ,the’
scariest thing I ever saw on
TV — the horror, the horrar-—
was that polnty, alienfacé at
the end of the Star T}'ek cred

it'sriot the 1960s anymore. In
just the same way that we
canno longerexpect oreven’”

hope for, ‘cradle-to-gravé™

healthcare social-security:.
benefits and job security, so

we -probably’ need to°
-acknowledgeé that living in

faster, more furious, deeply
complex and considerably
scarier’ timés calls for an
entlrelydiﬁ‘emnt approach.
Faceit, the proverbial old
‘they’ (a manny state, an
Auntie Beeb, whoever)can’t

expect to be charged with the
responsibility of guarding
our godless morals and goid-
ing us through the modern
consumerist minefield, nor
should ‘they’ be expected to
. protect our off-
spring from soak-
ingeverything up
much too fast and
far too young.
Bottom line:
take responsibil
* ity for your own
TV. While -
wouldn’t’particui
larly like to be in
the position. of
having a.seven-
: year-old ‘ask me:
‘What’s a back-
street- abortion,
Mummy"’ ~(see
. last weel’s East-
: Endetsy;, I'd only
* have- myseli” to
blame ‘if a_child .
were watching it~
in the first plaoe
-And .+though

-

there is probabl’y never a -

‘right’ time to be discussing
prehistorically unenlight-
ened approaches to abortion
with a ‘seven-year-old (or,
come to that, why Little Mo’s

* credits that keeps a child
awake and scared at night,

but the faces of those grown-

. ups they know and love act-
‘ mg out their own fears and/

orinsecurities.

Still, whether or not-the
soapsreally are glorying in
rahng&grabbmgpnme time
goreand gloom and breedmg
generations of vicarious
emotional thrill-seekers is a
debatable point. |

Buteven if you think that,

yes, on balance, they proba- L
bly are and that it should :

really stop, I can assure you
(if not reassure you) that it
won'tstop in theforeseeable
future.

Accepting this fact will
almost certainly be the first
successful step -towards

learning tolive with it, notto

mention teaching kids notto
be scared of what's on-screen.
As Kylie once wisely
reminded us when we were
all considerably younger, bet-
‘ter thedevil youlnow, eh?

somekind of violation of the ~ husband keeps grabbingher
unwritten code of chlldhood hair and bashing her head on

The problem is that these  thekitchen table, orhowitis
days we still feel the same thatthe unlovable teenager:

nestalgicandidealisticway —Janine iSSelling hier body to
about the purity andsanctity ~ pay for her cocaine habit),
-of childhood (though wh‘bn perhaps pavmg this conver-
childhood was thus escapés  sationis infinitely preferable
me), except that, patenﬂy to that same severi-year-old

tthan witnessing the real
i thing, live and uncut, pre-

watershed and right there in
theirown livixig {l?omknhap-
to people they know.
penu:li cefn ‘cope with the
‘right” kind of being scared.
And, for the most-part, kids
i know that the scary stuff on
TV may force them to queal
-and peer thirough their fin-
.gers at the screen, but that
it’s also make-believe. After
all, it’s rarely the pointy

alien face at the end of the
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Labour’s new watchdog is no solution for the press or for broadcasters, say Observer commentators

For local papers the
futureis already here

Peter Preston

THE BIG headlines -of the
week, of course, belonged to
Rupert Murdoch. Would
Tessa Jowell's drafpCommu-
nications Bill make Him mas-
“ter of the media world?
(Answer: Take Five).

But little headlines can mat-
ter just as much. What about
the Peterborough Herald &
Post (not to mention the East
Northants Herald & Post and

. the Stamford Herald & Post)?
Small papers; big, big issue.
And atale of two ministries.

While Jowell, at Culture,
Media and Sport, was sucking
her final pencil over the won-
ders of ‘light touch’ media
regulation, Melanie Johnson,
at Trade and Industry, was
blocking Trinity Mirror’s sale
of the four Herald & Poststo
the Johnston Press after

scrutiny. A £16 million deal
- involving several more Trin-
ity Mirror titlesis duly stalled

because it nolonger seemsto ™

makesense.

Johnson, meanwhile, was
going further. She was asking
the' Director General of Fair
Trading to investigate the
‘implications of local concen-
tration in the ownership of
regional and local titles if con-
solidation in the industry isto
continue’. Was Britain, she
inquired, in danger of becom-
ing just a series of carve-ups
between increasingly domi-
nant groups?

There's a certain Whitehall
pottiness to all of this. Jowell
and Patricia Hewitt at the DT1

are supposed to be Cabinet
colleagues working for
change to a common end.
One of -those changes is a
more relaxed and sensible
approach to newspaper
merger policy, which now
dictates that Gannett of the
US can become one of
Britain’s big three newspaper
owners (because it's a new-
comer, from over there),
while existing players such as
Trinity Mirror and Johnston
Press must plead and fume.

.The draft Bill condemns
‘outdated’ regulation and ‘in-
flexible’ policy implementa-
tion, and recommends taking
many small papers out of the
regime eritirely.

But this light touch comes
with sticky fingers. How can
one, weaving between Jowell

means advertising rates in an
area are being shamelessly
raised and milked, that is
cause for concern. But the
commission’s remit doesn’t
extend to free papers and ad
sheets operating alongside
paid-for papers. That makes it
half blind. The reality is that
if a paid-for hikes too far, it
leaves itself hugely vulnera-
ble to attack from below. The
only way of maintaining a
monopoly is to remain rigor-
ously competitive. Milking
soon leads to curdling.

And the plurality of voices?
Most British local papers
don't have strident editorials.
They're on theside of Bloggs-
ville against the world. It is
their job to sell to their com-
munity by serving their com-
munity. The influence is in

pose-some-—there

thing beuer" It's easily done.
All you need is a little hon-
esty about what’s there now.

" In'fact, the future Johnson

fears is already here. Inde-
pendent local papers, owned
outside the big chains, are
becoming rare. Trinity Mir-
ror, Johnston, Associated and
Gannett rule the roost (with
medium-size players such as
the Guardian Media Group

far behind). And, of course,

it’s a de facto carve-up.

Local monopoly doesn’t
merely work: it is the only
way. What should the comm-
ission make of that? The
answers come under two
headings: commerce and
democracy. If wonopoly

Which brmgs us far
beyond any DTI prognostica-

Orleans, where the American
Newspaper Association con-
ference has just answered
some awkward questions.
How do we battle through the
nastiest media depression
since the Great Depression?
How do we see off TV, radio
and the net and find a future?

Initial ANA responses
involve mantras about work-
ing harder and kicking adver-
tisement departments into
life. There is also a more
thoughtful way. To quote
John Morton of the American
Journalism Review: 'If you
want to see TV stations panic,
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goto atown where the news-
papers are on strike.’ News-
papers - overwhelmingly -
have the reporters on the -

- ground, the critical mass of
news collection. Local broad-
casters have never put in the
resources. Local websites
haven’t begun to compete.
Existing papers which care
about newsgathering and
fund it properly possess an
enduringedge.

That isn’t a steady state.
Gannett and the rest have

investors to placate. An aver-

age 18 per cent profitability
when you've been used to 29

per cent doesn’t sound great.

Sometimes, newsrooms are
mindlessly cit to rescue the
share price — the “shortest-
sighted suicide note in history.

Look for reassurance at

ne-ef gurbiggest-suecesses,—

the Cumbria News and Star
(circulation up 4.2 per cent
last year against an average
32 per centfall among
regional evenings) and._the
weekly Cumberland News
(posting its eighth successive
six-monthly circulation rise).
These are very good
papers, close to their commu-
nity and full of news. They
were vital sources of in-
formation about foot and
mouth. They're intelligent,
committed and (because they
are still family-owned) not too.
worried about making the -

last buck. They show that .

local evenings needn't die,
and that weeklies can be true
tribunes of the people. '

They don't need Johnson to
bail them out, nor a light
-touch from Jowell. They just
want to be left alone to do
their excellent thing.
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