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SUMMARY
While free-to-air multi-channelling may appear conceptually attractive, in practice it will lead to a decrease in quality of programming on free-to-air TV in Australia.  The prohibition on free-to-air multi-channelling should be maintained to protect the public interest objectives that free-to-air broadcasting delivers to all Australians.

· Australians enjoy a world-class free-to-view service from five networks.  The three commercial networks compete vigorously to provide high quality programs from Australia and overseas.  This quality programming is expensive and would not be funded in Australia’s small market without the advertising revenue that only mass audiences can provide.

· Free-to-air multi-channelling would lead to a fragmentation of the available free-to-air audience as a result of the same number of viewers being spread across a greater number of channels.

· Fragmentation of the mass free-to-air audience will inevitably lead to a decline in quality across free-to-air channels, including the primary service of each broadcaster.

· New free-to-air channels require content which must be purchased or produced and transmitted by free-to-air broadcasters.

· High quality new free-to-air channels would require significant new quality content, and will not be viable in the small Australian market. 

· Experience in the U.S. and the U.K. indicates that new free-to-air channels will not lead to an increase in free-to-air advertising revenue to offset their cost.

· Accordingly, new free-to-air channels will have to be delivered at the same cost as broadcasters currently spend on a single channel, leading to a corresponding decline in quality of programming.

· Rare instances of conflict in broadcasting live sport do not justify the introduction of new channels.

· Even if broadcasters were not obligated to offer additional free-to-air-channels, if one broadcaster provided additional free-to-air channels competitive forces would lead to all broadcasters following suit, to the detriment of long-term stability and quality in programming across the board.

INTRODUCTION

Nine Network and Network Ten welcome the opportunity to comment on the report provided by the ACCC to the Minister.  As members of CTVA, Nine and Ten support the submission provided by CTVA which discusses issues raised in Chapter 5 of the report specifically relating to the moratorium on the number of commercial FTA licences, datacasting and anti-siphoning.

In addition to the CTVA submission, Nine and Ten would like to comment on the ACCC’s discussion regarding removal of the current restrictions on multi-channelling. 

It is our submission that the introduction of free-to-air multi-channelling would be detrimental to Australian television viewers and in particular the 78% of viewers who rely solely on free-to-air for their television viewing without subscribing to Pay TV.

The Australian Parliament has restricted the number of free-to-air services to ensure the delivery of high levels of quality Australian programming (including adult and children’s drama and documentaries) free of charge to viewers.  This is achieved by limiting the number of free-to-air commercial licences to three in each licence area and limiting each licensee to one primary service.  The three commercial networks spend more than $700 million per annum on Australian programs, including over $125 million on Australian drama.  By contrast, in a multi-channel environment, the 17 drama channels spend less than $20 million on Australian drama, and struggle to meet their annual expenditure quota.

It is worth noting in this context that with five free-to-air services, Australia has the same number of services as the UK.  With a population of 24 million households the UK has 4.8 million households per network in contrast to 1.4 million households per free-to-air network in Australia.  Clearly, in an advertising supported business model, Australian free-to-air broadcasters are in a more challenging economic environment than their British counterparts to finance expensive local content.  

On p 65 of its report, the Commission outlines arguments against the introduction of free-to-air multi-channelling: 

“multi-channelling… could result in ‘fragmentation’ of the FTA audience for television.  Such fragmentation could arise where a broadcaster is providing a greater number of channels to the same number of viewers (ie same amount of audience viewing time is divided across a greater number of channels).  Experience in the UK and USA is that irrespective of whether additional FTA advertising avenues become available, the total amount advertisers spend on FTA advertising stays relatively constant.  If a FTA broadcaster chose to multi-channel, the total cost of programming would probably increase.  The FTA broadcaster would be providing more content to consumers, but the operator’s revenue from advertising may remain relatively constant.”

The Commission acknowledges it may be argued that the sum of these effects will result in a reduction of discretionary spending and programming quality.

Nine and Ten concur with this line of reasoning.

The Commission then comments that it is sceptical about aspects of this argument, but does not present an analysis to support this comment or an alternative argument.

The Commission dismisses the argument of the majority of the commercial free-to-air industry against multi-channelling on the basis that the minority view of one network supports multi-channelling.  The Commission appears to reach this conclusion without due analysis of the basis on which the dissenting network has formulated its position, nor how the majority of the industry has formed its views.

We would like to take this opportunity to outline our response to points raised in the report that the Commission considers may support a case for multi-channelling, and provide additional comments on why free-to-air multi-channelling should not be introduced. 

ADDITIONAL CHANNELS
Using digital technology, each free-to-air broadcaster has the ability to broadcast three or four additional separate channels using its primary digital channel.

The Commission comments that multi-channelling could provide new and wider range services to customers (p81).  However, the report does not identify the basis on which this additional content will be supported by the industry.  As discussed further in the next section, it is our submission that free-to-air multi-channelling will not produce additional revenue for broadcasters but costs will increase.   Free-to-air multi-channelling will therefore result in greater quantity of programming at the expense of quality, to the detriment rather than the benefit of Australian viewers.

RESOURCES TO PROVIDE NEW CHANNELS NOT OFFSET BY REVENUE

Additional resources would be required to transmit and produce these new channels through the purchase of additional programming (including the purchase of additional runs), and production of new programming.  The FTA broadcasters must either purchase or produce and transmit this new content at additional cost and with more resources.

Being in the free-to-air environment, these additional commercial channels would need to be supported by advertising revenue – to cover their incremental cost.  It is our view (supported by actual experience in the U.S. and the U.K), that the broadcast of additional channels will lead to little if any increase in the advertising revenue available.  

The Commission makes the statement on page 64 of its submission that free-to-air multi-channelling may lead to new avenues of revenue as it permits greater targeting of audiences.   This statement is not substantiated and is contradicted in a reference to an ABN Amro statement that “experience in both the UK and USA is that irrespective of whether additional FTA advertising avenues become available, the total amount advertisers spend on FTA advertising stays relatively constant.”

Additional free-to-air programs will not deliver additional viewers to advertisers as free-to-air has close to 100% penetration now but may lead to some increase in viewing through niche viewing.  But countering any such increase, the audience will be fragmented across more channels thus providing less opportunity for advertisers to reach the high number of viewers they are currently able to target.  The ability of free-to-air networks to offer a mass market is fundamental to their ability to attract advertising dollars in competition with niche offerings like subscription channels.  Advertisers pay a premium to reach mass audiences via free-to-air television for maximum impact in advertising campaigns, for example when launching new products.  Audience fragmentation would make it more difficult for advertisers to reach a mass audience.  Over time this may well lead to a decrease in the overall free-to-air share of advertising dollars – and at best would leave it flat.

Accordingly, to sustain their current market position in a multi-channel environment, free-to-air broadcasters would be required to create additional channels for the same cost as one existing channel.

CONTENT OF MULTI-CHANNELS

With increased acquisition and production costs for broadcasters to meet the additional demand, it is difficult to envisage how broadcasters will be in a position to produce new product or purchase programming of a reasonable quality.  The most likely scenario is that new channels will contain inexpensive but inferior overseas material, time shifted programs, archival material and excess programs from overseas that are not currently considered of a high enough standard for analogue free-to-air.  It is very likely that free-to-air multi-channels would be channels more like those provided by the multi-channelled pay TV industry dominated by overseas material and repeats.

With programming resources spread more thinly across more channels, networks will need to direct money, content and resources away from the existing primary analogue channel to the new channels, resulting in a decline in spend on programming for the primary channel.  Inevitably networks will draw the additional resources needed away from areas of discretionary spend for example Australian programming and particularly Australian drama.  

The more expensive the programming on the new digital channels, the more resources that will be drawn away from the primary analogue channel.

The quantity of programs may increase but the quality will decrease.

DIGITAL TAKE-UP

Superficially, more television programs delivered for free via more (multi-) channels would appear to be attractive to viewers and might therefore assist the take-up of digital services.  But this desired effect would only happen if the new channels contained high quality programming.  In practice however, the realities of commercial broadcasting will not allow this outcome to occur.   Free-to-air multi-channelling will therefore not act as a driver of conversion to digital and will only come at the expense of the quality of the primary service currently enjoyed by viewers watching in analogue.

SPORTS RIGHTS
The Commission comments that free-to-air multi-channelling may give free-to-air broadcasters greater scope to maximise their sports rights.  It is worth noting that there are only a very limited number of instances where a free-to-air broadcaster does not fully utilise its rights. All major national and international sporting events receive comprehensive coverage on free-to-air television, with most shown live or near-live.  Further, in the majority of instances complementary rights (for example additional AFL or NRL games not shown on free-to-air television and replay rights) are held by a subscription operator.  Conflict with scheduled programming on free-to-air is already dealt with in a limited way in the Act by the exception to multi-channelling in relation to the over-run of sports such as cricket and a news service.

We do not consider that a small number of occasions in which live sport is unable to be broadcast would justify the wholesale introduction of multi-channelling to the detriment of quality programming.  

OBLIGATION TO MULTI-CHANNEL

The ACCC comments (p 66) that “permitting FTA broadcasters to multi-channel does not amount to a requirement that FTA broadcasters offer multi-channel services”.  However, the Commission notes that arguments have been made that if one broadcaster began offering additional services all would feel compelled to follow.  

We agree with the proposition that if one broadcaster provides additional free-to-air channels it would lead to all broadcasters following.  Where a network introduces additional channels it will necessarily attract a percentage of the market (varying in amount depending on the quality) away from both its own and its competitors primary channels by attracting niche audiences.  To combat this fall in market share, competition will necessarily require the competitors to operate on the same basis by introducing their own niche channels in an attempt to counter the loss and attract some share back from its competitors.  This response would be necessary for short-term survival in Australia’s highly competitive free-to-air market, even though it would be detrimental to long-term stability.

The Commission considers this to be an acceptable outcome on the grounds that “this is the effect of competition” This conclusion ignores the public interest objectives that underpin broadcasting as a service to the Australian community.  This competitive dynamic will act to the detriment of viewers by leading to a decrease in the quality of programming overall, in particular high quality Australian programming.  

CONCLUSION

Australia has a deserved reputation for having ‘one of, if not the best, free-to-air television systems in the world’
.  The free-to-air system is based on providing quality of programming rather than quantity of programming. 

Australians have access to multi-channelling through access to over fifty channels on pay TV, but 78% of households have decided that they are satisfied with the quality of their free-to-air services indicating that the quality of the free-to-air services continues to attract mass audiences.  

It is worth noting that the fact that approximately half the viewing time of pay TV households is of free-to-air television demonstrates that even those Australians who have sought additional quantity of services, still want to continue to see the premium range of quality drama and comedy series, variety programs, news, sport and public affairs programs that are offered only on free-to-air television.

Free-to-air multi-channelling would fragment the mass free-to-air audience in Australia’s relatively small advertising market leading to an unacceptable decline in quality of free-to-air television, and free-to-air television would increasingly look like pay television.  The loss of premium quality free-to-air services would in fact result in less choice for all Australian viewers. 

Nine and Ten urge the Government to maintain the prohibition on multi-channelling so that we may continue to provide the premium quality programming from Australia and overseas that free-air viewers currently enjoy.

� Senator Alston, Speech to “New Broadcasting an Datacasting Symposium’ 14 June 2000
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