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Executive Summary

Capital Radio continues to support the Governnment's overall
vision for the nedia | andscape of the future and wel cones this
specific consultation on plurality, diversity and the need for
ownership rules. W agree with the Governnment’s view that to
encourage conpetition and econonmic growh requires being as
deregul atory as possible. However, the nedia nust also
continue to perform its critical role to safeguard public
debat e and opi ni on.

The principal objectives of the new |l egislation are: -

To create the nobst conpetitive narket possible, whilst
ensuring plurality of voice and diversity of content; and

To construct a framework which is robust but adaptable to a
rapi dly changi ng technol ogi cal and econom ¢ environnent.

Qur proposals, as set out in this response, should encourage a
dynamic and flexible nedia industry yet also preserve
plurality, diversity and quality for the public.

Diversity - Content Regulation
The principle of diversity has traditionally Dbeen

mai ntained though regulation of content, rather than
ownership controls. Capital Radio believes that the
| ooseni ng of owner ship restrictions will stinulate

diversity by allowi ng further consolidation, providing nore
scope for investnment, and enabling conpanies with greater
financial strength to create a w de range of conplenentary

servi ces beyond the “middle ground”. W believe that the
rel axati on of ownership restrictions should be accomnpanied
by the nmaintenance of positive content regulation. W

support the continuation of the format description, but
with an enphasis on light regulatory interpretation.

Plurality — Media Ownership

W understand the need to maintain plurality of ownership
anongst the nedia industry as a whole, but also believe
that there should be sufficient freedom to allow single
ownership of services where appropriate in order to
encourage diversity of content.

Nationwide ownership of Independent Local Radio Licences

We support the proposed abolition of the existing points
system in respect of UK-wi de ownership. W agree with the
Governnent’s view that it should be left entirely to the
Conmpetition Authorities, taking advice from OFCOM to




determ ne accunulation of radio interests on an UK-w de
basi s.

Accumulation of Radio interests in Local areas

W note that the Governnent is attracted to the original
proposal submitted by the CRCA and The Radio Authority for
a “new points systemi to regulate local radio ownership.
We are encouraged by the Governnment’s invitation to conment
on whether this “could deregulate further”.

The CRCA has subsequently revised its proposal - the new
points system would operate to ensure that there is a
mnimum of two local conmercial operators in addition to
the | ocal BBC service, within a |ocal mar ket pl ace
(originally it was proposed that there should be a m ninmm
of three local comercial operators in addition to the
| ocal BBC service). Whil st we support the revised CRCA
proposal on behalf of the industry, Capital Radio strongly
believes that this could be deregul ated further.

The ownership of local radio licences should be regul ated
in a manner consistent with that of ITV licences and
national radio licences. W note the Governnent’s proposal
to allow for the single ownership of the London ITV
licences, and the proposed abolition of the 15% limt on
share of TV audi ence which would pave the way for a single
| TV conpany across the whole of the UK (subject in each

case to conpetition |aw). W believe that, in this
context, to require a mninum of three (or even two) | ocal
commercial radio operators, in addition to Ilocal BBC
services as well as the national commercial and national

BBC services, is unduly prohibitive. W believe that a new
points system should not be introduced, and that the
Conpetition Authorities should deal wth local radio
ownership in the same manner as they would deal wth

ownership of national radio l|icences, and regional ITV
licences (as proposed in the Government’'s Consultation
Paper, paragraphs 6.3.5 and 6.2.3 to 6.2.6). In addition,
local radio licences contain specific requirenments for

| ocal content which would be maintai ned and should preserve
diversity in local nmarkets (in the same manner as for
national radio Iicences).

National Radio Licences

We support the proposal to renove the disqualification on
hol di ng nore than one national anal ogue |icence, and agree
that existing format controls would ensure the continuation
of diversity in the market.

Digital Radio

W are encouraged that the Government is of the view that a
new ownership regine for digital radio should be as
“l'iberal and transparent as possible”. In sone parts of
the UK, the nunber of radio stations broadcasting on
digital radio is already greater than those broadcasting in



anal ogue. Wth future technological advances and the
rel ease of further digital spectrum the nunber of digital
services wll increase significantly, thus negating any
requi rement for specific ownership restrictions above and
beyond conpetition | aw

The current system for regulating ownership of digital
radio multiplexes should remain — there is no present
specific restriction on the ownership of the local digital
radio multiplexes (nerely a restriction upon the nunber of
consortia in which a radio operator can participate). W
see no reason why this should change.

BBC

The scale of conpetition provided by the BBC cannot be
i gnored when planning for UK nedia regulatory change. Both
the OFT and OFCOM should take into account the effect of
the BBC in respect of market influence, narket distortion
and econonic effect. W also believe that it is essential
to have a clear definition of the BBC s public service
obligations and ensure that this conplenents, rather than
conpetes with, the commercial sector. In particular, the
BBC should be broadcasting niche services which the
commercial sector cannot financially support, rather than
strive to reach nmai nstream audi ences.

Competition Authorities and OFCOM

W support the Governnent’s view in the Wite Paper
(paragraph 2.3) that OFCOM will have powers that are
concurrent with those of the OFT, in which they wll
consult with each other in each case and agree which is
best placed to act. The OFT and OFCOM should work closely
together to ensure consistency in the use of conpetition

powers and in their approach to conpetition issues. Thi s
will make best use of the specialist know edge within OFCOM
and will assist the OFT in its general conpetition |aw
functions.

Cross-Media Ownership

W believe that in the digital world few nedia properties
will be limted to a single nedium If the Governnment truly
wi shes to create a strong broadcasting sector in the UK
and also provide genuine comercial conpetition to the
publicly-funded broadcaster, then the cross-nedia owership
prohi bitions nust be rel axed. W believe that radio is
substitutable wth other nedia, and in this changing
environnent it is not relevant to overtly restrict the
ability of conpanies to own properties in different nedia.
We continue to support the view that cross-nedia ownership
should be left to conpetition law, but that the OFT shoul d
take into account the views of OFCOM as to the relative
value of each nedia on a case by case basis. This would
have the advantage of renmining adaptable to a rapidly
changi ng technol ogical and econonic environnent, rather
than i nmposing a particular reginme enshrined in | egislation.




Foreign Ownership

W agree with the Governnent’'s view that w thout reciprocal
arrangenents with other nations which would allow UK
conpanies to expand into their nedia nmarkets, the current
prohi bitions on foreign ownership should remain in place.
However, these prohibitions should apply to both anal ogue,
and unlike the current legislative regine, also digital
radi o |icences. The future of the radio industry will be
digital radio — and therefore it is an anomaly if non-EEA
entities can own digital radio services regardless of
reciprocity.




Capital Radio plc - Background

Capital Radio plc is the | eading comercial radio group in the
UK. Since we began broadcasting in London in 1973, we have
denonstrated a consistent track record in growing our core
radi o business through long terminvestnent in programmng and
talent, conbined with a commitnment to develop and pronote
radio to its full potential. As a founding sharehol der of the
Radi o Advertising Bureau, Capital Radio has played a mngjor
role in making radio the fastest grow ng advertising nedi um of
t he past decade.

Capital Radi o pioneered the provision of additional programe
content by splitting our AM FM wavebands, and we are proud of
our reputation for finding and devel oping sone of the best-
known broadcasting talent in the sector. Qur success is based
upon the fact that, despite our national status, our radio
stations enjoy an intimate relationship with their |isteners
in each of their |ocal broadcast areas. This relationship,
together with a strong local heritage, is Capital Radio’'s
nmaj or asset and has provided the foundations for the Conpany’s
strong grow h.

Capital Radio operates 19 UK analogue Ilicences, both
| ocal and regional across London, the South Coast, the
M dl ands, Cardiff, the North East, the North Wst and
central Scotl and;

Capital Radio has also secured 30 digital licences on
local digital nmultiplexes as well as one national digital
service and is a founder nenber of the Digital Radio
Devel oprment Boar d;

Capital’s anal ogue stations broadcast to a potential UK
audi ence of around 28.4 mllion |listeners;

W enploy approximately 700 people across our radio
broadcasting interests;

Capital Radio's stations raised £2.7 nillion last year
for local charities.

As an active nenber of the Comercial Radio Conpanies
Association (CRCA), Capital Radio is very supportive of its
response to the Governnent’'s consultation on nedia ownership.
However, we wel cone t he opportunity to partici pate
individually, and would like to coment in particular upon the
following areas where our views may differ from those of the
i ndustry overall: -

Accurmul ation of Radio interests in Local areas;
Di gital Radio;
Cross- Medi a Omnership



Placing Radio at the heart of Media Policy

W believe that the relaxation of regulation is crucial if the
UK's radio industry is to establish its rightful place in an
i ncreasingly global nmarket. Establishing and supporting a new
platform such as digital radio is a challenging process which
relies upon nenbers of the radio industry, such as Capital
Radi o, investing significant resources to encourage take-up of
this new technology. Simlarly, comrercial radio conpetes for
talent on a cross-nedia basis, as well as against the BBC.
The conmmercial radio industry nust be strong enough to conpete
and invest in its future whilst wthstanding narket cycles
such as the current difficult econom c environment. In the
case of the television industry, the Governnment has rightly
accepted this position with the potential creation of a single
| TV company, provided that conpetition |aws are observed. W
would like to see a simlar flexibility for ownership of
national and local radio licences (both anal ogue and digital).

Diversity — Content Reqgulation

In our view, reducing plurality of owners will have a positive
effect wupon the diversity of content on radio stations,
especially given that content regulation will remain in force.

W believe that the |oosening of ownership restrictions wll
stinulate diversity by allowing further consol i dati on,
providing nore scope for investnment, and enabling conpanies
with greater financial strength to create a w de range of
conpl ementary services beyond the “middle ground”. In loca
mar ket pl aces, there is anple evidence to suggest that common
owners of services deliver wder diversity than if those

services were held by individual owners. In particular
Capital Radio can draw fromits own experience of owning three
stations in the London narketplace. Each of our three

stations, Capital FM Capital Gold and Xfm target very
different audiences and there is very little crossover in the
out put between the stations. Quite sinply, it is in Capital
Radio’s conmercial interest to provide a wde variety of
conpl enmentary content, rather than cannibalise its own
audi ence through conpetition for the sane type of |istener.

Wil st we support the continuation of the format description,
this should be wth an enphasis on |light regulatory
i nterpretation.

Plurality — Media Ownership

We understand the need to mmintain plurality of ownership
anongst the nedia industry as a whole, but also believe that
there should be sufficient freedom to allow single ownership
of services where appropriate in order to encourage diversity
of content.

The scal e of conpetition provided by the BBC cannot be ignored
when planning for UK nedia regulatory change. BBC Radio
directly conpetes with commercial radio for audience. BBC
Radi o commands over half of all UK radio listening and this
shows no sign of dimnishing. The BBC accepts that it



provi des “conpetition for audiences, but not for revenues.”
However, the BBC does indirectly influence comrercial radio's
financial success as audience directly drives advertising
revenue. The Davi es Panel concluded “the broadcasting industry
requires a positive force (such as the BBC) to act as a
counterweight to the private concentration of ownership; to
provide a centre of excellence; to be large enough to
i nfluence the market and so to act as the guarantor of quality
and wi de choice.” Therefore, public service broadcasting in
general, and the BBC specifically, should be ainmed at ensuring
a truly diverse narket.

The role of competition law

General conpetition |aw governs every conpany and market in
the WK The Conpetition Authorities have a wide remt to
i nvestigate and inpose sanctions on conpani es which are deened
to be abusing their dom nant position and the right to prevent
consolidation in any narket, which nay be operating against
the public interest.

Omnership regulations within individual markets and industries
are only required where there are special circunstances or
reasons why a (greater degree of “control”™ is required.
Broadcasting has historically been viewed as one such area, as
it has been deened necessary to ensure that there is plurality
of voice and diversity of opinion because linited spectrum has
restricted access to the market.

The current nedia market is very different from that of only
four years ago. Digital broadcasting is resolving problens of
spectrum availability allowing unparalleled access to new
markets. The internet, digital radio and fiercely conpetitive
print have opened many new platfornms for both consuners and
br oadcast ers. Any new legislation will need to be flexible
enough to be able to cope wth this rapidly changing
envi ronnent, wi thout hindering grow h.

Nationwide ownership of Independent Local Radio Licences

We support the proposed abolition of the existing points
system in respect of UK-w de ownership. W agree with the
Governnent’s view that it should be left entirely to the
Conmpetition Authorities, taking advice from OFCOM to
determ ne accunul ation of radio interests on an UK-w de basis.

Accumulation of Radio interests in Local areas
W note that the Government is attracted to the original
proposal submtted by the CRCA and The Radio Authority for a
“new points systeni to regulate local radio ownership. W are
encouraged by the Governnent’s invitation to conment on
whet her this “could deregulate further”.

The CRCA has subsequently revised its proposal - the new
poi nts system would operate to ensure that there is a mninmm
of two local comercial operators in addition to the | ocal BBC
service, wthin a Jlocal narketplace (originally it was



proposed that there should be a mnmninum of three |ocal
commercial operators in addition to the local BBC service).
Whil st we support the revised CRCA proposal on behalf of the
i ndustry, Capital Radio strongly believes that this could be
deregul ated further

The ownership of local radio |licences should be regulated in a
manner consistent with that of ITV licences and national radio
licences. W note the Governnent’s proposal to allow for the
singl e ownership of the London ITV licences, and the proposed
abolition of the 15%limt on share of TV audience which woul d
pave the way for a single |ITV conpany across the whole of the
UK (subject in each case to conpetition |aw). We believe
that, in this context, to require a mninmm of three (or even
two) local commercial radio operators, in addition to |ocal
BBC services as well as the national commercial and national
BBC services, is unduly prohibitive. W believe that a new
points system should not be introduced, and that the
Conpetition Authorities should deal with |local radio ownership
in the same manner as they would deal wth ownership of
national radio licences, and regional ITV Ilicences (as
proposed in the Government’s Consultation Paper, paragraphs
6.3.5 and 6.2.3 to 6.2.6). Gven, we believe, radio s accepted
| ower influence upon public opinion (especially for nmnusic
based formats) than television, we see no reason why radio
should be nmore heavily restricted than the television
i ndustry. This is reinforced by the fact that the BBC has
approxi mately 50% of all radio listening in the UK, providing
a strong i ndependent voi ce.

W are concerned with the suggestion that consolidation in
| ocal markets might lead to loss of local content and identity
— the strength of local radio conpetition would in reality
prevent this happening. In any case, local |licences wll
continue to include specific requirenents for |ocal content
and therefore specifically preserve diversity. The Governnent
has already accepted this principle with regard to regional
ITV licences, and national radio licences where it s
explicitly stated in the consultation paper: “national radio
licences should <continue to offer diverse content and
conpetition to the BBC regardl ess of their ownership”.

National Radio Licences

We support the proposal to renmove the disqualification on
holding nore than one national analogue |icence, and agree
that existing format controls would ensure the continuation of
diversity in the market.

Digital Radio

W are encouraged that the Governnent is of the view that a
new ownership regine for digital radio should be as “libera
and transparent as possible”. In some parts of the UK, the

nunber of radio stations broadcasting on digital radio is
already greater than those broadcasting in analogue. For
exanpl e, in London there are now 44 digital programre services



and just 26 analogue radio stations available. Wth future
technol ogi cal advances and the release of further digital
spectrum the nunber of digital services wll i ncrease
significantly, thus negating any requirenent for specific
ownership restrictions above and beyond conpetition | aw.

The current system for regulating ownership of digital radio
mul ti pl exes should remain — there is no present specific
restriction on the ownership of the local digital radio
mul ti plexes (nmerely a restriction upon the nunmber of consortia
in which a radio operator can participate). W see no reason
why this should change.

To regulate access to digital mnultiplexes would be over-
regul ation, particularly in the context of relaxing nedia
ownership rules. The nultiplex owner is nerely a platform
provi der, and as such has no role in influencing consumers or
providing a source of information or news. Sinmlarly, the
nul tiplex application process ensures that an operator puts
forward proposals which involve a bouguet of services to
provide an interesting and diverse package for |isteners. In
a fledgling industry such as digital radio, to over-regulate
could result in the Governnent “picking w nners” allow ng
bidders in subsequent spectrum rounds to be awarded
multiplexes with a wak suite of services because of
unnecessary ownership regulations barring their conpetitors
from bidding. This will be to the detrinment of digital radio
consuner take-up in the UK

W agree with the CGovernnment that radio's future should be
digital, but |ocal nul ti pl exes have already encountered
i nvestnment problens as nmany service providers do not have the
financial resources to comit to the necessary long term

investnent. |If digital radio is to succeed, it is likely that
it will be those with radio experience who will deliver its
success, as those entities will have the confidence to invest
substantial sums now in the hope of Ilong-term gain. I'n

return, we believe that the Governnent needs to award both
nmultiplex owners and digital programme providers the greater
certainty afforded where only regul ated by conpetition | aw

BBC

The scal e of conpetition provided by the BBC cannot be ignored
when planning for UK nedia regulatory change. Both the OFT
and OFCOM should take into account the effect of the BBC in
respect of market influence, market distortion and economc
ef fect. BBC Radio has approximately half of all radio
listening in the UK, a share of the market which no one
comercial operator is pernmtted to have, and therefore its
potential to distort the market is considerable.

W believe that it is essential to have a clear definition of
the BBC s public service obligations and ensure that this
conpl ements, rather than conpetes with, the commercial sector

In particular, the BBC should be broadcasting niche services



which the commercial sector cannot financially support, rather
than strive to reach mai nstream audi ences.

Competition Authorities and OFCOM
We support the Governnent’s view in the White Paper (paragraph

2.3) that OFCOM will have powers that are concurrent wth
those of the OFT, in which they will consult with each other
in each case and agree which is best placed to act. The OFT

and OFCOM should work closely together to ensure consistency
in the use of conpetition powers and in their approach to
conpetition issues. This will make best use of the speciali st
know edge within OFCOM and will assist the OFT in its general
conpetition | aw functions.

Cross-Media Ownership

W believe that in the digital world few nedia properties wll
be limted to a single nedium |If the Governnent truly w shes
to create a strong broadcasting sector in the UK and also
provi de genui ne conmercial conpetition to the publicly-funded
broadcaster, then the cross-nedia ownership prohibitions nust
be rel axed.

We believe that radio is substitutable with other nedia, and
in this changing environnment it is not relevant to overtly
restrict the ability of conpanies to own properties in
different media. W continue to support the view that cross-
nedi a ownership should be left to conpetition |aw, but that
the OFT should take into account the views of OFCOM as to the
relative value of each nmedia on a case by case basis. Thi s
woul d have the advantage of remaining adaptable to a rapidly
changi ng technol ogi cal and econom c environnent, rather than
i mposing a particular reginme enshrined in |egislation.

Foreign Ownership

W agree with the Governnent’s view that w thout reciprocal
arrangenents with other nations which would allow UK conpani es
to expand into their nedia markets, the current prohibitions
on foreign ownership should remain in place. However, these
prohi bitions should apply to both analogue, and unlike the
current legislative regine, also digital radio |icences. The
future of the radio industry wll be digital radio - and
therefore it is an anomaly if non-EEA entities can own digital
radi o services regardless of reciprocity, as is currently the
case.

Access Radio

Capital Radio, and the comercial radio sector in general,
serves the needs of the local comunities in which it
broadcasts. |If the CGovernnent determines that there is a need
for a third “not for profit” tier of radio, then funding
should be found from within the public sector, via the
existing BBC licence fee or lottery funds. Funding should not
conme from comercial radio or advertising. To put this into
context, it is perhaps best to differentiate the radi o econony
between publicly funded and privately funded radi o operators.




In our view, the BBC already has a nandate to provide publicly
funded broadcasting and whilst the Governnent should seek to
maxi m se diversity of listener choice, it should do so based
on proven consuner demand. To date, there is no verifiable
evi dence to suggest that the listening public would support a
third such tier.

The bal ance between large and small-scale radio stations is
already provided for in the comercial sector — in the past
few years, the Radio Authority has licensed nore snall-scale
stations, sone of which having a coverage area of |ess than
20,000 peopl e. These smmll-scale radio stations, whose
financial situation is already fragile, might have to conpete
with any such third tier radio for audiences. Therefore, great
care should be taken not to destroy the smaller local radio
stations whose essence is rooted in serving their |ocal
conmuni ti es.

If any third tier radio is to be established, it is vital that
this should be included in any regulatory system affecting
radi o ownershi p.

Onward sale of Radio Licences
Capital Radi o shares the Governnent’s concern as stated in the
Consul tation Paper that proposals for a noratoriumfollowing a

new |licence award would lead to uncertainty. Assum ng that
content regulation is to remain in force, the onward sale of a
new radio |licence should not be to the detriment of the

| i stener, but indeed can often be beneficial as a new owner
woul d have the resource, wherewithal and incentive to invest
in the station. The onward sale of radio licences can reward
entrepreneurship and risk taking which is vital for sustaining
a dynanic radio industry, an objective which the Governnent is
keen to pronote. In addition, we recognise the inherent
danger of inmposing a noratorium - and would draw the
Governnent’s attention to the position in France where radio
stations were shut-down followi ng inplementation of a simlar
system

Review of Ownership Rules

W agree with the Governnent’s proposal to review nedia
ownership rules on a regular basis. If these reviews are to
provi de substantive value, this wll require significant
consultation and research. Accordingly, we suggest that this
should be carried out every three years (rather than two
years). In addition, we believe that ownership rules should
be reviewed to consider what further deregulation mght be
possible (rather than sinply to re-apply the existing regine).

Capital Radio plc
25 January 2002



