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1. Introduction
1.1 The UK Film Council is the Government-backed agency for film in the UK ensuring that the economic, cultural and educational aspects of British film are represented effectively at home and abroad. The UK Film Council’s aim is to “help make the UK a global hub for film in the digital age, with the world’s most imaginative, diverse and vibrant film culture, underpinned by a flourishing, competitive film industry.”
1.2 The UK Film Council welcomes the opportunity to comment on Ofcom’s Financial Review of Channel 4. The UK Film Council’s interest in the Review stems from the strong public service and “industry enabling” role that Channel 4 has played historically in supporting UK film, as well as its formal obligations, expressed in the Communications Act, to feature films in respect of their contribution to the diversity of cultural activity in the UK.
1.3 We believe that Channel 4 is rightly proud of its commitment historically to British film, which has always been delivered without being an integral or measured aspect of its remit. 
1.4 The UK Film Council believes that a strong, well-resourced Channel 4 which is committed to the objectives of public service broadcasting has a continuing, and indeed more significant, role to play in helping the British film industry and the culture of film within the UK to flourish.
1.5 That said, it is impossible to extract hard evidence about the likely financial prospects for Channel 4 up to 2012 and beyond on the basis of the publicly-available version of the LEK report since all of the key financial data has been excised. 
1.6 As a result it is equally impossible to know whether the case for some form of immediate intervention to support Channel 4 has been proven.  That is why the UK Film Council cannot accede to Channel 4’s request to support their call for immediate intervention by Ofcom at this time.
1.7 Even so, it seems highly probable to us that it is only a matter of time before Channel 4 faces unsustainable downward pressures on its revenues.  Therefore we believe that at some point a form of state intervention and/or some new business model will be required to maintain Channel 4’s contribution to public service broadcasting.
1.8 However, even if we leave aside the lack of available evidence, about the robustness of LEK’s projected profit and loss scenarios for Channel 4, it must surely be more desirable for Ofcom to arrive at conclusions about Channel 4’s long-term financial future in the context of the next Review of Public Service Broadcasting (PSB) which we understand is scheduled to be completed by 2009/10.  As it is, only Ofcom is privy to the data needed to take an authoritative view now as to what, if any, measures are needed in isolation to sustain Channel 4’s public service output in the short-term.
1.9 Considering the future of Channel 4 in the context of the PSB Review would enable Government and Ofcom to take a more coherent and strategic view of the role of Channel 4 within the rapidly changing ecology of public service broadcasting in the UK, and to take full cognizance of the way in which the overall media landscape is changing as a consequence of the impact of digital technologies.
1.10 This approach would also allow more time for further policy development on the proposed Public Service Publisher, (PSP), which may or may not be an appropriate vehicle to address some of Channel 4’s possible longer term funding problems.  
1.11 In addition, it is important to realize that many of the other potential subsidy “kites” now being informally flown with stakeholders and via the media by Channel 4 executives including spectrum “gifting”, tax-breaks for content providers, in-house C4 content production, side-slicing of the BBC licence fee, general subsidy from the public purse, priority positioning on Electronic Programming Guides, etc are all potentially highly disruptive to other parts of the public service film and TV ecosystem and therefore they demand consideration within the context of a more comprehensive review of the whole sphere of public service broadcasting.
1.12 On the basis of this more complete Review, both Ofcom and  the Government would then be able to take an informed view, in the round, as to what public intervention is justified in order to support Channel 4’s public service values and output in the long-term.  Clearly, if a significant and sustained funding gap should open up, then the UK Film Council believes strongly that the Government must then act and/or empower Ofcom to take all appropriate measures deemed necessary to eliminate such a gap.
2. Questions for Stakeholders

· Do you have any evidence to support or modify LEK’s forecasts of growth in the TV advertising market?

No.

· Do you have any evidence to support or modify LEK’s forecasts of Channel 4’s price premia and share of commercial impacts?

No.
· Do you have any evidence to support or modify LEK’s analysis of trends in costs of acquired programmes?

No.
· Do you have any evidence to support or modify LEK’s analysis of trends in costs of commissioned programmes, or to suggest whether the trends are different for different kinds of commissions?

No.
· Do you have any evidence to support or modify LEK’s projections for Channel 4’s non-core commercial activities?

No.
· Are there any other issues reflecting on LEK’s analysis that you believe we should consider in deciding what should happen next?

As stated above, a well-funded and secure Channel 4 is important to the UK Film Council’s mission because we contend that public service broadcasters have an important role to play in supporting both the culture and industry of UK film. 
However, we also believe that recently there has been a growing imbalance in Channel 4’s spend as between its commitment to original British content in the form of feature films, and its acquisition of third-party film content. 
We note that according to Ofcom’s analysis of Channel 4’s remit delivery, “The average cost per hour of films increased significantly in 2005, perhaps reflecting the higher acquisition costs of US studio films.” (3.29). We understand, for example, that last year the Channel concluded a five year deal to acquire feature films from Twentieth Century Fox Corporation for a total consideration reported to be in the region of $250m. 

The UK Film Council is sceptical as to whether such significant expenditure on the acquisition of US studio films including Dodgeball, X-Men 3 and The Omen 666  is justified in terms of the Channel’s public service remit, whereby $250 million can apparently be spent on acquiring one US movie package but only $20 million a year is spent commissioning new films from the British film industry.  Although we do accept that the cross-subsidy model currently operated by Channel 4, whereby the ratings success of commercial product is used to support public service programming, means that the value of this type of acquisition package remains a matter of judgment and “remit balance”.  In this instance we believe that the balance and judgment was flawed.  
However, it may also be that this type of expensive acquisition package illustrates quite starkly and accurately the unresolvable dilemma at the heart of Channel 4’s current business model.  Certainly we believe that Channel 4 is right and that LEK is wrong about future trends in the costs of acquiring hit content.  LEK appears to be arguing that the prices paid by Channel 4 for hit shows/films will fall as advertising revenues fall.  But the reality is that, in the context of Channel 4’s existing business model, the hits will actually become increasingly important as competition to attract audiences increases and advertisers and broadcasters chase hits which will deliver bigger ratings and therefore bigger advertising revenues.  Therefore, arguably, as long as Channel 4’s public service output is paid for by cross-subsidy, the channel will be caught in a vicious circle as the hit shows become increasingly important and expensive and as a result the channel’s public service content, (including new British films), becomes increasingly less affordable and ultimately dispensable.
Indeed, Ofcom’s Financial Review of Channel 4 seems to have already identified this trend:

“… hours of original programming have declined in recent years and spending on PSB genres such as current affairs, news and religious programmes has declined in real terms despite an overall increase in Channel 4’s programme budget.  Spend on acquisitions has increased and there has been a shift from serious factual programming to other kinds of educational output that seek to engage audiences through a more entertaining style and approach.”

· Are there any aspects of Channel 4’s public service delivery that are not adequately captured by its submission and by our own analysis, and if so how could they be measured?

Yes.  We are disappointed that Ofcom’s analysis of Channel 4’s “remit delivery”, and its wider public service delivery under the Communications Act, there is no explicit examination of Channel 4’s contribution to the way in which cultural activity in the United Kingdom, and its diversity is “reflected, supported and stimulated by the representation in those services (taken together) of drama, comedy and music, by the inclusion of feature films in those services and by the treatment of other visual and performing arts.” (Communications Act 2003, Clause 264, 6 (b)). 

Although Ofcom’s report references this clause (3.14), and contains a number of references to the Channel’s film output it does not, for example, contain an analysis of way in which the “inclusion of feature films” (and the other genres in that clause) in Channel 4 does or does not contribute to reflecting, supporting and stimulating cultural activity in the UK. 
The absence of such an analysis seems to us to weaken the review of Channel 4’s overall “public service delivery”, over and above its de minimis legal remit. We hope that this oversight is addressed in Ofcom’s next PSB Review.
� http://news.bbc.co.uk/1/hi/entertainment/4792900.stm


� 1.8 Executive Summary of Financial Review of Channel 4.
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