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568.8 thousand (adding English'.

' Line - 19 should read “resu]t in. total annual revenues of
between $45 21 and $54.60 million'". :

Line 25: should read 1$6.78 mnlllon or $8. ]9 mllllon
depending on whether an optimistic''.

49 Table 111 AAnnual financial |mpact CTV; projection 2:
11$559, 6#&“ should read ''$559,667'". ' ' :
51 Line 15 simply' should read ''simple'.
- _ Bottom line: Htape'' should read ''tap''.
63 Line 3: "model" should read "modest".
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| ERRATA il
Executiveashnmﬁrg
P ~Between lines 5 and- 6, insert "intrinsic to pay television . -
' and. those which are''. ' :
' Lfne 7: “educatlon” should read “evaluatlon
xiV» Line 18: “lndncates” should read ”lndlcate
oxxid 'jBetWeen lines 4 and 5, insert ”teleV|SAOn ‘policy becomes
N clear..,When and |f a natlonal pay"!
Text
2 _ Ljne'8: Ufree-television' should read ''fee-television'l, .
- - . .‘ _ _ _ T . . Indusw,vc »an.‘f';hm
-3 Line 3: "introductions' should read ''introduction'. Lﬁwan, Ch;ada
B T Line 5:.”broadcasters“ should read ""broadcasting''. [ dUL 2()?998
S, y . 0 . 1 nay o
»6 hlne 24 and bottom Inne experiments _shogld read BKMOH$”' Canags
expernmenters 2. Queen
27 Line 20: “who“ should read *whom'".
:32 o Lihe 21: "manufacturers of" should read "manufacturest'.
e Lihé,S: bassed" should read ”passed-“ -
- 47 ' " Line 17: should read '"would be between 470.9 thousand and




ERRATA -

6 Line 7: déieté.”whiéh”;

65 . Line 10: “inC]uding“ should réad "include''.

11 - :jufnefIS_ "subscribing" shOuld rcad “subscrlber .
i :lléd"’ In Vafnant B, addltlonal funds ‘to CFDC “30”“

shou]d read “204"

’ ,AgpéndiCes

B 10 For révisad Table X and XI, see attached sheet.
-'B.J]. For revised Tab]e Xlll, see attached sheet,
c 16 .. Tab]e XXVII viewer- loss for Vancouver, décline -

-projectiqn_z 1239, 16&” should- read ''239, 174”

c 17 'Table XXV, flnanC|al tmpact CTV prOJectlon 2,

- 11§559, 6hh“ shou]d read 1$559, 667“ '

El Table XXIX 1ength of the following orogrammes,
' Policé Surgeon, Excuse My French. Swiss Family
Roblnson “and. Beachcombers, should read 4 hour

' .G‘B ) anure 7, Canadnan Media DeveIOpment Fund, proportlon

'a]]otted to CFDC "30/" Should read ''20%",
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Table X: Detailed Penctration Projection for English Canada

. _ S - (i) . N (ii) Total
‘Clity. _ " Projection k1 Projection #2 77" Subscribers’
‘Toronto . .. 145,217 116,081 647,308
"Hamilton , . 23,826 17,652 124,550
Vancouver . : © 39,651 28,243 305,900
sub-total . . 208,694 . © . 161.976 1,077,758
-~ Winnipeg;, Man. - .. 29,629 C 23,569 137 274
‘Calgary, Alta. - 14,224 - 9,569 97,500
Edmonton, Alta. -~ 19,090 ‘ 15,120 92,000
. Victoria, B.C. -~ 8,851 © 8,050 81,108
" 'Kitchener, Ont. -~ ~ . 15,047 : 10,304 . 84,000
‘London, ont. iigy 13,453 . 11,654 92,000
Ottawa, Ont. Coi. 29,335 . 22,216 147,000
. Guelph, ont. . 2,182 - 3,076 19,961
Kingston, ont. .. . - 4,582 ‘ 4,686 14,200
' Peterborough, . Ont. 2,946 2,084 - 18,600
 sarnia, Ont. . 3,532 - 2,721 17,793
North Bay, Ont. S 1,447 - 1,552 4,488
St. Catherines- ’ ' h _
Welland, ont. . 8,523 o 8,883 23,500
Thundex Bay, Ont. - 065 . 2,607 26,375
" St. John, N.B. - - ‘ -4 569 4,574 16,000
Halifax, N.s. . ..7,180 - . 5,687 34,600
R ' 377,368 298,328. 1,984,157
C (1) Uolng Equation 1, p. 6.
(ii) Using Equation 4,  p. 8.
(iii) Bxcludes Hull, Quebec.
Table XI: Cable Sy scoms Excluded in Table IX

>Cab1é'SYSfemS over 6,000 subscribers:

" “No. of systems - 19
'lotal no. bubscribefs - 213,676
- No. pay subscribers at avg. 19.15% penetration -
'fNo. pay subscrlbers at avg. 15.14% penetratlon -

cable systems 1,000 .6, 000 Subscclbers~‘

'_No. of'systems - 73 -

Total no. subscribers - 199,143 .
. No. pay subscrlbers at avg. 19.15% penetration =
“No. pay. ‘subscribers at avg. 15.14% penetration =

40,916.Cun. total

32, 351 Cum. total

'38,136.Cum. total

30;150.Cum. total

418,287
330,678

456,423

360,828

~B10-




Tablo XIX:

(1)

‘petailed Pay Penctration Projections for French Canada

Civy Projcction #1 - - Projection #2  Total Subscribers
Chicoutimi - - 1,219~ . 1,318. . - - . 3,700
Quebee 13,585 . 14,519 41,500
sShoxbrooke - - 5,435 Co 4,570 _ 24,759
| Montzeal ‘). 59,106 . 59,628 - © 295,000
Trois Riviéres . 3,532 .- 2,759 . . 16,900
ClHwli oo ot oa,544 03,196 0 . . 26,000
_bhawxnlgan_lf‘ 1,807 -1,381 . - 9,500
ER ' go,228° . 87,371 - 417,359
(i)~-Ths use of prcjections from the U.S. experience may be
‘ especially problematic for the French Canadian population.
'(ii): Includes adjustment (OOanaxd) to aCCOunt for prooorulon of

'_Montreal populatlon whlcn is not rrench speaklng.

Table XIII: Cable Systems‘ﬁxciuded in Table XIIT

 Csbi¢-systems'oVer 6,000 subscribers:

No. o
Total
No. P

AsNof p
Cabié.syst

_No. o
Total .

No. pay subscrlbers at 21.38% avg. penetration -~ 12,496

£ systems - 4 A
no. subscribers -- 50,000
ay subscrlbers at 21.38% avg. penetration ~ 10 690
: Cum. total - 99,918
ay . subscrlbers at 20.93% penCLratlon (proj. #2) - 10,465
: Cum. total - 97,836

ems 1,000 —'6,000 subscribers:

f systems - 28
no. subscYibers - 58 447

Cu. to:al - 112,414

-Bll~
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- 'tNTRobUcT-l'oN.

EXECUTIVE SUMMARY

 CONGLUSIONS .

'eThis report is designed-td>prdvide'a pre-

Iiminéry analysis of some of the more salient

“policy issues ralsed in consideratlon of pay

television. Pay televusion does not exist in a

vacuum. |If it is introduced in Canada, it must

" be viewed as - -part of a5tota] ‘mass COmmunicatiohs

g system. .Above all else,.thls consuderatlon has’

' governed- our analyS|s

_Infa‘sense; all television is ”pay;TV“f
What is. now proposed .is essentially 'fee-"

television' for profit: .service of a type

'availab]e on ""freel' TV, but differentiated"
abecause of such factors as newness of productlon =

'and ]ack of commercial |nterrupt|ons Qur -

research indicates that at least |n|t|ally, pay
televnsuon, as it has now been proposed, will

not offer programming substanially different

- ffom’regular television. The programmlng mix
_ will probab]y be dlfferent, but the type of

“programming will not.

- ix -
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'b)  APPROACH TO ANALYSIS

We have analysed a variety of current

proposals and possibilities for the deyelopment

. of pay television.in Canada. In examining tne‘

questlon of pay teleVIsuon, we have dlstinguished

between those meruts and drawbacks whuch are

_extrtns:c Assessment of.lntrynstc merit was

based on: an education of pay television's

potentnal contrlbution to the varuety of Canaduan
- .media; and on an examlnatuon of actual audience

demand for the_new-serV|ce.to establish whether

‘this demand is a reflectiOn of a nationally~ based
e sentlment, or simply a demand developlng in‘a few
‘major urban centres. We also exam|ned the .
»appafent'asSUmptidn that American development of-
".pay televfslon serV|ce impl|es an automatic

-]parallel development in thus country.

Evaluatlon of the extrinsic merits

attrubutable to |ntroduct|on of pay. television

involved examlnatlon of the following issues:

e). will pay; teleV|5|on,.|n the form in which

it |s presently.proposed be an_Jnterlm
‘steb in*the replacement,'oyer,time, of the
presenf mi xed syStem by afpredeminantly'pay

system7

‘ .b)eswcll pay telev15|on, as it is presontly

proposed, be an interim step in the
‘develdpﬁent.of.a system where dedicated
( chennel'television'would be used for -
speeialized services and '"'free'" television

for dgeneral services?

e




- .c) -shou]d pay teleV|5|on be looked at

: pr|nC|pally as a means of deve10p|ng a
oo :' : revenue base for the’ Canadlan.program
arqdﬂction~industry?

d) ifﬁso; should the policy be one of max i mum

e "-“f*f'déVé]qpmehf'of-thé~revehae base?

_é)“ ;PUBLlelNTEREST-CR{TERlA"

It o
Our intent has been to exam|ne the quest|on

. of pay televi5|on ‘on the basis of the value
criteria Qf the publ|c interest. Qur premlse.
has“Been'that‘the public lhtérest.reqUires that
existing Canadfan broadcanihg services not be

.'-damagéd.by thé introduction of pay. television;
-that services WhICh are now '"free' not be
élphoned off by pay televnsnon, that publ|c

‘sector_broad;astlng (CBC/Radio-Canada) and public

-] f - interést'broadcasting be strengthened; that the
ﬁ'l '.Qﬁa;cast for- the product which the consumer.raceives
P ;A be reasonable; phat:the livelihood of existing
o 'movie'diStr}butjon and exhibition systems not be
undgjy harmed;~that a,feasonable,Canadjan content
. quota for.pay television be established; and that
T the greatest"possible share<of.pay television
' revenues be. channelted back into the Canadian
‘program |ndustry to promote an ‘improvement in the-
' _quajlty”of Canadian programming. These are the
¢ . major criteria we . have‘Used in. assessing'whether,

' and how, pay televnsuon should be lntroduced to

Canada

_Xi_




d)

'CURRENT PROPOSALS

After analysing existing'pfoposals,‘We

concluded that none of those presently on record

sufficiently address issues relating to the

‘public interest. Our conclusions, based on an

~analysis of theae proposals, are as follows:

11)

There is sufffcieﬁt concentration of
ewnerehip within both the cable television
industry and the private broadcasting
'indUStrY'to suggest the Hanger'that’their
control of a pay te]“VlSiQn networlc would

tend to lead to effective ownership of the

system by a small ngUP.Of established
. _interests. . :
2)

None of the prOposals fkom the private

~sector makes suffIC|ent provusnon for lack
~of damage to publlc sector or public

interest broadcasting in Canada

If one extends the premise of many of the

existing proposals, it appears.that strong,

~almost dependent ties might be established

between Canadian pay television operators
and American programepackagers, The semi-

honopolistic nature of the program packagihg

“industry in the United States (dominated

large}y by Home Box Office,"a subsidiary of

- Time-Life, Inc. ) raises questions about

~control which might be exerted by interests

outside this country. Our concern is
particularly apbropriate in llght of
established government concern as expressed
in Blll c-58.

= xii -
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5)

“necessary for and have been assumed by most

None of the ¢Urrent:proposals adequately

‘covers thelquestion of a para}le]-French

service...

While regulatory guidelines would be

priVate proposals, nevertheless, a pay

television service which is privately owned -

IAmay.Ee particularly'vulnerable to increasing

. advertiser pressure for access to the new.

"g)pm

i;market created by pay. televusuon, and the

problem of “suphonnng
None of the suggested models For ownershup

(wnth the possible exception of a

‘broadcaster owned model) sufficiently.

addresses ‘the problem of the. relatuonshlp

-:of pay televusuon to. the total

'>_commun|cations-system Guarantees that

program production For the ”Free .sector

will be malntalned at Ieast at- the: present

'plevel and even augmented substantual]y, must
:-be_lnoorporated into any pay television -

" model.

(i) Pay Penetration and Revenues

We analysed the potential impact of pay

teTevision, in terms of its possible penetratlon

‘rates and revenues. ‘The results were as follows:

..])

It was concluded that the. 259 penetratlon

rate Fugure For mature American pay .

ptelevusnon systems could not be used for

the'Canadian'situatTon without the use of

_statistical controls to account for

- xiii -
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|
_ différ%nces between the American and
Canadian media environments. Our findings
indicate that Canadianrpenétration rates
: are Iikaly to be only 10 to 20% dufing the
ffhst'two to fiQe years'of~pay;TV opérafion
in Canada A
‘2)‘.Even using- the OptImIStIC assumptlon that
'all Canadian cable systems with over 1,000
subScribers were to Carfy pay television,
the new system's total maximum revenue
Vafter a build-up period, wou]d be-
, approxnmate]y $45.75.million annually

(ii)' Impact on Existing'Broadcasting_Systeﬁs

The |mpact of the |ntroduct|0n of -pay
televusuou on existing broadcasters was assessed
by calculatlng their potentlal loss of
'advert|51ng revenues attrlbutable to- decllne in

'audlence.-

_' Results of this analysis indicates that
each of the two existing English—}anguage:
national networks will»lose'between one .and four
hours: of viewing per week from each pérson in a
home sqbscfibing to pay television. At an
estimated 4.5¢ per viewer-hour for advertising
revenue,.a pay-TV system operating in Toronto,
‘Hami 1ton, and‘Vancouvér, wduia cause a revenue
.losstof_between $I.3‘million ard $3 million for

CBC -and CTV-broadcasters in those areas.

- xXiv -
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_Hardware Costs .

A preliminary investigation of>oosts

_suggests that, under an owhership pattern in

whlch ‘the pay televus|0n network owns all system

-equupment including decoders, a nation-wide
"dlstrlbutuon system utilizing satellite channels:
':in conjunctToq'with-locai deIivery'by cable,
' .wouId‘not oecessarily.be_iess viable ‘than a tape/ |

_cable distribution system'COVefing‘only major -

cehtres - However,- for a varlety of ‘structural

. reasons, privately- owned pay televus;on systems‘-

. similar to those currently proposed mlght be -

unllkely to |n|t|ate such a system WIthOUt

";’regulatory encouragement

. Tota]_estimeted~capitel costs for pay
tejevisionvvarjfsybstantially according to which
type of ''decoder" technology~is empioyed. Since
decodersjrepresent the major part of capital

investment, total capital costs for a Canada-wide

‘system were projetted to range between_$7.5-

million and-$23.9 million, depending on the type

of hardware used.

.THe,total proportion of costs‘at'fhe local

‘level =~ the amortization of descrambliers

-.(1nc1ud|ng interest charges), biliing costs,

|nstallat|on costs, sales commlssuons, etc. --

_wou}d amount to between 17% .and 40% of pay

television{s_gross revenue_depending on ‘the type

-of descrembler techno]ogy‘emploYed.




(iv)

‘Canadian .C‘dn ten £

Under most existing proposals, a certain

‘percentege of gross revenues (usually 15%) is to

fbe'devoted to Canadian programming.’ Methodshof‘

diétfibnting‘this revenue range from a grant to
the Canadlan program production |ndustry
col]ectlvely to |nd|V|dual commissioning and
co-production of programs.  Our analysis" has:

related the bercentage~of‘revenues devoted to-

'Canadlan programmlng to the actual amount of

Canadian content which could be produced

'_'l) lf.maximum annual revenues are approxnmately
‘ "~$45 75 million, a “tap'' of 15/ would yleld '

.$6. 86. mllllon for Canadian program
_productron._ The most optimistic projections
., for pay penetration might Yield up to $8
mllllon for Canadlan productlon
. 2). The actual amount. of money ava:lable for
Canadlan production in the.first few years
of pay television will- probably be“IOWer
- than the projected $6.86 million. - If
_satellite distribution .is not.employed and
the signal is available only in major
centres, revenues devdted to Canadian
production in the first year could be.aszi
low.as $1 million.

3) Using the most optimistic. revenue. -
projections, only_abeutt7%,of programming
time (assuming constant repeat ratios)
could be filled by Canadian content in the

first year. .In subsequent years, this
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jflgure could rlse to approxamate]y 17%

Under some exlstlng proposa]s, only about
36 of programmlng t|me in the initial

stages‘would be-fllled by Canadian content.

'_TheSe figures assume that the introduction.

of pay television will occur in an

'unconstralned fashlon, but regulatory
guldellnes cou]d improve the ratio of
'Canadlan to foreign programmlng In the

”absence of a special subsidy, French-

Canadlan,producthn would be expected to

' occupy an even lower percentage of

by

fprogramming'time,on.a parallel French-
‘language pay sys tem (due.to_the lower gross
‘revenués of .such.a system).

]Tﬁére‘eXTsts a danger that a pay television

netwbrk'might undertake a ''‘packaging
agreement” under which an Amerlcan_
dlstrlbutor would provide Amerscan
programming at a reduced cost in exchange
for“suftable»Canadianvmaterial. thle this
would effectively reduce the cost of

American programming for the Canadian pay

" television operation, it could significantly

~reduce potential benefits,to_the:Cénadian

film"brbduqtion industry.r

"GENERAL CONCLUSIONS

Our analysis of existing,péy televisidn ‘

proposals and consideration:of the general

. question of the introduction of pay television to

" Canada hés led,to_the.fqllowing conclusions:
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:1)

3)

The high cost of technology and the limited-

availability of cable“chahnel spaCe suggest

that ''pay-per-program'' modes of operatnon

" are less llkely to be vnable |n Canada in
‘the lnltlal stages of pay television

development. In any event, an early pay-

per-program model could be-expected'to

© coneentrate on mass'appealiprogramming not
dissimilar to that which would be provided

‘on a Qpayeper-channelh basis. The

development Qf‘new technologies within the

next decade may alter this situation. With

"its projected low penetration rates and the -

1imited availability of channels, it would:
appear that pay televisuon is. an '
|nappr0priate delivery system for minornty
services. o ' , ‘

Pay'televisfbn,_initially, or even ‘after it

reaches the~first‘plafeau of subscriber

.build-up, is unlikely to .make much of a

dent in.Canadian program production and . -

program financing. problems.

There is little evidence to suggest- that
-5existihg proposais for;the'deVelopment of -

pay television in Canada (even if modified)

~meet our public-interest criteria regarding

[the,ameunt of Canadian content which could

be.previded,:extension“of service
throughout the'country, provision of an
adequate French- language servnce, and .
“broad gauged'' support of all aspects of
the-developlng independent Canadian .film

and video production;_
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4)

Initial organlzatlonal and ownershlp
patterns of pay. telev15|on could strongly
lnfluence future developments in ”|n-home

entertainment“*in Canada Immediate

-|ntroduct|on of pay teIeV|5|on services

using only eX|st|ng technology could hlnder

the applncatxon of improved technologles

as theSe are developed

-‘-XiX'-



11 GENERAL RE'COMMENDA_T‘IONS

We offer the - follownng recommendatlons

concern|ng the structure of pay teleV|5|on and

' the. process under whlch such a structure m|ght ‘

evolve

2)

Most immediate and apparent is the need for

a period of public policy development and

. consultation on a much. expanded basis. The o

regulatory requirements for pay television
must'be examined by Parliament, following
the issuance of-a government "White Paper"

and the opportﬁhity for broad discussion

'and.cpnsultatiOh with_both‘the prlic\and

indUstfy;3 Suchf}egislatfon must be’ phased

to. encompass .a° number of “defensive“

_considerations (e.g., to eliminate the ‘

threat of unllcenSed pay televiston

 ‘operatIQns).and to provide for essantial

‘test-bed ahalysis Pay. teleVISIon should

only be permntted in Canada followxng |ts

examlnatlon ;n an experlmentaISSItuatJon.

If and when pay television.is introduced to
Canada, it shouid be closely linked to
evolving patterns of ''free'' (broadcast) -
te\evns;on, partlcularly televnsnon under

the ausplces of public agencies (CBC/Radlo-

Canada, and prOVJnC|a1_educat|onaJ networks)

—

—



" The |mpact on the exlstlng system of the
‘creatlon of additional broadcasting/

communlcatlons networks should be minimized.

Ownership and revenue re-cycling must be

' designed.te'sttengthen and supplement

existing services. The present argument

that devetihg a percentage of pay-TV.

revenues to. the Canadian program production.

industry will offset damage to the existing

~broadcast|ng services is not suff|CIent
. ratlonale for. the lntroductlon of pay

‘televusuon at this time.

Cable systems, as such, .shoild not .

participate in'pay.television ownership,

:network operatlon, programming, or. proflts

'Rather, cable systems should :be looked on

as delivery systems interfacing with .
subscribers, and should be required to
provnde such. service . (vua a rental of

faculltles) to. ‘the pay teleVlSlon network

In the long-run, this is part:ef_,a policy
eyolutionclead?ng to.cable (and ultimately
itsvanélogues,.e;g.,1fibre-optics),Being

regarded and regulated as commen;carriers,

under_public-utiiity.provfsions. We

strongly urge that the present co-mingling
by cable companies of carrier responsibilities
“and ownershlp/programmlng respon5|b|l|ttes'

'not be expanded. (particularly at the .

natlonal network leve]), either directly or
through their indirect control of holding

companies.
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5)

6)

‘We urge that decisione,dn a '"single

gateway”‘for forefgn (largely American) -
programming via a satellite~link be

deferred until the basic outlines of a pay

television network is established, we urge
1Athat the ”s:ngle gateway” be incorporated

: ln |ts organlzatlonal structure

"It is necessary to seek a financial base

' for Canadlan program productlon in a, wider

area than pay televnsnon per ‘se, and to

“see that revenue is made avallable not

only for production of pay teleV|SIon's

Canadjan programming'requfrements,‘but

'_also, on an augmented basis,-ror.other

parts.of the brdadcasting communications
system (network. television, local

programmlng, communlty channels, and

'nn-theatre motion pictures)..

.Any pay. television syStem‘WHich~is'lfcensed

should, from its inception, be required to

carry. a significant proportion of Canadian

‘content. If a system cannot build

significant Canadian content into its

initial scheddle, there Is reason to doubt

seriously the wisdom of encouraging the

. development of the‘system{

'Aniexperlmentaltpay television test-bed

ehould,be establishedfin a small-sized

‘metropolitan area. Created under licensing

.and regulatory conditions whiéhﬁwodld not

- xxii =-
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imply lohg-term comMItment for ownership
and operation of the system, the tést-bed
“would allow'formevaluatidn of various

technologies and assessment of the social

and cultural impacts of the neWiServfce._

- xxiii -



> 111f 

RECOMMENDED ‘STRUCTURE FOR PAY TELEVISION.

. Based on our-research'findings and pre-
' defermined public/interest criteria, this study
group sees somé merit in the following proposal
“for the structure of pay televnsuon ‘in a post-

experlmental phase

l)‘:A.PaY television authority should be
esfablishéd,'either'as an independent -
public agency or as a consortium of public

and private over-the-air broadtasters.

lnﬁeithér appfoach, the distinction should

be maintained between the programming
- function of the authority'and_cable‘of

- other distribution of the signal. - .

2)' In the broadcast-consortium. model, ‘the
publlcly owned broadcasters would retaln
maJorlty ownership. PFOVISIOHS mlght be
made .to allow for participation by A
provinéiél.broadcasting/communicétioh$~
bodies (e.g., educational television)
brovidihg.majority'oWnership remains in

 th¢'hands qf’CBC/RadideCanadé or.any.

quure dérivafives.offCBC/Radio%Cahada.v

'3)' [f the consortium alternative is adopted,
actual administration of the pay television
.éuthority should be engaged .in by
executives of thé:authority who are not
otherwise employees of.any of its

constituent organizations.
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C(i) .

'_ (11) 

Functions of the-Pay Television Authority

B

The pay television authorlty should be '

responsable for:

a)

b)

c)

" d)

Sigﬁal Délivefy >

5)

‘networklng of pay televnsnon and

arrangements for»local_dLstrlbutxon.

“via cable and/or other delivery

systems;

arrangements with local deliQéry
systems on a'réﬁtal-OFFFacility

basis; . | |
ownership'bf all hgrdware specifjcaliy

related to pay television (e.g.,’
f'decoders') ; ' »
commissioning Canadian programming

for. the pay_network;'

acquisition . of Foreign;pfogréMhith

- for the network;

f).  any after-sales of Canadlan mater:al

produced for the network.

Provisions should be made requiring cable

‘companies to provide one pay’ channel (two,

if necessary for English and Frehch

_service)'through rehtal to the pay.

television authority. - The rental charge.

~should be based on. a formula derived from.

“the cost.bf-service;plué-a,profit maEgin

to be determined.
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. (iii) -Profits .

_ 6)'-in the first five years of post-
| ~.experimental‘0peration, profits tq the
- _.system should be restricted to not more
_than'iO% of revenues per year. After the
first five years, as the system matures,
the proflt restr|ct|on should be :-:\

_ perlodlcally reassessed
(i) Supppft.of”Canadian Piogram Production -

'7)  After servicing of debt, system development,
'énd'systen Operating'charges,"the_First_

. charge against revenues of the pay ;
television.euthority should be the. .
-Finaneiél support. of Canadian production
for the system. DifferenCes,betweenri
revenues and,;osts bf-developing}and_:
operating the system;(inCIUdiné;regulated _
profits) should be channefled_directly_intov
a Medfa-Development Fund.. A significant
propbrtion~qf these funds should be used
to purchase programming from independent
Canad|an production, houses for use by the..

broadcast|ng networks.
(v) Canadian Content
8) A schedule oF.Canadian content'on the pay

television network should be |mplemented
and regulated by the CRTC
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(vi) Media De&elopﬁent_Fund

9)

-10)

In the process of this investigation, it

,becameAeVident that the’expansioﬁ and

improvement of both Canadian progfam_
production and Canadian broadcasting

demandé;g financial base substantially

‘greater than that which pay television

alone can provide. In order to address

thié"priothy;':herefore, we recommend
that the prinqip]e,ofi“thoséAwho;benefit

" shall pay'' be extended . to all cable -

companies and their subscribers, through.

a direct tap on cable systemS«and‘their

subscribers.

Revenues for the Media»bévé]dpment_Eund‘

* should be derived from:

~a) a$lo averagevsdrcharge\levied
directly on a11 cab]e»teievisfon
subscribers; _ :
b) a tax of five percent of cable .
" television revenues; U

c)  the surplus of revenues from pay

: televfsion, on introduction"pfufhe o

service.
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CHAPTER ONE
INTRODUCTION

Th1s report is de51gned to prov1de a pre11m1nary ana]ys1s of
what are viewed as some of the more sa11ent po1icy issues raised in

» cons1derat1on of pay television. Pay television does not exist ina

vacuum.. If 1t is lntroduced in. Canada, 1t must be an 1ntegra1 part

. of the total broadcast1ng system Above a11 else, thts cons1derat1on""'
. has governed our analys1s ‘ '

The term "pay te]ev1s1on", for what has been proposed by the .
M1n1ster of Commun1cat1ons, the. CRTC, and var1ous interested groups,
is somewhat of a misnomer as a special des1gnatjon,for a new service.

A1 forms of television have. to be paid for, whether through taxes -
~and. the 1ncreased cost of. goods advert1sed on te1ev1sion or through
»~1-d1rect payment by a: subscriber to a cab1e operator

_ Var1ous approaches have been used to- pay for broadcast1ng
Advert1s1ng is- the most ‘common source. of revenue hence, a key quest1on

' ,15 the size of aud1ence for any given show or stat1on. ~ Payment’ of an
- annual licence fee. by the subscriber was once used 1n Canada to
N gcnerate,revenues and in Britain, subscribers still prov1de the BBC
with about £100:: mi]Tion a year from licence fees. 1 Direct payment
«for television has aga1n become common in Canada since the ‘introduction

of cable. .In the Nether]ands? various groups receive :a share of
network program time in proportion to the size of their membership.

‘To be counted as a menber of an organization an individual. must. have :
o purchased a television licence. The organ1zations receive a percentage
. of ‘this licence. fee"z. Revenue 1s also derived from advertising, but

forty percent of that revenue is. diverted. to newspapers and magazines. 3

Pub11c broadcast1ng endeavours in the United States re]y on. subscr1ptlonsa'

from viewers for much.of their revenue In each of these cases, d1rect1y

':'.or 1nd1rect1y, viewers- pay for the telev1ston they watch

=1 =




In'a'sense;Atherefore, all television is,"pay-TV“. What is now

- proposed is essentially "fee-television" for profit, service of a
.»type ava11ab1e on "free" TV, but differentiated because of such

factors as (i) newness of production (e.g., first-run of first- .

_subsequent ~-run mov1es) (i1) no commercia]'interruptions and (iii)

special events (e g., sports of cu‘ltura'I)s spec1f1ca]1y not shown on
"free" TV, even though not percept1b1y different from the type shown

~ on the regular television system. _Th1s "free.telev1s1on" will cons1st
“of "dedicated Channe]'S?'4 forr which the viewer pays a monthly per-
- program charge. o o |

'-Direet'payment for the reeéption of special programs and/or

~services via te]ev151on has 1ong been ant1c1pated by var1ous ana]ysts

Such "ded1cated channe1s", howevev'9 were seen largely as meet1ng

~m1nor1ty aud1ence needs (e.g., roreign 1anguage programm1ng) or

providing spec1a1 programming or services significantly different

~ from what is. ava11ab]e on "free" TV. Our research indicates. that,-

at least initially, pay te1ev1s1on, as .1t has now been: proposed
will not offer programming. substantially different from regular .
te]ev1sion The programm1ng mix will probab1y be different but

"the type of programs will. not

- The f0110w1ng terms of reference were used as gu1de11nes for
the analysis conta1ned in LhTS report ‘

' F1rst, we have exam1ned the 1mpaCL of various structura] forms
of pay television upon. v1ewers and. viewer choice. The issue of the
potential fragmentat1on of audience created by the introduction of a
new. broadcast1ng serv1ce has_been considered. In order to eva1uate
th1s problem 1t has been necessary to est1mate the potential-rate -
and degree of. penetration of. pay, te1ev1s1on in Canada The type

- of. programm1ng likely to be pr0v1ded by pay te]ev1s1on has also been

exam1ned




| ‘  In addition to these "hard data" considerations and in the light
.of their evidence, an eva]uat1on of the social impact of the '
1ntroduct1ons of pay te]ev151on is needed. While th1s type of ana]ys1s -
is beyond the scope of this report, quest1ons such as the 1mpact on
the poor of the introduction of a relatively expers1ve service should
be cons1dered Further research is needed also in ‘the area of the
"1so1at.ng" nature of television in general and pay television in
particu]ar If the 11v1ng room ‘replaces’ the mov1e theatre as the site
et t:_for the showing of mov1es then a va1uab1e commun1ty e1ement may be
N f-]ost ' ‘

e | - Second, we have examined the problems arising from and possible

| B ‘solutions to the need . for pay television service which should be -
nationa]'in;chanacter,tref]ecting the'bitu1tura1 nature of Canada,.
and'programming'in the two official 1anguages “It is our con51dered -
opinion that since pay te]ev1s1on is a form of broadcast1ng, its o
1mp1ementat1on must be. cons1stent with ‘the: sp1r1t of the Broadcasting

B .A « Our eva]uation of poss1b1e models. for pay te]evis1on ‘has’
= E o assumed the nece551ty for a b111ngua1 serV1ce
‘~¢~f _— Th1rd9 we. considered the quest1on of . the impact of. pay te1evision

on the independent program production 1ndustny in Canada.  In order to answer |
the. quest1on fu]]y, we have examined the need for a Canadian content
quota for pay television. We have a1so considered the ex1stence of
dubbing facilities ava11ab1e in Canada and the possibilities of
7program exchange between Eng]1sh and. French pay television. In order
to est1mate the financial benefits which may resu]t from the intro-

- duct1on of pay te]ev1s1on, we have estimated the potent1a] revenues
, _ to be derived from the new service and eva]uated vartous methods of
e 'd1str1but1ng these revenues . ‘

- - 'The fourth concern is reflected in an assessment of potential
damage to the ex1st1ng broadcast1ng system. In.order to assess the
‘poss1b1e damage, 1t has been necessary to exam1ne the prob]em of -



audience fragmentation and the potential loss of advertising
revenues tdlbroadcasters.':The issue of the potential loss of
programming to broadcasters through "siphoning" has been
considered as well. We have also considered mechanisms for
~assuring that the broadcasters system wi]] benefit from |
‘ 1mprovements iin the Canadian product1on 1ndustry

Fifth, the study made extensive use of available research
-_materiaTs on the subject of pay'televisioh - Appendix "A" is'a .
lb1b11ography of mater1als wh1ch have a1ded us in the preparat1on

'“of this study

- Qur intent has been to exam1ne the question of pay: te]ev1s1on |
- on the basis of the value criteria of the public 1nterest. - Our
‘prem1se has been that the pub11c interest requires: that exist1ng
| Canad1an broadcasting services not be damaged by the 1ntroduct1onv
of pay television; that services which are now "free" not be -
‘s1phoned off by pay television; that pub11c-sector ‘broadcasting
(CBC/Radio- Canada) and pub11c interest broadcast1ng be strengthened,
that the cost. for the product which the consumer receives be
reasonable; that the Tivelihood of existing movie distribution
and'exhibitionbsystems not be unduly harmeds;. that a reasonable

Canadian qontent’quota“for pay te]eviéion be established; and, that

the greatest possible share of pay television revenues be
Channelied'backaintofthe,Canadian-program'prodqctibn~indu$trye

to promoteaan improvement in. the quality bf,Canadian programming.
These are the majok‘Criteria we have used for aSsessing the public
1nterest aspects of. the quest1on whether, and how, pay. telev1s1on.
should be 1ntroduced to Canada.
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ENDNOTES

‘Timothy Green, The Universal Eye, (London, 1972), p.90. -
. Ibid., pp;169¥170; | |
. Ibid., p.170.

. ‘The term “ded1cated channe1s" 1nc1udes both pay—per-program and
»'pay-per-channe1 serV1ces R . ;



CHAPTER TWO

PAY TELEVISION ISSUES AVD ASSUMPTIONS

‘a) ‘HISTORICALVDEVELOPMENT OF PAY TELEVISION 5

Pay teievision per se is not a new idea. In the early sixties
STV experiments. were carried out by an American group, Telemeter, in

'EtobiCOke, Toronto. The exper1ment was des1gned to test pub11c
'acceptab111ty of the idea of pay television, and inasmuch as it

answered that quest1on, it was not a failure. However, the exper1ment
d1d prove that at that t1me and 1n that form, pay teTev1S1on was not
a viable poss1b111ty : '

The equ1pment used in the: Etob1coke experiment was somewhat

- prim1t1ve by today s standards of. techno1ogy Payment. for the
. service was made by inserting coins into a large. unwielding box,

which aTso contained a tape recorder for the purposes of collecting

- data indicating hours of viewing and programs selected. The box

was not.a part1cu1ar1y "secure" device, and the exper1menters K

faced the prob]em of viewers attempting to recover their money.

The programm1ng for the pay channe1s included mov1es and made-for-
pay spec1a1s : Depend1ng_on the day of the week, ,two or- three\channe1a _
'were'ava1]ab1e=to the viewer, in addition to a "barker" channel, which
-sdpp]ied information on the nature and'cost of upcoming programs. A

technical prob]em was . revealed. when it was found that viewers sw1tch1ng
br1ef1y to another channe1 to check alternative programs could not

'-sw1tch back to the or1g1na1 channel without depositing more. money.

‘_The test group se1ected for the experiment'eontained.a Cross- :
section of economic groups within the population. ATthough the
experiments had access to 6500 data and payment collection boxes,

*on1y 5500 were actua11y installed. In their ana]ysis of the test

resu1ts, the exper1ments indicated that the pay. serv1ce was used. .



most.often by the lowest income group and'least_often by‘the
- highest income group. This information could perhaps be used
in an evaluation of- the social impact of. the present pay television

proposa]s

' A'sini1ar éxperiment was carried out in Hahtford Connecticut
in the m1dd1e sixties by Zenith Radio Corporation and 1ts sub31d1ary, :

Teco Inc. The group charged both an annual and per-program fee. The =
' programm1ng included mov1es, sports, entertainment product1on (concerts,_
, ~ba11et Broadway p]ays etc. ), educat1ona1 features, and a spec1a1
' ser1es of med1ca1 presentat1ons 11m1ted to 100 subscr1b1ng doctors

The .FCC Timited thezHartfordaexperiméntarto 5000,subscribers.
Subscribehsfpaid;dn the average, approximate]yu$113'per year}for the
service. The Tahgest number of“subécribers fell within the middle
and. 1ow~m1dd]e income range. The lowest and highest incoie ranges -

'prov1ded few subscr1bers

s (i),;The«AmericapaExperience ;

Fo1iow1ng these two exper1ments, there was--an h1atus before the .
Federa] Communications Commission in the United States authorized
both broadcast pay.te]eV151on (STV) and pay cable television in
1970." However, Targé scale experiments and impTementatibn of the
servité did. not begin until two years later. The American
government has cTose1y Pegu]ated the programm1ng which pay systems
are perm1tted to offer .

: Pay té1evision.began_in the United States as a service supplied
to hotels. Since then, it has grown to the point where a few semi-

‘mqhopo1isticzprogramming agencies supply systems across the country.

The largest of these program:suppiiers is ‘HBO, a subsidiary of Time-
Life.. -In.the last few months, HBO has purchased other program
supp11erss_1nc1ud1ng TeTeMat1on Program SerV1ces Accordjng to a



summary of pay cable systems in a recent edition of the Paul Kagan :
~Newsletter, HBO and TeleMation supply programming to 78% of the pay
te]ev1s1on market in the Un1ted States. 2 0pt1ca1 Systems supplies
13.7% of the market; however, the films for its program packages

- are supplied by TeleMation.  HBO uses RCA's communications satellite
to d1str1bute programming across the country and. 0pt1ca1 uses Western

Un1on s satellite. Based on- the f1gures supp11ed by the Kagan summary, .

,Athe average month]y charge for pay cab]e 1n the Un1ted States 1s A
approx1mate1y $8 ' : '

(.7.1) Developments in Canada

. The growing success of Amer1can pay te1ev1s1on has rev1ved
1nterest in the subJect in Canadian c1rc1es, part1cu1ar1y in the
cab]e 1ndustry As far back-as 1972, Fred Welsh Antenna Systems,

a. company owned” by the: president and vice- president of. Premier
"CabTev1sion, announced that an agreement to form. a: Canad1an company

| '_which would provide optional cable services to cable. television = -

"~ systems 1n Canada had been reached with 0pt1ca] Systems Corp of .
,Ca]1forn1a ~Premier Cablevision had an opt1on to buy out. the

‘share of. the company owned by Fred Welsh Antenna Systems if and

when the CRTC ‘changed its regu]at1ons about the a]]owable percentage
of fore1gn ownersh1p of Canadian broadcast1ng ouLTets The. converter '
boxes which the .company - proposed to use for the service had been
“deve1oped by 0pc1ca1 Systenis._ |

ﬂ_PayAteTeviSion:was madebavai]ab1e.in Toronto hotels in 1972. The

system.Was_operated,by,TransWor]d~Communicatjons,d Since then, 80% of
Transwor1d stock . has'been purchased by. Rogers Cable Communications.

. Computer Te1ev1s1on, a- subs1d1ary of Time-Life and: Co]umb1a P1ctures,
Tretained a twenty percent 1nterest in the system 3

_"Otherjdeve]opments ]eading to'the potentiai'establishment‘of a
Canadian pay te]evision'system have taken place since 1972. . Canadian

g
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cable. operators haVe'expressed the fear that competitors not subject -
to CRTC regu]at1on may corner’ the market before they are a]lowed by. the
CRTC to proceed w1th the1r plans for 1mp1ement1ng a pay te1ev1s1on '
_ serv1ce. Rogers,_Prem1er (wh1ch purchased 90% of Keeb]e Cable shares
in 1974) s and-Canadian Cab]esystems Ltd. have all produced. proposa]s
for pay television. Maclean- Hunter has purchased a cab]e system in
New Jersey and is exper1ment1ng there w1th microwave links and a pay
service whose programming is supp11ed by HBO. Canadian Cab]esystemS‘
'and Agra Industries have purchased an opt1on from Telesat for the.
_exc]us1ve right to distribute te1ev1s1on programming by sate111te to
. cable television systems. 6 This agreement opens the way to a -
5nat1ona1 network of. cab1e systems wh1ch wou1d fac111tate the 1ntro-
duction of a- nat1ona1 pay cab]e service. s

More recent]y, a group ca]]ed Network One Inc has estab11shed a"
pay-per-v1ew movie system in "Crescent Town", an- apartment. comp]ex
in Toronto S Scarborough It purchases dts. programm1ng from Te1eMat1on,
an American firm aff111ated w1th HBO. Network One ‘is outs1de CRTC:
Jur1sdict1on because it uses a closed-c1rcu1t v1deotape techn1que to.

‘ »_present its’ programming

| Other Canadian groups haVe_expressed interest in the hardware
required for. ‘the transmission and reception of.scrambled pay
television s1gna1s E]ectrohome‘of Canada is slated- to manufaCture
a descramb1er un1t for STV designed by an Amer1can f1rm, Pay Television
: Corporat1on Welsh Communications and York Cab]ev1s1on have already
ordered decod1ng units.from. an American manufacturer, Tanner E]ectron1cu .
Systems Techno]ogy Inc. (T,E.S.T.).7 ‘ )

b) .fp_l_w;’rv AS A .cA-NADIANj ISSUE
‘With SO many groups interested in implementing pay television |

serv1ces9 ‘the CRTC has been forced to raise the quest1on of pay
te]ev1$1on as .a pub]1c 1ssue In 1ts_pos1t1onupaper issued-in -



‘February 1975, the COmmission stated its opinion that a1thbugh‘pub11c
'1nterest 1n the issue of pay te]ev1s1on had revived, the 1ntroduct1on
_ of the service must be preceded by "pub11c consideration of a number o

- of major concerns". 8- The CRTC indicated spec1a1 concern for the 1ssuesh'

of aud1ence fragmentation, . the effect of pay. te]ev1s1on on the Canad1anf
broadcast1ng and program product1on 1ndustr1es, and "s1phon1ng" wh11e-
suggest1ng ways in which pay te]ev1s1on m1ght be introduced in Canada,

the Commission stated at that t1me 1ts reservat1ons about the conc]us1ve-~

s ness of prev1ous Lay te]ev1s1on exper1ments, and-the. answers prov1ded
to the major conceins it had expressed '

Fol]oWingfa pub]ic hearing into the question of pay television
and other issues held in June 10, 1975, the Conmission released its
i“Pd]icies_Respecting”Broadcasting Receiving Undertakings (Cable
Television)" (16 December 1975). The Commission stated its belief
~ that the introduction of pay television.WOuld be premature at that.

time. :However,. it also stated its wi]]ingness to:continue,to study
'"the means by which pay.television can be introduced in a manner
consistent w1th the preservat1on and deve]opment of: the exist1ng -
'*broadcast1ng system" 9

In an address tb the Canadian Association of Broadcasters'on
Apr11 26, 1976, the Chairman of the CRTC, Harry Boyle, acknowledged
the 1nev1tab111ty of pay te1ev1s1on ‘He -asked. the quest1on, "Will
‘pavaV in Canada be: another conduit for s1phoning of f more of our .
resources for fore1gn production 1ndustr1es or.will it include.
reasonab]e incentives for Canadian produc‘tﬂon?"'IO He also demanded
that the broadcasters p]ay_a_more active role in shap1ng a-Canadian
policy for pay television. ‘

. -In an address to theACanadian Cable Television AsSociation five
'weeks later, the M1n1ster of Communications also stated that the
1ntroduct1on of pay television in Canada is’ 1nev1tab1e .She suggested;
that‘the time had.come.to_deve1op a plan for its implementation that
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‘product1on 1ndustry and the broadcast1ng system

would maximize'potentia] benzfits to the existing broadcasting"
system and-to viewer choice.  Included in her speech were three

.obJect1ves for the structure of pay te1ev1s1on

| 1;'*It must provide a range of programming which does not
o dup1icate that now offered by broadcasters and must do.
ﬂ_'so w1thout s1phon1ng programs from the broadcast1ng system

24 It must ensure the product1on of h1gh qua11ty Canad1an
' programs that Canad1ans w111 watch

o f3;“It must ensure that programs are produced 1n Canada for
f~1nternat1ona1 sa]e ]] ‘

B The m1n1ster suggested three poss1b1e a1ternat1ves for the ownersh1p
’,, structure of ‘a Canad1an pay te1ev1s1on system

."h]..-Indfvidua1gliCénsees;d»a'--

-2, A consort1um wh1ch couid involve var1ous comb1nat1ons of .
.-cable: operators, broadcasters and representct1ves of the '
'Government.: ' '

3. A pay television network. which cou1d be e1ther a pub11c
-or pr1vate corporat1on 12

'In her ana1ys1s of the three opt1ons, the Minister stated that she

~fe1t the first option was undesirable, that the second option should
 be carefui]y studied because ‘it allowed a distribution of revenues, .
and that the third opt1on had the advantage of d1m1n1sh1ng the conflict

between the broadcasters and cable operators.. The Minister emphas1zed
her. concern- that "on introduction into Canada pay-TV must .. p]ay

its part to. ensure ‘the: growth and development.: of the Canad1an program
w 13
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~On the same day, the Chairman of the CRTC released a statement -
of the CRTC's position on pay television. - Mr. Boyle stated his
‘ op1n1on that the M1n1ster S remarks ear11er in the day were the
beg1nn1ngs of the enunc1at1on of a po]1cy of "cu]tura1 secur1ty“
for Canada. He a]so expressed his hope that pay te]ev1s1on would .
-provide one means to go beyond the mere: 1ntroduct1on of new
technology to the shap1ng 6f "a conscious and dedicated restructuring
of the national broadcast1ng and cultural system". 14 At that time,
he called for further subm1ssions to the CRTC concern1ng.pay
television. ‘Rather than addressing the general question of pay -
' te]evision, these submissions were to- cover specific. proposa]s for
-~ the "estab11shment of entities to formu]ate and’ d1str1bute pay-TV

o program packages in French and in Eng11sh" 15

On August 10, 1976, ina Speech de11vered to a conference held by

~the ‘Canadian Broadcast1ng League, the Secretary of State stated his |
reservat1ons about the benef1ts of pay television. He ra1sed the

issues of Canadian. content, anti- s1phon1ng legis1at1on, and the
application -of revenues from pay television to. the Canad1an product1on
“industry. His speech stressed- the need for careful p1ann1ng ‘of the

way -in which pay te1evis1on is to be introduced and adm1n1stered The
effect of the introduction of pay television on the CBC S p]ans to
1mprove the qua]ity of regional programming and. local part1c1pat10n -
in network programming was also emphasized by Mr. Faulkner. . He
indicated that he favoured Mme. Sauvé's suggestion that a pay telev1s1on
-_d1str1but1on network shou]d be “owned and operated 1ndependent1y from -
ex1st1ng over=the a1r broadcasters or cable interests". ]6

?jFo1lowing the're]ease of the CRTC's_position paper on pay television
in February 1975, the Canadian Broadcasting League‘presented a brief
torthelcommiSSion.for:its Public Hearing in June. The League stated
its beTief that the introduction of pay.te]evision*atrthat.timedc0u1d
only be justified as a means of transferring funds from cable to. =
; overFthe air. broadcasters The issue- of s1phon1ng was. a]so cons1dered

'{vby the League at that t1me
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c). PAY-TV PROPOSALS‘

At the CRTC hear1ng in: June 1975 and s1nce that t1me many groups
; have subm1tted proposa]s for pay te]ev1s1on systems
" the. maJor aspects of a se]ected group of proposa]s

Tab]e_I_qut]1nes

- TABLE'I; 'MAJOR;ASPECTS OF A SELECTED GROUP OF PROPOSALS

Date At Least - At Least Pay-Per -Pay- Per

STV Cable

50% Pr1vate 50%: Public Channel Program (1nc1ud1ng
: 0wnersh1p 0wnersh1p o satellite,
: , microwave)
cota June-5*'*X“ S x :X:
© Video. .. T T | L . '
| ‘Program JUne- D SRR A S & X
| services |1975 . o . | L X c
Bell - |dune | - | ‘ . }
Canada |07 | X | % XX
o % x| | X x|
o fdune |y x| x
' 1975 o .
‘Maclean- | June -
Hunter | 1975 | X X A .
‘Council 1T |
of Cn. Y508 | X X | x| x
Filmmkrs. { ' 7° : ’ S
Ly ~{Aug. |, - S :
R — — —

B., (1) where a]ternat1ves were suggested in a proposa]

: have been indicated.

(2){ Dates do not necessarlly refer to forma] proposa]s, but rather -

- to last ava11ab1e 1nformat1on

both options
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d) ARGUMENTS FOR AND AGAINST PAY-TV

The Various'proposals_and pbsition~papers Qn‘the'éubject'Opray
“television have.offered many arguments both in favour of and against
the introduction of pay television into the Canadian broadcasting -

- system. We have 1nc1uded here  those arguments which we have attempted'

g to evaluate in. this report.
‘ ('.t)" Main Arguments- in Favdiz.i‘ tqf Pay Television
1. ‘Pay television will add variety to the programming available

- to the. v1ewer through its presentat1on of new mov1es, spec1a1 )
ffevents, and add1t1onal sports events ‘ ' '

2. The serv1ce w111 be paid for d1rect1y by the user, .who therefore

has 1ncreased contro] over his ‘choice of programs
3. vThere:iS'éignifitant pubiic;demand,for”thé75erviCe.

4, The techno1ogy a1ready exists, -and therefore no major néw
' ‘techno1ogy is requlred : : ,

5. "Pay" can.be (and to some extent is being) bootlegged. - . There
' is therefore a need to 1ega11ze it and encourage involvement
'-by substant1a1 Canad1an interests. There is a need to block
'_‘unregulated pawaV service to apartment complexes (e.g., Network
One in Toronto) and to prevent possible over-the-border STV from
-nearby American centres. A situation has been envisioned whereby
.‘Canadian subscribers could pay a rental fee for the descramb]er

,un1t rather than for program channels 1n an attempt to by pass .

Canadian regu]atory authority.

-6; There is a poss1b111ty that s1gn1f1cant revenues from pay

‘ television w111 be channe11ed back into the Canadian product1on
industry. . e ‘

‘ ) ' .~f="|4°=.



In the Tong run9 the 1ntroduct1on of pay te1ev1s1on now can 1ay
the base for spec1a11zed serv1ces and programm1ng for m1nor1ty

~ groups.

‘(ii)

Main Az_'éun:ents Against Pay Television

The argument that pay te1ev1s1on will proV1de 1ncreased var1ety

o in programm1ng cho1ces is apparent rather than ieal.

It wi]] be extreme]y expen31ve for the consumer, particular]y 1f

 offeréd via cable.

. Pay. te1ev1s1on w111 add to the prob]ems of audience fragmentat1on«_~

~and result in a reduct1on of the revenue base for services. funded,
_-through advert1s1ng It w111 therefore have a negat1ve 1mpact on

the Canad1an production industry.

'Programs w111 be "s1phoned“ from ex1st1ng broadcast1ng serv1ces,v

| fand the compet1t1ve costs of programm1ng throughout the broad--
‘ ';;cast1ng system will therefore rise. :

. | Pay . teievision wi11'have a.negative effect on"pubiic broadcasting;

"wh1ch 1s ‘highly vu]nerab]e to the impact of 1oss of advert1s1ng

revenue and the s1phon1ng of programs.

,Bootlegg1ng can be countered 1n other ways than by 1ega11zing

: pr1vate pay te'lev1s1on°

The possible revenue base for Canadian production has been‘overstated.

In any events there_will be more high-quality Americanvproductions.
introduced into Canada to compete with Canadian programming. This

: programm1ng will be pa1d for.by revenues which will be diverted

to.American packagers, rather than being channelled back into the
Canadian production 1ndustry ~-Whatever is gained by the channelling
ofqprodUCtionnfunds into the Canadian:production industry will be
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offset by decreas1ng capab111t1es of "free TV networks suffer1ng
from fragmentat1on, etc. R

8. The‘servicesth1eh'areipresently_being'ptopqsed are Quite a_distance_”
~away from offering.service to minority interests and outlying areas.

‘@) ASSESSING THE BALANCE OF THE ARGUMENTS

‘ In.orderfto assess the balance of these_arguﬁents, certain questions
~ must be answered. Should pay ieTeVision be introduced in Canada? If it
1s 1ntroduced should it be in the form proposed by the pr1vate 1nterests
(most notably. the cable operators) or should it be separate’ from those -
interests? If it is introduced, what safeguards are needed? What is worth
protecting; or balancing in the existing broadcasting system?

In answerihgrthese questionsiand.resdTVingfthe'arguments'given adee,
there are two-orientations which must be followed. . First, one must examine
the question of pay television in the light of its intrinsic merits. The
" question must be answered whether?payaTV'wOUTd contribute"substantia1]y to.
: the vafiéty of Canadian media at the present time. Is there significant
vdemahd fdr pay te1evision?; Is that demand highly concentrated in certain -

" Canadian..centres or.does it. refiect a nation-wide. sent1ment? ~Does American

ldeVelopment of pay teTev1s1on requ1re a parallel Canadian service?

| SecondTy, one. must exam1ne the quest1on of pay te1evws1on in the
_1ight of extrins1c considerations. wou1d pay. te1ev1s1on in the form in
which it is present1y proposed be an interim step in the rep]acement, over
t1me, of the present mixed system by a predom1nant1y pay. system? Would pay
te1ev1snon as it is presently proposed be an interim step in the development
of ausystem where. dedicated channel television would be used for specialized
services and "free" . te1evision for general services? . Should pay. te1evfsion
“be Tooked at. pr1nc1pa11y as a means of developing a revenue base for the

' Canad1an product1on industry? If so, should the po11cy be .one of maximum
~deve1opment of the revenue base?
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Our fundamenta].assumptionvis that. pay television, ifvjntroduced”in
Canada,'muSt ‘be an integral part of the total broadcasting system. We’

j'further assume that if introduced it must be a national service, b1]1ngua1

in character, and that. At must, in accordance with the terms of the
Broadcast1ng Act, "be in English and French, serving the specia? needs of

.geographic reg1ons and act1ve1y contributing to the flow and exchange of

cultural and reg1ona1 information and entertainment". Gu1d1ng our study -
has been the assumption that ‘there: are more. alternatives to the. introduct1on :

'of pay te1ev1s1on to Canada than an unconstra1ned commerc1a1 mode1

_If, however,_pay.te]evision develops in_Canada in an unconstrained
fashion, we assume"that it will develop along the 1ines'of the existing

:_Amer1can mode]s, i.e.s it will be a. commerc1a1 operat1on which- uses a pay-~
C per—channe1 cable method of d1str1but1on, and ‘which re11es pr1mar11y on
: ~mov1es for its programm1ng ' :

“ We assumed we had to invest1gate whether a well -developed body of
know]edge app11cab1e to an.analysis of the potential impact of pay
television on.the Canadian broadcast1ng system ex1sted Our initial = -

| researCh‘indicated:that'such a .body of know]edge.did:not exist, and that.

in order to use American data to make projections for'Canada,'statistical

) controls would have to be applied to. account for certa1n d1fferences between'

the Canad1an and American situat1ons

-+ We have assumed that the difference between ~intrinsic and extrinsic
considerat1ons of pay: te1ev1s1on is. s1gn1f1cant We have‘attempted'to ‘
d1st1ngu1sh between arguments which just1fy the 1ntroduct1on of pay te1e-
v1s1on on its 1ntr1ns1c mer1ts and those wh1ch Just1fy it on the basis

. of 1ts extrinsic. mer1ts

As stated in Chapter One, our primary cr1ter1a have been those of

. the pub11c 1nterest - Our prem1se has been that ‘the public¢ interest requires:
~ that ex1st1ng Canad1an broadcast1ng services not be damaged by the introduction

of .pay .television; that serv1ces which. are now "free" not be siphoned off by

pay te]ev1sion, that pub11c -sector. broadcast1ng and pub11c interest broadcasting




be strengthened; that the cost for the product which the consumer receives =~ —
be reasonab]e, ‘that the 1ivelihood of existing movie distribution and

exh1b1t1on systems not be undu1y harmed; that a reasonable Canadian content .
quota for pay te1ev1s1on be estab]1shed and that the greatest possible’

share of pay television revenues be channeT]ed back 1nto the Canadian

program product1on 1ndustry to promote an 1mprovement in the qua]1ty of
Canad1an programming ' - : :
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'CHAPTER THREE'

ASSESSMENT OF CURRENT PAY TV MODELS

"'a) FOUR BASIC APPROACHES TO PAY TV

" We haVe adopted‘the approach of analysing pay television models
" in terms of four bas1c "1dea1 types". An ideal type represents a .
c1ass1f1cat1on, or model des1gned for ana]yt1c purposes. It does - not

necessarily correspond (a]though it may) to emp1r1ca1 rea]ity (1n this.

case actual proposa]s) but represents an attempt to d1fferent1ate as
fully as poss1b1e alternative approaches An ideal type, then, . .

‘ represents an "extreme" in terms of certa1n dimensions -- in our case,
the dimensions of ownersh1p and distribution structure. It goes
without say1ng that many comb1nations or comprom1ses 1ncorporat1ng the
_features of two or more ‘ideal types wou]d in fact be: poss1b1e

We have chosen four 1dea1 types to represent the range of

possible mode]s . Where. re]evant, current proposais have been c1ted as |

examples. of the 1dea1 types. The first ideal type considered is a
'predom1nant1y;pr1vate]y~owned,and operated cab]e-de]ivered,pay'te]e-
“vision network.',Current proposals which exemplify thiseapproach'
are those offered by the CCTA (CRTC Public Hearing, June 1975),Video
Program Services Inc. (CRTC Public Hearing, June 1975), Advertel
Productions Ltd. (CRTC Pub11c Hearing, June 1975), the ‘PTN. model

proposed by, Rogers Cable, Premier Cablevision and Canadian Cab]esystems :

(CRTC Public Hearing, June 1975, and information obtained up to .

September 1976), the Maclean-Hunter proposal’ (CRTC Pub]ic'Hearing, June

1975), the CITY proposal (information obta1ned up to September 1976),
the CTV proposa] (1nformat1on obtained up to September 1976) , and, to a
certa1n extent the proposa] by Bell Canada (CRTC Public Hearing, dJune
1975) ' : :

:The central features of each of.these'proposais are private-

:fiownershjp.and delivery of the pay television signal via cable, although
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the BeTT Canada proposaT ‘is app11cab1e to over-the—a1r transm1ss1on

of pay teTev1s1on s1gna15 as well.

Another feature common to each'of these proposaTs is the idea of |

.a pay te]evis1on network, aTthough the rate and degree of extension.

of service to the WhoTe country varies.

The second 1deaT type cons1dered is a predom1nant1y pr1vate1y--

. owned and operated STV system This model obv1ousTy differs most
‘significantly from the first in the method of distribution of the
~ signal. It also 1mp11es, however, ownersh1p by private groups

d1fferent from those who would be -interested in the first modeT‘

‘Current proposals: wh1ch toa certa1n extent are compat1b1e with. this

1dea1 type are the 1975 CITY proposal, the model -suggested by Mac]ean-'

-'Hunter, the proposaT by CTV “and the - proposaT by Bell Canada

_;Common.to theserproposaTsuare ‘the concepts 0f~prTVate ownership

~ and.the-usefof;existing UHF broadcasting facilities for distribution
- of the'pay television signal. Both the Bell Canada prbpdsa] and the

proposaT by - CTV env1s1on a network arrangement, wh11e ‘the. 1975 CITY -

:ﬂ;proposaT puts most of - 1ts emphas1s on its.own. potent1a1 contr1but1ons

The th1rd 1deaT type is a pub11c enterpr1se (as -an adjunct to
pub11c broadcast1ng or as.a. separate public system or: systems) which
woqu distribute the- pay television signal either. by rent1ng cab]e
faoj]1t1es or over-the-air, or both. The proposal deTivered by the

A__Counc11 of Canadian‘FiTmmakers to the CRTC Public Hear1ng in June

1975 best typifies this approach; 1t emphasizes the structure of

'ownership‘and is less concerned with: the method of distributing the

signaT The criterion. for the method of signal distribut1on is the
eff1c1ency of e1ther method in a g1ven area. -

The fourth 1dea1 type is a consortium which. 1nvoTves both pubTic '
and private ownersh1p and wh1ch uses either cable or over-the air-

' techno]ogy,tokdlstr1bute the pay signal, depending on-wh1ch-approach

is.most feasible in a given area. ~The,Minister-of.Communications‘




discussed this approach in her address to the Cahadian Cable Television
Assoc1at1on, 2 June 1976. As in the third approach, the method of
.d1str1but1on of the s1gna1 15 determined by eff1c1ency not ownersh1p

b) ANALYSI’S ‘OF'_BASI‘C.TYP-E‘S ACCORDING 10 A RANGE OF ISSUES |

We have- attempted to analyse each of the models exempTify%ng the
‘four ideal types’ according to a range of issues and criteria. The _ ‘
’ f1rst -group of quest1ons concerns the type- of service to be offered
WiT1 de11very of the pay television: s1gna1 be over-the=air or via

- .cable? Will the system be operated on a pay-per—program ora payapernij

'Channel basis? What protect1on is offered aga1nst boot]egg1ng of pay
~te1ev1s1on s1gnals?

' The‘second group. of questions. concerns the ownership structure
as it app11es to the three act1v1t1es of a pay: system program

production, program packag1ng, and signal d1stribut1on Some proposals

.Separate these threeAfunct1ons, others suggest models in which the pay
‘ operator'will control more than one aspect ‘Included in this seCtion '
-is the quest1on of ownersh1p of the descramb11ng units necessary for
"the recept1on of the paynTV s1gna1 '

S The'third_group{of questions concerns.the criteria stated in-the'
second item in our terms of reference: . “"Consideration of- the problems
ar1s1ng from and poss1b1e solutions to the need for a-pay television
service which w111 be nat1ona1 in character, reflect1ng the b1cu1tura1
nature of Canada and programm1ng in the two official ]anguages " These
consideratiohs-have been broken down into the following queStiohé,
Does. the service meet the.criterion of nation wide delivery?. Does it .

1.meet the criterion of . be1ng a bilingual and bicultural service? Does
- the serv1ce promote Canad1an social and cultura] values?

The.fourthigroup_oquuestions examines the attitode toward
programming inherent in possible approaches to pay te]evision Does
the approach offer a guarantee that a reasonab]e percentage and var1ety
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of Canad1an programm1ng will be offered? Will the programm1ng serve '
m1nor1ty and reg1ona1 1nterests?

‘ The fifth group of issues concerns the financial: 1mpact of pay
telev1s1on Does the approach necess1tate a substantial flow of
revenue to program producers or packageks.butside Canada? Does it
offer a proviso for allocation.of substantial revenues to the
Canad1an program product1on 1ndustry? Does the approach 1nc1ude

tanswers to the: prob]ems of start-up and operat1ng cap1ta]?

( The'sixth group of questidns Concerns.the'impact of‘the
Jintroduction of various'forms of pay television on the existing
- broadcasting system The 1ssues considered are aud1ence fragmentat1on
» and whether compensat1ons for this fragmentat1on can be built into )
the various approaches ' ‘

,_EaCh~of the current,major prqposa]s~hasfbeeb analysed with
regard -to these issues: Comparisons have been made within each
group of questions, but: no attempt has been made to evaluate
”spec1f1c proposals. '

'c) TYPE OF SER\/ICE/DISTRIBUTION

~ The first group of quest1ons concerns the. type of service which
is proposed in each.model. Proposals for cable distribut1on of the
pay -signal include mode]s suggested by CCTA, Video Program Services,
- Advertel, HPTN..Maclean “Hunter, CTV, CITY, the Council of Canadian
Filmbakers, and Bell Canada. CTV, CITY, Maclean-Hunter, the. Counci
of Canadian. F11mmakers, and, to a‘certain extent, Bell Canada, also
1nd1cate that some over-the=a1r serv1ce.m1ght be a component of their
_systems. fA propOSéivfor’dVer=the=air Seryicéshas»a150*come-fromAthe:
CAB. S : ‘

| CCTA,‘CITYg Maé]ean-Hunter;,PTNs and CTY all ‘propose a’'pay-per-
channel model. Video Program Services and Advertel recommend a model

- 23 -



that comb1nes a pay per-channe] and pay- per-program system, and Be11
:Canada s model is predominantly a pay-per-progran systen, a]though it
- could be comb1ned with a basic month]y charge " The CAB and the Counc11
-of Canad1an F11mmakers both recommend that a pay per-program system
»'be adopted ‘

- The: Be]] Canada proposa] addresses specifically the problem of.
'secur1ty, but mentions only that its system is de51gned to guard
- aga1nst fraudu]ent use. CCTA ment1ons that the cab]e operators have
a]ready faced the quest1on of theft of serv1ce ‘

) O‘WN‘ER‘SHI"P OF OPERATIONS

- The second group of questions concerns the ownership of ‘the.

~.various levels of actiVity reqUired in the operation of a pay .

‘ Ate]évision‘network The functions are ‘progran. produc1ng, program -

‘~packag1ng, ‘and signal d1str1but10n CCTA ! Video Program Services,

A Adverte], CITY, Mac]ean-Hunter, the Council of Canadian Filmmakers ,
‘:PTN, and CTV all propose models in which the. program packaging. funct1on
- 1s separate from.the distribution function. In the CAB model, the
'~broadcasters who would act as program packagers would also own the

"ﬂlsignal d1str1but1on Tac111t1es. . The quest1on is not considered 1n

',the mode. suggested by Be11 Canada.

_ Simi]ar1y,'the Be]].proposa1 does not address the question of
whether thedprogram"production'function will be separate from the
i_program packaging function. - These functions wou]d generally be .
separate in the models proposed by CCTA, Maclean- -Hunter, the Council
of Canadian Filmmakers, and. PTN. _However, almost all of these

' proposa1s leave room for some production by the program packager
V1deo Program Serv1ces 1nd1cates that while .it would commission some
programs, it wou]d also be w1111ng to co- produce others, using local
production fac111t1es The proposal by Advertel.is unclear, but it
seem1ng1y would produce some programs. ' The proposals.by CITY, CAB,

~ and CTV all suggest that the product1on facility should not be

. ent1re]y separate from the program packaging facility.

2
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) HARDWARE OWNERSHIP =

The third aspect is the ownership of the mechanism which would
decode the: scrambled pay te]ev1s1on signal. CCTA, Video Program
Serv1ces,3 ‘Advertel, CITY, Maclean-Hunter, the Council of Canad1an
Fﬂmmakers9 and PTN propose- that the program packagers should not own
“the descramb]ers The CAB proposes that ‘the broadcasters who operate .
‘the program product1on and. packag1ng fac111t1es should also own the
"descramblers Under Bell Canada s-proposal, it wou]d own the |
_ descramb]ers and pass the - necessary billing information to the network
"operator. Because of the difficulty in obta1n1ng information concerning
-the CTV proposal, 1t is unc]ear which element of. the system will own’
‘the .descramblers. or. f11ter un1ts However, if our information is

‘ .correct and CTV proposes to Tease transm1ss1on fac111t1es from the

cab1e opera'tors9 1t seems 11ke}y that the latter wou]d own the =
| descramb]ers,- ' ' '

- f)\}SOCiO%CULTURAL;CQNSIDERATIONS_:

Spec1f1ca11y addressed here are the quest1ons of .a nat1on-w1de and
_ b111ngua1 service, the percentage of revenues to be devoted to Canadian
~ programming, the var1ety of Canadian programming which is. proposed,. the
degree of regional participation in program: product1on, and -the. extent
to which.. m1nor1ty interests will be served. 4 It should be noted that
while.many of the proposa]s spoke of the need: to promote Canadian. soc1a1
and cultural. va1ues, ‘none. defined that phrase. or offered spec1f1c '
proposais des1gned to accomp11sh those goa1s 5 L

Most'of’the avai1ab1e proposals suggest that pay television should
be deve]oped.as a-national network, established first in the major -
"urban centres and graduaiiy extending service to the rural areas. S1nce
most of the current proposals are from groups ‘and compan1es located in-
Eng1]sh Canada,. few address the. prob]em of establishing a French-language.
service:beyond acknowledging the fact that there should be one. The .
’yjdeo{Program Services proposal, however, examines‘ways‘in which an"English

- 25 -



and French serv1ce cou]d comp]ement one another and share programm1ng B
costs

_ thle the question of" the percentage of pay revenues which- shou]d

be devoted to Canad1an program production is answered in virtually every
se-proposa], only two address.the_quest1on of the actual;percentage of -
Canadian programming in the total programming: schedu]e6 In a proaect1on ‘

- of a samp]e month's programm1ng, V1deo Program Serv1ces suggested that

it wou]d be possible to operate a service where five out of n1ne ‘major features
‘would be Canadian. Of the n1nety~n1ne show1ngs of  these nine features,
'sixty~one would ‘be Canadian, th1rty six American, and two wou]d be Br1t1sh
"Mac]ean-Hunter suggested that initially Canadian programm1ng should

‘_compr1se approx1mate1y ten. percent of the. tota1 programming schedule. At

the .beginning, Canadian programm1ng would receive ten percent of the

. total revenues for the pay system. After an initial phase, where the -

1eVe1 would. remain constant, the amount'of'Canadian content (and A
: presumably revenues devoted to Canad1an content) would rise at the rate -

. of. f1ve percent per year unt11 it reached f1fty percent

. The types of Canadian programming'proposed in each mode1 differ'very
little. Most proposals emphasize feature films and theatre or. concert
product1ons . CCTA, Advertel, Maclean- Hunter, and the. Council of
Canad1an Filmmakers do not raise the issue of regional. product1on

Video Program Serv1ces proposes a system where the pay te1eV1s1on net- .
work WOu1d co- produce programs with _groups throughout the country and
outs1de the country us1ng local product1on facilities. . By implication,
CITY: suggests that UHF broadcasters other than itself would also produce
-programmingr:vThe PTN proposal suggests that cable operators.could make
room for.somehloca1 programming to be provided to‘the particular.
audience: Which the operator serves. CTV suggeSts that some programm1ng
.would be produced by 1ts various member stat1ons

Programm1ng for m1nor1ty aud1ences is not an- issue raised in many
of “the- proposa1s In referr1ng to its present serv1ce to. Toronto's
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var1ous ethnic groups, CITY 1mp11es Lhat it cou]d extent that service
in a pay system PTN env1s1ons that add1t1ona1 serv1ces to spec1a11zed
aud1ences cou]d be offered at some future date ’

'g) FINANCIAL IMPACT

- The availab]e~propoSals_have been analysed with regard tothe
percentages of their revenues to be devoted to Canadian and foreign
programming. The. question of start-up and -operating capital has also

| ‘been raised. Detailed ca]culat1ons of the potent1a1 f1nanc1a1 1mpact

on'existing broadcast serv1ces ‘have been included. in Append1x."Cf-: ‘The

;vsubJect is also d1scussed br1ef1y 1n Chapter F1ve SGTUtiOhS'bffered
. in the var1ous Proposa]s are out11ned beTow: " | - o

' (i) . Canadian Programming Costs . o

- CCTA, Video ‘Program Services, Advertel, P_TN9 and CTV propose that

‘fifteen percent of the gross revenues should be devoted to Canadian.

programming.: CCTA has.projected 300,000 pay subscribers yielding a’

~ total: revenue of $32,400,000. Of this amount, Canadian program
‘producers would rece1ve co11ect1ve1y $4,860, 000 Video Program Services :
" .uses the.same_f1gures Although PTN also proJects 300 000. subscr1bers9 |
iits ‘total annual. revenue f1gures seem. to be lower, with a corresponding

~reduct1on in the amount allocated to Canad1an product1on (approximate1y '

$4 m1|11on after four to five years). Advertel est1mates approx1mate]y
356,250 subscribers9 each of who' would pay $72 per year (on a per-program:
bas1s),t Under this proposa], $3,850, 000 would be devoted to Canadian

" program product1on, CTV'proJects 700,000 subscribers yielding an annua1
revenue of $67,200, 000. Fifteen percent, $10,080,000, would be channelled

into Canadian programm1ng In its proposal ‘Maclean- Hunter suggests that
ten. percent of gross revenues, averaged over the. f1rst f1ve years of pay

» serv1ce operat1on,,shou1d be devoted to’ Canadian programm1ng
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(ii) .Operating Costs

. CCTA suggests that since the cab]e operators already have in -
place much of the necessary equ1pment for the d1str1but1on of s1gnals,_
their start-up costs would be minimal. However, the hardware for -
the scramb11ng and descramb11ng of the special pay signal would. have to
be purchased and some "up front" money for the product1on of Canadian
programs and cap1ta1 for promotion of the new serv1ce would be necessary,

- Video PrOgram‘SerV1ces recommends'that any'gr0up Which is licensed

e .to prov1de a pay serv1ce should have enough cap1ta1 to. cover three
_ months programm1ng costs in advance, (1nc1ud1ng the costs of co-

production where necessary) to purchase network control equ1pment,-

. . pay for promotion of the service and cover any 1osses attendant to
Esett1ng up the d1str1but1on pattern. '

PTN estimates that $15 OOO 000 will be needed for the 1n1t1a1
investment 1n hardware to serve 300,000 subscr1bers Capital will -
also be necessary to expand. the market1ng and delivery system. In ..
add1t1on to these. hardware costs; PTN-also acknow]edges that some TR

3A up-front money’ will be needed for Canadian programm1ng

. (iii) Impact d_f-Audience F;fagmentation-

Most proposa]s acknow1edge that some degree of aud1ence

: fragmentat1on for the existing broadcasting services will result

from.the:1ntroduct1on of a pay te]ev1s1on system. However, they

differ in their estimations of the degree of this fragmentation

and the. so]ut1ons to it. CCTA prOJects a two percent loss of
broadcast1ng V1ewer ‘hours, to be balanced by the creation of a strong
Canad1an program product1on 1ndustry which broadcasters w111 be ab]e

" to draw on and which will heTp them attract aud1ences

' Video Program Services suggests that repeated showings of the

feature events will "minimize the conflicts for viewer interest and
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time as between home fee television and commercial television."’-

Advertel feels that its pay-per- program system could be structured -

to eliminate 1mpulse v1ew1ng through the use of a repeated showing

I‘format in a Timited number of hours per- day. It also suggests that
~.some viewers who do not. present1y watch commerc1a1 te1ev1s1on will
' be attracted to pay—TV ' ‘

. The CAB- proposa1 implies that. the prob1em of aud1ence fragmentat1on
would be minimized if the broadcasters were to control pay television.

~ -Their concern for ‘the effects of. audience fragmentat1on on broadcasters
:-f1s however,_substant1a1 enough for them to recommend a f1ve year de]ay '
‘f1n 1mp1ementation of pay te1ev1s1on serV1ce

~The. Council. of Canadian Fi1mmakers reCOmmends that pay television

be developed slowly us1ng an exper1menta1 test bed system in. order to

determine fu11y what its 1mpact will: be on the existing broadcasting

N serv1ces and program producers

Both Mac1ean Hunter and PTN imply that the. benef1ts of pay
teTeV1s1on wi11 outweigh its hazards if- suff1c1ent funds are d1rected
to Canad1an program producers. - PTN. also suggests that broadcasters -

will benef1t through their share in the ownersh1p of .the pay te]eV1s1on .

system PTN projects- that. the loss of. advert1s1ng revenue to. the
broadcasters W111 be about 6-8¢ a week per subscr1ber If their

"proaections of 300,000 subscr1bers are accurate, broadcasters may .
~ lose $1, 248 OOO a year in advert1s1ng revenue.. They state’ further

that s1nce not all pay television w111 be 1n pr1me t1me, the potent1a1
1oss per v1ewer may. be. iower

Many of the proposa1s aiso favour the 1dea that pay television |

‘shou1d be governed by anti- -siphoning. rules in order to. protect the
.ex1stJng broadcast1ng services. These would be designed to protect the '
broadcasters,agajnSt the potentially higher prices which pay television

operators could pay for programs now carried on "free" teTe_vision°
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-ENDNOTES :

It is 1mportant to remember that a1though the packag1ng and - |
~ distribution functions are nominally separate under the CCTA
* proposal, the pay network itself wou1d be at 1east 517 owned
- by the cab1e operators

For examp1e, CCTA uses. the phrase, "“The PTNO shou1d be encouraged

- not to duplicate unnecessarily, program production facilities."
(CCTA submission to CRTC,. 16 May 1975, p.39). Maclean-Hunter

 states that the network operator "wou]d pr1mar11x be a packager

- of programs, not.a producer." (Maclean-Hunter submission to the

- CRTC, 14 May 1975, p.5.,. emphas1s ‘added. ) Other proposa]s use

' s1m11ar 1anguage

" The proposa1 by Video Program Services is. somewhat amb1guous in’
_this regard. ' On page 4 of their brief to the CRTC, 6 June, 1975,

the group states: "The state of Canadian communications creativity
and technology has so advanced that it is feasible to develop the
medium with network. operators concentrating on providing the
necessary programming.while others, as.a profitable extension of

- their primary business function, concentrate on provision of the
integral parts of.a nationwide distribution grid." However, in ‘
. their summary opinion of the financial viability of pay television,

- on_page 20 of the brief, approximately 23% of gross revenues are
allocated to "in-home equipment, billing, metering". ‘ This amount .
is in addition to approximately 11.5% allocated to' CATV: d1str1but1on
-and 11. 5% a11ocated to-long haul d1str1but1on R

gBe11 S proposa] 1s not cons1dered 1n th1s and fo1low1ng groups of-
questions, since it deals’ pr1mar1]y with the techno1ogy of pay
:ﬁe1ev1s1on ‘

. - Our assumpt1on here is that diversion of revenues to. Canad1an

'zprogram production does not necessarily accomp11sh the. goal of
promot1ng Canadian soc1a1 and cu1tura1 va1ues e e

See Append1x YE" for an ana1ys1s of. the vary1ng percentages of
revenues - needed. to ach1eve given percentages of Canad1an content.

Br1ef to the CRTC 6 June 1975, p. 14

For extens1ve analysis of potent1a1 broadcast revenue 1osses see
,Chapter 5 Sect1on b(11) and Append1x ”C" S
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’*cHAPTER FOUR

' PROMOTING ‘THE PUBLIC INTEREST

,The questfon of ownerShip_of the preSent‘Canadian brdadcastfng

system is crucial to the projected developrent of a pay television

system in Canada. Since. its'creation, the CRTC has reiterated the
concern expressed by the BBG about excess1ve concentrat1on of owner-

" sh1p in the communications media. In a pub]ic announcement dated

27 AUgust;']968,‘the<Commission stated that an "equ1tab1e_ba1ance of '

~ ownership is a form of guarantee for safeguarding community interests
- and sustaining the"presentation of vital news. and informational services".
'In many of its subsequent dLC1S10ﬂS, the Commission has stated that it
o be11eves excess1ve concentrat1on of ownersh1p to be contrary to the
_“public interest.. ~ B

At present, -both the cable operators and the,brivate broadcasters
have proposed that. they be licensed to operate pay-television systems.
We have examined the degree'of concentration within both these groupsf-
in order to’ assess the 1mpact of granting: to either a 11cense for |
what is, in effect, a th1rd network '

- In. 1960, the Board of. Broadcast Governors ‘Ticensed CTV. NetWork
Since that time, the. network has grown to include ]71 broadcasting
transm1tt1ng operat1ons (22 originating stat1ons) ~These -operations -
cover 93% of the English- speak1ng popu]at1on of Canada.. In 1973,

‘the CRTC. approved an application by cTV to.alter its corporate

organ1zat1on. Under the new arrangement there are three classes

of affiliates to the CTV network: full affiliate, affiliate, and -
supplementary affiliate. ‘Major shareho]ders:in.CTV"ino]ude Western.
Broadoast Company -Ltd., Selkirk Holdings Ltd.,;Moffat Broadcasting
Ltd., Standard Broadcasting Corporation Ltd., E]ectrohome of Canada
Ltd., G.W. St1r11ng, Armadale Commun1cat1ons Ltd., CFRB Ltd., CFTO-TV
Ltd , and CHUM Ltd. '
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~ The seven brOadCasting transmitting operations (f1ve originating
stations) owned by TVA in Quebec cover 943 of that province. Of the .
1ndependent undertakings which prov1de add1t1ona1 "private" service,
the’ maaor1ty are ‘located in 0ntar1o and Quebec ' '

The cable compan1es most active in promoting the 11cens1ng of .
: cab]e operators for pay television haVe been Rogers, Prem1er, Canadian
Cab]esystems (most notably Metro), and Maclean-Hunter. Rogers - is a
<: pr1vate company which issues no public shares, and which therefore
produces no annual report’ for the scrutiny -of the pub]ic In addition-
- to five radio stat1ons, Rogers owns cable systems in. BramaTea -Brampton,
Leam1ngton, and Toronto.’

S1nce the beg1nn1ng of 1976 Rogers Te]ecommun1cat1ons, a pr1vate
ho]d1ng company, has signed an agreement to purchase Prem1er CabTev1s1on
Ltd. of Vancouver (subJect to CRTC approval). Prem1er.owns 100% of |
Victoria Cablevision Ltd., Canadian Wirevision Ltd. (known as Vancouver
N Cab1ev1sion)- Coquitlam Cablevision Ltd., York Cablevision Ltd., Oakville
Cablevision Ltd., 90% of Keeble Cable Television Ltd. s which in turno.
contro1s Borden Cable Te1ev1s1on Ltd., 87% of. Mar11n Communal Aer1a1s Ltd s
Waterford Cab1eV1s1on Ltd. in Ireland, and. 75% of Albion Cablevision Ltd.
in England. .The. Company also owns approx1mate1y 24% of Delta-Benco Ltd.,
.whose subsidiary. De]ta-Benco-Cascade Ltd. manufacturers of electronic
equipment . for cablevision and other industries. Premier also owns
11.5% of Northwest Sports Enterprises Ltd., owners of the Vancouver
Canucks, and 7.5% of the shares of Vancouver Professional Soccer Ltd.
'wh1ch operates the- Vancouver Wh1tecaps of the North.American Soccer .
League A division of Premier, Welsh Communications, is Canada's largest
supp11er of equipment for the. cable television industry. Within Welsh
Commun1cat1ons, a separate microwave sales division has been created. -

It 1s the exclusive representat1ve in Canada for Theta~ Com s AML .
m1crowave equ1pment ' '

Canad1an Cab1esystems cons1sts of compan1es operat1ng 1n Brantford
' Toronto, Bur11ngton, Cornwa11 Hamjlton Kitchener, London, Newmarket;
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and Oshawa. -Together with Agra Indostries,.which operates_cabie

systems in Alberta, Saskatchewan and British Columbia, it signed

an agreement with Telesat in 1975 for the exclusive right to .
d1str1bute te]ev1s1on programs via satellite to Canad1an cab]e
systems.

Mac]ean Hunter Ltd. , in add1tion to its many other 1nvo1vements,‘
owns rad1o, television, and cab]e television operat1ons Its

~.cable systems are located in Ajax, Co]11ngwood Guelph, Ham11ton,

Huntsville, London, Midland, North Bay, Owen Sound, St. Cathar1nes,
Thunder Bay,. and Toronto. In addition to these Canadian systems,
Maclean-Hunter owns Suburban Cablev1s1on in New Jersey, and 50% of

Phasecom Inc., a Ca11forn1a based company which manufactures cable

TV-related hardware. . .

"-,As 1sievident;‘there is a high degreeeof_ooncentrationboft
ownership within the cable industry. We have examined the

implications of this concentration for the development of a pay

televis1on system in Canada - If the cab]e industry is licensed. .

to: provide this serv1ce, it seems 1nev1tab1e that pay -television
_ will be owned by a very.sma11;group, PayiTelev1s1ondNetwork Ltd.

is a company formed by the_CanadianACable,Te1eviSion.Assooiation
to promote cable involvement in any pay television system which is
1icensed 3. It proposes a.pay te]ev1s1on operat1on which would be
at 1east 51% owned by cable operators in a network arrangement.

.The other 49% could be owned by off-a1r broadcasters, the pub11c,
: program producers, and the Government

Acoordingato statementSNmade»by Philip Lind, Chairman of the

A’Board .0f CCTA and one of .the vice- -presidents of Rogers Cable,: Colin. . -
- Watson, Pres1dent of Metro Cab]e, and Michael. Hind-Smith, preSIdent

of .CCTA, 1n a meet1ng with two of the researchers 1nvo1ved in..
preparing -this report, the network itself would acqu1re programs,

; either by purchase or commission, which it wou]d then distribute to
the cable operators who would. themselves market and exhibit the
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product. This network wou1d rece1ve 5% of the gross revenue to -
cover 1ts operat1ng expenses, exc1us1ve of program costs '

Fifty—f1ve percent of the gross revenues of such a pay te1ev1s1on
operation would be paid to the cable operators to cover the costs of
exh1b1t1on hardware, and marketing. Th1s arrangement would appear )
to be based on a percentage of the revenues rather than a f1xed
fee for services. Forty pe"cent of the revenues would go to cover
programming costs. In this mode1 100% of the gross revenues have N
been allocated to operation of the ‘service. Fifty-five percent -goes
directly to the cable operators. There seems to be Tittle or no
1ncent1ve for other groups to become involved in the ownersh1p of
the system S T B

In the summer of'1976, CTV proposed a model for a pay television‘-
system-that would be.60% owned by the 14 full members of the CTV.

network. . It Was3suggested in the announcement of the proposal that : '

a,cab]etchannel might be used for the distribution of the signal..
In this model, revenues would apparentiy be distributed to the‘pay
~ television. network (wh1ch would be separate from the CTV. network)

| cab1e operators (for use of the cable channe]), and to program
3producers (both Canad1an and Toreign)..

The possib-mty that Canadian pay television operators may purchase
programming,from American program packagersfnecessitatesuan examination

-of concentration of ownership within relatedqindostries in-the'Unitedf

States.  As stated in Chapter Two, pay‘television in the United States -
has grown to the po1nt where a few sem1=monopo11st1c program packagers :

'supp1y programm1ng to the majority of pay te1ev1s1on systems across
- 'the United States. HBO, a subs1d1ary oF Time- L1fe, is the largest of .

- these. Optical Systems of Ca11worn1a is another large supplier.. In

1972, the pres1dent and v1ce pres1dent of Premier. Cab]ev1s1on announced

that an agreement “had been reached with. 0pt1ca1 to. form a Canad1an _
company to provide opt1ona1 cable services to cable systems in Canada
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Network One in Toronto purchases its programming from TeleMation
which has recently been nunchased by HBO. Rogers is-indirectly linked with
HBO through its purchase of SOA of Translorld Communications. The

other 20% is owned by Computer Te]ev1s1on a- subs1d1ary of T1me-L1fe

It is 1mposs1b1e to deny that 1arge-sca1e d1str1but1on of programs
is necessary. to reduce costs. However, the links between Canad1an
firms and American program packagers must be exam1ned before any
Canadian group is licensed to provide a pay te]ev1s1on service. Many '

_ proposa]s for Canadian pay television seem to suggest that 25% of gross

revenues. will be d1rected to the purchase of foreign programm1ng

~AMost of this programm1ng will inevitably be American.

Itiis reasonab1e to assume that 1f.a high percentage of the
prOgnamming'content"of\a pay television service is permitted to be’
American, the'operators of the pay service will rely substantially
on'American’program patkagers The concentration of ownership within

~ the American: system suggests that a cons1derab1e amount of revenue

from a Canadian operat1on will f1nd its way into .the.hand of a very:

" small group within the United: States.. In Tight -of .recent Canadian

experience with: ‘passage- of Bill1 C- 58, we wou]d suggest that the
implications of increased Canad1an dependence on Amer1can media -

‘ supp11ers;(part1cu1ar1y.HBO/Te]eMat1on) shou1d be examined with care.

There are, however, several a]ternatives to the potentially heavy '
reliance of Canadian operators on American program packages. At | ‘
the heart of the matter lies the question of Canadian content. What
percentage of the programs shown on pay te]ev1s1on 1s 'going to.be UQ
Canad1an? 0bv1ous1y, if a pay television operat1on is required by
regu1ation to devote a-large percentage of its revenues to Canadian
programming, reliance on American program suppliers could be reduced.
In. Append1xv"E“, a table is provided which analyses the percentage of
programming revenues_needed to produce various percentages of Canadian
content. ‘
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" Even if it is concluded that large amounts of - foreign programming
are necessary in order to make pay. television a commerc1a11y v1ab1e
propos1t1on, 11m1tat1ons could be ‘placed on the amount: of Amer1can
(as opposed. to other foreign-source) programm1ng the operator 1s ]
permitted. to carry. While this approach would not solve the

'prob1em of- Canad1an content, 1t could reduce reliance on Amer1can
program packagers.

“A third epproach might‘be the regulation of‘the'programming-mix
" on pay television. The American packages depend largely on movies
to prcduce revenues. ‘Other types of programm1ng are included, but -
by far the 1argest proportion of program time is devoted to mov1es
See Append1x "F!' for a detailed analysis of three months of . HBO: '
programm1ng If a Canadian pay serv1ce were requ1red to carry a

" w1der variety of programming, American program packages would be
Tess useful. '

‘The.dbove~approache5wassume~thatvpayfte1eyiSion will operateaon

a payeper-channel basis. A fourth solution to the problem of
reliance on American packagers could be a pay-per-program system.
While a.paympen-program,system would not automatically: exclude
foreign programs, it reducés somewhat the need to fill a given
number of‘program’hours each week. . If a Subscriber pays only

. for the programs he watches, there is less expectat1on that forty
to f1fty hours a week of programm1ng will be provided.

oIt is possible ‘to operate aApeyeper=chaﬁneI system with a reduced
number of .events. However, the projected fee per month of $8 would
 have to be reduced. The prOJect1ons of expanded revenues which could

be d1rected 1nto Canada productlon would therefore have to be revised.

In Chapter.One;we,stated our considered opinion that the‘public
“interest requires: . that existing broadcasting‘seryices not be
damaged‘by-the.introduction of pay television; that services which

are now "“frae" not be siphoned off by pay television; that public-sector
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broadcasting (CBC/Radioécanada) and public fnterest broadcasting
be strengthened;that the cost for the product which: the consumer

- receives be reasonable; that the livelihood of existing movie

dietribution andvexhibition*systems not be unduly harmed; that a
reasonable Canadian content quota for pay television be established;

and that max1mum prof1ts from pay television be channelled bark 1nto‘

the Canad1an program product1on 1ndustry to ensure an 1mprovement
in the qua11ty of Canadian programing. ‘

There ake two approaches td_ensdring that the public interest is
prthCted' The first we have defined as "negative protective". It

involves the passing of legislation to ensure that certain principles

are safeguarded It can .involve a:certain amount of "c1os1ng the

- barn door after the horse has been stolen", since the need for
specific 1eg1s}ation is often not perce1ved until certa1n principles

have been vio]ated The second approach to. ensur1ng that the public
1nterest is protected involves active promotion of the pub11c

.”_,1nterest ~An examp1e of ‘this approach in Canada was. the sett1ng uph
- of the- -CBC. 5 -

It is our opinion that the estab11shment of pay te]ev1s1on in
Canada . must conform to the second approach. ‘Rather than attempt1ng_

.through Tegislation to place. banda1ds on a syStem which has been

haphazard]y conceived, the structure of pay te1ev1s1on must be
designed. initially to protect and strengthen the public interest.
We have examined various possible structures: of pay te]ev1s1on to

~ determine what methods wou]d be required to safeguard the pub11c

1nterest under each mode1

The first structure we have examined is a predominantly private

system.. In a private system the public interest cou]d be directly

promoted through 11cen51ng and regu]atory prov1s1ons and Canadian
content provisions. . It might be indirectly promoted through any

‘private decisions by the owners of the_system to purchase a certain

percentage of new .Canadian programming. The. pr1vate interest would
be . heav11y dominant -and the public interest would be minimal.
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The second structure is a private system which, as a condition
-of its license, channels funds into the Canadian program produétion
industry either‘thrdugh a media development trust fund for both the
~ public and private sectors of program production or through a media
development corporation exclusively for the public sector, funded
through a tax on pay te]eVisiou revenues. This structure contains
a marg1na]1y greater element of protect1on of the public interest
than the first structure outlined above.

\

_The third structure is a pub]ic pay television network, with a

_high percentage of revenues devoted to a media development corporation

for the pub11c sector. While this structure still has negative
‘features requiring regu]at1on, it does seem better adapted to ‘the
deve]opment of a d1ver51f1ed dedicated-channel system. A greater
percentage .0f -the revenues cou]d be devoted to maintenance of the -
VCanad1an program product1on 1ndustry and to strengthen1ng the
"free" networks. ‘

_ The fourth structure would be a system which is both publicly-

ard privately-owned (public majority). The delivery system would be
publicly-owned at the national level, but would plug into privately-

ownedisystems at the local level. Private programming.groups would
receive acCess to programming time, although the obligation to
‘.prov1de programming would not be removed from the public sector.

A proportion of the revenues. would: be channelled into.a media -

' deve1qpment fund, for expansion -of the Canadian production industry.
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ENDNOTES

CRTC Dec1s1on 68-39 27 August 1968

. CRTC Annual Report, 19751976, Tables 8 & 13, pp.30,33.

.. -The maJor part1c1pants in this endeavour are,Rogers, Premier,
- and Canadian Cablesystems (notably Metro). . .
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CHAPTER 5

PAY TELEVISION AS A REVENUE BASE FOR
Di:VELOPMENT OF CANADIAN PRODUCTION

a) INTRODUCTION

The most frequently mentioned benef1t to the Canad1an pub11c of
the deve]opment of a pay television system (other than the ava1]ab111ty
of more programm1ng for v1ewers) is the degree to which this new service
can generate funds which would not otherw1se be available for Canadian
programm1ng production This "ava1]ab111ty of fundsﬂi1s the,1e1mot1f

of many briefs and speeches made by industry ‘groups seeking to establish .

pay: te1evision"netWOrks.} Colin Watson of Metro Cable expressed th1s
: v1ewpo1nt in a recent edition of’ C1nema Canada

The Canadian Cab]e 1ndustry is exc1ted about
‘ part1c1pat1ng from the outset in a venture
" that may provide a vital stimulant to the]
Canadian independent production industry.

- The argument.is aISQ-used by others not direct]y‘fnv01veduih-f2

propbsa]s for'new networks. Peter Pearson, a film producer repreSenting

the Council of Canadian Filmmakers, - spoke of the potent1a] of pay
te]ev1s1on at a recent conferénce in Ha11fax o

. It seems .to me that pay-TV. has the potential .

. to be the most lucrative de11very system of

"visual materials yet devised....A successful
film, American or otherwise, 1s very lucky if .
it returns 20¢ on the box office dollar after
the exhibition and box office charges are
deducted. But on pay-TV, the same producer
with the same film has a potential earning

- capacity of 50 to 80 cents on the do]]ar

Hugh. Edmunds, from the University of Windsor, while somewhat more
cautioUSiabout'pay te]evisioh,'cites the advantages of a projected
~ 13.5 million dollars available for Canadian production each year:
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. If judiciously applied, this thirteen and
y : - a half mi1lion dollars would be very useful
' . to the 1ndependent program industry, par- .
, ticularly-as seed money for feature f11m
_ = . production 2 .

‘Finally, Jeanne Sauve, Minister pfnCommunicatibns, using
projections which have“since been widely quoted, put an estimate
of the potent1a1 revenue ava11ab1e for Canad1an product1on 1nto .
the perspect1ve of current programm1ng expend1tures

In actua] fact, pay television penetration
trates of 35% are probably attainabie, resulting
_ S ~ in funds for[Canadian] programming of about
e ' o '$13'1/2 mi1lion annually. - When one considers
o ‘ S that the CTV network 1ast year-spent only about
: _ ~ . '$13 million on Canadian programs including news,
o : o ~ sports series and variety shows, it becomes
- .. obvious that pay television revenues could have
an enormously positive 1mpact on Canad1an program
‘production.3 :

 Projections for pay- te]ev1s1on penetration are h1gh1y
specu1at1ve It must be pointed out that Canadian experience
| nay not necessarily duplicate. that of the'United_States~w1th
e _ | respect to pay television penetrat1on rates. The knowledge of

B Canad1an market conditions -is somewhat 1mperfect Even extra-
— " -po]at1ons Trom the 1960's (when cab]e, as a "new serV1ce offering

- _extra s1gna1s for a fee", was f1rst 1ntroduced) must be. regarded

. ‘" as extreme1y unre11ab1e Cond1t1ons in- the 1970 s are s1mp1y not
B _the same as. those a decade ago

 The net»increéee in tunds available for Canadian.production -
a quantitative measure of the positive impact on the Canadian program .
production industry -- will not just be a function of total pay
te]evision reVenUes. It will also depend upon: .

.(1); Percentage allocated to Canadian production;
(2). Negativeeimpact on broadcast program production;
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(3)' How the percentage allocated to Canadian production is

- distributed; |
(4) The degree to wh1ch percentages for Canad1an production are
‘ t1edAto other commitments by the.pay TV network operation.

These criteria will be examined. In addition, the qualitative impact
of pay television funds upon the Canadian production industry must
also be considered. - What sectors of the Canadian program production
industry will benefit from these funds? Whaflsectors will not? - The
aveilabi1ity of funds should not be considered without analysis of
the areas to which these funds will be~directed. '

b) T_.HE-. RE\-IENU.E 'jPOTENTIAlL OF PAY-TV. ...
(i) ‘Projections” for Gross Ret}enue

Estimates vary concerning the amount of money which would be
Aavai1ab1e if .some sort of a "tap" of pay television revenues were to
be»undertaken,i.Most.of these estimates use the standard of 15% of
gross .revenue. .. The figures advanced by the cable industry tend to
range in the area of $4 to $5 million per: annum, based on the

' fo110w1ng calculations:. L ~
Number of -pay subsck1bers - 300,000

“[Projected pay penexrat1on rate - 30/]
Annual payuTV fee - $96

Canadian product1on fund - 15%
300,000 x % x . 15 = $4,320, 000

0pt1m1st1c vers1ons of these est1mates extend as h1gh as $15 m1111on

perAannum,.based either on (1) 100, 000 pay subscr1bers across

Caﬁéda:dr (2) a "multiplier effect", in wh1ch every do]]ar made

' ava11ab1e Lhrough pay =TV would in turn generate one, two, or even:
three do11ars of externai cap1ta1 -
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 On the other hand, Jean McNilty of the Telecommunications Research
Group at Simon Fraser University~cautioned'de1egates at a broadcasting
conference not to assume that the diversion of 15% would produce more
than $5.4 to $7.2 million (based respectively on a $6 and an $8 per
month pay—TV fee) for Canadian 1ndependent product1on '

A more“definitive‘means of formulating projectiOhs is to make

‘;1nferences directly from existing data on pay television. There were

bas1ca11y two sources of data ava11ab1e which could prov1de 1nd1cat1ons :

:of the penetrat1on rates wh1ch might be achieved in Canada. -

The host‘important source of data‘was that obtained for 131 -

'Amer1can cable d1str1but10n systems which offered pay - te]ev1swon as
of January 1, 1976. -An- ana1ys1s of. th1s data revea]ed that

1) 'A;very strong negative relationship exists between basic
cable pénetratibh and pay'cab1e penetration. Systems with
" high penetrat1on rates for cable 1tse1f tend to ach1eve j
"1ower pay penetrat1on rates; ‘ '

2) Nithin the‘range of fees: charged for pay: cable in the United'
. States, no.definite 1mprovement in penetrat1on was found to
be attr1butab1e to 1ower ("discount") rates.

“The findings are important because they suggest that pay penetratioﬁ
‘rates will be Tower in Canada.than:ingthe‘Unitéd-States. While in the

United States pay penetration rates averaged 24.1% (25.4% for more
established systems),.the average penetration rate for cable itself
among these systems was 46.5%. = The average pay penetration figure as_a

percentage of homes passed'(i.e. pay television penetration as a

- percentage not of cable subscribers but of all homes within reach of the

signa]) was in the order of 11 to 12%. In Canada, where penetration

rates for basic cable of . between 70 and 80% are not atypical. (most
major commqn1t1es_haye penetrat1on rates of over_60%)» the assumption

- - 43 -



that the aggregate Amer1can pay penetrat1on average can be used
directly 10 est1mate Canad1an penetrat1on is not supported

A mode] des1gned to f1t data w1th1n the Amer1can exper1ence and
to. proaeCL these data into the situation of major Canadian.cities is
contained in Append1x "B". From this mode111ng, detailed penetrat1on
proaect1ons were obtalned which suggest that pay penetrat1on rates
in the order of 10 to 20% may be more reasonable for Canadian pay
cable than‘the 30% figure which has been used. Two sets bf'projections
are provided in Appendix "B". The less optimiStic provides for‘the
typical penetration rates for pay television indicated ianableaII.

TABLE II: PAY CABLE PENETRATION PROJECTIONS”

Prdjected Pay Projection as a
: - A Penetration . percentage of
Centre - (%) . homes passed
 Ottawa . 1502 - 10.28
Toronto S 1249
London 12,67 10.51
Vancouver 9.23 | | 7.29
Montreal. - 3234 11.96
Trois. R1v1eres 15.93 | 10.20
Halifax 16.43 ©9.20

As can be seen by the f1gures 1n Table II, the pay cable
penetrat1on as- a percentage of homes passed tends to. be 1n the order
of 10%. To assume that pay television in Canada will ach1eve tota]
penetrat1on.rates (i.e., pay television penetrat1on as a percentage
' not of cable subseribers but.of total homes passed) much greater
than those in the United States would be extremely problematic.
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Yet the projection of a 30% penetration rate for Tdrqnto and other
major anglophone centres in Canada, is in fact based on such an

.assumpt1on Th1rty percent or more penetrat1on for the region of

Toronto, for example, implies an overa11 penetration rate of 20.4%

of homes passed' this number is consistent neither with the proaect1ons:
‘ g1ven in Appendix “B" nor with the reported average "pay subscr1pt1on

to homes passed" ratio in the Un1ted States.

Pending evidence to the‘contrary,‘it is important to limit assump4“\
tions for: Canadian. pay service to those. which can be reasonab]y drawn
Trom Amer1can data rather than assum1ng that the - popularity of pay
te]evis1on will be greater_1n_Canada than in the United States:

- Evidence which confirms these findings,. although perhaps not
highly reliable, is contained in the response to a question on pay

- television de11vered to a random sample of 1,001 adults in Ontario

in February 1976 _ This study was comm1ss1oned by the M1n1stry of -
Transportation and Commun1cat1ons and- undertaken by the Canadian -

. Institute of Public 0p1n1on (the organ1zation ‘which conducts the

Gallup pub11c op1n10n polls in Canada). To the ‘question, "Which of the.‘
70110w1ng types of programming not now ava11ab1e wou]d you bé willing

to pay to see on television?", a- ‘response category of "Don't think I
should have to pay" was provided. Over sixty percent](61.4%) of the
respondents used this category. (The most popular categary [mu1tip1e_{
responses were permitted] of preferred programming‘was movies [22.6%]
followed by children's productions [12.2%]). Survey data concerning

~ the intentions of. people to behave in a-certain matter (in this case,

to purchase) tend to be extremely unre1iab1e. We would expect
hoWever, that of the two possible areas of measurement/prediction error,
it is more likely that peop]e who said they would be willing to pay
actua]]y would not, than that those who said they would not be willing to-
pay wou1d change the1r m1nds . An 1nd1cat1on of willingness merely implies
the 1nd1v1dua1 might subscr1be Those who indicated they felt they.
should not have to pay would appear to. have a high degree of resistance
to_thevidea of payfte1eviSion in the first place, and are deemed
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'éxtreme1y unlikely to subscribe in the short-term future. The effects
of advertising and peér pressure over a period of many years might
alter the 1ong-range pred1ct1ons - of the total popu1ation, only'38 6%
~falls into- the category of potent1a1 subscr1bers to whom the service
might be marketed o ' '

' The total revenues generated by pay television will depend on
a number of factors in addition to penetration rates per se. These
include especially the number of homes to which pay television would be
available. Some df the'projections used appear to make assumptions
~ of universal availability of pay television (i.e., all cable subscr1bers
in Canada being able to purchase it). This assumption may, over a ‘
uper1od of time following an 1n1t1a1 deve]opment phase, be reasonable
(espec;a]ly.1f a satellite transm1ss1on_system is adopted). On the
other hand,.without knowledge of the plans of and the economic

re]at1onsh1ps within the pay- te]ev151on network operat1on to be licensed,
it ‘would be premature to ‘assume un1versa1 availability unless extension -

“of serche is to be regarded as a regulatory objective (i.e, pay
television will not be licensed until it is guaranteed that service
can be extended), or unless. there is strong evidence to suggest.that
it would. be economica]]yAadvantageous for a network operator to extend

service.. At the minimum, it is necessary to investigate the approximate -

:_costs as. well as delay-times 1nv01ved in a "un1versa11y ava11ab1e“
system. '

. A_cursory analysis of estimated system operating costs is contaihed
in Appendix "D". This analysis is not intended to be comprehensive,
.butnratheriwas undertaken. to produce approximate figures. From the
standpoint of a pay television network as a 'total system', using
reasonab1y steep (5 year and 3 year) amortization schedules, addjtidhal
revenue. comes close to balancing additional costs for a universal |
(satellite distribution) system (in comparison to a simple tape-
distribution system covering only a few major centres). However, such
a system would 1nvo1Ve a need for increased initial investment as well
as a certain amount of built-in delay since it might take time to
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construct local facilities (earth stations) 1f a program is
undertaken to build more than five to ten at a t1me A more widely
d1str1buted system might tend. to be Teast favoured by certain types
of pay telev1s1on hetwork operators, all th1ngs being equal (i.e.,
assuming no regu]atory pressure on pressure.frqm competing network

applicants). Those'app]fcations aiming to minimize costs at the
'network' level to justify the allocation of higher proportions of

revenue. to local d1str1but1on agents (cable operators or “scrambled - -
o s1gna1“ broadcast undertakings) might tend to opt for a tape as

opposed to a live d1str1but10n netwonk as tape p]ayback equipment
m1ght be cap1ta11zed at the '1oca1 d1str1but1on' (as opposed to-
network‘ ) level. ‘

Appendix."B".documentS'projected pay television.penetnation rates
across Canada. If.all cable systems in Canada with over 1,000
.subscribers>Were to carry pay'television,'anddif both an English
and a French network were aVai]ab]e,(the number of pay subscribers
would be between-:476.6. thousand and‘578.8”thousand;(edding English -
and\French=figures in Appendix "B"). ‘At $8 per month, this would"
result in total annual revenues of between $45.75 and $55.56 million.
These figures assume 1) system maturity, which might not occur until
after a year or more, and 2) availability to all cable systems across
Cahada with over 1,000 subscribers, which might not occur.initially
(indeed, under some ownership patterns withouﬁ feguTatory pressure
might not occur at'a11), Fifteen pencent'of these amounts would be.
$6.86 million or $8.33 million, depending on whether an -optimistic
or less optimistic pay penetratien'projection.is used.

- It would be more reasonable to assume that, at Teast fdr an
initialetwo'yeaPSg smaller cable television systems (Qr‘smallera .
communities in general if.a non-cable distribution system is -
hybothesized)’wou1d~not have pay television service. The elimination
of cable systems of between 1,000 and 6,000 subscribers from the
' projections,wou1d reduce aggregete,revenue figures by aboUt<10%;
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- More important, over a "build up period", while the total number of
subscribers at the end of the period might equal the projected figures,
the average figure would be much Tower,. perhaps half the annual revenue
'projected.for the end of the build up period.- The'assumption-here is
that penetration build up, while being reasonably quick, is not
instantaneous. Thus, in the first year of operation,tit is conceivable’
that amount of revenue for Canadian production (i.e., 15% of gross

‘ revenueS) would be in the order of $3,125,000, assuming: 1) availability
of'pay television to all Cab1e television systems over 6,000 subscribers;
2) an English and a French. systemi and - 3) a tota] of 464 000 subscr1bers}-

at the end of the per1od
(11) . Loss to. Bz‘.o_édcasting- R_eve_nués

. If the Canadian prodoction industry is regarded as a whole, the
impact of pay television should not be considered without_regard to

the funds it will draw away from -broadcast television. It is true that

.off-air broadcast revenhesyare.not used solely for-Canadian. production,
especially independent production. (Even "in house" productions,
however, constitute quantitative contributions to Canadian production;{
The argument that these may . be 1nfer1or qua11tat1ve1y is a separate
issue. ) Funds . not devoted to Canadian production often: contribute

to Government determined Canad1an media priorities: for example,

such things as the extension of service throughoot,Cahada.'»So while
-broadcast losses .cannot. necessarily be considered on a one to one.

basis (one dollar Tost to Canadian broadcasters equals one dollar

Tost to Canadian- product1on),.1n genera] losses. to broadcasters must
in some manner be weighed against the economic benef1ts pay television
,W’]] br1ng to Canadian product1on through a "tap“ of 15 to 20% of gross
.'revenues

ProJect1ons for the aud1ence 1mpact of a hypothet1ca1 new service
are conta1ned in Appendix C".  These projections, which tend to be

conservative, refer to a "per channel" system and its impact on existing

broadcast,audienees. ‘Basically, the conclusion drawn from this ané]ysis
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is that the average -pay subscr1ber will spend between 10% and 25% 1ess
time viewing each of the major English-Canadian networks (CTV and CBC)
~ The var1at1ons depend on a ‘number: of factors and the method of

: proaect1on

The tota] e°t1mated f1nanc1a1 1mpact on CBC and CTV for Toronto,
Hamilton and Vancouver as calculated in Appendix "8" is shown in -
Table III.. These ca1cu1at1ons use reasonably pe551m15t1c figures
for estimated subscr1ber penetration (mean1ng the lowest financial

:.1dmpact) from Append1x “B"“

" TABLE III: FINANCIAL IMPACT PROJECTIONS:
TORONTO, HAMILTON, VANCOUVER5

L Projection #1
Total Pay Subscribers 208,694
No. hours/week lost . 313,138

AnnuaT f1nanc1a1 1mpact1 $732 743

( ) Based on 4 5¢ per v1ewer=hour

Projection #2

208,694
756,192

$1,769,489

------------ TV

Projection #1
208,694

528,538

' $1,236,779

B T L)

‘ProjectiOnd#Z

208,694_
239,164
$559,644

‘The loss figures for Toronto, Hamilton and Vancouver, using Tow |
penetration pkojectiOns, amount to between $1‘292'000 and $3 006,268.

Us1ng the same penetrat1on proaect1ons and an assumed $8 per month

cab]e fee, a 157 fund for Canadian program product1on wou]d result in

' $3 005,190 annua11y

There_wou1d be additional Tosses to independent broadcasters, but
sufficient data were not available for the construction of a reliable
. model. Similarly, data-concerning*the'impact of additional te1evisidn
services on French—Canadian.te1ev1s10n'(Radio=Canada and TVA) did not
enable us to draw definitive'conc]uSipns'concerning what the actual
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audience loss values would be. It was noted, however, that the
introduction of an English-language service appears to affect viewing
patterns'émong francophonés The impact would probably be lower in

the case of pay-TV since francophones would probab1y be less willing

to an for an Eng11sh service than to watch one which 1s available free.

- However, even a minor impact on the ba]ance of French-English v1ew1ng

in cities such as Ottawa- Hu]] and Montireal cannot be discarded due to
the po11t1ca1 sensitivity of the 1anguage question 1n Canada. - This
would be especially’ cruc1a] if a French-language serv1ce were not
~available.

It might be possible .for some broadcasters to maintain high
"rate cards" even in the face of audience losses (or, in the case
. of increases in popu]at1on, declines in the groportioh of households
viewing). Broadcasters may 1ndeed be, as has been. claimed, facing -
"1ne1ast1c demand", implying an -infinite capac1ty to raise effective -
‘cost per thousand charges. On the other hand, it would appear to be
unreasonable to assume that over the long run broadcasters are.not.
.exp1oifing,as_fér-as»they(possib1y can«the'pofentiai of‘theirﬁrij
stations to maximize advertising revenue. B

‘The 1loss projections*given above and in Table ITI WOu1d increase

. if penetration rates increased, a]most'proportionate1y.‘ Thus for a |
higher penetration level, while the money available to Canadian

production from. pay-TV would intrease, so also would loss to broad-
casters,yaf about the same ratio as that.suggested for a projected 200,000
subscribers. ” |

. Part. of the advantage, then, bfnpayste1evision may not be so
much in the additional funds it makes available -for Canadian'production e
fully ha1f or more of these "additional FUnds" may mére1y offset losses
to other sectors of the Canadian media industry -- but rather in the ‘
‘manner in which funds ava11ab1e will be emp1oyed
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(iii) Internal Budgeting as a Consideration Affecting,the _
‘ Net Availability of Funds For Canadian Production

A f1na1 set of factors wh1ch affects the quant1tat1ve benef1ts
accruing. to Canadian product1on from a revenue "tap" is that of
control of the spending of the revenue, and theldegree to wh1ch
foreign.brogrém sa]es'are handled by'the netWork itself.

_ One minor prOb]em is that of accounting practices. Under the

-'guise'of7"administrative costs", costs not directly applicable to the

administration of the Canadian production fund, but having more to do -
with general pay network administration, might be accounted under the
fund. -Staff and office expenses for commiss1on1ng Canadian films
could be h1gh if some of these expend1tures are actua]ly directed to
other functions (e. g.» purchase of American programs, etc.). The.
result would be that. the 'network' costs (i.e., those adm1n1strat1on |

jcosts not 1nc1ud1ng the Canadian program product1on fund) would appear
_ .'art1f1ca11y\lgyg This problem, however, can be solved by reasonably
- simply regulatory remedies, such as a ‘strict examination of the amount

and proportion spent on adminiétration'of the fund.

_ A second, more serious problem might tend to occur if a pay
te]ev151on network assumed ‘responsibility for market1ng Canadian
productions in the Un1ted States. There are, to be sure, certain .
?barga1n1ng,advantages" which might accrue to the-pay-te1evision.

network in the sale of Canadian films. The network might be able to

sell films which might not_otherwise be saleable to U.S. distributors

by Pbargajning";theSe sales .against purchases which will be made from

the same distributors. This very advantage, however, presents a .
certain danger: Canadian- film productions. might be "undersold" to
American distributors in exchange for a- favourable consideration in

the purchasing of American products:. This sort of rec1proca1,arrangea

ment can be expected to be pursued under a number of different ownership
structures as a~strategy-to minimize losses resulting from a percentage
kevenue tape. The discount on the American-productS'(bartered-ih-exchange
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for a reduction in the sale price of Canadian films in the U.S.) will
" not end up'in the hands of -the Canadian production industry but will
result in decreased costs to the network. These sav1ngs can be passed
on, presumab1y, ‘either to the network itself (1n the form of prof1t),
or to other sectors in the pay d1str1but1on ‘model (e.g., in some miodels,
this might involve a h1gher proport1on of revenue going to cable
television operators) Unlike the previous prob]em, this particular
"cross-subsidy" problem is very difficult to regulate unless either: (1)
tne Canadian production. fund were to be administered by an agency
separate from the pay television network; (2) additional profits
generated over‘and above a oertain amount were allocated directly to
program product1on, or. (3) means in addition to the ‘percentage of
' ;revenue were used to. eva]uate the network's performance 1n ass1st1ng
.Canadian product1on ' ’ '

There are a]so implications in terms of the t _xg__of support which
wou]d be given to the Canad1an film 1ndustry under a "cross-subsidy"’
arrangement, 0ne_wou]doexpect_that a small number of large-scale -
AproduotiOns would be undertaken, many of which might be transplants
of American. product1ons 4into Canadian territory where they could
, qualify for funding. . The h1gher product1on cost and the essent1a11y
American nature of these productions would ensure their sale to the

~ United States. The ‘impact of such an arrangement on- the qua1tty of.
o program product1on will be d1scussed below in more deta11 | '

©) THE DISTRIBUTION OF FUNDS
(1) quad—c;_auged Suppbrt vs. Concentrated Budgetin"g”
- The discussion concerning theoimpactgof pay television on the

: avai]abi}ity;of funds . for Canadian program production has listed some
of the problems which might be associated with.a commitment to

internally budget 15%\(or~more) of gross revenues.for Canadian production.

The discussion has assumed that network operators would, through either a
prior commitment or regulatory action, refrain from providing.funds to
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‘to production agencies in which‘they have corporate interests. A
network with "in house" capabilities would raise further problems.

In addition to the impact on the total amount of funds available,
or the total “effectivé" amount available, an internally-budgeted
system mlght tend to be biased in favour of certain types of programs.
The possib111ty of the use of the 15% commitment to help reduce other
costs =~ American program purchase costs and possible administrative
-costs -- has been mentioned. An internally-budgeted program production
fund would also tend to be used, under a cost-minimizing strategy, to
support Targe-scale productions conforming closely to existing American.
film formats (both thematically and in terms of production values).
~Distribution.would be in the form of concentrated budget1ng or the
fund1ng of a sma]] number of high-cost product1ons

: '>Certain1y, this is not without va]ﬁe; oné»bf the difficulties.in
Canadian'filQOaking appears to have been the'1ack»of~c6nsistent ,
support for anything more than "B" grade (in terms of total: budget)
product1ons Concentrated budget1ng also cuts administrative costs.

But it may'deny-opportun1t1es for developing Canadian film-makers and
production companies- to gain experience. - It would tend to put the
system s- benefits only into the hands of established film-makers, many
-oﬁ:whom-(barr1ng regu]atory-act1on) might simply establish product1on_:
houses to serve as vehicles for the production of films. which might
otherwise have been made in the United States. The only "Canad1an"
element in these £ilms would be the shoot1ng 1ocat1on and a small quota
of Canad1an actors. This is not to be regarded as entirely w1thout
benefit to the development of an independent Canadian production 1ndustry
But it does have possible negat1ve 1mp11cat1ons in terms of program -
d1vers1ty and (more jmportant) the potent1a1 of media fund revenues to
prov1de what m1ght be described as broad-gauged support to. Canad1an
media product1on While some of the "seed money" which would be .
~available from a "broad- guaged" media fund might result in features

of on]y moderate- box-office success, lower-budget product1ons might .

_ help enable producers and directors to "learn the trade". (A Tow-
budgét vfdeo"and film production sector might also evolve as an
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important feature of Cahadian production; thé-aSSumptidn that 1owbedget -

productiOns_muSt necessarily be poor in quality may not hold). A
complete shut-off.of funds to large-scale productions is not being
- argued for here. Rather, it is being suggested that when one considers

support to Canadian production, one must consider support to the varioUs_r

sectors that comprise the production industry, especially those which

. support developing Canadian film-makers and artists at early stages in
thefr_careers. In addition; media production should not be considered -
wwithOUt‘examining the .needs of the broadcést sector, especia11y given - -
the ava11ab11ity of broadcast s1gna1s to v1rtua11y the entire Canad1an '
popu]at1on '

N -1-7-) " Some Strﬁétural_ Possibilities

Br1ef1y, ‘some poss1b1e means of meet1ng the obJect1ves of broaden1ng
o the support base for Canad1an fx]m-mak1ng include:

(1) "Arfnfs 1en‘gth"-‘p'rowsions:for £11m f.uhding-

If a pay television network were privately-owned,.an. "arm's length"

prov1s1on could help.solve- some of .the _problems created by the.

~ possibility of “rec1proca1;deals“_as described above. It wou]d
involve a kegu]atory'prOScription of the sa]e of disterutjon

- rights outside the couhtry by the pay network, and a proscription:
of‘tﬁe-fuhdihg of any-entity*corporéte]y related to the pay
television network. |

Due to a possible tendency for~the'nétwork to cut administrative
costs, this option might not ensure a “"broad-guaged" support of
the production industry. It might result insteadfin’a restricted

~number of beneficiaries receiving the bulk of the support: on the |

'assumption that the network would want the benefit of a 'saleable’

,production,.there-wdu1dvprobab1y be an orientationvtowakds fundihg'

established film production houses. This would mean'that there
wOUTd'bé a reduced 1ikelihood of "developmental" funding.
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Finai]y;;there would be a marginal possibility that the'pay

network would tie funding of a particular product10n house

or. group to the sale of ‘the product in the United States, in

4‘"effect promoting those companies favoured by the U.S.

(2)

(3)

programming source, as part of an arrangement to guarantee

“Tower U.S. program costs to the network.

Trust-fund for media development

“This would consist of an independent body to administer a
_percentage of gross revenue from the pay network's operation.

Under such an arrangement,'the "reciprocal deals" described

- above are not an. issue. This arrangement is more 11ke1y t0 .

fu1f11 the obJect1ve of broad based support to the.film industry

because of its structure.. ‘The trust fund wqu]d be administered
by an agency devoted solely to the disbursement of funds on a
‘basis designed: to.prmete ‘the Canadian independent media '
-product10n 1ndustry without being. we1ghted down with other
"»econ0m1c 1nterests or obJect1ves '

Cahadian programming quota in addition to revenue requirement

Dépehdihg“on.thé'quota~1nyo1ved, the fuhding‘of-lower cost .

 productions wou]dvbe-encouraged by the app]ication-of'a'quota

for_a'minimum,percentage of Canadian programming time-on the -

network's schedule. Such funding of lower-cost productions, if

accompaniedvby.some~fundihg of higher-cost productions, could -
imply a more balanced support of'Canadian-production. However,

in itself‘the quota would not solve the problem of "developmental

funding“‘since_the network might seek to. obtain reasonably.
popular programming which it could replay often to fulfil quota

.requikements. Films produced by film-makers in the process of
-learning how to make fi]ms,vminority.appea1 experimental films,

- .and the costs of film training are unlikely to be supported by
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- (5)

this means. One: poss1b1e method of'enconraging "deve]opmental”

fund1ng would be to make the quota 1ndependent of the number of

‘."replays" (i.e, count the quota in terms of a percentage of first

showings, not a percentage of tota] time), but this would defeat

. many of the purposes of the quota (name]y, to ensure that the -
" pay network s schedule is not over]y dominated" by Amer1can

product1ons)

jA1looation:of network profits directly to‘media.deve1opment o

.Th1s option wou]d 1mp1y that cost- cutt1ng strateg1es employed by

the network would not be detr1menta1 to Canad1an production.

'Money_saved would tend to be represented as system surp1us, and

would eccrue'to'Canadian media production. A variant of this

_option is that of the allocation of~atproportion of network
'.profits (e.g., 50% of profits) to Canadian production ov,

alternatively, all prof1ts after a basic "rate of return" (e g.,

-110%) ‘has- been ath1eved
Direot.funding of free-TV netWOrks,or stations

.Direct'transfer payments might compensate those viewers who

cannot afford or.who-do not have access to pay-TV. These .viewers

'wou1d otherw1se be expected to receive less Canadian programm1ng :

or poorer service generally than they would have received if pay

'te1eV1s1on were not allowed to develop.

‘Unfortunately, such funding might not work d1rect1y for Canad1an
product1on as there is no direct relationship between "compensat1on"
- payment and an 1ncreased programm1ng commitment on the part of the _
broadcasters. Whether the funds received are used to augment station
-dividends to shareholders or manager1a1 sa]ar1es and benefits or

whether they are used to fund additional programm1ng wou]d be
ent1re1y at. the d1scret1on of broadcasters.
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~Un1e$s these funds are to be obtained from the 15% allocation
- for Canadian product1on, pay te]ev1s1on may on]y be ab]e to
| Isupp1y ‘such fund1ng on the bas1s of . prof1ts generated at the
| networkNIevel "It would appear unlikely that a profit-making
. entity. cou]d'both generate profits for investors and fund “"free"
telev151on, un1ess the free television benef1c1ar1es had originally.
supp11ed the 1nvestment cap1ta1 for the system

"5(6)’QFund1ng'of programmtng.for use on’free television

This is a variant of (5) which would involve the availability of .

funds to broadcasters over and above that which they would have

norma11y spent for Canadian production. 'Thts-funding could be
| e1ther for "in house" or independent product1on, perhaps w1th a -
__‘m1n1mum quota for the latter. Funding m1ght also be made

'directly to 1ndependent production houses for "program .-
v‘development", prov1d1ng the 1ndependent production . houses cou1dd

:demonstrate that: the proposed programs had a good chance of -

‘being accepted by a broadcast network.:

- d). THE GENERAL AVAILABILITY OF FUNDS. AND THE -

'NEEDS OF THE CANADIAN PRODUCTION INDUSTRY

According to ‘a special survey by Statistics Canada in I973 the
Canad1an f11m 1ndustry obta1ned product1on revenues of $24 561,000

' d1v1ded among 143 firms. (Product1on revenues are revenues exc1us1ve

of lab and pr1nt1ng fees ) In add1t1on to this amount e]even firms
class1f1ed as "v1deo tape product1on enterpr1ses had a gross revenue"
of $16 900 000 Much of “this revenue was undoubtedIy for 1nst1tut1ona1
and educat1ona1 f11m and v1deo tape product1on, SO that the actua] money
available to pr1vate, 1ndependent producers (here c1ass1f1ed to exclude
those product1on houses owned by broadcast undertak1ngs) for feature film
(and otherimass media uses),wouId be Tess than the,above figures.
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Another set of gauges which might be used to judge the impact

_of different amounts of ‘additional funds for the Film and video- -tape
production industry would be that of comparisons with the budgets of
“two government-run agencies, the Nat1ona1 Film Board and the Canadian

~ Film Development Corporation. Fou the fiscal year 1976-7, the National
Film Board has a total budget of $36,763,000 (excluding an additional
$4,633,000 "in kind""which'represents such things as accommodatibn
‘provided by the Department of Public Works). The budget for actual
film production (including other visuals such as still photography,
visual slides and film strips) for the same yearis $21“620‘000‘6"
The budget for "loans, promot1on and d1str1but1on" (exc]us1ve of.

' adm1n1strat1on expenses) for the Canad1an Film Development Corporation:
- for the fiscal year‘ 1976-1977 is . 189 000.7

'Howldoes~the prbjected input:from'pay television compare with

. these amounts. of money? Unless an additional commitment for “up front

| cap1ta]“ for the Canadian production industry is made by the pay
television network( ), @ 15% "tap" would produce, at most, -amounts equal
to about. twice the. 1nvestment and d1str1but1on budget of the C.F.D.C.,

or. s11ght1y nore: than one-third of the - product1on budget of the National.

F:]m_Board This wou]d occur on]y after an - 1n1t1a] "start up" per1od

| Appendix “E" re]afes the percentage of revenues allotted to
Canadian,productidn,toithe actual amount of Canadian.programming which’
would result.. In some sense these figures provide an additional
indication of the impact of pay television on Canadian production by
asking the question, "Will pay television have sufficient resources
to.present significant proportions of Canadian content?" Given _
reasonab]y_]ibera] assumptions about the ability of pay television to.
generate additjonal,capita1,.it seems likely that the dedication of
15%..0of gross revenue to Canadian production will result in 10 to 15%
Canadian content, at most, on the pay television network, unless.a
."repeaberatio" for Canadian productions is significantly different from
that of American productions. In addition, it must be pointed out that
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unless a "staﬁt up fund“ is established, it is unlikely that even‘the
Tower (10%) figure w111 be reached w1th1n the first few years given
- the one to two year gap between the. 1n1t1a1 comm1551on1ng of film and .

| ~ the f1na1 re]ease of pr1nts

vPending-a thorough inVestigation of the film industry in Canada
and the inveStmenf c1fmate in which it operates, a tentative '
, conc1us1on m1ght be that while pay te]ev1s1on in itself. w111 prov1de.
assistance to the film industry, it will not prov1de suff1c1ent
f1nanc1a1 1nputs to Canadian product1on to solve the financial prob1ems "
current1y being faced.

" That pay television in itself may not work a miracle for:Canadian
production is not sufficient'argument for stopping the development
of ‘a pay te]eVision network. It does, however, suggest. the need for-
a carefu] exam1nat1on of the premises under wh1ch pay te]ev1s1on is
to develop: '

.-Pay te]evision might work in-conjunction with other mechanisms
to bring to the Canadian production industry the sort of financial-
‘benefit which wou]d make a significant difference and in some way
‘balance off the economic disadvantages Canadian media cultural
‘broduction~faCes in-a communications system which uses a large
proportion of foreign programming. The concept of a "tap" on pay
'television<revenues raiSes the‘1arger issue of the role of various
sectors in broadcasting.or in communication systems in general. - The
rationa]e‘fqr diverting a proportion of pay television revenues:
might just as easily.be applied to a proportion of cable distribution
revenues. A relatively small "tap" on overall cable revenues would
produce about the same results as a much larger tap on pay -television
_revenues. - A.5% tap -on cable revenues would produce, using- the total
revenue figures of 1974 as a guide, about as much as pay television
could be expected to-produce in maturity ($6.6 million). More
important,fSUCh revenue would be available from the point of time at
which such a "tap" were implemented (with pay television, revenues
,fFOm a "tap" would not become significant until the system had
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ach1eved a certain degree of penetrat1on, a process which would
take a certa1n amount of t1me)

The disdussionrof pay television inscanada,_and_the possibility of

© using.a "tap" on a communications service to help. fund Canadian

production, is beneficial in the sense that this discussion opehs the

‘hway for a recons1derat1on of the obJect1ves of the total Canad1an

. commun1cat1ons system and the methods emp]oyed for ach1ev1ng ‘these
obJect1ves ' ‘

The idea of financial payments by cable distribution'systems>to

'other sectors of the- Canadian broadcasting system to balance off
the negat1ve f1nanc1a1 1mpact on broadcast1ng and the 1ncreased '
‘economic d1ff1cu1t1es created for Canadian producers w1th each
incremental system or service which re11es substant1a11y on the
1mportat1on of American: programm1ng or Amer1can broadcast signals
is not_new.. A number of Canadian cable systems have, as conditions
of -licence, a requ1rement that certain sums of money be paid local
broadcasters.1.The condition of licence attached by the Canadian
Radio-Television Commission (now the Canadian Radjo»teﬂevision and
| Te]ecommunications Commission) to the licence granted to Sudbury
},» Cab]e Services Limited in Dec1s1on 74- 412, 14 November, 1974, 15

}'exemp1ary ‘ '

In its application, the licensee undertook to pay
a television revenue stabilization fee to Cambridge
" Broadcasting Ltd. (CKSO-TV) and J. Conrad Lavigne
Ltd. (CKNC-TV). This fee was to be based on a pay-
. ment to -each broadcaster of $0.30. per month, per
‘subscriber, for each subscriber over 10,000. Pay-
. ment of this fee would commence upon.reaching 10,000
" subscribers and would decline annually by $0.05
until termination after the sixth full year of. pay-
ments. It will:be a condition of licence that the
11censee carry out this undertak1ng

Nh11e the eff1c1ency of the part1cu1ar arrangements current1y in p]ace

: m1ght be quest1oned the principle exists.
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The argument that a "tap" for CanadiahvprodUCtion wou]d:provide an -
impoésible burden to the cable television industry is less tenab]e‘than
the argumént that such é tap would provide an impossible burden for a '
new]y-deve10p1ng pay television service. Cable te1eVision'undeﬁtakings
in. Canada are reasonably well ‘established in most centres, have high
penetration rates, and enjoy what m1ght be termed "reasonab]e rates of
return® (with perhaps a bit of a "safety marg1n" added) Statistics
-Canada f1gures for 1973 and 1974 revea] before-tax profits across
Canada of about 22% forvboth years, as shown in Table IV:

~TABLE~IV;'.CABLE'TELEVISION REVENUES AND PROFITSS -

 Total Revenue “Profit'BefOre Tax Profit After Tax
1973 . $132,607,000.  .$29,444,000 - - $16,244,000
Lo o (222) - (12.3%)
1974 $130,283, 364 $28,033,024 ]; $14,041,364

(i) Excludes cab]e systems with under 1,000 subscr1bers as
this information was. not available. o ‘

" “Source? 1973 f1gures, Statistics Canada Serv1ce Bulletin-
' on Communications, Vol. 5, No. 8
(cat 56- 001)

1974 f1gures, "Cansim" pr1ntout, supp11ed by
~Statistics Canada (same data base
as 1973 figures).

~ ‘Statistics for 1973 and 1974 are particularly relevant as an

: indication of thé:ability of the cable industry to maintain profit
margins. 'It'wa§~in these years that heavy capitalization programs

© for the introduction of "push pull" amp]ifier technology (required for

- . converter service) occurred. Previous equipment had to be prematurely

" written off (th1s is-unlikely to occur aga1n) placing a ‘special
: ecohOmic burden on the industry in many- centres ‘The industry appears.
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to have sustained the shock reasonably well. (It is not the intention
here to undertake a thorough analysis of the financial situation of
the,cab]e television industry. An articie by Robert Babe, published in
‘Canadian Public Administration and the pnoceedings of the Canadian.
Broadcast1ng League s "Crisis in Canad1an Broadcast1ng“ conference
“pursue this top1c in more detai]

A cab1e "tap" need not be absorbed d1rect1y from prof1ts if it is

e deemed that the profit Tevels represent reasonab]e rates of return :

. for_cab]e enterpr1ses (given the cond1t10ns‘0f.ec0nom1c monopo]y).
Depending on the poiicy direction adopted, a “"tap" could simply be
considened»by cab1e companies as a justification for rate increase
vapplications.:~Theicab1e television 1ndnstry‘seem5nto have -been -
almost uncanny -in its success. in receiving approva]s for rate -
increase app11cat1ons before the CRTC. over the past few years.
Undoubted]y, the CRTC wou]d be prepared to listen sympathet1ca11y
to.arguments for_rate 1ncreases, given the increased expense such a
'tap.wouldgentaiT. Nonetheless, even if a 5% tap had been taken
directly from revenues without concomitant rate increases, the
~ cable te1evision 1ndustry would st111 have enJoyed a before -tax
..pror1t rate of 17% in 1974

The advantage of a revenue tap on both pay te1ev1s1on and cable
television -in genera] is that it would prov1de 1mmed1ate start-up
cap1ta1 for the . film. product1on industry as well as. substant1a11y
increasing revenues. This might help ensure that Canadian mater1a1
~is available for the pay television network as it becomes operational,
_rather than one or two years after it commences The alternative
scenar1o, 1mp11ed by a percentage fund using only pay television as
a- bases is the_absence.of Canadian programming for the first year or :
more;.gg the use of Canadian programming which‘is currently on fhe
"shelf" and. which perhaps would not have_the'"recency"'(ibe., first
;subsequent run or’ f1rst-run) or the high budget that American

’product1ons and’ the Canad1an product1ons assisted by the fund will have.
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A small tap on cable industry revenues would double the expected

revenue which could be prdvided.to-the Canadian production industry.

" A model 10% tap-would be even more significant in terms of helping

to achieve the needs of the Canadian production 1ndustry The
‘estab11shment of a more comprehens1ve financial base for Canadian
:productton would ensure that funds would grow as the scale and 1ntehsity
of'eommunicationS'in Canada grow. Under a re-evaluation of communications.
structures and systems in Canada the f0110w1ng poss1b111t1es m1ght be
1ncorporated into. new federa] commun1cat1ons 1eg1s]at1on

- (1) A more comprehensive tap than just. cable te1ev1s1on Exemples:
bus1ness commun1cat1on systems, computer communicat1ons,
t'telephones, , '

(2)’ A tap on the 1mport -0f non-Canadian te]ev1s1on and motion p1cture, -
‘mater1als cover1ng the value of the .content.

'e)_~SUMMARY o

~ The. funding issue for Canadian production is. reasonab1y complex,
and should not be regarded as a problem specific to pay te]ev1s1on
The 1ntroduct1on of a pay television service, on the other hand, might ‘
provide an excellent opportunity. for a re-examination of the ro]e of
communications. systems 1n Canada .in support1ng Canadian cultural act1v1ty

It has been suggested that pay television could make available
$6 to $8 million annually, although, at MOst, Tess than half that amount
would accrue in the first year. of operation. This figure could be
increased slightly if the proposed 15% tap becameizo%, although beyond -
‘that, the ability of a pay television service to provide additional
funds for Canadian production is Timited. A cable television tap of
10%,. on the other hand, would generate revenues of $13.2 million, and"
>th§s‘amountwwou]d;bevavai]abLe~1mmediate]y-Upon implementation of such
a "tap". These figures suggest that, if the generation of funds for
" Canadian: production is to be seen as the sole criterion, pay television
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may be unnecessary. It wou]d however, if "tapped" either as part
of a genera] cable tap or in itself, prov1de some add1t1ona1 funds.

‘The deve10pment of pay" te]ev1s1on might make easier the 1mp1ementat1on
of a "tap" on cable revenue Benefits which would accrue to cable
operators even if. they did not have a share in the network operation
and acted s1mp1y as- conmon carriers m1ght include:

(1) 7Commission which paid to cab]e systems for carriagE'of_pay
Lelev151on s1gna1s (hardware maintenance -and revenue collection
might a]so be 1nc1uded) .over and above the cost of prdVidihg‘
these services; ‘ o '

(2)‘ Incréases“in penetration. -There is no evidence to suggest that
s]ight(incpeases in penetration might not be possible. Since
additional subscribers generate 1itt1e in the way.of incremental.

- costs (most costs are fixed, with cap1ta1 equ1pment already in

=7p1ace -except. for drop lines); cable operators are 11ke1y to -

1‘benef1tf Even if the non- cab]e,populatwon takes pay television
service at 1/2 the rate of regular subscribers, a 70% penetfation
cable system might expect a penetration increase of 1.5% (meaning

roughly a 2% increase in gross revenue) ‘The assumption is. . '

fan overa]] ratio. of pay subscribers to homes passed of 1:10, but
'on]y 1:20 in the case of people not - or1gwna11y hav1ng cable;

(3) Incbeaséd cdnverter sales and renta]s. While converter
deVice rentals have been deemed by the CRTC to be-ongthe "open
.:market", it is probably true that cable companie€s enjoy a -
substantial. proport1on of the business due to (i) their Tegitimacy
to subscribers, (i1) poss1b1e lack of consumer awareness of
- alternatives, (i) attractive combination discounts cab]e
companies can offer but outside firms cannot (i.e., an.offer to
install a converter and regular'cab1e service for the price of the
Tatter alone), (iv) the fact that, as owners of manufacturing '
: fjrms,'sqmeacab1e~COmpanﬁes can undercut prices offered by outside'

- 64 -



®

anies. A converter channel will probably.be used for pay

telev1s1on unless the "pay television" s1gna1 is given priority"

- "J ‘ status above that of some signals currently carried on "bas1c

" service". Such. a regulatory stance m1ght be difficult due to

- “pote
' - avai

may’ not i
- implement

‘incTuding:

ntial public oppos1t1on, especially cons1der1ng the Tlimited
1ab1]1ty of pay te]ev131on '

In cbné]usion the availability of revenue for Canadian prdduction.

n itself be an extremely strong argument in favour of the
ation of pay television. External cons1derat1ons, however,
(i) an improved ability to implement a total revenue tap.

for cabTe revenue; (ii) traditional viewer-choice arguments well

elaborated e]sewhewe, especially in cable industry submissiOns;

— : (111) the increased utilization of satellite facilities wh1ch might

help supp

ort Canada's arguments (1nternat1ona11y) for the use of spectrum

o : - and orbital- space; and (iv) such a network .could be used as a base on

- which a "
1mportat1
to Canad1
activitie
te]ev1s1o

e L i ‘ i);

gateway" system could be built to replace the current ad-hoc

on of American s1gna1s with a conf1gurat10n perm1tt1ng returns
an production. This may support the case for the following

S wh1ch m1ght ultimately 1ead to the development: of a pay

n network in Canada:

_further pub11c1y~run exper1mentat1on w1th techn1ca1 equ1pment
~in a ”test bed" situation;

test1ng in consumer response contro]]ed s1tuat1ons ("teSt'bedS"

.of small to. moderateAs1ze)_for,purposes_of making more accurate
- projections;

These pos

- a comprehensive evaluat1on of ex1st1ng broadcast po]1cy,

an-examination of possible options not on1y for pay television

“but also for mass media. commun1cat1ons in genera1, and
- further public d1scuss10n

sibilities will be more fully elaborated later in this report.
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ENDNOTES

Colin Watson, "The Cable Viewpoint", in Pay-TV (A Special Issue
of Cinema Canada) August 1976, p. 18

Hugh Edmunds, "The Big P1cture”, in Pay-TV, August 1976 p. 15

Mme. Sauvé, "Pay Television: Notes for a Speech to the Canad1an
Cable Television Association", 2 June 1976, p.3.. '

See Appendix "B" foy explanation of projections.

See Appendix "C" for detailed ca1cu1ations.'

Source: Main Estimates, 1976-77, pp.24-27.

Ibid. ,: pp.24-26. -

The ratio of net or total pfofit to total revenue s not always
considered an accurate measure of the rate of return enjoyed by

. a corporation. :Another measure for the cable television industry -

might be to (i) compare net (after-tax) profits to shareholder
equity, or (ii) compare net (after-tax) profits to shareholder
equity. and depreciation. Figures for shareholder equity were
not available for 1974, but in the 1973 figures, the ratio of

after-tax return.to shareholder equity in the cable television
industry was 17.2%. .. (Source: Statistics Canada, Cable Television,

no.56-205, 1973. ), Comparat1ve figures for after-tax profits
to. equity ratios in other industries were: (i) all industries,
13.2%; [ii) communication industries, 10.8%; (ii1) utilities,
10.5%. - (Source: Industrial Corporations Financial Statistics,

" 3rd Quarter, 1974, No.61-003.) The ratio of after-tax profits

plus depreciation to shareholders equity in the same year for

cable was 46.2% across Canada, compared with: (i) 20.2% for all =~
industries; (i) 24.3% for communications industries; (iii)
16.6% for utilities. We do not, however, intend to suggest that .= =

this exercise is comprehensive or sufficient, and would invite
the reader to undertake comparisons herse1f or h1mse1f
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CHAPTER 6

PAY TELEVISION -~ SOME BROADER CONTEXTUAL PERSPECTIVES

In reviewing;the debate on pay te]evision, and looking at its
'essent1a1 dynamics, one thing stands out from the mass of deta11ed
_argument about technologies, programming, revenues, Costsa and specific
impacts. This is, that both the advocates of pay te]ev1s10n (1n
whatever form) and its outr1ght opponents, as well as those of us who
are trying to find a way to balance "pros" and "cons" have tended,
in the last few yearsg‘to Took at pay television not so much in
intrinsic terms, but rather in relation to extrinsic factors and
‘.1mp]1cat1ons That is, we have here a de]1very system whose merits -
or drawbacks are ]arge]y defined in relation to other deve]opments
; and poss1b1]1t1es 1n play in the broader areas of enterta1nment,
_commumcauons9 and social- techn1ca1 deve]opment ‘

\ In the main, for examp]e,,proponents of pay te]evision in Canada
hayeshahd1y7attempted7to.argue that . a bay system, per se, would have
intrinsic merit sufficient to balance its possible dréwbaeks. Rather,
‘they have used such arguments as the alleged benefit to Canadian
program.productiony'or the possibility that the problems of federal-
provintia1 jurisdication will increase if the federal government'does
not act soon. It is difficu1t to get a direct answer'to-the question
"Why is pay ﬁe]evision,_Qer;seﬁ;necessaronr desirable for Canada?"

On the other hand, opponents of pay telev1s1on have often dealt
w1th 1t in mirror-image terms. They have put forward, as if una]terabie
for aI] time, perspectives based on the needs and dynamics of social and
technical systems'already in existence, as_if'the.argument»concerning
' the potentially significant damege to existing systems and processes
were, in and of itself, sufficient to discredit this or any other new
approach to into-the-home communications.
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Implicitly, then, the emphasis has been on contextual factors:
the relation of pay television to other systems andfsub;systems of .
‘ the oommunications/technology/society'1nterface ~In this chapter,
we will seex to. deal with this in a more exp11c1t fashion.
Theoret1ca11y, there is merit in app1y1ng the approach known variously‘--
as "gestalt", "holistic", or "field theory" -- i.e., contextual |
paradigms -- to the examination of an area for specific policy
dechions. Basically, what is recogn1zed is that any given phenomenon'
- requiring a po]1cy decision takes on a considerable degree of definition,
* both  as a phenomenon and in value terms, from the broader configuration
of the context or field in which it is located; from the nature of
other forces or actors in play at the same time, w1th1n the. same bro ader
context, and- from the state of- play that exists, or is emerging, at .
'.a q1Ven po:nt in t1me

"Pay te]ev1s1on" is, in one sense, a genera11zab1e technical
phenomenon, but from the po1nt of view of effective policy, what we
are-concerned with’ are»theulnf1uences of setting .and of Tocation
in a particular time-frame of basic developments. For example: pay
- television in Canada may be quite a different propos1t1on (as regards
dts. nature, supportlve base, and 1mpacts) than pay- te]ev1s1on in the
Un1ted States, in the setting of time, a pay .television system proposed
“in 1981 or 1986 m1ght be as d1fferent from present (1976) proposa]s
as. these present proposals are ‘from the. exper1menta1 "coinbox" efforts
of . the. early 1960 5. '

' in‘this"chapter,'then, we will try simply to raise some of the
broder contextual. issues and_perspectives'that merit attention. We
~cahnot treat these exhaustively, nor can we suggest answers that should
" in any way be considered as definitive. But we would strongly reinforce
what we take to be the thrust of Madame Sauvé's recent policy statements.
First]y, pay television cannot, and will not, be regarded as an
A_interesting,novelty to be decided upon purely in terms of whethervmarket
“demand can be generated, but rather must be seriously considered in the



light of broader issues. Secondly -- and more implicitly -é as

- broader issues‘are raised, the answers that may arise in relation .
to pay television must also be-asseséed by comparison with other
Aapprbachés designed to meet the same ends. For example, if we
argue that pay television will help pay for Canadian program
“production, we should also consider how significant thls may be-and
 whether there are other apprOuches that m1ght meet, or. help meet,
'th1s obJect1ve in a more sat1sfactory fash1on.j

a) IM‘AGESOF THE FU"[URE s FUNDAMENTS OF POLICY ANALYSIS'

Four a]ternat1ve approaches to po]1cy deve10pment, relevant
.to the contextua] cons1derat1on of pay te]ev1s1on 1n Canada are

| 'each pred1cated on a somewhat d1fferent approach to the conceptua11zat1on
of the future s

(ii) The. Tradi_tiohai or-"ad Hoc'i_'Approach.

. This approach tends tp see change as’occurringain'terms_of discrete
~ phenomena,, or. clusters of phenomena. This approach is simply a variant
of operational policy-making. 'There is a tendency to minimize the
““Ffutures" and contextual aspect of problems. Concefn about change is

- sublimated to the desire, somehow, to get action. Business-and a.-
‘sense of the immediacy‘of a challenge may overtake foresight, or

there may be.an explicit or implicit denial that the prob]em-area dealt
w1th is rea]]y a problem, in holistic terms. The problem is perce1ved
at the level of operat1ona1_deta1]. what does one have to do to make
it "fit" the existing situation? From the perspective of Thomas Kuhn's
Structure of Scientific Revolutions we act as if "in-system" changes
'wgre occuring, that can be dealt with by assimilation to, and minor
,adjustmentAof;-the accepted paradigms, rather than considering whether.
' “ofesystem" changes may be emerging that threaten the‘very nature of
the paradigm and require a shift to.a new concept of the reality that
confronts us. More baldly, the psycholbgy that is involved may'entai]
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not worry1ng or th1nk1ng about contextual cha11enges, but rather v1eW1ng
tiie new phenomena as if "the future...were simply a continuation of
the_past and the present" -~ the way that "the overwhelming majority

of individuals in the world" tend to deal with new developments.?

(ii) The Extrapolative Approach

This apbroach tends to see changetas reality, but while it concedes

that ‘the future situation may differ in considerable detail from the

present and the. past, and that it has to indeed be cons1dered explicitly,
4 nevertheless tends to view new phenomena as add-ons, the impact of which
is limited and is predictable in terms of past behaviour. Limited, in
the sense that certain areas of activity:areftonceded to be affected by
these changes. Impact is predictable in linear terms, within relatively
narrow pathways, without much feedback to the basic ]eve]s of social

behav1our :or sp1]10ver into broad areas of act1vity and soc1a1 techn1ca1:

0rgan1zat1on

V1ewed in this way, pred1ct10ns about the 1mpact of the automobile
wou]d have stressed increases in mobility, speed, distance and some.
aspects .of conven1ence, but might well have missed such aspects as.

' changing urban-rural relationships, deve]opments.1n urban- form, the
emergence-qf suburbia and ofvthe~automob11e+based_shoppinggcentre, and
,basic,attitudina]_changes re1ating to enekgyvand'material use, . the ‘
psycho]ogy:of_power,,and’socia] class and statuSQ..Radio would have -
been-regarded as an. extension. from print and from conventional "live"
entertainment, te]eV1s1on as. an extension from rad1o, cable te]ev1s10n
ATarge1y as TV, carr1ed one step further, and pay television as Just one ‘
Aadd1t1ona] "add-on" in this progression.

Extrapolative approaches - tend to emphasize technoiogies at the

expense of social structures and changing values; tend narrowly to. focus -

on one area of deve]opment and change rather tian on .the 1nterp]ay
among areas of change occurr1ng more or less s1mu1taneous]y (e.g.,
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television, space satellite, information technology, discontinuities
in‘socionecOnOmié stru¢tures, ‘and changes in vaTues), and have
,tended (e g.s 1n the work of Herman Kahn) to give the- appearance of .
overstat1ng 1ong—range a11eged1y beneficial, deve]opments from
techno1ogy wh11e m1n1m1z1ng or rat1ona11z1ng away,'"trans1t1ona1"
'problems ‘

- Basically, extrapolation works best when the investigator or
policy-maker is dea]ing with "well- struétured'problems"‘(c105ed‘system-
prob]ems with c1ear1y identified var1ab1es which are easy to measure
and are subject to well-defined. cr1ter1a for eva1uat10n for wh1ch a
"substant1a1 consensus ex1sts) these, however, are Tikely at best to
be sub- system1c or partial to larger "i11- -structured" prob]ems “In
the latter case, the key question is often "What ought to be done?“
’rather than how something m1ght occur, or might be done.3 One problem .
is that we may often treat an "ill-structured" problem-area as if it were
a "well- strUCtured" area (e.g. , the proclivity to deal with technical
‘and/or soc1a1 assessments as if what were rea11y requ1red was .
_techno?og1ca1 or soc1a1 forecast1ng)

( i'iui)_' The. Sg'stezﬁs Ecology 'Approa-chg

A s1gn1f1cant departure from the two above ment1oned approaches
is taken when we move to the perspect1ve ‘which views future evolution
as change within an ecology of.systems and sub-systems. -The concern
is for the mutual relations among elements of a-system,'and, in a
sbroader f1e1d of.and among systems that make.up the totality. we-;‘-.i
beg1n to move away from the 11near1ty and "narrow-band" focus of the"
preV1ous or1entat1ons and into a perspective characterized by: (1)
greater awareness of open- ended,‘111 -structured, problem and opportun1ty
areas; (2) multi-channelled evolution (e.g., examination of continua
of change factors, ranging from technd]ogica1 innovat%ons to organizaﬁional
~ restructuring to shifts in value systems,_(3) great emphasis on feed-

‘forward and feed- backA11nkages (e. g , Teed-forward in that a. techno1og1ca1
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innovation‘may make possible further new innovations ot a technical,
social-economic. or organizational nature that would‘not have been
possible wi thout th1s particular 1ink -in the change;- . feedback in that
the same 1nnovat1on, in 1LS social context, may reflect back on the

-values -- for instance -- of the or1g1na1 sponsor1ng society and/or

its capac1ty to sustain the or1g1na1 system W1th1n which the part1cu1ar
innovation or set of innovations deve]oped To take a very extreme
examp]e the comlng of eariy industrialism, powered by steam, and 4
focusing on mass production of textiles contributed, inter alia, both
to the pro]ong1ng of slavery in the American south and, u1t1mate1y, to

its successfu] - 1f bloody -- abo]1t1on 1n the American Civil War).

Thersystems eco]ogy:approach-has the:advantage.of.placing problem-
areas in the contextual perspective appropriate to their consideration
as: soc1a1 techno]og1ca1 prob]ems Contextualism of this sort is a

B preparatory step to any kind of mean1ngfu1 technology assessment and,

u1t1mate1y, to the def1n1t1on of a po]1cy field within which strategies
can be pursued to relate specific areas of change to agreed-upon

~normatively-defined objectives. Thus, in the historical evolution:
of Canadian broadcasting strategy, it was necessary to see broadcasting A

not merely as a new technology or as a field for potential commercial

deve]opment but as an important sub-system.within a total communications
- system that was: (1) evolving in ways that could not be fu]]y

pred1cted or limited in advance, but that could be 1nf1uenced at certain
~ key points (cf. above, open-endedness of 111 structured.prob]ems)_..

(2) influenced in its evo]ution by a wide range of forces, including
(but not Timited to): the deve]opment and potent1a1 of a wide range of
techno]og1es, the economics: of financing broadcasting and (in its.
commerc1a1 form) gaining revenue from market-related operations; . .
evo]v1ng public tastes at both the popular and more. soph1st1cated 1eve]s,
cons1derat1ons of national policy, regional and ethno- cultural develop-
ments, political pressures, relations to foreign deve]opments, etc..
(i.e.,. multi- channelled rather than narrow]y channelled 1nvo1vement

in change), and (3) evo]v1ng in such a way as to open up new .

opportun1t1es and create. new constraints across a broad front,
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while at the same time reflecting back on our society and changing

some of our original orientations. For example, the spread of '

_ commun1cat1ons is something which has both strengthened national -

- social-cultural perceptions and at the same time weakened them insofar
as we are more aware of. both inter-regional and inter-ethnic. d1fferences
and- of non-Canadian sources of va]ues, op1nions and 11festy1es

~ The systemS'eco1ogy approach makes us more aware of the need

for preliminary def1n1t1ona1 strategy i.e., how widely and - how
prec1se]y the "field" to be exam1ned sha11 be defined. What happéns
‘when the same top1c is defined by var1ous part1es in terms of
d1fferent scopes and: f1e1ds7 For examp1e, is pay te1ev1s1on to be
~defined 1arge1y as a-. quest1on of whether one can Just1fy the addition
of a further service for a nee7 Is the systemic field that is

* most relevant the one which maps viewer-demand and is concerned with
.penetration_rates and révenue'bui1d~dps? Is ouriconcern for the, rest

- of the communications systems ‘essentially a peripheral'and negatively-
ﬁefinedfone: i.e., to define whether or not they will be harmed
econohica]]y, and, via this economic weakening, hampered in their
“ability to meet'system‘priorities and critera ior service to the.
v1ew1ng pub11c? Or is one to start with the broad f1e1d-perspect1ve
of the communications system as part of national social-cultural
development and political-economic-viability, conceive the existing
broadcasting.and cable systems as a sub-set ofithis broadest communication
field that is-in turn part of an even .larger ecological system,.and.thEn
ask the key question:. "What do we wish and what can we realistically
expect to attain from these systems? Can pay television, in any
Significant"fashion,'heTp promote these total system objectives?"

~ Though the elements are the 'same (in the ma1n) the d1fferences '
in the way that we relate these elements to each other, where we
start in posing our questions, and how, fundamentally, we put: these
:questions to- the evidence. available are 1ikely to be productive of
rather'different answers. .Ohe.of the maxims of the theory of Strategic
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games 1is appropriate for us to remember: in any game, there are rea11y_y'
two major games that are being played -- the basic game in which the

key decis1on is to decide which game is to be played (bridge or chess?
1ove or war? media as a economic phenomenon or media as a social- cu]tura]

phenomenon?), and under which (and whose) rules the game is to be p1ayed._

secondly, the game of playing out the game that-has_been decided upon.

While the systems ecoiogy-approach has much to offer as the
foundation for poiicy, and while in one form or another it has been
much honoured in the rhetoric of public po]1cy, one suspects that it
is honoured more in the breach than in. the observance, as far as
pract1ce is concerned While it can contributeito a more c]ear-eyed :

“view of just what‘istinvoived in the policy process, the view that’ in

fact is ciarified'is one that often shows the complexities of a -
situation and their lack of susceptibility to easy, rapid solutions.
'There are no magic wands for.public policy -- this is the lesson that
the. systems approach teaches us. Unfortunately, the: 1esson of that
Tesson seems- also to be rétreat into inaction (whereas. someone'once'said

- that, "the whole point of policy is action, if you aren't concerned

with action, you shouldn't consider policy in the first piace") or
elaborate studies which are then ignored when the "bite the bullet"
phase of policymkaing occurs. In short: some sense of a systems
ecology for the. consideration of a policy probiem may be a. ecessary
eiement of the poiicy process but is not a- sufricient descriptor of
this process ' '

(iv) Transformetivé Perspectives

~ While the systems.ecoiogy approaches allow for consideration of ‘some ‘
discontinuities that are the result of the interpenetration of elements
evolving at various: levels of total systems, the perspective still ’
assumes basic deveiopmenta] continuities. Transformative perspect1ves,‘
on the other hand, anticipate that changes can occur that make for-

basic discontinuities in systems. Thus, the Science Council's .study

of the computer-industry_attempted to compare the computer (and, by
implication, related information/communications technologies) with
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- earlier historical developments in social techno10g1es that were
fundamentally “transformat1ve“

.H1stor1ca11y, the most s1gn1f1cant of man's cultural revolutions
have come to pass when man's consciousness of his p]ace in .the
world and his ability to do something about his place in the,
© scheme of things, have advanced together. The harnessing of
steam for power, and with it the emergence to power of the modern
~ industrial cap1ta11st and the professional eng1neer, was not Just
. important only ‘in so far as it magn1fied man's capacities with
“regard to mater1a1 product1on Its greater significance was in
the realm of man's consciousness of himself and of his relationship
to nature. The steam engine powered an intellectual revolution.
~ Western man became preoccupied with growth and change, and his’
efforts to understand nature were harnessed to newly-awakened
asp1rat1ons to "master" nature. We are only now beginning to
- revise the value system that developed during the "Age of Energy":.
" an age to which the harnessing of steam gave an initial 1mpetus

In the per1od 1nto which we are entering, the computer and related
technologies are likely to perform a similar function in relation
to.man's aspirations as did ... the steam engine during the first
. few generations of the period 1750-1950. We confront.a trans- -
formative technology, a technology which gives: impetus.to. funda-
mental change in human thought and action.. Such technologies are
- to be distinguished from extrapolative technologies, those tech-
nologies which: (however significant) represent: (a) extensions .
from an. existing technological base (as the railway engine was
from the earlier stationary steam engine) and; (b) relate to
a1ready perceived societal functions wh1ch are to be carried out
in improved and more efficient fashion. - The railway engine moved -
goods and people conven1ent]y over long distances -- but the
“industrial steam engine helped to create a-society . with an
increased need for such movement. . The computer is already. beginning
to work changes ih our society, and to create needs (bare]y discerned,
- as-of the present: L1me) wh1ch will have to be met in new, as yet :
unforeseen, ways

"Bas1ca11y, the. 1ntroduct1on to the Sc1ence Counc11 s -study - argued
that transformative developments in the information- communications field
(with empha31s, in -that 1nstance, on’the computer 1tse]f) were u1t1mate1y '
of- s1gn1f1cance "not on1ys or even: pr1mar11y, to our econom1c and
techno]og1ca] concerns,“ but rather 1nsofar as they had a basic 1nf]uence‘-
on_human creativity and development..- ‘The study stated that: “Trans-. |
formative.téChnblogfes~Tiké~fhé‘computer [and, ‘we may add, the' major set
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of systems-encompassed in_the twentieth century media/comenteations/
.information-revo1utfons] are‘important‘insdfar as they enhdnce our
~ability to continue the prima?‘human4activity of exploring' the world
around us." what has . occurred aTready is that ‘the successive entry
into everyday soc1a1 cu]tura1 activity of one new communications
techno]ogy_after another, and the combinations and interactions of
these technologies, both in specialized applicatione and in the mass
‘media, have'basica11y transformed the way An which societyffunctions,
~and even certain aspects of individual behaviour, first in’ 1ndustr1a1
'soc1et1es and, 1ncreas1ng]y, in 1ess deve]oped countries. :
~ The u1t1mate stakes, then, in commun1cat1ons po11cy (of which

broadcasting and. re1ated elements are 1mportant sub- systems, and in
relation to which the pay television issue is one further ref1nement)

. are'very high. These are not merely issues of economic v1ab111ty and

of who gets what, when, and how; but rather of what becomes of a soc1ety
~and what. happens to the. 1nd1v1duals in it, as the1r 1nd1v1dua1 and
-co]1ect1ve percept1ons of realtt1es and norms, alternatives-and values,
unities and discords, evolve in-interaction with-a socia11y'organized
system of mass communications inf]uenced in its. deve1opment by the-
interplay of: both pr1vate motives and public po11cy cho1ces - To take -
one small, - controvers1a1 examp1e the behaviour of a portion -of a crowd'
at a made-for-television sports event (for could one really conceive of
the Canada Cup hockey-series prior to the age of mass communications
which made. each' game . 1nstant1y available on a national, and even
international basis?), disseminated into. hundreds of thousands of
househo]ds, commented upon and rehashed in- the news and commentary over:
~the succeed1ng days , .becomes one more of the "scratches on our minds"
(to use Harold Isaacs' phrase), shaping how Canadians see each other

: and ‘how they assess the strengths and weaknesses of our national

. exper1ment

_ This transfbrmative potentta] part1cu1ar1y s1gn1f1cant in a
reg1ona11y and cu]tura11y diverse country open to- dom1nant 1nf1uence
by the neighboring American society, was recognized right at the start
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of the broadcasting controversy by those who helped‘formulate the basic
princip]es'of'the Canadian‘broadcasting approach. ’These impacts,Ain our
op1n1on, are ‘as significant (or more s1gn1f1cant) today as they were -

: almost a han—century ago. Thus, while pay te]ev1s1on might be regarded ~

elsewhere ‘as simply.an "add -on" to be evaluated mainly according to the

-economics 1nvo1ved, in our op1nion the 1arger transformat1ve potent1als

of Canad1an commun1cat1ons deve]opments are “the necessary context

--W1th1n which the pay" te]evis1on 1ssue must be v1ewed

- ‘b) | 'THE”'BASIC'- 1SSUES

"The bas1c ‘question We are concerned about, in the context of the.

“transformative potential of Canad1an commun1cat1ons and media, is whether _
';pay television will s1gn1f1cant1y enhance the capabilities and service -
- .of the tota] Canadian system for 1nto the-home: commun1cat1on, accord1ng

"o criteria. of public interest and convenience, reasonab]e cost-

: re]ated to overall benefit (in terms. of programming, etc.), and.

promot1on of such estab11shed cons1derat1ons as Canadian identity,

,mutua] understanding in a diverse country9 and that measure of nat1ona1

unity. that is,.or may be, consistent with recogn1t1on of specif1c _
reg1ona1 and cultural needs. Some of these questions have been dealt

with in detail. In the rema1nder of th1s chapter, we need to touch
- on three issues which come close to ‘the centre of the pub11c 1nterest
debate on. pay te]ev1s1on

(1) will pay te]evision siQnificant]y aidiin ‘the development of
' °1Canad1an program production and, spec1f1ca11y, of mater1a1 |
- that can relate SLrongly to the evo]ut1on of Canadian
- identities?
| (2) 'w111 ‘pay television promote or- retard deve]opment of"
. 'dipanad1an commun1cat1ons technology and infrastructure?
- (3) wi]1‘bay:te1evision promote_or retard.oublic sector and.
Axpublic.interesthbrOadcasting in Canada? |
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(2)

A number‘df points bear, overaT], on these questions:

Var1ous forms of "pay—for-Serv1ce" te1eV151on (or, more broad]y, '

"media 1nto ‘the home") may ultimately develop (beginning, perhaps.,
as early as the 1980's, at least in rudimentary form). But some
of these systems actually bear little relation to the kind of .
commerciai«pay tejevision that is being promoted tpday, and it
WOuId be somewhat disingenuous to suggest that the kinds of

-systems and services which may emerge ih the long-run could provide

Just1f1cation for adopt1ng present proposals, particularly in

"unmod1f1ed form.

Arguments advanced to suggest that pay television is needed as a

'means_of injecting financial and other suppoft for Cdnadian program

production are, indeed, well-taken, but primarily insofar as they

 delineate a problem, rather than in the kind of solution that they -

propose. Our studies suggest that pay television itself is not

. likely, in the near-term, or even after it reaches a first p]atead:
\ of subscriber build-up, to make-much of a dent in the Canadian

program~pfoductionﬁand program-financing problems. Rather, our

vvané]yses-tend to pdint in other directions for~so]utions,'and to- -

suggest the .need for much wider approaches for support of
Canad1an production, including.a more significant "tap" on

'deve10p1ng communications revenues than has been proposed by those

e who_promiSe_td devote a certain\proportidn of pay television

revenues to Canadian production for pay television.

~In genéré], if.pay.teievisioh is introddced to Canada, and if it.

s to have.any.kind;of.positive impact on.Canadian media and
communications to a:degreé_that makes a positive decision worth-
‘while, every effort should be»made_to connectfpay te]evision.(at

least through some form of financial tie for a sharing of
revenues) to existing broadcasting structures. Though difficult

to ach1eve, synergy rather than fractionalization should be a1med
for: the strengthen1ng of the Canadian: broadcast1ng system in-its
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maaor const1tuents, rather than the possible strengthening of one
ex1st1ng component at the expense of the weakening of what a]ready

x ex1sts as regards programm1ng potential.

- (5)

There is 11tt1e evwdence to suggest that, in any unconstra1ned

;form of. deve]opment or. w1th Toose. structure and rout1ne regu]at1on,

pay te]ev1s1on will do much to help advance either public sector -

~broadcast1ng or spec1f1ca11y public. 1nterest (particularly local

and reg1ona1) broadcasting in Canada. . The conventional models and

"approaches to pay Le1ev1s1on are simply not geared to meet these

part1cu1ar obaect1vess rather, they aim (legitimately, given the.
prem1ses of the system under which they have developed) at meet1ng
a. potent1a1 in the commerc1a1 marketp]ace. In the unconstrained
model,. public broadcast1ng and public interest broadcast1ng if they

lare to be advanced at all, are to be dealt w1th elsewhere in the

total broadca5t1ng system. In.Canada, th1s means precisely those

_ -parts of the broadcastvng system that might be most adverseTy
, dea]t w1th if such phenomena as- s1phon1ng, fractiona11zing of

maJor markets and the weaken1ng of the revenue side of: broadcast1ng

do in fact occur 1n relation to the deve]opment of the pay system
.'Bas1ca11y, the public sector and public interest aspects of broad-

casting would have to be dealt with part]y by very strong policy

interventions in-tandem\Withvthe pay_te1evision'decision (perhaps,
‘ultimately, by some reshapings of the conventional broadcasting'system),
- partly by reconsideration of how total revenues of the-electronic .

media are .to be distributed, and partly. by var1ous approaches to t1es

© and over]aps within the tonal system.

"On the‘téchhologicaT side, again,~it is.hdt c]ear:that pay

television as now proposed would really do much to. contribute

to. the orderly evoTut1on of Canadian mass commun1cat1ons techno]ogy,
and to its harhessing to systems that improve. into- the-home media
services. Indeed, there may be some retardation of certain
potential'develqpments for reasons which will be discussed below.

Once more,.what7is-requiked are. decisions. that really bear on

- 79 -



‘thosé sectors that may relate to pay television in the Tong-run,
but that are not tota11y dependent on the kind of pay te1ev1s1on
- systems current]y being proposed

) VPROGRAMMING

A detailed examination of some of the specific issues of
programming -~ particularly on the financial or market side -- has

'.been provided in an ear11er chapter. In general, it would appear
that the potential of pay ‘television to make a s1gn1f1cant contr1but1on A

to made in-Canada program production may have been overstated by
advocates of one or another of the rival proposa]s now be1ng advanced

' The most basic issues_assocjated with Canadian prognam>productiond
capabiIitiesvare, indeeds,serious and worth examining. The question
that confronts us, however, is how much we really want to rely on

“pay television per.se_fok-an_answer to these pnoblems. One answer

would appear to be "Not very much", Or, to put it somewhat differently,
the basic issue of support for Canadian program production needs to be -
examjned.fnom a.perspective much broader than. the pay- television focus.

While it is conceivable that the development of pay television will

contribute.to'tne-deve1opment of production in Canada, it cannot be
negarded;as meeting the needs-of this industry and creative sector

“in the short and medium term. -

- A;nunber of points may be made in this connection:

(1) "It is necessary to assess.how‘much deve]opment»cou1d reasonab1y
A -be projected, overall, for the Canadian film and program
production industries in the next 5-10 years. What are the
;overall.magnitUdes'of investment.requirements,‘and.What.sort
. of industry might be sustained at each Tevel of mobilization
of. capita1.and operating funds? How much- of these requirements

_might be met through the commissioning of product1on for broadcast |

te1ev1s1on and pay television, as we11 as "in-theatre" film and
4 m1sce11aneous material (e. g., 1nstrUCL1ona1) What are the
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impediments to financial deVe1opmentlof.a Canadian feature film
and television programming industry, and what are the constraints

' onerate of absorption assuming\adquQte‘funding.were'available?

.AObvfousTy, these questions go weli beyond the ‘resources of our

study. But only when we can see projected pay television expenditures .
on made-in-Canada production in relation to these kinds of figures

can we really begin to make some judgments in this regard It is

our understanding that a major: study along similar lines is be1nu

""undertaken for the Canadian feature f11m 1ndustry by the Secretary

~ of State The pay te1ev1s1on s1tuat1on shou]d be assessed in the {

’ 11ght of ‘some of the f1nd1ngs of such a study

Our own basic data suggest that‘for 1974 revenues to Canadian film
prqd0ction'amounted‘to $30_mi]]iongtindependenttvideo tape

- production accounted for an additional $16-million. . The highest
projection for direct programming budgets for Canadian production.
to be used on the pay television network (as- proposed by Colin - -

watsen-and,otherg)-ranges up to approximately.$15 million once the
system has. reached. a plateau where revenues would be approximately

$100. mi]]ion per .year. 0ur»own3estimates}(seefChapter Five)‘areh

that at the p]ateau (if -15% of.pay ‘television revenues were

' ava11ab1e for. Canadian. pay television production) the.amoUnt to -
be a]]ocated would be only about $6 8 m1111on (This would be

12. 5% to 16.6% of the $46 million c1ted above and even less as

'a percentage if "in- house" product1on were 1nc1uded )

Not'all “madewingCanada" production, under pay te1evisibn auspices

- or by any other‘means will necessarily have a significant

re]at1onsh1p to content that relates in any way to Canad1an 1dent1t1es.

. If the mass media in the electronic sphere and film are potent’

instruments- for national exploration and shaping of mytho1og1es, ‘

images, and value systems, then it is not necessarily clear why

Canadian product1on per se will contribute. uniformly to this
obJect1ve ~certainly, the mix of activities is likely to. 1nc1ude
made~1n Canada versions of “spaghett1 westerns“, Kung-fu epics,
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~ of the pay te]ev1sion/made -in- Canada production relationship, if

i

-and. internationai thrillers. What can ‘be, said in favor of not
making such a distinction is that

(a) Deveiopment of’production‘faCiiities and skills is in itself

a good, both directly (employment of artists, technicians,

etc.) and indirectly (the bread-and-butter-basis for activity

.offers more of -a chance to develop some intrinsically
Canadian materiai, skills are sharpened on the genera] S
'material, thus 1mproving the genera] state of the art, etc ).

(b):"The question of what is Canadian is something that has to be
‘explored in practice, 1t cannot rea]]y be predetermined '

(c) It onid be difficult, in the view of some researchers
o 1nvo]ved in preparing this report, to lay down real criteria
of Canad1an thematic content (would a remake of Rose Marie,-
made in Canada, with Canadian casts and production teams be
7Canad1an? WOuid Canadians be discouraged From- exploring
1nternat10na1 themes?) '

Nevertheless, in development of approaches to Canadian production;

whether via pay television or through other means, some
consideration needs to be given to the issue of "made-in-Canada"
versus "Canadian". The terms and concepts are all too easily

te1escoped into.a single, fuzZy, approach that covers a mu]titdde L

of possibilities, and not-all paths to support. of Canadian -

' production will necessariiy contribute to the exploration and

deve]opment of our own thematic mytho]ogy 7
A particu]ar]y disturbing'aspect of sbme possible configurations.
we look at the logic of some current proposa]s, is that strong,

a]most dependent,,ties might be established between Canadian: pay
television-operators and American program packagers and pay

“television interests, insofar as additional revenue might be
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. . 'provided by the packager's agreement to-take on suitable made-in_— '

N Canada production to help feed the growing American systems. '
— o _Conceivably, another‘foronf dominance over CanadianvprOQram |

' development and fi]mmaking might be established, akin to the -
hegemony of American- or1ented exh1b1t1on companies. That is to
say, much of what would be produced for Canadian pay television
would be 1nf1uenced or even determ1ned by the attractiveness of
the material in the American and other external markets. Again,
just how serious a coricern this should be, and whether in fact
we. should be concerned about this may be challenged by some.

i . However, if a purpose of developing Canad1an production . is to

e o _provide some: kind of- creative opportunity for Canadians to create our
' _ own-: contemporary 1magery and shared mytho]ogy, then this |

— | : :fposs1b111ty has to be’ exam1ned seriously. . -

(4)' Other than pay television, a number of forces may be A
: work1ng in a pos1t1ve fashion in. support. of the deve]opment
of our film:industry. A number of 1nvestment.f1rms -and tax
.speciaTists.(as;evidenced by SpeakerS‘from'Burns‘Fry.Ltd. and -
' Touche.Ross at the August 19, 1976-pay television symposium -
sponsored by the Council of Canadian Filmmakers) suggested that
_ current tax provisions and investment conditione might stimulate
- - ‘considerable development in the Canadian film industry in the
o ‘ 'next few years. - This would be. a1ded by the emergence of- pay
PR : te1ev1s1on, but not necessar11y dependent upon it.

The fact that a number of Canadian—made films have attracted
international.attention in the past few years, have won awards,
and- have even registered some box-office success suggests .that
the role: of Canadian film in North American.and international
| djstribution may'be.beginning-to.change. According to Vernon
',Ybung‘s-artic]e there is apparently a lacuna in the internatidna]
oo film prest1ge sweepstakes, with formerly leading: countr1es such as
-. '. . France, Ita]y, Japan and Sweden out of contention. Though Young
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 makes a"strong pitch for British film ?--partieularly "made-for-
te1ev151on” series -- it may be not too far—fetched to believe
- that Canad1an film may some . day be in vogue ‘

Morelpractica]]y;‘there-are steps that can be taken to give
added opportunity to Canadiah'producers. Thus,_jn a recent
speech to ‘the conference on "Crisis in Canadian Broadcasting"

~ (Canadian Broadcasting League, Halifax, 10-12 August 1976),

the Secretary of State, Mr. Faulkner, suggested that educational

authorities consider rectifying the situation whereby a major

. share of 1nstructiona1 and in-school film materiaj is pfocured
from the United States. These bread-and-butter productions

- would help sustain: Canad1an f11mmakers while they. deve]op ski]]s

for other, more ambitious, projects, as well as contributing, in
some areas, to a more realistic presentation of the social-
cuTtural_backgfound to various Tearned concepts.

Finally, we felt that the existing potentials of .communications

and media as a support base for Cahadian.production-héve not

‘ been fully utilized. We need to assess how. much .more might be

done by broadcast television and what the relation.of gains

and losses wou]dvbe if pay te]evfsion became a major production/
exhibition . vehicle. We need to find ways of tying together certain
aspects of Canad1an program product1on potent1a1 whethen,programm1ng
. appears. on .payvvor on "free" television. This can be done by - ‘
joint. production arkangements,-recyc]ing'of-funds7(cf. our conclusions
in Chapter Five), or perhaps by other means that we have not begun
to think of yet. Moreover, a large area.of the communications-intos
the-home system, i.e., the cable industry and cdb]e.subscribers; _

" does not appear to be making a signiffcant,enough_contribution to the
'support of Canadian programing costs. Possib]y, this area should

~ be looked into and, aga1n we will make some recommendations: in

th1s regard
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The proSpect of a "broader tap" for funding production out of
television revenues (or indeed,-u]tihafe]y; the linkage of
' bfoader:communications reVenues to produCtion, by'means of a
'frelat1ve1y small bite into each set of transact1ons on a mass-
transact1on ba51s) seems to be one of the more promising areas
for ach1ev1ng, on a firmer bas1s what the pay telev1s1on proposa]s
‘may beg1n to ach1eve

d) TECHNOLOGIES

The general perspective from which we approach the question'of

" the technological impact of pay television is that of a ]ong range
_deve]opment whereby, in the 1aborator1es and -test facilities now, and
in the area of broader market application beginning (perhaps) in the

mid-1980" s, the broadcast1ng/cab1e aspects of comnunications (largely

3 into- the- home enterta1nment) will begin, in a social-technological
"perspect1ve, to converge with other aspects of communications, -
' 1nc1ud1ngiboth existing and new services. Certaln]y, -these prospects

have Tong been heralded (see, for example, various Department of
Communications "Te]ecomm1ss1on" stud1es e.g., the Report on the
Sem1nar -on _the W1red C1ty held at the Univer51ty of Ottawa June

o 26 28, 1970).

" The various discussions and proposals have 50metimes\seemed;to"
represent techno]ogical utopianism 'Cektaih1y,_the developmental
process, both in tevms of hardware and in terms of econom1cs and
social adgustment is not, and will not be easy But .recent deve]opments

" (particularly with regards to fibre optics techno]ogy, its production
’ and its: exper1menta1<test1ng in Canada, the U.S., Japan, and e]sewhere)

suggest thatuin 1975 and 1976 breakthroughs have been made which will,

- within the next decade or so, begin to be reflected in the delivery

systems for consumer-oriented communications, including the "mass
media". Thus,, for example, Dr. Elmer Hara, of the Communications

»Research Centre, Department of Communications, has suggested that
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optical broadband switched networks have reached or are reaching the
stage in their development where they should be taken ser1ous1y in.

_ cons1derat1on of the next stages of the evo]ut1on of Canad1an into-
the-home communications.

- It would be redundant for us to attempt,“superficia11y,_to discuss
technical probiems.of delivery-system deVe1opment, when the Department
of Commdnications itself has major research and development facilities
- and programs in these areas.. However, we do fee1 that a few of the
poss1b1e connections with pay television propOSals should be noted:

'(1) Potent1a11y, the new delivery system possibilities raise the
' prospect of rather different programming arrangements .than wou]d
R be_poss1b1e_or contemplated in any’ pay television 'system that
"_mightfbe‘introduced in the short-run.. The kind of systems we
‘are talking about in 1976 would still be very limited in their
" capacity, and, if operated commerc1a11y, would probably have
. to seek the broadest poss1b1e market, more 11ke1y on a packaged .
- "pay- per~ohanne1“;bas1s (at least 1n1t1a11y) than.on-a “pay- per-
program“ basis. -Hence, the visions .of some Canadian filmmakers .
- (e.g., Peter Pearson in remarks at. the "Crisis in Canadian )
-Broadcasting" and Canadian F11mmakers conferences, August 1976)
-of a system which would allow them to rent time on a system on
a pernprogram basis would seem to be ruled out, technically and
‘economicallys in current systems. On the other hand, it is our -
understand1ng that some future.developments of opt1ca1 broadband
'sW1tched networks could allow. for this.

If this is.a real possibility, then the initial organizationa1
and .ownership. patterns cou]d heavily 1nf1uence whether or not -
“the system evolves in a way that a1lows a smooth phasing-in of

" a more .open access system (access to channe]s for exhibition).
While these are.not ‘the only. factors influencing whether or not
Mr. Pearson's vision becomes a reality within the next. few.
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' ~1mposs1b1e to be definitive, but basic pay. te]ev1s1on decisions m1ght well
require that these issues be worked out. ' '

(3)

decades (there_wou]dfstill be serious pkbb]ems in~attraet1ng
"up front" investment), nevertheless, the continuing influence
pffeér1y Qrganizationa1‘choicesAwarrant3‘consideration_iﬁ
relation to the potential of the technology of distribution.

" The systems that are now being probOsed may constitute late-stage

efforts to reap further returns from older systems that are
arriving at the point of maturity economically (i.e., the systems
are not part1cu1ar1y 1nnovat1ve, but they have ba51ca11y been.

pa1d for). There may, however, be some advantages (encouragementf
of techno]ogy>and of- Canadian capebilities,_poSsibiTity of Tlinkage
with'othek aspects of communications that would pay part of the

'system's capita]:anq operational costs, more‘f]eXibility,~a11eged'

Tower'Unit-deliveryAcosts.and-]ower maintenance costs, programming

"'potentialities) in phasing in forms of partially subscriber-paid
special services at a later stage, i.e., early in the-application

phase of the newer technology. Here again, it would be almost-

If there is mer1t 1n the 1ntroduct1on of the emerg1ng technolog1es,

’1t should. be cons1dered that the com1ng into existence of major .

pay television serv1ces.us1ng,exnst1ng technology (particularly

-existing cab]e systems) might hinder the mobilization of capital

.vito modernize. systems and the shift over: to the opt1ca1 or other. "state

of the art" approaches

The effort to_establish-pay television on the present technological
base may, in fact, fail commercially, particularly if penetration

" rates are as low as'we have projected, and if the system has to
.meet fairly significant. public interest critera. This could .
‘ehaVe a dampehing effect on 1nvestment later on, in other systems
. that might be movre promising. Or, conversely, a successful use: of

existing technical delivery systems, the costs of which will have
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been Targely amortized by the early 1980's, may turn out to be
a d1s1ncent1ve to offering more f]ex1b1e services at a later
,stage when to do so will requ1re add1t1ona1 system deve]opment
and emp1acement expend1tures

A‘(i)‘ For these and other reasons we believe that cons1derat1on

of pay television as part of the systemic options available
to Canad1an commun1cat1ons development should be _based on some
sort of "test bed" or med1um—sca1e commun1ty exper1ment (see
'Chapter Eight), where techno]og1ca1 options can be evaTuated
and a variety of social-economic factors considered prior to
mak1ng b1nd1ng comm1tments, 11cen31ng operat1ons in major
' h <metropo1itan centres, or structur1ng a definitive national system

o) PUBLIC SECTOR‘ AN_D-PUBLIC ’INTERES_T

- A. few concTuding.cdmments may be made with regard to the third

" general issue area, which is dealt with throughout this report. To
‘reiterate: it is hard to see that, 1ntr1ns1ca11y, current pay te1ev1s1on

options, within the limits of existing (1976) in-place delivery systems,

'rea11y make a major contribution to the public interest. Nor would
~ ‘this necessarily be remedied simply by putting pay television under some

form of public authority. If the system is unnecessary, or if 1ts
contr1but1on is'minimal, then-it is just as unnecessary and Just as m1n1ma1
Jn its contr1but1on if placed under a public authority. On the other‘
hand, the. part1c1pat1on of a public agency in a meaningful way cou1d
conce1vab1y a]]ow more. scope for the 1nJect1on of pub11c 1nterest

‘cr1ter1a into’ pay te1ev1S1on

The rea] arguments for pay te]ev1s1on at- th1s po1nt (to Judge by

'the debate) are extrinsic (alleged benefit to other_parts of Canadian -
- media, e.g., production) and evolutionary (a possible first stage in

the deve10pmeht‘of new. communications approaches). ‘But these are only -

'Qotent1a11y va11d points -- an unconstrained approach, on an ad hoc
S or "added-on" basis, is not Tikely to do much to help develop this
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potential in a positive fashion. Accordingly, we believe: that a fair
amount of positive direction, probably intthe form of legislated
authority, needs to be given to CRTC and to pay television developers;
~ that it would be better if a system were set up with a structure that
‘provides for at least some revenue links to the "“free" TV system s
'product1on programs; and that it is not possible simply to re1y on the-
. 1nternata1 dec1s1on-mak1ng of pay - teTev1s1on to pursue pub11c 1nterest
'_obJectives (See Append1x MEM, ) ‘

The dther area of concern is for local broadcasting. While national _
“and regional respons1b111t1es bulk large in the cons1derat1on of . |
broadcasting and communications policy, local stations are often
‘at the firing line, so.to speak, of public: 1nterest issues and -
responsibilities. These may very well be weakened in their. overa11
‘position (and hence in their ability to respond to:local public interest
needs)’by pay television- penetration. Here again, fund recycling and
other forms of interface. between pay television (if it comes) and
conventional broadcast1ng is’ des1rab1e, but aga1n special arrangements :
. need to.be made for. local deve1opment of broadcast1ng, community: -
cable channe]s, citizen interest groups engaging in product1on and
SO forth These_arrangements are’ 1nd1cated br1ef1y in Chapter E1ght.

CONCLUSION

It is clear, from the Minister of Communications' remarks to the Cana-
vd1an Cab1e Television, Assoc1at10n s convention in June 1976, that there
is an- 1mp11c1t requ1rement that pay te]ev1s1on be cons1dered in the broadest
poss1b1e context We believe that it is necessary to reinforce .this .
point, _because much of the debate seems to have been rather sectoralized .
and 1imited BaSica]]y; a-much more fundamental assessment of both.
- pay te]ev1s1on and broader broadcast1ng/commun1cat1ons 1ssues is requ1red,
particu]ar]y as. we enter into a period of new techno1og1ca1 options ‘and -
more complex. social and -economic requirements. _Accord1ng1y,\1n our next
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chapter, we recdmmend processes for considerationiand, if results are
favourab]e, 1ntroduct1on of a pay. television system(s) 1n Canada.

- that would allow for a phased process of exper1mentat1on deve1opment A

- and poss1b1e full-scale 1mp1ementat1on Given the s1gn1f1cance
of the 1ssue, “every measure of "due care" in these key dec1s1ons
would seem to be fully warranted
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 ENDNOTES

‘This -is based on var1ous recent analyses bearing on po]1cy
‘research and future studies: e.g., the somewhat similar
‘schema -put” forward by Professor James Dator of Ontario

Educational Communications Authority, in "Alternative Futures
and the Role of the Media" (Toronto, 1975), p.10; the
differentiation between "extrapolative" and "transformat1ve
technologies in "Strategies of Development for the Canadian
Computer Industry" (Science Council Report No. 21, September,

- 1973), pp.12-14; and the differentiation of d1fferent styles _
~ of future studies -in Saul N. Silverman, "Coping with a Changing

Future:. Some: Introductory Notes," Industr1a11zat1on Forum, Vo1.

. Cf. Dator, op. cit. s P. 10.

~Janice J. Tait (Ch1ef Futures Research, Transporation Deve]op-

ment Agency,.Montreal), "Some Ways of Th1nk1ng About the Future,"

“Industrialization Forum, Vo] 6 (1975), No. 5, pp.13-26, especially

pp. 14-17,

The use,of the_term "eco1ogy“ may be confusing. We use it here
in its more general (but epistemologically more appropriate)

. sense, as..emphasizing complex and mutually interdependent

relationships within a system. Particular approaches within
this-fami1y-may-in fact emphasize ecology in the bio-social
sense,.-i.e., in terms of the natural environment;indeed, the

“broader orientation. of the systems ecology approach 1ends itself

to this in ways that the "traditional" and "extrapolative". approaches
tend, by definition, to preclude. But systems ecology does not '
necessar11y have to be substantively concerned with the natura] ‘
env1ronment :

The:11terature of systems ecologies is too extensive, and is

becoming too well-known, to warrant comment in any degree. .
The-contents of this chapter reflect the influence of Karl. W.
Deutsch, Stafford Beer, and a variety of sources ranging from
the ear]y anthology Towards a Unified Theory of Human Behaviour
(material from the 1951-1953 symposia of the Society for the
Study of General Systems, ed. Roy R. Grinker, 1956), and the

"more allusive, psycho-anthropological and sometimes almost

myst1ca1 work of Gregory Bateson, Steps - -to an Eco]ogy of Mind (1972).

. Dator, “9 cit. pp. 13- 14

Atvthis point,.some‘comments on international film made recently

by the UiS. critic, Vernon Young (author of On Film and of a study -
of -Ingmar Bergman and the. development of film in Sweden, as well
as frequent writer on film for.the Hudson ReV1ew) are worth not1ng

= 97 -



_7'.'

(Cont'd)

..contrary to pessimistic forecasts, there is no. over-

' ‘whelming evidence that cinema, internationally, is in danger -
- of becoming a totally standardized product, slavishly . ’
deriving its methods and subject matter from a common

market at the 1owest available denom1nator

Of course, there's a1ways a level where that description
fits, yet today, as never before, there is an opposition
movement unorgan1zed but visible...First of all, films
are be1ng made in countries where once there were none, or

* none.worth trying to export. Because such countries cannot
~ compete at the popular entertainment level, they must make
films which impress by virtue of their authenticity alone.

- Secondly, the dire condition of the world has impelled many -

movie—makers'to settle for nothing less than bare candor .

in their interpretation of the human lot...Thirdly, and which .
.. cannot be averestimated, even if it be. qua]1f1ed the

amnipresence . of television .in the wor]d has created an

insatiable demand for material.

'The result. . has been an enterpr1s1ng d1ver§1ty of subject
matter and a fascinating incursion of previously unfamiliar

conf1gurat1ons The great art historian, Elie Faure, once
said that it was our differences that united us, since we

_approached each other in order .to study the differences.

Admittedly, we are not always charmed by the ways in which
others differ from ourselves; yet it is certain that by our
cur1os1ty we are made cogn1zant -0of .one another. Needless
to add, we trust that if moves are the source of our

. acquaintancesh1p, we are.dependent ‘on film-shapers who are
not unduly. sat1sfy1ng the tenor of the1r h1stor1es

,_See Vernon Young,,"world on. F11m9“ repr1nted in D1a1o ue
- +(United States Information Agency) Vol. 8 (1975), No. 3/4,
. pp 59~ 60 . S o
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CHAPTER 7:
 PROCESSES FOR DECISION AND INPLEMENTATION

Issues having t6 do with the policy process; in addition to the
questions concerning the content -of policy and the models for

' a]ternative approaches to pay te]eVision, need at least to be 1dent1fied

and outlined. In. some respects, the process_issues may be- as_Significant
as the issues ‘that arise with regard to the content of policy. Questions
of process - how decisions were to be made and implemented, who should

be consulted ~how the consulation process could be made effective, and -

- what kind of time-span and definition of scope of ianiPy were needed
. -to create effective policy .in. the pay te]ev151on area - recurred in the
course of our investigation o

- The significance of'these process'questions was reinforced,
imp]icit]yeand_on occasion.expiicitiy,wby~the discussions:on pay
television which took p]ace recently at various cohferences.] People
were concerned about-whether pay television would be,dealt with in a
context that would allow for effective meshing of the pay television
issue with the other issues of Canadian broadcasting and communications
during a transitiona]*period,i More significantly, they were concerned
with whether;they would have .the opportunity to influence decisions .

‘which were recognized to be -of vital and far-reaching significance.

Because of this we decided to devote some space in this report
to ra151ng a number of questions of process. '

a) THE NEED FOR LEGISLATION

- It .may be superfiuous (as far as Department of Communications

readers are concerned) to suggest that the introduction of pay television

in Canada would. require some form of Parliamentary legislation. No
doubt the Department-has gone into- this issue in some depth and has .

- arrived, officially, at a policy determination that matches the view
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that seems to be accepted unofficia11y.in'afnumber of circles: that
pay television, in whatever form, would be a sufficiently innovative
departure from what is already prov1ded for in existing broadcast1ng
and commun1cat1ons legislation. as to requ1re formal action by
| Par11ament;(1.e., the passing of - ‘Tegislation) rather than be1ng
- dealt with by regulatory or administrative extension from existing'
Taw and pract1¢e More ‘explicitly: an approach to pay te]ev1sion |
either by licensing, through the CRTC, or under Order-in- Council
without further reference to Par11ament wou]d not -only be po11t1ca11y
.“_and adm1nistrat1ve1y maladr01t, but would be beyond the present 1ega1
R author1ty for the broadcast1ng system de]egated by Par11ament either &

”1 to the’ Cab1net or to “the CRTC

whi1e the Department of Communications is presumably fully aware

of this point, it appeared to th1s study group nevertheless that there _

was cons1derab1e (perhaps unnecessary) confusion among concerned
1nd1V1dua1s and groups as to what route might be taken, or would be
‘taken, to determ1ne.a pay_te]ev1s1on po11cy and to implement a

pay television system (or systems) if the policy were favourable to

the provision of pay television servtces-in Canada. - Stemming from
the uhcertainty.over‘means; there was a related uncertainty as to

_ the time.that might be: required to move from a general determihation.
.of the balance of pros and cons for pay television to the actual

‘ author1zat1on of the system(s). We feel that the process to be used

shou]d be made c]ear as ear]y as poss1b1e ‘

1 -The‘argumehts favouring a Tegislative (Par11amentary) approach
to the pay television issue are;threefOTd;' ' '

- (1) that to do otherwise would be to exceed the authority
- ]presentiy de]egated to Cabinet and to the CRTC; i;e,,'an
“extension of that authority explicitly to cover the pay
.teTevision'sftuation may now be required, whether or: not
.a ‘decision favourable to the 1ntroduct1on of pay te1ev1s1on
- _1n the near future 1s now taken; ‘
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“(2) that Par11amentary cons1derat1on of legislation w111 offer _
a greater opportunity for full and pub11c cons1derat1on
of the range of opt1ons that’ may be available, and considera-
tion of both the sectoral 1nterests and the overa11 pub11c '
1nterests that impinge on the dec1sion,_

(3)j‘that Parliamentary action provides a firmer base politically
and socially for any dec1sxon, part1cu1ar1y vis-a-vis present
Jur1sd1ct1ona1 differences. '

- In addition to the above, taking the Par]iamentary route may be
of he]p in relating pay te]ev1s1on to such broader questions as a.
genera] review and revision.of Canadian broadcasting and communicat1ons

g ,structures, support of Canad1an f11mmaking and program production,

promot1on of Canadian’ 1dent1ty, etc.
" b)  THE I_ssUE_'l OF LEGISLATI‘V'EVAUTHORITY

This.iésué stems .basically from the question of whether pay .
teTevision constitutes a sufficiently new departure in Canadian
bkoadcasting/communications»to"necessitate going beyond present
provisions or implications of legislation. It is our considered
opinion that it does. . In this connection, the following should be
noted: ‘ :

(1) Pay television would represent a. new approach to the
funding of - programm1ng, no matter what form it might
take. ‘

(2) A pay television network, on a hationéi (or potentially
_ nation§1, basis) would be effective]y a new national
broadcasting network. (While this in jtself is not . .
_neceésari]y an argument for the'"newnéss" of pay television,
it is an. added factor we1gh1ng on the s1de of the overall
.+ newness, of the approach).
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- Pay television, by implication, could be the first step

towards the new communications approaches of the 1980 s

~ “and 1990 5 based on technological change

At the time of thé adoption of the current Broadcasting Act,'J

it was decidéd that cable television was suff1c1ent1y new .

as to require explicit (if curiously phrased) ment1on in the
thct;~ Whether'oh not pay television, if introduced, 1is

". distributed via cable, the questioh of ‘the newness of the

approach is made more pointed by this precedent.

If the mode adopted for pay te]eVision'is one based on

*,the_networking.(in reality, if not in form) of cable

" interests,.this would represent a significant departure

from. the current pract1ce of . try1ng to. keep cable and

‘.broadcast1ng separate

The newness of .pay television. and the lack of clear prov1s1on for it
in the current Broadcast1ng Act raise the fo110w1ng issues with

(1)

. regard,to proceed1ng.W1thout.spe01f1c legislation:

Would an effort .to extend cabinet aUthority by inference
from present legislation constitute "unusual use" of powers

.a1ready delegated to Cabinet? "Unusual use" is ‘generally
,.regarded as a.criterion 11m1t1ng de]egated powers.

ihtroduction of-pay~te1evision.by other than the legislative
route might well be construed as constituting a de facto

. amendment of. the existing 1eg1’,s1at1'b_n‘ by the Executive,
“and hence beyond the powers of the Executive.

A. further inhibition on the»hoh=1egisiat1ve route arises if
the form of dévelopment of pay television is one involving
pub11c part1c1pat1on and hence the -expenditure of public
funds To place a charge on public revenues on -the. bas1s
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)~ PARLIAMENT AND. PUBLIC OPINION

‘and varied. A variety of industrial-commercial interests exists, of

'words of the Sc1ence Council study of technology assessment) a variety

" realize what is happening. These range from filmmakers (who were
- earlier a "should-be".interested group, but required the catalyst of
‘discussion in other sectors to becbme engaged), to educational groups

of extens1on from general powers and 1mp11ed respons1b111t1es
wou]d be a most hazardous course of action.

 The interests involved in the pay television issue are considerable

course, -as well as'groups.(SUCh,as the Canadian Broadcasting League .
itself) which on a voluntary and historical basis participate in
discussions of issues of this kind. In addition, there are (in the

of "shou1d~be" participants: those who have an interest, but may not |

w1th an 1nterest 1n the media,.to individual citizens who w111 be
asked to pay for a serv1ce

,On;a°very gg hoc, non-scientific basis, (i.e. the raising of the
pay television: issue with various men and woman not involved in
communications -~ @.¢g., Halifax cabdrivers during the CBL's conference

on “Cfisis_in Canadian BroadcaSting“)9 one of the members of this study .

group discovered that in almost all cases there was a three-stage

reaction: - the person hadn't heard of pay television and d1dn t qu1te ~

know what it might mean; there was initial host111ty to the very idea
of paying d1rect1y for the service; this was fo]]owed by an expression
of interest and curiosity as to what such a service m1ght provide,

coupled with the implication that if it were introduced and were to
provide "something special™s the host111ty towards d1rect ~payment m1ght

~in fact be reconsidered.

_:Thefe has béen veryzinténse discussion of pay television in the
circles most immediately concerned. with broadcasting. This has been

" :part1cu1ar1y true since the statement made by the Minister of

Commun1cat1ons_1n June 1976. Further, 1nterested part1es have been'
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asked to submit briefs tc the CRTC, apparentiy for transmission to the

. Department- of Commun1cat1ons decision-makers. .-But in v1ew of - the

-<:s1gn1f1cance of what" 1s be1ng cons1dered and the range of actual and .
"should~be" interests that may be affected, wider forms of consu]tatjonh

may be'required.'rln”this respect, Parliament can perform a.vita1 role.

_ ~In our view, the approach that might be taken could 1nvo1ve
_considerat1on and” part1c1pat1on at’ three stages or Tevels:

o

The variety of inpits that will have been made by the fall
of 1976, as well as ‘internal study by the Department of

. Communications and other government’departments and agencies

should be used to prepare a "White Paper" exphessing,the

© general {ntent of_the.Government.of Canada. Such a paper

- . would provide a particular. focus fdr_discussion,'critique;

. and further inputss*and could well -be considered as an
--”1ntermed1ate stage prior.to the Department of Commun1cat1ons

- and the Cabinet becoming comm1tted to the 1ntroduct1on of

spec1f1c pay te]eV1s1on approaches under the prov1s1ons of

© new 1eg1s1at1on

The Nhite“Paper initially and, later, such actual legislation-
“as may be subm1tted to Par11ament, would provide the

opportunity for ‘hearings by the appropriate Par11amentary

- committees (especla]]y the House Committee on Broadcast1ng,
Film and Assistance to the Arts).. This would give a full

opportunity, perhaps greater than that normally afforded

- even by -the CRTC for express1on of the views of techn1ca1

experts, 1nterests, and concerned c1t1zens

Discussion in caucus?»and on the f]oor of;Par]iamentcitse1f;
would presumab]y provide some opportunity for a better
understand1ng of the opinions of Canadian citizens in

this. regard
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- It is realized- that"suoh a procedure wou1d‘prec1ude a quick
dec1s1on, in deta11, on pay television. On the other hand, it is
'a procedure Wh1ch seems to be more consistent with normal -practice
and authority, to be best ca]cu]ated to vent the issues in a s1gn1f1oant
area, and to offer some poss1b111ty that whatever decisions are taken
will be more f1rm]y based in. pub]1c and po11L1ca1 acceptab111ty

d) FEDERAL _AUTHORITY

-The'jurisdictiona1 issues presently being raised with regerd to
.Canadian.broadcasting‘and communications are beyond»the scope of this
report, It 1s suff1c1ent to note that they ex1st In general, the
' fo110w1ng process -related jssues ar1se L ; '
(1) Efforts~to,negbtiate'some aspects of the .pay television
issue with the*pfovincia1'authorities. It is sometimes
‘argued that because the jurisdictional definition in.this -
“area is somewhat clouded- (part1cu1ar1y if pay: cable is.the

mode that is -adopted), the Federa] government must take vehy ~

.. quick .action in. order to safeguard its claim to authority.
But emphasis on the issue of the safeguarding of authority,
;Whi]e_perhabS-jUstifiab1e.as_1ega1ﬁstrategy, tends to a
further escalation,and intensification of national disunity
-and is. therefore counter.to the very purpose oF:nationa1

-broadcasting in this country. Both structurally and in terms

of the additional time-factor built into a Tegislative
: c 0N . ey :
process vis-a-vis pay television, additional poss1b111t1es
for Federal prov1nc1a1 accommodat1on arises by using a c]ear]y
'-_:1eg1s]at1ve approach.

(2) The 1egisﬁative approach. provides for the possibility of
considering more options, particularly those which_come -
closer to an accepted division of authority (i.e., basing
much of the system on over-the-air broadcasting, which would
require a very.clear legislative eothority,-rather'than,,for :
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- example, licensing individualhcab1e operators to provide
pay television, which some might argue could be accomplished
_ by an Ordernin=Counc11,via the .CRTC and by the CRTC Ticensing

provﬁsjons). “While a Parliamentary route basing pay'te1ev1510n,:

: in some form or‘other,'upon the exﬁsting broadcasting'system
(as far as the.national network is concerned, even if some
:1oca] delivery were provided by cable as'agents and recipients

“of the service) would take longer and would be somewhat more

o comp]ex, the precedent base for Federal primacy in control of
the system (thought not necessar11y for Federal exclusivity
f'f1n all deta11s of its operat1on) wouid qu1te pos51b1y be
. 'stronger

"(3)' 'in;the event of contested issues of Federa]-provincia1
o jurisdictton, a*ciear-statement of Parliamentary intent
and an.eXpressionvof-the-preferred-means for achieving
. thése.objectiues, embodied in Federal legislation duly .
passed. by the Parliament of Canada,quu1d:provtde a
V'conSiderabTy firmer base for the Federal position; in
public. debate and. before the courts, than any other, approach
Lhat m1ght be conce1ved

-~e) INTERIM LEGISLATION? MULTI PHASED LEGISLATION? COMPREHENSIVE
LEGISLATION7 S

As the COHCIUS10nS and Recommendat1ons of th1s “study w111 1nd1cate,
-1t is our cons1dered op1n1on thata if pay te1ev1s1on s to be introduced
into Canada;, a fa1r]y comp]ex structure is requ1red 11nk1ng it to the
other aspects of the broadcast1ng commun1cat1ons system, to w1der |
sources of fund1ng for Canadian product1on and to overa]l obJect1ves

as regards Canad1an social cu]tura] deve]opment C]ear1y an ad hoc

or "add on" approach (whereby pay te]ev1s1on is regarded s1mp1y as yet
another dev1ce or 1nstrument that can be attached to the broadcast1ng/
commun1cat1ons system, w1thout some fundamental reth1nk1ng of structures,
v ~purposes and.}ntent) w111 not be the best means of serv1ng the pub11c
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«1nterest, or exercising Federa] respons1b111t1es for promot1ng
‘ Canad1an obJect1ves through a Canad1an commun1cat1ons system

If,'howevergitheireqUirement for a‘more‘comprehensive 1egis1ative A
approach, which. incorporates those provisions for pay television

determined to be desirable and expedient, is recognized, so we must

also recognize. that this will take some time to achieve. Are there

:_not matters that have to be dea]t with in the interim?

In the view of this study group, while a carefuT and order]y

"process of dec1s1on and deve10pment is required, under the aegis of

the FederaT government (with possible provtnc1a1 cooperat1on) and

‘1nvo1v1ng Par11amentary consideration (ultimately resulting in
;'fcomprehens1ve 1eg151at1on), some interim matters do indeed warrant
. attention. In1tia1 1eg1sTat1on m1ght be warranted as regards the
--fo]10w1ng ' '

uA(T)fVA clearqexpression*of the rolefof=the;Par]1ament of Canada-in<

- this matter, and of the basis for:asserting Federal jurisdiction.
]Ih particular, clarification is needed of the-requirement that
pay te1eV1s1on systems must meet the objectives and criteria for
pub11c 1nterest in broadcast1ng/commun1cat1ons set down by the
'~;success1ve Broadcast1ng Acts and re]ated ]eg1s1at1on

"A (2)A;There has been concern . expressed bytsome sectors of“the -broad-

ff'cast1ng industry -as to compet1t1on from un]1censed operat1ons
':It is the view of this study group that means can be.sought,
not necessarily requiring immediate Federal licensing of
"authorized" pay television outlets, to prohibit or render
difficu?t unlicensed operations. In particuiar; it has beeng
-suggested that in- some areas (e.g., Metro Toronto), U.S. pay -
television operators m1ght offer. over the-air service from U.S.
stat1ons, .collecting not a renta] on the- service but rather a-
“rental for the descramb11ng hardware per se. It is the opinion.
of some that at-pkesent such a service could enter into Canada
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with impunity. interim 1egis1ation would seek to close some of
these loopholes (perhaps by rendering prohibitive, via tariff
‘regulations, the.jmportation of descrambling equipment except.
as part of a licensed Canadian pay television netWork, and
taking‘Steps parallel to this to close off the possibility of
gd1rect sourc1ng of descramblers manufactured in Canada to
Canad1an subscr1bers of an over~the~border serv1ce)

. (3). Interim 1eg1s1at1on might a]so provide for the estab11shment,
mon1tor1ng and regu1at10n of an.experimental "test bed" for a
pay television’ service in a clearly defined small- to-med1um

- sized area, for a 11m1ted per1od of time, and with no expressed
or 1mp11ed ob11gat1on for continuation as a regu]arTy-11censed
system. Such an experiment might in fact be run by the
Communications_Research Centre with the possibility of
partjcipation-in-particu1ar experiments by various interests,
pubTic and private. 'The purpose would be to try out various
hardware systems, programm1ng mixes, etc., and to uncover, under
contemporary- cond1t1ons, some of- the answers to the social-
cultural unknowns that beset consideration of this prob]em, )
that u1t1mate1y these f1nd1ngs m1ght be reflected in a tota1
-system '

| In view:Of the need. both for a comprehensive approach, if nationa]
“pay television is to be:decided upon, and forlcertain'interim measures
of a defensive character and for the purposes of exploring technical
and soc1a1 econom1c phenomena, it is our opinion that we are more _
11ke1y to require a multi-phase process of- legislative and operat1onaT *
development, over a per1od of a number of years - While 1n1t1a1 steps
~ can be taken in the next year or S0, we are 1ook1ng essent1a11y at the
‘vbeg1nn1ngs of a process stretch1ng 1nto the 1980 s.and- beyond

N
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f)  RECONSIDERATION OF THE BROADCASTING SITUATION'

“In concluding this chapter, we wou]d-like to underscore the

:consideration that has goverhed this report: i.e., that pay te]ev1s1on,

in Canada, must be 1ooked at as part of a tota1 broadcasting package.
It is our view that,the most sat1sfactory way of dealing.with. the
;pay_te1evisien‘issue is one that sees pay television decisions as
- sub-sets of broader- ‘broadcasting decisions: the historical precedent

- and evo]ut1on of the Federal role in commun1cat1ons and - broadcast1ng

to serve nat1ona1 needs, the exlstlng structure, and pay television
. as one of the poss1b1e socio-economic and technological changes that
.is 1ead1ng to broader systems change in the Canadian broadcast1ng/ B
commuriications area.  Accordingly, we believe that pay television is )
.one aspect of a trans1tioha1-situatfon that requires a comprehensive -
‘~refexamination, in ‘the very near future, of the genefal structure,
process,“and objectives of bkoadcasting/communications in Canada, and -
for Canadians,;»whatimay;be required is a redrawn national Broadcasting
iAét;ok,JpOssibly,utheisubsuming of the proVisions.of-the'Act'(revised)
“within.a broader National Communications Act that will, by the 1980's,
.recogn1ze the comp]ex1t1es of the growing 1nterpenetrat1on of broad-.
‘casting (conventionally defined) .and other technologies of mass : .
'ecommunication.jiwhile.we cannot anticipate the shape of such -
' 1egislation5'weudotbe]ieve that nothing shou]d:be~done.in‘the.pay n
- television area without taking this broader view into account.
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‘"The Arts 'in Canada: Today and Tomorrow" (45th.Couchiching
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~ Impact on the Program.Production Industry". (Councﬂ of Canad1an
: Fﬂrrmakers, Toronto, 19 August 1976)
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CHAPTER EIGHT
 CONCLUSIONS AND. RECOMMENDATIONS
EART’I_" ANALY‘T’}I’CAL’-”}CAONCLUSIAONS. AND R-EC.OIMMENISA‘I'.‘.IONS. ‘

We have ana1ysed a varxety ‘of current proposals and poss1b111t1es

, us1nq the cr1ter1a de11neated Our conc]us1ons with respect to pr1vate :
- ownersh1p of a. pay te]ev1s1on system in Canada are as fo11ows o

1) 1There.isilike1y to be Heavy concentration of media ownership in the

. area_ef’pay'teievisicﬁ should the network be privately operated.

‘There is sufficient concentration of oWnersh1p"1n the
broadcasting industry and especially in the cable -

- television industry to suggest that, even under
partnerships. open to all members of a particular 1ndustry
(i.e., broadcast or cable), the dominance of particular

. owners with large-size holdings is -likely to put
effective control of a pay television network in the hands

-of a very small group .of ‘established interests unless -

.spec1a1 prov1s1ons are made to sp11t ownersh1p ’

2)" If we examine'the'pfemiees‘of some current Pfoposals, trong, almost

. dependent ties might be establlshed between Canadian pag telev1510n .

Qperators and American program: packagers .

A few semi-monopolistic program packagers supply.programming
to a majority of U.S. systems. Time Inc., through its
subsidiary, Home Box Office, controls the networking
through which-a maJor1ty of pay television subscribers in
‘the United States receive programming.. Given the reliance .
~ on American .programming projected .under private models, a

. considerable amount of Canadian revenue will be directed
into the hands of a small group in the United States. In
Jight of government concern embodied in Bill C-58, such
Canadian. re]at1onsh1ps with American program packagers -

- wou1d requ1re extens1ve 1nvest1gat1on aﬁd analysis.
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3)

There exists a danger that a privately-run network might undertake a

. "packaglng agreement" under which an. Amerlcan distributor would

, o

5)

6)

provzde Amerlcan programmlng at a reduced cost in exchange for

sultable Canadlan materlal

While this would effectively reduce U.S. program costs. it
could significantly reduce the benefits to the Canadian
film production industry as returns for films would be
" reduced. - It also represents a form of dominance over _
“Canadian program development which might be established: by
a small group of U.S. program packagers, such as Time Ina.

A privately-operated pay television network under no regulatory

constralnts would be. likely to have a very low: percentage of -

Canadlan content.

Unless the amount of gross. revenue devoted to Canadian

production is increased beyond 15%, it is unlikely the.

Canadian content percentage will exceed 16.7%. Under some .
- proposed- models, it is likely to be less, espec1a11y in the
<f1rst few years of- operat1on.

. cable 1ndustry proposals for pay. telev1slon development appear to

favour tape blcycllng dlStrlbuthH rather than use of satellite

faCllltleS.

In addition to .jurisdictional considerations, the use of
Tocal tape’ p]ayback facilities could help to justify the
Aallocat1on of an inordinately high percentage of gross
revenue to. the "local distributor".

There is no. current indication that a cross-subsidy for>French
language serv1ce would be prov1ded 1n a private ownershlp model.

while many brlefs ment1on the exlstence of a French network .no

"current proposals adequately cover the unique needs of the

francophone populatlon
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Increased proportionate costs for a French-language
service, the problem of programming sources and the
ability of Canadian production entities to supply.
significant amounts of French-language content (bearing
in mind the minimal availability of funds which the
francophone pay network would generate) suqggest a need
for specific compensating mechanisms. These, however,
would’ significantly reduce the attractiveness of pay
television to private 1nvestors.

"There are two additional probiems-which, under most prdposais; would

"be.SUbject toireguiatery'gUideiines-f The probiems of creating effective

guidelines and ensuring enforcement are not. 1n51gn1f1cant A pay .

'teiev151on service Wh1Ch is privateiy—owned may be: particuiariy vu1nerab1e
-to certain pre55ures. k : :

7){ There ls potentlal for 1ncreaszng advertlser pressure for access to

the new market created by pay telev151on

Diminutions 1n ‘broadcaster audiences are 11ke1y to result
in pressures from advertising agencies on the pay .
television network: - To protect the ‘interests, not only of
the broadcasting system, but.of the viewer as consumer,
pay te]ev1sxon must remain conmerc1a1 free.‘

-.8)' The ablllty of a pay televzslon network to pay for specral programs,

-espec1ally sports and concert features, suggests a danger of

"51phon1ng" and the need to establlsh strong regulatlons to ensure
that audlences w111 not lose programs now available’ free, or those
programs of a type which in the future mlght be’ developed for the

» "free“ TV serv1ce.

Siphoning regu]ations designed to prevent the spill-over
of "potential" programs from free (off-air) television to
pay television must be regarded as particularly difficult
-to formulate and enforce, unless prohibitions are made on’
- whole categories of programming -- such as all out-of-town
sports events, for exampie. _
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In add1t1on to the above, our research has resu]ted in the Fo]]ow1ng
. genera] conc]us1ons. ’

9) ‘The total revenue.potential of pay television, given a fifteen
percent "tap".of revenues, Will‘likely be insufficient in itself to
provide the impetus for any major improvements in the present

positionfof the independerit Canadian production industry.’

Our projections indicate that between $6 and $8 million
would be available for Canadian production from a mature
system available across the countyy via satellite. For
reasons discussed above, private ownersh1p without
regulatory guidelines m1ght result in a system capable of
generating even less revenue., Our analysis suggests the

~need for a wider approach to the support of Canadian ..
-production, including a "tap" on. existing cable te]ev1s1on
or other commun1cat1ons systems. :

lO).jLOSSES suffered by broadcasters might come close to~e§ualling the
. amount of money'availéble"throﬁgh a fifteen pefcent."tap" of pay

television revenues,

RN

The argument for pay television thereby changes from the
availability of additional funds to that of the manner in
which funds will be distributed (i.e., that pay television
will do it better than existing broadcast1ng structures)
Even under conservative assumpt1ons, pay television is
Tikely to cause a shift in. advertising revenues equal to
about one-half of the value of the fifteen percent Canadian
production fund.

_li) The introduotion of-major pay television services using only existing
technology could hlnder the appllcatlon of 1mproved technologles as

these are developed

Initial organizational and ownership patterns could

- heavily influence whether the system of in-the-home
entertainment evolves in the direction of a smoother
phasing:in-of a more open-access system (i.e., access to
channels of exhibition) which future techno]oq1ca1

" developments might a]]ow



. © In‘the structura] r‘ecommendatwns which foHow, we have attemPtEd tO
flnd means of m1t1gat1ng the problems out11ned abOVe,' The prob]ems |
' themse1ves suggest that the potent1a1 of pay television to satisfy even
extrinsic considerations has tended to be over—stated '

_ We have regarded pay television not in the narrow context of an
-~ . “add- on“ service, but rather as part of a broader communications system.
_ ' Am Canada Pay television must be considered in the context of othev‘ B
- . Jssues racmo Canad1an broadcastmg and. commumcatwns in th1s trans1t1on
' pemod ‘ S

12) We suggest, therefore; that a;fairlg-complex:structure would be
o required1fornpagjtelevision. It must be liﬁked to~wider‘sources.ofﬁ
Efunding_for_Canadian production and to~the.overall objectives'of
-‘_Canadian socio—cultural development;. In addition, the introddction
.of pag telev151on must be regarded as: premature w1thout further

G ana1951s ln the crucial areas of:

'(a) the overall magnltude of "’ 1nvestment requzred for expandlng
‘ -and improving the Canadian program productlon lndustrg 1n
the next five to ten gears, : :

-(b) the nature of Canadian programming and its:impacflon the

— o o o . development of a distinctive Canadian cultural identity;u :

(c) the range of existing and potential technologles which =~
B 'mlght impinge on a decision to adopt a particular mode of
distribution (specnflcally, the costs, advantages, and
consumer response, all of Whlch could be analysed in a
. test-bed situation);

(d)  public opinion concerning pay television service in
particular, and communications media in general.
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- PART II SOME EVOLUTIONARY RECOMMENDATIONS

“a)' IﬂTRODUCTION

Our analys1s of ‘the var1ety of current proposals for the introduction

- of a pay television system to Canada has led us to the conclusion that:"

(1) it would be extreme]y d1ff1cu1t to develop ex1st1ng proposa1s
' '(part1cu1ar1y under- the constraints of time required for
‘v1rtua11y immediate introduction to- Canada) in such a way as to
'make these proposa]s compat1b1e with an’ overr1d1ng public
1nterest,

(2) . hay_television, as it is currently proposed, does not have
‘substantial intrinsic merit from the point of view of Canadian
national interest. Rather, its attractiveness stems from

base of support for Canadian program production; long-range -
. future developments in communciations); '

(3) -the pdtentiaT‘of pay television, as de]ineatediin current
proposals, to satisfy even these extrinsic considerations has .
" tended to be over-stated (at least insofar as the short and -
* medium-~term prospect is concerned).

The above considerations are reflected in the analytical conclusions
and recommendations that constituted the first part of this chapter. If
we were concérned only with thebimmediatéaprOSpect of pay television, we
could very well end our study at this point, with a recommendation that :
short of a protective stance t0ward5jthe national interest in this matter,

‘the Federal Government take no operational steps in this direction in the

near future. This has been the'position of the Canadian Broadcasting
League in the ‘past and was affirmed, through the early part of 1976, by

© a number of bodieg concerned'with-pub]ic policy in the communications field.
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“As they stand, the variety of" proposals current -in the pay
telev1s1on field seem to be sufficiently def1c1ent, as regards any

. longer-range view of the. nat1ona1 interest, for us to recommend that

none of the proposa]s current]y in p]ay be made the basis of binding,
cont1nu1ng p011cy in the pay te1ev1s1on area. This is not, however, the
same thing as say1ng that the Federal Government shou]d abort the pay

"tE]EV1510n P011cy or that 1t should not take any steps in th1s d1rect1on -
Cin the next few years A o

Rather, the base of our recommendat1on is that- steps begin to be

_taken in the very near future, not to create a pay te]ev1s1on system that

will become a fixture of Canadian. broadcast1ng -and common1cat1ons_for the
rest of this century, but rather to explore pay television realities

" Within the context of updated and revised Tegislation and pubTic ‘policy.

Some beginningsare warranted in this area, provided they start from the.

premise that, in future, certain types of services might well be paid for -

by . subscribers,. as part of an interface with a general broadcast1ng/
commun1cat1ons system that continues to offer general . programm1ng on

Mfree” (non- subscr1b1ng pa1d partly commerc1a1 pa1d) television- as: the

core of the evo1v1ng system

The task then becomes to define what services might be subscr1ber-
' pa1d, in what ‘ways these might be de11vered and tarriffed; and how . these
'pa1d serv1ces should be Tinked (via. programming definitions, revenue

Jrecyc11ng, ownersh1p patterns, .and regu1atory structures) to the rest of

the broadcast1ng/commun1cat1ons systems. Th1s aoproach may be contrasted
to the determ1n1st1c view that, since pay television is "1nev1tab1e“

‘(1arge]y because of 1ts 1ntroduct1on to the United States), the thrust of |
'exam1n1ng.a1ternat1ve.mode1s is to find ways of living with the pay

television-phenomenon. Choice, rather than chance,~and_decision, rather
than detenminism, seem to us to be keys-to approaching the pay television

: phenomenon in such a way as to further the long-range evolution of

systems that will maximize public-interest benefits to the Canadian
peop]e and m1n1m1ze adverse impacts on Canad1an broadcast1nq structure
and econom1cs, as we11 as on our socio- cu]tura] evolution.
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_ |
7Accordihgly, we strongly recommend that pay television, if it is
introduced to Canada, not be introduced in definitive form (or in such a: -
"way as to de facto pre-determine the definitive form) any time within the
next three to five years (i.e., prior to 1980 or 1981). ‘We believe that
a most immediate need is a pekiod of public policy development and
consultation on a much expanded base, accompanied by systems deve]opment
and. exper1mentat1on, within the framework of interim 1egis1at1on and
geared to a broad- reshap1ng of 1eg1s1at1on in this country. Neverthe]ess,

' look1ng toward the poss1b111ty that exploratory steps may lead, over t1me;

‘to pay television services as part of Canadian broadcasting} we have
attempted to outline some features. of a pay television system for the
1980's and beyond, that we think should be considered as part of the .
search for a system thatiWou1d‘be most desirable (or less undesirable than
semefthat'might.beleohsidered). ‘

. b),fGENERAL_CONSiDERATIONSe:ﬂ

_ A number of genera] con51derat1ons bear on . the proposa]s that we
are mak1ng Among these are the following recommendat1ons '

(1) The;system'should.be c]osely 1inked to evoiving.patterns of "free"
te]evisioh (broadcast television), particularly television under
© the ausp1ces of pub11c agencies (CBC/Radfo=Canada,:and possibly
- prov1nc1a1 educat1ona1 ‘networks). -

(i1) consistent with (1) the impact of the creation of additional
' breadcasting/communications networks shdu]d be minimized.

- Ownership and revenue recycling should be determined in such a
way as to build on a base that already exists and that represents
fhe‘hesult of decades of public and private effort and investment,
trather,than.weakeh what exists in the belief that pay television
development will offset this weakening of Canadian broadcasting.
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.(fii)

AccordingTy,_Cable systems as such should not be allowed or
entodraged~to’participate in pay ‘television ownership, network
operation, programm1ng, or profits. Rather, cable systems should
be Tooked .on as de]1very systems interfacing with subscr1bers,-
and should be required to provide such_serv1ce‘(v1a a renta] of

" fac1]1t1es) to the pay te]eviSiOn author{ty In the longer-run,

f1ve to ten years, this' should be part of .a gradua] po1icy

.evo]ut1on which would lead to cab]e systems (and u]timate]y cable
-ana]pgues ‘such as fibre-optics based delivery systems) being .
'hégardéd«and‘regu]atéd essentially. under public utility provisions
- as common carriers for an increasing diversity of sfgna]s and
_services We strongly urge that the co- m1ng]1ng of carrier
‘respons1b111t1es -and ownersh1p/programm1ng responsibilities not be
'furthered or- perm1tted (part1cu1ar1y at the national network 1eve]),
-through e1ther d1rect or indirect ownership of a h01d1ng ‘company by

a consort1um of cab]e operators, since such a step might very well

"‘1-f jcomp]1cate future broadcast1ng/commun1cat1ons decisions beyond the'

. point ‘of solution.’

(i)

As a further step in the direction of holding the Tine on the.:

-pro]iferat1on of network1ng, we would urge that, if poss1b1e,
'dec1s1ons on a “s1ng1e gateway" for foreign. (1arge1y u.s.).

programming:v1a a satellite-link be deferred until the basic
outlines of a pay television policy become clear and that, if
possible, a nationa] pay television network and a national
approach to carriége of foreign,programming via the "single
gateway" be*integrated:as part of the same policy and within the
safie organizational structure.

The.question of financial aid and po]ﬁcy'encouragemeht for
Canadian prbgrémming‘production heeds to be looked at in the
brdadest possible perspective. UWe do not believe that pay
television alone, part1cu1ar1y in its early phases, would yield

A«s1qn1f1cant support for Canadian programm1ng production:

-3 -




" Indeed, 1f stra1ght commercial cr1ter1a predominate, any add1t1ona1

support in this. d1rect1on wou]d almost certa1n1y be more than

- offset by the add1t1ona1 promotion of Amer1can programm1ng over
“the commercial pay television network. Accordingly, it is

necessary to seek the.financial base for programming in a wider
area than pay television per se and to see that revenues are made

-available, not only for pay television production of its Canadian

programm1ng requ1rements, but also on an augmented basis for the

fother parts of the broadcasting/communications system (network

te1ev1s1on Tocal programm1ng, commun1ty channe111ng, and in-

~ theatre mot1on p1ctures)

i .~Conststeht with thefabove; any deVe1opment_of pay television

should be made subject, right from the start,.to significant

Canadian content requirements. If systems cannot build in .

- 1S1gnif1cant‘Canadian content right from the formative stages,

’ (v_ﬁ)

(viii)

te-then there is serious reason for considering. that deve]opment 6f

such a system should be d1scouraged

Any system thét is deveioped shou]d be conceived of as a national

:system, w1th prov1s1on for French and English programm1ng, and
with the maximum poss1b1e opportunity for regional part1c1pat1on,‘
“in pract1ce,_a national system should not be established unt11

its-extension across the country (rather than concentration in

“major.cities only).is a reasonable possibility.

Expehimenta1,technice] and\socia1/cu1ture11testgbeds for systems-
development and assessment should be established fairly early, in
a small-sized metropolitan area and under licensing and regu]atory

:cond1t1ons that would not lead to a Tong-term commitment on

ownersh1p and operat1on of the experimental system(s)

<Pr6visipns for pay\te1evisibn shdu1d_be examined by Parliament in
anmorder1y_fash10n,'f011owing the‘issuance of a 'government White
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Paper and the opportunity for broad public discussion and
consultation. A clear base for pay television, once it is to be
1ntroduced should exist in 1eg1s]at1on Such legislation m1ght
proceed by phases or stages, encompass1ng a number of "defensive" -

‘considerations (see above, a discussion. of "bootlegging" and.

acros$-tne-border provision of senvices) and.prdviding for the

- experimental test bed,'at_the start, and only going to a final

approach at a 1ater phase. We would also urge that any provision,
in-law, bear1ng on pay te]ev1s1on be 1ntegrated in a broader

;process of reassessment and reformu]at1on of the. Broadcast1ng Act ..
pand re]ated 1eg1s1at1on in the commun1cat1ons and cultural
‘4deve1opment areas ' ‘ ' :

“c) A POSSIBLE MODEL FOR THE 1980'S AND BEYOND

In 1ine‘With«the=aboveg,the following outline of parts of.an

»appnoaeh to pay teievision;_in the context of wider development of
~ broadcasting and communications. in the public interest, is. offered as

one poss1b1e approach Here we.are: d1scuss1ng a post—exper1menta1 phase

(i)

()

. should retain majority ownership (60%).. Provisions might be made

(start1ng in the ear1y 1980 s).

Aupay te]evisipn authprity should. be esfablished either as an

. independent‘public agency or as a consortium,of public and
_private over-the- ~aip. broadcasters.

1 In either approach a

d1st1nct1on should be ma1nta1ned between the programm1ng funct1on

"~ of- the pay te1ev151on author1ty and cab1e or other d15tr1but1on of

the S1gna1

In»the.brpadcastfconsortium model;_the~pub]ic1y;pwned‘broadcasters

- to allow for part1c1pat1on by prov1nc1a1 broadcast1ng/commun1cat1ons _

bod1es (e.qg.,. educat1ona1 television) providing majority ownersh1p
rema1ns in the hands of CBC/Rad1o Canada or any future der1vat1ves
of CBC/Rad1o Canada.:
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(114)

tiv)

(vi) .

If the consort1um a1ternat1ve is adopted, actual adm1n1strat1on _
of the’ pay ‘television author1ty should be engaged in by execut1ves

~ of .the author1ty who are not otherw1se emp]oyees of any of 1ts
; const1tuent organ1zat1ons ‘

For the first five years of post-experimental operation, profits

to'the system should be restricted to not more than ten percent of

;revenues per year. After the first five years, as the. system

matures, the - prof1t restriction shou1d be per1od1ca11y reassessed

After servicing of'debt,vsystem development, and system operating

~charges, the first charge against revenues of the pay te]ev1s1on

authority should be the f1nanc1a1 support of Canad1an product1on

- for the system. D1fferences between revenues and costs of

deve1op1ng and operat1ng the system (1nc1ud1ng regu1ated profits)
should be channelled directly into a Media Development Fund (see:
beTow). "A significant proportion of these funds should be used

~for purchase of programs from 1ndependent Canad1an product1on
-‘houses for broadcast television.

The.pay te1evisiOn'authority shou]d*be'respons151e_foré

(1) networking of pay television in Canada and arrangements for
local distribution via cable, over-the a1r, or by other
'"techn1ca1 delivery systems, N '

(2)  arrangements with Tocal delivery systems on a rental-of-

facility basis (e.g., rental of cable channel), payment for,

'; and ‘ownership of, ‘any necessary hardware specifically related

to pay te1ev1s1on or subscr1pt1on te1ev1s1on,

- (3) comm1ss1on1ng of Canadian programm1ng for the  pay telev1s1on

network

'(4) acqu1s1t1on of any fore1gn programm1ng for the pay television

- network;
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~(oii)_

(viti)

(5) Any after-sales of Canadian material produced for the

3Canadian pay television authority (e.g., sales, after
exhibition on Canadian pay television, to Canadian broadcast
television services; sales for Canad1an or foreign theatrical”
exhibition; sales to foreign television networks or stations
‘ 1nc1ud1ng fore1gn pay television systems).

A schedule for Canadian content on the pay television network

‘should be developed and implemented via'CRTC regulations, as a

result of comb1n1ng Canadian product1on criteria and percentage-

f of—revenue criteria.  For examp]e gu1de11nes m1ght be deve]oped

a]ong the fo]]oW1ng lines:

"(1) Canad1an content requ1rements2 (as percentage of hours of

first-cycle- -per-week programming totals): by end of first
post-exper1menta1 year of pay television, thirty percent,
rising by five percentage points per year; target for end of
fifth year, fifty percent. Some formula, similar to that
“used in def1n1ng the nat1ona11ty of recorded music, should.
be devised in. order to arrive at a definition of Canadian
.~;~-content This. formula should. be stringent enough to guard .
o aga1nst the mere transp]ant1ng of Amer1can product1ons

.(2)4'As a percentage of total revenue devoted to Canadian’

~.-product1on @ minimum :6f twenty-one percent in the first
year, rising by at least three percentage points per year to
a minimum of. thirty-three percent at the end of five years,
or to such a higher figure as may be’ requ1red to meet the
..criteria for percentage of programm1ng :

(3) Depend1ng on availability and proaected development of"

- facilities, provisiona] guidelines might be established as
regards targets for in- house‘(or constituent in-house).
:Canad1an production vis-a-vis production commissioned. by the
pay te1ev1s1on author1ty from. 1ndependent Canadian nroducers;

Role ot the cab1e distribution.industry the‘pay television
network shou1d not be established by the cab]e te]ev1s1on

__d1str1but1on 1ndustry “Provision should be made requ1r1nq cab]e
‘ compan1es to ‘provide one pay te1ev1s1on channe] (or two - 1f this :
s necessary for Enlish and French serv1ce) via cab]e systems,

through renta] to the pay television authorwty
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(iX)

(1) Rental should be based on a formula derived from the costs of:
the service plus a profit margin to be determined, subject to
- statistical ver1f1cat1on aga1nst systems mode]s for cities of-

: .comparab]e size.

(2) Costs of the system could 1nc1ude 1nsta11at1on, serv1c1ng,
local distribution of program information material, and -
collection and forwarding of subscriber fees to the pay :
television authority. Cable operators should neither pay for

“nor own equipmént directly associated with pay television. '
- Such equipment should be provided by, and owned by, the pay"
- television:authority, and the cable systems should act as
.agents.. of the author1ty in 1nsta111ng and servicing such
'equ1pment

In the, process of this investigation, 1t became evident that the

"expansion and 1mprovement of both Canad1an product1on and Canad1an'

broadcasting demands a f1nanc1a1 base substant1a11y greater than

that which pay television alone can provide. In order to address

this pr1or1ty, therefore, ‘we recommend that the principle of

- "those who benef1t sha]l pay" be extended to a]] _cable compan1es

| 'and the1r subscr1bers, through a direct tap on cab]e systems and

the1r subscr1bers

 Revenues for the Nedia Development Fund should be derived from:

(a) a $10 aVerage surcharge levied directly on all cable
television subscr1bers,

(b) a-tax. of five percent of cab]e te1ev1s1on revenues,

'(c) the surp]us of revenues from pay te]ev1s1on ‘on 1ntroduct1on'

of the service.

Poss1b1e a11ocat1ons of the revenues from such -a fund are as

~'.f0110ws 3 _ . |
. _ . Variant A.  Variant B
Recycle to Canadian production '

~_on "free television® - 304 - 60%
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Variant A - Variant B

- Support further development of
local commun1ty channel
programiing (added to existing o
cable company commitments) C20% C 10%

Additional funds to Canadian Film
Development Corporation for
Canadian producer's f11m __ ‘ ‘
productlon o . : L 30% 30%

- "Seed money" fund. (analogous to
Canada Council grants) for
innovative television and film - .
-~ production " 20% - 10%

(x) To the extent that is feasible, the nation-wide. distribution
system shou]d make use of the Canad1an domest1c sate111te system.'

_and the Trans Canada Te]ephone System

C(xi) If possib]e ovét—the aif provision of pay television should be
’ prov1ded where cable d1str1but1on facilities are not readily
available or if over-the air can be provided to a- S1gn1f1cant
total audience in a given area at costs competitive, or near-
competitive, with distribution via cable. '

(xii)- Partitu]ar1y§ih theaexperimenta1.ptogram, the development of pay
~ television should take into account the possibility of introduction
of funct1on1ng fibre-optics systems by the. 1atter part of the '
- 1980's. :

(xiii) 'If'a single-gateway approach toward imported broadcasting is
developed nation-wide (involving rental of programming and
A.stripping of foteign'commercia]s forttep1acement by Canadian'
commerc1a1s), ‘consideration should be given for operat1on of th1s
system by the pay television authority (as a parallel system,
provided free over-the-air or cable distribution, rather than as
_an additiona]‘9subsgriber4pays" service). A proportion of
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'revenues‘from the ”singie gateway" should be added to revenues
| from pay and from cable for recycling into media development.

(xiv) The necyc1ing of funds for Canadian- programming on " Free-TV" should

be govenned~by a body independent of CBC and the private networks.
. In general, we would propose that these funds be distributed to
' CBC.and‘pnivate_bnoadcastens on a sixty-forty percent ratio.
Funds so a11dcated should be used exclusively to supplement
:ex1st1ng expend1tune on -Canadian product1on on “fnee" television,
- oon the basis (each year). of a formula der1v1ng from the average
of what was otherw1se budgeted by CBC, CTV, etc., for Canad1an
'-_product1on during the previous three years (i.e., CBC, pr1vate
,bnoadcasters, etc., would have to allocate to Canadian production
~an amount equa1 to the average expend1ture by each.for the
previous three years before nece1v1ng add1t1ona1 funds from the
'"free" TV fund ment1oned above)

‘ The d1scuss1ons and investigations. of the past year, focusing on
pay te1ev1s1on,_can on]y be regarded as pne11m1nany to a much more
-intensive process of analysis and po11cy making. We are on the brink of.
maJor dec1s1ons about the role and structure of communications in Canada's
future and it 1s only by chance that the pay te]evis1on issue has emenged
as a foca] p01nt of debate as we enter this new era.

~Almost a ha]f—centuny ago, the Canadian Radio League was'founded
“because a fewiconcerned jndividua]s‘nad_the'foresight.to-envision
broadcasting as central to the evolution of Canadian society and culture.
Nothing that has occurred in the intervening period modifies these |
fundamenta] concerns, but much has occurred to obscure them It is
necessary, as. we enter the "fourth phase"3 in the evolution of Canadian
Jbroadcast1ng/commun1cat1ons, that this fundamental. perspect1ve be
_ art1cu1ated more clearly, and that conclusions. ar1s1ng from it be
_1ntegrated more effect1ve1y to day -to-day po11cy dec1s1ons
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No responsible body has argued that pay television decisions
should be' taken in an‘ad hoc fashion that would seem to obscure further -
‘the public interest assumpt1ons that underlie our. nat1ona1 commun1cat1ons
p011cy But the debate, thus far, has shown the d1ff1cu1t1es in
1suff1c1ent1y c]ar1fy1ng issues and opt1ons to a]]ow for emergence of a _
po11cy based on the public interest and on an 1ntegrated view of the
present cond1t1ons and future poss1b111t1es for communications in Canada.
This study has attempted to make a contr1but1on to the shaping of such
policies. But what is really required is a much broader, and more
intensive rethinking and neintegration of communications policy and
objectives The policy statementS‘and pub]ic'debates of the last year, -

dea11ng w1th pay te]ev1s1on and other 1ssues, prov1de some encouragement.

'to the be11ef that such a recons1derat1on will not. 1ong be de1ayed
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ENDNOTES

'In the op1n10n of this study group, the model of an 1ndependent
public authority would be most consistent with the Canadian
Broadcasting. League S pr1nc1p1es and obgect1ves

It should be noted that "made-in-Canada" does not necessarily fu1f11

a criterion of Canadian content. We considered including a
requirement that in order to qualify as Canadian content a certain
percentage of material shown on the pay network had to be recognizably
Canadian in theme, but considered that that cure was worse than the
‘disease. We remain concerned; however, that American product1ons are
not s1mp1y transferred to Canad1an shooting Tocations. ‘

Hypothes1zed projections of revenues available for Canadian production
by tapping cable revenues and subscription fees. Projections are made
on the basis of cable statistics available to March 1976, at which

- time there: were: approx1mate1y 2.9 million cable subscr1bers yielding

approx1mate1y $130 m1111on in annual revenues.

, » " Variant A - Variant B
(A1 estimates are $ millions) -~
Recycle to "free" TV - $10.6 - -$ 21.3
~ For community cable’ 7.0 ‘ 3.5
CFDC - additional: funds 10.6 - 10.6
-‘“Seed money" fund 7.1 3.5

'..wThe f1rst three phases kadio;_televisioﬁ; cable.
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.Appendik "B"_

PAY TELEVISION PENETRATION WITH A PER—CHANNEL CONFIGURATION

:a) Introductlon

Data from 131 American cable systems with a per-channel pay tele-
vision serv1ce were analysed for purposes of establlshlng relatlonshlps
betWeen progected pay cable penetration and the follow1ng Varlables-

-ex1st1ng cable penetratlon, _
© =numbex ‘of regular broadcast s1gnals already avallablep
.—slze of the cable system; ' .
-rate charged for pay—TV,
_:~type of programmlng package offered..

Most ‘of the systems analysed had ‘been in operatlon for at least

" four months, excludlng "preview" perlods. - For those systems whlch had
p

not been in: operatlon for four months, a "dummy varlable“ was created

‘to control for_the effects of a presumed.lower degree of penetration due

to the newness, of the system. The-"type‘of programming" was‘evaluated

-accordlng to which d1str1butlon company supplled the programming to the

“local system. Some dlstrlbutlon companles did not service a sufflclently _

large number of cable systems to .warrant. separate analysls Those dis-.

: tributors Whlch were analysed separately weres:

- mHome Box Office (H B.0.):
-—TeleMatlon Program Serv1ces (T P.s. ),1
" -Optical (100) Systems; -
-Pay-TV Services . (PTV),
,—Clnemerlca (Cln),<

-Best v1s1on (Best) .

b) Summary of Findings

" Basically, the relationships discovered were as follows:

1) a very strong negative relationship between existing cable
penetratlon and pay cable penetration was found;

2) no deflnlte effects were found to be attrlbutable to the rate
o charged for pay cable. ' A lower rate did not imply better
'penetration; ' : - :
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3) the size of the cable system had a slightly negatlve effect
: ‘upon penetratlon rates;

4) ‘pay telev1s1on_penetratlon rates increased slightly when there
'~ was a greater number of off-air television signals already
‘available on the cable system;

5) a slight difference between penetration rates for systems over
- four months old and those under four months old (the four-
month figure excludes “preview" time) was observed, but per-
haps was not as great as would be expected.

¢) Sources Used

. Data concerning pay cable penetration; basic cable penetration

rates,'number'of subscribers for systems and whether or not the system

had been in operatlon for four months, were obtalned from the Paul Kagan

_Pay-TV newsletter (February, l976) Data, concern1ng the number of sig-

nals - avallable on each cable- system were obtalned from the TeleV1s1on

Factbook (l976), Serv1ces Volume.

4) - Detailed Regression Equations and Results

Wlth all of the varlables in the equatlon, the use of a 1east—

:squares regresslon procedure ylelded the folloW1ng results

- Pay penetration = = .34824 - .4095 C + 0112 R - 0000025 S + .0090 N,

where: C
R is the pay cable rate in dollars

S is the number of subscribers in the system3
N

is the number of off-air slgnals avallable on
the cable system.

In addition to the above " the predlcted value‘of pay.penetration ‘
would be reduced by .0559 if the system were less than four.
months old. : .

The coefflclent of determlnatlon (R ) of the above equation, w1th

respect to the data available, was .34091. The relative 1mportance of

each of the varlables in the equation is 1nd1cated by the "standardlzed

'regresslon coefflclents" (betas) llsted below in Table v.

~B2~

is the basic cable penetration rate (as a fractlon)



Table V: Relative Importance of Variables
‘in Prediction Pay-TV Penetration

Variabie o . (beta) - - p(d)

‘Cable penetration = - ~.54492 49.46%%x
| Age of system( i) .. -.13418 - - 3,09%
| Rate for pay cable . . . - .09681 . .1.56

No. of cable sub's - - =.21231° C o 7.15%%

Nc.-of~off-air signals - .15347 . 3.69%

(i) The use of an F statistic and the. treatment of the data
. t'chosen as a "sampllng" problem may -be dlsputable. Sig-
T nlflcance levels a55001ated w1th the. F—statlstlcs are

*p 4 .10
| % P _4;5,01-
Cw%k P £ 001

] (ii)" I.e., whether or not the system is four months old.

1'*nclu51on of separate variables to account for dlfferent dlstrlbu— .

tlon companles (1 e,, different programming packages) 1ncreased the pre-

1d10t10n~accuracy of the equatlon to yield an R2 (coeffiCLenL of determ1n~_
:atlon) value of 42202.. The effect ‘of each of the tested companles on

" the expected penetratlon rate was as follows '

Table VI: Programming Effects

Company " _ pld)

- Home Box Office - © 1 .0248
TeleMation ' - .0825°
Cinemerica - .. =,0812.
Optical 100 . .-.0885
Pay-TV. Sexrvices ' .2065

Bestvision _ .1215

(1) "b" in this. case tepreseﬁts the predicted
*  change-in penetration rate‘attributable'td
a particular distribution company.

.
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As with.some of the other_Variables, it must be emphasized that
this "programming influence" may in fact be attributable.to other unana;
lysed factors rather than the intrinsic merits. (oxr lack thereof) of a
particular company's package in attracting Viewers._ For example, some

companies operate in specific geographic areas which might have differ—
i‘ent population (demographic) characteristics than those found across
Aallcsystems in general.  Directly comparable data were not available
A concerning such items as: . 1) total population of centres the cable
Asystems were serVing (cable system size prOVides only a rough indication
of the same) ; 2) proportion of colour television sets; 3) age charac—
teristics of population in'service area; and 5)-‘sex distribution of
population in service area. It would be expected that theseivariables
would haVé_a significant influence‘on the penetration rates of pay
‘television;.in addition to those influences already discovered by var-

iables accounted for in the equations used.

e)m-Discussion _ ‘ »

The observed decrease in pay penetration in conjunction with in-‘
.Creases in the overall cable penetration rate is consistent with findings
~of other studies, including-

(1) . Stanford Research Institute, "Analys1s of Consumer
. Demand for Pay Television", Report prepared for .
O0.T.P., May 1975. o

(Z)f‘Burns and Fry, Ltd., "Investment Notes: Pay-TV in
. - Canada",. Report dated 24 June 1976.

The relationship:is substantial, and has important implications for
any projected pay teleﬁision penetration rates in Canada..

» The lack of a definite relationship between the rate charged and

the penetration rate is an interesting finding. The observed range of
prices:for pay—TV ranged from roughly $6.00 to‘$10.00 per month (with a
few systemsrcharcingvcloser to $4.00). Controlling statistically for
the<effects of different program content packages (at least in terms of
the distribution company used) , the expected negative relationship between
price_and penetrationv(i.e., as price increases, penetration drops) was
found,ngt to hold. - While other  variables (e.g.;rdemographic conposition
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'oprOpulations served by different cable systems, which might, for ex-

. ample,'affect pricing policy in the first place)-might be masking a real

influence, the tentatlve concluslon seems ‘to be that w1th1n the range of
prices offered, and among those people willing to subscribe to pay cable,
the demand for service is not very Drlce sensltlve

rhe '5.59% differentlalcbetween-newer and older systems might suggest
that‘pay penetration rates will not increase as substantially over. time

as the penetratlon rates of bas1c cable (after an 1n1t1al penetratlon has .

'h been achieved). . Thls extrapolatlon is problematic, though, glven the

‘fact that most pay systems have been in operatlon for under elghteen

months, and data concernlng long—term trends are simply not therefore

s avallable°

'I'he flndlng that pay television penetratlon increased when there

was a greater number of off-air slgnals avallable was somewhat at variance

w1th the expected result, but. not ‘(as in the case of the relatlonshlp

between .pay cable rates and penetratlon) completely beyond satlsfactory

.explanatlon“ A more sophlstlcated audlence, or a: wealthler audlence 1n
those -areas whlch already have a large number of telev1slon slgnals, m1ght

" in some way explaln th1s relatlonshlp, although any such formulatlon must

be regarded as tentatlve pendlng further research

£) 'Extrapolation to the Canadian Situation
(i) Predlctlng ‘Canadian Penetratlonx Some Problems
‘The average overall cable penetratlon in the American cable systems

studled was 45?63. The average pay penetration (relative to cable sub-

scribers) was 24. l%. While there were a number of U, S;'cable'syStems

'experlenc1ng ‘cable’ penetratlon rates close to those. experlenced by many.

systems in Canada, the tendency of penetratlon rates to- be lower in the

-’Unlted States, especially for large—s1ze systems, raises some particular’

problems with - respect to the use of American data to pro;ect estlmates-
for Canada. Even w1th1n the range of experlences represented by the U.S.
data, wide variances in pay penetratlon rates. among systems make it

difficult to predict accurately_cable penetration without: further data.
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In general, those systems which were known to employ a "negative option"
marketing technique were deleted from the analysie. " ("Negative option"
means that cable subscrlbers are given pay=-TV and ‘billed for it unless
they spec1flcally request not to have it.) These technlques, while
raising penetratlon, are(not.llkely to be acceptahle in Cahada. The
pessible"inclusion in the U.S. data of one or more systems (whose exact
status couid,not be determined) which employ such an option might raise’
'elightly, although-perhaps not to a noticeable degree, the predicted
‘penetration rates for Canadian:eystems.

It cannot be overemphasxzed that predlctlons for the Canadian
experlence, where higher basic cable penetration rates are the norm, can
only be‘v1ewed as' an extremely approx1mate process failing the availa-
 bility of data direetly,reiated to Canada.

‘(ii) Equations Used

‘ As previcusly discussed, the rate charged for pay cable can be said
to contribute poorly to. a predlctlon of pay cable penetratlon rates.
Basic cable rate was therefore dropped as a varlable from the predictor
-equatlon. ‘Also, the number of cable subscribers was»regarded as particu-
larly problematic in that U.S. data tended not to inciude large cable
systems‘(over'lOO'OOO homes‘passed) with penetratioh rates-of‘better than
" 50% (in fact, no U.S. system in the sample employed had over 100, , 000
subscrlbers,'although many approached that figure) . Toronto, on the other

hand, has two cable systems w1th over 100 000 subscribers..

_Two relatlonshlps which seem to be useful in extrapolatlon are that )

of the decrease 1n:paynpenetratlon as basxc-cable penetration increases,
and the slight. increase in pay penetration as the number of off-air sig-
nals inereases, An equation for the U.S. data expressing: this relation-

ship ‘is given in Tahle VII.

‘Table VII: Basic Penetration Prediction Equation (Equation’ 1)

Pay penetration = .38791 - .4106 (cP) +. 00826 (sigs) (*
. ‘2' N

(R" = 2938) where CP is ba51c cable penetratlon

(i) Slgs is the number of 51gnals (off-air) on the cable
. system. o -
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The use of thlS equatlon for Canadlan pro;ectlons would result in

'ant1c1pated penetratlon rates for: selected major centres as shown 1n

. Table VIII.

Table VIII:

Projected Pay Cable Penetration for

Halifax

(i) Source: -

BBM Audience Survey, Winter 1975- =6,

(ii)" Assuming both. Engllsh and French service available. Penetra-
tion projections are partlcularly problematic for French
Canadian population in that it displays characteristics
different from those of English populatlon (e g-. ;n terms

' of basic cable penetration rates). ‘ S

Selected Major Canadian Cities
) ’EXiStihé Ca?l? gzén:§eTv _ Pro;ected
Centre ‘Penetratlon (% ) ~ on Cable Pay Pen (%)
ottawa e . 11 ~19.95
.Toronto e'ésf o | ' ' 14 22.43
London_ g S 12 14.62
Vancouver 79 ' ' e> 'v8 | 12.96
| Montrear 1) - 37. - 10 31.85
Trois Rivieres(ii) 64 - 10 20.77
56 6 20.75

Because of the tendency for American cable systems to have lower

_penetration rates, it was felt that the linear relationship between cable

penetration and pay penetration might not adequately reflect a possible

reverse tendency at the upper end of the basic cable penetration spectrum

~~-that is, a tendency for pey ceble penetration rates to "level off"

rather than continue to decline as basic cable penetration increases over

the 50% mark. This was tested--again within the range of available U.S.

data--by the construction of a more sophisticated (polynomial) equation

tq.éxprese the relationship between cable penetration and pay penetration.

A‘third'degree equaﬁion was derived as follows:
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Bquation 2: - Pay penetration = .44183 + .17076 C - 1.78277 C° 4 1.33118 C
..[{2 - 3151@] where C 1is the basic cable §enetration

Elimination of the flrst ne. term ‘did not substantlally alter the predlc-

. tlve power . of the equatlon.

2

'ﬁquatien-B: VPay penetration = ,46723 - 1.4628 C” + 1.154 C3

[: .. .31476] -

: The lntroductlon of-. the varlable "number of" slgnals" lncreased ‘the co-
‘efficient of determlnatlon ‘to .33950. The resultant equation was:.

Equation 4: Pay penetration = .38166 ~ 1.5757 C2.+‘l.2552 C3 + .0094‘Sigsv

'][éz - .3395é] ' where C is the basic cable penetration

vSigs'is the nﬁmber of off4air signals on cable systems.

' Equatlon 4 has a slightly better predlctlve power than that presented pre—l

VlOusly (Equatlon 1). - Unfortunately, this new equatlon suggests that
rather than levelllng off, the effect of increased regular cable penetra—
tron on pay penetratlon_becomes more_substantlal asvbaslc cable-penetra—
tion exeeeas‘SO%. 'Commnnities with basic cable penetration rates of
between 70 and 80% (not atyplcal of Canada) would expect pay penetratlon

rates in the erder.of 10 tOVZOG- The lmpact of Equatlon 4 on pronectlons

for pay cable penetration for selected major Canadian cities is detalled

in Table IX.

g) Canadian Pr03ectlons

If programming slmllar to that found on U.S. pay cable systems is.
provided in Canada, pay cable penetratlon‘ln,most Canadlan cities is o
likely_tq_be about ten percent of the total number of houses passed. Ex-

éept-in cities with below average cable penetration rates, pay cable

" penetration is likely to be less than twenty percent in Canada, pending

long term developments which might change this trend.. Some projections.

are outlined in.the table below.
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Table IX: ' Pay-Cable Penetration Predictions for

‘Selected Major Canadian Cities

S 'Projection as S
Projected Pay = a Percentage of Comparative
Centre Penetration. (%) Homes Passed | Projection(l)
Ottawa . 1s5.12 10.28. 19.95
Toronto' C 17.94 1219 22,43
London - 12.67 o 10.51 ‘ 14.62
Vancouver - 9,23 - 0 7.29 S 12,96
Montreal . 32.34 11.96 . 31.85
Trois Rividres - 15.93 | 110.20 ‘ . 20.77
- Hallfax ~ ©16.43 - 9.20 | 20.75.
(1) Us;ng a simple linear relationship, generally more optlmlstlc,-
" as detalled in Tables VI and VII.

Progectlons are extremely dlfflcult in that the Canadlan 51tuatlon

. is dlfferent because of:

p0551ble dlfferent styles of programmlng to- be offered on

- Canadlan pay-TV, even one which relies heav1ly on U.S. 1mporte;-

2

- 3)

tendency for® basic cable penetratlon rates to be 51gnif1cantly '
higher in Canada than in the U.s.;

a dlfferent orlentatxon people mlght have to cable service in
general (as a necessary rather than dlscretlonary serv1ce) in
Canada,

‘dlfferent size of systems (Canada has a number of cable systems‘

which exceed the maximum size of systems reported in the 131~.
system U.S. sample from which extrapolatlons were made).

Pendlng the avallablllty of uniquely Canadian data, p0551bly from

the limited-scale introduction of pay television experimentation, it is

unlikely any prqjeetidn_couid make a claim of hiéh prediction accuracy.
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Table X: Detailed Penetration Projection for English Canada:

city - ..~ Projection

(iii) Excludes Hull,

Toronto o . 145,217
" Hamilton 23,826
Vancouver . : 39,651
- sub~total .. 215,621
Winnipeg, Man. 29,629
Calgary,. Alta. 14,224
Edmonton,  Alta. 19,090
Victoria, B.C. - - 8,851
Kitchener, Ont. - 15,047
London, Ont;(iii) 13,453
Ottawa, Ont. 29,335
- Guelph, Ont. 12,182
Kingston, Ont. - 4,582
Peterborough, Ont. - 2,945
Sarnia, Ont. : - 3,552 .
North Bay, Ont. 1,447
St. Catherines- S
| .~ Welland, Ont. 8,523
* Thunder Bay, Ont. 4,065
. St. John, N.B. . 4,569
Halifax, N.S. - - 7,180
o 384,296
(1) Using Equation 1, p.
(ii) Using Equation 2, p.
: Quebec.

g

T : - Total

(1) projection #2) gupscribers

116,081 647,308

17,652 124,550

28,243 305,900

167,484 1,077,758

. 23,569 137,274

19,569 97,500

15,120 92,000

8,050 81,108

10,304 84,000

11,654 92,000

22,216 147,000

3,076 19,961
4,686 14,200

2,084 18,600

2,721 17,793

1,552 4,488

. 8,883 - 23,500

. 2,607 26,375

4,574 16,000

. 5,687 _...34,600

303,836 2,006,340

6.
8.

Table XI: Cable‘Syéfems Excluded in Table IX

Cable systems éﬁer 6,000 subscribers: -

‘No. of systems - 19

Total no:. subscribers - 213,676

No. pay subscribers at avg. 19.15% penetration
“No. pay subscribers at avg. 15.14% penetration.

Calbe systems 1,000 - 6,000 subscribers:

No. of systems - 73

Total no. subscribers = 199,143

No. pay subscribers at avg. 19.15% penetration
No. pay subscribers at avg. 15.14% penetration

140,919. Cum.  total 425,215
32,356. cum. total 336,192

38,136.Cum. total 463,351
30,150.Cum. total 366,342
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(1)

'Table XII: Detailed Pay Penetration‘Projections for French Canada

.| city . . Projection #1 Projection #2  Total Subscribers.

Chicoutimi . 1,219 1,318 3,700
Quebec . 13,585 14,519 41,500
Sherbrooke 5,435 4,570 24,759
Montreal'® © 59,106 ‘59,628 295,000
Trois Riviéres © 3,532 2,759 16,900
{Hull 4,544 3,196 26,000
‘Shawinigan 1,807 1,381 9,500
89,228 87,371 417,359

(1) The use of projectiohs from the ‘U.S. experience may be
especially problematic for the French Canadian population.

(ii) Includes adjustment (downward) to account for proportlon of
i ~.~Montreal populatlon Whlch is not French speaklng. :

Table XIIIi‘.CableaSystems Excluded in Table XI

‘:Cabls systems,over 6,000 subscribers:

No. of systems -4
Total no. subscribers - 50,000

_ No pay subscrlbers at 21.38% avg. penetratlon - lO 689
Cum. total - 99, 918
No.~pay Subscrlbers at 20.93% penetratlon (proj. #2) - 10,467

Cable systems,l 000. - 6,000 subsc?ibers:

. No. -of systems - 28 :
Total no. subscrlbers - 58 447

No. pay .subscribers at 21. 38% avg. penetratlon - 12,495
Cum. total - 12 413

Cum. total - 97,838
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ENDNOTES

‘This distributor has since been bought out by Home Box Office.

A good reference text discussing regression analysis is E. Beals,

Statistics. for Economists. -Procedures were undertaken utilizing

the Statistical Package for the Social Sciences, version 6.02

 The low coefficient for. this variable reflects more the .fact tﬁat

average values for S were in the thousands and tens of thousands.
than it does the unimportance of the variable itself.

Source of total subscrlber flgures for Tables X - XIII is Matthews
" CATV: llst, June 1976. A \
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~Appendix "C"

'AUDIENCE IMPACT OF PAY TELEVISION

_ It is ax1omat1c that the impact of pay telev151on on existing tele-

vision audlences w1ll be dlfficult to determlne because of the lack of

sufficient data upon which generalizations could be based.. The experlence

of conventional teleV151on to date will not necessarlly repllcate 1tself -

_w1th the 1ntroductlon of pay teleV151on, this will be dlscussed in more‘

_ detall later.

'Pay teleVlSlon s lmpact will be a function of: A
“ 1) whether or not pay telev151on derives its v1ewers from those’
tho"would have been watchlng conventional television at the
same time; ' ' '
- 2) the proportlonate popularlty of payuTV (w1th respect to other
>>telev151on channels), |

3) . the penetration rate of pay television.

a) 3Iﬁpact'of Pay Television on Total Television Viewing Time

_yPresumably,:the total number of television channels available in

.some ‘way affects 'the average number of hours individuals spend watching

television.' Other factors which might be expected to produce an increase

. in total v1ew1ng time mlght include, for example, 1mprovements in recep~

tlon quallty (such as those brought about by cable television).

" An analy51s of television viewing hablts in .the thlrty-One largest

- anglophone cities ln Canada (as listed in Table XV) dld not necessarlly

confirm these assumptlons, however. Each,area»had»dlfferent television

service characteristics (cable penetration, number of commercial tele-

. vision'channels available, number of. "special or minority television
- services such as secondAlanguage'television and -educational television).

‘Analysis resulted in the provisional conclusion that. little measurable.

change in telev151on viewing time could be attrlbuted to the avallablllty,

of addltlonal telev151on channels. The results are. summarlzed in Table XIv.
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' Table XIV: Effects of Different Television Service Charactezci'sticsl

| Characteristic

1 Each addltlonal local
telev131on .signal

television signal
introdnction”of 2nd
language service
'Intfeduction of
educational service
Each 10% increase in
cable penetration

{ Each ‘additional distant.

Average weekly increase (decrease) in

viewing time attributable .to characteristic
" (contxolling for the. effects of such things

as population size of community)

.00088 hours

+:.0025 heurs

% L0017 heurs

+ ,0052 hours

- .0039 ‘hours

If treated as sample data, none of the above(relationships:were :

{statlstlcally significant (P> .05).

The -low correlatlons suggest.that television viewing time is not

'Very much a function of the number of "choices" available, eVen'if some .

of these choxces for a small proportion of the populatlon represent

'"51gn1f1cantly dlfferent services".

tlon of audlence that educatlonal or second language serv1ces receive

. . with respect to an average -commercial telev151on service, the 1mpact of

‘thesetserv1ces~on the total weekly viewing time averages appears to be,. -

pending.futther investigation, not very important.

. Far more imnortant,.for example, than the effect of additional

-"choice" is that of demographic characteristics:

of eighteen_to‘tWenty—four Years have been reported. to watch an average

of four hours per week ‘less than the average‘for'the‘total population,

.while individﬁals.sixtyffive Years of ageiand_older watch an average of

ten hours per week more than the entire population average of 24.87 hours. 2

-C2-
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Failing other indications, the conclusion at this stage must be that

the introduction of a.new television service, ‘even one which is "signifi-

cantly different", will do little to affect the average viewing time which

is devoted to the medium of home television. It can probably be assumed
that most of the Viewing time which is devoted to pay television will in

fact come from that time which already is spent. watching commercial tele~

-Vision. . Further investigation of this matter in an- experimental situation

may, however, be useful.

b) _Audience Distributions

Data available for purposes of constructing a model to isolate the
effects of additional teleVision services on the existing CBC and CTV net-
works and independent stations3 ‘was somewhat limited:_ Some agencies ‘

proved to be helpful in providing data, but.unfortunately Bureau of Broad-.

~cast Measurement (B.B. M. ) surveys are not available. to the general public.

Moreover, those_groups subscribing to the service are often under contrac-
tual obligations not to release data. Thus, the Canadian Radio-television
and Telecommunications Commission. was unwilling to supply us with histori-

cal audience data which we might have used .to complement .the 1976 data

and a limited set of historical observations already available to us.

There are, we feel, some"serious difficulties with the current
arrangements by which audience measurement is made. While the ‘results of
the industry-sponsored B.B. M.'s ‘are available to most private groups in

the broadcast environment 7— advertiSing agenCies,.for example, do not seem

~ to have difficulty obtaining them -- the lack of publicly available 'infor-

mation may argue in favour of the investigation of changes in the manner

in which the -federal telecommunications regulatory agency obtains its l
audience data. While a detailed analysis of this problem would be beyond
the purview-of this study, we cannot help but wonder whether an alternative
to the Bureau.of_Broadcast_Measurement's current system mightuprovide'an
impr0vement in terms of public-availability of data andvincreased fleki—

bility in terms of the questions which might be asked.
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Data readlly avallable for our use (for whlch we . did not make. a

commltment to withhold results) conslsted of . the followmng.

Hl);'B B.M. statlstlcs for 31 major anglophone metropolitan areas
" ¢ in Canada (defined 1n ‘BBM reports as. “C A." or "c, M A." areas)
Fall/winter 1975-6 Survey; R :

2). “A C. Nellson "November N.B.I." data for: eight Canadlan c1t1es
- . from- 1960 to 1974. A total of seventy" observatlons were
‘available. ' In the case of some c1ties, data were only avall-
. . able since 1971, so these data were mostly used in the form of-
-~ a more limited set of forty observations: from 1971 to 1974,
- thh presumably comparable 1975 observations added

3) B.B. M. statlstlcs for six major francophone metropolltan areas
“ln Canada. Fall/wmnter 1975—6 survey.~~' . : :

The c1t1es represented are shown in Table XV.

o - oy
Table. XV: cCanadian Cities Used in Sample"

@) Eight City Sample (Historical data 1971-1975)

} Hallfax o - . ;wlnnlpeg

: " Ottawa=Hull . - . .  Calgary
A . : . . . Toronto . Edmonton
R R Kitchener .. ... - Vancouver

(i) _Additlonal Clties Covered in 31—cxty Sample o

st John! s, N£ld. _:‘ Peterborough : l" . ITinmins

Sydney, N.S. © . Oshawa . Sault Ste. Marie |
. Moncton,"N.B. ‘Hamilton . Thunder Bay '
. Saint John, N.B. . St. Catherine's - Sarnia

‘Kingston S . Niagara Falls - Regina, Sask.
. Brantford . - Guelph - Saskatoon, ‘Sask.
. London , . Windsor - - . Lethbridge,. Alta.

North Bay .~ Sudbury - . . ‘Victoria, B.C.
(ii1) ;Francophone Cltxes.

_Chlcoutimanonqulere ©.  Trois Riviéres

Quebec City o . Shawinigan . .
Sherbrooke ' o

‘Montreal - ~ (Hull-Ottawa)




Modelling techniques. to isolate the effects of the'impact'of

additional telev151on 51gnals on v1ew1ng "habits make a number of

1)

2)

3)

'-assumptlons, 1nclud1ng-

reasonable homogeneity among the aggregate (total within a
given area) orientations (preferences) of audiences country-
wide (i.e., the "predictor" paramaters of number of"
competing signals, cable penetration and population of
community have a consistent effect Country-wide);

servxce provided 15 1dent1cal in content (especlally for the :;
sexvice for which audlence share predictions are being made,
but also in regards to a presumed s1m11ar1ty in "competlng

‘ slgnals" from city to cxty),

service. prov1ded is. 1dent1cal 1n avallablllty (technlcal

'quallty)

Certalnly, these assumptlons are not (and cannot) be fully met.

.AProblems with assumptlon 1 can be in part corrected by the 1nclu510n of

tests for “reglonal" preferences and the application of statistical

- controls.

.Assumptlon 2 holds more during prlme time (the most 1mportant,

‘audience-wise) , but_not"necessarily for otherﬂperiods_of~time, Finally,

some of ‘the problems with the violation of assumption 3 can be accounted.

and controlled for by differentiating between those cities which received

service via & local transmitter and thoseé which do not.

(i) Detailed Findings for CBC

Equations were derived from three different sources:

L

2)

3y

31-city sample for 1975/6;

‘8—c1ty sample, using all observatlons availahle (70, from
© 1961 to 1975);

8~city sample, using observations for which data available
for all 8 cities (i.e., 1971 to l975)

'The ba51c equatlon derlved from source 1 was as follows.
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‘Table XVI: CBC Audience Impact, 31l-city sample

Equatlon l.

Audlence share (%) = 31.033 - 6.009 L, - 1.310 D - 1.338 E4 + 2.232 Sec
+ 14.842 Ay + 1.066 Dup + .0272 CP - .0000084 Pop
3L - . : , ,
.6545 . L - = no. of:lodal signals (not incl. network

: duplicates). ‘
no. of distant signals (not incl. network

N
Rr2

D R
. ~dupllcates) .
Ed = no. of educational TV signals. i
'Sec = no. of second language (Fr.) signals.
A= dummy”varieble for "local signal. quality"
A A1=l if signal transmitted locally,
Al—O, if not.
" pup =‘dummy variable for whether or not network
E signal is duplicated by another receivable
(distant) signal. Dup=l if yes, Dup=0 if no.
CP = cable penetration, expressed as a percentage.

. Pop -population of area.

If treated as a problem amenable to the appllcatlon of statlstlcal
tests of 51gnlflcance, the related B (beta) ratlos, F-test results and
31gn1f1cance levels for the varlables in the equatlon of’ Table XVI ‘are

as follows-_AV‘

' Table XVII: sStatistics Relating to Table XVI

‘Predictor - - B (beta)- F B

L (# local signals) - =.5420 . 9.438. 4.005
D (# distant signals) . =.3029. 1.722 . -

Ed (# educational signals) -.0897 .1232 -

Sec (# 2nd language signals) .  +.1167 .5594 -—

Ay; (if local transmitter) . +.5111 . 5.523 £ .05
‘Dup . . , ~-.0576 . 21437 -

- Cable penetration , . 4.0817 .. - .1221 —
population -~ - . . - -.0408 © ' ..0612 - =
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- Because of low beta—welghts, all varlables except L, D, and Al were
dropped from the equatlon. A new set of factors to dlfferentlate Canadlan
c1t1es reglonally was introduced, although to maintain adequate sub—
'.samples only three d1v151ons were made: 1) Marltlmes, 2) - Ontario;

3) Prairies-~B.C. The resultant equatlon is shown in Table XVIII.

Table XVIII: Estimated CBC Audience Share (31 City Sample)

Equatlon 2:

CBC Audience Share. (%) = 36. 353 - 7. 589 L - 1. 835 D + 19. 297 Al
. . (- 6. 967 Pr - 7.603 Mt)

5

RS = .71755 L, D, Ai as per description, Table XVI
‘ '  Pr =1 if areaAin‘Prairies or B.C., O otherwise
. ME =1 if'area in Atlantic provinces, 0 otherwise
Predictor =~ B (betal F : P
L -.6845 . 32.09 = <.001
D " ¢ =.4242:° " 9.49 ' . <£.005
A - 4.6645 - 24.12 . <.001
Pr . ~-.2854 _ 5.46 = <.05

Mt - . -.2618 T 3.96.  <.10

This predicted 7.59% decreaSe in the CBC network's audience share
’might vary from community to community. Communities with a high degree-
of fragmentatlon mlght experlence less of a proportionate 1mpact from a
hypothetlcal "new local serv1ce", although 1f treated as- sample data, at
95% confldence this 1mpact would still be at least 4.86%. An attempt to,
' 1solate a pattern 1nd1cat1ng a decrease as existing fragmentation 1ncreases
for the 3l-c1ty sample. was not successful however, the inclusion of a
'quadratlc component Aimproved the prediction accuracy of the equation
~.negl1g1bly (from .64465 to .64570). Over the 3l-city set of observatlons,
then, the- predlcted 1mpact of a new local serv1ce would remain close to

7,59% regardless of the number of local 51gnals already existing.

e~



. The 7.59% figure was the highest one achieved; the use of other
data - produced results wh1ch were somewhat lower.r Other equations‘indi—
cated an average ‘3. to 4% decrease attrlbutable to additional local .

51gnals.

Table XIX: -Estimated CBC Audience Share (8 City Sample)

-;Equatlon 3¢ . . .
CBC Audience Share (ﬁ) = 41.5608 - 3.182 D - 2.735 L + 1.303 A,
A . . o - .8488 oth
- 2 :
R = 556996 where: D, L and A, as in Table XVI ‘
L o oth = "othar" - .educational, second language
- or dupllcate network signal
"Source: 8—c1ty sample, #2 (since 1961, 70 observa-
- tions). Because of an "equivalent" problem,
the use of this data. may not be as rellable
""as that from other samples.
Equatlon 4- . .
_CBC Audlence Share (%) = 36.8017 =- 4.101L-—2.410 D + 5.493 Al
R2 = .46463 ; Source:A 8-c1ty sample, #3 (51nce l97l 40 observa-
' tions). . . :

"'Por Equation 4 above, a slight improvement in prediction acouracy”
was aﬂhleved through the. use of a quadratlc equatlon (1 e., a 2nd degree
,equatlon ‘to account for the effects of a decrease in 1mpact as the amount

'of ex;stlng fragmentatlon lncreases). ‘The resultant equat;on was:

Equation 5: - _ .
CBC Audience Share (%) .= 50 1842 - 3.059 D - 9.05L + l 106 L2'- 1.37 oth
LTy : .
R = .,51233 . ~ where: D, L, Al and oth as above tables. '
'The'impactvof:an“additional.television-signal on existing CBC audi=-

ences'is,sh0wn‘in Table XX.
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Table XX: Impact of Additional Television
IR Signals on Existing CBC Audiences

" Local . Distant

IncreaSe"‘ _ ' ~ signal Signal Worst of
From: . To:. o Added (1) Added (2) (1), (2)

1 signal 2 signals - - 5.712% . =~ 3.06% - - 5.712%| -
.2 51gna1s ' 3 signals = - 3.540% - 3.06% - 3.54%.

3 signals = 4 signals - -~ 1.308% - 3.06% - 3.06%

N.B.: 1) Equation 5 does not account for decreases in the
‘ decrease which might mean some of the lower range
figures in column 1 might bé undervalued.

2)"The_impact‘of:additional distant signals added
appeared to be reasonab1y~constant.

3) 'Percentages refer to: proportlon of total v1ew1ng
time (across all stations).

f leen the results expressed 1n Equatlons 2, ‘4, and 5, a- tentatlve

~"conclus1on that the audience 1mpact of an addltlonal telev1s1on service

‘on CBC w1ll be in the order of . between 3 and 7% seems to be warranted.

ThlS 1mpact w111 decrease to a mlnlmum of about 3 to- 4% if the ex1st1ng
amount of fragmentatlon (1 e., in major centres) is large. Further
comments are ‘provided in the summary. ‘ ' ‘

(ii) Detailed Findings'for cTV

~ Analysis similar to that undertaken (above) for CBC was undertaken

with'respect to the impact of a hypothetical new television service on’

CTV. While "initial" audience values appeared to be higher, the incre-
mental impact of additional signals appeared also to be. hlgher (at least
in terms of _absolute percentages) for CTV. _ )

" The. follow1ng relatlonshlp represents the results of analysis under—
taken on the 31l-city sample (analogous to the findings of Equation 1 for.
cBC): | "
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Equatlon 6:

CTV Audlence Share (%) = 55:687 + 16.319 A

- 1.827 Oth

R? = .81073

1

- 6.985 L - 5.039 D

The 1ncluslon of a "second degree" term to account for possible

decreases in the" 1mpact of local sexvice as the degree. of fragmentatlon

expressed by the follow1ng relatlonshlp-v--

Equation 7:

‘ CTV Audlence Share (%)

:2‘_

'47 769 + 24.0 A

: already existing 1ncreases did not enhance the explanatory power of the
'above varlables. the new equatlon ‘had a coefficient of determlnatlon
E(R ) of .81078, not really much dlfferent from that of Equatlon 6.
vthe other hand, the 1ncremental 1mpact of dlstant signals did appear to

\decrease after the effect of the flrst dlstant slgnal ‘had been felt, as

2

- 11.02D # 1.03 D
- 5.305 L - 1.626 Oth

R = .85727 . .Ai~= whether or not signal available from localf_
= o . transmitter (if yes, Al 1; if no, fO)
L = no. of local signals" ' ‘
D' = no. of distant signals
Oth= no. of educational, dupllcate network and

second language signals

The 1mpact of an addltlonal teleV1SLon slgnal on ex1st1ng CTV

audlences 1s shown 1n Table XXI.

‘Table-xxI:_ Impact of Additional'Television

'Signals on Existing CTV Audiences

. Local Local
‘Increase Signal. ' Signal  ‘Worst of
From: ' To: - Added (1) Added (2) (1); (2)
1 signa1‘®) ' 2 signals -5.305% . -7.93% =7.93%
2 signals’ - 3 signals.  -5.305% ' -5.87% -7.93%
3 signals 4 signals 25.305% ~3.81% '~5.305%
(i) "signals" refers to commercial network television, each
additional. unduplicated network. Refer also to notes for
. Table XX. : ' :
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Similar results, w1th perhaps a slight reductlon in the projected
'lmpact of addltlonal teleVLSlon on CTV audlences, were obtained w1th the

data’ from the" 8-c1ty sample. See equatlons 2. and 3 in Table XVI.:

‘Table XXII:. Estimated CTV Audience Share (8 City Sample)

Egquation 8: : o :
TV Audlence Share (%) = 55.069 - 3.655 L = 4.255 D - 2.518 Oth
' Rz - '51438 Source: 8-city sample, Equatiqn 2 (see Table. XVI) _
R The use of this data may not be as '
' reliable as that. from other samples (e.g.,
Equation 3)
quatlon 9: : . .
cTv Audlence Share () = 64.60 - 4.909 L - 5.358 D - 2.05 Oth
2 Source: 8-city sample, Equation 3 (see Table XVI)

R"»:'f67285 40 observations from 1971 to 1975.

N.B.: ’For each of the 8 c1t1es, a local CTV transmltter was in
&operatlon. ' K - . :

If treated as a‘sample'preblem, the associated statistics

‘would be::

rVariabie. '~ Standard Error F - P
L 1.62 9.13  <.005
D : .843 40.35 <.001

Oth ' 1.02 - .~ 4.02  <.05

As with the case of the 31-city sample, the use of an additional
- variable to account for the ‘diminishing impact of each additional distant
.televmslon station as the total numbexr increases’ ylelded a sllghtly more

predlctlve equatlon, as shown in Table XXIII.

Equatlon 10:

. . . , )
CTV Audience Share(%) = 66.069 - 2.077 L - 13.300 D + l 36 D
- 2.439 Oth

R2 = 76005 Source: Same data as equation 9.
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Table XXIII: Impact of Additional Television
» Signals on Existing CTV Audiences

- B , Local . Distant
Increase _ - _ . Signal - Signal Worst of
From: .  To:. - Added (1) Added (2) (1), (2)
1 signal 2 .signals ~ =2.077% . -9.22% ~9.22%
2 signals '3 signals . =-2.077% . =-6.50%  =6.50%
3 signals . ~ 4 signals -2.077% ~3.78% -3.78%
4.signals ' 5 signals =2.077% -1.06% = -2.077%

Given the results expressed in Equations 7, 9, and 10, a tentative .

’conclu51on that the audlence 1mpact of an additional telev1s1on serv1ce~

on CTV w1ll be between . .2 and 7% appears to be supportable. The impact in

a centre w1th a hlgh degree of ex1st1ng fragmentatlon would appear to be

-.between 2 and 5%._
(1ii) Indepebdent~TeleVision Stations

. ‘The newness of - thlrd Engllsh-language telev151on services in some
4Canadlan cities made analy51s of the impact on them of addltlonal tele=
vision SLgnals dlfflcult. An equation with the 1ndependent station
audience share as the dependent variable and the number of distant and -
lbcal_signale.as'independent variables had a coefficient of determination~
of only .0500. . More important for.predicting audiences. appeared to be
the cable penetration rate.. Probably because of the use of‘UHF trans-
mitters.by.some efithe broadcasters, increased cable penetration sub=
stantially increased audience size. With population eize,'nnmber of local
signals, number of educational'siénais and cable penetration controlled
- for, the appearance of adaitional distant television signalsldid_seem to
"have an impact on audience'eize for independent television $tations or
networks;*but these results were inconclusive due to a low sample siée:
(IS'Citiesv 15 observations). "Distant" signals each appeared to take

:awayjabout,1{44 pergentage points from the "independent".audience'
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(important{ glven the low audlence size in the first place), but (if
treated as a- sampllng problem) none of the results were statlstlcally
>S1gn1flcant due to the small number of observations. However, the
equatlon from whlch the 1.44 figure was. derlved had a hlgh coefflclent

of determlnatlon ( 68)
~ (iv) Francophone Viewing Patterns

- Given the low number of observations (seven), any conclusions con-
'cerning'Frenoh-Canadian'viewing~patterns and the impact of additional
television must be even more tentative than those for the 1ndependent
telev1s10n operatlons. (I ‘treated as a sample problem, all of the
relatlonshlps below would fail to be statlstlcally s1gn1flcant -at the.

'~,Ql.level.) The cities in which observations were available uniformly :
- »had two French—languageftelevision services, although'sone only had theﬁ-
through'distant'signalsf Therefore, the impact of additional French-
'language'services on a French population could be tentatively analysed.'
Consrderlng only that portion of the populatlon which was French (in
Montreal and Ottawa—Hull there were s19n1flcant Engllsh populations whlch
| could have biased results. if included), the 1ndependent_effect (subject:
to further verification) of an additional local English signal appeared
to be a decline of 10.12 perdentage:poiutsgon_CBC French service, and

12,78 for TVA. - These results are tabulated in Table XXIV.

Table XXIV: Predicted Audience Share for CBC (French) and TVA

CBC—Freneh Audience.Share(l)

(%) = 71.211 - 10.48 A, - 10.122 LE - 3.822 DE

5 . e o : (7.93) 7 (3:78) - (2.04)
R = .727 - where‘A2 = whether or not there is a competlng
' " ' : duplicate CBC (distant) statlon,
if yes, A_=1l; if no, A =0
LE = no. of local English television stations
DE = no. of distant English'television stations

= 74.02 - 19.81 A_ - 12.78 LE - 4.15 DE -
= whether or not %here is a competlng dupllcate
TVA (dlstant) statlon

TVA Audlence Share(l) (%)
where A

(i) Among Frenchnspeaklng viewers’
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(c) -Summary and Proj;etions for Pay Television

, Tables XXV and XXVI present examples of the impact of a hypothetlcal
new telev151on serv1ce on audlence patterns in three Canadian cities for

existing CBC and CTV network audiences.

‘Table XXV: Impact of Hypothetical New Television
' - : Service on CBC Audiences | '

Decline . - Decline . Decline as
_ ) Proj. #1 . Proj, #2 - Existing Proportion of
City ~  .(Table XX) (Table xvi) - Share " Existing Share
Halifax ~  3.540 . . 7.59 28 12.6-27.1%
Kingston . 5.712 . 7.59 - 31 18.4-24.5%"
Toronto - = 3,06 - 0 -7.59 0 - - 16 19.1-47.4%

Table -XXVI: Impact of Hypothetlcal New Television
o . Service on.CTV Audiences

Decline Decline o .Decline as .
S Proj. i1 Proj. #2 . Existing Proportion. of
city . - (Table XXI) (Table XXIII) Share - Existing Share
Halifax - 5.87 . 6.50 49 . 12.0-13.3%
|Kingston' .~ 5.305 -+ " 3.78 © - 17 . 22.2-31.2%
Toronto - 5.305° 12.077 20 10.4-26.5% .

In general, the projections are "worst .case™ with respect to con-

. ventional television brqadcastind. That_is,'they plot the impact of the

type of cenventional.television:most 1ikely.to do the most damage to
existing viewing audiences. . - .

. Extrapolatlng these. flndlngs to ‘pay telev151on cannot, of course,

5be done. ea51ly First, due to the nature of-pay telev1s1on (commer01a1— .

free and with a programmlng—mlx significantly different from other tele—

vision serv1ces), the use of the "worst case" progectlons would appear to

be more- than.approprlate.A They may, in fact, be extremely conservatlve.
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-Bearing in mind that the projected declines apply only to that prOportion
of the audience subscribing to pay. television, one would expect that, due
to. the lnterest in the particular programmlng offered (as 1ndicated by a
willlngness to. pay), the use of a model based on the introduction of tele~
'v1slon.freely avallable,to ‘anyone’ would produce estimates which would be

low. Peo le pa ing for a "per channel" option might well divert viewing
P y

'~~t1me more than they would have normally simply to "get what they paid

for". 'So we Tust conclude that in general ‘the audlence 1mpact pro:ectlon
when applled to pay. telev1510n, are somewhat conservatlve, there mnay 1n
fact be an 1mpact two or more ‘times:as strong as that projected (among pay
subscrlbers)

A . What- do these figures mean in terms of the projected pay television
penetratlon rates? "A reaSOnably stralght-forward method by which: the: .
.1mpact in terms of vmewermhours could be projected would be to:

l) calculate the average weekly loss per viewer by multlplylng

B the percentages arrived at in Tables XVi, XX, XXI and XXIII
~.by the average weekly v1ew1ng tlme (23 87 hours),

2) .calculate the number of viewers involved by multlplylng an
-estunated number_of v1ewers per SubScrlptlQn by:the projected
penetration of-payvtelevision (Appendix "Bﬁ)}

' 3). multiplying'the number of"viewers by the averagefloss per
viewer. \ . B ‘.‘ : .

This method was used on a city=by~city basis for Table XXVII (different
cities having not.only different penetration.estimates but also different
prOJected 1mpacts) | _ | ‘

How many v1ewers can be assumed to be in each pay television house—
hold'> Canadian Cablesystems et al., in a brlef to the canadian Radlo—
Atelev1smon and Telecommunlcatlons Commission dated May 16, l975 ("The
Opportunltles,,challenge and Approach?), use the~f1gure_of two adults per
:' subscription. This figure will;be used for the. following projections.

Using the penetration projections-from Appendix “B": the total number
of v1ewer*hours lost to the two networks (CBC,_CTV) for Toronto~Hamllton |

and Vancouver are as plotted in Table XXVII.
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Table XXVII: Conservative Estimates of~Weekly Viewer-Hour Loss
~for CBC and CTV in Toronto, Hamilton and. Vancouver

—emmmmeee CBCmmmmmmmmmms | e CTVm e
Decline - Decline Decline Decline
. Proj. #1 . Proj. #2 . Proj. #1 Proj. #2 A
city - - (Table XX).  (Table XVI) (Table XXI) - (Table XXIII)|
Toronto - 212,138 526,186 367,776 143,998
|Hamilton - - 34,806 86,332 - 60,342 . 23,624
Vancouver - 67,010 . 143,674 - 100,420 - _71,552
' 313,954 - 756,192 528,538 239,164

N.B.: 1)  All figures in viewer-hours per . week.

'2) Based on: (estimated pay penetfation) x (no. of viewers/.
S - subsqription) X (no. of hours lost per viewer)

3) Sources: Estimated,pay'penetxation - Appendix B

No. of vieWers/sﬁbscriptioni%.assumed to be two
(this figure may be' conservative)

.. No. of hours lost per viewer = 23, 87 (avg. v1ew1ng
‘total/week) x percentages as in. Tables XVI XX, XXI
and XXIITI.

Based on the‘follQWing penetration‘pfojectiens:

" Toronto (census metro. area) 145,217
“Hamilton " - ® " 23,826
Vancouver " L - 39,65L

In terms of pay teleVlSlon penetratlon progectlons, if pay televxsxon

:were oftered to all cable television systems in Engllsh Canada with a
Lésubscrlber llSt in excess of 6 000, the Toronto, Hamllton, Vancouver total

‘would represent approx1mately half of these systems. (see Appendlx B).

lFrench Canadlan penetratlon proyectlons would add approxlmately 20% to

} this flgure."

'd) Financial Impact

' The number of viewer-hours which will be lost in tbtal to CBC and

© CTV in Toronto, Hamllton and Vancouver have been calculated above in

{Table XXVII. Canadlan Cablesystems.et al. (brlef to CRTC, May 16,1975)
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have helpfully complled statistics pertaining to average television reve-
nues per viewing hour. They indicate, for the year 1974, an.average cost:
' per thousand viewers-for a 30-second spot addof $2.27. Based on nine
‘minutes of advertlslng per 'solid hour, the cost per viewer-hour is 4.1¢.
~Undoubtedly, this flgure has risen slightly (due to inflation) since l974.
;An examination: of- rates as indicated in Advertising Rates and Data (CARD) _
- and audience_figures as.indicated_in recent Bureau of Broadcast Measurement
.surveys, the cost per thousand of spot ads placed on the CTV network, the
‘fGlobal network and CBC (Metronet and natlonal) appears +to range. from $1 to
‘over $3, dependlng on the network and the program (With the exceptlon '
of Global, rates are often constant over certain prime time hours regardQ
:less of" whether or not the show is sllghtly more or less attractive.)
: It would appear reasonable, then, to use a flgure of between 4.1 and
4 5¢ per viewer hour, whlch is a simple. extension of the cost as calculated
1by Canadlan Cablesystems et al. to a pro;ected 1976 average.
B The total cost to broadcasters, based on 4. 5¢ per vlewer hour, would

be ‘as follows 1n Toronto, Hamllton,and Vancouver alone.

TablefXXVIIIé':Financial Impact Projections

e CBC-==m e | me—m—— CTVm e mem e e
Pro;. #l Proj. #2 - © 'Proj. #1 - Proj. #2'
No. of . oo » CL L _
| hrs. sk 313,138 756,192 528,538 239,164
Financial $732 '743. $l..‘769.4‘89 N $1'»236 779 $559, 644
impact 1 D&y /! . ’ s . X ’ R ‘ ’
(i)  Based on (no. Of hours) x (52 wks./yr:) x 4.5¢/hr.’

_TheSe figurss could'easily increase'as the degree of pay penetration
increases. If'all.cable sytems over.6 000 subscribers offered pay tele-
v1s1on, there would be a prOJected doubllng of the number of pay. subscrl-
bers for Toronto, Hamllton,and Vancouver. This would mean thdt on a
Canada~w1de bas1s, the figures in Table XXVIII would be doubled If

' cable systems of between 1,000 and 6,000 subscribers were included as.
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well, an additional 10% increase (with respect to the doubled figure) a
would be expected (although average loss: per viewer varies somewhat from

city to clty) Flnally, if French Canadlan cable systems were included,

‘another 20% increase would. be expected (agaln, w1th respect to the doubled '

figure). ,
" Using the same pay cable penetration projections as given in Tables

XXVII and XXVIII, a 15% fund for Canadian programming production (assuming

an $8 per month pay television fee) would result in revenues of $3,005,190

annually. Against this, however, might be balanced a loss of between
51, 292 000 (using the two lowest projections for CBC and CTV respectively)
and- $3,006, 268 (using the two highest projections). It should be relter-l

ated that these . projectlons may all tend to the conservatlve ‘side.

The ratio glven above ($3 million at 15% going directly into program -

broductlon‘versus $1-% to $3 million lost to broadcasters) will remain.
Vreasonably;constant regafdless of penetration rate assumptions. That is,
.even if. the penetratlon assumptions from which the total financial impactl
projections'are calculated are gtossly inaccurate; the ratio given'above
:(hetween 1:1 and 2-l) will tehd to~hold (with minor wvariations due to

the fact that dlfferent c1t1es will. have dlfferent projected impacts on

CBC and CTV audlences)
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1)

2)

3)

4

Source: BBM Reports.

 Sour¢é:. BBM Reports.

ENDNOTES

‘Pelevision Bureau of Canada, Television Basics 1974/5.

_In.this.case,leQbal in Ontario and a thixd (independent) television
' service in Winnipeg, Edmonton and Calgary. - :
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~Appendix "D"

ESTIMATED TOTAL CAPITAL AND OPERATING COSTS FOR
DIFFERENT PAY TELEVISION CONFIGURATIONS

Thevfigures projected here are approximations (using 1976 dollar .

values throughout) of the total capital costs.ianlVed-With different types

of pay television distribution systems. Definite-property (rental} costs

are excluded as being too variable to assess acoufetely without further

' ‘research (it is assumed that cable companles w1ll be capable of prov1d1ng
. ‘space for receptlon or playback equlpment for a rental fee of perhaps 1%

of revenues)

For purposes of estlmatlng capital equlpment ‘costs’ for descrambler

' and decoder equlpment, penetratlon projections used for the assumed

" number of subsorlbers for whom devices would have to be- avallable were

the lower projectlons in Appendix :1Y ‘for the first’ year of operation,

with 20% added for the seoond‘year. For decoder equipment, ‘the hlgher

flgures presented refer to a. Blonder-Tongue style configuration, while

the lower.ones refer to T.E.S. T.-style equipment. A full explanation of |
cost flgures used not ornly for descramblers but .also for other equipment .
is. contalned in notes at the end of - this appendix.

" A 30% figure was assumed for the cost of U.S..proéraMming; this
figure is consistent withlthe costs reported by U.S. systems. Although

_some cost-cutting may be achieved by monopsomy buying, since.U. S.. products

will tend to dominate alr—tlme (see Appendlx "B"), it was deemed best to
provide estimates that are slightly high to account for posslble increases

in royalty demands by U.S. producers. A reduction to 25% or less might

' be possible, but probably only if the rightsiof.Canadian‘programs'for U.s.

showing are bergained eqainst'reduced U.S. program costs. (For reasons .

’outllned in the text, thlS possibility was not considered to be hlghly
des:a.rable ) '
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a).

Toronto, Hamilton, Vancouver

Capital. Costs

Sub—total

‘Total Capital'Cost

Master‘studio“
: Microwave links (rental)
'.Piayback studio-Vancouver :
" video tapes 1' 7. |
3 scrambler/modulator packages @ 3, 000

. Decoder equlpment..

300,000
20,000

' $663,600

9,000
' $992,600

167 484 subscrlbers, upper estimate  $10.886 million

1ower estlmate

2 713 mlllion
$ 3 706 to Sll 879 mllllon

Aunual Depreclatlon Cost

Other equipment 5 yr. stralght line, $
‘ 12% 1nterest :
Revenue . - _ _
B I \ Ist Yéar‘i)_
. No. subscribers (avg.) - 83,742i

Decoders 3 yr. stralght line,
12% 1nterest

Total 1ncome ] $8/mo.

.263 mil

Subsequent years

$ 1.057 to 4.243 million

lion.

(il)

200,980 -

Avg. no, subscribers = Total number at end of year # 2

$8.039 million $19.29 million

Assuming. a 20% increase after lst’ year, representing approxlmate -

(id)
difference between "Optlmlstlc" and "pesslmlstlc" projections 1n
’Appendlx wge, o

Expenses ‘

1y
2

3)

" 1st Year

Master and playback studlo :
.technlcal stagfg (1) ~$ 136,000
Video tape replacement costs Co g
'~(four 1" tapes/wk: @ $60) I ~ 13,000
.Shipping costs for tapes . : o :
(rail express) . .. = ' .. 2,500

~D2~ -

"Operatlng, excludlng program purchase. Canadlan program fund.:

_ Subs

equent '

Years

'$ 13

S »i 1

6,000

3,000

2,500



el
<

S (d)

‘Expenses (continued)

_ Subsequent
lst Year ' Years
4) Program purchase admin. staff , . B ‘ :
© of 3 (foreign pgms . only) $ . 35,000 $ 35,000
©5) Billing costs $2. 20/subscr1ber , '
' per year ‘ - 368,464 442,156
. 6) Mlcrowave rental ) -'- ' QQ;OOO : 20,000
7 CommlsSlon to cable companles (2%) 160,780 385,800
8) Sales commission @ $10/sub. ' _1;9?4,840 :.6Q2;940
9) Discbhnedt'costs.; Assume 2.5%/ : o , '
month costing $6 each. 201,471 361, 764
. swb Total o . $2,612,055 51, 999 160
 Additional descrambler purchases in oo
year 2 (pro;ected) _ $ 542,600 to $2,177,000.

staff of 5 in maln studlo, 3 in playback studlo, plus superv;sor

for each.

'.SummarY“of Cdsts*e'.

SubSeQﬁentJ

. -¥ear 1 Years
Operating Expenses o $2,612,055 $1,999,160
Program expense (U.S.) (30% revenue).  2,412,000" 5,787,000
20% fund for Can. production 1,608,000 3,858,000
Depreciation (a) uppef: , . ( 4,506,000 ) ( 4,506,000:)
| (b) lower (1,320,000 ) ( 1,320,000 )
Total costs

Year 1 $7,952,055 to $11,138,055 depending on decoder

Subsequent Yeare

»N,B.:_

technology employed.

$12,964,160 to.$16,150,160, depending on decoder

technology employed. = (Extra decoder purchases,
" if not amortized, would bring this figure to-

$13,506,760 tos$i9 327,160.) -

Studlo equipment, deprec;atlon, admlnlstratLVe expenses and

,distrlbution costs excluding decoder costs bring network
.. expenses to. approxlmately 5% of revenue 1n year 1, less in

subsequent years.
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.’ - b) Canada-wide System»(English)' ’t - » o o

(i) Cqmparison.BetWeen Tape and Satellite Costs

Assuming a one hour time delay would be tolerable (1} hours in .
Newfoundland), two satellite channels could provide full service o e
to Lanada s 8ix time zones. '

For each . rece1v1ng locatlon, tape playback studio costs are $250 000.
(Amortlzed over 5 years = $97,450/year) '

staff costs = $56,000/year.

‘Tape shipping, tape replaceﬁent"CQsts = $3,QOO/yeér§
" Total cost per rece1v1ng location = $156'450/year§

A satelllte rece1v1ng statlon costs $26 OOO (AmbrtiZed over 5
years at 12% interest = $6 890/year) :

leference between satelllte and tape playbaek $150,000/year/location.

Satellite rental rate is $1.5 - $2 mllllon/channel/year. If one

-channel is used, when the number of systems exceeds 10 - 15, satelllte _ -
.transmxssmon is cost. effective. If two chennels are used, satelllte ‘
- is cost effectlve when “the number 0f systeme exceeds 20 ~ 30.

N.B.: .Use of multiplexed satellite chanhel {2 signals on each
- o channel) with lncreased -earth station costs, would result
~in even greater efficiencies until a point where nunber of
receiving stations exceeds 75. .

(11) Analys1s of expenses and revenues for sgstem znvalvzng all Engllsh -
cable systems over 6,000 s;bscrlbers (aSsuming satelllte~distrlbutlon)

(38 systems) | : ‘ B | - ‘ - f . o rf.-_ S

Capital Costs

Master studio- ' SN $ - 663,600
1 playback studlo (ultlmately ta be used SRR :
for 2nd satellite network): '
38 satelllte garth. stations ,
.38 scrambler/medulater packaqes

7Descrambler system

Tetal_Capitai_Cesti.%f'B:':Vf. $7.512
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Annual Depreciation Cost

Decoders,*3 yr. straight line,
12% interest :

. Satelllte, studio and other
equ;pment (5 yr.)

Revenue

(U S. and other forelgn) purchases.

1) Master, playback studlo technlcal
staff « Co
2)  Program purchase'admin. staff
© (foreign prograriming)
'3) Satellite channel rental a) Yr.
"1~ 1 channel b) subsequent
. years - 2 channels
- 4) Billihg cOsts~$2,20/sﬁb,/yr,
5) 'Bad debts, 2%

6) Sales commlss1on, $10/Subs.(ll)

7) Commission to cable companies @ 2%

8) Disconnect’ costs, 2.5%/mo. @ $6
.." per.

$2.123 to $8.518 million

$ .682 million

1st Year
No. of subscrlbers (avg.) - 168,096
Total income. (@ $8/mo.) $16.137 million
Expenses-

Year 1
$ .136,000
35,000

1,500,000

739,622
322,740

3,361,920
322,740

605,142
$7.023 million

Subsequent

Years
403 430

$38.729 million

o 0perat1ng expenses, excludlng Canadlan productlon fund and program

’Subsequent_-

Years
$ 136,000
35,000

3,000,000 .

887,546
774,580

1,210,290
774,580

726,174

$7.544 million

(i) .This figure is variable. One and a half million dollars per
' channel based on "part-time" use (7 hours/day) and suitable
Full channel cost would .
be $2 million, but a "shared channel" would llkely be ‘half"

negotiations with Telesat Canada.

his amount. . .
(ii) Includes advertising costs. -

‘Additional descrambler. purchases
(mostly 2nd year):

Depreciation expense:

~D5~
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Programming Expenses

¢ . ' . . )

Year 1

Subsequent
Year

U.S. - 30% of total revenue  $4,841 million $11.616 million

canadian Fund - 20% - ©3.227 million 7.746 million

Total Costs and Expenses

 Year 1: . $15.091 to $21.486 million

Subsequent years: $29.711 to $36.106 million (extra decoder
- purchases, if not amortized, would bring -

this figure to between $30.80 mlllion énd '

-$40. 476 million in year 2).

(iil)! Revenue EpensesvforlAddihg Smaller Cable Sgstehs

Cap1ta1 Costs

'Head end, satellite receive equipment - $29,000 . (amortized
at 12% interest over 5 yrs ~ $§7,685/annum.)

'Descrambler equlpment - $16.20 to '$65/subscriber.  Per

"annum - $6.30 to $26. lO/subscrlber.

Assumlng 108 costs for bad debts, blllmng, etc., ‘between
$77.90 and $60 30 per year per subscriber remains after

descrambler depreciation costs deducted.

If 30% goes to

royalties for U.S. programming and 20% to a Canadian produc-
~t10n fund, a system would need 200~250 pay subscribers to
meet deprecxatlon cost of earth station and head-end equlp- .
ment. This would put a limit" at sllghtly over 1,000 sub—

scrlbers.\

There are 73 cable systems in English Canada with between -
1,000 and 6,000 subscribers, with a total of 30,150 to 38,136
estimated'pay—TV subscribers at system maturity. Total
.revenue added pronectlons undexr (2) would increase that

flgure by about 10%

‘Source: Matthews CATY 1mst, prOJectlons from Appendlx "B",

a) Pay TeleVLSlon in French Canada -

(All systems over 6 000 subscrlbers)

Capltal Costs

Master studlo R
11 scrambler/modulator packages
Descrambler systems:
99, 918 subscribers, upper estimate
lower estlmate

“D6

$663,600
$ 33,000

. $6.495 million

$1.619 million



.Total Capital Cost: I $2.316.to $7.192fmillion

Annual Depreciation Cost .- - § .816 to $2.717 million
"Revenue
Year 1 : Subsequent”Years :

(1) .

$4.796 mllllon $9.5 mllllon '

- (1) Represent average over one year build~up perlod, assumlng

constant growth

J EXEEHS es

- 1) Master studio staff (1 studlo only) $ 80,000
2) Program purchase staff:(#) : ‘ 70,000
. 3)  Microwave oharges o : - 500,000
4)" Billing costs e ©i212,000
5) Bad debts 2% . _ \ . 95,000 (190, 000)(11)
' 6) cable.conmission‘Z% B : 95,000 (190, 000)(11)
- 7) .sales commissions = 1, 000, 000 (300, ooo)(ili )
: ii

8L, 982 000- ($l 472,000)

(1) - Approximate number: assumes twlce the cost of English due to
. ' prabléms in . locating sources of -French
material and/or arranging dubbing.

(i1) éubsequent-to yvear l.

Program Expenses (35% agsumed, 1nclud1ng dubblng costs)

$1. 679 mllllon year 1; $3 325 mllllon subsequent years.

:.Canadlan Productlon;Fund,‘ZO%-'

$..959 million year 1; $1.90 million subseguent years.

Total Expenses. : P
. Year 1+ - - sa. 426 million to $6‘327;mlllmon B
Subsequent years: $6. 513 mllllon to s9

N.B.: l)ﬂ(French Canada penetratlon projeotlons espeC1ally
'speculatlve, : . o

2) assumption that 1ncreased_costf
costs) for programs: only: 5% may be’

. costs; program avallabllltles, ete.,_
ially from estlmates '
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d) Discussion

(1) Notes on Projections Used’

_The figures used for these projections were approximate. _Certain

costs. have not been fully-acounted_for,falthough in general_these were

deemed: to be reasonabiy unimportant (in affecting‘the maénitude oflthe

~fina1'cost'estimates) Moreover, some allowances (e. g., bad debts) may

have been especlally generous.

The $2. 20 per subscriber per year bllllng cost was obtained from a

brief submitted to the CRTC by Canadian Cablesystems et al- dated May 16,

1975. It is unllkely that this flgure is low (rather, 1t is assumed that
1t may be slightly hlgh) ' _ _

- The three year depreciation schedule for descrambler equipment may’
appear somewhat steep, but it was felt that pess1mlst1c prOJectlons are
‘somewhat in order, based partly on current reported experlences with con-

verter technology,- Studlo equipment, earth receiving gtations and other

requipment (mostly head-end) was_depreciated'oyer'ﬁiva{years;»_Interest
" ‘was assumed to be 12% Qer_annum. Some cable_companies report'paying.

.interestvcharges'of up to 14% -per annum,-but'it is felt that these charges

are ~more 11kely a cause of hlgh debt to- equity ratlos and the small (less

~ flnanc1ally secure in the minds. of bank managers) Slze of the companles.
A(A sllght increase 1n 1nterest costs, moreover, should not affect projec—

' tlons 1mmensely )

In all cases, high-quality technical delivery was assumed to be’ a.

‘_prerequlslte. It was, however, deemed possible to cut costs somewhat

through the‘use-of;one-inch tape technology for simple record-playback

. purposes. One-inch colour machines, inc¢luding necessary time-base correc-

tion and monitors, cost in the'order of $50, OOO - $6S 000, while more

' SOphlStlcated two-lnch colouxr video tape recorders cost 1n the order of .

' $1OO 000 to $150 000. One-lnch colour tape machines are in use in a

number of broadcast 1nstallatlons calllng only for 51mp1e record and play-

. back..
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oent

. Three—quarter-inch video cassette machines were not considered suitable

for the productlon of a p1cture with suff1c1ent quallty and reliablllty

(cons1stent quallty) to meet the requlslte standards for a: marketable pay

television 51gnal. _

One further assumption is made concerning delivery. quality, namely
the tlme-delay assumptlon with respect to satelllte dlstribution. .We
have assumed that a one hour’ dlfference between txme zones can be accommo~

dated and(would not produce results unsatlsfactory to viewers in different

‘time zones. Even American commercial networks (ABC, CBS’ NBC)'operate
simultaneously in two time zones -- Eastern and Central, Our assumption

. 1s that it would be poss1ble to schedule Central Eastern and Atlantic

time’ 51multaneously on one "channel" (in the case of Newfoundland, this
would mean programming 1% hours behind the tlme at whlch it is broadcast

in the Eastern time zone). ‘Tt would then be necessary to use an:additlonalA

- channel for the Western and Mountain time zones. ‘A separate "Atlantic"
gria to:cover the two time zones of the Atlantiﬁ provihces would be poss~

" 4ble butAwould7entail;additional”expensesAwhich have not been calculated

here.

(11) Descrambler Technologg

. The most 1mportant conclusion to be drawn from the projectlons 15
that the profitability of a pay telev1s;on-network,;1ts ability to
support.canadian prodnctlon,-and, to a lesser deéreeicits ability to
finance the extension'of_service,is highly related to the type of
descrambler-technology employed. "pPer-~channel” teChnology was used for.

projectlons because per-program technolagy, while available, is much more:

: expen51ve at the present. tlme. Per—program technology would involve

costs of perhaps $24 per subscrlber but unless’ pay penetratlon is. high
this could mean costs of about $100 for each “effecthe" pay subscr1ber.~
The rental of necessary telephone 11nes or the 1nstallatlon of two—way .
devices would add to thlS cost dramatlcally.

Estlmated prices (including 1nstallat10n costs) range from $16.20

to $65ﬂ00. Thls,range ‘is substantial. While the American manufacturer

- of the.more‘eipensiVe decoder has made claims,that the cheaper decoder
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produces a picture less than lOO% faithful'to the original (i.e., distorts
“the srgnal), the large number of cable operators employing the cheaper
.technology in the United States suggests this. problem may not exist- to a

degree objectlonable to viewers if lt exists at all. The problem of

different technological costs and the need to investigate and assess. tech-

nology thoroughly prior to its w1despread use (since such use would ln—

volve the 1nvestment of 51gn1f1cant -amounts of capltal 1n the chosen

technology) suggests the need for technologlcal testlng in an experlmental

' 31tuatlon prlor to the establlshment of a natlon-W1de network.

- (iii) Nation-wide Versus Limited Delivery

' The tentatlve conclusxon of the cost and: revenue projections is that

a- natlon-w1de dellvery system employing one satelllte channel for the
flrst year and - two in the ‘second ‘year would be.economlcally»feasible,-or

at least as feasible as a tape—dlstrlbutlon system. across Canada covering

-a few,major centres. Proflt and/or loss ratlos with respect to total

_Arevenue remain about the same as ‘for tape~dlstributlon.f If. the less ex-
pen51ve decoder technology is employed, the satelllte dlstrlbutlon system
-whlch was costed would be able to meet operating expenses, including 30% -
u.s. program costs and a 20% contrlbutlon to a Canadxan production fund
1n.the first year. What ‘changes between the tape and satellite system.is
not so much the proflt to total revenue ratio but the magnltude of pro-
jected- 1nvestment costs (and, 1f more expenslve technology is employed,

debt ‘in the first year)

The 1mp11catlons of the use of satelllte channels for -other natlonal'

pollcy conslderatlons, such as international spectrum and orbltal space

»:allocatlons and the. relatlonship between short—term and. long-térm communi-

catlon needs in Canada is. referenced elsewhere in. this report.

(1v) Total Costs At the Local Level

The follow1ng represents a rough estimate of the total annual . cost,:

'lf.descrambler hardware is to be owned by local cable operators, nxcludlngs

bonuses, commissions and/ox profits paid to thie cable companies.
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1) 'TEST—style decoder technology -

Depreciatlon of decoders per annum $ 6.30
-~ original cost.includes installation "
- assume 3~year life, 12% interest

Billing costs S S 2,20

‘Sales commissions’ ‘ S 440
-~ $10 per subscriber lst year .
- assume 30% turnover annually
- for next 4 years, avg. expendituré
_ .per subscriber is $10 x .3 = §3
-~ total avg. over 5 years = $22.
~ expressed as a per year avg., $4 40 -

Bad debts 2% - A S 1.90
Disconnect costs (assume 2. 5%/mo. @ $6/Sub ) ' ZfQO

" Total per subscriber costs : $16.80
As percentage of annual fee » (17.5%)

2) Blonder-Tongue style decoder technology

leference between annual deprec1atlon cost
of B/T equlpment and TEST" equlpment

$26 10 - 6.30 = - $12.80

Total cost per subscrlber $lé. 80 - $19. 80 = $36.60
As percentage of. annual fee L (38.13%Y

added
(a)

by

(e)

- 3) Additional costs 1f head—end and satelllte earth statlon costs

‘Total head~end satellite earth

station costs . . o $29,000.

Per annum cost (assume S—year llfe,._ :
12% 1nterest) : 7,685

>Cost per subscriber-'

. 1,000 pay subscribers , $7.68  (8%)

(system of about 5,000 ba51c
cable -subs) , . T
";0,0oo-pay subscribers ‘ .76 . (1%)

~ (system of about 50,000 basic
“cable subs)
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e) Details of Specific Equipment Types Used. for Projections

(i) Descrambler/decoder Equipment

1)

2)

3)

Blonder-Tongue sorambler~descramb1er

fThls conflguratlon is worklng in Amerlcan cable systems and
-consists of a "scrambler" at the head*end of a c¢able system

and a "descrambler" in homes rece1v1ng pay teleVlsion. .

'Cost_(;n quantltles,over 4,000) , S 3 :.SQ 10

. Estimated Canadian cost - . 58.00
The scramble device for this system costs . $1,758.00
A compatibie modulator, an additional : $1,164.00

jThe per-subscriber cost of these is reasonably insignificant
for any cable system over a ‘couple .of thousand suhgcribers
(but will be included for calculatlon under “head-en6 ccsts").

Estlmated lnstallatlon cost

Because a "house v1sit“ is. necesSLtated,
assume % hour per installation. - ° o
‘At $15/hour*1abour cost ‘ $7.50

ATotal capltal cost (at home) T $65.50

.amortized over 5 years. = $l7 36/yr/pay~sub
Amortlzed over 3 yedrs - 826, 10/yr/pay-sub
At 12%/annum lnterest : _

“'T E s T.

A very 1nexpen51ve system Ln operatmon in 37. U S. cable ‘

‘systems as of July 1976.. T.BE.8.7. Ine. claims a backlog of
~150-160 head-ends as of thls date.. .

‘Cost (discounted further if ln quantitles) o $7.50 "
- Estimated Canadian- cost . - $8.70
"The scramble dev;ce for this- system costs ' ~$800.

Modulator costs would probably be comparable
to those for the Blonder-Tonghe system.

Add:  Installation ($7.50) Total cast’, $16.20
Amortlzed over 3 years @ 12% Co - § 6,30/year

‘Trap (fllter) system

ThlS involves transmittlng the pay telev1510n Slgnal un-
scrambled, throughout- the. cable” System.but installing a

“filter" outside those hOmes not paylng for the extra serv1ce.’

Cost of traps: $5 - $10
. Assuming 20% pay penetratlon, for each .pay subscrlber there -
- must be up to 5 traps bought. and - installed. (assumlng 20%

'.'penetratlon occurs gradually).
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3)

a

‘ This 1seamore sophisticated system which would be usable to a

. Trap (filter) system (continued)
'rInstallatlon cost per trap:

(a) . Assume 5 traps can be 1nstalled per hour (reports from

‘Paul Kegan Pay-TV Newsletter, June 14, 1975 suggest 6 -9
per . man~hour are realistic figures). .

 (b) Assume labour cost of $15/hour/person.'

Cost per trap —~$3. B
Total cost of trap $8 - $13.

" Total cost per pay subscriber +_$40 - $65.
(Amortized over 3 years - $15.94 - $25.90)
(Amortized over 5 years - $10. 60 - $17. .23)

. At 12% per annum 1nterest :

Delta-Benco cascade system

certain degree for a pay-per-program operatlon. It would have .

" to be installed for éach cable subSCrlber, but offers the ad-

vantage that.

'l) dlsconnects ‘and. reconnects are done electronlcally in

'seconds as opposed to costlng $5~lO for a serv1ce person;.

2) 1t would. cut ‘the cable system’ s non-pay ‘operating costs
o because "hasic service" can be connected or dlsconnected
in seconds as well; : :

3). it would enhance non-payv "ba51c serv1ce" securlty (cuttlng
losses for ba51c service,. 1ncrea51ng profltablllty),

4) securlty for pay itself is very high. ‘
Cost: of dev1ce is $80-llO (lower flgure for orders over 10, OOO)

Estimated cost of installation - $15.
“Each device services 4 subscribers. It is likely, however,
that all system subscrlbers would have to be hooked in.

A sector decoder is needed for every 1 023 devices, adding an
average of $l to the cost (per dev1ce)

. Head-end equlpment ls somewhat more expensive than for other

systems.
‘Total cost per device : ‘ o $ 96.
- Total cost per subscriber : : 24, :
‘Amortized over 5-'years @ 12% .- S 6.36/yr. -
Total cost per pay :subscriber ‘(@ 20% pen,) - 120.. %
Amortlzed over 5 years @ 12%° . _g - . 31, 80/yr.

Because of the high capital costs lnvolvsd this system was
not used for any of the cost prcjectlons for pay televmslon.
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(i1) Network Equipment

Master studio:

"2 AVR-2 L high pand v1deo tape machlnes (Ampex)"

2 ¥r-100 1" helical video tape machines with
time~base correction
-1 IVC Telecine chain, 1nclud1ng:
. 2 1l6mm. projectors
. 2 slide. progectors _
‘ multlplexer, colour: camera .
-1 v1deo sthcher (productlon swltcher)

Add: ‘2Q$finsteliati0n costs

Time delay or other playback studlo-

.3 Ampex VT—lOO 1" video tape machlnes
1 slide progector/camera .
l.v1deq_sw1tcher

‘Add: 20% installation costs

'(iji)'<Netwbrk'Distribution BEquipment

Satelllte search statlon (if used)

) Scrambler/modulator for cable system head—end
(depends on system used) - .
General scramble/descramble system
or
;Trap_(fllter) syStem

" -pl4-

$248,000

130,000

125,000

50,000
553,000
110,600
$663,600.

$195,000

25,000

30,000

250,000

50,000
 $300,000.

$ 26,000 .

$ 3,000

$ 1,500

—






Appendlxv

"E"

POTENTIAL PROPORTION OF CANADIAN CONTENT

a) . ‘Assumed .Costs. of canadian Production

TWOo flgures were used to estlmate the costs of Canadlan-produced

programs for a pay telev1s1on network.

The first figure, $40, OOO per hour,

'represents reasonably 1nexpensmve programmlng whlch mlght result from a

network geared towards low—budget programmlng and perhaps a hlgh proportion

of "in house" production.

and styles is a questlon not assessed here.

Whether such programmlng would be acceptable under:_h

f(regulatory conditions requlrlng the non-dupllcatlon of broadcast formats

Flgures oomparlng actual expendltures for varlous types of Canadlan

Table XXIX:

Ibroadcast programmlng are shown below-.~

Cost of'Programs for Broadcast Networks.

Program*"

Braden Beat

Wltness to Yesterday '

Human Journey
Pollce Surgeon
Performance o

Excuse My French

‘Swiss Famlly Roblnsoh

w5

Beachcombers

Sources:" 1) "A Study of the Independent Program Industry", Hugh Edmunds,

-Netuork
Global
Global
cTv
v
cBC
cTv
CTV

erv

'CBC

1
3
1
1
S
1
1
1
1

April 1976 (PP.,SO—SG)

-2) Brief to CRTC by Canadian Cablesystems et-al., June 1975.

:Length

hour

houyr |

“hour

hour
houx
hour

hour

‘hour

hOur

.Cost

$17,000
7,100

. 80,000-120,000

65,000
80,000-120,000
40,000-60, 000

65,000
30,000
‘40 000-60, 000

Sourcé

N RN N N R

'A second, probably more reasonable figure of $lOO 000 per hour was

f:programming on the CBC audACTV televisionAnétworksi
. . : : k- 4

";also used. .This represents the current cost of some of the more expensive

If programming is to -




' be repeated on the network, it would have to be of the nature of -
more expensive programming. Some of the‘less expengive concert produc-
tions andispeCial shows, given liberal aliowances:for royalties'and per«
-former fees, would fall under this category, ag- would 1ower-budget
Canadian fllms. This amount ‘would, of course, come nowhere near coverlng
the. cost of highvbudget Canadian films ($750,000 to §2 million for a two
_hour productlon) Itumust be agsumed, therefore, that revenues outside
'the pay network are avallable for such films, on- roughly a 5:1 or even a .
10:1- ratlo. Alternatlvely, hlgh degrees of 1nvestment by the network
f.(e.g., 50% ofAtotal investment) in Canadlan highfbudget feature films
,must4be expected eventually to generate returns to cover most of the
_orlglnal cost 1nvestment to enable the network to purohase addltlonal
“programmlng. ‘These "returns" mlght occur only after a delay of a year or
btwo) SO that for the first few years, if percentage of gross revenue is
'the only gulde for 1nvolvement in Canadian programmlng, large sums of
. money tied up as .capital 1nvestments in £ilm pro;ects not brlnglng 1mmed1—A

ate returns would reduce the proportion of network tlme devoted to Canadlan

‘_programmlng

~b)  First Year of Operation

\,_TABLE’XXXE_ Estimated Percentage of Canadian Content: -
: First: Year of Operation : :

_ Canadian Funds Avail. Assumed Total Annual Hours 'Percentage
Revenue  for canadian- . Cost of ' Hours of Per - “Canadian
- Percentage Production e Programming . Canadian _ Week(ll)Content
of Gross . . " o (per hour) Production :
15% © $2.4 million  a) $40,000 60 3.5 . 7.2%
. S : ‘ - b) $100,000 . 24 1.4 72.7%
©20% . $3.2million - 'a) $ 40,000 80 . 4.6 = 9.6%
. : . ~ b) $100,000 32 1.8 3.8%
253 $4.0 million  a) §$ 40,000 100 5.8  12.1%
- : ' b) $100 000 40 2.3 4.8%

(i) - Funds avallable based on $8 per month fee, ‘using projectlons from .
- Appendix "C" for penetration for a nation-wide system (i.e.,
satelllte dlstrlbutlon, avallablllty in all major centres agsumed) .

©o(dd) Assumrng,three repeats per.program‘

- E2 -




| c) Subsequent Years of Operation

g Table‘XXXI: Estlmated PerCentage of Canadian Content: =
: (1)

Subsequent Years of Operation

-

Sl

Funds Avail. : " Hours

r»Canadlan L e Agsumed = - Total ' % of

| Revenue . - for Canadlizl)  Cost of . Hrs. /Yr”.>Per Week(iii) Canadian’|
?ercentage Production . fProgramming Canadlan Canadian Content«
154 . $5.7 million - § 40,000/hr. S143 8.2 . 17.1%-

| L $100,000/br. 57 S 3.3 6.9

208 - $7.6 million . § 40,000/hr. 190 . 1l.0  22.8

o B 4 $100,000/hx. 76 4.4 9.1

25%  .'$9.5 million  § 40,000/hr. " 237  13.7 . - 28.5

- _ o '$100,000/hr.‘_ 95 5.5 11.5

:(i) Optimistic penetratlon assumptlons, Canada-wmde dlstrlbutxOn system
.available to all cable systems (English) over 6,000 subscribers._

(ii) Based on projected figures. from Appendix U (in turn based on
. '-model evolved. in Appendix "D“) ' .

"ﬁiii)L Assumlng three repeats per program.f

'Assumptlons used for above tables-
1) 48 hours of programmlng per week on network.

2) each program is repeated three tlmes (meanlng, a total of 16 i .
hours per week. of orlglnal programmlng) o

. d) Notes on canadian Content Caiculations

» Even by ralslng the proportlon of gross revenue spent on Canadlan
‘produotlon to 25%, the ‘proportion of Canadlan programmlng surpasses 20%
- only under a very low estlmate ($40,000 per. hour) for programmlnq costs.
: Roughly half of the total revenue available under a nation-wide
:dlstributlon system would be: avallable 1f a system. coverlng ‘Toronto,
'Hamllton and Vancouver were operated. This would reduce the percentages

and hour f;gures ln the above tables by roughly one-half
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@) Eifect of 15% Expe rdit&te for Pay Television System in French Canada

A"suming-compér ble program costs for French-Canadian programs, the
pnrcmnuageq of Lndlgenaua Qu;necoxa programming Wthh conld bp put on a -
pay television network given a 15% cxpendlture on Canadian proauctlon
would be much more limited than those pr03ected above for Engllsh Canada.

With a 152 expenditure, only $1.43 million per annum would be available

at system maturity (using a $9.5 million total revenue figure as calculated

in Appendix "D"). This would provide funds for ohly fourteen hours of

criginal production per annum (at $100,000 per hour) ox, at the most,

forty-two hours of lower~budget production. This would result in "French-.

Canadian content” percentages of between 1.7 and 4.3% (between slightly
less than one hour weekly, counting repeats, and about two hours weekly) .

- The less favourable profitability projections for a FrénchnCanadian
network (sce Appendix "D") mdke it even less likely that more than 15%
for Frpnch—Canadian (asﬂépposed to European French-language and North
Amarican dubbed programming) could be achieved. More important, it woﬁld,
appear wmuch less likely that French-Canadian filme would be as "gsalaable”
_eon the North American market as English-Canadian filma, so that the
“multiplier effebL" for beth original investmént and revenues would not
be as strongly operative as in the case of English Canada.' The conse-~
quences for Pper hour" costs are cobvious: indigenous French~language
proqrnmmlng for the French-Canadian pay telev151on network would effec~
tively cost more than ungllsh—Canadlan programmlng for the Lngllsh—
language network

It appears likely that significant percpntages of Canadlan content

could be achleved on a‘Frenchwlanguage.system only through the use of
dubbed English~Canadian material, a possibility which may or may rot be

regardad as politically acceptable.

£} The imposition of a Content Quota

The imposition of a content quota as a regulatory rule or as part

of the mandate of a publicly-created pay television network might be

expected to change considerably the type and nature of Canadian progranming

provided on the network. Opportunities might be provided for film-makers .

on
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with lower-budget films to gain access to a network which‘otherwise'might
have limited itself (if operated as a private>5ystem freevofvregulatory '
guldellnes other than a percentage expenditure. requlrement for Canadlan
productlon) to hlgh—cost productlons (see Chapter 5) If, rather than
-using the sale of Canadlan programs to U. S pay televmsmon dlstrlbutors‘

- asa mechanism to reduce U.S. program costs, the. pay telev1smon network :
sought1u>max1mlze returns to the Canadian production’ fund, 1t ls possmble‘
" that the average cost per program would drop below $100 000 as "returns" -
(proflts from U.S. and foreign sales) are counted agalnst QVerall 1nvest~“‘

ment costs.> A higher proportlon of 1nexpens1ve v1deo productlon (e Ges

children's programs) might also be. uSed. These p0551bl1

regarded as either good or bad.

low assumptlon of $40 000 per hour programmlng_costs hown;in'the' '

following table.

I

Table XXXII: Possible Canadian'cdn:eﬁtﬁpércéntaées(l) .

Cdn. - Punds ‘Avail.  Total No,h Hrs /Wk Cdn. ’”"iUQSi A;-. ot a

| Revenue for Cdn. Hrs./¥r. . (3 o content }Expendi
% » Production- @$4Q,OOQ._ Repeats) Y
155  § 5.7 million 143 8.2 :1i 1 24.9
20% 7.6 million 190 11.00  22.8  22.5
25% 9.5 million . 237. . 13,7 285 215
30% 11.4 million 285f“: 6.4  3wm3  19.7 48
13ss 13.3 million 7 ;3éjf ’319.2f _f;4o'o . 18.0 . %

(1) Above projectlons based on. optlmlstlc penetratlon pro;ectlons for A
a satelllte-dlstrlbutlon system avallable to all magor cable ' ‘
systems in. Canada (Engllsh) ’

(ii) The use of 100% American programmlng is assumed to cost 30% of

gross revenue. 'The. percentages in. this column represent the o
proportionate expsndltures allowmng for the, fact tha. .Sﬂ;contentw ~
purchases would be reduced .as Canadlan content ig agedq. o a

(iii) As a percentage of gross revenue.u, :

"ESf.




As can be seen in the above table, if low average per hour costs

"~ are assumed, and if it can be expected that a well-run network could sus-

taln 55% programmlng expenditures (as opposed to " 40%: currently projected

in some proposals), it is possible that Canadlan content could rise at

Asystem maturity (i.e., after a number -of years) ‘to 40%;. If hlgher per
hour costs are assumed, however, the same does not hold, as shown 1n

Table XXXIII.

Table XXXIII: Possible Canadian. Content Percentages L
‘ (ngh Per Hour Costs) e

Cdn. ~© Canadian u. S. :
Revenue  Content _ Expendltures
% C (% of hrs.) (% of gross)
158 6.9 S 27.9
20 9.1 S 27.2
25 . 11.5 2.8
30 13.7 - - 2509

vThe per hour cost is seen as a functlon of a number of'ti,ngs, 1nclud1ng

regulatory action.

Vg) pllcatlons for Mlnorlty Programmlng

The introduction of a Canadian content quota, coupled w1th regula~ -
Llons designed to minimize the degree of - direct repetltion of ex1st1ng
broadcast—style programming, mlght be expected to fac111tate 1n1t1at1ve '
on the part of the pay television network to serv1ce specmal m1nor1t1es>
(probably during non prlme—tlme hours) Special educatlonal, chlldren s

and cultural programs of a reasonably low cost nature mlght thus be

avallable.. Presumably, a pay telev131on operator would be less concerned »

about the attractiveness of a partlcular program and more concerned about
the overall attractlveness of the "package"—~one or two high~popular1ty
"blockbusters" in an extreme case,_mlght;serve,to generate ‘desired pene-
tration rates. Thev"economics“ of coﬁmercial‘teleuision where the. audi?u
ence. sxze of  every tlme slot is 1mportant may ‘not be quite the same for -

wEG- o

—




—

pay television; It is difficult, hdwever, to assess whether this dlffer-
ence between the dispositions of pay network operators and commerclal
broadcast_network operations will actually occur, especlally,glyen the
precedent set by existing broadcast;operations‘and theuuariableanature of
managerial’perSonalities involved. S i ‘

There is a major problem’ w1th the use of pay telev1slon to provide

‘minority serv1ces, especlally under a per-channel conflguratlon (or under
.any conflguratlon which assesses a basic! charge for system cOnnection

regardless of use). Wwhat has in. the past been a mlnor problem for commun-~--

ity cable channel programmers ‘becomes ampllfled 1n the case of pay tele~ :
vision. The 30% of many communltles excluded because of non-subscrlptlon
to basic cable serv1ce in theé case of the communlty channel becomes more

like 90% in the case of pay telev1s10n. The use of pay telev151on to

"satisfy minority needs must be regarded as hlghly problematlc.

It would appear that the problem of. mlnorlt'fserVLces might be better

addressed in the context of: 'l) the revenue-generatl

television or even cable television in general; and:Z)

capabilities of free television networks in Canad:

coupling the two is discussed in more detail'in the
especially in Chapter 8. . R S

A
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Appendix wp

ANALYSIS OF THREE MONTHS OF HBO PROGRAMMING

. The follow1ng tables analyse three months of HBO - programmlng
(June, July, August, 1976) . There are three tables for each month
Table A indicates the rumber of new events shown each week 1n each
program category. No analy51s has been made of the carryover of pro—

gramming from month to month. The number of new events, espec1ally in

the first week of each month, 1s therefore ‘slightly higher ‘than. it would :

have been had this analysis been performed Table B indicates the number
of events in each category which are repeated from prev10us weeks.

Because no analysis has been made of ‘the month to month carryover, the

column for the. flrst week’ 1n each month has no entrles. Table C 1nd1cates

the total number of showings of all the events 1n each category.
The last item attached prov1des lnformatlon about the type of

movies shown.each month. The categorles are. Chlldren's or’ General Par—

ental Guldance, Restricted and Informatlon Not. Avallable .
for which the information is not available are forelgnelanguage fllms o
‘either. dubbed or sub-tltled or Engllsh language "classics"’

All 1nformatlon in. thlS study has* been acqulred from "HBO ON AIR"
HBO's "’ programmlng gulde. There are a few 1netances where HBO has listed

" two p0551ble Programs for a single slot . In. each caSe, the first program

llsted is a sports event and. the second pOSSlbllity a mov1e shown, earller ‘

in. the month. In complllng these tables, such entrles have ‘been treated
as sports events.. Even if all the sports events had been replaced with .
.the second alternatlve, there are not enough 1nstances to alter the pro-

' gramming balance slgnlflcantly
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Table XXXIV: June Programming -

Table XXXIV-A: Number of New Events Each Week

Week One Week Two = Week Three Weekaohr. . Week Five- ‘
"~ June 1-7 June 8-14  June 15-21  June 22-28 ' June 29-30 Total

Specialsl - 1. 3 .3 2 17— e
o, o . ,: : :

Sports 1 2 : 4 - | 1 - 2 ‘10
3 ] .

»Chl}dren s 4 3 1 R 1 10

Movies .

|

English-~ o . . ‘ : BT _ :

Language . 14 6 - | . 4 5 L. .1 - | 30

Movies ' : oo S A _

.'-Foreign~ - . o o _ S AT L

Language -1 T 1 | I S A A -

Movies?3 T

Series 3 R R SR VU R T 8

Educational ‘ 1 1 ' 1 - 2 ‘ 1 ' 6

Cartoons = - - B -

Promos - - ‘ - . - - .

Total 25 17 16 - T JUEEEE I S A 2%

; 1. Specials. directly spec1f1ca11y towards chlldren are 1ncluded 1n
, ' ' the general category. :
‘~ L 2, 8ports events have been treated as non—repeatlng even when orlgn-
- ating from the same location except where obv1ously a- repeat.
3. Dubbed movies are 1nc1uded under the forelgnﬁlanguaqe mov1e o
category. . :
- FQ -




' Table XXXIV-B:

Specials

Sports

Children's_

Movies

English-~

- Language

Movies

Foreign-

" Language

Movies

Series

Educational

Cartoons -
Promos -

Total

Number Of Events Repeated from Pfevious Weeks(l)v )

‘Week onel. Week Two , Week Th:ee‘ :Wéekirbun; Week Flve o
.June 1-7  June 8-14 June 15-21 Junefggeze June 20-30 .Total. -
- - 2 4 2. 8
- 1 1 - - 2
- 6 8 6 3 23
- -1 1 -1 1 4

8 11 37

12

6

1) The study has not included an. analYSls of the month'to'mi'
- over .of programmlng.

(i) June programmlng information from HBO Program Gulde RS

The first week of each. month. theref ré, hés
no entries in the table examlnlng number of repeated events.-  ---
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(1)

Table XXXIV-C: Number of Showings of Events in Each Category

Week One  Week Two Week Three""Weék.Foﬁr . “Week Five ,
June 1-7 ° June 8-14 June 15-21 June 22-28 = June 29-30 . Total

Specials. 1 .4 ' 9 8 o2 24

sports -~ | 1 2 4 . v 2 10

Children's
Movies

English- : _ ‘ BE A _ s
Language 34 .24 ‘ 20 - 1 . 30 1 8 116
Movies _ ‘ ; : : : : .

Foreign- _ : _ L ST -
Language 1 1 | 1 : r |1 . 5
Movies " R : ‘ ' : ' : '

Series: 5 | 4 s g F 2 |

'Educational .3 1 3 3 2 1 : 12

Cartoons | N - . .- e - L

Promos - - ' - _ - 1 - -

Total o os3 | a5 | 46 1 a8 | 17 | 209

“{i) June programming information.ftqm‘HBO Program Guide.
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Table XXXV~A..

Specials 1

Sportsz

Chlldren s
Mov1es '

English-
Language -

* Movies

Foreign=
Language
Movies

Series

Educational

. Cartoons

Promos

Total

.3) Dubbed movies are lncluded under the forelgnwlanguage movie
category.

Table XXXV:

Number of New Events.Each Week(i)

Juiy Programming

Week Five

Week One Week Two Week Three Week Four [

July 1~7 = July 8-14 July 14-21" July 22-28 July 20-31 Total
5 3 1 - 1 10
4 -2 1 2 1 ‘10
2 1 1 1 - 5
11 6. . 5 2 1 25
- 1 1 2 - 4

. 3 1 1 1 - 6.

(episodes)
2 1. 1 1 - 5
- - - 1 - 1

27 15 11 10 3 .66

_ the general category
2) sPorts events have been treated as non-repeatlng even when orlgln—
' atlng from the same location, except where obviously a’ repeat

- F5 =

ki) July: programmlng lnformatlon from HBO Program Gulde

1) .Spec1als directed specifically towards chlldren are 1ncluded in




Table XXXV-B: Number of Events Repeated from Previous weeks (1)

‘Week Onel Week Two  Week Three Week Four  Week Five
© July 1-7  July 8-14  July 15-21 July 22-28  July 29-31 ~Total

Specials S 2 | 2 a2 10

. Sports - - - = T -
Children's o
Movies ! ! _l. 1 4
English—': . ' o N PO : '
Language N 7 7 10 ' 7 31
Movies ' : ' ‘ Co '
Féreign- : o S
Language - - - R B N R
Movies - 1 " » '
Series 1 - | 2 . 2 | 21.~ ‘7’ 2 -8

' Educational - i 1. 1 : 1 4
Cartoons . - - ' - - o . -
Promos ' - - - - - 1 '..:_1_
Total’ - 4 1 13 | a8 | 15 59

1) The study has not included an analysis of thé month to month
carryove; of programming. The first week of each month, therefore,
has no entries in the table examining number of repeated events.

(i) July programming information from HBO Program Guide.
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Table XXXV-C: Number of Showings of Events in Each Catégory(l)-

Week Three

Weék'Four'

Week One ~ Week Two - ‘ Week Five
~July 1-7 July 8-14 July 15-21  July 22-28 . July 29-31 Total
Specials - 8 7 10 -7 3. " 3%
Sports 4 2 1 2 1 10
. i t o T
, Chl%dren s 4 3 4 4 1. 16
. Movies .
English4 . g ;
Language 32 .29 28 24 11 124
Movies ‘
Foreign=-
Language - -1 1 T4 1 7
Movies . :
Series 4 4 4 4 2 18
Bducational .| . 3 3 3 3 2 14
Cartoons - - - - - -
Promos - - - 1 1 2
Total . 55 49 51 49 22 226

(1) July programming'information from HBO Program Guide.
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Table XXXVI: August Programming

Table XXXVI-A: Number of New Events Each Week' o

Week One Week Two = Week Three ‘Week Four  Week,FiVe . o
‘Aug 1-7 Aug 8-14 Aug .15-21 ‘Aug - 22-28 Aug 29-31 Total

Specials o 3 _ - _ - - - 4
sports 1 2 6 3 7 3 21
‘ 1
. 3 !
children's 1 1 1 1 1 5
Movies
Eﬂgliéhf . : .
Language o120 ). 4 4 1 - ‘ 21
Movies - ' ' ' ' ~ ‘
Foreign- , : )
Language - -2 .2 1 1 C - 6
Movies ‘ ' o ‘
Series 2 -1 1 3 1 | - -
{episodes) | -
Educational | 1 S T 1 N Y o | s
Cartoons o1 1.. 1 1 . - V - . 3 _.
Promos - - . ' 1 \ 1 S 2
‘Total . . | 22 . | 1 | 12 | 13 6 - 72

1) Sports events have been treated as non-~-repeating  even when orig-
. inating from the sare source except where obviously a repeat..
2) Dubbed movies are included under the foreign-language movie

. category. : . ’ . ’

(1) August pfogramming information from HBO Program Guide.
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Table XXXVI-B: Number of Events Repeated from Previous Weeks

Speciéls“
Sports

Children's
. Movies

English—
Language
Movies .

Foreign~ -
-Language -
Movies
Series
BEducational
~Cartoons

Promos

Total

(i)

Week Onel Week Two Week Three - Week Four .Week Five

Aug 1-7 ° Aug 8-14 . Aug 15~21 Aug 22-28 Aug 29-31 Total -

- : ' 1l 1 ) - ) - 2
- - - - 1 1
- 6 5 7 6 24
~ - 1 1 1 3
- 1 1 1 i 4
- 1 2 1 1 5
- - - - 1 1
-0 9 | w0 w0 |1 | a0

L

(1)

. The study has not included an énalyéis_of the month -to month

carryover of programming. The first week of each month, therefore,
has no entries in the table examining number of repeated events.

August programming information-fr¢m‘HBO_Prdgram Guide -

- FO -




.Table XXXVI—C:l Number Qf Showings of Events in Each Cétegory(i)

Specials

‘Sports

Children's

Movies

" English-
Language
‘Movies

Foreign-
Language
Movies
Series
Educational
Cartoons .

Promos

Total

Week One

Week Two Weék Three Week Four Week Five :
Aug_lf7. Aug 8fl4 Aug.;é-ZII Aug 22-28 . Aug‘29-3}.. Total -
2 6 2 1 - :11
'2i 6 3 7" r 22
e . . N
27, 21 26 | 23 1 1108
4 z_f 3 a4 12 17
4 4 4 s 1 17
3 3 | 3 3 1 . 13
1 5 4 1 1 12
- - - 3 ~1‘ 4
49 53 49 50 22 223

- F10 -

~(i)”tAugust programming information from HBO Program Guide.



Categories of Movies Shown on HBO

-June
Number of Separate Events
Total Number of Movies 45

General or children's 17
Pareﬁtal_GuidanCe 01l
Restricted. ' o  l8
Information Not K
Available : o9
July

Number of Separate Events

Total Number of Movies 34

General or children's 9

Parental Guidance

Restrlcted 2 ‘ .-.‘ 9
‘ Informatlon Not o

Available 8
" August

Number of Separate Events

Total Number of Movies .. 32

General or Children's 6
Parental Guidance 10

Restricted 3 K 5

Information Not
Available : 11

Number of Showihgs

_TotallNumbér of Showings
General or Children's
‘Parental Guidance

. Restricted

"Information Not Available"

- Number of Showings

-Total Number of Showings
General or Chlldren s
Parental Guldance '
Restrlcted

Informatlon Not Avallable

. Number of Showings

Total Number of Showings
General or.Children's |
Parental Guidance
4Restrlcted

. Informatlon Not Avallable

- Fll‘.—

143
62
38

25
18

147
30

47

38
32

144
25
55
13
51






Appendix Rk

DIAGRAMMATIC REPRESENTATIONS OF
- SELECTED PROPOSALS

THE FOLLOWING PAGES CONTAIN DIAGRAMS
OF THOSE PROSPECTS FOR PAY TELEVISION
STRUCTURE FOR WHICH SUFFICIENT DATA
WAS AVAILABLE TO PERMIT REPRESENTATION

OF THEIR OWNDERSHI P AND/OR REVENUE
: DISTRIBUTION SYSTEMS

© - Gl -
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CRTC PROPOSED SYSTEM (1975) : o FIGURE 1 .

BROADCASTERS

e

%
W

PRODUCERS

PAY NETWORK

N

/{\
I .
1
|

- s b

|

CABLE OPERATORS

100%

PAY SUBSCRIBER
\ | HERDWARE

e o > oo o s P e S ey S e SO S B B U A S G A e S W U SV Gt e B S B S PR S S D i e b e O Y s

PAY SUBSCRIBER

KEY
- RevenueA?lows

Ownership
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. Profits

CCTA PROPOSED SYSTEM (1975)

BROADCASTERS -

FIGURE 2 .

U
H
i
i
1
i
1
i
PAY NETWORK
—T — T
1 1
| lora i
'g' §51s)- ==
:
‘;/

Profits and Program Payments

PRODUCERS

,_;;>.

S

R .Programming Payments
CABLE OPERATORS _ °g I e

P

PAY SUBSCRIBER
~ HARDWARE

PAY SUBSCRIBER

Source: CCTA Brief to

CRTC, June, 1975

KEY

—---— Revenue Flows

Ownership



BLOCK DIAGRAM OF

FIGURE 3

PAY~-TV STUDIO

' SCRAMBLED PROGRAM
ORI GINATION

BELL CANADA PAY-TV DELIVERY. SYSTEM

. TRANSMISSION FACILITY
&——(UHF.OR CABLE; ONE OR MORE CHANNELS)

"

N

PAY-TV OPERATOR
DATA PROCESSING CENTRE

- Gl -

s "
o ‘
2 CHANNEL SELECTOR
c ' ' o
R
I
B .
E ° .
R PAY-TV CONTROL -
: UNIT
P
R A
E i .
T SUBSCRIBER
TV SET
S N
E
s
USAGE DATA COLLECTION
VIA SUBSCRIBER TELE-
e PHONE SERVICE
BELL CANADA OFFICE \V2 : :
'BELL CANADA DATA
' COMPUTER COLLECTION
]
] .
! _ ~
i DELIVERY
'

»Sbhr»ce: Bell Canada Brief
‘to CRTC, Jure 1975.




. _ | '.'.PTN“ MODEL FOR PAY TELEVISION STRUCTURE (AUGUST, 1976) ~ FIGURE 4

Foreign Prbgramming . o Canadian Programming
Product _ -+ Product .

=T -
¢ $1.20/mo.

. $2.00/mo.
: (25%) (15%)

L IIP T N“
?ay Television Network

. distributes to cable operator

. . markets to cable operator

— : S . ..purchases foreign programming

' ' . commissions Canadian programming

i ‘$3;60/md;
(45%)

CABLE OPERATORS

.. -own hardware S
. as local distributors, retain
55% of revenue

'$8.00/mo:
(100%) 3

- : | PAY-TV SUBSCRIBERS |

: _ . o i : -
' S ": o —— revenue.diétribution

___ program distribution
- G5 - ’ ’
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CANADIAN CABLESYSTEMS/PREMIER/ROGERS PAY-TV PROPOSAL (1975)

FOREIGN PROGRAM
PACKAGERS '

CANADIAN PRODUCERS

CANADIAN PRODUCTION

HOUSES

BROADCASTERS

PAY TELEVISION
. NETWORK =

sélécts programs

‘SponNsors - program

development

. packages & schedules -

pay service -
promotes pay service
distributes programs
to cable operators

jFlGURE'S

. billing and collection

CABLE SYSTEMS

owns. hardware

markets pay service at
local level
installation & service
to subscribers

‘ develop,piogram"
concepts

. produce and market
programs

. KEY

--—— yevenue distyribution

program distribution

CT (1




RECOMMENDED_STRUCTURE FOR' PAY TELEVISION FIGURE 6

a) -~ PROPOSED DELIVERY SCHEDULE

- SINGLE GATEWAY
" mid 1980's

. Canadian commercial .
inserts '

o e g o 9 S i S e S S S Mt B Mt O e T e P

[ e = o e P e e 1 . (e o s s e o e s e ey

-‘---v-v--.--f,—-n-,;‘

.. U.S. network pfogrémming

'~ PAY TELEVISION AUTHORITY

. rents'foreign'pnoduction , _

.- commissions Canadian productionsg

. markets Canadian productions
abroad .- S

. owns hardware

"

" NATIONAL DISTRIBUTION

“via Telesat & TCTS

'Rents cable channel(s)
for local distribution |

' LOCAL CABLE -

. . signal distribution

. servicing & collection

e o o ot e e e e —————

o e e . s e s

=T

STV. distribution
where cahle not
.feasible-

S ”
Y

. ’ ]

U.S. Programes via' single |
gateway to replace U.S. ;
originated cable ‘signals ;
(no additional charge) =
b . |

VIEWERS

-~ 07 -

KEY

~=-- U.S. signal, imported throw
"signal getaway"

Pay televisional signal (s)




RECOMMENDED STRUCTURE FOR. PAY TELEVISION - FIGURE 7
b) REVENUE DISTRIBUTION ' ’

- Revenues from pay
" . subscriber $ales

PAY TELEVISION . _ ' CABLE TELEVISION
AUTHORITY,_i : L - -
S s _ . annual surtax: averages
. Capital Costs . : $10 p.a. per| subscriber
. Operating Costs : : charged to subscriber

. Programming Costs - :
. .« 5% of cable company

. Surplus Revenues revenue
y : CANADIAN MEDIA DEVELOPMENT ’
- B ' o ' FUND ' '
CABLE COMPANIES ) :
_______ . directi ch S ' | o
rect: channel 10%|10% | 30% : 60%
rental payments - e .
. indirect: increase.
in cable penetration
LOCAL GROUPS
. funding‘for;lbqal
communications
projects
/
i PROGRAMMING FUNDS FOR
T 'FREE TELEVISION'
c.F,D.C. 60% : 40%
._Natl?nal Fl;m schOOl_ availabie to available to .
funding .- . . . Lo
_ _ ~National private
. additional funds for | onadc§st1ng || broadeasters .
Canadian film
praoduction

-G8 ...







