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SECTION I: AN OVERVIEW

INTRODUCTION: |
The purpose of this paper is to examine the economic consequences
of the Federal Communications Commission'; Prime-Time Access Rule
on:
1. The Television Networks;
2. The Network Affiliates;
3. The Independent Television Stations;
4. The Independent Hollywood movie and television programming industry;

and

5. The Film and Tape Syndication Business.

The Commission's prime-time access rule became effective in

October, !71, and its purpose was as follows:

A. To lessen the control the three networks have over the airwaves
during prime-time television viewing--7:00 p.m. to 11 p.m. Eastern
Standard Time.

B. To require network divestiture of syndication and financial
interests in independent television program production. This
section of the rule is not in dispute, and is not the subject of
further FCC investigation.

C. To diversify program ownership, i.e.,allow competing production
companies to enter the market place with prime-time television programs.

FINDINGS:
Study of the rule has resulted in the fel'owing findinés:

1. QOverall network power has been streng ened, not weakened, by the

prime-time access rule. Network originated programming has become

1
Prime-time refers-to those television viewing .ours between 7 and 11 p.nm.

Eastern Standard Time--the hours when most people are watching television.
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scarce, resulting in greater advertiser demand for commercial minutes
within prime-time programming, and ratings are generally better for
such programs. It has, in addition, strengthened the network's

bargaining position with program producers, who are now required to
compete for fewer prime-time network hours.

2. Although the networks have divested themselves of their
syndication arms, two of the networks, ABC and CBS, are still

involved in producing their own prime-time programming and made= fore
television movies. Both have discontinued production’ of theatrical
movies, also ultimately destined for television. This

practice, say Hollywood competitors, puts ABC and CBS at a competitive
advantage over other production houses. The prime-time access rule
has, therefore, exacerbated this potentially dangerous monopolistic
situation, wherein the networks both produce and distribute enter-

tainment programs.

3. The rule, by limiting the number of network supplied ertertainment
hours to three (3) per night, has relieved the networks of making

difficult programming decisions for what has been, traditionally, the

most difficult programming slot, i.e., 7:30 to 8:00 p.m. Homes using tele-
vision (HUTS) are on the increase until 8 p.m. and then plateau. The ABC-T\
Network has, therefore, endorsed the ruie rvartly because the rule has
allowed ABC to concentrate its programming effort into a shorter time
period. Partly as a consequence of the prime-time access rule, the

ABC network has strengthened its competitive pos :ion with regard to

the other two networks and ias become profitable. The other
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for the prime-time access periods, and thqé over the total choice of

programming available for access time. on other stations. In effect,
therefore, inexpensive programs with ratings track records have been

dominant, and most of them are easily replicated . old network series.

6. Most stations in the top-50 market! , those subject to the rule,
presently favor it because it enables them to make greater profits.
They prefer to sell up to five minutes of commercials, plus adjacencies, for
inexpensive syndicated programs. Prior to the rule, affiliates

It rk omj "~ iree com-—

mercial minutes in a hal -hour program and allow affiliates to sell

adjacencies, or station breaks, locally.)

7. Stations in smaller iarkets, those allowed to program off-network
re-runs, generally have mixed feelings about the rule. If they can
make money from the rule, they endorse it; if the local economv is soft

and local advertising is in short supply, they tend to opoose it. Generall

speaking, however, they too are making wore money from the rule.

8. Independent stations, both VHF and UHF, want to retain the rule
because it has strengthened their competitive position vis-a-vis

t 2ir competitors with network affiliations. Although rouggly the

came number of sets are tuned-in totelevision between 7:30 and 8:00
p.m., a larger share of those sets are tuned-in to independents at

that time period, which offer off-network reruns, providing subse-

quent financial gains to the independents. There is some ‘hreat, however, {

the network affiliated stations that are competing for the national spot

?dvertising. This competition promises to take away much of the benefit t
independents in the long-run.
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9. Because the prime-time access rule has reduced the amount of
prime-time programming produced for the networks, the price for
syndicated off-network shows has increased substantially. There is
now a fear expressed that the rule might resu . in a léng—term
shortage of well produced, off-network, syndicated programming, with
audience appeal, that is guaranteed to generate local advertising
revenue. In this respect, what the major Hollywood producers have
lost in prime-time, is being made-up, in part, by the exceptionally
high profits generated when their off-network programs are sold in

syndication at r¢ ord scarcity prices.

10. Program ownership has been.di§efsified somewhat, although not

as much as appears at first glance. Many of the independent pro-
duction companies selling programs for the prime-time access periods
were in daytime and rime-time production long before the prime-time
accel s rule was passed. There has been a substantial shift, however,
away from independent producers of network quality programming (larger
budget dramas and comed : to taped game : ows and imported film
prograi . In fact, were the rule to be abolished, very few woul
actually cease product m. Producers would move, instead, into
different daytime per »ds, remain in prime-time 4if they had a
successful and proven prime-time access program, or attempt to meet

the g wing programming derand by independent stations.
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i11. It is not fair to say that all small independent producers favor

the prime—time access rule. Some do and some do not. Generally

speaking, those independent producers making programs on video tape (usual-
ly variety'and game shows), and those producers who produce abroad, strongly
support the prime-time access rule because their programs sell locally
with a considerable price advantage. Those independent producers who

work in drama and comedy, primarily on film, prefer to produce for the
higher network budgets, using network owned facilities in New York

or Hollywood, or in association with one of the major Hollywood pro-
duction centers. Independent production opinion on the access rule is
divided, but perhaps as many és 85 ﬁercent are for repeal of the

rule, and 15 percent for maintenance (almost in direct ratio to their

prior network production experience).

12. The major Hollywood production houses--MCA-Universal, Warner
Brothers, Columbia-Screen Gems,.ZOth Century Fox, Paramount, and
MGM-~are bitterly opposed to the rule. Although these companies
want to weaken network program control, they want to accomplish this
by prohibiting the networks from making their own prime-time
entertainment programs—-not by limiting the number of network
programming hours. The prim« :ime access rule has resulted in

a serious loss of original prime-time television programming for the

major Hollywood production centers and for some of the independent
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programs, incidentally, are being re-run iP prime-time access by

|
virtue of an FCC waiver. i

14. One category of regularly scheduled network produced programming--
public affairs/documentary--has almost totally disappeared from the
prime-time schedule between the hours of 8 and 1l p.m. as a result of
the prime-time access rule, except, of course, for news _specials on
such topics as Watergate. In addition, network produced prime-time
children's programming, and children's specials, now begin later in

the evening, causing many parents to write the FCC complaining about

the situation.

15. The rule has led to some increase in locally produced and
originated public affairs programming, but, basically, only in a few
major markets, and among those stations that have had a commitment
to public affairs programming long before the rule was enacted. It
is unlikely that these stations will abandon such programs, should
the rule be rescinded, and it is e 1ally unlikely ' at this trend
toward more public affairs, or minority interest programming, will
increase rapidly, largely because of the production costs of

such programs and because it is almost impossible to sell them to
commercial sponsors in markets other than the top-20. If, for examp :@,
a station in a city the size of New Orleans decided to pt on a local
public affairs program, it would cost in the region of $1,000 to
$1,500 per half hour show, and these shows generally cannot be

repeated because of their topical nature. One thirty minute segment

of a taped game show sells for $300 in this market, which is the price




of a one minute commercial in the show. If the game show is fully
sold, and it is usually quite easy to sell game shows because of

their wide acceptance among the family audience viewing from

7:30 to 8:00 p.m., then gross revenues of $1,500 are generated--five
one-minute commercials at $300 per minute, excluding adjacencies.

he profit figure is, then, quite high. A public affairs program
dealing with drugs, pollution, or crime, on the other hand, is almost
impossible to sell commercially because it will not attract large num-
bers of viewers. An additional "disadvantage" is that this type of
program is expensive and time consuming to produce. Consequently,

there are considerable disincentives to produce local public affairs

programs, while there are considerable incentives to buy cheap game

. ows with a high revenue, and a high profit, potential.

SUMMARY :

A. Rescinding the prime-time access rule would benefit the Hollvwood

film industry, both major and independent producers

.ﬁ. Only one of the netwc s, CBS, and its owned and 6perated

stations, is pul icly opposed to the rule, even though the rule has
beer an important factor contributing to higher network profit figur .
The strength of the broadcast economy in 1972 and 1973 has been another

important factor.
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C. The independent licensees want to keep the rule because it

has presented them with opportunities to make short-term gains in
ratings, revenues, and profits. The rule might harm them long-term,
however, as the supply of off-network Hollywood produced syndicated
programming, on whichthelr existence depends, begins to decrease and,

because of supply and demand, to cost more.

D. Most of the network affiliated stations in the top-50 markets

[N

and many in markets below the top—5J, want to-keep the rule, as do=zs

ABC. NBC, at first opposed to the rule, is now neutral.

g. The independent producers of taped programs, mostly game
shows, want to continue the so—éalled prime-time access 'experiment,'

as do the importers of foreign made television series.

POSSIBLE POLICY ALTERNATIVES:

If the main purpose of the prime~time access rule was to
;
lessen network control of the airwaves, and since this purpose seems
to have reen :feated in the sense that the networks, and their
five owned and operated stations, still dominate television broad-
casting in Am ‘ica, perhaps. some overall policy alternatives ought

to be investigated and given further research emphasis by the FCC,

and other governmental and non-governmental bodies in the future:

1. Some consi ‘::ratio night be given to the overall extent to v ich

the networks allegedly dominate television broadcasting. Each network

has five owned and operated stations in top markets. All ‘hree

networks have owned stations in New York, Los Angeles, and Chicago—-
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the rule has been successful.

The remainder of this report will be devoted to a detailed
analysis of the economic consequences of the prime-time access rule

on the various interested parties%

SECTION II: THE NETWORKS

INTRODUCTION

As we have seen, the three networks—ABC, CBS, and NBC--
dominate television broadcasting in America. Seven days a week, year
round, the networks offer programming during most of the day to their
local affiliates in roughly 200'markéts throughout t . country. The
networks buy or produce this programming)and sell commercial
minutes within this programming, which is then aired by their
local affiliates. In return, the local affiliates are paid what is
known as station compensation--usually roughly a third of what they
could get if they took an additional risk and programmed their own
material-—and they are also allowed to sell short segments of time
in the network programming, known as station breaks or adjacencies,

which are often very valuable because of the higher rating levels of

many network shows.

All three networks usually carry fewer minutes of advertising
than are allowed under the National Association of Broadcasters

Code:

1 AUTHOR'S NOTE: Much of the detailed information presented in ‘his
report was given to the author by confidential sources who prefer not
to be identif. i in footnotes. Most of 1t em have agreed to have their
names included in the list of people interviewed--See Appendix I.
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ABC Television Network

Advertising in prime-time, 8 to 11 p.m.

Half-hour program--NAB Code: 4.25
ABC Television: 4.17
Billboard--20 seconds (a billboard is an announcement of the
sponsoring advertiser or advertisers,
e.g., "This program is brought to you
BYeeoeanss)
Commercials--3:00
Station break--30 to 42 seconds (this is usually used for
one locally sold 30-second
spot announcement, plus
station identification)

Program promotion--15 seconds

One-hour program--NAB Code: 9:30
ABC Television: 7:55
Bil roard—-40 seconds
Commercials——6:C
Station break—-1:00, but sometimes as much as :30
Promotion--15 seconds :

Non-prime—time., daytime and weekends, excluding children's weekend

rogrammin

Half our program-—NAB Code: 8:00
ABC Television: 7:45
Billboard--20 seconds
Commercials- :00
Station break--1:10
Promotion--15 seconds

Non-prime-time, late night weekdays from 11:30 o.m., per 90
minute program

90 minute program——NAB Code: 2 00
ABC Television: 20:25
Billboard--20 seconds
Commercials--17:00
Station breaks--2:40 (70 seconds, 70 seconds, 30 seconds)
Promotion—-25 seconds
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Children's weekend programming

A1l three networks follow the NAB Cdde which states that
children's programming between the hours of 7 a.m. and 2 p.m. on
Saturday and Sunday shall not exceed 12 minutes of non-program

material in any 60-minute period.

The other two networks, CBS and NBC, follow similar, though not
identical patterms:

CBS Television Network

"In prime-time, CBS has six minutes of commercials per hour,
two biliboards for 40 seconds, two promotions for 32 seconds, and a
station break of 1:30, totalling 8 minutes and 42 seconds
of non-program material. In daytime programming, the network has
a total of 15 minutes and 40 seconds of non-program material broken
down as follows: 12:00 of network commercials, 40 seconds for
billboards, 40 seconds for promotional material, and station breaks

of 2:30.

NBC Television Network

In prime-time, NBC has six minutes of commercials per hour,
and seven minutes per hour in two-hour movies, with station breaks
of from 30 to 60 seconds. In the 30-minute news program at 3:30 p.m.
or 7 p.m. there are five minutes of network sold commercials, with
one station break of 70 seconds. In daytime television, NBC offers
six minutes of network commercials per half hour with a 70 second
station break every half hour. There are, of course, the usual bill-

boards and program promotions.




The chart on the following page has been prepared to help
explain the relationships between the television networks and their

affiliates, including the networks' owned and operated stations:




Parent Company

Subsidiary

Network
NELWOTIK

0 & 0's (by market

size-=5 VIF)

1. New York

2. Los Angeles
3. Chicago

4. Philadelphia
6. San Francisco
7. Detroit

8 Cleveland

9
2

. ‘Washington, D.C.

St. Louis

Number of
Affiliates

American
Broadcasting
Companies
(includes
United
Paramount
Theatres)

ABC
Television
Network

WABC-TV
KABC-TV
WLS-TV

KGO-TV
WXYZ-TV

177 primary
101 secondary*

THE TELEVISION BROADCASTING INDUSTRY

Columbia
Broadcasting
System

CBS
Television
Network

WCBS- 7
KNXT-TV
WBBM-TV
WCAU-TV

KMOX~TV

192 primary

3 also available

Radio
Corporation
of

America (RCA)

National
Broadcasting
Company
NBC
Television
Network
Independents in O & O
Marketr
VHF UHF
WNBC-TV 3 2 (New York)
KNBC-TV 4 2 (Los Ange :28)
WMAQ-TV 1 3 (Chicago)
- 3 (Philadelphia)
1 3 (San Francisco)
- 2 (Detroit)
WKYC-TV - 1 (Cleveland)
WRC-TV 1 (Washington, D.C.)
1 (St. Lou s3)
Total Nur er
of Commercial
217 Independents
34-VHF 58-UHF

* A secondary affiliate carries less programming than a primary affiliate and might also have an affiliation wi .

anothor neotuork.

Conscaquently, there is double countine af Affi{1fatac,

Thrvr ava weoahTe

REN ACCITlaee « and







Storer, with stations in Boston (5) (Independent UHF), Detroit (7)
(CBS), Cleveland (8) (CBS), Atlanta (16) (CBS), and Toledo (57) (NBC).

Scripps-Howard, with stations in Cleveland (8) (ABC), Cincinnati (23)

(CBS), Memphis (31) (NBC), Tulsa (53) (NBC), and West Palm Beach

(90) (NBC).

Newhouse Broadcasting, with stations in St, Louis (12) (ABC), Portland
(26) (CBS), Birmingham (47) (NBC), and Syracuse (58) (NBC).
McGraw-Hill, with stations in Indianapolis (17) (NBC), Denver (29)
(CBS), San Diego (34) (NBC), and Bakersfield (416) (ABC).

Cox Broadcasting, with stations in Oakland/San Francisco (6) (Inde-

pendent VHF), Pittsburgh (10) (NBC), Atlanta (16) (NBC), Charlotte

(32) (NBC), Dayton (40)(CBS).

Capital Cities, with stations in Philadelphia (4) (ABC), Houston

(14) (ABC), Hartford/New Haven (21) (ABC)'Buffalo (24) (ABC), and

Fresno (75) (CBS).

AVCO Corporation, with stations in Indianapolis (17) (ABC), Cincinnati

(23) (NBC), Columbus (33) (NBC), Dayton (40) (NBC), and San Antonio

(50) (NBC).

Taft Broadcasting, with stations in Kansas City (22) (NBC)'Cincinnati
(23) (ABC), Buffalo (24) (NBC), Columbus (33) (ABC), and Birmingham

(47) (ABC).

The Washington Post/Newsweek Group, with stations in Washingtom, D.C.

(9) (CBS), Miami (18) (ABC), Jacksonville (68) (CBS), and { er rchase of
one station pending FCC approval in Hartford/New Haven (21) BS).
WON, with stations in Chicago (2) (Independent VHF), Denver (29)

(Independent VHF), and uluth, Minnesota (108) (CBS).
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most local affiliates have discovered that they have neither the
talent nor the resources to do much local programming, other than
local news.

Currently, both CBS and NBC program from 7 a.m. to 9 a.m., and
from 10 a.m. to 4:30 p.m. on every weekday, with a half-hour break
from 1 to 1:30 p.m. ABC has a shorter daytime program schedule of

4five hours, programming from 11:30 a.m. to 4:30 p.m. This daytime
frogramming is usually made up of game shows, soap operas, talk shows,
and network prime-’ me repeats. Between 6 and 7:30 p.m. all three
networks offer their affiliates half-an-hour of national and inter-
national news, with the affiliates usually aiir’ the: s
'program surrounding, preceding, or following the network news. Then
from 8 to 11 p.m.—-prime-time-—-the networks again dominate the
airwaves with assorted enteréainment programs, plus a little
newsg/public affairs programming and some sports. At 11 p.m. there
is a break from.the network allowing the aff: 3 to present the
late news. Then, it is back to the networks again for late ;ight
entertainment shows, usually talk shows or movies, until 1 a.m.
or later. On Saturdays and Sundays, the amount of network supp ied
programming varies, but all three networks supply Saturday morning !
children's programs. All three networks supply, in addition, weekend
sports programning and news, as well as prime-time programs from 8

to 11 p.m., or from 7:30 to 10:30 p.m.




PROGRAM COSTS AND REVENUES

Television programming is very expensive, and the following
chart outlines the approximate costs of programs. The program
costs exclude network adminstrative and general operating expenses,
and also exclude the line charges that the networks pay for feeding

the programs to their affiliates.

THREE NETWORK TOTAL PROGRAMMING COSTS AND REVENUES, 1972

PROGRAM COSTS* PROGRAM REVENUES*
All News and Sports Programr ng#* $300 million $400 million

(almost all
network pro-
duced)

Prime-time Entertainment Programming $480 million $800 million

(some network
produced, but
mostly Hollywood
produced)

Daytime Entertainment . ygramming $105 mi dion $300 million

(some network
produced, some
ind¢ endently
pro« ced) ‘

Late-night Entertainment Programming $25 million $58.5 million

(some network
produced, some

independently
produced)
Children's Programming, including
wveekend specials, American Bandstand,
and Ca .in Kangaroo €78 million $80 million

*%

e

TTAL: °9?5 million
The figures have been rounded, and the data derived from reports by the
Federal Communications Commission (financial data) and Broadcast Advertisers Repor

News and sports programning was especially expensive in 1972 because of the
General 1 ection an¢ the Olympic Games.
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There are, of course, two important deductions that have
to be made from the above gross revenue figures; advertising agency
commission and station compensation. Together these two deductions
amount to about 20 percent of the gross revenﬁes which, after
deductions, net out to roughly $1.27 billion. It should be noted
that different investments in different programming results in
widely different revenue figures. News and sports programming,
for example, generate very little revenue above program costs,
and, after station compensation and advertising agency commission,
it is easy to see why the networks say that, generally speaking,

these particular program offerings are unprofitable. Although




l
|
s [
prime-time entertainment generates $800]gillion in gross

revenue, station compensation for primeitime programming is

greater than it is for other types of programming. The prime-time
programming schedule receives, in addition, a greater amount of
administrative attention and e: ense, causing little overall profit.
Tﬁe other types of programming, however, are all highly profitable,

particularly children's programming, in the case of ABC and CBS,

and daytime programming for all three networks.

Programming costs the networks roughly $935 million a year,
with perhaps another $225 million in other costs, e.g., administra-
tion and general operating costs, plus line costs. (Line costs
amount to $60 million a year for the three networks.) Consequently,
the three networks were left with total pretax profit of almost
$111 mil .on, accordiig to the FCC's report on network revenues
for 1972. The t ree network pretax profit figure for 1972 was
more than double that in 1971--in fact, it showed a 106.0 percent
increase, but 1971 was a bad year for all three networks (see following
page). There were four main reasons contributing to this increase in pro:
1. an upsurge in general economic activity; 2. an increase in
revenues due to political advertising during an election féar;

3. recovery fro the cigarette advertising ban placed on the

broadcasting in istry in January, 1971; and 4. the prime-time

access ru .




- 26 -

Using the FCC's TV Broadcast Financial Data, we can trace

the profits of the networks and their owned and operated stations
over the last seven years:

1966: Total pretax profits $187 million; the networks taken together
made pretax profits of $79 million, and the owned and operated stations
made pretax profits of $108 million.

1967: Total pretax profits $163 million; $56 million to the networks,
and $107 million to the owned and operated stations.

1968: Total pretax profits $179 million; $56.4 million to the networks,
and $122.4 million for.the owned and operated stations.

1969: Total pretax profits up to an all-time record of $226 million;
$93 million to the networks, and $133 million for the owned and
operated stations.

1970: Total pretax profits down to $167.4 million; $50.1 million for
the networks, and $117.3 million to the owned and operated stations.

(This was the last full year before prime-time access and the cigarette
advertising ban). -

1971: Total pretax profits down to $144.9 million; $53.7 million for
the networks, and $91.2 million to the owned and operated stations.
(Last quarter of the year subject to prime-time access).

1972: Total pretax profits up to $213.4 million-~the second highest
{n broadcasting history; $110.9 million for the networks-—-an all-time

record, and $102.5 million for the owned and operated statioms. (First
full year of »rime-time access).

NB: Critics of the financial power of broadcasters often overlook

the fact that the ABC Television Network had been losing money quite
heavily since 1963. In the nine preceeding years, ending December 31,
1971, ABC lost about $113 million on its television network--money
that the company could ill afford to lose without the profitability

of its five owned and operated television stations. During this time,
however, the CBS and NBC television networks made profits of between
$25 million and $50 million every year, totalling $676M, and the owned
and operated television stations have always been highly profitable.
The radio divisions attached to ABC, CBS, and NBC have 1ad uneven
results financially in the last few years. The networks claim that they

need a fairly high return on their capital if they are to be adventurous
or experimental in their programming.
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NETWORK-AFFILIATE RELATIONS

Prime-time refers to those television viewing hours
between 7 and 11 p.m. eastern standard time-—-the hours whén most
people are watching television. The FCC's prime-time access rule
which became effective in the fall of 1971, restricted the
number of hours that affiliates in the top-50 television markets
could receive network supplied programming to three per night.
Network supplied news programming, however, was exempted from
the rule, which means that the realistic maximum amount of net-
work supplied programming between 7 and 11 p.m. is three—and-a-
half hours, although only 90 of the total weekly potential of 1050
7 to 7:30 p.m. time periods are occupied by network news. Con-
sequently, each network affiliate in the top-50 markets was required
to provide locally originated programming (not necessarily locally
produced programming) for at least half-an-hour a night six nights
of the week, and for one-hour on Sunday (local evening news on
Sunday is either cut back or not programmed at all), when the
three networks had traditionally begun programmi ; at 7 p.m. On
Sundays. This consists of a total of at least four hours a week
of programming that each network affiliate had previously received

from the network. Altogether, each of the three networks "lost'

four hours of prime-time programming responsibility, adding up to

a total of 12 hours a week of 'lost' network programming.

Theoretically, there on ht 0 ive been no need for the

FCC to have passed the prime-time access rule because a r network

affiliate can choose to clear or not to clear any stwork sup: ied
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programming that is fed down the iine. In exchange for b?oadcast—

ing network programs, with network sold commercials, the network
agrees to pay its affiliated station a fee called station compen-—
sation. The individual affiliate, therefore, does not have to

bill the spomsor, but does receive station compensation from the net-
work. The station'srisks are, therefore, reduced considerably and

the rewards may be inc zased. The rewards depend upon the saleability

of the commercial positions which fall within and follow network programs

these are known as station breaks. The affil ite decision to clear
a program depends, in large part, upon whether or not the guaranteed
.ompensation on fully sponsored programs exceeds, or falls short
of, the estimated profit of.a local program, or a Pprogram bou .t
in syndication but originated locally. Another very important
factor in this decision is the impact the selected program has on
the value of the local station breaks, within and following the
program. Within this general fr-—2work, affiliates have’always

had the discretion to choose not to carry certain network programs
on their stations. When an affiliate chooses not to clear a
network program, it is known as a pre-emption, and the pre-empted

programs, quite naturally, have usually been the less popu ir

network originated programs.
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PROGRAMMING DEVELOPMENTS

l

It was the market as it developed that determined the amount
of programming that was network originated, and the amount that
was affiliate originated. The market, however, has been weighted
in the networks favor, since the networks are few in number, and have
the most powerful groups of owned and operated stations forming the
backbone of their network strength. Other networks, for example,
Dumont, had difficulty in establishing themselves, either because
they lacked enough owned and operated stations in key markets,
or because they lacked the necessary attractiveness to draw away
affiliates from competing networks, or both. There are moves
currently underway to form so-called networks of independent
stations, but early indications seem to show that these will always
lack the financial strength and power of the existing ne works. As
the table on page 18 indicates, there are not enough independent
stations currently operating to rival the strength of the three

existing networks.

Network programming as it has evolved over the past twenty
years or so, has been developed on a trial and error basis, and even
today it is very difficult to forecast,with any consistent
accuracy, what will make a successful television show or series.
There is, however, a high‘correlation between money spent on pro-
duction and talent, and popularity. Vast sums of money can be

spent on the development of series that never get beyond the pilot
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stage. Every year, the three networks épend roughly $25 million
(with additional investment by the independent producers) on the
development of new programs. The netw&rks recoup some of their
investment by broadcasting pilots. Programming in prime-time
involves estimates of future audience levels and their demographic
composition. Advertising pricing and the sales levels of such
advertising are dependent upon the overall strength of the economy,
the program and other costs, station clearances, and competitive
counter-programming from the other networks. Although these
estimates are almost exclusively based on past performances of
e. entially similar (some woul¢ say, identical) programs, they
are necessarily subjective since they deal with an uncertain

future. The risks are particularly great with a program type that

has never been aired before, for example, All in the Family. Once

a program becomes a p.oven success, it is then copied by the

other networks, Sanford and Son on NBC, The Corne:~ Mar and the

animated Wait Till Your Father Gets Home, in prime-time access

syndication. CBS also developed an A hie Bunker spin-off, !Maude,

a left-wing, rather than a right-wing, 1 got.

Programming on the television .etworks, then, involves

constant change and competitive adjustments as market and competi-

tive conditions change. Programming sugge :ions are financed
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and developed in several ways:

(a) from within the television network itself with the pilot
financed by the network;

(b) from an outside producer, who fully finances many program
outlines (costing about $2,500), of which about one-third are
selected by a network for a script commitment--at this time the
network obtains unilateral options to order a pilot, to order

13 to 15 or more, episodes for the first year, to order 22-24
episodes for the second year, and so on through the seventh year

of broadcast. The script commitment is usually 80 percent network
financed, and the total cost'is about $15,000 to $25,000. One-third
of the scripts are selected for a pilot-—a 90 minute pilot costs
roughly $500, 10, 80 percent financed by the network and 20 percent
deficit financed by the production company.

(¢) very rarely, from an outside producer who brings a finished

pilot or series to the network. (Only the bigger Hollywood pro-

ducers are usually able to do this, for exar le, MCA-U .versal,
Columbia-Screen Gems, Warner Brothers, MGM, Para unt, 20th Century

Fox.)

This is a highly selective process and usually very slow.
For the 1973-74 season, out of hundreds of suggestions financed by
independent producers, 124 pilots--70 to 80 percent financed by the
networks—-were made. Of these, only 17 were chosen : regular weekly

series, and 13 were selected as mini~series--often unprofitable for

the independent producer.
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Prime-time television has changed somewhat over

the years, and these trends should bejpointed out:
!

1. There has been a shift away from the half-hour situation
comedy series, and half-hour series generally.

2, Dramatic programs have become increasingly one-hour, 90
minutes, or even two hours. ‘This is known as the "long form."

3. Fewer original programs are being ordered by the networks.

Ten years ago, a typical season was 39 originals and 13 repeats.
Today it is likely to be 23 originals and 23 repeats, or, at best,
26'origina1s and 26 repeats. When 23 originals and 23 repeats

are ofdered, making a total of 46 weeks of programming, the
remaining weeks are often u;ed for news or entertainment specials,
including pilots.

4. A new program form, the mini-series, has evolved. These
mini-series usually have fewer than 20 original programs in any
one season, for example, NBC's popular Columbo series has only
eight original episodes in any one season, and this mini~series

rotates with other mini-series on the network.

These trends are partly the results of increasing
programming costs. Network prime-time entertainment progr;m
costs rose by over 50 percent between the 1965-66 season and
the 1969-70 season, and program costs are contir ing to rise
annually. In the period from 1965 to 1972, while program costs
had increased by about 60 percent, tae cost of iving

had risen by 33 percent. The advent of color to all pro ‘amming inp




the late 60's added substantially to cost of production

because color film is more expensive to buy and process than

black and white, and because color generally usesup more production time

!
]

Network program pilot COSf incréased from
around $72,000 for a half-hour in 1960i to about $250,000 for a
half-hour by 1973. One h0uf pilots increased from just over
$135,000 to about $330,000 in the same period. Average new
program costs increased from $50,000 per half-hour to between
$115,000 and $135,000, and more, for two-plays, while one-hour
episodes have gone up from $95,000 to over $200,000 for two-plays.
Fees paid by the networks to the producers of made-for-television
movies and for the rights to major motion pictures once they have
comp}eted the ' theatre distribution tend to vary enormously. A
90-minute made-for-telvision movie costs the network around $375,000
to $425,0! ifor two-plays; ;42-hour made-for-television movie, or
an average old motion picture that was not too successful at the
box office,will cost the network from $600,000 to $800,000 for two
1 ays. A successful major motion picture, however, like Love Story
or Patton can cost much more, and the ABC Television N“Qwork
reportedly pair $3 million for five plays of Love Story, and

$2 million for one play of Patton.

The cost of * .levision programming ' 11 be discussed in
some detail later, in the section on the Hollywood television and

movie industry.

In addition to buying programs from producers, the networks
have t :ir own facilities and make their own programs, particulary for

the daytime periods. All three networks have videotape facilities,
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and CBS uses its own tape facilities for all of its videotaped
programs, whether the network owns the programs or not. This

means that programs like All in the Family and Maude, though

not owned by CBS are actually produced at CBS's tape facili-

ties in Hollywood. Only CBS has film facilities, although, ABC
continues to produce its own made~for-television movies. NBC

has never owned its own film studios, although it has produced s
own film series. Bonanza was produced, for example, by NBC using
someone else's .ilm production facilities. ABC and :BS have always
been more heavily involved in the production of filmed shows, and

CBS has large film production facilities in Hollywood.

See Appendix II for lists of the regularly scheduled
network entertainment programs, both daytime and prime-time,
their ownership, and whether or not network production facilities

were used.
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PRIME-TIME ACCESS RESULTS

Partly as a resu . of this so-called power of the three
network system, the FCC decided to encourage localism and to
attempt to open up the competitive system in the program
production industry by passing the prime-time access rule.

There were several immediate and quite specific results as far as
the three networks were concerned:

1.' By reducing the amount of network programming by four hours per
week for each network, network originated programming became a

scarcer commodity an¢ thus its value increased.
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2. Network control over the program production industry was
strengthened, not weakened, by the prime-time access rule in
a very important respect. The network's bargaining position
with Hollywood program production houses was strengthened

because the market for expensive television programming had
been reduced by roughly 16 percent without any commensurate
reduction in the number of production houses, especially

since the vast majority of those production houses found that
competing for programming slots in the prime-time access

periods at the local station level was uneconomic. Many
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Young people and adults, aged from 18 to 49, the most desirable

group of television watchers from the advertisers viewpoint,

tend to view television begihning at about 8 p.m. onwards

when they have finished dinner and are ready to settle down to an
evening's viewing. Consequently, the prime-time access rule
allowed the three networks to concentrate their programming
effort into a shorter time period where the audience composition

was much better so far as potential advertisers were concerned.

4. Because the number of network commercial minutes available in
prime-time was reduced by the prime—-time access rule, and

because the demand for such minqtes remained the same, or actually
increased somewhat as the economy became firmer, the price for

prime-time minutes rose. Achrding to Broadcasting Magazine,l

television network salesmen were saying that the fourth quarter of

1973 would be "the biegest fourth~auarter sales record in TV historv."
This is at least partly, and perhaps even significantly, due to

the prime—-time access rule which has firmed up prime-time commer-

cial prices as a result of making prime-time minutes scarcer.

Not only are prices per minute higher--an all-time record of

$120,000 to buy a one-minute commercial in CBS's All in the
Family--but s ales for the 1973 are up 14 percent from the 1972

figures, which were themselves a record, and up about 15 percent

in prime-~time.

1 july 16, 1973, Vol. 85, No. 3, pp 17-18.
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million homes, with an unchanged CPM,fthe price would tend to rise

to about $60,000 per minute. Once a program achieved popularity
and ratings superiority in its time period, however, premiums are
usually demanded for buying minutes in a top rated progr: , and the
cost per thousand rises. Because of the apparent scarcity of prime-
time minutes under jresent market conditions, there has been an
upward trend in the cost per thousand homes, particularly since
advertisers are now interested in reaching certain target aud-

jences, like women from 18 to 49, or young adults from 18 to 34.

In 1970, prior to the prime-time access rule, the

costs per thousands homes of
an average 30-second commercial in the networks' regular prime-
time schedule in the fourth-quarter (the most expensive period

of the year) has shown the following patterny .

1970 $1.98 (Pre-prime-time access)
1971 $2.09 (First year of prime-time access)
1972 $2.15 (Second year of prime-time access)

1973 $2.25 to $2.50 (Thir year of prime-time access)
This shows a 13.6 percent to 26.26 percent increase in a three

year period. The average prime-time minute now sells for $59,000.

5. Regularly scheduled network produced public affairs and
documentary programming almost :otally disap-z2ared from the

prime-time schedule as a result of the rule. . -
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In an analysis sent to the FCC by NBC, all prime—-time public
affairs were covered, including documentaries and series, and
instant news specials. For the September through May period,
there were 52 hours and 54 minutes of prime-time public affairs
programing in the 1970-71 season, falling to 47 hours and 29
minutes in the 1971-72, and rising to 51 hours and 52 minutes

in the 1972-73 because of Watergate and the Presidential Election.
If both ABC's and NBC's figures had excluded instant news

specials, the time allocated to prime-time public affairs pro-

gramming would be minimal.

6. Network prime-time children's specials jegin later in the

evening as a result of the prime-time access rule,causing many
parents to write to the FCC complaining about the lateness of

the broadcast hour for children's prime-time televisionrspecials.

W - + In the 1969-70 season, 80 percent of all children's
specials began at 7:30 p.m. By the 1.,/1-72 season, the first
prime-time access season, this percentage had dropped to 39

percent, and in the 1972-73 season it had fallen to 25 percent.

In the 1970-71 season, immediately before the access rule, 9.1
percent of all CBS's prime-time cBildren's specials begén at 8 p.m.
This rose to 54.0 percent in the following season, and up to 63
percent in the 1972-73 season. In addition, a number of chil ‘en's spec
that are offered to the networks by advertisers are being tur :d down

because of the shortage - network prime-time.




- 45 -

In summary, the networks have not been hurt financially
at all by the prime-time access rule, nor has their power
diminished. An almost immediate result of the rule was the
imprevement of bottom line profit figures. With the introduc-
tion of the rule in 1971, broadcasters felt that they would
suffer greatly as a result of the loss of cigarette ad-
vertising. The networks, in fact, over-reacted to the cigarette
advertising lose, which was quickly recouped. In any event, the
loss of four hours per week of fairly marginal network prime-
time programming compensated for the spare advertising capacity
that the networks felt they would have as a result of the
cigarette advertising 1oss.- Although two of the networks,

CBS --d NBC, are stil!' philosphically opposed to the rule, they
are showing no great anxiety to see its immediate repeal--one
network executive even suggested that if the rule were to be

f
repealed it shou | be repealed effective September, 1975!

ABC, origin: ly phi »rsor*<cally opposed to the rule, is
now one of the rule's most vigor: .s supporters. As has already
been menti .ed, the passing of the rule coincided wit a turn-
around in ABC's financial fortunes as a network. As a result,
t » networks would probably show no great disappointment if the

rule were retained; they lost some marginal programming, and gained

in revenues and profits.
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SECTION IIT1: THE NETWORK AFFILIATES

—
T e

INTRODUCTION

I

!

We have seen that networks exist to distribute
entertainment programs to their affiliates. Each netwc <
attempts to get the maximum number of program clearances from
jts affiliates, since non-clearance of network programs ad-
versely affects a network's ratings, revenues, and profits.
Each network affiliate signs a contract with one of the three
networks (or more in the case of small-market multiple affiliates)
in which it has first refusal in broadcasting network pro-
grams (and network sold commercials) over its facilities. In
exchange for broadcasting neLwork programs, the network agrees
to pay its affiliate station compensation--usually about one
third of what it cou’d get if it bought its own programming and
sold its own commercials. The affi iate does not have to
arrange to purchase its own programs during the times that its
network is on the air; the commercials have already been sold;
the local station does very little and receives station com-
pensation from the ietwork. Thus ‘he station's risks are
minimized, and, in addition to compensation, the network-a Llows
its affiliate to sell commercial positions within nets rk programs
preceding and following network programs; these are nown as

station breaks.

About 90 percent of television stations' sales involve

station breaks or 'time" sales. These are usually 42 second
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The programming latitude and aﬁtonomy available to the
average affiliate does not apply in th% case of the five
network owned and operated stations. With very rare exceptions,
the owned and operated stations clear all the television network
programs in the network time periods, even if local conditions
seem to indicate that non-clearance would improve the ratings
of the owned and operated station in duestion. The main reason
for this is that the owned and operated stations lie at thé
heart of network power. Any gains recorded By the owned and
operated stations at the local level, would consequently be
more than offset by ratings and revenue decreases for the network.
In addition, when the owned and operated stations clear the
network schedule unchanged, the network is then in a position
to use this to persuade the rest of the affiliates to do the
same thing. As a result, most affiates follow the owned and
operated stations and clear almost all of the network fed

yrogramming. Generally speaking, the owned and operated
stations for CBS and NBC and their affiliates, have programs

during the following times from Monday through Friday:
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PRIME-TIME ACCESS PROGRAMMING

The passing of the FCC's prime-time access rule, there-
fore, gave the affiliates much more programming responsibility
in the early evening prime—fime period from 7:30 to 8:00 p.m.,
when homes using television, a term developed by the Nielsen
ratings firm, were increasing but had not yet reached their peak.
On five days of the week, Monday through Friday, the prime-time
access rule gave the affiliates a half-hour to program locally~~-
previously a network responsibility. On Saturdays and Sundays,
this time was, in many cases, extended to one-hour, from 7:00
to 8:00 p.m., or from 7:00 to 7:30 p.m. and from 10:30 p.m. to
11:00 p.m., since only one ﬁetwork, NBC, presents regularly
scheduled evening news programming on both Saturday and Sunday,
while CBS programs its regular half-hour news program on
Saturday only, going to a late night 15-minute news format on
Sunday evening. These weekend changes in the network feed to
af?iliatesare of vital importance to the type of prime-time
access shows programmed. Generally speaking, from Monday
through Friday, the affiliates have only alf an 1our per nig, t
to program, -and that half-hour is normally from 7:30 to 8:00 p.m.

As a result of the time of day and the time limitation (30

minutes), the type of programming has to be that which appeals
to young viewers and older vie :rs alike, namely game s VWS and
half-hour comedies. It is felt by many @ ©0 1cers that the action-

.drama format does not lend itself to a 30-minute time re :r :tiom.
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the ratings for the syndicated programs. It does not show

what impact local programming has had, an area to be dealt with

later.




TOP 35 PRIME-TIME ACCESS PROGRAMS

BY NO. OF TOP 50 MARKETS, PROGRAM TYPE,

AND P; DUCTION CENTERS--1972-1973 SEASON

IITLE

HOLLYWOOD SQUARES
LI 'S MAKE A DEAL
PARENT GAME

vV 1 KINGDOM

THE PROTECTORS
CIRCUS

HEE HAW

NE! PRICE IS RIGHT
TO TELL THE TRUTH
UFO

TRUTH OR CONS N NCES
LAWRENCE WELK

YOUNG D. KILDARE

## MARKETS

48
47
46
41
39
37
35
35
35
35
34
33

32

PROGRAM TYPE

GAME
GAME
GAME
NATURE/WILDLIFE
ACTION/DRAMA
CIRCUS VARIETY
VARIETY
GAME
GAME
SPACE DRAMA
GAME
VARIETY

HOSPITAL DRAMA

PRODUCED IN

U.S.

U.sS.

U.S.
BRITAIN
MOSTLY ABROAD

U.S.

U.S.

.S,
BRITAIN

U.S.

U.S.




RANK

14.

15.

16.

17.

18.

19.

20.

20.

22.

22.

24.

25'

26.

27.

28.

28.

30‘

TITLE

WALT TILL FATHER GETS HOME
POLICE SURGEON

I'VE GOT A SECRET

THIS IS YOUR LIFE

WHAT'S MY LINE?

AMAZING WORLD OF KRESKIN
THE ADVENTURER

MOUSE FACTORY

HALF GEORGE KIRBY HOUR
LASSIE

YOU ASKED FOR IT

DOCTOR IN THE HOUSE
EXPLORERS

JOHNNY MANN'S STANDUP & CHEER
EVIL TOUCH

GOLDDIGGERS

FAMILY CLASSICS

#f MARKETS

31
30
24
23
21
20
19
19
16
16
15
13
12
11 |
10

10

PROGRAM TYPE

ANTMATION
ACTION DRAMA
GAME
LIFE HISTORY
GAME

MAGIC/ESP
ACTION DRAMA
CHILDREN'S

VARIETY

ADVENTURE DRAMA

GAME

COMEDY

NATURE STUDIES

VARIETY

DRAMA

VARIETY

ANTMATION

PRODUCED IN

AUSTRALIA/US |
CANADA
U.S.
U.S.
U.S.
CANADA
BRITAIN
U.s.
CANADA
U.S.
U.sS.

BRITAIN

VARIOUS COUNTRIES

U.S.

AUSTRALIA

U.S.

AUSTRALIA




RANK. TITLE # MARKETS PROGRAM TYPE PRODUCED IN

30. SURVIVAL 9 NATURE/WILDLIFE BRITAIN
32, AUDUBON WILDLIFE THEATRE 8 NATURE /WILDLIFE VARIOUS COUNTRIES
32, SAFARI TO ADVENTURE 8 - NATURE/WILDLIFE VARIOUS COUNTRIES
34, NASHVILLE SOUND 7 VARIETY U.S.
34, UNTAMED WORLD 7 NATURE/WILDLIFE VARIOUS COUNTRIES

-epared by Alan Pearce, using various sources, including Metromedia Producers Corporation, Ogilvy and Mather,

+J Guide, and Viacom.

NOTE: At the Commission's oral argument on the pri—2-time access rule on July 30, 31, 1973, some confusion
was expressed about where Gol<’’7gers was produced. The syndicated prime-time access program is produced
in Hol od; w n the show was a summer replacement on the NBC TV Network, it was produced in London.




The preceding chart shows the impact of game shows on

the top-50 market. It also illustrates that, generally speaking, drama

shows are usually imported from Britain or Canada, since imported
shows of this type have a distinct price-advantage when placed
in competition with American shows. In fact, the only American

produced drama series in the above list is The Young Dr. Kildare,

a barter serjes produced on videotape, not film, by MGM that was

cancelled at the end of the 1972-73 season after only one year

of production.

The following chart gives an overall picture of
syndicated programming, including programs shown on independent
‘stations not subject to'the.rule. The programs are ranked

by popularity and clearance.







CONT'D

PROGRAM

16.
17.
18.
19.
20.
21.
22,
23.
24.
25.
26.
27.
29.
30.
31.
32.

33.

POLICE SURGEON
KRESKIN

I'VE GOT A SECRET#
SURVIVAL

MOUSE FACTORY*
GEORGE KIRBY *
SAFARI TO ADVENTURE
PARENT GAME*
ANIMAL WORLD

UFO*

STANDUP & CHEER
GOLDDIGGERS*

BEAT THE CLOCK
LASSIE *

DR. IN THE HOUSE
YOUNG DR. KILDARE *

THRILLSEEKERS

RATING

14
14
14
13
© 13
13
13
12
12
12
12
11
11
10
10
10

10

MARKETS

120
29
46
50

30
18
28
103
55
93
52
33
26
144
14
68

18

PROGRAM TYPE

ACTION DRAMA

-MAGIC/ESP

GAME

GAME

CHILDREN'S
VARIETY
NATURE/WILDLIFE
GAME
NATURE/WILDLIFE
SPACE DRAMA
VARIETY
VARIETY
VARIETY
AD._NTURE
COMEDY
HOSPITAL DRAMA

REAL-L fE ADVENTURE

PRODUCED 1IN

CANADA
CANADA

U.S.

BRITAIN
U.s.
CANADA
VARIOUS COUNTRIES
U.S. at ABC °
VARIOUS COUNTRIES

BRITAIN

BRITAIN
U.S.

U.S. & | ABROAD




PROGRAM

34.
35.
36.
37.
38.
39.

—-40.

41.

& -

* Cancelled or played out as first run prime access.

EVIL TOUCH

FAMILY CLASSICS*

PRC =CTORS
BLACK BEAUTY

ADVENTURER *

JONATHAN WINTERS*
MANCINI GENERATION*

KENNY ROGERS*

RATING

10

10

MARKETS

17
10
85
41
65
41

53

58 -

PROGRAM TYPE

DRAMA
ANIMATION
ACTION 'RAMA

DRAMA
ACTION DRAMA

VARIETY

MUSIC

MUSIC

PRODUCED IN

AUSTRALIA
AUSTRALIA
BRITAIN
BRITAIN
BRITAIN

u.s.

SOURCE: February-March, 1973, Nielsen Syndication Report —~eprinted in VARIETY, Wednesday, August 1, 1973.

NB: Program type and production center categories compiled by Alan Pearce, using Metromedia Producers

Corporation and

lacom as sources.
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The preceding chart indicates that programs such as

Hee Haw and Lawrence Welk, which are not shown in some major

urban markets, do well nationwide because they pick-up many
stations in smaller markets and do well in the countrywide
ratings. It also tends to diminish somewhat the overall

impact of the game shows on prime-time access. Of the top-10
prime~time access shows, the top two are variety shows, and two

others in the top-10, Wild Kingdom, and Untamed World, sixth

and ninth respectively, are nature/wildlife programs. A thi-A

way of measurine the impact of prime-time access shows is to count the
number of half-hours occupied in access periods. When this is done,

game shows that are stripped five-days-a-week, like To Tell The Truth,

Truth or Consequences, and What's My Line?, occupy a large percentage
of access hours.

0f the top-41 prime-time access programs, ten are
game shows, the biggest single program category. Of the
remaining 31, seven are music/variety six are nature/wildlife,
five are drama shows of one form or another, and the re§£
constitute a mixture of assorted programs that include a situ-
ation comedy, animated shows, a circus ESP, and real-life
adventure series. Of the 41 shows listed iy nationwide
popularity, six are produced in Britain, five in Canada; two
in Australia, and sevep in various countries but these are
usually edited in the U.S. Altogether, 12 6f the top 41

programs are directly produced abroad. Despite the fact that

these are the "successful" syndicated 'rograms, the mortality rate

is high--15 1ave already been cancelled or played out. Altogether
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37 different access shows have d since the rule was
introduced in the fall of 1971. /

|

Clearly there has been some change in scheduling as a
result of the prime-time access rule, and the following chart
shows what has happened to the various program types since
fhe 1970-71 season, the last season before prime-time access.
The 1971-72 season was the first season of prime access, but
one in which off-network syndicated shows could be broadcast.
Thg 1972-73 season is described as the first full season of

prime-time access:
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1970-1971

8.0%
GAME

12.6%
VARIETY

49.8%

DRAMA

COMEDY

MISCELLANEOUS

MOVIES

LOCAL
INTEREST

ALLOCATION OF "ACCESS TIME'" BY PROGRAM TYPE

1970-1971 THROUGH 1972-1973 SEASONS

971-1972

14.0%
GAME

10.7%
VARTETY

28.5%

DRAMA
&

COMEDY :

8.1% MISCELLANEOUS

7.0% MOVIES

23. 8%
NEWS

LOCAL
1.9% INTEREST

Source: Paul Klein, Computer Television, Inc.

1972-1973

32.1%
GAME

12.1%
VARIETY

12.0%

DRAMA &
COMEDY

9.7%

4.5%

23.27%
NEWS

6.47

MISCELLANEOUS

MOVIES

LOCAL
INTEREST
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affiliate, from 10:30 to 11:00 p.m. on Bundays, but it
finishes 16th out of 17 prime-time accéss shows and gets a 5
rating and a 9 percent share of the aJdience. In New York,

the only regularly scheduled local prublic affairs progre

in the 1972-73 season was New York Illustrated, on WNBC from

10:30 to 11:00 p.m. on Sundays, and it averages a 5 rating and
9 percent share of the audience. In Philadelphia, the NBC

affiliate, KYW, a Group W station, programs Black Edition

every week from 7:30 to 8:00 p.m., but the show barely attracts
7‘percent of the available audience in that time period, and is
the-last program in the pfime—time access ratings table. The
two locally produced shows. in Pittsburgh also have the last

two positions ratings wise in the city, Face to Face, on

WIIC, the NBC affiliate, averages only 6 percent of the avail-
able audience from 30:30 to 11:00 p.m. on Sundays, while Close
Up, on WIAE, the ABC affiliate, attracts only 2 percent of

the audience. In San Francisco, the Westinghouse station,
KPIX, a CBS affiliate, has two local shows that finish in the

last two »rlaces in the Nielsen's, Whatchamacallit, a children's show,

and All Together low, both getting only 8 percent of the available

viewers in their time periods. It is an almost identical
situation in Washington, D.C., wherethe five locally produced
public affairs programs, The Place on WRC, Caution on WTOP,

McCaffrey at Large on WMAL, Perspective on WRC, and Everywoman







and advertising agency commission, the profit is quite
high——over $1,000 per show. A public affairs program, on the
other hand, would cost in the region of $1,000 to $1,500 per
half hour, excluding overhead costs, and over $5,000 per half-
hour, excluding overheads, in a major market like New York,
Philadelphia, or Washington, D.C. These shows are generally
topical in nature and are seldom repeated, so program expenses
cannot be amoritized over two showings. In addition, because

ratings are lo , few, if any advertisers are attracted to such

programs, eébecially when such shows deal with the more pressing and

sometimes controversial issues facing society, i.e., drug and crime pro!

venereal disease, abortion, etc. There are, then,
considerable disincentives to producing such local public
affairs programs, while there are considerable incentives to
buy cheap game shows with high viewer appeal and high revenue
and profit éotential. It is possiBle, however, to do local
public affairs programming more cheaply than theabovegudget
figures suggest, but low budget public affairs programs
normally utilize the studio interview technique, w :h little

or no filming, and add little to local station ratings.

According to Mr. Donald McGannon, President and Chairman

of Group W, there were 10 locally produced programs in the
1972-73 season that he claims were the direct consequence
the prime-time access rule. Nearly hez £ of these prc_rams,

however, were produced in the five markets where Gro » W s
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the bulk of viewers from 7:30 to 8 p.m.; (c) most of the access game
shows are off-network, and are familiar to viewers; and (d) some game
shows are stripped, thus providing five half-hours of access programmin
ming with a minimum amount of programming effort. Game shows as a
category of prime-time access programming rose from 8 percent

before the rule, to 14 percent in the first year of the rule, to

32.1 percent in the second season, 1972-73, and up to 36.6 percent in

the 1973-74 season. The reason for this dramatic increase between

year one and year three of the rule is that during the first season of
access, 1971-72, the off-network programming restriction was waived, which
meant that some local affiliates decide to buy former network programs

e.g., Dragnet, Bewitched, Jeannie, Lucy, The Dick Van Dyke Show, Hogan's

Heroes, The Beverley Hillbillies, etec., for broadcast in the prime~time

period. For the second season, 1972-73, however, off-network programs
such as these were not allowed, and this led directly to the upsurge in
game shows, particularly those that are stripped--that is played fr .
7:30 to 8:00 p.m. Monday through Friday. These programs ir luded the

highly rated Let's Make a Deal, Truth or Conseqr---28, H~"'ywood Squares,

To Tell The Truth, Price is Right, and others. Game shows have extreme

low budgets--roughly $30,000 for five half-hour shows for stripping, or
from $10,000 to $20,000 per single half-hour show for those iat are

stripped on a ietwork during the daytime. Many




access period game shows are low-budget programs because the
producers‘merely make a sixth edition of a daytime show to sell
in syndication as an access show. This is true of Let's Make
A Deal, on ABC-TV Network from 1:30 to 2:00 p.m. Monday through

Friday, Hollywoo« iquares, on NBC-TV Network from 11:30 to Noon

Monday through Friday, and Price is Right, on CBS-TV Network

from 10:30 to 11:00 a.m. Monday through Friday, all of which
have additional low-budget episodes made for prime-time.
access syndication. Meanwhile a dramatic show or a situation
comedy produced for the prime-time access peric” might

cost from $50,000 to $75,000 per half hour. if produced in

the U.S., and half if - oduced abroad. Wien these two

types of progr-—s are offeéed competitively, in syndication,
the game show always has a distinct price advantage, and this
helps explain why game shows, that generally do as well or
better than dramatic shows in the 7:30 to 8:00 p.m. time
period anyway, are preferred to w to television dramatic

shows. If old network re- ms were allowed, however, e.g.,

Hogan's Heroes, Dragnet, etc., :se would become price

competitive v th the g-~2 shows because they are being
offered for sale as off-network re-runs and are not origina
programs. (The economics of the syndication business will be

dealt with fully in a later section of this re; rt.)
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BARTER AND SYNDICATED PROGRAMS

Another consequ ice of the prime-time access rule was
that it led to the redevelopment of the barter program. A
barter prograﬁ is a program that is usually presold to a
sponsor, for example Bristol-Myers, or Brut, or Chevrolet,
‘all of which had barter programs in the 1972-73 season. The
sponsors usually pay all production expenses for the show and
often undertake distribution costs. ' e show is then offered
to stations free of charge; all the sations have to do is
schedule the program, which normally contains a minimum of
two minutes of advertising from the sponsoring company. The
other three minutes, plus fhe station break, can be locally

sold and thus generate the local station's profit.

Barter is a relatively painless way of making money
at the local station level, and probably most closely approxi-
mates the network affiliation system. There are no
risks in program selection, no program expenses, and whatever
minutes of advertising are sold constitute station profit.
Some of the better known access shows are distri uted on a

barter basis, among them Hee Haw, Young Dr. Kildare, Lassie,

The Protectors, Johnny MamnStand Up and Cheer, and a number

of game shows. _.h. ’
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After the passing of the rule, the affiliates had to buyor produce

programming for an a itional four hours every week. fhe
overall profit potential, however, was enormous for large-
market network affiliates, providing that the additional
advertising inventory could be sold. This became the crucial
_question in a local station's attitude toward the prime-time
access rule: Could it sell the additional advertising? If

it could, a : ation embraced the rule; if it could not,a
station would fight to repeal the rule. Generally speaking,
stat ms in the larger markets--one through 50--had no
difficulty in buying progfammiﬁg, selling advertising time

in that programming, an( making more money from the rule than
they did before the rule. After some hesitation, mére local
advertisers came forward to take up the additional advertising
minutes made available by the rule, and national spot ad-
vertisers also increased their expenditure when the economy
began to fi 1 up in the fall of 1971--right at the beginning
of the first season of the rule. After believing that the
rule might depress major market advertising prices generally,
most of the local stations in ‘e top-50 markets--accounting
for roughly 70 percent of the nation's television households—

saw that prices were relatively firm, and that they would make

greater rzrofits, thanks to the FCC.




GROWTH IN LOCAL ADVERTISING

For the past ten years, the amount of local advertis-
ing has grown at a rapid rate-—from $253.7 million in 1962 to
$778.1 million in 1972. According to the FCC's Annual Tele-
vision Broadcast Financial Data, local advertising constituted
21.4 percent of total television income in 1972, up from 14.9
percent ten years earlier. In fact, local advertising has been
the most dynamic in growth over the ten year period. National
spot advertisi ; constituted 33.1 percent of the total ten
years ago, and amounted to 32.1 percent in 1972. Network
advertising accounted for 46.4 percent of the total in 1972,
and 52.0 percent in 1962. "In money terms, network and national

spot advertising doubled in the ten year period, while .ocal

advertising tripled. This growth in local advertising was

particularly dramatic since the passing of the prime-time
access rule; rising from $589.1 million in 1970 to $778.1
.

million in 1972--a 32 percent increase in two years.

This increase in local advertising helped take up
many of the additional minutes that the local stations had for
sale as a result of the jrime-time access rule. In a lition,
the economy strengthened from the fall of 1971 onwards _ad this,
too, helped sell some of the additional minutes. The crunc

will come when the economy begins to weaken, as is ex cted i

1974, and this should be the first full test of how well the
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During February, 1972, the average rating was down 11.8

percent from the previous season, andiindependent static
ratings were up by 33.3 percent, according to the 70-market
Nielsen figures. We can assume that substantial numbers of

the viewing public, by switch 1g o the independents for the
prime-time access period, and then back to the network program-
ming feed at 8:00 p.m., prefer to watch off-network r¢ eats shown
by the independents, rather than the largely new programming
offered by the affiliates. This question of switching to the
independents and its impact on them will be dealt with more
fully later. The reason that affiliated stations in large
markets did not worry too much about this ratings switch was
because they were making more money from the rule themselves by
buying relatively cheap programming, selling more advertising
minutes in it, and making bigger profits. But, as we shall see
in a later section, the threat from the independent stations,

both VHF and JHF, could grow, and promises to be permanent.

ECONOMIC IMPACT ON SMALL MARKET AFFILIATES

The extent to which any station is sold com reially varies
enormously depending on overall local, regional, and national
economic conditions, and also upon the time of the year. The

fourth d second quarters of the year are usually much jetter
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businessmen are buying advertising in the prime-time access
period. In Duluth, Minnesota, the 108th market, the rule has
been an absolute disaster, according to Mr. Odin Ramsland, General
Manager of KDAL-TV, the CBS affiliate there. The reason for
this is that the prime-time access rule has provided the market
with too much advertising to sell locally because the economy
in the Duluth area is currently depressed, due to the fact that

United Steel, the area's biggest employer, has recently closed

down its local -1lant.

Generally speaking, most affiliated stations in small
markets have welcomed the prime-time access rule. A significant
minority, however, are 0ppo;ed to the rule, especially the more
than 33 percent of affiljated VHF stations and the 85 percent
of affiliated UHF stations in markets below the top-100 that
are either losing money ro making less than $50,000 a year in
pre-tax profit. These stations feel that the rule has created
too much excess capacity in advertising, thus depressing overall
profits, or at leas tmaking any expansion in profits more
difficult, even though the outlook for the development of

local advertising looks promising in the long-run.

PRIME-TIME ACCESS RESULTS

In summary, these are the results of the ‘ime-time ¢ is
rule, as far as the network a ‘iliated stations are concerned:
1. The networks' five owned and operated stations are in a

potentially better financial position, as are th statio ; in
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SECTION IV: THE INDEPENDENT TELEVISION STATIONS

PROGRAMMING

Both VHF and UHF independents are not subject to the prime-
time access rule, and have generally programmed off-network
re-runs in the 7:30 to 8 p.m. time period. In the country's
major market, New York City, where there are three independe
VHF stations, -1 three are programming material previously seen
on the networks during the prime-time access period. WNEW, a
Metromedia station, programs That Girl, previously seen on ABC;

WPIX, owned by The New York Daily News, programs Jeannie,

previously seen on CBS; and WOR, owned by RKO, programs













Washington, D.C., increased its audieqée in the 7:30 to 8 p.m.
slot by fully 60 percent between Nove%ber, 1970, and November,
1972. This happened as a result of the prime-time access ri 2
and on the ratings strength of two of f-network syndicated shows,

I Dream of Jeannie in the first season, and That Girl in the

1972-73 season. WITG is the clear winner in the Washington, D.C.,
ratings battle during prime-time access with a 14 rating for a
total of 215,000 homes, according to the ARB ratings for
January/February, 1973, and a 16 rating for a total of 227,000
homes, according to the Nielsen survey for January/February, 1973.
In both cases, the second station in the D.C. market is WMAL, the
ABC affiliate, with an ARB rating of 13 for 166,000 homes, and a
Nielsen rating of 12 for 164,000 homes. WMAL, incidentally,

strips the game sho , Truth or Consequences, Monday through Friday,

a show that is syndicated by Metromedia Producers Corporation.
Also in the Washington, D.C. market, WDC the only coﬁmercial
UHF independent, has doubled its prime-time audience since the
passing of the rule. Some of this is due to increased power, but

much of it is due .0 the r e.

In Buffalo, New York, the UHF independent, WIV, has seen its
audience share jump by 162 percent because of the rule. Ac rd-
ing to Nielsen data, th adult audience has grown by a staggering

714 percent.













1. The competitive strength of both VH? and UHF independents
has been considerably strengthened. M&re viewers are turning to
the independents during the prime~time access period. This has
resulted in increased revenues, and has moved an increasing
number of stations into profit positions, often for the first
time ever.

2. The long-term effect of the prime-time access rule will
probably be that the independent stations wil  become an
increasingly more viable force in American television, and will
be a§le to compete more effectively with both the networks and
station affiliates.

3. Spiralling costs of syndicated programming, particularly

of f-network programming, upon which the independents rely,
constitutes the only disadvantage stemming from the rule. Off-
network program syndication costs have increased dramatically
because the rule, by diminishing the amount of network prime-time,
has made off-network programming a scarcer commodity, with a

resultant increase in price.







-90 -

Almost everyone knows that the movie industry has been
going through difficult times since the television industry
became a major competitor in the late fifties and early
sixties. In fact, the Hollywood industry reached its peak in the
years from 1945 to 1948, when attendance at movie theatres averaged
90 million people a week. Today the figure is about 17million.
In 1947, box office gross receipts reached an all-time high ¢
$5 billion; today the gross is about $1.3 billion, climbing
steadily from a low of $989 million in 1967, and industry fore-

casters do not expect it to reach $2 billion until 380.

This long-run decline“in the business fortunes of the
industry is due to a number of factors, most important being
the growth of the television industry. Other reasons given
include the expense of the'tickets, babysitters, cost of
dining out, parking, etc; fears about the safety of attending
downtown theatres, and general inconvenience. '

The under-30 population comprises about 75 percent of today's
theatrical motion picture audience. The 30 to 40 age group makes
up slightly over 10 percent. About 65 percent of the American
population never go out to see a motion picture. They stay home

watching television. They have not deserted movies, however, be-

cause they see more m¢ ies than ever before~—but free [ charge

on television.







COMP ANY

Columbia/
Screen Gems

MGM
Paramount
Twentieth
Century

United
Artists

Universal

Warner
Brothers®

Disney

*Warner's figures exclude the highly profitable mus: division

PARENT

Gulf &
Western

Trans-—
America

Music
Corporation
of America

Warner
Communi-
cations
(Kinney)

for the years 1969, 1970, and 1971.

Source: Prepared by Alan Pearce using data from Variety, Business

Week, The Fconomist, and company reports.

ACCOUNTING PERIODS ENDING IN:

|
'67 '68 '69 '70 '71 '72
(Profit/Loss in $m)

6 10 6 6 -29 4

14 8 =35 -8 8 10.7
na na na 2 22 31

15 14 =37 =77 6 7.8

17 19 16 -45 1 10.8
17 13 3 13 17 20.9

3 1 =52 8 9 50.1

10 13 17 22 22 40.2
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Perhaps the great appeal of the ?ovie industry, apart from
the apparent glamor, is the prospect éf great profit, and this
explains why any fi 3, both large and small, are tempted to
gamble in the business, including the Mattel ' y Company which

co-produced Sounder, Reader's Digest, which produced Tom Sawyer,

and Brut, which financed A Touch of Class. A list of some of

the top money makers will give some idea of the spectacular

profits that can be made from the movie business:
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)

This list, of course, while by no means complete, does give
some support to the theory developed by the new breed of movie-
maker that it is not necessary to make a high budget picture to
assure box office appeal. In fact, young people are often
attracted by low-budget movies. The list deliberately excludes
the hundreds of movies that did notbreak even. In 1971, for
example, some 170 films shared only $60 million in gross box of-

fice recepts— .nd that amounts to a lost of misses.

The number of general feature movies rated and released in
the U.S. has climbed steadily since 1967 from 215 to 493 in 1972.
In 1973, an expected 500 movies will be released in the S., and
almost a half of them will have been made and financed abroad.
Of those financed by the American motion picture industry,
roughly totalling 260, between 110 and 120 of them will have been
made either exclusively or partially abroad as a cost--saving
method and also to broaden audience appeal. S0, wu.i { e number
of movies made throughout the world and distributed in the United
Stateshave been climbing steadily, the growth of the home based
movie industry has been slowed somewhat because of the impact of
foreign competition. The roughly 500 feature vies released in
1973 can be expected to have gross box office revenues of $1.3
pillion. This means that the average gross revenue per mov 2

amounts to only $2.6 million. Since one-third ' the gross
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If this figure is multiplied by the 24-week television season
(24 weeks plus 24 repeats), then the total loss to Hollywood
is in the region of $48 million. Of this, about 70 percent is
suffered by labor, both creative (which is very high ; paid,
though not always in regular work), and technical (which is
paid at rates roughly commensurate with other industries).
Consequently, it is true to say that Hollywood received the
very first economic shock wave of the prime-time access rule,
which took away roughly 18 percent of the total network prime-
time schedule and put it in the hands of the affiliates.

From the beginning, it was generally believed in Hollywood
that television was a major coﬁfributing force in the long
depression of the movie industry. The prime=time access rule
was thought to be yet another step in the disintegration of

Hollywood.

L4

The movie-makers, for the most part, accepted television
as a necessary evil. They point to the days when television was
young and say there =re more independent movie producing
companies actively supplying roadcasters in the late-50's and
early 60's than there are today. 1In fact, the FCC's prime-time
access rule was, in part, motivated because the networks o upied

more and more time than they had in the early days—a | this was
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unions can expect to share in the rewar&s. It is also an

equally important economic fact to notefthat when bad times come
to an industry, as they did to Hollywood in the sixties, then the
unions are not prepared to willingly accept a rollback in wage
rates and conditions. Consequently, the brunt of a business
downturn is felt first by management, the people who gave the

pay raises to the unions in the first place. Then, if the de-
pression is prolonged as it ‘was in Hollywood, the workforce is
trimmed, as it was.

2. Rising talent costs. Hollywood has traditiona Ly paid high
fees for top creative talent--stars, Vriters, producers, directors,
etc. Here again, when a high paying precedent is established,

it is difficult, if not impossible, to halt the trend, let alone
reverse it. As a result, the same Hollywood stars that appeared
in movies, demanded what some considered to be high fees for
appearing in television series. This became an important factor
1+~ bidding up theprice of television production.

3. Difficulty in "gearing down" to television standards. It
took the movie industry a long time to "gear down" to television
standards, and some of its critics say the process is t_  no means
complete. The movie industry was originally developed to make
major motion pictures to je projected on large screens. und
and picture quality was of the utmost importance, and time, generally

speaking, was not a. -important. In television, the new medi m,
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the ABC Movie of the Week. As a result of an anti-trust suit
against ABC by five of the major motion picture production com—
panies, ABC has stopped making major motion pictures, but is still
. heavily involved in production of made-for-television movies--pro-
ducing 19 out of 47 made-for-television feature films that played
on the ABC Television Network in the 1972-73 season. In additionm,
ABC played one of its theatrical feature movies on the ABC Sunday

Night Movie in the 1972-73 season.

Apart from: wies, ABC is only minimally involved in
prime-time program production. Its videotape facilities were

used for the Julie Andrews Show and One Touch of Grace, but

neither show was owned by ABC. Mod Squad, which was cancelled

at the end of the season, was an ABC production.

Eight of the ten ABC daytime programs are produced on
ABC acilities in Hollywood or New York, and one progrz , General
Hospital, is produced and owned by ABC. Most of the late 1ight

entertainment, while t ABC owned, is produced on ABC's facilities,

for example, Dick Cavett and Jack Paar. Most children's tele ision

is owned by independent companies and produced on independent

facilities.

CBS also initiated theatrical motion picture ‘:odu .ion
in 1967 on the same _asis as ABC, though with two major differences:

(i) CBS does not own 400 mc.ion picture theatres; ii) it does own
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greater than ABC, in the use of its own tape facilities.

The only prime-time programs that NBC have had any
{nterest in at all in the past few years are Bonanza, which was

cancelled in January, 1973, and The Dean Martin Show, which is

owned by and produced on NBC facilities. The Dean Martin Show is

the only program owned by NBC in the 1973-74 season. NBC's tape
facilities, however, are frequently used by the independent
producers that h-—e shows on the NBC Television Network. 1In the

1972-73 season, Laugh-in, Flip Wilson, Sanford and Son, and Bobby

Darrin, were all produced on NBC's Hollywood facilities. Of the
prime~time specials, NBC owns NBC Follies and Peter Pan, and

partially owns 1 e Bob Hope Sbecials. Apart from these only six

of the specials were produced on NBC facilities in the 1972-73

season.

In daytime programming, NBC owns only one program,

Concentration, but its facilities are used for the production of 12

of the 13 daytime )rograms.

Late night programming is produced exclusively on

facilities, and The Tonig . Show is owned s NBC.

In children's programming, NBC owns and produces Ta. ;

with a Giant, now cancelled, and its facilities are used for

Runaround. Apart from these, ch_.dren's programz 1g 1is in_cpendently

owned.
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See Appendix II for acompléte breakdown, network by net-

work, of program ownership and facilities use.
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PROGRAM PRICING AND CONTRACTS

Prime—-time television entertainment programming is expensive,

and would be even more so, say the Hollywood program makers, if

the networks did not have their own production facilities. The

fact that two of the networks, ABC and CBS, are in both the film

and tape program production business, and the third, NBC, has big
tape production facilities, tends to depress the market price of
television entertainment programming, according to the independent
Hollywood production houses, since ;he networks irovide the most

efficient means of distribution.

As a result »f this, most independent television entertain-
ment program production tends to be deficit financed by the
independent program makers. They hope to make up this deficit,
of course, and eventually go into a profit position by iving a
long-running network television series. If a series runsron
television for three years or more, the rewards can be great
because the series can be sold in syndication to local stationms,
both affiliates and independents, when it completes its network

run. This explains the great success in syndication of shows li.e

Perrv Mason, Lucy, Beverley Hillbillies, etc., and al ) explains

why production companie_ are jrepared .o speculate ag .nst he

prospect of long-term profits.
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If a pilot is developed as a series, a licensing agreement
is firmed up between the network (the dist;ibutor) and the producer.
The network obtains an exclusive right to ;lay the series for a
period of from five to seven years, subject to prior cancellation
by the network. The initial flat price is based upon expected
popularity, usually approximately $115,000 to $125,000 for
two-plays of a half-hour series, $200,000 to $249,000 for two-plays
of a one-hour series, and from $375,000 to $450,000 for two-plays

of a 90-minute series. Production companies, however, say that

the actual costs of production of series exceed these licensing

fees.

According to the major Hollywood production houses, mo
90-minute series cost in the region of $500,000 or more, while one-
hour shows invariably cost $250,000 or more, although some cost

less than this. The weekly budget of shows like Ironside, The FBI,

or Hawaii 5-0, run at about $250,000 an-hour, of which a licttle
over $82,000 goes to above-the-line talent, writers, producer, and
director, and their staffs. Of the remainder of the )udget,
perhaps $65,000 per show will go to film crews, technicia ;, studio
sets, etc., $27,000 t« editing, cost of fil; stock, music, and
titles, $32,000 to general expenses : d additional labor, and about
$41,000 in studio overhead. Studio overhead is a general alloca-

tion in each show budget that reflects the cost of keeping 1e studio

in business; it includes a portion of salaries for top e ives,

o o

























