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Notice of Ex Parte Communication

Ms. Magalie R. Salas
Secretary
Federal Communications Commission
445 Twelfth Street, S.W.
Washington, D.C. 20554

Re: MM Docket No. 98-35

Dear Ms. Salas:

Yesterday, Ben Tucker of Fisher Broadcasting, David Barrett ofHearst-Argyle, Alan
Frank ofPost-Newsweek, and Karen Fullum and the undersigned from the National Association
ofBroadcasters met with Commissioners Ness and Tristani, and Anita Wallgren and Rick Chessen
of their offices; and James Yager of Benedek Broadcasting, Andrew Fisher of Cox Broadcasting,
Paul Karpowicz of LIN Television, and Ms. Fullum and the undersigned met with Commissioner
Furchtgott-Roth, Helgi Walker, Susan Fox, Jane Mago, and Roy Stewart, Buck Logan, and
Robert Ratcliffe of the Mass Media Bureau, concerning the above-referenced proceeding.

At these meetings, we addressed the questions raised in the Commission's Notice of
Inquiry concerning raising the television national ownership limit beyond 35 percent. We pointed
out that:

• The 35 percent limit was carefully considered by Congress only three years ago, and the
Commission should not make changes in a judgment so recently rendered by Congress.

• Claims by the networks that they are not profitable do not reflect revenues from their
owned and operated stations, affiliated cable networks, syndication operations, and other
activities which are related to and supported by the operation of the broadcast networks.

• Increasing the national cap to 50 percent would markedly change the relative bargaining
position of the remaining affiliates, reducing their ability to make local programming
decisions or negotiate effectively over the terms of affiliation agreements.
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• Were the four major networks to own stations reaching 50 percent of the national
audience, they would dominate the program syndication market, making it virtually
impossible for syndicators to develop programs not purchased by the networks.

• Allowing the national cap to be increased would diminish opportunities for new entrants
to purchase television stations.

In addition, a copy of the attached article was left with Commissioner Tristani.

Please direct any questions concerning this matter to the undersi ned..

Attachment

cc: Commissioners Ness, Furchtgott-Roth & Tristani
Susan Fox
Anita Wallgren
Helgi Walker
Jane Mago
Rick Chessen
Roy 1. Stewart
Buck Logan
Robert Ratcliffe
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many analysts betting on an eventual
alliance between NBC and the likes of
America Online or Yahoo!, regardless of
NBC's plan to publicly spin off its inter
net-related assets.

Today, NBC's cable and Intemet
businesses rep
resent more
than 40 percent
of the compa
ny's overall $25
billion market
value. up from
just 10 percent
at the end of
1997:
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CBS,ABC
make moves

Taking its cue
from NBC, CBS
last week agreed

to exchange $100 million in promotion
and sales support over seven years
for a 35 percent equity stake in the Big
Entertainment Internet sites: Holly
wood.com. BlgE.com and Cinema
Source. CBS also agreed to swap $100
million in promotion time in exchange
for a 50 percent equity stake in Store
Runner.com.

But The Walt Disney Co. may have
gone the furthest in creating and bar
tering with new media value when it
traded its controlling interest in Star
wave along with $70 million in cash
for a 43 percent stake in Infoseek.

Infoseek's more recent $80 pershare
trading price values Disney's stake at
more than $2 billion-the same value
as Disney's radio network or ESPN 2, or
50 percent stake in Ufetime Television.

The estimated 500 million people
Disney reaches every day th rough its
various entertainment outlets and
prodUds represents an unparalleled
branding opportunity for Disney's
and Infoseek's new GO Network.

ThiS radical realigning and redefin
ing of values at major media compa
nies will only become more pro
found. Expanded bandWidth and the
proliferation of information devices
will bring interadivity into every
home and change the way con
sumers use, access and receive on
line, cable and broadcast services.

In the meantime, Web aggregators
and distributors will continue to con
solidate and seek unique content. Tra
ditional media companies will contin
ue to develop new cable and Intemet
revenue outlets in order to survive.

But, as James Preissler, an Intemet
analyst at PaineWebber, recently
pointed out in a report titled "Mass
Market Internet:' the holders of real
value will be the content providers,
or the traditional media concerns.

"While the battle for mass-market
eyeballs is being fought. these por
tals desperately need the exposure
but the access to proprietary content
that only traditional media can offer,"
Mr. Preissler said.

That's the leverage traditional me
dia companies will use in aeating
the new business models. revenl2e
sources and value that will profitably
carry them into the next decade. ,

Offsetting network decUne
cable and the Internet will make

bottom-line growth possible at NBC
even as operating profits at its televi
sion network continue to decline as
much as 20 percent this year-to be
tween $475 million and $505 million.

Within three years, annual operat
ing profits generated by NBC's cable
and Internet assets will likely exceed
those of the NBC Television Network,
even if NBC sells its 25 percent stake
in cablevision System's Rainbow Me
dia services. as it has hinted it will.

A closer look at NBC's $2 billion In
ternet holdings in dozens of compa
nies reveals an even more astound·
ing story of value creation.

By bolstering its Snap! with NBC·
generated prodUd and cross-promo
tion from its broadcast and cable TV
networks and TV stations, it has
transfonned it into an Intemet asset
worth nearly $1 billion in about one
year. By NBC's own admission, Snap!
is now a strong merger target.

lust as cable provides subsaiber
and pay·per-view fees to supplement
stagnant advertising. the Internet will
generate electronic-<:ommerce rev
enues and transaction~.
dally for a company like NBC that has
connections to GE Finandal.

That potential profit windbll ha<;

The value oftraditional media com-
I .. panies is being redefined and

changed as they seek a foothold
in digital cable and the Internet.

Take NBC for instance.
Over the past six years, NBC has in

vested a mere
$500 million to
build a cable and
Intemet portfolio
now valued at be
tween $8 billion
and $10 billion.

Half of that
portfolio value is
tied to the CNBC
franchise, born
out of NBC News,
which is about to

be spun into a DIANE MERMIGAS
second personal
finance-based ca-
ble and Intemet service later this year.

CNBC and sister service MSNBC are
on track to generate an estimated
$727 million in revenues in 2000, triple
what it was in 1996. CNBC.com, which
Is being enhanced with new leatures
this month, also is NBC's most valu
able Intemet asset.

Collectively, the earnings growth of
NBC's cable and Internet assets is more
than offsetting CXlSt pressures at the
NBC Television Network. CNBC's oper
ating profits will grow about 30 percent
to more than $205 million in 1999, while
all of NBC's cable will generate about
$275 million in operating earnings this
year. also up 30 percent from 1998.

NBC's fledgling Internet assets will
post an .initial operating profit of $10
million this year, compared with a
$20 million loss in 1998.

Those combined cable and Inter
net gains will account for the $125
million, or a 10 percent gain, in NBC's
overall 1999 corporate profits, which
should total about $1.4 billion.
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