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From the channels’ perspective, this ex-
panding TV landscape provides a land of
opportunity. Historically, pay-TV operators
have held the key — restricted distribu-
tion capacity and a cautious attitude to-
wards introducing new channels which
have limited the opportunities for new
content. But now, with access to wider dis-
tribution pipes and direct or indirect com-
petition, pay-TV operators are actively
searching for new content to improve their
offering and expand their market.

To meet this demand, new channels are
appearing. Some are being introduced by
European and North American media com-
panies importing channels from other
markets (for example, the UK’s BBC Prime),
others by Asian broadcasters looking to
take their channels regional (for example,
the Philippine’s GMA Pinoy TV), and yet
others by new companies looking to in-
troduce new and distinctive content.

While the opportunity appears there for
the taking, new channels face significant
challenges in realising the potential. Chan-
nels, in many ways, can be characterised
as fixed-cost businesses. The cost of ac-
quiring content, providing the playout fa-
cility and accessing distribution capacity
are all largely fixed, being the same
amount irrespective of whether the chan-
nel reaches 1,000 or 10,000,000 viewers.

With the roll-out of a new channel tak-
ing many years to achieve carriage on a
critical number of pay-TV systems, chan-
nels can take many years to break even.
Further, the profitability of the industry is
heavily linked to the rating the channel is
able to achieve with typically the No.1 and
No.2 channels in any segment dominat-
ing both viewer ship and profitability.

While there are examples of successful
models for channel operators carving out
a position for themselves lower down in
the viewer tables, smaller channels often
struggle to generate the expected returns.

Given these factors, the launch of a new
channel requires a significant financial
commitment. Backers need to be prepared
to cover loses for anything from a couple
of years to as many as 10 before they can
start seeing a return on their investment.
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As early as the late 1980s, the develop-
ment of new digital compression, two way
communication technologies and higher
bandwidth transmission systems, sig-
nalled the beginning of a new era in the
global TV industry. While 20 years ago,
viewers in countries like the UK were re-
stricted to a handful of general-entertain-
ment channels provided by national
broadcasters, today the same viewers
have the choice of multiple pay-TV offer-
ings, each providing hundreds of cable
channels supplemented by HDTV, VoD and
interactive content.

At a macro level, the TV industry across
Asia lags behind that of Europe and North
America. While there are markets, such
as Japan, South Korea and Malaysia, which
support strong and well-established pay-
TV operators, each providing a wide se-
lection of channels, across other markets
the choice is more limited. This lag in de-
velopment compared to western media
markets can be traced to lower levels of
economic prosperity, less distribution in-
frastructure, and more restrictive media
and communications regulations.

However, while the broadcast industry
in Asia currently lags behind that of west-
ern markets, this is changing, and chang-
ing rapidly. With improvements in capa-

city, technology and regulation, existing
pay-TV operators, such as Astro in Malay-
sia, are using an increase in available dis-
tribution capacity to broaden their chan-
nel offerings. In other markets, such as
India, new direct-to-home (DTH) operators
are entering the market with expanded of-
ferings.

Supporting new channels in the   
So what about satellite operators? Why

is the COO of a satellite company writing
about channel profitability? Because sat-
ellite operators play an important role in
the pay-TV industry. Satellite operators
provide capacity for contribution and dis-
tribution feeds for the channels them-
selves, and they provide DTH satellite
capacity to pay-TV operators for the final
delivery of the content to the viewer.

A vibrant pay-TV industry will support
a strong and vibrant satellite industry. Be-
cause of this interdependence, anything
the satellite industry can do to help the
development of the Asian media land-
scape, from one of limited choice to one
that mimics the breadth of choice found
across the more developed media markets
will help the satellite industry.

So what can satellite operators do to
help?

With playout and satellite transmission
costs making 30%-40% of the cost base of
a new channel, “reduce pricing” is the
natural response. However, pricing offered
by satellite operators need to cover the
significant capital expenditure (capex) of
launching a satellite (in the order of
US$150 million to $250 million) as well
as the ongoing operational expenditure
(opex) of running the business.

Further, with some overcapacity in the
satellite transmission market over the past
few years, pricing for satellite transmis-
sion capacity has already fallen signifi-
cantly, in some cases to that below a level
required getting a return on the true op-
erating costs of the satellite.

With improvements in capacity, technology and regulation, existing pay-TV operators, such as
Astro in Malaysia (above), are using an increase in available distribution capacity to broaden
their channel offerings.

A vibrant pay-TV
industry will support a

strong and vibrant
satellite industry.

With a better balance between satellite
capacity and demand now working its way
through the market, the great deals that
had previously been offered by some sat-
ellite operators are becoming scarcer.
While the recovery of average pricing may
not be welcomed by new channels look-
ing to close their business models, it is
important for the long-term development
of the satellite industry.

So apart from reducing pricing, what
else can satellite operators do? The key is
to modify their approach to supporting
new channels such that they are invest-
ing in helping them become successful.
Three specific ideas come to mind:

■  Developing adaptive pricing
structures: As I mentioned above, for
new channels, 30%-40% of the cost struc-
ture is related to playout and satellite
costs. This cost item is only second to the
cost of content. Given the high percent-
age of costs associated with satellite ele-
ment, anything satellite operators are able
to do to reduce this cost while the chan-
nel is still struggling to break even will
be of significant advantage.

Innovative satellite operators are there-
fore adjusting their pricing approach for
new channels. They are allowing slightly
reduced pricing in the early years of the
channel’s operation, when they may not
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  changing media environment
have the critical mass of distribution, mak-
ing up for it by slightly higher pricing in
later years when the channel is more es-
tablished and can afford the full trans-
ponder rates.

■  Actively supporting the roll-out
of the channel: Satellite operators his-
torically have held a strong relationship
with the pay-TV operators. While this re-
lationship is nowhere near that enjoyed
by an established channel, the relation-
ship may have some value for a new chan-
nel looking to get carriage.

In the roll-out phase of the channel,
some of the more forward-thinking satel-
lite and playout providers look to lever-
age these relationships to support their
new customers. This can be done either
in a coordinated manner, whereby the
provider is contracted by the new chan-
nel to introduce the offer and achieve car-
riage across the footprint of the satellite,
or in a more ad hoc manner.

■  Look at alternate payment ap-
proaches: Capacity on satellites has tra-
ditionally been based on five- or 10-year
transponder leases, with payment in cash
in advance. In the start-up phase of a new
channel, cash is often at a premium. To
address this issue, some satellite opera-
tors have considered offering lease pay-
ments in return for debt or in the form of
an equity stake in the company.

While this, on the surface, may seem
like a good idea, economists will rightly
ask: “Why should satellite operators pro-
vide such financing, rather than other
specialised financial institutions?” or “Are
satellite operators in a better position than
media investment funds or financing com-
panies in spotting a winning concept?”

These are good questions and, to be
perfectly frank, satellite companies are
not better positioned. However, satellite
operators have a vested interest in see-
ing the number of channels increasing.
When one also takes into account that
the satellite is, in fact, a ‘sunk invest-
ment’, there may be rationale for a satel-
lite company (in selective cases) consi-

dering this approach.
The relationship between satellite op-

erators and channels has traditionally
been an arms’ length relationship with the
services. Each of the three approaches
detailed above, and others that a number
of the leading companies are testing,
deepens the relationship between the
channel and the satellite operator.

In this situation, the operator has more
vested interests in the success of the chan-
nel. As a consequence, these approaches
also increase the financial exposure and
risk the satellite operator has in support-
ing the channel. As such, they are unlikely
to be offered by all. Some companies will
prefer the more arms’ length approach.

Others will only be tempted to bind their
business to that of the channel if they
believe in the channel and believe that,
over the long term, going the extra mile
to support the channel will lead to a mu-
tually beneficial long-term relationship.

The TV landscape in Asia is changing.
Rising levels of prosperity means increase
in distribution capacity and the relaxation
of regulation is creating a rapidly chang-
ing media environment. Today the Asian
TV industry is primed for rapid growth and
the movement to a rich multi-system/
multichannel model is expected to show
up in Asia’s more developed media mar-
kets.

However, to do this transition requires
the development and introduction of new
channels. While the traditional arms’
length model that satellite operators
adopted is workable for established and/
or well-funded channels, it can be a diffi-
cult model for new channels to accept. To
encourage these channels, satellite opera-
tors should re-assess their mode of op-
erations and assess the viability of adopt-
ing alternate models that support the
launch and success of new channels.

Paul Brown-Kenyon is COO of Malaysia’s
MEASAT, a provider of satellite communi-
cations services to a number of Asia’s
leading broadcasters and DTH operators.Satellite operators provide capacity for contribution and distribution feeds for pay-TV channels.




