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ABSTRACT

This paper uses the horizontal regulation system as the base analysis framework. The
study clearly defines the regulatory goals of the followings: the horizontal cross-ownership
regulations on program provider (PP) and platform provider, the vertical regulation on
cross-ownership between PP and platform operator, the regulation on cross-ownership of
program provider by terrestrial broadcasting company, and the regulation on cross-ownership
between terrestrial broadcasting company and platform provider. Then, by analyzing the
conformity between goals and criteria of regulations and the adequacy of the regulation level
according to regulatory purposes, this paper examines the justifiability of each regulation and
extracts improvement measures that suite regulatory purposes. This analysis finds following
appropriate measures: replacing the horizontal cross-ownership regulation on PP with conduct
regulations, such as designating major broadcasting programs or replacing the current
criterion of cross-ownership regulation from sales to the audience market share; reshaping
the horizontal cross-ownership regulation on platform provider so that system operator (SO),
satellite broadcaster and Internet protocol television (IPTV) operator would be applied by the
same regulation based on the number of subscribers of pay television services; and
discontinuing other cross-ownership regulation. In this way, the study shows that with
appropriate regulations on cross-ownership of PP, there would be no need for additional
regulation on vertical integration between PP and platform operator. On the other hand,
given that the regulation on terrestrial broadcasting cross-ownership of PP could be justified
only by regulatory purpose of the protection of the diversity of public opinions, it would be
desirable to replace the current criteria of the number of PPs with the criteria of the
audience market share. Lastly, the study shows that when platform operator is targeted by
the cross-ownership regulation based on the number of subscribers of pay television services,
the regulation on cross-ownership between terrestrial broadcasting company and platform
provider should be replaced with conduct regulations, such as designating must-offer
channels and major broadcasting programs.
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[Figure 1] Changes in Revenues of
Terrestrial and Pay Television Services
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[Figure 2] Changes in Sales of Broadcasting Advertising and Subscription Fee
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Source: Korea Communications Commission, Yearly Report on Actual Condition of Korean Broadcast Industry.

{Table 1> Financial Structure and Business Status of Broadcasting Business Operators
(as of 2009)

(Unit: 100 million won, minute, thousand won/minute)

. Sales of Current Term Production of
Capital . .
Stock Sales | Broadcasting | Net Profit or |Broadcasting Contents
oc
Business Loss Hour | Unit Cost
Terrestrial Broadcasting
844 | 6,731 6,385 4541 1,891,036 89
Company (4)
PP (excluding Home
. 63 180 88 6| 130,513 26
Shopping, 150)
Affiliate PPs of
Three Major
Terrestrial 141 543 502 91 280,052 46
Broadcasting
Companies (9)
CJ, Tbroad (15) 209 705 290 441 153,923 92
News Reporting (2) 348 771 685 148 | 225,001 2
General (124) 35 93 35 1] 116,216 15

Note: 1) Figures in parentheses indicate the number of business operators. Figures of each category are

average values.

2) The calculation of capital stock of affiliate PPs of three major terrestrial broadcasting companies
excludes SBS contents hub and the Korea Broadcasting System PP, but includes MBCNET.

3) The production of broadcasting contents includes self/joint production, outside production/production

by domestic and international purchase.

Source: Korea Communications Commission, 2010 Report on Actual Condition of Korean Broadcast Industry.
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(Table 2> Easing of Ownership Restriction According to Amended Broadcasting—
Related Act in 2009

Large Business | Daily Newspaper * . Equity Limit
. Foreigner
Enterprise News Agency per Person

Terrestrial . . .
Forbidden—10% | Forbidden— 10% Forbidden 30% —40%

Broadcasting Company

General . . .
Forbidden—30% | Forbidden—30% | Forbidden—20% | 30% —40%

Programming PP

Specialized News

Broadeasting ‘ Forbidden—30% | Forbidden—30% |Forbidden—>10% | 30%—>40%
Act Reporting PP
General PP - - 49%
System Operator - 33% —49% 49%
Satellite Broadcaster 49% — 100% 33%—49% 33%—49%
Relay Operator - - Forbidden—20%
IPTV - 49% 49%
General )
. 49% 49% Forbidden— 20%
Programming PP
IPTV Act
Specialized News .
) 49% 49% Forbidden— 20%
Reporting PP
General PP - - 49%

Note: Large business enterprise refers to the company which belongs to the business group with total assets of
10 trillion won or more among business groups subject to the limitations on cross-shareholding designated
according to the Monopoly Regulation and Fair Trade Act.
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(Table 3> Status of Cross—Ownership Regulation on Broadcasting Business Operators

Broadcasting Act

Enforcement Decree

Atticle Contents Article Contents
Atticle 4
Paragraph 5
) L ) Subpara. 1 | - Total revenue 33% (excluding KBS, MBC, EBS)
Article 8 | - Restricting cross-ownership among ) ) )
) ) Subpara. 2 | - Terrestrial — Satellite: 33% (equity)
Paragraph 6 | platforms (terrestrial/SO/satellite) . .
Subpara. 3 | - Satellitte—SO: 33% (equity)
Subpara. 4 | - Terrestrial > SO: 33% (equity)
Subpara. 5 | - SO— Terrestrial: 33% (equity)
o Paragraph 6
- Restricting MSP ) -
) ) Subpara. 1 | - Terrestrial>PP: 3% (no. of PPs, minimum 6)
Paragraph 7 | (regulation on cross-ownership of PP by )
) ) Subpara. 2 | - SO - Satellite—PP: 1/5 (no. of PPs)
terrestrial/SO/satellite) )
Subpara. 3 |- PP—S0: 1/3(no. of broadcasting areas)
Paragraph 7
Subpara. 1 | - Terrestrial<> Terrestrial: one-sided 7%, both-
sided 5% (equity), 1/10 (no. of business
operators, excluding terrestrial DMB)
o o Subpara. 2 | - Terrestrial = Terrestrial DMB: 1 operator (less
- Restricting cross-ownership within the ) )
Paragraph 8 ) ) than 6 business operators), 1/5 (6 business
platform (excluding MBC affiliates)
operators or more)
Subpara. 3 | - SO—SO0: 1/3 (no. of household subscribers )
Subpara. 4 | - SO—S0: 1/3 (no. of broadcasting areas of SO)
Subpara. 5 | - Satellite > Satellite: 33% (equity)
Subpara. 6 | - Satellite<> Satellite: 1 (no. of business operators)

Paragraph 9

- PP cross-ownership regulation

Paragraph 8

- PP>PP: 33% (total revenue)

IPTV Act

Enforcement Decree

Atrticle

Contents

Atrticle

Contents

Atticle 8
Paragraph 4

- IPTV—PP: 1/5 (no. of PPs)

9) IPTVAIARS] A1
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[Figure 3] Transactional Relationship between Platform Operator and Content
Business Operator
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[Figure 4] Value Chain and Transactional Relationship in the Broadcasting Sector
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<Table 4> Status of the Audience Market Share of Major MPPs (as of 2010)

No. of Channels within 67 Aggregate Audience Market Share (%)
Ranks Based on Audience | Terrestrial Broadcasting | Terrestrial Broadcasting
Market Share Channels Included Channels Excluded

KBS affiliate 4 3.9 10.3
MBC affiliate 5 4.7 12.4
SBS affiliate 5 3.7 9.7
CJ 14 9.4 24.7
Tbroad 6 2.7 7.0
Sub total 34 244 64.1
67 pay television channels 67 354 93.4

Note: 1) The audience market share by channel is the average value of figures surveyed by AGB Nielsen
Media Research and TNS Media Korea.

2) Based on the fact that as of March 2010, system operators are broadcasting an average of 74
analogue broadcasting channels, this study analyzes the 67 pay television channels with the highest
audience market share with the exclusion of 6 terrestrial broadcasting channels and 1 SO operating
channel.

3) The aggregate audience market share, excluding terrestrial broadcasting channels, is estimated from
the calculation of defining the audience market share of the entire pay television channels as 100.

Source: 2010 audience ratings surveyed by AGB Nielsen Media Research and TNS Media Korea.

{Table 5> Status of Top 20 Pay Television Channels Owned by Major MPPs
(as of 2010)

No. of Channels within 20 Aggregate Audience Market Share (%)
Ranks Based on Audience |Terrestrial Broadcasting |Terrestrial Broadcasting
Market Share Channels Included Channels Excluded

KBS affiliate 3 3.8 9.9
MBC affiliate 3 4.2 11.0
SBS affiliate 2 2.9 7.7
Cl 6 6.8 17.8
Tbroad 2 1.5 4.0
Sub total 16 19.2 50.4
20 pay television channels 20 23.3 61.3

Note: 1) The audience market share by channel is the average value of figures surveyed by AGB Nielsen
Media Research and TNS Media Korea
Source: 2010 audience ratings surveyed by AGB Nielsen Media Research and TNS Media Korea.
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(Table 6> Status of MSO (Multiple SO) and MSP in Korea (as of March 2011)

No. of SO | No. of Subscribers (%) No. of Broadeasting No. of PPs
Areas (%)
Throad 21 317 mil. (21.1%) 21 (27.2%) 9
CJ HelloVision 19 3.46 mil. (23.0%) 19 (24.6%) 27
C&M 18 271 mil. (18.0%) 17 (23.3%) 4
CMB 9 1.28 mil. (8.5%) 9 (11.6%) 3
HCN 8 1.33 mil. (8.8%) 8 (103) 3
Individual SO 19 3.02 mil. (20.1%) 18 (23.3%) -
Total 94 11.95 mil. (100.0%) 77 (100.0%)

Note: As of May 2011, a total of 262 PPs are approved and registered.

Source: Korea Communications Commission, Improving the Broadcasting Business Cross-ownership Regulation,
2011.
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{Table 7> Status of Programing by PP Type (as of March 2010)

Programming by Production Source (%)
Original Broadcast
) ; Outside Domestic | International
per Month (%) | Self-Production i
Production | Purchase Purchase
Three Major Terrestrial
: . 344 283 2.1 56.5 13.1
Broadcasting Affiliated PP (15)
KBS Joy 249 0.0 6.6 93.4 0.0
KBS Drama 40.9 0.0 0.0 98.3 1.7
KBS N Sports 59.3 76.7 1.0 7.0 153
KBS Prime 292 0.0 13.5 86.5 0.0
MBC-ESPN 36.7 56.6 24 11.8 29.2
MBC DramaNet 25.7 16.5 0.0 83.5 0.0
MBC Everyl 12.2 59.3 0.0 40.7 0.0
MBC Game 18.0 97.5 0.0 25 0.0
SBS CNBC 62.3 792 0.0 149 5.9
SBS GOLF 215 274 4.1 1.5 67.0
SBS SPORTS 64.4 1.8 0.0 41.8 56.4
E! Entertainment 28.1 39 0.0 75.1 21.0
SBS Plus 283 52 0.0 94.8 0.0
CJ, Tbroad Affiliated PP (31) 16.7 219 53 29.8 43.1
General PP (119) 32,0 459 8.4 277 17.9

Note: 1) Figures in parentheses indicate the number of pay television channels used for the analysis.
2) Home Shopping channels are excluded from the analysis. Also, CJ Internet Corp (Netmarble tv),
Digital On Media (ON PPV, ON Demand, ON Demand Family), SBS Plus (4USports, 4UGolf),
SBS Contents Hub (SBS data broadcasting, Game Park), Korean Broadcasting System (U-KBS
HEAT) are excluded from the analysis for the lack of relevant data.
Source: Korea Communications Commission, 2010 Report on Actual Condition of Korean Broadcast Industry.
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{Table 8> Summary of Analysis Result

Regulation Category

Regulation Purpose

Regulation Criterion

Appropriate Regulatory Activities

L.
Vertical Regulation on
PP Cross-ownership

To protect a fair competition among
platform operators by restraining PP
from exerting its market power on
platform operator

Aggregate Audience
Market Share

Conduct  Regulation:
broadcasting programs

Designating  major

To protect the diversity of public
opinions

Aggregate Audience
Market Share

Cross-ownership  Regulation: ~ Setting the
upper limit of x% for the aggregate
audience market share of a particular

broadcasting business operator (in accordance
with Article 69-2 of the Broadcasting Act)

2.
Horizontal Regulation
on Platform Operator

Cross-ownership

To restrain platform operator from
exerting market power on PP

Entire Platform
Operators

Conduct Regulation: Subscription fee share
rate of 25% for PP

To protect a fair competition among
PPs by restraining platform operator
from exerting its market power on PP

No. of Subscribers

Cross-ownership  Regulation: ~ Setting  the
upper limit of y% for the number of
subscribers of entire SO  broadcasting,

satellite broadcasting and real-time IPTV

To restrain platform operator from
exerting its market power on

subscribers

Exclusive Provision
of Services

Conduct Regulation: (where necessary) fee
regulation

3.
Regulation on Vertical
Integration between PP
and Platform Operator

To prevent damage to fair competition
PPs  through
discrimination

between network

No. of Subscribers

the
upper limit of %% for the number of
of SO broadcasting,
satellite broadcasting and real-time IPTV

Cross-ownership ~ Regulation: ~ Setting

subscribers entire

To prevent damage to fair competition
between platform operators through
content discrimination

Aggregate Audience
Market Share

Conduct  Regulation:
broadcasting programs

Designating  major

4.
Regulation on PP
Cross-ownership by

Terrestrial Broadcasting

To encourage the growth  of]
non-affiliated PPs  with terrestrial
broadcasters

No regulation is required, as the regulation
purpose was fulfilled.

To protect the diversity of public
opinions

Aggregate Audience
Market Share

the
for the aggregate
of a particular

Cross-ownership ~ Regulation: ~ Setting
upper limit of z%
audience market share

broadcasting business operator (in accordance

Company with Article 69-2 of the Broadcasting Act)
To restrain the expansion of PPs L . .
hich mainly focus on reruns of No regulation is required, as the regulation
w - . -
. . urpose is unrealistic.
terrestrial broadcasting programs pup
T fd 0 fai it Cross-ownership  Regulation:  Setting  the
o prevent damage to fair competition o
. . upper limit of %% for the number of
5. between contents business operators| No. of Subscribers PP yn

Regulation on
Cross-ownership
between Terrestrial
Broadcasting Company
and Platform Operator

L subscribers of entire SO  broadcasting,
through network discrimination . ) .
satellite broadcasting and real-time IPTV
To prevent damage to fair competition Conduct ~ Regulation:  Designating  the

between platform operators through
content discrimination

Aggregate Audience
Market Share

must-offer channels of KBS2, MBC and SBS
and designating major broadcasting programs

To protect regional diversity

Entire SOs

Conduct ~ Regulation: ~ Monitoring  the
management of regional channels
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[Figure 6] Improving the Broadcasting Business Cross—Ownership Regulation

{Current>

One-sided 7%,
Both-sided 5%
(10% of the total)

1 operator or 1/5
(6 operators or
more by area)
<>

Terrestrial

Terrestrial

DMB

5.33%
Improvement
5.33% 4. 3% of No. of
Abolition PPs (mini. 6) 5.33%
Improvement Abolition
2.1/3 of No.
2.33% of SO subscribers
Aboelition

Improvement

2. Restricting the 2.1/3 of No.

operation of more of buslne.s? areas

than 1 business Abolition
Abolition

2.33%
Abglition

3.1/3 of No.
3.1/5 of No. of PPs 3.1/5 of No. of business areas
Abolition of PPs Abolition

Abolition

3.1/5 of No. of PPs
Abolition

1. 33% of total
Revenue of the
entire PPs
Improvement

{Improvement Measures»>

One-sided 7%

¢-sided 1 operator or 1/5

Both-sided 5% (6 operators or

Terrestrial (10% of the totah more by area) Terrestrial
«—> «—  »

DMB

4. Conduct regulation/
Audience market share 30%

2. y% of No. of the total pay 2. y% of No. of the total pa
. television subs: . television subsgribers

5. Exclusion of three major terrestrial
broadcasters
or Conduct regulation

2. y% of No. of the total pay
television subscribers

>

1. Conduct
regulation/Audience
market share 30%

>
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