GLOBAL’S RESPONSE TO THE COMPETITION COMMISSION’S PROVISIONAL FINDINGS

ANNEX 1

THE EAST MIDLANDS
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EXECUTIVE SUMMARY

Global does not agree with the CC’s provisional conclusion of a substantial lessening of
competition in the non-contracted advertising sector in the East Midlands.

Firstly, the CC fails to take into account evidence that non-contracted advertisers in the
East Midlands view non-radio media as an effective alternative to radio - this is further
addressed in Section 2 of this Annex.

Secondly, within t he r adio s ector, t he CC has a pplied t he wrong t est in as sessing
competition in the East Midlands. It has given too much weight to share of listening and
non-contracted r evenues andi nsufficient weightt o differencesi nt het arget
demographics and geographies of the relevant s tations. The C C’s ap proach is not
informative when as sessing competition between highly differentiated radio stations in
the East Midlands.

Smooth and Capital target different dem ographics: S mooth’s average listener age is
older (49) whereas C apital’sis younger ( 34). O rion’s Gem 106 isam uch better
alternative to both Capital and Smooth with an average listener age of 41. In particular:

(i) In C apital’s target dem ographic, Gem 106’ s reach is more than twice that of
Smooth (135,000 and 54,000 respectively) and its s hare of |1ocal commercial
listening is around three times that of Smooth (29% and 10% respectively).

(i) In Smooth’s target demographic, Gem 106 has an equivalent reach as Capital
(98,000 and 99,000 respectively — both 20% ) and a higher | ocal commercial
listening share than Capital (26% and 18% respectively).

Gem 106 is a strong competitor in the East Midlands, with a much higher share of non-
contracted revenues than Smooth (20%-29% for Gem 106 compared with 10%-19% for
Smooth) and a very similar share of local commercial listening to Smooth (27% for Gem
106 and 28% for Smooth).

Capital is predominantly used by local a dvertisers: [¢<]% of C apital’s non -contracted
customers purchase on a single transmitter basis in the East Midlands. As Smooth is
only sold as a regional station, it will not be an effective alternative for the [6<]% of
Capital’s n on-contracted c ustomers w ho ad vertise | ocally in t he E ast Mi dlands. In
particular:

(i) a no n-contracted ad vertiser us ing Smooth to target customers w ithin C apital
Nottingham’s coverage ar ea would p ay for approximately 48% of wasted
population coverage;

(i) a no n-contracted ad vertiser us ing Smooth to target customers w ithin C apital
Leicester’s coverage area would pa yf or approximately 71% of wasted
population coverage; and

(iii) a no n-contracted ad vertiser us ing Smooth to target customers w ithin C apital
Derby’s coverage area would pay for approximately 84% of wasted population
coverage.



1.7 The above points are addressed in greater detail in Section 3 of this Annex.
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NON-RADIO MEDIA POSE A STRONG CONSTRAINT IN THE EAST MIDLANDS

The CC implicitly a ccepts that ac ross t he overlap r egions t he v ast m ajority of non -
contracted customers view non-radio media as substitutable for the parties’ radio
stations? (see further Parts 1 and 2 of this Response).

In particular, Global and RSL’s internal documents evidence plainly that bo th parties’
commercial strategies are focused on:

0] finding ne w n on-contracted c ustomers b y t argeting principally us ers of non -
radio media; and

(i) ensuring that they do not lose existing non-contracted customers to non-radio
media.

In addition, since the publication of the Provisional Findings, the parties have sought to
obtain an d provide further materials ( specifically competitors’ marketing m aterials)
evidencing that third parties also recognise radio as competing strongly with non-radio
media for advertising revenues.

As a result, when the parties negotiate prices for campaigns with both new and existing
non-contracted customers int he East Midlands, t hey are c onstrained b y non-radio
media. Given that these non-contracted advertisers have equally or more effective non-
radio a lternatives t o t he par ties’ s tations, there is no basis for the CC’s p rovisional
conclusion that the merger will lead to substantially higher prices for any advertisers in
the East Midlands.

All of the evidence referred to in paragraphs 2.2 and 2.3 above is outlined below.

The CC has failed to take into account Global’s internal documents for the East
Midlands

Global loses on average [$<]%?2 of its non-contracted customers every year in the East
Midlands through churn (representing an average of [¥]%?2 of its non-contracted

1 E.g. The CC states at paragraph 6.39 of the PF that “the survey results suggest limits to the constraint provided by
other media. We note, for example, that the existing customer survey suggests that 15 per cent of existing customers
did not consider using any other media at the time of their |ast campaign and 24 per cent said that they ended up
using only radio. Similarly, 9 per cent of respondents said that they could not use any other types of media to meet
the same objectives as radio”. A clear implication of the results cited by the CC is that non-radio media constitutes an
effective competitive constraint for the remaining 75% to 90% of non-contracted advertisers.

2 RBB analysis based on Global and RSL'’s transactional data from 2009/2010 to 2011/2012 (i.e. three years). N MR
data is only available up to September 2012; therefore, the average churn by count and revenue does not include a
customer who may have purchased on the parties’ stations in Q4 2012.

3 RBB analysis based on Global and RSL'’s transactional data from 2009/2010 to 2011/2012 (i.e. three years). N MR
data is only available up to September 2012; therefore, the average churn by count and revenue does not include a
customer who may have purchased on the parties’ stations in Q4 2012.
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revenues each year in the East Midlands) — it is therefore fundamental to the survival of
its bus iness t hat it s ucceeds i n t argeting ne w non-contracted customersto r eplace
those t hat ¢ hurn away ( and r etains as many ex isting non-contracted customers as
possible) to compensate for lost revenues.

The CC failed to take into account any internal documents submitted by Global
concerning the East Midlands market. An analysis of these internal documents would
show that Global’s entire strategy for the East Midlands is focused on growing radio’s
share of the “total m edia pie” and competing with non-radio m edia both for new and
existing non-contracted customers. In particular, the CC has failed to take into account
Global’s s trategy o verview pape r, which pr ovided af ull d escription of t his non -
contracted advertising strategy4.

Global’s [<] strategy

As explained in Global’s strategy overview paper, Global implemented the [¢<] strategy
in 2 009 with t he express f ocus of add ressing c ustomer ¢ hurn b y c ompeting more
effectively with non-radio media competitors. Global introduced its current [<] strategy
[¥<] in early 2012 with the objective of buildingon [<]. The [&]° sets out Global's
current strategy in the East Midlands specifically.

The C C has failed to take into ac count the internal doc uments r elating t o t he k ey
initiatives in the East Midlands under the [<] strategy, which include, among others, the
following [<]:

(i Global’s [¢<] initiative; and

(i)  Global's [5<] initiative.

Global’s [] initiative

As further detailed in Global's strategy overview paper, the [<] initiative is Global’s [K]
commercial scheme for non-contracted advertisers. It is focused on targeting [<] — i.e.
[<] businesses — that are using non-radio media, particularly [5<].

Under this initiative, staff members are explicitly instructed to [<] using the following

", 6 3,

media (in addition to other radio): “press”; “magazines”; the “Internet’; “outdoor media”;
and “TV".6 [K]

4 Annex 9 (also provided as part of Global’s response to the First Day Letter (“FDL”))

5 [5<] submitted to the CC on 28 January 2013.

6 Annex 17A(i).039 to Global’s response to the Initial Factual Information Request.
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Figure 2.1
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Similarly, a flyer for a [¢<] in Derby is expressly designed for non-radio users, inviting
customers to come “find out about new ways to market [their] business™?.

Global’s [&<] initiative

As further detailed in Global’s strategy overview paper, Global’s sales team identifies
[¢<] for the East Midlands who are advertising predominantly on non-radio competitors.
[<]8

The C C has failed to take into account [$<] for t he E ast M idlands?, w hich in cludes
customers advertising exclusively on press titles such as [<]; TV stations [<]; cinema;
and outdoor media.

Similarly, the CC has failed to take into account the additional [¢<] which are used to
identify p otential c ustomers in the E ast Midlands in different s ectors [6<], and w hich
detail [$<].10

Furthermore, it is clear from supporting documents relating to the [<] initiative that the
East Mi dlands m arket i s highly c ompetitive. [$<]11 shows ho w ¢ ustomers | ost ar e

typically lost to non-radio media, e.g. [X]

Global’s press strategy

As explained in Global's strategy overview paper, Global has identified as a key
opportunity [8<] local and regional press: [6<]12

Accordingly, Global monitors the performance of press titles in the East Midlands with a
view to informing its pitches and marketing materials for customers using or considering
using these alternatives. [<]13

7 Annex 17A(i).036(a) to Global's response to the Initial Factual Information Request.

8 See e.g. Annex 17A(i).044 of Global's Response to the CC’s Initial Factual Information request. ([¢<] is an illustration
of how the [&<] initiative is implemented in practice.)

9 Annex 17A(i).046(c) of Global’'s Response to the CC’s Initial Factual Information request.

10 Annexes 17A(i).001 to 17A(i).005 of Global’'s Response to the CC’s Initial Factual Information request.

11 Annex 17A(i).047(b) of Global's Response to the CC'’s Initial Factual Information request.

12 Annex 15A(ii).004 of Global’s response to the CC’s Initial Factual Information Request.

13 Annex 17A(i).016 of Global’s response to the CC’s Initial Factual Information Request.



2.19 Global has also submitted evidence of analyses comparing the [¢<] of, among others,
East Midlands press titles [$<]'4 This provides clear evidence that Global is monitoring
press performance as a competitor.

2.20  The following template slides [<]15 illustrate how Global uses the above information in
its pitches and customer presentations in order to persuade customers that advertising

on radio (specifically Capital) will be more [¢<] than advertising on press.

Figure 2.2
[X]

Figure 2.3
[X]

Global’s [£] strategy

2.21  Global has also provided extensive evidence of how it competes with [é<] in the East
Midlands.

2.22  In particular, [].

Figure 2.4
[X]

2.23  As previously explained in Global’s strategy overview paper, Global has introduced a
commercial initiative focused entirely on attracting spend away from [5<]16

224 Global's [<] strategy | aunch pr esentation det ails Global’s plans relatingt o []
specifically, for example: [6<].17

2.25 The CC has however given no weightto this clear evidence of competition b etween
[¢<], nor to the extensive body of internal documents relating to this scheme, including:
[<].

14 Annex 17A(i).014 to Global’s response to the CC’s Initial Factual Information Request.
15 Annex 17A(i).015 of Global’s response to the CC’s Initial Factual Information Request.
16 See Annexes 17A(i).044 to 17A(i).049 of Global’s response to the CC’s Initial Factual Information Request.

17 See Annexes 17A(i).044 to 17A(i).049 of Global’s response to the CC'’s Initial Factual Information Request.
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The CC has not as yet taken proper account of RSL’s internal documents for the
East Midlands

The CC refers to the following RSL internal documents, which expressly refer to
competition with non-radio media, including identifying as a competitive threat the

pricing strategies of non-radio media:

() The RSL commercial business plan for the East Midlands: [6<]18

(ii) The RSL company profiles for the East Midlands: [¢<]1? (emphasis added).

However, the CC not as yet taken proper account of these RSL internal documents, in
particular, the constraints posed by non-radio media in the East Midlands. It has failed
to take into account RSL'’s strategy overview paper, which provided a full description of
this non-contracted advertising strategy??, as well as RSL’s various strategy documents
for the East Midlands, as outlined below.

RSL loses on average [$<]%?2! of its non-contracted customers every year in the East
Midlands through churn (representing an average of [8<]%22 of its non-contracted
revenues each year in the East Midlands) — as with Global, it is therefore fundamental
to t he s urvival of RSL’s business t hat it s ucceeds i nt argeting n ew non-contracted
customers to replace those that churn away (and retains as many existing non-
contracted customers as possible) to compensate for lost revenues.

As a result, RSL’s various strategy documents for the East Midlands are more focused
on competition from non-radio media than other radio.

[<] presentation — East Midlands?23

The CC fails to take into account this key strategy document, despite the fact that — as
evidenced in Figure 2.5 - it clearly evidences that RSL’s strategy for the East Midlands
is focused on increasing Smooth’s share of advertising revenues compared with non-
radio media in this region.

18 Appendix L, Paragraph 34.

19 Appendix L, Paragraph 35.

20 Apnex 10 (also provided as part of RSL's response to the First Day Letter (“FDL”)).

21 RBB analysis based on Global and RSL'’s transactional data from 2009/2010 to 2011/2012 (i.e. three years). NMR
data is only available up to September 2012; therefore, the average churn by count and revenue does not include a
customer who may have purchased on the parties’ stations in Q4 2012.

22 RpB analysis based on Global and RSL’s transactional data from 2009/2010 to 2011/2012 (i.e. three years). NMR
data is only available up to September 2012; therefore, the average churn by count and revenue does not include a
customer who may have purchased on the parties’ stations in Q4 2012.

23 Annex 15B.006 of RSL's response to the CC’s Initial Factual Information Request.
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Figure 2.5
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RSL has also submitted materials illustrating how its [<] identify key advertising
opportunities i n the m arket using s ources such as [¢<]. F or example, t he following
slides are taken from an analysis produced f or t he E ast Mi dlands to m aximise an
opportunity to [8<].24 This presentation expressly identifies how little is being spent by
these advertisers on R eal and Smooth (compared with non-radio media) (see Figure
2.6) and goes on to explain how Real and Smooth should try attract these advertisers
away from those alternative non-radio media.

Figure 2.6
[X]

[<] strategy documents and [<]

In line with the above strategy, RSL employs a [¢<] strategy which involves identifying
[<] by using [<] (among other sources). The CC has failed to take into account the
[¢<] fort he E ast M idlands, such as t he [$<]-focused r eport25, which | ists t arget
customers spending exclusively on: [].

Once RSL has identified customers as [¢<], it undertakes [¢<] to understand how best to
pitch to these customers. [<]26). As the CC will see from the below screenshots, RSL

plainly targets non-radio users.

Figure 2.7
[X]

Figure 2.8
[X]

Marketing materials

Using t he a bove intelligence, R SL c an tailor i ts pitches t o p ersuade c ustomers that
Smooth will deliver a more [é<] campaign than the non-radio media they are using.

To illustrate, the following pitch27 highlights how [$<]

24 Annex 17B.025 of RSL's response to the CC’s Initial Factual Information Request.

25 Annex 17B.002 of RSL's response to the CC’s Initial Factual Information Request.

26 Annex 17B.037 to RSL's response to the Initial Factual Information Request.

27 5ee [<] pitch — Annex 17B.052 of RSL'’s response to the CC'’s Initial Factual Information Request.
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Figure 2.9
[X]

2.37  Furthermore, the majority of [8<] pitch documents28 highlight the ad vantages of radio
and relative disadvantages of non-radio media, for example:2930-31:32

Competitors’ m arketing materials evidence competition b etween radio and non-
radio media

2.38  The publicly available marketing materials for key competitors in the East Midlands also
plainly evidence that non-radio media players in the East Midlands consider themselves
as competing with the parties for advertising revenues.

2.39  For example, the ITV Central media pack highlights the benefits of TV as an advertising
medium compared with radio g enerally (as well as regional press, cinema and direct
mail) (see Figure 2.10).33

28 5ee Annex 17B of RSL's response to the CC’s Initial Factual Information Request.

29 gee [<] pitch — Annex 17B.054 of RSL'’s response to the CC'’s Initial Factual Information Request.
30 gee [<] pitch — Annex 17B.050 of RSL'’s response to the CC'’s Initial Factual Information Request.
31 See [<] pitch — Annex 17B.055 of RSL'’s response to the CC'’s Initial Factual Information Request.
32 gee [<] pitch — Annex 17B.049 of RSL'’s response to the CC'’s Initial Factual Information Request.

33 http://www.itvmedia.co.uk/assets/itv_media_new_design/content/downloadables/wales_factsheet_lores.pdf
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Figure 2.1
Screenshot of ITV Central media pack

99%

of adults in the ITV Central
region watch television?

Burt...

never listen to
commercial radioz2

ever notice the ads
on the radio?

ever buy a regional
newspaper?

never go to the cinema?

say they ever respond
to direct mail2

Source: ITV Central website.
ITV Central identifies Smooth specifically as a competitor in the Midlands:

“Advertising on ITV is not as expensive as you might think. Packages of airtime in the
Central region can be bought for as little as £2,180* and your commercial could be seen
by up to 31% of adults in the area.

In a week ITV reaches 79% of adults in the Central region, this is 11 times more than
Heart West Midlands, 8 t imes more than Smooth Midlands Radio and 15 t imes more
than Birmingham Evening Mail. Just one spoton I TV Central could reach 1,399,000
viewers.”

An analysis of the parties’ internal documents for the East Midlands, together with those
of key competitors, provides strong evidence that the parties compete directly with, and
their prices and negotiations ar e c onstrained by, a wide r ange of non -radio m edia
options in the East Midlands.

This conclusion is consistent with the key results of the Existing Customers and Los t
Opportunities Surveys, which provide strong evidence that non-contracted advertisers in
the E ast Mi dlands c onsider non -radio m edia as effective alternatives for t he parties’
stations.
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Existing Customers Survey

(i) Based on weighted results, 35% of respondents indicated that non-radio media
would be their next b est alternative — this compares with 6% who chose the
other party’s stations.

(i) Based on unweighted results34, 51 % of respondents indicated t hat non-radio
media would be their next best alternative — this compares with 15% who chose

the other party’s station.

Lost Opportunities Survey

(iii) 50% of radio users (i.e. respondents who had used radio in the last three years)
chose press having declined a Global proposal — this compares with 19% who
chose RSL'’s stations.

As explained in Part 2 of the Response, the CC has been unfair in the selection of the
results from the Existing C ustomers and Los t O pportunities S urveys, particularly at a
local / regional level — in particular, the sample sizes in the East Midlands were above
50 (i.e. the minimum sample size generally accepted in survey analysis).

As ar esult, the merger will not significantly reduce the outside options of the parties’
non-contracted customers. Non-contracted advertisers in the East Midlands will retain
equally or more effective non-radio media alternatives to the parties’ stations.

34 Unweighted results are provided as per the CC’s preference.
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COMPETITION BETWEEN RADIO STATIONS IN THE EAST MIDLANDS

The CC accepts that:

(i)

(ii)

(iii)

Gem is a closer competitor to Capital and Smooth than they are to each other:

(a) “The main competitor in the region is Orion (Gem 106) by reference
to the area of geographic overlap.”35

(b) “The average age of Gem 106 listeners lies between the respective
average ages of Capital and Smooth listeners.”36

Capital and Smooth are weak substitutes:
(a) "Smooth, w hich reaches an older audience, would b e a relatively
weaker substitute for Capital, which reaches a younger

audience.”37

Even “Bauer ac knowledged th at th e p arties w ere n ot th e c losesto f
demographic competitors in the East Midlands.”38

Nevertheless, the CC provisionally concludes that:

(i)

Gem 106 i s an i nsufficiently s trong r adio ¢ ompetitor t o of fset t he risk of a
substantial lessening of ¢ ompetition arising i n the non-contracted a dvertising
sector in the East Midlands:

(a) “The only significant competitor to the parties has [20-29]% of the
combined n on-contracted revenue o ft he p arties an d h as f ewer
than 30 per cent of listener hours, around half of the parties’
combined share. As such, we do not consider that it would be able
to offer a strong alternative radio option to the parties’ combined
offer’ .39

35 Appendix L, Paragraph 20.

36 Appendix L, Paragraph 24.

37 provisional Findings, Paragraph 6.75.

38 Appendix L, paragraph 33.

39 provisional Findings, Paragraph 7.23.
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(b) “[...] that the only radio alternative is unlikely to have the required
shareo fl istenerst ob ea gooda Iternative fo r all radio
advertisers”.40

(ii) The demographic and geographic differences between Capital and Smooth are
insufficient t o pr event t he “ outside options” of r adio ad vertisers int he East
Midlands being weakened significantly by the transaction:

(a) “While [th e C C] n ote[s] the p arties’ a rguments t hat C apital a nd
Smooth a re n ot s trong ¢ ompetitors b ecause t hey ta rget v ery
different demographics and that Capital offers single transmitters
in three cities as well as a regional o ffer, [i t] c onsiders th at the
concentration of radio station ownership in the East Midlands will
significantly reduce the options for non-contracted advertisers”.4!

(b) “[The C C]d o[es]n otc onsiderth atth ed ifferencei nth e
demographics reached by two of the stations that will be brought
under the same ownership by the merger (Capital and Smooth) is
sufficient to offset [the CC’s] concerns about the reduction in radio
alternatives in the East Midlands”.4?

3.3 The CC therefore provisionally concludes that:

“In the absence of any countervailing factors, the merger will lead to significant
adverse effects in the East Midlands.” 43

The CC has applied the wrong test

34 First, the CC has applied the wrong test to assess the competitive interaction between
radio stations in the East Midlands. The CC has given more weight to the share of
listening an d non-contracted r evenues t han t o dem ographic and geographic f actors.
The CC’s approach is not informative about the competitive interactions of highly
differentiated products in heterogeneous product m arkets and i s inconsistent with the
CC’s provisional findings el sewhere which r ecognise t he c ritical i mportance of a
station’s geographic coverage and demographic positioning44.

3.5 The CC has not as yet taken proper account of the following key factors.

40 proyisional Findings, Paragraph 7.24.
41 provisional Findings, Paragraph 7.22.
42 proyisional Findings, Paragraph 7.24.
43 provisional Findings, Paragraph 7.25.

44 provisional Findings, Paragraphs 6.73-6.75 and 7.7.
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Capital and Smooth are not next best alternatives

Capital and Smooth are weak alternatives for no n-contracted ad vertisers d ue to their
highly differentiated demographics.

The CC has accepted that “Smooth, which reaches an older audience, would be a
relatively w eaker s ubstitute fo r C apital, w hich reaches a y ounger a udience’4.
The CC has provisionally concluded in Birmingham that “ We also note that S mooth
and Capital reach different demographics. We therefore do not consider Smooth
to be a close competitor to C apital for advertisers in Birmingham”*¢ (emphasis
added) — the same logic therefore applies to Capital and Smooth in the East Midlands.

Orion’s Gem 106 is a better alternative to Capital than Smooth

Gem 106 is a stronger competitor than Smooth for Capital. Gem 106’s share of non-
contracted revenues in the East Midlands is much higher than that of Smooth (i.e. 20-
29% for Gem 106 compared with 10%-19% for Smooth) while its share of local
commercial listening is slightly higher than that of Smooth (28% for Gem 106 instead of
27% for Smooth). Gem 106 also reaches more listeners than S mooth (391,000 for
Gem 106 instead of 309,000 for Smooth).

Gem 106 (average listener age of 41) is a better radio alternative to Capital (average
listener age of 34) than Smooth (average listener age of 49), as illustrated in Figure 3.1
below:

45 provisional Findings, Paragraph 6.75.

46 provisional Findings, Paragraph 7.31.
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Figure 3.1
Brand map of main commercial radio stations - East Midlands

65%

East Midlands
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15% % female

Source: RAJAR demographics data, average of Q1-Q4, 2011.

3.10 In Capital’s target demographic (adults aged 15 to 34), Gem 106 has a reach of 135,000
(20%) which is more than double that of Smooth (54,000 or 8%). Further, Orion’s Gem
106 has an almost three times higher share of local commercial listening (29%) than
Smooth (10%) in Capital’s target demographic.

3.11  An analysis of the parties’ internal documents, as provided to the CC, clearly evidences
that Capital and Smooth do not compete against each other in the East Midlands. None
of Capital and Smooth’s [¢<] pitch d ocuments for the E ast Midlands compare C apital
with Smooth4?. | nstead, they refer almost exclusively to non-radio media (see further
Section 2 above) — the [¥] pitch (out of [<])48 which refers to a commercial radio
competitor is a Capital pitch referencing Gem 10649, as set out in Figure 3.2.

47 The [<] pitch includes a slide depicting all of the radio stations in the East Midlands, including the BBC stations and
the national stations ta kSPORT and Classic FM.

48 Consistent with the fact that the parties compete predominantly with non-radio media for customers, only [<] pitches
submitted for the East Midlands ([¢<]) refer to other radio. By contrast pitches refer extensively to a range of non-
radio media, including explicitly identifying other media types as “competitors” — see e.g. Annex 17B.054 of RSL’s
response to the CC’s Initial Factual Information Request.

49 Annex 17A(ii).031 of Global’s response to the CC’s Initial Factual Information Request.
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Figure 3.2
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Orion’s Gem 106 is a better alternative to Smooth than Capital

Gem 106’s share of local commercial listening is 28%, which is comparable with
Capital's (33%). Orion’s Gem 106 is a slightly stronger competitor than Smooth in terms
of local commercial listening share (28% for Gem 106 instead of 27% for Smooth) and
reach (391,000 for Gem 106 instead of 309,000 for Smooth).

Gem 106 (average listener age of 41) is a better radio alternative to Smooth (average
listener age of 49) than Capital (average listener age of 34), as illustrated in Figure 3.1
above.

In Smooth’s target demographic (adults aged 45 to 60), Gem 106 has an e quivalent
reach to Capital (98,000 and 99,000 respectively — both 20%). In terms of share of local
commercial listening, Gem 106 has 26% whereas Capital only has 18%.

Capital’s non-contracted customers are local / Smooth’s non-contracted customers are
regional

Capital is used predominantly by local advertisers who would not regard Smooth as a
suitable alternative in the East Midlands; specifically, [¢<]% of Capital’s customers in the
East Midlands purchase advertising on only one of the three Capital transmitters in the
East Midlands. In contrast, Smooth does not have split transmitters and i s therefore
broadcast regionally in the East Midlands (i.e. 100% of its customers are regional in the
East Midlands — it is a regional station).

As a result, a non-contracted advertiser would experience significant wastage if it used
Smooth to target local customers in the East Midlands (i.e. those solely based in the
coverage ar eas of eac h ofthe three C apital t ransmitters i n the East M idlands), as
illustrated by the following calculations.

Table 3.1 below sets out the population coverage for the Capital TSA and Smooth TSA
in the East Midlands (the former split into three transmitters).

Table 3.1
East Midlands — Population Coverage

Coverage Area Coverage
(‘000s)
Capital Nottingham 1150
Capital Leicester 616
Capital Derby 454
Smooth East Midlands 2145

Source: RAJAR (Capital coverage areas based on TSAs as at 2010).
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On t his b asis, Table 3.2 below i ndicates t he d egree t o which Smooth’s population
coverage would overspill the Capital transmitters in the East Midlands (or vice versa in
the c ase of C apital N ottingham and C apital Derby, which do not overlap fully w ith
Smooth).

Table 3.2
East Midlands — Wastage analysis (Population Coverage)

Coverage
(‘000s)
Smooth’s population not covered by Capital Nottingham 1038
Smooth’s population not covered by Capital Derby 1796
Smooth’s population not covered by Capital Leicester 1529
Capital Nottingham’s population not covered by Smooth 43
Capital Derby’s population not covered by Smooth 105

Source: RAJAR.

As a result, a non-contracted advertiser using Smooth to target customers within the
coverage areas of any of the Capital transmitters in the East Midlands will experience
significant wastage of population coverage of between 48% and 84%, as illustrated in
Table 3.3 below.

Table 3.3
East Midlands — Wastage analysis (%)

Wastage (%)
Advertisers on Smooth targeting Capital Nottingham 48
Advertisers on Smooth targeting Capital Leicester 71
Advertisers on Smooth targeting Capital Derby 84
Source: RAJAR.

In addition, an advertiser using Smooth to target customers within the coverage area of
the Capital Derby transmitter will not cover 23% of the population in the Capital Derby
coverage ar ea (thes amei struef ort he coverage ar ea of C apital N ottingham
transmitter, where 4% of that Capital Nottingham population will not be covered).

The CC has recognised that “advertisers want to minimize ‘wasted’ ad vertising”>°
and, in the case of Birmingham, has accepted that Smooth and Capital are not close
competitors b ecause “Smooth c overs a w ider a rea th an C apital and a dvertisers
who w ant to a dvertise in B irmingham o nly w ould fa ce significant w astage by

50 provisional Findings, Paragraph 6.58.
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advertising on Smooth” 51 — the same logic therefore applies to Capital and Smooth in
the East Midlands.

Capital and Smooth are therefore weak alternatives because they target different
advertisers ( namely, | ocal v ersus r egional). The C Chas ac ceptedt hat“ The
geographic area to which a station broadcasts is likely to be an important factor
in h ow r adio s tations c ompete b ut its si gnificance i n each c ase m ay var y"52
(emphasis added). H owever, it has not as yet taken proper account that the parties’
stations are highly differentiated in terms of geography in the East Midlands and, as a
result, t he p arties’ s tations ar e not c lose ¢ ompetitors due t o t he s ignificant level of
resulting wastage.

Conclusion

Within r adio, t he m erger will not s ignificantly c hange t he outside options f or either
Capital or Smooth non-contracted customers in the East Midlands. Orion’s Gem 106
was the best alternative radio option pre-merger and this remains the case post merger.

Accordingly, Global strongly urges the CC to re-evaluate the evidence before it, as well
as new evidence thatis b eing made available toit, with a view to reaching afinal
conclusion that the merger will not give rise to a substantial lessening of competition in
the non-contracted advertising sector in the East Midlands.

51 provisional Findings, Paragraph 7.31.

52 provisional Findings, Paragraph 6.70.
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EXECUTIVE SUMMARY

Global does not agree with the CC’s provisional conclusion of a substantial lessening of
competition in the non-contracted advertising sector in Cardiff.

Firstly, the CC fails to take into account evidence that non-contracted advertisers in
Cardiff view non-radio media, in particular press, as an effective alternative to radio -
this is further addressed in Section 2 of this Annex.

Secondly, within the radio sector, the CC has applied the wrong test in assessing
competition in Cardiff. It has given too much weight to share of listening and non-
contracted revenues and insufficient weight to differences in the target demographics
and geographies of the relevant stations. The CC’s approach is not informative when
assessing competition between highly differentiated radio stations in Cardiff. In
particular:

Real is a regional station in South Wales: only [¢<]% of its non-contracted revenues in
South Wales is attributable to Cardiff only. As Capital is only broadcast to Cardiff (i.e. it
is a local station), it will not be an effective alternative for the [6<]% of Real’s non-
contracted customers who advertise on a regional basis in South Wales.

Real and Capital target different demographics®: Real's average listener age is older
(41) whereas Capital’s is younger (35). Town and Country’s Nation is a more direct
competitor for Capital than Real in Cardiff: it has an average listener age of 33. Nation
has only recently been sold on a Cardiff-only split transmitter basis and is expected to
grow share of non-contracted revenues (as well as listening) in Cardiff.

The above points are addressed in greater detail in Section 3 of this Annex.

1 Demographic information in this Annex is based on RAJAR Q3 2012.
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2.2
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2.4

NON-RADIO MEDIA POSE A STRONG CONSTRAINT IN CARDIFF

The CC implicitly accepts that across the overlap regions the vast majority of non-
contracted customers view non-radio media as substitutable for the parties’ radio
stations? (see further Parts 1 and 2 of this Response). However:

® The CC has failed to take into account Ofcom’s conclusion in the public interest
inquiry relating to this merger that there are 1 to 3 newspaper owners (and at
least 29 local newspapers) active in Cardiff.

(ii) The CC has not as yet taken proper account of evidence from the parties’
internal documents for Cardiff, which clearly establishes that the entire strategy
of both companies is to compete directly with non-radio media, [¢<], to win
business. An analysis of these internal documents confirms that Global and
RSL's non-contracted customers in Cardiff have effective non-radio media [¢<]
options when planning campaigns. In particular, Global and RSL's internal
documents evidence plainly that both parties’ commercial strategies are focused

on:

€) finding new non-contracted customers by targeting users of non-radio
media [<]; and

(b) ensuring that they do not lose existing non-contracted customers to

non-radio media [<].

As a result, when the parties negotiate prices for campaigns with both new and existing
non-contracted customers in Cardiff, they are constrained by non-radio media and
especially press. Given that these non-contracted advertisers have equally or more
effective non-radio (in particular press) alternatives to the parties’ stations, there is no
basis for the CC’s provisional conclusion that the merger will lead to substantially higher
prices for any non-contracted advertisers in Cardiff.

All of the evidence referred to in paragraph 2.1 above is outlined below.

The CC has failed to take into account Ofcom’s conclusion in the public interest
inquiry relating to this merger

The CC has failed to take into account Ofcom’s conclusion that there will continue to be
“a variety of other platforms...newspapers (between 1 and 3 owners)”3 in the overlap
area between Capital and Real in South Wales (i.e. the “Cardiff TSA”").

2 E.g. The CC states at paragraph 6.39 of the PF that “the survey results suggest limits to the constraint provided by
other media. We note, for example, that the existing customer survey suggests that 15 per cent of existing customers
did not consider using any other media at the time of their last campaign and 24 per cent said that they ended up
using only radio. Similarly, 9 per cent of respondents said that they could not use any other types of media to meet
the same objectives as radio”. A clear implication of the results cited by the CC is that non-radio media constitutes an
effective competitive constraint for the remaining 75% to 90% of non-contracted advertisers.



2.5 In particular, there are four major newspaper groups in the Cardiff TSA — Daily Mail and
General Trust, Newsquest, Tindle, and Trinity Mirror — owning between them at least 29
local / regional newspapers in the Cardiff TSA. These 29 (or more) local / regional
newspapers will continue to be effective alternatives for advertisers in the Cardiff TSA.
As Global submitted to Ofcom, a list of these 29 local / regional newspapers available in
the Cardiff TSA is set out in Table 1 below:

Table 1
Cardiff TSA — Newspapers

Owner Title

Daily Mail and General Trust Metro (Cardiff edition)

Newsquest Media Group Abergavenny Free Press
Newsquest Media Group Barry & District News

Newsquest Media Group Campaign Caerphilly Ystrad Mynach & Bargoed
Newsquest Media Group Free Press of Monmouthshire Group
Newsquest Media Group Hereford Times

Newsquest Media Group Penarth Times

Newsquest Media Group South Wales Argus — Newport
Newsquest Media Group Weekly Argus — Newport Cwmbran & Risca
Tindle Newspapers Ltd Abergavenny Chronicle

Tindle Newspapers Ltd Abergavenny Gazette & Diary
Tindle Newspapers Ltd Barry & Penarth Diary

Tindle Newspapers Ltd Barry Gem

Tindle Newspapers Ltd Bridgend & Porthcawl Gem

Tindle Newspapers Ltd Cowbridge Gem

Tindle Newspapers Ltd Forest & Wye Valley Review

Tindle Newspapers Ltd Glamorgan Gem

Tindle Newspapers Ltd Llantwit Major Gem

Tindle Newspapers Ltd Monmothshire Beacon

Tindle Newspapers Ltd Wye Valley Beacon

Tindle Newspapers Ltd Y Cymro

Trinity Mirror plc Cynon Valley Leader (Aberdare)
Trinity Mirror plc Glamorgan Gazette (Bridgend)
Trinity Mirror plc Gwent Gazette

Trinity Mirror plc Merthyr Express

Trinity Mirror plc Pontypridd Observer Group

Trinity Mirror plc Rhondda Leader

Trinity Mirror plc Rhymney Valley Express

3 Ofcom, Report on public interest on the acquisition of Guardian Media Group’s radio stations (Real and Smooth) by
Global Radio (11 October 2012).
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Owner Title

Trinity Mirror plc South Wales Echo

There are at least two newspapers owned by different newspaper groups in most areas
within the Cardiff TSA, with the greatest coverage coming from Trinity Mirror and
Newsquest.

Consistent with Ofcom’s conclusion, Global’'s non-contracted advertising strategy in
Cardiff is focused on competing with press in Cardiff both for new and existing non-
contracted customers (see further paragraphs 2.20 to 2.22 below), as is RSL's (see
further paragraph 2.28 below). []

Figure 1
[K]

The CC has failed to take into account Global’s internal documents for Cardiff

Global loses on average [$<]%* of its non-contracted customers every year in South
Wales through churn (representing an average of [8<]%? of its non-contracted revenues
each year in South Wales) — it is therefore fundamental to the survival of its business
that it succeeds in targeting new non-contracted customers to replace those that churn
away (and retains as many existing non-contracted customers as possible) to
compensate for lost revenues.

The CC has failed to take into account any internal documents submitted by Global
concerning the Cardiff market. An analysis of these internal documents would show
that Global's entire strategy for Cardiff is focused on growing radio’s share of the “total
media pie” and competing with non-radio media [¢<] both for new and existing non-
contracted customers. In particular, the CC has failed to take into account Global's
strategy overview paper, which provided a full description of this non-contracted
advertising strategys.

Global's [<] strategy

As explained in Global’s strategy overview paper, Global implemented the [<] strategy
in 2009 with the express focus of addressing customer churn by competing more

4 RBB analysis based on Global and RSL's transactional data from 2009/2010 to 2011/2012 (i.e. three years). NMR
data is only available up to September 2012; therefore, the average churn by count and revenue does not include a
customer who may have purchased on the parties’ stations in Q4 2012.

5 RBB analysis based on Global and RSL's transactional data from 2009/2010 to 2011/2012 (i.e. three years). NMR
data is only available up to September 2012; therefore, the average churn by count and revenue does not include a
customer who may have purchased on the parties’ stations in Q4 2012.

6 Annex 9 (also provided as part of Global's response to the First Day Letter (“FDL"))
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2.12

2.13

2.14

2.15

2.16

2.17

effectively with non-radio media competitors. Global introduced its current [¢<] strategy
[6<] in early 2012 with the objective of building on [<]. The []7 sets out Global's
current strategy in North West and Wales (i.e. including Cardiff)) specifically.

The CC has failed to take into account the internal documents relating to the key
initiatives in Cardiff under the [X] strategy, which include, among others, the following
[<] and [K]:

() Global's [¥] initiative; and

(ii) Global’s [<] initiative.

Global's [&<] initiative

As further detailed in Global's strategy overview paper, the [<] initiative is Global’s [K]
commercial scheme for non-contracted advertisers. It is focused on targeting [<]
whose potential spend is only up to £[¢<]. In Cardiff, as [<] are [<] businesses, the
average cost of broadcast media would be [<]; therefore, they are more likely to be
press or online advertisers.

Global's sales team in Cardiff sources potential [¢<] from various non-radio media, as
illustrated by [<]:

Figure 2
[X]

Of over [] lead sources in Cardiff, only [<] were from radio competitors; the
remainder were sourced primarily from referrals or various non-radio media (e.g. [<]
were from press)8.

[+<]

Global’s [] initiative

As further detailed in Global's strategy overview paper, Global's sales team identifies
[<] for North West and Wales (i.e. including Cardiff) who are advertising predominantly
on non-radio competitors. [&]

The CC has failed to take into account [<] for North West and Wales (i.e. including
Cardiff)?, which includes those advertising exclusively on:

7 [#<] submitted to the CC on 28 January 2013.

8 Attachment 2.1 (“Lead Sources”) (electronic copy provided only).

9 FDL, Annexes 17A(i).45()).
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0] press titles such as [];
(i) TV stations such as [&<]; and
(iii) outdoor media.
(<]
Figure 3
[X]
[<]

Global’'s press strategy

As explained in Global's strategy overview paper, Global has identified [¢<] local and
regional press as a key opportunity: [8<]10.

Accordingly, Global monitors the performance of press titles in Cardiff with a view to
informing its pitches and marketing materials for customers using or considering using
these alternatives. [<] illustrate this active monitoring by the Cardiff sales team. [K]

Figure 4
[X]

Global has also submitted evidence of analyses comparing the [¢<] of, among others,
the following press titles available in Cardiff, including [5<]". This provides clear
evidence that Global is monitoring press performance as a competitor.

[<] the recently-awarded local TV licence for Made in Wales will be a growing and
effective competitor in Cardiff.

The CC has not as yet taken proper account of RSL’s internal documents for
Cardiff

The CC refers to the following RSL internal documents, which clearly demonstrate that
RSL competes with non-radio media (in particular press) as well as radio for non-

contracted advertising business in Wales (i.e. including Cardiff):

0) An RSL local strategy document for Wales [$<]12

10 EpL, Annex 15A(ii).004.

1 EpL, Annex 17A(i).014.
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(i) A number of pitch documents [6<£]13
(iii) An RSL internal presentation [<]14

However, the CC has not as yet taken proper account of these RSL internal documents,
in particular, the constraints posed by non-radio media [<] in Cardiff. It has failed to
take into account RSL'’s strategy overview paper, which provided a full description of this
non-contracted advertising strategy’®. Moreover, it has not been fair in its selection of
evidence from RSL's local strategy document for Wales (i.e. including Cardiff), as
referred to in paragraph 2.24(i) above.

RSL local strateqy document for Wales1é

The CC has not as yet taken proper account of RSL's non-contracted strategy for
Cardiff, which is entirely focused on improving how it identifies and targets non-radio
customers [<] and in turn increasing the share of advertising revenues spent on its
radio stations in this region, compared with non-radio media [¢<].

RSL loses on average [$<]%17 of its non-contracted customers every year in South
Wales through churn (representing an average of [6<]%18 of its non-contracted
revenues each year in South Wales) — as with Global, it is therefore fundamental to the
survival of RSL's business that it succeeds in targeting new non-contracted customers
to replace those that churn away (and retains as many existing non-contracted
customers as possible) to compensate for lost revenues.

As a result, RSL's local strategy document for Wales is more focused on competition
from non-radio media, [<], than from other radio; namely:

® understanding how to win new business from press:

@ [

12 pppendix L, para. 76.

13 Appendix L, para. 77.

14 Appendix L, para. 78.

15 Annex 10 (also provided as part of RSL's response to the First Day Letter (“FDL"))

16 FpL, Annex 15B.007.

17 rRBB analysis based on Global and RSL'’s transactional data from 2009/2010 to 2011/2012 (i.e. three years). NMR
data is only available up to September 2012; therefore, the average churn by count and revenue does not include a
customer who may have purchased on the parties’ stations in Q4 2012.

18 RBB analysis based on Global and RSL'’s transactional data from 2009/2010 to 2011/2012 (i.e. three years). NMR
data is only available up to September 2012; therefore, the average churn by count and revenue does not include a
customer who may have purchased on the parties’ stations in Q4 2012.
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(b) [<]
(ii) identifying potential press competitors:
Figure 5
[X]
(iii) identifying the most popular media for various industry sectors, most of which

view press as the most popular medium whereas very few would choose radio
(which also wins a minority of the advertising budget in those industry sectors):

Figure 6
[X]

(iv) identifying which advertisers have not spent on radio but have spent on non-
radio media, specifically those who have advertised on press and TV with a
view to target those advertisers:

Figure 7
[X]

Conclusion

An analysis of the parties’ internal documents for Cardiff, together with Ofcom’s
conclusion, provides strong evidence that the parties compete directly with, and their
prices and negotiations are constrained by, a wide range of non-radio media options, in
particular press, in Cardiff.

This conclusion is consistent with the key results of the Existing Customers and Lost
Opportunities Surveys, which provide strong evidence that non-contracted advertisers in
South Wales consider non-radio media, and especially press, as effective alternatives
for the parties’ stations.

Existing Customers Survey

0] Based on weighted results, 34% of respondents indicated that non-radio media
would be their next best alternative — this compares with 8% who chose the
other party’s stations (12% chose press).

(ii) Based on unweighted results1?, 42% of respondents indicated that non-radio
media would be their next best alternative — this compares with 19% who chose

the other party’s station (15% chose press).

Lost Opportunities Survey

19 Unweighted results are provided as per the CC’s preference.



231

2.32

10

(iii) 49% of radio users (i.e. respondents who had used radio in the last three years)
chose press having declined a Global proposal — this compares with 28% who
chose RSL’s stations.

As explained in Part 2 of the Response, the CC has not as yet taken proper account of
the Existing Customers and Lost Opportunities Surveys, particularly at a local / regional
level — in particular, the sample sizes in South Wales were above 90 (i.e. well above the
minimum sample size generally accepted in survey analysis).

As a result, the merger will not significantly reduce the outside options of the parties’
non-contracted customers. Non-contracted advertisers in Cardiff will retain equally or
more effective non-radio media (in particular press) alternatives to the parties’ stations.
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COMPETITION BETWEEN RADIO STATIONS IN CARDIFF
The CC accepts that:
0] the parties’ stations are not good alternatives for each other:

€)) “The parties told us that [X] per cent of Real revenue in Wales was
associated with Cardiff-only non-contracted campaigns”29.

(b) “Capital reaches a slightly older audience than Capital: the average
age of Capital listeners is 34 and that of Real listeners is 42”21,

(ii) there are at least two other third party radio stations in Cardiff:

(a) “The alternatives available to advertisers in Cardiff are Bauer’s
Kiss station and Town and Country’s Nation station”22,

Nevertheless, the CC provisionally concludes that:

“In the absence of any countervailing factors, the merger will lead to significant
adverse effects in Cardiff’23,

The CC has applied the wrong test

The CC has applied the wrong test to assess the competitive interaction between radio
stations in Cardiff. The CC has given too much weight to the share of listening and non-
contracted revenues than to geographic and demographic factors. The CC's approach
is not informative about the competitive interactions of highly differentiated products in
heterogeneous product markets and is inconsistent with the CC’s provisional findings
elsewhere which recognise the critical importance of a station’s geographic coverage
and demographic positioning24.

The CC has not as yet taken proper account of the following key factors.

Capital and Real are not next best alternatives

First, although Real sells South Wales on a split transmission basis (i.e. separately
targeting West Wales (Swansea) and Cardiff), in practice, very few Real customers

20 Appendix L, para. 61.

21 pE para. 7.39.

22 pr para. 7.36.

23 pE para. 7.41.

24 pF, paras. 6.73-7.75 and 7.7.
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purchase this way: only [¢<]% of Real’s non-contracted revenues in South Wales are
attributable to Cardiff only (i.e. Real is a regional station). In contrast, Capital only
broadcasts in Cardiff (i.e. it is a local station).

Capital is therefore a weak alternative for the vast majority of Real’s non-contracted
customers who target all of South Wales rather than Cardiff only ([¢<]%). The CC has
accepted that “The geographic area to which a station broadcasts is likely to be an
important factor in how radio stations compete but its significance in each case
may vary”25 (emphasis added). However, it has not as yet taken proper account of the
fact that the parties target different non-contracted advertisers (i.e. local versus
regional).

Second, the CC has recognised that the parties’ stations target different demographics:
“Real reaches a slightly older audience than Capital: the average age of Capital
listeners is 34 and that of Real listeners is 42726, However, it has not as yet taken
proper account of the fact that the parties have different target demographics.

Town and Country’s Nation is a better radio alternative to Capital than Real

Nation (average listener age of 33) is a better radio alternative to Capital (average
listener age of 35) than Real (average listener age of 41) in terms of demographics?’
(see further Figure 8 below). Similar to Capital, Town and Country’s media pack
describes Nation’s music as “the best music from today” and “current”2®, In Capital’s
target demographic (15 to 34), Nation has a 19% share of local commercial listening,
slightly higher than Real at 18%.

25 pE para. 6.70.

26 pr para. 7.39.

27 Average listener age based on RAJAR Q3 2012.

28 http://www.joinedupradio.com/.
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Figure 8
Brand map of commercial radio stations — Cardiff
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Source: RAJAR Q3 2012.

As accepted by the CC, “Advertisers wanting to target Cardiff and the surrounding
area could also use Town and Country’s Nation station which has a split
transmission in Cardiff"22. Moreover, the CC has recognised that Nation is a new and
growing competitor in Cardiff (only first sold on a split transmitter basis in Cardiff in
September 2012), stating that “We consider that this share may be expected to
grow”30 and “Its share of revenue may grow in future”3!.

However, the CC has not as yet taken proper account of Nation in its competitive
assessment of Cardiff, instead provisionally concluding that “There is no strong radio

alternative for Cardiff advertisers”32,

T&C and UTV'’s stations are better alternatives to Real than Capital

Given that Real is primarily a regional station, a combination T&C and UTV’s stations is
a better alternative to Real than Capital.

29 pppendix L, para. 62.

30 Appendix L, para. 62.

31 Appendix L, para. 63.

32 pE para. 7.40.
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UTV’s Wave and T&C's stations in South Wales (i.e. Nation Radio, Nation 80’s, The
Bridge, Radio Pembrokeshire, Radio Carmarthenshire, Scarlet FM and Radio
Ceredigion), together, provide coverage of 90% of the Real's TSA in South Wales, with
an audience share in Real TSA in South Wales of 6%. In contrast, Global's Capital and
Gold only cover 54% of Real's TSA in South Wales, with an audience share of 5%:

Figure 9
South Wales TSA
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Source: OFT Submission.
Conclusion

The merger will not significantly change the outside options for either Capital or Real’s
non-contracted customers in Cardiff. Town and Country’s Nation will remain an effective
alternative radio option post merger in Cardiff.

Accordingly, Global strongly urges the CC to re-evaluate the evidence before it, as well
as new evidence that is being made available to it, with a view to reaching a final
conclusion that the merger will not give rise to a substantial lessening of competition in
the non-contracted advertising sector in Cardiff.
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EXECUTIVE SUMMARY

Global does not agree with the CC's provisional conclusion of a substantial lessening of
competition in the non-contracted advertising sector in North Wales.

Firstly, the CC fails to take into account evidence that non-contracted advertisers in
North Wales view non-radio media, in particular press, as an effective alternative to
radio - this is further addressed in Section 2 of this Annex.

Secondly, within the radio sector, the CC has not as yet taken account of the differences
in the target geographies of the parties’ stations, as well as evidence that the parties’
stations compete more closely with non-radio media. In particular:

Heart is predominantly used by local advertisers: [¢<]% of Heart's customers purchase
on a single transmitter basis in North Wales (i.e. accounting for [<]% of revenues
across the four transmitters in North Wales). As Real is sold only as a regional station,
it will not be an effective alternative for the [8<]% of Heart's non-contracted customers
who advertise locally in North Wales. Specifically:

0] a non-contracted advertiser using Real to target customers within Heart
Anglesey and Gwynedd's coverage area would pay for approximately 82%
wasted population coverage;

(ii) a non-contracted advertiser using Real to target customers within Heart North
Wales Coast’'s coverage area would pay for approximately 65% wasted
population coverage;

(iii) a non-contracted advertiser using Real to target customers within Heart
Cheshire and NE Wales’s coverage area would pay for approximately 72%
wasted population coverage; and

(iv) Heart Wirral's coverage area is outside Real's TSA and therefore no non-
contracted advertisers targeting the Wirral would consider Real as an
alternative.

Moreover, as the Heart North Wales TSA extends beyond Real's TSA in the overlap
area in North Wales, a non-contracted advertiser using Heart North Wales to target
customers within Real’s TSA in the overlap area in North Wales would pay for 48%
wasted population coverage.

Global's event study on Real entry’s into North Wales (“North Wales E vent S tudy”)
clearly evidences that the parties’ stations are not close competitors in North Wales.
The North Wales Event Study clearly demonstrates that Real’s entry into North Wales
had [¢<] on Heart's non-contracted prices or revenues in North Wales, despite the two
being the only (significant) commercial radio stations targeting a similar demographic in
North Wales.

The above points are addressed in greater detail in Section 3 of this Annex.
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NON-RADIO MEDIA POSE A STRONG CONSTRAINT IN NORTH WALES

The CC implicitly accepts that across the overlap regions the vast majority of non-
contracted customers view non-radio media as substitutable for the parties’ radio
stations? (see further Parts 1 and 2 of this Response). However:

0] The CC has failed to take into account Ofcom’s conclusion in the public interest
inquiry relating to this merger that there are 1 to 3 newspaper owners (and at
least 24 local newspapers) active in North Wales.

(i) The CC has not as yet taken proper account of evidence from the parties’
internal documents for North Wales, which clearly establishes that the entire
strategy of both companies is to compete directly with non-radio media, [¢<], to
win business. An analysis of these internal documents confirms that Global and
RSL's non-contracted customers in North Wales have effective non-radio media
[¢<] options when planning campaigns. In particular, Global and RSL'’s internal
documents evidence plainly that both parties’ commercial strategies are focused

on:

@ finding new non-contracted customers by targeting users of non-radio
media [<]; and

(b) ensuring that they do not lose existing non-contracted customers to

non-radio media [<].

As a result, when the parties negotiate prices for campaigns with both new and existing
non-contracted customers in North Wales, they are constrained by non-radio media
[¢<]. Given that those non-contracted advertisers have equally or more effective non-
radio [<] alternatives to the parties’ stations, there is no basis for CC’s provisional
conclusion that the merger will lead to substantially higher prices for any non-contracted
advertisers in North Wales.

All of the evidence referred to in paragraph 2.1 above is outlined below.

The CC has failed to take into account Ofcom’s conclusion in the public interest
inquiry relating to the merger

The CC has failed to take into account Ofcom’s conclusion that there will continue to be
“a variety of other platforms...newspapers (between 1 and 3 owners)”2 in the overlap
area between Heart and Real in North Wales (i.e. the “North Wales TSA”).

1 E.g. The CC states at paragraph 6.39 of the PF that “the survey results suggest limits to the constraint provided by
other media. We note, for example, that the existing customer survey suggests that 15 per cent of existing customers
did not consider using any other media at the time of their last campaign and 24 per cent said that they ended up
using only radio. Similarly, 9 per cent of respondents said that they could not use any other types of media to meet
the same objectives as radio”. A clear implication of the results cited by the CC is that non-radio media constitutes an
effective constraint for the remaining 75% to 90% of non-contracted advertisers.
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In particular, there are four major newspaper groups in the North Wales TSA — NWN
Media, Midland News, Tindle and Trinity Mirror — owning between them at least 24 local
newspapers in the North Wales TSA. These 24 (or more) local / regional newspapers
will continue to be effective alternatives for non-contracted advertisers in the North
Wales TSA. As Global submitted to Ofcom, a list of these 24 local / regional
newspapers available in the North Wales TSA is set out in Table 2.1 below.

Table 2.1
North Wales TSA — Newspapers

Owner

Title

NWN Media Ltd

Chester & District Standard

NWN Media Ltd

Denbighshire Free Press

NWN Media Ltd

Ellesmere Port Standard

NWN Media Ltd

Flintshire Standard

NWN Media Ltd

Oswestry & Border Counties Advertiser

NWN Media Ltd

North Wales Chronicle Series

NWN Media Ltd

North Wales Pioneer

NWN Media Ltd

Rhyl Prestatyn & Abergele Journal

NWN Media Ltd

The Leader — Wrexham & Chester

NWN Media Ltd

Welshpool County Times & Express

NWN Media Ltd

Whitchurch Herald

NWN Media Ltd

Wrexham Leader

The Midland News Association Ltd Oswestry & Border Chronicle

The Midland News Association Ltd Shrewsbury / North Shropshire Chronicle

The Midland News Association Ltd Shropshire Star

Tindle Newspapers Ltd Cambrian News

Trinity Mirror plc

Caernarfon Herald

Trinity Mirror plc

Chester Chronicle

Trinity Mirror plc

Chronicle Xtra — Chester

Trinity Mirror plc

Corwen Times

Trinity Mirror plc

Daily Post

Trinity Mirror plc

Flintshire Chronicle

Trinity Mirror plc

Mail Series (Bangor & Holyhead)

Trinity Mirror plc

North Wales Weekly News

Specifically, there are at least two newspapers owned by different newspaper groups in
most areas within the North Wales TSA, with the greatest coverage coming from Trinity
Mirror and NWN Media.

Consistent with Ofcom’s conclusion, Global’'s non-contracted advertising strategy in
North Wales is focused on competing with press in North Wales (see further
paragraphs 2.19 to 2.21 below), as is RSL'’s (see further paragraph 2.37 below). [<]

2 ofcom, Report on public interest on the acquisition of Guardian Media Group’s radio stations (Real and Smooth) by
Global Radio (11 October 2012).



Figure 2.1
[X]

The CC has not as yet taken proper account of Global’'s internal documents for
North Wales

Heart and North Wales three-year territory business plan3

2.8 The CC states that “the internal documents summarized in Appendix L suggest
that the entry of Real to the area is potentially significant”4, noting that “In the
Heart and North Wales three-year territory business plan, Real is listed as a
competitor”s (emphasis added).

2.9 The CC fails to take into account Global’'s submission on this business plan®, which
explained that [<].

2.10  Moreover, the CC has not been fair in its selection of evidence from this business plan.
This business plan clearly evidences that Global competes directly with non-radio media
[<] as well as third party radio stations (but not Real) in North Wales. For example:
[5<]7:8:9-1011

2.11 The CC has failed to take into account all other internal documents submitted by Global
concerning the North Wales market. An analysis of these internal documents would
show that Global’s entire strategy for North Wales is focused on growing radio’s share
of the “total media pie” and competing with non-radio media [¢<] both for new and
existing customers. In particular, the CC has failed to take into account Global's

3 Annex 2 to Global's response to the CC’s request for information dated 13 December 2012 (submitted 21 December
2012).

4 PF, para. 7.47.
5 PF, para. 7.47.
6 Global’s submissions to the CC dated 21 December 2012 and 25 January 2013.

7 Annex 2 to Global's response to the CC's request for information dated 13 December 2012 (submitted 21 December
2012).

8 Annex 2 to Global's response to the CC'’s request for information dated 13 December 2012 (submitted 21 December
2012).

9 Annex 2 to Global's response to the CC's request for information dated 13 December 2012 (submitted 21 December
2012).

10 Annex 2 to Global's response to the CC's request for information dated 13 December 2012 (submitted 21 December
2012).

1 Annex 2 to Global's response to the CC’s request for information dated 13 December 2012 (submitted 21 December
2012).
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strategy overview paper, which provided a full description of this non-contracted
advertising strategy2.

Global loses on average [$<]%"3 of its non-contracted customers every year in North
Wales through churn (representing an average of [6<]%14 of its non-contracted
revenues each year in North Wales) — it is therefore fundamental to the survival of its
non-contracted advertising business that it succeeds in targeting new non-contracted
customers to replace those that churn away (and retains as many existing non-
contracted customers as possible) to compensate for lost revenues.

Global's [<] strategy

As explained in Global's strategy overview paper, Global implemented the [$<] strategy
in 2009 with the express focus of addressing customer churn by competing more
effectively with non-radio media competitors. Global introduced its current [é<] strategy
[8<] in early 2012 with the objective of building on [$<]. The [$<]5 sets out Global's
current strategy in North West and Wales (i.e. including North Wales) specifically.

The CC has failed to take into account the internal documents relating to the key
initiatives in North Wales under the [$<] strategy, which include, among others, the
following [¢<] and [<]:

0] Global’s [¢<] initiative; and

(i) Global’s [<] initiative.

Global’s [] initiative

As further detailed in Global's strategy overview paper, the [&] initiative is Global's [6<]
commercial scheme for non-contracted advertisers. It is focused on targeting [<]
whose potential spend is only up to £[¢<]. In North Wales, as [<] are [¢<] businesses,
the average cost of broadcast media would be [<]; therefore, they are more likely to be
press or online advertisers.

12 Annex 9 (also provided as part of Global's response to the First Day Letter (“FDL")).

13 RBB analysis based on Global and RSL'’s transactional data from 2009/2010 to 2011/2012 (i.e. three years). NMR
data is only available up to September 2012; therefore, the average churn by count and revenue does not include a
customer who may have purchased on the parties’ stations in Q4 2012.

14 RBB analysis based on Global and RSL'’s transactional data from 2009/2010 to 2011/2012 (i.e. three years). NMR
data is only available up to September 2012; therefore, the average churn by count and revenue does not include a
customer who may have purchased on the parties’ stations in Q4 2012.

15 [#<] submitted to the CC on 28 January 2013.



2.16 In North Wales, Global won [$<] new businesses to [6<] in 201216, Global has
specifically identified that [¢<] in North Wales, among others, were “strong competition
from press”1? and “[¢<], we can’t compete with the pricing structure of the local press”18.
For example, Attachments 3.3 and 3.41° provide examples of when a [¢<] and switched
to press and when Global has lost [<] a business who chose to advertise on press. In
addition to “local press”, Global lists various non-radio media as its competitors in North
Wales, namely “online”, “SEO” “magazines”, as well as “other radio stations” (but does
not specifically refer to any radio stations)20. It is clear that Global competes directly
with non-radio media [<] to win advertisers [].

Global’s [&<] initiative

2.17  As further detailed in Global's strategy overview paper, Global's sales team identifies
[¢<] for North West and Wales (i.e. including North Wales) who are advertising
predominantly on non-radio competitors. [¢<]

2.18 The CC has failed to take into account [<] for North West and Wales (i.e. including
North Wales)?1. For example, as illustrated in Figure 2.2 below, of the top [¥<]:

0] [¢<] advertise on press ([¢<] of which advertise exclusively on press).
(i) [¢<] advertise on other non-radio media (i.e. TV, online, leaflets / flyers).
(iii) [<] advertise on other radio.
Figure 2.2
[K]

Global’'s press strategy

2.19 As explained in Global's strategy overview paper, Global has identified [¢<] local and
regional press as a key opportunity: [6<]22.

16 Attachment 3.1 (“[3<] 2012”).
17 Attachment 3.2 (“Gaining Competitive Advantage”)
18 Attachment 3.2 (“Gaining Competitive Advantage”)

19 Attachment 3.3 (“Example Pitched [¢<] Clients — Lost to Press”) and Attachment 3.4 (“Example Previous [X]
Clients — Lost to Press”).

20 Attachment 3.2 (“Gaining Competitive Advantage”)
21 EDL, Annex 17A(i).045()).

22 £pL, Annex 15A(ii).004.
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Accordingly, Global monitors the performance of press titles in North Wales with a view
to informing its pitches and marketing materials for customers using or considering
using North Wales press alternatives. [$<]23.

Global has also submitted evidence of analyses comparing the [¢<] of, among others,
the following North Wales press titles for the periods July 2009 to December 2009,
January 2010 to June 2010, and July 2010 to December 2010: [8<]24. This provides
clear evidence that Global is monitoring press performance as a competitor.

The CC has not as yet taken proper account of RSL’s internal documents for
North Wales

The CC refers to the following RSL internal documents to conclude that “the internal
documents summarized in Appendix L suggest that the entry of Real to the area
is potentially significant”25.

However, the CC has not been fair in its selection of evidence from these RSL internal
documents, which clearly demonstrate that RSL competes with non-radio media, [<],
for non-contracted advertising business in North Wales. Instead, in its competitive
assessment, the CC only makes reference to Heart being a competitor to Real in North
Wales.

RSL's SWOT analysis of North Wales?26

The CC states:
[<127
However, the CC fails to take into account:

0] the multiple references to non-radio media [§<]28:29:30-31

23 EDL, Annex 17A().016.

24 £DL, Annex 17A(j).014.

25 pE para. 7.47.

26 £p|, Annex 15B.010.

27 Appendix L, para. 94.

28 £pL, Annex 15B.010.

29 Ep|, Annex 15B.010.

30 FDL, Annex 15B.010.

31 EDL, Annex 15B.010.
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2.27

2.28

2.29

2.30

(i) that Real's own SWOT analysis states [$<] is: [¢<]32, highlighting Real’s [<] to
target local customers, who make up over [<]% of Heart’s customer base in
North Wales.

RSL’s North Wales Key Business Issues Document33

The CC states: [<]34.

The CC has not been fair in its selection of this evidence, which is taken from the
following context: [$<]35.

RSL explains that a creative writer of this type is specific to the radio industry (for
example, a press company would not require this type of creative writer). As a result, it

is not informative about competition from non-radio media.

Licence application for the North Wales service - forecasts36

The CC states: [6<]%7.
The CC has failed to take into account that the forecasts are estimates only38. In fact:

0] Real North Wales only managed to grow its audience to 61,000 listeners by the
end of year two (and only grew its audience by 47,000 by the end of year one).
It is therefore highly unlikely that by December 2013 its audience will have
grown [¢<] in line with the forecast.

(i) Real North Wales’ total revenues (including contracted revenues) amounted to
[(<]in FY 2011 / 2012 - of these [<] related to non-contracted revenue.

(iii) As the CC is aware, Real North Wales’ non-contracted revenues are in fact [¢<]
(see Figure 3.1 below).

32 EpL, Annex 15B.010.

33 EDL, Annex 15B.009.

34 Appendix L, para. 95.

35 EDL, Annex 15B.009.

36 Annexes 1.3 and 1.4 to RSL’s response to the CC’s request for information dated 13 December 2012 (submitted 21
December 2012).

37 Appendix L, para. 96.

38 E.g. “The BBC Radio Wales TSA according to RAJAR is 2.477m adults aged 15+, Real Radio South Wales current
TSA numbers 1.764m and by adding in the North and Mid Wales potential audience the total combined TSA for the
new Real Radio Wales will almost replicate the total BBC coverage — a first for commercial radio in Wales. It is also
reasonable to project that within a short period of time Real Radio in North and Mid Wales will enjoy equal popularity
with listeners and advertisers as the station has so far enjoyed in the rest of Wales.”
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2.31  Forecasts are not a measure of Real’s current or future strength in North Wales.

Licence application for the North Wales service — substantive application3?

2.32  The CC stated that: [$<]40,

2.33 The CC has failed to take account of this evidence in its competitive assessment of
North Wales, in particular, the competitive constraints from [<] in North Wales:
[]41,42,43_

2.34  Moreover, the CC has failed to take into account that this application makes no express
reference to Heart (despite identifying other commercial radio stations by name).

2.35 Generally, the CC has not as yet taken proper account of RSL's other internal
documents which evidence, in particular, the constraints posed by non-radio media [<]
in North Wales. It has failed to take account of RSL's non-contracted strategy for North
Wales, which is entirely focused on improving how it identifies and targets non-radio
customers [<] and in turn increasing the share of advertising revenues spent on its
radio stations in this region, compared with non-radio media [¢<], as described in detail
in RSL’s strategy overview paper44. In particular, the CC has not as yet taken proper
account of RSL’s local strategy document for Wales (which is detailed in Annex 2 —
Cardiff) and RSL's business plan for Wales, which is summarised below.

RSL business plan for Wales45

2.36  RSL lost [¢<]%%® of its non-contracted customers in the last year in North Wales through
churn (representing [<]%47 of its non-contracted revenues in North Wales last year) —

39 Annex 1.2 to RSL's response to the CC'’s request for information dated 13 December 2012 (submitted 21 December
2012).

40 Appendix L, para. 97.

41 Annex 1.2 to RSL's response to the CC'’s request for information dated 13 December 2012 (submitted 21 December
2012).

42 Annex 1.2 to RSL's response to the CC's request for information dated 13 December 2012 (submitted 21 December
2012).

43 Annex 1.2 to RSL's response to the CC'’s request for information dated 13 December 2012 (submitted 21 December
2012).

44 Annex 10 (also provided as part of RSL's response to the First Day Letter (“FDL"))
45 FDL, Annex 15B.008.
46 RBB analysis based on Global and RSL'’s transactional data from 2009/2010 to 2011/2012 (i.e. three years). NMR

data is only available up to September 2012; therefore, the average churn by count and revenue does not include a
customer who may have purchased on the parties’ stations in Q4 2012.
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as with Global, it is therefore fundamental to the survival of RSL's business that it
succeeds in targeting new non-contracted customers to replace those that churn away
(and retains as many existing non-contracted customers as possible) to compensate for
lost revenues.

RSL's business plan for Wales (i.e. including North Wales) is more focused on
competition from non-radio media than from other media, for example, stating that:
[5]4849,

Conclusion

An analysis of the parties’ internal documents for North Wales, together with Ofcom’s
conclusion, provides strong evidence that the parties compete directly with, and their
prices and negotiations are constrained by, a wide range of non-radio media options, in
particular press, in North Wales.

This conclusion is consistent with the key results of the Existing Customers and Lost
Opportunities Surveys, which provide strong evidence that non-contracted advertisers in
North Wales consider non-radio media as effective alternatives for the parties’ stations
(see further paragraph 2.40 above).

Moreover, the Existing Customers and Lost Opportunities Surveys clearly evidence that
more non-contracted advertisers in North Wales view non-radio media, and especially

press, rather than the other party’s stations as their next best alternative:

Existing Customers Survey

0] Based on weighted results, 29% of respondents indicated that non-radio media
would be their next best alternative — this compares with 6% who chose the
other party’s stations (14% chose press).

(i) Based on unweighted results%?, 43% of respondents indicated that non-radio
media would be their next best alternative — this compares with 17% who chose

the other party’s station (21% chose press).

Lost Opportunities Survey

47 rBB analysis based on Global and RSL'’s transactional data from 2009/2010 to 2011/2012 (i.e. three years). NMR
data is only available up to September 2012; therefore, the average churn by count and revenue does not include a
customer who may have purchased on the parties’ stations in Q4 2012.

48 £p|, Annex 15B.008.

49 EDL, Annex 15B.008.

50 Unweighted results are provided as per the CC’s preference.
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(iii) 76 % of radio users (i.e. respondents who had used radio in the last three
years) chose press having declined a Global proposal — this compares with
16% who chose RSL'’s stations.

As explained in Part 2 of the Response, the CC has not as yet taken proper account of
the Existing Customers and Lost Opportunities Surveys, particularly at a local / regional
level — in particular, the sample sizes in North Wales were above 90 (i.e. well above the
minimum sample size generally accepted in survey analysis).

As a result, the merger will not significantly reduce the outside options of the parties’
non-contracted customers. Non-contracted advertisers in North Wales will retain
equally or more effective non-radio media (in particular press) alternatives to the parties’
stations.
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COMPETITION BETWEEN RADIO STATIONS IN NORTH WALES

The CC accepts that the parties’ stations are not close competitors:

“We note the parties’ arguments that the parties are not close competitors”51
Nevertheless, the CC provisionally concludes that:

“In the absence of any countervailing factors, the merger will lead to significant
adverse effects in North Wales”52,

The CC has applied the wrong test

The CC has applied the wrong test to assess the competitive interaction between radio
stations in North Wales. The CC has given too much weight to share of listening and
share of non-contracted revenues than to geographic factors. The CC's approach is not
informative about the competitive interactions of highly differentiated products in
heterogeneous product markets and is inconsistent with the CC’s provisional findings
elsewhere which recognise the critical importance of a station’s geographic coverage53.

The CC has not as yet taken proper account of the following key factors.

Heart and Real are not next best alternatives

Heart is used predominantly by local advertisers who would not regard Real as a
suitable alternative in North Wales; specifically, [¢<]% of Heart's customers in North
Wales purchase advertising on only one of the four Heart transmitters in North Wales
(accounting for [¢<]% of revenues generated across all four of these Heart transmitters
in North Wales). In contrast, Real does not have split transmitters and is therefore
broadcast regionally in North Wales (i.e. 100% of its customers are regional in North
Wales — it is a regional station).

As a result, a non-contracted advertiser would experience significant wastage if it used
Real to target local customers in North Wales (i.e. those solely based in the coverage
areas of each of the four Heart transmitters in North Wales), as illustrated by the
following calculations.

51 pE para. 7.47.

52 pE para. 7.49.

53 pF, paras. 6.73-7.75 and 7.7.
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Table 3.1 below sets out the population coverage in the Real TSA and Heart TSA in
North Wales (the latter split into the four transmitters):

Table 3.1
North Wales — Population Coverage

Coverage Area Coverage
(‘000s)
Heart Cheshire and NE Wales 382
Heart Anglesey and Gwynedd 122
Heart North Wales Coast 244
Heart Wirral 439
Real North Wales 688
Source: RAJAR (Heart coverage areas based on TSAs as at 2010).

On this basis, Table 3.2 below indicates the degree to which Real’s population coverage
would overspill the Heart transmitters in North Wales (or vice versa in the case of Heart
Cheshire and NE Wales and Heart Wirral, which do not overlap fully with Real).

Table 3.2
North Wales — Wastage analysis (Population Coverage)

Coverage
(‘000s)
Real’s population not covered by Heart Cheshire and NE Wales 492
Real’s population not covered by Heart Anglesey and Gwynedd 566
Real’s population not covered Heart North Wales Coast 444
Heart Cheshire and NE Wales’s population not covered by Real 186
Heart Wirral's population not covered by Real 439

Source: RAJAR.

As a result, a non-contracted advertiser using Real to target customers within the
coverage area of any of the Heart transmitters in North Wales will experience significant
wastage of population coverage of between 65% and 100%, as illustrated in Table 3.3
below.



3.10

3.11

3.12

3.13

15

Table 3.3
North Wales — Wastage analysis (%)

Wastage (%)
Advertisers on Real targeting Heart Anglesey and Gwynedd 82
Advertisers on Real targeting Heart North Wales Coast 65
Advertisers on Real targeting Heart Cheshire and NE Wales 72
Advertisers on Real targeting Heart Wirral 100
Source: RAJAR Q3 2012.

Moreover, as the Heart North West and Wales TSA extends beyond Real’s TSA in the
overlap area in North Wales, a non-contracted advertiser using Heart North West and
Wales to target customers within Real's TSA in the overlap area in North Wales would
pay for 48% wasted population coverage. Therefore, a non-contracted advertiser using
the whole of Heart North West and Wales to reach customers in Real's TSA in the
overlap areas would also experience significant wastage.

The CC has recognised that “advertisers want to minimize ‘wasted’ advertising”%
and, in the case of Birmingham, has accepted that Smooth and Capital are not close
competitors because “Smooth covers a wider area than Capital and advertisers
who want to advertise in Birmingham only would face significant wastage by
advertising on Smooth”% — the same logic therefore applies to Heart and Real in
North Wales.

Heart and Real are therefore weak alternatives because they target different advertisers
(namely, local versus regional). The CC has accepted that “The geographic area to
which a station broadcasts is likely to be an important factor in how radio
stations compete but its significance in each case may vary” % (emphasis added).
However, it has not as yet taken proper account that the parties’ stations are highly
differentiated in terms of geography in North Wales and, as a result, the parties’ stations
are not close competitors due to the significant level of resulting wastage.

The North Wales Event Study evidences that the parties are not close competitors in
North Wales and, in fact, compete more closely with non-radio media

The North Wales Event Study supports the conclusion that the parties’ stations are not
close competitors in North Wales:

54 pE para. 6.58.

55 pF, para. 7.31.

56 pE para. 6.70.
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Following Real's entry in January 2011, Heart’s non-contracted prices and
revenues [&], strongly suggesting that [¢<].

Given that Heart and Real are the only two (significant) commercial radio
stations targeting a similar demographic in North Wales, it is likely that Heart’s
[,<] in non-contracted revenues is attributable to [¢<] (given that Real’s non-
contracted revenues also [¢<] on its launch).

3.14 The CC states:

“We note that at the time Global acquired RSL, Real’s entry was recent and we
have been told that it takes time for competition from a new entrant to build up
listener share and advertising revenue”5?

3.15 Real’s entry occurred in January 2011 (i.e. a year and a half pre merger), giving ample
time to assess the effect of entry. Contrary to the CC’s expectations that Real could
grow over time and develop as a more effective competitor in North Wales, Real has in
fact faced a substantial decline in [¢<] listeners in North Wales during 2012.
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57 pE para. 7.47.
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Source: RAJAR.

For this reason, and given that the North Wales Event Study was carried out over a
significant period of time (i.e. 18 months), the CC should take proper account of the
North Wales Event Study, which clearly evidences that:

0] The increase in radio alternatives from “1-to-2" [<] radio advertising in North
Wales - specifically, Heart's prices [<] — therefore, a reduction in radio
alternatives from “2-to-1" would also not be likely to impact the pricing of radio
advertising in North Wales.

(ii) The number of radio alternatives does not determine the prices for non-
contracted advertisers, primarily because non-radio media are effective
competitive constraints on radio advertising in North Wales (and generally) (see
further Section 2 above). In the case of the North Wales Event Study, the
parties clearly compete more closely with non-radio media than with each other.

Conclusion

The merger will not significantly change the outside options for either Capital or Real’s
non-contracted customers in North Wales. Non-radio media will remain effective
alternative radio options post merger.

Accordingly, Global strongly urges the CC to re-evaluate the evidence before it, as well
as new evidence that is being made available to it, with a view to reaching a final
conclusion that the merger will not give rise to a substantial lessening of competition in
the non-contracted advertising sector in North Wales.



GLOBAL’S RESPONSE TO THE COMPETITION COMMISSION’S PROVISIONAL FINDINGS
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1.6

EXECUTIVE SUMMARY

Global does not agree with the CC's provisional conclusion of a substantial lessening of
competition (“SLC”) in the non-contracted advertising sector in Greater Manchester
(“Manchester”).

Firstly, the CC fails to take into account evidence that non-contracted advertisers in
Manchester view non-radio media as an effective alternative to radio - this is further
addressed in Section 2 of this Annex.

Secondly, the two largest stations in terms of listening share, reach and non-contracted
revenues in Manchester are Capital and Bauer’'s Key 103. Based on the CC’s own
calculations, Capital and Key account for over 80% of non-contracted revenues in
Manchester.

Key 103 and Capital have a similar geographic coverage and audience demographics.
The CC has accepted that: “Bauer Key 103 has a closer demographic to Capital [than
Real XS]J;"" and “Bauer’s Key 103 station is likely to be a good alternative to the parties
for many advertisers wishing to target Manchester and the Greater Manchester area.”2

The CC’s principal concern involves the reduction in competition between RSL's Real
XS and Global's XFM in Manchester. Both are minor stations — XFM has non-
contracted revenues of £[¢<] and Real XS has non-contracted revenues of £[<] for
Manchester? — less than a [$<] of the revenues generated by either Capital or Key 103.

Therefore there can be no substantial lessening of competition in Manchester — any
potential lessening of competition is trivial.

1 Appendix L, Paragraph 132.

2 provisional Findings, Paragraph 7.69.

3 October 2011 to September 2012.
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NON-RADIO MEDIA POSE A STRONG CONSTRAINT IN GREATER MANCHESTER

The Provisional Findings implicitly accept that across the overlap regions the vast
majority of non-contracted customers view non-radio media as substitutable for the
parties’ radio stations#4 (see further Parts 1 and 2 of this Response).

As a result, when the parties negotiate prices for campaigns with both new and existing
customers in Manchester, they are constrained by non-radio media.

These customers have equally or more effective non-radio alternatives to the parties’
stations. Therefore there is no basis for the assertion that the merger will lead to
substantially higher prices for any advertisers in Manchester.

The CC has failed to take into account Global's internal documents for
Manchester

The CC has not yet taken proper account of the internal documents submitted by Global
concerning the Manchester market. An analysis of these documents would show that
Global’s entire strategy for Manchester is focused on growing radio’s share of the “total
media pie” and competing with non-radio media both for new and existing customers.

Global loses on average [$<]%* of its customers every year in the North West through
churn (representing an average of [$<]%?3 of its non-contracted revenues in this region)
— it is therefore fundamental to the survival of its business that it succeeds in targeting
new customers to replace those that churn away (and retains as many existing
customers as possible) to compensate for lost revenues.

As explained in Global's Strategy Overview Paper at Annex 9, in 2009 Global
implemented the [<] strategy with the express focus of addressing customer churn by
competing more effectively with non-radio media competitors. Global introduced its
current [&<] strategy [$<] in early 2012 with the objective of building on [$<]. The [$<]8
sets out Global’s current strategy for the North West (including Manchester).

4 E.g. The Provisional Findings state at Paragraph 6.39 that “the survey results suggest limits to the constraint provided
by other media. We note, for example, that the existing customer survey suggests that 15 per cent of existing
customers did not consider using any other media at the time of their last campaign and 24 per cent said that they
ended up using only radio. Similarly, 9 per cent of respondents said that they could not use any other types of media
to meet the same objectives as radio.” A clear implication of the results cited by the CC is that other media
constitutes an effective constraint for the remaining 75% to 90% of advertisers.

4 RBB analysis based on Global and RSL's transactional data from 2009/2010 to 2011/2012 (i.e. three years). NMR
data is only available up to September 2012; therefore, the average churn by count and revenue does not include a
customer who may have purchased on the parties’ stations in Q4 2012.

5 RBB analysis based on Global and RSL's transactional data from 2009/2010 to 2011/2012 (i.e. three years). NMR
data is only available up to September 2012; therefore, the average churn by count and revenue does not include a
customer who may have purchased on the parties’ stations in Q4 2012.

6 [#<] submitted to the CC on 28 January 2013.



2.7 The CC has not yet taken proper account of the internal documents relating to the key
initiatives introduced in Manchester under the [<] and [¢<] strategies. These are
considered below.

gV
%

2.8 The [<] initiative is Global's [¢<] commercial scheme for non-contracted customers. It
is specifically focused on targeting [¢<] businesses [<] that are using other media,
particularly [<].

2.9 The training session delivered to Global's Manchester sales staff on the [¢<] scheme
expressly lists the following sources as “possible places [to] uncover [their prospective]

clients™7 [<]

2.10  Once [&<] have been identified, [¥<]. A range of issues are discussed on these [<],
including [¢<] its interest in using radio to advertise and critically its other media usage.

Global’s [&] initiative

2.1 As further detailed in Global's Strategy Overview Paper at Annex 9, under this initiative
Global's Manchester sales team identifies [<] for Capital, Gold and XFM which are
advertising predominantly on non-radio media competitors.

2.2 The CC has not yet taken proper account of [<] for the North West8, which includes
Manchester customers advertising exclusively on:

(A) press — e.g. the [X]
(B) TV —e.g. [K]
© cinema; and
(D) outdoor media.
2.3 Similarly insufficient weight has been given to the [K] lists submitted to the CC which
are used to identify potential customers in Manchester in different sectors [<], and

which detail [5<].9

Global’s press strategy

7 Attachment 4.1 - [3<].
8 Annex 17A(i).045(k) of Global's Response to the CC's Initial Factual Information request.

9 Annexes 17A(i).001 to 17A(i).005 of Global's Response to the CC’s Initial Factual Information request.
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2.7

The CC has also been provided with extensive evidence on the steps taken by Global to
capitalise from [$<] local and regional press readership in Manchester'?. This includes
[<] for press titles in Manchester, undertaken with a view to informing Global's pitches
and marketing materials for customers using or considering using these alternatives.

By way of illustration, Global has submitted reports prepared showing [¢<] for a range of
Manchester press titles, including the [¢<].11 This provides clear evidence that Global is
monitoring press performance as a competitor.

The attached “business plan” prepared by a Global's Manchester sales manager for
Capital and XFM (identifying his own sales objectives for 2012 and 2013) similarly
identifies “Press [<]” as a key opportunity. He also lists “[e<] Spotify” as an

“opportunity” and “outdoor”, “television” and “Facebook” as “Competitive Media”.12

In addition, the below slides are taken from a pitch designed to persuade an advertiser
using the [<] that advertising with Capital and XFM in Manchester would achieve
higher reach, in particular among the [$<] consumer group and specifically [¢<].13

Figure 1
[5<]14

10 see for example Annexes 17A(i).014 to 17A(i).020 to Global's response to the CC'’s Initial Factual Information
Request, together with Global's main strategy papers at 15A(ii).001 to 15A(ii).005.

1 Annex 17A(j).014 of Global's response to the CC'’s Initial Factual Information Request.

12 pttachment 4.5 - Global - Sales manager business plan — [&<].

13 Attachment 4.2 - Global pitch - [<].

14 Attachment 4.2 - Global pitch - [&<].
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2.9
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Figure 2
[5<]15

Figure 3
[K]lﬁ

Local TV

Ofcom has awarded the local TV licence for Manchester to the YourTV group. The
Manchester channel is expected to cover approximately 1m homes in Manchester and
to commence broadcasting by October 2013.

This will provide advertisers in Manchester with even more media platforms providing
specific local content. It will therefore pose a new constraint on Global for advertising

revenues in Manchester.

Marketing materials

Consistent with the above strategy, Global's pitches will often compare its stations’
characteristics with those of non-radio media competitors in order to persuade
customers that using one of its radio stations in Manchester will deliver a more effective
advertising campaign.

For example, in the below slides taken from a [<] pitch submitted to the CC (for a
campaign targeted at [<]) XFM is compared directly against a range of press titles,
magazines and directories targeted at this demographic, including [¢<].17

Figure 4
[X]

Figure 5
[X]

This same pitch also compares XFM with a wide range of radio stations but not Real
XS. The pitch lists reach for [¢<] portfolio stations, [¢<] and [¢<] — i.e. Real XS is not
considered a strong competitor to XFM for this customer, despite this customer’s target
audience falling squarely within the Real XS demographic — this is further considered in
Section 3 below.

15 Attachment 4.2 - Global pitch - [&<].

16 Attachment 4.2 - Global pitch - [<].

17 Annex 17A(ii).048 of Global's response to the CC’s Initial Factual Information Request.



2.13

2.14

2.15

2.16

2.17

2.18

2.19

An analysis of Global's internal documents for Manchester therefore clearly evidences
that Global’s business strategy is expressly to grow revenues and address customer
churn by attracting spend away from non-radio media competitors.

The CC has failed to take into account RSL's internal documents for Manchester

The CC has not yet taken proper account of the internal documents submitted by RSL
concerning its Real XS strategy.

An analysis of the relevant documents would show that, like Global, RSL's entire
strategy for Real XS (and its other North West stations) is focused on competing with
non-radio media both for new and existing customers.

RSL loses on average [$<]%18 of its customers every year in the North West through
churn (representing an average of [<]%'® of its non-contracted revenues in the North
West) — it is therefore fundamental to the survival of its non-contracted business that it
succeeds in targeting new customers to replace those that churn away (and retains as
many existing customers as possible) to compensate for lost revenues.

The documents evidencing this strategy are considered further below (including North
West strategy documents which have been implemented in Manchester specifically).

RSL’s regional strateqy paper entitled [$<]2°

The Provisional Findings give no weight to the fact that RSL's non-contracted strategy
for the North West (including Manchester) is entirely focused on improving how it
identifies and targets non-radio customers and in turn increases the share of advertising
revenues spent on its radio stations in this region, compared with non-radio media. This
is illustrated in the slide below.

RSL loses [<]% of its customers every year in the North West through churn
(representing [¢<]% of its non-contracted revenues) — as with Global, it is therefore
fundamental to the survival of RSL's business that it succeeds in targeting new
customers to replace those that churn away (and retains as many existing customers as
possible) to compensate for lost revenues.

18 RBB analysis based on Global and RSL'’s transactional data from 2009/2010 to 2011/2012 (i.e. three years). NMR
data is only available up to September 2012; therefore, the average churn by count and revenue does not include a
customer who may have purchased on the parties’ stations in Q4 2012.

19 RBB analysis based on Global and RSL'’s transactional data from 2009/2010 to 2011/2012 (i.e. three years). NMR
data is only available up to September 2012; therefore, the average churn by count and revenue does not include a
customer who may have purchased on the parties’ stations in Q4 2012.

20 Apnex 15B.006 of RSL's response to the CC’s Initial Factual Information Request.



Figure 6
[X]

RSL’s [¥<] reports for the North West, such as the [<]?!

2.20 The CC has attached insufficient weight to the [¢<] reports submitted for the North
West. For example, a key North West report entitled [¢<]:

(A) “What's happening within the ad market[?]”; and
(B) “How [do] we manage change [?]".
2.21  The report highlights the [6<] and addresses what:
(A) “it mean[s] for media”;
(B) “it mean([s] for radio”; and
© “it mean[s] for GMG Radio [RSL]".

2.22  The report considers the challenges brought about by the “realities of the new media
age”, including that:

(A) “It has never been easier [for advertisers] to advertise”; and
(B) “[RSL is] in the midst of a dramatic media change.”

2.23  The report highlights there are now “more media” and “more routes” to advertise (see

Figure 7).
Figure 7
[X]
2.24  Under [<] RSL lists:
(A) “The competition — what'’s happening outside?”; and
(B) “Offer ideas that keep us ahead of other media.”

2.25 The report then explains how sales staff can persuade customers that radio is an
effective means of advertising their businesses [<].

2.26  Under [], the report lists:

21 Annex 17B.017 and 17B.018 of RSL's response to the CC’s Initial Factual Information Request.



(A) “The enemy is outside!”; and
(B) “Expect changes in the media landscape” (See [X]).
Figure 8
[X]

Target customer [K]

2.27  Consistent with the above documents, the [<] submitted to the CC for Manchester
evidence that RSL's business strategy is to increase its revenues by targeting
predominantly non-radio advertisers.

2.28  For example:

(A) The [$<] for [6<];22 whilst

(B)  The [5<] for [5<].23

Marketing materials

2.29 Inline with the above strategy, RSL'’s pitches will often compare Real XS’ characteristics
with those of non-radio media competitors in order to persuade customers that using
Real XS will deliver a more effective advertising campaign. RSL has previously
submitted slides for Manchester (and the North West generally) illustrating this
approach.

2.30 In addition, RSL has attached a copy of a presentation recently delivered to the
Manchester sales team, considering [¢<] press titles in Manchester and how to use this
intelligence to better target those press titles’ customers. Example slides from this
presentation are included below — these include slides comparing [6<]24

Figure 9
[X]

Figure 10
[X]

22 pApnex 17B.041 RSL's response to the CC’s Initial Factual Information Request.
23 Annex 17B.042 RSL's response to the CC’s Initial Factual Information Request.

24 pttachment 4.12 — RSL - [<] Local Press presentation.
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Figure 11
[X]

Thus an analysis of the parties’ internal documents for Manchester, together with those
of key competitors, provides strong evidence that the parties compete very strongly
with, and their prices and negotiations are constrained by, a wide range of attractive and
strong non-radio media options in this region.

This conclusion is consistent with the key results of the Existing Customers and Lost
Opportunities surveys, which evidence that non-contracted advertisers in Manchester
and generally in the overlap areas consider non-radio media as effective alternative for
the parties’ stations. The Existing Customers survey shows that, nationally, 39% of
respondents would switch at least some spend to non-radio media if their chosen
station were not available, while only 24% would switch at least some spend to other
radio stations. In the North West, the related figures are 34% and 21% respectively.
The Lost Opportunity survey shows that, nationally, 70% of Global respondents used
non-radio media for their campaign after turning down a proposal from Global, relative
to 34% that used other radio stations. The related figures in the North West are 62%
and 32% respectively.

As a result, the merger will not significantly reduce the outside options of the parties’
non-contracted customers in Manchester. Non-contracted advertisers in Manchester
will retain equally or more effective non-radio media alternatives to the parties’ stations.
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COMPETITION BETWEEN RADIO STATIONS IN GREATER MANCHESTER

Within the radio sector, the scale of any potential lessening of competition in
Manchester is trivial.

Global has the following stations whose TSAs are limited to the Greater Manchester
area: Capital, Gold and XFM. RSL is present in this area only with Real XS.

Bauer is present in this area with Key 103, which has a slightly smaller TSA than
Capital, and Magic Manchester.

The revenues, local commercial listening shares and reach of each of these stations are
set out in Table 1 below.

Table 1
Shares of non-contracted airtime revenue shares,
listening hours and reach - Manchester

Group / station Non-contracted revenue Local commercial listening Reach
hours
Revenue Share (%) Hours Share (%) (“‘000s)
(£°000s) (‘000s)
Global (total) [<] [<] 4,561 45% 77
Capital [<] [<] 2,787 28% 504
Gold [<] [<] 796 8% 110
XFM [<] [<] 978 10% 190
RSL (total) [<] [<] 1,165 12% 142
Real XS [<] [<] 1,165 12% 142
Bauer (total) [<] [<] 4,342 43% 563
Key 103 [<] [<] 3,488 35% 504
Magic [<] [<] 854 8% 88
Manchester
TOTAL [<] [<] 10,068 100% 1538
Source: Revenues: Global and RSL transaction data, Oct 2011-Sep 2012.

Global estimates for Bauer. Listening hours and reach: Rajar Q3 2012.
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The next best alternative to Capital is Key 103

By far the two largest stations in terms of listening share and non-contracted revenues
in Greater Manchester are Capital and Bauer’s Key 103.

The CC has accepted that:

“Bauer’'s Key 103 station is likely to be a good alternative to the parties for many
advertisers wishing to target Manchester and the Greater Manchester area.”25

As illustrated in Table 1 above, Capital and Key 103 together account for over 80% of
non-contracted revenues in Manchester and 63% of commercial listening shares.

Bauer’'s Key 103 is much more likely to be the next best alternative for Capital
advertisers than Real XS, which is a niche station and much smaller in terms of revenue
([5-10%]), local commercial listening share (12%) and reach (9%).

As accepted by the CC:

“Bauer Key 103 has a closer demographic to Capital [than Real XS]."26

Capital and Key 103 have similar average listener ages of 33 and 36 and both play
contemporary and chart music designed to appeal to young adults (whereas Real XS

has a niche classic rock focus). This is illustrated by the slide below, taken from the Key
103 media pack at Attachment 4.6.

25 provisional Findings, Paragraph 7.69.

26 Appendix L, Paragraph 132.
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Figure 12
Key 103 audience demographic profile

Key 103 Audience .1] J {

I S— K
Mix of adult contemporary music with g |ﬁ I I )[\[

unrivalled news & sports coverage, phone- T
ins and local information

53%
47%
I 29%
was | ase T et

This graph shows a breakdown of our demographic here at Key 103 to show a representation of the
type of listeners we have and potential customers you could have. Breakdown by gender, age &
social class in percentages respectively.

61%

47%
39%

24%

Men ‘Women 15-24

CZDE

Key 103’s typical listener profile: C1C2 (Lower middle class/skilled working class), single or living
as married, working full time, own/buying home & have children in the house aged 0 — 15.

Source: RAJAR, Key 103 TSA. 6 Months, PE Sep 2012 & TGI Radio+ 2012

Source: Key 103 / Media pack.2?

3.11 Global has attached a sample of customer emails demonstrating that Capital and Key
103 compete head-to-head for a young adult audience in Manchester. For example:

(A) [,<] correspondence includes a request to Capital for a like-for-like quote
against a Key 103 proposal:28

Figure 13
[X]
(B) Another customer [5<] explained: [6<]2°

3.12 Moreover, Key 103 is identified as the principal competitor in the attached “business
plan” prepared by a Global's Manchester sales manager for Capital and XFM
(identifying his own sales objectives for 2012 and 2013). As mentioned above, this plan

27 aAttachment 4.6 - Bauer - Key 103 and Magic media pack 1.
28 Attachment 4.7 - Capital customer email - [<].

29 Attachment 4.8 - Capital customer email - [¢<].
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also lists “Press [¢<]" and “[¢<] Spotify” as opportunities; and “outdoor”, “television” and
“Facebook” as “Competitive Media”.30

Capital also competes very closely with Key for a more mainstream adult audience in its
thirties, in relation to which Key is the dominant player.

Key 103 is the market leader in Manchester in terms of revenues (with a share of [40-
45]%, compared with Capital's share of [35-40]%), listening share (35%, higher than
Capital's 28% share), and reach of 33% (identical to Capital).

Bauer describes Key as:

“the market-leading commercial radio station broadcasting to Greater Manchester to a
weekly audience of 512,000 and an impressive 3.7 million listening hours.”31

The Key 103 media pack32 provides that:

(A) “Key 103 & Magic 1152 — [is] Still Manchester’s Number One.”

(B) “Key 103 and Magic 1152 retain their position as the commercial market leader
in Greater Manchester with 532,000 listeners tuning into the stations each
week.”

©) “Key 103's Mike and Chelsea is Manchester’s most listened to commercial

Breakfast show with 320,000 listeners tuning in each week, and OJ Borg’s
Home time show continues to grow, increasing the station’s share in the
afternoon to 8.9% (from 8)".

This pack expressly names Capital as Key 103’s main radio competitor and highlights
how Key 103 is a significantly stronger player than Capital:

“In our core 25-44 demographic Key 103 remains number 1 for reach & share
commercially, with a 17% higher share than Capital and 97.2% higher share for the
demo than Smooth.”

The following slides from the Key 103 and Magic media pack evidence how Bauer is
also the market leader in terms of reach and listening shares among “all adults 15+” in
Manchester.

30 Attachment 4.5 - Global - Sales manager business plan [<].

3 http://radio.bauermediaadvertising.com/stations/detail/key_103

32 attachment 4.6 - Bauer - Key 103 and Magic media pack 1.
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Figure 14
Slides from Bauer Media Pack

ERCIE

FOR KEV!D; & MJ\GICII.51 ] TSA

The number of people (in 000s) listening for all commercial radio stations surveyed
in the Key 103 TSA.

Source RAJAR, Key 103 TSA. 6 Months, PE Sep 2012. Key 103 & Magic 1152 =
Bauer Manchester. Stations marked with a * do not cover the whole TSA
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Real Radio (North West)*
XFM Manchester 4.9

Gold Manchester

The commercial share of listening in the Key 103 & Magic
1152 TSA.

Source: RAJAR, Key 103 TSA. 6 Months, PE Sep 2012. Key 103 & Magic 1152 =
Bauer Manchester. Stations marked with a * do not cover the whole TSA

3.19 Below is an extract from an email sent by a Capital sales person to a prospective
customer, who requested audience shares on a demographic basis.33

33 Attachment 4.9 - Capital customer email [<].
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Figure 15
[X]

Global lost to Key because [<] (i.e. Key has a broader appeal and therefore succeeds
in attracting advertisers seeking to reach a wider audience): [<]

Accordingly, the merger will not substantially reduce the outside radio options of Capital
customers in Manchester — their next best alternative radio option pre-merger was Key

103 and this remains the case post merger.

Gold and Real XS do not compete closely for advertisers

Global's Gold is a weak substitute for Real XS given their very distinct demographics.

Gold plays “oldies” predominantly from the 60s and 70s and has a significantly older
average listener (aged 51) than Real XS, which is a classic rock station with an average
listener age of 37. They therefore appeal to very different audiences and advertisers as
illustrated in the screenshots of their websites below - Gold is advertising a competition
for a cruise, whereas Real XS is advertising a gym and a stand-up comedy show.

Figure 16
Screenshot of Gold homepage

The Greatest Hits of All Time.

M
gold
=)

W ¥IP Club

search i
David Andrews. now - 1:00pm schedule | playlist

Ed chran, Thn

News & Sport
Competitions

Shop & Tickets Win a Thomson Adriatic Cruise for two

Source: Gold website.
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Figure 17
Screenshot of Real XS homepage

@)n. WE'RE READY WHEN YOU ARE.
733" WHATEVER GETS YOU GOING. FREE DAY PASS @)

Daytime Currently Playing
with Ricky Kirby Kid Rock: All Summer Long
= Contact the Show = Schedule Recently played

Win Events Features

Real RadioXSOne  “§ \we'RE READY WHEN YOU ARE.
Night Stand Up .
WHATEVER GETS YOU GOING.

Win with Hard
o FREE DAY PASS (> ]

Breakfast 'AGT‘“ VIRGIN ACTIVE HEAITH CLUBS

Source: Real XS website.

3.24  Accordingly, the merger will not substantially reduce the outside radio options of Gold
customers in Manchester — Real XS is not Gold’s next best alternative and therefore the
merger will not result in the removal of Gold’s next best alternative.

To the extent the merger reduces competition between Real XS and XFM, its effect on
competition in Manchester is trivial

3.25 The CC has raised concerns regarding the demographic overlap between XFM and
Real XS:

(A) “[Real XS and Xfm are] similar ‘indie’ stations reaching a predominantly male
audience with a similar average age (34 and 37 respectively).”34

34 provisional Findings, Paragraph 7.65.
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“The merger will also bring under the same ownership two stations with almost
exactly the same geographic and demographic coverage: Real XS and Xfm.” 35

“Real XS has 11 per cent of listening hours and [5-9] per cent of non-contracted
advertising revenue; in the absence of other radio alternatives to Bauer its loss
as an option is significant especially given its similarity to Global’'s Xfm.” 36

“Of the stations broadcasting in Greater Manchester, Real XS and Xfm have a
similar demographic profile, with a similar average age of listener and both
having a predominantly male audience.”3”

XFEM and Real XS are very different stations

XFM and Real XS are more distinct stations than the CC has appreciated.

Consistent with this:

(A)

(B)

Only 2 (3%) of XFM’s 78 customers who used XFM in 2009 switched to Real
XS in 2010. No customers who used Real XS in 2009 switched to XFM in 2010.

Only 1 customer (<1%) of XFM’s 74 customers who used XFM in 2010 switched
to Real XS in 2011; and only 3 (2%) of customers who used Real XS in 2010
switched to XFM in 2011.

Table 2

Analysis of NMR data - non-contracted advertisers switching between

XFM and Real XS Manchester

2009 to 2010 2010 to 2011
XFM -> Real Real XS -> XFM -> Real Real XS ->

XS XFM XS XFM
Count of advertisers
switching 2 0 1 3
Number of
advertisers using
station in 1% year 78 144 74 159
% of advertisers
switching 3% 0% 1% 2%

Source: Nielsen.

As illustrated in the below screenshot of XFM’'s website, XFM is focused on more
current alternative music, primarily indie rock and folk rock.

35 provisional Findings, Paragraph 7.69.

36 provisional Findings, Paragraph 7.70.

37 Appendix L, Paragraph 132.
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Figure 18
Screenshot of XFM homepage

FEATURED ARTIST

NOEL GALLAGHER

PERFECT WEEKENDS START & END
AT ONE NEW CHANGE

The Vaccines
Rancous and occasionally insightful indie rock from West
London.

Mumford And Sons

¢ Delicate folk rock from the band of the moment.

Source: XFM website.

3.29 By contrast Real XS is “a classic rock station, playing all the essential rock classics from
the past 40 years.” The screenshot below from its website shows how it has a classic

rock and roll focus — indeed, its website advertises a competition to win a night at the
Hard Rock Café.
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Figure 19
Screenshot of XFM homepage

Real Radio XS One
Night Stand Up

Win with Hard
Rock Cafe

Real Radio X5 and Hard Rock Cafe Manchester are giving you the Breakfast
chance to win a top night out every Friday!

Source: XFM website.

3.30 Accordingly, they appeal to different listeners - in Q42012 only 7% of XFM listeners also
listened to Real XS and only 9% of Real XS listeners also listened to XFM. 38

3.31 XFM appeals to listeners less likely to have children and more interested in
contemporary music and gigs — its focus is predominantly on students and unmarried
young adults.

3.32 By contrast, as the following slides from Real XS’ pitches demonstrate, the majority of
Real XS listeners are “professional”, “affluent” homeowners with an average of 2
children and a strong family focus.

Figure 20
[X]

38 Rajar Q2 2012.
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Figure 21
[5<]3°

This means that Real XS and XFM appeal to distinct advertisers (as evidenced by the
NMR data above).

An analysis of the internal documents previously provided for Manchester is consistent
with this - Real XS receives limited mention in XFM’s pitches.

As mentioned above, in XFM's [¢<] pitch, XFM compares itself with all the commercial
radio stations in the North West except Real XS — this is illustrated in the slide below.
This is notwithstanding the fact that the pitch relates to a campaign designed to appeal
to a target audience falling within the Real XS demographic [<].

Figure 22
[X]

To the extent that the merger reduces competition between Real XS and XFM, its effect
on competition in Greater Manchester is ftrivial

Both XFM and Real XS are minor stations together accounting for approximately £[e<]
in non-contracted revenues in total (£[5<] for XFM and £[¢<] for Real XS Manchester)
(see Table 1 above).40

By contrast, Capital has non-contracted revenues of £[¢<] in Manchester#! (over [¥<]
the combined revenues of XFM and Real XS); and Key 103 has estimated non-
contracted revenues of at least £[e<] (at least [¢<] times the combined revenues of both
Real XS and XFM). As mentioned, Capital and Key account for over 80% of revenues
in Manchester.

Indeed, the [<] Global pitch for Manchester that refers to Real XS highlights how small
both XFM and Real XS are in this market — see Figure 23 (this pitch relates to a [6<]42

Figure 23
[X]

Accordingly there can be no substantial lessening of competition in Manchester — any
potential lessening of competition is trivial.

39 See e.g. Attachment 4.10 - Real XS pitch — [5<] and Attachment 4.11 - Real XS pitch — [5<].

40 October 2011 to September 2012.

41 October 2011 to September 2012.

42 Annex 17A(ii).049 of Global's response to the CC’s Initial Factual Information Request.
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EXECUTIVE SUMMARY

Global does not agree with the CC’s provisional conclusion of a substantial lessening of
competition (“SLC”) in the non-contracted advertising sector in the North East.

Firstly, the CC fails to take into account evidence that non-contracted advertisers in the
North E ast view non-radio m edia as an effective a lternative to radio - thisis further
addressed in Section 2 of this Annex.

Secondly, within t he r adio s ector, t he C C has a pplied t he wrong t est in as sessing
competition in this region. It has given too much weight to overall regional s hare of
listening and non-contracted revenues and insufficient weight to differences in the target
audiences of the relevant stations. The CC’s approach is not informative when
assessing competition between highly differentiated radio stations.

The CC recognises that Capital has a “significantly younger audience” than Real. 1 The
CC also recognises that Smooth and Capital are weak substitutes.2

Bauer’s stations TFM, Metro, Magic Newcastle and Magic Teesside offer much better
alternatives to the parties’ stations in terms of dem ographics than the parties’ stations
do to each other.

This Annex presents evidence that:

(i) In relation to C apital’s target demographic (15-34), Bauer’s TFM and Metro
have reach and local c ommercial listening s hares almost t hree times bi gger
than t hose of R eal (see Table 1). Moreover, Capital’s internal documents
(including ¢ ustomer em ails) r efer v eryr egularly to TFM/ Met ro and very
seldomly to Real. Bauer is therefore a much better alternative to Capital than
Real.

1Appendix L, Paragraph 153.

2 provisional Findings, Paragraph 6.75.
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Table 1
Reach and listening shares — Capital’s target demographic

Roach ()| ogm Commercta
Capital North East 45% 45%
Metro and TFM
Real Radio North East 14% 11%
Smooth Radio North East 14% 9%
Magic Newcastle and Magic Teesside 11% 8%
Source: Rajar Q3 2012 (12 months).

In relation to Real’s target demographic (25-44), Bauer’'s TFM and Metro offer
higher r each than Capital and a s imilar local c ommercial listening s hare t o
Capital (see Table 2). In addition, internal documents relating to Real highlight
clearly how in demographic terms Bauer offers a much closer alternative than
Capital for ad vertisers s eeking to target a m ainstream adult a udience — they
expressly state how Bauer is a better substitute for Real.

Table 2
Reach and listening shares - Real’s target demographic

Local Commercial
Listening share (%)

Station Reach (%)

Metro and TFM 26%

Capital North East

Real Radio North East 17% 15%

Smooth Radio North East 16% 18%

Magic Newcastle and Magic Teesside 9% 9%
Source: Rajar Q3 2012 (12 months).

In relation to Smooth’s target demographic (45-60), Bauer’s Magic stations, or
separately Bauer’s TFM and Metro, offer over double the reach and listening
share of C apital. The p arties’ internal doc uments are consistent with t his —
Smooth’s i nternal doc uments ex pressly note, as the C C has ac cepted, how
Capital is a weak alternative to Smooth.



Table 3
Reach and listening shares — Smooth’s target demographic

Station Reach Local Commercial
Listening share (%)

Smooth Radio North East 26% 28%

Metro and TFM

Magic Newcastle and Magic Teesside 15% 23%

Real Radio North East 16% 15%

Capital North East 12% 10%
Source: Rajar Q3 2012 (12 months).

1.7 Bauer’s s trategy is del iberatelyto s ell Metroand TFM as a bundl e both f or non -
contracted airtime and S&P, affording regional customers a highly desirable mainstream
adult audience across the whole of the North East — this is evidenced by the parties’
internal doc uments, w hich dem onstrate ho wt hey| ose r egional ¢ ustomerst o a
combination of Metro and TFM more often than they lose customers to each other.

1.8 Moreover, even on an “all adults” basis, Bauer is formidable — it itself describes Metro
as “ the of ficial number o ne c ommercial r adio s tation f or N orthumberland, Tyne and
Wear and County Durham”;3® and TFM as “the biggest commercial radio station in the
North East and has been for 35 years”.4

1.9 Metro and TFM ha ve the highestreachinthe N orth E astand a local c ommercial
listening share similar to Capital’s. In addition, based on the parties’ revenue estimates,
TFM and Metro have a non-contracted revenue share of [35-40]% - almost double that
of C apital ([20-25]%) and almost t hree times that of R eal ([10-15]%) ( see Table 4
below). In other words, Metro and TFM are better and stronger al ternatives to Real
than Capital, and better and stronger alternatives to Capital than Real.

3 Attachment 5.1 - North East - Metro Radio quick guide.

4 Attachment 5.2 - North East - TFM Radio media pack 2012.



Table 4
Adult 15+ reach and local commercial listening shares
and shares of non-contracted revenues!"

Station Adults 15+ Adults 15+ Parties’ estimates of non-

(reach %) (listening contracted revenues (%)
share %)

Metro and TFM 25% 25% [<]

Capital North East 23% 25% [<]

Smooth Radio North East 18% 21% [<]

Real Radio North East 12% 13% [<]

Magic Newcastle and Magic 12% 16% [<]

Teesside

Source: Listening shares and reach: Rajar Q3 2012 (12 months); Revenues:

actuals for parties and estimates for Bauer

Note: [1] Excludes stations that do not have regional coverage (Sun FM, Star Durham and Star
Darlington).

Accordingly, the merger will not give rise to any SLC as Bauer will remain the parties’
strongest and closest competitor.

The above points are addressed in greater detail in Section 3 of this Annex.
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2.5

2.6

NON-RADIO MEDIA POSE A STRONG CONSTRAINT IN THE NORTH EAST

The P rovisional F indings i mplicitly acceptt hat ac ross t he o verlap r egions t he v ast
majority of n on-contracted c ustomers view n on-radio m edia as s ubstitutable for t he
parties’ radio stations# (see further Parts 1 and 2 of this Response).

As a result, when the parties negotiate prices for campaigns with both new or existing
customers in the North East, they are constrained by non-radio media.

These customers have equally or more effective non-radio alternatives to the parties’
stations. Therefore t here i s no bas is for t he as sertion t hat t he m erger willlead t o
substantially higher prices for any advertisers in the North East.

The CC has failed to take into account Global's internal documents for the North
East

The CC has not yet taken proper account of the internal documents submitted by Global
concerning the North East market. An analysis of these documents would s how that
Global’s entire strategy for the North East is focused on gr owing radio’s share of the
“total media pie” and competing with non-radio media both for new and existing
customers.

Global loses on average [<]%5 of its customers every year in the North East through
churn (representing an average of [8<]%® of its non-contracted revenues in the North
East) — it is therefore fundamental to the survival of its business thatit succeeds in
targeting new customers to replace those that churn away (and retains as many existing
customers as possible) to compensate for lost revenues.

As ex plained i n G lobal’'s S trategy O verview Paper atA nnex 9, in20 09 Global
implemented the [<] strategy with the express focus of addressing customer churn by
competing m ore ef fectively with non-radio media competitors. Global introduced its

4 E.g. The Provisional Findings state at Paragraph 6.39 that “the survey results suggest limits to the constraint provided
by other media. We note, for example, that the existing customer survey suggests that 15 per cent of existing
customers did not consider using any other media at the time of their last campaign and 24 per cent said that they
ended up using only radio. Similarly, 9 per cent of respondents said that they could not use any other types of media
to meet the same objectives as radio.” A clear i mplication of the results cited by the CCis that ot her media
constitutes an effective constraint for the remaining 75% to 90% of advertisers.

5 RBB analysis based on G lobal and RSL’s transactional data from 2009/2010 to 2011/2012 (i.e. three years). N MR
data is only available up to September 2012; therefore, the average churn by count and revenue does not include a
customer who may have purchased on the parties’ stations in Q4 2012.

5 RBB analysis based on G lobal and RSL’s transactional data from 2009/2010 to 2011/2012 (i.e. three years). N MR
data is only available up to September 2012; therefore, the average churn by count and revenue does not include a
customer who may have purchased on the parties’ stations in Q4 2012.
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2.10

2.11

2.12

2.13

current [<] strategy [<] in early 2012 with the objective of building on [$<]. The“[s<]7
sets out Global’s current strategy for the North East.

The CC has not yet taken proper account of the internal documents relating to the key
initiatives introduced in the North East under the [<] and [¢<] strategies. These are

considered below.

Global’s [&<] initiative

The [<] initiative is Global’s [¢<] commercial scheme for non-contracted customers. It
is specifically focused on targeting [¢<] businesses [<] that ar e us ing ot her media,
particularly [<].

The training s ession delivered to Global's North East sales staff on t he [6<] scheme
expressly lists the following sources as “possible places [to] uncover [their prospective]
clients”:8 [<]

The CC has also been provided with extensive evidence on the steps taken by Global to
capitalise f rom [<] local and r egional pr ess r eadership int he N orth E ast more

generally?. This includes [¢<] for [8<] North East press titles, including [$<]10

This pr ovides c lear e vidence t hat G lobal is m onitoring press per formance as a
competitor.

Global’s [] initiative

As further detailed in Global's Strategy Overview Paper at Annex 9, under this initiative
Global’s North East sales team identifies [<] for the North East which are advertising
predominantly on non-radio media competitors.

The following s lides ar e t aken from a pr esentation delivered at C apital N orth E ast’s
strategy dayin 2012 relating to the implementation of the [¢<] initiative in the N orth
East. T hey ex pressly s tate t hat [<]% of C apital North E ast’'s [6<] customers for
2012/13 spend on press and TV and do not spend anything on radio. O nly [<]% of
Capital North East’s [¢<] customers are radio users.

7 [#<] submitted to the CC on 28 January 2013.

8 Attachment 5.3 -North East - Other media - [<].

9 See for example Annexes 17A(i).014 to 17A(i).020 to Global’'s response to the CC’s Initial Factual Information
Request, together with Global’'s main strategy papers at 15A(ii).001 to 15A(ii).005.

10 Annex 17A.014 of Global's response to the CC’s Initial Factual Information Request.

11 Attachment 5.4 - North East - [<] List.
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Figure 1
[X]

Figure 2
[X]

The CC has not yet taken proper account of Global’'s detailed [$<] for the North East!?,
which includes customers advertising exclusively on:

(i) press titles such as the [K];

(ii) TV stations such as [];

(iii) cinema; and

(iv) outdoor media.

Similarly insufficient weight has been given to the additional [<] lists submitted which
are used to identify potential customers in the North East in different sectors [<], and

which detail [$<].13

Global’s [£] strategy

Capital competes strongly against [¢<] in the North East.

As previously ex plained in Global’'s Strategy O verview Paper at Annex 9, Global has
introduced a commercial initiative focused entirely on attracting spend away from [<],
including specifically in the North East — Global explains: [§<]14

Global's [$K] strategy | aunch pr esentation delivered in e arly 20 1215 details G lobal’s
plans relating to [¢<] in the North East: 16 [$<]

The CC has not yet taken account of this evidence demonstrating strong competition
between Capital and [<] in the North East or of the extensive body of internal
documents relating to this scheme, including: [<].

12 Annexes 17A(i).046(b) and 045(b) of Global’s response to the CC’s Initial Factual Information Request.

13 Annexes 17A(i).001 to 17A(i).005 of Global’'s Response to the CC’s Initial Factual Information request.

14 See Annexes 17A(i).044 to 17A(i).049 of Global’s response to the CC'’s Initial Factual Information Request.

155ee e.g. Annex 15A(ii).001 of Global’s response to the CC’s Initial Factual Information Request.

16 See Annexes 17A(i).044 to 17A(i).049 of Global’s response to the CC'’s Initial Factual Information Request.
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The below slides are taken from a pitch previously submitted to the CC17 designed to
attract [<] North East customer. They expressly highlight, for example, how “[<] [is]
most expensive” in the months this specific customer wants to advertise, how “radio is
4x more [<] than other media” and h ow “radio is 4 times more [<X] than []
specifically”.

Figure 3
[X]

Figure 4
[X]

Figure 5
[X]

The slide deck attached at Attachment 5.5 ([¢<])18 is another example of a template
pitch designed specifically to attract a [¢<] customer away from [¢<] in the North East.
In ad dition to highlighting radio’s [¢<] (as ab ove), it compares t he c haracteristics of
Capital’s listeners with those of [<] and [<] audiences with the express pur pose of
convincing the customer that radio is a more effective means to reach its target
audience than these competing media.

Figure 6
[X]

Global has also attached customer e mails evidencing the constraint posed by [$<] on
Capital in the North East.

For ex ample, t he [K] correspondence ¢ oncerns an [¢<] customer w hich Capital
struggled to book (this customer also uses [$<]):19'20

ez/

Below is an extract from an em ail from a | ocal ad vertising agency to a Global sales
manager listing the current [6<] for [6<] advertisers on [¢<] - [¢<] across the North East.
This clearly shows that Capital is monitoring [¢<] new advertiser packages in order to
compete more effectively against it for customers in this area.

17 Annex 17A(ii).085 of Global’s response to the CC’s Initial Factual Information Request.

18 Attachment 5.5 -North East - Other media - [<] customer presentation.

19 Attachment 5.6(a) - North East - Customer email - [<].

20 Attachment 6.6(b) - North East - Customer email - [<].
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Figure 7
[X]

Global further notes that the Newcastle local TV licence has also now been awarded to
“Made in Tyne and Wear”, a n ew local television station for this area.2! The licence
means the station has won the right to broadcast to some 900,000 households in the
Newcastle area. This station will provide local Newcastle advertisers with an additional
media platform providing specific local content. It will thus pose an a new constraint on
Global in the Northern part of the North East TSA (i.e. where it is able to sell airtime on
a split transmission basis).

Marketing materials

Consistent with t he above c ommercial s trategy, t he v ast m ajority of G lobal’s pi tch
documents refer explicitly to non-radio competitors22 — for example, the following slide
compares Capital with TV (the X Factor); press ([¢<]) and online (Facebook).

Figure 8
[X]

The CC has failed to take into account RSL’s internal documents for the North
East

The CC has not yet taken proper account of the internal documents submitted by RSL
concerning the North East market. An analysis of these documents would show that,
like Global, RSL’s entire strategy for the North East is focused on competing with non-
radio media both for new and existing customers.

RSL loses on av erage [$<]%23 of its customers every year in the North E ast through
churn (representing an average of [8<]%?24 of its non-contracted revenues in the North
East) — it is therefore fundamental to the survival of its business thatit succeeds in
targeting new customers to replace those that churn away (and retains as many existing
customers as possible) to compensate for lost revenues.

North East Local Strategy plan

2 http://www.pressgazette.co.uk/made-tyne-and-wear-awarded-local-tv-licence

22 Annexes 17A(ii).041 to 17A(ii).046, and 17A(ii).085 of Global’'s response to the CC’s Initial Factual Information
Request.

23 RBB analysis based on Global and RSL’s transactional data from 2009/2010 to 2011/2012 (i.e. three years). NMR
data is only available up to September 2012; therefore, the average churn by count and revenue does not include a
customer who may have purchased on the parties’ stations in Q4 2012.

24 RBB analysis based on Global and RSL'’s transactional data from 2009/2010 to 2011/2012 (i.e. three years). NMR
data is only available up to September 2012; therefore, the average churn by count and revenue does not include a
customer who may have purchased on the parties’ stations in Q4 2012.
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Appendix L to the Provisional Findings notes that: [§<].2526

In particular, the North East Local Strategy plan noted by the CC?7 lists, among other
key strategic actions for this region:

“[RSL] will monitor competitor media to identify current users of press, radio, tv and
outdoor.”

In addition [¢<], which is listed second to last, it expressly lists the following as “sources”
to identify potential customers: [K] (see Figure 9).

Figure 9
[X]

RSL, explains, for example: [<].
In addition, the CC has not yet taken proper account of the significant body of other
internal RSL documents which evidence the constraint from non-radio media on RSL'’s

non-contracted business in the North East, including:

RSL’s regional strateqy paper entitled [$<]28

This doc ument ev idences ho w RSL’s non -contracted s trategy f or t he N orth East is
entirely focused on improving how it identifies and targets non-radio customers and in
turn increases t he s hare of adv ertising r evenues s pent on its r adio s tations i n t his
region, compared with non-radio media. This is illustrated in the slide below.

Figure 10
[X]

The [$<] report for the North East entitled “Performance in the market: Market Share™2°

Moreover the CC has not yet taken account of the Q2 and Q3 [&] for the North East, a
strategic presentation for the business which explicitly refers to the “market” as including
radio as well as press, outdoor, cinema and TV (see e.g. [¥<]); and RSL’s [¥K].

25 Appendix L, Paragraph 164.

26 Appendix L, Paragraph 165.

27 Annex 15B.017 of RSL's response to the CC’s Initial Factual Information Request.

28 Annex 15B.006 of RSL's response to the CC’s Initial Factual Information Request.

29 Annex 17B.016 of RSL's response to the CC’s Initial Factual Information Request.
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Figure 11
[X]

Target customer []

2.36  Consistent with the above s trategy, the [6<] submitted to the C C for the N orth E ast
evidence t hat RSL’s b usiness s trategy ist oi ncreasei tsr evenues b yt argeting
predominantly non-radio advertisers.30

2.37  For example:

() The [] for [<]
(i) The [] for [<]
(iii) The [<] for [<]
(iv) The [] for [<]

(v) The [<] for [¢<] and so on.

Marketing materials

2.38  Also consistent with the above strategy, all of RSL’s pitches for the North Eastrefer
explicitly to non-radio media, and in particular [<] (by contrast, fewer than [<] refer to
other r adio, as f urther d iscussed below). E xample s lides t aken f rom t he pi tches
previously submitted to the CC are included below by way of illustration.

30 Annex 17B.039 of RSL's response to the CC’s Initial Factual Information Request.
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Figure 12
[X]

Figure 13
[K]C&l

Figure 14
[K]SZ

Figure 15
[x]33

Competitors’ marketing materials evidence competition between radio and non-
radio media

21 The publicly available m arketing m aterials for key competitors in the North East also
plainly evidence that non-radio media players in the North East consider themselves as
competing with the parties for advertising revenues.

2.2 For example, the ITV Tyne-Tees media pack highlights the benefits of TV as an
advertising medium compared with radio generally (as well as regional press, cinema
and direct mail) (see Figure 16).34

31 17B.065 of RSL's response to the CC’s Initial Factual Information Request.
32 17B.065 of RSL's response to the CC’s Initial Factual Information Request.
33 Annex 17B.072 of RSL’s response to the CC’s Initial Factual Information Request.

34 http://www.itvmedia.co.uk/assets/itv_media_new_design/content/downloadables/tynetees_factsheet_lores.pdf
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Figure 16
Screenshot of ITV Tyne Tees media pack

99%

of adults in the ITV Tyne Tees
region watch television:?

93 % worchinv:

But...

never listen to
commercial radioZ2

ever notice the ads
on the radio?

ever buy a regional
newspaper:

never go to the cinema:z

say they ever respond
to direct mail2

Source: ITV Tyne Tees website.

2.3 ITV Tyne Tees also identifies Capital, Real and Metro specifically as competitors in the
North East:

“Advertising on ITV is not as expensive as you might think. Packages of airtime in the
Tyne Tees region can be bought for as little as £4,231 and your commercial could be
seen by up to 39% of adults in the area.

In a week ITV reaches 84% of adults in the Tyne Tees region, this is three times more
than 95-106 Capital FM, 5 times more than Metro Radio and five times more than Real
Radio 100-102FM. Just one spot on ITV Tyne Tees could reach 471,000 viewers.”3%

2.4 Thus an anal ysis of the parties’ internal documents for the N orth E ast, t ogether with
those of key competitors, provides compelling evidence that the parties compete very

35 http://www.itvmedia.co.uk/platforms/itv-regions/tyne-tees
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strongly with, an d t heir prices and ne gotiations are constrained by, a wide r ange of
attractive and strong non-radio media advertising options in this region.

This conclusion is consistent with the key results of the Existing Customers and Los t
Opportunities surveys, which provide strong evidence that non-contracted advertisers in
the North East and generally in the overlap areas consider non-radio media as effective
alternatives for the parties’ stations. The Existing Customers survey shows that,
nationally, 39% of respondents would switch at least some spend to non-radio media if
their c hosen s tation were not a vailable, while only 24% w ould s witch at least some
spend to other radio stations. In the North East, the related figures are 41% and 27%
respectively. The Lost Opportunity survey shows that, n ationally, 70% of G lobal
respondents us ed no n-radio m edia f or t heir c ampaign af ter t urning d own a pr oposal
from Global, relative to 34% that used other radio stations. The related figures in the
North East are 69% and 40% respectively.

As a result, the merger will not significantly reduce the o utside options of the parties’
non-contracted c ustomers. N on-contracted a dvertisers i n t he N orth E ast will r etain
equally or more effective non-radio media alternatives to the parties’ stations.
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COMPETITION BETWEEN RADIO STATIONS IN THE NORTH EAST

The Provisional Findings:

(i)

(ii)

accept that the parties’ stations are not good alternatives for one another:

(a) Capital is a poor alternative for Real and vice versa:

“At 31 years, Capital’s average listener is significantly younger

than that of RSL’s or Bauer’s stations;”36 and

(b) Capital is a poor alternative for Smooth and vice versa:

“Smooth, which reaches an older audience, would be a relatively
weaker substitute for Capital, which reaches a younger

audience”;37 and

accept t hat Bauer’s s tations ar e m uch bet ter al ternatives f or t he p arties

stations, in particular:

(a) Bauer’s stations Metro, TFM and Magic are better alternatives to Real
than Capital; and Metro and TFM are better alternatives to Capital than

Real:

N ‘Real’s and Bauer’'s FM stations target a broad age range
and the average age of listeners on these stations is in the
late 30s and early 40s;” and

(1 “In terms of average age, the demographic of Bauer's FM
stations lies between that of Global and RSL, being closest
to Real;"38 and

(b) Bauer’s Magic, Metro and TFM are much better alternatives to Smooth

than C apital: “Global’'s Capital reaches a younger audience than

either RSL’s Smooth or Bauer’s Magic stations.”39

Nevertheless, the CC provisionally concludes that:

36 Appendix L, Paragraph 153.

37 provisional Findings, Paragraph 6.75.

38 Appendix L, Paragraph 153.

39 provisional Findings, Paragraph 7.76.
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‘in the absence of any countervailing factors, the merger will lead to significant
adverse effects in the North East.” 40

The CC has applied the wrong test

The CC has given more weight to overall share of listening and share of non-contracted
revenues than to demographic factors — this is the wrong test.

The CC’s approach is inappropriate in assessing the competitive interactions of highly
differentiated products in heterogeneous product m arkets and i s inconsistent with the
CC’s f indings e Isewhere int he Provisional Findings w hich r ecognise t he critical
importance of stations’ demographic positioning.

In particular, the CC’s findings do not give sufficient weight to the following key factors.

Capital and Real, and Capital and Smooth, are not next best alternatives

As the CC has itself accepted:
(i Capital and Real are weak alternatives:

“At 31 years, Capital’s average listener is significantly younger than that
of RSL’s or Bauer’s stations;”4! and

(ii) Capital and Smooth are weak alternatives:

“Smooth, which reaches an older audience, would be a relatively weaker
substitute for Capital, which reaches a younger audience”.42

This is illustrated in the brand chart below.

40 proyisional Findings, Paragraph 7.80.

4 Appendix L, Paragraph 153.

42 proyisional Findings, Paragraph 6.75.



18

Figure 17
Brand map of main commercial radio stations — North East

North East
‘&t
FM
Average age
30 50
ELCTN % female
Source: Rajar Q3 2012.

Bauer’s stations are better alternatives to the parties’ stations than the parties’ stations
are to each other

3.8 As illustrated in the above brand chart and accepted by the CC, Bauer’s stations TFM,
Metro, Magic Newcastle and Magic Teesside offer significantly better alternatives to the
parties’ stations in terms of demographics than the parties’ stations do to each other.

3.9 As further evidenced below, Bauer [$<].43

3.10  Consistent with this, an analysis of Rajar data for this region confirms that in relation to
each demographic (Capital’s, Real’'s and Smooth’s) Bauer’s stations are stronger than
or as strong as the other party’s station(s) in terms of both local commercial listening
share and reach. This is set out in Table 5 and Table 6 below - the parties’ main station
targeting the demographic is in green and the largest next alternative is in red.

43 Attachment 5.7 - North East - Bauer email - [<].
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Table 5

Station

Capital
demographic
(Adults 15-34)

Real
demographic
(Adults 25-44)

Smooth
demographic
(Adults 45-60)

Capital North East

45%

33%

12%

Real Radio North East

14%

17%

16%

Smooth Radio North East

14%

Metro and TFM

Magic Newcastle and Magic Teesside

16%

26%

12%

Source: Rajar Q3 2012 (12 months).44
Table 6
Share of listening — by demographic
Station Capital Real Smooth

demographic
(Adults 15-34)

Capital North East

45%

Real Radio North East

1%

demographic
(Adults 25-44)

15%

demographic
(Adults 45-60)

10%

15%

Smooth Radio North East

9%

Metro and TFM

Magic Newcastle and Magic Teesside

8%

18%

28%

26%

24%

9%

[

Source:

Therefore:

Rajar Q3 2012 (12 months). 45

(i)

(ii)

In terms of local commercial listening share and reach, Bauer’s Metro and TFM
are much better alternatives to Capital than Real in relation to Capital’s target
demographic: t hey have over twice the reach and local commercial listening
hours of Real. TFM and Metro expressly target a broad demographic including
Capital's target audience — this is confirmed by an analysis of their marketing
materials and Capital’s internal documents outlined below;

In terms of local commercial listening share and reach, Bauer’s Metro and TFM
are better alternatives than (or at least as good alternatives as) Capital to Real
in relation to Real’s target demographic: Metro and TFM achieve a higher reach
than C apital and commercial r adio listening s hare only s lightly s maller t han
Capital. As f urther evidenced below, ho wever, Real’s internal documents
confirm that given TFM and Metro’s closer demographic profile to that of Real,

44 Excludes stations without regional coverage.

45 Excludes stations without regional coverage.
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Real c ompetes m uch more s trongly with TFM and Metro than itd oes with
Capital; and

(iii) Interms of local c ommercial listening s hare and reach, Bauer’s M agic and
Metro and TFM are both m uch s tronger than C apital i n r elation to Smooth’s
target demographic: they have over double Capital’s listening share and
significantly more reach. As accepted by the CC, Capital and Smooth are weak
substitutes.

3.12  Moreover, even on an “all adults” basis, Bauer is formidable. Metro and TFM have the
highestr eachinthe N orth E astan d a listening s hare e quivalentt o C apital’s. | n
addition, based ont he parties’ r evenue es timates, TFM and Metro have a non-
contracted revenue s hare of [35-40]% - almost doubl e that of C apital ([20-25]%) and
triple that of Real ([10-15]%) (see Table 7). In other words, Metro and TFM are better
and stronger alternatives to Real than Capital, and better and stronger alternatives to
Capital than Real.

Table 7
Adult 15+ reach and local commercial listening shares and shares of non-contracted revenues

Station Adults 15+ Adults 15+ Parties’ estimates of non-

(reach %)™ (listenin contracted revenues (%)
share %)

Metro and TFM 25% 24% [35-401%

Capital North East 23% 24% [25-30]1%

Smooth Radio North East 18% 20% [15-20]1%

Real Radio North East 12% 12% [15-201%

Magic Newcastle and Magic 12% 15% [1-51%

Teesside

Source: Listening shares and reach: Rajar Q3 2012 (12 months) (Provisional Findings, Appendix

L, Table 15); Revenues: actuals for parties (Oct 2011 — Sept 2012); total non-contracted

revenue estimates for Bauer

Note: [1] Includes Sun FM, Star Durham and Star Darlington, which together account for 5% reach
and listening share.

[2] Excludes stations that do not have regional coverage (Sun F M, Star Durham and Star
Darlington).
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TFM and Metro are better alternatives to Capital than Real

Capital and TFM/ Metro are closer competitors in demographic terms

Bauer’s media packs highlight how Metro and TFM cater for listeners interested in the
type of music played on Capital. These stations expressly play “the broadest variety of
music” 46 so that their “broader appeal extends to all adults 25 to 44.”47 The “typical”
TFM / Metro listener is therefore described as including:

(i)

family-oriented listeners (e.g. housewives) who watch soap operas, read The
Daily Mail, shop regularly at Tesco, Asda or Morrisons, have young children and
take annual package holidays (i.e. characteristics typical of Real listeners);

as well as including | isteners w ho enj oy g oing o ut regularly, read The S un
newspaper, Closer, Heat and Grazia magazines, and enjoy watching reality TV
(i.e. characteristics typical of Capital listeners).48

Bauer is mentioned much more regularly than Real in Capital’s internal documents

An analysis of Capital’s internal documents shows that TFM and Metro are mentioned
much more regularly than Real.

Example customer emails are attached, which illustrate:

(i)

(ii)

(iif)

How Capital actively targets TFM and Metro customers — see e.g. the [<] email
from a sales person to this customer stating: [¢<].49

How customers will use Metro and TFM if they are not satisfied with Capital’s
proposed price — seee. g.the [] correspondence in w hich t he ¢ ustomer
confirmed: [6<].50

How, as a result of Metro and TFM’s broad appeal, a customer will sometimes
play exactly the same advert on both Capital and Metro/TFM - see e.g. the [K]
correspondence?®!; and

46 Attachment 5.2 - North East - TFM Radio media pack 2012.

47 Attachment 5.2 - North East - TFM Radio media pack 2012.

48 Attachment 5.2 - North East - TFM Radio media pack 2012.

49 Attachment 5.9 - North East - Bauer - Customer email — [5<].

50 Attachment 5.10(a) - North East - Bauer - Customer email - [¢<] e mail 1 and Attachment 5.10(b) - North East - Bauer
- Customer email - [¢<] E mail 2.

51 Attachment 5.11(a) - North E ast - Bauer - Customer em ail - [¢<] and Attachment 5.11(b) - North E ast - Bauer -
Customer email - [<] 2.
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(iv) How Metro and TFM are more successful than Capital in reaching a mainstream
adult audience — in the [6<] exchange, for example, the customer chose Metro
and TFM over Capital because it wanted to reach a wider audience than
Capital’s target demographic: [<].52

Note that this customer also stated: [¢<] (i.e. the customer spent its reduced
budget on other media).

3.16  This is corroborated by Bauer’s own marketing materials, which expressly highlight how
its stations are more successful at reaching a mainstream adult audience than Capital.
For example, [$<]53 emphasises how:
(i) [<]and

(i)  [<] (Figure 18).

Figure 18

[<]
Source: Bauer customer update.
3.17  Elsewhere in its marketing materials, Bauer describes:

0] Metro as “the official number one commercial radio station for Northumberland,
Tyne and Wear and County Durham”;54 and

(ii) TFM as “the biggest commercial radio station in the North East and has been
for 35 years”.55

Capital also competes much more strongly with Bauer for S&P than with Real
3.18 Global has attached at Attachment 5.12 a list prepared by the Capital North East sales

team listing C apital’s top [¢<] S&P wins from ot her r adio stations ( by value) for FY
2012/13. %6

52 pttachment 5.10(a) - North East - Bauer - Customer email - [¢<] e mail 1 and Attachment 5.10(b) - North East - Bauer
- Customer email - [&<] E mail 2.

53 Attachment 5.7 - North East - Bauer email - Rajar News from Metro Magic 1152.
54 Attachment 5.1 - North East - Metro Radio quick guide.
55 Attachment 5.2 - North East - TFM Radio media pack 2012.

56 Attachment 5.12 - North East - Top S&P wins and losses.
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3.19  All of the [<] top radio “wins” were won from Metro and/or TFM (one was won from Sun
FM). The top “win” was won from both Bauer and other media.
3.20 None were won from Real.
3.21  Of the [X] S&P pitches lost to other radio in FY 2012/13:

(i [<] were lost to TFM and/or Metro (sometimes in combination with other media
and/or other radio stations). Reasons given by the customers included: [<].

(ii) [¢<] were lost to Local Radio Company Stations ([¢<] in combination with
Bauer).

(iii) [<] were lost to Real and Smooth ([¢<] in combination with Bauer and/or other
media).5?

3.22 Below are examples of “top [<]” lists prepared by the individual sales managers (i.e.
reflecting their own top wins and losses). As illustrated in the screenshots below, the
[<] were won from orlostto TFM/Metro and/or other media. N one of these s ales’
managers’ bookings were won from or lost to Real.

Figure 19
[X]

Figure 20
[X]

Figure 21
[X]

3.23  Moreover, as illustrated in the s creenshots be low, S &P campaigns are frequently run
across TFM and M etro simultaneously — indeed itis B auer’s s trategy to s ell these
stations together - and the merger will have no impact on advertisers’ ability to continue
doing so.

57 Attachment 5.12 - North East - Top S&P wins and losses.
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Figure 22
Example of Bundled S&P campaign on Bauer’s stations
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Figure 23
Example of Bundled S&P campaign on Bauer’s stations
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3.24 The evidence before t he CC t herefore s trongly demonstrates that Realisa weak

competitor to Capital. Bauer’s Metro and TFM or other media are by far much stronger

competitors.

3.25  Accordingly the merger will not significantly change the outside options for Capital non-
contracted customers. Their best alternative radio option pre-merger was a
combination of Metro and TFM and this remains the case post merger.

3.26  Therefore, in the event of any attempt to introduce putative price increases in the North

East, strong radio options will remain that can be used as alternatives to Global for
advertisers seeking to target a young audience in the North East.
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TFM and Metro are better alternatives to Real than Capital

Real and Bauer are closer competitors in demographic terms

3.27  As accepted by the CC, TFM (average age 36) and Metro (average age 39) are closer
to Real (average age 41) in demographic terms than Capital (average age 31).

3.28 These stations explicitly target listeners in the Real demographic, namely listeners aged
25 to 44, with a “core target audience” of “25-34 year olds”%® (see Figure 24 and Figure

25).

Figure 24
“Metro Radio listener profile”

GENDER RATIO ABC1 PROFILE

45%

. 9% of ABC1 Profile

TARGET DEMOGRAPHIC AGE

15 18 25

Source: RAJAR Q2 2012; profiles based on hours

Source: Bauer (Metro Radio quick guide).5°

58 Attachment 5.2 - North East - TFM Radio media pack 2012.

59 Attachment 5.1 - North East - Metro Radio quick guide.
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Figure 25
“TFM listener profile”

GENDER RATIO ABC1 PROFILE

46%

. % of ABC1 Profile

TARGET DEMOGRAPHIC AGE

15 18 25

Source: RAJAR Q2 2012; profiles based on hours

Source: Bauer (TFM quick guide).60

3.29 Moreover, as summarised above, in relation to Real’s target demographic (25-44 year
olds), Bauer’s TFM and Metro are stronger alternatives to Real than Capital in terms of
reach and as strong as Capital in terms of listening share:

(i) For 25 to 44 year olds in the North East, TFM and Metro have a reach of 35%,
higher than Capital’s reach of 33%; and

(ii) For 25 to 44 year olds in the North East, TFM and Metro have a local
commercial listening share of 26%, only slightly smaller than Capital’s share of
32%.

3.30 An analysis of Real’s internal documents confirms how it competes more strongly with
TFM and Metro because of their identical demographics.

3.31  Attached at Attachment 5.14 is a presentation prepared by the RSL sales team to inform
pitches made to customers seeking to reach [<] in the North East. RSL highlights as
comparable the demographics of Metro, TFM and Sun FM (i.e. radio stations matching
its target demographic) — but not Capital.

3.32 Instead RSL highlights how Capital is a poor substitute for Real: [<].

60 Attachment 5.13 - North East - TFM quick guide.
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Figure 26
[X]

By contrast the same presentation highlights how [£<].

Figure 27
[X]

The presentation also includes a slide listing advertisers lost to Bauer in 2011 (and an
equivalent for Local Radio Company) (see [<]). However, the presentation includes no
equivalent list for Capital.

Figure 28
[X]

Accordingly the merger will not significantly reduce the outside options for Real’s non-
contracted customers. Their best alternative radio option pre-merger was a
combination of Metro and TFM and this remains the case post merger.

Therefore, in the event of any attempt to introduce putative price increases in the North
East, strong radio options will remain that can be used as alternatives to G lobal for

advertisers seeking to target a mainstream adult audience in the North East.

Bauer'’s stations are much better alternatives to Smooth than Capital

Finally, as accepted by the CC, Smooth and Capital are weak substitutes. 61

Bauer’s Magic stations are much better alternatives to S mooth (average age 47) for
advertisers than Capital because they reach an identical demographic to Smooth
(Magic Teeside and Newcastle also have an average listener age of 47).

As illustrated in Bauer’s media packs attached, Magic explicitly targets an audience of
44 to 65 year olds with “the Best of the 60's, 70's, 80’s and more”.52 Like Smooth —and
in complete contrast to Capital- Magic is marketed as:

“a feel good, cool and care-free brand - an oasis of calm in a desert of noise”. 63

I

Similarly, like Smooth’s, Magic’s “Typical Listener” is:

61 provisional Findings, Paragraph 6.75.

62 Attachment 5.16 - North East - Magic 1170 quick guide

63 Attachment 5.16 - North East - Magic 1170 quick guide
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“Someone who has freedom from financial and work worries, children will have left
home or will be leaving soon, they have plenty of free time to enjoy shopping, DIY,
gardening, holidays and pottering at home. Much independence and a fun, active,
sociable lifestyle.”64

By contrast, C apital is expressly targeted at the young “Now! G eneration” of students
and young professionals at the start of their adult lives interested in hit music. Itis
therefore m uch | ess | ikely t o appe al t o t he Smooth dem ographic an d t herefore t o
advertisers seeking to reach this demographic.

This is reflected in the Rajar listening data for the Smooth target demographic (adults
aged 45-60). Bauer’s Magic stations are significantly stronger alternatives than Capital
in terms of both listening shares and reach among this demographic:

(i Magic Newcastle and Teesside have a local commercial listening share of 23%,
over double that of Capital (10%) for this demographic; and

(ii) Magic Newcastle and Teesside achieve a reach of 15% for this demographic,
higher than Capital’s reach of 12%.

Bauer’s Metro and TFM also offer advertisers much better alternatives to Smooth than
Capital in terms of demographics

Bauer’s Metro and TFM also offer advertisers much better alternatives to Smooth than
Capital i n terms o f de mographics bec ause t hey r each an aud ience b etween t hat of
Capital and Smooth and play a range of music including ge nres that are much more
likely to appeal to the Smooth target audience (e.g. 80s, soul, contemporary “chill out”
music) - by contrast, Capital is a weak substitute because it plays exclusively current
pop and dance music, which is much less likely to appeal to the Smooth demographic.

This is consistent with the Rajar listening data for Metro and TFM among the 45-60 age
group: in terms of listening share and reach, Bauer’s TFM and Metro have over double
Capital’s local commercial listening share and significantly more reach (see Table 5 and
Table 6 above).

RSL'’s station comparison presentation used to inform customer pitches highlights how
Smooth competes with Metro, TFM, Sun and Star: 5 [<]

(As recognised by the CC, the Local Radio Company’s Star Durham (average age 41),
Star Darlington (average age 45) and Sun FM (average age 44) also offer much better
alternatives to Smooth than Capital in demographic terms.)

64 See e.g. Attachment 5.17 - North East - Metro and Magic 1152 media pack.

65 Attachment 5.14 - North East - Bauer - RSL presentation on demos.
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Figure 29
[X]

Figure 30
Slide from RSL [K]

By c ontrast t his pr esentation hi ghlights ho w S mooth an d C apital are very weak
substitutes: [<].

Figure 31
[X]

The presentation also includes a slide listing advertisers lost to Bauer in 2011 (and an
equivalent for Local Radio Company) (see [¢<]). However, the presentation includes no
equivalent list for Capital.

Figure 32
[X]

Therefore, within radio, the merger will not significantly change the outside options for
Smooth’s non-contracted customers. Their best alternative radio option pre-merger was
Bauer’s stations and this remains the case post merger. Advertisers will also have the
option to use Local Radio Company stations to reach older audiences (as evidenced
above, these stations are mentioned much more regularly than Capital in internal
documents relating to Smooth).

Accordingly, in the event of any attempt to introduce p utative price increases, strong
effective radio options will remain that can be used as alternatives to Global for
advertisers seeking to target an older audience aged 45+ in the North East.

Conclusion

The merger will not significantly change the outside options for either Capital, Real or
Smooth no n-contracted c ustomers. Their bes t a Iternative op tion pre-merger w as a
combination of Bauer stations and this remains the case post merger.

This conclusion is consistent with the key results of the Existing Customers and Los t
Opportunities surveys, which provide strong evidence that non-contracted advertisers in
the N orth E ast c onsider o ther r adio s tations to b e better alternatives to t he parties’
stations than the parties’ s tations are for each other. The Existing C ustomers survey
shows that, in the North East, 20% of respondents would switch at least some spend to
third-party radio stations if their chosen station were not available, while only 11% would
switch at | east s ome s pend tot he ot her m erging party's r adio s tations. The Los t
Opportunity s urvey s hows that, in the N orth E ast, while 40% of G lobal r espondents
used other radio stations for the campaign Global pitched for unsuccessfully, only 14%
of respondents said they used a RSL station.

Accordingly, Global strongly urges the CC to re-evaluate the evidence before it, as well
as new evidence thatis being made available toit, with a view to reaching a final
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conclusion that the merger will not give rise to a substantial lessening of competition in
the North East.



GLOBAL’S RESPONSE TO THE COMPETITION COMMISSION’S PROVISIONAL FINDINGS

ANNEX 6

SOUTH AND WEST YORKSHIRE
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1.6

1.7

EXECUTIVE SUMMARY

Global does not agree with the CC's provisional conclusion of a substantial lessening of
competition (“SLC") in the non-contracted advertising sector in South and West
Yorkshire.

Firstly, the CC fails to take into account evidence that non-contracted advertisers in
South and West Yorkshire view non-radio media as an effective alternative to radio - this
is further addressed in Section 2 of this Annex.

Secondly, within the radio sector, the CC has applied the wrong test in assessing
competition in this area. It has given too much weight to overall share of listening and
non-contracted revenues and insufficient weight to differences in the target audience of
the relevant stations. The CC'’s approach is not informative when assessing competition
between highly differentiated radio stations.

The parties’ stations Capital and Real are weak substitutes:

0] Firstly, the CC’s estimate of customers affected by any potential lessening of
competition is likely to substantially overestimate the number of Capital
customers who regard RSL's Real as a competitor - the majority of Capital’'s
non-contracted revenues arise from advertising targeting areas outside Real’s
coverage area which is limited to South and West Yorkshire.

(i) Secondly, as accepted by the CC, Capital targets a younger demographic than
Real. The demographic differences are not “slight” as the CC has suggested.

Indeed, an analysis of the internal documents before the CC shows that a combination
of Bauer, UTV and/or often Lincs FM stations is much more commonly identified as a
competitor to Real than Capital. Only [$<] out of [¢<] Real customers lost to other radio
between January 2012 and February 2013 were lost to Capital (and even these [X]
customers also spent on Bauer or a combination of Bauer and UTV).1

A combination of Bauer’s Hallam and Aire and UTV’s Pulse or Pulse 2, or Bauer’s Aire,
Lincs’ Trax and Dearne and Pulse / Pulse 2, offer near identical geographic reach,
campaign flexibility and most importantly much better demographic fits with the Real
target audience.

In addition, a combination of Bauer’s Aire and Hallam and UTV’s Pulse are much better
alternatives to Capital than Real. All of these stations play music with a broad appeal
designed also to attract Capital listeners. They also offer higher listening shares and
reach in Capital’'s target demographic than Real. Consistent with this, a combination of
these stations is mentioned more often in Capital’s internal documents than Real.

1 See Attachment 6.1 RSL email - Money lost to competition (Note that [¢<] was lost in 2011).



1.8 The above points are addressed in greater detail in Section 3 of this Annex.
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NON-RADIO M EDIA POSE AS TRONG CO NSTRAINTI N SOUTH AND W EST
YORKSHIRE

The Provisional Findings implicitly accept that across the overlap regions the vast
majority of non-contracted customers view non-radio media as substitutable for the
parties’ radio stations4 (see further Parts 1 and 2 of this Response).

As a result, when the parties negotiate prices for campaigns with both new or existing
customers in South and West Yorkshire, they are constrained by non-radio media.

These customers have equally or more effective non-radio alternatives to the parties’
stations. Therefore there is no basis for the assertion that the merger will lead to
substantially higher prices for any advertisers in South and West Yorkshire.

In reaching its Provisional Findings, the CC has not yet taken into account evidence
from the parties’ internal documents for Yorkshire which clearly establishes that the
entire strategy of both companies is to compete directly with other media to win
business. An analysis of these documents confirms that Global and RSL's customers in
South and West Yorkshire have effective non-radio media options when planning
campaigns.

In particular, Global and RSL'’s internal documents evidence plainly that both parties’
commercial strategies are focused on:

0] finding new customers by targeting principally users of other media; and

(ii) ensuring that they do not lose existing customers to other media.

These documents are outlined below.

In addition, since the publication of the Provisional Findings, the parties have sought to
obtain and provide additional internal documents and competitors’ marketing materials
evidencing how they compete strongly with non-radio media for share of advertisers’

budgets. These are considered in this paper.

The CC has failed to take into account Global’s internal documents for South and
West Yorkshire

The CC has not yet taken proper account of the internal documents submitted by Global
concerning the South and West Yorkshire market. An analysis of these documents

4 E.g. The Provisional Findings state at Paragraph 6.39 that “the survey results suggest limits to the constraint provided
by other media. We note, for example, that the existing customer survey suggests that 15 per cent of existing
customers did not consider using any other media at the time of their last campaign and 24 per cent said that they
ended up using only radio. Similarly, 9 per cent of respondents said that they could not use any other types of media
to meet the same objectives as radio.” A clear implication of the results cited by the CC is that other media
constitutes an effective constraint for the remaining 75% to 90% of advertisers.
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would show that Global’s entire strategy for South and West Yorkshire is focused on
growing radio’s share of the “total media pie” and competing with non-radio media both
for new and existing customers.

Global loses on average [$<]%?2 of its customers every year in Yorkshire through churn
(representing an average of [§<]%?3 of its non-contracted revenues in Yorkshire) — it is
therefore fundamental to the survival of its business that it succeeds in targeting new
customers to replace those that churn away (and retains as many existing customers as
possible) to compensate for lost revenues.

As explained in Global's Strategy Overview Paper at Annex 9, in 2009 Global
implemented the [] strategy with the express focus of addressing customer churn by
competing more effectively with non-radio media competitors. Global introduced its
current [<] strategy [$<] in early 2012 with the objective of building on [$<]. The [$<]4
sets out Global's current strategy plan for Yorkshire.

The CC has not yet taken proper account of the internal documents relating to the key
initiatives introduced in South and West Yorkshire under the [<] and [] strategies.

These are considered below.

Global’s [K] initiative

The [<] initiative is Global's [6<] commercial scheme for non-contracted advertisers.
As illustrated in the below slide (taken from a Yorkshire [<] presentation) it is expressly
focused on “targeting local customers who usually spend in PRESS.”5

Figure 1
[X]

The training session delivered to Global’'s Yorkshire sales staff on the [<] scheme
expressly lists the following sources as “possible places [to] uncover [their prospective]
clients™:® [<].

2 rBB analysis based on Global and RSL's transactional data from 2009/2010 to 2011/2012 (i.e. three years). NMR
data is only available up to September 2012; therefore, the average churn by count and revenue does not include a
customer who may have purchased on the parties’ stations in Q4 2012.

3 RBB analysis based on Global and RSL's transactional data from 2009/2010 to 2011/2012 (i.e. three years). NMR
data is only available up to September 2012; therefore, the average churn by count and revenue does not include a
customer who may have purchased on the parties’ stations in Q4 2012.

4 [#<] submitted to the CC on 28 January 2013.

5 Attachment 6.2 Yorkshire [6<] presentation.

6 Attachment 6.3 - [<] Identify Appoint & Qualification Session.
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Once a prospective customer has been identified, [¢<]. Arange of issues are discussed
on these [], their interest in using radio to advertise and critically their other media
usage.

Capital Yorkshire’s presentations for the [¢6<] scheme expressly compare radio with
press — e.g. “Press vs Radio — radio is in a great shape as far as consumers are
concerned” and Press vs Radio — [radio has a] higher share of voice [than press]™ (see
Figure 2).

Figure 2
[X]

Global's [&<] initiative

As further detailed in Global's Strategy Overview Paper at Annex 9, under this initiative
Global's Yorkshire sales team identifies [¢<] for that region which are advertising
predominantly on non-radio competitors.

[<]7

The CC has not yet taken account of Global's [é<] for Yorkshire (including South and
West Yorkshire)8, which includes customers advertising exclusively on:

0] press titles in South and West Yorkshire such as [];
(i) TV stations such as [¢<]; and
(iii) outdoor media.

The CC has also not yet taken account of Global's [<] submitted to the CC which are
used to identify potential customers in South and West Yorkshire in different sectors [X]
and which [$£].9

Global’s press strategy

As explained in Global’s Strategy Overview Paper at Annex 9, Global has identified as a
key opportunity [¢<] local and regional press: [¢<]10.

7 See e.g. Annex 17A(i).044 of Global's Response to the CC’s Initial Factual Information request. ([¢<] is an illustration
of how the [&<] initiative is implemented in practice.)

8 Annexes 17A(i).046(b) and 045(b) of Global's response to the CC'’s Initial Factual Information Request.

9 Annexes 17A(i).001 to 17A(i).005 of Global's Response to the CC'’s Initial Factual Information request.

10 Annex 15A(ii).004 to Global's response to the CC’s Initial Factual Information Request.
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Accordingly, Global monitors the performance of press titles in Yorkshire with a view to
informing its pitches and marketing materials for customers using or considering using
these alternatives.

By way of illustration, Global has submitted evidence of analyses [¢<] of, among others,
the following Yorkshire press titles for the periods July 2009 to December 2009, January
2010 to June 2010, and July 2010 to December 2010: [<].11

This provides clear evidence that Global is monitoring press performance as a
competitor.

Global’s [X] strategy
Global has also provided evidence of how it competes with [6<] in Yorkshire.

The following slides are taken from a “presentation [entitled [6<]] to [¢<] spending clients
in Yorkshire” (see [$<]).12 They highlight how, for example, “radio is four times more
cost-effective than [<]".

Figure 3
[X]

Figure 4
[X]

In addition, Global has previously submitted documents relating to its [¢<] strategy,
including the [<] strategy presentation which expressly compares the cost of Capital
Yorkshire with that of [¢<] (see e.g. Figure 5).

Figure 5
[X]

The CC should accordingly take into account the extensive range of documents relating
to Global's [<] strategy which have previously been submitted to it, including
presentations and [<] cost comparison reports prepared by Global with the object of
persuading [¢<] customers in Yorkshire to switch to Capital.

Local TV

Global further notes that the Yorkshire local TV licences have also now been awarded to
“Lincolnshire Living” in Grimsby, “Made In Leeds” in Leeds and “SLTV / Sheffield Live” in
Sheffield. These will provide advertisers in South and West Yorkshire with even more

1 Annex 17A(i).014 to Global's response to the CC’s Initial Factual Information Request.

12 pttachment 6.4 - [<] presentation.
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media platforms providing specific local content. They will therefore pose a new
constraint on Global for advertising revenues in South and West Yorkshire.

Together, the above documents provide strong evidence that Global competes much
more strongly with non-radio media than it does with other radio stations.

The CC has failed to take into account RSL’s internal documents for South and
West Yorkshire

The CC has not yet taken proper account of the internal documents submitted by RSL
concerning the South and West Yorkshire market.

Indeed, RSL notes that the CC has referred to only one internal document in Appendix L
in its assessment of the South and West Yorkshire market!® - and this document is
largely irrelevant to the assessment of competition between radio stations for
advertising revenues (it is a listener survey).14

An analysis of the relevant documents would show that, like Global, RSL's entire
strategy for South and West Yorkshire is focused on competing with non-radio media
both for new and existing customers.

RSL loses on average [$<]%"5 of its customers every year in Yorkshire through churn
(representing an average of [6<]%16 of its non-contracted revenues in Yorkshire) — it is
therefore fundamental to the survival of its non-contracted business that it succeeds in
targeting new customers to replace those that churn away (and retains as many existing
customers as possible) to compensate for lost revenues.

The documents evidencing this strategy are considered further below.
RSL’s

The CC has not yet taken proper account of this key RSL strategy document,
highlighting that RSL'’s Yorkshire business “reviews and identifies sectors to target [5<].

13 Appendix L, Paragraph 124.

141t has the express focus of “[Ascertain[ing] where the greatest number of available target audience non-listeners are
so that [Real] can concentrate [its] marketing efforts [i.e. to non-listeners] with cost efficiency.” Indeed, this report
expressly analyses BBC Radio 1 and 2’s listenership in the same way as it does Capital's (and is focused on Real
improving its offering for listeners in its target demographic so as to more effectively distinguish itself from other radio
stations).

15 RBB analysis based on Global and RSL'’s transactional data from 2009/2010 to 2011/2012 (i.e. three years). NMR
data is only available up to September 2012; therefore, the average churn by count and revenue does not include a
customer who may have purchased on the parties’ stations in Q4 2012.

16 RBB analysis based on Global and RSL'’s transactional data from 2009/2010 to 2011/2012 (i.e. three years). NMR
data is only available up to September 2012; therefore, the average churn by count and revenue does not include a
customer who may have purchased on the parties’ stations in Q4 2012.
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It tracks [2X] and notes the other media used by the company concerned. In the
majority of cases this is the local press, but it also notes that companies are using [5]"7

This important strategy plan clearly evidences that the majority of customers actively
targeted by RSL in South and West Yorkshire are non-radio media users (particularly

press users).

Moreover, the CC has not yet taken proper account of the majority of RSL's other
strategy documents for the region, including:

RSL’s regional strateqy paper entitled [$<]18

This core strategy paper is specifically focused on analysing how radio is performing on
a year-on-year basis with non-radio media for advertising revenues in Yorkshire, with a
view to increasing RSL’s share of advertisers’ total media expenditure.

Figure 6
[X]

RSL'’s [<] report for Yorkshire

This key Yorkshire strategic analysis evidences how RSL's revenue growth strategy
involves attracting revenues from the “wider media pie” in Yorkshire, including press, TV,
and outdoor media.?

Figure 7
[X]

This strategy paper also evidences how RSL identifies opportunities in specific sectors
(and with respect to specific customers) having regard to how much they are spending

on alternative media in Yorkshire, based on [<].

Target [$<] for Yorkshire20

RSL has previously provided a large number of [¢<] for Yorkshire. These clearly
evidence that:

0] consistent with the above strategy, most of RSL’s target customers are non-
radio users; and

17 Appendix L, Paragraph 123.

18 Annex 15B.006 of RSL’s response to the CC’s Initial Factual Information Request.

19 Annex 17B.021 of RSL's Response to the CC'’s Initial Factual Information request.

20 Apnex 17B.048 of RSL's Response to the CC’s Initial Factual Information request.
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(i) once RSL has identified [¢<] (as specified above), it engages a wide range of
resources to better understand that lead’s media usage and buying habits, so
that it can pitch to it more effectively. All of RSL's [<] for Yorkshire include
details of [<].

Examples of the [<] previously submitted to the CC are included below.

Figure 8
[X]

Figure 9
[X]

Figure 10
[X]

RSL’s marketing materials

The CC has not yet taken proper account of fact that RSL will often, consistent with the
strategy above, include slides in its Yorkshire pitch documents designed to persuade
customers to switch some spend from non-radio media to its stations.

To illustrate, the following are a sample of slides taken from pitches previously
submitted to the CC for Yorkshire:

Figure 11
[X]

Figure 12
[X]

Competitors’ marketing materials evidence competition between radio and non-
radio media

The publicly available marketing materials for key competitors in South and West
Yorkshire also plainly evidence that the parties’ competitors consider themselves as
competing with different media for advertising revenues.

For example, UTV’s Pulse 1 has implemented a commercial strategy called “Welcome
to radio”, similar to Global's [<] initiative, specifically designed to attract non-radio
media users away from other media.??

The ITV Yorkshire media pack specifically identifies Real and Lincs FM as close
competitors:

2 http://lwww.pulse.co.uk/advertise/why-radio/
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“Advertising on ITV is not as expensive as you might think. Packages of airtime in the
Yorkshire region can be bought for as little as £2,856* and your commercial could be
seen by up to 31% of adults in the area.

In a week ITV reaches 84% of adults in the Yorkshire region, this is 14 times more than
Lincs FM, 14 times more than Real Radio 106-108FM and 16 times more than Hull
Daily Mail. Just one spot on ITV Yorkshire could reach 1,117,000 viewers."22

2.48 ITV Yorkshire also compares TV more generally with commercial radio, regional
newspapers, cinema and direct mail (see Figure 13).23

Figure 13
Screenshot from ITV Yorkshire media pack

A
91 0 watch T2

But...

never listen to
commercial radio?
ever notice the ads
on the radio?
ever buy a regional
newspaper:?

never go to the cinema?

say they ever respond
to direct mail?

Source: ITV website.

2.49  Similarly, SNL Media (which owns the press, magazine and online titles The Star, The
Sheffield Gazette, The Sheffield Telegraph, The Metro, The Angling Star, The Green 'Un
and Profile Magazine) promotes the benefits of local and regional press and online
media compared with other media in its advertiser media pack:

22 http://www.itvmedia.co.uk/platforms/itv-regions/yorkshire

23 http://www.itvmedia.co.uk/assets/itv_media_new_design/content/downloadables/yorkshire_factsheet_lores.pdf
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“The Newspaper Society has developed an ongoing programme of research called the
wanted ads. The aim of the research is to demonstrate the strengths of local and
regional press. Below are some of the key findings from the research:

(A) 65% of people believe that local newspapers are the type of media that best
represents the local area.

(B) 30% of people notice the adverts in their local paper.
© 23% find the advertising more relevant and useful.

(D) 4 out of 5 local press readers act on the advertising — regular reader 83%,
occasional reader 78%.

(E) Advertising on local media websites is 77% more likely to be relied-upon than
advertising on other websites.

(3] People are 49% more likely to trust advertising local media (print and on line)
than the nearest everyday medium (commercial television).

(G) Local advertising media made people 123% more interested in spending in the
brand’s category compared to people who hadn't seen the advertising.”24

250 Thus an analysis of the parties’ internal documents for South and West Yorkshire,
together with those of key competitors, provides strong evidence that the parties
compete strongly with, and their prices and negotiations are constrained by, a wide
range of attractive and strong non-radio media options in this region.

2.51 This conclusion is consistent with the key results of the Existing Customers and Lost
Opportunities surveys, which provide strong evidence that non-contracted advertisers in
South and West Yorkshire and generally in the overlap areas consider non-radio media
as effective alternatives for the parties’ stations. The Existing Customers survey shows
that, nationally, 39% of respondents would switch at least some spend to non-radio
media if their chosen station were not available, while only 24% would switch at least
some spend to other radio stations. In Yorkshire, the related figures are 39% and 35%
respectively. The Lost Opportunity survey shows that, nationally, 70% of Global
respondents used non-radio media for their campaign after turning down a proposal
from Global, relative to 34% that used other radio stations. The related figures in
Yorkshire are 63% and 50% respectively.

2.52 As a result, the merger will not significantly reduce the outside options of the parties’
non-contracted customers in South and West Yorkshire — the evidence clearly supports
a final conclusion that these customers will retain a wide range of equally or more
effective non-radio media adverting alternatives to Capital, Real and Smooth.

24 http://lwwwz2.sheffieldtoday.net/media-packs/industry-research.html.
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COMPETITION BETWEEN RADIO STATIONS IN SOUTH AND WEST YORKSHIRE

The Provisional Findings:

(i)

(i)

accept that:

“There are some relatively strong radio alternatives in parts of the overlap
area”; 25

accept that these are better radio alternatives to both Real and Capital in
demographic terms:

“Bauer’s two stations in the South and West Yorkshire region (Hallam and
Aire) and UTV’'s Pulse and Pulse 2 (AM) stations each have a closer
audience demographic to Real than Real does to Capital”.26

Nevertheless, the CC provisionally concludes that:

(i)

(ii)

It does “not consider that the difference between the demographics of Real
and Capital is significant and note[s] that the average age of listeners is
relatively similar at 39 and 33 respectively and both attract slightly more
female listeners than male;"?” and

“there [is] no single direct alternative to the parties’ stations for
advertisers wishing to advertise across the South and West of Yorkshire
[and post-merger advertisers] would have to buy a combination of
stations belonging to different owners and these stations would achieve
fewer than 40 per cent of the listening hours in the Real TSA.”28

The CC therefore provisionally concludes that:

“in the absence of any countervailing factors, the merger will lead to significant
adverse effects in South and West Yorkshire (the Real TSA)."29

The CC has applied the wrong test

The CC has applied the wrong test to assess the competitive interaction between radio
stations in South and West Yorkshire.

25 provisional Findings, Paragraph 7.60.

26 Appendix L, Paragraph 107.

27 provisional Findings, Paragraph 7.55.

28 provisional Findings, Paragraph 7.60.

29 provisional Findings, Paragraph 7.61.
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The CC has given more weight to share of listening and share of non-contracted
revenues than to demographic and geographic factors. This approach is inappropriate
in assessing the competitive interactions of highly differentiated products in
heterogeneous product markets and is inconsistent with the CC’s findings elsewhere in
the Provisional Findings which recognise the critical importance of geographical
coverage and demographic position.

Moreover, the transaction costs of dealing with two radio owners rather than one are
minimal — indeed a review of the parties’ internal documents previously submitted to the
CC shows that the majority of the parties’ pitches that refer to other radio refer to a
combination of third party radio stations instead of the other party’'s station — this
evidence is set out below.

Capital and Real are not next best alternatives

As the CC itself accepts Capital and Real target different demographics:

“The demographics targeted by the relevant stations in the overlap area are slightly
differentiated. Capital reaches a slightly younger audience (average age of listeners 33)
than the Bauer FM stations, UTV'’s Pulse and RSL’s Real (average age of listeners 36 to
41).730

Global does not agree that the parties’ demographics are only “slightly differentiated”.
Capital and Real are significantly differentiated from an advertiser’s perspective, with
Capital targeting listeners at a markedly different stage of their lives compared with
those of Real. This conclusion fails to take account of the clear evidence that:

(@ Capital Yorkshire expressly targets “The NOW generation [...]15-34 year olds
[who like to] listen to music that is popular now and more than likely in the
charts” and defines its main competitor as BBC Radio 1;31

(i) Whereas Real Yorkshire expressly targets a more mature mainstream adult
audience of 25 to 44 year olds, with a core focus on adults aged 35 to 44.

Moreover, the CC has accepted that geography is the most important factor in
advertiser choice. The majority of Capital’s non-contracted revenues ([6<]%) arise from
advertising targeting areas outside South and West Yorkshire.32 Capital offers non-
contracted advertisers the ability to advertise on either the South and West Yorkshire
transmitters or the East Yorkshire transmitter or across the entire TSA. The fact that
only a minority ([¢<]%) of customers advertise just in South and West Yorkshire
demonstrates that the majority of Capital’s non-contracted customers would not

30 provisional Findings, Paragraph 7.55.

31 see e.g. Annex 16A(ii).006 of Global's response to the CC's Initial Information Request.

32 Appendix L, Paragraph 108.
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consider Real to be a realistic alternative to Capital. The CC’s estimate of customers
affected by any potential lessening of competition is therefore likely to substantially
overestimate the number of Capital customers who regard RSL's Real as a competitor.

As the CC has accepted, third party stations are closer alternatives than Capital for non-
contracted advertisers on Real

A combination of Bauer’s Hallam in Sheffield, Bauer’s Aire in Leeds and UTV’s Pulse or
Pulse 2 offers non-contracted advertisers a better alternative for Real than Capital.

Real’s internal documents evidence that in practice, a combination of Bauer’s Aire in
Leeds and Lincs FM Group’s stations (Dearne, Ridings, Rother and particularly Trax) is
also much more popular than Capital for customers seeking an alternative to Real.

A combination of Bauer’s Aire _and Hallam and UTV’s Pulse / Pulse 2 are closer
alternatives than Capital for non-contracted advertisers on Real

A combination of Bauer’s Aire and Hallam and UTV’s Pulse / Pulse 2 provides coverage
of 92% of the Real Yorkshire TSA33, including the key cities Leeds and Sheffield. This
combination is therefore an effective geographic alternative for Real.

In addition, this combination is a better alternative to Real than Capital in terms of
demographics.

The CC accepts that Bauer and UTV are closer in demographic terms to Real than
Capital:

“Bauer’s two stations in the South and West Yorkshire region (Hallam and Aire) and
UTV’s Pulse and Pulse 2 (AM) stations each have a closer audience demographic to

Real than Real does to Capital”. 34

This is clearly demonstrated in the brand chart below.

33 RAJAR, 12 months, W3 2012.

34 Appendix L, Paragraph 107.
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Figure 14
Brand chart for main commercial radio stations —
South and West Yorkshire

South and West Yorkshire

95108
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40% % female T

Source: Rajar Q3 2012.

3.13 Bauer’s media packs highlight how Aire (Figure 15) and Hallam (Figure 16) target a
mainstream adult audience aged 25 to 44 and play a wide variety of music, including
80s, 90s, contemporary music (including pop) and ballads. These stations therefore
offer a much better fit with the Real demographic than Capital, which plays exclusively
current hits.

Figure 15
Radio Aire listener profile

GENDER RATIO ABC1 PROFILE

51.7%

. % of ABC1 Profile

TARGET DEMOGRAPHIC AGE

18 25 35

Source: RAJAR Q4 ; profiles based on reach
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Source: Bauer website.

Figure 16
Hallam FM listener profile

GENDER RATIO ABC1 PROFILE

45.9%
. 9% of ABC1 Profile

TARGET DEMOGRAPHIC AGE

18 25 35 45 55

Source: RAJAR Q4 2012; profiles based on reach

Source: Bauer website.

UTV’s Pulse is also targeted at an adult audience aged 25 to 44 and plays a mix of
mainstream contemporary music and classics designed to have broad appeal:

“The Pulse plays Today's Best Mix for West Yorkshire. We simply stick-on a stack of the
biggest songs of the moment alongside your all-time faves - all tunes that our listeners
want to hear, as they get a say on what we play as members of our Music Academy -
it's democracy in action!”3%

Like Real's audience, this station’s core target listeners are family-oriented adults in
their 30s and early 40s:

“Between the songs you'll hear from The Pulse presenters - grown-ups with real lives
and families who understand what makes West Yorkshire tick and always have
something relevant to say - there's no pointless, cheesy chatter aimed at the kids on our
radio station!” 36

Pulse therefore has a very similar average listener age (41) to that of Real (39).

Pulse’s sister station, Pulse 2, also fits much more closely with the Real demographic
than Capital. Pulse 2:

35 http:/iwww.pulse.co.uk/advertise/why-choose-the-pulse/

36 http://lwww.pulse.co.uk/advertise/why-choose-the-pulse/
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0] has a very similar average listener age (41) compared with that of Real (39);
and
(i) plays music that overlaps closely with that of Real — Pulse 2 plays a mix of

classic pop music (the “Greatest Hits of All Time).”37

3.18 Therefore from both a geographic and demographic perspective, a combination of
Bauer’s Aire and Hallam and UTV’s Pulse or Pulse 2 is a better alternative to Real than
Capital.

3.19 Moreover, Bauer is a formidable player in relation to the mainstream 25-44 adult
demographic targeted by Real.

3.20 For example, Bauer describes Hallam as “South Yorkshire’s commercial market
leader”.38 As illustrated in the slide below (taken from the Hallam / Magic Sheffield
media pack), Bauer’s Hallam will also remain a stronger alternative to Real than Capital
on an “all adults 15+” basis in Sheffield.

37 http:/iwww.pulse2.net/advertise/why-choose-pulse-2/

38 Attachment 6.5 - Hallam and Magic media pack.
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Figure 17
Slide from Hallam / Magic Sheffield media pack — reach

Hallam FM and Magic AM

Weekly Reach (000’s)
Hallam FM & Magic AM

BBC Radio 2
Hallam FM
Capital Yorkshire

418
379
358
329
BEC Radio 1 242
232
185
152
120
94

BBC Radio Sheffield*

BEC Radio 4
Real Radio (Yorkshire)*
BBC Radio FIVE LIVE =
Magic AM '
6 160 2[I]0 3(I)0 460 560

7 Source: RAJAR, Hallam FM TSA, 6 months PE Dec 2012
‘-‘- * do not cover the whole TSA.
cashrorkids

Hallam FM & Magic AM = Bauer Sheffield

Source: Bauer.3°
3.21  Bauer explains:

“With 249,000 listeners weekly, Big John has the most listened to breakfast show in the
whole of South Yorkshire... that's 61,000 more listeners than BBC Radio 1's Chris
Moyles, 62,000 more than Capital Yorkshire's Hirsty, and even leaves BBC Radio 2's
Chris Evans trailing behind by 21,000."40

3.22  Aire is also a significant constraint and is mentioned in the majority (3 of 5) Real pitches
submitted to the CC that refer to other radio stations — more regularly than Capital (see
further the analysis below).

3.23  Moreover, Pulse and Pulse 2 are growing stations (growing by 22,000 listeners in the
last year)4! and Pulse specifically is mentioned in the majority (3 of 5) of Real pitches
submitted to the CC that refer to other radio stations — also more regularly than Capital.

39 Attachment 6.5 - Hallam and Magic media pack.
40 http://radio.bauermediaadvertising.com/stations/detail/hallam_fm

4 http://lwww.pulse.co.uk/advertise/why-choose-the-pulse/
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Therefore a combination of Bauer’s Hallam and Aire and UTV’s Pulse provide a better
alternative to Real than Capital for customers seeking to target a mainstream adult
demographic.

Customer emails confirm how Bauer and UTV perform much better than Real in winning
customers interested in targeting a younger audience. For example, the following email
from a customer [<] to a Real sales person explains: [<].

A combination of Bauer’s Aire in Leeds, Pulse / Pulse 2 and Lincs FM Group’s stations
(Dearne and Trax) is a better alternative to Real than Capital

Dearne and Trax have approximately half the non-contracted advertising revenues of
Capital Yorkshire, as estimated by the CC. They are therefore not ineffective
competitors as the CC has concluded.

An analysis of Real’s pitch documents indeed confirms that a combination of Lincs FM
Group’s stations Trax and Dearne in South and West Yorkshire (with Bauer’s Aire and if
coverage in Bradford is sought, Pulse) is a preferred alternative to Real.

This is consistent with these stations’ demographic profiles. As illustrated in the brand
map above, these stations target an audience in its early to mid forties — they are
therefore a better means of targeting the older end of the Capital demographic. This
analysis is considered further below.

Real's pitch documents confirm that a combination of third party stations is a better
alternative to Real than Capital

An analysis of the pitch documents previously submitted to the CC confirms that a
combination of third party radio stations owned by Bauer and UTV (or Bauer and Lincs
FM) is identified as an effective alternative to Real more regularly than Capital. In
particular:

0] Fewer than [<] of the RSL pitches submitted to the CC [$<] refer to other radio
stations.
(i) Of these, [<] refer to Capital4?, [$<] refers to Capital alone4® ([¢<] also refers

extensively to non-radio media).

(iii) By contrast, [$<] pitches#4 that refer to other radio refer to third party radio
stations, including UTV’s Pulse, Bauer’s Aire, and Lincs FM Group’s stations —
generally in combination with one another.

42 Annexes 17B.107 and 108 to RSL's response to the CC’s Initial Information Request.

43 Annex 17B.107 to RSL's response to the CC’s Initial Information Request.

44 Annexes 17B.106, 108, 109, to RSL's response to the CC’s Initial Information Request.
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Real pitches that refer to Capital

3.30 As mentioned above, only [<]45 pitch out of [$<] refers to Capital alone (it also refers
extensively to non-radio media). This pitch expressly highlights how Capital is not a
good alternative for the advertiser in question, because Capital reaches a younger
audience that would be less interested in purchasing property in the area — for example:

[<].
Figure 18
[X]
Figure 19
[X]

3.31 This pitch therefore highlights that Capital is a poor substitute for Real for advertisers
seeking to target a more mature, family-oriented audience. Other radio options or other
media are better alternatives than Capital.

3.32 The other pitch that refers to Capital also refers to Radio Aire as an alternative,
illustrating that for this customer (seeking to target males aged 25 to 55) Aire was
considered at least as good an alternative as Capital to Real.

Real pitches that refer to third party stations

3.33 As mentioned, the majority [¢<] Real pitches46 that refer to other radio refer to third
party radio stations, including Pulse, Aire, Ridings, and Dearne — whether on their own
or in combination with each other. In the following pitches, a combination of radio
stations owned by different groups is identified as an alternative whereas Capital is not
mentioned at all.

45 Annex 17B.107 to RSL's response to the CC’s Initial Information Request.

46 Annexes 17B.106, 108, 109, to RSL's response to the CC’s Initial Information Request.
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0] The [<] pitch compares Real with a combination of three radio stations owned
by three groups - Bauer’s Aire, UTV’s Pulse and Lincs FM Group’s Ridings.
This pitch highlights how customers will use the flexibility afforded them by the
option of a combination to reach listeners in the areas that are most relevant to
them (i.e. this customer was seeking coverage in Leeds, Bradford and the
Wakefield area specifically, not necessarily across the whole overlap area).

Figure 20
[K]47
(i) Similarly, the [<] pitch compares Real with a combination of four radio stations

owned by three different groups - Bauer’s Aire, UTV’'s Pulse and Lincs FM
Group’s Ridings and Dearne. Capital is not mentioned as an alternative despite
offering the necessary geographical coverage sought by the customer. This is
because Capital's audience is less likely to be interested in the product
advertised [<]. As illustrated in the below slides, Real expressly refers to the
customer’s “target market” as “women 24+ [<]".

Figure 21
[5<]48

Moreover, since the publication of the Provisional Findings, the parties have sought to
obtain and provide further materials evidencing that Real customers consider a
combination of stations owned by different owners as better alternatives to Capital than
Real.

The figure below is a screenshot from an email prepared by the local sales manager
listing the customers she lost to other radio stations between January 2012 and
February 2013. A combination of third party stations or of individual third party radio
stations (i.e. together with other media to achieve the necessary geographic coverage)
were used in 100% of cases. In only [<] of these cases was money lost to Capital (but
also to (i) Bauer, and (ii) Bauer and UTV in combination).

Figure 22
[X]

This proves that a combination of third party radio stations is currently the next best
alternative to Real and a much better alternative than Capital.

Therefore, the merger will not give rise to a substantial lessening of competition in
relation to non-contracted advertisers seeking to target a mainstream adult audience in
South and West Yorkshire — the next best alternative to Real will not be removed as a

47 Annex 17B.106 of RSL's response to the CC’s Initial Factual Information request.

48 Annex 17B.115 of RSL's response to the CC’s Initial Factual Information request.
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result of the merger. Bauer and UTV’s stations or Bauer and Lincs FM’s stations can be
used as an alternative to Real following any attempt to introduce putative price
increases in this region.

As the CC has accepted, Bauer’s stations are closer alternatives than Real for non-
contracted advertisers on Capital

The CC has further accepted that Bauer’s stations (in particular Aire) offer closer
demographic alternatives to Capital than Real:

“The demographics targeted by the relevant stations in the overlap area are slightly
differentiated. Capital reaches a slightly younger audience (average age of listeners 33)
than the Bauer FM stations, UTV'’s Pulse and RSL’s Real (average age of listeners 36 to
41).m49

Aire, which has an average listener age of 36, expressly targets a mainstream adult
audience with a broad variety of music, which is designed to appeal to both the Capital
and Real demographics - the description below of Aire’s playlist includes artists such as
Rhianna and Katy Perry, which would be played on Capital; and Take That, Adele, and
“favourites from the past few years” which would be played on Real:

“[W1]e believe in letting our listeners choose the music we play. If it matters to the people
of Leeds, then it's on 96.3 Radio Aire. [...] 96.3 Radio Aire plays Today’s Best Music For
Leeds. From Rihanna to Take That, Katy Perry to Adele we play the biggest songs right
now and favourites from the past few years.”50

The wider Aire playlist (which includes current hits) is therefore more likely to appeal to
the Capital demographic than the Real playlist.

Although Hallam reaches an average listener age of 41, it similarly plays more
contemporary music than Real, as illustrated in the below description from its media
pack:

“[Hallam plays] the best variety of hits for South Yorkshire from artists like Rhianna, Ed
Sheeran, Katy Perry, Adele, Lady Gaga, Kelly Clarkson, The Wanted and Jessie J.”51

Hallam is therefore also more likely to appeal to the Capital demographic than Real
(which plays a variety of music including some contemporary music, but with less pop
and no “club” music).

49 provisional Findings, Paragraph 7.55.

50 http://radio.bauermediaadvertising.com/stations/detail/radio_aire

51 http://radio.bauermediaadvertising.com/stations/detail/hallam_fm



24

3.43 Pulse also plays more contemporary music than Real, thus despite having an average
listener age of 41 is more likely to be attractive to listeners interested in pop music (i.e.
the type of music played on Capital). As mentioned:

“The Pulse plays Today's Best Mix for West Yorkshire. We simply stick-on a stack of the
biggest songs of the moment alongside your all-time faves [...].”52

3.44  The following screenshot of Pulse’s home page illustrates that it has a more mixed
appeal - i.e. is designed to appeal to a family-oriented audience in its 30s and 40s but
with a youthful lifestyle.

52 http://lwww.pulse.co.uk/advertise/why-choose-the-pulse/
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Figure 23
Screenshot of Pulse homepage
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Source: Pulse website. >3

3.45 Pulse is therefore more likely to attract Capital listeners than Real, which as illustrated
below has a more mature focus (e.g. the event advertised is a Mother’s Day event and

the advert is for a foster care home).

53 http://lwww.pulse.co.uk/advertise/why-choose-the-pulse/
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Figure 24
Screenshot of Real homepage
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Source: Real Yorkshire website.

3.46  Together, Bauer’'s Aire and Hallam and UTV'’s Pulse have a significantly higher reach
among Capital’s target demographic of 15 to 34 year olds than Real (see Figure 25)
and a higher listening share than Real (see Figure 26) - they are therefore also a
stronger and more attractive alternative than Real in terms of audience shares.

Figure 25
Reach - Capital demographic (15-34)

Station Reach (%)
Hallam, Aire and Pulse 1 27%
Hallam and Aire 22%
Pulse and Pulse 2 6%
Real Radio Yorkshire 16%
Magic Leeds and Sheffield 4%

Source: Rajar Q3 2012 (12 months).
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Figure 26

Share of local/regional commercial listening— Capital demographic (15-34)

Station Listening share (%)
Capital Yorkshire* 48%
Hallam, Aire and Pulse 1 23%

Hallam and Aire 20%

Pulse and Pulse 2 1%
Real Radio Yorkshire 20%
Magic Leeds and Sheffield 3%

Source: Rajar Q3 2012 (12 months).

3.47 Capital's pitch documents previously submitted to the CC are consistent with this
analysis:

(i)

(ii)

(i)

[6<] Capital pitches refer to other radio.

[<] refer to Real, however only [<] refers to Real alone — the other [X] also
refer to (i) Bauer’s Aire; or (ii) a combination of Bauer’s Hallam, Viking and Aire
and UTV’s Pulse. 34

[¢<] pitches that refer to radio competitors name other radio stations (i.e. other
than Real) as alternatives to Capital. These include, among others, Bauer’s
Radio Aire and Hallam and UTV'’s Pulse.

54 [5<] pitch and [5<] pitch.
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Conclusion

Within radio, the merger will not significantly change the outside options for either
Capital or Real non-contracted customers. Their best alternative radio option pre-
merger was a combination of Bauer stations and UTV’'s Pulse or Pulse 2 and this
remains the case post merger.

This conclusion is consistent with the key results of the Existing Customers and Lost
Opportunities surveys, which provide strong evidence that non-contracted advertisers in
South and West Yorkshire consider other radio stations to be better alternatives to the
parties’ stations than the parties’ stations are for each other. The Existing Customers
survey shows that, in Yorkshire, 24% of respondents would switch at least some spend
to third-party radio stations if their chosen station were not available, while 20% would
switch at least some spend to the other merging party's radio stations. The Lost
Opportunity survey shows that, in Yorkshire, while 50% of Global respondents used
other radio stations for the campaign Global pitched for unsuccessfully, only 7% of
respondents said they used a RSL station.

Accordingly, Global strongly urges the CC to re-evaluate the evidence before it, as well
as new evidence that is being made available to it, with a view to reaching a final
conclusion that the merger will not give rise to an SLC in South and West Yorkshire.
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1.6

1.7

EXECUTIVE SUMMARY

Global does not agree with the CC's provisional conclusion of a substantial lessening of
competition (“SLC") in the non-contracted advertising sector in Central Scotland.

Firstly, the CC fails to take into account evidence that non-contracted advertisers in
Central Scotland view non-radio media as an effective alternative to radio - this is
further addressed in Section 2 of this Annex.

Secondly, within the radio sector:

(a) Bauer is the leading radio group in Central Scotland

Clyde and Forth have a commercial radio share of local commercial listening in Central
Scotland of 58% (16% higher than that of Global post merger). Clyde and Forth also
have a higher reach than Global would have post merger.

Bauer is as strong in Central Scotland as it is in Glasgow, where the CC has found there
is no SLC due to “Bauer’s relative strength” (Bauer has a listening share of 60% in
Glasgow).

The CC has underestimated Bauer’s share in Central Scotland and overestimated that
of RSL by including in Central Scotland Real XS and Smooth which are Glasgow only
stations. Just as the CC excluded Real, which unlike Capital is unable to offer
advertisers a split transmitter targeting Glasgow, from its analysis of competition in
Glasgow, it should also have excluded from its regional analysis Glasgow-only stations.

(b) Bauer is the parties’ closest competitor

In relation to non-contracted advertisers who wish to target the whole of Central
Scotland (i.e. “regional” customers), a combination of Bauer’s Clyde and Forth stations
is a better alternative to Real than Capital.

0] As acknowledged by the CC: “Real and Bauer FM stations have a similar
average age of listeners (around 40 years old) whereas Capital reaches a
younger age on average, with an average listener age of 33 years;"! and

(i) As further evidenced in this Annex, Bauer’s explicit sales strategy is to sell both
airtime and S&P as a bundle across East and West Scotland in order to offer
customers full central Scotland coverage. Bauer itself describes Real Radio (a
regional only station) “[as] its closest commercial competitor”.2

1 Appendix L, Paragraph 170.

2 5ee Attachment 7.1 - Central Scotland - Bauer media pack - Central Scotland.
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The combination of Clyde FM and Forth FM is also a better alternative to Capital than
RSL’s stations.

(i)

(ii)

For advertisers looking for an alternative to Capital for a regional Central
Scotland campaign, Bauer’s stations are a more attractive alternative than Real
because they reach more listeners in the Capital target demographic (15-34
year olds); and

Most of Capital's non-contracted advertisers are local advertisers who buy
either the West transmitter area around Glasgow ([¢<]%) or the East transmitter
area around Edinburgh ([<]%). Fewer than half ([6<]%) of Capital's non-
contracted customers buy the whole Central Scotland region. Therefore most
of Capital's customers would not regard Real as a realistic alternative since
Real only offers advertisers coverage of the whole Central Scotland region. The
CC has accepted that Real does not compete for Capital’s local customers.
Bauer is a much better alternative for both Capital’s local customers and
regional customers (as it can sell airtime in the West alone, East alone, or
across the whole region).

The above points are addressed in greater detail in Section 3 of this Annex.
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NON-RADIO MEDIA POSE A STRONG CONSTRAINT IN CENTRAL SCOTLAND

The Provisional Findings implicitly accept that across the overlap regions the vast
majority of non-contracted customers view non-radio media as substitutable for the
parties’ radio stations# (see further Parts 1 and 2 of this Response).

As a result, when the parties negotiate prices for campaigns with both new or existing
customers in Central Scotland, they are constrained by non-radio media.

These advertisers have equally or more effective non-radio alternatives to the parties’
stations. Therefore there is no basis for the assertion that the merger will lead to
substantially higher prices for any advertisers in Central Scotland.

The CC has not yet taken into account the large body of internal documents for Central
Scotland which clearly establish that the entire strategy of both companies is to
compete directly with other media to win business.

The CC's “review of [the parties’] internal documents” for Central Scotland is focused on
one document (a listener survey) which provides no insights on the competitive

relationship between radio and non-radio advertising media.3

An analysis of Global and RSL's internal documents relevant to this relationship
evidences plainly that both parties’ commercial strategies are focused on:

0] finding new customers by targeting principally users of other media; and
(i) ensuring that they do not lose existing customers to other media.

These documents are outlined below.

4 E.g. The Provisional Findings state at Paragraph 6.39 that “the survey results suggest limits to the constraint provided

by other media. We note, for example, that the existing customer survey suggests that 15 per cent of existing
customers did not consider using any other media at the time of their last campaign and 24 per cent said that they
ended up using only radio. Similarly, 9 per cent of respondents said that they could not use any other types of media
to meet the same objectives as radio.” A clear implication of the results cited by the CC is that other media
constitutes an effective constraint for the remaining 75% to 90% of advertisers.

3 Appendix L to the Provisional Findings notes that “[a] review of internal documents highlighted the results of a survey
of radio listeners in Central Scotland commissioned by RSL intended to measure the impact of a Real Radio Scotland
advertising campaign. Respondents had a high awareness of Real, Bauer and Global.” By the CC’s own admission,
this document relates to a listener survey —i.e. to what extent listeners in the Central Scotland region are familiar with
RSL'’s radio stations. Indeed, in addition to Capital and Bauer’s stations Clyde One, Clyde Two, Forth One and Forth
Two, the study also considers listener awareness among national commercial radio stations listeners (e.g. Absolute
Radio, Talksport and Classic FM).



2.1

2.2

2.3

2.4

2.5

2.6

The CC has failed to take into account Global’s internal documents for Central
Scotland

The CC has not yet taken proper account of the internal documents submitted by Global
concerning the Central Scotland market. An analysis of these documents would show
that Global's entire strategy for Central Scotland is focused on growing radio’s share of
the “total media pie” and competing with non-radio media both for new and existing
customers.

Global loses on average [8<]%?* of its customers every year in Central Scotland through
churn (representing an average of [<]%?5 of its non-contracted revenues in Central
Scotland) — it is therefore fundamental to the survival of its business that it succeeds in
targeting new customers to replace those that churn away (and retains as many existing
customers as possible) to compensate for lost revenues.

As explained in Global's Strategy Overview Paper at Annex 9, in 2009 Global
implemented the [<] strategy with the express focus of addressing customer churn by
competing more effectively with non-radio media competitors. Global introduced its
current [&<] strategy [$<] in early 2012 with the objective of building on [$<]. The [$<]8
sets out Global’s current strategy for Central Scotland.

The CC has not yet taken proper account of the internal documents relating to the key
initiatives introduced in Central Scotland under the [¢<] and [¢<] strategies. These are

considered below.

Global’s [&<] initiative

As further detailed in Global's Strategy Overview Paper at Annex 9, under this initiative
Global's Central Scotland sales team identifies [¢<] for that region which are advertising
predominantly on non-radio competitors.

The CC has not yet taken into account [<] for Scotland?, which includes customers
advertising exclusively on:

0] press titles such as [<]

4 RBB analysis based on Global and RSL's transactional data from 2009/2010 to 2011/2012 (i.e. three years). NMR
data is only available up to September 2012; therefore, the average churn by count and revenue does not include a
customer who may have purchased on the parties’ stations in Q4 2012.

5 RrRBB analysis based on Global and RSL's transactional data from 2009/2010 to 2011/2012 (i.e. three years). NMR
data is only available up to September 2012; therefore, the average churn by count and revenue does not include a
customer who may have purchased on the parties’ stations in Q4 2012.

6 [3<] submitted to the CC on 28 January 2013.

7 Annexes 17A(i).046(b) and 045(b) of Global’'s response to the CC's Initial Factual Information Request.
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2.12

(i) TV stations such as [].
(iii) outdoor media.

Similarly, the CC has not yet considered the additional [¢<] submitted to the CC which
are used to identify potential customers in Central Scotland in different sectors [<], and
which detail [<].8

Global has also introduced [¢<] initiatives in Central Scotland such [<] between sales
teams called [$<], in which [].

Sales teams were specifically instructed to [$<]°

As illustrated in [$<] below, [¢<] customers recorded in [<] for this initiative1? as having
been “booked” in the wider North region (including Scotland) were expressly won from
press and not other radio (i.e. were in fact new to radio altogether). [é<] customers
were also expressly won from other forms of media, e.g. “Test budget from TV" and
“This client has been solely using magazines, PR and online this is the first campaign
that they have placed with a radio group.”

Figure 1
[X]

The same slide also lists the [¢<] who Global has not managed to book in the “North”
region (including Central Scotland). As the CC will see from the following screenshot,
almost all of these chose to spend their advertising budgets on alternative media
instead of radio (e.g. “No to radio advertising”; “Decided to use budget on TV”; “No
budget” [i.e. all spent on other media]’; “No longer interested in radio” etc.).

Figure 2
[X]

Consistent with the results of the Existing Customers and Lost Opportunities surveys,
these materials clearly evidence that non-radio media constrains radio pricing and
revenues — see, for example, the entry above for [8<], which indicates that Global did
not succeed in winning because “Radio [was] []".

Global’s [X] strategy

8 Annexes 17A(i).001 to 17A(i).005 of Global's Response to the CC'’s Initial Factual Information request.

9 See e.g. Annex 17A(i).044 of Global's Response to the CC's Initial Factual Information request. ([¢<] is an illustration
of how the [&<] initiative is implemented in practice.)

10 Annex 17A(i).047(a) of Global's Response to the CC’s Initial Factual Information request (the initiative was labelled
“Mission Impossible” in this instance).



2.13

2.14

2.15
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2.17

2.18

2.19

Global has also provided extensive evidence of how it specifically targets [<] stations
including [¢<] in Scotland. This includes: [<].

Figure 3
[K]ll

Global’s press strategy

The CC has not yet taken into account Global's overarching strategy relating to local
and regional press, which is detailed in Global's Strategy Overview Paper at Annex 9 —
Global explains: [£]12

Figure 4
[X]

The CC has been provided with extensive evidence on the steps taken by Global to
capitalise from [¢<] local and regional press readership across all overlap regions,
including Scotland3. This includes [$<] for [$<] Scottish press titles, [<]14

The CC has failed to take into account RSL’s internal documents for Central
Scotland

As noted above, the CC'’s “review of [the parties’] internal documents” for Central
Scotland is focused on one document which provides no insights into competition
between radio and other media.

Appendix L to the Provisional Findings notes that “[a] review of internal documents
highlighted the results of a survey of radio listeners in Central Scotland commissioned
by RSL intended to measure the impact of a Real Radio Scotland advertising campaign.
Respondents had a high awareness of Real, Bauer and Global.”

By the CC’s own admission, this document relates to a listener survey —i.e. to what
extent listeners in the Central Scotland region are familiar with RSL's radio stations.
Indeed, in addition to Capital and Bauer’s stations Clyde One, Clyde Two, Forth One
and Forth Two, the study also considers listener awareness among national commercial
radio stations listeners (e.g. Absolute Radio, Talksport and Classic FM).

The CC has not yet taken into account internal RSL documents that are relevant to the
analysis, including:

1 Annex 17A(i).050 to Global's response to the CC's Initial Factual Information Request.

12 Annex 15A(ii).004 to Global's response to the CC’s Initial Factual Information Request.

13 see for example Annexes 17A(i).014 to 17A(i).020 to Global's response to the CC’s Initial Factual Information
Request, together with Global's main strategy papers at 15A(ii).001 to 15A(ii).005.

14 Annex 17A.014 of Global's response to the CC’s Initial Factual Information Request.
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RSL’s regional strateqy paper entitled [$<]15

This document evidences that RSL's non-contracted strategy for Central Scotland is
entirely focused on improving how it identifies and targets non-radio customers and in
turn increases the share of advertising revenues spent on its radio stations in this
region, compared with non-radio media. This is illustrated in the slide below.

Figure 5
[X]

RSL's [¥<] reports, such as the analysis of the [$<] in Scotland1®

This sample report considers RSL's opportunity to attract [¢<] advertisers away from
predominantly non-radio media platforms in Scotland.

In particular, it lists the “Biggest Players in [the] Scottish Marketplace” and where they
are advertising, including press, radio, TV and outdoor:

Figure 6
[X]

The CC has not yet taken into account the fact that most of RSL's key target customers
identified in this report are spending with non-radio media exclusively (it goes on to list
“10 Potentials not currently with [RSL])”. Those advertising on radio are using Bauer —
none are using Capital: [<].

The report further details how RSL's Scotland sales people should attempt to persuade
these target customers to use Real instead of these media platforms- e.g.: []

Target customer [K]

Consistent with the above documents, the [<] submitted to the CC for Scotland
evidence that RSL's business strategy is to increase its revenues by targeting
predominantly non-radio advertisers.

For example:

0 The [3<] for [$<]17 whilst

()  The [5<] for [3<]." 18

15 Annex 15B.006 of RSL's response to the CC’s Initial Factual Information Request.

16 Annex 17B.022 of RSL's response to the CC’s Initial Factual Information Request.

17 Annex 17B.043 of RSL's response to the CC’s Initial Factual Information Request.
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Additionally, RSL has submitted documents such as the [¢<] relating to its key strategic
initiatives [¢<] (detailed further in RSL's Strategy Overview Paper at Annex 10). As
illustrated in the below screenshots relating to Scotland, the vast majority of the
customers won through these initiatives are new to radio altogether or, where they are
already spending on radio, they are only spending on RSL'’s other radio stations in the
region (i.e. not on Capital).1?

Figure 7
[X]

Marketing materials

Accordingly, RSL's pitches will often compare its stations’ characteristics with those of
non-radio media competitors in order to persuade customers that using one of its radio
stations in Scotland will deliver a more effective advertising campaign. The slides
below, taken from pitches previously submitted to the CC, illustrate this approach.

() The following slide explains how Smooth [<]
Figure 8
[K]
(i) The following slides highlight the effectiveness and advantages of radio as an

advertising medium, compared with specific non-radio media alternatives:

Figure 9
[X]

Figure 10
[X]

Figure 11
[X]

Competitors’ marketing materials evidence competition between radio and non-
radio media

The publicly available marketing materials for key competitors in Central Scotland also
plainly evidence that both radio and non-radio media players in Central Scotland
consider themselves as competing with different media for advertising revenues.

18 Annex 17B.045 of RSL's response to the CC’s Initial Factual Information Request.

19 Annex 17B.035 of RSL's response to the CC’s Initial Factual Information Request.
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0] For example, Bauer’'s own media pack for Central Scotland (attached at
Attachment 7.1) compares its stations’ reach with that of a number of Scottish
press titles, including the Daily Record, The Sun, the The Herald, the Hamilton
Advertiser, the Greenock Telegraph and the Paisley Daily Express (see Figure
12).

Like Global and RSL, Bauer’s objective is to persuade customers to use its
radio stations instead of these newspaper competitors.

Figure 12
Slide from Clyde media pack

LISTENERS vs READERS
GLASGOW & THE WEST

Readership/Reach (000s) in the Clyde TSA

TOTAL RADIO CLYDE 685.000
102.5 CLYDE 1 574.000

1152 CLYDE 2 230.000
429000

| 230.000 |
*DAILY RECORD
-ruesun [ TY ")
EVENING TIMES 143.000
THE HERALD
namiton apvertiser  [Jlj 48.000
GREENOCK TELEGRAPH 33.000

PAISLEY DAILY EXPRESS I 16.000

Sowrce: RAJAR 2012 G3 based on the Clyde T34

Fress Source: DAILY RECORD & SCOTTISH SUN NRS MARCH TO AUGUST 2012 AIR
ALL OTHER PRESS TITLES JICREG As AT 1* Oct 2012 based on Area AIR Clyde TSA
Tolal Radio Clyde is the combined avdience of Clyde 1 and Clyde 2
*Fublications marked show readership within Clyde T3A only

Source: Clyde media pack.

2.30 Consistent with this, the commercial media pack for Media Scotland??, Scotland’s
largest publishing group (which owns the following titles: The Daily Record, The Sunday
Mail, 18 local titles, Metro Scotland, 18 newspaper websites, Insider Magazine,
Business7.co.uk, Scotcareers, Road Record and Local Mole), explicitly compares the
reach of its press, online and magazine portfolio with those of commercial radio and TV
competitors in Scotland:

20 gee Attachment 7.2 - Central Scotland -Media Scotland.
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Figure 13
Slide from Media Scotland media pack

=\ ]MEDIA Scottish Audience Comparison
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50% A% A7

0%+ g5
30%
20%
10%
0%

STVOBID- oo
17:29 16:59 STV 20:00-
22:59 Commercial

Radia

Media
Scotland
reaches 64%
of all adults
in Scotland

Wledia
Scotland

Only one third
of Scots watch

STV between
[
17:29

Source: NRS Jul ‘11 = Jun ‘12, TGI Jul 11 = Jun 12
Source: Media Scotland.

2.31 Furthermore, the STV media pack specifically identifies RSL's stations Real and Smooth
as key competitors:

“In a week STV reaches 83% of adults in the Scotland region, this is five times more
than Real Radio 100-101, 13 times more than Smooth Glasgow and 16 times more than

Evening Express. Just one spot on STV could reach 875,000 viewers."?1

2.32 It also compares commercial radio and other media more generally, for example:

0] It states that “TV is the most effective at shaping consumers decisions, 84% of
consumers believe TV advertising is most likely to influence their buying
decisions;”

(i) It compares STV’s weekly reach with Scottish commercial radio;22 and

21 http://stvsales.tv/advertising

22 http://stvsales.tv/micro_region_maps/stv_central#first-tab
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(iii) It compares STV's daily reach with the Sunday Mail, Daily Record, Scottish
Sun, Scottish Daily Mail, Sunday Mail, all regional press, the Scotsman, the
Herald, and Scotland on Sunday.?3

The parties have lost key Scottish customers to STV due to its low CPT rate, including
[].

Similarly, CBS Outdoor, the parties’ main outdoor competitor in Scotland, highlights in its
media pack (attached at Attachment 7.6) why customers should use outdoor instead of
commercial radio or press titles. Example slides taken from this pack are included
below:

Figure 14
Slide from CBS Outdoor media pack

@®CBS The value of the Bus audience in Glasgow
OUTDOOR
65%
53%
47%
42%
29%
199 22%
I I 13% 15%  15%

¥ Commercia 2
advertising Newspaper Newspaper Radio(listen  Times Time:

less than Telegraph

lay a

Atypical Bus advertising campaign in Glasgow over four weeks will reach 2% of all adults 15+,
while only 13% read the Evening Times in Glasgow Naorth and 29% listen to Clyde 1 FM.

Source: TGI, BUSADS (besed on 40 Bus Rears), JICREG, RAJAR

nedia on the move

Source: CBS.

23 http://stvsales.tv/micro_region_maps/stv_central#first-tab
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Figure 15
Slide from CBS Outdoor media pack
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o
:3-:

our commL |.|r~ in Glasgow
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23% read any regional |4-- newspaper and 47%
|I“'c:['|"l n commercial radio

Source: CBS.

Thus an analysis of the parties’ internal documents for Central Scotland, together with
those of key competitors, provides compelling evidence that the parties compete very
strongly with, and their prices and negotiations are constrained by, a wide range of
attractive and strong non-radio media options in this region.

This conclusion is consistent with the key results of the Existing Customers and Lost
Opportunities surveys, which evidence that non-contracted advertisers in Central
Scotland and generally in the overlap areas consider non-radio media as effective
alternative for the parties’ stations. The Existing Customers survey shows that,
nationally, 39% of respondents would switch at least some spend to non-radio media if
their chosen station were not available, while only 24% would switch at least some
spend to other radio stations. In Scotland, the related figures are 37% and 26%
respectively. The Lost Opportunity survey shows that, nationally, 70% of Global
respondents used non-radio media for their campaign after turning down a proposal
from Global, relative to 34% that used other radio stations. The related figures in
Scotland are 57% and 52% respectively.

As a result, the merger will not significantly reduce the outside options of the parties’
non-contracted customers. Non-contracted advertisers in Central Scotland will retain
equally or more effective non-radio media alternatives to the parties’ stations.
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3. COMPETITION BETWEEN RADIO STATIONS IN CENTRAL SCOTLAND
3.1 The Provisional Findings:
0] accept that:
“The main competitor in the region is Bauer;"24
(i) accept that Bauer is a strong competitor to the parties’ stations in Glasgow,
sufficient to prevent an SLC arising despite a reduction in the number of main
radio options from 3 to 2:
“The effect of the merger in Glasgow is to bring together Capital, Real XS
and Smooth and effectively reduce the options from three to two for those
advertisers wishing to target Glasgow. However, we note the relative

strength of Bauer as an option for these advertisers [X]";25

(iii) accept that Bauer’'s FM stations Clyde and Forth are better radio alternatives to
Real than Capital:

“Real and Bauer FM stations have a similar average age of listeners
(around 40 years old) whereas Capital reaches a younger age on average,
with an average listener age of 33 years;"26
and

(iv) implicitly accept that across the overlap regions the vast majority of non-
contracted customers view non-radio media as substitutable for the parties’
radio stations.2?

3.2 Nevertheless, the Provisional Findings provisionally conclude that:

“The remaining option post-merger, Bauer, is not as strong a competitor to the
parties across the region as it is in Glasgow;” 28

24 provisional Findings, Paragraph 7.82.
25 provisional Findings, Paragraph 7.86.
26 Appendix L, Paragraph 170.

27 E.g. The Provisional Findings state at Paragraph 6.39 that “the survey results suggest limits to the constraint
provided by other media. We note, for example, that the existing customer survey suggests that 15 per cent of
existing customers did not consider using any other media at the time of their last campaign and 24 per cent said that
they ended up using only radio. Similarly, 9 per cent of respondents said that they could not use any other types of
media to meet the same objectives as radio.” A clear implication of the results cited by the CC is that other media
constitutes an effective constraint for the remaining 75% to 90% of advertisers.

28 proyisional Findings, Paragraph 7.87.
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and therefore that:

“in the absence of any countervailing factors, the merger will lead to significant
adverse effects across the Central Scotland region.”2°

Global disagrees with this provisional finding.

Bauer is the parties’ strongest radio competitor across Central Scotland

Bauer is as strong across Central Scotland as it is in Glasgow.

The CC'’s conclusion that “[the remaining option post-merger, Bauer, is not as strong a
competitor to the parties across the region as it is in Glasgow” is not supported by an
analysis of Rajar listening data for this region.

This analysis confirms that Bauer is as strong across Central Scotland in terms of
listening shares as it is in Glasgow — as illustrated in Table 1 and discussed further
below, Bauer’s share of regional commercial listening is 58%, equivalent to its share in
Glasgow (60%). Bauer will therefore have a share of listening across Central Scotland
16% greater than that of the merged entity.

Accordingly, were the CC to apply to Central Scotland the test it applies to Glasgow
(“Bauer’s relative strength”), the CC would arrive at the conclusion that no SLC is likely
to arise in Central Scotland either.

29 provisional Findings, Paragraph 7.88.
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Table 1

Share of listening in Glasgow, Edinburgh and surrounding area
and Central Scotland

Glasgow!" suE:ic:::::g; :pedalzl All Central Scotland™
(%8“)‘,’ S Share (%) (%8“)‘,’ S S(*.‘,Z;e (%8“)‘,’ 5 | Share (%)
RSL 2,412 21% n/a 0% 4,794 26%
Real n/a 0% n/a 0% 4,794 26%
Smooth 2,065 18% n/a 0% n/a 0%
Real XS 347 3% n/a 0% n/a 0%
Global (Capital) 1,908 17% 1,136 20% 2,819 16%
Global + RSL 4,320 38% 1,136 20% 7,613 42%
Clyde 1 5,162 46% 5,162 28%
Clyde 2 1,643 14% 1,643 9%
Forth 1 2,911 51% 2,911 16%
Forth 2 784 14% 784 4%
gﬁg;’:ér': dont) M 208 2% 202 4% 0%
Kingdom 651 11% 0%
Total 11,333 100% 5,684 100% 18,113 100%
Source: Rajar.
Notes:  [1] Clyde TSA, excluding Real as this station does not offer a Glasgow split.
[2] Forth TSA, excluding Real as this station does not offer an Edinburgh split.
[3] Clyde and Forth TSAs, excluding Smooth and Real XS as these do not cover Edinburgh.
3.8 Even if Smooth and Real XS were included in the assessment of Central Scotland, and

Real included in the assessment of Glasgow, Bauer’'s share of local and regional
commercial listening is higher in Central Scotland (49%) than in Glasgow (46%) (see
Table 2).30

30 RAJAR W4 2012, 12 months.
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Table 2
Share of listening in Glasgow, Edinburgh and surrounding area
and Central Scotland

Glasgow!" Cligteneln 2n 2 All Central Scotland™
surroundlng area
Hours o Hours o Hours 5
(000’s) Share (%) (000’s) Share (%) (000’s) Share (%)
RSL 5,891 40% 1,513 21% 7,206 34%
Real 3,479 23% 1,513 21% 4,794 22%
Smooth 2,065 14% 0% 2,065 10%
Real XS 347 2% 0% 347 2%
Global (Capital) 1,908 13% 1,136 16% 2,819 13%
Global + RSL 7,799 53% 2,649 37% 10,025 47%
Clyde 1 5,162 35% 5,162 24%
Clyde 2 1,643 11% 1,643 8%
Forth 1 2,911 40% 2,911 14%
Forth 2 784 11% 784 4%
Central FM 208 1% 202 3% 249 1%
(independent)
Kingdom 651 9% 651 3%
Total 14,812 100% 7,197 100% 21,425 100%
Source: Rajar.
Notes:  [1] Clyde TSA
[2] Forth TSA
[3] Clyde and Forth TSAs
The CC'’s analysis of listening shares in Central Scotland is inconsistent with its analysis
for Glasgow
3.9 The CC has excluded Real’s listening shares from its analysis of Glasgow because
Real does not sell airtime on a split transmission basis (i.e. to Glasgow only)3' and is
therefore not an alternative for local Glasgow advertisers. On this basis, the CC has
concluded that there is no prospect of an SLC arising because Bauer is a sufficiently
strong competitor in Glasgow. Global agrees with this analysis.
3.10 However in its analysis of Central Scotland, the CC has included listening shares for

Smooth and Real XS, despite these being Glasgow only stations and airtime on these
stations being sold in Glasgow only (not across the whole Central Scotland region).
Global considers that this is inappropriate as Smooth and Real XS are not alternatives

31 provisional Findings, Paragraph 7.84.
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for regional advertisers. A consistent approach should be applied to the Glasgow and
Central Scotland analyses.

Applying a consistent approach to the analysis of listening shares in Central Scotland
shows that Bauer’s listening share across this region is equivalent to its listening share
in Glasgow

Consistent with its approach for Glasgow (where the CC excluded Real), the CC'’s
analysis should exclude Smooth and Real XS from the analysis of Central Scotland, as
these are Glasgow only stations.

On this basis, as detailed in Table 1 above, Bauer’'s share of regional commercial
listening is 58%, which is only marginally lower than its share of local commercial
listening in Glasgow (60%) and significantly greater than the parties’ combined share of
42%.

In addition, Bauer is the market leader across Central Scotland in terms of reach

Bauer's own media pack for Central Scotland32 highlights how Bauer has the highest
reach of any commercial radio broadcaster across Central Scotland. Based on Q4
2012 Rajar data, Bauer has 1,041k listeners in Central Scotland — more than Real and
Capital (858k combined) and even Real, Smooth, Real XS and Capital combined
(1036Kk).

By contrast, Bauer’s reach in Glasgow, where the CC has found no SLC (661Kk) is less
than Global's and RSL's combined reach (754k).

32 gee Attachment 7.1 - Central Scotland - Bauer media pack - Central Scotland.
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Figure 16
Slide from Bauer Central Scotland media pack

THE ONLY ONE FOR CENTRAL i
SCOTLAND

WEEKLY REACH

Bauer Central Scotland 1,094,000
BBC Radio 2

BBC Radio Scotland
Real Radio Brand UK

Capital Network UK

BBC Radio 1

WE THINK POPULAR. E
Source: RAJAR pericd ending 16th December 2012 based on the Bauer Central Scotland TSA Stations Marked * do not cover the whole of theMESig 550U

Source: Bauer Central Scotland media pack. 33

Bauer explains in its “Total Portfolio” media pack that it is “No. 1 in 21 out of 21 markets”
across the UK, including Scotland. 34

Bauer also highlights its market leadership in Edinburgh and surrounding areas
specifically.

Forth’s media pack35 highlights how in this part of the region:

(i “Forth One is [the] market leader across all radio;”
(ii) “Forth One delivers 167,000 more listeners than Real Radio”;
(iii) “Forth One delivers 166,000 more listeners than Capital FM”;

33 See Attachment 7.1 - Central Scotland - Bauer media pack - Central Scotland

34 See Attachment 7.3 - Central Scotland - Bauer media pack - Total portfolio.

35 See Attachment 7.4 - Central Scotland - Bauer media pack - Forth 1 and 2.
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(iv) “With 244,000 listeners, Boogie In The Morning dominates the airwaves at
Breakfast in Edinburgh and the east”;

(v) “Boogie In The Morning has 144,000 more listeners & 542,000 more hours than
Real Radio, its closest commercial competitor”; and

(vi) “Boogie In The Morning leads Breakfast listening across Edinburgh, The
Lothians & Fife with a market share of 20.1%.”

3.18 This s illustrated in the slides below, which evidence how Forth will have a higher reach
(almost 20,000 extra listeners) than Real and Capital combined across Edinburgh and
surrounding areas.

Figure 17
Slide from Forth 1 and 2 media pack — weekly reach (Edinburgh and surrounding areas)

COMPETITORS E

WEEKLY REACH

*Total Radio Forth 378,000

Forth One 346,000
Capital FM Scotland 180,000
Real Radio 179,000
Other Local Commercial
Classic FM

Forth 2

TalkSport

Absolute Radio

WE THINK POPULAR. ﬂ

Source: RAJAR 2012 Q4 based on the Forth 1 TSA Radie Forth is the combined figures of Forth 1 and 2 "some stations do not cover

- MEDIA GROUF
the whole of the TSA

Source: Forth 1 and 2 media pack. 36

3.19 Moreover, the CC recognises that Bauer will remain the strongest and most effective
competitor to each of the parties’ stations in Glasgow and surrounding areas.

36 See Attachment 7.4 - Central Scotland - Bauer media pack - Forth 1 and 2.
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3.20 This is confirmed by Bauer’s media packs. The Clyde 1 and 2 media pack explains

that:

0] “In terms of weekly Reach; Clyde 1 is the market leading radio station, in
Glasgow and the West."37

(i) “Radio Clyde reaches out to more listeners in Glasgow and the West than any

other commercial broadcasting company.” 38

3.21 This is illustrated in the slides below, which evidence how Bauer will retain a greater
reach than Capital and Real combined in Glasgow and surrounding areas. Currently,
Bauer has a reach almost 2.5 times greater than that of Capital and 1.9 times greater
than that of Real.

37 See Attachment 7.5 - Central Scotland - Bauer media pack - Clyde 1 and 2.

38 See Attachment 7.5 - Central Scotland - Bauer media pack - Clyde 1 and 2.
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Figure 18
Slide from Clyde 1 and 2 media pack — weekly reach (Glasgow and surrounding areas)

COMPETITORS 9

WEEKLY REACH

Total Radio Clyde
Clyde 1

Real Radio

BBC Radio Scotland
BBC Radio 2
Capital FM Scotland
BBC Radio 1
Smooth Glasgow
Clyde 2

Radio 4

Classic FM
talkSport

96.3Real XS (Rock)
Absolute National

722,000

389,000
375,000

368,000

308,000

295,000

260,000

233,000

208,000

120,000
118,000
70,000
33,000

WE THINK POPULAR.
Source: RAJAR 2012 Q4 based on the Clyde 1 TSA Radio Clyde is the combined figures of Clyde 1 and 2 "some staticns do not cover MEDIA GRIOUP
the whole of the TSA

Source: Clyde 1 and 2 media pack. 3°

3.22 The CC has accepted that Bauer’s “relative strength” in Glasgow makes it an effective
competitor — sufficient to outweigh the risk of an SLC arising despite an “effective
reduction in the number of radio options from three to two” in Glasgow. 40

3.23  Therefore, were the CC to apply consistently to Central Scotland the test it applies to
Glasgow (“Bauer’s relative strength”), the CC would arrive at the conclusion that no

SLC is likely to arise in Central Scotland either.

Bauer is also a strong S&P competitor in Central Scotland

3.24  The parties note UTV’s assertion that:

“the only viable alternative for advertisers wishing to reach a regional audience was to
bundle together Bauer’s local radio stations, but that this would not be suitable for
S&p.41

39 See Attachment 7.5 - Central Scotland - Bauer media pack - Clyde 1 and 2.

40 provisional Findings, Paragraph 7.86.
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3.25 However, this assertion is unfounded and inaccurate. As illustrated in the screenshots
below, S&P campaigns can currently be run across a bundle of Bauer stations in Central
Scotland and the merger will have no impact on advertisers’ ability to continue doing so.

3.26  For example, Figure 19 shows an identical promotion run across Clyde 2 and Forth 2
(and advertised also on both of their websites).

Figure 19
Example of Bundled S&P campaign on Bauer’s stations

Fataost £1

join our Listener Club today m ¥ &
mm o [mss =

i

W Cekk | Wie  Muse Oy Mesd | G Saach Fomn -
: Visit the iTunes . T i
Win Guyllan Chocolates To Celebrate Valentine's Day o o Win Guylian Chocolates To Celebrate Valertine’s Day join our Listener
Pashed o b _ n [ =1 lef'EU - e R e —— Ck..‘bfodcg
lownloa

thern teday \u
| |oin our
Listener

Source: Clyde 2 and Forth 2 websites (Guylian Chocolates campaign).

3.27  Similarly, Figure 20 shows a concurrent promotion run across Clyde 1 and Forth 1 (and
advertised on both of their websites).

4 Appendix L, Paragraph 184.
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Figure 20
Example of Bundled S&P campaign on Bauer’s stations

T

v) *ra—uﬁm )

V. [T ﬁd
n [ )

i o e~

DD .«
E Text PAY 1o B7103 - ;otrrrsnn:u.a\:ouss:oﬂ

=

Clyde 2 and Forth 2 websites (Arnold Clark campaign).

Indeed, Bauer’s stations afford it the flexibility to offer S&P campaigns across the whole
region, just East or just West. Moreover, Global notes that Bauer’s portfolio enables it
to offer customers a high degree of flexibility with their campaigns — for example, the
customer shown in Figure 20 was able to offer listeners a prize of £50,000 in Glasgow
and a different prize of £40,000 in Edinburgh. Bauer will therefore remain a highly
effective competitor in relation to S&P as well as for all Central Scotland regional
campaigns.

Bauer’s Clyde and Forth are much better radio alternatives to Real than Capital

In addition to being the strongest radio stations across the Central Scotland region in
terms of listening shares and reach, Bauer’s stations are much better radio alternatives
to Real than Capital in terms of demographics.

Indeed, the CC accepts that:
“Real and Bauer FM stations have a similar average age of listeners (around 40

years old) whereas Capital reaches a younger age on average, with an average
listener age of 33 years.”42

42 Appendix L, Paragraph 170.
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3.31 Real expressly targets listeners aged 25 to 44.

3.32 The CC has received clear evidence that Forth 1 and Clyde 1 target this same
demographic — this is further confirmed by Bauer’s media pack extracts below.

Figure 21
Extract from Bauer’s Clyde 1 fact sheet

CLYDE 1 LISTENER PROFILE:

Reach: 624,000 Average Hours: 8.3
Reach % in TSA: 33.7 % Commercial Market Share: 25.6 %
Total Hours: 5,162,000 All Radio Market Share: 15.8 %

GENDER RATIO ABC1 PROFILE

47.6%

. 9% of ABC1 Profile

TARGET DEMOGRAPHIC AGE

15 18 25

Source: RAJAR Q4 2012; profiles based on reach

Source:Bauer.43

43 http://radio.bauermediaadvertising.com/stations/detail/clyde_1/
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Figure 22
Extract from Bauer’s Forth 1 fact sheet

FORTH ONE LISTENER PROFILE:

Reach: 346,000 Average Hours: 8.4
Reach % in TSA: 3% Commercial Market Share: 27.6 %
Total Hours: 2,911,000 All Radio Market Share: 15.6 %

GENDER RATIO ABC1 PROFILE

52.9%

. % of ABC1 Profile

TARGET DEMOGRAPHIC AGE

15 18 25

Source: RAJAR Q4 2012; profiles based on reach

Source: Bauer.44

3.33  As a result, the average age actually reached by Real, Clyde 1 and Forth 1 is almost
identical — Capital has an average listener age of 34, whereas Real has an average age
of 40, Forth 1 has an average listener age of 41 and Clyde 1 has an average listener
age of 40 (see Figure 23).

44 http://radio.bauermediaadvertising.com/stations/detail/forth_one
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Figure 23
Brand Map of Parties’ and Bauer’s Stations — Central Scotland

Scotland
Lo
-~ /
- rag
‘ . r Awer
i
Yemale
Source: RAJAR demographics data, average of Q1-Q4, 2011.
3.34 In addition, the CC has not yet taken into account the parties’ internal documents which

3.35

3.36

3.37

illustrate that:
0] The parties’ seldom refer to other radio stations in their customer pitches; and

(ii) In the small number of instances where they do refer to other radio, they refer to
Bauer’s stations (not each others’ stations).

Of the [$<] customer pitches submitted for Scotland ([¢<]), only [$<] refer to other radio
stations. [K] are Real pitches which refer extensively to Clyde 1 and [<] is a Smooth
pitch which similarly refers to Clyde 1. These are considered below. 45

RSL's [8<] pitch#® highlights that: [5<].

This pitch also compares the reach of Real with Clyde 1 in the Real TSA (see Figure
24).

45 RSL notes that Real’s [5<] pitch (Annex 17.B084) includes a slide comparing Real’s reach to all radio stations in
Scotland, including the BBC stations (Radio 2 and Radio 4) and national stations (specifically Classic FM). This slide
is excluded from this analysis.

46 Annex 17B.083 of RSL's Response to the CC’s Initial Factual Information request.
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3.38  This pitch makes no reference whatsoever to Capital.

Figure 24
[X]

3.39 RSLs itch47 highlights that: [<].

3.40 Similarly, this pitch compares Real’s reach with that of Clyde 1 in the Real TSA (see
Figure 25) and makes no reference whatsoever to Capital.

Figure 25
[X]

3.41  Finally, Smooth’s pitch to [¢<] highlights that: [<].
3.42  Again, no reference is made to Capital.

Figure 26
[X]

Figure 27
[X]

3.43  An analysis of these documents would therefore show that Real’s target customers view
Clyde 1 (and Forth 1) as much better radio alternatives to Real than Capital.

Clyde and Forth are much better radio alternatives to Capital than Real for advertisers
seeking regional coverage

3.44  In addition, for non-contracted customers less focused on demographics and targeting
an audience across Central Scotland, Bauer’s stations are much better alternatives to
Capital than Real.

3.45 Bauer’s stations play a mainstream mix of music that also appeals to listeners in the
Capital demographic (i.e. adults aged 15-34) and - critically - have a significantly higher
share of listening and reach than Real in relation to this demographic.

47 Annex 17B.085 of RSL's Response to the CC’s Initial Factual Information request.
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Figure 28
Reach of regional commercial stations — Capital demographic (15-34)
Station Reach (%)
Forth 1 and Clyde 1 39%
Capital 30%
Real 25%
Source: Rajar Q3 2012. (Regional stations only, incl. Central FM)
Figure 29

Listening share of regional commercial stations — Capital demographic (15-34)

Station Listening share (%)

Capital 44%

Forth 1 and Clyde 1 38%

Real 27%
Source: Rajar Q3 2012. (Regional stations only, incl. Central FM)

Forth is also a much better radio alternative to Capital than Real for advertisers seeking
coverage in Edinburgh and surrounding areas only

3.46 Real is not an option for customers wishing to reach advertisers in Edinburgh and
surrounding areas, as this would involve significant wastage — 59% of the population
reached by Real falls outside of Edinburgh (thus the advertisement would be irrelevant
to more than half of the listeners reached).48 For these local customers, Bauer’s Forth 1
is a much better radio alternative to Capital than Real in geographic terms.

3.47 It therefore follows from the CC’s own analysis that there is no group of non-contracted
advertisers in any part of Scotland for whom Real and Capital are the closest
alternatives.

Real and Capital are not the best alternatives for the majority of Capital’s non-
contracted customer in Central Scotland

3.48 The majority of Capital’'s non-contracted revenues ([¢<]%) relate to campaigns run on
only the East transmitter or West transmitter — i.e. fewer than half of Capital’s revenues
relate to campaigns using both of these transmitters and therefore broadcast across the
whole Central Scotland region. Capital’'s customers are predominantly local customers,
not regional customers. By contrast, Real’'s customers are all interested in achieving
regional coverage since Real can only be bought for the whole Central Scotland region.

Conclusion

48 Rajar Q3 2012.
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Within radio, the merger will not significantly change the outside options for either
Capital or Real’'s non-contracted customers in Central Scotland. Their best alternative
radio options pre-merger were Bauer’s stations and this remains the case post merger.

This conclusion is consistent with the key results of the Existing Customers and Lost
Opportunities surveys, which provide strong evidence that non-contracted advertisers in
Central Scotland consider other radio stations to be better alternatives to the parties’
stations than the parties’ stations are for each other. The Existing Customers survey
shows that, in Scotland, 23% of respondents would switch at least some spend to third-
party radio stations if their chosen station were not available, while only 5% would
switch at least some spend to the other merging party's radio stations. The Lost
Opportunity survey shows that, in Scotland, while 52% of Global respondents used
other radio stations for the campaign Global pitched for unsuccessfully, only 4% of
respondents said they used a RSL station.

Accordingly, Global strongly urges the CC to re-evaluate the evidence before it, as well
as new evidence that is being made available to it, with a view to reaching a final
conclusion that the merger will not give rise to an SLC in Central Scotland.
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1. Introduction and summary

The Provisional Findings (PFs) conclude that the proposed transaction is likely to give rise to a
substantial | essening of comp etition in 7 region s. The key evidence that underpin s that
conclusion is the results of the CC’s Price Concentration Analysis (PCA). In particular:

e The CC claims that the PCA demon strates that advertisers currently pay on averag e
higher prices for radio advertising where there are fewer strong radio alternatives (i.e.
that the number of radio alternatives is a significant driver of radio prices).1 This is
used to justify the CC’s regional competitive assessment which focuses solely on the
reduction in the number of effective radio alternatives (i.e. excludin g non-radio media
alternatives). Abse ntth ese resultst he CC would have no j ustification for thi s
approach given that it accepts that the maijority of advertisers do not view the parties
as close competitors and consider non-radio media as an effective alternative.?

e The CC claims that the PCA demo nstrates that the numbe r campaigns which are not
easily substitutable for other media is “significant” and therefore that a reduction in the
number of strong radio alternativ es woul dlea dto a sub__ stantial le ssening of
competition (i.e. satisfying its legal test).> Absent this evidence, the CC would have no
justification for claiming that the reduction in competition arising from the merger would
be substantial, particularly as it has accepted that a small proportion of advertisers (i.e.
9%-11%) on average would have their outside options affected.

This paper responds to these claims. It summarises evidence already presented to the CC in a
staff level meeting on 22M February and builds on RBB’s first submission on the PCA results of
28" January 2013.

As we demonstrate below, the results of the PCA model are not robust — i.e. under the large
majority of robustness checks advocated by th e CC no relationship between radio prices and
concentration are  observed.* This fund amentally undermines the CC’s regi onal
competitive assessment of the transaction as there is no basis for focu ssing only on the
radio alternatives within each region or for concluding that a reduction in the number of
radio competitors will lead to a subs tantial lessening of competition. The CC should
reassess competition at the regi onal level taking account of co mpetition from non-radio media
alternatives.

As discussed with the CC in the staff level meeting, we have un dertaken the following three
step process to test the robu stness of the CC’s PCA model. We note that all code a nd data
used to produce these results has been submitted to the CC following that m eeting. The CC

PF para. 7.8 “ we note the re sults of our price- concentration anal ysis t hat showed tha t non- contracted advertisers in area s with
relatively weak radio alternatives generally face higher prices.”

See Response to Compe ition Commission Provisional Findings Report Part 1: Global’s principal comments.

PF, para. 6.109(a). “Our price-concentration analysis shows that the presence of good radio alternatives affects price and therefore
that the number of such campaigns which are not easily substitutable for other media is significant”

This conclusion is in line with evidence submitted by RBB on 28 January 2013. We have reflected in our latest results comments
made by the CC in its PFs.

RBB Economics Page 2
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has also confirmed that it can replicate these results in full. It is therefo re clear on the basis of
the CC’s own analysis that the PCA results are not robust.

e Step 1: Remove agreed anomalies. When we remove agreed anomalies — i.e. Gold
Sussex a nd one result from Gold Home Counties we observe no sta tistically
significant relationship in 2 of 4 models. The claim that this model is robust to these
changes is incorrect.’

e Step 2: undertake agreed robustness checks having removed agreed anomalies.
When we remove the agreed anomalies and undertake robustness checks employed by
the CC — including removing the split between direct and indirect customers and using a
log specification — we observe no statistically significant relationship in the large
majority of models. There is no sound basis for a rguing that th e model is robust to
these agreed robustness checks.®

In addition to thes e robustness checks we also implement an alternative “fixed e ffects”
model which controls for time invariant unobserved factors which may affect radio stations’ CPT
rates and therefore offers significant benefits over the CC’s model which does not do so. This is
our preferred model and suggests no statistically significant relationship between price and
concentration. This strongly supports the conclusions above — i.e. that the CC’s model is not
robust to ch anges in specification. We note he re that the fixed effects mo delis a strongly
preferred alternative from an academic perspective as it allows us to control for factors that we
cannot observe which vary across regions. It has been possible to implement this model in the
additional time given t o respond to this pap er.” A se parate paper drafted by P roffessor Joao
Santos Silva discusses separately the merits of the fixed effects model.

Table 1 below presents a summary of our findings after making these adj ustments and which
the CC has confirmed it can replicate. As is clear, when the appropriate adjustments are made
we o bserve no sta tistically s ignificant relation ship between price and concen tration in
the radio segment in the vast majority of cases.

Moreover, we note that there is no sound basis for the approach which places any weight
on s tatistically insignificant results - statistical significanceis ab asic and well a ccepted
benchmark for inte rpreting any e conometric results and we are not aware of any cases where
the CC has been willing to place weight on results that are not statistically significant

We note that the PFs accept that these data points are erroneous. Paragraph 34 notes hat “Global provided evidence that its mis-
allocation of one particular re venue stream had led to an imp lausibly high CPT for Gold Sussex in seven out of the 16
quarters for whic h we used data in our analysis .” Footnote 26 of Appe ndix | notes that “In addition to Gol d Sussex in 2011
and 2012, we saw one other anomalous observation ”. We note tha t the PFs appear to in correctly assert that the models are
robust to he removal of these data points (see sec ion 3).

We note that the PFs appear to incorrec ly assert that the models are robust to these checks (see section 4 and 5).

The original deadli ne for response to the CC’s PCA analy sis allowed us only 5 working days to re spond. It w as not possible to
consider alternatives specifications in this timeframe.

RBB Economics Page 3



PRIVILEGED & CONFIDENTIAL

Table 1: Summary of results under different model specifications

Step 1 — remove fixed effects
agreed anomalies Step 2 - run agreed robustness checks* model*
Exclude Gold Remove dire.ctl.indi.rect
Sussex and outlier customer distinction Log specification Fixed effects

No statistical significance No statistical significance

No statistical No statistical

_— . in 3 of 4 models (no in all 8 CC models (i.e. _ .
Results significance in 2 of 4 L _ _ ) significance in any
CC models statistical significance on with or without model
all 4 models at 5% level) direct/indirect distinction)

Source: RBB regression analysis. All other aspects of the CC’s models are retained including the C C’s company share
measure. * Agreed anomalies are removed in all models. The fixed effects model is not affected by the removal of these
anomalies — i.e. a statistically significant relationship is not observed even when these observations are included.

These results have profound im plications for the CC’s competitive assessment. We note in
particular that the finding that the PCA results a re not robust undermines the CC’s “regional
competitive assessment” which ignores non-radio competition and is e ntirely premised
on the assumption that a reduction in the number of radio alternatives will give rise to
higher av erage radio prices. A s this evidence is incorrectit has n o evid entiary b asis for
asserting that a reduction in the number of radio alternatives from 3 to 2 or 2 to 1 will give rise to
a substantial lessening of competition or for ignoring the weight of evidence of non-radio media
competition.®

In view of the se issues we consider that the CC should reconsider its competitive assessment
of the merg er and con clude that no SL C is likely due to the stren gth of com petition from no n-
radio media alternatives.

The remainder of this paper presents these results in more detail.

e Section 2 provides a summary of RBB submissions on th e CC’s PCA a nd the CC’s
response in the provisional findings and in a subsequent staff level meeting.

e Section 3 presents results excluding Gold Sussex and the o utlying value id entified by
the CC as anomalous;

e Section 4 presents these results correcting for the unjustified distinction between direct
and indirect advertisers (i.e. the CC’s first agreed robustness check);

e Section 5 presents results for log specifications of the mod el (i.e. the CC’s second
agreed robustness check);

e Section 6 presents the results of the fixed effects model.

e Section7 comments on the impo rtance of stat istical si gnificance i n e conometric
analysis

8 INSERT REFERENCE TO PF RESPONSE PART 1]

RBB Economics
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2. Summary of RBB submissions and CC responses

The CC first pre sented its PCA working paper to the parties on the 18" January. The full code
was then provided on January 22 2013 with a deadline for response of 28" January (i.e. giving
approximately 5 working days to respond).

In the time available for response RBB identified a number of issues with that data used by the
CC in its PCA model.® RBB noted in pa rticular that there were a number of “anomalous” data
points relating to Gold st ations resulting fr om the misallocation of revenue s for cam paigns
where it was booked alongside other stations as part of a package (e.g. where it was booked as
part of Glob al’s non-standard “Limited Edition” discounted airtime packages). RBB advocated
removing Go Id station s from the anal ysis or fo cussing o n “no rmal airtime ” (whi ch ex cluded
these non-standard discount items).

RBB also highlighted a number of more general concerns with the analysis. This included:

e The analysis artificially split the d ata into two categories - cont racted customers that
purchase ai rtime dire ctly from Glob al and tho se that purcha se indire ctly via non-
contracted a gencies. Thisresulted in the creati on of data points that were not
independent.

e The analysis used a mea sure of co ncentration that was not justified — it inclu ded in a
parties’ share audiences of radio stations that advertisers would never actually buy.

e It did not control for local variations in the pricing of non-radio media alternatives. This
was identified as a signifi cant flaw given that the aim of the model was to test whether
the price of non-radio media constrained the price of radio advertising.

In response to these issues the CC accepted that the data-points relating to Gold Sussex as
well as on e data point re lating to Gol d Hom e Co unties were a nomalous —i.e. incorre ct. It
therefore re-ran its mod els excluding these data points as “agreed robu stness checks” to its
model. Co pies of the cod e used to re -run the results were provided to RBB o n 14" February
2013.

The CC explicitly rejected RBB’s more gene ral contention that re sults should remove Gold or
focus on normal airtime — although it d id note that if this approach was taken it reversed the
findings of the model — i.e. no statistically significant relationship was observed between price
and co ncentration.® Itdid so on the basisth at— unlike Gold Sussex— RBBhad n ot

See RBB report: An economic response to the CC Price Concentration Analysis working paper RBB Economics, 28 January 2013
See PF Appendix | para . 34(c) “We also no te th at und er Global’ s two proposed ap proaches (e xcluding all G old statio ns and
excluding non-standard airtime), concentration continues to have a positive effect—higher concentration continues to be associated
with higher prices (though for most specifications the effect is no longer statistically significant).”
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demonstrated that these data points were erroneous as the observed CPT rates were not above
those on comparable Heart stations."’

In respect of RBB’s comm ents on the a rtificial “direct/indirect” split, the CC did not provide a ny
response as to why it con sidered this approach to be appropriate. Neverth eless the PFs do
include as an “agreed robustness check” a specification of the model that re moves this split.
The PFs also include one further “agreed robustness check” in the form of a log spe cification of
the model.

Finally, the CC rejected RBB’s general concerns regarding the construction of variables and the
shortcomings of the mod el in faili ng to co rrectly control fo rt he p rice of non-radio m edia
alternatives. We do not  discuss the se issu es fu rther h ere b ut note thatthe CCha sno
adequately addressed a number of our concerns.™

In view of the above, the approach we take in th is response is to focus only on results where
there is agreement between RBB and the CC. T hat is, we use the variables used by the CC
and only exclude from ou r analysis “agreed anomalies”. We th en pro ceed to unde rtake the
“agreed robu stness che cks” und ertaken by the CC rem oving th ese agreed data a nomalies.
We note that we have received further email correspondence from the CC that it has been able
to replicate all of the results in this paper and has expressed no concerns with RBB’s results or
analysis.13 Finally we pre sent an alternat ive fixed e ffects specification of the CC’s PCA mode |
which ta kes account of “t ime invari ant” un observed factors which may affect radi o station
pricing.

As we discuss below we observe no robus t statistically significant rela tionship between
price and concentration under any of these alternative specifications.

The PFs note i n this regard that “Global had nev er previously drawn our a ttention to its mis-allocation of this particular re venue
stream”. We note in this regard that a meeting with the CC to discuss the pricing da ta was explicitly requested by RBB at the
beginning of this process to discuss issues such as these. The CC however postponed that meeting and did not seek to reschedule
it. Had that meeting taken place issues such as this could have been dealt with at a far earlier stage.

For example, the CC has noted that “regional dummie s” would control effe ctively for variations in the strength of competition from
non-radio media across regions. However, those dummies also pick up a range of other regional factors that affect price and may
not therefore adeq uately proxy for v ariations in the strength on non-radio compe ition. More over, they do not control for |ocal
variations in the strength of non-radio media competition.

See email from Tim Jarvis on 04™ March 2013.
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3. Summary of results excluding Gold Sussex and one outlier
identified by the CC

Any statistical model must be based on data that is not demonstrably incorrect or misleading. In
this regard, we understand from Appendix | of t he CC’s provisional findings that it ag rees that
results relating to Gol d Sussex and one o utlying result for G old Hom e Co unties should be
removed from the data.’* '° There was also agreement at the staff level meeting that these data
points should be remove d from the an alysis and the CC p rovided stata cod e to RBB wh ich
excluded these data points as discussed above. This is in contrast to results generally for Gold
stations or n on-standard airtime where the CC a rgues that in sufficient information ha s been
provided to remove the results. We th erefore understand that t here is ag reement that t hese
results should be removed from any further analysis to avoid distortions from misleading data.

The CC has claimed in its Provisi onal Findings th at the removal of the se agreed anomalies
does not affect the results. The Provisional Findings state in particular that:

“If we exclude just Gold Sussex from the data, it makes little difference to our
estimated effects—that is the esti mated co efficients on con centration a re
robust to the exclu sion of the o bservations which appearto h ave be en
affected by Global’s mis-allocation of its revenue from Limited Edition airtime
packages. “ (paragraph 34(b) of Appendix )

We believe that this statement is incorrect and not supported by the data or the CC’s own
analysis.

Table 1 presents the results of regression results using the CC’s methodology. The corrections
made in this model are only to remove Gold Sussex and one outlying value which the CC’s PF’s
accept are misleading and the result of data errors. We retain a Il other aspe cts of the CC’s
model.

Paragraph 34 notes that “Global provided evidence that its mis-allocation of one par ticular revenue str eam had led to an
implausibly high CPT for Gold Sus sex in seven out of the 16 quarte rs for wh ich we us ed data in our analysis. We note,
however, that Global did not provide similar evidence for any other Gold station. We compared average CPTs for other Gold stations
with average CPTs for Heart stations in the same area, but did not see evidence of a similar problem for the other Gold stations.
Therefore, we do not consider that Global has provided adequate reason to exclude all Gold stations from the analysis, nor to limit
the data to ‘ standard airtime’, ie to exclude from t he analysis Limite d Edition and all other non-standard re venue.” Footnote 26 of
Appendix | notes that “In addition to Gold Sussex in 2011 and 2012, we saw one other anomalous observation”

In the staff level meeting the CC raised the question of whether the accuracy of other data points could be guaranteed. We note for
the reasons discussed in our previous analysis that they may not be. However, as the CC rejected our analysis we have focused on
the agreed anomalies. We do not consider that we would be able to develop a systematic test for including or excluding data points
that the CC would agree with. We further note that it is ultimately up to th e CC to determine i f the data is reliable given that it has
proposed the PCA analysis.

RBB Economics
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Table 1: Summary of results of CC’s PCA models — Gold Sussex and outlier indentified by CC excluded

Coefficient estimates

Specification 1: HHI, no regional dummies

Specification 2: Company share, no regional dummies

Specification 3 HHI, with regional dummies

Specification 4 Company share, with regional
dummies

Source: RAJAR listening share data provided by the CC. CC results taken directly from PCA working paper. CPT values
based on Global and RSL transaction level data, calculated by RBB. Significance at *10% level, **5% level, ***1% level.

Table 1 demonstrates that:

e Using this model with the corrections advocated by the CC we find that 2 of the 4 CC
specifications show no sta tistically significant relationship between pri ce and
concentration.

e This invalidates the statement made in the provisional findings that removing these
data p oints “makes little difference to our e stimated effe cts—that is the estimated
coefficients on co ncentration a re robust to the excl usion of the observatio ns which
appear to ha ve be en affe cted by Glob al’s mis-allocation of its reve nue from Lim ited

Edition airtime packages”.'® "’

e We note h ere that that the CC  sent through stata cod es that itused toru n this
robustness check on 14" February 2013. When we run tho se codes we observe the
same results - i.e. that 2 of 4 models do not show a statistically sig nificant relationshop
between price and concentration. The CC’s own analysis therefore demonstrates that
the models are not robust to this correction.

e We note that further that it would be incorrect to suggest that the remaining two models
that do exhibit a statistically significa nt rela tionship are “rob ust” in this con text. In
particular, this analysis confirms that the model overall is not robust to changes in the
measure of concentration advocated by the CC in its original a nalysis. As there is no
reason to prefer one measure of concentration over another (and the CC has expressed
no prefe rence for any particula r mod el), this serve s to sugg est that the relationship
between price and co ncentration is not robust — i.e. the results change as we flex the
measure of concentration that we employ.

6 See paragraph 34(b) of Appendix I.

7 We note here that the CC sent through codes that it used to run this robustness check on 14" February 2013.
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4. Summary of results without CC data split

As noted i n our original report the CC’s sampling approach splits the sampl e between n on-
contracted customers t hat pur chase a irtime di rectly from Global an d th ose that p urchase
indirectly via non-co ntracted ag encies. We note thatthe CC hasinthe P F's considered
whether the model is “robust” to the removal of this distinction bet ween direct and indi rect
customers. In particular the PF’s note that:

“In order to check whethe r our sepa rate weig hted average CPTs for dire ct
and agency customers affected the re sults, we recal culated the regression
with a single weighted average CPT. The re sults were sim ilar.” (CC PF’s
Appendix | paragraph 25)

We disagree both with the continued use of a model that r etains this split and with the
statement that the r esults ar e “similar” (i.e. tha tth ere r emains ar obust statistical
relationship between price and concentration when this split is removed)

(i)  No sound basis for the continued use of a model with direct/indirect split

As noted i n our original report the CC’s sampling approach splits the sampl e between n on-
contracted customers t hat pur chase a irtime di rectly from Global an d th ose that p urchase
indirectly via non-contracted agencies. By splitting th e data in this way the CC has effectivel y
doubled the size of its sample by introducing two observations per quarter and by station —i.e.
one for di rect customers and on e for cu stomers th at purcha sed indire ctly via non-cont racted
agencies.

However, this artificial creation of sample is unjustified. In particular we note that it may only be
appropriate t o di stinguish betw een custome rsin this way if there exhi bited sy stematic
differences in the price they paid for airtime. The CC’s model confirms that this is not the case -
the “dummy variable” for indirect and direct purchasing of airtime is not found to be stati stically
significant in the model. Moreover, we note that splitting airtime purchases in this way reduces
significantly the number of individual campaign observations which make up each quarterly CPT
estimate. We note for ex ample that o n Capital L ondon only 8 campaign entries ma ke up the
CPT estimate for dire ct customers in Q1 2011 (i.e. the high est CPT estimate in an area where
Global has a high company share).

A further risk in splitting the data in thiswa yis thatit cre ates data points that a re hi ghly
correlated with one another, casting doubts on the results obtained with procedures that do not
account for t his feature of the data. We note i n this regard that t he CPT rates for di rect and
indirect customers exhibit a significant degree of correlation — i.e. over 70%.

We note further that the CC’s provisional findings do not provide any response to these issues,
nor do they provide an economic justification for this approach.

On this basis we conclude here (as we did in our initial report) that the appropriate specification
of the CC’s PCA should not artificially split the sample in this way.
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(i)  No soun d basis for clai m that th ere exists ar obust s tatistical relatio nship
between price and concentration under this specification

We believe that the PF’s are factually incorrect in stating that results are “similar’ under
this specification — i.e. that there remains a statistically significant relationship between
price and concentration.

Table 2 presents the results of regression results where the direct/indirect split is removed. We
remove agreed anomalies from this model — an approach which is clearly appropriate given that
both RBB and the CC consider that these results are likely to be incorrect and misleading. We
retain all other aspects of the CC’s model.

Table 2: Summary of results of CC’s PCA models — Gold Sussex and outlier indentified by CC excluded and CC
data split removed

Coefficient estimates

Specification 1: HHI, no regional dummies

Specification 2: Company share, no regional dummies

Specification 3 HHI, with regional dummies

Specification 4 Company share, with regional
dummies .0081*

Source: RAJAR listening share data provided by the CC. CC results taken directly from PCA working paper. CPT values
based on Global and RSL transaction level data, calculated by RBB. Significance at * 10% level, **5% level, ***1% level.

Table 2 demonstrates that:

e Using this m odel we find that all 4 CC spe cifications sh ow n o statistically significant
relationship between price and concentration at the 5% significance level. Only 1 model
shows significance at the 10% level.

e This invalidates the statement made in the p rovisional findin gs that “The re sults
were sim ilar” under thi s spe cification (i.e. that there wa s a co nsistent stati stically
significant relationship between price and concentration under this specification).18

e We note further that it would be incorrect to suggest that the remaining model that does
exhibit a statistically significant relationship is “robust” in this context. In particular:

o this analysis confirms that the m odel overallis not robust to changes in the
measure of con centration used o rtot he inclu sion or exclu sion of regional
dummies. As there is no reason to p refer one me asure of con centration over
another (and the CC has not expressed any preference for a particular model in
its assessment), this serves to suggest that the relationship between price and

18

See paragraph 34(b) of Appendix I.
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concentration is not robu st — i.e. the results change as we flex the measure of
concentration that we employ or when regional dummies are included.

o the model where statisti cal significance is ide ntified only exhibi ts statisti cal
significance at the 10% level of signi  ficance. This is an extremely wea k
statistical finding, particularly in view of the large sample size used to estimate
this model. We note here that good economic practice would be to dismiss
these results as non-significant in these circumstances.

e We note that the reason for the difference in our results and the CC'’s results appear to
be that that the CC has not removed agreed anomalies before undertaking this further
check.” Thi s app roach is unju stified - agreed ano malies must clearly be re moved
before a ny further che cks to the data ar e unde rtaken for tho se che cks to have any
relevance.

¥ This is confirmed by an analysis of codes sent through by the CC on 18th February 2013.

RBB Economics Page 11



PRIVILEGED & CONFIDENTIAL

5. Robustness test — log specification

We note that the CC has in the PF’s considered whether the model is “robust” to the application
of a log specification. In particular the PF’s note that:

“As a fu rther che ck, in re lation to specifications 3 and 4 we e stimated a
slightly different regression equation, which related the log of non-contracted
CPT to the log of HHI and log of company share. Results for these versions
of spe cification 3 and 4 were similar: HHI and co mpany sh are rem ained
statistically significant and the coefficients on the ot her e xplanatory fa ctors
remained similar. This fu rther analysis suggests the results are robust” (CC
PF’s Appendix | paragraph 25)

We believ e that the PF’ s are fac tually incorrect in stating that there exists a ro bust
statistical relationship between price and concentration under this specification.

Table 3 presents the results of regression results using a log model as described by the CC (i.e.
one where we regress the log of CPT rates on the log of con centration measures). Again we
continue to exclude the agreed anomalies from this analysis. We retain all other aspects of the
CC’s model.

Table 3: Summary of results of CC’s PCA models — Log /Log model with Gold Sussex and outlier indentified by
CC removed

Coefficient estimates

Direct/indirect split retained Direct/indirect split removed

Specification 1: HHI, no regional
dummies

Specification 2: Company share,
no regional dummies

Specification 3 HHI, with
regional dummies

Specification 4 Company share,
with regional dummies

Number of observations 1623 813

Source: RAJAR listening share data provided by the CC. CC results taken directly from PCA working paper. CPT values
based on Global and RSL transaction level data, calculated by RBB. Significance at *10% level, **5% level, ***1% level.

Table 3 demonstrates that:

e Using this model we find all of the 8 CC sp ecifications show no statistically sig nificant
relationship between price and concentration.
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e This invalidates the s tatement made i n the prov isional findings that “This further
analysis sug gests the re sults are ro bust” (i.e. that there was a consi stent statistically
significant relationship between price and concentration under this specification).20

e We note that the reason for the difference in our results and the CC'’s results appear to
be that that the CC has not removed agreed anomalies before undertaking this further
check.?' This approa chis entirely unj ustified - agreed a nomalies must cl early be
removed before any further checks to the data are undertaken for those checks to have
any relevance.

20

See paragraph 34(b) of Appendix I.
2 This is confirmed by an analysis of codes sent through by the CC on 18th February 2013. The CC also fails to log the price variable
as the PFs claim it has done.
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6. Fixed effects model

In the further time available for this submission we have also considered the appropriateness of
other aspects of the CC’s PCA model specification.

We note in particular that the dataset used by the CC is in fact a “panel” (i.e. it has cross-section
and time series elements). We note that the benefit of a panel is that this can be used to control
for unob served “time inva riant” factors which may systematically impact on station level CPT
rates and which m ay therefo re give rise to a bi asinthe results of a standard regression
specification such as that employed by the CC.

In the working level staff PCA meeting where the fixed effects m odel was presented to the CC
one of a small numb er o f questio ns t hat wa s raised was whether we were able to ide ntify
unobserved factors which may have driven the  CC'’s findi ngs of a significant relation  ship
between price and concentration. That is, were we able to point to hypoth etical fa ctors that
would explain high prices in high radio concentration areas. We note however that o ne of the
benefits of th e fixed effect s model is that we do not need to id entify explicitly the un observed
factors which drive these results. If, under the fixed effects model, the price concentration result
disappears, that in itself i s sufficient to suggest that there are indeed factors that we do not
observe that are driving the observed price concentration relationship.22

The fixed effects model is particularly relevant in this case as there is sufficient “within station”
variation to allow for the accurate testing of the relationship between price and concentratio n.%
This i s d emonstrated in T able 4 below whi ch shows that the re is on average a si gnificant
degree of variation in both the HHI measure and Company share measure within radio stations
(i.e. 30%). This negates standard concerns with that model.?*

2 Notwithstanding this we do ho wever note that plausible factors include the strength of competition from other me dia. Area s with

fewer radio al ternatives may tend to be those with smaller available audiences as radio stations will tend to only be viable where
there exists a sufficient audience to warrant the fixed costs associated with setting up and running a station. In areas with scarce
audience the price of non-radio media may also tend to be higher — non-radio media alternatives such as the press will have a small
“audience capacity” to sell to advertisers which will tend to increase the price of reaching each listener (i.e. their equivalent “cost per
hit” rate). In these areas the fixed costs of running media operations such as newspapers will also be higher per unit of advertising
sold. As newspapers are a predominantly fixed cost business those higher average fixed costs may further impact upon the pricing
decision of those media operators (i.e. prices may tend to b e higher on a “per audience” basis to ensure the recoupment of fixed
costs). Hence, we may expect the price of non-radio media to be hig her in areas w here we observe higher radio station pricing
and higher concentration in the radio segment. If, as the parties’ stations argue, they set their prices in response to compe ition from
non-radio media then this would result in CPT ra tes being higher w hen the price of non-radio media is higher (ie. in area s with
smaller audien ces and hence highe rradio con centration). Igno ring th at relationship w ould how ever gi ve rise to the in correct
inference that those higher prices are driven by higher concentration in the radio segment. This is not inconsistent with the argument
that non-radio media is an effective constraint across all areas — although areas with higher non-radio media prices will also have

higher radio prices, an increase in the relative price of radio may still result in advertisers switching to non-radio media.

3 We note for example that over 75% of stations in our sample exhibit a change in company share and HHI of o ver 15% over he

relevant period.

2% If the CC were concerned that a lack of variation would invalidate the fixed effects model an alternative would be a random e ffects

model. That model again shows no statistically significant relationship between price and concentration.
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Table 1: Change in concentration within radio station TSAs

HHI Com pany Share
Proportion of stations with 15%
change in concentration measure 79% 75%
Proportion of stations with 20%
change in concentration measure 51% 58%
Proportion of stations with 25%
change in concentration measure 42% 40%
Average change 30% 28%

Notes: Change is measured as the percentage difference between the minimum and the maximum values
of HHI/Company share for a particular radio station.

Table 4 presents the re sults of regre ssion results usin g a fixe d effects mo del. Again we
continue to exclude the agreed anomalies from this analysis as discussed above but retain all
other aspects of the CC’s model including their company share measure.”

Table 4: Summary of results of CC’s PCA models - fixed effects model with Gold Sussex and outlier indentified
by CC removed

Coefficient estimates

Direct/indirect split retained Direct/indirect split removed

Specification 1: HHI, no regional
dummies

Specification 2: Company share, no
regional dummies

Specification 3 HHI, with regional
dummies

Specification 4 Company share, with
regional dummies

Number of observations

Source: RAJAR listening share data provided by the CC. CC results taken directly from PCA working paper. CPT values
based on Global and RSL transaction level data, calculated by RBB. Significance at * 10% level, **5% level, ***1% level.
Note that results are the sa me irrespective of the inclus ion of regio nal dummies. T his is because t hese dummies are
removed automatically under this specification as they are perfectly correlated with the station dummies.

Table 4 demonstrates that:

e Using this model we find that none of the specifications exhibit a statistically significant
relationship between price and concentration.

% We note that results do not change if the anomalies are not retained.
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e The coefficient estimate s in this model can be see nto be nearzero and fl uctuate
between bein g positive an d negative d epending on specification — stron gly indicating
that there exists no positive relationship between price and concentration.

e This therefore supports the conclusion that the CC’s model is not robust to changes in
specification. It also indicates that the positive relationship identified by the CC may be
driven by the bias resulting from failing to a ccount for th e unobserved time i nvariant
factors which affect prices across local areas.
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7. Comment on inference from statistically insignificant results

As noted above, our an alysis find s no statisti cally signifi cant rel ationship bet ween price and
radio concentration. This therefore inv alidates the claims in the PF’s that such a statisti cally
significant relationship is observed in the data.

However, we note that the CC’s provisional findings appear to suggest that it would be willing to
draw inference from coefficient estimates that are statistically insignificant but that nonet heless
show a positive relationship between price and concentration. The PF’s note for example that:

“under Global’s two propo sed app roaches (e xcluding all G old stations and
excluding non-standard airtime), conce ntration continues to have a positive
effect—higher con centration continu es to be a ssociated with higher prices
(though for most specifications the effect is no longer statistically significant”
(Appendix | paragraph 34(a))”

We strongly disa gree with this app roach — statistical signifi cance is a b asic ben chmark for
interpreting any econometric results and we are not aware of any cases where the CC has been
willing to place weight on results that are not statistically significant. We note in particular that:

e The definition of a statistically significa nt result is “one that is unlikely to ha ve occurred
by chan ce”? By inference, a statistically insi  gnificant re sultis one that ma_y have
occurred by chance, and cannot form the basis of a finding of a causal rel ationship

between concentration and price.

e Econometric analysis is, by its nature a statistical means of assessing (with confidence)
whether there exist signifi cant relationship between a dependent variable (in this case
CPT rate s) and a (p otentially significa nt numbe r) o f depend ent variable s. Drawi ng
inference from statistically insignificant results would serve to un dermine the value of
these methods as analytical tools.

e Forthese reasons (to the best of our kno wledge) we are not aware of any instan ces
where the Competition Commi ssion has co nsidered statistically insignificant PCA
results in previous cases.

On this b asis our view i s that no wei ght can be placed on in significant re sults in the P CA
analysis.

% EC Commission best practice guidance on the submission of economic evidence
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Notes on the use of the fixed effects estimator
in the price concentration analysis

J.M.C. Santos Silva, PhD (Bristol)*

28 February 2013

The Competition Commission (CC) has performed a price concentration analysis
to study whether the average price paid for advertising in a radio station is related
to measures of radio station alternatives.

For this study the CC uses a panel with quarterly data from Q4:2008 to Q3:2012
for 57 local Global or GMG radio stations. The CC then splits each of these obser-
vations into two by considering that for each station and each quarter there are two
observations: one with the cost per thousand impacts (CPT) for direct customers and
another for customers who book advertising through an agency. In short, there are
multiple observations per station both because of the time dimension of the panel and
also because of the CC’s decision to split the data into direct and agent customers;
these observations are likely to be strongly correlated.

The CC uses this dataset to estimate by ordinary least squares (OLS) models in
which the CPT depends on a measure of radio station alternatives and on some ob-
served characteristics of the stations. This approach is unsatisfactory on two counts.
First, the estimation method used does not account for the likely correlation between
observations form the same station and therefore it is inefficient. Second, and more
seriously, by using OLS to estimate the models of interest the CC does not take

advantage of the main reason to use panel data: the ability to eliminate an import-

*Professor of Economics. Email: jmcss@btinternet.com



ant source of omitted-variable bias (see, e.g., Wooldridge, 2013, pp. 443-444). Indeed,
using appropriate estimation methods, the availability of panel data permits the elim-
ination of the bias caused by the unobservability of time-invariant characteristics of
the stations that are correlated with the regressors. Therefore, the results obtained
by the CC are based on an estimator that is almost certainly inefficient and biased.!

Both of these problems can be avoided by using the so-called fixed effects (FE)
estimator. This method can be interpreted as the OLS estimator of an augmented
regression model that includes a dummy variable for each station. These account for
the time-invariant characteristics and therefore remove a potential source of omitted-
variable bias. In parallel, the additional dummies eliminate a source of correlation
between the errors of the observations from the same station.

Naturally the FE estimator has limitations. In particular, its validity depends on
the validity of the (relatively mild) assumptions on which it is based, but these can
be tested.? Also, it does not allow the identification of the effects of time-invariant
regressors (that are sub-summed into the FE), but this is not an issue in the particular
problem we are considering. A related problem is that if the regressor of interest has
little time variation it is difficult to accurately estimate its effect because it is difficult
to distinguish it from the FE. Again, this does not appear to be a major concern in
the context of this particular application.

It is also important to point out that, having ensured that the FE estimator is
valid, it is possible to test whether ignoring the FE leads to bias; this can be done
using the Hausman test that is described in standard textbooks (e.g., Wooldridge,
2013). In case it is found that omitting the FE does not lead to bias, estimation may
be performed using the random-effects estimator which accounts for the correlation

between observations from the same unit (i.e., stations) and therefore is more efficient

that OLS.

IMore precisely, inefficient and inconsistent.

2In this particular application I did not find any indication that the FE estimator would be

invalid.



In summary I would say that the FE estimator is the “gold-standard” in this kind of
analysis and that very strong and objective reasons would be needed not to consider

it the preferred estimator in this particular problem.
REFERENCE

Wooldridge, J.M (2013). Introductory Econometrics: A Modern Approach (5th. Edi-
tion), Cincinnati (OH): South Western.
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1.2

1.3

1.4

Global Radio / Real and Smooth Limited

Overview of Global Radio’s non-contracted commercial strategies and internal

documents evidencing key promotional initiatives

Executive Summary

This paper provides an overview of Global’s two most recent commercial strategies
relating to its non-contracted airtime business:

(A) _ , which covers the period || 2nd
(B) _ , Which covers the period_

In addition, this paper presents evidence from Global’s internal documents relating to
the key promotional initiatives introduced under the above strategies which
demonstrates that Global’s non-contracted airtime business model is focused on
competing with non-radio media for share of advertising revenues.

Section 2 sets out the background to_

When Global acquired GCap in 2008, the business was suffering from a rapid and very
serious decline — both its listening hour< I had slumped dramatically since

its formation three years earlier (by approximately 20% || NN RN -

help diagnose the issues facing Global’s non-contracted airtime business and to
formulate recommendations on how to drive sales. - concluded that:

(A) Global needed to better capitalise on the opportunity to attract advertisers away
fron- non-radio media, in particular local and regional press. Given the
size of the local and regional press sector (12% of the total UK advertising
market in 2009, compared to total radio’s 2.8%?2 - of which non-contracted
advertising only accounts for approximately one third), a- local and
regional press sector represented a wealth of potential customers for Global;

(B) Global was Iosing- non-contracted customers through “churn” (i.e..%
of customers were not advertising on Global’s stations in the following year, and

I

1.e. airtime purchased on a campaign by campaign basis pursuant to a spot purchase negotiated directly with one or
more stations on which the campaign will be broadcast. Non-contracted advertising is typically purchased by direct
customers or small agencies.

2 Figures relate to advertising revenues. World Advertising Research Centre (WARC), 2012.
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1.5

1.6

©
]

(D)

Section 3 provides an overview of the_ strateqy

In order to address the three key issues and respond to the key opportunity identified by
-, Global launched the This comprised.
initiatives, each falling under

Section 4 provides an overview of the key - initiatives dealing with the.

These were initiatives introduced in which were concerned with maximising
Global’s non-contracted revenues by

(A) Firstly, these initiatives were aimed at

This paper discusses, in
particular, improvements made to:

(i) how Global monitored the wider media marketplace in order to identify
potential customers, and in turn how it improved its understanding of
those potential customers. Among other improvements, this involved

how Global prepared pitches. Global’s

(ii)

in order to improve the quality of

their customer proposals.

(B) Secondly, Global launched initiatives aimed at introducing

_ targeted at_ clients, particularly those
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using local or regional press (the most important of which are_

I

(C) Thirdly, Global launched initiatives aimed at introducing new products designed
to simplify and facilitate the purchase of non-contracted airtime (such as the
Global-developed website radiorunner.co.uk, which was introduced in response

-

Section 5 then provides an overview of the background to and key elements of Global’s latest

non-contracted commercial strateqv,_

1.7 In preparation for its nex
performance under

strategy, Global assessed its non-contracted sales
initiatives introduced under

1.8 Global recognised, however, that that it was still

In particular, although Global
had succeeded in attracting more customers, it saw an opportunity for growing its

revenues by retaining those customers

1.9 Moreover, Global identified that the competitive marketplace was changing faster than
ever before. In particular, Global recognised that in order to capitalise on the significant
revenue opportunities available in the wider media marketplace, it would benefit from:

(A) taking advantage of opportunities such as the departure of customers from

I =nc the I of local and regional press; and

(B) enhancing the technology behind certain areas of its business model in order to
compete more effectively with new forms of online and digital media.

1.10  Therefore, with the dual aims of building on the initiatives introduced through
and responding to the challenges and opportunities identified above,

Global launched thel N strateoy.

Section 6 provides an overview of the kev_ initiatives designed to respond to the
challenges posed, and opportunities presented, by the changing media landscape

1.11 _ comprises- elements:

“—
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1.12

This section sets out in particular the initiatives introduced under:

(A)

the_" element of Global’s strategy, including:
U

(ii) the designed to attract |}
advertisers

(iii) Global’s pilot daily deals website “welovelocal.com”; and

(iv) Global’s_ strategy; and

®)  the | ¢'ement of Global's strategy, designed to deliver
technological improvements into Global’s business model - in particular plans

for developed in response to the threat of competitors
such as

The suite of initiatives introduced under ||| 2"
demonstrates that at each stage of its non-contracted sales process, Global is focused
on attracting and retaining customers using a range of media solutions.

513366414



2.1

22

23

24

25

Background to Global’s non-contracted commercial strategy_

The GCap business acquired by Global required an urgent strategic overhaul in
order to avoid further major decline

When Global acquired the GCap brands in 2008, it inherited a portfolio of struggling
stations in decline.

GCap’s stations’ share of listening hours had fallen steeply since the 2005 merger of
GWR and Capital — listening hours dropped by 18% between Q1 2005 and Q1 2008

alone. Airtime revenues had- since the GWR/Capital merger — from [}

Moreover, at the time of the GCap merger, the state of commercial radio overall was
suffering from a dramatic decline in revenues. Whilst online advertising revenues
(excluding search) grew by 306% between 2004 and 2008, commercial radio
advertising revenues fell by 17% in nominal terms during the same period (from £545m
in 2004 to £454m).5 Media market analysts such as Enders Analysis predicted that as a
result, commercial radio could die out within 15 to 20 years.®

As subsequently confirmed by_ is discussed
further below?, GCap’s decline was certain to continue absent a radical reinvention of its
business model, including revitalising its sales processes and introducing a commercial
strategy focused on attracting revenues outside of the “shrinking radio pot” —i.e. on
targeting advertisers using other media.

specific issues facing Global’s non-contracted airtime business and to formulate
recommendations on how to drive sales

Following an extensive review of Global’s non-contracted business model

- produced an analysis (the_”)8 which identified three key issues

facing Global’s business and one key opportunity:

(A) Key issue 1: _ share of customers- were “churning” away from
Global’s stations each year (i.e. using other media the next year). As can be
seen from Figure 2.1, advertisers representing approximatel i of revenues

5 World Advertising Research Centre (WARC), 2012.

6 See Guardian Newspaper, “UK commercial radio 'dying out”, 19 March 2009 (available at
http://www.guardian.co.uk/media/2009/mar/19/uk-commercial-radio)

7 see|I attached at Annex 15A(i).001.
8 See_ attached at Annex 15A(i).001.
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in the financial year ending 2007 did not re-advertise on Global’s stations in the
financial year ending 2008 (this represented a loss of approximately [ of
customers by number). Churn the following year,
diagnosing the issue as a

Figure 2.1

The |l concluded that Global could not rely on the repeat business
of customers to deliver revenues but had to instead compete vigorously to,
firstly, win new customers to replace those that leave and, secondly, to
persuade current customers to continue to use its stations.

(B) Key issue 2: Global had
(C) Key issue 3: Global was
and

attached at Annex 15A(i).001.
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(D) Key opportunity 1: The opportunity to attract advertisers away from non-radio

media, in particular local and regional press ||| NG
B (sce Figure 2.2).

Figure 2.2

*
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3. Overview of_ strategy

3.1 In order to address the key issues and respond to the key opportunity identified by
, Global launched the strategy in [N

was a commercial strategy designed to deliver a
initiatives, each of which was formulated to respond to one or more of the key
issues or the opportunity identified in the_ (see Figure 3.1).

Figure 3.1

3.2 strategic initiatives each fell under
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3.3

3.4

3.5

Figure 3.2

Section 4 provides an overview of the key initiatives dealing with the (i)
—i.e. Global’s

which were concerned with maximising Global’s

initiatives introduced or refined
non-contracted revenues by

. For each of these initiatives, the key insights to be drawn from the related
internal documents attached at Annex 15A(i), 15(A)(ii), 17A(i) and 17A(ii) are also
noted.

Strategy papers on the initiatives forming part of
, includin

are attached at Annex 15A(i).

Additionally, strategy papers concerned with restructuring Global’s non-contracted
airtime business — i.e. with creating a

, are attached at 15A(i)
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4, Overview of key initiatives designed to

41 This set of initiatives was:

(A) firstly, aimed at introducing a

_ which involved radically overhauling Global's non-contracted
sales practices; and

(B) secondly, aimed at introducing, with assistance, improvements at
every stage of Global’s non-contracted airtime sales process. In particular,
Global invested

This section deals in particular with the following improvements:

(i) Improvements to of
Global’s non-contracted sales process. These were designed to
improve how Global in order to

identify potential customers, and in turn to improve its understanding of
those potential customers.

(ii) Improvements to the || of Global's non-contracted sales
process. Among other improvements,

4.2 A number of initiatives were, secondly, aimed at

, hotably the
customers away from other

, were intended to attract
media (usually local press) by offering them

4.3 Thirdly, Global introduced initiatives focused on introducing new products designed
to simplify and facilitate the purchase of non-contracted airtime, including giving
customers the ability to design, book and manage their campaigns online using new
tools such as the Global-developed website radiorunner.co.uk.

4.4 These key initiatives are discussed in turn.
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(A) _ initiatives designed to improve Global’s non-contracted

sales process

g

concluded that the inherited GCap business was debilitated byjjjj]
In particular, Global’s non-contracted

airtime business was facing a
due, among others, to the

Figure 4.1
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4.7 Global therefore introduced a fundamental change to its business model; namely the
Figure 4.2

4.9 Figure 4.3 and Figure 4.4 compare Global’s direct sales process with the

processes introduced through th_ strategic overhaul
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Figure 4.3
Figure 4.4
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(ii) Dramatic improvements at each stage of the sales process

4.10

4.1

412

4.13

4.14

with the aim of “taking the |l to the next level’, Global engaged [ to
develop recommendations designed to refine Global’'s practices at every stage of its
non-contracted sales process usinq_ The various stages of
Global’s non-contracted airtime sales process are depicted in Figure 4.5, which is taken

from and attached at Annexes 15A(i).034
and 15A(i).035 (together, the * )-

Figure 4.5

has enabled Global to deploy practices specific to
each stage of the above process. This section focuses on improvements at the

I <o
Specific improvements introduced at the_ of Global’s sales

at

process

of Global’s non-contracted sales process, known as

designed to

Following th_ recommendations, Global adapted its business model
so that it became more organised in how it identified potential leads (i.e. advertisers

using other media) by __This focus is in
recognition of the fact that radio represents only a tiny share of advertising revenues in
the UK (i.e. around 2.7%), and moreover that the radio “pot” was shrinking rapidly at the
time of_ — therefore targeting the large number of
advertisers using other media was identified as Global’s best chance of winning the
greatest number of new customers.

The _ identified various sources where non-contracted sales
teams should look for leads. As can be seen from Figure 4.6 and Figure 4.7 below,
these include:
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Figure 4.6
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Figure 4.7

4.15 Under Global’s new non-contracted sales process, sales managers are also required to
regularly carry out identified above (such as [}

B (s Fioure 4.8).

Figure 4.8
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—

Figure 4.9
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Figure 4.10

4.18 _ demonstrate that Global’s staff are focused on

identifying leads using a range of non-radio media. See, for example,_
forecasting media sector expenditure

trends and the expected growth in competition from new online media (including

Figure 4.11
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Figure 4.12
Source: Global (Goldmine).
Figure 4.13
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4,19 In addition to using- reports fo_ Global’s sales people use the-
at the of Global's sales process (in particular the [ |j stage) in order to
better inform and tailor Global’s proposals to potential customers.

presentations

4.20 Toillustrate, Figure 4.14 and Figure 4.15 are examples of
shared on demonstrating how

Figure 4.14

Figure 4.15
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421 | < " = those depicted in Figures
Figure 4.16 and Figure 4.17, are similarly used to make Global’s pitches more attractive
to customers using non-radio media.

Figure 4.16

Figure 4.17
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4.22  Finally, Global actively follows the initiatives being taken by or in relation to other media
types. For example,
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Specific improvements introduced at the_ stage of Global’s sales
process

4.23 —

4.24  Asillustrated in Figure 4.18, [l recognised that in order to best manage the
relationship with a potential lead and ultimately persuade it to switch some or all of its
media budget to radio, it is essential for Global to

Figure 4.18

4.25 The extract from

at Figure 4.19 below (developed as
), demonstrates that Global’s standard practice is
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(see, for example,

Figure 4.19
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Specific improvements introduced at the- stage of Global’s sales process

426 The improvements introduced at this stage of the sales process under the

I strategy were specifically designed to enable Global to better tailor its
pitches in order to compete more effectively with its non-radio competitors. had
diagnosed, for example, that

4.27  In response, Global || ccsigned to enable sales teams to

develop more attractive proposals.

4.28 As mentioned above, Global’s key

4.29 Each of these is discussed in turn below.

10 See_ attached at Annex 15A(i).001.
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Figure 4.20
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Figure 4.21

Figure 4.23

Presentations on radio and other media

Materials typically shared by Global’s sales people via and relied

upon in order to create, inform or supplement customer pitches include a collection of
locally produced presentations, as well as internally and externally produced
documents, which focus on the benefits of adding radio to the media mix and
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occasionally of radio with that of other media, as informed by-
undertaken by Global.

4.34  As can be seen from the presentation screenshots below, and from the representative
sample of presentations and research materials on other media attached at Annexes
17A(i).008 to 17A(i).034, Global is focused on responding to the need identified in the

to convince customers using other media that radio is an effective
advertising medium.

4.35 In light of the fact that radio is a very small medium (and that Global’s customers tend to
use a range of different media), Global recognises that it would be difficult to persuade
all potential customers to switch their entire budget away from other media to radio.
Global’s strategy is therefore to persuade such advertisers to switch at least a
proportion of their budget by showing how using radio with other media delivers better
results. Presentations, therefore, often suggest how radio complements other media
including cinema, direct mail, press, television and online alternatives; however in doing
Global’s objective is to convince customers to substitute spend on other media with
spend on radio.

Figure 4.24

1 See for example Annex 17A(i).054.
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4.36

4.37

31

Pitch documents

Finally, having gathered know-how and information on the potential customer and its
business through the earlier stages of the sales process, and developed a persuasive
body of materials using the presentations and research papers described above, Global
will prepare a proposal detailing the solution it can deliver for the customer

- Arepresentative sample of Global’s pitch documents for each of the regions
where the parties overlap is included at Annex 17(A)(ii).

As explained above, given radio’s small share as an advertising medium, Global’s
strategy is to persuade those customers less likely to stop advertising across a range of
media to reduce their spend on one or more other media types and switch it to radio.
Global’s pitch documents therefore often highlight the benefits of adding radio to the
media mix.
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4.38

4.39

4.40

4.41

4.42

4.43

4.44

4.45

32

Ke initiatives aimed at

particularly the

initiative

As outlined above, Global’'s new sales approach involves-

One of Global’s. initiatives delivered into the non-contracted airtime business was

focused on targeting
using other media, particularl
in order to incentivise them wit
initiative (which is

Of these,

is designed to offer customers a
The initiative operates according

Global’s strategy for generating customer leads for the scheme makes
clear that its best opportunity for increasing sales comes from targeting advertisers
using a range of media titles. For example, in a_ memorandum given to
London sales teams, various media alternatives are cited in the section
_ In addition to competing radio stations, these include the press,
magazines, internet, outdoor media and TV.12

Once leads have been identified,

its interest in using radio to advertise

and critically the lead’s other media usage.

Documents relating to the initiative, including examples of flyers and
I siides, are attached at Annexes 17A(i).035 to 17A(i).040.

The London version of — also known as —is aclear
example of how (and more broadl ) were deliberately
focused on improving Global's competitiveness against press titles.

Press was identified in the growth plan3 as the initiative’s key

12 5ee Annex 17A(i).039

13 See Annex 17A(i).038.
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_ see Figure 4.25 and Figure 4.26).

Figure 4.25
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Figure 4.26

446  As aresult of this initiative, non-contracted advertisers have benefitted from

I - Figure 4.27).

Figure 4.27

447  Over the same period —directly as
a result of attracting more advertisers (see Figure 4.28 ). The impact of this initiative on
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4.48

(C)

4.49

4.50

4.51

_ demonstrates both Global’s commitment to focusing its commercial
strategy on growth through non-radio opportunities and the sensitivity of its local

Figure 4.28

initiative, including the || G

are attached at Annexes

Internal documents relating the

17A(7).037 to 17A(i).040.

_ initiatives focused on introducing new products designed to

simplify and facilitate the purchase of non-contracted airtime, particularly
radiorunner.co.uk

Athird set of initiatives introduced as part of the |||l stategy was focused
on making airtime easier to buy, including in particular giving customers the ability to
design, book and manage their campaigns online using new tools such as the Global-
developed website radiorunner.co.uk.

radiorunner.co.uk is a website targeted at frequent, lapsed and/or infrequent
advertisers, typically SMEs, who are advertising on other media (in particular-
_). The website enables advertisers to purchase, manage and create
advertising online — this was a direct response by Global to the growing threat posed by
online media channels such as_ which offer customers
straightforward means of purchasing advertising by themselves.

Global explains on the website:
“We’ve made it our mission to make booking radio quicker, easier and much more

convenient. Our loyal customers kept asking us why they couldn’t just book online
rather than go through a time-consuming meeting. They told us that they loved radio but
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often they could be too busy to see us. We invented RadioRunner as a way they could
repeat successful campaigns at the click of a button. And now we can offer this service
to new customers as well."14

The website explains the relative benefits of advertising on radio compared to other
media, as well as the benefits of using radio alongside other media, and is clearly
designed to persuade advertisers to allocate spend that they might otherwise have
allocated to other media on radio. For example:

(A) In relation to local press:

(i)

(ii)

“[n]aturally the listeners to a local radio station are locals. But more
importantly they are also the right kind of locals. Compared to the
typical local newspaper readers, commercial radio listeners tend to be
significantly younger”.15

“[...] there are two major disadvantages with local newspapers. The first
is clutter: not only do people skip over the ads in the paper, but there
often seem to be more ads than editorial on the page. The second
problem is age profile: most local newspapers are read mainly by older
people (50+) and this means they are far from cost-effective for
advertisers wanting to reach younger audiences. They also tend to
focus — unlike radio — on bad news, and this depressing tone can create
a difficult environment for advertisers who are trying to excite or
stimulate their customers.”®

14 See http://www.radiorunner.co.uk/guides/what-is-radio-runner.php

15 See http://www.radiorunner.co.uk/guides/how-radio-can-work-for-you.php

16 See http://www.radiorunner.co.uk/guides/using-radio-alongside-other-media.php
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Figure 4.29
Screenshot of radiorunner.co.uk online guide — newspapers

Local Newspaper Advertising

Strengths Weaknesses

Authority: “it’s in black & white® Some titles are very low gualty

Full page ads can demonstrate stature Dimini=hing returns on costly fullpage ads
Room for detailed information Ageing readership for most titles

Can be in relevant sections Ads are avoided

Demonstrates localness Cluttered environment

MNewsiness, “what's on” factor Tend to focus on bad news

What will radio add?

» Radio can cutthrough to create awareness and stand-out
m Radio can create excitement and then add “see local press for details®
m Radio is much more cost-effective for reaching the under-50s in most areas

Source: http://www.radiorunner.co.uk/quides/using-radio-alongside-other-media.php.
(B) In relation to direct mailshots:
(i) “[...] mailshots tend to suffer from two crucial weaknesses. The first is

list quality: unless you have compiled the list yourself, it is extremely
difficult to establish the quality of a mailing list (we all know what it’s like
to receive a mailing which makes a wrong assumption about us). But
the biggest problem is avoidance. People call it ‘junk mail” because
that’s how they feel about it: they are brutal about disposing of it,
sometimes not even opening the envelope.” 17

17 See http://www.radiorunner.co.uk/guides/using-radio-alongside-other-media.php
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Figure 4.30
Screenshot of radiorunner.co.uk online guide — direct mailshots

Direct Mailshots

Strengths Weaknesses

Highly targeted (e.g. lapsed customers only) Highly avoided

Personal, named communication Recipients have low expectations (“junk maif’)
On paper, tangibility of print Quality of mailing lists is highly variable

Can use attractive graphics Clutter/competition on the doormat

Can use samples Can become expensive productions
Opportunity for detailed information Long deadlines

Can measure direct response Questionable long-term effect on the business

What will radio add?

= Radio can cutthrough to create awareness and stand-out
= Radio can create excitement before a potentially valuable mailshot arrives

Source: htto://www.radiorunner.co.uk/quides/using-radio-alongside-other-media.php.

(C) In relation to internet advertising:

(i) “[...] internet advertising also has limitations. The biggest limitation is
that people avoid it! The RAB 2005 Ad Avoidance Study showed that
people avoid banners and pop-ups even more than they avoid junk
mail. This resistance is made worse by the fact that people don’t like
clicking on unfamiliar links. So radio is ideally placed to play a
complementary role to internet advertising. One of radio’s greatest
strengths is that people don’t avoid the advertising — they zone in and
out of the commercials depending whether they find them interesting or
relevant.” 18

Figure 4.31
Screenshot of radiorunner.co.uk online guide - internet advertising

Internet Advertising

Strengths Weaknesses

Connects people to the company People are wary of clicking on unproven links
Internet is funky, sexy, modern Easy for ads to get lost there, clutter

Can be placed in very relevant pages Ads get ignored (highest avoidance)
Reaches a wider audience Wastage — e.q. surfers from abroad
Trackability — click-throughs can be counted Hard to assess value of a mere click
Information can be constantly updated Mot everyone uses the internet

What will radio add?

= Radio can reach outto consumers, especially those who think they are not interested or who are not yetin the market
= Radio can build up name awareness in advance

Source: htto://www.radiorunner.co.uk/quides/using-radio-alongside-other-media.php.

18 See http://www.radiorunner.co.uk/guides/using-radio-alongside-other-media.php
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(D) In relation to directory listings:

(i) “In the old days, directories meant Yellow Pages — there were no rivals,
and almost every local business was listed there. These days there are
not only other directories distributed, but online directories have
become hugely important — places like UpMyStreet.co.uk. But, online
or offline, all these directory-based media work in the same way: people
turn to them in their time of need (either urgent need like plumbers or
for more pleasant things like wedding hire). This is simultaneously the
greatest strength and the greatest weakness of directories as a
promotional medium for business. Everyone turns to them in their hour
of need — and completely ignores them the rest of the time. This is
where radio can help. Radio builds up awareness and understanding
about a company BEFORE the consumer turns to the directory — this
allows the company to stand out from all its rivals (which are of course
all listed in the same section of the directory).”1°

Figure 4.32
Screenshot of radiorunner.co.uk online guide — directory advertising

Directory Advertising

Strengths Weaknesses

Reaches customers at their time of need... ...ignored for the rest of the time

The mest relevant environment It's where all your rivalz are

Many have long-established credibility Difficult’expensive to stand out

Directories in almost every household Difficult to make a distinctive offer

Tend to feature local businesses Anyone can advertise there (inc cowboys)

What will radio add?

= Radio can build up name awareness in advance of the time of need
» Radio can also add a friendly personality to a company's image

Adapted from information from Radic Advertising Bureau website rab.co.uk) — it's filled with grest examples of radio and case histories

Source: http:.//www.radiorunner.co.uk/quides/using-radio-alongside-other-media.php.

19 See http://www.radiorunner.co.uk/guides/using-radio-alongside-other-media.php
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5. Overview of_ strategy

5.1 In preparation for its next
airtime sales performance under
introduced under

strategy, Global assessed its non-contracted

The- of. initiatives

was deemed a success in terms of

Figure 5.1

5.2 Global recognised, however, that it was still facing customer churn (losing
non-contracted customers per year),

. In other words, although Global had
succeeded in attracting more customers, it saw an opportunity for growing its revenues

by retaining those customerSF - i.e._

Moreover, Global identified that the competitive marketplace was changing rapidly. The
following series of slides taken from a template strategy presentation delivered to a
regional sales team in early 201220 demonstrates that Global was concerned with:

5.3

(A) responding to the mounting challenges posed by new forms of media; and

20 gee Annex 15A(ii).003
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(B) taking advantage of opportunities such as_ other traditional media
types.
54 In particular, Global was focused on:

(A) local and regional press and directories

(B) _ decision to , and the resultant

opportunity to target its

21 5ee Annex 15A(ii).004.

22 gee Annex 15A(ii).004.
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(C) the unprecedented growth of online advertising channels —

55 Therefore, with the dual aims of building on the initiatives introduced through
and responding to the challenges and opportunities identified above,

Global launched the || st=teoy in | - S strateoy

designed to achieve its objectives by i

56 [ compriseJmain elements:

23 gee Annex 15A(ii).004.
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Figure 5.2

5.7 Global’s strategy papers relating to each of these elements are attached at Annex
15A(ii). For the purposes of this paper, Global has highlighted the insights to be drawn
from the internal documents relating to:

(A) the element of the strategy -
“welovelocal.com”, and Global’s strategy

are discussed further at Section 6 below; and

(B) the _ element of the strategy — Section 6 also discusses briefly
technological improvements recently introduced by Global in order to allow it to
compete more effectively with non-radio media.

initiatives designed to respond to the challenges posed, and
opportunities presented, by the changing media landscape

(A) Initiatives forming part of_ m_ strategy

6.1
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Figure 6.1

6.2

6.3

6.4

with potential customers.

demonstrating that
Global’s target customers are now engaging with a competitor set which has expanded
significantly in the three years since Global’s acquisition of GCap, in particular one
comprising a range of attractive new online alternatives for advertisers

For example:

513366414



6.5

6.6

6.7

6.8

6.9

The

is a programme being rolled out as part of the
strategy, which involves inviting customers (i.e.
Global's customers with which offers them

and
lar, Global aims

Global's intention is to encourage [ customers to use radio
for campaigns, therefore increasing their airtime. In particu

In order to qualify for the customers must

Global’s sales people monitor the advertising patterns of prospective

_, including Global’s objectives with respect to such customer, the

customers’ advertising histories and their other media usage.

The | ccmonstrates Global's aim for radio to be included
as a core element of an advertiser’'s media spend and has been introduced as a direct
response to the fact that advertisers make more long-term commitments to non-radio
media than they do to radio (which need not be used continuously).

24 5ee Annex 17A(i).041.

25 gee Annex 15A(ii).004.
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- customer initiative

6.10 The furthers the work of an initiative introduced by
Global designed to improve Global’s service t customers
The intention behind this initiative is t

As with the
Global’s sales teams regularly collate information on the media usage of its
core customers with a view to better understanding these customers’ media patterns.

6.11

Moreover, Global regularly undertakes
For example, the
initiative launched in specifically designed to target Global’s
customers which Global knew were spending budget with other media.
Global’s non-contracted sales teams were asked to target advertisers that might
credibly switch budget away from their current media alternatives to its stations. Each
sales team was provided with a during the
course of the project using a range of resources including

across a range of media including the press, outdoor and TV. An overview of the
initiative provided to staff, together with a sample o

is attached at Annexes 17A(i).044 to

project was a

17A(i).049.
6.12  Presentations from Global’s senior management team to its regional teams make clear
that the [l should contain advertisers currently using a range of media and that

sales teams’ challenge is to win those advertisers away from these alternatives?2®,

welovelocal.com

6.13  Welovelocal.com is a “daily deals” website
, which provides customers with the opportunity to offer short-term deals to
their customers at a local level. The deals on the website can then be promoted on
Global’s radio stations. The initiative gives customers in effect a combined online and
radio based advertising alternative. The introduction of Welovelocal.com is a direct
response to the increasing competitive threat from online alternatives including-

As explained during a
regional launch presentation of the strategy:

26 gee Iaunch_ at Annex 17A(i).049.

27 gee Annex 15A(ii).004.
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Global’s strategy

6.14  Akey aspect of Global's strategy is its plan to specifically target-
customers motivated to leav due to increased advertising costs. As

explained in the main_ presentation in July 2011:

28 gee Annex 15A(ii).004.
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6.15  Global has as part of its wide- strategy , in order to better its
understanding of how to compete with

Figure 6.2

6.16  Global's

strategy builds on an initiative launched in [Jjjjj called |
, which was aimed at targeting customers advertising on

6.17  Global relied on a range of market intelligence (includindi N NEEG to

identif' advertisers.

6.18  Global also developed

For example, Figure 6.3 provides

prepared by Global in the context of the
initiative are included at Annex 17A(i).054.
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Figure 6.3

Examples of Global’ s presentatlons together with internal communications relating

to its strategy and the initiative, are included at
Annexes 17A(i).050 to 17A(i).055.

513366414



) | nitiatives designed to make Global compete more effectively with
new digital media competitors

6.21 | c'udes the introduction of further technological improvements into
Global’s sales process. These are specifically designed to respond to the threat of
online media and to keep Global abreast of changes in customer buying habits. They

include:

Figure 6.4

29 gee Annex 15A(ii).004.
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6.22

6.23

Together with the improvements introduced into Global’'s non-contracted sales model
under_ in particular the fundamental changes made to every stage of
Global’s sales process and the initiatives specifically designed to attract customers

its stations — these steps demonstrate that Global is focused on
competing with non-radio media for share of advertisers’ budgets.

Itis clear from Global's consistent and significan |l into improving its
commercial offering to customers that Global intends to, and indeed must, continually
strive to improve its business model in order to attract customers in an increasingly
changing marketplace.

30 See Annex 15A(ii).004.

31 See Annex 15A(ii).004.

32 5ee Annex 15A(ii).004.
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Response to Questions 15 and 17 contained in Annex C of the Competition
Commission’s letter of 11 October 2012 (Initial factual information requested from Global
Holdings Limited (“Global”) / Real and Smooth Limited (“RSL”)

Overview of RSL’s non-contracted commercial strateqy and internal documents

1. Introduction to RSL’s business model and executive summary

1.1 Real and Smooth Limited (“RSL”) operates in a two-sided market. As a commercial
radio company, it needs to attract listeners to stations — the more attractive a station is
to listeners, the more attractive it will be to advertisers seeking access to those
listeners, thus increasing revenues.

1.2 RSL'’s business model is therefore focused on (i) improving the quality of its offering to
listeners; and (ii) “monetising” that listener base via the sale of airtime to advertisers.
This “monetising” aspect involves three steps:

(i) monitoring the wider media marketplace in order to identify potential advertisers
who may be interested in buying airtime on RSL’s stations (i.e. “leads”) — this
will include new customers who have never advertised on its stations as well as

advertisers who have previously used its stations (‘_ );

(ii) narrowing the scope of those leads so RSL targets only those who are most
likely to buy airtime — this involves improving RSL’s understanding of the
relevant customer (e.g. its buying habits and advertising needs) and market (i.e.

relevant product category or sector) (‘_”); and

(iii) pitching an attractive advertising proposal to the lead with the aim of persuading
it to buy airtime on RSL stations (‘_”).
1.3 RSL’s local / regional commercial strategy relating to non-contracted airtime sales

(“non-contracted commercial strategy”) is primarily concerned with improving this
“‘monetising” aspect of RSL's business model, with the objective of increasing
advertising revenues. As a result, RSL’s strategy documents are largely dedicated to
how best to “monetise” its listener base.

1.4 This paper sets out the key elements of RSL’'s non-contracted commercial strategy,
having regard to RSL’s internal documents and the insights which can be drawn from
them. In particular:




(i)

(ii)

(iii)

Section 2 presents an overview of RSL’s strategy papers. The non-contracted
commercial strategy is focused on increasing revenues by improving the quality
of RSL'’s leads (i.e. to enable RSL to pursue only those which deliver the most
value and to address the issue of “customer churn” most efficiently). To identify
higher quality leads, RSL has implemented initiatives to better understand the
competitive marketplace in which it operates in order to identify opportunities for
new or repeat business;

Section 3 describes the key phases of RSL's business generation process,
designed to identify higher quality leads and to close a sale; namely, -

I

Section 4 sets out additional specific initiatives and tools developed by RSL in
order to persuade advertisers to buy airtime on RSL stations.




2, Overview of RSL’s non-contracted commercial strategy
(A) -strate - the

2.1 As early as
business.

RSL identified that it was facing challenges across its

Figure 2.1

22 —
Although various areas of RSL’s business were struggling,

RSL decided to focus on increasing revenues from its sale of non-contracted airtime.
produced a report recommending key improvements to RSL’s local / regional
business model (* ")2, which now forms the basis of RSL's current non-
contracted commercial strategy.

23

identified that RSL, as with all commercial radio operators, faced the challenge
of “customer churn” (i.e. a- share of advertisers who use RSL’s stations one
year do not return to RSL’s stations the next year). Specifically, Deloitte observed that
| " as evidenced
in Figure 2.2 below. Essentially, this means that RSL was “churning” of
its customer base, which represented approximately i of its revenue in

2 see Annex 158.001 (|| GG



Figure 2.2

It is therefore evident
that RSL needed to grow the number (and value) of its established accounts (i.e. by
persuading current customers to keep advertising on its stations beyond the one-year
mark thus addressing the challenge of customer churn).

25 As a result,- recommended that RSL (i) grow existing customer accounts and (ii)
ensure new business leads are of a higher quality, in order to address the issue of
customer churn as efficiently as possible. As described in further detail in Section 3
below, RSL’s internal documents demonstrate a particular focus on the second limb of

recommendation; namely, a focus on driving new business by way of higher
quality (not quantity) leads (i.e. those that deliver maximum value) to address customer

>Rt geines [
* rsL cernes [



2.6

2.7

2.8

(B)

29

2.10

, thus also
improving the efficiency and effectiveness of the sales process.

To do so, - key advice to RSL was to know its market better in order to identify
and maximise untapped value in existing and potential customer markets. As described
in greater detail in Section 3 below, RSL's internal documents evidence that it
specifically monitors the wider media marketplace to target advertisers currently using
other media, with the aim of persuading them to advertise on radio. Such focus is in
recognition of the fact that the vast majority of advertisers use other non-radio media
alternatives; therefore, they represent the maximum untapped value for RSL.

As a direct result of the [l RSL introduced a range of improvements
across its local / regional business including steps to:

(i) improve the generation of new business, in particular by identifying and
pursuing higher quality leads;

(i) utilise ||| o identify and prioriise untapped
value in existing accounts and new business; and

(iii) improve the efficiency and effectiveness of the sales process and performance,

all with the aim of increasing the revenues of RSL’s local / regional business. Each of
these steps is described in further detail in Section 3 below.

RSL’s non-contracted commercial strategy was

-strategies

In addition to the
B On the whole, these reflect the key elements of RSL's non-commercial

contracted strategy; however, they may be tailored_
B (<o the competitive set).

These- strategy papers particularly demonstrate RSL’s focus on targeting non-radio
media as its key opportunity to increase revenues, by persuading advertisers to use
radio rather than the other media alternatives they may currently use.

6 See Annex 15B.002 (T




2.1 AII- strategy papers are included at Annex 15B, which demonstrate that:

(i) RSL compares advertising on radio against non-radio media, specifically
cinema, outdoor, press and TV, instead of other radio stations (as evidenced in

Figure 2.3 regarding the_

Figure 2.3

(ii) as a result, RSL focuses on winning advertising spend from non-radio media.
The [ strategy paper specifically states that the aim is “to take a
larger share out of the [Jlj Media Market’®. similarly, the |G
strategy papers focus on generating new business and new revenues from
“especially non radio advertisers, focusing on current press, magazine, outdoor
and TV users™. The [l business plan aims to “feed” RSL brands
“through to non-radio advertises™?;

(iii) this is in recognition of the fact that most advertisers use non-radio media and
therefore the maximum untapped value lies in non-radio media. For example,
the [ local strategy paper identifies that advertisers using non-radio media

7 See Annex 15B.012 (_ Local Strategy”).
8 See Annex 155.012_ Local Strategy’).

9 See Annexes 15B.017 and 15B.018 (_ Local Strategies”).

10 See Annex 15B.016 (_ Business Plan”).



accounted for_ in revenue in Q1 2011; conversely, advertisers using
radio but not Real accounted for_ in revenue in Q1 2011"1; and

(iv) therefore, as described in the - strategy papers, RSL will “monitor
competitor media to identify current users of press, radio, TV and outdoor.”12

11 See Annex 15B.007 (- Local Strategy”).

12 5ee Annexes 15B.017 and 15B.018 (_ Local Strategies”).



3. Key elements of RSL’s local / regional business generation process designed to
grow existing customer accounts and win new business

3.1 As set out in the Deloitte Report (see Figure 3.1), RSL follows a_ process to
generate new business and address the challenge of customer churn as efficiently as
possible™3:

(i) -his involves identifying leads from a number of sources by

(ii) _— this involves ascertaining the likelihood of a lead’s spend
by analysing the business; and

(iii) _ — this involves persuading a customer to advertise
on RSL’s stations, in particular by developing pitches to close the sale. RSL

aims to differentiate its pitches through _

This section presents an overview of the key elements of each of these phases.

Figure 3.1

@ I ohase

3.2 In order to generate higher quality leads, RSL specifically_ in its
local / regional business to identify and qualify potential leads (as recommended by the

13 See Annex 17B.001 _ for an overview of the ||| N =~ ohases.



3.3

3.4

Although other members of the account management or
sales teams also take part in identifying and qualifying potential leads, the- provide
in-depth and detailed insights into the potential customers and markets (i.e. product
categories or sectors).

Sources

identify leads by reviewing a number of sources, such as

Examples of these various lead sources are included at Annex 17B. In particular,
monitor the local media marketplace to identify potential customers who are using other
media alternatives, with the aim of RSL persuading them to switch to radio. For
example, the] ] inc'uded at Annex 17B evidence that advertising spend is
monitored across a wide range of media including press, outdoor and TV.

In addition to reviewing already existing sources, |JJjJjj regularly produce [N
- showing which advertisers or which product categories or sectors provide the

most opportunities for growth (e.g. new or growing markets and seasonable

opportunities)'4. Figure 3.2 shows the key opportunities in the_




3.5

10

Figure 3.2

Using this intelligence, RSL’s sales teams can then exploit the demand in a particular
product category or sector by targeting the relevant businesses. For example, -
may identify the top spenders in a particular product category or sector and, at the same
time, compare their advertising spend across the different media. Figure 3.3 compares

I s between outdoor, press, radio and TV:



1

Figure 3.3

3.6

3.7

Understanding the market better means that RSL will only invest time and resources
pursuing potential leads that want / need to advertise (i.e. higher quality leads), thus
generating more revenues and addressing customer churn as efficiently as possible.
RSL’s particular focus is on understanding the wider media marketplace in which it

operates. Arepresentative sample of_ are included at Annex 17B.
Other SN mechanisms

As recommended by the _ RSL strives to improve the efficiency and
effectiveness of its sales team. In addition to enabling its sales teams to only pursue
high quality leads:

(i) RSL has invested time and resources in [Jj its sales teams about

_ (i.e. _ with the primary aim of addressing customer

churn and generating higher quality leads. Examples of these
are included at Annex 17B, which identify various sources to find leads including

and “other media and other
radio stations™5. Additionally, Figure 3.4 is a provided to sales




12

teams reminding them of the sources from which they can find new business’S,
the large majority of which are from non-radio sources; and

Figure 3.4

which follow the life of a lead (e.g.
RSL's focus on targeting
non-radio media can also be seen by the way that RSL
analyses each lead by its spend on different media. Examples of_
are included at Annex 17B.

© I e
—

3.8 Having identified potential leads,

- _ (i.e. enabling RSL to differentiate key characteristics of an

RSL utilises

(ii)

17 See footnote 5 above.
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advertiser
allows RSL to decide whether to invest time and resources pursuing a

particular lead, thus addressing customer churn efficiently. Compare for example the
benefits of

Figure 3.5

3.9 As part of assessing the likelihood of a potential lead’s spend, - also regularly
produce detailed _ These provide an insight into a local / regional

business and show advertising spend _ as demonstrated in

Figure 3.6. Benefits to RSL are two fold:

(i) they allow RSL to understand _ thus

ascertaining the likelihood of that lead spending more on advertising and on
radio specifically — this ensures that RSL invests time and resources only

pursuing leads which will deliver maximum return, thus addressing customer
churn efficiently; and

(ii) they enable RSL to identify the media on which a lead currently advertises thus
allowing RSL to tailor pitches accordingly.

18 See Annex 15B.007 (- Local Strategy”).
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Figure 3.6

3.10  As evidenced in Figure 3.7, many
largely spent on non-radio media.

also demonstrate that advertising is
It is therefore clear that the majority of customers

RSL seeks to persuade to advertise are currently using or have used other media
alternatives.

Figure 3.7




3.11

(©)

3.12

3.13

3.14

15

A representative sample of_ are included at Annex 17B. These include
existing customers as well as potential leads evidencing the two limbs of RSL’s strategy:
to grow existing customer accounts and to win new business.

Pitches

Once RSL has identified which leads to pursue, it aims to close a sale by using all of the
information gathered to date to pitch an attractive advertising proposal to a potential
customer. RSL’s customer and market knowledge enables it to differentiate pitches

RSL’s approach is to tailor a pitch according to the needs of a potential customer. In
particular, it will seek to propose || 25 rossible in light of its
intelligence about a potential customer’s buying habits and spending history. RSL will
also specifically seek to persuade a potential customer that (i) its target audience are
RSL'’s listeners and (ii) its business is a match for RSL’s brands. As demonstrated in
Figure 3.8, RSL sought to persuade

to Real listeners because the
product offerings:

demographics of Real listeners fitted with

Figure 3.8

In its pitches, RSL also compares itself with the specific non-radio media which a lead
currently uses in an attempt to persuade that lead that radio is a better advertising
solution. RSL’s research into non-radio media therefore informs and supplements its
pitches. For example, in Figure 3.9, the- pitch explains why radio is a better
advertising solution than other non-radio media:



3.15

3.16

3.17

3.18

16

Figure 3.9

Lastly, RSL may also use in its pitches to persuade an advertiser

in the same product category or sector to use radio. Examples of
can be found in certain pitches included at Annex 17B or as standalone
I (aiso included in Annex17B).

RSL’s pitches largely highlight the benefits of using radio compared to other media
alternatives. In some cases, RSL recognises that given the small scale of radio, it is
unrealistic to expect a customer to switch its entire media spend to radio — in such
cases, RSL’s pitches may highlight the benefits of adding radio to the media mix. RSL’s
strategy is nevertheless to encourage advertisers to switch some (if not all) of the
budget they may be spending on other media to radio.

A representative sample of pitches are included at Annex 17B, which have largely been
supplemented by presentations and research into targeting non-radio media (examples
of which are also included at Annex 17B).

Otrer S rochariss

RSL has also invested time and resources in- its sales teams about how to make
appointments and deal with negotiations, as a direct response to the

recommending improvements to the efficiency and effectiveness of its sales process
and performance. Examples of these ||l 2re included at Annex 17B.
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4.2

43

44

17
Specific initiatives and tools designed to encourage advertisers to use radio
instead of non-radio media
In addition to the improvements made to its business generation process described
above in Section 3, RSL has introduced a number of initiatives and tools aimed at
encouraging advertisers to use radio instead of non-radio media, examples of which are

included at Annex 17B.

The following initiatives were aimed at targeting local / regional advertisers by offering
radio as the most competitively priced solution for businesses:

(i) — this is an example of a

(ii) — this is an example of a

(iii) — this is an example of an

(iv) 22 _ this is an example of ho

Each of the above initiatives attempt to persuade advertisers to use radio as the most
effective advertising solution: radio targets effectively — it reaches the

right people at the right times (e.g.
B o than other media.

RSL also offers standard - multimedia tools which enable a customer to
maximise its exposure to listeners in addition to airtime. For example, listeners may
have access to an advertiser's campaign via ||| . dioita! display and
UK Radio Player, as well as online generally (i.e. on RSL websites and RSL social
media including Facebook and Twitter). RSL therefore aims to provide a multimedia
offering to advertisers in response to the changing (increasingly digital) media

19 see Annex 178.152 (‘|| | N )
20 see Annex 178.154 (D

21 gee Annex 17B.155 { |

22 5ee Annex 17B.153 (_ )



18

marketplace. Examples of these multimedia tools can be found in certain pitches
included at Annex 17B.
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