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The Challenge

The Funding Acquisition Task Force has reiterated to the FCC’s Federal Advisory Committee on Diversity for Communications in the Digital Age at its previous meeting that the current state of financing for media transactions is dire.  The current economic conditions have had a severe chilling effect on funding for all broadcast media transactions, not just those involving small businesses, minorities and women. The inability to access capital is a primary market entry barrier as recognized by the Commission in its Section 257 of the Telecommunications Act of 1996 Reports.
However, this challenge goes beyond the “credit crunch” we are experiencing from the current economic conditions.  Over the last decade or so, a trend has developed where large regional and national lenders specializing in broadcast media transactions have come to dominate the landscape.  These lenders have a sophisticated approach that accommodates the nuances of media transactions, particularly those involving the transfer of an FCC broadcast or other authorized license that may not, by statute, be securitized.  These more sophisticated lenders have previously developed very successful methods of protecting themselves and providing for collateral of ownership interests, collateralization of sale proceeds from stations, etc. versus having a direct security interest in FCC licenses.  
However, also over time, these lenders familiar with media transactions have sought out larger and larger transactions to the exclusion of small business broadcasters; having tended to focus on financing the largest owners of media outlets.  In the current environment, these lenders have disappeared even from that transaction market.
These lenders have not made a concerted effort to exclude media owned by small businesses, minorities or women.  However their focus on larger transactions and large station group owners resulted in a severe lack of financing for smaller media outlets and start-up companies, including many companies owned by minorities and women for the better part of the last decade.
In the scope of media transaction financing, there has always been a significant lack of lenders serving transactions under $20 million and an even more significant lack of local and regional lenders willing to lend to broadcast media businesses.  Most local and regional banks are asset based lenders, uncomfortable with the exclusion of the FCC license from their collateral.  Unfamiliar with these conditions, these banks decline to make the loan due to a lack of measurable “hard assets.”   Based on anecdotal accounts, it appears that the one major reason for the hesitancy on the part of local and regional lenders to participate is the confusion and uncertainty over securing the FCC licenses—often a company’s most valuable asset.
Past Initiatives

Over the years, the FCC has acknowledged the security issue and has taken some action to address this and other access to capital issues.  The Funding Acquisitions Task Force is aware of several initiatives to address access to capital issues.  On May 2, 2002, a “Small Business Financing Seminar” was held at the FCC featuring presentations from numerous private sector investment professionals and government representatives.  A Senior Lenders Panel Meeting was held at the FCC on January 20, 2004 that addressed many of the same challenges minorities and women are facing today. A previous FCC Committee on Diversity chaired by Julia Johnson that served from 2003 to 2006 adopted a number of resolutions including urging the FCC to lift or relax the ban on security interests on FCC licenses.  The FCC also held an En Banc Hearing on Access to Capital in July, 2008 in New York City to again seek input on addressing the challenges that face minorities and women as they seek to expand ownership of media properties.  
Unfortunately, while the FCC has sought to highlight these long-standing challenges, many past recommendations have not been implemented and the challenges still exist.  Obviously, not enough action has been taken to actually improve the situation.  More direct and timely action is needed to implement initiatives to educate local and regional lenders on the broadcasting industry and the various legal procedures that comply with current FCC regulations and that enable the lenders to gain sufficient security in a broadcast media company to offset the perceived security risk.  While such an education initiative would likely benefit all broadcast media outlets of smaller to medium size, it would definitely benefit minority and women most significantly.  The lack of implementation of previous initiatives coupled with the current severe lack of credit available to the broadcast industry further emphasizes the critical need for adoption and implementation of these recommendations.  
The Funding Acquisitions Task Force therefore respectfully submits the following recommendations to the FCC's Advisory Committee on Diversity for Communications in the Digital Age. 
Recommendation I

Expansion of the FCC’s Website to include a dedicated section of the site for educational materials for regional and local lenders, investors, and minorities and women seeking funding for broadcast acquisitions.   In addition, the Subcommittee recommends that OCBO be tasked with implementing this recommendation on a day-to-day basis.
We would hope the OCBO would be provided the budget to carry this recommendation forward and take oversight responsibility going forward. The materials would be provided by knowledgeable third parties on various topics.  This outline highlights areas of information that are recommended.  The Appendix also provides a few sample materials for the committee and FCC to review.  However, to be effective, the number of materials provided on the web site would need to be significantly expanded from those attached and updated on a regular basis.
Topics to be included are:

A.
Overview of the broadcasting industry
1.  
Basics of radio and TV operations including the internet and mobile applications.

2.  
Regulatory highlights specific to broadcasting including the license transfer and grant process and timing.

3.  
Highlights of the financial aspects of broadcasting such as solid cash flow streams, high margins, limited licenses in a market, etc.


B.
Valuation of the Broadcast Industry



1.  
Overview of valuation methods used for radio and TV



2.  
Historical valuation trends



3.  
Current status of the radio and TV industry in terms of values

4.  
Prognosis for the future and issues affecting valuation going forward


C.
Issues and Nuances of Broadcasting that Face Broadcast Lenders



1.  
Dealing with a regulated industry



2.  
Cash flow versus asset based lending

3.  
Collateralizing the rights under the FCC license and its financial benefits


4.  
Foreign investment in broadcast stations



5.  
Dealing with a perishable inventory

6.  
LMA’s, Joint Sales Agreements and Shared Services Agreements

7. 
The FCC transaction review and approval process and how it affects the lending process.

D.
Issues and Nuances of Broadcasting that Face Broadcast Investors 


1.  
Dealing with a regulated industry



2.  
Cash flow versus asset based lending

3.  
Collateralizing the rights under the FCC license and its financial benefits


4.  
Foreign investment in broadcast stations



5.  
Dealing with a perishable inventory

6.  
LMA’s, Joint Sales Agreements and Shared Services Agreements

7.  
The FCC transaction review and approval process and how it affects the lending process


E.
Education Materials for Minorities and Women seeking funds
1.
Elements of a financing proposal (overview of what needs to be presented to a lender or investor)


2.
Sources and types of financing



3.
Negotiating terms



4.
Due diligence 



5.
Legal considerations


F.
Miscellaneous Educational Materials



1.
An online Funding Acquisitions Library 



2.
Links to other helpful sites and resources


3.
A Speaker’s Bureau of knowledgeable experts

4.
Identification of Training and Development Programs and seminars that 
Recommendation II
The FCC should implement an Outreach Program that will proactively seek to increase awareness of the benefits of lending to and investing in minorities and women in the broadcasting industry.  This Outreach will be twofold and include outreach to other government agencies and the private sector in order to facilitate lending to minorities and women.   

A.
Outreach to the Private Sector

This outreach would be to facilitate access to capital financing seminars, workshops or panels throughout the U.S. educating lenders and investors about broadcast transactions.  Outreach might include panels at existing meetings currently held such as the NAB Annual Convention and Radio Show, State Broadcast Association meetings, etc., and should also be held in conjunction with existing banking-related meetings as well.  A sample list of outreach partners could include:



1.
The National Association of Broadcasters



2.
The Radio Advertising Bureau



3.
The Television Advertising Bureau



4.
State Broadcast Associations



5.
The American Bankers’ Association

6.
Private Equity Associations, e.g. National Association of Investment Companies


7.
Coalition of minority owned banks



8.
Regional and state banking associations

B.
Outreach to the Public Sector

This outreach would be to facilitate relationships with other government agencies many of whom may have existing small business lending programs or initiatives that could be expanded to include lending or grants to broadcasting.  The Obama administration is seeking to facilitate a number of small business initiatives and we recommend that the FCC proactively seek to have broadcasting included in these efforts.  A sample list of agencies/government entities includes:



1.
U.S. Small Business Administration


2.
U.S. Department of Agriculture/Rural Utility Service


3.
U.S. Department of Commerce/National Telecommunications 




Information Administration


4.
U.S. Department of Treasury


5.
U.S. Department of Education


6.
The Telecommunications Development Fund



7.
The White House



8.  
U.S. Congress
Recommendation III
It is recommended that the FCC designate one FCC Commissioner to oversee implementation of the access to capital and funding acquisitions recommendations. This Commissioner would ideally oversee the following:

A.
Development and solicitation of informational and educational materials from        

external sources for the dedicated area of the FCC web site.


B.
Outreach to the private sector to facilitate workshops, panels, etc.


C.
Outreach to inter-governmental agencies  
D.
Initiation, perhaps through the designated Commissioner, of a Section 257 
review in each NPRM or R&O on major rulemakings and adjudications to assess the impact on access to capital for small, minority and women owned businesses.  This review would be pursuant to the congressional mandate under Section 257 for the FCC to identify and eliminate market entry barriers for small businesses.  
E.
A recommendation to reinstate the Tax Certificate for investment in or divestiture of broadcast stations to minority or women owned business. 
The Media Issues Subcommittee respectfully submits these recommendations to the FCC’s Advisory Committee on Diversity for Communications in the Digital Age.  Upon adoption of these recommendations, the Media Issues Subcommittee and the Funding Acquisitions Task Force will continue to identify educational materials and resources for the FCC to be used to implement these initiatives. 

