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When the fat lady sings, it will be revealed that Thomas H. Lee Partners and Bain Capital got the bargain of media history when they bought Clear Channel.   On first glance, it looks as though 

Clear Channel sold them FM radio stations.  The truth is they were actually selling the largest block of spectrum in history and only one third of it is needed to power those FM stations.  This is not an engineering article; it’s an article about the future. Just know one fact:  There are 96 kilobits in a digital FM frequency, but the FM only needs 36 kilobits to broadcast a music station. That means two-thirds of the signal can be used for other moneymaking purposes.  When that cash register sings it will sound like Beverly Sills at the Met.

Radio stations, as we know them today, were organized to meet goals of the early 20th Century media world when Calvin Coolidge signed the Radio Act of 1927. Interestingly, a radio station’s organizational structure, revenue generation model and how it is valued have not fundamentally changed.

Understanding why radio stations were organized and valued the way they are today is the key to extracting brand new value from a station license.

Unlock Radio’s Hidden Asset

There are no costs to squeeze from any radio station. Perhaps a few stations could make a new deal with Fedex, tell them DHL wants your business; you’ll get 50 cents off per package. Whew, that was tough. That’s it. There are no more engineering posts to combine, no more stations to give to a single program director and no more phones one receptionist can answer.  There is absolutely nothing left to cut.

Everyone at a radio station is very busy. They are busy doing tasks. Scheduling the weekends, logging spots for the holiday, doing emergency maintenance on a ground system that should have been replaced long ago.  No one has “thinking” time. Department heads at so many radio stations are like deer in the headlights. Without the freedom to find new ways to succeed, they are forced to walk the same path over and over. 

Once you make time to think, you will make an amazing discovery: radio stations are grossly undervalued.  Here are the steps to realizing their true value: 

1.  To broadcast in a FM DIGITAL signal, the typical station needs 36 kilobit (kb) of bandwidth.  Guess what, they’ve got 96.  That’s like having a 4-unit apartment building all to yourself and not renting out any of the units.  It’s like owing 3 acres of Miami beachfront and not bothering to develop two of them. 

Someday our new investor friends will be leasing those kb’s.  And to make this business model really sing, they will even be selling off those extra kb’s (HD-2 or HD-3) without selling off the main signal.  Jackie Gleason would say, “How sweet it is!”

Based on this math, every FM digital signal is worth at least two-thirds more that it is as an analog station.  Regardless of what any banker paid for Clear Channel, they are getting a bargain because they will be the largest owner of FM bandwidth in the US.                                                              

2.  Step out of the 50-mile circle. Most radio stations cover 50 miles on a good day.  The coveted skill won’t be making “sounds” within that circle., it will be creating audio entertainment that cuts across many “platforms” from the Internet to the ipod to the telephone.

So rather than eliminating that ingenious production staff, hire more of them and create more and more shows for more platforms---only radio pros have that expertise. More shows deliver more revenue streams.  

3. The gift of digital bandwidth, the hidden asset, gives our investment friends a delicious dilemma: What are they going to do with it?  How long does it go unused before the FCC will want the unused portion back?  The answer to this question should be the topic of a weekly meeting inside each banker meeting and inside each radio station.

What will be done with that Miami beachfront? Each good idea increases the value of the station. Let’s repeat that: Each good idea increases the value of the business. Here are some examples of how that extra bandwidth is being used today:

• A UHF-TV station in Milwaukee did a deal with the city to use bandwidth to program all the streetlights in the city to aid the work of speeding fire trucks.  If that can be done with UHF Spectrum, then why not FM Spectrum?  

 • A small town without cable or DSL service will someday be providing  ISP service compliments of a local FM station. 

• On-Star could use FM bandwidth to provide the one to all messages you now hear in your car, which is far more cost efficient than the current cellular service they use.  The cellular one-to-one only kicks in when the driver speaks back to On Star.  Call it the hybrid communications system combining FM spectrum and cellular.

• Microstations will someday use a very small portion of FM  bandwidth that they have leased from our investment friends.  No longer should radio stations have to depend on an advertising model as the only source of revenue.

You get the idea. The better the ideas, the more perceived and actual value your bandwidth will have. It can only happen in the digital world.   Just take a look at the cell phone industry.  Did they throw analog under the bus or what?  Do you even know of someone who owns an analog cell phone?  All that text messaging you do now isn’t done in the analog format.  But you better get it together now, before your whole staff is cut by analog thinking.

4. Sell it by the “kilobit”.  Each application will require a different amount of bandwidth. Some will require just 10 kb, others much more, some even less. But now you have something finite, of great value that you can price by the kb.  

Look outside the U.S. to see what other countries are doing with FM spectrum and how they view the spectrum.  If you don’t believe us, go to google and type in “uses of FM spectrum” and watch the pinball machine light up.  There are scientists converting shortwave to AM-like sound (DRM defined as Digital Radio Mondial) with special radios manufactured to make it sound pretty good.  In fact, you can travel through Germany and listen to this technology.  

Other countries are working on Software Defined Radios (SDR).  SDR is not a radio yet but a technology that will bring in all signals in the spectrum into one box decoding them by format.  It is no secret that the FCC is currently studying SDR. It’s hard for us to imagine any scenario where listeners will identify their favorite station by frequency in ten years.

If the founding Westinghouse engineers were alive today, they would be telling you that a digital frequency is a proprietary stretch of beachfront.  They would tell you that you own more than a radio station; you own 96 kilobits of FM spectrum. The FCC isn’t manufacturing it anymore so our investment friends who purchased Clear Channel will now have the best spot with an ocean view. Call the architects. Once again radio is going to be an idea driven business.  
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