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The war between content and distribution companies has 
raged for years, but the tension has increased dramatically 
over the past decade as costs have risen, while revenue 
opportunities have dwindled. One of the greatest conflicts 
began more than a decade ago when Apple introduced 
iTunes to the world. Overnight, the balance of power 
shifted from the music industry, which produced and 
recorded the songs, to Apple, which essentially deter-
mined the price which each company could charge per 
song (e.g., in most cases, songs were sold at 99 cents 
with a 70/30 split between the record producers/Apple).

In recent years, the battle ground has shifted to the 
cable industry where the content providers (e.g., cable 
networks), such as Time Warner, News Corp. and Disney, 
have increasingly sought higher fees from the distribu-
tion companies, including Comcast, Time Warner Cable 
(TWC) and Cablevision. One memorable high profile 
dispute between TWC and Viacom in late-2008 featured 
an advertisement placed by Viacom in The New York 
Times with a picture of Dora (the Explorer) with the 
tagline “Why is Dora crying? Time Warner Cable is 
taking Dora off the air tonight! Along with 19 of your 
favorite channels!” While these disputes rarely result 
in blackouts (i.e., the content providers pulling their 
channels from the operators) for an extended period of 
time, it has put increased pressure on programming costs.

We expect programming costs to remain a drag on 
margins over the intermediate term owing to affiliate 
fee growth and the demand for retransmission fees from 
broadcast networks. From a financial perspective, Video 
ARPU (average revenue per user) remains healthy with 
average growth in the mid-single digits primarily due to 
price increases. However, the rate of growth is deceler-
ating, down 70 basis points (bp) quarter-to-quarter in 
1st Quarter 2011 and down another 50 bp sequentially 
in 2nd Quarter 2011 according to published estimates. 
Furthermore, the increase in programming costs helped 
contribute to a 105 bp year-to-year decline in video 
gross margins in 2nd Quarter 2011, which we would 
expect to continue in the intermediate term. 

Though the content companies have long ruled the world, 
we believe distributors will likely have greater influence 
in the coming years, as customers increasingly seek the 
most economical package and faster broadband speeds. 
Over the past five quarters, we have seen video subscriber 
losses accelerate (see Exhibit 1), as the primary driver 
has been economically motivated as opposed to over-
the-top (OTT) substitution. To date, the overall video 
user experience is difficult for OTT platforms to replicate, 

plus the lack of live sports content on OTT platforms 
is another meaningful advantage for pay-TV. However, 
we acknowledge that for a specific subscriber set, OTT 
platforms can be viable alternatives to pay-TV particularly 
in the current economic environment. Furthermore, as 
content availability and technology improves, we believe 
video subscriber losses could accelerate. 

From a distributor’s perspective, we believe the most 
profitable segment of the triple-play bundle is broadband. 
This makes perfect sense as the cable/telecom operators 
own the pipe and are charging customers for access, 
compared to the video business where the distributors 
try to pass along the bulk of the programming costs to 
customers, while scratching out a decent margin for 
themselves. With that in mind, we believe the compa-
nies that offer the best broadband networks should be 
in a good position to deal with potential video losses. 
In particular, we believe Verizon, Comcast and Time 
Warner, and to a lesser extent AT&T, providers that 
offer the fast high-speed broadband service (both wired 
and wireless) will be in a greater position to negotiate 
more favorable deals for themselves and their customers.

Over the past several years, it has become painfully 
obvious that the cable operators are winning the broad-
band war (outside of Verizon’s FiOS footprint). In fact, 
just in the past nine quarters, the cable companies have 
garnered nearly 70% of net adds (see Exhibit 2) and 
will likely continue to take the bulk of new flow share 
in the coming years owing to their superior networks. 
In our view, the cable companies are in a relatively good 
position to deal with video losses via OTT, as they should 
be able to pick-up incremental customers or charge a 
higher rate for naked broadband or dual play products 
based on the strength of their broadband offering.

According to Netflix, which released its latest list of 
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Exhibit 1: Wireline/Cable video flow share 
Video losses continue to mount

Source: Company, Goldman Sachs 
Global Investment Research
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highest-performing ISPs in terms of streaming video 
performance, the cable companies are in great shape 
from an operational perspective. Netflix posted a chart 
on its website (see Exhibit 3) that mapped out Netf-
lix’s streaming performance on US ISPs between July 
28 and September 25. Verizon (FiOS), Charter Com-
munications, and Comcast, were the top performers, 
delivering streams of about 2,400 to 2,600 kilobits 
per second, while Cablevision and Time Warner Cable 
rounded out the top five at just under 2,400 kilobits 
per second. Interestingly, the weakest performers were 
the DSL offerings from all the major telecom operators, 

including CenturyLink, Windstream, AT&T, Frontier 
and Verizon, all of which delivered speeds that on 
average were 35% slower, between 1,400 to 1,800 
kilobits per second.

Over the past two years, the media sector has benefitted 
from the rebound in advertising and the influx of new 
revenue streams, including retransmission fees and 
third party distribution deals. Following the 2008/2009 
downturn, total US mass media advertising rebounded 
to 4.2% in 2010, and 4.3% expected for 2011 (esti-
mate), mainly on the improved spending in National TV 
(broadcast and cable) and online. However, as we fast 
forward to 2012 (estimate), the advertising forecast has 
been revised down to 1.4% (see Exhibit 4), according 
to published estimates, reflecting the weak economic 
backdrop. The numbers below exclude the expected 
favorable impact of US political advertising, which is 
expected to total $2.5-3.0 billion in 2012 (compared 
to $2.1 bn in 2008), and the London Olympics, which 
only benefits NBC Universal.

Most media companies have focused on expanding 
recurring revenue streams for their content such as 
distribution fees, subscriptions, and reverse retransmis-
sion. These fees are an important contributor to the 
overall profitability of the media names and provide a 
nice offset to cyclical ad revenue. Over the past 12-18 
months, the broadcast networks have begun to receive 
explicit retransmission fees for the first time, which 
we believe range from $0.50 to $1.00 per subscriber. 
These fees, plus reverse retransmission revenue from 
affiliate local TV stations, totaled less than a couple 
hundred million in 2010 but are expected to rise to 
approximately $1.0 billion by 2013 (see Exhibit 5). The 
biggest beneficiaries in the next few years will likely be 
the major broadcasters, including Disney (ABC), CBS, 
News Corp. (Fox) as well as Comcast (NBC). 

Finally, many media companies have recently benefited 
from third-party distribution agreements with the likes 
of Netflix, Amazon and Hulu. All three online video 
distributors have signed multiple agreements with major 
content providers, including CBS, News Corp., Viacom 
and NBC Universal, to license mainly older library film 
and TV content (see Exhibit 6). In total, the agreements 
will add at least $650 million in revenue, all of which 
will provide a boost to the top-line and profitability 
of the companies in our coverage universe. Unfortu-
nately, we believe these gains may be short-lived as the 
content providers need to be careful not to undermine 
their much more profitable relationships with the large 
cable/telecom companies. 

There are several media companies located in the Balti-
more/Washington metro area that will likely be affected 
by prevailing trends. The best positioned is Discovery 
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Figure 2: Wireline/Cable Broadband flow share 
Cable continues to grab market share
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Source: Company, Goldman Sachs Global Investment Research.

Source: Netflix Tech Blog, October 12, 2011.
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Communications, based in Silver Spring, MD, which is 
a leading provider of non-fiction programming in the 
US. The company operates more than 130 worldwide 
TV networks in over 200 countries, led by Discovery 
Channel, TLC, Animal Planet plus a JV in OWN (Oprah 
Winfrey Network). Discovery’s strong portfolio of 
original content and ability to leverage its library of 
shows across the globe should allow it to outperform 
its peers in the intermediate-term. Furthermore, the 
company has seen higher advertising growth (in the 
double-digit range) than the rest of the media sector 
in 2011, which will likely continue in the coming year.

The next company of note is Sinclair Broadcasting, 
located in Hunt Valley, MD, which is one of the largest 
TV broadcast companies in the US with 65 diverse TV 
stations (including FOX, ABC, CBS, and NBC affiliates) 
spread across 39 markets. Sinclair should continue to 
benefit from the rebound in automotive advertising, 
and will likely see incremental revenue from higher 
retransmission fees over the next several years. The 
final firm worth mentioning is Gannett, which is a 
diverse media player based in McLean, VA. Gannett 
operates in three primary businesses: broadcast (23 TV 
stations reaching 21 million households); newspapers 
(82 daily papers, including USA Today, reaching more 
than 11 million readers per day); and digital, which 
includes CareerBuilder, a leading US employment web 
site. With a focus on local advertising (which has been 
hit harder in recent years), Gannett has suffered more 
than its media peers. We believe it will continue to lag the 

market owing to the drag from its newspaper segment, 
which is facing the greatest declines in advertising on 
a yearly basis (down 8% 2011, following declines of 
7% and 29% in 2010 and 2009, respectively).
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Figure 4: Soft advertising growth expected in 2012 
US mass media advertising growth
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Figure 5: Retransmission fees growing at a healthy clip

Figure 6: Streaming licensing deals adding to the top and bottom line 
Recently announced licensing deals for inline streaming film and TV content (revenue in millions)

Source: MAGNA Global, Goldman Sachs Global Investment Research

Source: Company data, Goldman Sachs Global Investment Research

Source: Company press releases, trade publications, Goldman Sachs Global Investment Research.

Anncd Date Seller Buyer Description Term (months) Est. Rev (millions) 

12/8/10 Disney Netflix ABC, Disney TV series, new and old, with 15-day window on new TV episodes. NA NA
2/2/11 Viacom Hulu Non-exclusive license for new and old TV episodes. Viacom shares in Hulu’s  NA $50 
   advertising and subscription fee (Hulu Plus).
2/22/11 CBS Netflix Non-exclusive license for streaming catalog TV episodes in the US. 24 $200
4/1/11 News Corp Netflix Extension of 2010 deal that includes past seasons of  24 $100 
   Glee and Sons of Anarchy as well as deeper catalog TV series.
2Q2011 Viacom Netflix Extension of 2010 deal that took effect in 2Q2011. $90m in revenue recognized in 2Q2011. NA NA
7/13/11 NBC Universal Netflix Multi-year renewal for catalog film and TV series. NA NA
7/20/11 CBS Amazon Non-exclusive license for streaming catalog TV episodes in the US. 18 $100
7/27/11 CBS Netflix Non-exclusive license for catalog TV episodes in Canada, Latin America and Caribbean. 24 $75
7/28/11 NBC Universal Amazon Up to 1,000 film and TV episodes. NA NA
9/1/11 CBS Hulu Non-exclusive license for catalog TV episodes in Japan 24 $25
9/21/11 Discovery Netflix Renewal and expansion of non-exclusive deal to stream catalog TV episodes (at least 18 months old). 24 NA
9/26/11 News Corp Amazon Catalog films and TV series. NA $100
9/26/11 DreamWorks Anim. Netflix Replaces HBO in pay TV window starting in 2014 (with 2013 theatrical releases). NA NA
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