
 

 

 

Welcome to the 2010 USC Marshall International Case Competition.   

 

Each year we invite students from schools around the world to participate in this 

competitive event.  Of the thirty teams attending this year, 19 teams represent 

schools from outside the United States.  We embrace all of you and hope you enjoy 

your brief visit to Los Angeles and the University of Southern California. 

 

This year‘s case presents issues which are current and very real to this business and 

their competitors in this and related industries.  Thus, do not feel that the only 

relevant and available information is found within the four corners of this 

document.  While some of the information provided here was only made available 

on the day we went to press, this industry is changing so quickly that there is no 

doubt in our minds that additional relevant information will appear in the days 

running up the time you receive this document.  Thus, you should feel free to look 

for, and use, additional information which you may find online in completing your 

analysis of this case.  References to some additional sources of information may be 

found in the Appendix. 

 

In addition to testing your skills in strategic analysis this year‘s case seeks to 

address a topic which is very relevant to each of you as consumers.  Your own 

experience with this industry and with the companies covered in the case will no 

doubt influence your perspective.  Give voice to your own insights.  We are certain 

that the panel of judges and company representatives are willing and eager to listen 

to your recommendations for today and the future. 

 

We encourage each individual to enjoy the event and admonish each team to 

follow our motto here at USC: Fight on!



Professor Michael Coombs and Kim Esser prepared this case for class discussion.  Cases are not 
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Disney Media Networks:  

Quality Entertainment in the Post-Network Era 
 

―The message I want to send internally is that we must ask the right questions about current business conditions, 

and we have to be innovative and willing to test new ideas and new strategies, even if there is some risk associated 

with them.”      Bob Iger, CEO The Walt Disney Company
1
 

 

 

The Walt Disney Company, together with its subsidiaries, is a global entertainment company.  

The business segments of the Company are Media Networks, Parks and Resorts, Studio 

Entertainment, and Consumer Products. (Exhibit 1)  The Media Networks segment consists of 

domestic broadcast television network, television production and distribution operations, 

domestic television stations, cable networks, domestic broadcast radio networks and stations, and 

Internet and mobile operations.
2
  Disney/ABC Television Group is home to all of The Walt 

Disney Company‘s worldwide entertainment and news television properties, with the ABC 

Television Network (including ABC Daytime, ABC Entertainment and ABC News Divisions), 

the Disney Channel Worldwide portfolio of kids channels, ABC Family and SOAPnet; as well as 

television production and syndication divisions ABC Studios, Disney-ABC Domestic Television 

and Disney-ABC-ESPN Television.  The Disney-ABC Television Group also manages the Radio 

Disney Network, general interest and non-fiction book imprint Hyperion, as well as the 

company‘s equity interest in Lifetime Entertainment Services and A&E Television Networks.
3
 

 

For the nine months ended 27 June 2009, The Walt Disney Company‘s revenues decreased 7% 

to $26.28 billion.
4
  Disney‘s Media Networks segment profits were under pressure.  A falloff in 

high-margined advertising revenue and climbing expenses for prime-time programming 

development hampered divisional margins in the June quarter.
5
  Net income decreased 34% to 

$2.41 billion reflecting a decrease in the income from Media Networks segment, lower income 

from Parks & Resorts segment, and a decline in income from Studio Entertainment segment.
6
  

Media Networks contributes 43% of 2008 revenues
7
 and was the largest driver of the company‘s 

revenue and operating income growth this year led by the strong performance of the cable 

networks.
8
  Earnings for the quarter ending January 2, 2010 show revenues rising $1 million—

stable compared with the same period last year.  The Media Networks Group, which includes the 

ABC broadcast network and cable channels ESPN and Disney Channel, posted an 11% rise in 

operating income in part due to higher affiliate and advertising fees at ESPN and worldwide 

growth of the Disney Channel.
9
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As one of the most powerful executives in the media business, Anne Sweeney, Co-Chair of 

Disney Media Networks and President of Disney-ABC Television Group, has her hands full.  

She‘s not only charged with growing the market position in tough economic times, but also 

staying ahead of new-media trends and finding ways to bring Disney into the lives of the 

consumer.
10

  Ms. Sweeney‘s Co-Chair is George Bodenheimer, President of ESPN, Inc. and 

ABC Sports. (See their bio‘s on Disney‘s corporate website). 

 

Kevin Mayer was appointed Executive Vice President of the new Corporate Strategy, Business 

Development and Technology Group in June 2005.  Mayer leads the smaller, tightly focused 

group as it targets emerging businesses new to Disney‘s existing portfolio, manages cross-

divisional issues and opportunities, and evaluates new technology and business models.  The 

group is responsible for aiding in the evaluation and execution of potential acquisition 

transactions as well.
11

  Mr. Mayer leads the company‘s deal team which was ranked as ―The 

Most Admired Corporate Dealmaker‖ in the media sector this year.  In praise of Mr. Mayer, it 

was said that Disney‘s Corporate Strategy, Business Development and Technology Group has 

demonstrated an impressive ability to identify targets, move quickly yet quietly through 

diligence and close transactions that consistently advance what the company calls ―The Disney 

Difference.‖ 
12

 (See his bio on Disney‘s corporate website). 

 

Robert A. Iger, President and Chief Executive Officer, joined the The Walt Disney Company 

with Disney‘s acquisition of ABC/Capital Cities and was promoted to president and COO of The 

Walt Disney Company and a member of the Board of Directors in January 2000.  On September 

30, 2005 Mr Iger succeeded Michael Eisner as CEO of The Walt Disney Company.
13

  

Previously, Mr. Iger served as President and Chief Operating Officer of The Walt Disney 

Company, responsible for filmed entertainment, theme parks and resorts, media networks and 

consumer products businesses.
14

  In the roughly four years since Mr. Iger became CEO he has 

built a compelling case that integrated, cross-platform leviathans like his still make sense in the 

Digital Age.  He has adroitly led a creative and financial revival at the Magic Kingdom.
15

 

 

In a Letter to Shareholders Mr. Iger addresses possible long term concerns about the impact of 

the global economy upon the firm.  ―I am confident our brands, products and people will pass the 

test that lies before the, but our businesses are all affected by an economic downdraft whose 

duration remains uncertain.  We will continue to focus on what creates the most value for our 

shareholders: delivering high-quality creative content and experiences; balancing respect for our 

legacy with the demand to be innovative; and maintaining the integrity of our people and 

products.‖
16
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Anne Sweeney loves a challenge.  Since joining the company 1995 she has significantly 

improved the company performance in each assignment she has been given.  As President of the 

Disney Channel she took the channel from a premium service to a thriving free cable network.
17

  

Ms. Sweeney also recognized that the financial declines cannot be attributed only to the current 

economic crisis.  Every week a new technology appears which enables the customer to access 

media wherever, and whenever they desire.  Leadership at Disney recognizes there will be a 

migration from physical goods to goods that are delivered digitally or online.
18

  As a 

consequence, all elements of the entertainment industry are experiencing a decline in advertising 

sales for several years.  This has been especially severe on print media.
19

 

 

Currently there are three developments which have serious implications for the Disney Company 

in the near term: First, the continued increase in online TV viewing and the use of technology 

such as internet TV and the recently released Apple iPad.  Secondly, the move by Comcast to 

acquire NBC-Universal.  In the past Comcast has been a customer of the Disney Company by 

purchasing programming to air on its cable system.  With the acquisition of NBC-Universal 

Comcast will own NBC programming and the Universal studios film library (General Electric 

retains 49% ownership).  Comcast will now be a direct competitor in the broadcast space.  

Thirdly, Anne must consider how to monetize the online delivery of TV programming and 

whether new business models are needed.  Anne prepares to meet with CEO Bob Iger and Kevin 

Mayer in order to identify best ways to continue adapting to the new technology and how to 

create value for the Disney consumer in a Post-Network world. 

 

A Short History of the Company 

Walt and Roy Disney began their partnership on October 16, 1923 when they signed a contract 

to produce the Alice Comedies, as a series of six-to-eight minute animated films, or ―shorts,‖ 

combining live-action and animation.  What began as the Disney Brothers Studio evolved into 

The Walt Disney Company.
20

  The Disney brothers ran their company as a flat, nonhierarchical 

organization, in which everyone, including Walt, used their first names and no one had 

titles….Walt emphasized teamwork, communication, and cooperation.  
21

Roy managed the 

finances.  Walt was responsible for the creative activities.  Roy spoke of Walt in later years: 

―Walt was never a good artist in execution.  He was a Rube Goldberg type of artist.  Walt always 

put meaning in his pictures, but the technique was not [as good]…He was always conscious of it 

and would certainly turn to a better artist if he had one around.‖
22

  In 1937, Disney released Snow 

White and the Seven Dwarfs, the world‘s first full-length, full color animated feature and the 

highest-grossing animated movie of all time.  In 1950, Disney‘s first TV special, One Hour in 

Wonderland, reached 20 million viewers at a time when there were only 10.5 million TV sets in 

the U.S.
23

  Disney expanded its television presence in 1954 with the ABC-produced television 

program Disneyland (followed the next year by the very popular Mickey Mouse Club, a show 

featuring pre-teen ―Mouseketeers‖ as hosts).
24

  The success of the Disneyland television program 

led to the development of a theme park of the same name in Anaheim, California.  Walt also 
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dreamed of a theme park in Florida but was not able to see it completed before he died in 1966.  

Walt Disney‘s philosophy was to create universal, timeless, family entertainment.
25

 

 

Roy O. Disney succeed his brother as chairman and lived long enough to witness the opening of 

Walt Disney World in 1971.
26

  In 1976 another park was opened in Tokyo, Japan.  EPCOT 

Center was opened in Florida next to Walt Disney World in 1982 and offered guests from around 

the world an opportunity for an extended stay in one location.  A new cable television venture, 

The Disney Channel, launched in 1983. 

 

Michael Eisner was named Disney‘s Chairman and Chief Executive Officer in October 1984.  

Eisner committed himself to maximizing shareholder wealth through an annual revenue growth 

target and return on stockholder equity exceeding 20%.  His plan was to build the Disney brand 

while preserving the corporate values of quality, creativity, entrepreneurship, and teamwork.  He 

viewed ―managing creativity‖ as Disney‘s most distinctive corporate skill.  All businesses, 

including individual films and TV shows, were expected to have the potential for long-run 

profitability.
27

  ―I think our biggest achievement to date,‖ said Eisner in 1987, ―has been bringing 

back to life an inherent Disney synergy that enables each part of our business to draw from, build 

upon, and bolster the others.‖
28

 

 

Eisner expanded Disney‘s scope from box office movies, theme parks and licensed consumer 

products to include television production, TV and radio network broadcast, cable networks, 

videocassettes, retail stores, theme park hotels, vacation packages, sports teams, Broadway 

musicals, cruises and much more.  Intellectual property created in the Disney system is much 

more profitable than property created in any other entertainment system.  Disney thinks harder 

about value capture than any other company.
29

  One of Eisner‘s most successful ventures has 

been to transform Disney from primarily a creator of content to a creator and distributor of 

content.
30

  For example, Disney‘s The Lion King was launched as a theatrical release which was 

followed by subsequent releases in the variety of follow-on ―windows‖ from movie theater, to 

television, to DVD, to airlines, hotels, etc.  Later, the story evolved as a stage musical on 

Broadway in New York.  And along the way, there were ongoing sales of products through 

Disney stores and other outlets.  Disney characters are also presented in each of the theme parks, 

thus extending the life of the characters and the storyline.  It is this Profit Multiplier business 

model using cross-promotion which significantly increased value for Disney shareholders during 

Eisner‘s term as Chairman and CEO. 

 

Synergy between multiple businesses affected the scope of Disney‘s business geographically, 

horizontally, and vertically.  Geographically the company sought greater international sales, 

especially in Europe and Japan.  Horizontally, Disney sought to enter new types of 

entertainment.  This occurred in the U.S. with more accessible outlets, such as sports restaurants 

(ESPN Zones) and DisneyQuests facilities with a range of virtual and interactive attractions.  
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Vertically, the company‘s major initiatives involved the internet and TV.  Speaking of the 

internet Eisner said: ―Our goal is to lead in this space because we know that soon it will be where 

entertainment in the home consolidates.‖
31

  The ABC TV Network (acquired by Disney in 1995) 

now developed more of its own content—like a movie studio.  The Disney Channel ranked a 

distant third in ratings for kids aged 2 to 11, behind Nickelodeon and Time-Warner‘s Cartoon-

Network.  Both networks differentiated themselves from Disney‘s wholesome image by 

providing more contemporary shows.  ―The Nickelodeon opportunity was to get inside the lives 

of today‘s kids,‖ said Herb Scannell, Nickelodeon‘s president.  ―We‘ve been contemporary.  

[Disney has] been traditional.‖
32

   

 

In one morning meeting at Eisner‘s house to brainstorm about children‘s television Eisner 

indicated that he did not want to make anything he could only sell once.  If he put the old 

cartoons on television, yes, they could make money from advertisers with minimum expense.  

But if they put new cartoons on television, they could make money from advertisers.  And they 

could sell dolls of the new characters.  And endorsements.  And games.  And books.  And rides 

at the parks.  In fact, the whole business cycle could be repeated with every new character they 

created.  It would be more expensive to create new characters, but in the long run it would be 

more profitable, because Disney knew how to do it, and the Disney name had the trust of 

children and parents alike.
33

 

 

Network/Multi-Channel/New Era 

During the first forty years, U.S. television remained fairly static in its industrial practices.  It 

maintained modes of production, a standard picture quality, and conventions of genre and 

schedule, all of which led to a common and regular experience for audiences and lulled those 

who think about television into certain assumptions.  But once established the medium remained 

relatively unchanged until the mid-1980s (Exhibit 2).  First, the ―network era‖ (from 

approximately 1952 through mid-1980s) governed industry operational and allowed for a more 

certain experience with television that characterizes much of the medium‘s history.  The norms 

of the network era have persisted in the minds of many as distinctive of television, despite the 

significant changes that have developed over the past twenty years….The period of the mid-

1980s through the mid-2000s as that of the ―multi-channel transition.‖  During these years 

various developments changed our experience with television, but did so very gradually—in a 

manner that allowed the industry to continue to operate in much the same way as it did in the 

network years.  The final period, the ―post-network era,‖ begins in the mid 2000s and is certainly 

not complete.  What separates the post-network years from the multi-channel transition is that 

the changes in competitive norms and operation of the industry have become too pronounced to 

old practices to be preserved; different industrial practices are becoming dominant and replacing 

those of the network era.
34
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―As I look at our company, the business model that formed the underpinning of the modern-day 

motion picture business is changing right before our eyes, in profound ways,‖ Iger says.  ―That 

means you‘re going to have to change your business in profound ways, or you will no longer 

have a business.‖
35

 

 

The Disney Brand 

Thomas O. Staggs, Chief Financial Officer at the time, said: ―We believe the integrated manner 

in which we manage our brands and franchises gives us the opportunity to generate exceptional 

returns on our creative content.  Our results over the past several years reflect the power of our 

brands and franchises and our ability to develop and leverage high-quality content across 

multiple creative platforms and global markets.  This franchise development process has enabled 

us to build an extensive portfolio of brands, led by Disney and ESPN, and properties that include 

enduring characters like Mickey Mouse and Winnie the Pooh, as well as thriving new ones like 

Disney Fairies, Cars, Toy Story, High School Musical and Hannah Montana.‖
36

 

 

―Not only do we possess a significant number of such franchises, but our ability to make the 

most of their success is unrivaled.  This comes from a collection of great assets and a 

commitment to manage them as a whole that is worth far more than the sum of its parts.  This 

defines Disney and, as we have been saying, creates the Disney Difference.
37

 

 

―Our brands and integrated set of creative aspects and businesses provide us with creative 

advantages that we feel can deliver long-term value to our shareholders.  Disney‘s overall 

business strategy is focused on leveraging and extending these advantages and consists of three 

major components: investing in the strength of our brands and the quality of our products, 

leveraging technology to provide customers with entertainment when and where they want it; 

and expanding globally to better reach consumers around the world.‖
38

 

 

Expanding Globally 

In June 2005 Disney Channels opened the eleventh market in Asia, concluding a period of six 

months with service launched in Palau, Thailand, Vietnam and now Cambodia.
39

  We‘re going to 

sell our product wherever we think there is an environment that supports and enhances the 

quality of our brand.  Simply put, we have been an exporter to a lot of countries.  We develop it 

here in the US, and send it overseas.  We want to expand our footprint to not only be an exporter, 

but to develop content locally.  If you look at Desperate Housewives, for instance, we‘ve 

developed that in 5 Latin American countries.‖
40

  A Hispanic version was sold to Univision, the 

biggest Spanish language broadcaster in the US.  The show has been sold for broadcast in 

Mexico.
41

  There is a version which was created for Argentina, another for Brazil.  The program 

―Ugly Betty,‖ originally a Colombian telenovela, has been transformed into a hit show in the 

US.
42

  In July 2005 The Walt Disney Company announced they would acquire leading Indian 

children‘s channel Hungama TV and invest in UTV software.  ―India is a long-term strategic 
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priority for The Walt Disney Company.  The acquisition of Hungama TV and the investment in 

UTV will significantly advance our presence in India and allow us to develop a strategic 

relationship with one of the country‘s leading integrated media companies,‖ said Andy Bird, 

President, Walt Disney International.  Television is and will continue to be the major growth 

engine in building franchise affinity in India.  Integrating Hungama TV into the Walt Disney 

company‘s existing India channel portfolio of Disney Channel, and Toon Disney/Jetix, will allow 

Disney to fortify its already strong presence in India‘s children‘s television market,‖ said Rich 

Ross, President, Disney Channel Worldwide.
43

 

 

As far as the effect of globalization on Disney jobs, Mayer was quick to say that the company is 

not an outsourcer.  Disney, he said, will be making local content, locally.  ―If we‘re making a 

film in India, for example, we‘re not making it there to distribute it globally.  We‘re looking to 

distribute it in India.‖
44

  We are the only true global entertainment and media brand‖ says Bob 

Iger, Disney‘s Chief Executive.
45

 

 

Advertisers 

The current economic recession is taking its toll on advertisement spending.  Advertising spend 

is highly correlated with the economy.  As a result, advertising spend over the past 24+ months, 

particularly for locally focused players, has really taken a hit.  Exhibit 3 indicates advertising fell 

4.7% in 2008, followed by a forecast 13.5% decline in 2009.  Over the past 20 years, advertising 

dollars have shifted from more traditional to ―new‖ media.  As shown in Exhibit 4, in 1989 

newspapers accounted for 38% of U.S. advertising spend; currently newspapers only account for 

17%.  Cable TV and the internet, on the other hand, accounted or 2% and 0% respectively, of 

advertising spend 20 years ago, while today cable TV accounts for 12% of U.S. ad spend, and 

the Internet accounts for another 13%.  Analysts at Wells Fargo Securities believe the shift of ad 

dollars is attributable to two key themes.  The fragmentation of media has caused advertisers to 

spread their budgets over a greater number of advertising media in order to reach the consumer.  

Jeff Zucker of NBC Universal has said: ―The biggest challenge we face on a daily basis is just 

how fragmented the media world is and how we are going to make this transition from the world 

that you and I have grown up in, this analog world, where we really programmed to the viewer 

and we told the viewer when the movie would come out and all those things, to this new digital 

world, where, frankly, everything is available whenever the viewer wants it, however they want 

it.  And navigating that new world is really the big challenge of anybody in my position.‖
46

  Due 

to the increasing market fragmentation, but also in response to the most recent economic 

recession, advertisers have been forced to become more focused on return on investment (ROI).  

As a result, advertisers have shifted a greater portion of their ad budgets to the Internet, which 

has a relatively high ROI.
47

 

 

By definition, the network with the most popular shows attract the largest audience.  Advertisers 

are interested in shows with high ratings and /or those that regardless of overall ratings rankings, 
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attract viewers with highly specific demographic characteristics (e.g., women ages 18 to 34) 

because such shows provide reach, consistency, and potential for creation of numerous 

merchandising opportunities. 

 

In addition, the ratings leader garners higher prices because advertising-campaign managers who 

buy large quantities of time well in advance of use (i.e., ―upfront‖ buyers) often bid aggressively 

to ensure that spots on programs attracting desired targeted audiences are obtained.  Such upfront 

buys…might command quantity discounts of 15% and provide advertisers with compensation 

(i.e., ―make goods‖) if a show delivers an audience that is smaller than expected.
48

  Advertising 

rates for a 30 second spot on late-night talk shows as recently reported in the Los Angeles Times 

range from $58,000 for The Jay Leno Show, $36,400 for The Tonight Show with Conan 

O‘Brien, $26,700 Late Show with David Letterman to $8,100 for The Late Show with Craig 

Ferguson.
49

  It is very apparent that the program with the most eyeballs watching it can demand 

the highest ad rates. 

 

Network television advertising retains traction with both buyers and consumers because, in spite 

of the proliferation of screens, people are still watching more television than ever.  A study done 

in March by Ball State University found that consumers in most age groups watch on average a 

little more than five hours of television....and are exposed to 72 minutes of ads and promos each 

day.
50

 

 

Forrester Research recently predicted that 2010 will see a 1.5% decline in ad revenues but 

suggests that the big four networks will seek to grow the top line with retransmission fees, 

seeking between $0.25 and $1.00 for each pay-TV subscriber from the pay-TV providers.  To 

ease the pain of immediate increases the fees might be slotted in over two to four years and 

include multiplatform distribution rights 
51

 

 

In an effort to increase ad revenue all of the six major cable companies in the U.S. have banded 

together for ―Project Canoe‖ with an annual investment of $150 million.  The goal is to create a 

platform to deliver targeted, interactive, and measurable TV ads to viewers through the cable set-

top boxes.  Together, the cable companies currently control about $5 billion of the $70 billion 

spent annually on TV ads.  With better coordinated ad targeting through Project Canoe, the cable 

companies hope to triple their share of the TV ad spending to $15 billion.
52

 

 

Technology 

At the 2010 Consumer Electronics Show (CES) it was said that in the home networking space, 

the focus is not about faster connections anymore; rather it is about delivering content to multiple 

devices, including the TV, PC, and handheld devices.  Cisco showcased products that enabled 

simpler multimedia delivery.
53

 

 



Copying or posting is a violation of copyright.  USC Marshall School of Business, University of 
Southern California, February 2010. Page 9 
 

In 2008 Jupiter Research reported that overall TV online viewing had increased from 10% to 

19% of the respondents.  They attributed the response distribution to the ambitious strategies 

launched in 2007 by the four major television networks to widely syndicate their content across 

the web and thus hit nearly every demographic on the Web.
54

  They report that the vast majority 

of users in 2008 had not changed their viewing behavior as a result of the availability of full-

length shows online.  However, six percent of the respondents reported that they now watched 

more TV (these were labeled carnivores), while 11 % reported watching less TV (these were 

labeled cannibals).  Among the similarities of these two groups was the dominant popularity of 

YouTube as the primary discovery method of online video.  Cannibals were 6% less likely to 

discover online from a media brand site (Exhibit 5).  When asked which capabilities would 

motivate them to watch more free full-length TV programs over the Internet the top three drivers 

were: (1) More episodes/seasons available, (2) Fewer ads, and (3) Better picture quality.  Shorter 

ads were less of a driver than fewer ads (Exhibit 6).  (In a survey conducted in 2010, Hulu 

reports that when given a choice, viewers prefer ads in one large bunch at the beginning than 

interspersed through the movie by a ratio of 2 to 1). 

 

Hulu 

Hulu launched in March 2008, initially a brainchild of Fox and NBC (Disney joined in April 

2009.  CBS has shown no interest in ownership or in allowing its videos to be shown on Hulu). 

to wean viewers away from YouTube, where many commercial programs were either being 

taped by fans and posted, or lumped in with funny cats and surfboarding dogs.  Instead of just 

short video clips, it offered full TV shows and movies.   

 

―The initial idea of Hulu was to not suffer the same fate that music had suffered…We had 

the same feeling as News Corp. and that‘s why we came together for this joint 

venture…[We wanted] one site that aggregated as much video as possible in one place 

and that trained people to legally view it online.  That would be the future…You have to 

remember that YouTube was built on the back of one of our videos…‘Lazy Sunday‘ SNL 

video…Hulu is ahead of plan.  We expect Hulu to be cash flow very soon…[Hulu has] 

exceeded every expectation…Have to continue to figure out monetization…[We have] 

150 content partners…And now have four equity partners…Half the day we spend 

bashing each other‘s heads in and half the day we spend being in business together…[For 

example] we produce ‘House‘ for News Corp.‖ 

 

Robert A. Iger, CEO of Disney, which joined Hulu in April 2009, talked to analysts in May 

about the imperative of participating effectively in online video business through Hulu by 

saying: 

Our feeling is that—and some of this is instinct, by the way—media consumption online 

is growing and will continue to grow.  It is really important for us to establish ourselves 

there.‖
55
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On another occasion Mr. Iger said ABC‘s owned and affiliated broadcast stations remain the 

primary window of distribution for TV shows…but he suggested exposure over Hulu could help 

to expand the audience for Disney‘s programs.
56

 

 

In addition, much of the media content that could not possibly generate revenue on regular TV 

could actually generate revenues online because of the fragmented audience.  The long tail 

model of focusing on delivering a large number of unique programs, each to a relatively small 

audience could work effectively for the media companies.  It is possible to attract niche 

audiences online at little expense and extract value from the ―stale‖ content.
57

 

 

Skeptical analysts initially wondered if people would sit at their PCs for that long.  The answer, 

increasingly, appears to be yes.  Information released by Comscore in November shows Hulu 

with the second highest number of videos viewed with 3.1 % of the total share of videos for 

October 2009.
58

  There is a huge gap between Hulu and front-runner Google/You Tube with 

37.1% of videos viewed in that month.  User generated posting to YouTube are restricted to 10 

minutes.  So counting the number of viewers will generate an extreme count because of the brief 

encounter in this ―short form‖ video.  One analyst notes that only 40% of video Web users watch 

any video stream to the end and that the average video on the web is watched for only 3.7 

minutes.  In addition, many viewers may not watch the second commercial.
59

  Typical 

viewership growth in watching ―long form‖ Internet video is represented in Exhibit 7. 

 

Viewership at Hulu is stronger than at the media-owned sites; such as Fox, Viacom, CBS, or 

ABC.  Some attribute the attraction of Hulu to its ease of use and the increasing variety of 

content which they are able to offer.  In December 2009 people watched more than 1 billion 

videos on the Internet.  Hulu‘s billion-video milestone validates the idea that people will watch 

long-form programming online.
60

  Hulu now has more than 220 content partners, including 

A&E, E: Entertainment Television and PBS.  The list of advertising sponsors working with Hulu 

has grown to more than 400.
61

 

 

Warner Music Group will provide music videos, concerts and other related content to Hulu‘s free 

online video service.  At the same time, Hulu users will now be able to access artist interviews 

and behind-the-scenes footage of recording labels that include Atlantic Records, Rhino Records, 

and Warner Bros. Records.  This announcement follows [November‘s] partnership between Hulu 

and EMI Group, which also brought music videos and profiles to the online video service.  It 

appears that slow sales of music CDs have led recording companies to experiment with ways of 

distributing music online in an attempt to shore up profits.
62

 

 

Following Apple‘s launch of the iPad Hulu‘s CEO Jason Kilar indicated that Hulu would make a 

push into mobile that could include key platforms.  He made it clear that the TV streaming 
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device will ―embrace any device‖ and won‘t lock itself into supporting only one platform.  He 

expects Hulu mobile to be complementary to the desktop rather than detrimental.
63

 

 

iPad 

In an interview in 2006 Rupert Mudoch expressed disbelief in the attraction of mobile video at 

that time saying: ―I don‘t think people will want to watch TV on a 3 inch screen.  I think people 

still want the TV experience.‖
64

  As if in response to Mr. Murdoch, on January 27, 2010 Apple 

introduced the long-awaited tablet named the iPad which fills a space in between the Apple 

iPhone and an Apple laptop.  Some analysts suggested the iPad was targeted directly at the 

Amazon Kindle e-reader and will attract consumers who would like to read digitally on the go.  

Indeed, The New York Times partnered with Apple in the launch by demonstrating an 

application for viewing the newspaper on the iPad.
65

  Currently, there is speculation about 

Apple‘s recent moves into the TV space and how the iPad might play a role.
66

  Especially upon 

recalling the impact iTunes had upon the music industry.  With its ten-inch color display and 

responsive graphics processor it is easy to imagine viewing movies or watching TV on an iPad. 

 

One argument is that Apple is attempting to create a ―Best of TV‖ subscription service for select 

television shows for a monthly fee (speculated to be $30 per month) through iPad/iTunes.  

[However] creating an alternative to existing pay TV services through cable, satellite, and telcos 

could endanger lucrative affiliate fees paid to cable networks (should cable network content be 

included).  This could be a $21.5 billion revenue risk for the basic cable industry,‖ says analysts 

at Credit Suisse).
67

 

 

Sling Box and Sling Player 

On February 4, 2010 AT&T greenlit the use of SlingPlayer Mobile for the iPhone on its 3G 

network.  The decision marks a distinct reversal of AT&Ts attitude towards the app, which 

streams video from a TV-connected Slingbox over the Internet and lets users remotely control 

some set-top boxes.
68

  This would greatly increase the amount of available video to consumers 

wherever they are, whenever they want it. 

 

Cable 

Cable companies are married to their traditional way of doing business—acting as aggregators 

who sell channel packages and pay channels for carrying them.  In addition, the content is owned 

by the networks and the networks can create barriers if cable threatens their revenues or business 

models.
69

  The acquisition of NBC Universal by Comcast Cable will significantly broaden 

Comcast‘s scope and give the firm ownership of a large programming library.  This will increase 

Comcast‘s leverage against the networks and may decrease the networks revenue stream over 

time. 

 

Cross-Platform Broadcasting 
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The introduction of multiple means of distribution and viewing have significantly changed 

industry structure.  A consumer‘s entertainment choices are no longer determined solely by three 

broadcasters satisfying the mass audience.  Significant increases in the number of channels and 

multiple providers has developed a market with multiple audience segments, which some people 

have labeled ―narrowcasting.‖  A representation of the industry complexity today—with its 

multiple players--is no longer a linear process from production to consumer.  A reasonable 

representation of the industry structure is presented in Exhibit 8. 

 

This multi-sided platform offers an increased number of opportunities for entertainment 

companies to distribute their programming.  ABC was the first US network to stream its content 

online, launching its video player in 2006.  Thanks to strong demand for shows such as ―Lost,‖ 

the ABC video player has delivered more than half a billion episodes to viewers, with more than 

$1 Billion in advertisements sold in three years.  ABC was also the first US broadcaster to sell its 

content on iTunes.  However, it has pursued a different online strategy to its rivals, preferring to 

have more control over the websites where its content appears.
70

 

 

Disney Media Networks is a leading edge pioneer in exploring new venues for its products.  In 

2006 CEO Bob Iger called Anne Sweeney and said: ―Give Apple CEO Steve Jobs a call.  He has 

something he wants to talk about.‖  That conversation was about the iPod and putting ―Lost‖ and 

―Desperate Housewives‖ and other shows on iTunes….We knew that even with a hit show, an 

avid viewer generally sees six to eight episodes a year.  We produce in the neighborhood of 22 or 

25 episodes.  That leaves a lot of room—not for cannibalization, but for opportunity for these 

shows.  So, making these shows available on the iTunes platform was a plus for ABC, and it was 

a plus for these franchises.  We also saw it as a way of continuing these franchises into the future 

because they would be able to to draw more people.
71

  The ratings for ―Lost,‖ ―Desperate 

Housewives‖ and other programmes have increased since they were added to iTunes.  It‘s 

actually created more interest—not less—in the primary platform.‖
72

 

 

Netflix reported on January 6, 2010 that it had struck a deal with Warner Bros. to keep receiving 

new release movies.  Under the terms, Blu-ray and DVD movies will only reach Netflix four 

weeks after they are first available at physical stores.  In exchange, Netflix rights to Warner‘s 

movies for its Watch Instantly streaming feature and should see the movie catalog expand 

slightly beyond its current levels.  The necessary delay has admittedly been implemented to help 

Warner, which wants the roughly month long interval to protect its physical movie sales.  

Studios have increasingly pushed back against the shift to online downloads, and while stores 

like iTunes and the Zune Marketplace already require delays between purchases and rentals, 

mixed services like Netflix haven‘t had their physical copies restricted to avoid killing their 

Internet components until today.
73

 

 



Copying or posting is a violation of copyright.  USC Marshall School of Business, University of 
Southern California, February 2010. Page 13 
 

More recently there have been rumors that Disney is in negotiations with cable channel Starz, 

which is owned by Liberty Media Corp.  The conditions of the deal may mean Netflix is no 

longer able to offer Disney‘s movies online.  Starz current contract with Disney is set to expire in 

2012, but Starz is seeking five years of access to Disney films on its cable channel and digital 

rights 
74

 

 

Monetization 

In 2007, Chris Anderson, editor at Wired magazine, argued that the future of business is free.
75

  

He presented several examples of how practically everything ―free‖ was really just the result of 

what economists would call a ―cross-subsidy: You would get one thing free if you bought 

another, or you would get a product free if you paid for a service.  Think of the last cell phone 

contract you signed.  You received the handset in exchange for a two to three year commitment 

to remain loyal to the telco you use for the service.  A thorough reading of the contract may 

specify the value of the handset at over $500.00—just in case you consider moving to another 

carrier.  These are massive switching costs.  No wonder that most of us do not consider leaving 

for another carrier.  In a similar manner, television was never free—even though in the past we 

received our television signal through the air with antenna on the roof.  A typical 30 minute 

television program has only 22 minutes of programming.  The remaining 8 minutes is consumed 

by advertising.  We paid for the service with our time watching the advertisements! 

 

According to some sources, Hulu has spent months studying how to strike a balance between 

what people expect to watch free online and what they will be willing to pay for.  Hulu CEO 

Jason Kilar said a free version of Hulu will always exist but that the company was exploring 

premium pricing.  He would not give a time frame.
76

  When asked by Charlie Rose during one 

interview Kilar said: 

I think it‘s going to be a number of things….when you look at Hulu today, we have a free 

ad-supported model, and I think that happens to be the biggest.  If you take a look at the 

way the premium content is monetized, there‘s a lot of different models out there.  

Sometimes you pay for an individual episode, for example on iTunes.  Other times you 

pay for a subscription.  And at other times it‘s free ad-supported.  And if you look at it 

just in the U.S., it‘s about a $57 billion industry with regards to ad-supported premium 

content.  That‘s the biggest pond.
77

 

 

One plan being considered would allow users to view the five most recent episodes of TV shows 

free but would require a subscription of $4.99 a month to watch older episodes.  Hulu believes it 

will need at least 20 TV series –both current ones and those no longer on the air—to make such a 

pay service attractive to users.  A firm pricing model could emerge within six months, sources 

said.
78

  Forrester Research media analyst James McQuivey contends that Hulu needs a 

subscription model since the long-term play for online video is not to computers; it‘s to a 

collection of other devices—connected TVs, video game consoles, etc.
79
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On February 24, 2010 Disney Executive Vice President Kevin Mayer reportedly said that Hulu 

will be offering some type of paid service in the future.  The free, ad supported content will 

remain, but the new service may come in the form of a monthly subscription, a pay-per-

download charge, or a streaming rental.  ―I think we ultimately should and will have a hybrid 

approach,‖ said Mayer.
80

 

 

A Variety of Business Models 

The pay TV industry (Cable, DSBs, MSOs) currently utilize a subscription model with the 

consumer deciding the number of programs they would like in the bundle for a monthly 

subscription.  Any large migration towards delivery over the Internet would have them very 

concerned for the potential loss of subscribers.  As more content finds its way to the internet it 

becomes more difficult to differentiate the products; especially if programs are offered on the 

Internet at the same time as through the pay TV service.  That said, it is most likely that the pay 

TV providers will try to implement some kind of subscription service.  For instance, if you are 

already a subscriber to pay TV you could also have access to Internet programming as part of 

your pay TV membership.  This would be consistent with the cable companies traditional 

method of billing by monthly subscription. 

 

Some media players see Hulu as a threat to the economics of the television business.  Cable 

operators in particular, protested Hulu‘s allowing free Internet access to shows such as FX‘s ―It‘s 

Always Sunny in Philadelphia‖ or USA Networks‘ ―Psych,‖ which were previously available 

only to their subscribers.  Comcast Corp‘s plan to buy a controlling interest in NBC Universal 

would give it a significant say in the future of online video—and perhaps accelerate Hulu‘s move 

to a subscription service.  In January the New York Times newspaper unveiled a plan to charge 

online readers for stories.  The newspaper will adopt a metered approach in which readers can 

read a limited number of articles before being charged.
81

 

 

Mr Iger believes Disney‘s future still lies in its entertainment content, but wants the company to 

move to deliver it in new ways, in spite of the short term turmoil it might bring.  Under Mr. 

Eisner, Disney took a more conservative approach to the burgeoning digital media world, intent 

on protecting such traditional revenue engines as advertising and home video.  ―If we sit back 

and rely on old technology, the consumer is going to pass us by,‖ Mr. Iger says, noting that the 

music industry made that mistake.  ―It‘s extremely important as I enter this new role that I not let 

that happen to The Walt Disney Company.  We‘re not a technology company, but we need to be 

the closest thing to that.‖
82

  In 2006, pointing to a three to five year plan, Mr. Iger told investors, 

―My sense is that it can be very, very big.  It is clear that customers are going to use new 

platforms and new devices to access content all over the world,‖ Mr. Iger says.
83
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A few months later, in September 2006, Apple announced that The Disney Channel and ABC 

will be the first networks to offer television programming on iTunes.  ―Steve Jobs and Apple 

have consistently demonstrated that they have their finger on the pulse of today‘s audience with 

regard to legal downloads and television shows, and our presence on iTunes will now allow us to 

deliver Disney‘s films in this popular and convenient format…Not only are we proud to be 

expanding our association with Apple, but we feel that this new venture meets a growing demand 

for movie viewing that will ultimately expand the market for our films.
84

 

 

According to some industry analysts, the cable industry‘s pursuit of a subscriber-authentication 

approach for online video access is likely to yield several co-existing delivery models, with 

networks and cable MSOs playing varying roles depending on business relationships and 

investment preferences.  Examples of possible delivery models might include:  On one end is the 

do-it-all portal model favored by Comcast, which already has built a massive scale video 

delivery portal in the form of its wholly owned Fancast site.  At the other end, MSOs may rely 

on their affiliated networks to provide the online program access over network-maintained web 

site like AETV.com or TNT.com.  And somewhere in the middle, other MSOs may use their 

existing broadband subscriber portals to import web pages and player-embedded videos from 

network sites. 

 

The goal is to balance ease of access to the content for the user with the security of both the 

content and the subscription value for the operator.  Activities likely to be included in such a 

process would include: 

 

 Authentication: you supply the credentials (password, for example) to the subscribing 

entity, the operator, and assert ‗I really am this subscriber.‘ 

 Identification: The system identifies you as the user and may provide a way so you do not 

have to log in every time. 

 Authorization: Now that the system has verified who you are the system will authorize 

you by looking at the billing system and saying, ‗Yes, that person wants to get MTV 

content and they are a subscriber,‘ or ‗That person is not a digital subscriber, so I will 

have to go back and tell them No.‘ 

 Entitlement: This is what the system does with the permission once it gets it.  What am I 

going to give to these people?  Does it mean they will only see a video?  Or will the 

system open up a whole microsite or a whole world that the user paid for with their 

subscription? 

 

If every one of the operators had to build the infrastructure separately to handle these processes, 

it could be a mess.  What is needed is some kind of federated process which all the operators will 

agree to use (Schley, May 2009). 
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In October 2007 internet and media industry leaders unveiled principles to foster online 

innovation while protecting copyrights.  The principles serve as a comprehensive set of 

guidelines to help user-generated (UGC) services and content creators work together towards 

their collective goal of bringing more content to more consumers through legitimate channels.  

The principles acknowledge a collective respect for protecting copyrights and recognize that 

filtering technologies must be effective and are only a part of what is necessary to achieve this 

goal.  The principles, which are available at www.ugcprinciples.com call for a broad range of 

constructive and cooperative efforts by copyright owners and UGC services.
85

 

 

Any thing, anywhere, any time. 

With the proliferation of distribution methods available today, the American consumer can pretty 

much access content at any time and from anywhere.  Loyalty is not to the method of 

distribution, but rather to the content itself….But the one issue that rises time and time again is 

how to monetize the various methods of distribution.  While this may seem simple there are two 

main obstacles that complicate the situation, according to analysts at Wells Fargo Securities. 

 

(1) What is the nature of the Online Viewer?  Because of the versatility of Web content, 

each unique viewer my be watching a show online for a variety of reasons such as (1) a 

lack of access to broadcast networks, (2) an inability to watch the live broadcast due to 

scheduling conflicts, (3) a preference for online viewing, or (4) to re-watch an enjoyable 

episode seen via live broadcast.  There are many different reasons a person may watch a 

TV show online; for the networks, it all boils down to whether or not the online viewer is 

incremental to the broadcast viewer?  This question is tantamount, in our opinion, 

because it alone will determine the need for the networks to monetize their online 

content.  On the one hand, incremental viewers gained by putting content on the Web are 

the proverbial icing on the cake, a ―free‖ bonus, and monetization is much less of a 

concern.  However, if the online viewers are substituting their computer monitors for TV 

screens (cannibals), the content providers face the problem of ensuring that they get the 

same value for the viewer, regardless of the distribution method. 

 

(2) Online Viewer Habits.  Viewers of online TV content have become accustomed to 

watching for free, and changing this mindset is likely to be difficult.  In a survey 

conducted by the Baltimore Sun, less than 10% of respondents were willing to pay 

subscription fees to access Hulu‘s online video content.
86

 

 

As Anne Sweeney prepares for the meeting with Mr. Iger and Kevin Mayer she reflects over her 

previous comments when asked by Charlie Rose ―What excites you about the future?‖  She 

replied: ―Using technologies which we haven‘t dreamed of yet and to build our relationship to 

customers—not only in entertainment, but information.  I worry that access will be available to 

us, that we will be able to get into your house, and that our brand will have access to you.‖
87

  She 

http://www.ugcprinciples.com/
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pauses to look at a representation of the multiple ―windows‖ in which many media companies 

can market their brand (Exhibit 9).  Thinking of each of these outlets as profit pools
88

 she 

wonders if there is a way to maximize the return to Disney for each of these windows?  Is it 

possible to do this without damaging the relationships with the other players; such as Comcast 

who is acquiring NBC Universal and thus will become one of the three largest owners of 

Hulu.com.  Should payments be from advertisers or from consumers?  If from consumers, should 

payment be by subscription or for single viewing (ala carte)?  It is time to take action. 
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Appendix 

 

Listen to industry decision makers interviewed on various television programs and other 

media outlets.  Some worthwhile media sources to investigate are: 

 The Charlie Rose Show 

 CNBC 

 BusinessWeek magazine and businessweek.com 

 Fortune Magazine and fortune.com 

Forbes magazine and forbes.com 

Hoover‘s online  (Search for the company, then once on that page look for ―CEOs on 

Camera‖ in the lower left hand side of the screen. 

 

Some key individuals in this case study are: 

 

Robert A. Iger, President and Chief Executive Officer, The Walt Disney Company 

Kevin Mayer, Executive Vice President, Corporate Strategy, Business Development and 

Technology Group, The Walt Disney Company 

Anne W. Sweeney, Co-Chairman, Disney Media Networks and President of Disney-ABC 

Television Group 

Thomas O. Staggs, Chairman, Walt Disney Parks & Resorts and former Senior Executive Vice 

President & Chief Financial Officer of The Walt Disney Company and former Chief 

Financial Officer, The Walt Disney Company 

Jeff Zucker, President and Chief Executive Officer of NBC Universal 

Rupert Murdoch, Founder, Chairman and Managing Director of News Corporation (News Corp) 

Steve Jobs, Co-founder and Chief Executive Officer, Apple, Inc. and a member Board of 

Directors of The Walt Disney Company 

Jason Kilar, Chief Executive Officer, Hulu.com 

Ken Auletta, author and Chief Correspondent for the New Yorker magazine 

Brian L. Roberts, Chairman and Chief Executive Officer, Comcast Corporation 

Eric Schmidt, Chairman and Chief Executive Officer of Google and former member of the Baord 

of Directors of Apple, Inc. 

Jim Cramer of MadMoney and TheStreet.com 

A discussion of the iPad tablet launched by Apple in January with Walter Mossberg, David Carr, 

Michael Arrington, Charlie Rose Show, February 5, 2010 
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Exhibit 1: The Walt Disney Company, Broadcast Television in the Broadband World,  

Harvard Business School Publishing, Case study 9-707-486, 2007. 
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Exhibit 2; Lotz, Amanda D., The Television Will Be Revolutionized. p.8. 
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Exhibit 3: Fritzsche, et al. Media & Telcom—It’s all about price or Is It? In Investing in 

the Changing Face of America.  Wells Fargo Securities, December 2009. p. 144. 

 



Copying or posting is a violation of copyright.  USC Marshall School of Business, University of 
Southern California, February 2010. Page 22 
 

Exhibit 4: Fritzsche, et al. Media & Telcom—It’s all about price or Is It? In Investing in 

the Changing Face of America.  Wells Fargo Securities, December 2009. p. 145. 

 

 
 

 

 

 

Exhibit 5: Tulsiani, Bobby, TV Cannibals: Managing the Effects of Online Video. Jupiter 

Research, October 9, 2008. 
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Exhibit 6: Tulsiani, Bobby, TV Cannibals: Managing the Effects of Online Video. Jupiter 

Research, October 9, 2008. 
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Exhibit 7: Tulsiani, Bobby, TV Cannibals: Managing the Effects of Online Video. Jupiter 

Research, October 9, 2008. 
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Exhibit 8: Credit Suisse, Convergence 2010, January 28, 2010, p. 9. 
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Exhibit 9: Tulsiani, Bobby, How to Reinvent the TV Industry. Forrester Research, June 16, 

2009.  
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