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THE VIDEO ECOSYSTEM
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Linear Pay-TV Subscriptions are Declining
Linear Pay-TV Subscribers Are Declining 
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Linear Pay-TV Subscriptions are Declining
Between 2011 and 2015, Most Pay-TV Sub Losses Came from Cable
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Linear Pay-TV Subscriptions are Declining
Cable Has Stymied Its Losses; And We See Most Declines at Telco Going Forward*
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Note *: We assume AT&T continues to port subs from its U-Verse Platform to DTV 
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Conversely, Broadband Adoption Is Increasing
In 2017, We Estimate More Data Subs Than Video Subs
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Evidence Shows HSD is the More Popular Service
Occupied Housing is Growing Again; Leading to Additional HSD Gains
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Cable Has Been Consistently Taking HSD Share 
This is Most Attributable to Its Superior Speeds….
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And We Expect Continued Cable Share Gains
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What Is Over The Top? What is A La Carte?

Source: Company Data, and Wells Fargo Securities, LLC estimates.

Over The Top (OTT)
The delivery of audio, video and other media over the internet 

without the involvement of a multichannel video programming 
distributor.

A La Carte
Traditionally, “A La Carte” service means items are separately 

offered and priced. In the case of video service, this typically 
refers to a customers ability to pick and choose and purchase 
individual video channels rather than bundles of channels.
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OTT Comes in MANY Forms

Source: Company Data, and Wells Fargo Securities, LLC estimates.

 SVOD
Netflix
Amazon Prime
Hulu

 Skinny Bundles
DISH’s SlingTV
SONY’s PlayStation Vue
VERIZON Custom TV/ Go90
Comcast Stream
AT&T/DTV - ?

Direct to Consumer (DTC)
HBO Now
Showtime OTT
CBS All Access
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SVOD Examples

Source: Company Data, and Wells Fargo Securities, LLC estimates

Netflix
 Library of Syndicated Movies and TV Shows
 11 Original Series

 Basic (SD Only, 1 Stream) – $7.99/mo. 
 Standard (SD & HD, 2 Stream) – $9.99/mo.
 Premium (SD, HD & UHD, 4 Streams) – $11.99/mo.

Amazon Prime
 Library of Syndicated Movies and TV Shows
 15 Original Series

 $99.99/year (includes other Amazon benefits such as shipping)

Hulu
 Library of Syndicated Movies and TV Shows
Recent Episodes of Current Season ABC, FOX and NBC Shows
 12 Original Series

 Limited Commercials -- $7.99/mo.
 No Commercials -- $11.99/mo.
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Skinny Bundle Examples

Source: Company Data, and Wells Fargo Securities, LLC estimates

 SlingTV
37 Channels for $20/mo.
Focused “Add-on” Packages for $5/mo.

 Sports Extra has 9 channels
 Kids Extra has 5 channels
 Hollywood Extra has 6 channels

 PlayStation Vue
“Access Slim” 55 Channels for $29.99/mo.
“Core Slim” 70 Channels for $34.99/mo.
“Elite Slim” 100 Channels for $44.99/mo.

 Linear Skinny Bundles
Comcast’s “Internet Plus” Package
DirecTV’s “Select” Package
Verizon’s “Custom TV” Package
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Direct to Consumer Examples

Source: Company Data, and Wells Fargo Securities, LLC estimates

HBO Now
$14.99/mo. for Live and On Demand Viewing

 Showtime
$11.00/mo. for Live and On Demand Viewing

 CBS All Access
Watch CBS Live (No NFL)
New Episodes Available On The App Next Day
Over 7,500 Episodes On Demand
$5.99/mo.
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Programming Control is Highly Concentrated

Source: SNL Financial and Wells Fargo Securities, LLC estimates

 Total programming universe is $54.8B
$45.5B from basic cable and RSNs
$7.2B in retrans
$2.1B in reverse comp

 Top 5 studios take 68% of the total
Disney, Fox, NBC Universal, Time Warner Inc., Viacom

 Top 9 studios take 78% of the total
Top 5 + Discovery, CBS, AMC Networks, Scripps Networks

Disclaimer: SNL FINANCIAL LC. CONTAINS COPYRIGHTED AND TRADE SECRET MATERIAL DISTRIBUTED UNDER LICENSE FROM SNL. 
FOR RECIPIENT’S INTERNAL USE ONLY
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Programmers Like/ Need The Bundle

~90MM Pay-Tv households
x $Beautiful monthly payment
x 12 months                                                a
$Beautiful & steady annual revenue stream

Source: SNL Financial and Wells Fargo Securities, LLC estimates
Disclaimer: SNL FINANCIAL LC. CONTAINS COPYRIGHTED AND TRADE SECRET MATERIAL DISTRIBUTED UNDER LICENSE FROM SNL. 

FOR RECIPIENT’S INTERNAL USE ONLY
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Programmers Like/ Need The Bundle

Let’s look at Disney as an example:

~90MM Pay-Tv households
x $11/sub/month (all 10 cable nets)
x 12 months
= $12B in annual affiliate fee revenue

Source: SNL Financial and Wells Fargo Securities, LLC estimates
Disclaimer: SNL FINANCIAL LC. CONTAINS COPYRIGHTED AND TRADE SECRET MATERIAL DISTRIBUTED UNDER LICENSE FROM SNL. 

FOR RECIPIENT’S INTERNAL USE ONLY



1616

Programmers Like/ Need The Bundle

Assume ESPN/ ESPN2 go a la carte:

~30MM unique viewers

x $33/mo.

x 12 months
= $12B in annual affiliate fee revenue

Source: SNL Financial and Wells Fargo Securities, LLC estimates
Disclaimer: SNL FINANCIAL LC. CONTAINS COPYRIGHTED AND TRADE SECRET MATERIAL DISTRIBUTED UNDER LICENSE FROM SNL. 

FOR RECIPIENT’S INTERNAL USE ONLY



NBC - Antenna

 CBS - Antenna

 ESPN – Sling TV

ABC - Antenna

Netflix - Netflix
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Creating the Synthetic Bundle
Our 2015 survey suggests there are 10 MUST-HAVE “channels”

 FOX - Antenna

HBO – HBO Now

 CNBC – Unavailable

 Showtime – Showtime OTT

AMC – Sling TV
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Creating the Synthetic Bundle
With Typical Services Like DVR and VOD… OTT is More Expensive Than the Bundle

Networks OTT Price Comments
ABC Free Watched over the air via antenna
AMC $20.00 Sling TV from DISH Network
CBS Free Watched over the air via antenna
CNBC Unavailable Not available via OTT
ESPN See AMC Sling TV from DISH Network
FOX Free Watched over the air via antenna
HBO $14.99 HBO Now
NBC Free Watched over the air via antenna
NFLX $9.99 Standard plan that includes HD streaming
Showtime $10.99 Showtime Now
OTT Video Total $55.97
Performance Internet (25mbps) $34.99 Includes 12 month promotional price
Add: Wireless Gateway $10.00
Basic Synthetic OTT Bundle Price $100.96
Add: VOD Services
      Hulu (ABC, FOX, NBC) $7.99 Basic plan that includes advertisements
      CBS All Access (CBS) $5.99
Add: DVR Services
      TiVo Roamio $8.32 $499 upfront fee divded by estimated 60 month useful life
      TiVo Roamio DVR Subscription $14.99 Monthly service charge
Full Featured Synthetic OTT Bundle $138.25
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A La Carte Doesn’t Make Sense for the Consumer
With Typical Services Like DVR and VOD… OTT is More Expensive Than the Bundle

Fully Featured Cable Bundle
Price Comments

Digital Starter & Performance Internet $79.99 Includes ABC, AMC, CBS, CNBC, ESPN, FOX, and NBC
Add: HBO $5.00 Also includes HBO On Demand/HBO Go
Add: Showtime $5.00 Also includes Showtime On Demand/Showtime Anytime
Add: HD DVR $9.95 Allows for digital recording of television shows
Add: HD Technology Fee $9.95 Fee to allow for HD signals
Add: Broadcast Fee $3.50 Additional fee not included in advertised price
Add: Sports Programming Surcharge $1.00 Additional fee not included in advertised price
Add: Wireless Gateway $10.00 Wireless Gateway (to provide WiFi) rental fee
Add: Netflix $9.99 Standard plan that includes HD streaming
MVPD Bundle $134.38
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OTT Live Streaming Has Had Its Hiccups…..

 SlingTV
Multiple Service Disruptions
 Fear the Walking Dead Premier (8/23/15)
 NCAA Final Four (4/4/15)
 Game of Thrones Premier (4/12/15)
 Pretty Little Liars Mid-Season Finale (8/11/15)

 CBS All Access
Grammy Awards (2/15/16)
 Live stream disruption and poor quality 

Superbowl (2/7/16)
 Service disruptions/disconnections

DTV Sunday Ticket
Couldn’t air 3 of 8 games on one weekend.
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The Dilemma

Consumers need choice

There is no one size fits all solution

Consumers want to save money

Programmers and distributors need to 
make money to be able to invest in 
content and technology
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Regulatory Landscape… Help or Hindrance?

Communications Act of 1934

Section 257 – the FCC has the authority to 
impose regulations aimed at improving 
programming diversity

Section 616(a) – mandates the FCC to 
establish regulations governing program 
carriage agreements and related practices 
between cable operators or other MVPDs 
and video programming vendors. 
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Additional Information Available Upon Request

I certify that:
1) All views expressed in this research report accurately reflect my personal views about any and all of the subject securities or issuers 
discussed; and 
2) No part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed by me in 
this research report.

Wells Fargo Securities, LLC does not compensate its research analysts based on specific investment banking transactions.
Wells Fargo Securities, LLC’s research analysts receive compensation that is based upon and impacted by the overall profitability and revenue 
of the firm, which includes, but is not limited to investment banking revenue.

STOCK RATING
1=Outperform: The stock appears attractively valued, and we believe the stock's total return will exceed that of the market over the next 12 
months. BUY
2=Market Perform: The stock appears appropriately valued, and we believe the stock's total return will be in line with the market over the 
next 12 months. HOLD
3=Underperform: The stock appears overvalued, and we believe the stock's total return will be below the market over the next 12 months. 
SELL
SECTOR RATING
O=Overweight: Industry expected to outperform the relevant broad market benchmark over the next 12 months.
M=Market Weight: Industry expected to perform in-line with the relevant broad market benchmark over the next 12 months.
U=Underweight: Industry expected to underperform the relevant broad market benchmark over the next 12 months.
VOLATILITY RATING
V = A stock is defined as volatile if the stock price has fluctuated by +/-20% or greater in at least 8 of the past 24 months or if the analyst 
expects significant volatility. All IPO stocks are automatically rated volatile within the first 24 months of trading.

As of: March 18, 2016
43% of companies covered by Wells Fargo Securities, LLC Equity Research are rated Outperform. Wells Fargo Securities, LLC has provided 
investment banking services for 39% of its Equity Research Outperform-rated companies.
54% of companies covered by Wells Fargo Securities, LLC Equity Research are rated Market Perform. Wells Fargo Securities, LLC 
has provided investment banking services for 30% of its Equity Research Market Perform-rated companies.
2% of companies covered by Wells Fargo Securities, LLC Equity Research are rated Underperform. Wells Fargo Securities, LLC has provided 
investment banking services for 12% of its Equity Research Underperform-rated companies.

Source: Wells Fargo Securities, LLC
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Important Disclosure for International Clients

EEA – The securities and related financial instruments described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. For 
recipients in the EEA, this report is distributed by Wells Fargo Securities International Limited (“WFSIL”). WFSIL is a U.K. incorporated investment firm 
authorized and regulated by the Financial Conduct Authority. For the purposes of Section 21 of the UK Financial Services and Markets Act 2000 (“the Act”), 
the content of this report has been approved by WFSIL a regulated person under the Act. WFSIL does not deal with retail clients as defined in the Markets in 
Financial Instruments Directive 2007. The FCA rules made under the Financial Services and Markets Act 2000 for the protection of retail clients will therefore 
not apply, nor will the Financial Services Compensation Scheme be available. This report is not intended for, and should not be relied upon by, retail clients.
Australia – Wells Fargo Securities, LLC is exempt from the requirements to hold an Australian financial services license in respect of the financial services it 
provides to wholesale clients in Australia. Wells Fargo Securities, LLC is regulated under U.S. laws which differ from Australian laws. Any offer or 
documentation provided to Australian recipients by Wells Fargo Securities, LLC in the course of providing the financial services will be prepared in accordance 
with the laws of the United States and not Australian laws.
Canada – This report is distributed in Canada by Wells Fargo Securities Canada, Ltd., a registered investment dealer in Canada and member of the 
Investment Industry Regulatory Organization of Canada (IIROC) and Canadian Investor Protection Fund (CIPF). Wells Fargo Securities, LLC’s research 
analysts may participate in company events such as site visits but are generally prohibited from accepting payment or reimbursement by the subject 
companies for associated expenses unless pre-authorized by members of Research Management.
Hong Kong – This report is issued and distributed in Hong Kong by Wells Fargo Securities Asia Limited (“WFSAL”), a Hong Kong incorporated investment firm 
licensed and regulated by the Securities and Futures Commission of Hong Kong (“the SFC”) to carry on types 1, 4, 6 and 9 regulated activities (as defined in 
the Securities and Futures Ordinance (Cap. 571 of The Laws of Hong Kong), “the SFO”). This report is not intended for, and should not be relied on by, any 
person other than professional investors (as defined in the SFO). Any securities and related financial instruments described herein are not intended for sale, 
nor will be sold, to any person other than professional investors (as defined in the SFO).  The author or authors of this report is or are not licensed by the 
SFC.  Professional investors who receive this report should direct any queries regarding its contents to Mark Jones at WFSAL (email: 
wfsalresearch@wellsfargo.com ).
Japan – This report is distributed in Japan by Wells Fargo Securities (Japan) Co., Ltd, registered with the Kanto Local Finance Bureau to conduct broking and 
dealing of type 1 and type 2 financial instruments and agency or intermediary service for entry into investment advisory or discretionary investment 
contracts.  This report is intended for distribution only to professional investors (Tokutei Toushika) and is not intended for, and should not be relied upon by, 
ordinary customers (Ippan Toushika).  
The ratings stated on the document are not provided by rating agencies registered with the Financial Services Agency of Japan (JFSA) but by group 
companies of JFSA-registered rating agencies.   These group companies may include Moody’s Investors Services Inc., Standard & Poor’s Rating Services 
and/or Fitch Ratings.  Any decisions to invest in securities or transactions should be made after reviewing policies and methodologies used for assigning credit 
ratings and assumptions, significance and limitations of the credit ratings stated on the respective rating agencies’ websites.
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Wells Fargo Securities, LLC, at this time, and are subject to change without notice. For the purposes of the U.K. Financial Conduct Authority's rules, this 
report constitutes impartial investment research. Each of Wells Fargo Securities, LLC and
Wells Fargo Securities International Limited is a separate legal entity and distinct from affiliated banks. Copyright © 2016
Wells Fargo Securities, LLC. 

Source: Wells Fargo Securities, LLC

SECURITIES: NOT FDIC-INSURED/NOT BANK-GAURANTEED/MAY LOSE VALUE

DISCLOSURES


