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by Howard Gordon

I remember being in a writers’ room about ten years ago, and someone—a brilliant and famous writer whose name I’ll keep to myself for now—rhapsodized about the exquisite ecstasy of the writing process. “Don’t you love it when you get lost inside the story, and the characters start speaking for themselves, and you look up and realize eight hours have passed?” I nodded dumbly, and smiled. Because I had no idea what the fuck he was talking about.

I’ve never had that experience. Never. Me, I’m a grinder. And a second-guesser. Since I can remember, I have suffered from some undiagnosed combination of OCD and ADD that causes me to spend hours on a preposition. Which is a long-winded way to describe this simple truth: I hate writing. I really do. Even writing this foreword is excruciating. Every word weighs on me like a millstone. Every. Single. Word.

What makes the process even more excruciating is that I am my own worst critic. No one has more contempt for my work than me. So studio and network notes are usually a cakewalk. Whatever they dish out, chances are I’ve already dished out for myself and come back for seconds.

So why do I write? Because as much as I hate writing, I love having written. All the pain suddenly falls away when the dialogue turns from a bunch of words under a character name into the living voices of real people, and the plot becomes more than just a series of events but a story worth telling. However we get there, if we’re lucky, eventually we get there. Word by word. Line by line.

I write because it’s the only thing I’ve ever wanted to do. Not a day goes by that I don’t appreciate what a privilege it is to be a member of this profession. I suppose in some way, being a writer is the buy-in that allows me to enjoy the company and respect of my fellow writers. To count so many professional writers as friends and colleagues is one of my proudest accomplishments. I may not enjoy the creative process as much as my unnamed colleague, but I’d wager my WGA pension that I get every bit as much pleasure from my final draft—which only makes me want to belly up to the laptop and do it all over again.

Writing and producing a television show is a mysterious craft, and we all bring to it our own unique energy and talent. But the business of making a television show is the common ground we all have to navigate. You’d think that after twenty-four years as a working writer, I’d have figured out pretty much everything there is to know about the television business. But after reading Chad Gervich’s book, I found that wasn’t the case at all. In fact, I didn’t know how little I knew until I read Small Screen, Big Picture.

This isn’t just an operating manual for aspiring writers and executives; it’s for anyone who’s ever wondered how television shows are born. Within these pages you’ll find a map of the twisted and thorny path an idea must travel before it becomes a script, then a pilot, and finally a television series; one that, more likely than not, will be canceled before its first season is even finished shooting. You’ll discover that even after a writer is lucky enough to have beaten back the demons of his own self-doubt and written a script he’s satisfied with, that’s when the real adventure begins. You’ll learn how to navigate though the minefield known as the development process and how to defend yourself against that fickle species known as the creative executive, whose opinions are sometimes helpful but can often deal the death blow to a project. Chad sobers us with the truth of how difficult a process it is, but he also gets us drunk with the hope that comes from the promise of creating a show that works. He is a storyteller and an insider whose love for television practically vibrates in every sentence.

Had there been a book like this when I started my career, I would have saved myself a lot of time. And the business has only gotten more confusing—much more confusing—than when I started working as a writer. As the 2008 WGA strike demonstrated, the television business is changing faster than even the most forward-thinking pundits could have predicted. With the explosive growth of digital recorders and broadband and wireless platforms, the revenue models are being reconfigured at a dizzying pace. But none of it has gotten ahead of Chad’s understanding. He tells the reader exactly what to expect and when to expect it. Even if the craft of writing can’t be learned, certain mistakes can be avoided with enough good information. And the information Gervich has gathered is as good as anything I’ve ever read on the subject.

I wish I’d written this book myself. It’s the book I always told myself that I’d write one day. But the truth is that Chad wrote it much better than I could ever have written it. So ultimately I’m grateful to him—not just for educating me on a business I thought I understood, but for saving me so much time.

Enjoy Small Screen, Big Picture. If you love television, you’ll have a hard time putting it down.



Author’s Note
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I showed up at my first day of work at the Littlefield Company’s Beverly Hills offices—parking garage populated with Ferraris, walls covered with Lichtensteins—wearing a shirt so new it still smelled like the Van Heusen outlet. It was 1999, and no one in L.A. had worn Van Heusen since 1883, but I didn’t care. Or, more accurately, didn’t know. I had my first job, and while it wasn’t exactly a writing or producing gig, I was naïvely determined to be Joss Whedon by the end of the year.

Fresh out of UCLA grad school, I was starting as a development assistant at former NBC Entertainment president Warren Littlefield’s new TV production company. I had met Warren through an MFA mentoring program, but not only did I know nothing about how TV was bought, sold, produced, or distributed, I had no idea how to be an actual assistant.

As I learned to roll calls, write coverage, and keep my boss’s calendar, one thing became painfully clear: there was a massive gulf between myself and the people around me. These people talked about “overalls” and “if-comes” and “franchises” and “license fees.” I wanted to talk about last night’s Buffy episode and brainstorm how to turn Christopher Durang plays into TV shows. They drove BMWs and ate at Mr. Chow’s and had drinks at Sushi Roku. I wore Van Heusen shirts and drove a 1989 Plymouth Acclaim. It was like I had been invited to a dance with the popular kids—a dance I’d always wanted to go to—only to arrive and discover I had no idea how to dance.

As writers and artists, many of us grow up feeling out of place, like our families and friends never quite “get us,” and for those of us longing to write movies or TV shows, Hollywood holds the allure not of glitz and glamour, but of a place where we’ll fit in—where we’ll find other writers who grew up loving E.T. and Annie Hall and My So-Called Life. Which is why it’s a bitter wake-up call when you arrive and realize you don’t necessarily belong.

It wasn’t that people didn’t share my passion for great writing and entertainment—I actually find most people in television, whether writers, directors, agents, or executives, appreciate good work and are incredibly passionate about their jobs. What made me an outsider was that people on the “inside”—working writers, producers, and executives—understood something I had never fully realized or digested: that television is, first and foremost, a business. And like all businesses, it comes with its own rules, processes, and pathways. Which means the writers, producers, directors, actors, agents, and execs who are most successful are those who know how to navigate those pathways.

Working at Littlefield, I began to understand how TV shows are bought and sold, developed and produced. When I became a director’s assistant on Malcolm in the Middle and Girls Club two years later, I began learning the ins and outs of physical production. As a writer’s assistant on Septuplets, an unaired FOX drama, I witnessed the politics and procedures of a writing staff. And as a showrunner’s assistant on CBS’s Star Search, I had my first taste of producing reality. Every day, at each of these jobs, I made innumerable mistakes—and with each mistake I learned something new: how networks differ from studios, why some shows outperform others, when it’s appropriate (or not) to dispute a network’s note. I began realizing that TV shows are more than just compelling stories and innovative concepts, but carefully crafted works designed to survive TV’s intricate corporate clockworks. And the shows and writers that succeed are usually those that adhere to certain creative and commercial rules.

In 2003, I returned to the Littlefield Company as a development executive. I spent two years working with writers and producers, developing comedies, dramas, and reality shows. Then, in the spring of 2005, everything changed.

Warren and I had spent the last several months working on Foody Call, a reality project I’d conceived based on Cook Your Way Into Her Pants, a cookbook-slash-how-to-get-laid guide for men. We’d sold the concept to Style Network in the fall of 2004, shot the pilot in February of 2005, and were now waiting for Style’s response. Foody Call had been a pet project of mine ever since some of my coworkers at Littlefield had laughed it off and said it couldn’t be sold, so when Warren called to tell me Style had made their decision—my breath caught in my throat.

“They’re picking up the show,” he said, “for ten episodes.”

Three months later, I left my job as an exec to become a producer on the show—which meant that after giving notes, monitoring deadlines, and steering producers’ creative processes, I suddenly found myself on the other side. I was the one dealing with executives’ notes. I was the one racing to meet deadlines. I was the one fighting for my creative choices. And while this was what I’d always wanted—to develop and produce my own TV show—I couldn’t help but be utterly petrified.

Fortunately, being an executive had given me insights and relationships that helped me as a producer. I’d seen common missteps made by other producers, and I didn’t want to repeat them. And that’s when it hit me: If I had known earlier all the things I knew now, how much easier might my path have been? Could I have excelled quicker? Pitched smarter ideas? Developed better shows? While my bosses and co-workers had been hugely supportive and nurturing, how much faster would I have learned if I had had, years earlier, some kind of…of…book? Some kind of guide to walk me though TV’s multifarious business structures and practices? A map to illustrate how the industry’s disparate parts worked together as a whole, and how that whole affected TV’s creative processes? If I had only had that, I thought, I could’ve begun my career with deeper stores of knowledge, stronger creative muscles, and sharper business savvy.

Thus the idea for this book began to percolate, and a few months later, when I began teaching at mediabistro.com, I knew I’d found the perfect partners. Mediabistro.com is one of those rare companies that maintains relationships with top-shelf professionals while still servicing the talented aspirants who are its lifeblood. So I began talking with Laurel Touby, the founder of the company, and Taffy Brodesser-Akner, then the head of the L.A. office, about a book that would not only help young writers and producers learn the ropes of television, but also incorporate interviews, advice, and perspectives from working professionals. In other words, for all the people struggling to get into the TV business, we’d bring the TV business to them.

As of today, I’ve written, produced, or developed projects for nearly every network and studio. I’ve produced shows for both TV and the Internet. I’ve written countless articles for Variety, Writers Digest, Fade In, Written By, and Moving Pictures. And while I’ve learned a lot, I realize every day how much more I have to learn. Writing this book, in fact, has convinced me of two things: first, no matter how much I think I know, it’s only the tip of the iceberg; and, second, no one in this industry knows everything. More than one hundred writers, producers, executives, directors, agents, managers, and assistants have been interviewed for this book, and each has his or her own stories, perspectives, methods, and processes. Many have completely differing opinions and suggestions.

Yet there’s still one thing they all agree on: television is a business.

In the following pages you’ll discover how that business works: how companies make money, how this affects shows’ creative development, and how series are produced and programmed to give them their best chances of success. You’ll journey from the top of TV’s corporate food chain to the ground floor of pilot production. You’ll hear firsthand how producers and executives design shows to negotiate media’s corporate maze—and what your shows need to get on the air. You’ll venture into the inner sanctum of a writers’ room to watch a writing staff architect its stories, then uncover the truth about how new writers are hired and promoted.

You’ll also explore how television is changing thanks to new technologies like the Internet, digital video recorders, and video-on-demand. Longstanding rules are collapsing. Traditional practices are evolving. New methods of production and distribution are popping up daily. And although no one’s entirely sure where these innovations will lead us, there’s never been a period more rife with opportunity and possibility.

Finally, this book will arm you with an arsenal of practical information about how to land that elusive first (or second) job, and even how to work your way up once you’re there.

So think of this as your roadmap through the complex, ever-changing world of television. Like all maps, it’s an interactive, hands-on guide, meant to be marked up, highlighted, and scribbled in wherever you feel the need. This book is also a snapshot—a photo of the industry at this particular time—to help you understand where the industry has been, why it’s transforming, and how those transformations affect you and your career.

One last thing: There’s never one right answer to anything. Television is a business of many exceptions and few rules, and even those are constantly being broken. Shonda Rhimes does things one way, Dick Wolf does them another. CBS has certain needs, FOX has others. Thus, all anyone can give you are insights and truths that, in their experience, have proven valid. But for the most part, the information here represents conventional systems and accepted rules of TV development and production.

So welcome to the first step of your long, fruitful television career. By the time you reach the last page, you’ll know markedly more than your closest competitor. So settle in, grab a pencil, and start reading. And do me a favor: when you sell your first show, or your second, or your third…remember me in your Emmy speech.
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October 31, 2007, should’ve been a great day.

First of all, it was my birthday, which is always a great day (and just happens to fall on Halloween). It was also the day I was scheduled to give my publisher the manuscript for this book. Which means I had every reason in the world to celebrate that evening. Except for one thing…

October 31, 2007, was the exact date on which the Writers Guild of America’s contract with Hollywood’s networks and studios was set to expire, and the entire entertainment industry was bracing for a massive writers strike. A strike, people claimed, that would change everything: how TV shows were developed, how networks scheduled their air, how writers worked within the system. And none of that is what you want to hear the day you turn in a book about how television works.

Now that the WGA strike is over, we’re still determining how far-reaching its effects will be. In some respects, the industry has returned to business as usual, but overall, the strike has revamped TV in three important ways:


• It gave writers unprecedented rights and compensation.

• It helped networks and studios break out of longstanding patterns of impracticality.

• It shined a spotlight on the exploding world of digital media, helping to pave the way for top-shelf TV and film writers to begin working in cyberspace.


So what caused this mini-revolution, and how did it play out?

Before the strike began, the WGA was aiming to renegotiate several main contract points with networks and studios. The WGA’s contract is known as the Minimum Basic Agreement (MBA), or schedule of minimums, and it lays out the minimum payments union writers must receive for various work, from writing on sitcoms and dramas to selling or rewriting a movie. Every three years it’s renegotiated, and in 2007, as everyone knew, the WGA was preparing to get bullish on several key points. These included greater residuals from home video revenue (to learn more about residuals, check out chapter 3) and jurisdiction over animation and reality TV (chapter 19). But the most important issue was getting fair compensation in digital media and the Internet. Under Hollywood’s system at the time, writers were paid virtually nothing for content they created that was downloaded, streamed, or made otherwise available online. This was true not only for Internet-specific projects, like NBC’s online spinoff of The Office, but also for online episodes of regular TV shows (like streaming or downloadable episodes of Pushing Daisies or NCIS). Writers feared that if they didn’t fight for fair payment now, they’d be left in the dust as the Internet grew more pervasive and converged with traditional TV.

On July 16, 2007, three and a half months before the MBA expired, the Writers Guild began negotiations with the Alliance of Motion Picture and Television Producers (AMPTP), the trade organization representing more than 350 TV and film companies in collective bargaining agreements with Hollywood’s trade unions (the Writers Guild, the Directors Guild, the Screen Actors Guild, etc.). While everyone in Hollywood knew a strike was a possibility, most expected writers to wait and strike until summer 2008, when a walkout could correspond with the June 30 expiration of directors’ and actors’ contracts. This would allow the three unions to strike together, giving them increased muscle.

But when negotiations reached a stalemate in October 2007, on the eve of the WGA’s contract expiration, the industry rumbled with rumors of an immediate work stoppage. For one thing, writers figured striking in the fall would do more damage to TV shows currently in development and production. Secondly, writers feared the Directors Guild would step out and negotiate their own deal with studios before writers had a chance to finish their own. A DGA deal would provide a template for all other unions’ negotiations, making it difficult for writers or actors to negotiate anything different. And because the DGA has a different membership from the WGA—about 40 percent of the DGA consists of technical workers who are compensated differently from writers—it would be an inappropriate template for writers.

On Wednesday, October 31—as I put the final touches on the first draft of this book—the WGA contract expired. Five days later, on Monday, November 5, the strike began. All over Los Angeles and New York, thousands of writers gathered at studio gates and, instead of heading in to their usual offices, formed picket lines, signs and banners in hand.

“It was surreal,” says Craig Turk, a supervising producer on Private Practice, who spent the first day of the strike on picket lines outside FOX. “At that point…there didn’t seem to be many people paying attention. There were a couple of cameras, but the reality of the strike hadn’t settled in. Certainly the public at large wasn’t sure why all these people in red shirts were marching around outside.”

The effects of the strike were felt almost instantly. Talk shows like Late Show with David Letterman, Late Night with Conan O’Brien, and The Tonight Show went off the air immediately, followed by comedies like The Big Bang Theory, Back to You, Two and a Half Men, and ’Til Death. Other shows like CSI: NY and Grey’s Anatomy had stockpiled written scripts, and these remained in production as long as possible. Yet as weeks went on, more and more shows went off the air…until finally, all sixty-three scripted broadcast and cable programs went dark. (Movies weren’t as impacted, since film productions don’t need new scripts every week.)

But it wasn’t just writers who felt the brunt of the strike. Thousands of crew members were out of work. So were prop houses, costume shops, florists, and caterers who serviced the industry, costing L.A.’s economy almost $20 million a day. Agencies and studios laid off employees and put hundreds on notice. As networks’ ratings dropped over 20 percent, network salespeople were forced to refund millions of advertisers’ dollars (barely a month into the strike, NBC alone had already refunded approximately $10 million).

Yet studios refused to give in to, or even negotiate, the writers’ most important issues. Financial firm Bear Stearns issued a report saying that even if studios gave writers everything they asked for, it would reduce annual earnings per share no more than one percent for the seven major media conglomerates (Time Warner, Disney, Sony, NBC Universal, Viacom, News Corp., CBS). Time Warner would be hit hardest, paying $32.2 million over the next three years. (To put that in perspective, Time Warner’s total 2007 revenue was almost $46.5 billion. If Time Warner averaged that same revenue for the next three years, it would take in $139.5 billion…over 4,300 times what it would need to pay the writers.)

Public opinion swelled in favor of the WGA, with over two-thirds of the public supporting writers and less than 5 percent backing studios. Major stars and directors like Steve Carell, Robin Williams, Woody Allen, James Brooks, and Ray Romano voiced their support. Still, the AMPTP refused to budge.

Finally, on December 7, the studios issued an ultimatum: either the WGA back off six major issues, including specific pay formulas for online content and jurisdiction over animation and reality, or they would end negotiations completely. Refusing to drop their core issues, the WGA stood their ground. That very night, the studios walked, leaving things in a seemingly interminable state of limbo.

“The point of the strike wasn’t for us, it was for future writers,” says Karine Rosenthal, a co-producer on FOX’s Bones. “I owed it to writers who came before me…who sacrificed immensely to create the guild, to fight so credits were properly assigned, to fight for residuals and health care and a pension fund. That was all done for me…[but with] the issues being mainly jurisdiction over the Internet, the future of all media, those things were in jeopardy…[which meant] future generations would be losing all those things. That was what was worth fighting for.”

Then, on Friday, January 11, 2008, the Directors Guild announced what writers had been dreading all along: directors were beginning negotiations for their contract with studios…six months early. Less than a week later, the directors emerged with a finalized AMPTP deal that included DGA jurisdiction over the Internet as well as compensation for both online downloads and streaming.

Although there was heated debate throughout Hollywood on whether or not these were big enough victories, one thing was clear: the directors had done what writers could not—in six days. Of course, they couldn’t have done it without the pressure applied by the striking writers. Writers had pushed studios to the edge of the cliff, the directors had simply tapped them over the brink. And like it or not, there was now a template in place for the WGA.

With two de facto deadlines looming, the clock was now ticking. The first deadline was February 15, the date TV executives had pegged as the last date to save 2008’s pilot season (we’ll talk more about pilot season in chapters 5, 10, 11, and 12). The other was February 24: the Academy Awards, Hollywood’s single biggest night of the year. Aside from its celebratory fanfare, the Oscars is typically TV’s second-most watched annual telecast, just behind the Super Bowl, reaching over 40 million viewers and bringing in over $80 million in ad revenue for its host network (which, in 2008, was ABC). It also generates $130 million for L.A.’s local economy, as well as $100 million in promotion for clothing and jewelry designers donating wares to stars. Yet because the Academy Awards hires WGA writers, the show couldn’t proceed with its usual writing staff until the strike was resolved. More important, SAG actors refused to cross writers’ picket lines, meaning that unless the strike was over, the Oscars wouldn’t have a single movie star. The strike had already KO’ed the January 13 Golden Globes telecast, costing NBC approximately $15 million in ad revenue and the city of L.A. an additional $80 million. But with the Oscars, the writers had a $300 million hostage. If the strike couldn’t be ended in time, angry studios would have no incentive to continue negotiating. Something big had to happen.

On January 18, the WGA and AMPTP agreed to resume back-channel, off-the-record negotiations. The WGA also decided that to focus its battle on digital media, it would scrap its efforts to increase home-video residuals and unionize reality TV and animation.

Two weeks later, on February 2, rumors bubbled that the WGA and studios were close to an agreement. The following weekend, the Writers Guild announced it had a potentially acceptable contract proposal from the AMPTP, which the writers would then vote on. Finally, on February 12, after shutting down Hollywood for one hundred days, the Guild’s 12,000 writers cast their ballots, and 92.5 percent voted to end the strike. Work resumed the next morning…a mere forty-eight hours before the networks and studios’ February 15 deadline.

(On an interesting side note, it took another two weeks for the Writers Guild to ratify the new contract. On February 26, 2008, the AMPTP’s contract became writ, and Hollywood was officially back in business.)

When all was said and done, the strike caused $2 billion in damage to the California economy. Over sixty shows were shut down. An estimated 35,000 people lost their jobs.

But the strike also won writers a foothold in the exploding world of digital media, allowing them to negotiate fair compensation for themselves and generations of writers to come. Even studios claimed they’d benefited from the strike. By being forced to shrink its pilot season, CBS saved almost $70 million in production costs. After refunding millions of dollars of advertisers’ money for spots in canceled shows, NBC was able to sell those same ad spots to other advertisers at higher prices because as air dates drew closer, demand for ad time increased (we’ll learn more about networks’ ad-buying processes in chapter 13). The strike also gave cable networks a boost; with no scripted shows on broadcast networks, the top ten cable outlets saw audiences increase over 15 percent. (CNN, which was covering presidential primaries, watched audiences skyrocket 133 percent!)

Broadcast networks and studios began crowing that the strike had also been just the spark they’d needed to revamp longstanding business models. CBS vowed to reduce the amount of money spent on pilot production. NBC overhauled its ad-selling process. The CW demolished its comedy department to focus energies on its more successful dramas.

Most important, the strike illuminated the changing worlds of media and entertainment. It forced everyone to look at the seismic shifts transforming the industry, rebalancing powers, redirecting revenue streams, and siphoning off audiences.

“I don’t know if the strike changed everything,” says Jon Wax, FOX’s vice president of drama development, “but it forced both sides to address the new reality we’re all dealing with, which is an increasingly digital world. It was the first substantive step for everyone to discuss—albeit often in an acrimonious way—issues that both sides had been hiding from. Whether or not things that were decided will be in effect years down the line, I don’t know. But it will always be remembered as the first time the business took the new reality seriously.”

Throughout this book, we’ll discuss how the strike affected certain parts of the industry (see the “Strike Zone” text boxes), the pros and cons of these effects, and how much of it is still changing. Of course, by the time you finish this book—or even this sentence—it will have changed again. Your job, as a writer, producer, or artist working in TV, digital media, or any related field, is to stay on top of it, keeping your finger on the pulse of how the industry evolves on a daily basis.

So what are you waiting for? Get reading!

May 5, 2008
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1

The Top of the Food Chain
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In December of 1979, Warren Littlefield’s career was plummeting downward.

Seven months earlier he had been living in New Jersey, working as vice president of development at Westfall Productions, a tiny independent production company in New York City. He had just finished producing The Last Giraffe, a TV movie for CBS about a married couple saving endangered animals in Africa. The movie had done well…so well, in fact, that Littlefield’s boss had offered him the presidency of the company. Littlefield was only twenty-seven years old, and he’d been offered the presidency of an actual production company. Clearly, there was only one thing to do.

“I had to leave,” he says, “because I didn’t know enough to be president of anything.”

So Littlefield and his girlfriend packed their bags and moved to Los Angeles, where Littlefield landed a job as director of comedy development at Warner Bros. TV Studios. It was a step down from vice president, but he wasn’t looking for advancement; he was looking for education. “Warner Bros. had more tools, strengths, and assets than anything I could work with in New York,” Littlefield says. “They had series on the air, rosters of writers and producers, money, an organization. An established player.”

Six months later, in January of 1979, Littlefield took another step down, accepting a job as manager of comedy at NBC, an actual network. At the time, NBC was “the fourth-place network in a three-network race” (CBS and ABC were the only other broadcast networks), and was trying desperately to recover from a programming strategy known as “The Big Event,” in which it had scrapped traditional series in favor of movies and specials. In fact, NBC’s only comedies were Diff’rent Strokes and Hello, Larry; ABC and CBS together, meanwhile, offered more than twenty comedies, including CBS’s WKRP in Cincinnati, The Jeffersons, and M*A*S*H, and ABC’s Taxi, Three’s Company, Happy Days, Soap, Mork & Mindy, Benson, Laverne & Shirley, and Barney Miller.

Did Littlefield actually want to leave a gig at a successful studio for a lower position at a last-place network?

“I said [to myself], ‘I turned down being a president. I was a VP and took a job as a director. Now I’m going to apply to be a manager. Wow, is my career spiraling downward quickly.’ But I wanted that job because I felt my education would be even greater. There was nowhere to go but up.”

So he took the job.

It turned out to be a smart move. Six months after joining NBC, Littlefield was promoted to director of comedy development. Six months after that, he was promoted again. Over the next decade, Littlefield rose through the ranks developing shows like The Cosby Show, Cheers, Family Ties, and The Golden Girls, until finally, eleven years after turning down the presidency of Westfall Productions, Littlefield was ready to step into the presidency of NBC, the network he had helped bring to first place.

During the next nine years, as president of America’s top-rated network, Littlefield would develop and air such hits as Seinfeld, Friends, Frasier, Will & Grace, and ER. He would guide NBC to 168 Emmy Awards and, in his last three years, sell a record-breaking $6.5 billion in advertising. Yet despite all his success, he would always look at his salad days as the foundation of his career.

“As a developer and producer at Westfall, and then Warners, [I gained] an understanding of how to develop and evaluate material,” says Littlefield, now a successful producer with his own production company, the Littlefield Company, in partnership with ABC Studios. “NBC was twenty years of learning. I learned strategically to know, as best as you can, what a network wants and needs. I heard over a million pitches, developed and supervised thousands of pilots, and—while it’s not a science—you learn from your mistakes as well as your successes.”

Television’s a bit different now than when Littlefield started. Rather than a scant three networks, there are six broadcasters (ABC, CBS, NBC, FOX, CW, MyNetworkTV) and a host of cable networks, from heavyweights like ESPN and TBS to nascent channels like OWN and Plum. Innovative shows like 24, The Amazing Race, and Lost populate the airwaves. And new technologies like downloads, streams, and iPods are changing the way TV is produced and distributed. Yet the basic structures, processes, and business models remain the same, and understanding them—and how they affect TV’s creative processes—is essential to succeeding.

         

As we saw with Littlefield’s career, there are three main tiers in the world of TV development, three types of companies that collaborate to make content and deliver it to your home:


• Networks, which distribute televisions shows, and include the six broadcasters (ABC, CBS, NBC, FOX, CW, MyNetworkTV) and a horde of cable channels (FX, BRAVO, HGTV, etc.).

• Studios, which finance shows and supply them to networks (ABC Television Studios, Warner Bros. Television, Sony Picture Television, etc.).

• Production companies, which develop and produce shows (Bad Robot, Grammnet, Dick Wolf, Rocket Science, etc.).


These three types of companies work together to make and distribute most of the shows you see on TV. So how many of them are there? How many companies are responsible for developing, financing, producing, and delivering the vast majority of the shows on your television right now? Hundreds? Thousands?

Nope.

Seven.

Yup, you read that right. Seven.

Okay, to be fair, that was a trick question. There are obviously more than seven places making and airing TV shows. But while there are indeed countless broadcast and cable networks, studios, and production companies, they’re almost all owned or controlled by the same seven parent companies. CBS Corporation, General Electric, News Corporation, Time Warner, Walt Disney Co., Sony Corporation, and Viacom. These are the media conglomerates, massive corporations that own the six broadcast networks, all their studios, and most cable networks. Time Warner, for instance, is the same Time Warner that owns Time magazine and Warner Bros. Entertainment, which makes TV shows like Smallville and Cold Case and movies like The Dark Knight and Harry Potter; Time Warner also owns 50 percent of the CW (shared 50-50 with CBS), as well as TNT, TBS, CNN, HBO, DC Comics, Martha Stewart Books, and AOL. News Corporation owns FOX Broadcasting Company, 20th Century Fox Studios, and cable networks like FX, Fuel, and Speed, as well as Dow Jones, MySpace, and HarperCollins Publishing. Almost every show on television comes, in some way, from one of these seven conglomerates (and a handful of others, which we’ll discuss in a moment).
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There are actually two more main conglomerates, but because neither participates much in American television, they won’t play a big role in this book. Germany’s Bertelsmann AG owns RTL Group (Europe’s biggest production and broadcasting company), Random House, and Gruner + Jahr (Europe’s largest magazine publisher), and France’s Vivendi owns Universal Music Group (Def Jam, Interscope Geffen A&M Records), Vivendi Games (World of Warcraft, Diablo, Scarface: The World Is Yours), 20 percent of NBC Universal (GE owns the controlling 80 percent), and several European TV companies.

There are also several “mini-conglomerates” that own many of the cable networks. Although there’s nothing “mini” about these companies, they’re not at the same level as Disney, GE, NewsCorp, and the big dogs. The main mini-congloms are Scripps Networks Interactive, Comcast, Discovery Networks, Hearst Corporation, and Liberty Media Corporation.


[image: image]

[image: image]


As you can see in the chart on Chapter 1, media conglomerates do many things besides television. GE, for instance, comprises six separate businesses—GE Industrial, GE Commercial Finance, GE Healthcare, GE Infrastructure, GE Money, and NBC Universal—that do everything from making light-bulbs to designing jet engines. Thus, each conglomerate is headed by a CEO responsible for managing its entire business portfolio, and while television is a hugely important piece of business, it’s only one piece of a conglomerate’s much larger pie. (In 2007, for example, NBC Universal generated $15.4 billion of revenue—only 9 percent of GE’s $172.7 billion. Of that $15.4 billion, only about 25 percent came from the actual broadcast network of NBC; most came from cable channels, like USA and Bravo, and movies like The Bourne Ultimatum.) CEOs focus on mergers and acquisitions, evaluating the profitability of each of the conglomerate’s pieces, deciding what to keep, what to sell, what to improve, and what new properties to buy.

Reporting to each CEO are heads of each of the conglomerate’s companies. GE Industrial, GE Infrastructure, and NBC Universal all have their own CEOs who report to the head of GE. Like the CEOs of their parent conglomerates, these men and women often manage several different companies and divisions. NBC Universal is a GE company divided into several smaller branches: Universal Studios (movies), Universal Parks & Resorts (theme parks), Universal Media Studios (TV production), NBC (broadcast distribution), etc. Each of these divisions then has its own CEO or president who, in turn, reports to the CEO of NBC Universal, who reports to the CEO of GE.

Most conglomerates organize their TV operations into several units that work together to produce, finance, and distribute TV content. For instance, NBC Universal’s television divisions are


• NBC Entertainment—the main network operation. NBC Entertainment develops and broadcasts scripted and unscripted series, specials, and movies. This is the company most people mean when they refer to NBC.
 
• NBC News—drives all the journalism on NBC, as well as MSNBC and the NBC News Network. Because news is an important and special part of a network’s programming, news divisions operate independently of entertainment divisions, helping to maintain journalistic integrity.

• NBC Sports & Olympics—covers all network sports coverage. Like news, sports operates separately from entertainment.

• NBC Universal Television Stations—oversees the company’s owned-and-operated stations (we’ll discuss owned-and-operated more in the next chapter).

• NBC Television Network—governs all independently owned affiliate stations. (Even though this division is called the “NBC Television Network,” it has nothing to do with the development of shows and entertainment. We’ll talk more about affiliates in chapter 2.)

• Universal Media Studios—the studio responsible for financing, producing, and selling TV series to broadcast network buyers, including NBC.
 
• NBC Universal Cable Studio—the studio responsible for financing, producing, and selling series to cable networks like USA and SciFi Channel.

• NBC Universal Television Distribution—syndicates Universal Media Studios’ series, as well as first-run programs, to both domestic and international distributors. We’ll talk more about syndication in chapter 3.

• NBC Universal Television Networks Distribution—strategizes the growth of NBC Universal’s cable and non-broadcast holdings, including Bravo, SciFi, and USA.


The branches we’re looking at in this book are the two divisions most directly involved with the creation and development of mainstream TV content: the network, or entertainment division (NBC Entertainment), and the broadcast studio (Universal Media Studios). We’ll also look at production companies, which play a unique role in the TV hierarchy.



2

Networks, Studios, and Production Companies
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Harold Brook was seven or eight years old, standing in the Bronx Zoo, the first time he saw an octopus.

“I grew up in Manhattan,” says Brook, “so I didn’t see a lot of octopuses. It was the weirdest thing I ever saw. I was scared.”

Years later, after running business affairs departments for both NBC and CBS, Brook would recall that exact moment when thinking about the size and influence of each of the media conglomerates.

“You’re talking about one entity controlling every part of the creation, every form of distribution, every income stream, every type of exploitation,” says Brook, now the head of entertainment law firm The Point Media. “[It’s] like an octopus with tentacles everywhere, all flowing through one entity.”

Like the organs of an octopus, the insides of a conglomerate work together to keep the entire being alive. And although networks, studios, and production companies develop shows together, and often live under the same conglomerate’s roof, they each have specific responsibilities. Networks deliver shows to your home, studios finance the shows networks air, and producers work most closely with creative production teams to bring those shows to life. But ultimately they all serve the health and vitality of a larger “entity”: the conglomerate.

This chapter explores how networks, studios, and production companies collaborate to make this happen. To best understand how that collaboration works, let’s begin with the most powerful of the three entities, the network itself.

NETWORKS

Networks, the distributors of televised content, make the ultimate decisions about what audiences will or won’t see coming across their TV screens. This makes networks the most powerful players in television’s corporate food chain, which is why Littlefield, climbing the corporate ladder, was willing to take a lesser title to work for one. As distributors, however, networks don’t usually make or own their own shows. So the NBC network may air My Name Is Earl and Medium, but it doesn’t actually make (or own) those shows. It acquires them from other companies, then distributes them over its air. (We’ll discuss this more in a moment.)

We’ve already mentioned the six broadcast networks (ABC, NBC, CBS, FOX, CW, and MyNetworkTV), but there are also countless cable networks, from major outlets like USA and FX to niche distributors and startups like Fine Living and Reelz. Throughout this book, when referring to “networks,” I usually mean broadcast networks, which remain the big guns of TV distribution and development. Cable networks are gaining ground, but broadcasters cover more of the country and claim most of TV’s viewers. (As of September 2007, the National Cable and Telecommunications Association reported that about 58 percent of American households with television received cable service.)

Thus, to fully understand TV’s development process, you must first understand how it works at the top: the broadcasters. This is where TV began and, for the most part, remains the most powerful.

Broadcast Networks

The defining characteristics of broadcast networks are the very definitions of the words broadcast and network.

Broadcasters literally “cast” their shows to as broad an audience as possible. Why? Because broadcast TV uses public airwaves to deliver its content, making it free to anyone with a TV set capable of receiving its signal. Viewers don’t pay for content, so networks make money by selling ad space during shows. The bigger the audience, the more they can charge. In the fall of 2007, a thirty-second commercial on ABC’s Grey’s Anatomy cost about $419,000, an ad in Desperate Housewives cost $270,000, and Two and a Half Men ads cost $231,000. (Grey’s Anatomy boasted the 2007–2008 season’s second-most-expensive ad space for a regularly scheduled series, just behind American Idol, which sold thirty-second spots for $750,000…then upped the cost to almost $1 million. TV’s most expensive ads go to the Super Bowl, which—in 2008—sold for $2.7 million.)

Broadcasters are also true “networks,” organized systems of local stations linked to deliver the same creative content. ABC’s network consists of all local ABC stations across the country like KGO in San Francisco (Channel 7); WTVO in Rockford (Channel 17); and K2TV in Casper, Wyoming (Channel 2). Each of these stations receives its shows via satellite from ABC’s broadcast headquarters in New York, then transmits them via radio waves to antennae on viewers’ TV sets. (Many viewers today, of course, get even their broadcast channels via cable or satellite. We’ll discuss that process in a moment.)

Each of the more than 350 individual TV stations across America is located in a market, or DMA (Designated Market Area), a geographical area whose population all receives the same TV signals. The country has approximately 210 DMAs, covering about 99.97 percent of the United States. (In 2007–2008 the largest market was New York City; the smallest was Glendive, Montana.) Most markets have one station of each major network: ABC, CBS, NBC, and FOX. Because MyNetworkTV and the CW are newer networks (both launched in 2006), they have fewer stations and reach fewer markets.

Most local stations can be broken into two types: affiliates, or privately owned stations, and owned-and-operateds, or stations actually owned by the network whose programs they air. Because the Federal Communications Commission (FCC) mandates that no broadcast network can own stations reaching more than 39 percent of the population, networks consist of both affiliate stations and owned-and-operateds.

Most affiliate stations are owned by station groups, companies holding multiple affiliates and having stakes in many kinds of media. Clear Channel, for example, owns nearly twenty stations across the country, as well as Premiere Radio Networks, Inside Radio, and Prophet Systems. Hearst-Argyle, a subsidiary of the Hearst Corporation, owns more than twenty-five local stations. Each individual station then contracts itself to air a particular network’s programming. The Tribune Company, for instance, owns WGNO/

Channel 26, an ABC station in New Orleans, and WXIN/Channel 59, a FOX station in Indianapolis.

When a station aligns, or “affiliates,” itself with a particular network, the network pays that station a fee, called network compensation (or “network comp”), to broadcast the network’s programming. The network then keeps the ad revenue it makes from these shows’ commercials, although it often allows affiliates to sell a few local spots on their own. CBS, for example, pays Montgomery, Alabama’s WAKA/Channel 8 and Twin Falls, Idaho’s KMVT/Channel 11 to air Big Brother, Ghost Whisperer, and CSI: NY, then keeps the money it makes from selling ad spots within those shows to companies like Hyundai, Chrysler, and Crest toothpaste.



REVERSING THE FLOW

Unlike most broadcasters, the CW actually charges local stations to air its programming. In other words, affiliate stations pay reverse comp in exchange for CW shows and ad spots. This arrangement evolved when the CW emerged from the ashes of failed networks UPN and the WB in 2006. The CW gave these networks’ former stations a choice: either remain independent and find your own programming, or pay reverse comp for the CW’s already-established shows like Supernatural and Smallville. Many stations signed up with the CW. Some remained independent. Others were snatched up by News Corp., which used the traditional network comp model to launch its own new network, MyNetworkTV.



It’s also important to recognize that a network doesn’t fill all of an affiliate’s air time. It usually provides each station with a few hours of daily programming, with the exact amount varying by network, and the station itself fills the rest of its air with local programs, syndicated shows (which we’ll discuss in chapters 3 and 26), and local news. Airtime can also be sold to “paid programmers,” producers buying large chunks of time to air their own content. Sometimes this content is infomercials advertising products, other times it’s actual TV shows, like when Media Rights Capital purchased the CW’s 2008–2009 Sunday nights to program its own shows: Easy Money, Valentine Inc., Surviving Suburbia, and In Harm’s Way.

So how is each station’s air time filled? Each day’s air is divided into dayparts, groups of hours based on demographics most likely to be watching television at that time. Primetime, for instance, is the three-hour daypart between 8:00 p.m. and 11:00 p.m. PST, when most viewers watch television. (See the sidebar below for a breakdown of dayparts.) ABC, CBS, and NBC, the oldest and biggest networks, provide stations with early morning programming (Good Morning, America), primetime (Pushing Daisies, American Gladiators), late night (The Tonight Show, Jimmy Kimmel Live), and a few hours of daytime (soap operas, The View). FOX has one morning show (Fox & Friends), two hours of primetime, and Saturday late night. The CW and MyNetworkTV have only two hours of primetime each weekday and two or three hours on Saturday or Sunday (as of fall 2008). Programming the remaining dayparts is up to each station.

On an interesting side note: a handful of privately owned stations, such as Boston’s WSBK/Channel 38 and Jacksonville, Florida’s, WJXT/Channel 4, choose to remain independent and not affiliate themselves with any major network. These stations are responsible for filling all their own dayparts using local news, syndicated shows, and locally produced programming.



THE DAYPARTS

Here’s a breakdown of TV’s main dayparts (ET and PST):



Early Morning (5:00–9:00 a.m.): Mostly news programs for adults getting ready for work and kids’ programs. This is a highly profitable daypart because while HUT levels (Homes Using Television) may not reach primetime levels, audiences are constantly turning over as people race to work and school. Thus, advertisers continually reach millions of new viewers. Also, because news shows like Good Morning, America cost less than primetime series, networks pull in massive profits.



Daytime (9:00 a.m.–4:00 p.m.): Soap operas, court shows, and talk shows for homemakers and people at home during the day.



Early Fringe (4:00–7:00 p.m.): Local news and syndicated reruns as adults return from work.



Prime Access (7:00–8:00 p.m.): Game shows and reruns as families reconvene, prepare dinner, and start homework.



Primetime (8:00–11:00 p.m.): Sitcoms, dramas, high-concept reality shows, and specials for families relaxing. This is TV’s biggest daily audience.



Late News (11:00–11:35 p.m.): News and local programming as adults get ready for bed.



Late Fringe (11:35 p.m.–2:00 a.m.): Talk shows, reruns, and movies for liminal adults, late teens, and early twentysomethings.



Overnight (2:00–5:00 a.m.): Reruns, talk shows, movies, first-run syndication, and paid programming for liminal adults and night-owls.



Unlike affiliates, owned-and-operated stations (O&Os) are owned and managed by their network parents, so the networks act as station groups. For example, the NBC stations in New York (WNBC), Los Angeles (KNBC), Miami (WTVJ), and San Diego (KNSD) are all owned and operated by NBC proper. Although networks have more control over owned-and-operated stations than over affiliates, much of O&Os’ business is still conducted at the local level, because this is one of the greatest sources of network revenue. Profit generated from ads during local newscasts is often larger than profit generated during primetime shows. After all, newscasts not only cost less to produce than primetime programs, but networks must pay affiliates to air their primetime shows. They also pay license fees to acquire most primetime shows, which we’ll discuss in a moment. So networks have the expense of the show plus network comp. And since most O&Os are in large markets like New York and Chicago, thirty-second spots in local newscasts fetch their owners great sums. Remember, all ad revenue generated by owned-and-operated stations—whether from newscasts, daytime shows, late-night shows, or morning shows—goes right back to the parent networks, making owned-and-operated stations one of the most profitable parts of a network’s operation.



FLASHBACK (AND FLASH-FORWARD): ANALOG VS. DIGITAL TV

Since the beginning of television, sounds and pictures have been broadcast on radio waves from television stations to TV sets as traditional analog signals. Until now. In 2006 the FCC decreed that as of February 17, 2009, all U.S. TV stations must broadcast only digital signals. But what does this mean for the future of television—and how will it affect you? Let’s first look at the difference between analog and digital signals.



Analog signals transmit sounds and pictures by converting them to radio waves, then sending them to TV receivers by fluctuating those waves’ amplitudes and frequencies. When a receiver picks up the signals, it translates the waves’ fluctuations back into sounds and pictures.



Digital signals encode sounds and pictures as computerized bits of data, then transmit those bits to receivers, where they’re decoded back into sounds and pictures.



Think of it this way: Analog signals are direct translations of the original sound and picture; digital signals are instructions telling a receiver how to re-create the picture itself. Thus, while digital signals aren’t technically as accurate as analog signals, they preserve data much better. So as long as information is encoded properly, sounds and pictures appear better on your TV screen. Digital signals can also compress more data into less bandwidth (the amount of space into which a specific amount of information can be transmitted), allowing for more channels and more consumer-broadcaster interactivity.

Thus, in coming years, TV audiences will enjoy clearer, stronger sounds and images. We’ll also have more channels to choose from, as well as the ability to interact with networks and local stations. TV viewers may soon be able to choose angles from which they watch sporting events, participate in game shows, and even control plots and characters of certain programs.

(FYI: Digital TV is not the same as high-definition television, which provides an even more detailed picture than regular digital TV. Standard TV sets can’t receive high-def television, even with a converter box; in order to receive high-def TV, you need to purchase a television set that’s HD-ready. Many people are already switching. In 2007, Americans hopping to high-def or digital TV discarded or recycled 68 million outdated TV sets!)



Cable Networks

Although we use the term freely, cable networks (MTV, USA, ESPN, etc.) aren’t actual “networks” in the same sense as broadcasters because they lack an actual network of TV stations. Instead, cable networks send shows via satellite to separately owned cable providers or cable operators (Comcast, Time Warner, Charter Communications). Cable providers receive these satellite signals at their headends, regional clearinghouses in each area where an operator provides service. Each operator’s headend collects programming from all the networks it carries, then converts that programming into a series of light pulses, which shoots out of the headend over fiberoptic wires to nodes, large metal boxes in customers’ neighborhoods. Nodes convert the pulses to electronic signals, which are sent via coaxial cable connected directly to viewers’ TV sets. Because cable provides a higher-quality picture without interference or static, operators charge their customers service fees and split the income with networks, making cable a subscription-based rather than an ad-based system. Most cable networks still sell advertising, however, as fees paid by providers are rarely enough to sustain networks’ operations (more on this in chapter 18).

Cable’s subscriber-based business model results in several differences when it comes to creating and developing content. First of all, since cable networks are available only to paying subscribers, they’re not regulated by the FCC, meaning they can air riskier, racier material like Rescue Me and Secret Diary of a Call Girl, which would be too edgy for broadcast networks. Cablers can also focus on smaller, specialized niche audiences. There are networks geared exclusively to animal-lovers, decorators, teenagers, golfers…the list goes on, and the future will bring many more. Shows like Flip That House and Good Eats could never find large enough audiences on broadcast networks, which need many millions of viewers to survive, but they thrive in a subscription-based system where audiences pay for channels they want. For example, VH1’s 2007 finale of Scott Baio Is 45…and Single pulled in 1.6 million viewers. This was considered a success for VH1, but it would have been a dismal failure on NBC, where—only five days earlier—the finale of America’s Got Talent garnered 13.9 million viewers. Similarly, MTV’s 2008 season three return of The Hills was deemed a monstrous hit when it pulled in 4.7 million viewers, making it the year’s most-watched cable telecast so far (and Monday, March 24’s most-watched program on all of television for viewers aged twelve to thirty-four). But fifteen days later, when CBS’s Secret Talents of the Stars premiered to 4.6 million viewers, only 100,000 viewers less, it was canceled after a single airing.

Cable “narrowcasters” are profitable because although audiences are small, so are budgets. TruTV or Fuel may never garner the ratings of ABC or FOX, but their shows cost a fraction of broadcasters’. Narrowcasters keep down costs by programming mostly reality content, which is often much cheaper than scripted fare. They’re also more open to working with less-experienced (but still talented) writers and artists, making cable a great starting place for young aspirants trying to get their starts. It doesn’t mean a newbie can simply waltz in and sell a show to TNT; it just means cable is rife with opportunities to break in, learn, and ascend through the ranks, often more quickly than at a broadcaster. We’ll discuss this more in chapter 18.

STUDIOS

Now that we know that both cable and broadcast networks are content distributors, not content makers, where do they acquire much of their content? Who gives networks their shows?

This is where studios come in, the corporate moneybags that finance, own, and develop most of television’s scripted entertainment (anything that’s not reality). The six main TV studios—ABC Television Studios, Universal Media Studios, 20th Century Fox Television Studios, Warner Bros., CBS Paramount, and Sony Pictures Television—then sell the shows they’ve paid to create and develop to the networks that distribute them. 20th Century Fox Television, for example, produces and owns Bones. It funds the actors’ fees, writers’ salaries, physical costs, everything, then turns around and sells the show to FOX, the network that airs it.

To clarify, the word “sell” is a misnomer. Studios actually “license” shows, or lease them, to networks. Networks then pay per-episode license fees for exclusive rights to broadcast the first run, or airing, of a series. So 20th Century Fox never loses ownership of Bones; it just “rents” it to FOX (but in the world of television, where nothing’s simple, we still say “sell”).

So if networks don’t technically own shows or their shows’ studios, guess who does? That’s right—the media conglomerates. That means while FOX network doesn’t own 20th Century Fox, they’re both part of News Corp., which means News Corp. reaps the profits of distributing and producing its programs, even when they’re not distributed on News Corp.’s own networks.



TALK THE TALK: VERTICAL INTEGRATION

When one corporation owns the companies both supplying and buying its products, we say that that corporation has become vertically integrated. Media conglomerates like Time Warner and GE are perfect examples of vertical integration. Because they own both suppliers (studios) and buyers (networks), their buying/selling processes have become extremely insular; they like to own, sell, and buy their own products internally, often making it difficult for outside companies or producers (like yourself) to break in. As we continue through this book, we’ll learn how vertical integration affects TV’s creative processes—and how it helps and hurts your chances of selling a show or getting hired.



Because conglomerates are vertically integrated, each studio is charged with producing content for its parent network. ABC Television Studios is designed to create programming primarily for ABC network; Universal Media Studios develops shows chiefly for NBC. It doesn’t always happen this way, but it’s supposed to. Check out the sidebar below to see the six major broadcasters, their studio affiliation, and their conglomerate/owner.



CONGLOMERATES WITH BROADCAST NETWORKS AND STUDIOS

	
Conglomerate
	
Network
	
Studio


	


	
Walt Disney Company
	
ABC
	
ABC Television Studios


	
CBS Corp.
	
CBS, CW
	
CBS Paramount Television


	
GE
	
NBC
	
Universal Media Studios


	
News Corp.
	
FOX, MyNetworkTV
	
20th Century Fox Television, FOX TV Studios


	
Time Warner
	
CW
	
Warner Bros. Television


	
Sony Corp.
	
—
	
Sony Pictures Television





But a studio isn’t limited to selling shows only to its parent network; it can actually sell to any distributor. House, for example, is produced by GE’s Universal Media Studios, yet airs on News Corp.’s network, FOX. Similarly, CBS Paramount produces Medium, which airs on NBC, and Warner Bros. produces Two and a Half Men on CBS. In this way, media conglomerates own and make money on programs airing on other conglomerates’ networks as well as their own.

Still with me? Good. Because now things get even trickier.

As we know, broadcast networks make money by selling ad spots during programs they license, or lease, from studios. So, logic would dictate, studios make money by financing these shows, then licensing them to networks for more than it cost to make them…right?

Wrong.

The average cost of a first-season hour-long drama is about $2.5 million per episode. Yet the networks’ average license fee for a first-season drama is about $1.8 million per episode. Likewise, the average cost of a first-year half-hour sitcom is about $1.2 million per episode, but networks pay studios about $775,000–$900,000. Yes, you read that right: the license fee is less than the production costs of the series. Which means studios lose money on every episode they make. And if a show has twenty-two episodes per season, its studio loses millions of dollars a year, often over $15 million for a first-year drama and about $8 million for a first-year comedy. Thus, by their second year, many dramas have lost close to $30 million, and comedies have lost close to $24 million. Which means if a studio gets four new dramas on the air this year, those shows alone will lose the studio about $60 million, and by the end of their second season, they will have lost $120 million.

No, the studios aren’t crazy. They do this because by leasing shows to networks at low prices, they’re able to retain ownership of their properties. In other words, if a network pays a small enough license fee that it makes a large enough profit by selling advertising, it doesn’t need to own a show in perpetuity and it doesn’t shoulder the financial burden if the series fails. So after a show’s “broadcast run,” distribution rights revert back to the owner, the studio, who can relicense the show to someone else and make more money. When that run ends, the studio relicenses the show again…and again…and again. Or: reruns. So a studio can continue “renting” the same show to various distributors, which means it may lose money up front, but if a show is a success, it stands to make money far into the future. This system is called deficit financing, because the studio covers each series’ financial loss, or deficit, in hopes of making its money back later.

The process of relicensing already-aired programs to other distributors is called syndication, and it usually involves selling second, third, or fourth runs to cable networks and individual stations across the country. Traditionally, studios have sold syndicated shows mainly to local broadcast stations, but now they syndicate shows to cable, the Internet, even cell phones. This is why you see reruns of Scrubs on local stations like WNYW/Channel 5 (New York’s FOX station) and WLVI/Channel 56 (Boston’s CW station) as well as Comedy Central. Each individual distributor, hungry for proven content that will attract large audiences, pays its own licensing fee. So the studio selling the show doesn’t collect a fee from just one buyer; it collects a fee from every local station, cable network, or Internet company that buys the series.

When Sony’s King of Queens first sold into syndication, it sold to over half the local stations in the country for $2 million per episode—not counting DVDs and cable runs. This means each station paid $2 million per episode. The show’s second round of syndication sold for $1.5 million per episode. So while Sony lost millions of dollars producing King of Queens’s first run for CBS, it made that money back in spades by reselling episodes across America. Analysts project that within the next decade, Sony could make over $1 billion reselling King of Queens.



FLASHBACK: WHY WE REALLY LOVE LUCY

Aside from being a comic masterpiece, I Love Lucy revolutionized TV creatively, technologically, and economically. In 1951, when the show was preparing for its first season of production, most TV programs were filmed in New York. But Lucy’s stars and producers, Lucille Ball and Desi Arnaz, lived in Hollywood. So Arnaz and director of photography Karl Freund concocted a way to record each episode before a live audience, like a play, with multiple cameras stationed around the perimeter of the stage.*1 The series could then be aired later on CBS’s schedule. The method worked, but it raised production costs by several thousand dollars (at the time, a half-hour episode of TV cost about $19,500), prompting CBS to ask Arnaz and Ball to take pay cuts. Arnaz and Ball agreed to the cuts on one condition: their production company, Desilu, got to own the episodes of the show after their initial network broadcasts. CBS agreed. A few years later, Desilu sold the reruns of the series back to CBS for over $4 million—television’s first syndication sale. And thus was born today’s system of deficit financing.



Of course, many shows never make it to syndication at all, and networks usually pay only for episodes that actually get produced. In the fall of 2007, for example, CBS ordered thirteen episodes of CBS Paramount’s Viva Laughlin, then canceled it after airing only two episodes. But since nine episodes had been shot, CBS had to pay its studio, CBS Paramount, for those nine. Similarly, CBS canceled Warner Bros.’ Smith in 2006 after three episodes (seven were shot). And FOX canned 20th’s Vanished after nine (thirteen were shot). Which means if one episode of each show cost its studio $2.5 million (Smith reportedly cost over $3 million), and recouped only $1.8 million through its license fee, those shows lost their studios more than $6.3 million, $8.4 million, and $9.1 million respectively. Like many shows that don’t make it to syndication, these programs never have the chance to make their money back, and they become permanent losses for their studios.

(In fact, studios lose more than just their per-episode deficits. While networks pay license fees only for episodes that get filmed, studios contract and pay actors and writers for each episode the network orders. So, if a network asks the studio to produce thirteen episodes of a particular series, then cancels it after eight episodes have been shot, the network only pays for eight episodes. But the studio pays actors and writers for all thirteen.)

That’s why syndication is so important to studios. When one show sells into syndication, it
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