Table of Contents

List of Figures XIIT
List of Tables XV
List of Abbreviations XVII
1. Introduction 1
1.1  Co-Financing in the Motion Picture Industry..........ccoeeverierieniererienereeeeene 1
1.2 The Filmmaking Business from an Economic Perspective.........cccccceoevivirennennne. 4
1.3 AIMS QN0 SCOPE .nrtinietiieiiieeiiete ettt a et be e enen
1.4 Hollywood and Academic Research
1.5 Content and SIIUCKUTE .......cc.eiuiriiriirieieieteeee e
2. The Hollywood Mega Industry 10
2.1 HiStoric DevVEIOPMENL.......cc.eveieieiieieieieieiet ettt ettt a e ss e ss s e s ssens 11
2.1.1 The Rise of the Entertainment Industry in Southern California: 1907-1930 ....11
2.1.2 The ‘Old” Hollywood: 1930-1950 ......cccevueueirmrieriinnieieiiineereeneneeieieeeeenenee 12
2.1.3 The ‘New’ Hollywood: 1950 - PreSent ...........ecerueuerueirieierinieienieesieeeeieceeeeeas 13

2.2 The Value Chain of Motion PiCtures.........cceeveririninininieieieieeeeeeeeene 17
2.3 TRE PLAYRTS .ottt 24
24  Revenue Windows and the Exploitation of Filmed Content............cccecveveurnnene. 26
2.4.1 Domestic Theatrical Market ..........cceceviriririiiiieieieieeeeteteeee e 27
2.4.2 Ancillary Media Markets ..........ceceeeriririririiieieieeeeeeeeeiteiteeeieeee e eeseeeene 34
2.4.3 MerchandiSing Markets .........c.cceceviriririniniiieieeeceeeeeeeeteeeee e 37
2.4.4 International Markets .........c.coveiriirieineiniiineee et 38
2.5  Profitability of Motion Picture Projects..........cocereireireineinieinceeneeceeeenene 39
3. Contemporary Co-Financing Practices in the Motion Picture Industry............... 41
3.1  Studio-Distributor Perspective: Raising the Funds ..........cccccoecineininninninnncne
3.2 External Investor Perspective: Providing the Funds
3.2.1 FINancer DEALS ........cccoueoiriiiiiiiiiiiiinieiccet ettt
3.2.2 Slate Financing Arrangements.........c..ccceeereeruenieenieenieenrereneneeeneesesseesseennes
3.3  Existing Research on Co-Financing in the Motion Picture Industry..................... 53
4. Principal Agent Relationships in Co-Financing Deals 55
4.1  Application of the Principal Agent Framework ............ccccocevvinininininininininnne 55
4.2 Information Asymmetries in Financer and Slate Deals............ccocccveirerninncnne 57
4.3 AVEISe SEIECION .....ueuiiiiciiieiirictetce ettt 57
4.4 Moral Hazard during Production.............ccecueeverienienienienienieniesiesiesiesie e 60
4.5  Moral Hazard during DiStribUtion ...........c.eceevieieieieieieieieieieeeeeeeeeeeeeeenene 62
4.6  Consequences of Adverse Selection and Moral Hazard..............ccocoevvieinenennnns 63
5. Description of the Data and Variables 65
5.1 The Data....c.ciciiiciiiciicecc ettt 65
5.2 Dependent Variables..........coocieieieieieioieieiieietee ettt 65
5.3 Independent Variables ..........c.ccoeieirieieieieieieieeeee ettt 70



6. Agency Problems in Financer Deals: Results and Discussion .........cccceecevceceneeneenee 84

6.1 DeSCriptive ANALYSIS......eveieieieiieietietieti ettt ettt ettt ene e neens 85
6.2 Analysis of Performance Differentials ...........cccocvevirvievieiiinieiienieieeeieeeee 86
6.3 Adverse Selection
6.4  Moral Hazard
6.5  Agency Problems and Film Quality

6.6  Managerial ImPliCAtIONS .........cououeiriirieirieieei e 98
6.7  Summary and Limitations ..........ccceeeeerieirieninieireeeeese et 103
7. Implications of the Appearance of Slate Investors 106
7.1  Development of the Co-Financing Market...........ccccoevveierierienienienieieceeee. 106
7.2 Consequences for FINANCETS .........ccovveieieieieieieieieieee et 108

8. Agency Problems in Slate Financing Arrangements: Results and Discussion....111

8.1 DeSCrIPtiVe ANALYSIS..c.eeveieieieieieiieiienieitenteitet ettt ettt et aenaessessensesens 111
8.2 Analysis of Performance Differentials ..
8.3  Adverse Selection...

8.4  Moral Hazard.....c..cccoccoeveinincnncnne ...116
8.5  Agency Problems and Film QUality ........cccccevievienienieniinienesieieeieceseee e 119
8.6  Managerial IMPlICAtIONS ........ceeirirririeieiieieieteeet ettt e e eeaeneens 123
8.7  Summary and Limitations .........c.ccevverierierierieriesienieniesiessessessessessessessessessessessessens 126
9. Concluding Remarks 127
9.1
9.2
9.3
9.4
References 135
Appendix 153
A.1  The Agency Problem in the Financial Contracting Literature ............c.cccccoeunee. 153
A.2  Summary Statistics (Financer SAmple) .........cccoveirriereineineeeeeeeeee 156
A.3  Correlation Matrix (Financer Sample)
A4 Summary Statistics (Slate SAMPIE) .....ceeeriririiiiiiiieiee e
A.5  Correlation Matrix (Slate Sample) ........coceevererininininininineeeeeee e

XII



List of Figures

Figure 1: Basic Organizational Patterns and the Development of the Motion Picture

INAUSEIY 1ottt b e b e s saeseeseeraene
Figure 2: Value Chain for Motion PiCtUIeS ..........cccerirueiiieirieieeeieeieeeeeseeeeie e
Figure 3: Development and Distribution of Advertising Costs by Media....
Figure 4: Revenue Flow for Motion PiCtUIEs..........ccueiviririniniiiniceeeceeee
Figure 5: Development of Domestic and International Box Office Revenues .................... 31
Figure 6: DVD Cost Breakdown
Figure 7: Distribution of ROI by Financing Type (Financer Sample)..........ccccccceveruenenee. 102
Figure 8: Distribution of ROI by Financing Type in High Budget Segment

(FINAnCer SAMPIE@) .....c.eeveieieiiieieieiee ettt 103
Figure 9: Production Budget Distribution of Projects with Double Financing.................. 107
Figure 10: Distribution of ROI by Financing Type in High Budget Segment

(S1ate SAMPIE) ..cevivivierieiieiieieeieeeeteete ettt ettt ettt aenens 124

XTI



List of Tables

Table 1:
Table 2:
Table 3:
Table 4:
Table 5:
Table 6:
Table 7:
Table 8:
Table 9:
Table 10

Table 11
Table 12

Table 13

Table 14

Table 15

Table 16:
Table 17:

Table 18

Table 19:
Table 20:
Table 21:
Table 22:
Table 23:

Table 24
Table 25
Table 26
Table 27
Table 28

Table 29
Table 30

Budget Breakdown for Spider-Man 2.........cccooeveiriininneeeeeceeeeeee
Development of Average Production Budgets (1985-2000) ........ccccoeuvvveerernnee.
List of Major Studios Including Affiliated Mini-Majors..........cccoceeereenieenecnenne.
Development of Worldwide Major Studio Receipts (1948-2004)..
Theatrical Market Statistics by Segments (2003-2007) ....c..ccververierrerienienierieniennenn
List of FIIm FINANCETS .....c.coeoiiiiiiiiiiiiiiccccec e
First Generation Slate Financing Deals .
Definitions of Variables ..........cccecieieieieieieieieieeeee s

Mean Characteristics of Externally Co-Financed versus Other Films................... 85

: OLS Regression Results with Performance Measures as Dependent Variables
(FINAnCer SAMPIE) .....c.eevverieriiieriesieierie ettt 87

: Probit Regression Results with Co-Financer Dummy as Dependent Variable ...91

: OLS Regression Results Analyzing Moral Hazard During Production

(FINANCEr SAMPIE) ..c.veveveiiiiriecieeierierie ettt e e e 93
: Regression Results Analyzing Moral Hazard During Distribution

(FINANCEr SAMPIE) ..c.veveveiiciiiiicieeieciese sttt e s e e eaenaens 95
: Regression Results with Quality Proxies as Dependent Variables

(FINANCET SAMPIE) ....oniiviieiieiieieeteee ettt 96
: ROI Regression Results with Quality Control (Financer Sample)...................... 97

Distribution of Financer Funded Films by Project Size.........cccccceeeininininnnen. 99

ROI Regression Results Excluding Small Projects (Financer Sample)............. 101
: Mean Characteristics of Co-Financed vs. Films with SPV Production Firms...105

Development of Co-Financed Films (2003-2007) .....cocovevevirenenereeeeeeeeene 107

Development of Co-Financing Funds (2003-2007)............ ....108

Mean Characteristics of Early and Late Financer Projects...........cccoecevccnneacne 109

Mean Characteristics of Slate Co-Financed versus Other Films ..........cccccc..... 112

OLS Regression Results with Performance Measures as Dependent Variables

(S1ate SAMPIE) ..nvenvieiiieeiiieteeteeeee ettt aaean 113
: Multinomial Logistic Regression Results with SLATE and FINANCER as

Dependent Variables ..........cc.ecveverierierienieniesiesieeeseseee e eeas 116
: OLS Regression Results Analyzing Moral Hazard During Production

(S1ate SAMPLE) ..eeneiieeeieieeteeeee ettt e 117
: Regression Results Analyzing Moral Hazard During Distribution

(S1ate SAMPLE) ...ttt 119
: Regression Results with Quality Proxies as Dependent Variables

(S1ate SAMPIE) ...t 120
: Nested ROI Regression Results (Slate Sample) ........coceeeeieeeiieiniienienienieieene 122
: Distribution of Slate Funded Films by Project Size.........ccccooevenenenenencnenne 123
1 SumMmMAry Of FINAINGS ....coveieiiieieieieeieeeeeee e 128

XV



List of Abbreviations

3-D three-dimensional

AFTRA American Federation of Television and Radio Artists
CAGR compound annual growth rate

CARA Classification and Ratings Administration
CBS Columbia Broadcasting System

CEO chief executive officer

CPI Consumer Price Index

cf. Latin confer: compare, consult

c.p. Latin ceteris paribus: all else being equal
DVD digital versatile disc

EStG German: Einkommenssteuergesetz

et al. Latin et alii: and others

etc. Latin ef cetera: and the rest; and so forth
EUR Euro

e.g. Latin exempli gratia: for the sake of example, for example
FMCG fast moving consumer good

GBP Pound Sterling

HBO Home Box Office

HSX Hollywood Stock Exchange

IATSE International Alliance of Theatrical and Stage Employees
IPO initial public offering

IRR internal rate of return

IMDb The Internet Movie Database

ie. Latin id est: that is (to say)

MPAA Motion Picture Association of America
NATO National Association of Theatre Owners
NYSE New York Stock Exchange

OLS ordinary least squares

PC personal computer

P&A prints and advertising

p- page

POS point of sale

XvIl



PPV pay-per-view

pp- pages

R&D research and development
ROI return on investment
SAG Screen Actors Guild
SPV special purpose vehicle
TV television

USD United States Dollar
U.K. United Kingdom

U.S. United States of America
vC venture capital

VCR video cassette recorder
VoD video-on-demand

WOM word of mouth

XVIII



2 Springer
http://www.springer.com/978-3-658-00786-7

Co-Financing Hollywood Film Productions with Cutside
Investors

An Economic Analysis of Principal Agent Relationships
in the U.5. Motion Picture Industry

Hofmann, kK.H.

2013, XV, 159 p. 10 illus., Softcover

ISBM: 978-3-658-00786-7



	Table of Contents
	List of Figures
	List of Tables
	List of Abbreviations



