Financing Films in the
Age of Streaming
A guide to the rapidly changing economics
of movie and television distribution
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t is, or so it appears, a great time to be a producer of movies and television series.
Demand for content is rising around the world. New distribution channels and
devices are making it easier than ever for consumers to view movies and TV
programs—whenever and however they want to.
But, demand aside, there is no guarantee that content creators will make money.
While moviemaking has long been expensive and risky—many projects never become
profitable—the marketplace has become increasingly volatile and challenging, thanks
to the emergence of competitive technologies and powerful new players.
The big disrupter is streaming video, and the leader of that revolution
is Netflix. In addition to being a major buyer of content from Hollywood, Netflix is
increasingly producing its own programs. The company, along with competitors like
Amazon and Hulu, has the clout to set terms with producers, in the same way that
Wal-Mart holds sway over its clothing and grocery suppliers.
“Streaming is increasingly important for us because these players are becoming
even more prevalent in our industry,” says Guillaume de Chalendar, Global Head of
Media and Entertainment at Bank Leumi. Based in Los Angeles, de Chalendar’s unit
specializes in lending money to producers in advance of the revenue they expect to
collect from selling films to distributors, television channels and streaming companies.
This perch, he says, gives the Bank an excellent vantage point from which to observe
and anticipate changes taking place in the entertainment business.
Please refer to the last page of this report for important disclosures.
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Changes in Film and Television
The filmed entertainment industry,
de Chalendar explains, is in the midst
of a major transition, similar to that
experienced in the music business. Big
tent-pole features packed with highcaliber casts and produced by major
studios will continue to thrive, drawing
audiences into newly revamped and
reimagined cinemas. Going to the
movies will be more of an “experience,”
similar to attending a concert. “That
spectacle will remain and probably
grow,” de Chalendar adds. Big-budget
movies can make enormous amounts
of money. “Star Wars Episode VII: The
Force Awakens” brought in the most box
office revenue in 2015 worldwide even
though it was released in December,
according to Box Office Mojo. As of June
2016, the movie had generated nearly
$2.1 billion in worldwide ticket sales.1
That aside, de Chalendar says, some of
Hollywood’s most talented people are
now producing content for television,
particularly in the form of dramatic
series, a trend he expects will continue.
“If you speak to the creative side of the
industry, they are starting to reconsider
their opinion of television as a poor
cousin of features because they now
have budgets that are significantly
bigger than they were, so they can now
do better things,” de Chalendar says.
“Because they tend to get orders for
series or mini-series of six episodesplus, they can tell a better story and
they can describe characters in more
depth. A genre that was looked down
upon is now getting more and more
attractive for the creatives in the

The World Still Likes Going to the Movies
The majority of box office revenue growth has come from outside the United States
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industry.” Viewers won’t necessarily
be watching these series on their TVs,
either. They’ll be watching on laptops,
tablets or smartphones. As it does in
music, streaming will drive the market.
On the other end of the spectrum,
opposite big-budget movies and television
series, there will still be a market for
small, artfully-made independent films,
de Chalendar says. Most of these films
will be financed by wealthy individuals
and sometimes even by government
agencies, willing to take equity stakes.
As for the vast middle ground? Movies

costing $20 to $60 million to produce
will most likely continue to find it hard
to compete, largely because gauging
potential demand for a mid-budget
production has become more challenging,
says de Chalendar. “It will be very difficult
for these people to get financing, unless
they have secured a great cast,” he says.

The Rise of Over-the-Top Services
The good news: people still love movies
and, despite predictions to the contrary,
are flocking to theaters as much as ever.
There were 708 feature films released
in the United States and Canada in

59%:
The number of American households
with broadband that subscribe to an
over-the-top (OTT) streaming service
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understand these trends because all of
them are going to have an impact on the
various players and on their ability to
generate cash flow,” says de Chalendar.

The percentage of TV series
distributed by OTT companies

4.6% 14.8%
2013

2015, nearly the same number as the
year before, according to the Motion
Picture Association of America (MPAA).
Meanwhile, global box office revenues
rose 5% to $38.3 billion, per the
MPAA. The big growth came from
outside North America, especially
in Asia: China’s box office receipts
shot up 49% to $6.8 billion. The
number of cinematic screens is rising
too, up 8% worldwide, to 152,000,
with 93% of these screens set up
for digital distribution of movies. 2
Typically, however, these trends, while
encouraging to producers, don’t even
begin to tell the full story. Filmmakers
can’t recoup their costs—and turn a
profit—through theatrical sales alone.
The key to making money in the movie
business lies in what happens outside
the theater, on other platforms: pay
television, DVDs and on demand videostreaming. And that broad market
is also in the throes of a massive
disruption, says de Chalendar.
The most significant development
in the marketplace is the growth of
so-called “over-the-top,” or OTT,
services. The name comes from the
way these providers deliver content,
via the Internet. (The biggest players:
Netflix, Hulu and Amazon.) Streaming
is supplanting the DVD market.
According to consulting firm PwC,
annual revenues from home video
products are expected to decline to
$22.8 billion by 2018 from 2014 levels
totaling $30.8 billion. At the same time,
annual revenues from OTT and other
forms of digital distribution will increase
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significantly, from $15.3 billion in 2014
to $30.3 billion in 2018, predicts PwC. 3
Consumers are eagerly embracing
the new technology. In the United
States, 59% of households that have a
broadband connection subscribe to at
least one OTT video service, according
to a survey by market research firm
Parks Associates. These trends have
significant consequences not just for
Hollywood producers but also for the
purveyors of so-called linear television,
i.e., the channels that still air programs
at a fixed date and time. In 2015, OTT
companies distributed 14.8% of the
television series in the U.S., up from just
4.6% in 2013, according to research
firm Studio System. During the same
period, the share of series distributed
by broadcast channels fell from 37.8%
to 35.6%. “It’s very important for us to

In terms of OTT services, Netflix, too,
is the biggest disrupter. Founded in
1998 as a service that delivered DVDs
by mail, Netflix began streaming in
2007 and has since held a dominating
share of the American OTT market:
35% in 2015, according to global
consumer and media insights firm
Nielsen. Netflix now has more than
81 million subscribers in over 190
countries. The company is no longer
just a distributor, either, it’s a major
content producer, turning out dramatic
series like “House of Cards,” “Orange is
the New Black,” “Making a Murderer,“
“Fuller House” and “Daredevil.” In 2016
alone, the company plans to spend
$6 billion on content development.4

Paying for Content
These changes in content production
and distribution have had an impact on
how content is financed. Among other
services, Bank Leumi provides financing
by making advances to producers
against future revenue generated

International Box Office by Region – All Films (US$ Billions)
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notably in countries with well-developed
film production programs, such as the
U.S., the U.K., Canada, Australia and
South Africa. Tax rebates can account for
as much as 40% of the budget of a film
in the most generous jurisdictions, says
de Chalendar. But producers can’t collect
those rebates until a film is finished,
which is why they often look for shortterm loans.

from sales to a variety of distribution
platforms, including cinemas, broadcast
and cable television channels, foreign
markets, DVDs and streaming.
“We provide asset-backed lending
to the industry,” says de Chalendar.
The buyer of a movie or TV show
promises to pay the producer a set
amount when the product is delivered.
Producers often need loans against
this anticipated cash flow—as much as
tens of millions of dollars, for as long
as a year—to complete production.
That’s where Bank Leumi can help, by
providing a financial bridge until the cash
comes in from the buyer. For example,
the Bank is providing the majority of
financing for production company Good
Films to produce up to seven feature
films over the next several years.
What matters most in managing these
loans is not how well a film or TV show
performs at the box office or in terms

of ratings, but whether the content
buyer meets obligations. “Whether a
feature film or a TV series is successful
or not shouldn’t have an impact on
the repayment of the facility we make
available,” says de Chalendar.
Bank Leumi’s expertise lies in evaluating
the viability of content buyers. “We
need to assess the creditworthiness of
counterparties who acquire content,”
says de Chalendar. The Bank does
that by analyzing the track record of
participants and many other indicators of
their financial performance. The assets
Bank Leumi considers include presales
agreements with local distributors,
broadcast and pay television, DVDs
and streaming; tax credits; unsold
rights to foreign territories; and
expected future residual sales, which
are also known as “ultimates.”
Bank Leumi, in some cases, can make
loans against anticipated tax rebates,

Sometimes the Bank gets involved in gap
financing as well. This kind of loan takes
place when an international sales agent
hasn’t yet managed to sign contracts in
all of the foreign territories where the film
will be sold. The Bank can lend money
against the expected future sales to those
countries before contracts are signed. In
this situation, the reliability of the sales
agent is critical.
“If you’re dealing with a blue-chip
international sales agent—there are
probably five or six of them in the
industry overall—these people tend
to always achieve their projections,”
says de Chalendar. “So, if they tell
you, ‘I’m going to sell that particular
territory for that particular amount
of money for that particular project,’
they have a track record across a
large number of films where they have
actually achieved these numbers.”
Still, Bank Leumi approaches gap
financing with caution. “This tends to
be a very aggressive, difficult end of the
market,” de Chalendar says. The risk is
financing a film that isn’t yet finished and
is dependent on distribution contracts
yet to be signed. The value of a film
depends on execution. If the production

40%:
The extent of a film’s budget that
can be covered by tax rebates after completion
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does not live up to expectations, the
value will be negatively impacted,
thereby compromising the likelihood
of the loan performing as predicted.
Some banks, he says, rush into gap
financing in an effort to curry favor
with producers. “A lot of banks
tend to do this very liberally, and a
lot of new entrants into the market
tend to go for this type of lending,
because it’s very attractive for the
producers,” says de Chalendar.

Proceeding With Caution
In an industry rife with disruption,
producers and their lenders need to be
hyper-vigilant, de Chalendar says. For
several years, it looked like streaming

would be a godsend for producers
seeking a new source of revenue beyond
the box office. Now, with streaming
companies creating their own content,
the economics of the industry have
changed. “Streaming companies are no
longer the savior of the industry,” says
de Chalendar. “They’ve become very
choosy and picky buyers of content,
and more and more, they’re actually
producing the content directly.”
Now, streaming companies are bypassing
conventional distributors. They’re
either buying content directly from
the rights owners, be they producers
or distributors, or they’re making
their own programs. “In a period of
five or six years, the disruption has

been massive,” says de Chalendar.
“Streaming companies have gone from
being a savior to being a competitor.”
What is clear, says de Chalendar,
is that there will continue to be a
market for filmed entertainment, with
people consuming it when and where
they want to—either in cinemas for
blockbuster big-event movies or on their
devices for a whole new generation of
television series. Producers eager to
tap that demand in a rapidly changing
marketplace need an experienced
lender to guide them. “We bring to our
clients an intimate knowledge of the
industry,” de Chalendar says. “We can
help them navigate the uncertainty.”
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Locations
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579 Fifth Avenue
New York, NY 10017

los angeles
555 W. Fifth Street
Los Angeles, CA 90013
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20 Stratford Place
London W1C 1BG

Contacts
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+1 213 452 8620
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