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Introduction
Smithsonian Networks recently reached its four year anniversary as an entrepreneurial broadcast media and production company based in New York City and Washington, DC. The company airs all of its programs on Smithsonian Channel HD, its widely-distributed television network. With a focus on non-fiction media, this partnership of CBS/Showtime and the Smithsonian Institution (“Smithsonian…”, 2009) holds sincere potential to become a serious competitor of other similar networks, such the National Geographic Channel, Discovery Channel, and History Channel. Initial barriers to entry into the market were significant. These difficulties include, but were not limited to, the following: relatively low start-up funding, mutually exclusive distribution methods, legal complications, changing deadlines, and rough press relations. In addition to this, work began during the recent economic downturn. 

Despite such obstacles, the network plans to break even this fiscal year, even gaining a small profit. To adapt to the above challenges, the company underwent multiple strategy shifts, at one point even changing its main product. Such a success is nearly unheard of: most well run start-up broadcast networks take around double the time to balance their budget when starting with significantly more funding. The story is interesting, and though there remains much to be done, the channel’s prospects look promising. Having reached a point of break-even finances, Smithsonian Networks is now at a new point in its progress: the point of choices. They have proven their worth, but where will they take it from there, and how will they adapt to better fill their niche in the market?
This case study examines the creation and continuation of this entrepreneurial organization. Information presented is largely based off of interviews with various company employees, mainly Tom Hayden, the General Manager of Smithsonian Networks / Smithsonian Channel HD. Information will be presented in the following order: 
(I) Background: industry assessment and adaptation
(II) Initial Agreement: talks, proposed product, means of delivery, funding
(III) Launching the Venture: time crunch, securing programming, choosing distribution methods and differentiation, refiguring flawed product strategy, poor press coverage
(IV) Now and Near: current strategy, financial and programming progress up to this point – breaking even

(V) Analysis and Next Steps: company sentiments about revising strategy and personal recommendations.
I. Background
Showtime Networks, Inc. officially aired on July 1, 1976 as a service of Viacom (“25 Memorable…”, 2001) The small local cable system of Dublin, California soon grew to great prominence, gaining national distribution to cable operators via satellite in 1978 (“Corporate…”, 2008). Showtime entered the market with a serious competitor: HBO. In the years that followed the company found itself being bought, sold, and bought again by Viacom. Since its creation, programming expanded from motion pictures to include some original productions and sporting events. In 1994 a new competitor also emerged in Starz (Hayden, 2009). Both HBO and Starz hold large shares of the cable market, with over 38 million and 17 million US subscribers (Pasha, 2005), respectively, compared to just over 13 million for Showtime (Hayden, 2009). 
With the three main competitors of HBO, Starz/Encore (sister channels), and Showtime, of which Showtime has the smallest subscription, broadcast cable media is considered a mature and overcrowded business market. As such, Showtime found that this maturity placed doubts on its potential for growth.  To circumvent this obstacle, Showtime decided to switch growth strategies by investing in sources of differentiated revenue. This was required by its owning company of CBS/Viacom. A new focus was placed on licensing rights to films and the production of original programming. Though market conditions were tough at the time of the request, a few years after the turn of the century, change was requested to be in place quickly. (Hayden, 2009)
Multiple channels of Showtime started with a new push in the early 2000’s to expand the network. Along with multiple movie channels and licensing deals with studios, Showtime also began “Showtime Interactive 24.7”, offering DVD-like playing for its subscribers. Another push created a Showtime subscription-video-on-demand (SVOD) option for users called Showtime On Demand. More technically, Showtime recently became the first of the cable television networks to broadcast its channel in a high definition television (HDTV) version, utilizing Dolby Digital surround sound (Hayden, 2009). Most recently Showtime became a subsidiary of CBS after the CBS-Viacom split of 2005. In addition to these technical and audience expansions, Showtime has recently won much acclaim for a slew of its recent original programming beginning around 2005, including Weeds, Dexter, Californication, and Dexter (“Corporate…”, 2008). 
The strategy shift to change and diversify revenue caused Showtime to assess various options for collaboration as well. One of the main options pursued came with the Smithsonian Institution. Though the Institution had showed interest in cable television partnerships, it had rejected proposals by broadcast networks for the previous twelve years. The opportunity for collaboration seemed ripe for both the Smithsonian and Showtime when timing coincided with shifts in strategy of both organizations. (Hayden, 2009) 
II. Initial Agreement

In 2004, five years ago, Showtime and the Smithsonian Institution began talks that would eventually lead to a joint venture agreement between the two, creating a new broadcast television company called Smithsonian Networks. 

In forming the agreement, Tom Hayden, General Manager of Smithsonian Networks, conducted a needs assessment of the prospective client base. He surveyed cable networks, asking what format of non-fiction programming they would like. From these discussions, two main product models emerged: a linear 24/7 channel or a video-on-demand system. Within video-on-demand there was also the possibility of short and long programming. Whatever route was chosen, the product was expected to be delivered in standard definition (SD) format. In the end, a video-on-demand system was chosen, partially due to its inherent differentiation from other providers’ capability. Namely, satellite companies cannot transmit video-on-demand streaming on an individual household basis due to information capacity on satellites, and the cable companies wanted to use this to their advantage. (Hayden, 2009)

After the market was well researched and heard, the standard definition video-on-demand system was decided upon and the proposed company geared itself toward this product. A business plan was formed and more serious talks ensued between Showtime and the Smithsonian. A joint-venture agreement between Showtime and the Smithsonian Institution was eventually made, and Showtime pledged to foot the bill. This part of the deal was contingent upon the new Smithsonian Networks having a 60% footprint of the video-on-demand programming up and running on air within twelve months of a set start date. Beyond this point, the Smithsonian had a relatively minor role in the initial creation of the company. While the promised to be an abundant resource for original programming for the network, the deal was essentially Showtime buying the Smithsonian brand name. After all, the name does come with a high nation-wide credibility, an important factor in non-fiction television. (Hayden, 2009) 

In a phone interview in August of 2009, Tom Hayden would later say, “The business plan was meant to be approved, but not to be implemented.” That is an all too familiar phrase among entrepreneurs, but, more than that, it is all too true. Over the course of the following year, Smithsonian Networks would profoundly alter its mission and strategy due to external forces and internal realizations of both feasibility and potential growth. 
III. Launching the Venture


 Over the course of the following months, marketplace dynamics changed drastically, including a further drop in the already unstable economy. In addition to this, it took six months longer than expected to forge the legal plan. However, the deadlines set initially were not moved back, leaving Smithsonian Networks with only nine months to fulfill their side of the agreement. It was considered a real time crunch, and work had to begin immediately. (Hayden, 2009)
Tom Hayden, the lone ranger for Smithsonian Networks up to this point, had begun searching for someone to head the programming half of the company. On day one of the company’s existence, he hired the British-born David Royle. This UNC alumnus and Morehead scholar was a documentary filmmaker for many years before taking a position at National Geographic Television and Film. In his nine years at National Geographic Royle was the executive producer of a flagship series called EXPLORER as well as National Geographic’s Executive Vice President of Production. His current title at Smithsonian Networks is Executive Vice President for Programming and Production. David Royle heads the Washington, DC office (focused on programming and production, while the New York City office centers on business and marketing) of the company. He is considered the “Number Two” in the company, and is the man for whom I worked, often directly, this past summer. (Royle, 2009)  
From the start, Royle set to work securing the necessary programming to meet the 60% requirement. This 60% equated to roughly forty hours of video-on-demand programming, nearly all of which was met through acquisition of programs. When it began to look as if the forty hours could be met, the other big question became the primary concern: could Smithsonian Networks actually sell their product to the cable operators? Though a customer needs assessment had been conducted, no purchasing agreements had been made, and the economic climate had changed considerably for the worse. As the realities of this dilemma became apparent and sales were tough, other options were considered. It was clear that the company had been using a flawed product strategy. Primary in this rethinking of the business model was the need for a greater potential customer base, as well as a further means of differentiation. After much researching, one option in particular seemed to satisfy both of these needs: high definition (HD) programming. HD television had only begun emerging and possessed promising potential for growth, perhaps even becoming the status quo for television quality in the future. Smithsonian Networks decided it would be wise to capitalize on this, but the transition itself would have significant impacts on the product strategy and business model thus far. The chief concern was the size of the stream of information required to carry both HD quality images and video-on-demand capability: it would be too large for cable distributors. The wires were not physically equipped to accommodate the large transfers of information that would be required. At this point, a huge question of priorities arose. Would HD or video-on-demand hold precedence? The two were clearly not compatible together. (Hayden/Royle, 2009)
In September of 2006 Hayden and Royle met with distributors to inform them that they could not actually deliver on what they had planned to create. The pair had decided that HD television was the path to pursue. Not only would this be on the forefront of television technology, but it would also have vast implications on product distribution and structure. The transition from SD video-on-demand to HD programming of a different delivery format would potentially allow both cable distributors and satellite distributors to use Smithsonian Network’s product. Information transfer limits would not be a limiting factor in cable wires nor in satellite streams, thus opening the potential market greatly. With this, the two also decided to revert to the other initial option of programming format: a 24/7 linear channel. In particular, the creation of a linear channel was an enormous transition of strategy. However, the idea of a video-on-demand service was not dropped completely, but rather subverted to an auxiliary position. The focus of the company would now be a full channel. (Hayden, 2009)
When this concept was pitched to CBS, the parent company of Showtime and the banker for the operation, they accepted the idea. Given the logic of the change in strategy, perhaps they did not feel they had much of a choice. That said, they kept the purse tight. Smithsonian Networks was not, in the words of Hayden, “let off the hook”, but instead was stuck with the initial financial constraints of the original business plan. The problem is that that plan was created for a much smaller project. CBS’ rejection of an improved budget posed an intimidating barrier. 
With the channel launching, it became the main focus of Smithsonian Networks. In that thread, the video-on-demand system, which was the initial product strategy, eventually fizzled out and was not pursued. Smithsonian Channel HD became the forefront of the company, and there was an accompanying web component to match. Together, the channel and the website compose the company in its current state. 
Smithsonian Channel HD first aired on September 26, 2007 on DirecTV. Dish Network later added the channel on May 12, 2008, only to drop the channel as of February 9, 2009. 

Despite a successful launch, the network was plagued with critical press coverage. The Smithsonian Institution receives annual appropriations from Congress, and, as a result, is intended to be used for the public good. The fact that the channel was going to be somewhat exclusive, not included even in some regular cable packages, caused a an uproar by some opponents to the plan (Trescott and Grimaldi, 2007). Unfounded accusations also arose that Smithsonian Networks would have a monopoly on Smithsonian artifacts and resources, though up to that point they had been widely documented and filmed by many production crews. To add to that, three of the Smithsonian's top officials resigned after the television deal was announced, including the conduit for the deal (Trescott and Grimaldi, 2007). Together, these doubts caused what turned out to be a very harmful and dangerous press environment that delayed some actions and created a barrier to entry in itself, threatening to make the agreement politically impossible for the Smithsonian Institution and Showtime. Fortunately, with revision of the agreement and tactful calming by Hayden and Royle, the press crisis eventually subsided. 
IV. Now and Near
Currently, the strategic priority of Smithsonian Networks is to gain distribution through cable and satellite distributors. This is the “make or break” hurdle in broadcast television and is how broadcasting companies cover most of their costs. The setup is relatively simple: a cable or satellite operator must pay the network an annual fee (usually a few cents) per household provided with the channel. While it may not seem like much, when subscribers to a given distributor are in the tens of millions, the cents quickly form into lots and lots of dollars. But expenses add up to lots and lots of dollars as well. As noted above, Smithsonian Networks began with distribution through DirecTV, a satellite provider, but that was not sufficient to cover their costs. The current status quo for “making it” in the broadcasting market is to gain distribution through the largest cable provider: Comcast (Hayden/Royle, 2009). Currently, Smithsonian Networks is distributed through DirecTV, Time Warner Cable, Verizon FIOS, and Charter Communications, AT&T, and RCN in HD and SD (“Frequently…”, 2009). This brings the company to around The company is actively pursuing talks with Comcast in hopes of eventually reaching an agreement to have the distributor carry Smithsonian Channel HD. 
However, gaining distribution is neither simple nor easy. While an increase in distribution is the priority strategy of the company at this point, there are prerequisites that must first be pursued. Chief among these is good programming, and that is mainly proven through awards received for programming. Smithsonian Networks became the youngest network ever to win an Emmy, securing the award in 2008 for its series “Nature Tech”. It has since won other awards as well, and it can be assumed that these third-party verifications of the quality of programming on the channel will support the channel in its quest for greater distribution. 
Another relatively unique aspect of the channel is that its programming is focused not merely on age segments or genders of the population, but rather on family viewing. Generally, targeting particular audiences does not occur until a network is bigger and older. For this, a wide variety of shows are aired, ranging from science and technology to, in particular, children’s programming. Competitors, such as the National Geographic Channel or Discovery Channel, do not utilize this approach. This, along with an all-HD lineup, provides two distinct factors of differentiation to the channel, which is important in gaining distribution: distributors would be wary to offer redundant products. 
Aside from covering costs through distribution revenues, different types of programming fulfill different roles within the 24/7 linear model. Being that the network is still young and has limited funding, few original productions are possible. Most shows aired on the channel have been acquired from independent production companies. In fact, many of the films are bought in the cheaper Asian market, and then voiced-over and reformatted to fit American television standards. Of those large productions that are undertaken by Smithsonian Networks, opportunities for collaboration are nearly always sought and are often necessary. For example, Smithsonian Networks often seeks companies in other countries to co-produce original films. With this setup, Smithsonian Networks gets first-air rights in the US and, for example, the BBC would get first-air rights in the UK. Another program-sharing option, in cases of two domestic companies, is for the larger contributor to secure the first airing of the show, and for the smaller to gain the rights after an agreed upon period. Being small in a big market requires a certain degree of resourcefulness.

In understanding the roles of different programming on a TV channel, it is useful to visualize the channel as a sleeping tent. A few big, high-profile specials serve as the “tent poles” of the channel, keeping it upright and gaining media attention. Examples of such tent poles for Smithsonian Networks include it’s recent special on the Hope Diamond or its upcoming “Titanaboa” feature (Smithsonian researchers recently discovered the skeleton of a snake the size of a school bus in a coal mine in Colombia). Basing the channel on these expensive productions, other shows are acquired, often to “fill in” the rest of the air time. But the other type of program produced is a series, and it is through these that money is actually made by the channel. When particular scenes or production methods are repeated and reused, economies of scale take place and production becomes cheaper while creating an equivalent or better product than the original. Iteration is key. 

Yet another point of differentiation for Smithsonian Channel HD lies in its unique program called “Mission Critical.” These shows feature an interview with a Smithsonian scientist or are centered on story proposals submitted by Smithsonian scientists. The Channel is required to air at least a set total time and spend at least a certain amount on these productions, as specified in Showtime’s agreement with the Smithsonian Institution. A large question of strategy has arisen in the Programming and Production department of the company as to whether Mission Critical should be used as a “tent-pole” or a series. At the moment, it is a mix. The Hope Diamond special, mentioned above, was based off of a Smithsonian submission, but there is also a talk-show-type series featuring interviews with Smithsonian scientists, which is low cost and also meets the Smithsonian requirement. The issue at this point is a question of standards and practices. As a young company, Smithsonian Networks is still testing the waters on its contract and negotiating its relationship with the Smithsonian Institution. Once norms of behavior are established, such decisions will be streamlined. At the moment, there appears no definitive answer to what the Mission Critical requirement should be used toward, but it seems to be leaning toward tent-pole over series (a common complaint is that the scientists offer very few good story pitches – they are not very attune to what is required to make informative but commercial television). In the next few years it is likely that the boundaries in the Showtime-Smithsonian deal will be more clear-cut and questions of contract violation will not be an issue of concern at the Channel. 
As for the Smithsonian Networks’ relations with Showtime, the General Manager has to continually keep Showtime on the Networks’ side. He must prove that the network is financially and editorially on target, presenting to Showtime and CBS every quarter and justifying the networks’ actions. It does not appear as if that will change. 
Overall, the network is doing quite well as an entrepreneur in this market. In 2009 Smithsonian Networks broke even, plus a small profit. While hurdles still remain, that is uplifting news. Most new broadcast companies start out with about $70 million and take, on average, seven years to break even. Smithsonian networks achieved this balance in only four years when starting with what Hayden reported to be “somewhere between $30 million and $60 million”. Though the progress is impressive, much is yet to be done, and much will have to change if Smithsonian Networks is to ever become a large competitor in its market. As it did previously, strategy will have to shift yet again to address the new realities of the business and its challenges. The question is, to what?

V. Analysis and Next Steps
Smithsonian Networks began largely out of two sources of innovation. The first of which was new knowledge. When a competitor in a mature media market saw potential limitations on growth, it decided to invest in new knowledge and technology as sources of differentiation and expansion, namely in video-on-demand streaming and HD capability. While the video-on-demand idea eventually died out, its prospects for growth nonetheless inspired the venture to begin. The second source of innovation was the unexpected. After twelve years of debating and searching for the right time and strategy to begin talks, the Smithsonian Institution finally decided it was time to act. The Smithsonian not only represents an impressively well-recognized and credible brand name, but it is also a valuable resource for stories and media programs. As such, its opening to the media market proved a large and unexpected opportunity. 
As the company grew, its business and product strategy drastically evolved from a video-on-demand system to a linear 24/7 channel, redefining its customer base, product, necessary financing, and overall business model. Today, Smithsonian Networks’ strategy is largely based on the following: a linear 24/7 HD channel of non-fiction educational entertainment under the Smithsonian brand name that is appropriate for family viewing and is based, in part, on the informational resources of the Smithsonian Institution and requires large amounts of programming acquisitions while actively seeking co-production opportunities due to budget constraints. However, in reviewing strategy, it is important to realize that the company has two components: production and programming, and marketing and business. It is imperative that the strategies of these two connected entities work to complement each other. Otherwise, overcoming the barriers to entry of a crowded and mature market, financial restraints, and a poor economy will be significantly more difficult. 
In separate conversations with executives of the Programming and Business sections of the company, a set of strategic priorities emerged in each section. For Programming and Production, the list was as follows:  distribution, budgets, rights allocations, and original productions. For Business and Marketing, Tom Hayden specifically asked that he be quoted saying that what he is now allotting to programming and marketing is not good enough and that he is not proud of it. As General Manager, his strategic priority is now to increase spending on programming and marketing to gain greater distribution and acclaim. Overall, these two sets of strategies seem to sync well with one another. 
It is clear that gaining a wider distribution will be pivotal to the success of this organization. Even if that is attained, however, National Geographic, Discovery, and History are all formidable competitors in a largely mature market. Their sheer size and name recognition are barriers to entry, especially when there is a third party between firm and customer that decides if the product is useful: distributors. In this case, cable distributors and satellite operators are the primary customers, but their decisions are highly dependent upon the needs of the secondary customers, the distributor subscribers. Below is a simple business model of Smithsonian Networks.
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I agree with the above strategic priorities, yet I have some additional thoughts. Yes, distribution should be the focus of the organization at this point, but, in addition to the conventional means of increased spending and award-winning, I believe there are some more resourceful approaches to aid in this goal. I propose that there be a greater focus on secondary consumer demand for the product. Smithsonian Museums are some of the most widely visited museums in the nation, hosting 25.2 million visitors annually (“About…”, 2008). This is a huge audience for the channel to advertise to, solely by having a visual presence in the museums. On top of that, there are more opportunities for Smithsonian Networks – Smithsonian Institution collaboration to promote the network. Just as the Institution can provide advertising for the Channel, the Channel can provide advertising for the Institution. Every year, about 180 million people are exposed to the Institution in non-museum encounters, either through the National Zoo, traveling exhibitions, or the Smithsonian Institution website (“About…”, 2008). If the Institution could routinely make the Channel a part of these encounters, it is likely that subscriber demand for the channel would increase, as well as the incentive for cable distributers (like Comcast) and satellite operators to add the channel to their listings. There is also the potential of partnering stories with the Smithsonian Magazine. During my time at Smithsonian Networks I began to see some of this partnership between the Channel and the Institution come to fruition, though it was coordinated around one particular story. That cooperation proved extremely effective, but I would like to see the Channel push for an expansion of this to more thoroughly incorporate the programs into the Institution’s main advertising opportunities, regardless of a story platform. Consistent three-pronged exposure – through the internet, in person, and in print through the Smithsonian Magazine – could prove a valuable tool in gaining consumer demand for Smithsonian Channel HD. 

Beyond that, I support the push to create more original unilateral productions and to more fully investigate the joint venture agreement constraints and opportunities, especially with regard to Mission Critical. And lastly, Smithsonian Networks should continue to pursue differentiating technology that keeps it at a level of premium quality television. 

Overall, the prospects look promising for Smithsonian Networks’ success. I am glad to have been a part of this entrepreneurial organization, and learned a great deal about both the industry and as well as real-world challenges and opportunities of entrepreneurship. I was fortunate enough to work largely with David Royle, who taught me a great deal about both business and production and provided me many exciting opportunities. The company is doing well, and I hope it will continue to do so into the future. 
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NOTES: Additional materials, including sample work, relevant news articles, and journal entries have not been added to this document for reasons of mixed format. They have been handed in separately. On the topic of journal entries, journals writings were kept on a biweekly basis (with some at greater frequency), but far exceed the requirement of 500 words per week. In addition, an extensive final evaluation was also created. I hope this format is acceptable.
