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BY HAND DELIVERY SECEIVED
Viariene H. Dorteh, Esquire

Herelary UL o 206/
Federal Communications Commission ;

447 12th Street, NW EUERAL COMMUNICATIONS oMMy

WS THE SECAETARY

Washingron. DC 20554

Re: Notification of Ex Parte Communication
MB Docket No. 02-230

Dear Vs, Dorteh,

This is to advise you. in accordance with Section 1.1206 of the FCC'’s rules, that Emery
Stmon of the Business Software Alliance, James M. Burger of this firm, and | met today wtth
Rick Chessen and Susan Mort of the Media Bureau.

[he discussion involved the Notice of Proposed Rulemaking, released on August 9, 2002
i the ahove-referenced docket and many of the questions noted therein. Among the specific
ilerns under discussion were the identity of the likely participants in the proceeding; the
computer dustry’s concern over the need for use of a ‘broadcast flag” and the difficulties the
FCi" w1l] nave in defining the appropriate scope of protection; the computer industry’s interest in
scene the FCC do no more than adopt functional specifications for the embedding and detecting
ol “hroadeast flag”; issues associated with the use of “broadcast flags” and “watermarks” in
viduo proyramming; and the information included in the attached article from this morming’s
Wi chioneren Post.

\s required by scction 1.1200(b), two copies of this letter are being submitted in the
above-relerenced dockets.

coe oby hand delivery):
Rick Chessen, Esquire (O‘{(rg/
Susan Mort, Esquire o -

Iyodeluy, o 2 TuA



washingtonpost.com

Hollywood Sees the Big Picture With DVDs

By frank Anrens

Washimgion Post Staff Writer

“londey Ouiober 7. 2002: Page AG1 hip:/www. washinstonpost.com/wp-dyn/articles/A51962-
20020010 it

“Monsters Inc," the animated Disney kids' {ilm, grossed $255 million at the box office, making
#one of the year's biggest hits.

But a< @ revenue monster, it 1s just starting to howl,

Orsep 19 the idim's DV DL or digital video disc, was unleashed on the market. In its first week,
n solé ~ nallion copies at an average price of $20, setting a record.

in todav's Hollywood, box office revenue makes up less than a quarter of a film's total take. The

jarzest piece of a movie's money pie comes from sales and rentals of its DVDs. If "Monsters,

Ine ™ mecets only routine DVD projections, Walt Disney Co. and Pixar Inc., which is part-owned
by Disnev. will end up sphitting more than $380 million, far outstripping what the movie earned

i Lheaters

Witness the surging economic engine of Hollywood: the DVD.

Ior the first time this year, revenuc [rom sales and rentals of DVDs, also known as digital
versatile discs, has passed that from videotapes, partially because of the superior sound and
picture quality of DVDs, but also because the discs are packed with features not available on
videa

The VD 1s changing more than Hollywood's bottom hine. 1t is influencing what kinds of movies
vet made and when they are offered for sale and rental. It 1s extending the creative control of the
dircctor beyond the theater. 1t is affecting consumer choices -- some new films are no longer for
sale on video, only on DVD.

On :he downside, the studios' increasing reliance on DVD sales and rentals makes them more
dependent on retatlers, who are eager for a larger portion of profits. As a result, studios are
developing alternative distribution options, such as cable television's video-on-demand service,
1o circumvent the video outlets.

Buu those problemts pale in comparison 1o the deep gold mine that DVDs have become.

"Wre qlt making a lot of money on DVD," a veteran studio executive said.

Breaking Revenue Records

When movie videos launched nearly 20 vears ago, studios made almost all of their revenue from
a movie's theatrical release and subsequent sales to television. Video revenue was seen as gravy.
As the VOR grew in popularity, video rentals helped salvage movies that tanked at the box
office

But 2V i)s have done much more.

Machines playing the small discs have been embraced by consumers faster than any other
clectrome device, including the cell phone and the personal computer, as prices of both players
and Jises have plummeted. In the first half of 2002, DVD sales and rentals raked in about $2.6
billon for ull Hollywood films. Those same lilms eamed $1.7 billion in theaters and $1.6 billion
[rom video

Peorle tend to buy more DVDs than videos: households owning DVD players will buy an
averige ol 16 discs this year, while houschoids owning VCRs will buy an average of [five tapes.
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Arel mdustry estimates indicate that consumers will spend nearly three times as much on DVD
sales as rentals this year, paying an average of $88 per household to rent DVDs and $261 to buy

them

Pyviically. studios receive about 40 percent of a DVD rental charge, which usually runs from $3
to %3 The studios get about 23 percent from the sale of a DVD. For top-lime DVDs such as
“Hirry Potter and the Sorcerer's Stone,” which can sell for as much as $29.98, the studio will
tlear 993 per disc.

Because of the coming release of blockbusters such as "Spider-Man," "Star Wars: Episode 11 --
Attacw of the Clones," "XXX" and "Scooby-Doo," Hollywood is anticipating its biggest DVD
tourtk quarter yel. The next tirst-day sales record 1s likely to be set by Sony's "Spider-Man"
DN (o be released Nov. | 'The studio has shipped 19 million DVDs to Wal-Mart Stores Inc.
ana other retatlers

The mgger pictures are even bigger. therefore there 1s more pressure to create better pictures
and pay more money for bigger stars and special effects,” said Benjamin Feingold, president of
Cotamlia Tristar Home Entertainment, a division of Sony. "We have to increase the 'wow!'
lacior

['oi cansumers, that means getting more than just a movie. The "Monsters, Inc." DVD has so
much extra content, it takes up two discs. In addition to the movie, consumers get two short
filn:s, a game, a music video, intervicws with the moviemakers, outtakes, abandoned story
concepls, a tour of the Pixar animation studio, a trailer for an upcoming animated film, an
cxplanation of computer animation and more.

So ucrative have the discs become that retailers are beginning to vie for a piece of the action.
Blockbuster Inc., owned by Viacom Inc., which has its own movie studio in Paramount, is the
largest player, controlling about 52 percent of the DVD rental market with its 8,000 storces.

As the DV D has grown in popularity, so has the clout of video stores. Blockbuster once had to
agree (o share revenue and buy a studio's entire catalogue of DVD and VHS releases to secure
the hotteslt titles. Now, the retailer has more leverage. It still buys some studios’ entire DVD
cutputs and shares sales revenue, bul with other studios it buys DVDs on a title-by-title basis and
does roi share revenue. Further, Blockbuster does not share DVD rental revenue with the

studios

"They enose to bring the DVD in at a prnce so low that revenue sharing made no sense for us,”
satir Diean Wilson. Blockbuster's executive vice president for content worldwide.

To w1destep Blockbuster, some studio executives, including Warren Lieberfarb, president of
Warner Home Video Inc. and father of the DVD, are proposing that their industry exploit soon-
to-be-taunched video-on-demand services, called Movielink and Movies.com, to offer consumers
movi¢s tor rental or salc over high-speed Inicrnet access. No more trips to the video store, no
more discs or tapes.

"They pat as in a position of having to control our own destiny and develop a different busingss
mocel that makes us less dependent on them," Lieberfarb said.

A New Way of Marketing

Licherfarb. whose Warner Bros. tcam invented the DVD 10 years ago, is a gleeful provocateur
who dragged the movie studios kicking and screaming out of the videotape era and into the DVD
age al lcast partly because Wamer Bros. has several patents on DVD technology. White-haired
and arofessorial with a droll wit, he is described in Hollywood as a visionary.

-
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Bui p:y one could have envisioned the DVD frenzy. Tn the first half of 2001, DVD rentals and
»abes accounted for 23 percent of the movic industry's total take. In the first half of 2002, the
perientage was up 1o 34 pereent and chimbing. Sales of both video movies and blank videotapes
tws ¢ dropped in the past year, reports the Electronic Industries Alliance trade group, as the video
Las started going the way of the eight-track.

2% 15 are changing the way studios market movies. Sony's Columbia Tristar studios recently
released the Jodie Foster thriller "Panic Room." Television commercials urge consumers to "buy
Lnow on DVD, rent it on video." That is because Sony made no video copies for sale, guessing
thar the consumer most likely to buy "Panic Room" would play it on DVD. By parsing its
copsumers into "DV D buyers” and "vidco buyers," Sony can maximize its profits.

Maior retatlers are also changing the way they think. Last summer, Circuit City Stores Inc.
snnouneed it would no longer sell movies on video, ceding the rack space to DV Ds. Best Buy
U0 has pared back its stock of videos while expanding its DVD catalogue. In Blockbuster stores,
where DVD rentals will exceed VHS rentals by year's end, DVDs are no longer segregated from
videe The chain has acknowledged the growing desire for DVDs by displaying them side by
side with videos.

\ (CRs are in about 90 million U.S. homes, essentially a level of saturation. DVD players are in
21 mthon U.S. homes, up from 17 million this time last year, Warner Home Video said. During
the past five years, the average price of a DVD player has dropped to $153 from $491, the
Consunier Electronics Association trade group said.

The guick aceeptance of DVDs stems in part from the ease and cheapness of digital copying. In
the carly days of videotape, it cost about $25 per tape to duplicate a movie from one tape to the

next. That s why videotape renlals quickly surpassed the sales market -- consumers could rent a
videoiape tor $4, but had to pay as much as $99 to buy it.

DV Dy cost less than ST to duplicate and. unlike videotapes, they can store more data. This means
the studios can add features on a DVD that movie fans cannot get on videotape.

"For z long time, the home entertainment divisions were in a linear business -- they'd take what
was released theatrically, put it on tape, then out with it," the veteran studio executive said.
"New  we're in the business of creating a new product.”

A Director's Dream

In piaces bke Sony's Digital Authoring Center at its sprawling Culver City studios west of
downtown Los Angeles, the DVD goes from being just a movie to an "experience,” as they say.

First come the meetings, sometimes beginning a year before the DVD is set to release.

At all studios, not just at Sony, the Lleam that creates the DVD gets a budget from the studio’s
marxeting department, which relics on formulas to estimate how many DVDs a movie 1s likely to
scll Then. the DVD team hires a produccer to bring together all of the added content that will go
on e disc - interviews, featurettes and so on.

Fhe DVD1eam will meet with the dircetor -- often before the film has begun shooting, vet
another way the DVD is changing Hollywood.

"ivs ainazing,” said Michael Stradford, Sony's vice president of DVD programming and content.
"Wher [ first joined the company in 1998 and would meet with directors, I would have to take a
portabie DVD player to explain how the format would work and why it's a reaily good thing to
support it Now, they're calling, saying, ‘Hey, 1 want to talk to you about the DVD' before the
fiini 1s shooting.”



Ofiar, meviemakers want to add so many extras that a second disc is required, which tums out to
he .1 drop in the budget bucket: A studio cxccutive said the cost of adding a sccond disc ranges
rrom $50.900 to $200,000 per movie, depending on how much content is added.

Souy’s 'Spuder-Man” DVD will likely raise the bar for the amount and quality of added content.
in addition to the leatures showing how the film's extensive special effects were created, a screen
lest ot star Tobey Maguire, commentary from romantic lead Kirsten Dunst and a documentary of
Ihe connie's history, the second disc is to contain renderings ofSplder Man by a number of
artists ottering homage to creator Stan | ee. :

i e consumer has embraced the DV D because of its superior picture and sound and extra
fcaiures, one of the reasons moviemakers have done so 1s because of ego.

Because DVDs can be packed with scences the director shot that were edited from the movie, the
dises can tum the movie into a vanity project, allowing the director to have the last word.

AL after-market shops like Sony's, egos are intruding in other ways. One film's director, whom
the shop's employees declined to name, was unhappy that he did not show up enough in the
addinonal material. To rectify the lapse, he directed them to insert more footage of him directing
the Nim

At a Market Near You?

The next generation of DVDs will be HDDVDs, or high-definition DVDs, made to be seen on
high-derinition televisions that now, at more than $2,000 each, are in a relative handful of
homes. But as their price incvitably comes down, spurred by federal regulations requiring the
swich to digital television, the quality of DVDs will have to ratchet up accordingly.

Inside the players, the red laser that reads the DVDs will, when the cost becomes viable, be
replaced by a blue laser, which promises an improved picture and more data storage on a single
disc.

But the next big thing consumers may notice are DVDs in the checkout lines of supermarkets
and drug stores. Some of the major studios are discussing deals with such retailers to stock
DVDs if Licberfarb and Warner Bros. get their way, the DVD will dive as low as $10 a disc,
another Licberfarbian agitation that provokes the other studios.

"It wiil be priced so it will be an impulse purchase," he said.

Whick mcans that soon, Licberfarb hopes, DV Ds will be priced so low that the once-exotic disc -
- as little as five years ago, a curiosity in the homes of early-tech adopters -- will be as ubiquitous
and mexpensive as a tube of lipstick or two packs of D-cell batteres.



