
October 7. 2002 

Re: Notification 01Es Parte Communication 
MB Docket No. 02-230 

I k i r  \(Is Dortch 

This I S  to advise you, in accordance with Section 1.1206 of the  FCC's rules, that Emery 
Siiiio:i ,,t'!he Business Software Alliance, James M .  Burger ofthis firm, and 1 met today with 
KiC k ;'licssen and Susan Mort of (he Mcdia Bureau. 

rt ie discussion involved the Nolice of Proposed Rulemaking, released on August 9, 2002 
111 I I K  above-referenced dockct and many o r  the questions noted therein. Among the specific 
i ~ e i ~ i s  uiidcr discussion were ihe identity of the likely participants in the proceeding; the 
Luiirptitzr industry's concern over the need [or use of a 'broadcast flag" and the difficulties the 
t.'C's ' .vi11 iiave in  defining the appropriate scope ofprotection; the computer industry's interest in 
acc,tit; the FCC do no more than adopt functional specifications for the embedding and detecting 
, I ( ' . ,  " ' i imdcast flag"; issues associated with ~ h c  use of "broadcast flags" and "watermarks" in 
i idco Imyminiii ig;  and the infortnatioli included in the attached article from this morning's 
11'11 ~ / l , l l ? r l , l ?  / ' IJ.Fl. 

4b rcquired by scctioir I .  I206(b), Iwo copies of this letter are being submitted in the 
abo :i-i-zlcrenced dockets. 

c i  4 :)> li.ind delivery): 
Kick Chessen, Esquire 
5 u w i  Mort, Esquire . 
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Hollywood Sees the Big Picture With DVDs 

"L? viswr>. Inc.," Ihc animated Disney kids' lilin, grossed S255 million at the box office, making 
: !  i w c  c' l ' t l ic year's biggcst hits. 

H i !  21; ;. iwveniie nionstcr, i t  is  just starring to howl 

< ) l i  sL:p:. I T  the lilin's DVD. or digital \'ideo disc, was unleashed on the market. In its first week, 
! I  s , ~ l ( ,  

i l i  : , K : ~ ' s  Holl,wood. box office revenue niakcs up less than aquarter o f a  film's total take. The 
l.it=c\t ;)ICW o f  a movie's nioncy pie conies from sales and rentals o f  its DVDs. If "Monsters, 
l i i c  " mxts oiily routine D V D  projections, U'alt Disney Co. and Pixar Inc., which is part-owned 
b y  : ) l ine!  \ b i l l  cnd up splittiiig more than 5380 million, far outstripping what the movie earned 
I ! I I ' IedI <?I., 

\ V i [  t ics> l l ic surging economic engiiic of Hollywood: the D V D  

Io1 the l i i s t  time this year, rcvciiuc rroiii salcs and rentals of DVDs, also known as digital 
\ crxatilc ~liscs, has passed that from videotapes, partially because of the superior sound and 
l> ic I i i r>  qu.tlity o f  DVDs. but also hccausc thc discs are packed with features not available on 
\ IdIT 

7 hi '  [i\ D I S  changing inorc tlian Holly~,\~ood's bottom line. It is influencing what kinds of movies 
.et !ii:~de and when thcy arc offcrcd for s:ile and rental. I t  is extending the creative control o f  the 
dircc,r>ir bcyond the theaier. 1t is affectiiig consunicr choices -- some new films are no longer for 
sdlc ( X I  ,.,ideo, only on D V D  

O n  : h e  dowwde ,  Ihe studios' increasing reliance on DVD sales and rentals makes them more 
tlepenJcnt on retailers, who are eager for a larger portion of profits. As a result, studios itre 
d c i  .:loping altcrnativc distribution options, such as cable television's video-on-demand service, 
IO crcuin\ent the video outlets. 

Hui tlii)se i)roblenis pale i n  comparison io thc deep gold mine that D V D s  have become, 

"W\,'rt: i d 1  iiiaking a lot o f  money on DL'D," ii veteran studio executive said. 

Breaking Revenue Records 

.. 
tn~illion copics at ail averagc price o f  $20, setting a record. 

LVhcn mo\ le videos launched nearly 20 years ago, studios made almost all oftheir revenue from 
a I I I I I L  le's iiieatrical release and subsequent sales to television. Video revenue was seen as gravy. 
As I I I L  \ 'C.!? grew in popularity, video rcntals ticlped salvage movies that tanked at the box 
nific,c 

But 11.'~' i 1s I i a ~ t '  done much niore, 

b1at.hlilt.s playing the small discs I iave been cnibraced by consumers faster than any other 
e ~ e c ! r c ~ i ~ c  debicc, including thc cell photic and the personal computer, as prices of both players 
atid .li.kt.:; havc plutnmcted. In  the firs! halfof2002, D V D  salcs and rentals raked in  about $2.6 
hllllon liir i i l l  Hollywood f i l m s .  Those same lilnis earned S1.7 billion in theaters and $1.6 billion 
h n .  \,1Li-.,, 

P c o ~ l c  tcnd to buy more DVDs than videos; households owning D V D  players will buy an 
a cr;i,gi' 0 1 '  I6 discs this year. ivhi le houscholds owning VCRs will buy an average of five tapes 
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213 I tiitlustry estimates indicate that coiisuniers will spend nearly three times as much on DVD 
: S I C  s .E rc-iitals t h i s  year, paying an avcragc of $88 per household to rent DVDs and $261 to buy 
!IlC,ll 

' )!IIL a l l )  studios receive about  40 percent o r a  DVD rcntal charge, which usually runs from $3 
1 0  \5 I hc studios get about 33 percent from tlie sale of a DVD. For top-line DVDs such as 

H m  I'iilter and the Sorcerer's Stone," which can scll for as much as $29.98, the studio will 
i 1t.u 50 %S pcr disc. 

Hei aiiw ijl'lhe corning release ol'blockbustcrs such as "Spider-Man," "Star Wars: Episode I1 -- 
lt!.icc . ) I '  !he Cloncs," "XXX"  and "Scooby-Doo," Hollywood is anticipating its biggest DVD 

1 o i i 1 . 1 1 1  hur t e r  yel. The next first-day sales record is likely to be set by Sony's "Spider-Man" 
I ) \  D 1.1 hc released No\-. I .  'The htttdio has shipped I!, million DVDs to Wal-Mart Stores Tnc. 
iinci o'I i<i- .-trailers 

r l : c  ?iggcr pictures arc even bigyer. therefore there is more pressure to create better pictures 
iiii<i p,i> niorc money for bigger stars arid special effects," said Benjamin Feingold, president of 

' o i u i i ~ l ~ ~ , ~  Tristar Iioine Entertaininent, a d i \  ision of Sony. "We have to increase the 'wow' 
I ilCi dl 

I ui c ~ m ~ ~ i i ~ i e r s ,  that means getting more than just a movie. The "Monsters, Inc." DVD has so 
i nwh  C Y I L ~ I  conlent, i t  takes u p  two discs. In addition to the movie, consumers get two short 
l i l i i i s .  J game. a music vidco, interviews with the rnoviemakers, outtakes, abandoned story 
concepts, ,I tour of the Pixar aniniation studio, a trailer for an upcoming animated film, an 
cslilaiiation of computer aiiiniatioii a n d  more. 

So ,u( n t i \  e have the discs become that retailers are beginning to vie for a piece of the action. 
Rlwkhiister Itic., owned by L'iacom Inc.. which has its own movie studio in Paramount, is the 
l'irgcs1 pliiyer, controlling about 5 2  percent of the DVD rental market with its 8,000 stores. 

, \s  h < ,  1)L D has grown in  popularity. so has the clout of video stores. Blockbuster once had to 
a g n t  10 sllare revenue and buy a studio's entire catalogue of DVD and VHS releases to secure 
tlie liottcsl titles. Now, the retailer has niore leverage. It  still buys soine studios' entire DVD 
CUI~LIIS and shares sales revenue, but with otlicr studios i t  buys DVDs on a title-by-title basis and 
doc., ILO sliare rc\'cnuc. Further, Blockbustcr does not share DVD rental revenue with the 
StuL'lns 

" I'llc) cnuse to bring the DVD in at a price so low that revenue sharing madc no sense for us," 
5r l1~1 Lican Wilson. Blockbuster's execulive \'ice president for content worldwide. 

-1 o ~:rcic~tep Blockbuster, some studio execulives, including Warren Lieberfarb, president of 
C\la~-ncr Home Video Inc. and father of the DVD, are proposing that their industry exploit soon- 
to-11c-Iailnched video-on-deniand services, called Movielink and Movies.com, to offer consumers 
ilia\ ICS for rental or salc over higli-speed Internet access. No more trips to the video store, no 
niorZ t i iscs or tapes. 

I' ~'h! ~ J I  :IS in a position of having to conlrol our own desliny and develop a different business 
niocrel h a 1  makes LIS less dependent on ilicm." Lieberfarb said. 

.4 Yew Way of Marketing 

l~ ic l -er larb.  whose Warner Bros. teain invenied the DVD 10 years ago, is a gleeful provocateur 
H liii d!~aggcd the movie studios kicking and scrcaming out of the videotape era n d  into the DVD 
age at lcasr partly because Warner Bros. has several patenis on DVD technology. White-haired 
a i d  .ir,jlc.ssorial with a droll wit, he is dcscribed in Hollywood as a visionary. 
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1 3 ~ 1 :  11 .vie could have envisioned the DVD frenzy. Tn the first half of 2001, DVD rentals and 
4 ~ ; s  rccountcd for 23 percent of the niovic industry's total take. In the first halfof 2002, the 
1x1 :e'il+c w a s  up to 34 pcrccnt and climbing. Sales ofboth video movics and blank videotapes 
hi l i  c Ii-f)pped i n  the past ycat. reporis the Electronic Industries Alliance trade group, as the video 

I?\ 117 ;ire changing the way studios m;irket movies. Sony's Columbia Tristar studios recently 
:e l~ascd  the Jodie Foster thriller "Panic Room." Television commercials urge consumers to "buy 
1 1  II ~ \ i  1111 DVD, rent i l  on video." That is because Sony made no video copies for sale, guessing 
I k I '  Ill? ct~mutncr most like11 to buy "Panic Room" would play it on DVD. By parsing its 
: O ~ ~ S I . I I I C I ~ : .  into "DVD buyers'' and "vidco buyers," Soiiy can maximize its profits. 

~ I ; t i o !  i'%itlers are also changing the 
: ~ i i i ~ t i i ~ t w d  i t  would no longer sell movies on video, ceding the rack space to DVDs. Best Buy 
t '(7 h.is pared back its stock of videos while expanding its DVD catalogue. In Blockbuster stores, 
\rh:.ri I ) \ 'D  rentals will exceed VtlS rentals by year's end, DVDs are no longer segregated from 

sidt \I it11 1 ideos. 

\,('I<. are in about 90 million US.  homcs, essentially a level of saturation. DVD players are in 
~:I tmi11ton U S ,  homcs, tip from 17 million this time last year, Warner Home Video said. During 
t ! ie ; p x t  liT:e years, the ayerage price of a DVD player has dropped to $153 from $491, the 
i'oilsl,il~ier Elcctroiiics Association trade group said. 

1.11~ q . i i ch  acccplaiicc of DVDs stems in  part Froin the ease and cheapness of digital copying. In 
l t i e  dai-ly days of i ideorape, i t  cost about $25 per tape to duplicate a movie from one tape to the 
~ t e x i  %ai IS why videotape rentals q u i c k l y  surpassed [he sales market -- consumers could rent a 
1 idmiitpe lor $4, b u t  had to pay as much as '$99 to buy it. 

I ) \ ' I h  cost less than SI to duplicate a n d  unlike videotapes, they can store more data. This means 
t l i t  ;tiidins can add features on a DVD thdt  movie fans cannot get on videotape. 

to:. 2 long time, the home entertainment divisions were in a linear business -- they'd take what 

sidrted going the way of Ihc eight-track. 

they think. Last summer, Circuit City Stores Inc. 

ih:o ~ I ' l i C  chain has acknowledgcd thc growing desire for DVDs by displaying them side by 

, I  

\ \ a b  rc leascd Ihea~rically, put it on tape, then out with it," the veteran studio executive said. 
"UL,N \vc're i n  the business orcreating a new product." 

.4 Director's Dream 

I n  piaccs 11kc Sony's Digital Authoring Ccntcr at its sprawling Culver City studios west of 
do\! nimw Los Angeles, the DVD goes froni being just a movie to an "experience," as they say. 

Firs! c o i n e  the meetings, sometimes beginning a year before the DVD is set to release. 

At ;111 stdios ,  1101 just at Sony, !he learn that creates the DVD gets a budget from the studio's 
imnrre:iiig department, which relics on l n rmt i l as  to estimate how many DVDs a movie is likely to 
sc l l  I k t 1 .  the D\'D tcani hires a producer to bring together all of the added content that will go 
( i n  ' ! I C  d ' s c  -- interviews, featurcttcs and so o n  

1 lhc il1'3 learn will mcct with the dircctor -- oflen before the film has begun shooting, yet 
m i 1 f i e t -  ',.v;iy the DVD is changing Hollywocld. 

"I t 's ai:ra~i i tg," said Michael Stradford, Sony's vice president of DVD programming and content. 
"WI'ci. I l i i s t  joined the company i n  1998 and would meet with directors, I would have to take a 
13i)rl.ibte DVLI player to explain how the fomiat would work and why it's a really good thing to 
s ~ i l ) I ~ o i I  11 %ow, they're calling, saying, "cy. I want to talk to you about the DVD' before the 
l i i i i j  IS shooting." 

. > .  



1 )i'ici:, iiiovietnakcrs want  to add so many e~triis that a second disc is required, which turns out to 
b e  ,I c!i-(ip !ii the hudgct bucket: A studio cxccutive said the cost of adding a sccond disc ranges 
iroin i .+O, ' )OO to S200,OOO per movie, depending on how much content is added. 

ho11s -. 'Spider-Man" DVD will likely rase  the bar for the amount and quality of added content. 
In .tdtlilioii to the features showing how the film's extensive special effects were created, a screen 
ICS! ci : .s ta i~ Tobey Maguire, comnientary from romantic lead Kirsten Dunst and a documentary of 
lilt w i i ~ i c ' s  history, the second disc is to contain renderings of Spider-Man by a number of 
;ifli>I>. ~il~lering homage to creator Stan Lee. 

i h i c  con\uiiicr has embraced thc DVD Ihecause ofi ts  superiorpicture and sound and extra 
iLiiiiirc:. o i i e  of tlie rcasons niovieniakcrs havc done so is because of ego. 

[<e\ JLSL'  I IVDs Cali be packed wi th  sceiics t l ie director shot that were edited froin the movie, the 
Jis s :;in turn Ihe inovic into a vanity project, allowing the director to have the last word. 

\ I  .tf l<r-i i tarket shops like Sotiy's, egos are intruding i n  other ways. One film's director, whom 
t h t  ihc>p's employees declined to name; was unhappy that he did not show up enough in the 
~ i d ~ l i t i o i ~ a l  material. To rcctif) thc lapsc, Itc directed them to insert niore footage of him directing 
t l t t  lilni 

At a Market  Near You? 
,I I I ic  ni'kl generation of DVDs will hc HDDVDs, or high-definition DVDs, made to be seen on 

Iiigli-deririition televisions that now, ai more than $2,000 each, are in  a relative handful of 
honie.,. Hut as their price iticvitahly comes down, spurred by federal regulations requiring the 
s w i ; c l ,  I..) digital television, the qual i ly  ofDVDs will have to ratchet up accordingly. 

Iiisidc tlic playcrs. the red laser that reads the DVDs will, when the cost beconies viable, be 

(11% 

But thc iicst big thing coiisuniers may iioticc are DVDs in the checkout lines of supermarkets 
and hi; stores. Some of the major studios i11.c discussing deals with such rehilers to stock 
D\'!)S i f  t.iebcri"arh and Wariicr Bros. gel their way, the DVD will dive as low as $10 a disc, 
anci! 11t.i~ Lizberfarbian agitation that provokes the other studios. 

" ! t  \.iil the vriced so i t  will be an impulse purchase," he said 

Which r i i c m s  that soon. Lichcrfarh hopcs, DVDs will be priced so low that the once-exotic disc - 
- :is Iil[lr. as l i v e  years ago, a curiosity i t i  the Iionies ofearly-tech adopters -- will be as ubiquitous 
a!id InLxpLmsive as il tube of lipstick or two packs ofD-cell batteries. 

1 .  +.iceti I bv il blue laser, which promises an improved picture and more data storage on a single 


