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Boeing Hopes Its
Digital Cinema
Technology
Plan Will Fly

m Movies: Attracted by
potential profit, the aerospace
firm and others will present
proposals to finance screen
conversions at a gathering of
theater owners this week. But
the format may be a tough sell.

By MICHAEL A. HILTZIK

and CLAUDIA ELLER
TIMES STAFF WRITERS

Boeing Co., which usually deals with
airline executives and foreign govern-
ments interested in military aircraft, is
about to place a huge bet on Hollywood.

And the Seattle-based company is do-
ing so by injecting itself into one of the
most contentious issues in the movie
business: the conversion of the nation’s
movie theaters to digital cinemas.

Boeing will unveil a plan Tuesday to
finance the estimated $130,000-per-
screen cost of the conversion via its
leasing division, Boeing Capital Corp.,
which more typically funds the pur-
chase of airliners.

Boeing officials say the offer will be
made at ShoWest in Las Vegas, the
largest annual convention of movie
thea*er owners. They hope to sign up
the first commercial customers for a
digital transmission technology relying
on satellites operated by El Segundo-
based Boeing Satellite Systems.

Looking to expand beyond its core

businesses into othcr potentially high-
profit communications markets such as
video on demand, Boeing first stepped
into the digital cinema fray in Novem-
ber when it beamed the Ben Affleck-
Gwyneth Paltrow movie “Bounce” to
AMC's Empire Theater in New York
City. The company purchased the satel-
lite unit from Hughes Electronics last
year.
Boeing plans to wow exhibitors with
the satellite delivery of Miramax/
Dimension Films' family action film
“Spy Kids" into a casino ballroom at
ShoWest.

But it won't be the only company
hawking digital technology and services
to theater owners.

Technicolor and Qualcomm, which
formed a joint venture to develop a digi-
tal transmission system for movies, are
also expected to unveil a financing
scheme in which theater owners will pay
a lease fee based on ticketed attendance
at digital screenings.

Any positive response to these plans
by theater owners at ShoWest would be
particularly good news for Hollywood's
studios. As the distributors of movies,
they hope digital projection will relieve
them of the more than $800—million an-
nual expense of striking prints of their
films and shipping them to theaters
around the country in metal canisters.

But interviews with theater opera-
tors, studio executives and technical ex-
perts suggest that digital cinema’s pro-
ponents may continue to find the format
a tough sell among theater owners.

For one thing, the exhibitors and stu-
dios have failed to come to any agree-
ment over sharing the cost of the transi-
tion.

“We've proposed to the studios com-
ing together for comprehensive plan-

Please see BOEING, CT



LOS ANGELES TIMES

Miramax Films

Boeing kicked off its digital cinema push in November when it beamed “‘Bounce’’ to AMC's Empire Theater.

BOEING: Firm to Propose Digital
Technology Plan to Theater Owners
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ning for the roll-out [of digital cin-
ema),” said John Fithian, president
of the National Assn. of Theater
Owners, the exhibitors’ trade
group. “To date, the studios have
been unable to come together to
talk collectively with us. This is se-
riously retarding the roll-out of
digital cinema.”

Some people in both camps
thought an industrywide discussion
was imminent when Fithian and
Jack Valenti, president of the Mo-
tion Picture Assn. of America, the
studios’ trade group, iat

last. year's ShoWest that they
agreed such talks should begin.

But they never happened, in part
because of continuing doubts
througheut the movie industry that
the technology is ready to be com-
mercialized.

“You can't have digital cinema
until the engineering standard is
set,” Valenti said, That standard is
still being worked on by the Soci-
ety of Motion Picture and Televi-
sion Er and other engi
ing standards bodies, with the
support of MPAA and the theater
owners' group.

Valenti said he will leave it up to
the individual studios, not his or-
ganization, to meet with theater
companies to draw up a business
strategy on digital cinema.

Fithian doesn't buy the position
that industrywide standards must
be set before any serious business
discussions take place.

*We think both have to happen

simultaneously,” he said. “Thisis !

moving too fast not to have com-
prehensive planning.”

Talks, but No Deal

Some studio executives indi-
cated that they have already begun
to hold informal talks with theater
owners, but nothing resembling
any kind of financial arrangement
is anywhere in sight.

“I've had conversations with al-
most every exhibitor as to what
they're feeling about digital," said
Dan Fellman, head of distribution

at Warner Bros. He said Warner,

which produced digital copies of
such films as “A Perfect Storm"
and “Space Cowboys” for pilot
screenings, is “very interested in
moving forward at a very fast pace,
but we need to get a [joint]
business plan moving.”

Among other issues, Fellman
said, is assurance for the major
theaters that enough theaters are
equipped with digital projectors be-
fore .ney plunge into releasing
movies in digital formats. And
theater owners need to be confi-
dent that enough digital movies
will be available to fill their halls.

“It's one thing if there are 1,000
[digital cinemas] out there, but at
the moment there are only 18 i
the U.8." Fellman said. (There are
about 15 more outside the U.8) “If
every studio's Fourth of July movie
is in digital but each one can only
show on three screens, what's the
point?”

At the core of the economic dis-
pute are diametrically opposed
views of which side will benefit
most from the new technology. The
theater owners are afraid the stu-
dios will reap most of the financial
benefits of the conversion and stick
them with the bill,

That is a sensitive issue because
10 major cinema chains represent-
ing more than half the roughly
36,000 screens in America are oper-
ating under bankruptcy protection.

Studio executives contend the
exhibitors are ignoring the chance
to earn untold millions by using
digitally equipped ¢inemas for “al-
ternative programming,” including
sports broadeasts and corporate
events,

They also say the moviegoing
experience must be vastly im-
proved to compete with all the
other demands on consumers' lei-
sure time, ranging from the Inter-
net to DVDs.

Some studios, notably Walt Dis-
ney Co., have suggested that the
impassge might be resolved only by

Associated Fress
Jack Valenti of the Motion Picture
Assn. of America says setting a
strategy is up to the studios.

third parties stepping in to provide
transitional financing.

“The cost of conversion should
be borne in proportion to the ben-|
efits received by distributors and
exhibitors,” aid Phil Barlow, ex-
ecutive vice president of Walt Dis-
ney Motion Picture Group. “While
its easy to quantify the long-term,
'savings for distributors, it's harder
‘to quantify the additional revenues

\that will come to theaters.”

Barlow believes the exhibitors
are not as skeptical about the po-
tential benefits from digital cinema

las they claim to be. “Given the tra-

ditional relationship of suspicion
between distributors [i.e., studios]
and exhibitors, its obviously to the
benefit of both sides to posture,” he
“said,
Compounding the economic dis-
pute are real doubts that the tech-
nelogy of digital projection is genu-
inely ready for prime time.

Digital cinema means replacing
the basic technology of 35-milli-
meter film projection—the beam-
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George Lucas is using digital
cameras to shoot the forthcom-
ing “‘Star Wars: Episode II.""

ing of light through a strip of cellu-
loid spooling through a projector at
24 frames per second—with a sys-
tem in which a stream of digital
bits carries the information needed
to illuminate the reflective sereen
at the front of the theater,

Improved Technology

Proponents of the new technol-"

ogy argue that it overcomes some
of the enduring shortcomings of
film projection. These include the
subtle jitter of the image as it rolls
through the projector and the pro-
gressive deterioration of the film
with every showing because of its
rough treatment by the projecting
mechanism.

The digital image is not only
sharper and clearer than film in
many cases, but because it is not
physically touched by the projector
it remains as sharp on the thou-
sandth viewing as on the first.

That prospect enchants many
filmmakers, most of whom already
do editing, special effects and other
post-production digitally and must
convert the result back to film be-
fore it is released.

“Once the whole system is digi-
tal it will be much easier because it
will be a closed system,” George
Lucas, who is also using digital
cameras to shoot the forthcoming
“Star Wars: Episode II," said last
week at the opening of the Zemeck-
is Center for Digital Arts at the
University of Southern California.

“Eventually the theaters will get |
around it.”

Digital projection, however, is
still an evolving technology. Texas
Instruments Inc,, which manufac-
tures a widely used system employ-
ing millions of microscopic mirrors
placed on a computer chip, is still
refining the chips.

Many competing systems are

. still under development, raising the

possibility of a war among several
competing and incompatible for-
mats—a nightmarish and costly
specter for the theater owners.

Sony, which has been develop- |

ing its own strategy for digital pro-

jection, will also be at ShoWest |

demonstrating an updated system |

based on JVC technology.
Meanwhile, groups of technical |

experts are still at work developing

global standards for elements rang-

ing from the quality of the pro- |

jected image to means of compress-
ing and encrypting the digital bits
so they can be conveniently and se-
curely transmitted across large dis-
tances,

“Film works very well today,”
said Brad Hunt, chief technical offi-
cer of the MPAA. “If we're going to
move to something new it needs to
be about not just saving money, but
about moving forward to enhance
the theatrical experience.”

Boeing is determined not to get
drawn into these multiple battles,
Officials at the company say their
satellite transmission system is de-
signed to work with any digital pro-
jection technology that emerges,
not just Texas Instrument's so-
called digital light processing sys-
tem, which has been installed in 31
theaters around the world.

They also say they have taken a
neutral stand on the financial pas
de deuz between the studies and

. theater owners,

“We are smart enough not to get
between the distributors and the
exhibitors,” said Ron Maehl, Boe-
ing Satellite’s senior vice president
for business development. “We're
assuming the studios will sit down
and sort out how they'll share the
revenues by working out a new
paradigm. . . . We're not trying to
drive the dynamics of the indus-
try."”

Lease Terms a Concern

Disney's Barlow, a leading pro-
ponent of digital cinema, said one
main concern is that any nontradi-
tional financing source “should not
create a gatekeeper and participate
in the revenue stream divided be-
tween the distributor and exhibi-
tor.” :

Maehl declined to disclose the
lease terms Boeing will propose to
customers at ShoWest beyond say-
ing that it would cost “a few thou-
sand bucks a month."”

The leases eszentially would be
package deals in which Boeing
would lend theater owners the
money they need to install the pro-
jection systems on the understand-
ing that they will also use Boeing's
satellite transmission and pay the
company a maintenance fee.

In effect, Boeing would be
jump-starting a high-profile mar-
ket for its satellite transmitters in
the hopes that other industries
would follow Hollywood's glossy
lead.

“Boeing Capital is enthusiastic
about this,” Maehl said, because it
balances its lease portfolio, “On
the airplane side, they lend a large
amount to a small number of cus-
tomers. In digital cinema, they'll
be lending a relatively small
amount to a large number of cus-
tomers. And the digital equipment
gives them something tangible to
secure their lease”—which might
render irrelevant the credit prob-
lems of theater chains in bank-
ruptey.

But Maehl and others acknowl-
edge that the roll-out of digital cin-
ema will probably take years.

"We used to see this as a digital
event—throw a switch and it would
happen overnight,” he said. “Now
we see it as a gradual process over
many years.”






