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VIDEODISC —-- BOOM OR BUST?

On February 26, 1981, some 14,000 RCA dealer personnel gathered in 75 cities to
watch a $500,000 satellite-relayed extravaganza launching what was hailed (by RCA)
as the most important new consumer electronic product since color TV -- the
videodisc. RCA forecast sales of 200,000 players and millions of discs by the end
of the year.

It wasn't the first BAmerican videodisc launch. That came at the end of 1980,
as Magnavox started first regional sales of the Laservision optical videodisc
system.

The major television manufacturers chose up sides, casting their lot with
either the Laservision, the RCA-developed CED, or the promised Japanese compromise
VHD system.

But something went wrong. Neither the Laservision nor the CED system was
greeted by an enthusiastic public ready to gobble up this newest triumph of
consumer electronics. And the compromise Japanese system suffered from repeated
postponements.

As 1981 progressed, the forecasts of doom accelerated. As prices of
videocassette recorders fell, and the VCR boom accelerated, some began to wonder
whether there was room for both products at such comparable prices. Meanwhile,
prices of CED players began to descend from the almost universal suggested lists
near $500 to as low as $299 and even lower.

At the same time, the Laservision forces were having their own troubles -- and
low sales were only part of the story. There was a shortage of discs, and when
discs did become available they were often defective, or they'd play on some
players and not on others.

But the picture wasn't all dark. Those who did buy players had an unexpectedly
voracious appetite for discs —=— RCA had to up its forecasts of 8 disc sales per
player per year to around 26. The Laservision system was warmly embraced as an
unexcelled industrial, institutional and educational tool and, as 1981 closed, VHD
proponents were signing up software and making concrete plans for introduction at
mid-1982.

The developments of 1981 were followed early in 1982 by the withdrawal of
Discovision Associates (IBM & MCA) from videodisc production and the sale of its
interest in Japanese player & disc manufacturer Universal-Pioneer to Pioneer
Electronics, and a change in RCA's strategy to a razor-and-blade policy, with sharp
cuts in its disc player prices, apparently indicating its willingness to subsidize
player circulation so it could realize its profits from the discs.

The results in the videodisc battle are far from conclusive. And for a
perspective on what happens from here on, it's vitally important to be aware of the
crucial foundations laid in 1981. 1In this volume, from the pages of Television
Digest, is the complete story of videodiscs in 1981, told just as it happened.
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January 5, 1981

MODEST 1981 LAUNCH PLANNED FOR VHD: More than token, less than onslaught, is

best description of planned U.S. market availability of VHD-format home videodisc
players this year. Outlook now is for some 20,000-30,000 players to be handled by
VHD hardware group -- GE, JVC, Panasonic & Quasar -- between late fall market
launch & year's end.

In Japan, Matsushita Pres. Toshihiko Yamashita said his company expects to
start player production by April, turn out about 20,000 for sale in both U.S. &
Japane. It's understood JVC, developer of VHD system and a Matsushita subsidiary,
is expected to produce about equal number, bulk earmarked for delivery under
private label to GE.

GE has been assigned point in VHD market drive, will be first to announce
player availability, sales program, with others one step behind. Matsushita
followed similar approach to market with VHS VCR format, letting RCA blaze trail,
still has similar policy with new VCR models.

Software is still problem for VHD camp. Announced plan calling for VHD Disc
Mfg. venture to custom-press discs at subsidized rates for program owners now
marketing videocassettes hasn't been working out. Eyeing consumer confusion that
could be caused in market with 3 videodisc formats, software owners, mainly movie
companies, have been loath to commit any cash up front. Most prefer instead deal
such as they're getting from RCA, which pays them cash & royalties in exchange for
exclusive rights to press & market their programs on CED discs for periods up to 7
yearse.

There's also credibility issue. Having watched first-hand optical group's
2-year struggle to get even minimal quantities of discs to market, and being told
by RCA that disc production is frighteningly expensive and highly technical
proposition (noting that RCA is supporting launch with 100 rather than originally
scheduled 150 titles), program suppliers aren't quite ready to accept at face value
VHD camp's assurances that disc pressing will be in full swing by time players
arrive on scene. VHD group will be showing number of top-drawer feature films from
several different sources during disc demonstrations at Winter Consumer Electronics
Show in Las Vegas this week, but will explain, if asked, that rights to most of
them haven't yet been acquired.

VCR BOOSTERS BATTLING DISC AT WCES: Though videodisc players & software will
capture spotlight at Winter Consumer Electronics Show opening at Las Vegas
Convention Center this week, perhaps even more important will be start of fight to
protect current market position by VCR and blank & recorded videocassette
producers. Sony, outspoken leader in VCR-vs.-disc, is adding to its arsenal
U.S.-based pilot high-speed tape duplication plant.

Main weapon in battle will be price, with some videotape hardware & software
cuts actually coming at show, others promised for not too distant future. Aim, of
course, is to trim significantly price advantages now enjoyed by videodisc formats,
with particular emphasis on cutting into 100% premium now charged for recorded
videocassette, over videodiscs with same material.

On blank tape front, Sony is kicking off major discount promotion for Beta, and
10% drop at wholesale is planned by Fuji. Those reductions probably won't be too
noticeable at retail because of heavy discounting that now exists, "but they will
be a big help to duplicators," we were told by Fuji's John Dale.

Need to help make recorded tape more competitive with disc is recognized at TDK
too. "Duplicator portion of our business is very viable" and TDK intends to keep
it that way, we were told by Ed Pessara, video products mgr. While not making any
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firm price cut commitment, he said TDK expects to keep prices in line with other
tape makers. End to blank videocassette shortage will be another factor in
lowering tape prices this year, Pessara said, pointing out that new plants, and
expansions at older ones, are due to be completed in 1981. TDK recently started
output at plant in Ga., slated to operate at million-per-month capacity by end of
this year, has new plant opening in Japan in June.

Duplicators & recorded tape marketers too are willing to do their part to keep
videodiscs from eating into their sales, which hit estimated 2.6-3 million
videocassettes last year, are expected to top 5 million in 1981. One anticipated
move will be easing off on fight against cassette rentals, development instead, of
authorized rental programs retailers can live with.

"There's no reason for 100% differential" between tape & disc cost, according
to Magnetic Video Pres. Andre Blay, who said his company is "spending a
considerable amount of effort" on R&D and value analysis, as part of long—term
price reduction strategy. He said tape duplicators are "only now learning about
economy of scale," as for first time they turn out recorded videocassettes by
millions. He added he expected no recorded tape price changes right away, but
predicted they would come by 3rd quarter if RCA starts making inroads with CED
videodisc system. Blay, incidentally, is among those adopting show-me attitude
toward promised economies of videodisc. "We're beginning to have some doubts" in
that area, Blay said.

Increased efficiency also will play important role. Sony, we've learned, has
installed small high-speed duplication operation in Dothan, Ala. tape plant, is
offering low combination cassette & duplication pricing to software marketers who
don't make own copies. Offer is, of course, restricted to Beta format, but that
could change. Sony uses master-slave system, presumably running at something above
real time. Sample copies it supplied to potential customers are of acceptable
quality, but, we've been told, are not as good as those produced by standard
method. Sony Chmn. Akio Morita foreshadowed price reduction moves in VCRs and
blank & prerecorded cassettes last Oct.. So far as we can tell, Matsushita has yet
to find customer for its high-speed VHS contact duplication system.

Relatively small savings mount up as product passes along distribution chain,
said Al Markim, Video Corp. of America pres. He pointed out that royalty payments,
as high as 25%, are based on selling prices "and all other margins are added to
that." He said he expected to see start of discounting by recorded videocassette
retailers "like you have in the record business." Of all factors determining
retail price of recorded cassette, "biggest is the retailer's markup, and the 2nd
is the cassette itself,” Markim said. He said he sees tape costs dropping $3-$4
over next year or so, said that, plus other economies & lower margins, could lower
average recorded videocassette price to $40 at actual retail.

On VCR hardware front, pricing situation is less clear. As with blank
videocassettes, hefty manufacturer promotional allowances and deep discounting at
retail make true conditions hard to follow. Some leader models, with mechanical,
non—-programmable tuners, are now being sold for as little as $500. While little
more action at very bottom is anticipated, manufacturers are expected to add
limited-function models to their 1982 lines that could lower by $200-$300 price
points at which such individual features as electronic tuning and visual fast &
reverse can be found.

* * * *

Attendance at Winter CES should top last year's 58,600 record. Sponsor EIA
Consumer Electronics Group reports advance registration of 41,200, up 20% from
1980. Show has record 857 exhibits, occupies 17,000 net sqg. ft.
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January 12, 1981

VIDEO' EXCITEMENT DOMINATES CES: Living up to forecasts, 1980 Winter Consumer
Electronics Show launched video as true mass-market industry. Las Vegas event was
dominated completely by video hardware & software, underscoring truism trumpeted
from press conferences & seminars that "the video revolution is under way."

Attendance first 2 days appeared to be about on par with last winter's show,
but that one began on Sat., not Thurs. as this one did. Officially, EIA said by 1
p.m. on 2nd day advance registrations plus attendance totaled 53,814, some 2,000
above opening day in 1980 ~- not a very meaningful statistic. But in view of
astronomical air fares and current economic conditions, crowds appeared heavy and
enthusiasm high. Among attendees, there clearly has been transformation in last
couple of years -~ most noticeable was extremely heavy presence of software
dealers, many of whom seemed completely unconcerned by traditional preoccupation of
show -- in fact, its middle name, electronics.

Single outstanding event and single outstanding display at show had to be RCA's
launch of CED videodisc sales (actually scheduled March 22) and RCA's exhibit,
devoted completely to disc. That display, obviously intended to emphasize
company's commitment & ability, had total of 96 disc players and TV sets, 86 of
them arranged in 8 pylons of 12 players & sets, each continually showing different
discs from RCA catalog. RCA official estimated that 60 different titles were being
shown simultaneously. Visitors could operate players themselves.

Videodisc players were demonstrated under 14 brand names in all 3 formats, but
it was CED's show, with Hitachi, Sanyo & Toshiba premiering their own
RCA~compatible players and announcing same $499.95 price, deliveries in U.S. around
midyear. Sharp demonstrated VHD players in its suite, but word from Tokyo
indicates it will field CED type for U.S. market. VHD proponents were out in usual
force, and multi-screen displays dominated JVC, Panasonic & Quasar exhibits -- JVC
using 60~screen wall of TV sets to show pictures. As forecast here, JVC proponents
used new demo disc with first-rate loaned material, including excerpts from Close
Encounters (Columbia), Centennial (MCA), Sound of Music and All That Jazz (both
20th Century-Fox), musical selections from EMI.

Korean manufacturers Gold Star & Samsung displayed optical players, both
resembling Philips unit, announced no marketing date (Samsung also showed VHS
format VCR). Sansui display trumpeted that it was "into videodisc with both
systems —-- CED & VHD" but it demonstrated VHD only and said it would decide which
system to market and when "after fall 198l." As we've reported, Fisher
foreshadowed its 1982 entry into video with first complete component TV ensemble
seen in U.S. -- 26" color TV monitor, separate cabinet with TV tuner, Beta VCR &
optical disc player, matching floor-standing speaker, room for audio components.
Fisher also displayed prototype 46" rear-projection TV and self-contained 26" color
set -— everything made by parent Sanyo.

LV optical system was featured prominently at Magnavox exhibit, and company
announced it would be in all U.S. markets in first quarter, talked of "significant
increase” in videodisc production, "dramatic increase" in Magnavision player
production. Pioneer, the other major LV proponent, didn't exhibit this CES.

First CED players from Hitachi, Sanyo & Toshiba all represented efforts to beat
RCA at own game ~— more compact, added features. All had audio & video output
jacks, missing in RCA player. Hitachi had stereo output jack for future adapter -=-
when RCA announces specs for stereo sound. Hitachi & Sanyo had 2-speed forward &
reverse visual scan, former 10 & 60 times, latter 10 & 25 times, both had jacks for
optional wireless remote control. Toshiba player had finger-touch switches, and
company said later model would feature motorized disc insert & reject.
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This preview of Japanese competition didn't faze RCA one bit -- in fact,
company officials appeared delighted. RCA loaned them discs for demonstrations,
and Consumer Electronics Vp-Gen. Mgr. Jack Sauter said non-RCA dealers would have
access to RCA discs. RCA dismissed reports of disc production problems; one
official said company was doing better on disc than player output.

Disc ballyhoo eclipsed introductions of VCRs & accessories at show, one
highlight of which was preview of major camera improvements. Akai, Hitachi &
Toshiba all showed autofocus cameras, while Hitachi announced its all-solid-state
MOS camera was in production, will be introduced this spring in Japan at about
$1,700, in U.S. later this year around $2,000. In limited demonstration, picture
was among finest we've seen from home camera, with no trace of lag or smear.
Camera weighs about 3.7 1lb. with power zoom lens.

Beta=-vs.—-VHS dispute had something of revival when Advent Pres. Bernie Mitchell
announced his company would adopt Beta because of its advantage of portability and
potential for "significantly better audio & video performance" than VHS. Advent
VCRs, Mitchell enthused, will be "absolutely unique and entirely revolutionary,"
custom-made by Sony featuring stereo sound, Dolby C noise reduction, selling for
about $1,500. As for videodisc, he pledged to get into field "as quickly as we
can, given the reality of software supply and Advent's fragile finances" (he
forecast profit for Advent in 1981). The former Pioneer pres. called LV disc
system "the most important product of the decade," dismissed CED as "a genuine toy,
not a mainstream breakthrough."

We'll have more reports on CES next week. Based on first 2 days, attitude of
dealers attending is enthusiasm for VCR (but disappointment with profits),
exXcitement over video software sales, show-me attitude on disc.

HITACHI, SANYO, SHARP CED: Hitachi & Sanyo announced CED videodisc player
production plans in Japan last week, indicated they would each be turning out
10,000 monthly. As for Sharp, while it officially continues to deny reaching
format decision for U.S. market, company insiders tell us Sharp has adopted CED,
but is holding up announcement, probably until spring introduction of 1982 product
line.

Hitachi said it already has started player production, and initially all output
would be for export to U.S. Sanyo said it would begin manufacturing in April,
planned to offer CED players in Japan this fall if software situation makes that
practical.

Separately, Sanyo announced it would almost triple its Beta VCR production
capacity, jumping this summer to 150,000 monthly from 60,000, and that by year end
it will be producing at 2 million annual rate. Sanyo says it now has VCR export
order backlog of million units. Hitachi, meanwhile, introduced in Japan new
2-6-hour portable VHS VCR featuring assemble, insert & sound-on-sound editing, plus
picture search, to retail for about $1,000.

January 19, 1981

RCA SEEKS TO ALLAY DISC 'MONOPOLY' FEARS: RCA's videodisc exhibit at CES may

have been too successful. Software & hardware producers are becoming increasingly
concerned that RCA will keep for itself what could become booming business of
supplying discs, or, if shortage develops, favor own dealers over those handling
competitive player brands. Programming Exec. Vp Herbert Schlosser told us RCA is
talking with everybody who wants to talk, will do best to accommodate everyone.

Problem is that RCA can't offer custom-pressing for sale & distribution under
other labels during build-up period, says Schlosser. Only exception is CBS/MGM,
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for which RCA will press discs beginning around midyear as part of deal under which
CBS will set up own CED disc plant, scheduled to start output early next year.

At time RCA started to make deals for software 4 years ago, no movie majors had
own home video distribution and there were no complaints about its willingness to
take the risks, pay for & distribute their movies. Then videocassette market came
along and most movie companies now are doing own distribution and want discs with
own labels. Best example is 20th Century-Fox, but presumably Paramount, Warner &
Disney are in same boat. Fox Telecommunications Pres. Stephen Roberts told us
he'll let 100-title deal with RCA expire at year's end unless subsidiary Magnetic
Video is guaranteed own CES label. Roberts doubts RCA will issue more than 12 Fox
titles in 1981 catalog.

Capitalizing on RCA's inability to custom-press, VHD Disc Mfg. Pres Gary
Dartnall is stressing that movie makers who sign with RCA "lose control of their
product." VHD strategy, he adds, is to "subsidize custom-pressing and build the
market through competitive distribution." Specific negotiations with software
distributors will begin this week. Columbia Pictures presumably already is
committed to custom-pressing contract with VHD. VHD Programs, also headed by
Dartnall, will set up all-labels one-stop distribution operation for hardware
dealers & others who don't want to deal through multiplicity of distributors for
their discs.

Although one RCA source has estimated company wouldn't be able to handle
custom-pressing before 1984, there are indications that availability will come long
before this if player & disc sales boom —- RCA's Indianapolis disc plant has plenty
of room for expansion and RCA is bending over backwards to prove it doesn't have
monopolistic intent. Scheduled output for this year is 2 million discs.

CBS hasn't yet established policy on custom-pressing. Company is now
finalizing plans for Carrollton, Ga. disc plant and first capacity will be to fill
own needs. High official said company is just beginning to look at capacity &
pricing requirements to accommodate orders from others, doesn't yet know when it
will be able to take them.

Other manufacturers of CED players will be dependent at first on RCA for disc
supply. Under agreement which brought Zenith into fold, that company will
distribute RCA-branded discs with Zenith name on outer shrink-wrapping. Sears,
J.C. Penney and presumably Radio Shack also will distribute RCA discs to their own
stores. Spokesmen for other brands exhibiting at CES expressed concern about
prospect of sending their dealers to RCA distributors to buy discs. Schlosser was
reassuring, indicating discs could be made available for distribution by all
companies fielding players. "We will use discs primarily to help sell players and
get them where the players are. They're not only for us, but for other people
selling players. Our primary job now is to get the launch under way and the
Players out to people who want them. We're willing to listen to reason..."

Although RCA won't custom-press now, there are indications it will offer
"Zenith formula" to software companies -- make RCA-branded discs of Warner movies,
for example, available for distribution by Warner Home Video. Warner hasn't signed
with RCA, and distribution is stumbling-block. Fox's Roberts called this
compromise unacceptable.

VHD mastering & pilot pressing plant in Irvine, Cal. will be equipped this
month & next. CES demonstrations saw one new HHD player configuration. Panasonic
demonstrated player with wireless remote control of all functions, but company said

initial player design hasn't been frozen.

VIDEO'S FUTURE: Video's prospects & problems were aired at SRO seminar at CES,
drawing over 1,000 attendees to what turned out to be lackluster session —-= dealers
in audience appearing to be more interested in software than in hardware.
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In keynote talk, JVC's Richard O'Brion quipped that one reason for 1980's
near-record 10.1 million color TV sales could have been that "100,000 of those sets
were sent out here for the demonstration of videodiscs." Session highlights:

Software -- Magnetic Video's Andre Blay pointed out that "the [recorded]
cassette business has been able to maintain its profit margin, hasn't fallen victim
to discounting." But he added that "to be a mass consumer market something will
have to happen to price. The disc will cause the tape people to reexamine
prices." He saw disc also helping recorded tape sales. "Excited by the disc,
buyers will decide to make a major commitment to pre-recorded video. Sales will go
up, and there will be a shortage of programs." He forecast sales of 5 million
recorded cassettes this year.

Disc problems -- They're "no more than with any new product," said Magnavox's
William Campbell, adding that quality has improved "drastically," with "continuous
improvement in quantities." Will RCA's CED debut be marred by similar supply
problems? "We don't know if we can supply enough discs because we don't know the
ratio of discs to player" among purchasers, replied RCA's Jack Sauter.

VCR profitability -- Sharp's Robert Whitehouse called 12% gross margin, as
reported in NARDA survey, "unconscionable." He attributed low retail profits to
"too many brands selling the same thing -- the only basis for comparison became
price.” He forecast that would change with new proliferation of products &
features.

TV problems —-- New "cable-ready" 105-channel sets don't work with all cable
systems because there's no channel standardization, said Sauter. "Cable is one
area that needs more govt. regulation," he said. "We put additional cost into
every set to meet cable's requirements... We put a lot of money into a product
which 1s not doing the consumer any good." Whitehouse said survey by Sharp
indicated vast majority of CATV gystems reduce their charges to customers with
cable-ready sets which don't require converters.

VCR servicing -- In answer to question from floor, Sauter conceded that cost of
head replacement "has been quite a shock... It's a reasonably new problem, and we
don't have the answer, if there is one. We think it's important... It requires
study to prevent [anti-VCR] backlash in 1981 & 1982."

Sauter apparently has upped RCA's 1981 forecast for VCR sales from million to

1.1-1.2 million. "The disc will have a very limited effect on VCR [sales]... It
could be a very good year with or without the disc."

January 26, 1981

87% OF TV INDUSTRY COMMITTED TO DISC: With Mongtomery Ward confirming our report
of last Nov. that it will adopt CED gsystem, brands representing 87.2% of color TV
sales -- along with 5 companies not traditionally in TV set business —-— have now
chosen disc systems, making total of 23 videodisc brandnames. Score now stands at
CED 10 brands (59% of color market), LV 8 (13.2%), VHD 5 (15%).

Ward's player will be made by Toshiba, and National TV Products Mdsg. Mgr.
George Zebold said marketing will start later this year of unit "competitive in
price & features."

With North American Philips takeover of GTE's consumer electronics business,
Sylvania & Philco will add LV optical players this year -- possibly as early as
this summer. It's expected they'll be taken from Magnavox inventory and rebranded
-- differences will be cosmetic only. Decision on timing will be made in next 3-4
weeks.
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Magnavox will continue with same model "well into 1982," according to Pres.
Kenneth Meinken. Plan originally had been to add "Mark 2" model last year.

Meinken said disc situation has improved markedly -- "software is being pumped out
in record quantities," and disc quality has "dramatically improved... The
playability as compared with a year ago is as different as day & night." So far,
however, this hasn't resulted in any big sales splurge. "It's a little better than
a year ago, but still not what we'd like to see." He pointed out, however, that
Magnavox's major magazine ad campaign has just hit the streets and there's been no
opportunity to see results.

GE's videodisc entry via VHD system will be "more modest than RCA's,"
Chmn.-elect John Welch reiterated at annual GE press briefing in answer to
question. "Our system will have technical features which make it superior to the
first system RCA offers," he added, and "subsidized custom-pressing will give us a
major advantage in software."”

Calling RCA's launch "a very big bet," Welch indicated that GE image was
strongly involved in avoiding "me too" situation. After meeting, he conceded
informally that GE "will not be the big winner in the U.S [videodisc] market. The
RCA system could carry the day," but GE will be in disc business with system which
befits its quality reputation, he said. Both he & Chmn. Reginald Jones stressed
that GE simply doesn't have RCA's commitment to TV technology, and public exposure
to quality GE product is more important than actual business derived from it.
Welch indicated strong doubts at GE as to size of disc market. "Our research says
People want VCR overwhelmingly for time-shift, [but] perhaps the disc software
price will change that."

Only 3 TV brands with 1% or more of color market remain uncommitted. Sony is
biggest, is making LV discs & players for industrial market, still is anti-disc for
consumer sales. Curtis Mathes says it's adopting "wait-&-see" attitude on format.
MGA, 3rd holdout, is licensed under all 3 systems, currently is leaning toward VHD
for U.S. consumer market, LV for industrial, but says is in no hurry, will watch
for developments.

On software front, existing new 96,000-sq.-ft. building at Menomonie, Minn. has
been chosen by 3M for manufacture of LV optical discs. Initially, about 20,000 sg.
ft. will be used, with 40-60 employes involved. Company says it's on schedule for
planned 3rd quarter start, declined to estimate capacity. 3M will custom-press
only, doesn't plan to market own programs. Company is already making industrial
discs for Thomson-CSF transmissive optical system in St. Paul plant, will move that
operation to Menomonie if demand warrantse.

It's becoming increasingly apparent that movie companies will be going into all
disc formats. Discovision Assoc. (DVA) is expected to complete deal soon with 20th
Century-Fox —— already on RCA CED discs ~- to custom-press significant number of
titles in LV format. They'll be distributed by Fox subsidiary Magnetic Video,
which says it will handle all disc formats. Fox is also expected to sign
custom-pressing deal with VHD, as is Columbia. MCA, co-owner (with IBM) of DVA and
co-developer (with Philips) of LV system, loaned feature film Centennial to VHD for
CES demonstrations.

Meanwhile, RCA Selectavision Mktg. Vp David Heneberry has begun 4-week tour of
all distributors to brief them on disc ordering & handling procedures; in
addition, RCA is expected to institute direct-response consumer disc ordering
procedure through 800 phone number (consumer pays postage & handling, so can buy
discs cheaper through dealers). CBS Video Enterprises Pres. Cy Leslie dashed a
little cold water on programmers' hopes for CED custom-pressing when he told TV
Digest's Video Week that it's unlikely CBS will be able to handle it in less than 2
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years "for other than affiliated product." First 24 CBS-labeled discs are due from
RCA June 1, he said, including some features not available on videocassette.

Time interval between theatrical & disc release will shrink to 6 months in near
future, RCA Exec. Vp Herbert Schlosser told us, but "the window will shorten"
further since turnaround from film to disc can be as short as 6 weeks. Paramount's
Airplane, already on cassette, is due on RCA disc in May, Ordinary People in Aug.

February 2, 1981

VIDEODISC BOXSCORE: Here's latest lineup of videodisc system preferences by

brand for U.S. consumer market. Color TV marketers are listed in order of U.S.
market share, based on our June 1980 survey. Only 3 color TV manufacturers with 1%
share or greater haven't indicated choice of system (indicated by "u"). CED
denotes RCA-developed Capacitance Electronic Disc system, LV Philips-MCA
Laservision, VHD JVC-Matsushita Video High Density Disc.

Rank Brand Share Disc System VCR
1e RCAcveeeoasssee 21.0% CED VHS
2. Zenitheesoooo 20.5% CED Beta
3e GEeceeoonssscee 745% VHD VHS
4e SCAYSesesesees 745% CED Beta
5. Magnavoxs .. 7.0% LV VHS
6. SONYeeecosssse 645% u Beta
7. QUASATesesses 5H.0% VHD VHS
8. Sylvaniaseees. 4.0% v VHS
9. Mont. Ward. 2.25% CED VHS

10. PanasonicCs.. 2.0% VHD VHS

1l. SAnyOeeessses 2.0% CED Beta

12. Hitachieeeoeos 1.7% CED VHS

13. Penneyesesees 1le5% CED* VHS

14. Sharpecscessss 1e5% VHD VHS

15. PhilCOeeeseoee 1le2% v VHS

16e MGAcesecescons 1.0% u VHS

17. C. Mathes.. 1.0% u VHS

18. Toshibaseeess 1l.0% CED Beta

19 JVCeeoseosecse Neds VHD VHS

Gold Stares. n.a. v VHS
Adventesecess Nede Lv Beta
Pioneereseeces 0 LV =
Radio Shacke. 0 CED ==
Fishereseeceose O AV Beta
SansUieeoeecess 0 VHD* * ==
SamsSungeecesses Nede LV VHS

System No. Brands Color Mkt. %

CED 9 57.5

LV 8 13.2

VHD 6 16.5

unknown == 12.8

*To sell RCA brand at start. **May adopt CED.
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February 9, 1981

LOW-PRICED VCRS IN PLACE FOR DISC LAUNCH: That flood of lower priced VCRs we've
been telling you about has now arrived -- just 6 weeks before RCA's nationwide
videodisc launche.

It's not coincidence, but carefully planned strategy by Japanese VCR
manufacturers, based on 2 foci: (1) With VCRs priced to sell about $100 or so more
than CED disc players (VCRs are discounted, while players are expected to be sold
at list price this year), they'll be in direct competition, and it's hoped that
consumers will opt for VCR's multiple talents over disc's single use. (2) RCA &
subsequent CED campaigns & publicity will spread video awareness as nothing has
before, enlarging market to include customers of more moderate means. There also
are signs that recorded cassette marketers are preparing to meet disc competition
with lower prices, when & if that becomes necessary.

Surveys have consistently shown VCR is still rich man's toy, and demographics
haven't changed significantly since introduction of Betamax in 1975-76 -- upper
income, predominantly male, highly educated, likely to be videophile and/or
audiophile, pay-cable subscriber. LV optical players have catered to same
uppercrust customers. It's plain fact that VCR will run out of buyers unless it
starts attracting consumers of more average means —- exactly the audiences to which
RCA videodisc advertising will be beamed.

So far, customers have flocked toward high-end VCRs -- programmables &
portables, which have been the best-sellers. So why go into lower-priced units
now, at time of inflationary pressures and booming sales?

That videodisc lurks in background is laid out in forthright comment by Sony
Consumer Products Pres. Joseph Lagore, whose company is only major openly shunning
consumer videodisc players now: "I think this [VCR] market will change when the
disc player comes out. There will be a whole new group of customers for VCR.
There will be lower-priced VCRs, but I think it's wrong to strip them down
completely. Everything Sony makes will have Betascan. Our new low-end VCR [still
unpriced] will be introduced in May, designed especially to compete with the disc.
I think there's going to be a big market for VCRs in the $700-$900 area to compete
with the disc.”

Last week we summarized new low-priced VCRs being offered under virtually all
brand names now and advertised at discount prices generally between $600 & $700,
but occasionally as low as $499. No matter what public stance the Japanese
manufacturers take on videodisc, they have far greater stake in VCR ~- investment
in facilities with annual capacity which could exceed 7 million by year's end --
and they'd far rather see disc wiped out than dent VCR sales, if the 2 do turn out
to be directly competitive.

No matter what their stance on disc, Bmerican manufacturers which buy VCRs from
Japanese are snapping up new cheapies eagerly —-- not only as hedge against disc,
but because they will broaden VCR market as public becomes more video-conscious.
RCA isn't playing it cute, either -- adopting Matsushita's new stripped-down VCR
along with others {although it's not listed in RCA's standard line), and it's being
advertised at around $649 by big-city discounters. Incongruous? Not a bit. If
lower—-priced VCR becomes a business, RCA must be in it as. leading VCR supplier, and
company has repeatedly said it won't sacrifice VCR business on altar of videodisc.

So low-priced VCR, fielded as competitor to disc player, either will
effectively pre-empt disc market or act in concert with disc to broaden potential
of video, transforming it from elitist gadget to product for everyman. Take your
choice.
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February 16, 1981

RCA DISC LAUNCH: Although RCA's D-Day for consumer marketing is March 22, formal
launch to distributors comes next week with big 70-location nationwide
closed-circuit satellite telecast featuring live appearances by Chmn. Edgar
Griffiths, Exec. Vp Roy Pollack & Group Vp Jack Sauter.

Telecast will be viewed by dealers on RCA's new projection TV sets at special
distributor cocktail or dinner (depending on time zone) gatherings. Company has
subleased transponder on RCA-owned Satcom 1 satellite from HBO. RCA isn't taking
chance on technical difficulties marring this important event -- all locations will
have backup videotapes in case of reception problems.

In addition to distributor parties, RCA's gala will be beamed to get-togethers
of top brass, workers involved in disc, press -- at such locations as Indianapolis,
Princeton & N.Y. Two days before telecast, company will announce complete
100-title starting catalog.

Telecast will show distributors & dealers RCA's $20-$30 million videodisc ad
campaign for first time -- strongly program—oriented and stressing "magic" of
bringing top performers into living room. Some of RCA's ad philosophy was outlined
by Videodisc National Ad Mgr. William Barris: "The competition [LV optical disc]
is selling hardware and not the real value of video home entertainment, and that's
a mistake. We learned we must sell more than hardware, more than the availability
of software. A videodisc purchase is not just a rational one, so we must convey
excitement. Videodisc magic must be bigger than the sum of its parts. We must
create a need to own it —-- interest based on emotion."

Questionnaire will be packed with each player, asking buyer's views on: (1)
Ease of operation. (2) Whether he understands product. (3) Problems with player.
Video Products Dir. Bruce Allen said replies will be used to guide RCA on revisions
in instruction manual, possible product changes. RCA is already preparing for new
models. Industrial Design Vp David Tompkins said 6-10 new designs are in works --
presumably including variant models for OEM customers such as Sears & Zenith, next
year's stereo version, etc. (Also being developed is "1990 model" for display at
RCA's Space Mountain exhibition in Disney World.)

Player will carry standard 90-day parts, year labor warranty, Allen said.
Asked about stylus life, he stuck with usual "hundreds of hours" reply, but added
it should last "many years," on basis of tests. Replacement stylus will cost $68.
Although stylus is consumer replaceable, RCA will recommend that owners bring
entire player to service dealer in case of suspected stylus problems during year
warranty period. After that, it instructs consumer to remove stylus, bring it to
dealer, who will test it by inserting it in another player.

February 23, 1981

DISC DEALERS UNHAPPY BUT NOT GIVING UP: Sales have been below expectations,
defective players & discs have been problem and disc supplies are inadequate ~-- but
dealers aren't disenchanted with idea of videodisc, and retailers now handling
optical (LV) format plan to add more brands & formats as they become available.

These are conclusions derived from survey of sample of dealers on our Early
Warning Report panel in early Feb. Sample contained 13 dealers (mostly multi-store
retailers) handling videodisc players, of which 10 sell Magnavox, 3 Pioneer (none
sells both). Survey was conducted by mail questionnaire.



By margin of 12-1, they reported sales "below expectations,” the one dissenter

checking "above expectations." Dealers reported median of 20% of players had been
returned as defective -- answers to this question varied from none to 100%.
Replies also varied widely as to number of titles received —-- so widely, in

fact, as to be nearly unbelievable, ranging from 14 to 141, with median of 35. But
there was no variation in opinions on disc supply, except in degree: 5 said
"inadequate," 8 said "very inadequate." Median percentage of discs returned as
defective was 30%, figures ranging from none to 80%. Is this situation changing?
One said it was improving, 9 saw no change, 2 said it was deteriorating.

Dealers sell anywhere from 2 to 25 discs per player sold -- variations possibly
explained at least partially by differing lengths of time product has been offered
in respondent stores. Median works out to 5-6 discs per player.

There seems to be very little disillusionment with concept of videodisc
itself. None of the 13 expressed plans to abandon videodisc, although 3 indicated
they were undecided whether to continue offering optical system. Notably, almost
all dealers plan to add other systems, despite incompatibility with optical LV
system they already have. Three dealers said they'd add both CES & VHD systems, 6
plan to add CED only, 2 VHD only. One said he'd add no additional systems, one
didn't answer guestion.

As for brands to be added, 7 specifically cited RCA, 5 mentioned Hitachi, 2 GE,
of other brands receiving more than one mention. Four indicated they would add one
more brand of player, 5 would add 2, two would add 3 each. Four dealers which
don't now sell videodisc players also answered survey. All of them plan to offer
players & discs, one planning LV only, one CED only, 2 all 3 systems.

Among specific comments: One dealer said he'd add RCA, Hitachi & GE players
"because of lower price points and more software." Another, not now handling
players, listed Sanyo, Panasonic & Magnavox as brands planned, adding: "Will stock
moderately until dust settles and economy in general improves; brand with best
software will get primary emphasis.”

March 2, 1981

EXTRAVAGANZA LAUNCHES RCA DISC MARKETING: Biggest trade sendoff for any single
consumer product probably best describes $500,000 satellite telecast introducing
CED videodisc system to estimated 14,000 RCA dealers & guests at
distributor-sponsored parties in 75 cities Feb. 25 from historic NBC Studio 8H ih
N.Y. From all indications, RCA is right on schedule, with 20,000 players in
pipeline, nearly 500,000 discs pressed and all distributors signing up for their
full allocations.

Closed~circuit telecast was combination pep rally and dealer meeting, with
little new information divulged. It was MC'd by NBC's Tom Brokaw, featured top RCA
officials, singing & dancing ballyhoo taped last Dec. at Dallas distributor
meeting. Most of dealers we interviewed were impressed -- "RCA is the only company
that could pull this off," said one -- but there also was air of skepticism and
comments of "poor timing," launch coming just as VCR sales are taking off.

If they were anxious about outcome, RCA topkicks didn't show it, with euphoria
the prevalent mood. Videodisc project mastermind Exec. Vp Roy Pollack ebulliently
forecast Matsushita would ditch VHD system and join CED camp 3-6 months after March
22 retail launch "in the interest of standardization" (in Japan, Matsushita
ridiculed that suggestion). After final rehearsal for telecast, RCA Chmn.: Edgar
Griffiths threw away prepared text and ad-libbed completely different set of
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remarks, stressing that Selectavision videodisc was "entirely a product of U.S.
technology & skill" and RCA was "ready & willing to increase its sizeable
commitment." Undelivered speech put dollar volume on RCA disc development for
first time -- "over $150 million" -- and referred to Griffiths' retirement as CEO
next June 30, stating that introduction would "stand out like a searchlight” in his
memories of 33 years with RCA.

Only reference to other systems in presentation was Pollack's remark that CED's
conversion from research to product is completed -- "and I do not believe it has
been completed for the other videodisc systems.” He said 2,000 RCA emplyes are
"100% dedicated to the videodisc project."

Starting 100-title catalog, released earlier in week, contained few surprises
-- all titles had been announced in advance. Exec. Vp Herbert Schlosser conceded
introductory volume was "fairly thin," but list of 135 upcoming titles contained
more recent selections, and he indicated some hotter releases would be speeded up
-~ possibly moved from Sept. to May. He pointed out that 3 of the 5 Oscar nominees
were on imminent-release list -- Raging Bull, Ordinary People, Elephant Man.
Scheduled are 25 more titles in May, 25 in Aug., regular releases thereafter.

It's understood that some 80 of the 100 initial releases have been pressed
already, and virtually all of remainder should be ready by March 22, expected
bestsellers in 10,00-20,000 quantities. RCA is packaging releases in starter kits
of 15, 25 & 60 titles (but some distributors already have indicated they'll break
them up and sell discs individually). Only 60 titles will be in retail stores,
remaining 40 available through RCA's Quick Delivery Service on special order.

RCA's starting ad budget for videodisc will be about $20 million, Group Vp Jack
Sauter indicated, co-op conceivably adding similar amount. Dealer margin on
players is understood to be about 22%, and among dealers assembled for Rockefeller
Center telecast by distributor Bruno N.Y., some retailers were already talking
about pricing player down to $439-$449. Disc margins will be about same as phono
records. From our talks with dealers, we expect there will be considerable rental
business from start. Schlosser pointed out to us that some contracts with movie
companies prohibit rental, but he conceded that this isn't legally binding beyond
distributor level. Disc quantities are strictly allocated, frozen until May, when
next batch will be issued.

RCA DISC CATALOG: First 100 RCA videodisc titles include 72 movies, plus rock
concerts, children's shows, sports, drama/arts, inspiration/education, best of TV
-- majority of non-movie presentations drawn from TV. Total of 55 selections are.
priced at $19.98, 17 at $14.98, 13 at $22.98, 11 at $24.98, 3 at $27.98, one
(4-disc, 8-hour Jesus of Nazareth) $99.98. Prices are determined by quality &
timing of subject -- some of $22.98 titles are 2-disc sets, while some $24.98 discs
are singles.

Paramount has biggest representation with 23 titles, MGM 12, Fox 10, Disney 8,
UA 4, Rank 3, RKO 3; others include NBC 3, ABC, Lerning Corp. of America,
Scholastic. Exec. Vp Herbert Schlosser said RCA had contracts with 70 program
companies and top 10 movies in catalog grossed total of over $600 million at
boxoffice.

Only 4 features in opening catalog are also represented in MCA Discovision
releases, 3 of them -- Love Story, Saturday Night Fever, Heaven Can Wait -~ selling
for $24.98 in RCA catalog, $24.95 on MCA label. Disney's Kidnapped is $19.95 on
RCA, $24.95 on MCA. MCA offers 2 Disney cartoons at $9.95 each; both are on one
RCA disc at $19.98. Same situation occurs with 2 Cousteau titles. Julia Child
will show you how to roast a chicken for $5.95 on MCA, and on RCA $19.98 disc also
throws in lasagna, souffle & mousse, working out to $4.99 per dish.
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RCA envisions starting sales ratio of 8-9 discs per player, but disc Mktg. Vp
David Heneberry concedes that first-year demand can only be guessed. Company
inevitably expects shortages in some discs =-- pressing quantities have been
determined mainly on basis of sales patterns of recorded videocassettes. Disc
sales are made for time being on no-return basis -~ this could change as market
develops. Pressing plant is essentially running at capacity. If RCA runs out of
titles, it would take about 30 days to get it back on press, 60 days if it's
special interest limited-quantity title. Album printing has longer leadtime, could
present problem in case of massive reorder. Exec. Vp Herbert Schlosser sees discs
coming out within 6 months of theatrical release.

Direct-mail order form -on back of disc brochure irked some retailers since it
appears to bypass dealers. Heneberry said this was expected, but added RCA
believes "consumers must have access to discs no matter how far from a store they
live," thinks well under 10% of ordering will be direct.

RCA closed-circuit presentation showed views of player production at
Bloomington, Ind. plant and disc production at Rockville Rd., Indianapolis,
facility. Vp James Alic said all player subassemblies are U.S.-made and automatic
insertion, alignment & testing equipment are most advanced in U.S. He saw
production confined to Bloomington for at least next 3 years.

Exec. Vp Roy Pollack cénfirmed our earlier estimates that RCA would 'make about
250,00 players this year for sale under own and other labels (Zenith, Sears) --
previously company had spoken only of 200,000 RCA-brand players.

"RCA's Biggest Gamble Ever" headlines report of opening in current Business
Week, while dealer attitudes seemed to reflect same mood, varying from enthusiasm
to hostility. One RCA dealer, who was one of first retailers to handle optical
disc system in Dec. 1978, told us: "We like the concept, but only because 80% of
the people who come in to look at wideodiscs end up with VCRs. I'm not optimistic
about the disc. VCR is unsaturated and wins on the retail floor every time. The
videodisc may be consumer electronics' Edsel."

RCA's satellite telecast got bonus audience. Some dealers & others reported
they tuned it in on their own private earth stations. HBO, which handled satellite
distribution, received at least 20 calls from subscribers to Louisville CATV system
which apparently carried at least part of show. Most common question: "When does
the feature film start?"”

First trade ad for CED videodisc system appeared in Feb. 23 HFD Retailing Home
Furnishings -- 2-page spread headlined "Hitachi Does Videodisc Like it Does
Everything Else -- Better."

CBS VIDEODISC PLANS: CBS will produce CED (RCA-type) videodiscs at "volume level
of 1.5 million discs" next year, perhaps doubling to 3 million in 1983, expanding
"exponentially"” thereafter, Pres. Thomas Wyman told security analyst meeting last
week. He said CBS-label discs, pressed by RCA, would be on market about midyear.

Wyman foresees no "significant™ profit on discs in 1982, but in next few years,
he said, margins should be equivalent to audio discss Wyman visited RCA disc plant
in Oct. with CBS Chmn. William Paley. He said there had been "concern & suspense
whether they could do it on time, but we have a good feeling about that now."

Asked about LV optical system, he called it ™"marvelously interesting... [but] I
personally don't feel it°s a mass-market disc. Our surveys show it's extremely
difficult to produce, the yields are very low and it has terrible gquality problems"
-- but he did see it emerging as educational & industrial product. However, he
said CBS could produce either LV or VHD discs if they should gain consumer
acceptance.

- 13 ——



Videodisc products for industrial market, interfacing with computers, have
been introduced by Discovision Assoc. New optical videodisc player for 2-way
communications with most computers, providing faster access time and new
programming functions, has been added at $2,475 in quantities under 25. It can be
connected directly to processor, has 8-bit parallel communications protocol, with
controls for send, receive, acknowledge commands and status information between
player & computer. Previous-model industrial players may be upgraded with new
model's features for $325 each. New communications adapter, at $225, contains all
hardware & software for communications with host computer, modems or terminals.

FTC PROBES VIDEODISCS: Acting with record speed, FTC has found a new industry to
probe -- the infant videodisc business. 1In answer to our query, Commission source
told us it wants to assure that there's "vigorous" competition in field and that
companies involved aren't engaged in anticompetitive behavior.

So far, only action appears to have been letters last fall to a few companies,
including MCA & RCA, asking about contracts with program owners, custom pressing,
etc., and a somewhat different letter to licensees, including Zenith. We couldn't
locate any program companies which received FTC letters.

Commission official said it's looking at custom-pressing policies, exclusive
licenses, use of licenses as leverage to gain monopolistic position in another
market. He said Commission had had "positive response" from industry and that
companies are "volunteering” information. FTC isn't focusing on any one company
but is "conducting discussions" with industry representatives. ,"If there is any
wrongdoing," he said, "the industry seems to want it corrected as much as we do."

March 9, 1981

LV DISCS SEEN PLENTIFUL WITH NEW PLANTS: Shortage of optical discs will

dissipate soon as result of new mastering & pressing facilities, improving yield at
DVA facility and changeover to hour-per-side CLV discs for movies, according to
North American Philips Vp John Messerschmitt.

DVA says about 300,000 consumer albums (close to million discs) were produced
last year to supply some 25,000 players in use. With activation of big Universal
Pioneer plant next month, start of production by 3M in 3rd quarter and possibility
of access to Sony (Japan) & Philips (England) plants, Messerschmitt told us he
expects to see 1.5 million LV (optical) albums available this year, rising to at
least 5-7 million in 1982 and 15-30 million in 1983.

He forecast only 300,000-500,000 LV players will be in American homes in 1983,
disagreeing completely with RCA philosophy that videodisc player is mass-market
item. Another point of disagreement with RCA ("I don't know what they're smoking")
is number of discs sold per player —-- which RCA forecasts at 8-9 in first year.
Magnavox's experience, Messerschmitt says, indicates demand for about 25 albums per
player sale, at least for "upscale buyers" who have LV players. If RCA is counting
on its stated figure, he adds, "they're in trouble."

Universal Pioneer's $11.3-million LV disc plant at Kofu, Japan, will be
pressing 100,000 discs monthly starting in April, doubling to 200,000 by year's
end, company announced. DVA has contracted for 30,000 monthly to supplement output
of its Cal. plant, remainder to be available for custom pressing and discs under
Pioneer Artists label. Announcement of at least one custom-pressing contract is
imminent. Also expected soon is announcement from 3M of custom-pressing deal for
its Menomonie, Wis. plant, scheduled to start up in 3rd quarter with capacity of
million sides per year. Meanwhile, 3M hinted it might be planning to press
capacitance discs as well by changing name of Optical Recording Project to
Videodisc Project in restructuring of organization.
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Sony formally announced contract to sell Ford more than 4,000 LV videodisc
systems consisting of players & color TVs at over $10 million, plus mastering &
pressing of interactive discs for use at dealershipsg; it's believed to be 2nd
biggest player sale, after DVA sale of 10,000-plus to GM. Sony said it will be in
volume production of industrial/institutional discs this spring, "is not seriously
considering taking consumer [disc] business at this time."

DVA has produced more than 2 million consumer discs, Programming Vp William
Mount told Information Utilities '81 conference in N.Y. last week. Plant is nearly
booked to capacity for 1981 now, he said, and will look into opening 2nd & 3rd
lines when at capacity. He added that DVA is close to signing several consumer
custom~-pressing contracts. As for defective discs, he said DVA had return rate of
only 10%, "and of those we get back, 50% will play on a 2nd machine, so that cuts
the defect rate down to 5%" (by far the lowest figure we've heard). "All of our
problems are processing problems,"” he said, and these are being worked out.

Mount gave these current DVA pressing charges: Encoding fee (putting on frame
numbers, etc.), $500; tape-to~disc mastering, $1,500 (waived for disc orders of
5,000 or more); pressing, $5-$9 per disc; total time required, 45 days. Mount
said current projections envision $3.25-per-side pressing cost in 1982. He expects
little change in player costs until solid-state lasers are in mass production,
didn't forecast when. Sizing up coming competition: CED ~- "a home movie
projector."™ VHD -- "not sure when it will be on the market."

March 1le6, 1981

VHD DISC DEBUT SLIPS INTO 1982: As RCA dealers were taking delivery of CED
players & discs, U.S. introduction of 3rd videodisc system was postponed formally
to Jan. 1982. At Tokyo press conference, it was announced that
Matsushita-JVC-GE-Thorn-EMI system would be introduced in Japan next Oct., in U.S.
in Jan. and in Europe in June 1982. Same announcement was made here by Gary
Dartnall, pres. of VHD Programs & VHD Disc Mfg.

VHD officials tended to minimize slippage, saying that "late 1981" had always
been indicated as planned introduction date, and plans were now firm. 1In past
discussions, VHD supporters had indicated that player would have to be out no later
than mid-Nov. for successful pre-Christmas launch, and that postponement until Jan.
'82 would be better than introduction any later in 1981 -- so actually, debut
appears to have been moved a full quarter. VHD representative told us there was no
technological reason for delay, and hardware & software programs are on schedule.

VHD's announcement gave list of manufacturers committed to producing players
for Japan market -- including previously undisclosed Akai, General, Trio (Kenwood)
& Mitsubishi. Others on list are Sansui, Sanyo, Sharp, NEC, Toshiba & Yamaha.
Some of these also will be producing players for other systems. Sanyo has
announced it would make all 3 -- VHD for Japan market, CED for U.S., LV for
Europe. Sansui says it will sell either VHD or CED in U.S. Toshiba will make CED
for U.S. Trio showed LV player at Japan Audio Fair. Sharp is slated to announce
U.S. plans at ITA seminar this week; earlier this year, company sources indicated
choice would be CED.

Japan launch will be accompanied by 100~title catalog, announcement said, but
no U.S. software deals have yet been disclosed. Toshiba announced it will
establish VHD disc plant in Japan through its Toshiba-EMI 50-50 venture with
Thorn-EMI. In U.S., JVC announced Martin Homlish is joining it from Dual with
responsibility for disc market planning.
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It has been generally assumed VHD would be Japanese standard -- but it won't be
only disc system on market there. Pioneer said last week it would offer LV players
& discs on home market in 2nd half of this year. New plant in Kofu will give
Universal Pioneer capacity of 50,000 players a month, and -- with 2 pressing plants
—-- 500,000 discs monthly, according to company. In U.S., 3M official told us its
LV custom-pressing plant will be in full production in Sept. with million-a~-year
disc capacity, "and we hope to expand that almost immediately." Philips
technicians from Eindhoven will install mastering equipment; pressing plant will
be made by 3M.

* * ¥* *

Sears has signed contract with Hitachi for CED players to supplement those it's
buying from RCA, Sears confirmed to us last week. It will start selling both
players in 2nd half of this year.

RCA dealers, meanwhile, began receiving CED players, discs & displays last week
in some areas, and many were dissatisfied with first allocations. Most video
specialist dealers and small TV retailers seem to have been limited to 3 players
per outlet and told by distributors not to sell display model. One major regional
chain operator told us he had been promised "satisfactory amount of players &
discs" for 35 stores "but we have our fingers crossed."

Video stores groused about disc supply. Many asked for kits of 60 titles,
found themselves cut back to 25-title package, now face prospect of settling for 15
titles, and probably will get fewer copies of each than they want. Some dealers --
such as Movie Store, Framingham, Mass., and Video Station, L.A. --= plan to rent
discs from start, latter putting price at $4-$5 per turn. VS placed orders for
1,000-1,500 players and large number of discs for 250 affiliates, doesn't really
expect to get nearly that many. Retail margin on discs is 25%.

RCA now has 2 player production lines in operation, is about to start up 3rd,
according to one recent visitor to Indianapolis. Another trained observer returned
from plant saying RCA apparently is ahead of production schedule, with no major
problems turning up.

Development costs of disc system were "more than $200 million," according to
RCA annual report -- $50 million more than previous estimates by company. Report

gives breakout on R&D costs by years.

In dealer-training brochure, RCA anticipates customer questions, provides
suggested answers. Samples: Choice of VCR or disc player "depends on what you'd
like the system to do, [but] for highest quality entertainment at the lowest cost"
disc system is "best buy." Disc wear is kept "to a minimum" by protective caddy,
light stylus, lubricated disc. Stylus "is designed to last for years under normal
use." If you already have a VCR, keep it "for those occasions when you need it.
But to do your home entertainment system and your wallet a favor when it comes to
prerecorded entertainment, put an RCA videodisc player next to your VCR" -- closest
RCA comes to indicating you can tape discs with a VCR.

Answering dealer guestion =-- whether disc players will cut into VCR sales --
RCA responds in negative, saying they might even help. "The videodisc's
introduction will bring a different kind of customer into your store... Once they
are in your store... they may become interested in a VCR, or more likely, a new
console TV, in addition to the videodisc player." The inevitable has happened
already —-- one dealer told us he received form letter from transshipper offering
RCA players & discs.

March 23, 1981

DISC SYSTEMS VIE AGAIN AT ITA: Each videodisc system had its innings and scored
a point at last week's ITA seminar. VHD gained new hardware adherent, LV showed
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first consumer disc to fully realize system's potential and RCA revealed it will
ship 30,000 CED players by month's end.

Sharp became first addition to original band of VHD supporters in U.S. with
announcement by TV/VTR Gen. Mgr. Robert Whitehouse that it would introduce player
here in first quarter 1982. '"Paramount in our decision" was availability of
quality software, said Whitehouse, who added he's now convinced that VHD will have
library comparable to the 2 other systems, thanks to its subsidization of
custom-pressing. Other factors in choice were 2-channel sound, compact size made
possible by 10" disc, stylus life, versatility & flexibility, greater potential for
cost improvement & feature development. "Persistent problems encountered by the
optical disc software... were a factor in our decision," he said.

Programming tour de force at seminar was MCA Discovision Pres. James Fiedler's
demonstration of First National Kidisc, now due on market next month under OPA
(Optical Programming Assoc.) label. It's 2nd interactive disc (proponents now
prefer "participative") -- first was How to Watch Pro Football. Single—-gided disc
runs 27 min. when played straight through, but supplies hours of entertainment &
instruction for children 5-10 years old, using still-frame, frame advance,
slow-motion, reverse, dual soundtracks, etc., contains 25 different sequences,
including making paper airplanes, on-screen target games, knot tieing, jokes &
riddles, visit to zoo, dancing, water-glass xylophone with play-by-number tunes.
Tt will sell for $19.95. Future participative discs include cooking with Craig
Claibourne, exercise, tennis. Fiedler said OPA may have 12-15 titles by year's end.

Some 250 LV discs, including custom-pressed titles, should be ready by Dec.,
and twice that many in another year, according to LV source. MCA Discovision
catalog is now "basically cleaned out" of non-MCA titles, according to Fiedler, who
expects other movie makers to be distributing own discs by year's end under
custom-pressing deals. MCA features will be available on disc 90-120 days after
theatrical release, Fiedler said, with recent releases Funhouse and All in a
Night's Work already in disc production.

"Oour studies show videodisc is not a mass market," said North American Philips
Vp John Messerschmitt, because it requires investment of $500-$700 for player and
$400-$500 per year for discs. Mass-market program needs, he said, can be met by
less expensive TV, cable, pay TV & DBS —- "they can all be time-shifted with a
VCR." He revised his recent forecasts for LV system upwards to 2 million albums by
end of this year, 10 million at end of 1982 and 35 million by end of 1983, with
players in use at 100,000 this year, 300,000-500,000 next and 500,000-1 million in
'83. He warned that "complexity of manufacturing a videodisc in any form has been
underestimated."”

On eve of formal consumer launch of RCA videodisc, Exec. Vp Herbert Schlosser
told ITA RCA already has pressed about 500,000 albums and delivered 15,000 players,
with 15,000 more to arrive by month's end, "and continuing shipments thereafter."

* * * *

With retail sales of RCA players & discs scheduled to begin March 22, some
dealers started selling last week on basis of newspaper countdown-to-launch teaser
ads. Dealer reaction to allocations of players & discs was uneven, video
specialists complaining more loudly than traditional TV dealers. One video dealer
said he ordered 18 players, received 4, sold them first half-hour before even
taking them out of carton, turned away 6 customers who wanted to buy. He said he
ordered 900 discs, received 30, called it "very bad first impregsion."

TV dealer said he received 4~5 players per store, but "not enough discs to
support them." Others considered supplies adequate. As for performance, reports
were mixed, 2 dealers reporting "sparkles" which resemble electrical interference,
others saying picture quality was good to excellent. The dealer who received 30
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discs sald 2 were returned as defective for skipping grooves. Most dealers
contacted said they were waiting for March 22 before selling. These are just first
returns, fragmentary, too small to lead to any conclusions.

March 30, 1981

RCA DISC--MASS MARKETERS HOT, SPECIALISTS COOL: Week One of CED Selectavision
videodisc sales saw RCA's product hitting exactly where it was aimed ~- on mass
market level, at volume dealers, including multi-branch TV-appliance stores, dept.
stores, discounters =—- many of whom reacted with enthusiasm, drew good crowds to
premieres. Many video specialty dealers were notably unenthusiastic about product
& results. But that's no surprise to RCA, according to Group Vp Jack Sauter, who
says his field reports show that "our target consumer segment, the average viewer,
is the one going in to buy, not the videophile."

Initial reports admittedly are sketchy & inconclusive. 1In course of opening
week, we contacted more than 40 dealers nationwide and got expected results -- from
complete euphoria to downright condemnation. Said head of TV dept. of big
midwestern dept. store: "We're very satisfied. The reaction is very positive.
I've been on the floor of several of our stores, and a lot of people are coming to
see it. Mainly, they're people who aren't interested in taping. They seem to know
what it is =- nobody's asking, 'Will it record?' We have quite a lot of discs. So
far, it's been very successful."”

On other hand, major midwestern video specialty dealer reacted this way: "I
can't tell you good or bad because nothing's happened. No one's coming in
asking." He added that Cartrivision had more auspicious debut.

This was general trend, with some exceptions. Bigger dealers, and particularly
traditional TV dealers, received far larger allocations of players & discs than did
smaller specialty stores, and latter tended to grouse about low quantities supplied.

"The thing that pleases me most of all is the fact that the sales and the
consumer reaction have been as close to what we predicted as anyone could imagine,"
Sauter told us at week's end. He said consumer response was good nationwide, and
the business is being done "by the medium-sized TV dealer," which is exactly
"opposite of what it was with the VCR." RCA, he said, "never predicted great
crowds standing in front of store doors."

Sauter stopped just short of calling CED player market success. "I don't want
to give the impression that one week decides a year or the future of this product,
but we could have given a party and had nobody show up, or have had our sales made
by dealers who sell to a market segment we hadn't targeted."

But "there's nothing to indicate that our objective" of 200,000 player sales
this year "is not a good one," Sauter said, pointing out that figure would set
first-year sale record for new $500 product. First indications are consumers are
buying average of 3-5 discs with player; reported record is 35, but that could
change quickly. "By September, we'll have more of a feel of the market, and by the
end of the year a sense of the seasonality," Sauter said.

As for launch itself, "distributors did a fantastic job" in getting players,
discs & displays out and set up. There have been problems in field "and we're
being very sensitive and quick to react," Sauter said. Most problems with player,
however, have been incidental, such as display TV set not being adjusted properly
or player hooked to UHF instead of VHF terminals. One common complaint of
malfunction has been traced to dealers who play same demo disc endlessly, using
reverse button to restart after it finishes. Problem is that stylus tip is cleaned
only when disc is removed from player.
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RCA has backed up CED disc launch with $9 million ad & promotion budget,
according to documents in connection with copyright infringement suit filed in N.Y.
by ABKCO Music, which claims exclusive rights to music included in RCA disc &
Columbia Home Entertainment cassette of Rolling Stones' Gimme Shelter. RCA said
ads are appearing in 115 newspapers, notes it has pressed 5,500 copies of
demonstration disc, printed 3 million brochures.

MAGNETIC VIDEO SETS LV DISC LAUNCH: First independent distributor to move into
videodisc market will be Magnetic Video, which expects to have optical discs for
Laservision players in dealer hands by end of May, according to MV Pres. Andre
Blay. First package will have 20-~to-50 movies & features from Fox, Avco & ITC. At
present, MCA Discovision is only source for LV discs.

MV ordered at least 5,000 copies of each title from Discovision Assoc. (DVA),
already has received some test pressings. All will be in CLV {(hour-per-side)
format, so can't be used with random frame access, stop—action or other step-up
features found on LV players. Blay said MV intends to stay within $15-$30 price
range set by MCA, which indicates MV's buy is being subsidized by somebody. Aside
from $1,500 mastering fee (waived on orders of more than 5,000 copies), DVA charges
$5-$9 per side for pressing. At that rate, assuming royalties & other costs are
same, each optical disc costs national marketer at least as much as duplicated
videocassette retailing at $50-$80.

MCA & MV probably won't be alone in LV disc market for long. Paramount is
expected to be next, followed by Columbia Home Entertainment. Disc plan
announcements, related to CED & VHD formats as well as to LV, are expected to fly
thick & fast at Summer Consumer Electronics Show in Chicago May 31-June 3.

RCA DISC LAUNCH: It was hard to tell how smoothly launch of RCA CED videodisc
system actually went. It seemed to vary greatly by region of country and by
distributor. In Chicago area, dealers complained that they didn't receive software
catalogs. Some specialists said they didn't have enough discs to make it
worthwhile. One L.A. video retailer said he sold one unit with 10 discs -- "I
think he [customer] was drunk," and biggest-selling titles were those not available
on cassette, particularly Singin' in the Rain, Fiddler on the Roof ("I wonder if
they're going to transfer them to tape").

Reports on disc quality varied widely, but we didn't hear one complaint about
player. Several video dealers reported that some discs were extremely snowy or had
what looked like electrical interference sparkles. Chicago-area video dealer said
he sold 16 discs, received 13 back, 60% of them with complaints about
groove-jumping, rest snow. RCA has set up hotline to Indianapolis to handle
quality complaints, said it will replace faulty discs immediately.

We made blind phone check of 19 Manhattan dealers listed in distributor's
dealer-listing kickoff ad. Of these, 6 said they didn't have RCA player ("call
back in a few weeks," said one). Two others repeatedly hung up on us. One tried
to switch us to Magnavision, another to a VCR. Some had players but no discs;
many said they'd be receiving more discs in a few days. Most of those who had
players were willing to quote price on phone —-- and majority of them guoted $499 or
$500 -- but one said $469, another $449 and a 3rd promised to beat our best quote;
we couldn't verify report of $399 offer. In suburban N.Y., where we followed up on
opening day ads, we found Caldor's in full swing, drawing in-store crowds with
rather complete demonstrations. Macy's outlet had players but no discs; some
discount appliance chains had neither, none of video software outlets had discs in
stock. We couldn't determine whether problem rested with distributor or
centralized warehouse of chains involved.
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One video dealer, disturbed by small amount of software his distributor
supplied, called RCA's Quick Delivery System (QDS) in Indianapolis, ordered 90
discs. QDS's computer apparently tripped him up, because he was informed he would
be shipped 5 discs from his order every 2 days —-- "that will take 6 weeks," said
crestfallen dealer.

April 6, 1981

VIDEO PROFITS: RCA's home video operating profits, exclusive of color TV, could
reach $220 million in 1986, according to study by Argus Research's Theodore
Anderson. Based on industry sales of 3.5 million disc players in 1986 (2.1 million
CED, 1.05 million LV, 350,000 VHD), Anderson sees RCA retaining 25-30% market
share, with $50 manufacturing profit per player for total of $50 million ("and
distribution profits could be almost as large"). Study forecasts RCA will have 15%
share of 92.7-million-unit videodisc market, yielding operating profit of $30
million (14 million discs), with its VCR profits ($75 per unit) on 30% share of 3.5
million unit industry sales totaling about $90 million in 1986.

Anderson theorizes Zenith will have 10% share of VCR market and 20% of disc
player market in 1986, contributing 75¢ & $2 to per-share profits, respectively.
Given Zenith's strength in pay-TV decoders, cathode-ray terminals, computers,
Anderson thinks company's earnings should grow by at least 17% in each of next 5
yearse.

Same report examines rack jobber Handleman Co., sees it potentially
distributing as many as 10 million discs annually by 1986 if video follows pattern
of audio disc distribution, sees possibility of 17% annual earnings growth.

Fotomat has about 3% share of blank videocassette market ($7.5 million annual
sales in 1980), Anderson estimates, at profit margin above 20%, grossed about $2
million from recorded tape rental in 1980 (losing equal amount due to startup
costs), about $6 million from recorded cassette sales, less than $1 million from
film—-to-tape transfer -- totaling about $16 million in revenue from video, at loss
of about $4 million. Anderson sees company's sales & earnings from blank tape
sales and cassette rentals increasing 30% annually for next 5 years, recorded tape
sales by 20%, film transfer business remaining static for next few years. He
foresees Fotomat's video business moving into black this year, contributing 25¢ a
share.

Anderson elaborated on forecasts he made at ITA conference, putting video
recording retail market (VCR, players, cassettes, discs) at $1 billion in 1980,
predicting 50% growth this year, $1.77 billion in 1982, rising to $6.8 billion in
1986. Estimating average retail prices, he sees VCR dropping from this year's $800
to $600 in 5 vears, recorded cassettes remaining at $50, blank tape rising from $14
to $15, videodisc players falling from $550 to $450, videodiscs from $22 to $18.
Further details: Home Video Study, Argus Research, 140 Broadway, N.Y. 10005.

Add videodisc brands: Japan's Elmo, which announced it would enter video
camera & VCR market last month, will offer Toshiba-built CED player to camera
dealers this year at $499.95. Company plans to distribute 10,000 players this
year, starts taking orders at PMA show this week in Miami.

April 13, 1981

ZENITH 'DEFERS' VDP OUTPUT 2-3 YEARS: Zenith has "deferred" own production of

CED videodisc player (VDP) for 2-3 years, is now seeking "alternate source" --
presumably in addition to RCA -- for CED players during "interim period," company
official said in answer to our query. While Zenith production is on hold, in Japan
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both Hitachi & Toshiba have launched output, expect to have first CED players on
U.S. market in early June. Also, CED has new licensee in Gold Star, first Korean
manufacturer to sign with RCA.

Zenith still plans to market player, being built by RCA, around midyear, but
has postponed previous plan to assemble or manufacture players in late 1981 orx
early 1982 until 1983-85. Zenith emphasized that program has been "deferred, not
canceled" and decision was made "in the course of our normal review of where to
allocate manpower & capital"” =-- Zenith has $60 million capital spending plan for
this year, mainly for color TV & picture tube production modernization, floated
$50-million bond issue last year to help finance it. RCA is expected to supply
Zenith with about 50,000 VDPs under contract which is believed to run only to end
of this year. Zenith is understood to be shopping in Japan for supplier, and
acquisition of CED license by Gold Star, which manufactures audio systems for
Zenith, creates another possible source.

Toshiba will come in higher than RCA's $500 price for basic VDP. When
introduced, Toshiba player is expected to carry $525 list, boast such step-up
features as electric, rather than lever-operated, load-play control,
quartz-controlled motor speed, (within 2 rpm) audio output jack, be equipped to
accept stereo audio adaptor. Hitachi's version, unveiled at last Winter Consumer
Electronics Show, is slated to carry $500 list, with wired remote control as $40
option. Toshiba will use RCA-made stylus assembly, Hitachi will make own.

CBS opened can of worms when it asked FCC if it could legally enter
videodisc, cassette & cable TV programming business. Commission voted 3-2 to ask
CBS for more information on why networks should be allowed to enter those markets.
Basis of inquiry is 1972 rule preventing networks from engaging in syndication.
RCA, heavily in programming through videodisc business, indicated it thought that
even if ruling should go against CBS, it wouldn't be affected because NBC isn't
involved in disc. Details, p.8.

DVA Pres. Jack Reilly is author of 2 recent letters to editor answering

charges against LV discs: (1) In April 13 Business Week, he wrote that optical
discs are being sold in 3,000 stores in more than 50 major markets, objecting to
quote from RCA executive that "not many outlets carry them any more." (2) In May

Video magazine, he answered engineer Henry Cohen's allegations of defective discs,
susceptibility to damage, poor sound and bad quality control. Reilly said same
checks are made on consumer as industrial discs, reiterated that only 10% of discs
are returned as defective (Cohen estimated 60%), claimed "significant strides" in
quality. "Discs produced & released 18 months ago could not leave our plant today.'

April 20, 1981

EARLY DISC SALES DISAPPOINT RCA DEALERS: Whether or not they were promised a

rose garden, RCA videodisc player (VDP) dealers overwhelmingly believe sales in
first couple of weeks were below expectations. However, sales were up to RCA's
expectations, according to Group Vp Jack Sauter, who said company "never indicated
there would be a landslide reaction."

Those sentiments were echoed by RCA Chmn. Edgar Griffiths in statement
accompanying first quarter financial results. "Since the national introduction of
the RCA Videodisc System on March 22, we have experienced a highly encouraging
response at the consumer level," he said. "The reaction has been exactly in line
with our expectations for steady sales growth and continued consumer interest in
this remarkable new home entertainment product.”

- 21 —



Mail survey of our Early Warning Report dealer panel indicated that nearly 82%
are offering RCA players & discs. Of those, only 11% said that sales in first week
or 2 were up to their expectations; nearly 78% said they were below expectations
(another 11% didn't know or didn't reply to guestion).

Two-thirds of respondents said they received player quantities they ordered,
but 78% indicated their first disc orders were cut back. One-~third said they had
experienced technical problems or returns on one or more players, while 22% had
problems with discs. Just 50% reported no player problems (17% not answering that
question), while 55.5% indicated discs were problem—free (no answer from 22%).

Technical problems cited most frequently (either in connection with disc or
player) were sticking & skipping. Also mentioned were disc warpage, minor
adjustment problems, "washer left off stylus assembly," unsatisfactory picture
quality, interference from store's electrical system.

Bmong general comments: "Sales disappointing, very conspicuous by their
absence." "None sold -- 5 inquiries (4 were already on our Laserdisc prospect
list). Will need extensive one-on-one consumer education. Could be a viable
product by fall, but profit margins will erode, especially when floor plans

approach due date." "Poor time of year to introduce. Newspaper advertising
lacking imagination.” "Though we are big in video, we have not yet sold a single
disc player." “"The disc will not be as strong in metro areas... as it will be in

rural or more sparsely populated areas [where there is no pay TV]."

Sauter was quoted in April 12 N.Y. Times as saying company had shipped 43,000
players to distributors, who had delivered 35,000 to dealers as of April 10, with
estimated 22,000 sold to consumers. RCA's introductory network ad campaign ended
last week, to be resumed in Sept. Magazine ad drive now is under way. Sauter
indicated that next month's distributor convention would see special promotions,
such as free discs & posters with player purchase, "videodisc parties" and extended
credit. Details haven't yet been worked out.

April 27, 1981

VIDEODISCS COULD BE HABIT~FORMING: Videodiscs have definite appeal --
particularly for those without desire or patience to utilize all features of VCR --
but their success could well hinge on vastly increased variety of available
programming and consistency of picture quality, both sorely lacking today. Those
are our principal obsevations after spending 10 consecutive evenings with the 3
videodisc players currently available -- Magnavox & Pioneer LV units and RCA CED.

We discovered very early in our subjective tests that LV & CED systems have
somewhat different attractions. Not suprisingly, CED's big draw is its admirable
simplicity. It's just no bother at all; playing is easy, as is location of
specific scene. LV system, particularly with interactive discs such as How to
Watch Pro Football and First National Kidisc (latter not tested at home but viewed
at ITA), is extremely fascinating and its versatility hypnotizes house guests --
who almost unanimously & spontaneously suggest its educational possibilities.

We found both systems somewhat easier to use than VCR with prerecorded tape,
particularly for quick program-segment location features. In both LV & CED,
however, we were disappointed with lack of consistency of picture quality. Both
systems showed basic capability of delivering picture better than tape on some
sequences of some discs, but didn't live up to it often enough. At worst, both
were plagued by snow & dropouts, particularly noticeable in poorly lighted scenes.
We'd say both types are capable of picture better than home VCR, but don't always
display it.
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Some defects showed up in both systems. When visual search mode was employed
for extended time in CED system, we occasionally lost picture entirely. Sometimes
it was restored when we released search button, but several times we had to remove
disc & reinsert it to get picture back. Otherwise CED controls were convenient and
did exactly what they were intended to do. One of our 6 CED discs skipped a few
grooves. On Magnavision player grooves locked, but only on one side of one of 8
discs —-- samé disc didn't lock on Pioneers

Tt's difficult to make direct comparison between systems because of wide
variation of picture characteristics among discs in both systems. However, we did
have same movie (Heaven Can Wait) on hour-per-side discs in both formats and fed
them simultaneously from Pioneer & RCA players through A-B gwitch to same TV set.
In that case, all observers preferred LV version at normal brightness, most
pointing out it had sharper detail and better color. However, with brightness
turned down, CED disc gained in apparent detail (and LV suffered from low light),
leading some observers to prefer CED.

Comparing CED with standard 30-min.-per-side LV disc, nod for flexibility goes
to LV with its various special effects & access features. But against
hour-per-side (CLV) LV discs, CED wins easily. Although CLV discs feature
frame-labeling in elapsed time (minutes on Pioneer, minutes & seconds on Magnavox),
Ppicture loses sync in search mode, often to point where on-screen elapsed-time
indication can't be read at all. In CED, of course, elapsed time is indicated in
LED readout on player.

Pioneer's remote control was judged extremely convenient, particularly in
combination with special features of 30-min.-per-side discs. Remote would be handy
~-= but isn't particularly necessary -- in CED. Stereo from LV discs sounded good
to us, enhanced musical passages. It was difficult for us to judge sound of CED
because, lacking audio jack, it couldn't be piped directly into home hi fi, but it
sounded quite good when routed through VCR which had audio output and then into hi
fi. We think audio output jack and stereo will be very desirable features in
future CED models.

As to Magnavox vs. Pioneer: Magnavox's picture was much noisier at beginning
of CLV disc than Pioneer's, cleared up toward end. When search button was pressed
on CLV, Magnavox made strange mechanical noises. Interestingly, although Magnavox

picture had noise at beginning of all discs -- CLV or 30-min. -- it often seemed to
produce cleaner picture than Pioneer toward end of disc. Incidentally, the one CLV
disc we had generally had far more dropouts than 30-min. ones —-— even an old reject

we picked up at Discovision plant in 1979.

To sum up: We still withhold any personal conclusions on future of videodisc
as consumer product -~ but concept of record which plays pictures seems to hold
more fascination for people viewing it for first time than does VCR, perhaps
because very few had even heard of videodisc, while all knew about recorders.
First question always was "how much does a movie cost” and general reaction was
that it was too high -- until price of recorded videocassette was mentioned. But
we do conclude that given inevitable improvements in quality and huge increase in
software, discs could be habit-forming.

May 4, 1981

RCA CALLS LAUNCH 'SUCCESS,' SHOWS PLANTS: Hailing "most successful introduction
of any major electronic product in history," RCA last week said consumers bought
some 26,000 players & 200,000 discs in first 5 weeks, as it opened CED player &
disc plants to outsiders (press & dealers) for first time. In other videodisc
developments last week:
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(1) Hitachi introduced CED player to dealers at $500, with remote control as
$40 option, deliveries starting this month. Company pledged it would be strong No.
2 in player manufacture -- "maybe even No. l." Senior Vp Robert O'Neil forecast
CED would be sole surviving U.S. consumer disc system. Hitachi ad in Wall St.
Journal took issue with Sony campaign against videodiscs.

(2) First 20 titles in CBS/MGM's CED disc line, to be pressed at first by RCA,
will be announced at CES. CBS expects to release 6 new titles every 60 days, for
about 40 by year's end. CBS will market discs through own distribution channels,
stressing video specialists & record stores rather than TV dealers. CBS is
accelerating equipment purchase for late-first-quarter startup of Carrollton, Ga.
disc plant.

(3) Pioneer is postponing introduction of 2 new Laservision players, originally
planned for this week -- including low-end model designed to compete with CED
system. Instead, it's expected to accelerate activity in disc program development.

(4) Sears Roebuck announced at-home videodisc shopping experiment == putting
summer catalog on LV videodisc and supplying it to 1,000 Pioneer player owners, as
well as installing videodisc shopping systems in 9 Washington & Cincinnati stores.

Reacting swiftly to downbeat stories about CED introduction, RCA invited press
and a few key dealers to first open tour of Indianapolis disc & Bloomington player
plants, both impressively large & modern and being expanded. Player plant's
capacity is approaching 30,000 monthly on single shift; disc plant is on 3 shifts.

In first 5 weeks of sales, distributors bought 52,000 players & 516,000 discs,
Exec. Vp Roy Pollack told news conference. He said RCA is achieving "exactly the
kind of sales we wanted —-- mass-market consumer sales, not videophile, through
traditional RCA retailers." He conceded "some specialist retailers were
disappointed,”™ but said RCA is having problems meeting disc demand and is
increasing disc production to 3 million from 2 million this year, will make about
300,000 players, of which 200,000 will be offered this year under RCA brand (others
will be for Zenith & Sears plus inventory buildup).

Customers are buying 4-5 disc albums with player and "coming back for more,"
said staff Vp Gordon Bricker. Figures cited indicate sales ratio of nearly 8 discs
(not albums) per player so far. Most popular discs have been Rocky, Godfather,
Heaven Can Wait, all handled by dealers. Biggest seller in phone-order Quick
Delivery System is Star Trek, which will be transferred from QDS to retail store
sale, Bricker said, noting that most expensive album -- 4-disc Jesus of Nazareth
($100) -- is biggest seller in dollars, ranking 20th on 40~-title QDS list.

Reviewing first returns on questionnaire included with players, Group Vp Jack
Sauter said of 1,132 purchasers responding, 96.4% said their expectations were met
or exceeded. Returns of defective discs or players have been "well below 1% so
far," officials said, conceding it's still early to draw any conclusions.

Stereo players & discs are due in mid-1982, Videodisc Vp Jay Brandinger
reiterated, but he said parameters of stereo signal haven't been developed. He
noted that since player's microprocessor identifies every field (half-frame) for
tracking correction, random-access version is definitely possible, adding that
models for 1983 & later are in workse.

Asked about reports by programmers that RCA has been quoting 1984 date for
first custom-pressing, Pollack snapped that would be "unconscionable delay.,"
adding: "Because we want to do everything possible to establish the system...
we're going to stand on our heads to serve those houses that want
custom-pressing... It's a matter of forced draft for capacity."”
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SEARS VIDEODISC CATALOG: Sears started at-home videodisc shopping experiment

last week, in test that runs through July 25. In Pilot "Tele-Shop" effort, Sears
is putting 236-page Summer '8l catalog on optical discs, supplying them to 1,000
owners of Pioneer players, about 300 of which are also catalog customers. Player &
disc also will be installed in 9 Sears D.C. & Cincinnati stores.

Discs have still & moving pictures, index, sound, ordering information. Home
shoppers will order by phone, those in stores will fill out forms or use in-house

phone. Robert Wood, ad & sales vp, said at Washington news conference: "We're
getting our feet wet. We know something will 