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1. Presentation of the members and the role of the group 

The aim of this expert group is to assist the MEDIA programme with their expertise in developing possible courses of action, and support mechanisms.
2. The role of the public authorities and the state of their reflexion in the Member States

2.1. UK experience: David Hancock, Screen Digest

· In 2003, the UK Film Council (UKFC) established the Digital Screen Network (DSN), a funding scheme (£13 Mio) with the aim to increase the amount of specialised film (such as arthouse or foreign language films) in the UK. In cooperation with Arts Alliance it is providing theatres in the UK with funding to access digital cinema equipment, in exchange for the cinema guaranteeing a minimum average number of specialised films. So far 250 screens have received digital equipment. The DSN pays special attention to "cinemas at risk" that threaten to fall behind because of progressive digitisation.
· The DSN led to a higher awareness of specialised films and the challenges and possibilities of digitisation in the UK. 

· A major problem that occurred with the establishment of the DSN has been the financing. Exhibitors and distributors still fundamentally disagree on the question: who pays for the costs of digitisation? As a consequence UKFC founded a working group of financiers, distributors and exhibitors in order to create a platform to discuss difficulties arising from digitisation.
2.2. German experience: Peter Dinges, FFA 

· Although the entire German film industry endorses the need for digitisation they are still reluctant to actually implement concrete actions. So far only 400 screens out of 4800 in Germany are digitized. The rest wait for a price drop; they haven't found a business model yet.
· In order to encourage and facilitate the digitisation process two working groups have been established within the FFA:

· Technical Working Group: The FFA together with experts from the UKFC, CNC and the Frauenhofer Insititut have published a guideline on digital cinema in which they stipulate interoperability on the base of a European Standard (ISO). There aim is to ensure the quality of digital cinema in Europe, to establish a data base system that informs about  the necessary equipment for a digital switch over (e.g. standardized key access system) and a standard theatre management system. 
· Financial Working Group: Just as the experience in the UK the major problem in Germany is the financing of the digital switch over. Germany has a lively independent cinema scene. However 30% of all cinemas make 70% of the overall turnover. These small independent cinemas which contribute considerably to cultural diversity cannot afford the digital switch over for their screens. So far, the public authorities are reluctant to provide public funding as long as there is no convincing business model. 
· The FFA is concerned about the risk that digitisation could create opportunities for big multiplexes and big distributors. The aim would be to restructure the market so as to avoid a to class system with a considerable loss of cultural diversity. There is an urgent need for a common European policy because of competition issues, cross-border distribution… 

2.3. French experience: Lionel Bertinet, CNC

· By the end of 2007 10% of the cinemas in France have digitized. On the basis of the Goudineau Report the CNC published a document summarizing all the challenges concerning digital cinema, namely the quality and security of projection, and interoperability of d-film and devices. With a close link to the FFA the CNC also established a financial and a technical working group. The financial working group relies on the assumption that there will develop many and different business models and it has developed a software tool to calculate the costs of digitisation (see 4.2.). 
2.4. Portuguese experience: Nuño Fonseca, ICAM
· The Portuguese market is not comparable with other audiovisual markets in Europe. The theatres are concentrated in the coastal area, especially the Lisbon area. The distribution market as well as the exhibition market is also extremely concentrated on a few market players with a high share of US-productions. Hence, digitisation faces a vertical as well as a horizontal problem of integration.

· The responsible ministry launched a pilot project (400.000 €) for funding digital cinema on the basis of the study of an external consultant. The project was restricted to non commercial exhibitors (e.g. universities) and therefore can't be taken as a part of a wider strategy for digital switch over. Furthermore at the time basically no digital content or technical standards for equipment were available. The pilot project terminated in 2005 and was evaluated by ICAM. The evaluation arrived at the following conclusion, which helped to define principles for the support of digital cinema and eventually to establish a regulation based on Structural Funding: Digital cinema must be fully compatible with international standards, funding should not be limited to non commercial beneficiaries, Digital cinema should not be supported as a gadget but as a tool to promote cultural diversity, digitisation of screens must come along with the creation of digital content, public funding is not sufficient, stake holders have to find additional ways of financing.
· The current funding scheme faces several difficulties: The restriction to rural areas and therefore the exclusion of the Lisbon area, the  limitation to non-commercial players, and still the lack of suitable content.
3. General Discussion

The discussion focussed on the following points:

3.1. Report on recent developments in the other countries

· Scandinavian Countries

Norway has launched a funding scheme (20 Mio €) with the aim to equip cinemas with digital projectors. Pilot projects focused on small cinemas in rural areas, which led to a rise of admission of 40% (mainly due to the availability of films at the same time as in major cities). By autumn 2008 400 screens will have received digital equipment. In Sweden the progress of digitisation is stagnating because of the recent political and economical changes (e.g. the major Swedish exhibitor has gone bankrupt)
· BENELUX

In Belgium, there are about 40 digital screens. Distributors are very much interested, to a point where some cinemas must actually turn down films. Conclusion: when the equipment is there, the films are too.
· New Member States

Experts from Hungary and Estonia also reported on their experiences.
3.2. Financing: costs and benefits of digital cinema

· The financing of the digital switch over seems to be the major problem. It was generally agreed that there is not a single business model that meets all the needs of all players. Distributors and exhibitors still haven't found an agreement on the allocation of costs. The system of "virtual print fee" might be one way to include the distributors in the financing of the digital switch over. There have been good experiences in some member states (e.g. UK). However, there is a strong fear that only a few and mainly US distributors will benefit from digitisation.
· The opinions on how much the digital switch-over actually costs per screen differ considerably among the stakeholders. In the meeting, figures between 55.000 and 75.000€ were mentioned. More importantly, there was general agreement that the costs are bound to decrease.
·  Especially small, independent cinemas can't afford to equip their screens with digital projectors. However, the small cinemas are the ones that promote European cinematographic works and therefore have a great impact on cultural diversity in Europe. Hence, the participants agreed that these theatres need special addressing and support for their digital switch over.
· Apparently there is a certain asymmetry (leading to a "chicken and egg problem") in the market concerning the creation of digital content and the digitisation of projection in the theatres. This could justify a public intervention. Alternative content seems to be a marginal phenomenon.
3.3. Technical problems
· Especially the exhibitors pointed out that the key management for the distribution of digital films should be improved. However, all experts agreed that technical problems will soon be overcome.

· A key question for digitisation seems to be: How to ensure interoperability of digital equipment and digital film material? The guidelines and the ISO-Standards developed by the FFA, CNC and Frauenhofer are a good basis for further actions in that area.
3.4. The value of digital cinema

The experts summarized the benefits and advantages of digital cinema:

· Greater visibility and distribution of European Cinema

· More cultural diversity due to more flexible programming (also beneficial for the advertising industry) and greater choice of content

· More people can benefit from cinema (more languages available, access for disabled persons etc.)
4. Actions under MEDIA 2007 and of Eurimages

4.1. CN Films pilot project
In 2003 the CNC launched a three year pilot project to support distributors and to encourage them to experiment with digitisation.
The project is based on two pillars:

· Financial support of the release of digital films (costs for extra dubbing / subtitles etc.)

· Provision of a software tool ("Hollywood Software") that ensures that the release proceeds satisfactorily and calculates the requirement of keys and other costs.

So far 8 distributors are involved in the project and 4 digital films have been released. However, the CNC does not take over the work and the decisions of the distributor but assists and gives advice. Apparently there is a great lack of Digital Literacy in the market.

4.2. Europa Cinemas

In 2008 the network has supported 32 cinemas with the digital equipment of their screens. 28 are localized in the UK, which led to the conclusion that the UKFC funding scheme is complementary to a European funding system and that the UK can function as a good-practice example. The EC Network focuses on small single screen cinemas, which mostly programme European works (60% of the total programming). During the roll out of the project distributors and exhibitors developed a strong and stable network, costs of investment could considerably be reduced. However, there is still a critical mass of small theatres that can't afford digital switch over.
4.3. Eurimages

In 2007 Eurimages initiated a funding scheme for digitisation costs for producers up to 10.000 €. So far there have been very few applications. All applications as well as older applications for producer funding have been analyzed in order to find out why producers do not include digitisation costs in their production budgets. Generally it can be concluded that on the production side strong reservation still exists against digitisation as well as lack of knowledge.
5. Possibilities and constraints of Financing The digital switch over
5.1. European Investment Bank
The EIB representative described the possibilities and conditions of their involvement in the financing process. 

· There are several connecting points that would allow the EIB to invest (i2010 strategy of the European Commission; digitisation itself as an emerging knowledge based sector; support of regional development and small and medium enterprises)
· The EIB considers itself as a "Wholesale Bank" (minimum size of a project: 40-50 Mio €) which has no expertise in the audiovisual sector and therefore requires a specialized "Wholesale Partner" on the other side. In order to establish cooperation the audiovisual sector would have to bundle their interests in a legal entity that represents them in contacts with the EIB.
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