e track

2W your profit adviser: ® independent e up-front e daring

One of the most attractive options a ...

. custom-oriented specialist has, is joining forces with
manufacturers who have asolid track record of partnership with
their dealers and who, at the same time, continually innovate to
stay at the forefront of their fields.

BEING IN THE RIGHT PLACE AT THE RIGHT TIME, WITH
GREAT KNOW-HOw AND CREDENTIALS

Over the last decade or so, as home theater and 2-piece
projection has (1) moved into the realm of the attainable for
upper-middle class clients and the dealers who serve them, and

as (2) improvements in technology have expanded both the
options and the market for “big picture” (from dedicated, no-
ambient-light home theaters to multi-purpose rooms with high
ambient light conditions), the right screen has become a very
important element in the “big picture” experience. Ten years
ago, Stewart Filmscreen was evaluated inthei.t. survey for the
very first time. Beginning with the 1999 survey, they have
topped the Overall Results charts - initialy in the combined
Video Display and Screen groups - without interruption. Three
years ago we separated screen companies from video display
companies, to give the latter a chance to compete within amore
homogenous group. But whether you look at just the
Screen, or at the combined Video Display/Screen
groups, Stewart remains No. 1 Overall either way.
How, exactly, have they been able to sustain that
position?

“They seem to have the best screens, and they are
pushing the edges of performance,” said a West Coast
independent, who was one of 12 dealers| contacted for
in-depth feedback. “ They are a high end company, and
guys like me need high end products. Plus, their
serviceisvery professional.” Other dealerscommented,
“Sewart has a broad range of products, and they
always enhance them for the latest projection
technologies.” “ The product works very well and has
avery good fit and finish to it. All our customerstend
to be extremely satisfied with the final look and how it
works.” “We like the quality of the product and the
market position they have chosen.” *“ They have been
very progressive in keeping up with projector
technology. As the brightness of projectors has
increased, they've adjusted their line - and they have
educated their dealers.” “ We have never come across
avalid, stable [projector] technology that Sewart did
not have a screen towork with.” And while one dealer

A Winning Team (L to R) -- Stewart CEO Patrick Stewart, Director of ~ noted that as projectors improve in terms of contrast

Sales Joaquin Rivera, Chief Financial Officer Tom Stewart

ratio and brightness, “ they don’t need the level of help
that a Grayhawk or Firehawk givesthem,” that's
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somewhat of a moot point, since all of Stewart’'s screen
materials, bethey Firehawk, Grayhawk, StudioTek 130 (awhite
screen with a 1.3 gain) or any number of other screen materials,
are priced the same. This alows dealers to spec in a screen
early on in the process, yet wait to choose the optimal material
until it isentirely clear exactly how the room will be used.

Do customers know about Stewart’s ties to the movie and
aerospace industries and/or is it helpful to include that
information in the sales presentation, | asked the dealers. “If a
customer questions the screen, then I'll go into Stewart’s
credentials,” onedealer said. “ But if the customer islooking for

Protecting the Environment:
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an entry level theater, those credentials can actually backfire,
because now Sewart is perceived as the créme de la creme
[with prices feared to reflect that position]. “ The typical sales
argument is our recommendation,” responded another dealer.
“However, all the customer sees when he walks into the door
hereare Stewart screens.” Weuse Stewart’ scredentialsalot,”
noted yet another dealer. “ Screens are still something very
foreign to our customers, so credentials such as an Academy
Award are a huge plus.”

How DEALERSVIEW STEWART'S PRODUCTS AND SUPPORT

Interms of numbersof Stewart screenssold per year, thedealers
in this sample spanned quite arange, from 5 or 6 per year at the
low end al the way up to 80-100/year, with the majority
installing somewhere between 12 and 25 per year. Typically,
dealers said they’ve been selling more fixed than motorized
screens, with a few reporting they had also installed Stewart’s
micro-perforated and/or their latest variable masking screens.
Of course, before you can sell, you must show and demonstrate.
“| want to up the ante on what my customer s see when they walk
in here,” explained a dealer who had just taken delivery of

Stewart’ snew (and very expensive) Cinecurve variablemasking
screen with Lutron’s super-quiet motors (the same motors
Lutron usesto move shades). For another dealer the reason to
bring in thisvery high end multi-masking screen was not merely
to wow his customers now. “We wanted to make sure that we
never had a situation - regardless of the projector, regardless of
all the technol ogies that would come and go - where the screen
was not big enough or could not be made small enough with the
right aspect ratio,” he said. “We wanted complete flexibility.
Our system needs to be updated periodically. Therefore, we
designed it so it would be easy to change, and the Stewart
variable masking screen fit the bill perfectly.”
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Product reliability is aways important, particularly so
when the product isbuilt in. Dealers comments here
included, “ | can’'t recall ever having had a broken one
or anything wrong with any of their screens,” and“ one
defective out of 12 last year, and that is the only one |
canever remember. They sent an advancereplacement
and paid freight for the bad one to go back. Their
serviceisstellar,” an opinion, incidentally, all dealers
| spoke with shared, including the one dealer who
complained about multiple prob- lems, from wrinkled
screens to chipped and peeling paint, to mechanical
failure of the electric motors, and screens that did not
have the proper tension. Even this dedler
acknowledged that Stewart is* quick to respond. They
do anything to help us. And sometimes they just send
anew screen.” Thedealer who, inthisgroup of 12, is
selling the most Stewart screens reported that
“ problems are infrequent - we have maybe one or two
issuesayear. Often, that isdueto miscommunication,
and they take action immediately.”

The vast majority of the dealers contacted also had
high praisefor Stewart’ sdesign tool, Screen Assistant,
which even a novice can master quickly. “ I love that
software,” said one dealer, “it helps us design our
systems, so we don’t need to call Tech Support all the
time.” “ It’s very hard to make a mistake in Screen Assistant,”
one dealer said. “We review it here, then our rep reviews it,
and finally Stewart reviews it and sends us a written
confirmation with prices”  But for dealers with very
complicated installs, “ you call their 800 number, get a screen
engineer on the phone, and they walk you right through it.”

TOBE ORNOT TO BE (AND HOW TO BE) IN THE ENTRY LEVEL

Despite the very high regard that the dealersin this sample hold
Stewart in, most - though not all - also carry at least one other
brand of screen, typically to have something to offer at the entry
level where, given the drop in projector prices, “ entry level” is
now understood to be screens at or below $1,000 MSRP. About
half thedealers| spokewith madevery spirited pleasfor Stewart
to participate in the entry level, while the other half was
adamantly opposed to theidea. “ How can you tell a customer
whoisbuying alittle Hitachi projector for $1,700 that he should
spend the same amount for a screen,” said one of the dealers
whoisinthefirst camp. “ Now | haveto go to one of Sewart’s
competitors, and that means, they are letting me deal with the
devil! Of course,” he allowed, “ they may well have looked at it



and decided it iscounter-productivefor themto gotoo far down-
market. But | don’t know. B& W simage hasn’t been harmed by
their having $200/piece speakers! | sell lots of the expensive
and lots of the inexpensive ones!” Another dealer’s pro-entry
level argument went like this: “ When Krell came out with their
first integrated amp, welooked at it as*“ Baby' sfirstKrell.” It's
a way to introduce people to a brand and get them involved in
that brand.” But other dealers advanced equally strong
arguments against Stewart’s going down to entry level: “ They
arevery clear that their positionisthe premiummarket position.
Plus, I'd rather sell a $70,000 home theater than a $7,000 one.
My engineering, programming, scheduling, installation costs,
etc. arethe same[or closeto the same]. Another dealer stressed
the same principle, that “ it snot worth my installer’ stimeto put
up a $3,000 projector and a screen at half that price.” In his
business, customers with those kind of budget constraints get
steered toward a Mitsubishi big screen TV. However, where
dealers homethesater packages start at $10,000, Stewart, which
offers avery nice 82" fixed screen at a sugg. retail of $1,600,
remains well within the ballpark. Of course, not every dealer
does the bulk of his business with $10,000 and above systems.
And even dedlers who do, often also want to show customers
that hometheater isnot only “ arich man’sgame.” $till, asone
strong Stewart dealer said, “ we do entry level, and I’d love for
Sewart to offer that. But our focus is on ‘best of class.” If
Sewart feels they cannot offer under $1,000 screens, I'd
under stand.”

At CEDIA last year Stewart introduced their Media Screen,
which might well be seen asacomponent in an upscale“ Home-
Theater-in-a-Box.” It consistsof a 72" screen (also availablein
80") with a nice frame, finished in a piano lacquer, and with
speakers attached. The sugg. retail is $3,900. Deders can
complete the package with a projector, DVD player, receiver,
subwoofer, etc. of their choice, and offer the entire package at
lessthan $10,000. However, the overwhelming majority of the
dealers | interviewed were absolutely not in favor of this
approach. “1 love Stewart,” said one dealer, “ but | don’t want
them going into my speaker business! | can do entry level home
theater better for less money, without Stewart selling me
loudspeakers!” Another dealer itemized how he puts together
a Hitachi LCD projector, a Denon receiver and DVD player, a
B&W 5.1 system and ‘ascreen’ - “ all for $5,000, and | make a
decent margin. | endorsetheidea of a package, but | do my own
version of it.” “ Stewart’s Media Screen takes the * custom’ out
of custom.” “ 1 don’t seethe point, when | havea 73" Mitsubishi
DLP that has a 1080p chip in it, is only 21" deep, and is
amazing.” The upshot here is that while dealers will put
together their own pre-designed home theater packages at
various price points, Stewart really touched a nerve by making
the speakers part of the package they offer. Not only are
speakers high margin items, “ they are the dealer’ s signature!”

HOw TO FURTHER | MPROVE THE PARTNERSHIP

Eight of the 12 dealers| spoke with belong to either HTSA, HES
or PRO, all of which have programswith Stewart. 1t' sthe4who
have no buying group affiliation who said that Stewart has no
programsfor dealers. Not unlessyou ask, thatis. “ Thereareno
official programs, but if you ask, you do get help from them. If
we need something, our Stewart rep - a great rep, by the way -

gets [Director of Sales] Joaquin Rivera up here, and we talk
about how we can make it work for everybody. Joaquin never
feels like | am trying to beat him out of the last nickel, and |
always feel like he is giving me all he can.” Which, as this
dealer clearly recognized, isall in the spirit of partnership.

Stewart offers a40% margin on their screens, and afew dealers
commented that years ago the company used to have a much
narrower distribution, “ but that’s not been a problem. The
obtainable marginisfair.” Of course, therewere afew dealers
whofelt that the screen category could* easily justify 50 points.”

“ ... and on less expensive screens we can get 50%!” But when
| played that back to other dealers, they all but caled their
colleagues greedy: “ The marginsare good! Serviceis, | think,
fantastic. They dotraining. They do everythingweask.” “ Yes,
| wish Stewart had 50% margins, too,” said the particularly
partnership-oriented dealer. “ Butitisreallyimportant to usthat
our manufacturers remain healthy and financially vibrant, and
in a premium position in the marketplace.”

How can Stewart improve even further (setting aside, for now,
the “go/don’t go” debate among the dealers with respect to
Stewart entering the sub $1,000 MSRP screen market)? As

One of Five Quality Control Steps

dealers thought about that question, they sort of mentaly
checked off all the parameters they grade companies on in the
survey, and several stopped at Just-in-Time Delivery, one of the
areas where Stewart typically does not come out on top. But
that’ sbecause “ they are building most screensto spec, and that
takes 2-3 weeks, which is not a problem.” Dealers were quite



aware that Stewart now stocks the fixed “ snap screens,” and
typically gets them to dealers within 5 days. The motorized
screens “ take about 5 weeks. Knowing that, we can plan - and
you canrely on Stewart’ s shipping estimates.” “ Just do a better
job communicating with us which types and sizes of screensare
available in the Quick-Ship program,” one dealer suggested.
Other than that, nothing cameto mind for most dealers. Training
at dealer locations is readily available, and while some of my
interviewees said their guys had been to factory training, none
of them had been, themselves. After | told them abit about my
own visit to the Stewart factory (see below), one said, “ | would
enjoy that! It would probably assist me in selling the product
with even more enthusiasm!”

FIRST-HAND | MPRESSIONS FROM A FACTORY TOUR

Stewart Filmscreenisafamily-owned businessthat wasfounded

Viewing Areas of Screens Are Taped Off for Painting

by Roy Stewart in 1947. One of Roy’s 4 sons, 76-year old
Patrick Stewart, currently holds the CEO post. Patrick’s son,
company president Grant Stewart, divideshistimebetweenthe
original factory in Torrance, CA and theplantin Amelia, OH. In
additionto thosetwo factories, Stewart al so has assembly plants
in Singapore and Denmark, which servethe Asian and European
markets, respectively. Pat’snephews, Don Stewart, Executive
VP Engineering & Sales, and Tom Stewart, VP Finance,
operate out of the Torrance headquarters. Director of Sales
Joaquin Rivera conducted my full day tour. With only 6-1/2
years at Stewart under his belt, he might ailmost be called a
“newcomer” at thiscompany, wherekey employeestendto have
long tenures. But Rivera has been able to carve out a solid
place for himself in the company and with Stewart’ s dealers.

Once past the reception desk, we entered alarge areawith easily
more than 20 individua cubicles that house dealer support
personnel. These are sales engineers, designers, and tech
support people, who may cover either the Consumer, the
Commercial, or the International segment of the business.
Looking at the names and into the faces, it strikes me that there
is something of a mini-U.N. working here: Solander,
Permonohadi, Yepez, Roche, Savali - quite a collection of
ethnic backgrounds interspersed between such anglo names as
Kimber, Tucker, McKenzie. | shake hands with Sales
Operations Manager Hideki Okamoto, a long-term Stewart
employee and a familiar face. | meet Product Manager Diana
Ha and Plant Manager Mark Robinson, who have been with
the company for 15 and 20 years, respectively. The group
consisting of Steve Tucker, Medi Permonohadi, and Gary
Browning, | learn, devel oped, maintains, and updatesthe Screen
Assistant software which, Rivera notes, will also go on the
Stewart website the first week of April and will even be
availablein 3-D, “ just to make it cool!”

Rivera then leads the way past outdoor assembly areas - here
light-weight metal tubes lie stacked, there wooden crates are
being built - and in passing | notice metal containers, the size of
cement mixer drums, that hold Stewart’s top secret chemical
formula. We duck around corners, through narrow connectors,
walk past a network of massive pipes. “Sewart is an
environmentally conscious company,” Rivera comments,
pointing to those pipes. All chemical residues are combusted at
high temperatures. “The Blackhawk screen is no longer
produced because the fumes were harmful to the environment,”
he says. After rounding afew more corners, we walk through
yet another door and finally reach the room that leaves visitors
momentarily speechless. You face an immense glass wall
behind which lies an almost entirely empty room about the size
of alap pool. Everything is white - walls, floor, ceiling. A
robotic spray rig moves along arail that runs the length of the
room and sprays a white mist up against the ceiling where,
Riveraexplains, there' samold that is held up through negative
air pressure. The filmscreen formula is sprayed on, the rig
advances, sprays the next section, and when it's al done, the
material is alowed to cure under precisely controlled
temperature conditions. Once the solvent has evaporated in 3-4
days, the material isready to be scored, pulled off the mold, and
rolled onto metal tubes. Theentirefloor gets scrubbed (because
of the negative air pressure, no errant particles can float up
toward the ceiling), and theroom isready for another filmscreen
to be made.

The next room reminds me of a monochromatic fabric store.
There are racks reaching all the way up to the ceiling, holding
long rolls of film screen materials. There are huge tableswhere
the screens are cut. In the next room, cut screens hang
suspended from the ceiling, and in the room after that the hung
screens have their viewing areas taped off. Huge glass-topped
“cabinets’ with rows of strong lights underneath are, Rivera
explains, QC stations. All Stewart screens must pass 5 QC
steps, first, when the material isstill up against the ceiling mold;
next in this QC room under strong lights from the front and
back; then before the screen is cut to size; after that, whenitis
hung; and for the fifth and final time after it has been painted.
Along every step of the way, if an imperfection is found that



watch one of the new CineCurve screens with variable masking
being tested, then it’s off to a separate building that houses the
demonstration and training center. Now I’ m in for nothing but
treats: A 3-D demo, where the imagesfloat in the air in front of
you. Thenwewalk upstairsto alounge, wherenormally dealers
who come for training get to kick back and relax during breaks.
The Stewart Media Screen is set up there and, sorry to say, |
totally forgot about speaker margins, | just sank into one of the
two comfy seats facing the large screen. The projector was
discreetly tucked away into the cabinet between the two seats,
and | just got lost in the life-size images of the streetscapes on
screen. That, of course, makesmeyour typical female customer.

STEWART FILMSCREEN COMMENTS

“ That screen was not designed for a home theater,” said Don
Stewart in afollow-up phone conversation, “ it’ sfor women. We
had quiteafewladiesin here, and they all loved it. What we got
from them is that they don't want separate speakers. They
wanted one unit, because that's clean and uncluttered.” Also,
he added, “ there’s a gap between the 62" plasma and the 82"
home theater screen, which thisunit attemptstofill. And asfar
asthat Mitsubishi rear projector or the plasma with the built-in
speakers - | don't hear dealers yelling about that!” Rivera's
comment: “ Dealers cannot |ose sight of who they are serving.”

Out of the company’s illustrious history - Roy Stewart’s
personal friendship withWalt Disney, the early work with all the
great film studios and with the big names in the
military/aerospaceindustry - hasgrown, it seems, areal aptitude
for collaboration, for learning from the customer, for meeting
specs, for seeking the win-win. Today, 47% of Stewart's
businessison theconsumer sidein North America. Commercial
businessin North America represents 27%, 7% is done with the
filmindustry, and the international consumer, professional and
simulation business makes up the remaining 19%. In other
words, today, the dealers on the consumer side are responsible
for amost half of Stewart’s business. That makes them very
important partners, and Stewart listensto them. But for now at
least, though Don Stewart admits there have been long
discussions, even arguments, about it internally, the company is
not interested in making entry level product. As Rivera points
out, “it's hard to be all things to all people. We would rather
concentrate on our strengths and maximize them.” He's also
very passionate about deal ersnot getting bogged down too much
at theextremeentry level. “ Afewyearsback welost 18 dealers
because they ventured into the less expensive market,” he said.
“They didn’'t understand that now they had to do 10 times as
many projects, just to stay even, and with 10 projects you have
10 issues to deal with.”

Rivera also stressed that it is not margin percentages but profit
dollarsyou take to the bank (keep in mind that 40% of $1,600is
more than 50% of $1,000!) Stewart wants dealersto maketheir
full 40% on the company’ s products - that’ swhy the screens get
QC-ed 5 times before they are shipped. That’swhy dealers are
trained, why “ we want to make sure the dealer doesit right the
first time. If he doesn’t, we all lose - the dealer loses money
because he has to go back to the customer a second time.
Stewart loses because we have to take the screen back.” Don
Stewart apparently felt that dealersweren’t comparing applesto
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apples, weren't aware of the custom touches Stewart offers.
“Look,” he said, “even on that $1,600 screen, if the dealer
needsit to sit off thewall 16" and the top hasto tilt out 2" more,
we'll go to our machine shop here and build brackets to
accommodatethat.” Also, Stewart doesnot offer “ good, better,
best” solutions, because choosing the right screen depends on
the application. “What distinguishes our company is the
continuous drive for the highest quality optical surfacesand the
highest quality performance,” Don Stewart said. Their latest
screen material, the ISF-certified Grayhawk Reference, for
example, was developed to meet the demands of Joe Kane for
the world’ s only gray reference screen.

While these kinds of effortswill always continue, the factory in

A CineCurve Screen with Motorized Multi-Masking

Torrance has now begun the process of developing standards -
and the mindset - for lean manufacturing and its emphasis on
cutting out waste. A company like Stewart, | said, sort of
thinking out loud, given the take-over climate in our industry,
must have received feelers? “ Yes,” Don Stewart replied, “ but
the answer today isthat every one in the family enjoys going to
work. And the other thing is, our biggest resource here are our
employees. They' ve helped get usto wherewe aretoday. If we
sold, sure, the new ownerswould say they won't change a thing
- but 6 months later they would. And then some of our great,
long-term employees would be left out in the cold. That would
make me feel like we' d abandoned our people.” Stewart Film-
screen is at www.stewartfilmscreen.comand at 800-762-4999.
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