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Technology Analysis for Business & Investment 

If you have been to a theater in the US and watched a movie in 3D, chances are it was in a RealD-
outfitted cinema.  The company was one of the first to move aggressively into commercial 3D 
cinema, and in 2005 started to lay the groundwork to become the dominant provider of this 
technology in the US.  

It hasn’t been cheap, though, and the company has required $72M in venture funding and is in the 
market now to raise further capital via an IPO. 

The 3D cinema market is expanding rapidly as the production of 3D content increases and consumers 
flock to theaters due in part to the enhanced entertainment experience they get from 3D content on 
the big screen.  Now, with multiple 3D movies running at the same time, many cinemas are shifting 
from having one or two 3D-capable screens to having many.    

More controversially, the chief consumer electronics companies are also gearing up for a major 
expansion of 3D technology into consumer homes.  Nobody knows to what degree consumers will 
want to watch 3D content in their home, but the technology and content will be widely available and 
increasingly added as a “standard feature” to higher end models.  RealD has licensed their technology 
to a number of the leading consumer electronics firms and is positioned to benefit if and when this 
trend takes off. 

In evaluating the IPO, investors will appreciate the company positioning and dramatic revenue 
growth; what they may like much less are the high expense levels and history of making large losses.  
Based on our base case, the proposed pricing is close to our current Intrinsic Value estimate of $15 
for this year, and IV steps up dramatically in 2011 to $25 as the revenue ramps to bring profitability 
into the picture. 
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INTRODUCTION 
 
Traditional video entertainment (2D) is shifting to 3D. 3D viewing enhances the viewers' experience 
by adding depth, creating the feel of reality, and heightening the emotional impact on the viewer or 
game player.  3D is also expanding its long-standing usage in scientific, industrial and military 
environments.    
 
The monster success of James Cameron's movie Avatar demonstrated the powerful consumer 
demand and money to be made in 3D. Nearly 67% of Avatar's US box office revenue for the 3D 
version was derived from movie screens deploying RealD Cinema Systems. As of March 2010, 
RealD Cinema Systems has been consistently accounting for 60-90% of box office collections for 
the 3D movies released in 2009.  
 
RealD has a scalable business model, which allows them to benefit directly from the expansion of 
3D cinema into more theaters and also from increased 3D content and viewership in theaters.  In 
addition, they have a foundation built in consumer electronics with leading manufacturers, which 
can contribute to their growth as 3D migrates from the cinema to the living room. 
 
The rest of our report looks more closely at the market, the company, and valuation for anyone 
interested in the IPO and public stock valuation of RealD. 
 
MARKET OPPORTUNITY 
 
We think of the market opportunity for RealD in three segments: cinema, consumer electronics and 
industrial applications.  Today, the main driver by far is cinema, so we expect most analysis to focus 
on this segment.   
 
The trend of analog to digital and 3D in cinemas is well-established but still in the early stages.  One 
very simple way to think about the current market opportunity for RealD is to project their existing 
market share across the expected total market for digital 3D cinemas.   The company generated 
$189M in gross1 revenues for the 12 months ending March of 2010 based on an average of 4,000 
RealD screens. There were approximately 133,000 worldwide non-digital theater screens as of the 
end of 2009 that are likely to convert to digital projection. As of December 25, 2009, approximately 
16,000 digital theater screens were deployed worldwide, representing approximately 11% of the 
worldwide installed base. Approximately 55% of digital theater screens deployed worldwide are 3D-
enabled. 
 
As a fairly conservative starting point we can assume that only 50% of analog screens will convert to 
digital, and of those converting 50% will be incorporating 3D technology.  Keeping market share 
and business terms constant, the current opportunity for RealD is about $1.5B.  What is less clear 
today is how the mix will shift between installation and equipment revenue versus usage and viewer-

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
1	  RealD provides stock options to theater owners as a business practice and deducts the estimated 
cost of these options to arrive a “net revenue” figure.  We’re using gross revenue in evaluating 
market opportunity. 
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based revenue over time.  However, the overall market size provides adequate opportunity for the 
company to generate the revenue growth that drives our Intrinsic Value (IV) estimate.  
 
As an additional proof point regarding the near-term market opportunity, we note that an entity 
formed by three of the large cinema companies (AMC, Cinemark and Regal), Digital Cinema 
Implementation Partners (DCIP), has obtained financing that will provide funding for the digital 
conversion of up to approximately 14,000 additional domestic theater screens.  Increasing numbers 
of theater screens to be financed by DCIP provides RealD with a significant opportunity to deploy 
additional RealD Cinema Systems in the domestic market.  
 
Turning to consumer electronics, RealD has technology licensing agreements in place with 
manufacturers like JVC, Panasonic, Samsung, Sony Electronics and Toshiba; content distributors 
like satellite television services company DirecTV; and content producers, including interactive game 
publishers Ubisoft and NAMCO. However, the specific terms — as well as the timing — of end-
market demand for these products make it difficult to include a specific estimate of market 
opportunity.  Nevertheless, it is clearly incremental and likely to be high margin by virtue of the 
royalty structure.   
 
According to International Data Corporation, or IDC, 2009 worldwide shipments for plasma and 
LCD televisions were approximately 123 million; digital pay TV set-top boxes were 89 million; 
digital video recorders were 32 million; interactive gaming consoles were 93 million; laptop 
computers were 169 million; desktop computers were 127 million and mobile devices (capable of 
displaying robust visual content) were 174 million. RealD believes their 3D technologies can be used 
in future versions of these consumer electronics products. RealD, however, has yet to generate any 
positive cash from these segments, and one can only loosely speculate by looking at the IDC figures 
above.   
 
Although it isn’t clearly a separate market opportunity for RealD, the transmission of live events — 
including sporting events and concerts — in 3D is gaining acceptance. The 2008 broadcast feature 
of a NFL match-up of the San Diego Chargers and the Oakland Raiders was delivered via satellite to 
RealD-enabled screens in Los Angeles, New York and Boston. The 3D technologies utilized for this 
broadcast are the basis for RealD format for delivery of 3D content to high definition televisions, 
laptops and other displays in the home and elsewhere. In addition, RealD recently introduced RealD 
LIVE, which enables live event 3D broadcast capabilities in theaters. Live concerts and sporting 
events in 3D are an additional driver of the cinema or venue-based market, as well as consumer 
electronics. 
 
Outside of entertainment, there is a long-standing industrial market for 3D technology that RealD is 
pursuing. It supplies a range of 3D visualization equipment (hardware and software) to education, 
research & product development, healthcare, and defense establishments. In this space RealD has 
clients like NASA, Caterpillar, McDonnell Douglas, Harley Davidson and Glaxo SmithKline. 
 
SUMMARY COMPANY INFORMATION 
 
RealD was incorporated in California in 2003 and was subsequently reincorporated in Delaware in 
April 2010 as "RealD Inc." As of the end of March 2010 the company has 74 employees spread 
across its offices in the US, Canada, UK and Japan.  
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RealD focuses primarily on 3 segments: 

 
Cinema – RealD manufactures and deploys 3D projection systems along with 
necessary eye wear.  The vast majority of the current business is in this segment and 
is driven by theater projection equipment and 3D viewing glasses. 
 
Professional – This is a more advanced set of technologies for use in education, 
healthcare, research & development.  Products include 3D displays and higher-cost 
active shutter style 3D glasses. 
 
Home Use – RealD licenses their technology to consumer electronics 
manufacturers, broadcasters and content providers to bring 3D entertainment to 
homes. Although it’s too early to ascertain how 3D technologies will ramp into the 
home and precisely which technologies and vendors will take the most share, RealD 
is at least positioned to potentially benefit from growth in this market. 

 
The company has raised venture funds amounting to $72 million in three rounds since 2007. They 
have used this capital to achieve a high market share in 3D cinema and grow net revenues sharply to 
nearly $150M in the March 2010 fiscal year.  
 
History: RealD was founded by Michael V. Lewis and Joshua Greer in 2003 with the goal of 
bringing a premium 3D viewing experience to audiences everywhere. In 2005, RealD acquired 
Stereographics, one of the largest providers of 3D technologies at that time with a rich history in 3D 
technologies spanning nearly 30 years. In March 2005, RealD demonstrated their initial RealD 
Cinema System to motion picture exhibitors and studios. In November 2005, Disney released 
Chicken Little to theaters, including to approximately 100 RealD-enabled screens. With this release, 
RealD become the first company to supply technology to display 3D using a digital projection 
system. In 2007, RealD acquired ColorLink, a polarization control, photonics and optics company 
with an extensive patent portfolio. The 3D technologies obtained with this acquisition were used in 
piloting the Mars Rover in 1997. In 2008, RealD entered the 3D consumer electronics market with a 
number of 3D technologies for the home and mobile devices.  The first consumer electronics 
products utilizing its 3D technologies are now becoming available to consumers. In December 2009, 
Fox Studios released Avatar worldwide, including to approximately 4,200 RealD-enabled screens.  
 
Products: As noted above, RealD products operate in 3 broad segments and these fall primarily into 
the cinema category: 
 

Cinema – the RealD Cinema System range of 3D projector systems are deployed in 
motion picture halls for projecting 3D movies and other 3D enabled entertainment 
content. Its range consists of "RealD Cinema System", "RealD XL Cinema System," 
and "RealD XLS Cinema System," designed for projections on screens of different 
widths. RealD Cinema Eyewear are the glasses which the audience needs to wear to 
view 3D cinema in the theater.  
 
Professional – RealD supplies 3D visualization tools for a wide range of markets 
from education, healthcare, research & product development, architecture, and 
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government and defense. The range of products includes 3D displays and more 
advanced glasses based on active shutter technology. Products range from PODs 
($500), Emitters ($90 to $400), Cable and accessories ($25 to $45), monitors and 
projectors ($2,000 to $6,500) and liquid crystal eyewear ($250 - $450). The company 
also offers RealD Professional Stereo3D Calculator software designed to help 3D 
content producers improve the quality of their 3D productions with tools to help 
during pre-production and on-set shooting.  The software runs on the 
iPod/iPad/iPhone and sells for $299. 
 
Home – RealD licenses its 3D enabling technology to leading manufacturers of 
consumer electronics, digital content broadcasters and content producers. The TV 
makers are marketing 3D fairly aggressively and RealD already has licensing 
agreements with JVC, Sony, Samsung, Panasonic and Toshiba.   

 
Business Model and Margins: Presently, the main stream of revenue for RealD is the licensing 
agreements it has with movie theaters; the bulk of current revenues come from these revenue 
sharing agreements. This provides RealD with a base of recurring revenue closely tied to the overall 
success of 3D cinema releases at the box office. Eighteen of the world's top 20 motion picture 
exhibitors utilize RealD Cinema Systems in their theaters, including AMC, Cinemark, ODEON, 
Regal, and Warner Mycal. In the majority of its contracts, exhibitors pay RealD an estimated $5,000 
to $10,000 upfront fee for the equipment and installation of the system (made up of a slide that 
snaps in front of the projector lens to create the effect) plus a royalty of about 50 cents per ticket. 
Distributors furnish the recyclable glasses. 
 
The consumer electronics division has technology sharing licensing agreements with major 
consumer durables manufacturers as well as content broadcasters and producers. The company has 
used a license and royalty model with large consumer-focused companies to enter this market.  
 
The professional and home segments are still in the development stage and represented less than 
10% of revenue in the most recent fiscal year.  However as the consumer electronics industry 
embraces 3D this revenue will grow as a percentage of the total and is likely to be higher margin due 
to the royalty structure the company has employed. 
 
Management and Culture: Founders Michael V. Lewis and Joshua Greer continue to serve RealD 
as Chairman of the Board of Directors and President, respectively.  
 
Prior to co-founding RealD, Mr. Lewis was Chief Executive Officer and co-founder of L-Squared 
Entertainment, a digital entertainment studio, from 1993 to 2001. While at L-Squared, he served as 
Producer on the 3D IMAX motion picture The Magic Box and as co-Producer for T-Rex: Back to the 
Cretaceous. 
 
Mr. Greer had earlier co-founded Walden Media, and was its Chief Convergence Officer from 2000-
2002. Prior to Walden, Mr. Greer was President of Digital Domain's New Media Group, a digital 
production studio. 
 
The rest of management team has a rich mix of experience in motion picture production, 
distribution and display, technology (especially mobile) and investment markets.  Generally speaking, 



	  

IPO Research Note | RealD Inc.                            ©Research 2.0 
   

Page 6 

the company management has a somewhat freewheeling “entertainment feel” versus more 
technology-oriented firms like Dolby or Nvidia.   
 
Partners, Suppliers and Alliances: RealD has used partners aggressively to achieve their vision 
and build their business.  In many ways, RealD is really a technology R&D and marketing firm that 
relies on a vast network of suppliers and partners to deliver its solutions to end customers, whether 
in motion picture halls, professional services or home consumers.  
 
For example, RealD has an alliance with Sony to supply 3D projector systems in which the RealD 
Cinema System is bundled with the Sony 4K Projector to provide a single projector solution. 
Ballantyne is another supplier of digital projector systems which bundles its projectors with RealD 
Cinema Systems.  Texas Instruments' Digital Light Processing device (DLP) is a critical component 
in RealD Cinema Systems, allowing it to display 3D rendered motion picture video. RealD also has 
agreements with third party manufacturers for their RealD 3D glasses.  Sonice Optical Product Co., 
Ltd., based in Guangdong, China is an example.  
 
RealD markets and deploys its RealD Cinema Systems to motion picture exhibitors through two of 
its subsidiaries, Digital Link and Digital Link II, who purchase digital cinema projectors from 
manufacturers with financing from NEC Financial Services, LLC, and lease the projectors to motion 
picture exhibitors as a zero cost lease. 
 
As mentioned elsewhere in this report, RealD has entered into technology licensing agreements with 
a large number of leading consumer durable manufacturers to integrate its 3D technologies into 
their range of TVs, laptops, table projectors and mobile sets. RealD also has licensing agreements 
with digital broadcasters and content producers. 
 
Competition: In the 3D motion picture segment, RealD faces competition from companies such as 
Dolby, Xpand, MasterImage, IMAX and others. However, RealD has executed very well in 
comparison to these competitors. As of end of 2009, RealD had approximately 50% of the 3D 
enabled movie theatres deploying its projector systems. These theaters accounted for over 75% of 
the box office collections for 3D motion pictures.  
 
Our quick summary of some of the competitors: 
 

Dolby – A high quality player that is just a day late and a dollar short.  Could be that 
the company has strayed from its roots as a pragmatic solution provider into a firm 
so overly enamored of its own engineering that they fail to deliver mainstream 
solutions that are cost effective.   We wouldn’t suggest counting them out, but so far 
they have missed the opportunity of a major market shift in their core business. 
 
IMAX – IMAX is probably the pioneer in terms of immersive commercial film 
experience and has done an excellent job.  However, they had to build the whole 
enterprise on their own – theaters, cameras, production crews, etc.   This approach 
has meant slower growth and a messy positioning compared with content owners 
and the cinema industry.   
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XpanD – XpanD is a very successful competitor outside of the US.  In addition, 
XpanD has a strong technology base and industry vision, which is scalable and likely 
to gain market share, particularly in large high-growth markets outside the US.  (An 
interview with Ami Dror, Co-Founder and Chief Strategy Officer of XpanD is 
available here.) 

 
RealD's primary competitors in the 3D consumer electronics market include Dolby, NVIDIA 
Corporation, Panasonic, Sensio Technologies, Inc., Sony Electronics and XpanD. It’s important to 
understand that the consumer space has a broad mix of licensing agreements (often with multiple 
firms) and also proprietary development.  This means that even though a company like Sony has a 
licensing agreement with RealD, this does not guarantee use of RealD technology or that even if 
they do utilize it that they won’t replace it with competitive technology.  Investors are all-too-
familiar with this phenomenon with companies like Apple that can launch a company into the big 
time and then pull the rug out from under it.  (PortalPlayer is one clear example from the days when 
the iPod first caught on.) In any case, today the revenue from the consumer space is minor but as it 
evolves and grows investors will have to focus in on details and do their homework. 
 
OPPORTUNITIES AND THREATS 
 
 + 3D is here to stay and growing into a large market, particularly in cinema where RealD has a very 
strong position. There is plenty of headroom in this market for RealD to grow. 
 
+ Licensing agreements based on revenue sharing arrangements (of box office collections) generates 
recurring revenue that scales with growth in 3D viewership and should eventually be capital 
efficient. 
 
+ Technology licensing agreements with large consumer electronics and content companies allow 
RealD to address that market with limited investments and prospectively enjoy high-margin 
royalties. 
 
+ Good existing network of partners, suppliers and stake-holders to foster adoption of 3D-based 
projector systems by motion picture exhibitors. 
 
- So far, impressive market share and heady growth have come with revenues but not profits. 
Management needs to generate massive margin expansion during a period of continued growth. 
 
- The company has limited resources when compared to other firms involved in the space like 
Disney and Sony.  As such, the risks of “leapfrog” technologies being developed that can 
immediately be produced and populated with content remains a risk as this market moves further 
into the mainstream. 
 
- Although strong in the US and growing internationally, RealD may not be able to replicate this 
success in large foreign markets like China. 
 
- The consumer market for 3D lacks standardization, and incompatibilities between competing 
technologies and accessories could disrupt market momentum or change the direction of adoption. 
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VALUATION 
 
As noted, the company has a history of operating losses. As with many management teams, there is 
a desire to focus on “adjusted EBITDA,” which some investors may indeed use as a yardstick.  Per 
our standard practice, we will follow our Intrinsic Value (IV) model which looks directly at taxed 
operating earnings in a fairly direct and non-judgmental fashion. 
 
The “base case” IV model is included on a separate page and we have factored in a continued steep 
ramp in both screens and viewership.  At the same time, we have allowed the company to expand 
gross margins and evolve to more normal operating expense levels for the usual categories of 
development, sales and administrative costs. 
 
For the current year our IV suggests a valuation of $15/share.  Because of the steep revenue ramp 
and dramatic margin expansion in later years, this figure goes up sharply to $25 for 2011, which is a 
typical portfolio planning horizon in our view.  We used 20x as the valuation multiple for our base 
case.  If the company does indeed generate a high percentage of recurring revenue and profits, this 
figure could be increased.  In our view it would be unreasonable to factor in a higher multiple until 
we see the company execute on the next phase of growth and margin expansion. 
 
CONCLUSION 
 
RealD is a pure-play on the growth of 3D in the cinema and is in a strong position to remain so.  
Going forward, additional growth in consumer electronics would be “icing on the cake” if it comes 
to pass.   
 
The company and the management team has been all about market share and revenue growth so far 
but will need to transition to a margin expansion and profit focus to generate positive Intrinsic 
Value for shareholders. 
 
At the midpoint of the proposed pricing range ($14) the shares are fully valued for 2010 but offer 
plenty of upside for 2011.  Given the huge swings we have seen in market sentiment and risk 
appetite, we’d be cautious on the shares at or above the filing range and would look for 
opportunities to acquire them at lower prices and/or nearer to the major ramp in IV that starts next 
year.   
 
 



RealD Base Case Price $14.00

RLD IV $24.54

14-Jul-10 Delta 75%

March YE 2007 2008 2009 2010 2011 2012 2013 2014 2015

Gross Revenue $16 $23 $45 $189

Cost of Options $0 $0 $5 $39

Total Revenue $16 $23 $40 $150 $239 $338 $436 $535 $633 RLD Ticker

YoY Growth 47.2% 69.7% 277.3% 59.7% 41.2% 29.2% 22.6% 18.4% Nasdaq Exchange

Gross Margin 12.0% 42.3% 31.7% 6.1% 10.0% 20.0% 30.0% 40.0% 45.0% 78% Rev Growth

Cost of Revenue $14 $14 $27 $141 $215 $270 $305 $321 $348 $14.00 Current Price

R&D $5 $11 $9 $11 $17 $20 $26 $32 $38 48 Shares Out

R&D % 29.6% 47.9% 22.4% 7.3% 7.0% 6.0% 6.0% 6.0% 6.0% 1% Avg. Dilution

S&M $3 $7 $11 $17 $24 $30 $39 $48 $57 $668 Cap (M)

S&M % 15.7% 31.2% 27.7% 11.2% 10.0% 9.0% 9.0% 9.0% 9.0% $13 Cash

G&A $4 $8 $8 $16 $26 $34 $39 $45 $51 $31 Debt

G&A % 27.0% 34.2% 19.9% 10.4% 11.0% 10.0% 9.0% 8.5% 8.0% $75 Proceeds

Operating Expenses $12 $27 $28 $43 $67 $84 $105 $126 $146 30% Tax Rate

Operating Income -$10 -$17 -$15 -$34 -$43 -$17 $26 $88 $139 20 P/E Multiple

Operating Margin -60.3% -70.9% -38.3% -22.8% -18.0% -5.0% 6.0% 16.5% 22.0% 15% Discount Rate

Other Income (Expense) $4 $6 $0 $0 $0 $0 $0 $0 $0 $24.54 Intrinsic Value

Taxes $56.8 $78.1 $70.8 -$10.3 -$12.9 -$5.1 $7.9 $26.5 $41.8 75% Up/Downside

Tax Rate 30% 30% 30% 30% 30% 30% 30% 30% 30%

Net Income -$63 -$89 -$86 -$24 -$30 -$12 $18 $62 $98

Net Margin -396% -379% -218% -16% -13% -4% 4% 12% 15%

Market Value Using P/E -$1,258 -$1,772 -$1,728 -$479 -$603 -$236 $367 $1,236 $1,951

Cash Position -$18 -$52 -$7 -$19 -$1 $61 $158

Shares (M) 48 48 48 49 49 50 50 51 51

Period Share Price -$26 -$37 -$36 -$10 -$12 -$5 $7 $24 $38

PV of MV 4 Years Out -$345 -$135 $210 $706 $1,115

PV of Cash 4 Years Out -$4 -$11 $0 $35 $91

PV MV + Cash -$349 -$146 $209 $741 $1,206

PV Value Per Share -$7.32 -$3.06 $4.34 $15.23 $24.54

prepared by Research 2.0 7/14/2010
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