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Tevels within age segments, this audience of 60+ year
ol epresens half of ] nve moriegoers.

‘Dometic exibitors were once the sol distbution
channe for flms. This has changed dramaticaly. Films

st ncresingy crossculursl and langusge boundr.
s and sppesl t0 3 global market. Over 7% of US. s
o revenas rs now nternationsl. [Exhibit ] Studios
view this 3 ther primary opportunity for growth 55
both tcket sales and dollar vlume sre rising rapidly:
From 2000 10 2014, domestic recepts row at an aver.
sge snnal growh rat ofjust 2% while iternstonal
grew 1% snnaaly. The studios ax sio changing their
perspecive o tcket prics i lrge popultion markets.
I Indis, fo example, stendecs pad an sverage of ust
50.62in 200, but 27 billion tickets were sold - mre
than double US. dmissons

“This has e sudios to ntemationslzetheiecontent.
While dramas ke The Faule i Our Stars s the umor
of Neighbors reuire smallr production budgets than
science fiction and acion and adventure s, thy are
iy i iternationsl market. Acton-packed franchise
Gl with known charactrs litle dislogue, made in
3D 3nd laden with special ffcts present the lest
crose-clturl risk. Yet these i cary theie cn ik
du o large budgets. Among the 1 10 ighes ntena.
onaly grosing US. stk produced fims i 2014, e
average production budgel was 84 millon - 5o percent
higherthan the sverag for e op 35 - snd cnlyome s
below sio mllion.

e studios shit their focus o the inernationsl
market they areless dependent on domestic exhbitors,

Xt Domesc  lemstor B T et 5

further increasing their bargaining power over exhi
tors This ncreses the theat of future disntermedis.
tion through slernsive distribution channels. Studios
incresse revenues through product icensing, DVD snd.
digtalsales, and oterntionl expansion, while domes.
icesibitors remin wholy rlant on charging iewers
tosecamovie

Distribution
Distribusors s the itermediaie between the studios
snd exhibtors. Distrbuton entils all lps alloing s
s artistic completion including marketing, logisics,
and sdminisrstion. Distrbutors sither negoat 3 per
centag of the grossfrom th studio fo distibution ser-
ices o purchaserights o s nd proit ety from.
bos office recipt. Distributors elect and marke ims
o exhbitors booking ageni, handle collections, audis
ofatendees, and other administrative tasks. There are
over 300 disribatrs, but st is don by  few majors,
commonly a division ofa tudios. Disney Marvel Studio,
o example, prodaced Guardians of the Galaxy while
distribution s handied by Disney's Buen Vist.

Ul 2005, th ditrbation of al motion picures in
the US entaled the physicl shpment of el of s
flm, s processlrgly unchanged since the 19405 Each
hester would recive  shipment of physical canistrs
contsining s “rlesse prin” of  Glm. Thee prntscost
5201000 530,200 p-front s 1000 — $1500 forexch
rint.Pint cost fo s moder msjo pctre opeing on
3500 screens coss .50 - 85.2 milion. This wasborne by
{he stios and cxbibitors, bt paid for by movie atendess.
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in 3006, distributors and studios encour-
aged xhibitors to transiton to digital projcton tech-
olgy.Toe gy wors by i igh povered
o cast the movie onto 8 specalized
S o B ¢ s e dlveredon e
able hard drives or viasatellteor high speed interet.
“The thret of piracy is s major concern or the inustry
50l fles s encryped. Thecost svings of digtal dis-
trbution over flm sre consdersbl. The cost of ssch
hard drive is s15,just 10% o the cost of physcl fim.
Addtonally, digtal projection llows for consistenty
high qualty images s thee is o weir o the
flm, and enabes the exbibiion of“stcrnativecontent -
other than moton icture that sre obtined.
outde of thestudo system.

By the end of 2014, more than 95% of US. scrcens
had been comverted to digitl. [Exhibi 5] Each dig-
it projection sytem serves  single sereen and costs
550,000 10 875000 incuding the projcto, computers
‘i hrdare,snd s speciaized sreen. This sqates '
2 capital comalative investment of approximaely 823
billon i the U, alone. To encourage the tansition,
distrbutos ofeed rebates i the form of vital print
e (VPFS) oreachfilm recived digaly. Tesefcs, a5
mach 25 17% ofrental cost,expred i 2013

Exhibition
Eshibitors offr 3 loction where sudiences can view
 motion piture. The basic business model of exhibi-
tors - wsing movies s the drsw snd slling concessons
0 make 5 profit - has changed ltle since the time of
touring motion picture shows tht would et up in tovn
halleand churche. As the populriy of motion pictures
expanded. permanent local theaters were bull. Stdios
S0 recognized the potentil proftin xhibiion and
verticaly ntegrated, allowing control over audiences and
Capturedthes dovnstream profts. Thispractice nded
1548 it the Supreme Courts ruling aginst the st
dios in United Staes v, Poramount Pictures. Theaters
‘were divestod by sudios, eaving the two 10 negotiste
Bl scces snd rental fes. Single thester and single
scrcen frms exhibitorsfred poorly 2 studios retained
he upper hand insetting rentl rte. Exhibtors sought
0 incesse argaining pover and sconommis of scle by
consoldating malilyng th bargsning power of ndi-
vidua thesters by the number of sceens mansged
This reached its senith i the 19805 with the mass
oot ofthe mltiplx concept. Maximiing both bsr-
guining povwer based off muliple croens while mnimiz-
ing labor and fclty cost,exibiorsconstrcted large
entertainment complexes, sometimes with two dozen o

‘more screens. Most of the original local single screen
{hesters vere doomed 3 they were unsble {0 compete
o cost o vewing experince and unsbl o gin ccese
{o'the capita nededto consruct mals-sceen locations.
Today, the typicl movie scsen i the US. i prt of 3
712 screens maltplx kel to e operated by o o four
‘hibior “circuis” consistng of Regl, AMC, Cinemark.
o Carmike. These four ciruits operste 1538 theters
i the US, st 244 thates), but conirol 455% ofthe
scroens. [Exibit ] This market concenraton proides
e argetexhbitors withgreser negotistng poves for
acces o films, prices for s, prices for concesions,
and greate access o revenues from naions advertisrs
han smalle circuits. Howeve,the rel power coninues
10 remain with thestudios du to diffrenited content,
e ailty o play rvl exhibitors sgainst eachothe, and.
{he incrssing potenal for disitermediation.

The Business of Exhibition

Virtuall sl revenaes fo exhibiors come from three
Source: b officereceips, concessons, and advertisig.
[Eshbit 1o] Managers have low disceton; thi ablty
o influnce revenues snd expenses i mited Eshibitor
operaing margins verage 2 dlim 15%;net income may.
uctuate widy bsed on the tax enefits of prir oses.
Overal, he business of exhibiors i best described as
Ioss leadrship on mvis, bresk even on admisions,
bt make money seling nd showing s o
patrons who s drawn by the mvie.

Box Office Revenues
Ticket sl comstitute two thirds of exibiion busingss
revenucs. The retum, howerer, i quite small due 10 the
power of th sudios. Amng the largest cbibitos, .
Cetal e sverage % o b offic recept. Thesecosts
are typiclly higher for smallr circuits. Renal fss are.
s o the sze o th circt a5 wll s the time and.
seat commitment mad o 3 ilm. The porton of box
office revenues retained by th thester incresses csch
sk, On opening weckend an exhibitor may piy the
disrbutor 0-90% of th box oficegros in rentl fes,
only o-30%. In subsequent wecks the sz
{orsportion ncreses to s much s 8050, While the
ypiclstendse may gripe sbout the versg ket price
of 8.7 most do not reaize hat 533 immediaaly goes
o the studio and tht the exibitor st best bresks even
‘o the dmisson unless concessions are purchased
‘The rick and complesy of booking i ncresing.
A avrage of 32 percent o & picturcs domestic reve.
e comes from e opening weskend. A wesk opening
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weskend resalts i & shot run in thsters n industry
terminclogy the ‘il (the percentage coming afir
‘opening wekend)hasbeen declining steadily alling 25%
ince 002 utting exibitors st incresing risk. Among.
the top 25 s, the length o thetrica run declned.
nearly 1 percent from 2004 0 014 Beyond what movie
1o show and how many screns o devol 1o cach flm,
exhibitos must nov lso make dcisions 1 o how many
esens to sllocte to 2D and 3D versions. Al tese
{ors increasinly make the opening weckend “make or
bres” and complicte the exhibitorsoperstions.

Concesslons
A frequent movie g ament i high concession price.
‘At sverage of 436 per admision concesionsconsti
fate30% ofexibior revenucs. Direct costs of under 5%
make concesionsthe primary source of xitor prof.
These profis aeinfluenced by threefactors:attndance,
pricing, and mateia costs. The most importan i

sttendance: morsstendeesyiekds more concession sles.
Perpatron sl ar nfluenced by price. The $450 3nd.
s8.00 price points for the arge soda and popeorn are
ot sccidental, but the reslt of considerable market
cesesrch snd proit maximization calcultons. Cost are
{nflucnced by purchase volume with larger chins sble
o negotaion ete pice on everybing from popeom.
and sods pop o cups snd napkins.

Audience concesion expectations e incresing and.
hesters are responding, Once consisting ofonly boxed
Candys popcorn, and soft drinkspurchssed s the counter
in th lobby, concessons now include 2 variety of food.
drink, and locsion optons. While concession options
such as hamburgers, salac, hot appetzers, and alco-
holc beverage sals increse sverage concesion ssles
per patrn, they mustbeconsidred n conjunction with
higher costs for kichen fciltics, lsbor,and food coss.
310 burge hae a fr lower gross margin han 58 b
of popeorn dae to bigher food cost. A varety ofloca-
ion aptions, such as counte, - Iobby, and in heater
witer service may alao diive revenaes, but come with
sdditonsl cost.

Advertising
“The low margins derived from ticke sls cause el
o 0 focus on othr sources o revenue. The highest
margin, thersfoe the most tisctive, s sdvertiing,
{ncluding pe-show and obby advetising snd previens.
Since 2002, advertising evenus,and th time devoted
o them s the stat of svery fsture, incressd from
5156 0 3678 mllion in 20147 The nusmber of previews
{ncressed from 3 or 4 ten years sgo to 6 or 7 currently
including the two typially provided to the sudio 55
partofth film retal sgreement. [Exhibit u] Though
advertisingconstitats st 5% of chibito revenues, s
highly prfitble snd growng. Instead of paying for and
hor s prios o the fste, exibitors show
ads which they are pid t shon: Advertsing revenuss
for exhibitors averaged s17221 pe screen in 2014, 4P
100% i the st decace? Yet sudiences expressdisike for
advertiinga hetheater and, if disatisfcton ncreases,
may opt o view movies st home. Balancing he lucratve
reveniesfrom sds with sudienc clersnce i n ongoing
ruggl or exhibitors.

The Major Exhibitor Circuits

Four circuts dominate the domesti exhibition mar-
ke, serving diffrent geographic markes in difernt
ways [xhibit 5] Regal, which operate ts namesake
Regl Theters a8 wel st United Artists and Edwards
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besters. s thargst it 37 screensinss domestic
thaters. Regal ocuses on . sioe ekt aing -
plex and megapeses tht aersge nearly 3 sexcens
per Iocation, wih an avrsge ticket price of 35.08.
AN, operstig undor AMC snd Loows chain, s he
Sccond gt domestic shiitor with 55 scesns i
145 hetes. Avragiog 1. seeens pe location, AMC
{eadsthe ndustryn he aperation ofarge maltles.
They do o by concentrating o wehan srca st arge
population ceners uch 8 s n Cafomis, Horida,
ind Toxas By focuing on 3D, IMAX, ad other pre.
mium viwan xpeiences, AN hes  verage ket
price of 3943 Canemark s the 3 arget plye with
439 scrsensin s domestic locations under Cinerack
S Centry brands. Cinemark seves sl makets,
opersting s th sole theter in ovr 92 pescnt of s
markets Their averae ket price s 3705 Carmike
Concentrte o sl 1 mdaed markets, argeting
popultion o s tha 100,000 that have fow sl
Pative sntrtinment apion. They do 0 with fever
screens st each location averaing 106 por loaton
(i thates: .89 screens). Carmike ke prce
sveraged 725 [E<hibi ]

Whie ticket price vary, differnces i et profit
macgins s o oty to Aiferencs i ulasion snd
e cot offaclie. sbor, and utlies. Despie con-
sdersble sie ifferencs e actalcost of comen o
e iruits vares e smong the majors et

Regals ccibtion coss s 8 percntag ofrevenue is
lowes a1 5% of i fevenaes, olowed by AMC
(5%, Carmike (%) and Conemak (5%). Whie the
el cost forthese circuts s S, owes tan
o emller s,

e it siy to ffcietly ulzs thet il
i vares conlersly. Cinemarkyerage of 3661
aiendocspe scron s nely double Carmkes 21414
per sczch. Revenues pe scrsen o both Cinemark
(iv405) and Regal (72529 re nesly double tat
of Carmike (s54500). The differences in utlzaion
Combined with llenees i prics,onceston sl pr
peron. e, wage d oferexpensesesits
1 Cinemak hving the highest ncome
per admision (.57, ollowed by Regl (+139), i
Carmike (7).

e trend tovard intersaionlzation by
o, exibors anl recenly ave been excusely
domesicfrn. Cnemar bas s broadst mernational
prosence wilh 5 hsers .34 o) n i snd
Seven Genial d S Améican counire. 1 2013,
AMC was scqird by th Chinse congomerae Dalan
Wand Group Corp o s eporied 4. bl Wanda.
il inersts i propery enerainmen, s ours
s s operes 77 s i 15 s i Chia.
Wandu AMC i he T lobal exhibiion compny
s o sreencount with 575 screns snd i cpand.
ing rapidy in China.
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‘Overall, while the major circuits focus on different
ographiclocations,ther i e diffrentiaion in the
offrings of exhibitors within individual markets. Prices
difelle,the same movicsar shown at the same imes,
and the food and service choices are nesrly identical.
Compeition between thestes within markets often
comes down to distance from home, convenience of
parking, snd proximity to estaurants.

Challenges for Exhibitors

Eshibitors sre fced with an ncressing numbe of chl-
lengesin theiscperatng environment.

enefitting From Digital Investments
Ehibitors have made considersble fnvestments in dig-
fal projecton tchnalogy. By the lose o 2014, al but
1747 fth 43265 screens nth US.had bee converted
from flm o digtal projection (s6% comvrsion). Those
remining fim-based are typiclly smal, one sereen
Ioca thestes, often operated s not-for-pofit orani-
zatons. The total investment by exhibiors s spprosi.
mately 524 billon. The benefs of this comversion for
cxbibtors should manifest thmselves in (1) lower exhib-
ftor costs and ncrased evenues,and (2)cpportunites
fo ncreased revenus rom 3D.

On the cost side, digital ditributon dramaticlly
rduces distribution costs when compared to physcal
fim. Digital distribution is expectd to sve 51 billion
annualy on print costs and disrbution. Vet there s it
e evidnce to dae tha thesesavings will cerue 1o the
exhibtors. Film rental e, which nclde distrbution
costs, have held steady despie the ranston o digtal
Rental e averageds¢x among Cinemark,Regal,and
Carmike i 3014, ltle changed compared t cots pror
tothe diital ransiion.

On the revenue sde,exhibtorssought sgnificant
dditonal pr tcket move revenuesfrom surchargesfor
enhanced viewing experences, primarily 3D. 3D con.-
tent reirs the cooperaton of studios and exibiors.
For studios, 3D adds 1-20% t the costof producton.
Avatars planned elsse in 2009 was used to spur 3D
installaions, which ros from lss than 4% of sree o
5~ an adition of 1800+ 3D sceens in jut e yesr.
“The film was  box ofice smash, grossing 3750 million
domesically with 2% ofrevnuesfrom 3D vievings.

For exhibitors. 3D requies conversion to digial
projection and the added coss for 3D capable equip-
ment. As part of the conversion to dighal, exhibiors
ntalled 3 capablte selectvely 3% of the sercens
i the ULS. are now 3D capable. Yet, interest in 3D has

‘waned, accounting for only 14% of box office revenue in-
2014, down from 2% n 2010 [Exhibi ] Some indusy
‘bservrs caution tht the future opportunity t capitl-
¢ on 3D-driven revenues may be imited. According
0 industry insider Bob Greenfeld, specific movics do
welin 3D whileothers il s pope re geting choosier
about which movies they sce n 3D versus 2D. Overall,
the extent o which the converson to dgital has and il
continue to benefit exbibitors through cost reductions
and 3D revence s questionsbie

Countering the De
Theater
Tradionally, the draw ofth thster may have been far
mor mportantthan what il was showing Moriegoers
descrbe stending the thate 5 an exprience, with the
Sppesl baed on

B the gant theater screen

the experienceof waching the movieswith a theat-

icalsound syster
the oportnity o b out o the house
o having o wait o se  paticular movie on e
video
thetheter 2  loction option for  date-
“THe sbilty o thesters o provide these beyond wht
sudiences can achieve t home is diminhing OF the
ressons why people g0 1o the movis,only the place
aspects,th theser 2 & place o be out of house and
25 2 plce for a date, seem immune from substttion
within exbistors currnt core audience. Fw tecnagers
want movie and popeorn with ther date at home with
mom and dad.

“The overal “experience” offered by thesters falls
shortfor many. Marketin resarch firm Mintel reports
the rssons fo not atending th theater more requenly.
Specificfacors include:the overall cost, t home view.
ing options, nterruptions such s cel phones in the
thester, rude patron, the overall hase, and ads pror
o the show The morie.going experience i requently
described 1 one of nerruptions caused by cell phones,
oud ptrons, and noise rom adacent thesters+ Add 1o
s an incresing number of pre-movi advertsements
and previews and the experience has al te charm of
an IRS audit,» delayed fight, and the used-car buying
experience.

“The time allocated o pre-show ad can be e open-
ing,even for ity nsders. Toby Emmerich, New Line
Cinems head of production faced 2 nots0-common
choice sttending opening might i a hester o n # pr-
vate screening room at actor im Carrey’s home. Seeking

ing Allure of the
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‘the part-of-the-crowd experience, he opted for the latter.
Aferenduring ificen minues of ds,he confided o his
il that peshsps it was o te best chice.”

‘The Home Viewing Substitution. Rapid improve-
‘ments snd cost recuctions in home viewing technology
‘nd the widespread svilbility o tmely snd nexpensive
Content ar making home viewing 8 visble subsitte to
theste exbibiion. The unique vaue propositon offeed
by movie theatrs large screens, the audio qualty of a
theatical sound sysem, and aviding the long walt for
'DVD reesse sre fading.

‘The Home Viewing Substitution - Technology.
‘The average home teevision st s incresingly 2 large,
high definition st coupled with inexpensive yt impres.
iveaudiosystem. Compared to home equipmentoptins.
of the pat, n-home technology inceasngly epresents
 visble viaalsubstitte tothe big sereen t the thestr.
Prior 0 200, tlvision transmisions were formalied
s 480 iterlaced veticallne (45o) of resolution, the
standard since the 19505. The Foderal Communicaton
‘Commission mandated that sl brosdessers convet t0
digital brosdcasting in 3005, Brosdeasters often opted
0 upgrade from 480 to high definiion (HD) equipment
offering 1080 vertical lines of resoltion (1080). This
1ed 0 consumers upgrading to HD televisions. In 2014,
7% of US. houschlds had at least ane HD teevision
lowing for very bigh qualit visualimages.”

‘While TV picture quality has increased, sts have
slso gotten larger snd.cheaper. Wholesale prices for
televisions fll 65 percent fom the late 13905 t0 2007
2% manufacturing sconomies from production of LD
Sercens emerged. TV sets now aversge 8450 etail This
price decrese has occurred at the same time the ver-
3ge TV has incressed drsmatically in sze. In 1997 the
average TV setwas 23 Thisincrased 0 32" in 2010 and
035" in 2014 As consumers upgrade thei s, they.
move the 32° st into the bedroom and upgrade o 3
4050 orlarge st for the prmary TV Sharp, a ading
TV manufscturer prdicts the averag screen will resch
60" inthe very ne fture:*

‘These et s supported by low cost HD DVD plsy-
ers, and audio and speaker components packaged a5
low costhome thsters. Th svrage By DVD player
now costs under s100,often with 3D capablity. Bundled
home theater systems that incude TV, surround sound
audio, and 2 Blu-ay player offer @ movie experience
hat ivals many theaters,al for under 1500, Mike
Gabriel Shars head of marketing and commanctions,
argues that the cinema experience s now possible with

their television. Home screening rooms, once requiring
‘expensive flm projction and sound equiprment, arenow
‘50 longer the exclusive dommain of th rich and famos.”
Overall,home TVs are becoming larger and offer high
quality imges that educe the diferentisted sppes] of
the giant” scren offred by exhibitors.

1 todsy’s home thesters re & problem for eshibi-
o, the next eneration may be ctasrophic. Adoption
of the next wave oftlevisions — “Ulrd” HD (UHD) or
4K~ has begun, A 4K st hasfourtmes the reslution
of today's ot set. The image quality diffrence can be
stiking On s 8o st 3 viewer may notic that s ootball
game i being played i th rin. On 1080 et the same
viewes will notice that the feld,bal, players and spec-
atorsare wet. On a 4K se, individualdroplts of water
can be seen dripping of playrs helmets. No date i sst
for 4K 1o become the industry sandard, but consumer.
lectronics compnies are keen o spur UHD sales s TV
saes overall, haveflattened Sales of 4 sets are the high-
st growing scgment of the TV markat, albeitcurrntly
simed o csrly adopters. Despite an svrage sl priceof
52,400, sales of UHD TVs in the US, reached 5668 mil-
ion in 2014, nealy 7 percent of all TV sles revenue™
“The mumber of units sod is expected o double in esch
of the next wo yearsss adopion becomes widespresd
‘Among UHD TVs, 5” sets ar the most common (8%
of units sod) ollowed by 65” sts (34% of unis sold).
Large et 70" and larger, onstitue 4% of sks. These
sets pose s very direct challenge for theaters diferent-
ston based on scrcen size and qualty 35 the most com.
mon projection standard in thesters - the o exhitors
ot ivested 2. billion in dasing the conversion (0 dig-
sl i 4K. The history of technology update to com-
pete o visul qulity i ssokd s the exhbiton business
el To maintin an sdvntsg i the viual experince.
provided a the theaer, exhbilors must consider moving
10 the ext geneation of commercial projection, 8K and
16K, o lose ne of 2 small st of advantages.

The Home Viewing Substitution ~ Content
‘Availability & Timing. The bet hardware offrs It
e value without content. Unfortunatly for exhibitors,
home content is flourishing and goes well beyond mor-
fex. Studios have long relied on 8 “windowing” model
for revenue genertion: the sooner & motion picture is
viewed following the thestrical relase the costle i is
10 s . Currentl, st profits s maximized with
the incusion of & thestrical relesse which generse an
aversge 4 per sdmiseion. This i most often ollowed by
'DVID and digial sles which net the tudio 12 {0515 per
copy and s increasingly made by a consumer who opted
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‘to not see the movie in a theater: Studios once relied on
s et s prfis bt hyscal DVD sl hove
i e pesin n ok 37 ol Whie
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theaters the only venue for movies upon initial release -
‘may be spproaching the end o s e *

tic importan o recognizethat studios have options
beyond the windowed thestica relesse model. This
includes relasing a flm diretly to sudinces at the
same time a flm is in the thater, so called “simulta-
neous relesse” o to ciminste the theatrical relesse
entirly. Incrases in internet technology make disin-
termedision - the studios redefining ther disribation
0 exclude exhibitors - incresingly possible. Exhitors
threstened 3 boycott due to Univerals lan for a pre-
mium VOD relese o Tower Heist jutthrce weeks sfer
it thestrcal opening. The plan s scspped e to the
thress. Whil exhibiors won the batle,premium VODs
revene potentil - a5 much s 559,99 per purchase -
remaine stractive o the sudios.

erhaps the ulimtetst ofsmulancous relese was
imitsted by North Kores st theend of 201 when 8 com.-
puter hack of Sony Pictures and fears of vioence resuled
i exhibitors curtilin the wide thesrial rlese of the
Seth Rogan comedy The Inteview. The flm was instesd
offered in 2 limited theatrcal release and on demand,
generting s50 million, Sony announced tht it ws their
bighest grosing oline flm rlease * Th revenues were,
however, wel shy of the s60-570 million forccasted
for 2 wide theatrical release. Arguing against simulta-
‘neous releas and premiam VOD, the North American
Theaters Association (NATO), an exhibto trade group.
estimates Sony forfeited s125 millon in aditiona box
office revenues ha the elease.

‘Overall. the svalbiliy of content and the visusl snd
sudio experience avaable in the home is rapidly con.
verging with the offerings svilble st 3 movi thester
‘The separation of movics, elevision, and other content
s creating increased competiton for viewers, accord-
ing to Paul Dergarsbedian, president of Hallywood.
conis box-offce division* While viewing movies on &
abletor other deviceis commn, viewing i returning
to the living room televison. In 2014 the mumber of
internet enabled televisons rose 70% 1 22 millon and.
now exceeds the mumber ofiternet connected Bl ray
players The content being watched goes beyond mon-
fes. The leading spplications fo streaming from 3 TV
are Netfix, YouTube, Amazon Prime & Instant Video,
Holu Plus, and HBOGo.* One bloggeron the morie an
site Big Picture reports having previousy viewd mor-
fes i the theate excusively,then less, and now almost.
never. The esson? A giant home screen cquipped with
surround sound. a clean floor and seats, with movies
that start on time without ads and no chtty viewers.
Best of ll: o cll phone interruptions»




image16.png
Recent Exhibitor Initiatives

Eshibitors are well sware of the incressing number
of ways in which to view motion picturs. They have.
3 Jong traditon of adopting innovations that incresse
‘Stendance or reduce cost. Exhibitors were smong the
first commercial dopters of sir conditioning, which
perhaps drew in 2 many customers s refuge rom
Summe heat s forentertsinment. Advanced projection
systems,scroens, and sound systems v been contin-
ously sdopted to improve the viewing experience. Other
nnovations incress experience qualty while alzo low-
cring cost. Stadium sty sating, now ubiquitous, was
originally viewed s an experience differetiator, but
‘qually benefcial i s rduction in the square footsge
nceded per sest. This reduces the size and cost of -
e, Exhibitors continue to pursue 8 number of trstegic
iniiativesalmed af increaing attendance, increasing the
viewers willngnes o pay, and lowering costs.

Projection Innovations
‘The comversion to digital projcton and rollout of 3D
are ot the only projection innovations being pursued.
‘Some directors ar opting 1 incresse mage quality by
doubling the rumber of rames pe second (1) offilm
from th long established standard of 24 t0 4. Peter
Jacksons 12 The Hobbi was shown i the 4 s for-
mat 08 limited number of screens with the reqired
projection technology. The incrased frame rate esults
i an especall risp mage with no luringtht while
Jaring o some, s said to crate sense of being partof
v action, but requires cqipment.

‘Most lrge cicuits offr some form of exra-large
scle sreens-© Traditionally located only in specaly
consructed dome.shaped theters in science muse-
s, the original IMAX format utlzed fim that was
10 tmes the size of that used in standard s5mm projec-
ors IMAX now opertes more than 600 sercens. These
cireuit-based IMAX digital screens re o smallr than
theorginal IMAX screen, bt can be much lager than
the typicl theter screen. Located within a Regal or
AMC theater complese, the screens are often booked
‘nd perstd by IMAX. Action s, usally in 3D, are:
2 staple To capture more of thi diffretiatd revense,
Seversl ircus have begun cresting thir own super e
screens and formats IMAX i typically offered at 8 pre-
mims of 5 057 per ket

‘Sound systems e s being apgradd.In the sos.
thetes mpressd viewer wih 71 sound syt two
rear channcs (it nd right.two chanels mid sren,
o ner the scren, one under the screen and a subwooker

Channelforbas Such sysems hve long beensvalable or
homes To keep theatr sound as # diffrentator, Dolby”
Lsboratories has cested Atmos™, a full suround system
with up 1o &4 individualchannel o spakers i a theater,
{ncluding multiplecelin spekers that cantruly immere
the sudience in sound. Given the number of speakers
involved, this may be a technology tat i viabe n very
e homes.

Alternative Content
Exhibitors transitonto digitlprjection was n ensbling.
technology fo aternative content, a road term encom-
passing virtully any content tht s not  motion icture.
“This includeslve concerts and thate, standup comedy,
sporting events,tlevsion sries premers and fnales,
‘even virtual at gallery tours. Alrntive content reve-
estotaled s millon n 2010 and are growing apidy.
andby somestimates will ach 1 billon annally - 10%
of currnt b offic - by 2030.

“The current cconomic logic of slternstive con-
tent i a5 filler of sete during of-pesk mavie sten-
dance, particularly Monday thra Thursday when only
S5 of thestr sests are occupied @ Bud Mayo, CEO of
Digiplex Digital Cinema Destinations, describes the
spprosch: “What happens with those [sternstive con-
tent] performances s that a single event will out gross
Certinly the lowestgrossing mvi plying tht thester
that day. The relstionship has sversged more than 10
times the lowest-grossing movie fo the entire day”*
In marginal dollar tems,alernaive content can be 2
‘boon on otherwise slovw night. A recent Wednesday
Showing of Brodway’s WestSide Story ot 3 Digitech the-
ater had an average ticket price of $1250 and grossed.
$2.425.In comparison, sceens showing s tht nght
grossed just 560 873 cach. Theallernative content also
brought in nearly 00 sdditional potentis customers
for .

Distrbution i ensbled by entites uch s Digtsl
Cinema Distribution Coliton (DCDC), which incudes
all of the major circis, which owns and operates its
‘own satllte etwork for distribution. A number of
Frms have emerged to provide content such s Fathom
Events, owned Jontly by AMC, Cinemark, and Regal
Entertainment with dosens of afflate exhibitors, pro-
vides  singl conract point fo  varity of music, spots,
televisio, and othe aternative content. Having a rge
scle intermediry s s disrbutor i essential forexhib-
ftors s thecost of puring and icensing content i ost
probibitive for individual exibitors. The crose-sxhibitor
Cooperation sleo afords marketing opportunitis that
sre ot sconomically avslbl o an individusl exhibitor
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Allenative content can atract repeat vsits, such
as Metropolitan Opera Live, approsching is 10® sea-
son, which feature 10 liv events on Saturday afer-
‘noans brosdeast by more than 700 domestic thesters.
“The majority of events are sngle events, ofen for one.
aight only, tied to 8 specific target sudience. 3012’
Leonardo Live brosdesst for one night only in 500 US
‘mvie thesters.# Targeed to at overs who wer also
fans of Prince, customers could sce the kick-off of
his concertseies lve in thesters for ome night only.
Identifying the communitis can be s challenge and.
surprising. Dan Dismond, VP of Fathorn Events,rports
being compleely surprised by the frmis most succese-
ful event: the November 25, 2013 showing of Dr. Who:
The Dy f the Doctr celbrating the so snnivreary o
the BBC serie. AL ove 17000 pe screen, the showings
bossted the highest national per-theste receips fo the
night.# The challenge fo exhibitors, accustom (o st~
dics marketing campaigns promoting that week bax
office release, s the development of capablites in mr-
keting singlenight event o niche sudiences st low cst.

Immersion Experiences: 4D & Beyond
‘While 30 viewings ndecine i the US. it remainsa draw
nimernational markes. Addionly o called 4D thesers
are emerging © These theatersae ypcally seen as occ-
pying niches withn the broader thestr experience. A 4D
thete lzes D technology and draws the viewe urther
o the action it addd lementssuch 3 dynamic -
ingwith mving seats synchronied 0 the onseren acton.
‘The beavy fooseps of  dinosur, for exampl,ae simul-
ancously seen on e sceen, ear through thesound sys-
e, and e through s moton st that rumbie s being
shaken by the foosteps & ca chase becomes 3 drink spil-
ingexpericnce. Some hesters add adtonalimmersve
dementssch a scents ad of scoen lgh effcts which
bring the acon ofthe movi f hesreen and it thester.
‘Ehibiton, produces, and equipment comprics arc
working on fterction clements rangin from simple
imeractions like shooting on-scren targets wit lsers
10 more complex bullet srcens where you can text your
thoughts sbout scene and the movie and they ae pro-
jected onto the scree in real time™ All are secking to
provide s more immersve and ineractive expeience
than pasive siting and morie watching Some idustry
bservesanicpte ha nthe coming years hese mmer-
son technologieswill e expanded to nclude feedback.
systemsand sty forks e the ctons and chocesof
the udience led to plo twistsand differnt story out-
comes with cach viewing. Evenuualy,the line between
et constiues  movie snd  video game may bl

Concession Initiatives
Expanding beyond thestandard concesion stand offrs
exhibitors pportunties o capture new revenue streams.
“Thrse main formts forconcessions have emerged.

Expanded In-Lobby. Many hestes have expanded
the concession ounter beyond candy popeorn and sods.
This expanded inlobby dining cauies many thester
obbie o esembe mall food court. I and offobby
estaurants oprsted or lcnsed b the sxhiior llow.
for pre-thestr dining, Taking s age from resaurants
where a primary prot center s ofen the br, some.
ates now configure the oy around  bar, with
expanded and upscal e, bec,ad alcoholsevce.

In-Theater Dining. Many theaers have adopied an
in-thester dinin format where orders re plced from
the sest i the theser by  wait staf. Chunky's Cinema
b, with three New England locatons,locats theaters
i lower cost underusilized former retail locations. The
format combines burge, salad, and sandwich options
with beverage, including beer. The formt is fat the-
st with banquet style tabes. The sesing is unique:
Old car sets on castors that slloe for essy cleaning.
Alsmo Drsfthouse Cinems takes 5 similr spprosch
using assdium seting coniguration. A singl br-syle
b i front of ach row of sess serves s & table for
Customers orders. In comparison o traditional theaters,
these formats se significent increses in ood and bev.
ersge saes.

Upscale Within Theater Dining. Several circuts
are targtin the high end of the thater markst focus
ing o the experience of the theter with kuxurious set-
tings and upscale food. In addition to their standsrd
theaters, AMC has developed. Dine-In Theaters with
wo thester configarations. Their Fork & Screen the-
stes are much ik the Alamo Drathouse Cinema with
enhanced stadium theser sests snd in-thester wat ser-
viceon an expanded mene Their Cinem Suie thesters
‘make the experience more intimale. Customers,only 21
and older,purchase tckets for specificscats in smaller
hestrs with reclining lounge chsis with fot rests nd.
inthester wait service.

“Theater chsin iPic ofes perhaps the most uxuri-
ous thester experience svalsble outside of 3 privite
scrcening room, complete with recliing leather chales,
pillos, and blankets Lobbies resemblesylish high-<nd
hotls and festure a cocktai lounge and full restaurants.
‘Complete with 2 membership program, the theatrs
operse more ik social clubs than trditonsl thesters.
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Tickets, s16-s17 per seat,are purchased not from a ticket

Exibitors are keen to expand highly profable adver-
tising, but must do s in ways that docs not iminish
the theater experience. Revenues are generaed from
advertisements both on- and offscreen. Off screen
advertsing such as promotional videos,lobby events
3nd sponsored concesion promolions are 9% of eve-
nus. The majority 1% comesfrom on-scrcen ads for
upcoming releascs, companie, and products that play
before the feature presntation. Both exhibiors and
advertsrs seck ways to make on-screen ads more pl-
table to audiences. Many ads are produced i 3D vith
production qualty ivaling a studio reesse. Thesters
e sso incorporating innovatve technologies such a5
crowd gaming into ads where the movement or sound.
ofthe audience controls on.screen actons In October
of 2008, audiences ttening Disney' Rlatauille “drove”
a0 on-sreen Volvo XC7o through an abstacle cours by
wavin ther arms o sier and scorin potnts for avoid-
ing obstaces. Results were ranked n real-time to audi-
ences n other thesters The cquipmen required? A
wireles video camera above he screen, a web-cnabled
iptop contining the game linked to the developer
webste and inexpensiv motion-sensing technlogy all
linked o the thaters digalprojectr.

‘More inerscive spproachesare o thei way: ans
at 2 formula one race in Singapore played the video
game Angry Birds controlling in-game slingshots
used to fing birds at the rival pgs based on voce vol-
ume. The louder the crowd, the futher thebirds were
lunched Making ads enjoyabe rather than loathed
may create an opportunty to ncreas this smal but
high margin component of exhibitor revenues. The
ultimate advertisement initiative may draw from the
pages of fre software: th ailty to pay a premium for
Sn'adfree movie xpeience.

Reserved Seating

Movie theaters are among the minority of entertain-
‘ment which offerstckets without a commitment to the
purchasers’ viewing experience. Sporls and concert
goers, for example, always know where they will be sit-
fing in relation to a performance. Movie theaters have
long been e province of afirst-come fist.sclect sating
‘model. However, all o the major exhibition chains have
incorporated elements of eserved seating - purchasing
a ticket tied t0 a specific seat during a specific show-
ing — into their theates. These take  variety of forms,

ranging from theatrs consiting entirly of resrved
Seat scrcens, o spcific sreens consistng exclusivly of
reserved seats, to screns with mixed open and reserved
options For the exhibitor, resrved seatng requires a.
reservation and seat selcton system and the abilty to
enforce seating disputes, but comes it addition ev-
enues. Reserved setin s currntly one sspect of uxury
formats ith price n the s1 range - sbout double the
industy aversge.

“The argument fo widespread reserved seting is
perhaps best lststed in the observation of an India-
born e patiot currntly in the US. He observed tht
the lobal standard n lss developed markets such 35
Indi,Singapore and other counties i to reserve sets
i advance and armve just befre the showing start.
assared that the sets will be avaiale. In the developed
U, by contrast the sandard s to rush to arrv esry
atthe thester so that you can then wait i e or tickets,
rush again t0 get a good set inthe theste,only o then
vt more for a movi o start. Tips o the snack bar or
restroom need o be coordinated sround ffrts o keep.
other patrons out f “your”sats. For this bserver, there
appears to b no beneft to the vewer for not having
reserved sating’

Dynamic Pricing

The technology needed for reserved seating is 2 gate-
way to_ dynamic pricing systems. Most non-movic
events have maltiple pricing levels based on scating,
ight versus day: and weckday versus weekend. Movic
theaters, partly due to existing exhibition contracts,
‘commonly have limited fleibility. Matinee and youth
and seniors discounts are the primary pricing tiers.
Ticketmaster, a leader in event ticket sales, is devel-
oping a “dynamic pricing” system which incorporates
demand into pricing models> This could mean radi-
cal changes with lower ticket prices for off-time and.
‘poorly attended movies and increased pricesfor prime.
seats a peak times on opening weekend. Thus far, o
studio or exhibitor will acknowledge investigating the
technology*

Multi-Entertainment Venues

Many smaller exhibitors are secking increased profit-
ability beyond movies by reimagining thelr theaters as
‘multi-entertainment venues. By adding activities such as
game rooms, bowling, even laser tag and at-tabl triva,
theaters become one stop locations for family-friendly
entertainment. At theaters chains like Frank Theaters
which combine movies, bowling and games for the
whole family with dining it is possible to spend an




image1.tiff
‘The Movie Exhibition Industry: 2015

Steve Gove,
University of Vermont.

Brett P Matherne,
GeorgiaStte Universty

‘While the Guardians of The Galaxy were unleashing sn
infinity stone containing orb (o save the universe, the
domestic movie exibition industry was keft undefended.
Carnage cnsucd. The Guardians $333 million domestic
box office gross was 3 highlight of sn otherwise sbys-
mal 2014 for exhibitors. [Exhibit 1] Domestic box offce
receipts overal decined 5.2% to $10.3 billon as admis-
sions declincd tothei lowest level snce 1995 Much like.
a well-crfted suspense flm, indicators of the funda-
‘mental heslth of the exhibitor market makes an observer
question s sbility to survive. Considerthe ollowing:

B Both revenues and admissions declined in 3014,
Revenues peaked in 2013 at s10.9 billon, but have.
declined in 5 of the prior 10 years: admissions have.
declined in 7 of the 1o prior years, down 19.5% from.
the most recent high in 3002, [Exhibit 3]

B At sz the average ticke price has risen 7% since
2005. Yet over the long-term, prices lag infation,
raising questions sbout the industry’s valuc propo.
sition.[Exhibit 3]

8 The long term trend in per-cspita sdmissions is ncg-
ative. In 2014 the average number of films seen per
capita was 39 In 1946, the peak of movic going in
‘Americs the industry sold 4 billon tickes and the
ypical American went to the movies 28 times per

year.

= Moviesare more wilely avadable tha eve, rcating
v substituesfo where, when, and how they are
viewed

5 Domestic demogeaphic trends indicae cxhibitors
core audicnce of .54 yea oldsofes imited oppor-
tunitics fo growth, The lagest sudicnce for growth
consists o thos 60 and older, an audience which
o gocs tothe movis the st [Exhibit 4]

5 The ndusty i incressingly bifrcsted long domestic
(e signs of maturiys incrcasin thect of subst
o, difficuly inmovating, ad sign of consldaton)
and itcratona (row:rapidy cxpanding theser
counts, riing atendance and ncrcasin revenacs)
lnes.

Exhibitors se cspcially ansiousfor movie gocr o
return s they nveted an ctimated 1. billo (0 con-
vert thestes from flm to digital projection since 2005.
[Eshibit 5] The promisc of the tranition to digial
projecion wer to excit sudiences with an cnbanced
viewing experience  primarly 3D - and decrese dis-
eibation coss. Yt th scual benefts ofthe anstion
remain clusive given the decining atendance, The
potential o increas revencs with the much touted 3D
Sppes flcting as 3D admisions decining by @ third
from 22% o domesic revenues in 2010 o just 5% i
2ou. [Esibit ]

L there an infinity tone hidden somewhere in the
v cxibiion businsss which cabe unleshed? Wil
s guardisns sppear to save the movie cxhibtor in
2015t O might the move thester el b klled off and
oy potential sequelcanceled?

The Motion Picture Value Chain

“The motion pictur industey value chain consistsofthrce.
stages: studio prodaction, distrbution, and exhibition
the theaters that show the ilms. Al tages sre under-
going consaldation and technological changes, bt the
threc stages stracture has changed ltlesinc the 19205,

Studio Production
‘The stdios produce the ifblood of theindustey: motion
picture content. Stadios are highly concentrated with
the top 6 responsibl for over E1% of box ofice recipts.
[Exhibit 7] Even within the op studios concentraton is
incressing a thetrend among studiosisfor fewer films
it larger budgets and global sppesl.In 2014, the top 6
studios produced 99 major picture, down from 110 in
3000, Yet these flms were respansible foran incressingly
large portion of global box offce up from 61% in 2000
0 81% in 2014, This concentration coupled with highly
differentsted content gives the stadios considerable
negotiting snd pricing pover over cxhibtors.

Studios are incresingly mansged s profit centers
within large corporations. Studios risks re significent
s prodiction costs ar considersble [Exhibit ] Studios
invested 31 billion for what became o014 highes grose-
ing 25 film (s123 millon per flm range: $12 million to
5250 milon). Costs have increased faster than inflation.
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EXNIDI 2 Domesti Box Ofice Recepts & Tket Sals, 1980-2014
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In 158, the prodaction budgetfo the highet grossing
fims averagd just 1 mllon. I the 9905, s turned
tospecil fects snd costs esche 103 mllion (4 87%).
Today, specil efects alone can top ssoo millon for
mafor production. These investmens are considerable,
yet o guaranie fo suceess; 2 proven formala for s
o clusive. Conserthe seemingy sl sar 0 two
recent animatd flms? The it based on a chidreis
oy, was developed at acost of 60 millon and festured
the talents of Will Farrell snd Chrs Prtt. The second

was base o an endaringcinema lsic o 570 millon
and featurd thealents f Lea Michele, Koy Grammer,
nd comedy legend Dan Aykroyd. Exch went through
yeses of evelopment and investmt decisions ivolving
theclfrtand sl of hudrecs of dedicted profssionsls.
et theie box office ftes dffercramaticlly, Everythng.
sbot Warner Bros. The LEGO Movie was swesome. The
Flm generaed s.69 goballya the box ofice (2 75 box
office revenue 1o prodaction cos ratio) while Clarius
Entrtinments Lagendsof Oz Dorthy’: Retur grosid
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st 18 millon globally (bo office t production cost
it o just0.3). The sdsge ofthe indutry: Any motion
picture can capturethelighting and become a it any
one can become 3 lop.

Studios focus on 12-24 year olds, consistently the
Iacgest udience for movies. A= just 8% of the US. pop-
laton, his group purchases 30% ofall iekets - the oy
scgment of the popultion with 3 dproportonately
high ticket purchses. More narowy, 1% of the popu-
Iaton ae requent” morie goers who atind more than
ne e per month and e esponible fo hlf o all
icket sle. Thisy fou perent of these fresuent movie

goers are 1224 year olds Stdios target his audience
with PG and PG 13 far including 19 of 20145 109 35
releses Howerer, domestic wends eithin
this sgment are ot avorsbl. [Exhibit 4] Whil the
S popultion will ncrease 1% by 203, s coreaudi-
ence will incesse 8% (9 millon)or 246 individuals
er exiting hester scsen. The agest growth - both
percentage nd number of individuale - s smong ot
yesr olde. This market currenty has the owest sdm

s pr capits,just .4 snnally but rpresent  oten-
il lucatve market which il inrese by 3¢ mllion,
up 39, 1 per capits viewership rtes remain s current





