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ABSTRACT

Cinema Circuits: Domestic Theater Chains, Global Exhibition Practice, and Industrial

Standards in Formation, 1992 to 2019

by

Charlotte Hillary Orzel

Since the early 2000s, major domestic theater chains in the United States and Canada have
responded to economic pressures and the existential threat of home and mobile
entertainment options by dramatically reshaping the industry: pursuing aggressive
consolidation of chains, introducing new technologies and services as premium screening
options, and diversifying their holdings in areas parallel to and outside the exhibition sector.
Simultaneously, these theaters have become outlets for global technology providers, like
IMAX, RealD, Dolby, and CJ 4DPLEX, and assets in the exhibition empires of international
companies including China’s Dalian Wanda and the UK’s Cineworld. Driving these parallel
currents of change is a historical transformation of the cultural status of theater chains,
negotiated, maintained, and mediated by the industrial activity of film exhibitors. Focusing
on the activities of the top four exhibitors in the US-Canada market—AMC Theatres,
Cinemark Theatres, Regal Cinemas, and Cineplex Entertainment—my dissertation seeks to
examine how the twin positions these “exhibition giants” occupy as powerful actors in the

domestic exhibition industry and one member of globally dispersed exhibition circuits and
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distribution flows makes them crucial nodes mediating between the levels of global industry,
domestic market, and local cultural experience in this transformed context.

Examining this emerging cultural-industrial landscape, my research asks: How have
major US and Canadian exhibitors reconfigured the cultural value of movie theaters through
shifts in their industrial practices and discourses since the early 1990s? How have structural
transformations within the exhibition sector enabled and influenced these changes? What
investments has this transition prompted from global technology brands and exhibition
empires and how have these actors redefined the activities of domestic exhibitors within
their own projects?

Drawing from research on media industry studies, my dissertation challenges these
divisions to offer an account of film exhibition as a globalized industry, in part by focusing
on major exhibitors whose size makes them crucial industrial influences and assets, situates
them in and across localities, and implicates them in highly heterogenous practices. With
this understanding, I examine emerging exhibitor activities using methodologies of textual
and economic analysis within media industry studies. I analyze information from industrial
sources including trade and popular periodicals, press releases, and financial reports.
Through these materials, I establish historical trajectories of emerging exhibition practices
and assess the common-sense ideas exhibitors deploy as they legitimate these activities
among themselves, with partners and owners, and to the public. This analysis also involves
tracing the way these economic and cultural activities create cultural distinction between and
through audience members through the dynamics of taste within consumer culture. Finally, I

will examine the way these intertwined aspects of economy and culture are shaped and
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constrained as they move across the registers of the local, national, and global, and how they
in turn contribute to the construction of these spatial dimensions.

I argue that the development of a domestic oligopoly in the US-Canada market,
developing out of the overlapping interests of private equity investors and large corporate
theater chains in the 1990s and 2000s, set the stage not only for the restructuring of the
exhibition industry, but for the most transformative developments in 2000s and 2010s
exhibition practice. Domestic exhibition giants established dominant national circuits and
used their scale, power, and capital to establish new revenue streams, facilitate the transition
to digital cinema, standardize new premium screening options, and attract affluent
cinemagoers, using each step to further cement their control of the domestic exhibition
industry. Their effectiveness in this aim, during a period of retraction from international
expansion by US exhibitors, made them the acquisition targets of foreign exhibition
companies Wanda and Cineworld, ushering in a new stage of international connectivity in
the exhibition industry and completing the integration of domestic film exhibition into the

networks of global media and capital.
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Introduction

In 1982, the US exhibition industry was radically different than it would become by the
2000s. This was the year that Carl Patrick Sr. and his son, Michael, took over Martin
Theaters from Atlanta-based conglomerate Fuqua Industries. The Patricks renamed their
new circuit Carmike Cinemas.! Carl Sr. had been an executive at Martin Theaters before and
after the Martin family had sold the circuit to Fuqua in 1969 and he had been instrumental in
the chain’s expansion to 265 screens by the early 1980s.? After buying Carmike, the Patricks
moved to expand further, focusing in particular on small, rural markets where their chain
could dominate, moving in by either purchasing and renovating an existing theater or
constructing new multiplexes. The company used this strategy to avoid competition over
major markets and keep costs low. By using these tactics and making several acquisitions
during the 1980s, it built a sizeable chain with a significant presence in the Southeast,
Southwest, and Midwest.? Its acquisition activity accelerated after a 1994 IPO and, in 1995,
the 2,375-screen Carmike Cinemas became the United States’ largest exhibitor. By this
point, the company held significant power as a major exhibitor with a regionally
concentrated circuit, control of many of its markets, and a companywide focus on
operational efficiencies that largely restrained its involvement with the expensive new
megaplex theaters becoming popular with other large exhibitors.* But strikingly, while it
was a large, publicly traded company by the mid-1990s, it maintained the approach of an
entrepreneurial family business which prided itself on doing things differently than the
competition.

Carmike was soon eclipsed in size by acquisition-hungry competitors. Other chains

moved in on its markets as theater construction boomed across the country, forcing Carmike



to spend more on upscale cinemas to compete. As exhibitors overextended themselves
buying and building expensive new megaplexes, exhibition stocks, including Carmike’s,
took a hit.> The domestic exhibition industry was in the throes of a sector-wide crisis by
2000, as multiple exhibitors reorganized with bankruptcies or otherwise found themselves in
financial difficulty. In 2001, Carmike filed for bankruptcy and reorganized, with Michael
Patrick remaining in place as CEO.6 But as the crisis tapered off, the chain stagnated under
Patrick’s leadership when compared with the aggressive consolidation of other large chains
during the 2000s. Patrick was eventually removed by the board of directors in 2009.”

The company initially tried to pivot strategically after it passed out of family hands.
Patrick’s successor, S. David Passman 111, led a significant acquisition campaign, expanding
the circuit from 2,236 screens at the end of 2010 to 2,938 screens by 2015.% But coming so
late to scaling up, the company ultimately couldn’t compete with the US’s three largest
theater chains, which each controlled between four and seven thousand screens and together
participated in key joint ventures in cinema advertising, event cinema, and digital cinema
administration during the 2000s and 2010s. Facing significant debts from its acquisition
spree, Carmike sold to AMC Theatres in 2016. The sale brought AMC’s circuit to over eight
thousand screens and linked the former Carmike chain to Australia’s Hoyts Cinemas and
China’s Wanda Cinema Line in the global exhibition network assembled by AMC’s parent
company, Chinese conglomerate Dalian Wanda.” Once a regional exhibitor that rose to
prominence by moving against dominant chains’ approach to the exhibition business,
Carmike’s old territories had now been folded into its former competitor’s extensive
international circuit. Its acquisition punctuated the long-running decay of the kind of

regionally powerful, entrepreneurially operated exhibitors that could rise to a prominent



position within the industry given the right strategy. Instead, power had solidified among a
group of large exhibitors that has maintained dominance over the domestic industry since
the mid-2000s, in part by establishing increasingly tight links with the broader global
exhibition market.

This project examines this transition and the role the largest domestic exhibitors in
the US-Canada market have played in the major industrial transformations of the last thirty
years. From the early 1990s to the end of the 2010s, major domestic theater chains
responded to the economic forces of megaplexing, the resulting economic crisis in
exhibition, and ongoing threats from home entertainment options by dramatically reshaping
the industry. They have aggressively consolidated their theater chains, diversified their
holdings in areas parallel to and outside the exhibition sector, rolled out digital projection
technology, introduced new premium screening options, and made efforts to expand abroad
in Asia, Europe, and Latin America. Simultaneously, these theaters have become outlets for
global technology providers, like IMAX and RealD, and assets in the exhibition empires of
international companies including China’s Dalian Wanda and the United Kingdom’s
Cineworld. Profound shifts in the cultural dynamics of the exhibition industry have
underpinned these transformations, and large corporate exhibitors have been instrumental in
driving, negotiating, and mediating this change. Focusing on the top four exhibitors in the
US-Canada market—AMC Theatres, Cinemark Theatres, Regal Cinemas, and Cineplex
Entertainment—my dissertation analyzes how the dual positions these major chains occupy
as both powerful actors in the domestic exhibition industry and as globally influential forces
in film distribution and exhibition make them crucial mediators between the global industry,

domestic markets, and local cultural experience.



Analyzing these exhibitors and their activities, my research asks: How have major
US and Canadian exhibitors reconfigured the cultural value of movie theaters through shifts
in their industrial practices and discourses since the early 1990s? How have corporate
exhibitors cultivated and leveraged audiences through emerging practices to support new
industrial visions of cinemagoing? How have structural transformations within the
exhibition sector enabled and influenced these changes? What investments has this transition
prompted from global technology brands and exhibition empires? How have these actors
redefined the activities of domestic exhibitors within their own projects? What does an
understanding of corporate exhibition activity in this period tell us about the place of
exhibition in the face of proliferating sites of film consumption and the structure of the film
industry in general? What are the consequences of these shifts for the cultural function of
movie theaters in everyday life?

This project examines the period between 1992 and 2019, which has marked a time
of significant change for the exhibition industry as domestic exhibitors first touched off and
then adapted to the long-term impacts of a brief but dramatic debt crisis across the sector. I
argue that consolidation of chains and the formation of large national exhibitors has been a
foundational element in the other transformations of this thirty-year span. Instrumental in
these patterns of concentration was the arrival of private equity investment in the exhibition
industry beginning in the early 1990s. Early entrants fueled both consolidation and the
coming crisis, while later investors used their capital to merge chains, return them to
financial stability, and restructure their operations along more corporate lines as they sought
profitable exits from their investments. Under the influence of their new owners, the largest

exhibitors continued to grow after the crisis. AMC, Regal, and Cinemark grew their



combined share of US screens from 31 to 48 percent between 2004 and 2018 while, in
Canada, Cineplex Entertainment became a virtual monopoly with a 75 percent share of the
country’s box office in 2018.!° Unlike the consolidation patterns of the previous few
decades, which saw screens spread across more exhibitors and dramatic reversals in the
positions of top circuits, this group became remarkably stable by the mid-2000s and
remained that way for the next decade.

As they became the dominant exhibitors in the domestic market, these large
corporate exhibitors were marked by both the lessons of the megaplex debt crisis and the
influence of their new private equity owners. The shifts in industrial practice they exercised
in the 2000s and 2010s were united by their deviation from the logics of exhibition
expansion dominant from the mid-1980s to the late 1990s: rather than seeking ways to
dramatically raise attendance levels, large exhibitors have centered their initiatives on
increasing the revenues they can command from the existing cinemagoing audience. This
approach has characterized corporate exhibitors’ pursuit of economies of scale through
horizontal integration, as well as movements towards diversifying the exhibition business in
new areas and investing in new premium screening options. Extending their reach outside
traditional revenue streams of box office and concessions, these exhibitors have developed
holdings in parallel areas to the traditional exhibition business, like cinema advertising,
event cinema, and digital cinema administration. Others have gone further, pursuing
ventures in gaming, amusements, out-of-home advertising, and adjacent leisure spaces that
fall outside the cinema business altogether. As such changes take place behind the scenes at
theater chains, large exhibitors have also expanded their offerings to include a range of

technologically enhanced screening experiences including 3D, IMAX and other large



formats, motion seating, and multisensory effects as well as expanded services and
amenities such as reserved seating, alcoholic beverages, and in-theater dining. Both
initiatives, while ostensibly open to the mass public, have intensified exhibitors’ pursuit of
the upper-class audiences who are capable of paying for premium experiences, desirable to
new business partners in advertising and event cinema, and socially primed to seek out
particular forms of upscale entertainment.

Finally, as domestic corporate exhibitors have consolidated their theater chains,
forged new paths for growth, reshaped their cinema offerings, and recruited desirable
audiences, they have attracted the attention of international exhibition interests and been
integrated into newly global movie theater chains. Internationalization efforts on the part of
large US exhibitors in the 1990s, defined by the aim to control foreign markets by building
US-style multiplex chains abroad, had receded by the 2000s, with few such holdings
remaining in domestic hands and the global exhibition business largely contained within
national and regional borders. The 2010s saw an inversion of these patterns on two fronts:
foreign exhibition companies like Dalian Wanda and Cineworld moved into the US and
aimed to acquire US exhibitors, not compete with them through large-scale theater
construction. Instrumental in this shift was the rising power of domestic exhibition interests
into a stable oligopoly which, for a buyer with sufficient capital, could be networked with
similar chains abroad to build world-spanning exhibition empires within only a few years.
Such circuits, now digitally enabled, outfitted with a range of premium screening options,
and dominant over their national competitors through both size and control of new revenue
streams, have redefined a domestic exhibition industry in which it had once been possible

for a small family-owned chain like Carmike Cinemas to rise to the top of the industry.



Film Exhibition Today
This project joins ongoing scholarly conversations, expanding over the last thirty years, that
have revealed histories of film exhibition and cinemagoing and their impact on the
circulation of film, the experiences of audiences, and the development of cultural life.
Studying exhibition contexts within and outside the United States, this research has
decentered traditional examinations of the aesthetics, social influences, and production
histories surrounding film texts, instead illuminating new insights by examining the history
of cinema as that of an evolving set of sociocultural institutions and practices.!! Attesting to
the inextricability of this mode of study from understandings of the medium itself, these
scholars have above all aimed to answer the question of what cinema does as it circulates in
public and what people who distribute, exhibit, and encounter it do with it in these settings.
One significant stream of this scholarly activity is the work of “new cinema history,”
outlined and championed by Richard Maltby, Daniel Biltereyst, and Phillippe Meers in a
pair of edited collections and further developed by researchers in the Histories of
Moviegoing, Exhibition and Reception scholarly network.!? Describing his and his
coeditors’ choice of nomenclature, Maltby argues against the deeply embedded textual focus
he sees in much of “film history,” which he argues tends towards symptomatic reading,
thematic grouping, and production histories of particular films.!* Countering these
tendencies, he posits an alternative approach to “cinema history” rooted in the empirical
investigation of cinema as a social institution experienced by historically specific
audiences.'* Maltby somewhat exaggerates the qualities of traditional film history and the
state of scholarship on film exhibition, and even he acknowledges that “the focus of the new

cinema history represents an application to cinema of questions already familiar to the



broader field of media studies.”!> However, new cinema history rightly identifies an ongoing
imbalance in film studies towards film texts, production processes, and theories of reception
evident in both the volume of research produced on these topics and their place in film
studies curricula compared to scholarly approaches that investigate exhibition, circulation,
and reception. Research on film exhibition within and adjacent to the work of new cinema
history demonstrates that the dynamics of exhibition and cinemagoing practice raise
questions and deepen understandings critical to the development of the field of film and
media studies at large.

Film scholars agree that theatrical exhibition is an essential part of the medium’s
history, but this project also contends that movie theaters are influential and, to this point,
indispensable components of the contemporary media industries. Most exhibition
scholarship focuses on theatrical and alternative exhibition contexts predating the 1980s,
when the movie theater, though not the sole site of film consumption was certainly still the
privileged one. This pattern of scholarly attention reflects, perhaps unconsciously, the
commonsense idea that the theatrical exhibition business and the practice of cinemagoing
have been in a state of permanent decline since the mid-twentieth century and are now on
the verge of extinction. Often, this narrative attributes the decline of theaters to the
popularization of whichever at-home distribution channel that has emerged most recently:
broadcast television, cable, video and DVD, and, in the present day, streaming. Given the
collective cultural fixation on the new and vital, the implication of these stories is generally
that cinemas are no longer worthy of sustained attention. However, the understanding of
exhibition’s long and inevitable decline is, in the first place, one that is generally

extrapolated from the world’s most saturated cinema markets in the United States and



Europe. It tends to ignore the dramatic fluctuations in attendance, box office, and cinema
infrastructure that emerging markets in Asia, Latin America, and the Middle East have
experienced in the last fifty years and the fact that film exhibition is again a growing
business in some of these regions. But even in the US, where attendance has been closer to
flat than falling, box office has remained strong, even accounting for inflation. As of 2019,
the domestic cinema market had yearly profits of $11 billion dollars. Domestic theaters have
maintained these strong figures due to exhibitors’ adaptability to changing historical and
industrial conditions. This is especially true of those large exhibitors who maintain
significant advantages over many independent theaters in the current industrial climate.
Aside from the specifics of their profitability, exhibitors have maintained a
privileged role in the film industry’s release patterns and in the popular life of cinema.
Movie theaters act as the showcase window for the long, winding lifecycles of film product,
creating the experiential grandeur and spatiotemporal limitations that focalize promotional
campaigns, critical response, and audience attention. In this way, the theatrical window
generates popular knowledge about cinema that circulates alongside films long after their
theatrical run ends, affecting their prospects in future windows.'® Cinemas sustain the
economics of the film industry, but they also feed its mythology. Movie theaters materialize
film culture as an experience: at cinemas, the film industry can control the conditions of film
presentation as well as the cultural environments where the glamour and allure of movies are
encountered, and, indeed, produced. The theme park offers the intensified, exceptional form
of such experiences, separated by design from the everyday, but the movie theater is where
these atmospheres are made quotidian and habitual.!” This role of cinemas in the industry’s

mythos is arguably more vital than ever as audiences’ contact with movies becomes more



private, domestic, virtual, and intangible. Considering these powerful functions, film
exhibition and its history have a great deal to tell us about the structure, activities, and status
of the film industry more broadly. Furthermore, the sea change in the structures and
practices of domestic exhibitors over the last thirty years demands special attention and

investigation if we are to understand cinema today.

Historical Change in US and Canadian Film Exhibition

To explain the significance of the transformations in film exhibition during this project’s
period of study, bookended by the years 1992 and 2019, I first must contextualize it within a
brief history of the exhibition industry. In particular, the account below focuses on the
evolution of patterns of ownership, power, and control within exhibition.

Early film exhibition in the United States, beginning in the mid-1880s, was
characterized by a variety of viewing contexts, devices, and exhibitors. The first movie
shows projected by the Lumiere Brothers’ Cinématographe device in Europe established
film screenings as a public event, in which moviegoers viewed films together. This practice
was quickly reinforced by Cinématographe screenings in the US and Thomas Edison’s
introduction of the Vitascope projector, replacing his previous peep show machine, the
Kinetoscope.'® Most early public screenings were characterized by the same itinerant
exhibition through which other novelties of the period reached their audiences, with films
screening irregularly in amusement parks, vaudeville theaters, and in a variety of venues
visited by travelling exhibitors.!” In 1905, exhibitors in New York and Pittsburgh
popularized permanent cinemas, establishing a new standard exhibition site for movies: the

nickelodeon.?® These cheaply constructed storefront theaters kept operating costs low for
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new exhibitors and back-to-back, morning-to-night screenings of short programs meant they
could charge only a nickel or, later, a dime, but turn significant profits by attracting
audiences throughout the day.?! The promise of low start-up costs and the potentially life-
changing profits of operating a successful nickelodeon drew in entrepreneurs of all
backgrounds and ignited a nationwide boom in motion picture theater openings. Many of
those who would become foundational members of the Hollywood studio system began their
motion picture careers as nickelodeon owners, including Carl Laemmle, William Fox,
Adolph Zukor, Louis B. Mayer, Marcus Loew, Sam Katz, and Harry, Albert, and Sam
Warner.?

Both before and during the nickelodeon period, control over exhibition, though
partial, derived from control over patents on projection devices and restrictions on exhibitor
access to film prints. Control over production equipment and raw film stock established
similar domination over the industry’s production branch. The Motion Picture Patents
Company (MPCC), a patent pool initially formed by the major film companies of the day in
1908, continued the process put in place by Edison’s preceding patent lawsuits, exercising
monopoly power in all three branches of the film industry. In exhibition, the transition to
rentals over sales of film prints, licensing agreements with film exchanges, and projector
patents enabled the MPCC to tightly control exhibitors’ access and screening of films, even
though the MPCC and its members did not own a significant number of theaters
themselves.??

As the popularity of nickelodeons persisted throughout the 1900s and early 1910s,
enterprising exhibitors looking to strengthen cinemas’ attraction for the middle class began

to turn away from storefront sites and towards purpose-built theaters. Initially, these
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exhibitors consistently brought film programming to vaudeville and legitimate theaters
towards the end of the 1910s.2* Early “deluxe” theaters, including Samuel “Roxy”
Rothafel’s celebrated Strand Theater in New York City, opened in 1914, soon popularized a
new theater style called the movie palace.?® Centrally located in downtown shopping
districts across the country, movie palaces were sumptuously decorated, expansive cinema
halls with seating for thousands, integrated programs of filmed and live entertainment, large
theater staffs, and air conditioning. Taking the lead of other retail chains, large regional
theater chains like Loew’s, the Stanley Company, and Balaban & Katz grew and took
control of some of the largest and most lucrative US markets, developing important
industrial strategies for selling movies as mass entertainment including building economies
of scale, employing scientific management strategies, and leveraging their monopsony
buying power.2¢ Horizontal integration enabled these chains to fund their upscale amenities,
plan the chain’s development, and distribute their resources with greater efficiency.
Meanwhile, the MPCC’s power over the film industry grew and independent
distributors launched countermeasures to resist them, ultimately resulting in a reversal in the
industry’s power structure, with consequences for exhibition. Independent studios created
distribution alliances that purchased and distributed members’ films to exhibitors unlicensed
by the MPCC, defended themselves against patent suits, and lobbied the government to
implement antitrust legislation against patent pools.?” During this period, the feature films
that supported emerging movie palaces grew into the prevailing standard, fueled by the
independent film producers and distributors that formed new distribution alliances which
aimed to capitalize on the new format.?® By contrast, the MPCC hesitated to act decisively

on the trend, pushing some of its members to belatedly pursue distribution with their own
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distribution firms rather than the MPCC’s General Film distribution monopoly.?’ Further,
while the MPCC operated on its profits alone, independent studios accepted financing from
Wall Street, taking on debt to lure stars from MPCC companies and draw audiences to their
films.>* The MPCC was also hit much harder by the loss of revenue from export markets in
Europe during World War I than the independents, whose business was still concentrated in
the US market.’! These factors had already eroded the MPCC’s power by 1916, when the
district court ruled the MPCC an illegal combination and ordered it to dissolve. While the
MPCC delayed dissolution by filing an appeal, its members soon abandoned the combine.*
The independent studios that took the MPCC’s place reestablished an oligopoly in the film
industry through more permanent and legally sanctioned methods of combination: horizontal
and vertical mergers.>

The emerging major studios took control of large regional theater chains to vertically
integrate their business, using direct control over exhibition to cement their power over the
film industry as a whole. In the mid-1920s, Balaban & Katz merged with Paramount, adding
its five hundred theaters to substantial theater holdings the studio had acquired since the
early part of the decade; Loew’s acquired first Metro Pictures and then Goldwyn Pictures,
becoming Metro-Goldwyn-Mayer (MGM); and the First National Exhibitors’ Company
moved into film production after earlier involvement in distribution. Warner Bros. joined
them by acquiring First National and then several smaller theater chains in 1928. These three
companies, with the help of their expansive exhibition holdings, would remain the three
largest and most prominent studios throughout the golden age of the studio system.** By the
end of the 1920s, Fox and RKO had acquired their own national theater chains as well.*>

Together, the Majors established the system of runs, zones, and clearances, and made sure
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that their theaters, the largest and grandest movie palaces, centrally located in major markets
across the US and Canada, had access to their members’ films during the first run, when
they could command the highest ticket prices and use their publicity departments to turn out
audiences.>® Through this system, studios maintained control of competing exhibitors’
access to films and ensured they kept the majority of exhibition profits in the 1930s and 40s,
which they reinvested in their production and distribution businesses. Beginning in the
1920s, the Majors also built “shop window” cinemas in major cities overseas as a means of
marketing and localizing not only their studios’ films, but the norms and appeals of
Hollywood film consumption.?” Control of exhibition profits at home and standard-setting
cinemas abroad were essential to maintaining a steady flow of profits to fuel production and
distribution and maintain the Majors’ primacy in the domestic and international film
business.

Following early prosecutions of exhibition monopolies in Los Angeles and Chicago,
the Department of Justice (DOJ) acted against the studio oligopoly over the film business by
filing an antitrust suit against the Majors in 1938. The DOJ argued that the studios conspired
to restrain competition within the film industry through illegal trade practices such as block
booking, blind bidding, and discrimination in licensing terms.*® A 1940 consent decree
placed restrictions on studios’ distribution practices but left their exhibition holdings
untouched.® In 1944, the government reopened its case against the studios, resulting in an
initial trial in 1945 and several appeals.*® The case culminated in a 1948 verdict from the
Supreme Court that directed the district court to consider divorcement of studio-owned

theaters as a potential solution to studios’ monopoly power.*! The district court decided in

14



favor of divorcement, issuing consent decrees to all eight defendants by 1952 that laid out
the terms of the process.*? The last studio-owned US theater circuit was spun off in 1959.%
Despite the significant structural shift brought on by studios’ divorcement of their
theater chains, the Paramount Decrees alone did not shift the balance of power in exhibition.
Spun-off studio chains maintained significant holdings in major markets as well as strong
relationships with their former parent companies. In addition to divorcement, the DOJ had
ordered spun-off chains to divest half the theaters they owned in 1945, but newly separated
circuits took until 1957 to complete this process, giving them time to determine which sites
would be most profitable for them to retain.** However, social and demographic changes
dramatically altered the exhibition landscape as postwar patterns of suburbanization drew
audiences out of cities and created new opportunities for exhibitors, first with drive-in
theaters and then with multiplexing and shopping mall cinemas. Concurrently, television
entered US homes, offering competing at-home entertainment that complemented the
emerging lifestyles of suburbanites. As a result of these changes, theater admissions fell
precipitously in the 1950s and early 60s while studios cut back on film supply, leaving
exhibitors struggling and enabling a retrenchment of power with film distributors.*®
Spun-off chains were unable to effectively respond to the changes of the period,
stymied by new restrictions they faced under the decrees. In particular, they needed to
convince the district court that new acquisitions would not restrain competition before these
transactions were allowed to proceed. It was only in 1974 that the court agreed to exempt
new theaters constructed by the spun-off chains from this requirement. Michael Conant
observes that no clear standard was established in the acquisition cases, but the mere fact

that each attempt at expansion required significant legal fees and uncertain outcomes meant
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that formerly studio-owned chains were considerably less flexible than their competitors
following the decrees. These legal restrictions slowed their progress in moving into the new
mall spaces where the industry was growing during the critical period immediately
following divorcement.*¢

As aresult, by the late 1970s, independent exhibitors like General Cinemas, United
Atrtists Theater Circuit, Plitt Theaters, and American Multi-Cinema (AMC) became the
United States’ largest theater chains and had absorbed the declining circuits spun-off from
the studios.*’ The Paramount Decrees had meant a shift in identity for the theatrical
business; according to Gary Edgerton, exhibition again became a “distinct tier” with its own
interests, aims and tactics and a more adversarial relationship with production and
distribution.*® This transformation created space for entrepreneurs like General Cinema’s
Richard Smith and AMC’s Stanley Durwood to “steady and rebuild the tier’s oligopolistic
structure.”* These entrepreneurs were able to capitalize on the changing dynamics of the
industry and use innovations like multiplexing to grow their circuits quickly. Edgerton
argues they soon established an exhibition hierarchy like the one the studios left behind,
wherein a small number of chains controlled most of the industry’s revenues by owning a
significant portion of first-run theaters.>® In 1980, the four largest chains ranged from 605 to
1,000 screens (the next-largest circuit comprised 350 screens) and controlled 16 percent of
the total screens in the domestic market.>!

However, the rankings of chains, the size of the largest circuits, and their share of US
and Canadian screens changed rapidly as the industry evolved over the next two decades.
The top chains would be reshuffled and displaced as the industry consolidated anew and

new exhibitors gained prominence and scaled up. These new exhibitors included Carmike
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Cinemas as well as Cineplex Odeon, Regal Cinemas, and Cinemark Theatres, whose
founding and early expansion I will discuss later in this introduction. In other words, the
theatrical market was already demonstrating oligopolistic tendencies, but had not yet settled
into a stable oligopoly. While the rebuilding of the film industry and the exhibition sector in
the wake of the Paramount Decrees was well underway, no single group of exhibitors was
yet able to continually control the path of the industry’s development. Furthermore, at this
stage the theatrical business was a more competitive landscape than most other branches of
the media industries, which were not only strongly integrated horizontally but were on the
verge of a process of conglomeration that would intensify vertical integration as well as
connections across the formerly separate film, broadcast, cable, and telecommunications
industries.>

Despite the exhibition’s lag in integrating with other branches of the industry and
corresponding networks of global capital, by the 1990s, optimism about the future of film
exhibition was soaring. The size of cinema circuits ballooned as large operators invested
heavily in building elaborate new megaplex theaters and acquired their leading competitors,
supported by the influx of private equity firms in the sector. Other US exhibition companies
rode this wave of enthusiasm and aimed to expand US-style multiplexes to international
cinema markets in Europe, Asia, and Latin America. Soon, this expansionist mindset came
crashing to earth, as major US markets were overbuilt and debt-laden exhibitors were
abruptly reassessed by the financial industry. This reassessment triggered a sector-wide
crisis that drove multiple exhibitors into bankruptcy court, financial instability, and the
hands of a new wave of private equity investors. Nearly a decade of rapid consolidation

followed, resulting in the dominance of a handful of chains—AMC Theatres, Regal
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Cinemas, Cinemark Theatres, and Cineplex Entertainment—over the domestic cinema
market.

Other major shifts followed in the 2000s. Chief among them was the long-anticipated
transition to digital projection technology, which financially benefitted the studios but also
created new flexibilities and opportunities for exhibitors. Due to the affordances of digital
distribution and the industry’s shift away from major construction projects, large corporate
exhibitors expanded their business beyond selling movie tickets and concessions,
incorporating cinema advertising and a wide variety of event cinema offerings including
opera, ballet, concerts, museum tours, and other nontraditional large-screen content.
Digitization also made new premium screening technologies including 3D, IMAX and other
widescreen formats, motion seating, and multisensory effects standard features of
multiplexes nationwide as the 2000s became the 2010s. Finally, major acquisitions of US
cinema chains by China’s Dalian Wanda and the UK’s Cineworld established new patterns
of global connectivity in the domestic marketplace. Yet despite the dramatic nature of the
transformations in exhibition in the 2000s and 2010s, they have received little attention in
the scholarly literature. This project not only gives these developments the belated
examination they are due, but also seeks to explore how they developed in parallel with one
another by analyzing how the exhibition sector operates as an industry.

The COVID-19 pandemic brought another wave of historical change to the exhibition
industry, one whose consequences are still unfolding. As the virus spread to the United
States in early 2020, theaters shut their doors, stalling and then redirecting the film supply
chain as some titles moved to streaming, while others held out, in some cases for years, for a

theatrical release. Domestic exhibitors lobbied for and won pandemic relief from their
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governments, and eventually began the uneven process of reopening and recovery. They
negotiated, sometimes bitterly, with the studios over the theatrical window and the
controversial practice of releasing new films simultaneously in theaters and on streaming
platforms, called day-and-date release. As of this writing, the industry is still settling on its
new normal. Studios abandoned day-and-date releases in late 2021 but have continued to
send films that formerly would find themselves in theaters directly to their streaming
platforms. Exhibitors have agreed to a shortened theatrical window and are now contending
with lower levels of theatrical film product than the pre-pandemic norm.>?

This project focuses on the pre-pandemic period, ending the analysis contained in its
main chapters in 2019. It assesses the trajectory of the industry in the twenty-five years
before 2020, reflecting on the foundations from which exhibitors would confront the
pandemic and the industrial conditions that it would, in the short- or long-term, transform. In
part, this periodization reflects an era with significant continuities across the areas of
exhibitor activity I cover in this analysis; in part, it reflects the constraints of space in this
project to cover the nuances of the reversals faced by exhibitors, the film industry, and the
wider world; and in part, it reflects my feeling that an accounting of the impacts of the
pandemic on film exhibition will require more historical distance. I do, however, devote a
section in the conclusion to assessing the impacts of the pandemic on the domestic film
industry, especially those relevant to the exhibition companies I focus on elsewhere. This
section will also offer some initial thoughts on how the pandemic affects my view of the

research I present in the rest of this project.
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Film Exhibition as a Media Industry
Despite the valuable insights film exhibition scholarship offers on the role of cinemas and
alternative exhibition sites in film history, much of this research has also fragmented
analysis of the activities performed by exhibitors. This may mean emphasizing a single
mode of activity (such as screening technology or spatial design), restricting research to a
specific locality or the practices of one exhibitor, or using digital humanities methods to
engage large datasets on a topic of interest (such as geographic distribution of cinemas or
analysis of showtimes).>* While narrowing one’s scope of analysis is necessary in any
research project, the predominance of these tendencies in exhibition research has also
limited insights into the way exhibitors engage in multiple, co-constituted forms of activity.
Exhibition practices develop alongside one another and are informed by interactions with
other exhibitors and other actors in the cultural field. Further, restricting attention to local
conditions limits our understanding of how exhibitors formally and informally connect with
one another across larger areas and construct their programming, amenities, and other
aspects of their business with an eye to regional, national, and global dynamics. By
concentrating on the activities of major corporate exhibitors whose size imbricates them in
multiple forms of practice and situates them in and across localities, this project analyzes the
film exhibition sector as a multifaceted site of activity and tracks modes of supralocal
influence as well as the localization of these influences within the domestic market.

Crucial to my approach is the analysis of film exhibition as an industry, drawing on
scholarship in critical media industry studies. This subfield is marked by its attention to the
way that media is produced and influenced by industrial structures, cultures, and modes of

activity. Outlining this approach, Timothy Havens, Amanda Lotz, and Serra Tinic
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distinguish critical media industry studies from previous forms of industrial analysis in two
primary ways. First, they place the subfield at the intersection of Marxist political economy,
which prioritizes the influence of structural economic factors, and cultural studies, which
attends to the “micropolitics of everyday meaning making” and the way that media texts,
workers, and institutions create, alter, and circulate these meanings.>®> Second, they stress the
importance of midlevel fieldwork that enables researchers to move productively between
these registers while holding them in tension and bringing their contradictions to light.’® The
scholarship that has developed under this umbrella emerges from a number of historical
precedents in industrial analysis, and engages with a range of objects and methods of study.
However, by responding to the core questions of its originating approaches with a new
synthesis, scholars working in media industry studies take seriously the interdependent
structural and cultural questions raised by media’s industrial face.

This project analyzes a period of profound structural change in the film exhibition
industry from the 1990s onward. Through the involvement of private equity in exhibition, a
period of intensive horizontal integration, and the entry of global companies in the sector,
domestic film exhibitors consolidated national chains, formed an oligopoly, and became
enfolded in global circuits of film exhibition and capital. A central goal of this project is to
trace how exhibitors became the final branch of the US film and media industries to fully
integrate into the corporatized, financialized, and globalized world of today’s capitalist
media powers. However, my analysis also stresses the cultural dimensions involved in this
transformation. Exhibitors’ ability to manage this shift has depended on developing
discourses that have the emergence of new theater types, the transition to digital cinema, the

diversification of their business, and the standardization of premium cinema, among other
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developments. I also address how those actions we tend to reduce to economics such as debt
crises, the entry of new investors, and mergers and acquisitions are inextricable from the
cultural discourses that explain, justify, and support them. Building on previous scholarship
in critical media industry studies, my research attends closely to discursive and economic
drivers of change in the exhibition industry, analyzing the many areas where the two
overlap.

A particular stream of emphasis in this research is the constructions of scale at work
in exhibitors’ transformation during the 1990s, 2000s, and 2010s. Here, I draw from the
work of scholars of global media who have examined how media practices are shaped by
geographical constraints and opportunities across space and themselves reconfigure the
boundaries and points of connection between localities, nations, regions, and concepts of the
global. In considering the role of space and scale in exhibition practice, I seek especially to
engage Anna Lowenhaupt Tsing’s concept of “scale-making.” Tsing uses this term to
explain how the projects and practices of global actors function by constructing the concepts
of localism, nationalism, regionalism, and globalism necessary to their context.’” “Scale is
the spatial dimensionality necessary for a particular kind of view,” she writes, “whether up
close or from a distance, microscopic or planetary. I argue that scale is not just a neutral
frame for viewing the world; scale must be brought into being: proposed, practiced, and
evaded, as well as taken for granted.”® Such scales, then, are not natural, but contested and
held together by their contingent articulations with other scales.*® I see the work of large
domestic exhibitors during my period of study as participation in multiple scale-making
projects that construct national cinema circuits, concepts of the domestic and international

cinema markets, and connections to concepts of a global exhibition and film industry.
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Understanding film exhibition as an industry, then, is in part a matter of assessing how its
activities constitute the multiple scales along which that industry operates in this period.

To engage these forms of analysis, my dissertation draws from methodological
frameworks informed by film historiography, cultural studies, and media industry studies
and combines methods including textual analysis and cultural geography. Developing a
historical account of the exhibition industry’s transformation since 2000, these methods will
allow me to interrogate how modes of exhibitor discourse and cinemagoing knowledge
manifest in the cultural texts surrounding the industry and track the logics and trajectories of
historical change that have reciprocally shaped these developments. A significant
component of this project will involve reconstructing the past thirty years of exhibition
practice by forming an archive of historical materials that will include trade and popular
journalism, financial reports, press releases, and marketing materials. A major contribution
of this project will be my assembly of an account of this historical period, the influences it
crystallizes, and its impact on understandings of broader trajectories within the film industry
and consumer culture. Many of the trends I discuss—consolidation, diversification,
technological change, and global expansion—are not unique in exhibition history and will
benefit from being placed in dialogue with their earlier precedents. Nonetheless, my project
intends to argue for the importance of the particular constellation of these recent shifts in the
history of film exhibition and the broader film industry.

In writing this history, I will investigate my corpus of materials not solely as an
archive of historical events but as evidence of the circulation of industrial knowledge and
discourse on cinemagoing that itself shapes and mediates forces of historical change. This

approach draws from John Caldwell’s analysis of the “self-ethnographic accounts” of
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industrial actors which he calls “critical industrial practices.” This term refers to “trade
methods and conventions involving interpretive schemes (the ‘critical” dimension) that are
deployed within specific institutional contexts and relationships (the ‘industrial’
environment) when such activities are manifest during technical production tasks or
professional interactions (labor and ‘practice’).”®® Less sociologically oriented than
Caldwell’s discussion of the work worlds of film and television production, my approach
extends the framework of critical industrial practice to center the way exhibitors represent
themselves, both within industrial circles (as in trade publications, financial reports, and
industry gatherings) and to the public (through marketing, popular press, and cinema sites
and amenities). Nonetheless, my adoption of this approach holds to his idea that “film
industrial practices, technologies, discourses, and interactions also involve critical analysis,
theoretical elaboration, and aesthetic sense making,” and further argues that these
interpretations form a crucial component of how exhibitors have understood and acted
within their historical circumstances.®! I align my approach more closely with what Charles
Acland has called the “industry common sense” that prevails amongst exhibitors, which he
stresses shapes industrial decision-making and reproduces forms of knowledge and habit
that travel beyond cultural products to frame the spaces and practices of everyday life.5?
Mapping the contours and trajectories of these modes of common sense over time, therefore,
is a central aspect of this project’s historical approach.

Attending to the influence of industrial common sense also means remaining alert to
the potential for spin, misrepresentation, self-promotion, and mythologization. While such
tendencies may themselves be generative sources of knowledge, I intend to hold in tension

the importance of exhibitor discourses to the development of industrial practices while
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investigating the contradictions and interruptions these discourses encounter. Such an
approach will help me avoid merely reproducing industrial accounts as transparent and
reliable. Caldwell’s process of “cross-checking” industrial materials across multiple sources
and registers is useful here, and, following this method, I intend to place my sources in
dialogue with one another to avoid privileging a singular account of events. This involves
synthesizing textual analysis of multiple types of industrial materials as well as engaging
economic/industrial analysis. I proceed from the understanding that neither the film nor the
exhibition industry is univocal, and that across different sources and historical moments
conflicts and reversals appear and coexist. Further, wrestling critically with such nakedly
promotional sources such as corporate press releases and annual shareholder reports will
enable me to more readily identify the modes in which such promotional goals are figured. It
will also prime me to grasp the ways these discourses filter into other realms of industrial

reporting and popular understanding.

Contemporary Exhibition Giants

In narrowing the focus of my analysis to the four largest exhibitors in the domestic market, I
put forward an analysis of a type of film exhibitor that I term exhibition giants. 1 define
exhibition giants as corporate theater chains which participate in an oligopoly with the
largest chains in their national or regional markets (or act as a monopoly within those same
markets). As my brief account of domestic exhibition history shows, these dominant
exhibitors are not bound to maintain their positions and have not been the sole source of
transformation in the exhibition industry. Studio-owned chains and the initial group of large

independent chains that gained power in the late 1970s and early 1980s each found

25



themselves displaced, in part due to changing economic and social conditions and in part
due to innovations from exhibitors operating outside the then-dominant group. Nonetheless,
their influence on exhibition practice and the film industry in their period of dominance was
profound. Such assessments have been absent from contemporary accounts, and this project
aims to reintroduce an analysis of the relative power of theater owners to studies of the
exhibition industry. Scholars like Gary Edgerton and Ben Birkinbine, borrowing from
terminology used to refer to golden age Hollywood film studios, have discussed similar US
theater chains as the Big Four (for the independents of the 1970s and early 80s) or Big Three
(for AMC, Regal, and Cinemark in the 2000s and 2010s).5> However, exhibition oligopolies
are not perfectly analogous to the Hollywood studio system. Though I also focus on US (and
Canadian) exhibitors, I intentionally choose the more portable term exhibition giants to refer
to the members of contemporary exhibition oligopolies. Despite the temporal and regional
specificity of my analysis, [ aim to underline that the formation and stabilization of
exhibition oligopolies are international phenomena. As I will discuss in chapter 4,
recognizing the international growth of these oligopolies is especially important in the
exhibition landscape of the 2000s and 2010s. In this period, international trends towards
consolidation of cinema chains, fueled by private equity investors, has set the stage for a
new phase of global connectivity in film exhibition.

In the United States, these trends have created the first stable domestic exhibition
oligopoly since the Paramount Decrees. The remainder of this section will outline brief
histories of the US and Canadian theater chains that have become today’s domestic

exhibition giants: AMC Theatres, Cinemark Theatres, Regal Cinemas, and Cineplex
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Entertainment. These accounts will discuss the origins of each company and outline the

broad strokes of their evolution during this project’s period of study.

AMC Theatres

The company that would become AMC Theatres began in 1920, when Maurice, Edward,
and Barney Dubinsky, a trio of brothers and travelling theatrical performers, settled in
Kansas City and bought the Regent Theater. By 1932, the brothers owned forty theaters in
Missouri and Kansas. Edward, who changed his surname to Durwood, took over the
business in 1936, and the company became Durwood Theaters.%* In the 1950s, a successful
antitrust suit allowed the company to play first-run films at its Roxy theater in downtown
Kansas City. The company soon acquired all the city’s downtown cinemas.® Edward’s son,
Stanley, who joined the business in 1945, succeeded his father as the head of Durwood
Theatres upon Edward’s death in 1960. °® Durwood began to look towards the suburban
market with the announcement of a planned interstate highway near Kansas City.®’ Finding
structural issues with a local mall site that prevented the construction of a standard single-
screen theater, Durwood opted to build two side-by-side cinemas. These theaters opened in
1963 as the Parkway Twin, the first US multiplex theater. Only later did Durwood opt to
play a different film on each screen.®® Durwood Theatres built more multiplexes throughout
the 1960s, and in 1968 re-incorporated as American Multi-Cinema. It was then a local chain
of 12 theaters with 22 screens. As the company expanded again in the 1970s, it popularized
the multiplex concept. The multiplex appealed to exhibitors primarily because the new
theater type expanded the potential for variety in programming and offered operating

efficiencies over the standard single-screen theater.%
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American Multi-Cinema was renamed AMC Entertainment in 1983, when the
company launched an initial public offering to fund an extensive construction and
acquisition campaign throughout the 1980s—one that nearly left it bankrupt.”® After selling
off assets, including some foreign screens, AMC turned to theater upgrades in the 1990s,
opening what was heralded as the first megaplex, the twenty-four-screen Dallas Grand, in
1995, featuring stadium seating, curved screens, and three-way sound. Its hallmark theaters
in this period averaged twenty-two screens, and it built new sites furiously. Durwood, still
AMC’s CEOQ, died in 1999, just as the industry was entering an economic crisis precipitated
by the debt accumulated during megaplex construction boom. In the wake of the devaluation
of exhibition companies during this period, private equity company Apollo Management
purchased a majority share of AMC in 2001, bringing it under private ownership.”! A
second sale in 2004 put AMC under the ownership of a consortium of private equity firms, a
group that expanded after a merger with the private-equity-owned Loews Cineplex. These
firms went on to sell the company to Chinese conglomerate the Dalian Wanda Group—itself
the owner of China’s largest theater chain—in 2012, connecting AMC to a global exhibition
circuit and again taking the company public.”? Under Wanda’s ownership, AMC acquired
Carmike Cinemas in 2016, becoming the US’s largest theater chain.” It also purchased a
pair of major European circuits, Odeon & UCI Cinemas and the Nordic Cinema Group, in
2016 and 2017, broadening the reach of Wanda’s global cinema network and making AMC

the world’s largest exhibition company.”*
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Cinemark Theatres
Cinemark Theatres was founded by Lee Roy Mitchell and his wife Tandy Mitchell in 1985.
Lee Roy had a long-running career owning and operating theaters before Cinemark’s
founding. His father operated three theaters in Texas, and convinced Lee Roy, then a car
salesman, to invest in a drive-in in Ennis, Texas in 1960.7° Other theater purchases in small
Texas markets followed. Lee Roy sold his holdings to Interstate Theaters in 1966 but
continued to acquire and develop cinemas following this initial sale. He built a first iteration
of Cinemark up to a hundred screens across the Southwest, again selling a significant
portion of his theater portfolio in 1979, this time to Plitt Theatres. Initially, Lee Roy retained
around 20 screens in Dallas and Houston but sold the remaining sites to Plitt in 1984. In
1985, Lee Roy and Tandy purchased a trio of screens in Salt Lake City and accepted an
investment for a new cinema chain from a longtime friend, regional mall developer Paul
Broadhead, who had recently sold his development company. The Mitchells and Broadhead
split ownership of the new Cinemark, basing operations in Dallas and acquiring theaters in
California, Oregon, Utah, and Texas. The company soon developed an especially strong
presence in the Sun Belt.”®

Some of these theaters were developed as discount theaters, sites that Lee Roy saw
as filling a void for lower-income families in the wake of drive-in closures in the 1970s and
early 80s. Other theaters became part of a new first-run chain, which soon eclipsed
Cinemark’s discount business.”” By 1992, the company had theaters in twenty states.’”® The
same year, Cinemark expanded to Latin America, beginning in Chile and Mexico but soon
building up a multiplex chain that spanned countries across the region (as of 2023, Cinemark

remains the largest film exhibitor in Argentina and Brazil).” It also attracted an investment
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from private equity firm the Cypress Group in 1996, which fueled the chain’s expansion at
home and abroad as both markets saw major construction activity.®® Cinemark weathered the
early 2000s crisis in exhibition, and the Mitchells and the Cypress Group sold most of their
shares of the company to a new private equity owner, Madison Dearborn Partners, in 2004.3!
Under Madison Dearborn’s ownership, Cinemark purchased Century Theaters, making it the
United States’ third-largest theater chain.®? After going public in 2007, the company
cemented this position through further acquisitions and continued building out its circuit in

Latin America.®

Regal Cinemas

Regal Cinemas was established in 1989 by Mike Campbell and a business partner in
Knoxville, and soon began a dramatic expansion campaign that spanned the next decade.
Campbell had begun his career in the supermarket business and, like Mitchell, had started an
earlier theater chain, Premiere Theaters, in 1982.%* Campbell sold the chain, which had
reached 150 screens, to Cinemark in 1989 and used the sale to fund his new Regal Cinemas
chain. Six weeks later, the company had its first theater in Florida, and used acquisitions
(notably, of Cobb Theatres in 1997) and construction to build up the chain. The company
funded a dramatic expansion with a 1993 IPO and subsequent common stock offerings,
growing to 2,134 screens at 242 locations across 22 states in only eight years from Regal’s
founding.® In 1998, the company was jointly acquired by the private equity firms Kohlberg,
Kravis, Roberts and Hicks, Muse, Tate & Furst, taken private, and merged with Act III
Cinemas, becoming the US’s largest cinema chain.®® The new owners fueled Regal’s

expansion with aggressive theater construction projects, exacerbating the sector-wide crisis
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in exhibition, which soon hit Regal hard.®” In 2001, US billionaire Phillip Anschutz and his
partner, Oaktree Capital, purchased Regal’s debts at a significant discount and used their
control of this debt to take over the company, restructure it in bankruptcy court, and merge it
with United Artists and Edwards Theaters, which the pair had acquired in a similar
fashion.®® The merged theater chain, the Regal Entertainment Group, went public in 2002 as
a circuit twice as large as its nearest competitor.®” Regal remained the largest US exhibitor
until 2016, when AMC surpassed it with its purchase of Carmike Cinemas. Regal was
acquired by UK-based exhibition company the Cineworld Group in 2017, connecting it with
Cineworld’s Europe-spanning circuit; with the purchase, Cineworld became the number-two

exhibition company in the world, behind Wanda.”®

Cineplex Entertainment

Cineplex Entertainment was founded as simply Cineplex by Garth Drabinsky and Nat
Taylor when the two men partnered to build a new eighteen-screen theater, then the world’s
largest multiplex, in the basement of Toronto’s Eaton Center shopping mall. Taylor had
worked as an influential film buyer and operated the seventeen-screen Twentieth Century
Theaters chain in Ontario, which he affiliated with Famous Players in 1941. He eventually
built Famous Players into a sixty-five-screen circuit. In the process he pioneered early
multiplexes in Canada, building his first in 1957. He sold his interest in the theaters to
Famous Players in 1969. °! Slowly, Taylor began developing the idea for larger multiplex
complexes of over a dozen screens. Drabinsky, a brash young entertainment lawyer,
partnered with Taylor on such a theater when the pair started Cineplex, opening the Eaton

Center location in 1979 to great initial success, thanks to a sizable investment from Taylor.??
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Cineplex soon built on its initial vision, and had 23 multiplexes with 146 screens, including
two sites in the US. The speedy expansion left the chain with significant debts, worsened by
soaring interest rates.”® Early struggles also included difficulty accessing first-run films,
until Drabinsky fought his way to a 1982 settlement with the studios. Due to Drabinsky’s
lobbying and the action of the Canadian government’s Combines Investigation Branch, all
Canadian exhibitors would now be permitted to bid on first-run films.** The company
launched a rocky IPO in 1982, but it was an investment from Canada’s wealthy Bronfman
family that stabilized the chain financially in 1983.%5 Cineplex set to work furthering its
expansion through an acquisition spree that stretched from 1985 to 1987, finding further
funding for these acquisitions by selling half of the company to MCA/Universal in 1986.%
Cineplex bought Canadian Odeon Theatres, which made the merged chain the second-
largest exhibitor in Canada; the chain was renamed Cineplex Odeon.”” In the US, Cineplex’s
largest purchase was Plitt Theaters, although it bought several other circuits as well, and
soon became the largest exhibitor in the US-Canada market through these acquisitions and
an ambitious building program.”® As it grew, Cineplex became known for its upscale
theaters. The company invested in technological upgrades, expanded concessions, theater
architecture and décor; made higher standards of customer service the norm; and charged
significantly more than its competitors.”® However, spending on atmosphere, acquisitions,
and other entertainment ventures saddled the company with $500 million in debt by 1989, a
fact that was initially obscured in the company’s accounting; as a result, Drabinsky was
ousted after a battle with MCA.!%

Cineplex Odeon took a step back, refocusing on exhibition, selling assets, cutting

costs, and eventually investing in a modest expansion of multi- and megaplexes.!°! In 1997,
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the company merged with Sony’s Loews Theatre Group, changing its name to Loews
Cineplex and returning briefly to its previous position as the largest domestic exhibitor.!% In
2001, Canadian private equity firm Onex partnered with Oaktree Capital to buy the chain
and usher it through bankruptcy court.!® In 2003, Onex merged Cineplex’s Canadian assets
with another of its exhibition holdings, Galaxy Cinemas; spun the new company, Cineplex
Galaxy (later Cineplex Entertainment), off from the chain’s US branch; and took it public.
The sale largely disaggregated exhibition operations in Canada and the United States.!** The
US assets of Loews Cineplex were purchased by a group of private equity firms who merged
it with AMC in 2005.'%° The same year, Cineplex Galaxy bought its longtime rival, Famous
Players, becoming Canada’s monopoly exhibitor.!% Since then, it has been the fourth-largest
exhibitor in the US-Canada market, with further acquisitions strengthening its position. In
the 2000s and 2010s, Cineplex launched new initiatives and sought out acquisitions in
parallel sectors into out-of-home advertising and digital signage, gaming and amusements,
and new leisure spaces, significantly expanding the scope of its business. In 2019, Cineplex
agreed to sell to the Cineworld Group, which would have meant a merger with Regal.!?’
Cineworld terminated the purchase in June 2020, in the wake of the COVID-19 pandemic,
triggering a major lawsuit from Cineplex.!%

Together, these four exhibition giants would define thirty years of domestic
exhibition history. They became the four largest circuits in the US-Canada market in the
mid-2000s and continued to hold this place in the industry’s hierarchy for fifteen years. But
size was not their sole contribution to the transformations of the period. Instead, these

domestic giants were instrumental actors in trends towards diversification, digitization,
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premium cinema, and internationalization that defined exhibition practice in the world’s

leading cinema market.

Project Outline

This project presents four overlapping histories of domestic exhibition giants’ industrial
activities between 1992 and 2019, structured around specific modes of practice: the
consolidation of these theater chains during and after the sector-wide crisis of the early
2000s; the diversification of their business in ventures within and outside of exhibition; the
proliferation of digitally enabled premium cinema across their circuits and the US market;
and, finally, the distinct approaches to internationalization that occurred during domestic
giants’ attempts at global expansions in the 1990s and their acquisitions by foreign
exhibition empires in the 2010s. Each chapter provides a semi-chronological account that
traces these areas of giants’ activities, with close consideration of their underlying logics and
justifying discourses. In developing these historical narratives, I put forward an
interpretation of their consequences on the structures of the exhibition industry in the 1990s,
2000s, and 2010s, and outline their points of articulation with areas of exhibitor practice I
discuss in surrounding chapters.

Chapter 1 outlines the development of today’s domestic exhibition giants during a
period of intense consolidation of theater chains during the 1990s and early 2000s. Across
this period, I track the intertwined interests of large corporate exhibitors, especially those
who invested heavily in megaplexing, and the private equity firms who entered the
exhibition industry beginning in the 1990s. This relationship was marked by three

successive phases, each resulting in a fresh wave of consolidation for exhibitors. In the first
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wave, large theater chains and private equity investors in exhibition fueled the sector-wide
construction of expensive megaplex theaters. These initial partnerships contributed to the
overbuilding of the domestic market, rising exhibitor debts, and the sector-wide crisis these
conditions triggered. In the second wave, a new round of investors capitalized on the losses
of their predecessors in the megaplex crash. These investors picked up theater chains and
combined them rapidly with an eye towards using consolidation to sell their new assets at
substantial profits once the industry recovered. Finally, the third wave of investors enabled
preceding buyers to cash out on their investments and sought continued growth. This group
spurred another round of consolidation and solidified the position of the large exhibitors that
emerged from the crisis at the top of the domestic industry. Despite the peril their actions
caused for the exhibition industry, it was the theater chains that participated most actively in
megaplexing and other investments in cinema infrastructure during this period who were the
primary targets for private equity investment, enabling them to become contemporary
exhibition giants. This chapter investigates the birth of exhibition giants in this period and
explains how the consolidation of theater chains created the conditions of possibility for the
transformations discussed across the next three chapters. It also introduces the lingering
influence of the crisis in exhibition and the private equity ownership that has continued to
shape exhibition giants during the 2000s and 2010s.

Chapter 2 investigates the concerted efforts of exhibition giants to diversify their
business beyond box office and concessions, beginning in the mid-2000s. As domestic
exhibition giants recovered from the megaplex crash and solidified their positions at the top
of the industry through horizontal integration, they began to branch out into new ventures

within and outside the exhibition industry. The chapter is divided into two main parts. In the
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first part, I investigate patterns of US diversification, which manifested as a series of
collaborative efforts between US exhibition giants in cinema advertising, digital cinema
technology, and event cinema. These efforts brought in new revenue streams that helped US
exhibition giants demonstrate growth beyond the metrics of theater attendance. But they also
enabled giants to exert a parallel avenue of control over competitor chains by acting as the
service providers that controlled competitors’ access to new revenue streams. In the second
part of the chapter, I examine the more comprehensive diversification efforts of Canadian
giant Cineplex Entertainment. Cineplex’s position as a monopoly exhibitor in the Canadian
market allowed the company to fund acquisitions and new ventures that took it far outside
the traditional exhibition business. Like US giants, Cineplex participated in cinema
advertising and event cinema, but the company also developed ventures including retail
rewards programs, out-of-home media and digital signage, amusements, and new leisure
sites. I argue that the Cineplex case suggests one potential avenue for domestic and
international exhibition giants to continue to grow in mature markets by leveraging their
power in their home markets towards new, but complementary ventures.

Chapter 3 explores exhibition giants’ transition to digital cinema; their adoption of
new screening technologies including 3D, IMAX and other large formats, motion seating,
and multisensory experiences; and their development and marketing of the emerging
category of premium cinema. I begin by tracing domestic giants’ role in the rollout of digital
cinema in the US through their jointly owned digital cinema integrator, Digital Cinema
Implementation Partners, and the uneven path they took to complete their conversion to
digital projection. Then, I discuss the role of new screening technologies 3D and IMAX in

motivating exhibitors and studios to finalize their digital cinema agreements, arguing that

36



the potential of premium cinema more broadly, and not 3D alone, encouraged them to take
the leap. Next, I turn to the expansion of new screening technologies to assess how different
premium cinema formats, including exhibitors’ in-house brands, managed the rollout of their
formats and worked with giants to ensure their technology effectively penetrated the
domestic market. Finally, I explore the way that premium cinema’s technology- and service-
based options have transformed relationships between exhibitors and audiences, making
affluent groups increasingly central to domestic giants’ business as they aim to increase their
profits without relying on dramatic leaps in attendance. Overall, this chapter characterizes
domestic giants’ investments in digital cinema and premium experiences as a major
component of their present power in the market and a characteristic that indicates their
contemporary relationship with cinemagoers.

Chapter 4 analyzes domestic exhibition giants’ participation in international
patterns in cinema ownership, contrasting two periods of internationalization in the global
cinema business: domestic giants’ moves towards overseas expansion in the 1990s and their
acquisition by global exhibition empires in the 2010s. In the first part of the chapter, I
discuss how the US exhibition companies that would become domestic giants in the early
2000s aimed to build new multiplex circuits abroad from the ground up during the 1990s.
Cinemark Theatres was able to achieve this successfully in the Latin American market,
while both Cinemark and AMC faltered while attempting to use this strategy to expand in
Europe and Asia. While Cinemark demonstrated a successful, if partial, achievement of
future giants’ goals in this period, AMC demonstrated how the challenges of this approach
were exacerbated by exhibitors’ overconfidence abroad as well as at home. In the second

part, I look to the return of US exhibitors to international cinema networks after a period of
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retraction during the 2000s, when exhibition giants generally focused on domestic concerns.
In a reversal of previous patterns and methods of internationalization, global exhibition
companies Dalian Wanda and Cineworld, led by emerging circuits that began their business
in developing cinema markets, began targeting domestic exhibition giants. Their interest in
US exhibitors, as well as their ability to quickly establish a strong presence in the domestic
cinema market, was made possible by domestic giants’ activities throughout the 1990s,
2000s, and 2010s described in the previous three chapters. International trends towards
consolidation in mature cinema markets, driven by private equity investment, enabled these
emerging exhibition empires to scale up quickly and network US and international giants. In
sum, this chapter argues that the exhibition industry’s present phase of globalization has
been defined by the development of a domestic exhibition oligopoly and its subordination
into global networks.

These chapters demonstrate how distinct strands of exhibitor activity developed over this
transformative thirty-year period, but also analyze the way that they have built on and
influenced each other, constituted common industrial logics, and affected the role domestic
exhibitors play in the global film industry. Taken together, they provide a picture of the
domestic exhibition industry, and the most powerful exhibitors within it, reestablishing their
economic and cultural positions in a global cinema business that has undergone a period of

rapid and startling change.
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Chapter 1: Crisis, Recovery, and the Making of Domestic Exhibition Giants
The two first decades of the twenty-first century have seen a sea change in the scale, power,
and stability of the largest film exhibitors unseen since the 1948 Paramount Decrees. By the
mid-1990s, the exhibition sector stood apart as a branch of the media industries that was
unusually fragmented in comparison other domestic media industries. Film production and
distribution and broadcast television had spent the last four decades vertically and
horizontally integrating their businesses. Cable soon joined them. As the US policy
environment shifted towards deregulation, the 1980s and early 90s were defined by the
intertwining of these parallel industries under the umbrellas of national media
conglomerates.! But while exhibition had several large chains with strong regional presences
in early 1997, the sector boasted many midsize and small competitors that had flourished in
the decades following the Paramount Decrees of 1948. And though some exhibitors were
owned by media conglomerates, including Famous Players and National Amusements
(Viacom), Loews Theaters (Sony), and Cineplex Odeon (MCA/Universal), most large
chains were independently owned. Just ten years later, three theater chains—AMC Theatres,
Regal Cinemas, and Cinemark Theatres—had become the largest theater chains in the US-
Canada market. All were independent of major US media conglomerates. The three chains
would increasingly dwarf their nearest competition in the next decade. By 2017, AMC,
Regal, and Cinemark controlled 50 percent of US movie screens (see figure 1). In Canada,
the situation was similar: Cineplex Entertainment became the country’s monopoly exhibitor
in 2005, with the acquisition of Famous Players, its biggest rival. By 2018, Cineplex

received a staggering 75 percent of Canada’s box office receipts.
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In this chapter, I outline the first comprehensive account of how these four major
theater chains rose to dominance amid a dramatic reorganization of the domestic exhibition
industry in the late 1990s and 2000s. Over a ten-year period from 1997 to 2007, these
exhibitors not only owned a handful of successful large theater circuits but laid the
groundwork necessary to reorganize the domestic exhibition industry around their interests
as no independent theater circuits had before. This is not to say consolidation in the
exhibition industry is a new phenomenon. The mergers and acquisitions of the late 90s,
2000s, and 2010s built upon previous periods of consolidation in the 1980s and early 90s
that Charles Acland has outlined. ? Jennifer Holt has also highlighted the limited return of
vertical integration of film distribution and exhibition in the late 80s in the context of the
broader conglomeration of the film, broadcast, cable, and telecommunications industries.?
However, the horizontal integration visible between the late 1990s and the 2010s is distinct
from these movements for two reasons. First, it resulted in an exhibition oligopoly in which
the largest exhibitors held an unprecedented share of domestic screens. This dominant share
made them extraordinarily influential in the market and created a gap between them and
their nearest competitors’ that widened dramatically during the 2000s and 2010s. Second, it
created it a stable configuration of powerful exhibitors; compared to the frequent reversals
of exhibitor power observable in the 1980s and 90s, from 2007 on, the four largest
exhibitors saw continuous growth in their power and scale within (and, in some cases,
outside) the US-Canada cinema market. In other words, a core characteristic of the post-
1997 domestic exhibition industry has been the construction, ascendance, and dominance of
the theater chains I will call exhibition giants. I define exhibition giants as corporate theater

chains which participate in an oligopoly with the largest chains in their national or regional
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markets (or act as a monopoly within those same markets). In contemporary US and
Canadian markets, this has meant chains with a national presence and holdings of at least
1,000 screens.*

Looking to the period between 1997 and 2007 will mean reassessing the most visible
signs of these structural shifts in exhibition: the standardization of the megaplex theater
beginning in 1996; the four-year construction boom that followed; and the economic crisis
that brought a period of pervasive financial instability to theater chains in the early 2000s.
Acland has put forward a compelling account of this period that attributes the rise of the
megaplex and related developments in exhibition to a growing “industry common sense”
that identified the utilitarian mall multiplexes of the 1980s and early 90s as targets for
improvement. Investments in the resulting industrial standard, the megaplex, and the scale
and pace of the building spree it triggered pushed exhibitor debts to their limits, bringing
building to a screeching halt throwing the sector into economic turmoil. While Acland
keenly documents how exhibition built consensus (and saw it harshly corrected) and gives
due credit to industrial consolidation’s role in these events, his work and contemporaneous
and retrospective trade accounts tend to discuss this history as one in which exhibitors acted
as an isolated, more or less unified group that succumbed en masse to overenthusiasm about
new theaters that turned dangerous for the sector. Considering the industry’s structural shifts
in the 2000s, this chapter revisits this history to investigate the uneven participation of future
exhibition giants in the megaplex boom, their ability to benefit from the crisis after the
crash, and the intimate involvement of private equity investment in these developments.

This chapter argues that these two groups—the large exhibitors that would dominate

the industry and the private equity firms that invested in exhibition before and after the
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2000s crisis—exerted undue pressure to build megaplexes quickly and expensively,
supercharged consolidation before and after the crash and, ultimately, gathered industrial
power around the handful of exhibitors that would dominate the exhibition industry for the
next fifteen years. Private equity firms, attracted by rising proceeds from blockbusters and
exhibitor-led improvements in theatrical spaces, identified the crowded exhibition market as
a space where they could drive consolidation, expand chains, and achieve sizable short-term
returns. Here, their interests overlapped with large national chains seeking capital to invest
heavily in exhibition infrastructure and buy up competitors in the hopes of growing their
business as theatrical spaces transformed over the course of the 1990s. After the crash in the
early 2000s, the urgency of private equity involvement was felt more sharply on both sides,
as a new round of investors sought to profit from underpriced chains and left exhibitors
desperate for economic rescue. Here, I further recent calls by media scholars to investigate
the influence of private equity and financialization in the media industries by examining one
of its most rapid and dramatic impacts.® In tracing the overlapping interests of future giants
and successive rounds of private equity investors, I also account for the seemingly irrational
outcome of the crisis: that the theater chains that invested most heavily in exhibition’s
construction spree, precipitating the crisis across the sector, became the dominant powers in
the restructured cinema market after the crash.

I trace the intertwined history of megaplexing, the economic crisis in exhibition, and
its recovery and the development of exhibition giants during this crisis through three
successive waves of private equity involvement in the exhibition industry. The financial
industry grasped this disorganization, and, lured in by rising box office in the 1990s and

exhibitors’ attempts to improve cinemas, a first wave of private equity firms invested large
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sums in theater chains, driving a building boom that would lead to a crash in exhibition
within a decade. They partnered with and funded large domestic chains that were primary
leaders of the megaplex boom. With the crash, a second round of firms came into the
industry, seeking an opportunity to benefit from theater chains as underpriced assets,
shepherding them into economic stability. Looking to chains whose infrastructure had been
aggressively developed in the 1990s, these companies jumped at the opportunity to buy
premium cinema infrastructure at bargain basement prices. A third round of companies
picked up the torch once the initial recovery was complete, seeking further rationalizations
and efficiencies and eventually taking companies public. While the context shifted with each
successive wave, all three groups of firms pursued intense consolidation. Within just over a
decade, the domestic exhibition industry had contracted sharply and the gulf between major
exhibitors and their next largest competitors widened considerably, opening the way for the

new exhibition giants to wield their influence over the transformed industry.

Origins of Crisis in the Exhibition Industry

Megaplex Rising

2000 was a bad year for theater owners. Bankruptcy court became a revolving door for
troubled cinema circuits; six chains in the US-Canada market filed that year alone. Those
that did not go bankrupt were frantically streamlining operations, closing theaters, and
raising new funds to stabilize their finances. Theater owners’ balance sheets were piled with
debt from five years of intensive theater construction. Exhibitors had competed heavily
during the 90s to build large cinema complexes with upscale design and top-of-the line

amenities. The construction frenzy not only involved significant spending but quickly left
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chains locked into long leases for newly outdated theaters, some that predated the new
complexes by only a few years. Suddenly outclassed by the new complexes, these cinemas
saw their revenues shrinking by the month. Under these conditions, the exhibition industry
was barreling towards a full-scale crisis. The origins of this stemmed from several forces:
long-simmering discourses about improving cinema standards; rapid and intense spending
on new complexes; careless building patterns; and, as the trend continued, competitive
pressures to grow circuits beyond what attendance levels could support. It was from the
crisis that resulted that the new exhibition giants would be born.

The construction boom that drove exhibitors into crisis emerged from a pattern of
exhibitor discourse that stretched back to the mid-1980s. At that time, exhibitors and
distributors increasingly discussed improving the physical space of theaters and the
experience of cinemagoing. These aims were constructed as a shared project, critical to the
prosperity of the industry as a whole. Plain, serviceable mall multiplexes had enabled theater
owners to cut staffing and maintenance costs while increasing the flexibility of their
programming. But as Acland explains, exhibitors were now refiguring these sites as drab
and substandard. Initiatives emerged to market not only individual films, but the cultural
experience of going to the movies. Individual exhibitors and the industry at large invested
heavily in new configurations of theater design, screening technology, and customer
service.’

Nearly a decade of exhibitor deliberation culminated in 1996 with the emergence of
a new industrial standard: the megaplex theater. Coined in the pages of Variety, the term
megaplex designated theaters that had twelve, fourteen, twenty, and sometimes as many as

thirty screens. Megaplexes were also destination cinemas, designed to match the height of
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exhibitor ambitions for improved standards, with features including stadium seating, large,
curved screens, cutting-edge screening technology, upscale concessions, arcades, and
enhanced customer service.” Such features returned theaters to the cultural cachet of past
decades, reaffirming a commitment to the idea of cinemagoing as a special event.® These
features were expensive to include in existing theaters or new constructions, but exhibitors
appeared nearly unanimous in the belief that the investment was worth it. Booming financial
markets for borrowers and optimism about the potential of these sites to draw new audiences
led to a wave of theater construction. Megaplexes became a nearly industry-wide
phenomenon.

In only a few years, the number of megaplex theaters in the country ballooned,
pushing the total number of screens in the US to dizzying new highs. Soon, the trend led to a
phenomenon known as overscreening. The US market, especially in major cities, was
already densely screened by the 1990s, due to a recent wave of building during the 1980s.
As exhibitors built new, cutting-edge theaters, they drew audiences away from older
theaters. This created immense pressure to construct new cinemas, either to counter the
effects of competitors’ screens or to beat them to building a site in a particular location. This
practice could also lead to theater chains cannibalizing their own profits, as new megaplexes
drew audiences away from older theaters within a companies’ own circuits. Overscreening
became a hot button issue for exhibitors, as they feared the number of theaters would exceed
audience demand, increasing the cost of running their theater chains without a proportionate
increase in revenues. But even as warnings about the financial risks of so much building
began to circulate, exhibitors feared being left behind if they failed to keep up with the

construction spree. Few refrained from opening new cinemas. The US screen count rose
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vertiginously, from 23,814 screens in 1990, to 27,843 screens by 1995, to a peak of 37,131
screens in 1999 (see figure 2). Exhibitor spending (and debt) followed suit, as exhibitors
collectively invested billions in new sites.

The result was an industry that, by the end of the decade, was characterized by
swings between euphoria and dread. Regal CEO Mike Campbell’s state of the industry
address at ShoWest 1999, exhibitors’ annual trade convention, exemplified the prevailing
mood. “It is the best of times in theater exhibition: megaplexing, consolidation, stadium
seating, state-of-the-art technology, availability of capital, box office revenue growth, film
production strength, and rising consumer spending on leisure-time activities,” he told the
crowd assembled in the Caesar’s Palace Colosseum for the convention. “It is the worst of
times in theater exhibition: megaplexing, consolidation, stadium seating, state-of-the-art
technology, availability of capital, box office revenue growth, film production strength, and
rising consumer spending on leisure-time activities.” Campbell went on to describe the
chaotic new environment. Megaplexing, he said, had created profound instability for
exhibitors whose industrial landscape was changing beneath their feet. But he also framed
new complexes as signs of progress and possibility that were improving the cinema
experience and drawing large audiences back to the movies. He ended his address with an
assurance that the “magic of free enterprise” and the forces of the market would restore
balance and make things “the best of times in exhibition” again, though he predicted
exhibitors would “experience a little pain as we run the gauntlet.”!°

Campbell’s prediction was vague enough to be accurate; exhibitors experienced a
period of chaos and struggle that eventually returned to relative stability, in part due to the

structures and incentives of the market. But the gauntlet exhibitors ran became a major
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economic crunch. The equilibrium that eventually returned was fundamentally different
from the one it left behind. The industry was restructured, and its power balance shifted in
favor of a small group of large exhibitors. This outcome was the result of two factors. First,
private equity firms entered exhibition in the 1990s and remained decisively involved into
the 2000s, injecting capital that drove the building boom but also shaped the rhythms of the
recovery. Second, large corporate chains that had built most heavily in the megaplex years,
driving patterns of overscreening and competitive pressure on other exhibitors, became
prized acquisition targets after the crisis as private equity launched a campaign to
consolidate the industry. These targeted chains would eventually become the exhibition

giants whose decisions would influence the trajectory of the industry in decades to come.

Private Equity Enters Film Exhibition
Several private equity firms targeted the exhibition industry for investment during the 1990s,
especially as the theater construction boom intensified. But private equity was not merely
responding to a set of market conditions surrounding the exhibition industry. Instead, the
firms involved partially created those conditions, profoundly reshaping the market itself.
The financial industry’s investments and incentives complicate trade and scholarly
narratives that attribute the crisis to exhibitors’ actions alone, requiring a more nuanced
understanding of how capital and industrial power were distributed in exhibition during the
1990s.

Exhibitors first attracted private equity attention as their general program of
improving cinema sites began to bear fruit in the early 1990s. Interested private equity

companies, still called leveraged buyout (LBO) firms at the time, saw significant value in
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investing in exhibition for three primary reasons. First, rising box office since the mid-
1980s, buoyed by a cycle of modern blockbusters, prompted financial interest in the film
industry more generally throughout the 1990s and early 2000s. The most lucrative film
production and distribution entities, including the major studios, had been folded into the
activities of large conglomerates whose fortunes were tied to other media industries
including television, publishing, and telecommunications.!! Exhibition returns tracked the
health of the film industry closely and major investments were significantly cheaper than
investments in the production or distribution sectors. Second, as exhibitors lured moviegoers
with upgraded cinema environments and state-of-the-art flagship sites, the financial industry
took note of rising attendance figures. Investors were drawn in by an opportunity to push the
value of the theatrical business to new heights. Third, and most importantly, film exhibition
was an unusually crowded branch of the media industries, due to the legacy of the 1948
Paramount Decrees that reorganized the sector into a more geographically dispersed and
competitive ensemble of medium- and small-sized theater chains. Exhibitors then
consolidated in the 1980s and early 1990s, aided by the government’s weakened appetite for
antitrust regulation.!? By the 2000s, many more national and regional operators held a
significant share of the market than in other branches of the media industries. LBO firms
noticed this competitive landscape, and consistently remarked on the profit potential of
consolidating exhibition in the 1990s and 2000s.

Private equity’s support of exhibitor-led projects to upgrade cinemas and build new,
state-of-the-art sites accelerated the industry’s efforts to expand the size and grandeur of
their circuits. From 1992 to 1996, private equity firms like Merrill Lynch and the Cypress

Group purchased the United Artists Theatre Company, Hoyts Cinemas, and Cinemark
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Theatres in whole or in part. On the heels of the acquisitions, these theater chains announced
major construction projects that added hundreds of new screens to their circuits.!3 The
infusion of capital into the exhibition industry and new investors’ appetites for quick growth
fueled the dizzying scale of the megaplex construction boom. Of these deals, the largest and
most illustrative was the proposed merger of Regal Cinemas, Act III Cinemas, and United
Artists by the LBO firms Kohlberg, Kravis, Roberts (KKR) and Hicks, Muse, Tate & Furst
in the late 1990s. This deal combined the impulses towards consolidation and expansion that
governed private equity investors in exhibition during the 90s. But even as it illustrated the
desires that drove patterns of private equity investment in the sector, the Regal-Act III-
United Artists merger also revealed the instability these new investors had brought to an
industry already in flux.

The merger began with the concurrent sales of Act III Cinemas and the United
Artists chain in the fall of 1997, which attracted significant LBO interest from the outset.
LBO firms hoped to seize the moment to acquire both chains and consolidate them into a
single circuit, increasing the combined value of the assets for a future sale. This aspiration
drove bidding wars for both chains; AMC and Regal Cinemas dropped out of the bidding for
Act 11T early as the price climbed, leaving the LBO firms to jockey amongst themselves.!*
KKR won out in the fight for Act III, paying $660 million for the circuit. Industry
commentators considered the price unusually high.!> After losing out on its own bid for Act
III, KKR’s rival, Hicks Muse, acquired United Artists (then the second-largest chain in the
US) for $850 million. Again, analysts fretted about an inflated purchase price. The cost of
the United Artists deal was especially concerning given that much of the circuit was

considered outdated and in need of expensive renovations.!®
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A few months after these acquisitions, KKR and Hicks Muse joined forces, planning
to combine their assets and reach even further into the exhibition sector. The two firms
announced plans to jointly purchase Regal Cinemas for $1.2 billion, take the company
private, and merge it with their existing theater holdings.!” The deal was poised to be a
historic shift in the balance of power in exhibition. A merger of Act III, United Artists, and
Regal would have formed a “megacircuit” of more than 5,000 screens, nearly twice the size
of then-leader Carmike Cinemas’ 2,700-screen chain.'® The deal marked KKR and Hicks
Muse’s first joint ventures with another LBO firm, and their $600 million contributions to
the venture also made it one of the largest commitments for either firm in a single industry.!”
The size of these investments in exhibition suggests the heights of KKR and Hicks Muse’s
aspirations; as expensive as the acquisitions were, the willingness of these firms to cut these
deals was contingent on their expectation that they would be able to manage, expand, or
acquire their way to even higher profits.

The deal would also allow an acquired Regal Cinemas to respond to pressures
initiated and exacerbated by private equity involvement in exhibition. Regal, an upstart
chain that had acquired its first theater in 1990, had grown rapidly during its short life,
largely through acquisitions. The circuit’s CEO, Mike Campbell, told Daily Variety that
acquisition costs were increasing as LBO firms bid competitively on chains coming up for
sale, raising issues for this strategy.?’ He also acknowledged that the costs of megaplex
construction and rising competition for prime locations to build new sites had been a
growing concern for the company.?! Regal was motivated to sell, said Campbell, by the need
to increase its financial muscle to compete with the LBO firms driving up costs across the

industry; in other words, Regal couldn’t beat private equity, so it would join them. These
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observations indicated a vicious cycle that all but necessitated the further involvement of
private equity investment or other deep-pocketed investors in exhibition to keep large
exhibitors like Regal growing. But few outside private equity were willing to spend
equivalent sums on exhibition.

Before KKR and Hicks Muse could finalize the assembly of their exhibition
monolith, their plan collapsed. In February 1998, a month after the merger was announced,
United Artists reported it had fallen $5 million short of its 1997 projections. When Hicks
Muse attempted to lower the acquisition price, its deal for the chain fell through.?? The
Regal-Act III merger went forward, forming a circuit that still led Cinemark by five hundred
screens. But the failed United Artists deal substantially reduced the scale of horizontal
integration that KKR and Hicks Muse had originally planned.?

This early complication suggested that a large-scale transformation of exhibition
would not go as smoothly as investors envisioned. When initial plans for the three-way
merger was announced, industry commentators had expressed concerns that the three
acquisitions were overvalued and could not generate sufficient economies of scale to justify
the price.?* With this latest development, the possibility of major savings from the
combination became even more remote. The dissolution of the deal also likely prompted
concern from the smaller private equity firms Brentwood Associates and Warburg Pincus,
which had rushed into exhibition behind KKR and Hicks Muse in late 1997, buying
Landmark Cinemas and Mann Theatres with their own plans to build theaters and acquire
competing exhibitors.?> Despite the setback, KKR and Hicks Muse persisted in their

ambitions. Under the firms’ ownership, Regal would build new cinemas more aggressively
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in the next several years than any other theater chain, as I will discuss below. The frenzied
construction compounded the risks of the companies’ initial investments.?¢

Lured by the promise of a rising box office and dreams of surging theater attendance,
private equity firms sought out exhibition investments throughout the 1990s, driving up
circuit sale prices and fueling the upgrading and expansion of theatrical sites. Firms like
KKR and Hicks Muse led bidding wars for prime circuits, pushing prices for desirable and
questionable chains alike to new heights and increasingly crowding exhibition interests out
of acquisitions. With the capital of these investors behind them, large and medium chains
acquired by private equity (including Cinemark, Hoyts, and Regal) were empowered to
upgrade and expand their circuits, adding hundreds of new sites over only a few years, and
taking on significant debt in the process. Smaller private equity firms like Brentwood
Associates and Warburg Pincus took on the strategies of larger firms as a template,
acquiring less promising chains and pouring money into planned expansions (see table 1).
For many private equity investors, the effects of their involvement paved the way for
bankruptcies at their new acquisitions; by 2001, in some cases as little as two years from
their initial investments, Regal, United Artists, Landmark Cinemas, and Mann Theatres
would all file for bankruptcy.

The influence of private equity investment in exhibition was felt beyond the theater
chains these firms acquired. The financial industry exacerbated the highly competitive
atmosphere that permeated exhibition in the 1990s and culminated in the industry-wide
crisis of the early 2000s. The capital that flowed into the industry from private equity meant
that competing chains, especially larger players hoping to hold onto their positions in the

market, were encouraged to increase their spending on renovating and expanding their
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Table 1: Private Equity Investors in US-Canada Film Exhibition, 1992 to 1998

f
Investor Theatre Chain Year Number o
Screens
United Artists Theat
Merill Lynch fHfed ATHSIS heatre 1992 2,409
Company
Hellman and Friedman Hoyts Cinemas 1994 491
The Cypress Group Cinemark Theatres 1996 1,403
Kohlberg Kravis Roberts Act III Cinemas 1997 758
Brentwood Associates Landmark Cinemas 1997 138
Warburg Pincus Mann Theatres 1997 86
Kohlberg Kravis Roberts
Hicks, Muse, Tate, & Regal Cinemas 1998 2,350
Furst

Source: Data from New York Times (Fabrikant, “Cable Giant to Sell Chain of Theaters”; “Company News:
Kohlberg Kravis in $660 Million Deal for Act III Cinemas”), Daily Variety (Groves, “Hoyts Adding Screens”;
Peers, “Cinemark Gets Cash Infusion”; Klady, “Silver Inks Landmark Purchase”; Hindes, “Viacom, TW
Complete Cinamerica Theater Sale”), and Wall Street Journal (Lipin and Orwall, “KKR, Hicks Muse to Buy
Regal Cinemas”).
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circuits. This spending led to the overscreening and deep debt loads that would push the
industry over the edge. By pursuing rapid consolidation and theater construction to overtake
their competitors within short investment windows, private equity firms catalyzed the
overextension of exhibitors and contributed to widespread economic instability in the

exhibition industry.

Major Corporate Chains and the Megaplex Boom

Trade and scholarly narratives of the crisis in exhibition tend to attribute the cause of the
1990s theater construction boom to exhibitors as an undifferentiated group which acted
rashly, overspent, and drove their own industry into crisis. I contend that while most
exhibitors participated in building megaplexes and renovating theaters to align with the new
standards, this participation was uneven. Some chains added major features to the megaplex
model, spent more heavily on sites, and built much more quickly and intensively than others.
These were generally large corporate chains with significant financial backing. For some,
like Regal, financing came from private equity firms willing to pour money into the
industry. In others, economic support derived from public investment and parent companies
with deep pockets which wanted their subsidiaries to remain competitive in the exhibition
sector. For both groups of exhibitors, these investments led to painful short-term losses for
themselves and virtually the entire industry. But large corporate chains also created the
conditions that would help them to cement oligopolistic power over their competitors in the
years following the crisis. Growing partnerships between these chains and private equity
interests became foundational to the formation of the exhibition giants of the 2000s and

2010s. These strands of activity began to overlap in the 90s. Tracing the trajectories of each
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set of actors before 2000 is key to understanding how the crisis took shape and how their
interests coalesced in the next decade.

In 1995, AMC was one of the primary exhibitors leading the megaplex trend across
the industry and pushing the expense of this new theater model to greater heights. AMC
lacked the private equity support enjoyed by other major chains like Cinemark and Regal.
But as a public company and the third-largest US chain, the circuit had more access to
capital than many other exhibitors, which it used freely to upgrade theatrical sites.?” The
chain’s twenty-four-screen Grand theater in Dallas, opened in 1995, was heralded as the first
megaplex in the United States, and was then the country’s largest theater as well.?® As it
built the Grand, AMC was in the middle of a construction spree; between 1994 and 1998,
the chain opened thirty-eight new megaplexes comprising 800 of the circuit’s approximately
2,300 screens.? Its activities were characteristic of the largest US and Canadian exhibitors at
the time in this regard: theater operators including Regal, Cinemark, Cineplex Odeon, and
Famous Players had the capital to invest in megaplex constructions from their equity
investors (Regal/Hicks-Muse, Cinemark/The Cypress Group) and parent companies
(Cineplex/MCA-Universal, Famous Players/Viacom). Their size positioned them well to
access these funds and expand in areas where they already had a strong presence.

Even as its megaplex sites were heralded as the future of moviegoing, AMC was
criticized within the industry for contributing to overscreening and inflating the cost of
building new theaters. Critics were concerned about the number of theaters the chain was
building in such a short time frame. But the chain provoked the most backlash for two
elements of its megaplex strategy: the size of its theaters and the introduction of stadium

seating. Of the fifty-three new megaplexes that AMC opened after the Grand, the average
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size was twenty-two screens, with many theaters boasting twenty-four or even thirty
screens.’® Theaters of this size did not become the industry standard, but they did raise
concerns that such sites encouraged overspending on construction. These cinemas were also
considered too large to be supported by audiences where their sites were located. As the
construction boom continued and other exhibitors sought to distance themselves from the
frenzy, twenty-four- and thirtyplexes were frequently cited as symbols of the industry’s
excesses.’!

Stadium seating became another area of contention. Seen as an improvement on
sloped auditorium floors, stadium seating promised unobstructed sightlines that would create
a superior viewing experience for the audience. AMC introduced stadium seating when it
unveiled the Grand and, through the height of the megaplex wave in the late 1990s, all of the
chain’s new constructions boasted this layout.>? In introducing stadium seating and
encouraging its adoption as an industry standard, AMC made one of the costlier additions to
the megaplex template: stadium seating pushed the per-screen expense of new theater
construction from $200,000 less than ten years previously to as much as $1 million.>? As
other major exhibitors like Regal adopted stadium seating in their own megaplex designs,
theaters that lacked this feature looked instantly outdated, even if exhibitors had built them
only a few years earlier. These concerns heightened pressure for theaters across the industry
to adopt this feature, driving up building costs.>* While stadium seating was the most
consequential addition AMC made to the megaplex template, other extras pioneered at the
Grand like curved screens and three-way sound also followed this pattern, becoming
standardized at new AMC sites and quickly being added to the designs of its competitors as

well.?
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Backed by KKR and Hicks Muse, Regal Cinemas also drove the building spree and
later came under fire from the rest of the industry for compounding the crisis. Like AMC,
Regal adopted expensive new features in its complexes. Especially contentious, however,
were allegations that Regal used predatory building tactics and built new cinemas
excessively. On the former count, competitors and commentators accused Regal’s new,
amenity-laden megaplexes of pulling audiences away from other facilities.’® On the latter
count, Regal’s building throughout the 1990s outpaced any other chain, even as the cracks in
prevailing strategies began to appear. When KKR and Hicks Muse acquired the chain in
1997, Regal was already in the middle of an “aggressive” construction plan to open 1,300
screens in two and a half years and close about 10 percent of its 2,100 screens to shed older
and underperforming sites.>” The acquisition offered the capital to fuel this project, and the
chain continued to expand its theater construction program well into 2000, even as other
chains entered bankruptcy court and the industry’s woes were splashed across the trade
press. In February 1999, the chain announced plans to add an astounding 1,600 screens over
the next two years at an estimated cost of $550 million, aiming to open sixty sites totaling
one thousand screens in 1999 alone.?® Keith Thompson, Regal’s vice president for real
estate, insisted that these theaters would largely be built in areas that were still
underscreened, but acknowledged that competitive pressures in the industry (and,
presumably, the scale of the planned expansion) would potentially involve building new
theaters near older ones to stay ahead of other exhibitors.>* Even for the 80 percent of
theaters that Regal planned to build in “noncompetitive areas” the expansion risked

backfiring; Variety reported in 2000 that many of the chain’s new theaters were seeing
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“mediocre initial grosses,” likely because there was little profitable territory left
underscreened after the industry’s construction binge.*°

As in the United States, Canada’s megaplex construction was driven by its two major
national circuits, Cineplex Odeon and Famous Players, then operating as a virtual duopoly in
the market (Cineplex had also operated in the US since 1982).4! Neither chain had major
private equity investors at this stage, but in addition to the position they enjoyed as the
largest exhibitors in Canada, both had powerful corporate parents which could help them
fund expansions. MCA/Universal owned Cineplex Odeon, while Famous Players was a
subsidiary of Viacom.*? Both exhibitors had participated actively in a late-80s expansion,
leading to concerns about overscreening, and Cineplex was still dealing with substantial debt
from its enthusiasm for construction and acquisitions north and south of the border.** But
1995 catalyzed another round of building, with each chain announcing an ambitious,
multiyear series of construction projects totaling hundreds of new screens at home.**

When AMC announced plans in August 1996 to build thirty new megaplexes in the
Canadian market, the Canadian duopoly was spurred on by fear of competition from the US
giant.*> By April 1998, AMC had scaled down its plans to only five new sites, and had yet to
break ground on a single cinema; two years later, the US chain remained limited to these
locations, with 122 screens between them.*¢ In contrast, between 1996 and 2000, Cineplex
went from 621 to 828 Canadian screens, while Famous Players expanded from 475 to 804
screens. Like their US counterparts, these theaters were constructed in the megaplex style
with plentiful screens as well as comforts and amenities including plush stadium seating,
upscale concessions, arcades, cutting-edge sound and image technology, and elevated

customer service standards.*” And, just as in the US, aggressive building and new amenities
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spearheaded by leading chains also pushed smaller regional theater circuits like Quebec’s
Guzzo Cinemas and Atlantic Canada’s Empire Theatres to invest in upgrading their facilities
to keep up with their competitors.*® In 1998, Cineplex also merged with another major
chain, Loews Theaters, adding 900 screens to its circuit. With the merger, the company
significantly expanded its circuit in the US, strengthened its balance sheet, and changed its
name to Loews Cineplex. Loews, too, had been actively engaged in theater renovations and
construction as the megaplex trend took off and its upgraded theaters bolstered Cineplex’s
profile in the US.* Commentators suggested the financial stability the merger brought
Cineplex would enable the company to further upgrade its cinemas.>°

While both large and midsize exhibitors participated in the industrial discourses
around cinema improvement and the widespread theater construction they precipitated, it
was the largest corporate exhibitors with the greatest access to capital for major projects that
led the movement that would soon roil the industry. Aided by private equity investors,
parent companies, and the greater access to capital that came along with their status as major
exhibitors, AMC, Regal, Cinemark, Cineplex Odeon/Loews Cineplex, and Famous Players
each built hundreds of new screens, invested in expensive design features, and intensified
the cutthroat competition amongst exhibitors to build big or risk having their audiences
eroded by competitors’ megaplexes. Acknowledging the role of these corporate chains in
generating the conditions for crisis is especially important when their activities are read in
light of the major shifts in exhibitor power that followed in the decades after the meltdown.
Though these chains played the most significant role in overbuilding circuits, overscreening
key markets, and overburdening exhibitor balance sheets, their investments in exhibition

infrastructure made them valuable targets for a new round of private equity investors
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seeking to capitalize on the industry’s woes. These circuits—and, especially, their investors
and parent companies—would not escape unscathed. But with the help of new investors,
exhibitors like Regal, AMC, and Loews Cineplex would be able to recover from the crisis
well-positioned to dominate the market. Meanwhile, many unlucky large and midsize
exhibitors who had tried to compete or held back on construction were swallowed up by the

majors in bankruptcy court or in the waves of consolidation that followed.

Vulture Capital and the Megaplex Crash

Major Chains in Crisis

By 1999, the construction boom had reached its height and theater chains’ overinvestment in
new screens was starting to catch up with them. As exhibitors and their investors had hoped,
both box office and theater attendance were swinging upward that year, bolstered by
exhibitors’ investments in cinema infrastructure and a string of successful blockbusters in
the previous three years, including Men in Black (1997), Titanic (1997), and Star Wars,
Episode I: The Phantom Menace (1999). By December 1999, the six largest exhibitors had
collectively spent $2.8 billion since 1996, primarily on constructing new megaplex
cinemas.’! But as the extent of theater chains’ debts became obvious to those outside
exhibition, the stocks of publicly traded exhibitors (Loews Cineplex, AMC, and Carmike)
began to reflect the broader market’s concerns about the state of the companies’ balance
sheets. That chains carried large debts relative to their cash flows when box office was rising
to all-time highs and the stock market was booming only brought these issues into starker
relief. In 1999, exhibition stock prices dipped as much as 50 percent.’? LBO firms had

invested in theater chains due to their optimism about the potential of growing blockbuster
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revenues and new megaplexes to reignite the cinema business in the mid-1990s and had
succeeded in their goal. Recent increases in box office were widely attributed to theater
upgrades, the expanded screen count that facilitated saturation releases, and the marketing of
new cinema facilities. Paradoxically, the speed and degree of investment in theater
construction had undermined this progress. Theater chains and their partners in the financial
industry had far outstripped the growth in their revenues with the costs of the sites.
Overscreening exacerbated the issue, as newer screens siphoned business from older ones,
cannibalizing exhibitor revenues and making older screens a drag on circuits. Exhibitors also
voiced concerns that saturation releases enabled by the ballooning screen count meant that
audiences for new releases burned off much more quickly, reducing exhibitors’ share of
ticket revenues, which traditionally increase the longer a film runs.>?

As exhibitors’ fortunes continued to worsen throughout 1999, theater chains could
no longer ignore the issue. Exhibitors pulled back on building and hastened the closure of
underperforming screens. In a major signal of the shifting common sense around megaplex
building, AMC, in the wake of announcing a $13 million loss for the fiscal year, announced
its retreat from its hallmark megaplex strategy and committed to cap new theaters at twenty
screens.’* Late that year, the industry saw its first bankruptcy: Mann Theatres, purchased by
Warburg Pincus only two years earlier, filed in November 1999.% In 2000, six more theater
chains announced bankruptcy filings.>® Of these chains, three—Carmike, United Artists, and
General Cinema—were in the top ten domestic theater circuits at the beginning of the year.’’

While a troubling sign for the industry and a major blow for investors, bankruptcy
also brought relief to exhibitors by allowing them to restructure their debts and reorganize

their operations. One of the core benefits of Chapter 11, given the context of the crisis, was
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that it generally allowed exhibitors to break leases for underperforming theaters, speeding
closures for older screens. Through 2000 and 2001, some exhibitors filed for bankruptcy
only out of necessity, while others entered the process voluntarily, negotiating with creditors
themselves or with the help of prospective buyers.*®

These buyers were part of a new wave of private equity firms to enter exhibition.
Like their predecessors in the 1990s, these investors explicitly discussed their aspirations to
consolidate circuits and build their value in investor calls and to trade reporters. But their
interest did not come from the sense of exhibition as an industry poised for astronomic
growth. Instead, they saw the business’s present difficulties as an opportunity: theater chains
were understood to be poised for a turnaround, and if investors could restructure debt, close
older theaters, rein in excesses, and merge underpriced chains, they could make a tidy profit.
This second wave of investors, then, understood their involvement in exhibition as
investments with a lifespan of two or three years. These timespans were even shorter than
those of first-wave investors whose plans to rebuild theater circuits with state-of-the-art
facilities—and the dizzying speed with which they put this plan into effect—had plunged the
industry into distress.

The desired profits of second-wave investors came on the back of the losses of these
predecessors, who lost as much as $15 billion on exhibition between 1999 and 2001.>° In the
wake of the crash, new investors saw the cinema infrastructure these investments had built
become available at rock-bottom prices and jumped at the potential for profit. In some cases,
these firms stabilized companies before they needed to file for bankruptcy. This was the case
for Apollo Management, which bought $250 million in preferred stock from AMC in April

2001, allowing the exhibitor to reduce debt and strengthen its finances. The deal, which gave
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Apollo a minority stake in the company, allowed AMC to become one of the bargain-
hunters seeking out struggling chains, rather than leaving them to endure the industry’s
hardships alongside their competitors.®® In other cases, prearranged bankruptcy filings
facilitated the transition of struggling chains into the hands of new owners, such as when
Canadian investment manager Onex and its partner, private equity firm Oaktree Capital,
announced plans to take control of Loews Cineplex as the chain filed for bankruptcy
reorganization in February 2001. The pair ultimately converted $250 million in acquired
Loews debt into a 100 percent equity stake and took the company private (see table 2).!

The earliest and largest investors of this new wave were US billionaire Phillip
Anschutz and his partner, Oaktree Capital. Anschutz had built his fortune in oil, railroads,
and telecommunications and had a history of investments in distressed companies. Oaktree
Capital, which had partnered with Onex on the Loews deal, was a private equity firm
specializing in distressed debt.®? Together, Anschutz and Oaktree would draft the template
that other bargain-hunters in the financial industry followed as they sought to profit from the
movie theaters’ misfortunes.

Anschutz entered the exhibition industry in early 2000 by buying the discounted debt
of a struggling United Artists Theatre Company at a rate of 70 cents on the dollar, soon
becoming the chain’s largest lender.®* In September 2000, the chain filed for bankruptcy
under a debt restructuring plan proposed by the billionaire. Since bankruptcy reorganizations
pay banks and lenders before equity holders, Anschutz was able to bypass the chain’s
owners, Merrill Lynch, and transform $92 million in debt (bought at $65 million) into a 55
percent equity stake.®* By the time United Artists was exiting bankruptcy in February,

Anschutz had partnered with Oaktree to buy the debts of Edwards Theatres, which was then
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in bankruptcy court.®> In August, Anschutz and Oaktree were able to swap $56 million in
acquired debt for a 51 percent stake in the company.®®

The partners pulled from the same playbook in pursuit of their largest prize: Regal
Cinemas. The theater chain, seriously overextended after its building binge, had been
hovering on the edge of bankruptcy for months. By May 2001, Anschutz and Oaktree owned
a significant portion of the chain’s debts. This put the investors in a strong position to seize
Regal from KKR and Hicks Muse, which were desperately clinging to control, since
Anschutz and Oaktree now owned enough debt to block any restructuring proposal from the
chain’s current owners.®” Regal’s management approved Anschutz and Oaktree’s proposal in
September 2001, and the chain filed for Chapter 11 the next month.%® KKR and Hicks Muse
were left in the cold and lost $500 million each on their investment in Regal Cinemas.®’

Regal exited bankruptcy court in January 2002 and, shortly thereafter, Anschutz
unveiled the endgame of his buying spree: he planned to consolidate the three circuits under
the banner of the Regal Entertainment Group and launch an initial public offering (IPO).
The merged chains formed a behemoth circuit of nearly six thousand screens. With 17
percent of all screens in the United States, Regal Entertainment was now the largest theater
chain in the country.”® In May, Regal stocks became available to the public, trading as high
as 17 percent higher than the launch price on their first day. Regal raised $180 million with
the IPO, which was allocated to paying down its debts.”! Anschutz and Oaktree had not only
taken charge of three struggling firms and reorganized them into an industry-leading
enterprise, they had also dramatically transformed the competitive logic and industrial
discourse of the exhibition sector. While this was the first major consolidation of the post-

crisis years, it would not be the last. In the coming years, other financial firms would jockey
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Table 2: Private Equity Investors in US-Canada Film Exhibition, 2000 to 2003

f
Investor Theatre Chain Year Number o
Screens
- United Artists

Phillip Anschutz Theatre Company 2000 2,036

Phillip Anschutz

Oaktree Capital Edwards Theatres 2001 850

Phillip Anschutz .

Oaktree Capital Regal Cinemas 2001 4,472

Onex )

Oaktree Capital Loews Cineplex 2001 3,010

Apollo Management AMC 2001 2,790

Source: Data from Daily Variety (DiOrio, “UA Raising Curtain After Bankruptcy,” “Edwards Creditors OK

Anschutz Buyout Plan,” “Anschutz Leads Regal Out of Court,” “Loews Down, Out”) and Wall Street Journal

(“Apollo Management Buys $250 Million of Preferred”).

67




to expand the reach of major theater circuits while the value of cinema chains was still

depressed by the turmoil across the industry.

Crisis Investors Look for the Exits

Phillip Anschutz and Oaktree Capital’s successful play with their joint investment in
exhibition became the benchmark for other financiers who hoped to profit from the
exhibition industry’s disarray. Anschutz and Oaktree had bought chains cheap at the peak of
the crisis, consolidated them into the United States’ largest cinema chain, and reaped the
financial rewards in short order with a successful IPO. Perhaps the most remarkable aspect
of the deal was the speed with which the partners were able to execute this plan. The launch
of the Regal Entertainment Group’s $180 million IPO took place just over two years from
Anschutz’s initial purchase of United Artists’s distressed debts. Onex (which had also
partnered with Oaktree) and Apollo Management, the other private equity firms then active
in exhibition, also strived to assemble leading circuits by acquiring distressed chains,
hopeful about the possibilities of cashing out once the value of movie theaters rebounded.
However, while they shared Anschutz and Oaktree’s overall strategy, the results of their
efforts were uneven and their timelines more prolonged.

In the early phase of the crisis, both Onex and AMC (partially owned by Apollo)
sought to pick up struggling chains to bolster the size of their circuits. One of the largest of
these deals played out in a competition between the two companies in bankruptcy court for
the assets of the General Cinema Corporation, then the eighth-largest chain in the United
States with more than 1,200 screens.’? Initially, Onex and Oaktree appeared to be the

winners, announcing a deal with the chain’s creditors in June 2001.7> But AMC, bolstered by
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Apollo’s investment, moved in unexpectedly to outbid the partners the following month.”*
“We are basically in the game—that is the point to be made here,” said AMC CEO and
chairman Peter Brown, discussing the deal. “We really view that we are a very serious and
credible player when it comes to looking at consolidation activity in this industry.””® His
statement suggests a sense across the industry, in the wake of Anschutz’s deal-making, that
acquisitions would be essential for those major corporate chains that had survived the initial
wave of the crisis to preserve their dominance in the business. AMC emerged victorious in
the auction for General Cinema that December.”®

Onex remained eager to extend its reach in exhibition, pursuing several deals in the
next few years and reinforcing the emerging consensus that scaling up was essential to
remaining competitive with Regal’s circuit. Shortly after its initial filing to take over Loews
Cineplex, Onex announced plans to use $1.3 billion from a recent sale of assets to buy and
merge theater chains. “There’s such disarray in the industry we think there’s a real
consolidation opportunity worldwide in the exhibition business,” Onex president and CEO
Gerald Schwartz told Onex shareholders shortly after the acquisition.”” Ultimately, the
partnership failed to assemble assets on the scale of General Cinema that it could use to
expand the chain. Since 1999, before its acquisition of Loews, Onex had been the majority
owner of Galaxy Entertainment, an emerging Canadian exhibitor that focused on building
smaller, megaplex-style facilities in midsize Canadian cities that had been neglected during
the building boom.”® But despite its involvement in other prospective deals, it struggled to
expand beyond Loews Cineplex. In addition to General Cinema, between 2001 and 2003
Onex mulled mergers with Cinemark and AMC and planned an acquisition of Landmark

Theatres, all of which eventually fizzled.” Domestically, its only completed acquisition was
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the assumption of full control of a pre-existing joint venture with the small Michigan circuit
Star Theatres.®" It did have some modest success building out Loews Cineplex’s
international exhibition portfolio, expanding its stake in a joint venture with South Korea’s
Megabox Theaters and acquiring a 42 percent stake in Groupo Cinemex, an emerging
Mexican exhibitor.3! However, Onex was generally unable to achieve the height of their
consolidation ambitions during their years as owners of Loews Cineplex. Their
shortcomings are indicative of the highly speculative strategies that had overtaken the
industry, ones that relied on audacious purchase agreements, financial sleight of hand, and
well-timed exit strategies. Prior commitments to communities, employees, and customers
had taken a back seat to highwire hedge fund performances of Anschutz and his peers.
Although it may have appeared that the industry was awash with buying opportunities, the
number of firms that could take advantage of these opportunities was rapidly diminishing.
While investors and exhibitors were still considering consolidation plans, the success
of Regal Entertainment’s May 2002 IPO lifted hopes that theater chain owners would be
able to cash out quickly on their own investments through public offerings. Regal, AMC,
and Carmike saw their stocks rebound throughout the early summer of 2002 in the wake of
box office highs spurred by the releases of Spider-Man and Star Wars, Episode 11: Attack of
the Clones that May.®* Variety suggested that theater chains represented the best chance for
investors to benefit from booming box office, since major film studios were owned by
conglomerates with assets in many sectors whose fortunes could dilute the gains from
blockbuster releases.3 Both Cinemark and Loews Cineplex filed paperwork for IPOs that
summer, hoping to capitalize on the enthusiasm, only to pull their plans as exhibition stocks

dipped alongside the rest of the market in the aftermath of the dot com bubble.?* This
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momentary optimism demonstrated that private equity prioritized timing their entry and exit
from the market above operational improvements to theater chains or adherence to a single
profit-maximizing strategy like consolidation, taking an opportunistic approach as they
sought to profit on their investments. For Cinemark’s minority shareholder, the Cypress
Group, this had meant enduring the crisis until its 1996 investment could rebound, a process
that took years. Onex, which had only brought Loews Cineplex out of bankruptcy in March
2002, was already discussing the possibility of an [PO in May after a little over a year of
looking for acquisitions.®> This decision suggested that consolidation was only one element
of their plan to maximize their profits in an eventual sale, and that they were willing to
pursue others as opportunities arose.

As Onex, Apollo Management, and the Cypress Group sought to emulate Anschutz
and Oaktree’s strategies in the aftermath of the crisis, they experienced some successes but
ultimately continued to falter through the early crisis years as they sought exit strategies
from their investments. Through their activities in this period, we can observe the solidifying
logic of this second wave of private equity involvement. Theater construction, still a major
piece of the private equity strategy in the 1990s had fallen away by 2000 as the financial
crunch for theater chains set in and backlash against overbuilding sharpened. Underpricing
of theater chains escalated a push for consolidation as the financial incentives of this
strategy intensified for private equity companies, already primed to value short-term
investments and opportunities to time the market.

While this new round of investors profited from the losses incurred by their
predecessors during the construction boom, the exhibitors who had invested most heavily in

cinema infrastructure were able to solidify their power under new ownership. In a moment
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when the costs of rebuilding theater circuits to cutting-edge standards had been made clearer
than any time in recent memory, those chains like Regal, AMC, and Loews Cineplex that
had already adapted most of their cinemas to the new standard became prime acquisition
targets. As the industry weathered the crisis and began to recover, these chains became the

crown jewels of expanding circuits and the brands that would anchor new acquisitions.

Recovery and Adjustment in Exhibition

Betting on Growth

By 2004, the question of profiting from their investments loomed for Onex, Apollo
Management, and the Cypress Group, even as the exhibition industry was returning to
financial health and stability. With risk for new investors attenuating, these chains began to
look towards sales to other private equity firms (called secondary buyouts) to exit their
investment. This third wave of investment would mark the end of the immediate crisis and
the beginning of the industry’s long-term recovery. This latest group of investors were not
looking to capitalize on the same kinds of pricing fluctuations that had drawn Onex, Apollo
Management, Phillip Anschutz, and Oaktree Capital into exhibition. They were, however,
attracted by a similar logic, hoping to consolidate and grow their investment over a few
years to turn a profit through a public offering or private sale. As the decade continued, the
emphasis on acquisition by these players would result in a major shift in the balance of
power between exhibitors. By 2006, the number of exhibitors at the top level of the industry
had already contracted sharply: just four US exhibitors had more than two thousand screens

and three hundred multiplex theaters in their circuits.®® From this point forward, a gulf
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opened between a handful of powerful corporate exhibitors with nationwide circuits and the
smaller regional chains that endured the post-crisis period.

When Cinemark announced that it was pursuing a sale of the company in January
2004, a year and a half after a failed IPO, its strategy and that of its prospective buyers was
distinct from the tumult in bankruptcy court that had marked the early years of the crisis in
exhibition. 87 Market conditions for exhibitors had rebounded, as they closed theaters,
streamlined operations, and regained financial stability. Private equity investors like the
Cypress Group now saw the opportunity to capitalize on their investments. A sale was
especially pressing for the Cypress Group, whose 1996 investment in Cinemark had far
exceeded the three- to five-year timeline of typical private equity investments due to the
prolonged crisis. When the chain went up for sale, private equity firms—Bain Capital, the
Carlyle Group, and Madison Dearborn Partners—not cinema chains, were the main buyers
competing for its assets.®® Madison Dearborn paid $1.5 billion for a 100 percent stake,
inclusive of $500 million in debt, buying out the Cypress Group and the chain’s founder,
owner and long-time CEO, Lee Roy Mitchell.*

Onex became the next private equity player to capitalize on its investment. After
their own failed IPO attempt, Onex and Oaktree Capital pursued diverging strategies for
their Canadian exhibition assets and US holdings. In October 2003, Onex filed a prospectus
to spin off the Canadian branch of its exhibition holdings, Cineplex Odeon and Galaxy
Entertainment, into a publicly traded income trust it called Cineplex Galaxy.”® As it
proceeded with its exit from Loews Cineplex, the company claimed it had retained its stake
in Cineplex Galaxy because it saw greater potential for growth in midsize Canadian cities

than the crowded US marketplace, an approach that echoed the central strategy of Galaxy’s
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upstart chain. However, there had also been concerns in January 2001—at the height of the
crisis and before its purchase by Onex—that Cineplex Odeon, which encompassed Loews
Cineplex’s Canadian holdings, had been a financial drag on the circuit.”! These earlier
concerns may also suggest that Onex was also seeking to further build the value of Cineplex
Galaxy before cashing out on its investment. After toying with a merger with AMC at the
end of 2003, Onex and Oaktree Capital put Loews Cineplex (now comprising the chain’s
US, South Korean, Mexican, and Spanish exhibition assets) up for sale in March 2004.%2
That June, a consortium of private equity firms including Bain Capital, the Carlyle Group,
and Spectrum equity purchased the chain for $1.1 billion and the assumption of $400 million
in debt.” This deal marked a huge payout for Onex. They had invested an estimated $300
million in Loews Cineplex and received $650 million from the sale, resulting in $350
million in profit while retaining the sizable assets of Cineplex Galaxy, which was believed
to be well-positioned for further growth in the Canadian market.”*

Emerging from the aborted Loews-AMC merger, Apollo Management began to seek
its own exit from the investment it had made in the early days of the crisis. In the fall of
2004, Apollo Management partnered with JP Morgan on the joint venture Marquee
Holdings. Marquee, whose sole asset would be AMC, announced an agreement to buy all
outstanding shares of AMC at 37 percent above its trading price and take the company
private. Under the deal, JP Morgan became a controlling shareholder with 50.1 percent of
the company, and Apollo retained a 49.9 percent stake after reinvesting a portion of its
holdings back into AMC. The value of the deal was more than $2 billion.?> Through this
arrangement, Apollo was able to partially cash out on its investment, freeing up funds for

other investments while still retaining the ability to profit from any continued growth. In
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taking the company private, Apollo and JP Morgan were able to avoid market fluctuations,
reporting requirements, and quarterly earnings expectations as they restructured, made
acquisitions, and built the value of the company in anticipation of a future IPO or private
sale (see table 3).

This wave of sales in 2004 marked the end of the immediate crisis in exhibition.
Theater chains had emerged from bankruptcy and seen successive improvements in their
financial indicators in the years since 2000. Most consequentially, the investors who had
rushed into the industry in 2000 and 2001 with the hope of capitalizing on underpriced
exhibition assets had collectively judged that the moment had arrived to make their exit and
collect their profits. The third wave of private equity companies that entered exhibition in
2004 understood their role differently than their predecessors but employed similar tactics
and sought similar goals. Exhibition was no longer in the throes of acute crisis, and so
market fluctuation no longer played so decisive a role in attracting the financial industry.
However, compared with the rest of the entertainment industry, exhibition was still an
unusually competitive industry, one in which new investors saw significant opportunities to
continue consolidating theater chains. From this point forward, consolidation emerged as the
central strategy for private equity investors. It was during this third wave of investment that
this trend would solidify into a stable power structure in exhibition that would persist for at

least the next decade.

Consolidation After the Crisis
Each of the major chains that had been involved in crisis-era consolidation were involved in

a new wave of acquisitions. Much of this consolidation activity came from those chains that
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Table 3: Private Equity Investors in US-Canada Film Exhibition, 2004

Investor Theatre Chain Year Number of
Screens
Madison Dearborn Cinemark Theatres 2004 3,097
Partners
Bain Capital
Spectrum Equity Loews-Cineplex Theatres 2004 2,200
The Carlyle Group
JP Morgan AMC 2004 3,515

Apollo Management

Source: Data from Daily Variety (DiOrio, “Deal’s on the Mark™; Goldsmith, “Buyers High on Loews”;
Snyder, “AMC, Loews Toast Merger Completion™).
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had changed ownership in 2004 as the crisis in exhibition tapered off. One of the earliest of
these deals was a renewed —and successful — effort, in June 2005, to merge AMC and
Loews.”® With the deal, AMC (which kept its name in the merger) gained approximately
2,200 screens across 200 sites, bringing them close to Regal’s scale within three years of
Anschutz’s IPO.?” The private holding companies led by Bain-Carlyle-Spectrum (Loews
Cineplex) and JP Morgan-Apollo Management (Marquee Holdings/AMC) also merged, with
AMCs original investors controlling 60 percent of the new company through Marquee
Holdings.”® This division of the assets roughly reflected the size of the chains that each
group brought to the merged circuit. The decision to merge, so soon after the Bain-Carlyle-
Spectrum group had bought Loews Cineplex, pointed to the ascendant logic that
consolidation would secure the best returns for this latest round of buyers. Each partner in
the transaction, then, seems to have understood that all parties stood to benefit from joining
forces to expand AMC and secure its dominance in exhibition.”® They reasoned that in light
of the recurring waves of capital investment since the 1990s and absent the threat of anti-
trust enforcement by the US Justice Department since the 1980s, the trend towards
consolidation would continue into the 2000s until only a few firms prevailed. Once that
happened, it would be time to cash out.

Under Madison Dearborn Partners, Cinemark also pursued new acquisitions in the
years directly following its change in ownership. Like AMC’s investors, this was a strategy
aimed at building the value of the chain as it looked towards another attempt to take the
company public. In August 2006, the company purchased Century Theatres, a chain with
1,005 screens across 83 theaters, concentrated in the Western United States.!?° Filling in

regional gaps in Cinemark’s holdings, the Century acquisition enabled Cinemark to extend
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its circuit’s reach nationwide. Most importantly, the merged circuit would comprise 3,463
screens, making Cinemark the number-three theater chain in the United States, behind only
AMC and Regal (see table 4).

By early 2007, as private equity firms continued to play out their strategies for their
theater chains, a handful of circuits rose to a dominant position in the US exhibition
industry. These chains had invested in megaplex construction, been shepherded into
financial stability by crisis-era investors and acquired thousands of screens from
competitors. Now, they oversaw massive circuits and exerted significant influence over the
standards and practices of the domestic industry; in other words, they had become exhibition
giants. In January of that year, Regal, AMC, and Cinemark were the top three circuits in the
US. Regal sat at the top of the US market, maintaining its dominance due to the initial scale
of the circuit Anschutz has assembled as well as the handful of small and midsize chains it
had acquired from 2003 to 2005 that added more than a thousand additional screens to its
circuits.!%! At this time, Regal operated 540 theaters (6,409 screens), all in the US market.
At the same juncture, AMC had 312 US sites (4,468 screens) and 99 theaters (1,167 screens)
in international markets. Cinemark had 282 US theaters (3,538 screens) as well as 116
international sites (978 screens), mostly in Latin America.!??

Regal, AMC, and Cinemark had also widened what would be an enduring gap
between the scale of their circuits and those of their competitors. The next largest exhibitor
in January 2007, Carmike Cinemas, a regionally concentrated chain based in the
Southeastern US, was still somewhat competitive but lacked a nationally and internationally
competitive presence. It operated approximately a thousand fewer US screens than

Cinemark but twenty-five more theater sites (although with Cinemark’s sizable international
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circuits, mostly based in Latin America, Cinemark still led Carmike by more than two
thousand screens in worldwide holdings). But aside from Carmike and Canadian exhibitor
Cineplex Entertainment (formerly Cineplex Galaxy), only National Amusements had more
than seven hundred screens or one hundred theater sites (see table 6). In comparison, in
Boxoffice’s 1998 annual report on the top fifty US and Canadian circuits, no exhibitor had
more than three thousand screens, eleven exhibitors had more than seven hundred screens,
and thirteen had more than one hundred theaters (see table 5). From 2007 forward, Regal,
Cinemark, and AMC would continue to pull ahead of other exhibitors and would face little
competition on the national scale as they continued to consolidate, absorbing competitor
chains or reducing them to relatively inconsequential regional players.

Direct competition between US and Canadian exhibitors abated almost entirely with
the spinoff of Cineplex Galaxy from Loews Cineplex. However, the Canadian exhibition
industry followed similar patterns to the US industry in the years following the crisis. After
its modest success in launching as an income trust, Cineplex Galaxy, still partially owned by
Onex, was granted an opportunity that reshaped the Canadian exhibition industry. In March
2005, Viacom, experiencing painful losses (including a $1.5 billion hit from the spinoff of
Blockbuster Video), announced plans to sell Famous Players, Cineplex Galaxy’s chief
Canadian rival.!” When Cineplex Galaxy struck a deal to acquire Famous Players that June,
it was in line to own a functional monopoly in Canadian exhibition. The Canadian
Competition Bureau did enforce a divestment of 34 theaters in markets where Cineplex
Galaxy and Famous Players had competed directly, but this did little to curb Cineplex’s
power.'% Empire Theatres, the number-two exhibitor in Canada after the absorption of

Famous Players, doubled their size by acquiring 27 of these theaters, resulting in a chain
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with 379 screens across 55 sites.!*> But Empire was dwarfed by the post-acquisition
Cineplex Galaxy: after the divestments, the chain had 1,278 screens across 32 sites and
controlled a staggering 60 percent share of the Canadian exhibition market.!*® Cineplex
would maintain its dominance unchallenged throughout the 2000s and 2010s.

In both Canada and the US, exhibitors would continue to consolidate over the next
decade. However, this recovery phase in the mid-2000s, when Regal, AMC, and Cinemark
rose to the top of the US market and Cineplex Galaxy became Canada’s monopoly exhibitor,
was also the moment when the results of the structural shifts of the 1990s and 2000s
stabilized. Consolidation slowed somewhat as the crisis receded, but it nonetheless became
an enduring piece of the growth strategy for chains, which sought to maintain power, and
owners, who strived to boost the future profits to be made on their assets in an IPO or
secondary buyout. These subsequent acquisitions did not fundamentally change the balance
of power in exhibition. Instead, they solidified the position of national exhibition giants and
widened the gap between the scale of their operations and those of smaller regional players
(see table 7). Each of the four top corporate exhibitors made key acquisitions in this period,
between them acquiring six of the top fifteen chains in the US-Canada market (see table 8).
These developments affirmed the kinds of consolidation that had manifested in the previous
waves of investment as an ongoing strategy and cemented the emerging oligopoly structure

of the industry.

Later IPOs and Current Financial Structure
By 2004, two of the top four corporate chains in North America, the Regal Entertainment

Group and Cineplex Galaxy, were publicly traded. Regal had been the first to go public in
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Table 5: Top Twenty US-Canada Exhibitors by Number of Screens, 1997

Rank Chain Screens Sites
1 Carmike Cinemas 2,780 536
2 Regal Cinemas 2,350 156
3 United Artists Theatre Circuit 2,275 357
4 AMC 2,248 228
5 Cinemark USA 1,821 195
6 Cineplex Odeon 1,740 327
7 National Amusements 1,177 122
8 General Cinema Theatres 1,166 185
9 Loews/Sony Theatres 938 140
10 Hoyts Cinemas 925 127
11 Act ITI Theatres 836 133

12 Edwards Cinemas 596 86
13 Famous Players 555 108
14 Hollywood Theaters 505 86
15 Century Theaters 500 57
16 Kerasotes Theatres 476 100
17 Mann Theatres 405 66
18 Pacific Theatres 320 60
19 Marcus Theatres 300 40
20 GKC Theatres 260 40

Source: “The Fabulous Fifty,” Boxoffice, January 1998, 28.
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Table 6: Top Twenty US-Canada Exhibitors by Number of Screens, 2007

Rank Chain Screens Sites
1 Regal Entertainment Group 6,386 539
2 AMC Entertainment 5,128 358
3 Cinemark USA 4,596 392
4 Carmike Cinemas 2,469 289
5 National Amusements 1,507 121
6 Cineplex Entertainment 1,319 133
7 Kerasotes Showplace R67 95

Theatres
8 Marcus Theatres Corporation 608 50
9 Hollywood Theaters 512 52
10 Rave Motion Picture Theatres 445 28
11 Consolidated Theatres 421 30
12 Empire Theatres Limited 377 51
 Corbn Gy | ”
14 Pacific Theatres Exhibition 362 24
15 Harkins Theatres 344 26
16 Dickinson Theatres 337 36
17 Malco Theatres 330 33
18 Goodrich Quality Theatres 285 32
19 Georgia Theatre Company 272 28
20 Clearview Cinemas 258 52

Source: “The 2008 Giants of Exhibition,” Boxoffice, February 2008, 23-34.
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Table 7: Top Twenty US-Canada Exhibitors by Number of Screens, 2017

Rank Chain Screens Sites
1 AMC Entertainment 8,289 660
2 Regal Entertainment Group 7,315 561
3 Cinemark USA 4,562 339
4 Cineplex Entertainment 1,676 163
5 Marcus Theaters 895 69
6 Harkins Theaters 502 33
7 Southern Theaters 474 42
8 National Amusements 392 29
9 B&B Theatres 391 49
10 Malco Theaters 349 32
11 CMX Cinemas 342 30
12 Studio Movie Grill 314 30
13 Landmark Cinemas of Canada (Kinepolis) 303 44
14 Goodrich Quality Theaters 288 31
15 Premiere Cinema Corp. 286 26
16 Carribean Cinemas 285 34

17 Landmark Theatres 260 54
18 Bow Tie Cinemas 257 40
19 Georgia Theater Company 254 24
20 Reading 249 27

Source: Data from “The 2018 Giants of Exhibition,” Boxoffice, February 2018, 43-59.
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2001 as part of Phillip Anschutz and Oaktree Capital’s exit strategies for their investment. '’
Onex had followed suit in 2003, selling off its US assets and spinning off Cineplex Galaxy
in a publicly traded income trust, though the private equity firm still held a significant
minority share in the company.!?® New investors had taken ownership of the two other top
chains, Cinemark Theatres and AMC Theatres, in 2004 and within a few years were actively
looking for opportunities to profitably exit from their investments. Over the course of the
next ten years, these two remaining exhibition giants would become publicly traded
companies.

At this point, both Madison Dearborn Partners and the firms that made up Marquee
Holdings were still in the early stages of finding an exit strategy for their investments. For
Madison Dearborn Partners and Cinemark, this exit began with a somewhat disappointing
2007 IPO. The company received $532 million for the sale in April 2007, near the top of
their expected range, but the stock price changed little in the months following opening day,
and ultimately was seen as lackluster by analysts. Cinemark used its net proceeds from the
sale to pay down its debt. Madison Dearborn retained a 47 percent stake in the company
following the TPO.!% Starting in January 2010, Madison Dearborn was then able to steadily
decrease its stake in the company through secondary offerings, finally selling the last of its
shares in November 2011.!'® AMC and Marquee Holdings took a rockier road to an IPO.
The company made several attempts at a filing that were eventually retracted, including in
2006 and 2011.'"!"! Then, in 2012, the chain was sold outright in a highly publicized sale to
China’s Dalian Wanda.!!? Under its new ownership, the company was finally taken public in

a 2013 IPO, in which Wanda retained an 80 percent stake.!'!3
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In each case, second and third round investors were able to profit on their initial
investments, even when the timelines for these investments had stretched considerably
longer than the two or three years typical for private equity. For exhibitors, the effect of
these rounds of investments had brought them to the scale where such IPOs would be
profitable for the chains themselves, allowing them to pay down debts to maintain their
financial health, fund further acquisitions, and expand their business through construction,
parallel ventures, and technology upgrades. Going public also made accessing credit and
favorable terms necessary for such expansion easier and avoided the revolving door of
ownership that chains had seen in the 1990s and early 2000s. However, such moves also
made exhibitors vulnerable to the variabilities of the stock market, creating additional
pressures for the chains to demonstrate growth, a difficulty for a mature industry where
overbuilding had so recently led to the pains of the megaplex crash. This had the effect of
further incentivizing consolidation for exhibition giants, who could use this approach to
expand the reach of their circuits without the risks associated with large scale construction

projects.

Conclusion

In the mid-1990s, private equity entered a relatively stable exhibition industry that was
nonetheless on the verge of substantial changes to their core standards and practices as well
as their self-perception. Exhibitors and investors alike brimmed with optimism about the
potential of new exhibition sites and rising box office figures, which seemed to promise a
cinemagoing renaissance. Heady with the possibilities, new investors funded major

expansions and sought out acquisitions they could consolidate, hoping to build up new
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exhibition empires they could sell at a profit. As the industry overextended itself and fell
into crisis, new waves of financial players arrived, seeing theater chains as undervalued
assets headed for a rebound and a subsequent period of sustained growth. These investors
also pursued consolidation with fervor, especially those who arrived by mid-decade and
could no longer rely on major market fluctuations for their profits. Through the influence of
the financial industry, exhibition, which had been considered a relatively competitive
industry in the 1980s and early 90s, especially compared to other entertainment sectors, saw
the rise of exhibition giants which would continue to build the size of the circuits and their
concentration of power into the 2010s.

For their part, future exhibition giants saw partnerships with private equity as a
welcome means of funding desired acquisitions and theater construction in the 1990s, using
the influx of capital to fund major building projects that would give them an edge in the
arms race to rescreen the domestic market. While the construction boom led directly to the
2000 crisis across the sector, those chains which had participated most fervently, with or
without private equity support, became the prime targets of the post-crisis wave of
investment, since their cinema infrastructure would not require additional investment by
new owners. In the wake of the crisis, private equity offered exhibitors a way out of their
financial crunch, but for future exhibition giants, they also offered the opportunity to ascend
to dominance within the industry. Anchoring growing circuits, it was these chains that
would increasingly swallow up their competitors over the next few decades. And, as I will
discuss in chapter 4, each of these chains would use their large national platforms as a
jumping off point for strengthened relations and new links to international exhibition

markets during the late 2000s and the 2010s.
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As the crisis receded, new exhibition giants not only benefitted from the economies
of scale and negotiating power that their size allowed, but began to capitalize on their
possession of large, national cinema circuits to take on new industry-wide initiatives. As I
will discuss in the next chapter, the degree of centralization and coordination afforded to
consolidated theater chains was a major factor enabling a long-awaited industry dream: the
widespread implementation of digital projection technology. With this technology in place,
exhibition giants also began to implement cinema advertising and alternative content, not
merely as sources of negligible local revenues or as short-term experiments, but as a robust
source of auxiliary revenues they would sell to the industry at large. As these initiatives
developed, exhibition giants, recognizing their shared position in the industry, came together
to collaborate on the rollout of digital technology and on the implementation of major
diversification projects, including advertising and alternative content. Such shifts brought
into focus the giants’ new approach in the wake of the failures of the megaplex boom: rather
than turning to theater construction to meaningfully expand their audience, major chains
would instead turn to exploring means for growing revenues despite flat attendance figures.
As these efforts developed, more extensive experiments in diversification followed, pointing
the way to one potential pathway for contemporary exhibition giants: as purveyors of a

wider range of out-of-home media and entertainment.
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Chapter 2: Beyond the Box Office
As US and Canadian cinema chains emerged from the sectoral crisis of the early 2000s and
recovered, rebuilt, and consolidated, they and their new private equity owners started to seek
new avenues for growth. With the debt crisis in exhibition and the transition of exhibition
giants into the hands of private equity concluded, exhibitors reconsidered past practices and
dramatically reworked their growth strategies, turning away from risky attempts to increase
the size of the moviegoing audience through major theater construction projects. But in
addition to the consequences the overbuilding in the megaplex era had for theater owners,
this new cinema standard had experimented with the potential of theater sites as a public
space for broader forms of entertainment and promotion. As the crisis of the early 2000s
receded and they explored alternative tactics, exhibition giants and their owners aimed to
further the profit potential of this shift in the new financial environment. With
diversification initiatives in cinema advertising, event cinema, and digital cinema
administration, as well as more dramatic expansions beyond previous exhibition practice,
giants pursued the shifting business goals of the recovery period and sought out new areas
that could mitigate the fluctuations built into the traditional exhibition business.

These initiatives were affected by many of the same forces driving exhibitors to
consolidate in the early 2000s. In some cases, private equity owners exerted direct influence,
pushing exhibitors to explore diversification strategies and collaborate with other giants
despite giants’ ongoing competitive relationships with one another. In other instances, these
pressures were more indirect, extending the tactics of outright consolidation of theater
chains by opening new avenues for exhibition giants to increase their power by becoming

service providers for their competitors. This element of diversification activity enabled
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giants to secure larger shares of exhibition revenues into the future as these growth areas
developed. Through their diversification strategies, exhibition giants centralized control of
new revenue streams including cinema advertising and event cinema and gained influence
over the standards being set during the transition to digital cinema projection across the
domestic market. These efforts enabled giants to block or neutralize third party involvement
in these areas and manage the opportunities enabled by the industry’s economic and
technological transitions from an early stage. Finally, exhibitors turned to diversification for
growth as they approached ceilings for consolidation opportunities in their home markets
and faced pressure to continue to expand their business with diversification efforts further
afield from established exhibition practice.

This chapter analyzes giants’ diversification projects through their development in
the US and Canadian exhibition markets. The first section examines the growth of National
CineMedia, a joint initiative of US giants Regal Cinemas, AMC Theatres, and Cinemark
Theatres. Beginning as a cinema advertising company, National CineMedia quickly became
the incubator for two other major initiatives with the same shared ownership: Fathom
Events, an event cinema distributor, and Digital Cinema Implementation Partners, a digital
cinema integrator. I will identify the conditions of possibility for these collaborations,
common features across the initiatives, and the consequences of giants’ strategies for
competing exhibitors in the US market. I argue that collaborating on diversification
strategies gave US exhibition giants the necessary scale to capitalize on the potential of new
digital distribution technologies. Simultaneously, their joint participation in this endeavor
illustrated their shift not only towards consolidated circuits, but the oligopolistic behavior

characteristic of a corporatized industrial culture.
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The second section turns to the Canadian context, where Cineplex Entertainment,
operating as a national exhibition monopoly, first followed, and then dramatically expanded
on the diversification efforts of its US counterparts. I trace the rhythms of this expansion
into out-of-home media, amusements, gaming, and alternative public leisure spaces,
exploring how monopoly control of Canadian exhibition and strategic acquisitions enabled
the exhibitor to make diversification a key component of its corporate strategy. Befitting its
monopoly status and smaller national market, Cineplex has embraced more experimental
tactics than its US counterparts, pushing the envelope on the boundaries of domestic
exhibition activity. Ultimately, I read Cineplex’s activities as an indicator of potential
directions for the future growth of domestic and international exhibition giants in highly

consolidated markets.

Diversification Through Collaboration: US Exhibition Giants and National CineMedia
Collectively, contemporary exhibition giants began to look beyond the traditional exhibition
business in 2005, turning their attention to an existing but uneven area of the business:
cinema advertising. That year, the three US exhibition giants—Regal Cinemas, AMC
Theatres, and Cinemark Theatres—formed a jointly owned company, National CineMedia
(NCM) dedicated to developing a business to distribute advertising across their theater
chains.

National cinema advertising had been present in the US since the 1970s. NCM
distinguished itself from these earlier efforts in two primary ways. First, it changed the
existing model of rolling stock and slide program cinema ads, pioneering digital distribution

and targeting of cinema advertising in a “preshow” format. The preshow interwove
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advertising messages with behind-the-scenes and other entertainment content, themselves a
more subtle manner of advertising. This format expanded within NCM’s growing
advertising circuit and soon became the standard cinema advertising format across the
domestic industry, contributing to the ubiquity of cinema advertising in the market. Second,
NCM initiated a concerted push among US giants to diversify their business beyond box
office and concession sales through a series of joint ventures. Cinema advertising set the
template for two parallel initiatives incubated by NCM: Fathom Events, which acquires,
produces, and distributes what the exhibition industry terms “alternative content” or “event
cinema,” including opera, ballet, theater, concerts, sports, and other special screenings to
theaters; and Digital Cinema Implementation Partners, which funded, installed, and
managed digital infrastructure for giants and other theater chains in the wake of the digital
cinema transition. NCM, then, not only produced a new, more profitable format for cinema
advertising, but engendered a broader shift in how domestic exhibition giants conceived the

scope of their business and managed these diversification efforts going forward.

Screenvision Comes Stateside: The Rise of National Cinema Advertising in the United States
Exhibition giants were not the first to explore cinema advertising; cinema ads had already
been present, if uneven, in the United States for several decades when exhibitors developed
their own in-house advertising business. Cinema advertising initially took off in the US in
the late 1970s, following earlier efforts in the 1950s that waned as television ascended as the
country’s dominant medium for national advertising.! The practice was revived in 1977,
when French cinema advertising company MediaVision brought its business to the US under

the name Screenvision. MediaVision had thirty-five years of experience in cinema
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advertising in the European market, where, contrary to the situation in the US, advertising
had been a regular feature of the cinema experience since the 1950s.? In contrast to local and
regional advertising partnerships, which were then prevalent if spotty in the US,
Screenvision worked from the outset to distribute rolling stock advertising campaigns
designed for national exposure to a large network of exhibitor affiliates.> One of the
company’s first campaigns was a 1977 ad for Seiko watches that played on 1,800 screens.*
Campaigns for Macintosh, Pepsi, and Atari followed as Screenvision grew throughout the
1980s.> Theater chains’ consolidation during the 80s helped the company construct its
national screen network. With fewer separate exhibitors to sign to advertising agreements
and large circuits that could bring the company’s ads to hundreds of screens at the stroke of
a pen, Screenvision could more easily stitch together its affiliate network.°

By 1996, the company controlled advertising on 7,800 US screens and accounted for
90 percent of the rolling stock cinema advertising in the United States.” However, cinema
advertising was not yet a standard practice in the US market. Over 20,000 screens did not
carry national advertising, including major chains like United Artists, General Cinema,
AMC, and Loews Cineplex.® In addition to continued controversy around the practice on the
part of exhibitors and audience members, many of these holdout chains likely wanted to
avoid running afoul of studios like Disney and Warner Bros., which had banned advertising
ahead of their titles in 1990.° But though cinema advertising was criticized throughout the
decade, Screenvision benefitted from continued consolidation in exhibition, the expansion of
cinema circuits during the 90s theater construction boom, and the atmosphere of cross-
promotion that flourished at new megaplex theaters.!® Screenvision grew throughout the 90s,

winning contracts with major chains including Carmike, Regal, and Hoyts US, eventually
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reaching over 10,000 screens. It was by far the dominant cinema advertising company in the

United States when the decade ended.!!

Exhibitors Enter Cinema Advertising: Regal CineMedia and AMC'’s National Cinema
Network
In the early 2000s, exhibition giants had emerged from the megaplex frenzy and began to
look towards different growth opportunities for the industry. Some theater chains had
stabilized their finances when the debt crisis in exhibition started to recede in 2002. AMC,
which received a cash infusion from the Cypress Group in April 2001, and the newly formed
Regal Entertainment Group, whose IPO took place in May 2002, were the first large chains
to emerge from the crunch.!? As exhibitors reassessed the growth strategies that had led to
the megaplex boom, which centered on theater construction and dramatic increases in
cinema attendance, Regal and AMC looked to cinema advertising as a lower risk method for
boosting revenues.

The chains soon began to develop advertising programs for their circuits. In 2002,
Regal became the first exhibitor to launch an in-house advertising division. Calling the
initiative Regal CineMedia, the company took the innovative step of linking its advertising
plan to an early digital cinema program. Investing $67 million, Regal rolled out digital
distribution and projection systems to two thirds of its 550 theaters, enabling them to screen
advertisements and occasional live events.!* By February 2003, the company had launched
its new “preshow” program, the 2wenty, which integrated advertising material with
entertainment content supplied by industry partners including Sony, Universal, TBS, and

NBC.!* Around this time, AMC launched its own advertising subsidiary, the National
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Cinema Network, retooling an existing program for slide ads and music promotions to
screen rolling stock ads. By late 2004, AMC had emulated Regal’s preshow format in its
own preshow, called the Movie Watcher Network, and installed digital infrastructure to
support it. By the end of the year, US cinema advertising was worth more than $350 million,
a 37 percent increase from the previous year, according to the newly formed Cinema
Advertising Council (CAC).!* Regal CineMedia’s president of marketing and sales, Cliff
Marks, explicitly linked new exhibitor-led cinema advertising programs to the recent crisis.
“I dispute anybody who might argue that this is some kind of fluke,” Marks told Daily
Variety. “Three years ago, many of us were in Chapter 11. The revenue we provide is
important to all of our financial well-being.”!¢

The expansion of digital cinema infrastructure Regal and AMC initiated was a
crucial aspect of new preshow advertising programs. By the early 2000s, exhibitors and
distributors had been debating a conversion to digital projection for years, but the exhibition
industry’s recent economic crunch had derailed negotiations. Even so, there appeared to be
broad consensus that digital projection was an inevitability; lingering questions remained
about whether exhibitors or studios should fund the conversion and how technical
specifications would be standardized. Kurt Hall, Regal’s co-CEQO, framed his chain’s
advertising initiatives as a key step in that longer process: “This is a steppingstone along the
way toward the day when we have a total digital presentation from start to finish,” he told
Daily Variety. “We’ve done it in a way that allows for the standards work to fall into
place.”!” Regal CineMedia and AMC’s National Cinema Network, then, doubled as
advertising revenue streams and experiments in setting up and distributing content using

new digital infrastructure.
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Digital systems became the linchpin of giants’ success with their advertising
programs. The digital systems used for preshows were below cinema-grade, making them
much less expensive to implement, with costs of approximately $7,000 to $15,000 per
auditorium. Since exhibitors would be contracting directly with the advertising clients that
provided content, there was also less immediate need to negotiate with other exhibitors to
arrive at a technical standard for the new systems. Digital cinema advertising also simplified
distribution, lowered costs, and introduced greater flexibility for the cinema advertising
business. With digital distribution, preshow programs could be easily recut and distributed
en masse without the more onerous and expensive process of creating a new film print.'8
Relatively affordable advertising-grade systems also meant that the cost of the initial
technological investments would quickly pay for themselves. Digital prints could also be
sent much more easily to specific geographic regions and to auditoria showing specific
films. This flexibility contrasted with the status quo for rolling stock ads, which required
expensive film prints that made targeting specific areas or feature film titles cost-prohibitive;
clients were required to buy access to the entire advertising network to show their spots.'®
As Regal and AMC finetuned their digital ad networks, Screenvision still exclusively
operated slide programs and rolling stock ads distributed on film; the company only began
its own digital initiative in 2005.2° Exhibitors were much better positioned than third parties
like Screenvision to initiate an experimental digital rollout, since they could unilaterally
make decisions about technical standards and installation funding for digital advertising
equipment, rather than negotiating the same issues that they were already struggling to
address with the studios with advertising companies like Screenvision as well. Digital

technologies not only made it feasible for exhibitors to experiment with cinema advertising,
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but it also became essential for its expansion as circuit-specific programs evolved into a

more collective solution.

Building National CineMedia: Exhibition Giants Come Together
The importance of direct control over advertising infrastructure, content, and revenues
seems to have been apparent to US exhibition giants from the early years of their advertising
ventures. Soon, they recognized that to maintain this control, they would need to work
together to expand the reach of their networks. By March 2005, within three years of the
launch of Regal CineMedia, AMC and Regal announced that they would merge their
advertising divisions under a new joint venture, called National CineMedia (NCM). Since
Regal and AMC were the number-one and -two chains in the United States, NCM would
serve national advertising to 11,200 screens.?! In July, Cinemark, about to become the third-
largest theater chain in the US, joined the venture as an owner and founding member. NCM
now represented a network of 13,000 screens.?? The exhibition giants planned to launch a
jointly designed preshow, First Look (later Noovie), in 2006.%3

Regal, AMC, and Cinemark’s collaboration was initially driven by their private
equity owners. As outlined in chapter 1, Phillip Anschutz and Oaktree Capital had
consolidated three circuits to form the Regal Entertainment Group, making it largest cinema
chain in the United States, twice the size of AMC. They had also brought the company to an
IPO by May 2002, far ahead of other private equity-owned cinema chains, clearing the way
for the exhibitor to develop a digitally enabled national cinema advertising network and, as I
discuss later, experiment with event cinema initiatives through Regal CineMedia. AMC,

then partially owned by Apollo Management, had emulated Regal’s efforts by reworking its
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National Cinema Network to incorporate digital cinema advertising and reproduce Regal’s
preshow format. As these projects rolled out, the private equity companies involved with
each chain began to discuss collaborating around these emerging initiatives. While Regal, at
more than six thousand screens, could claim to offer a truly national network, AMC’s (and,
later, Cinemark’s) circuit still had distinct regional patterns and lacked Regal’s reach.
Working together would give all three companies the scale to compete with Screenvision
and offer the reach to appeal to advertisers.?*

Exhibitors, only a few years out from the bitter turf wars of the megaplex years that
brought the industry to the brink, were accustomed to seeing themselves as rivals and
initially balked at the idea of working together. Unlike the financial industry and other
entertainment industries, film exhibition had long had a much more entrepreneurial culture,
even as some exhibitors grew and became publicly traded companies.? Joint ventures with
other exhibitors were a rarity in the US, if not virtually unheard of.?® In addition to
preserving a competitive marketplace, the Paramount Decrees also left US exhibitors with a
lingering reticence about appearing to engage in collusive activity for fear of a crackdown.
Private equity companies, by contrast, were intimately familiar with the oscillation between
competition and collaboration that characterizes more corporate business cultures and were
open to exploring the shared benefits of such an initiative.?” The financial industry won out.
NCM was born, with Cinemark, then owned by the Cypress Group, able to come to the table
on similar terms to Regal and AMC with the encouragement of its private equity investor.??

Rising consolidation activity also made it possible for Regal, AMC, and Cinemark to
develop NCM into an immediate force in US cinema advertising. The viability of Regal and

AMC’s advertising ventures rested on their ability to independently contract with national
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advertisers to serve ads to the thousands of screens in their circuits. Further, that only three
exhibitors could come together to create a rival to Screenvision’s decades-old company
points to the way consolidation had intensified the power of the largest corporate exhibitors
to rapidly change industrial practice, particularly when they could coordinate those changes
amongst themselves. This size and coordination were the legacy of the private equity
ownership that followed the economic crisis in exhibition. Exhibitors did not fail to remark
on the influence of private equity’s consolidation activity on the new initiatives. In 2008,
Marks, now the president of NCM, acknowledged that Regal’s role in pioneering the digital
preshow concept shortly after becoming the US’s largest-ever cinema circuit was no
coincidence: “It was a completely unproven concept at that point,” Marks told Daily Variety.
“But when Phil Anschutz put together Regal, United Artists, and Edwards, suddenly he
controlled seven thousand screens and you said, ‘Now we have scale.””?° Exhibitors and
their investors understood that quickly combining the force of their consolidated circuits was
the only way to achieve the scale that would allow them to compete with Screenvision for
major advertisers, without risking being buried by their larger competitor as they tried to
build the business.

NCM’s history demonstrates that, at key moments, private equity owners directly
intervened in managing exhibition companies beyond consolidating chains and instituting
operational efficiencies. Through NCM, private equity initiated exhibitors’ exploration of
growth opportunities beyond theater renovations and construction. Joint ventures between
the United States’ top exhibitors lasted for the next fifteen years at NCM and through the
event cinema and digital conversion operations incubated within the company. Private

equity therefore left an enduring mark on the exhibition industry’s diversification practices
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that overlaps with their acceleration of consolidation activity, outlined in chapter 1. And
much like private equity’s impact on consolidation, collaborative ventures initially
encouraged by investors were folded into exhibition giants’ long-term business models after

the crisis in exhibition abated and private equity exited its investments in the industry.

NCM Reconfigures US Cinema Advertising

As Screenvision had built its US business, cinema advertising continually faced backlash
from audiences, exhibitors, and film studios, who feared selling ad time on the big screen
would cheapen the cinema experience with the hard sells that overwhelmed television. After
NCM appeared on the scene, cinema advertising began to gain acceptance from the industry
and the public alike. When Screenvision was the sole national cinema advertiser, several
major exhibitors offered no national advertising on their screens. But top exhibitors’
entrance to the business through NCM made cinema advertising the rule across the United
States, not the exception. To some degree, acceptance of cinema advertising was linked to
its new ubiquity. But the preshow format, blending entertainment content with traditional
ads, also allayed fears that cinema advertising would replicate the promotional chaos of
television’s advertising environment. Like Regal CineMedia before it, NCM had deals in
place with Sony, Universal, Twentieth Century Fox, TBS, and NBC, among others, to
provide entertainment content including interviews, sneak peaks, and behind-the-scenes
footage (themselves subtle forms of promotion) to be blended with traditional ads in its First
Look preshow packages.*® For NCM, these partnerships meant not only additional revenues
from their advertising programs, but access to the premium forms of backstage content that

would encourage audiences to view the preshow as an integrated, entertaining piece of the
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cinemagoing experience. For film and television partners, inclusion in the preshow meant
additional opportunities to build their brands, market upcoming film titles, and advertise
related branches of the conglomerate, like home video, music, and, later, streaming. Unlike
earlier rolling stock ads, it also gave these industry partners a stake, however small, in
cinema advertising’s success. With the preshow format, studio campaigns against cinema
ads, like those observed in the 1990s, largely disappeared.’! Screenvision adopted the
preshow format in 2005; from this point forward, blending direct advertising with
entertainment became a central aspect of cinema advertising’s business model.*?

With content partnerships in place, a robust network of screens, and rising
acceptance of cinema advertising by exhibitors, film studios, and audiences, NCM soon
made plans for an IPO. The company began trading shares in February 2007. The IPO raised
$798 million, exceeding projections by 18 percent in a major success for NCM.3? “This
wasn’t simply cinema going to Wall Street,” Paul Kagan, a financial analyst in the film and
television industries, explained in the pages of Boxoffice. “This was Wall Street treating
cinema like a dot com.” For Kagan, the new possibilities of digital cinema, especially the
demographic targeting of cinema advertising, the creation of theatrical events such as
concert films, and the promise of digital 3D accounted for NCM’s buoyant reception.**
Funds from the IPO bolstered NCM’s competitive advantage against Screenvision, though
both companies grew as the cinema advertising market expanded throughout the decade (see
table 9 and 10).

A recurring feature of the discourses surrounding cinema advertising is the idea that
the comparatively small size of cinema advertising networks, measured against the larger

reach of television, out-of-home, and online advertising, can be offset by the quality of the
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Table 9: Cinema Advertising Council (CAC) Annual Member Revenues, 2002 to 2019

Revenues

Year (millions) Percent Change
2002 $185.80 -
2003 $273.00 46.9%
2004 $367.46 34.6%
2005 $394.83 7.4%
2006 $455.66 15.4%
2007 $539.95 18.5%
2008 $571.42 5.8%
2009 $584.07 2.2%
2010 $658.26 12.7%
2011 $644.29 -2.1%
2012 $636.40 -1.2%
2013 $677.96 6.5%
2014 $631.90 -6.8%
2015 $716.44 13.4%
2016 $758.32 5.8%
2017 $750.66 -1.0%
2018 $781.19 4.1%
2019 $809.75 3.7%

Source: Data from CAC, “Cinema Advertising Revenue: Historical Data,” “Cinema Advertising Council
Reports 18.5% Increase in Cinema Advertising Spending for 2007,” “Cinema Advertising Spending Up 5.8
Percent in 2008,” “National and Regional Cinema Advertising Posts 5.4% Gain for 2009,” “Cinema
Advertising Continues Strong Growth,” “128 New Brands Embrace Cinema Advertising in 2011, “Cinema
Advertising Spending Tops $600 Million for Third Straight Year,” “Cinema Advertising Council Reports
Record Spending in 2013,” “Cinema Advertising Spending Tops $600 Million for the Fifth Consecutive
Year,” “Cinema Advertising Has Blockbuster 2015,” “Cinema Advertising Closes Out Record Year,” “Cinema
Advertising Closes Out 2017 With Revenue Topping $750 Million for the Second Year Running,” “Cinema
Advertising Announces 2018 Revenue Exceeding $740 Million for the Third Year in a Row,” “Cinema
Advertising Reports 2019 Revenue Pushes Past $800 Million”
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Table 10: National CineMedia (NCM) Annual Advertising Revenues, 2006 to 2019

Revenues

Year (millions) Percent Change
2006 $188.2 -
2007 $303.3 61.2%
2008 $330.3 8.9%
2009 $335.1 1.5%
2010 $379.4 13.2%
2011 $386.1 1.8%
2012 $409.5 6.1%
2013 $426.3 4.1%
2014 $394.0 -7.6%
2015 $446.5 13.3%
2016 $447.6 0.2%
2017 $426.1 -4.8%
2018 $441.4 3.6%
2019 $444.8 0.8%

Source: Data from NCM annual reports (2006, 32; 2007, 41; 2008, 35; 2009, 42; 2010, 45; 2011, 43; 2012, 39; 2013,
38; 2014, 43; 2015, 38; 2016, 30; 2017, 36; 2018, 32; 2019, 37)
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advertising environment. According to cinema advertising companies, the superior viewing
environment of cinemas, with their darkened auditoriums and cutting-edge projection and
sound, allow advertising clients to create longer showpiece ads with higher production
values that cannot be shown anywhere else. This idea connects to another major point of
emphasis: the lack of distraction and, indeed, control of audiences in the cinema
environment. Unlike in other areas of advertising, viewers cannot merely change the
channel, leave the room, or click away from advertising messages. In turn, the ostensibly
immersive qualities of cinemas are often linked to market research surveys that tout
improved attentiveness and recall from cinema audiences compared to those who see ads in
other mediums. As in other promotional discourses around film exhibition, there is
consistent slippage between clarity of image and sound, the immersive potential of cinema
technology, and the grandeur and prestige of moviegoing. These implications are also
sometimes made explicit when cinema advertisers tout the proximity of cinema ads to “high
quality” Hollywood entertainment as a feature of their business.*® Cinema advertising
companies frame these elements, taken together, as evidence that cinemas are the ideal
environment for cultivating audience receptivity and positive associations with advertisers’
products.

However, cinema advertising companies often pair these claims about the quality
environment they can provide advertisers with claims about the quality audiences they are
able to offer them. These desirable demographics, the argument goes, can counterbalance
the smaller size of cinema audiences compared with those for other advertising mediums.
Since its first annual report, NCM has cited the affluence, education levels, and youth of its

audiences as competitive advantages that makes its network appealing for advertising
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clients.?® In the 2019 version of this statement, the company boasted that 45 percent of the
network’s moviegoers had a household income of over $100,000 (compared to 34 percent of
the general population), with a median household income of $92,100, and that 42 percent of
this audience had received a bachelor’s degree or higher (compared to 31 percent of the
general population). The company also specified that 53 percent of its network audience was
between ages 12 and 34, meaning it could offer advertisers access to large numbers of
Millennial and Gen Z moviegoers.’

NCM’s use of these figures does not only represent an attempt to assert its place in
the advertising industry despite the disadvantages it faces due to its smaller audience pool. It
also reveals exhibitors’ structural incentives to recruit and cater to specific audience
segments, especially the affluent, over others. Such an approach indicates a fundamental
shift in how exhibitors do business. While cinema chains’ core business still rests on selling
tickets and concessions to a mass audience, the growing cinema advertising business means
exhibitors are also selling their audiences to advertisers. This dynamic incentivizes
exhibitors to draw in those demographics that of advertisers perceive to be the most
lucrative. Growing these audience segments has other advantages for exhibitors as well,
interlocking with ongoing trends towards upscaling theatrical environments and the
proliferation of premium screening options, both of which enable exhibitors to increase
revenues by offering new services to existing cinemagoers at higher prices, instead of
significantly expanding their customer base. I will analyze these dynamics further in chapter
3. Diversification initiatives and premium cinema alike have emerged in a post-megaplex
exhibition industry in which exhibitors have explored growth opportunities that rest on

elements other than raising attendance levels by building new theaters. Within that context,
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exhibitors have targeted affluent audiences with new initiatives, like cinema advertising,
that, in turn, require exhibitors to shape the theatrical environment around these audiences’

tastes and desires.

NCM Seeks Scale; the DOJ Pushes Back
While the attraction and retention of “quality” audiences remained central to the cinema
advertising business throughout the 2000s and 2010s, building network scale continued to
rule the competition between cinema advertising companies after NCM’s IPO. Founding
members’ circuits gave NCM instant scale, but to continue growing, it needed to compete
with Screenvision to build up the network of affiliate chains for whom it sourced, managed,
and distributed advertising.*® From 2008 onward, these affiliates have consistently
accounted for between 15 and 20 percent of NCM’s total network, even as competing
exhibitors continued to be folded into the founders’ circuits throughout the 2000s and 2010s,
as discussed in chapter 1. As Regal CineMedia initially built its business, its representatives
consistently highlighted the importance of advertising network size through repeated
comparisons to television. Hall, likening the service to establishing broadcast affiliates,
claimed the company was, in effect, creating a “new national network.”?® Marks took the
metaphor further: “We are a network broadcasting to the living room, only in our living
room we have a forty-foot screen.”*® Even as NCM has scaled up and cinema advertising
has become a commonplace part of the exhibition business, the dynamics surrounding
network size have remained central to the sector.

Hall and Marks’s statements were more than metaphors; they also contributed to the

project of shifting the prevailing image of cinemagoers as locally, or, at most, regionally
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connected groups to the imagination of a national cinemagoing audience. This reimagination
of cinemagoers as a networked audience was a central component of making cinema
advertising into a viable business that could attract national advertisers. Cinema advertising
companies also claimed that larger networks would enable them to compete with the wider
reach of established national advertising platforms like television and the internet.*! Here,
affiliate contracts and other means of increasing network scale (like founding members’
acquisitions of competing chains) became essential for NCM to gain a competitive edge not
only against Screenvision, but against other advertising mediums. This argument was often
used to justify the lack of competition in the cinema advertising market. Viewed in the
context of the consolidation activity detailed in chapter 1, affiliate relationships also reveal
themselves as a parallel avenue for US exhibition giants to exert control over the domestic
exhibition industry. Even if they cannot acquire each competing exhibitor, AMC, Regal, and
Cinemark have been able to use their size and leverage to skim a sizable cut of the profits
many of their competitors earn from advertising revenues through their operation of NCM.
These trends and the discourses that accompanied them came to a head in 2014,
when NCM and Screenvision announced plans for a $375-million merger that would give
the combined company control of cinema advertising on 88 percent of US screens.*? The
origin of the merger dates back to 2010, when Screenvision, just acquired by private equity
firm Shamrock Capital Advisors, adopted an aggressive new strategy that reduced prices for
advertisers by 50 percent.*’ Fearing a “pricing death spiral,” NCM opted to acquire its
competitor to neutralize the threat.** Before the deal could be finalized, the Department of
Justice (DOJ) sued to block the transaction. Assistant Attorney General Bill Baer argued that

an NCM-Screenvision merger was “exactly the kind of transaction the antitrust laws were
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designed to prohibit.” The DOJ argued that allowing the deal to go forward would mean
risking significant price increases for consumers and revenue-sharing agreements for
exhibitors that skewed unfairly in NCM’s favor.*> As it made its case, the DOJ borrowed the
script that NCM used with clients and investors, arguing that cinema advertising was not
merely a minor player hoping to compete in the broader advertising industry, but a specific,
noninterchangeable form of advertising, distinguished by cinema’s immersive qualities,
longer spot lengths, a lack of audience control over the conditions of viewing, and its ability
to reach a weekend audience and light television viewers. By taking this perspective on
NCM’s business, the DOJ argued that allowing the company to hold a monopoly in the
cinema advertising market would unfairly limit the choices of exhibitors, advertisers, and
audiences.*® In response, NCM contended that the broader reach and geographic coverage
enabled by the deal would enhance audience targeting, lower costs for advertising clients,
and generate more revenues for theater partners, including affiliate chains. The company
also stressed the importance of the merger to help NCM compete in the “increasingly
competitive video advertising marketplace.”*” However, NCM ultimately abandoned the
transaction, citing the cost and “distraction” of challenging the DOJ in court.*® The incident
represented the strength of the impetus towards consolidation and greater industry control on
the part of exhibition giants but, for now, set an upper limit to the most dramatic of these

moves.*

Fathom Events: Scaling Up Event Cinema
While NCM was building its advertising platform and a corresponding digital infrastructure,

it also experimented with using this new digital network to bring content beyond traditional
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feature films to exhibitors’ screens. NCM’s Fathom Events division was conceived to create,
distribute, and market live and pre-recorded events, relying on the same digital distribution
and projection technology that had made its cinema advertising business feasible. These
event screenings included opera, theater, music, sports, repertory films, and other special
screenings, generally scheduled on slower Monday, Tuesday, and Wednesday nights when
exhibitors were looking for alternative means to lure audiences to the cinema. Initially, these
screenings were referred to as alternative content, a term which denoted that much of the
early activity in this area rested on showing filmed content that was less familiar in the
cinema space like opera, theater, ballet, sports, and concerts. In recent years, event cinema
has become the more popular term, highlighting the short duration of distribution windows
as well as the increasing inclusion of films such as repertory screenings, documentaries and
faith-based content in distributors’ programming lineups. Shortly after its founding, Fathom
Events became the largest event cinema operator in the US. Though event cinema so far
brings in lower revenues for exhibition giants than cinema advertising, it is perhaps the
diversification effort that, in the US, has done the most to expand the use of cinema spaces
for different kinds of screen experiences and niche audiences. Exhibition giants’
involvement in the domestic development of event cinema and continuing dominance in this
emergent area is therefore consequential to understanding the way event cinema initiatives
have evolved across the industry and been integrated with giants’ broader diversification
strategies.

NCM carried several key features from its cinema advertising business forward to its
Fathom Events and Digital Cinema Implementation Partners ventures, setting the template

for how these businesses would develop even after they were spun off from the company.
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Each of these ventures would be controlled by the same trio of exhibition giants and use the
reach collaboration enabled to distribute and manage technology and content on a national
scale. Each would recruit affiliate theater chains who would contract the companies’
services and bolster its network scales. And each would rely on digital cinema infrastructure,
first as a parallel system to traditional projection technology and, later, one that was
integrated with the same systems that brought feature films to the screen.

Like its cinema advertising business, NCM’s event cinema division originated before
the company’s formation. Event cinema was a point of discussion as the Regal
Entertainment Group began to develop its early digital network through its Regal CineMedia
division in the early 2000s. The company’s 2003 annual report stated that Regal’s digital
advertising network, which the company had invested a substantial sum to install, would
also distribute “music, education, sports, entertainment, and other forms of digital content to
paying customers as well as for educational and promotional purposes.”® Live concert
events featuring Bon Jovi, David Bowie, and Prince were among Regal’s early successes.!
This early emphasis on music events was supported by partnerships with Live Nation and
AEG Live, a corporate sibling of Regal also owned by Phillip Anschutz.’? It was the AEG
partnership that led to Regal’s first cinema-casted music event, Britney Spears’s 2002
Dream Within a Dream tour. The deal to manage Spears’s tour was an important win for
Anschutz Entertainment Group’s (AEG) newly acquired concert management and
promotion division. AEG Live secured the act in part due to AEG’s ability to leverage
Regal’s new digital-enabled circuit to market the tour and Spears’s upcoming film
Crossroads (2002).>> While overt synergies between Regal and Anschutz’s other holdings

soon fell off, Spears’s tour and the early emphasis on music events suggest that, just as
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private equity had encouraged exhibition giants to come together on advertising, Anschutz
used his influence over Regal to advocate for specific uses of the new event cinema
initiatives, and perhaps spurred their creation as well.

When NCM formed in 2005, the joint venture took over Regal’s events division,
integrating it into NCM alongside Regal CineMedia’s advertising business. The division
was renamed NCM Fathom in 2007.>* Like the rest of NCM’s business, Fathom relied on
the development and expansion of a digital cinema infrastructure that enabled fast, flexible,
and cost-effective distribution of content, in this case both live performances and pre-
recorded material. And, as with its cinema advertising business, events were distributed to
founding chains Regal, AMC, and Cinemark and to the company’s growing network of
affiliates. Initially, in 2006, NCM could distribute pre-recorded events to all 11,493 digital
screens in the NCM network and live events to 173 of its founders’ and affiliates’ 1,113
theaters.> This network capacity continued to grow; in 2013, the last year Fathom was
owned by NCM, the company could send pre-recorded content to 18,491 screens in its
network and live content to 1,089 of those screens.>® But unlike advertising packages, which
could differ but went out in some form to every chain in NCM’s network, cinemas varied
significantly in the number of event screenings they licensed.

Event cinema was also an important component of rationalizing and capitalizing on
chains’ investments in digital technology. As with advertising, event cinema also enabled
exhibitors to find new pockets for profit within the framework of their existing business
before the show or on quiet weeknight evenings. And unlike studios’ traditional film

content, founding exhibitors held more power over the terms of distribution for event
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cinema, allowing them to tailor the business to their needs and influence their competitors’
participation in these diversification efforts.

While NCM was still in its experimental phase, it began to explore bringing specific
high culture programs to screens, developing a category that soon became its most important
programming area. Shortly after being folded into NCM, Fathom struck what would become
the most lucrative deal in the company’s history: a partnership with New York’s
Metropolitan Opera that would bring live satellite transmissions of a six-title series of Met
performances to cinema audiences in the United States through the newly created The Met:
Live in HD program.’” With the Met partnership, NCM benefitted from regular, high
quality, multi-event content and a loyal customer base that had already been established not
only through the Met’s live performances, but radio and television broadcasts dating back to
the 1930s.°8 By 2017, Fathom’s partnership with the Met accounted for 20 percent of its
revenues.’® In general, cultural events like theater and ballet have been mainstays of
Fathom’s business; the company has ongoing series partnerships with Moscow’s Bolshoi
Ballet and London’s National Theatre to broadcast several live performances to cinemas
each season.®® In 2012, the division launched another event series in the cultural space by
signing a deal with Turner Classic Movies to bring twelve classic films a year to cinema
screens; today, Fathom’s TCM Big Screen Classics is one of the company’s most successful
programs.®! While NCM has experimented with other areas over the years including music,
sports, and inspirational and spiritual content, cultural event screenings remain the profit
center for Fathom’s business and the event cinema sector more generally.

As NCM built out its event cinema programming and continued to expand its

network by developing digital cinema infrastructure and affiliate relationships, Fathom’s

114



revenues grew. Between 2003 and 2013, the income Fathom generated grew from $7 million
to $36.5 million. Net profits, however, tended to fluctuate after Fathom’s initial expansion,
ranging between $10 and $16.5 million from 2007 to 2013, likely due in part to the
fluctuating costs of producing programming or licensing it from partners (see table 11). In
2013, NCM announced it would be spinning off the Fathom division, into a separate,
privately traded company to be called Fathom Events. While now a standalone company,
Fathom Events would still be owned by NCM’s founding chains. According to NCM
chairman and CEO Kurt Hall, “NCM was always meant to be a launching pad for the
Fathom Events business” and the spinoff would allow Fathom to align its business more
closely with the needs of its exhibition partners and the cinema business at large.5? Taking
Fathom private also likely had the effect of separating the more unstable profits of the
business from NCM’s more predictable patterns of costs and revenues. This sheltered NCM
from risk while allowing its founders to continue to experiment with and profit from the
event cinema business.

A 2018 recap of Fathom’s programming demonstrates the range of the company’s
content and indicates the distribution of its financial results across titles. The company
distributed 164 titles in 277 event dates across its network, with 23 grossing $1 million or
more at the box office. These high-grossing events included eleven performances from The
Met: Live in HD program; Grease (1978) and The Dark Crystal (1982) in the TCM Big
Screen Classics series; four anime titles; Made for More (2018), a documentary featuring
social media influencer and author Rachel Hollis; a fiftieth anniversary rerelease of Elvis
Presley’s 1968 comeback special; religious programming An Interview with God (2018) and

filmed stage production Sight and Sound Theatres Presents: Moses (2018); Bandstand: The
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Table 11: Fathom Events Annual Revenues, Operating Costs, and Net Profits, 2007 to 2013

Revenues Operating Costs Net Profits
Year (millions) (millions) (millions)
2007 $28.3 $16.8 $11.5
2008 $38.9 $25.1 $13.8
2009 $45.5 $29.1 $16.4
2010 $48.0 $21.7 $26.3
2011 $49.2 $34.1 $15.1
2012 $39.3 $29.0 $10.3
2013 $36.5 $25.5 $11.0

Source: Data from NCM annual reports (2006, 32; 2007, 41; 2008, 35; 2009, 42; 2010, 45; 2011, 43; 2012, 39; 2013,
38,2014, 43, 2015, 38; 2016, 30; 2017, 36; 2018, 32; 2019, 37)
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Broadway Musical (2018); and Peter Jackson’s World War I documentary They Shall Not
Grow Old (2018), which became the highest-grossing US event cinema release of all time
when its run ended in 2019.%° This slate reflects Fathom’s general programming philosophy:
strong representation of cultural events such as the Metropolitan Opera, a musical, and
classic films, as well as niche anime, documentary, and religious and inspirational content.
In addition to programming successes in its own network, the company also acted as a
distributor for titles across 2,100 screens in 44 countries in 2019, indicating its influential
status as a distributor beyond its own network of affiliated screens.®*

If Fathom’s early years were marked by experimentation, deal-making, and
improved infrastructure, over the course of this post-NCM period, the company has begun to
transition to increasing efficiency and performance. In addition to being the world’s largest
event cinema company, by 2018 Fathom had also become to the thirteenth largest film
distributor in the United States.®> After Ray Nutt took over as Fathom Events’ CEO in 2017,
he emphasized his goal of moving event cinema from a developmental area of the exhibition
business to one that is providing significant, consistent profits.®® Other interviews with Nutt
point to the programming philosophy derived from the company’s broader strategy: a shift
from more events to higher quality, higher revenue events. By the company’s peak earning
year in 2019, Nutt reflected, “The top lesson we learned in 2019 was discipline. We have
figured out the right number of titles, event nights, and showtimes that work for each
category and how best to utilize auditoriums and screen time. Less is more for event cinema,
because we want to ensure full theaters and an exceptional fan experience. Moving forward,
our focus is on bigger titles rather than more of them.”%” Evidently, Fathom has reached a

stage of maturity in which it has largely cemented a template for its programming and is
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seeking to make this template more profitable while branching out more tentatively into new
areas.

Though Fathom Events appears to have exited its initial phase of experimentation,
the company’s recent activities have indicated areas of growth potential. Fathom has made
significant investments in expanding live event capacity across its network with
technological upgrades that have extended this capability to 2,000 screens by the end of
2019.%8 Tt has continued to make distribution agreements with international event cinema
companies, such as a 2019 deal with United Kingdom-based CinEvents to provide twelve
titles per year for distribution to Europe and countries in the Middle East and North Africa.®
It has also shown renewed interest in music events and sport and adventure content through
strategic development and distribution deals in these areas.”® Perhaps most interestingly, in
2019 Fathom made a significant investment in faith-based content distribution by launching
the Fathom Affinity Network (FAN). The FAN was a partnership with Faith Content
Network, a company that organizes film screenings for churches and other religious
organizations, that planned to bring faith-related and inspirational content to a network of
eight hundred churches across the United States. Designed to complement Fathom’s
theatrical faith-based content programming, the churches included in the FAN would be
located in markets outside those covered by existing exhibition partners.’”! The hope,
according to Nutt, was that the network would allow Fathom to reach audiences who would
not otherwise be able to access religious event cinema at their local theaters, bridging the
gap between Fathom, with its access to content, and affiliated churches, with the

infrastructure and audiences to support expanded screenings.”?
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Event cinema has so far had a more limited impact on exhibitors’ economic success
than cinema advertising in US giants’ mix of diversification strategies. For instance, in
2013, the last year Fathom’s revenues were reported alongside NCM’s, Fathom brought in
$36.5 million, to the $426.3 million in advertising revenues reported by NCM.”3 In part, this
is because event cinema must compete with the traditional box office for space and time on
screens and is nearly always in a subordinate position by design; since its inception, event
cinema has been design to fill gaps in exhibitors’ schedules and make use of underutilized
space in their theaters, not maximize its own profit potential (for instance, by scheduling
events on weekend nights to boost turnout). Another limitation is the existence of restrictive
licensing agreements for potentially lucrative content such as major sporting events,
Broadway shows, or high-profile television programs. Finally, the business’ aim of
assembling a group of niche audiences around a broad array of content from variety of
producers means highly variable costs, marketing needs, and audiences for each short-term
event, making it difficult to create the same efficiencies as distributors with more
standardized product. However, event cinema brings in meaningful revenues that help
exhibition giants build out their larger diversification projects. As with cinema advertising,
collaboration between founding chains and the building of national network scale are crucial
to recouping costs on these otherwise niche events and enabling event cinema to become an
area of ongoing industry development. Where cinema advertising is showing signs of
maturity as the US network reaches a saturation point and CAC-reported growth begins to
slow (see table 9), the wider range of audiences, programming, and uses of cinema space
that event cinema is involved in suggests further possibilities for growth in coming years, if

NCM and other event cinema companies can capitalize on this potential. Beyond profits,
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event cinema’s focus on adding up niche audiences and exploring a variety of uses for
cinema infrastructure at off-peak times seem especially interesting in assessing areas where
the impetus for growth may lead to new forms of exhibition practice.

Despite event cinema’s focus on niche programming and audiences, it is important
not to overstate the diversity of its offerings, especially in terms of its ability to serve
audiences outside the white middle class. A similar slippage between “quality”
programming, “quality” audiences, and white, middle-class tastes that appeared in NCM’s
cinema advertising business is also prevalent in Fathom Events programming choices. While
audiences of all classes and races can appreciate classic films, opera, adventure sports
documentaries, concert films, or faith-based programming, these events all enjoy significant
white fanbases that, for event cinema distributors, means that they are not so niche as to
exclude the white middle- or upper-middle-class mainstream as a core audience. Here, the
logic appears to run counter to the logic of television, or lately, streaming’s approach to
niche audiences, which, despite the flaws and limitations of these strategies, has been more
flexible in creating and distributing programming targeted toward more racially diverse
groups over the last several decades. Such differences in approach betray fundamental
assumptions at the heart of how exhibitors conceive of who cinemagoers are, even in a new
sector of the business consciously designed to reach beyond traditional audiences and uses
of the silver screen. Such failures of imagination limit the possibilities of a more radical
experiments in how cinemas can be made useful to the public outside traditional forms of

exhibition practice.
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Digital Cinema Implementation Partners: Collaborative Investment in Cinema
Infrastructure
In keeping with the importance of digital distribution to its cinema advertising and event
cinema businesses, the next prong of exhibition giants’ diversification efforts was designed
to plan, develop, and manage this emerging cinema infrastructure. The new endeavor, which
began within NCM and would be spun off as Digital Cinema Implementation Partners,
extended the collaboration between domestic exhibition giants to one of their largest and
most important challenges: negotiating the industry-wide transition to digital projection
technology that had been understood to be inevitable for years. Exhibition giants used the
scale of their combined circuits to secure favorable conditions for their own chains’
technological development and direct the transition for several other exhibitors as well,
using tactics they had drawn on when NCM expanded the US cinema advertising business.
As NCM came together in mid-2006, its founding partners also laid plans for a
coordinated initiative that would enable them to finance digital cinema equipment for their
theaters.”* NCM spun off the initiative as an independent entity, Digital Cinema
Implementation Partners (DCIP), jointly owned by Regal, AMC, and Cinemark, following
the February 2007 IPO.”> The new organization was designed to respond to a major
roadblock in the digital cinema rollout. The main area of contention between studios and
exhibitors was who would bear the costs of digital projector installations, given that studios
stood to benefit more from cost savings on digital prints, while exhibitors were absorbing
the risk of buying and maintaining expensive digital equipment.’® The terms of these deals
would be negotiated between the studio and the exhibitor and brokered through an

“integrator” to dispel antitrust scrutiny. Integrators’ business worked as so: integrators
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would purchase and loan equipment to the exhibitor. Then, for each film booking made by
the exhibitor, the distributor would pay a fee, the VPF, to the integrator. Exhibitors were
also responsible for paying part of the equipment costs. Once the distributor and exhibitor
had jointly paid off the loaned equipment, its ownership would be transferred to the
exhibitor.”’

DCIP aimed to act as an integrator for its founding chains and other affiliated
chains.”® The company hoped to finalize its financing and technology decisions by the end
of 2007 and begin installing digital systems in 2008.”” With this timeline, DCIP was
approximately two years behind existing digital cinema integrators Christie/AIX and
Technicolor Digital Cinema, who had already signed agreements with studios, secured
credit, and begun the installation process at partner chains by the end of 2007.%°

Despite its time disadvantage, DCIP benefitted significantly from the scale offered
by its member chains. Just as with Screenvision, the three largest US chains were able to
combine forces to quickly dwarf the efforts of third parties who built their network of
affiliates contract by contract with small and medium-sized exhibitors. Christie/AIX and
Technicolor had secured contracts to install digital systems for 4,000 and 5,000 screens,
respectively, by the end of 2007; DCIP dwarfed both, offering vendors access to more than
15,000 screens at its founding chains alone. This scale, according to DCIP CEO and
chairman Travis Reid, would enable the company to cut cost-saving deals with technology
providers, as well as streamline the process of standardization by ensuring a large portion of
the market would actively coordinate the purchase and installation of their systems. Reid
also argued that, since DCIP was controlled by exhibitors, it was in a better position than the

third parties to secure favorable conditions for exhibitors and studios, since it had no
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intrinsic interest in profiting from technological or other services it could provide during the
rollout. DCIP positioned itself as the exhibitor-led solution to the digital problem, touting its
intentions to extend partnership offers to affiliate chains beyond the founding members.?!

However, DCIP faced substantial delays in executing its plans. The first roadblock
was coming to agreements with the studios on the details of the rollout, especially the final
value of virtual print fees. By late 2008, JP Morgan committed to lend DCIP $525 million
and, with the Blackstone Group, to assist the company in raising a total $1 billion to fund
their rollout efforts. To access the funding, DCIP needed to strike deals with at least four of
the six major studios.?? Despite major incentives for both sides represented by a wave of
digital 3D films in the pipeline (including Avatar [2009]) that promised a major boost to box
office, negotiations with integrators on the final terms lagged.33

The pressure of impending 3D releases and ongoing resistance from film studios
sparked significant frustration among exhibitors. John Fithian, president of the National
Association of Theatre Owners (NATO), laid out exhibition’s case in the July issue of
Boxoffice. Fithian identified three goals at the core of the digital transition: the creation of
digital technology standards, the pursuit of high-quality film presentation, and the
establishment of a fair digital business model. He argued that it was the third point where
studio recalcitrance was creating costly delays for both parties.®* The VPF concept, he
argued, was developed according to two intertwined philosophies: “First, as the transition
develops and digital systems get installed, any studio supplying content to those systems
generally does not have to produce a film print. In part, then, the VPF presents a payment
made from immediate savings derived. The second complementary philosophy driving the

development of the model was that VPFs represent a down payment by the studios on an
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integrated digital future where they will save hundreds of millions of dollars every year,
forever. Once the initial transition is complete, VPF payments go away, and studio savings
begin.”® Fithian assented that the studios had initially negotiated fair VPFs with
Christie/AIX and Technicolor during their first round of digital projector installations.3¢
However, he argued, studios now viewed the payments solely as compensation for their
immediate savings on film prints. This meant that subsequent negotiations with providers
had reduced VPF rates—*“substantially so, in some cases”—and stalled the negotiation
process. DCIP represented the largest of these outstanding deals. Fithian urged studios to
come to the bargaining table in good faith to allow the film industry to succeed together at
this “critical juncture.”®’

Despite these issues, by September 2008 DCIP managed to broker satisfactory deals
with Disney, Fox, Universal, Paramount, and Lionsgate, meeting the terms of their financial
agreement with JP Morgan and Blackstone.® Financing, however, proved to be a second,
more cumbersome roadblock. By March 2009, the company was still struggling to raise the
remaining $500 million of its planned total. Market conditions were difficult: the recession
was raging, and several banks had exited entertainment finance.®® At this stage, only two
thousand digital screens had been installed in the United States and Canada.”® DCIP was
only able to raise a reduced total of $660 million in 2010, more than $300 million shy of its
initial plans, to install close to fourteen thousand digital screens.”!

After clearing this hurdle, the company moved quickly with installations, deploying
seven thousand digital projection systems in more than one thousand theaters in its first
year.”? As the rollout continued, DCIP also began to initiate long-promised partnerships with

other theater chains, including the top Canadian chains, Cineplex Entertainment and Empire
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Theatres, and Hoyts Cinemas, Australia’s largest chain.”® By mid-2013, the digital rollout
was nearing completion domestically and was well underway globally, though some
international markets lagged behind, leaving some further opportunities for firms like DCIP
to assist with chains’ transitions.”*

Digital cinema was the cornerstone of exhibition giants’ diversification efforts in the
United States, and upgrading digital systems multiplied these benefits. As discussed above,
the digital preshow format essential to the success of exhibitors’ cinema advertising efforts
required the ease, flexibility, and low cost of digital distribution to handle the volume of
multiple, ever-changing preshow versions and the precise targeting sold to clients.
Upgrading digital cinema systems meant exhibitors could roll together the distribution,
operation, and maintenance of their advertising and feature film delivery systems rather than
continuing to maintain parallel infrastructures. Digital delivery was also a key component of
the burgeoning business of alternative content, including live events, concert films, theater,
opera, and other offerings increasingly presented on cinema screens during this period.
Regal, Cinemark, and AMC took an active role in this programming through Fathom
Events. Cinema-grade digital systems increased the image quality and ease of distribution
for these presentations, expanding opportunities to screen this programming and increasing
its appeal for audiences and content providers.

The expansion of digital cinema also streamlined the process and reduced the costs
of administering cinema advertising and alternative content for affiliate theater chains
outside the founding membership. Growing pressure for exhibitors to upgrade to digital
projection systems meant affiliate chains no longer needed to install supplementary digital

systems for ads and digitally distributed event screenings, lowering barriers for contracting
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with new client exhibitors. Standardizing digital cinema projection also meant less
technological friction for those affiliates NCM and Fathom Events lured away from
competitors like Screenvision. DCIP’s rollout and administration of digital cinema
infrastructure for affiliate chains also became a modest alternate revenue stream for
exhibition giants, furthering their diversification efforts.

After the global exhibition industry had finalized its transition to digital projection,
DCIP remained active, providing management, administrative, and informational services
for its network of installed systems, exhibition, and distribution partners for the ten-year
term of VPFs. This allowed founding chains and their affiliates to share the administrative
burden of managing digital systems and to coordinate their efforts. One of its most recent
efforts has been a partnership with Moving Image Technologies (MIT) on the creation of
Cinergy, a set of cloud-based software tools designed to help cinemas “monitor and manage
cinema execution, presentation and quality assurance.” DCIP and MIT have struck a
number of major contracts for the use of their Cinergy software with theater chains
including National Amusements and Regal, as well as content providers like Fathom
Events.”® As the studio payments came to an end, DCIP also began to wind down its
operations, and sold off the Cinergy software to Christie Digital Systems, a prominent
digital projection and exhibition technology company.’” With VPF payments tapering off,
DCIP has become an influential but temporary feature of the 2010s exhibition industry.

If the formation of NCM offered the first instance of exhibition giants banding
together to secure control of an emergent revenue stream in the exhibition business, DCIP’s
creation and activities in the subsequent decade have cemented collaboration as a central

strategy for the largest US exhibitors. It also demonstrated the potential stakes for these
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collaborations. Here, working together ensured that America’s exhibition giants could
secure favorable terms for long-term studio agreements and shifts in cinema infrastructure
that would affect their business for decades to come. While no chain on its own could
command the scale required to budge powerful studio interests, coordinating the rollout for
15,000 screens (then over a third of the screens in the US), gave them considerable leverage.
Their leading position in negotiations with studios, alongside their recruitment of affiliate
chains, also gave them significant standing to set the standards for the conversion to digital

projection across the industry according to their own priorities.

Structures and Patterns of US Diversification Efforts

As the founding company for each of US giants’ diversification initiatives outlined above,
National CineMedia set a template for the structure and operations of each of its spun-off
businesses. Five common characteristics become immediately apparent after studying
National CineMedia, Digital Cinema Implementation Partners, and Fathom Events and their
patterns of development. First, they are collaboratively controlled by the same trio of
exhibition giants. Second, they rely on the national distribution and management of
technology and content across their networks. Third, their business involves the recruitment
of affiliate theater chains who contract services and bolster network scales without
significant input into the direction of the entity’s larger business. Fourth, they rely on digital
cinema infrastructure. Exhibitor collaboration allowed each business to quickly scale up.
The speed of this process helped to forestall the advances of third parties like Screenvision,
Christie/AIX, and Technicolor by attracting affiliate chains and allowing giants keep

exhibition profits not only within exhibition, but largely with its top exhibitors. Digital
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infrastructure, meanwhile, enables lower distribution costs, simultaneous distribution to sites
of all sizes across large networks, increased flexibility, and audience targeting that make
cinema advertising and event cinema possible in their current incarnations.

Cinema advertising, event cinema, and digital cinema installation and software
services have not matched the profits of box office and concessions, but they nonetheless
offer important benefits to exhibitors. These areas offer exhibitors more control over certain
revenue streams in the face of an industry that subjects them to an uneven relationship with
studios that offer the most profitable content as well as to seasonal and year-to-year
fluctuations inherent to the film business. Financially, they also provide a growth area that is
especially important to exhibitors as attendance levels have flattened. Creating these growth
opportunities and expanding them to a national scale was an important aspect of private
equity owners’ endeavors to make cinemas a profitable investment vehicle for their funds.
As exhibition giants have shifted from private equity to public ownership in the late 2000s
and 2010s, maintaining these businesses has been important to maintaining their overall
market position and demonstrating growth opportunities for shareholders. Their competitors,
lacking the capital or scale to create rivals to giants’ diversification that can attract
comparable advertising or event cinema partners, are in a position of participating in
diversification efforts in the subordinate position of “affiliate,” under the supervision of their
competitors, or not at all.

For US exhibitors, the shift towards collaborative management of new diversification
efforts marked a major transition in how these companies do business in the competitive US
marketplace. Their efforts set them apart from other US exhibitors and increased their power

over their competitors in line with parallel pushes towards consolidation of circuits
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happening in this period. However, a comparison with the counterparts also reveals a
significant degree of cautiousness and conservatism in their approach. Cinema advertising
and event cinema have expanded in the Canadian market over the same period, spearheaded
by Canadian exhibition giant, Cineplex Entertainment, which benefitted from similar market
forces and affordances of scale. However, Cineplex has also gone much further than its US
counterparts in investing in diversification and expanding the scope of what we count as part

of the exhibition business.

Monopoly-Led Diversification: Cineplex Entertainment in the Canadian Market
Structure of Cineplex After 2006

Where US diversification efforts have developed in close alignment with the established
exhibition business, Cineplex Entertainment has expanded its diversification efforts beyond
the boundaries of new features and uses of exhibition spaces to other areas of commercial
promotion, entertainment, and leisure in public space. The distinct position of Cineplex in
the intensely consolidated Canadian market accounts for this difference in approach. Canada
has long faced a significant lack of competition among exhibitors compared with the United
States. This feature of Canadian exhibition dates back decades, to Nathan L. Nathanson’s
establishment of national Famous Players circuit in 1920, which secured monopoly status
through an exclusive distribution partnership franchise with the Paramount film studio.
When Nathanson, having lost control of his chain to Paramount, formed Odeon Theatres in
1941 from a consortium of previously independent theaters, the Canadian exhibition market

became a duopoly.”® In 1984, four years after its first theater opened in 1979, the Cineplex
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Corporation acquired Odeon Theatres, taking over Odeon’s position in the duopoly
relationship.”

Cineplex used the turbulent environment of the early 2000s to expand its reach. The
exhibitor and its private equity owners, the Onex Corporation and Oaktree Capital were
active participants in the flurry of consolidation activity that followed the crisis in
exhibition, as discussed in chapter 1. While Onex and Oaktree made several attempts at
major acquisitions that would expand Cineplex, most of these fizzled; the theater chain’s
most dramatic consolidation instead took place after the private equity companies reduced
their stake in the business in 2003. In the process of the spin-off, however, Cineplex’s
owners made three decisive changes to the exhibitor that would shape the company’s future
in the two decades to come. First, they spun Cineplex’s Canadian circuit off as a separate
company, Cineplex Galaxy, focused on the Canadian market alone; Loews Cineplex,
comprising the US and international theaters, was sold to a consortium of private equity
firms, who in turn merged the company with AMC Theatres. Second, Onex and Oaktree
combined Cineplex Canada with the small upstart chain Galaxy Cinemas, that had built its
business bringing upgraded theaters to midsize Canadian cities. As part of the merger, they
installed Ellis Jacob, Galaxy’s CEO and a former Cineplex executive, as the head of the new
company; he would remain CEO for the next nineteen years. Third, the owners took the
company public rather than selling to another financial interest, reducing their stake and the
control of private equity over its direction into the future.

Cineplex purchased Famous Players in 2006 in the context of this Canadian focus,
Jacobs’s leadership, and the company’s public ownership. With this acquisition, the

Canadian duopoly again became a monopoly; Cineplex instantly held a 60 percent share of
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the Canadian exhibition market.!”® Acquisitions of AMC’s Canadian theaters and Atlantic
Canada’s Empire Theatres chain have since solidified this position. The Empire acquisition
in 2012 was particularly important, as it brought Cineplex a near-national reach, with a
presence in all ten Canadian provinces (though not the less populated northern territories).
By 2019, Cineplex received a staggering 75 percent of Canadian box office grosses.!! The
result of the company’s consolidation activity was that, by itself, Cineplex could execute
sweeping changes across the entire Canadian market. The company could also experiment
with new initiatives and major shifts in business practices without the threat of significant
competition from other chains, who lacked the resources to invest in new initiatives on the
same scale. This aspect of Cineplex’s exhibition monopoly is especially important to an
analysis of the company’s approach to diversification. These characteristics of the
monopoly-led Canadian market allowed Cineplex to adopt a less conservative stance than
the US chains and explore a much wider and more dramatic range of diversification

Initiatives.

Cinema Advertising and Event Cinema at Cineplex Entertainment

Despite the differences between Cineplex Entertainment and US exhibition giants in terms
of regional power and market position, Cineplex’s early diversification efforts were similar
in type and structure to those of US chains in the first years after the crisis in exhibition. As
in the United States, Cineplex launched a cinema advertising division that it used to recruit
Canadian affiliate chains, experimented with event cinema, and invested in digital
infrastructure that supported the rollout of both initiatives. Temporally, these efforts

followed those of US chains, likely due to Cineplex’s later exit from bankruptcy, the
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complexities of the Cineplex Galaxy spinoff and Loews Cineplex sale, and the
organizational and financial demands of closing the Famous Players acquisition. By the time
the company had turned to its own diversification efforts, successful models were already in
place at National CineMedia.

As National CineMedia was preparing to go public, a few years on from US
exhibition giants’ experiments with a preliminary digital infrastructure and preshow formats,
Cineplex Galaxy introduced digital projection technology in its theaters, beginning with a
$3.2 million pilot project in the Toronto market to begin in April 2005.1°2 In addition to
preshow advertising, Cineplex’s network was set to expand the possibilities of public
cinema events and private theater rentals for corporations as well as educational and
community organizations. Cineplex planned to design a twenty-minute program, Reel
Entertainment, that would blend behind-the-scenes content and interviews with direct
advertising, like Regal Cinema’s the 2wenty, AMC’s the Movie Watcher Network, and
NCM’s First Look (later renamed Noovie). The newly installed technology promised
increased automation, flexible and reliable delivery, and high-quality images. As with its US
counterparts, digitizing the cinema advertising process meant advertising clients could
benefit from reduced production and distribution costs, as well as new possibilities for
audience targeting and showpiece advertising designed specifically for the big screen.!?

When Cineplex completed its Famous Players acquisition later that year, it achieved
what the US exhibition giants could only manage through collaboration with its competitors:
a majority share of advertising space on its nation’s cinema screens. Following the Famous
Players acquisition, Cineplex quickly purchased the remainder of Famous Players Media.!%

Combining personnel from Famous Players magazine and cinema advertising business with
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Cineplex’s own advertising team, the company launched the Cineplex Media division. With
the new division, the company would manage cinema advertising for Cineplex’s expanded
1,278-screen circuit as well as for affiliated chains, including 280 screens that were divested
to Empire Theatres and Fortune Cinema’s as a condition of the acquisition’s approval by the
Canadian Competition Bureau.!?® Other affiliates included AMC’s Canadian operations,
Landmark Cinemas Canada, and Empire Theatres. The company quickly made plans to
expand its advertising program across Canada, at an expected cost of $11 to $13 million.!%
By the end of 2006, Cineplex Media claimed it offered advertisers access to 83 percent of
Canada’s cinemagoing public, exceeding even its then 60-percent share of the Canadian box
office.!%” This early effort at diversification therefore enabled Cineplex to extend its reach
beyond the limits of antitrust rulings on theater ownership, rulings which were generally
intended to prevent single-chain monopolies in particular local markets rather than limit the
exhibitors’ national power. Its investment in this avenue for controlling the market was
especially visible in Cineplex’s decision to make cinema advertising contracts as part of its
divestment agreements with competitor chains, turning even an antitrust measure into an
opportunity to expand its reach by other means. As in the US market, diversification enabled
the exhibition giant to solidify its domestic power, actively scaling up its bargaining power
through affiliate agreements. In the process, Cineplex boxed out potential third-party
competition and set the terms under which its competitors would access emerging revenue
streams.

Cineplex also leveraged its investment in digital infrastructure to expand into event
cinema. Early announcements about the chain’s new digital advertising network promised it

would also expand the company’s capability to offer alternative content in cinemas,
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including concerts and sporting events, such as live World Wrestling Entertainment and
National Hockey League matches.!% Alongside National CineMedia and the UK’s Odeon
and United Cinemas International chain, the company was one of the first to sign
agreements with the immensely popular and profitable The Met: Live in HD program in
2006.1% These efforts expanded in line with the development of the global event cinema
business more generally; today, Cineplex regularly shows classic film and anime series,
concerts, stage performances, and opera on its screens, among other event cinema content.
Unlike NCM, Cineplex appears not to have taken an active role in developing content,
preferring to license from a variety of distributors.

Cineplex’s first round of diversification efforts generally aligned with the patterns
this activity took among US exhibition giants. But these efforts unfolded within the
framework of an exhibition monopoly that did not demand collaboration to achieve the scale
necessary to make those efforts a success. Cineplex’s monopoly power also enabled it to
take on bolder diversification efforts. Some of these efforts were driven by acquisitions of
companies that could give Cineplex a foothold in new sectors, made possible by the
company’s access to capital and dwindling need to tie up funds in consolidation with other
theater chains. Others involved investments that expanded out of the company’s core
business in ambitious ways. Ultimately, these activities added up to a much more substantial
aspect of its overall business. In 2003, revenues from Cineplex’s media, amusement, and
other revenues were just 5.7 percent of the chain’s profits. By 2019, these revenues had risen
to 28.6 percent, and box office made up less than half of the chain’s total profits (see table

12). As Cineplexes diversification initiatives grew over this interval, the company began to
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Table 12: Cineplex Galaxy/Cineplex Entertainment Annual Revenue Mix, 2003 to 2019

Combined
Total Media,
Revenues | Box Food Amusement,

Year | (millions) | Office | Service | Media | Amusement | Other | and Other
2003 $295.54 | 67.5% @ 26.8% - - - 5.7%
2004 $315.79 | 66.5% @ 27.0% - - - 6.4%
2005 $490.30 | 63.0% | 28.0% - - - 9.0%
2006 $740.24 | 62.0% | 28.8% - - - 9.2%
2007 $805.02 | 60.7% | 29.2% | 7.0% - 3.1% 10.1%
2008 $849.69 | 60.1% | 29.6% | 7.1% - 3.2% 10.3%
2009 $964.35 |1 60.3% | 29.9% | 6.9% - 2.9% 9.8%
2010 | $1,006.43 | 59.4% | 293% | 9.1% - 2.2% 11.3%
2011 $998.20 | 57.9% | 29.2% | 8.7% - 4.2% 12.9%
2012 | $1,092.50 | 58.5% | 30.1% | 7.7% - 3.7% 11.4%
2013 | $1,171.27 | 57.6% | 29.9% | 9.4% 0.6% 2.5% 11.9%
2014 | $1,234.72 | 55.5% | 30.4% | 10.9% 0.6% 2.6% 14.1%
2015 | $1,370.94 | 53.3% | 30.5% | 11.2% 2.2% 2.8% 16.2%
2016 | $1,478.33 | 49.8% | 28.8% | 11.3% 7.6% 2.5% 21.4%
2017 | $1,555.07 | 46.2% | 28.5% | 10.8% 11.9% 2.6% 25.3%
2018 | $1,612.44 | 44.9% | 29.5% | 10.1% 12.8% 2.7% 25.6%
2019 | $1,665.15 | 42.4% | 29.0% | 11.8% 13.7% 3.1% 28.6%

Notes: As annual reports list figures from previous years, figures from most recent year were used wherever
discrepancies occurred.

Source: Data from Cineplex Galaxy Income Fund annual reports (2003, 12; 2004, 15, 16—17; 2005, 22, 24—
25; 2006, 11, 14; 2007, 2, 10, 18; 2008, 3, 11, 13); Cineplex Inc. annual reports (2009, 5, 16, 17; 2010, 11, 18,
20; 2011, 15, 22, 23; 2012, 16, 24, 26; 2013, 3, 16, 23; 2014, 9, 19; 2015, 16, 30; 2016, 2, 26; 2017, 10, 24;
2018, 11, 23; 2019, 4, 15)
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integrate its efforts into an overarching strategy that sought to benefit from synergies and

make diversification an engine for growth in the maturing Canadian market.

Cineplex Digital Media: Media Initiatives In and Out of Home

Cineplex began its forays into more ambitious diversification possibilities through the media
division it had created to house its cinema advertising business in 2005. These changes ran
parallel to new investments the company made in the amusements business, which I discuss
in the next section. Under the umbrella of its media division, Cineplex expanded several key
facets of its business: it created and expanded its customer loyalty program; it launched a
webstore for film purchases and rentals from home; and, most boldly, it leveraged
acquisitions and translated its new cinema advertising expertise to break into the business of
out-of-home advertising and digital signage displays for a range of companies.

Though Cineplex began developing more extended brand partnerships through the
cinema advertising business, it quickly expanded these initiatives beyond the bounds of
practice set by other exhibitors through a more complex set of acquisitions, joint ventures,
and client relationships, much of it taking place through the company’s diversification
practices. One of the most substantial of these programs is Cineplex’s relationship with
Scotiabank. In 2007, the company struck a deal with the major Canadian bank to use its
brand name on five flagship theaters in downtown Vancouver, Calgary, Edmonton, Toronto,
and Montreal.!!?

Alongside the naming rights, the two companies also announced a long-term
partnership in a customer loyalty program, Scene. The program allowed customers fourteen

years old or older to collect loyalty points on tickets, receive discounts on concession
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purchases, participate in contests and special offers, and redeem their rewards for free tickets
and concessions. It also offered sign-up offers and quicker earnings through a special
Scotiabank debit card affiliated with the program. For Scotiabank, the deal not only
promised another venue for branding, but access to the youth demographic, especially those
it could entice to sign up for their first banking products. Cineplex, meanwhile, developed
new incentives to encourage cinema attendance and concession purchases, gained access to
moviegoer data, and collected customer email addresses for direct promotion.!!!

By 2019, the program had reached 10 million members, giving Cineplex
unprecedented access to data about moviegoing across Canada. Program expansions that
allowed customers to earn and redeem rewards at nationwide chain restaurants owned by
Cara Operations and sporting goods retailer Sport Chek, as well as new Cineplex properties
including the company’s webstore and Rec Room entertainment centers only deepened the
range of information the company could collect about moviegoers’ activities.!!? It later
combined its loyalty program with Scotiabank’s and relaunched it as Scene+ in 2021, adding
Canadian grocery giant Empire Company Limited as an co-owner of the program in 2022.
The new program linked loyalty program more closely with Scotiabank’s banking products
and substantially expanded the retailers where members could earn and redeem points,
including Empire grocery stores like Sobey’s and Foodland, Rakuten’s online shopping
platform, and a Scene+ branded travel portal.!!? “Their loyalty program is massive—you
could almost call them a data company,” the president of Facebook Canada commented in a
Globe and Mail article praising the company for its diversification initiatives.!'* Of course,
that Cineplex has an exhibitor loyalty program does not make it unique; most major chains

in the US and Canada have similar initiatives. But the company’s leveraging of the program
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to create strategic marketing partnerships indicated from an early stage the exhibitor’s
interest in expanding the scope of its business and forming connections with other
companies in the retail, financial, and entertainment sectors in a way not yet seen from its
US counterparts. Its expansion since the program’s founding further suggests a larger role
for the chain in the retail and leisure space.

Cineplex has also invested in home film sales, launching its online store in 2008. At
first, the site made DVDs and BluRays of both new releases and catalogue titles available
for home purchase directly from Cineplex. Later, the company expanded this initiative to
include digital film rentals and permanent downloads as well, eventually phasing out the
sale of physical copies. Customers could also earn loyalty points for their purchases through
the Scene program.!!'> Through the webstore, the company launched SuperTicket in 2013, an
initiative that partnered with Warner Bros., Sony, Paramount, and Universal to bundle the
purchase of a movie ticket and future digital download for $20 through UltraViolet, a digital
rights locker program that included multiple studios and online video platforms.'' While
only a small portion of the company’s overall business—the Cineplex webstore received
around 1.3 million monthly users in 2019, compared to 5.5 million in average monthly
theater admissions, with theater patrons as a group spending more per visit—the shift to
online media sales suggests the exhibitor’s interest in expanding its portion of consumers’
entertainment budgets and its openness to a variety of strategies to hedge against
competition from home entertainment.!!”

One diversification strategy that has brought the company solidly outside the film
exhibition business is its sizable investment in the business of digital signage and displays

not only to use in its own lobbies, by its concession stands, or adjacent to its street-facing
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marquees, but to be employed in a wide variety of retail and entertainment businesses
including major restaurants, malls, commercial properties, and banks. These efforts became
an aspect of Cineplex’s business in May 2009, when the company spent $1.7 million to
acquire Onsite Media Network Inc., a digital signage company that held contracts with
major sports stadiums, office towers, and public food courts and concourses in Vancouver,
Calgary, Edmonton, Ottawa, and Toronto.'!® The next year, Cineplex acquired Digital
Display and Communications Inc. for $3.5 million. It combined Digital Display and
Communications with Onsite to form Cineplex Digital Solutions (CDS). While the Onsite
acquisition had been framed primarily as an extension of Cineplex’s cinema advertising
business that could bring clients’ materials into other public sites, Cineplex added a new
channel of this business with the second acquisition: provision of digital signage for several
retail businesses, linked to informational displays or single-client promotion rather than
rotating advertising in public spaces. This branch of the business included deals with Labatt
Breweries, Holt Renfrew, Scotiabank, the Toronto Maple Leafs, the Canadian Imperial Bank
of Commerce, and Rogers Communications.'"”

In 2013, Cineplex added another company, EK3 Technologies, to its digital signage
portfolio and renamed it Cineplex Digital Networks (CDN). This acquisition was much
larger than the first two, involving an initial payment of $39 million and another $39 million
in performance-based payments. With it, Cineplex gained not only additional Canadian
signage contracts, including with Tim Hortons, McDonald’s, and Walmart, but business in
the United States, the United Kingdom, and the Middle East.!? CDS and CDN came to
operate together under the umbrella of Cineplex’s out-of-home media division, Cineplex

Digital Media, with CDN creating in-store displays for retail, fast-food, and financial clients,
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and CDS developing more expansive services through “full-service, digital place-based
ecosystems that integrate digital signage, mobile, social media, and experiential technologies
via architectural media.”!?! As its out-of-home digital media business has grown, Cineplex
Digital Media has contracted with Subway, Dairy Queen, A&W, and 7 Eleven; the Royal
Bank of Canada, the Bank of Montreal, and Western Union; Indigo Books and Music and
Toys “R” Us; National Hockey League arenas in Ottawa, Edmonton, and Calgary; ONroute
rest stops along Ontario’s busy 400 and 401 highways; as well as major malls and corporate
real estate spaces across Canada. The company has also continued to manage Cineplex’s
own network of in-lobby digital signage and, in 2019, partnered with AMC Theatres to
update and manage its lobby displays across its 630 U.S. multiplexes.'?? From 2013 to 2019,
annual profits from Cineplex Digital Media have grown from $23.0 million to $81.3 million

(see table 13).

[Table 13 about here.]

Looking at Cineplex’s media-based diversification efforts together, it becomes
obvious that the company has built from existing areas of expertise in developing its
diversification strategy. Starting from a naming rights deal and a strategic banking
partnership with Scotiabank, the company was able to grow its Scene loyalty program,
gradually broadening the scope of its corporate partnerships and, in the process, the amount
of data the company can capture and leverage in new ventures. The webstore, building on
Cineplex’s reputation as a site for the curation of popular film, eschewed stark divisions

between theatrical and home viewing in favor of taking a slice of film purchases and rentals
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for itself. Cineplex Digital Media’s digital signage business, the media venture that’s taken
the company furthest from the cinema business, developed from early moves to leverage its
new cinema advertising knowledge into a stake in other kinds of out-of-home advertising in
public space. When considered as part of holistic strategy, the logics of behind these
decisions give weight and structure to the company’s ambition. While even the most
profitable of these ventures, digital signage, is far from eclipsing the company’s core
theatrical business, it takes the more stable revenues, corporate control, and growth
opportunities offered by more widespread diversification efforts like cinema advertising and
event cinema to new scales. Observed as a cluster rather than in isolation, such efforts also
begin to add up to significant sources of revenues for the chain, as I will explain in the next

section.

Player One Amusement Group, E-Sports, and New Leisure Sites
Cineplex’s media strategy worked in concert with a similar expansion of its interests in the
areas of amusement, gaming, and leisure over the same period of 2007 to 2017. The first of
these efforts began behind the scenes, with acquisitions of new subsidiaries whose
operations would largely pass unnoticed by the public, just as they had when the company
was building Cineplex Digital Media’s signage business. Soon, however, Cineplex
developed these holdings into a public-facing facet of its overall diversification strategy. The
company launched new leisure sites in cities across Canada and eventually integrated these
out-of-home leisure businesses into Cineplex’s plans for its cinemas.

As Cineplex was investing in digital signage, it used a similar strategy to expand its

operations into arcade games and vending equipment by making a series of strategic
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acquisitions. In 2007, the company made two such acquisitions: Playdium, a chain of
Canadian arcade and video game entertainment complexes, and Premier Amusements, a
U.S. arcade game provider and servicer.!?* Between 2011 and 2015, it strengthened this area
of operations: the company purchased New Way Sales Games, another amusement games
supplier and distributor; invested $4.5-million to unify this subsidiary with the amusement
game and vending divisions of Starburst Coin Machines, forming the joint venture Cineplex
Starburst; and picked up the competing company Brady Distributing. Cineplex went on to
acquire the remainder of Cineplex Starburst for $17.5 million at the end of 2015.12* In
September 2016, Cineplex Starburst acquired Tricorp Amusements, a US company that
specialized interactive video and arcade games for movie theaters and other venues and
family entertainment destinations such as bowling, laser tag, mini golf, and amusement
parks.!?> Two months later, the company amalgamated the four previously separate branches
of its amusement business—Cineplex Starburst, Brady Starburst, Tricorp Amusements, and
Premier Amusements—into a single company, Player One Amusement Group.'?° Since the
amalgamation, it has added two more companies to its portfolio that both operated in the
coin-operated rides and amusements segment: SAW, in late 2016, and Dandy Amusements,
in 2017.'27 The company now had sales offices across Canada and the Eastern and Southern
United States, offering its services across both countries.!?®

Since its amalgamation, Player One has operated in four core service areas:
equipment sales and distribution, parts and service, revenue-sharing, prizes and
merchandising, and consultation.!?® The company sells, rents, and distributes amusement,
vending, and arcade game equipment, and operates trade-in and buy-back programs for

companies within and outside its existing client base. These sales and rentals are generally
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made to family entertainment and arcade businesses, but also include sales of home games
like pinball, pool, air hockey and other arcade games and short-term rentals for corporate
and personal events including conferences, trade shows, weddings, and parties. Player One
offers onsite servicing and repairs, parts sales, and phone support for amusement equipment.
It also facilitates revenue-sharing programs, through which family entertainment centers,
shopping centers, bars, restaurants, and other businesses can contract with Player One to
receive amusement equipment whose profits would then be split with the company, offering
lower start-up costs to clients whose main business is not in the amusement sector. The
company also helps its clients with selling prizes and merchandise and implementing
redemption systems. Finally, Player One provides a variety of consultation services to
amusement and other client businesses, assisting with issues like game room layouts,
merchandise and redemption strategies, and equipment and system training, among others.
In addition to small and medium-size business clientele across the US and Canada, Player
One has also struck partnerships to provide equipment and services to major companies
including JW Marriott and Bass Pro Shops.!*? As with Cineplex Digital Media’s partnership
with AMC, the company has also joined forces with a major U.S. exhibitor, signing a deal
with Cinemark in 2018 to act as an exclusive service provider to all amusement and gaming
equipment at the chain’s U.S. theaters and working with it on the creation of three “premium
gaming locations.”!!

Amusement arcades have been a relatively commonplace element of the domestic
movie theater experience for several decades now and were central to the expansion of the

concept of the movie theater as an entertainment center that flourished during the megaplex-

era push for upgrading theatrical sites.!*? As it built Player One, Cineplex began to vertically
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integrate this facet of its business. The development of the company allowed Cineplex to
give itself preferred pricing on arcade equipment, systems for prize redemption, and
maintenance and repair services. By the time Cineplex’s amusements acquisitions began to
accelerate in 2011, the company had clearly begun to see Player One as a more than a
branch of the company that would supply its theaters and bring in some minimal side
revenues. Instead, Cineplex was seeking a foothold in the larger amusements business
connected to traditional arcades, family entertainment centers, and a broad array of everyday
retail environments. Simultaneously, as the Cinemark deal illustrates, building Player One
positioned Cineplex as a service provider to exhibitors in the rest of the domestic market, the
vast majority of whom had not invested in amusements to the same degree.

Building on its involvement in the physical amusements business, Cineplex also
pursued investment in the e-sports business in 2015. E-sports, short for electronic sports,
refers to online video game competitions, often formally organized, involving professional
video game players, and leveraging live streaming as an opportunity for increased
spectatorship. As with its entry to the digital signage and amusements business, Cineplex
began with acquisitions in its new area of interest. In 2015, it spent $10 million to buy 80
percent of WorldGaming, an online gaming platform which facilitates online video game
leagues and tournaments, and announced plans to invest another $5 million to expand the
company’s business model to incorporate in-theater tournament experiences.!** In 2016, the
company reached an agreement with PlayStation to launch a series of video game
tournaments, featuring PlayStation titles like Call of Duty, Gran Turismo, Street Fighter,
and Uncharted. Players would qualify for these tournaments through WorldGaming’s online

platform and then play in regional and Canada-wide finals hosted at Cineplex theaters.!3*
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For Cineplex, e-sports revenues came from the sale of sponsorship and advertising for e-
sports events, as well as entry fees for some online games and ticket sales for spectators of
in-theater tournaments, though these revenues were not broken out from the company’s
“media” revenues. In its financial reports, Cineplex described e-sports as a growth business
and stated that it hoped by entering this market early, it could “gain share in a meaningful
portion of the business” and extend its involvement with e-sports to new territories through
strategic international relationships.!*> By 2019, however, the company was revisiting this
stance. It had hired an outside advisor to identify a strategic equity partner to buy a majority
share of the business and identified it as a discontinued operation in that year’s annual
report.'3¢ In 2020, the company ultimately sold its interest in WorldGaming to for an
undisclosed sum to the newly formed company Playfly Sports.!3”

While Cineplex eventually offloaded its e-sports investments, the company’s initial
interest in securing a space in this area underscores the breadth of its ambitions during this
flurry of acquisition activity between 2007 and 2017. As with digital signage and
amusements, Cineplex was eager to expand the scope of its business with a major e-sports
acquisition and develop its holdings in digital media beyond its webstore. The venture also
followed the earlier threads of cinema advertising and event cinema further by showing the
company’s interest in reimagining its theatrical environments for alternative uses. In both
these dimensions, e-sports showcased how far Cineplex had travelled in its experiments with
diversification compared to US chains. Cineplex’s reassessment of the WorldGaming
investment four years in also demonstrates that the company was beginning to consider the

results of its diversification activity and rationalize areas where it may be overextended. The
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exhibitor had demonstrated that it could afford to be ambitious, but still indicated that this
ambition was being tempered by market realities.

As Cineplex has incorporated the amusements and family entertainment business
into the company’s operations, it has also made significant investments in building new
food, gaming, and entertainment destinations of its own within Canada, broadening the
scope of its public-facing entertainment offerings. Complementing developments in the
Player One division, Cineplex signed a deal with TopGolfin 2017 to help bring its
entertainment and dining venues to Canada, with Cineplex managing the sites’ day-to-day
operations. These locations feature indoor, digitally enhanced golfing bays—quite attractive
given long Canadian winters—with social seating as well as television, food, and drink.!*®
Especially noteworthy is Cineplex’s new solo ventures in the entertainment and leisure
sector. In 2016, Cineplex launched the Rec Room, a chain of adult-oriented restaurant and
entertainment complexes that it called “new kind of social entertainment destination.” Its
first location, in South Edmonton, included arcades and recreational games, an auditorium
for live entertainment with a “theater-sized, high-definition screen,” digital displays for
sporting games and other events, and an “upscale casual” dining environment.!3* The
company has since opened nine more Rec Room locations across Canada.!*® According to
the Globe and Mail, each site costs Cineplex between $6 and $10 million to build, and early
figures from the Edmonton location suggests initial sales figures of $7 to $10 million per
year.

Alongside the Rec Room, Cineplex developed a similar concept, this time targeting
teenagers and their families, by relaunching the Playdium brand it had acquired during the

early development of its amusement business.!*! In 2017, it announced its relaunch of
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Playdium as a series of entertainment complexes in midsize Canadian cities. The sites would
include video and arcade games, virtual reality experiences, “play attractions” such as
“augmented climbing walls, bowling, rope courses, and two-level laser tag,” as well as
casual dining outlets, private party rooms, parent lounges, and casual dining options.'*?> The
company initially planned to build ten to fifteen locations, with the first opening in Whitby,
Ontario in 2019, with locations in Brampton, Ontario and Dartmouth, Nova Scotia following
soon after.!*3 Vertical integration with Player One and Cineplex’s longstanding relationship
with Canadian real estate developers also contributed to giving the Rec Room and Playdium
sites a competitive edge against rival ventures, like US company Dave and Buster’s
Canadian locations.'#*

These newer entertainment sites were designed to be complementary to Cineplex’s
theatrical business, not just as parallel revenue streams, but as geographically proximate
sites of family entertainment. The first Rec Room, in Edmonton, opened next to the chain’s
South Edmonton cinema location, and subsequent locations followed suit, including Rec
Room sites at the West Edmonton Mall, London’s Masonville Place, Mississauga’s Square
One Shopping Center, and St. John’s Avalon Mall, and a Playdium site at Dartmouth
Crossing, each situated in the same shopping centers as Cineplex theaters.!** In 2019, the
company made its pursuit of synergy more explicit with the announcement of a new
business concept, the Junxion, a “first-of-its-kind” concept for a “community hub” that acts
as a “movie theater, dining destination, and entertainment complex—all in one place.”!4®
According to Sarah Van Lange, Cineplex’s executive director of communications, the name
signified the way the new sites would be a “junction” between the company’s theatrical

business and Rec Room entertainment centers.'4” As Cineplex described:
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Junxion’s state-of-the-art cinemas will offer a range of movie-going experiences,
including UltraAVX [Cineplex’s in-house premium large format screening
experience] and comfortable recliners where guests can have food and drinks
delivered right to their seats. In addition to the theater experience, Junxion is the
perfect entertainment destination for any occasion. It will feature an open lobby for
events and performances, a stage for live music, space for outdoor screenings, and an
amusement games and attractions area. Along with new and classic video and
redemption games, guests can enjoy the latest interactive experiences like virtual
reality from VRstudios. An evening of fun is sure to work up an appetite, so guests
can look forward to a range of dining experiences at Junxion’s food hall, including
fresh and tasty food options, an indoor food truck and a bar offering Canada’s
favorite varieties of wine and beer. Junxion guests will have their pick of exciting
programming and events, including live music, trivia nights, game nights, outdoor
screenings of movies and live TV events and more. Plus, Scene members will earn
points with every Junxion visit, which they can redeem for food, game credits or a
trip to the movies.!'*®
Cineplex announced plans for locations at Winnipeg’s Kildonan Place and Mississauga’s
Erin Mills Town Center, as well as its intentions to retrofit existing theaters as Junxion sites;
after pandemic delays, they opened in 2022 and 2023, respectively.!*’ Van Lange linked the
new initiative to the company’s need to attract customers outside major blockbuster fare.
“Guests are gravitating towards experiences that they can’t replicate at home. We’re finding
the same in terms of entertainment where guests are looking for places to be social to have

fun. What the Junxion provides is opportunities to come and visit us outside of when we

148



have a big Hollywood blockbuster.” Ellis Jacob, Cineplex’s CEO, meanwhile, indicated that
alongside its longer running involvement in amusements, family entertainment, and dining,
the Junxion would be part of a larger shift in the company’s corporate strategy: “Cineplex is
now moving from a cinema company to an entertainment destination.”!>°

Integrating public entertainment, amusements and arcade games, and a variety of
digital displays, including traditional screening rooms, The Rec Room, Playdium, and
Junxion concepts draw on and repackage Cineplex’s emerging areas of expertise and draws
on synergies in its business to extend its customer-facing operations in new directions.
These sites take on new meaning when viewed in the context of Cineplex’s loyalty program,
digital signage division, and amusements business. These mixed entertainment sites were
not only ambitious new businesses in the leisure and retail sectors. Instead, they developed
from a much longer trajectory of diversification activity. Cineplex had spent over a decade
building a customer base for its Scene loyalty program and accustoming these members to
using the program outside Cineplex theaters, eventually expanding it as Scene+ to catch up
to the new sites and to the scope of Cineplex’s ambition as a corporate partner in the
Canadian retail industry. The company has also invested substantial time and resources
vertically integrating what had initially been more peripheral elements of its theatrical
sites—cinema advertising onscreen and in lobby displays and arcade and games areas—and
using its control of the design, equipment, distribution, and maintenance of these elements to
conceive and structure its newest businesses. These initiatives, therefore, can be traced back
to the development of the Scene loyalty program and the acquisitions of Playdium and
Premier Amusements in 2007 and the acquisition of Onsite Media Network in 2009, the

earliest days of post-Famous Players Cineplex.
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These roots indicate that Cineplex’s emergent investments new public entertainment
sites are more stably embedded in the company’s strategic direction than they may appear at
first glance. Whether the complete shift from a “cinema” company to an “entertainment”
company Jacob claims to be aiming for will be achieved is still undetermined. The company
has stated that revenues beyond box office and concession may account for as much as 50
percent of revenues in coming years.!>! By 2019, Cineplex had significantly diversified its
revenue sources; however, box office and concessions still made up 71.4 percent of the
revenue mix. What is clear is that Cineplex has gone further than any other exhibitor in the
domestic market in striving to offset the risks inherent to relying solely on cinema product,
to expand the scope of the exhibition business, and to integrate these investments into
reimagined sites of public leisure. In the context of these long-term investments, the Junxion
concept takes on more significance, even though it has not yet been fully realized. The
Junxion is not simply an experimental new theater that may or may not become a subtype of
available theater styles, but the crystallization of a decade and a half of acquisitions,
carefully crafted synergies, and blossoming ambitions. With it, Cineplex intends to bring the
fruits of these diversification efforts home to transform the cinema space. Cineplex’s status
as a monopoly exhibitor also means that, should it decide to invest the resources, it could
reshape a large portion of its chain in the Junxion image, affecting the prevailing standard
and model of mainstream cinemagoing across Canada. Such an outcome has been at least
hinted at in the announcement that the company is planning retrofits of its existing theater

sites.
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Conclusion

For US and Canadian exhibitors, financial pressures from private equity owners, domestic
patterns of consolidation and the long-awaited standardization of digital distribution
technology at cinemas worldwide set the stage for substantial new investments in the
diversification of the film exhibition business. New ventures in cinema advertising, event
cinema, and provision of key digital technology grew out of and continued in parallel to the
consolidation efforts that had established domestic exhibition giants by early 2007. These
initiatives relied on the capital and network scale that the giants possessed due to
consolidation, but they also operated as complementary strategies of control in the
exhibition market. Collaboration between US giants, based on an understanding of their
shared market position, enabled them to scale up quickly, establish control over these new
sectors in the face of third-party competition, and bring their competing exhibitors into these
activities in the subordinate position of affiliate chains. Cineplex Entertainment’s Canadian
monopoly has enabled it to achieve similar results without requiring it to establish equal
partnerships with other exhibitors. Such efforts have solidified giants’ power in the
exhibition sector, enabled them to develop growth areas to appease owners and
shareholders, and blunted the impact of box office and attendance fluctuations inherent to
the exhibition business.

Such efforts, however, have been greatly expanded in the Canadian market, where
Cineplex has spent a decade and a half developing an expansive range of original
diversification strategies. Through an ambitious series of acquisitions and new investments,
Cineplex has expanded into areas including retail rewards, online film sales, digital signage,

amusements and gaming, e-sports, and new leisure sites. In doing so, it has expanded the

151



scope of what counts as the film exhibition business, creating direct economic links between
movie theaters and other retail businesses and commercial public leisure sites. These
activities indicate the potential scale of diversification for the domestic exhibition industry at
large. While Cineplex’s monopoly status in the smaller Canadian market has certainly
contributed to its capacity to execute this strategy, it nonetheless offers one potential model
of the future for consolidated film exhibitors domestically and internationally.

The standardization of digital distribution technology in film exhibition has been a
key development that has enabled many of these diversification strategies to develop in the
domestic market. In the case of US giants’ efforts through Digital Cinema Implementation
Partners, the collaboration between exhibitors borne from their investments in
diversification initiatives itself enabled, or at least accelerated, the rollout of cinema-grade
projection technology across the United States and Canada. The rapid adoption of this
technology for feature film projection itself allowed for the further expansion of cinema
advertising and event cinema, especially among the affiliate chains who bolstered the
networks of National CineMedia, Fathom Events, and Cineplex’s Canadian cinema
advertising business. In the next chapter, I will examine a second major impetus and impact
of the digital transition on the part of exhibitors: new screening technologies and
experiences. As with diversification, digitization is only part of the story: cinema technology
like 3D, large formats, immersive sound, and multisensory experiences are the most
spectacular of emerging premium screening experiences, but they have developed in parallel
to enhancements that emphasize convenience, comfort, and luxury as well. In both cases,

these premium screening experiences have created perhaps the most decisive transformation
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of the space and experience of the cinema during the 2000s and 2010s, stemming directly

from ongoing shifts in exhibitors’ reimagination of cinemagoers in the post-megaplex era.
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Chapter 3: Digital Expansion(s)
As exhibition giants looked beyond box office and concessions to find new growth areas in
the wake of exhibition’s debt crisis, they also began to look towards opportunities to rework
the product onscreen to enhance its profitability. After a lengthy negotiation and logistical
wrangling, giants and studios completed a much-anticipated project: the rollout of digital
projection technology across the domestic market. With the affordances of digital
technology in place, installations of 3D and IMAX screens provided exhibitors tangible
benefits for switching to new projection systems and were adopted eagerly as giants aimed
to maximize the profit potential of cinemagoing audiences. A proliferation of premium
formats followed, created by global cinema technology companies as well as exhibitors
themselves. While many offered new technological possibilities for immersive cinema
experiences, others based their appeals on comfort, service, and luxury. Together, premium
cinema enabled exhibition giants to further their aim to transition from the growth strategies
of the megaplex years, based in increasing cinema attendance on a dramatic scale, and
towards bringing in new profits regardless of flat attendance levels. They also became the
most visible evidence of the consequence of this shift in approach: the recentering of
affluent audiences as the primary target audience of contemporary cinema spaces.

Digital cinema conversion was a messy, years-long process in which exhibition
giants played a crucial role, as the representatives of 40 percent of US screens and a key
digital cinema integrator through their Digital Cinema Implementation Partners (DCIP) joint
venture. While 3D has been widely credited with tipping off the conversion, my analysis
explores a variety of technological and economic conditions which coalesced around

exhibition giants to first delay and finally to trigger the rollout of digital screens in 2011.
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Immersive formats were an important part of this process, especially as it became imminent,
but due to the larger set of possibilities premium cinema represented to exhibitors rather
than due to the promise of 3D alone.

While IMAX and 3D technologies developed alongside digital cinema during the
conversion process, a wide range of screening options have proliferated at the box office
since 2011. Many of these are branded immersive technologies associated with cinema
technology brands such as D-BOX motion seating, 4DX multisensory effects, Dolby
Cinema high dynamic range screens and immersive sound, and ScreenX panoramic screens.
Others are specific to cinema chains and come with an often-confusing set of technological
standards, based around enhancements to picture, sound quality, and audience comfort. Still
others are based partially or entirely on additions that add nontechnological enhancements to
the comfort or luxury of the cinemagoing experience. All are available for a premium price
and targeted to those cinemagoers most willing and able to pay ticket premiums to enhance
their theater experience.

I adopt the term premium cinema in my analysis to remain consistency with the way
these developments have been discussed in the industry and in publicity materials. It is also
an analytically useful term for two more reasons. First, it draws attention to the ticket
premiums that have enabled these products to become a constitutive part of emerging
business models. Second, it alludes to the appeals to higher quality and social prestige
associated with these new cinematic products. This generative tension between higher prices
and implications of increased social status is key to exhibitors’ changing strategies since the
crisis of the early 2000s. As exhibitors shifted from a primary strategy of increasing mass

attendance to seeking growth outside increased admissions, their approach to the box office
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turned increasingly towards targeting middle- and upper-middle-class cinemagoers who
were able and inclined to pay ticket premiums for upscale experiences.

This chapter analyzes the transition to digital cinema and the standardization of
premium cinema to investigate exhibition giants’ instrumental role in this transition and the
shift it suggests in their relationship with cinemagoers in the late 2000s and 2010s. I argue
giants’ standardization of premium cinema has made the upscaling of cinemas, the social
segregation theater spaces, and the prioritization of affluent cinemagoers a critical element
of their post-crisis growth strategies. I examine these ideas in three parts. In the first part, [
outline the historical contours of the transition to digital cinema and exhibitors’ participation
in it, and the conditions it established for the growth of premium cinema. In the second, I
turn to the rise of premium cinema technologies including 3D, IMAX, exhibitor-led
premium large formats, and newer technologies such as motion seating, multisensory
effects, and panoramic screens. Third and finally, I discuss the related development of
comfort- and luxury-based premium cinema, analyze the shifts in box office business
models that have supported the growth of premium cinema, and explore the class-based
cultural consequences of this shift as it relates to premium cinema and exhibition giants’

new relationships with audiences in the 2000s and 2010s.

Digital Transitions

Digital Prelude and Digital Cinema Initiatives

As discussed in the previous chapter, exhibition giants were highly involved and proactive
in pursuing the transition to digital distribution and projection technology that occurred

industrywide beginning in the late 2000s. US exhibition giants coordinated their circuits’
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conversion to digital distribution and projection through their joint venture Digital Cinema
Implementation Partners, which bargained on behalf of AMC, Regal, and Cinemark’s
circuits to secure funding for the rollout of digital equipment, to negotiate the terms of the
conversion with major studios, to develop additional projects related to digital cinema
infrastructure, and to broker the conversion process for affiliate circuits in Canada and
Australia. chapter Two contextualizes the development of DCIP in the context of its origins
within and similarities to National CineMedia (NCM), the US giants’ cinema advertising
arm. NCM provided a model for exhibitors’ approach to collaboration, gave them the
opportunity to experiment with low-cost digital projection and distribution technology, and
set the template for the affiliate structure that would define NCM and event cinema
company Fathom Events’ approach to building their national distribution networks and
DCIP’s work for other exhibitors. Canadian giant Cineplex followed suit with many of these
developments, contracting with DCIP during its own digital installations and establishing a
cinema advertising arm of its own that relied on digital technology. But these developments
also took place within a broader environment of technological change and industrial
negotiation. While the previous chapter touches on the larger landscape of the digital cinema
rollout, here I step back to survey the trajectory of the digital conversion of the domestic
exhibition market and exhibition giants’ role within it. I investigate how US exhibition
giants convinced to adopt the project of digital conversion at this juncture and how their
participation affected the pace and parameters of the transition. I also explore the role
premium cinema technology played in the initial transition and identify the way the
conditions of the digital rollout enabled the premium cinema to flourish over the following

decade.
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Digital technology penetrated the work processes of the film industry belatedly and
unevenly relative to other entertainment industries. Special effects, sound design, and
motion picture editing were the first frontiers for digital integration, but by 1999 shooting,
distributing, and projecting movies remained areas of analog lag. The mid-1990s saw
several one-off digital exhibition experiments, mainly involving fiber-optic or satellite
delivery. Aware of the unrealized potential of digital cinema distribution and projection,
technology manufacturers also began to develop early digital projection systems around this
time.! In 1999, George Lucas led a major digital cinema experiment that involved the
technology that would become the basis for new digital cinema standards. Lucas had been
closely involved with key developments in digital cinema including special effects,
postproduction technologies, sound certification, and animation over the last few decades
through research funded by and conducted at his production company, Lucasfilm.? He
intended to use the production and distribution of his Star Wars prequel trilogy to push the
film industry towards end-to-end digital workflows. While digital distribution and exhibition
infrastructures lagged Lucas’s ambitions as the series was developed, he did use The
Phantom Menace’s release to showcase digital screening technologies. Lucas chose a pair of
rival digital projection technologies, Texas Instrument’s Digital Light Processor (DLP) and
JVC-Hughes’s Liquid Crystal Light Valve (LCLV) system, that had been the standouts in
digital tests at a National Association of Theatre Owners (NATO) board meeting and been
chosen to feature in tests at the association’s annual gathering, ShoWest, in early 1999.°
Lucas arranged screenings of the film at four theaters in California and New Jersey in June
of that year to demonstrate the efficacy of the technology and the proximity of its 1.3K

digital images to that of a 35mm print.* Ultimately, the LCLV system faltered, and DLP
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remained the primary digital cinema format until Sony produced a competitive system in
2005.5 More tests, mostly using the DLP system, occurred for screenings of An Ideal
Husband, Tarzan, Toy Story 2, and Bicentennial Man throughout 1999.

Lucas kept experimenting with digital production technologies and advocating for
digital distribution and exhibition, but technological infrastructure continued to fall short of
his grandiose visions. In 2002, the second of Lucas’s prequels, Attack of the Clones,
screened on sixty-three digital screens across the United States, far short of his hoped-for
two thousand.” Despite the visibility Lucas and other experimenters brought to
advancements in projection technology, the standardization of digital technologies hinged on
the willingness of major Hollywood studios, who distributed to most lucrative and desired
films in most worldwide cinema markets, to embrace the call to transition. Several factors
motivated major studios to make the shift. Producing and shipping 35mm prints cost studios
approximately $600 million each year, and digital distribution networks would lower these
costs dramatically.® As momentum grew around digital distribution and presentation, studios
also needed to consider the costs that would accrue from maintaining both digital and analog
systems, particularly if equipment manufacturers and exhibitors adopted multiple digital
systems rather than rallying behind a single standard. Piracy was another major concern.
With the emergence of digital consumer formats like VCD and DVD and improvements in
Internet infrastructure that enabled faster download speeds, studios understood that high-
quality pirated copies could be circulated around the world, sometimes before films had
even landed in US theaters. These copies were more readily available due to new
vulnerabilities emerging in digital postproduction, but films were also at risk at the theater

level due to enterprising projectionists who might smuggle film prints out of the booth to

159



scan for a digital copy. Seeing how digital piracy had bludgeoned the music industry,
studios made tightened security around digital workflows and the replacement of vulnerable
prints with locked-down digital copies a priority.” Finally, distributors saw a potential
existential threat in the digital revolution if they were unable to control its progression.'? If
steps weren’t taken to discipline the terms of the digital shift, major distributors risked being
cut out of the process. As a Variety newsletter put it: “If digital projectors were in wide use
with an independent middleman providing easy transmission to theaters, film producers
would in theory be able to release films theatrically without studios. The ability of
Hollywood’s six largest studios to theatrically release films globally is unique and represents
a barrier to entry to anyone thinking of crashing into the ranks of the majors.”!! These
studios—Disney, Fox, Paramount, Sony, Universal, and Warner Bros.—therefore had ample
reason to not only embrace the transition to digital but ensure that its rollout was
standardized and proceeded as quickly as such standards could be put in place. With their
control over prized content, they also retained enormous power to determine what those
standards would be.

In March 2002, the six major studios took a significant step towards this goal by
forming the joint venture Digital Cinema Initiatives (DCI).!? DCI was intended to establish
and document open-architecture digital cinema standards to be issued as recommendations
to the entire industry. The studios needed to tread carefully. Appetite for antitrust
enforcement of the film industry had waned in the decades since the Paramount case but
approaching the digital transition by decree or intervening too directly in the business of
equipment manufacturers or exhibitors risked attracting the government’s ire.!* DCI was

only empowered to set out recommendations and adhere to them in its founding studios’
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own business operations. However, its recommendations held significant weight for
exhibitors, who could not risk friction in their access to films from the majors. They were
also closely watched by equipment manufacturers and suppliers, who understood that their
technologies would have to conform to the studio-backed standards so exhibitors would be
willing to risk the sizable investments the new technology would involve. The
recommendations were also critical for manufacturers and exhibitors to secure funding from
financial institutions, since they would assure that technology made and purchased would
have ongoing value in the marketplace and allow the film and technology industries to repay
their lenders and reward their investors.!'* For the transition to proceed smoothly, DCI
needed to account for the perspectives and win the consent of these and other key
stakeholders. To this end, it consulted with the Society of Motion Picture and Television
Engineers (SMPTE), the Academy’s Science and Technology Council, and the American
Society of Cinematographers in the course of its work.!> DCI’s CEO, Chuck Goldwater, had
led two large regional theater chains, Mann Theatres and Clearview Cinemas, in addition to
his work for cinema technology company Iwerks Entertainment, and so was also able to
liaise effectively with exhibitors through the National Association of Theatre Owners
(NATO).!®

DCI had three primary goals: standardizing digital cinema technologies, including
their means of distribution, image quality, file format, compression schemes, and other
technical features; ensuring consistent performance and reliability; and securing film files
against piracy. It was also asked to recommend a means of funding the industry-wide
conversion. By March 2003, DCI had determined several critical technical

recommendations; it published a report in November that allowed manufacturers to begin
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the work of redesigning projectors, servers, and other equipment.!” But the complex issues
of antipiracy protections and funding schemes delayed DCI’s timeline by nearly eighteen
months. Ultimately, DCI was able to negotiate piracy protections that accounted for
stakeholder concerns while leaving the strong protections desired by studios largely intact. It
also proposed a funding structure that formed the initial outlines of the virtual print fee.
After three and a half years and $8.4 million in costs, DCI published its final report in July
2005.'8 DCT had now put blueprints of the transition in place; the responsibility for the

transition’s execution now rested on distributors, exhibitors, and technology companies.

The Slow Digital Leap

By the time the DCI standards were released, US exhibition giants were prepared to move
forward with the digital cinema transition. They had emerged from the bankruptcies of the
early 2000s, improved their balance sheets, and made major acquisitions that solidified their
positions at the top of the stabilizing industry. Studios had demonstrated their commitment
to the digital transition and had completed the work of exploring and recommending a set of
shared standards. As DCI moved forward with its work, exhibitors and their private equity
partners had also begun to experiment with digital cinema, developing cinema advertising
and event programming through their digital advertising divisions. By the release of DCI’s
final report, AMC, Regal, and Cinemark had launched their joint NCM venture and were
looking ahead to attracting new advertisers and building the size of their network through
affiliate agreements. Improved digital infrastructure, in particular the elimination of parallel
projection and distribution systems for digital ads and event cinema, would bolster these

efforts. Digital systems, which could be operated with a touch pad and even operated
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remotely from a managers’ laptop would eliminate the need for specialized projectionist
labor. The new systems also promised improvements in film delivery and image quality,
clarity, and consistency. Finally, unlike some smaller theater chains and independent
cinemas, exhibition giants had access to the capital required to make the transition.
However, exhibitors understood that the studios stood to generate major long-term savings
with the transition, while exhibitors would shoulder most of the costs related to equipment
installation, maintenance, and life cycles. Digital projectors cost significantly more upfront
than their 35mm counterparts, but came with significant cost increases for regular
maintenance, parts replacement, and almost certainly would have shorter lives considering
the quickened pace of technological upgrades. US giants and other domestic exhibitors also
had concerns, voiced during the DCI process by NATO, that digital antipiracy protections
would mean ceding additional control over where, when, and how content was played to the
studios."?

Ultimately, DCI was able to address the latter concern through small adjustments to
its recommendations that allowed for greater flexibility in moving film files between
auditoriums while keeping the bulk of file security measures in place.?’ Funding was more
complex. DCI had outlined the parameters of what became known as the virtual print fee
(VPF), through which studios addressed the economic imbalance of initial installations by
paying exhibitors back for digital cinema equipment over a period of approximately ten
years. As discussed in chapter 2, these virtual print fees were managed through an integrator,
who would purchase and lease equipment to exhibitors and collect VPFs from the distributor
and payments from the exhibitors. The integrator transferred ownership of the loaned

equipment to the integrator once it was paid off.?! Outside these broad strokes, specific
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terms of these agreements were decided between distributors, integrators, and exhibitors and
generally remained confidential.

Under this model, DCIP was created to negotiate funding, VPF agreements with
studios, and equipment procurement with technology manufacturers as well as serving as an
integrator, receiving VPF payments and leasing equipment to its founding members and
affiliates. After beginning its life as an initiative housed within NCM, it was officially spun
off and began to work in earnest towards funding, technology, and VPF agreements for the
15,000 screens represented by AMC, Regal, and Cinemark in March 2007. DCIP
represented nearly 40 percent of total US screens that year.?? This scale made US giants the
tipping point for the domestic conversion process, allowed these chains to confirm the
standards set by DCI, and cemented remaining areas of negotiation with the studios. As
discussed in chapter 2, the effort faced several roadblocks. DCIP’s drawn out negotiations
over VPF terms with studios meant that its timeline dragged approximately nine months past
its initial projections.?*> A major issue in these negotiations was the struggle over favorable
terms for VPF agreements that matched those struck with early integrators Christie/AIX and
Technicolor in 2005.2* Once studio agreements were confirmed, the economic crunch of the
2008 recession added another seventeen months to the timeline as DCIP and its financial
backers JP Morgan and Blackstone struggled to raise another $500 million of their planned
total of $1 billion. It was only in March 2010 that exhibitors secured sufficient funding to
begin the conversion process and DCIP could begin equipment installations.?> With the
largest US exhibitors proceeding with installations, studios were now free to begin planning
for fully digital cinema futures even as they worked towards signing holdout exhibitors on

for conversion. Regal, AMC, and Cinemark completed their domestic digital installations by
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the end of 2014.26 In Canada, Cineplex conversion began in 2011 after Cineplex and then
number-two Canadian chain Empire Theaters partnered to finance installations for their
circuits and contracted with DCIP as an integrator.?’” The financing was completed soon

after, and Cineplex completed its rollout in 2012.28

Premium Cinema and the Digital Gap
Adding to pressure on DCIP and the studios were burgeoning investments in and promised
profits from premium screening options that had flourished in the interval between the initial
announcement of the DCI standards and the finalization of rollout logistics. Just ahead of the
publication of the DCI specifications, Robert Zemeckis, James Cameron, Robert Rodriguez,
and George Lucas went to ShoWest 2005 to sell digital cinema, largely through the
promotion of new 3D offerings. Each director discussed their work on upcoming 3D films
and used the promise of lucrative blockbuster titles to build exhibitor support and
enthusiasm for the business possibilities of the conversion. These films promised to be
major box office draws and use technological novelty to boost profits.?” The 3D titles would
also enable exhibitors to charge ticket premiums that would bolster funds for the conversion
to digital and allow them to pocket further profits. These early conversations about the profit
potential of digital conversion complemented DCI’s work of setting standards by making it
not only safe, but appealing, for exhibitors to invest in new infrastructure.

As years passed between the release of DCI specifications and the rapid conversion
of DCIP-managed screens, studios began to increase their investments in 3D films, creating
a crunch as format potential ran ahead of digital infrastructure. Early films including

Cameron’s Ghosts of the Abyss (2003), Rodriguez’s Spy Kids 3D: Game Over (2003), and
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Zemeckis’s The Polar Express (2004) had generated interest in the format, but not the kind
of blockbuster profits that would spur large scale investment. Releases like Monster House
(2006), Meet the Robinsons (2007), Beowulf (2007), and Hannah Montana (2008) continued
to reap modest profits and indicate 3D’s potential at those exhibitors who had taken the
digital leap early. By mid-2008, when DCIP and other exhibitors were in active negotiations
over VPFs with major studios, a robust slate of 3D films from multiple distributors was
taking shape for 2009, including Coraline (Focus Features/Universal Pictures), Up (Walt
Disney Studios), Ice Age: Dawn of the Dinosaurs (Twentieth-Century Fox), Cloudy with a
Chance of Meatballs (Columbia Pictures/Sony Motion Picture Group), Harry Potter and the
Half-Blood Prince (Warner Bros,) and the highly hyped 3D titles Monsters vs. Aliens
(Paramount Pictures) from DreamWorks and Avatar (Twentieth-Century Fox) from James
Cameron, whose last traditional commercial film had been the smash hit Titanic (1997).
With so many films on the horizon and digital deals not yet done with DCIP, there was
growing concern about crowding the calendar with 3D films when a small share of screens
had made the conversion. Both distributors and exhibitors understood that delays in their
negotiations could hurt each of them at the box office. Studios likely felt additional urgency
to recoup the technological investments on films they had produced themselves. For their
part, exhibitors had been promised that the ticket premiums from 3D films would, along
with VPFs, help finance the digital transition and did not want to miss out on early waves of
audience curiosity around the novelties of the format.

Trade press on the digital transition, special presentations at industry events, and
scholarly analysis that followed named digital 3D the flash point of the discussion around

conversion. In these accounts, 3D was the format that drew exhibitors in with the promise of
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profitable spectacle and the studio product that was framed either as potentially
revolutionary or, more often, at risk of overhype. But premium cinema more generally was
less acknowledged by commentators, contemporaneously or retrospectively, though this
broader category is what has delivered for exhibitors and studios on much of the promise
attributed to 3D alone. Many such formats emerged more definitively after the completion
of the conversion, but one other format grew up as a digital format alongside the conversion
process: IMAX. IMAX had for several years been undergoing three connected transitions:
from nature and science documentaries to Hollywood blockbusters; from installations at
museums, science centers, theme parks, and malls to screens at multiplex theaters; and from
an analog to a digital format. When the 3D wave was emerging, so too was a promising
moment for IMAX’s efforts in these interdependent domains.

In the early 2000s, IMAX began to gain traction in its shift from a spectacular
documentary format for specialized sites to a more routine presence at the multiplex. By
2002, IMAX had made strides in its relationships with Hollywood and multiplex chains by
developing technologies that enabled the retrofitting of multiplex auditoriums for IMAX and
the conversion of a 35mm film print to the format’s 15/70 film stock.’® The company had
also expanded its revenue-sharing model in 2006 so that the company covered the cost of
technology installation for exhibitors and film conversions for studios in exchange for a
share of box office.! As these shifts enabled the company to expand its multiplex network,
the company rereleased several popular titles in the format, with the first day-and-date
release of a Hollywood IMAX title with its 35mm counterpart, The Matrix Revolutions,
coming in 2003. Warner Bros. was an especially enthusiastic partner, embracing IMAX

releases of Harry Potter and the Prisoner of Azkaban (2004), Batman Begins (2004),
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Charlie and the Chocolate Factory (2005), and Harry Potter and the Goblet of Fire (2005)
alongside Revolutions in the years that followed. In the process, the company had also
established partnerships several of directors who would become 3D boosters, including
Robert Zemeckis and James Cameron, who had made The Polar Express (2004), Ghosts of
the Abyss (2003), and Aliens of the Deep (2005) for IMAX 3D and released their subsequent
3D films in the format.’? As the terms of the digital transition solidified, IMAX began to
develop its own system for projecting the format digitally, beginning installations in 2008.
Digital projection significantly lowered the costs of producing and distributing IMAX film
prints by swapping $30,000 15/70 film reels for $150 hard drives that were much easier to
transport and were played on the company’s proprietary digital projector.>* By the end of
2008, the same moment that 3D’s slate was also set to expand, IMAX had nine new
remastered films slated for release in the format and had installed 141 IMAX screens at
commercial multiplexes across the United States and Canada.>*

In short, alongside 3D, 2D IMAX was emerging as a promising specialty experience
for which exhibitors could expect a regular flow of content, manage installation costs, and,
even with revenue-sharing, bring in a larger proportion of box office profits due to their
ability to charge substantial ticket premiums. With the company’s conversion to digital
projection and the resulting drop in the prices of film prints and systems, it also signaled the
potential for other premium cinema options beyond 3D that would draw in more moviegoers
and boost exhibitor shares of box office. Upcoming IMAX releases may have also
contributed to pressure on studios to strike deals so the digital conversion could proceed for

the largest exhibitors. But for their part, exhibitors likely understood the allure of tapping

168



access to premium cinema options beyond 3D in the near and medium term and the potential
of these other premium formats to make the digital conversion profitable.

Several accounts have credited the final ignition of digital cinema conversion to
James Cameron’s Avatar, released December 2009. Cameron and Twentieth Century Fox
heavily promoted the film’s technologically innovative use of digital 3D which, alongside
traditional film marketing and Cameron’s pre-existing reputation, led to major profits in
domestic and international markets and much speculation in the lead-up to the release about
the film’s prospects as a box office smash. It was also touted as a key moment that prompted
studios to invest 3D and IMAX formats, providing further incentives for exhibitors to
convert.’ Certainly, the profit potential and successes of Avatar contributed to major
exhibitors’ enthusiasm about the digital transition and premium formats and became a key
marker of the industry’s progress in the rollout. A closer look at the textures of the
industry’s development, however, points to other key factors that enabled Avatar to become
a major hit. Looking to 2010, the year following the film’s release, reveals more complex
forces. 2009 and 2010 were the first years that all the major studios had committed to
releasing multiple 3D films, indicating viability for the format beyond a few isolated titles.
2010, as I have demonstrated, was also a key moment for digital cinema infrastructure. The
first fully DCI-compliant projector was released in 2010, and DCIP, the largest integrator in
the United States, was finally able to secure funding this year as well. More generally,
commitments, conditions, and preparations for the transition had been painstakingly
negotiated between studios, exhibitors, technology providers, and financial institutions for

years and had finally begun to be finalized. This highly uneven process came to fruition at
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the right moment for Avatar to benefit and become a recognizable symbol of the results of
these more obscure processes.

Once VPF agreements were struck with DCIP and other exhibitors, the very structure
of these agreements enabled exhibitors to invest in premium cinema. While exhibitors would
still need to pay part of the cost of conversion, ten years of significant studio contributions
and a per-booking payment structure meant that exhibitors did not need to make large,
upfront investments in digital equipment in the immediate wake of the conversion. Some of
these savings could flow immediately into investments in 3D technology and IMAX, which
were not covered by VPF agreements. 3D, for instance, was provided through add-on
technology to digital projectors that could not be included in the total cost of systems.>®
When new possibilities for premium screening options emerged, VPFs’ ten-year terms
meant that large exhibitors, especially exhibition giants, would be well-positioned to take
advantage. Studios also standardized conversion standards through DCI and used VPF to
create consistency in funding and other agreements that enabled large domestic and
international chains to convert over a short period, creating ideal conditions for the
emergence of premium formats. When the global conversion to digital cinema arrived,
digital cinema equipment manufacturers were able to reinvest the huge wave of profits from
huge numbers of new installations into research and development activities that led to
premium technologies including image quality, large formats, premium sound, laser
projection, and other innovations that would emerge in branded premium cinema formats. In
this way, the final contours of the conversion set the stage for the continued expansion of
premium cinema, which in turn reinforced the financial benefits for large exhibitors to

complete their rollouts promptly.
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Exhibition Giants Buy into Premium Cinema

3D and IMAX

Premium cinema has evolved significantly in the decade since digital installations were
completed, and major exhibitors’ investments in premium cinema technology occurred in
three phases, each linked to a different set of premium cinema formats. The first, underway
as studios, exhibitors, and banks negotiated the terms of the transition, was defined by the
installation and promotion of 3D and IMAX screens. While IMAX had developed an analog
3D screening process that was rolled out to theaters that had installed its film projectors,
most 3D screens installed were add-ons to new digital projection systems. By far the largest
provider of this product was RealD, a US company specializing in digital stereoscopic 3D.
Though it was installed on fewer screens relative to 3D, exhibition giants also became major
clients of IMAX’s wide format 2D technology, which also played a critical role in setting
standards and expectations for future formats and broadening industry conceptions of
premium cinema beyond 3D.

Exhibition giants tested the waters of 3D projection before digital deals were done,
but invested heavily once the rollout was officially underway, installing 3D alongside their
digital systems. Initial contracts with RealD began around 2008.3” However, these early
deals expanded rapidly once DCIP had reached VPF agreements with the studios and
secured equipment financing. By mid-2011, a major round of installations had brought all
three US giants above 1,000 3D screens apiece and all three signed further agreements with
RealD that year bringing them to 2,500 to 3,000 screens each, about 40 to 50 percent of their
respective circuits.>® At this time, studios had significantly ramped up the number of films

they released in 3D, with more movies appearing on the slate for the coming years.>
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Announcing their contract expansions with RealD, Regal and Cinemark both stated that
increasing their 3D capacities would allow their theaters to screen several 3D films
simultaneously and benefit more fully from the format’s potential at the box office.*
Canadian giant Cineplex followed a similar trajectory to its US counterparts. The company
signed an early deal to bring 175 RealD screens to its circuit, but after the chain secured
funding for its digital rollout in mid-2011, digital projector installations over the next year
and a half coincided with a sharp increase in the chain’s 3D system installations.*! Like its
US counterparts, Cineplex’s investment in 3D stabilized at around 45 percent of its screens.
For all four chains, these proportions have remained relatively steady since they reached
these thresholds between 2011 and 2013, for most the same period in which they completed
installing digital projection across their circuits (see tables 13, 14, 15, and 16). This degree
of investment in 3D reflects the way the format was initially marked to exhibitors as a new
standard, suitable for a variety of films, easy to adapt to any cinema space, and worth rolling
out on as many screens as possible.

IMAX took an alternative route to the relatively early adoption of its premium
cinema format, adapting its initial scarcity to emphasize the format’s exceptional quality.
While growing momentum around digital cinema invigorated IMAX’s expansion into
mainstream cinema, the company had been developing its multiplex strategy before digital
technology was viable. In 1997, the company launched the IMAX SR system, which
adapted its original 15/70 film projector into a dual-projection system designed for custom-
built auditoriums the size of those in a multiplex theater.** The new system brought costs of

building an IMAX auditorium down from $5 million to $1.2 million and made it possible to
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retrofit existing screens for the format. Deals with twelve major exhibitors in Canada,
Europe, and the United States followed.** IMAX refined its multiplex equipment again with
the launch of the MPX system in 2004, which was designed as a placeholder for the digital
systems then under development and meant to make the retrofitting process easier. For
MPX, only a single projector, fitting the footprint of a standard multiplex projector, was
required.** Uptake by exhibition giants, however, was stalled in anticipation of impending
digital installations as the 2000s continued.

By 2007, IMAX had made major strides in developing digital systems capable of
projecting in its branded format and had moved the launch date for these systems up
approximately six months, to mid-2008.4> AMC was the first exhibitor to strike a major deal
for the new systems in December 2007, committing to installing one hundred new IMAX
screens in thirty-three cities, in what was then the largest deal in the company’s history.
Once the installations were complete, they would triple the number of IMAX theaters in
domestic multiplexes.*® The contract solidified IMAX’s place as an outlet for Hollywood
blockbusters, a routine offering at the multiplex, and a major participant in premium
cinema’s digital future. In March, Regal followed AMC’s lead, agreeing to install thirty-one
systems in twenty major markets, citing the recent cost reductions related to shipping film
prints as a reason for the decision.*’ In the next few years, as both companies solidified their
digital installations and premium cinema strategies, they signed new agreements to boost
their IMAX installations.*® Cineplex was also a strong partner for the brand in Canada,
where it too increased its IMAX footprint in the wake of IMAX’s development of digital
technology and the initial growth of premium cinema. While contracts on the scale of those

in 2007 and 2008 were rare in the years to come, AMC, Regal, and Cineplex maintained a
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significant number of IMAX screens and periodically signed up for new installations.
Today, AMC still controls the largest domestic network of IMAX screens (see tables 17, 18,
19, and 20).

IMAX screens have remained less prevalent than 3D due to the company’s
distinctive approach to premium cinema. In line with the company’s history as a spectacular
technology brand, IMAX has self-consciously positioned itself as an upmarket cinema brand
since its entry into the multiplex. When its distribution outlets were museums, theme parks,
malls, and other special sites, the expense of proprietary projection systems, film prints, and
production technology prevented widespread adoption of the format. As a result, each film
was planned with long-term showings in mind, since IMAX titles played for years on a
much smaller network of screens. Even as digital technology enabled the company to
circulate more titles over a larger network, the company continued to constrain its network
size and titles in release, emphasizing exclusivity and processes of quality control.

As IMAX courted multiplex exhibitors, it established exclusivity zones around its
theaters for an initial period after installation, incentivizing exhibitors to be the first to sign
contracts in particular markets and accelerated uptake of the format. These zones also
maintained high per-screen averages for IMAX releases that the company could use to
market its format to future exhibition and distribution partners ** Since IMAX served a
smaller network of screens than other formats like 3D, each film needed to play longer
without competition from other IMAX releases to generate meaningful revenues for the
company and its partners. From the outset, then, IMAX was selective with the titles it
distributed, focusing on major films that could play significant runs at the multiplex and

marketing its quality control in conversion and projection. To integrate this approach into
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IMAX’s brand identity, the company courted and publicized relationships with directors like
Christopher Nolan in the production and conversion phase, helping establish them as a
format that showed movies as they ostensibly should be seen. Even as IMAX’s prominence
as a global format and the uptake of its technology grown, the number of Hollywood films it
releases each year have plateaued, in part since unlike 3D, multiplexes have at most a
handful of IMAX-capable screens.>® Such caps emerge from the fact that simultaneous
releases would cannibalize the proceeds of other IMAX films, deflating the format’s value
to its partners in distribution and exhibition. Where 3D positioned itself as a next-generation
cinema technology, meant for wide-scale adoption by distributors and exhibitors, IMAX’s
approach—a premium cinema approach—emphasized scarcity, quality, and exceptionalism
to cement its status as a global cinema brand.

The first phase of premium cinema, then, was marked by a process of
experimentation, testing, and acceptance, driven by 3D and IMAX technologies. Exhibitors
treated 3D as a new standard with an uncertain ceiling and installed systems widely to
benefit from its potential as quickly as possible. IMAX, by contrast, developed itself from
the outset as a self-consciously premium format by developing the advantages of the scarcity
of its product. This approach, part of the legacy of the company’s analog past, responded to
the new affordances of digital by creating an exclusive product that aimed to emphasize
quality over ubiquity. In doing so, the company set a template that subsequent premium
cinema formats would emulate for years to come. Exhibition giants also had the capital to
experiment with installations ahead of digital deals, positioning them well to make firmer
decisions once their digital installation strategies solidified. Once digital projection

financing was secured and mass installations were underway, the structure of VPF deals and

183



revenue-sharing agreements with technology providers enabled these exhibitors to quickly

expand their networks of premium cinema as they desired.

In-House Premium Large Formats

As exhibitors solidified their VPF contracts with studios and began the process of securing
financing for digital installations, they also began the second phase of premium cinema’s
development: the creation of their own large format premium cinema brands. These
screening experiences generally included larger screens, improved sound, and, in some
cases, premium seating and other convenience options and like their predecessors, 3D and
IMAX, charged ticket premiums of a few dollars per ticket. As these new experiences
proliferated, they became known within the industry as part of a larger category, “premium
large formats” (PLFs), which also included third-party formats like IMAX. In-house PLFs
gave exhibitors more control and flexibility with premium cinema, since these formats did
not rely on special processing of the digital film print and could play virtually any release.
They also allowed exhibitors to pocket more ticket premiums since they involved traditional
financing for enhanced cinema equipment rather than involving revenue-sharing with a
technology provider like IMAX. In other words, in-house PLFs allowed exhibitors to charge
ticket premiums for more films and keep a larger proportion of surcharge revenues.
Emerging soon after the emergence of digital and before DCIP had secured its rollout
financing, these formats added to the repertoire of premium cinema options that made
digitizing exhibition infrastructure advantageous for large theater chains and reinforced the

business case for an accelerated digital rollout as it finally took off.
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In the US, Cinemark was the first chain to announce their offering, Extreme Digital
(XD), in mid-2009. XD auditoria featured larger-than-average screens, more comfortable
seating, a thirty-speaker custom JBL digital sound system, and, of course, 3D-enabled
digital projection.>! The company moved quickly with installations, building or retrofitting
sixteen XD screens by the end of the year.’? Cinemark’s foray into premium screening
formats did not go unnoticed by existing premium theater brands. IMAX and Cinemark soon
ended up in a legal scuffle over the XD format. Cinemark sought a pre-emptive court order
in November 2009, possibly due to closed-door conflicts between the companies, that would
state that XD did not infringe on IMAX patents. Within two weeks, IMAX launched a
countersuit, seeking compensation and punitive damages and alleging that Cinemark had
breached its contract with IMAX by “misappropriating” trade secrets, using their business
relationship to copy elements of the company’s theater design and compete directly with the
technology brand.>® The lawsuit didn’t deter Cinemark from rolling out XD; by the end of
2010, the company had more than doubled its XD network, now numbering forty-seven
screens, with plans to install another thirty-five to forty screens in 2011 (see table 15).>4
Ultimately the suit was resolved in 2011, with Cinemark agreeing to upgrade it six analog
IMAX screens to digital projection and install two more systems in its circuit.>®

Cinemark’s legal dust-up also failed to deter competing chains from developing their
own premium large formats. AMC, Regal, and Cineplex all launched their own in-house
formats in 2010, well before Cinemark’s litigation was resolved. AMC’s, announced in
March, was called Enhanced Theatre Experience (ETX); it included a “a wall-to-wall, floor-
to-ceiling” screen that was “20 percent larger” than average, as well as an upgraded, twelve-

channel audio sound system, high-resolution digital projection, and 3D capability.>® Regal
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followed suit in April with Regal Premium Experience (RPX). This format also featured
larger screens (60 feet at the company’s first location), digital projection, and 3D
technology, as well as a “state of the art” sound system—initially, this meant nine-channel
audio and eight 21-inch subwoofers—and plush seating with headrests.’’ Finally, in May,
Cineplex announced its Ultra Audiovisual Visual Experience (UltraAVX) format. Again, it
featured larger screens, digital projection with 3D capability, enhanced sound systems (in
this case, furnished by Dolby), as well as “extra-wide high-back rocker seats” and reserved
seating.>® Unlike Cinemark, however, other chains proceeded more slowly in building the
new screens, instead balancing their in-house premium cinema options with branded
offerings from companies like RealD, IMAX and others. Cinemark invested far more
heavily in its own format from the early days, largely declining to install premium formats
beyond 3D and XD until 2015 (see tables 15 and 19). Other large exhibitors, including
Marcus Theatres and Carmike Cinemas, also launched their own in-house PLFs around this
time.

As exhibitor-led PLFs solidified, exhibition giants continued to tinker with their
formats. Specific features of formats shifted with advancements in image projection and
audio, leading to uncertainty around the core characteristics of each format and criticism,
especially from third-party premium formats, about consistency and quality control across
circuits. In 2013, AMC developed AMC Prime, a “second-generation” format that it did
demarcate from its earlier PLF, ETX. AMC Prime also included picture and sound that had
been “upgraded” from ETX and paired with power recliner seating “complete with
transducers that allow guests to ‘feel’ the action.” Beginning with three Prime screens in

2013, ETX and Prime coexisted for several years. Then, in 2015, AMC struck a deal with
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Dolby Cinema to include its proprietary laser-projected image and sound formats as the
official technology of AMC’s PLFs and renovate its existing PLF screens, including ETX, to
the parameters of the new Dolby Cinema at AMC Prime.* For other exhibitors, technology
upgrades were generally made silently and unevenly, so that newer and older PLF screens
might feature different projection and sound systems but still be marketed under the
exhibitor’s branding.

Despite these criticisms, exhibitor-led PLFs, like 3D and IMAX, have persisted into
the present, coexisting with other premium formats. Since these formats do not require the
ongoing participation of technology partners or film distributors, they offer exhibitors
greater flexibility and control while complementing other premium formats to appeal to a
range of cinemagoer tastes. Simultaneously, they allow cinema owners to bolster their brand
identities as the purveyors of exceptional experiences and differentiate themselves, if

marginally, from their competitors, a dynamic I will discuss further below.

Other Premium Technologies

In the third phase of premium cinema expansion, exhibitors moved beyond the premium
formats that had been part of the digital transition and their self-created PLFs to embrace
second-generation premium cinema formats that further expanded on the options for
immersive experiences, including motion seating, multisensory effects, and variants on the
large format screens, immersive sound, and high-quality screen images that characterized
successful formats like IMAX. This phase of premium installations was driven by the
multiplication of new premium cinema providers in the global exhibition market after the

rollout of digital projection. Many of these providers adopted the IMAX approach, aiming to
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create specialized experiences that could develop a strong brand and thrive with a more
limited number of screens and films in circulation. Exhibition giants were interested in
investing in these new formats not only to multiply the attractions that might entice
cinemagoers to theaters, but to develop differentiation from other giants through dedicated
partnerships particular formats over others.

One of the earliest expansions of the premium concept came not from the screen, but
from the theater environment: motion seating that moved theater chairs in line with the
soundtrack and onscreen action. Today, the main technology company in this niche is D-
BOX, which initially transitioned from manufacturing home audio equipment to creating a
motion simulator for home theaters in 1999.%° After realizing the economic limitations of
selling a high-priced theater chair for the home market, D-BOX aimed to transition to
cinemas, where customers could use its technology more cheaply and in greater volume.®! In
the cinema setting, D-BOX chairs are installed in dedicated rows, and the chair moves for a
third to half of a film’s runtime, controlled by an encoding in a film’s digital file developed
in partnership with its distributor.5? According to D-BOX, the technology aims to create
subtle movements that immerse cinemagoers in the world of the film, rather than evoke the
“jolts” of a theme park ride.®® After initial tests, Cineplex became the first major circuit to
install D-BOX screens in 2009, and Cinemark became one of its early US and global
partners, also installing the technology across its Latin American circuit.5 Of the exhibition
giants, Cineplex and Cinemark remain the sole adopters of motion seating, with 97 and 235
screens, respectively (see tables 19 and 20).

Further expansions to the cinema environment followed, next with the creation of

multisensory effects, synced with the film screen and produced by technologically equipped
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auditoria. Korean company CJ 4DPLEX, a subsidiary of Korean exhibition giant CJ CGV,
initially launched its 4DX format in its home country in 2009 before expanding globally.
With vibrating chairs and other equipment, 4DX screenings simulate a variety of
environmental effects, including wind, splashing water, fog, bubbles, and snow in synch
with the images onscreen.®®> The format was initially popular in Asia and other global
markets, and made its debut at Regal’s LA Live theater in 2014.% Regal became CJ
4DPLEX’s major partner in the United States, first expanding to New York and then in
locations across the US, signing major agreements in 2016 and 2018.°” By 2018, Regal had
eight 4DX screens across its circuit.®® In Canada, Cineplex installed 4DX at a Toronto
location in 2016, and expanded its agreement with CJ 4DPLEX in 2018 with plans to
establish at least thirteen 4DX locations across the country.®

Finally, the success of IMAX spurred alternative approaches to large format,
enhanced picture screens. Dolby, having rolled out its immersive sound system Dolby
Atmos to 700 screens in worldwide, developed a bundled format, Dolby Cinema, that
integrated Atmos and high dynamic range Dolby Vision picture, supported by dual laser
projectors. Like IMAX, the image and sound quality required Dolby to partner with studios
to produce films in the format. In 2012, the company previewed the format for Hollywood
directors in LA and opened the first Dolby Cinema location in the Netherlands.” In 2015,
AMC became the format’s major partner in the US by converting its existing proprietary
PLF, AMC Prime, to Dolby Cinema; as of 2019, it had 153 Dolby Cinema screens in its
circuit.”! CJ 4DPLEX also turned to a large-format experience, debuting a three-panel
panoramic screen format called Screen X in 2012, partnering with studios to create

additional imagery for the format’s side screens.”” In concert with its existing CJ CGV
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partnership for 4DX, Cineworld signed an agreement to bring one hundred ScreenX systems
to its US Regal screens and other brands across its global circuit in 2018; by the next year,
Regal had ScreenX at twelve of its locations.” Cineplex also embraced the new format,
installing its first Toronto screen in late 2018 and making plans to install an additional
twenty screens nationwide in 2019.74

By aligning themselves with specific formats, exhibition giants have used third-
phase premium cinema options to differentiate themselves from one another in an exhibition
industry where their chains have comparable features and amenities. Most multiplexes in
major circuits have high-quality sound and screen, stadium seating, a wide range of
concession options and similar design qualities that make them seem interchangeable. When
3D and IMAX were the only premium formats available, each exhibition giant saw the value
of adopting them and could fear being eclipsed by competing giants if they held back from
signing on, at least initially. As formats have multiplied, however, it is less likely that
exhibitors will be willing or able to install each one. Moreover, the specific mix of premium
cinema available at one cinema chain over another can be one of few salient differentiating
factors when choosing between the major multiplex chains. Each exhibition giant, then, has
crafted its own mix: Cinemark favors its XD PLF and motion seating; Regal has gotten
behind IMAX and begun to align with CJ 4DPLEX’s 4DX and ScreenX formats in addition
to its PLF; and AMC has invested heavily in IMAX and integrated Dolby Cinema with its
primary PLF (see tables 17, 18, and 19). As a monopoly exhibitor facing less pressure to
differentiate itself from competing chains, Cineplex has invested in a wider range of options
including IMAX, D-BOX, ScreenX, and 4DX, as well as maintaining its own PLF (see table

20). In a consolidated cinema market where corporate chains are quick to borrow one
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another’s features and draw on the same exhibition standards, premium cinema maintains
some distinction between options for consumers that belies the degree to which major

cinema chains have become homogenous.

Technological Strategies, Scale, and Power

Despite the minor differences in their strategies, exhibition giants have demonstrated a
shared investment in premium cinema and contributed to its popularization across the
domestic market. From the early stages of the transition to digital cinema, premium
technologies have been a lure for exhibitors that have promised new ways to attract
audiences and get the maximum profits from those who are already attending theaters. Such
developments favor exhibition giants, who have already invested in up-to-date cinema
facilities and have the capital to invest in premium cinema technologies alongside the costs
represented by the digital cinema transition. Further, the presence of premium formats also
helps distinguish exhibition giants and, to some extent, remaining large exhibitors, from
their independent counterparts. The consolidation of cinema chains in the United States and
Canada have also facilitated the growth of this sector since exhibition giants have the power
to set premium standards by signing contracts for potentially hundreds of screens across
national chains. As this group of branded formats has developed, exhibitors have adopted
varying strategies for buying into new technological enhancements: quick standardization of
promising formats, replication of immersive qualities in exhibitor-controlled formats, and
selective adoption of self-consciously premium technologies. No one technology has been

dominant; instead, exhibitors’ investment in a variety of premium formats has enabled them
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to maintain some differentiation from one another while promoting the premium cinema

category as a whole.

From Immersive Technology to Premium Cinema
Premium Cinema and Upscale Experiences
Industry-wide shifts to digital cinema infrastructure and the development, affordability, and
relative operational ease of new technologically driven screening experiences have
undoubtedly been major drivers of the growth of premium cinema over the last fifteen years.
But technological enhancement and the aesthetic qualities it brings to the film experience—
most often framed as variations on immersion—are articulated alongside other appeals
within this broader category. Premium cinema is an industry term that has emerged in the
last several years to describe an overarching category of exhibition products that includes
technological enhancements; luxury-, comfort-, or service-based options; and screening
experiences that blend elements from these two categories. Most of the exhibition
experiences marketed as premium cinema include ticket surcharges. Turning initially to the
second and third of these experiences, I explore how these other enhancements emerged
following the first waves of technological investment, how they fit alongside technology
within broader industrial shifts in the domestic exhibition business and the relation between
exhibitors and cinemagoers, and, finally, how this model and the exhibition products that
support it are altering the cultural space of the cinema.

Cinema technology was a major facet of the 2010s shift towards premium cinema
across the US exhibition industry and, especially, for exhibition giants’ large corporate

cinema chains. Despite the prominence of technology, appeals to enhanced service, comfort,
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or luxury also became an important facet of several premium cinema options that appeared
in this period. Key in this area were exhibitor-led PLF brands. Cinemark XD included
“plush seating” and a “maximum comfort entertainment environment” in addition to larger
screens and enhanced sound. Regal’s RPX format also touted “elegant and luxurious seats
with high-back headrests™ alongside technological enhancements.” Cineplex’s UltraAVX
format added both improved seating (in this case, “extra-wide, high-back rocker seats”) and
reserved seating with ticket purchases, an uncommon feature in most cinemas when it was
developed in 2010.7 AMC self-consciously developed its Prime format in 2013 as a
“second-generation” premium large format that added power recliners “complete with
transducers that allow guests to ‘feel’ the action.” These were designed to enable the format
to charge higher ticket premiums than its first PLF, ETX.”” Ultimately, Prime replaced ETX
after AMC partnered with Dolby to add its Dolby Cinema and Atmos technologies, making
premium seating and a more comfortable and luxurious environment a central feature of the
company’s PLF strategy.”® These comfort seating and service-based upgrades
complemented technological features as a further means of differentiation from brand-name
third-party technologies. They also offered customers who preferred more traditional 2D
experiences additional value for their ticket premiums that were perhaps more immediately
tangible for some than screen size and audio quality.

Some exhibitors went further, developing service-, comfort- and luxury-forward
premium experiences. In 2009, Cineplex revived its dormant “VIP” cinema concept.
Located in a newly constructed theater in London, Ontario, three new VIP auditoriums
offered cinema guests nineteen years and older “their own box office and concession stand,

a private licensed lounge with appetizer menu offerings and seating area, as well as
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oversized, premium, and reserved seating.””® In 1998, Cineplex had opened a similar
location at downtown Toronto’s Varsity Theatre. The Globe and Mail described the
environment at the Varsity launch:
Customers of the first VIP screening rooms in North American movie theaters won’t
have to line up with the hoi polloi: they will be met at a courtesy desk by a concierge
who will take their coat, lead them to their reserved seat and take and deliver their
snack order. All this for just $12—8$3 more than the general admission price. They
will sit in high-backed plush chairs with two arm rests (no more elbow-shoving with
neighbors) and can place their drinks and nibbles on the oval, faux-marble tables that
separate pairs of seats. If they prefer, they can have the concierge bring them a decaf
cappuccino and biscotti from the Bloor Street Diner below. The four VIP theaters,
which hold twenty-four to thirty-six people, have their own private washroom and a
lounge with a phone. Hollywood stars Robert Duvall and Billy Bob Thornton were
on hand for the launch yesterday. Mr. Duvall praised Toronto as a “real film-going
town.”8
Describing the theater in 1998, Cineplex’s executive vice-president of marketing likened it
to movie mogul’s private screening room, or, tellingly, a first-class plane ticket. Both
comparisons brought the implications of the luxurious environment closer to the surface:
they were designed for a higher class of cinemagoer, though likely one that would fly
economy and need to settle for a high-end home theater system. He also lauded the theater
concept for offering a financially competitive alternative to other corporate entertaining
activities, such as renting a private box at a sports arena.’! In the years after it relaunched the

VIP concept in 2009, the Canadian chain eagerly expanded it, reaching eighty-four VIP
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screens by 2019 (see table 20). Regal also experimented with premium VIP auditoriums,
opening its first at an Atlanta theater in 2013 but not ultimately making it a core offering in
its premium cinema repertoire.*?

These examples demonstrate how the emergence of premium cinema technologies
opened the door for exhibitors to explore other dimensions and appeals of premium cinema.
Technological change, the investment it required from exhibitors, and the funding models
that solidified around equipment purchases encouraged exhibitors to introduce new ticket
pricing structures tied to immersive technologies like IMAX and 3D. As these
technologically driven premium experiences created growth opportunities for exhibitors and
accustomed cinemagoers to ticket premiums, exhibitors were prompted to explore
alternative appeals for emerging pricing structures. Though comfort- and luxury-based
appeals at the cinema are neither novel nor dependent on digital technology, as the example
of the Cineplex Varsity Theatre indicates, the expansion of premium cinema technologies
laid the groundwork for the standardization of premium experiences as broader category that

involved a combination of appeals under the ticket premium pricing scheme.

The Box Office After the Megaplex

The scale of exhibitor investment in premium technologies indicates that ticket premiums
were not a mere adjunct to box office receipts. Instead, they were one element of the
profound transformation of exhibitors’ business strategy and relationship to cinemagoers.
The sector-wide economic crisis of the early 2000s had marked the spectacular failure of the
expansionist logic of the megaplex model that held that major investment in constructing

and upgrading cinema sites would draw audiences back to cinemas in large numbers.
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Megaplexes did substantially increase attendance levels, but these gains were outstripped by
the increase in the number of screens and the debt that new constructions and renovations
piled on exhibitors. Between 1994 and 1999, domestic admissions increased by 16 percent,
while the screen count surged by 39 percent (see figures 1 and 4). In the wake of the crisis,
large exhibitors pulled back dramatically on building new theaters and other major, risky
investments that would try to expand the cinemagoing audience at the dramatic pace of the
megaplex years. Attendance continued to surge through 2002, reaching the modern peak of
1.57 billion admissions. Soon, this figure leveled off to a range of approximately 1.25-1.40
billion, where it remained from 2005 to 2019.

Though admissions had flattened, box office continued to grow. Industry trade
publications often fail to adjust box office figures for inflation, allowing them to announce
new all-time records on a regular basis. But even accounting for inflation, box office
experienced significant gains that deviated substantially from differences in admissions
levels. To examine a recent peak, compare 2006 and 2018. Admissions fell 7.2 percent
during this period, but inflation-adjusted box office increased by 9 percent. This trend
persists across the last fifteen years of domestic cinema data, with the gap between
admissions and box office widening over time (see figures 3 and 4). A major explanation for
these shifts is the expansion of premium cinema options. While undoubtedly premium
cinema’s appeals drew some cinemagoers back to the movies or spurred them to visit more
often, these moviegoers did not constitute a significant enough shift to improve attendance
figures overall. However, as the 2000s and, especially, the 2010s continued, premium

cinema accounted for an increasing percentage of box office as viewers who once purchased
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basic tickets began to buy premium tickets instead. These formats’ premium prices meant an
increase in box office returns overall, even as attendance remained stagnant.

This shift at the box office towards premium cinema and its growing importance to
the industry dovetails with several key shifts discussed in previous chapters, each linked to
the failures of the megaplex model and with their replacement by new industrial logics. Each
rested on growth strategies that worked outside the 80s- and 90s-era ideas that placed
increased cinema attendance at the center of growth strategies. Consolidation of cinema
chains allowed giants to bring together capital once dispersed between different chains by
carving out larger slices of total box office and concessions revenues, benefit from
economies scale, and use their power within the industry to structure emerging exhibition
practices like cinema advertising, event cinema, and digital cinema integration in
advantageous ways. Diversification brought in alternative forms of revenue to extract profits
from un- or under-used times in the rhythms of the cinema schedule (before films and during
slow weekday times), niche audiences, untapped elements of vertical integration (digital
signage and the amusements business) and expand into new areas of retail and public
entertainment. Perhaps more so than diversification efforts, the shift towards premium
cinema at the box office betrayed a significant shift in cultural understandings of
cinemagoers: that middle- and upper-middle-class audiences are the primary source of
growth in the mature domestic exhibition market, and that cinema offerings should be

tailored to their tastes and spending power.
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Class, Premium Cinema, and the New Cinemagoer

Premium cinema derives its appeal not from the inherent qualities of new screening options
themselves, whether or not they are based in technological enhancements, but from the
exclusivity of the experience. A major feature that unites all premium cinema options
according to this principle is the experience of social separation within the theatrical space.
Some exhibitor PLFs and motion seating technologies use isolated in special, in-demand
rows of the theater to cordon off their experiences. More often, premium screening
experiences take place in dedicated auditoria outfitted with the necessary equipment and
sectioned off from other cinemagoers or even a separate area of the theater, as with
Cineplex’s VIP concept. As has been the case for other upscale services, this social
separation is an attraction as much as the upgrade itself. These spaces, many of which are
designed to showcase the newest, flashiest titles at the theater are also molded to create a
space from which consumers can appreciate their isolation from standard ticketholders while
appreciating selective communalism around technological sophistication, increased comfort
and service, and specific class markers.

These practices of class distinction have a long history in theatrical exhibition
spaces. Discussing new luxury cinema concepts emerging in the world exhibition market,
Juan Llamas-Rodriguez identifies two salient “genealogies” for this emerging exhibition
space: the movie palace and the megaplex.®* These origins are also apt precursors to the
spatial and social organization of today’s multiplexes. The downtown movie palace,
developed in part to build an environment separate from the mixed-class mass audiences of
the nickelodeon, crafted ornate environments centered around the desires and comfort of the

middle- and upper-class audience. While the higher ticket prices of these venues might
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dissuade potential cinemagoers from walking through their doors, even within these spaces,
division of the theater by ticket price aimed to regulate the intimacy of potentially
incompatible class fractions during the evening’s entertainment.

Since the 1920s, new retrenchments of class division have reappeared periodically
across the evolution of theatrical sites in the US, Canada, and around the world. Most
recently, the megaplex theaters of the 1990s and the discourses of improving theater spaces
that precipitated them emerged out of an impulse to upscale cinema sites and bring older and
more affluent audiences back to the cinema. Such spaces were defined against not only the
plain, sticky mall multiplexes they aimed to replace but against the broader threats of public
space. Charles Acland uses a comparison to the gated community to explain these
discourses: “An idea analogous to the gated community circulates as one strategy for the
management of separated public space and for the advertising of its safety, a strategy finding
expression in new theater complexes,” he writes “...Both are areas of public leisure, in
which attendance is selective and mediated by admission fees. The megaplex, like the theme
park, is not a limitless site of public engagement but promises a fairly restricted range of
possibilities, enforced by the site’s own privately managed security. These locations harbor
a fear of the unfettered public, an anxiety about the surrounding city or community context,
and a related popular sense of inadequacy or distrust of public policing’s ability to guarantee
safety.”* The logics and discourses of the megaplex made social separation a matter
intertwined with both fear of a mass public and a desire for an elevated, isolated space for
controlled public engagement, implicitly aligned with those classes socially primed to be
most fearful and desiring. The multiplexes of the 2000s and 2010s, build (often literally) on

the 90s megaplexes that became their blueprint. With the rise of premium cinema, this
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gating between the safe, comfortable world of the multiplex and the implicit threats of the
public street are reintegrated with social separation within the theater space reminiscent of
the movie palace. Together, these features reinforce the multiplex as a space that, while
ostensibly open to anyone willing to pay for a ticket, is organized and divided by classed
spatial logics.

The classed appeals of premium cinema also extend beyond spatial division and
exclusion to the experiential qualities of immersive technological formats. The consistent
emphasis on immersion favored by these technologies recalls Charles Acland’s discussion of
IMAX’s replication of John Urry’s “tourist gaze” during its documentary phase in the
1990s.8° Discussing the epistemological implications of IMAX’s mode of vision, Acland
argues that the technology “offers movement without moving, tourism without travel, and
effects a brand of geographical transformation akin to that of map-making. The sequence of
images puts forward an argument of geographic centrality to the spectator; the order, and the
sensory experience of that order, releases a foundational myth...that of the encounter with
distant lives and places, but always through a set of ordering and structuring principles. In
the end, IMAX similarly writes a geographical relation in which distance does not matter
and in which the organization of sites is always possible in and through its technological
system.”8¢ For Acland, the “power to move” is inflected structures of social power but also
by the representational forms that construct spaces as open for viewers to know and
dominate.?” Such forms also have particular appeal for those able to imagine themselves as
part of the socially dominant group who exist in comfortable relation to this power and

knowledge.
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As IMAX has moved away from the museums and documentary film and into the
business of multiplexes and blockbusters it has maintained this emphasis on total vision,
organized around the individual spectator it transports into a now-fictional film world. This
is not to say some of the characteristics that Acland identifies has not shifted in the interim;
his work tightly integrates the aesthetics of IMAX documentaries, the presentation of the
technology, and the sites in which it operates with a degree of specificity with which it is not
possible to generalize about multiple premium cinema technologies. Each of these forms
incorporates different aesthetic features, many of them nonvisual, that merit distinct
analyses. I do not wish to flatten the aesthetic and sensory variation present across new
formats. However, the consistent emphasis on immersive, transportive experiences across
these technologies, most of them modelled on IMAX’s approach to premium cinema, does
suggest similar alignment with ways of seeing especially suited to the affluent cinemagoers
who are most willing and able to pay ticket premiums, many of whom also hold social
privilege along axes such as race and gender. In short, new digital cinema technologies
embed modes of representation that reflect the preferences of the imagined audiences of
technology companies and exhibition giants and, in turn, flow from their strategic goals in
the changing exhibition industry.

While technological appeals define one avenue of exhibitors’ appeal to affluent
audiences, premium cinema based in improved comfort and service reflects another means
of bringing in and retaining similar audiences. In recent years, a tier of luxury cinemas such
as Cinépolis and iPic have expanded in the domestic market, offering enhanced screening
experiences defined by comfortable recliner seating, in-seat service of upscale meals and

cocktails, expanded amenities, and more upscale design elements at higher price point.
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Integrating dine-in, recliners, and other luxury features at the multiplex, especially those
available at a price beyond general admission reflects exhibitors’ aim to retain the allegiance
of affluent audiences as new entrants appear in the market. It also represents a hedge against
fading enthusiasm for new screening technologies, many of which have not yet proven their
longevity. Even if immersive technologies lose ground, the well-established practice of
upscaling cultural environments will maintain another avenue to continue the by now
embedded practice of ticket premiums. In the 2010s and early 2020s, this residual form of
class signaling coexists with and reinforces the emergent options for technological
enhancement, newly packaged and separated from the general admission experience through
ticket premiums.

Despite premium cinema’s spatial and cultural reorganization of theatrical sites,
contemporary multiplexes ostensibly remain open to anyone able to purchase a ticket. But
the growing centrality of premium cinema to exhibition giants’ bottom lines and the
aesthetic, cultural and industrial dynamics of these new screening options reveals the subtle
ways in which giants are reshaping the theatrical experience around the tastes and
preferences of affluent audiences. For now, cinemas generally remain a relatively affordable
public entertainment for a mass audience in a moment when these options are rapidly
shrinking. But the logics of premium cinema investment suggests an insidious form of
exclusion that makes cinema spaces less hospitable to those not favored by giants’ new
strategies. Coupled with giants’ reach and preferred access to films, key locations, and
exhibition profits to reinvest in their operations, this shift is a troubling indication of one

potential future for the exhibition business.
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Conclusion
The digital transition in film exhibition was a slow, negotiated process in part because of
what was at stake for the film industry: new affordances and opportunities, but also the risk
of shifts in the balance of power. Coordinating their efforts, exhibition giants leveraged the
size of their circuits to make digital deals on their terms and chase the potential for premium
cinema to fit with their overarching post-crisis industrial strategies. Premium cinema offered
an alternative means of growth beyond building new cinemas in the hopes of attracting new
audiences or raising ticket prices outright. Instead, exhibitors offered a range of new
technological options for spectacle and immersion at the multiplex, many of which built on
the model of IMAX’s global success in marketing the exclusivity of its format and used
ticket premiums to boost profits without increasing theater attendance. As new technological
options normalized ticket premiums, exhibition giants launched service-, comfort-, and
luxury-based premium cinema options, offering cinemagoers the timeworn appeal of upscale
experiences. In the eight years between the digital transition and 2019, premium cinema
options have multiplied rapidly and become a well-established feature of contemporary
exhibition practice. In doing so, they have spatially and socially reorganized cinemas around
the tastes and desires of affluent audiences, a troubling trend for an industry whose largest
exhibitors whose strategic imperatives encourage them to remain at best indifferent to
creating cinema spaces that remain both open and inclusive to the mass audience.

Despite the concerning implications of these trends, premium cinema has been good
for exhibition giants’ business. The profits from ticket premiums have allowed them to mask
flat attendance figures and indicate growth to their owners, investors, and partners, while the

current wave of emerging premium formats have allowed for a flow of new novelties to
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attract their preferred audiences. Premium cinema has become an essential complement to
the consolidation and diversification strategies through which giants have established and
maintained their power in the domestic market. Premium cinema, especially, reinforces
giants’ stature as standard-bearers in one of the world’s largest cinema markets. Established
partnerships with global cinema brands and the reputational reinforcement of up-to-date
cinema standards, alongside giants’ scale and power in the domestic market, helped them
emerge as desirable acquisitions for global exhibition companies in the 2010s. Looking at
similar exhibition giants in mature markets around the world, these companies aimed to
create cross-continental exhibition empires that would rapidly escalate the scale of

contemporary exhibition circuits.
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Chapter 4: Global Chains and Exhibition Empires

In 2012, AMC and Chinese conglomerate the Dalian Wanda Group made headlines when
they announced that Wanda (itself the owner of a major Chinese theater chain) would buy
the US exhibition giant, then the second-largest chain in the United States, for $2.6 billion.!
Part of the uproar around the arrangement came from the fact that the deal marked an
unusual reversal of longstanding patterns in the US film industry’s relationship with the
global cinema market. These connections have largely been defined by runaway Hollywood
production—recently the subject of competition between countries across the globe using
tax incentives and other publicly funded benefits to attract projects to their shores—and
distribution patterns that have flooded international markets worldwide with cheaply
available Hollywood titles.? Patterns of exhibition ownership, too, have generally flowed
from the US outward, with Hollywood studios and independent exhibition companies,
including domestic exhibition giants, periodically establishing outpost cinemas in foreign
markets over the decades. But despite its unconventionality, the Wanda deal was soon
followed by two further foreign acquisitions of domestic cinemas. In 2017, European
cinema giant Cineworld purchased Regal Cinemas for $3.6 billion, following this
acquisition two years later with the $1.65 billion acquisition of Canadian giant Cineplex
Entertainment.? Three of the four domestic exhibition companies were now on the verge of
being owned by global exhibition empires which operated more than 9,000 screens across
several continents.

Film exhibition has a long and fraught history with international expansion and
ownership, and the participation of domestic exhibition giants and their new international

owners in these patterns is no exception to the unevenness of these processes. Ross
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Melnick’s ninety-year history of Hollywood studios’ operation of foreign cinemas, which
stretched long past the midcentury divestment of their domestic theaters, is especially
illustrative on this point. In his research, Melnick repeatedly illustrates the difficulty of
operating continuous physical sites in the face of changing economic, political, and
regulatory regimes around the world. Exhibition, he argues, poses unique challenges
compared to the relative malleability of the US production and distribution apparatus
overseas: “Film production was transient, contingent, temporary, and did not create a
sustainable industrial base. Film distribution remained largely invisible and still dependent
on domestic exhibitors. It was foreign ownership and operation of local cinemas that had
long spelled trouble....”* In the 1990s, US exhibition companies learned this lesson anew, as
the sector-wide optimism that drove the megaplex construction boom in the domestic market
also turned the attention of US exhibition companies outward to foreign shores in Europe,
Asia, and Latin America. Among the companies who took an interest in these ventures were
future US exhibition giants Cinemark Theatres and AMC Theatres, which each set
ambitious plans to build networks of US-style multiplexes from the ground up in markets
including France, Sweden, the UK, Japan, Taiwan, Hong Kong, Mexico, Argentina, and
Brazil. The new global exhibition empires that roared onto the international scene in the
2010s with dramatic acquisitions of US and international exhibition giants would employ
different strategies than these predecessors but would also find themselves subject to the
challenges of maintaining control over the complex economics, logistics, and politics of
international cinema operation.

In this chapter, I explore the motivations, challenges, and conditions that shaped the

patterns of international ownership that included domestic exhibition giants across these two
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critical periods in the 1990s and 2010s, as well as the interregnum of the 2000s, when
interest in the international exhibition business contracted sharply. I argue that these periods
demonstrate a transformation in the dynamics of globalization in exhibition. In the first
period, the optimism, expansionism, and indeed, overconfidence, of US exhibition
companies abroad led to ambitious strategies to spread US multiplexes around the world,
remaking and reigniting international cinema markets just as they attempted to expand the
already mature domestic market, with mixed results. The failures of this period and the
economic crisis in domestic exhibition soon led to a rapid contraction of US interest in the
international exhibition market, one that fueled a focus on dominance in the domestic
market on the part of its exhibition giants, a focus that supported many of the shifts in
exhibitor practice observed in chapters 1, 2, and 3. This second period, in which domestic
giants consolidated chains, built out digital and premium cinema infrastructure, and
embedded themselves deeply in industry-wide diversification efforts made them attractive
targets for Wanda and Cineworld as they sought to launch their own global exhibition
empires. Due to the transformation of the US exhibition landscape detailed across the
previous three chapters (and, as I will discuss, parallel patterns of consolidation in Europe
and Australia), Wanda and Cineworld have been able to leverage large acquisitions in this
third period to quickly scale up to compete with one another by commanding massive
portions of the world cinema market. Domestic exhibition giants’ domination of their
national markets, then, has led directly to their as mediators of more expansive global
exhibition networks.

To demonstrate the scope and character of this transformation in US exhibition’s

global relationships, I split my focus between exhibition giants’ involvement in international
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expansionism in the 1990s and their time as the acquisition targets of global exhibition
empires in the 2010s, divided by a brief account of their general retreat from the
international scene in the 2000s. To open my discussion of the 1990s, I examine Cinemark’s
expansion of its business to the Latin American market throughout the decade. This project
was the rare long-term success in a larger trend towards international expansion by US
exhibition that yielded much more inconsistent results and demonstrates the larger aim of
these collective efforts: to use US expertise and capital to build elaborate multiplexes which
could outmatch local competition in markets that were underdeveloped (by US standards),
allowing US companies to dominate the market in these territories. Next, I turn to AMC’s
attempt to expand internationally in this period, in which it stretched its resources thinly
across three continents aiming for wildly ambitious targets and ultimately failed to gain
traction, revealing the risks of the period’s expansionist mindset. I reflect briefly on the
domestic reasons for the global retraction of US exhibition interests from international
markets in the 2000s and the inward turn observable from exhibition giants in this period.
Finally, looking to the 2010s, I examine the Dalian Wanda and Cineworld acquisitions. Each
directed by executives with extensive experience transforming emerging cinema markets (in
China and Eastern Europe, respectively), they benefitted from intensive, international
patterns of consolidation in the 2000s that enabled them to rapidly assemble their cross-
continental cinema networks. In the process, the domestic market became a battleground in a
larger competition over world box office. However, even these exhibition behemoths were
vulnerable to the hazards of international exhibition operations, as this chapter and my

reflections on the COVID-19 pandemic in this project’s conclusion will show.
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Cinemark’s Latin American Expansion
Cinemark Looks Across the Border
As the 1990s began, discourses around industry-wide improvements to cinema spaces were
well underway and many domestic theater owners were making plans to continue
investments in upgrading their circuits with continued construction and renovation. This
activity, discussed in chapter 1, would lead to the construction boom of megaplex theaters
that pushed exhibitors into a debt crisis by the end of the decade. Meanwhile, Cinemark
Theatres, the number-six chain in the US-Canada market, was considering alternative
pathways for growth. Cinemark had long favored building new theaters from the ground up
in areas of the US where the chain would face little competition.> This approach kept the
company from spending heavily in competitive marketplaces or being saddled with
renovation costs for outdated acquisitions. As chapter 1 outlines, the 1990s multiplex
building boom was preceded by earlier efforts in the 1980s to build upscale multiplexes
across much of the US market. Increased theater construction and rising competition for
theater sites meant that Cinemark’s preferred means of domestic growth was becoming
scarce as the 80s became the 90s. Faced with this changing landscape, the company’s CEO
and founder, Lee Roy Mitchell, began to look for alternative growth opportunities that
would not require Cinemark to compete as intensely as its peers at home.°

Soon, Cinemark turned its focus south to Latin America, eyeing the entire region as a
potential growth market. There had been systematic disinvestment in movie theaters across
Latin America throughout the 80s. The dynamics of neglect had created similar patterns
across multiple markets in the region: as attendance and revenues dropped off at cinemas,

local operators had little income to fund improvements, leading to outdated and dilapidated

210



sites that weakened appetites for cinemagoing with little local exhibitors could do to
improve their fortunes. Cinemark spotted this under resourced exhibition market as it had
the neglected corners of the US market earlier in the company’s history and registered the
vulnerability of local exhibitors to foreign competition. From the outset, the company took a
regional approach: it would draw on its exhibition expertise, mobilize foreign capital, and
exploit weak local competition to develop new US-style multiplexes at a rapid pace,
working in multiple national markets simultaneously. Cinemark intended its upgraded
facilities to corner exhibition markets across Mexico, Central, and South America.
Cinemark began its expansion into Latin America in 1992, initially in Chile and
Mexico. In Chile, the company partnered with Conate Films, the country’s largest
distributor-exhibitor, on a 50-50 joint venture it called Cinema Chile. Cinema Chile planned
to develop US-style multiplexes for the Chilean market, with Cinemark managing the
theaters’ operations and programming. The venture began with three multiplexes in
Santiago, the capital, built between 1992 and 1993.7 Cinemark also moved into Mexico in
1992, signing leases for four multiplex locations of ten to twelve screens across the country.
While the Conate partnership enabled the company’s entry to Chile, Cinemark’s foray into
Mexico was driven by two factors. First, the Mexican government had eliminated a
regulation that capped ticket prices at 5,000 pesos (around $1.50 at the time), enabling the
chain to charge higher prices to support its planned upscale multiplexes. Second, the North
American Free Trade Agreement was anticipated to come into effect, promising to lower or
eliminate a range of operational costs for cross-border businesses.® The large Mexican

market would serve as Cinemark’s beachhead for its planned regional expansion.
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After selecting these initial markets, Cinemark also received an influx of capital
which it used to fund its international expansion and hire key talent to oversee it. In 1996,
the company was partially acquired by the Cypress Group, one of the early private equity
firms to invest in the domestic exhibition sector. The Cypress Group provided capital that
financed Cinemark’s overseas expansion as well as the domestic building I detail in chapter
1.° The company hired Tim Warner as its international president the same year, charging
him with the strategy behind Cinemark’s international expansion. !

By the end of the 90s, Cinemark would expand aggressively across more Latin
American markets than any other foreign or regional exhibitor, developing a presence across
eleven countries as part of a multiplex boom that led to rising theater attendance and box
office across the region. Mexico, Argentina, and Brazil became especially important markets
for Cinemark and other exhibitors building multiplexes in the region. The next three sections
trace the company’s development strategies, the competitive landscape, and the shifts in key
cinema statistics in these countries, mapping a period of tremendous change in the largest

national markets in the region and Cinemark’s role in these shifts.

An Exhibition Battleground in Mexico

The earliest construction boom in Latin America took place in Mexico, which soon became
a battleground for foreign and domestic exhibitors grappling for control of one of the fastest
rising cinema markets in the world. Cinemark was the earliest foreign entrant to the market:
it opened Mexico’s first modern multiplex in 1993 and built complexes in Monterrey,
Chihuahua, and Aguascalientes as well as its first Mexico City location by 1994.!! But it

would soon face fierce competition. Cinemex, a new chain in the region, also signed its first
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leases for capital-city theaters in 1994 and opened its first location in 1995. This upstart
chain was founded in Mexico by young Harvard Business School graduates with roots in
Mexican real estate and government and US-Canadian film exhibition. Cinemex quickly
emerged as a dominant force.!? Unlike Cinemark, which built from the outset in several
provincial cities, Cinemex concentrated its early construction in the Mexico City’s affluent
neighborhoods. The capital became its power center. By the end of 1998, Cinemex had
seventeen theaters in Mexico City, which accounted for 45 percent of the city’s ticket sales
and 17 percent of the national box office.!® United Artists Theatres also entered the market,
opening its first multiplex in 1996, but sold the five sites it built in Mexico to General
Cinema the next year.'*

The influx of competition from foreign-owned and -funded businesses prompted
Mexico’s leading local exhibitor, Ramirez Cinemas, to build multiplexes of its own to
defend its dominance in the market. Under the Cinépolis brand, Ramirez began opening
multiplexes of ten screens or more across Mexico, beginning with an initial site in Tijuana in
early 1994. Owned by Organizacion Ramirez, a large conglomerate with assets in video
retail, construction and real estate, auto dealerships, and the financial industry, Ramirez
Cinemas was able to compete with foreign capital despite instability in Mexican currency
markets. This made it an anomaly among local operators; as development kicked off across
the region, Latin American exhibitors more often partnered with or found themselves
outmatched by foreign capital. In contrast, Ramirez Cinemas invested heavily from the first
whispers of foreign competition, opening 51 screens in 1994 and 121 in 1995, including

three large multiplexes in Monterrey, Chihuahua, and Mexicali.!®
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As competition rose across Mexico, local and foreign exhibitors, including
Cinemark, fought for prime locations, built rapidly, and drove major surges in box office
and attendance. By 1996, lease prices for prime sites had risen by “20 to 30 percent” in the
three years since Cinemark had entered the market, according to Roberto Jenkins, the
chain’s Mexican director. Rising costs had significantly impacted new theaters’ profit
potential, Jenkins noted. “Some sites will never be able to make money,” he remarked,
“Though if it’s your flagship theater, you’re willing to take a loss.”!® Despite rising building
costs, the national screen count rose quickly, from 1,200 in 1993 to 1,480 by 2000 (see
figure 5), following a long period of stagnation. As exhibitors built new multiplexes, older
single-screen theaters began to shut down, masking the volume of theater openings in screen
totals.!” Growth in attendance and box office was more dramatic. Attendance had slid from
800 million admissions in 1985 to a low of 65 million by 1995, at the height of a brief but
intense economic crisis driven by government devaluation of the peso.!® These figures
signaled both the precipitousness with which attendance had fallen, and the potential heights
the new multiplex chains hoped it could reach. Admissions in the year 2000 nearly doubled
these mid-90s admissions figures, hitting 125 million tickets sold (see figure 6). Box office
rose a staggering 241 percent over the same period, from $85 million in 1995 to $426
million in 2000, bolstered by the higher ticket prices charged by multiplexes in affluent
urban neighborhoods (see figure 7).!° By 2000, Mexico’s cinema infrastructure had been
transformed.

However, the opportunity to get in on the initial boom was closing and worries about
the intensity of the scramble to build cinemas grew. Commentators began to raise concerns

about overscreening in key Mexican markets, particularly Mexico City, similar to those
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boiling over in the US in the same period.?’ Ramirez, Cinemex, and Cinemark were the
dominant exhibitors in the country, but Cinemark’s growth began to plateau in the face of
competition. In part, this was an effect of its greater efforts to build theaters in the country’s
provincial cities compared with Cinemex’s focus on the capital; these cinemas were
unevenly affected by the peso crisis compared with those in Mexico City. This setback and
difficulties in the real estate industry inhibited Cinemark’s development in the country at a
key moment in its transition to multiplex infrastructure, perhaps contributing its failure to
get a foothold as a dominant player.?! Warner told Variety in 2000 that the company would
“focus our future growth elsewhere” after fulfilling commitments to the eighty screens the
company was set to open that year.?? Cinemark continued to maintain its cinemas in Mexico,
at least for a time, but was already in the process of turning towards other markets, including
Argentina and Brazil. Still, Mexico would remain the model for Cinemark and other foreign
exhibitors seeking to remake Latin America cinema markets and reap the rewards of these

transformations.

New Frontiers in Argentina

As exhibitor investment and building costs intensified in Mexico, Argentina emerged as the
next major Latin American market perceived to be ripe for a boom by foreign exhibition
interests. Argentina had the highest per-capita income in Latin America and a sizable
population. With discussions about multiplex development in full swing across the region,
these qualities drew foreign exhibitors’ attention to the Argentinian market. As it had in
Mexico, Cinemark acted early on this emerging industry consensus, though this time it

managed to hold its own in the face of accelerating competition. Cinemark and its Chilean
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partner, Conate, brought their jointly owned chain to Argentina in 1996, working with
leading Argentinian theater chain Coll-Sargusti-SAC, which owned 50 percent of the new
venture.?® Within three years, the partners had built forty-four screens at five theaters.?*
United Artists, National Amusements, Village Roadshow, and Hoyts also made plans to
enter the market around this time (General Cinema replaced United Artists after purchasing
the chain’s Mexican and Argentinian assets in 1997).%

New multiplexes swelled the screen count, nearly quadrupling it as it rose from 260
screens in 1993 to just over 1,000 in 2000 (see figure 5). Argentinian cinema admissions had
fallen considerably from the mid-1980s (as they had in Mexico), dropping from a 1984 high
of 67 million to just 18 million by 1994.26 But with multiplexes opening, attendance quickly
rebounded. By 2000, exhibitors sold 33 million tickets (see figure 6). Box office roughly
tracked other indicators, with US-dollar figures virtually doubling between 1995 and 1998
and remaining steady through 2000 (see figure 7). As the decade ended, competition
remained hot in Argentina, with most of the foreign exhibitors who came into the market in
the mid-1990s still operating. Unlike in Mexico, however, Cinemark continued to hold its

own against its competitors.

Unrealized Potential in Brazil

Brazil was the last major Latin American cinema market to see significant multiplex
expansion and the slowest to grow once development kicked off, due to several local
economic factors. The Brazilian market was significantly underscreened, with only 1,500
screens for a country of 160 million in 1996; 800 of these locations brought in 90 percent of

box office grosses during this time. Brazil was also a fragmented market; the largest local
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exhibitor, Grupo Severiano Ribeiro, had only 113 screens at the end of 1996.2” Both factors
signified opportunity to local and foreign exhibitors alike, but they had difficulty realizing
their ambitions until several years after multiplex mania was in full swing in Mexico. Grupo
Ribeiro and other exhibitors had tried to increase the reach of their theater chains,
anticipating foreign competition from their observation of foreign activity in on the Mexican
and Argentinian cinema markets. But local exhibitors were stymied by the dangers of
seeking foreign credit while local currency fluctuations risked making such loans untenable.
They also had difficulty convincing developers to lease larger footprints in shopping centers
in the absence of proven multiplex successes in the country.?® Meanwhile, foreign exhibitors
had been delayed by a long-simmering Brazilian inflation crisis that reached an inflection
point with two periods of hyperinflation in 1990. The crisis was only contained with the
1994 Plano Real, a series of government measures (which replaced the cruzeiro real with the
modern Brazilian real) and stabilized local currency. Notorious bureaucratic slowness in
Brazil, the linguistic barriers of Portuguese, and lingering economic issues also delayed
foreign entrants’ expansion plans.?’

Brazil’s inflation crisis began to ameliorate in 1995. As Brazilians’ disposable
incomes rose during the recovery, exhibitors renewed their hopes to develop the cinema
market. After scouting the country for two years, Cinemark signed its first theater leases in
1996, only opening its first Brazilian multiplex in mid-1997, four years after building its
first multiplex in Chile.>® Learning from its miscalculations with a provincial strategy in
Mexico (and Cinemex’s success in Mexico City), Cinemark’s initial Brazilian expansion
centered on Sao Paulo, Brazil’s most populous state, which generated 55 percent of the

country’s box office. The company saw Rio state and other major cities as secondary and
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tertiary targets for development.®! Its main foreign-owned competitor was United Cinemas
International (UCI), then a joint venture between Paramount and Universal, which had been
operating small cinemas in ten Brazilian cities for several decades. In 1997, the company
began building multiplexes, opening its first complexes late that year and operating a
handful of them in partnership with Grupo Ribeiro.*?

Given the slower growth of multiplexes in Brazil compared to Mexico and Argentina
meant the shifts in key screen statistics were more uneven by 2000. The inflation crisis,
multiplex building from foreign entrants and local chains, and single-screen closures meant
that the number of Brazilian cinema screens fluctuated during the 1990s. Overall, the figures
showed an upward trend, from 800 screens in 1993 to 1,480 in 2000 (see figure 5). Ongoing
economic issues in Brazil led to a nadir of 62 million admissions in 1997. US-dollar box
office totals also continued to fluctuate with the currency throughout the decade. But by
2000, cinema attendance was beginning to recover despite the currency woes, reaching 68
million (see figures 6 and 7). Unlike Mexico and Argentina, the Brazilian cinema market
had not reached the same degree of infrastructural development or audience response to new
multiplexes by the end of the decade. Foreign and local exhibitors still saw room to grow.
Cinemark, which advanced past Grupo Ribeiro in December 1999 as the country’s leading

exhibitor by screen count, was well-positioned to take advantage of these opportunities.

Cinemark’s Panregional Strategy in Latin America
In contrast with its foreign competitors in Latin America, Cinemark adopted a panregional
strategy that conceived of the entire Latin American market as a fertile ground for multiplex

development and sought to develop multiplexes in multiple national markets in parallel. In
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the six years since the company opened its first Chilean multiplex in 1992, Cinemark had
built cinemas in eight countries. In comparison, most foreign (Cinemex, National
Amusements, Village Roadshow, UCI) and domestic (Ramirez/Cinépolis, Ribeiro)
exhibitors operated in only one or two markets by 1998 (see table 21). Hoyts and General
Cinema, which merged their Central and South American interests in a 50-50 joint venture
in mid-1998, had cinemas in Argentina, Brazil, Chile, and Uruguay but had been late to
enter many markets and lacked Cinemark’s extensive regional reach.?* Cinemark’s holdings
included Chile, where Cinemark and its partner Conate expanded their reach, accelerated by
the entry of National Amusements and Hoyts to the market.*> By 1999, the Cinemark-
Conate partnership encompassed 139 screens across Peru, Chile, and Argentina, and ten of
the partners’ Chilean multiplexes brought in between 40 and 50 percent of the country’s box
office. Cinemark bought its partner out of the venture that year.*¢ In addition to Mexico,
Argentina, Brazil, Chile, and Peru, Cinemark also built in Costa Rica, Ecuador, El Salvador,
Honduras, Colombia, and Nicaragua during the 90s, often becoming first foreign chain to
build multiplexes in these territories.’” While each country Cinemark operated in had unique
dynamics, the company also had an overarching approach to cinema development that
affected its trajectory across the region.

This panregional strategy gave Cinemark significant advantages over its competitors,
enabling it to avoid pressures to overbuild a single market and to balance out frequent
fluctuations in national politics and economies. Looking back on Cinemark’s Latin
American expansion in the 1990s several years into the project, Warner highlighted two
primary facets of the company’s regional strategy. First, Cinemark avoided competition

where possible when selecting targets for building, which meant entering a variety of new
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national markets. “We try to focus on what we consider noncompetitive markets,” Warner
told Daily Variety. “Over 90 percent of our screens internationally are in noncompetitive
markets, and we are very reluctant to go head-to-head and overbuild a market.”*® Most
importantly, the company had committed to this strategy early, when major markets like
Mexico, Argentina, and Brazil were still underscreened and under the radar of foreign
exhibition interests, allowing Cinemark to gain an early foothold. Second, Warner stressed
that building in multiple territories helped guard against instability in a single country:
“When we complete our strategy, we’re not going to be subject to the ups and downs of one
country. Say there’s a blip in the Brazilian economy, Mexico or Argentina will make up for
that.”3® This aspect of Cinemark’s approach was especially important in the face of the
economic crises that major markets like Mexico and Brazil faced over the decade. It also
meant that the exhibitor retained flexibility when allocating its resources in the region,
allowing it to shift its investments to respond to other events, like the entrance of a new
competitor in a given market.

In many territories, partnerships with retail developers, especially with those
managing the wave of shopping malls being built across the region, were critical for the
success of cinemas, and Cinemark used this fact to its advantage. In Brazil, many exhibitors
preferred to build in shopping complexes due to fears of urban crime. The securitized space
of the mall and its monitored parking lots were seen to be critical to attracting upper- and
middle-class audiences to new venues.*® In Mexico, Variety reported that cinemas were not
only appearing primarily in shopping malls but leading the development of new retail
complexes. “The biggest trend in exhibition in Mexico is cinema-led development,” Anna

Marie de la Fuente wrote. “While exhibitors are not making direct investments in shopping
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developments, they have become the linchpin for their construction. Developers approach
exhibs, asking them to sign on even before the land is leased or purchased. Without a
cinema, the project doesn’t happen. Unsurprisingly, then, the number of mall-based plexes is
on the rise. The leaders in this area, by far, are Cinépolis and Cinemex, which almost
without exception no longer construct standalone cinemas.”! In both markets, Cinemark not
only sought out mall locations, but partnered directly with developers. As it laid construction
plans in Brazil in 1997, the company persuaded shopping mall managers to pitch in
approximately $1.5 million to each of its $5 million sites.*? In 1998, Cinemark struck a
multisite partnership with Carrefour, the French hypermart company then building new
locations in Mexico. According to Daily Variety, the partnership meant that Cinemark
would have a “sense of security” about the tenant adjacent to the business and allow the
cinema to benefit from the retailer’s foot traffic, and vice versa.*? This mutual dependence
between mall developers and cinemas was an established feature of multiplexing in the US,
where it is now waning, but continues to be a critical factor in the exhibition infrastructure
of so-called developing markets in Latin America, Asia, and the Middle East, as I will
discuss in the context of Chinese multiplex development later in this chapter.

At the end of the 1990s, Cinemark had executed the panregional Latin American
strategy it had outlined at the start of the decade. Moving first into markets across the
region, committing to long-term development of its circuit in promising but difficult markets
like Brazil, and targeting its investments to avoid the fiercest competition all contributed to
the company’s ability to establish a robust theatrical base. By 1999, Cinemark had 70
theaters with 625 screens across Latin America.** Allocating resources outside of US

markets helped the company to avoid the worst excesses of the US construction boom, while
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enabling it to undertake a more unpredictable project than it might have otherwise been able
to after the crash. Simultaneously, the expansionist mood of US-based exhibition companies
that fueled the domestic megaplex boom and the enthusiasm for developing multiplexes in
international markets were inextricably linked, and the atmosphere of optimism that
preceded the US exhibition crash no doubt was one of the conditions of possibility for
Cinemark’s Latin American expansion. Cinemark’s success came both from the timing of
the project, the political economy of cinema infrastructure in the region, and its ability to use
its resources strategically and unconventionally to establish itself against competitors.
Before the crisis in exhibition struck and Cinemark was sold to Madison Dearborn Partners
in 2004, its Latin American assets were well-established and generating significant revenues
for the company. The status of its Latin American circuit meant that it was already an
established asset bringing in substantial revenues, rather than a risky new venture that the
new private equity owners would be tempted to offset to bolster the company’s core US
business. This would not be the case for the company’s next attempts at expansion in Asia

and Europe.

Asian and European Misadventures

As the end of 1990s neared, Cinemark began to look beyond Latin America in search of new
global cinema markets where it could build multiplexes and become a regional exhibition
power. Its first target was Japan. In 1997, the company signed a hundred-screen agreement
with local producer-distributor Shochiku but, a year after the companies partnered to open
their first cinema, a major management change at the studio resulted in a reversal of the

deal.* Undeterred, Cinemark looked to Taiwan, where they signed a 1998 agreement with
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local conglomerate and mall developer Core Pacific Development. The partners planned to
open multiplex theaters across the country, and Cinemark reportedly hoped to use the deal to
open the way for further expansion in Hong Kong and China.*® By 2000, they were also
looking to Europe, and had agreements in place to open forty-one screens in the United
Kingdom and a new multiplex in Germany. “The strategy has been to first focus and get our
company up and operating throughout Latin America, which we’ve accomplished,” Warner
told Daily Variety. “Now, the countries have become sort of self-sustaining, and that allows
us to focus on Europe, and then Asia.”*’ This strategy soon faced local difficulties as well as
a reversal of the intense optimism US-based exhibition companies had enjoyed in the 1990s.

Cinemark faced challenges in Taiwan, including a three-year admissions slide, land
scarcity, scant shopping complexes outside Taipei, permit delays, and foreign competition.*
The company opened its first cinema in Taipei’s Core Pacific City Centre, a twenty-six-
story complex open twenty-four hours a day that was touted as one of Asia’s first “city-
within-a-city” shopping centers. The new cinema became the country’s second highest-
attended theater.*® Cinemark also opened an eleven-screen site in Kaohsiung as part of its
deal with Core Pacific.® But the partnership with the developer soon stagnated, though
Cinemark would manage its two Taiwanese theaters through 2006.°!

The European deals were even shorter lived. In 2001, Cinemark was already looking
to sell its interests on the continent, part of a widespread exit from Europe’s cinema market
by foreign operators, including US competitor AMC, that led to increased consolidation in
several territories.>? For US operators, challenges in their home market with the sector-wide
crisis in exhibition detailed in chapter 1 also contributed to their sudden reluctance to make a

play for the highly competitive European market.>> After the US crisis had cooled in 2004,
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Cinemark was purchased by new owners Madison Dearborn Partners, a private equity firm
that (like many of its peers that owned movie theaters) had little appetite for untested
ventures in unfamiliar territories. That year, Cinemark stated in its annual report that it
would “continue to consider selective opportunities for development of modern multiplex
theaters in underserved international markets, emphasizing Latin America, funded primarily
with cash flow generated in those markets.”>* The unwillingness to invest in international
markets beyond the income they already generated indicated that, for Cinemark, the moment
for large-scale international expansion had departed.

Writing in Daily Variety, Adam Dawtrey evaluated the exit of foreign cinema
owners from Europe as part of a broader shift away from global expansion in exhibition.
“The trend is no longer for widely flung, thinly spread empires. Instead, cinema owners are
concentrating their power and resources within national boundaries via mergers or
takeovers.” According to Dawtrey, the stateside crisis in exhibition, still close to its height in
mid-2001, not only encouraged foreign entrants to reverse their European multiplex plans,
but motivated mergers from local operators. “What’s clear is that everyone is seeking
critical mass to protect themselves from the kind of fallout that has driven several US
circuits into bankruptcy,” he wrote.> Indeed, the appetite for international and, especially,
intercontinental multiplex construction that US-owned companies like Cinemark, AMC, and
UCI, and Warner Bros. International Theaters led throughout the 1990s was followed by a
sharp retreat into national and regional consolidation in the US and other markets around the

world, as I will discuss in more detail below.
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Long-Term Strategies in Latin America

Even within Latin America, Cinemark was in the process of adjusting its strategy, focusing
on maintaining its cinemas in markets where it was powerful, shedding sites in areas it
couldn’t dominate, and moving into less developed markets. As Warner had indicated it
would, Cinemark slowed its building pace in Mexico to a trickle. Between 2004 and 2007,
the company only built four new Mexican theaters, then held steady at thirty-one sites in the
market for the next six years (see figure 8 and table 22). In February 2013, Cinemark
announced it would sell its Mexican locations to Cinemex, allowing it to focus on other
markets in Central and South America, where the company saw greater growth potential.>
Cinemark’s cinema construction also slowed substantially in Argentina (see figure 8 and
table 22), especially as cinemas began to crowd one another in wealthy neighborhoods of
Buenos Aires by the mid-2000s.>” However, Cinemark strengthened its position in
Argentina in 2011 by acquiring Hoyts General Cinema’s South American assets. With the
deal, the company doubled its screen count in the Argentinian market and became the
territory’s largest exhibitor with a 39 percent market share.’® Though new construction
plateaued, the chain remained the top exhibitor in Argentina through 2019.%

Among major markets, Cinemark saw its greatest growth in Brazil during the 2000s
and 2010s. During this period, the company used its position as the country’s leading
exhibitor to continue to develop the country’s multiplex market. As in Mexico, Argentina,
and other Latin American countries, cinema construction was concentrated in affluent
neighborhoods of major cities.®® Variety assessed the situation in Brazil in 2007:

The exhibition biz caters to the typical Brazilian moviegoer, who is an upper-class

resident of a fancy neighborhood in a large city. In smaller towns and in blue-collar
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Table 22: Cinemark Theater Circuit; Brazil, Mexico, and Argentina; 2004 to 2019

Brazil Mexico Argentina
Sites Screens Sites Screens Sites Screens
2004 34 295 27 264 8 73
2005 34 295 29 282 9 77
2006 36 311 30 293 9 77
2007 40 339 31 304 9 77
2008 44 368 31 300 9 74
2009 46 388 31 296 9 74
2010 49 409 31 296 10 80
2011 53 434 31 294 20 175
2012 56 454 31 290 20 176
2013 62 497 0 0 19 168
2014 65 516 0 0 19 168
2015 74 568 0 0 20 179
2016 78 587 0 0 21 184
2017 81 608 0 0 21 184
2018 84 623 0 0 22 190
2019 86 633 0 0 22 191

Sources: Data from Cinemark annual reports (2005, 9; 2006, 9; 2007, 9; 2008, 7; 2009, 7; 2010, 8; 2011, 7;

2012, 8; 2013, 9; 2014, 9; 2015, 9; 2016, 9; 2017, 9; 2018, 9; 2019, §; 2020, 8).
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neighborhoods of big cities, the growth of network TV saw the demise of smaller
theaters.... Cinemark, UCI, the Ribeiro Group and other local exhibs chose to build
plexes mostly in shopping centers in rich areas of the biggest cities. And they have
raised ticket prices above the inflation rate. For lower- and middle-class families,
going to a movie theater is an expensive proposition and, in most cases, requires a
trip to a distant location. There are plenty of other less expensive, closer forms of
entertainment, including DVDs. Consequently, the DVD rental market has rapidly

expanded. And, also consequently, the pirate DVD market has boomed.!

As it continued to build Brazilian multiplexes, Cinemark benefited from local exhibitors’
(including the Ribeiro Group’s) lack of access to foreign capital and the resulting time
disadvantage they suffered in accessing prime sites in affluent areas. Interest rates for local
financing that averaged 30 percent prevented local exhibitors from participating in large-
scale multiplex construction. Meanwhile, operators with access to foreign capital, including
Cinemark, built unchallenged by local competition well into the 2000s. Even after the
Brazilian government established modest programs to bolster local exhibitors, these players
had lost time and access to many prime, revenue-generating locations constructed by foreign
operators in the early waves of building.®? From 2005 to 2019, Cinemark grew steadily in
Brazil, going from 295 screens in 2004 to 633 by 2019 (see figure 8 and table 22). It
remained the country’s top exhibitor until 2019, maintaining its dominance in the market for
over two decades.®

Cinemark also continued to develop its panregional strategy by bolstering its existing
holdings and entering new national markets in the region. The company remained the top

exhibitor in Chile and maintained a steady presence in many of the smaller countries it had
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built in during the 1990s. While expansion was more modest than it had been during the 90s
gold rush, the company entered Panama, Guatemala, Curagao, Bolivia and Paraguay during
this period (see tables 23 and 24). Though the growth of each national circuit was modest
outside Brazil, the company went from 869 to 1,487 screens across Latin America between
2004 and 2019.%* Cinemark had committed to developing its presence in the region over the
long term, allowing the exhibitor to find new pockets of growth outside the large domestic
and international acquisitions and heavy debt loads that had fueled the growth of the other
US exhibition giants during this period. As I will demonstrate in the next two sections,
Cinemark’s Latin American circuit is the rare remnant of a period of global interest from US
companies in developing multiplexes in international markets. As Cinemark’s Latin
American competitors and its own experience in Asia and Europe indicate, most of these
efforts failed in the face of a changing exhibition landscape at home and difficulties
maintaining a foothold in diverse markets abroad. These failures marked the beginning of a
period of national and regional consolidation in the global exhibition market that would

persist for more than a decade.

AMC Falters Overseas

As Cinemark and other US exhibitors were aiming to build new cinema circuits in Latin
America, AMC was also mulling an ambitious international expansion, though it’s approach
from the outset was wildly ambitious in scope. In 1992, AMC announced that it had set its
sights on underscreened markets in Asia and Europe.®® By 1993, the company had
established regional offices in Hong Kong, Paris, Toronto, and Mexico City, adding Canada

and Latin America to its already ambitious plans.%® In Asia, AMC initially targeted Taiwan,
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Table 23: Cinemark Theatre Circuit; Colombia, Central America, and Chile; 2004 to 2019

Colombia Central America! Chile
Sites Screens Sites Screens Sites Screens
2004 5 34 9 59 12 91
2005 7 44 10 67 12 91
2006 8 50 12 80 12 91
2007 9 56 12 81 12 91
2008 10 60 12 79 12 91
2009 11 64 12 81 11 87
2010 12 68 12 83 11 87
2011 16 88 12 83 12 92
2012 18 99 14 96 13 101
2013 24 129 14 98 13 102
2014 28 144 15 110 16 113
2015 29 151 17 124 16 114
2016 32 170 17 124 17 117
2017 35 193 17 126 18 126
2018 36 202 21 147 19 133
2019 36 207 22 153 19 127

IIncludes Honduras, El Salvador, Nicaragua, Costa Rica, Panama, Guatemala, and Curagao.

Source: Data from Cinemark annual reports (2005, 9; 2006, 9; 2007, 9; 2008, 7; 2009, 7; 2010, 8; 2011, 7;
2012, 8; 2013, 9; 2014, 9; 2015, 9; 2016, 9; 2017, 9; 2018, 9; 2019, 8; 2020, 8).
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Table 24: Cinemark Theater Circuit; Peru, Ecuador, Bolivia, and Paraguay; 2004 to 2019

Peru Ecuador Bolivia Paraguay
Sites | Screens | Sites | Screens | Sites | Screens | Sites | Screens
2004 3 30 3 23 0 0 0 0
2005 3 30 4 26 0 0 0 0
2006 4 37 4 26 0 0 0 0
2007 4 37 4 26 0 0 0 0
2008 5 43 4 26 0 0 0 0
2009 6 50 4 26 0 0 0 0
2010 8 64 4 26 0 0 0 0
2011 10 76 5 32 0 0 0 0
2012 10 76 5 32 0 0 0 0
2013 10 76 6 36 0 0 0 0
2014 10 77 6 36 1 13 0 0
2015 12 84 7 45 1 13 0 0
2016 13 93 7 45 1 13 1 10
2017 13 93 7 45 1 13 1 10
2018 13 93 8 51 1 13 1 10
2019 14 102 8 51 1 13 1 10

Source: Data from Cinemark annual reports (2005, 9; 2006, 9; 2007, 9; 2008, 7; 2009, 7; 2010, 8; 2011, 7;
2012, 8; 2013, 9; 2014, 9; 2015, 9; 2016, 9; 2017, 9; 2018, 9; 2019, 8; 2020, 8).

235




Japan, and Singapore.®’ In Europe, its executives planned to eventually operate between
three thousand and five thousand screens, first eyeing construction in France, Italy,
Germany, and Spain.®® Variety also reported the company’s interest in Mexico, Brazil,
Argentina, and Cuba, though these developments never came to fruition.%® As it planned this
international expansion, AMC was the third-largest exhibitor in the United States and was
laying building plans for early megaplex sites at home. As discussed in chapter 1, the
company would soon introduce supersized sites of twenty screens or more to the domestic
market. These theaters featured stadium seating, curved screens, three-way sound, and other
amenities that raised building costs for itself and its competitors as the 1990s construction
boom kicked off. Looking to this domestic activity alongside the company’s stated
international ambitions indicates that AMC understood itself as an industry leader in the
United States and considered its expertise in the industry and the elaborate complexes they
planned to build as unmatched by competitors abroad. But when the company’s strategies
for these far-flung territories played out (often shifting the goalposts from the initial
projections), that assumed dominance was tested by an array of tricky local conditions and
fierce competition from both local and foreign operators.

AMC struggled mightily to establish a foothold in European cinema markets as it
developed cinemas in Portugal, Spain, France, the United Kingdom, and Sweden.
Commentators expressed reservations about the difficulties AMC would face in Europe
before the company had built its first multiplex in the territory. These hurdles including
challenging financing, steep construction costs, intense competition, and country-specific
issues with film rental expenses and building regulations. David Seal, executive vice-

president of AMC Entertainment International, acknowledged the challenges to Variety:
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“Our balance sheet, like most US exhibitors, is not great. We don’t have a lot of money to
throw at co-ventures. We will mostly bring our expertise, sweat, and ability to turn [new
cinemas] on.””® Here, Seal was referring to the consequences of multiplex building and
upgrades that had swept up US exhibition in the late 1980s, leaving exhibitors with high
debt and less cash on hand. Nevertheless, AMC forged ahead, announcing tentative deals for
Portuguese and Spanish theaters in 1993; it took until 1996 and 1997, respectively, to open
its first multiplexes in these territories, though the sites quickly became high earners.”!
However, AMC faced significant competition from foreign and local exhibitors alike in both
countries and development soon stalled.”? In France, the situation was even more difficult.
AMC faced the entrenched power of large local exhibitors who were well-established in the
market and who successfully lobbied local governments to block the company’s new sites.
The result was that AMC was ultimately limited to a single complex in Dunkirk.” A re-
entry to the United Kingdom, following a previous effort in the mid-1980s, was announced
in 1996 and resulted in the construction of a Manchester complex, but fizzled as the
company faced heavy competition from local exhibitors.”* A Stockholm theater announced
in 1997 also triggered defensive action from local cinema operators.”” In the most dramatic
instance of local resistance, Sweden’s largest vertically integrated film studio, Svensk
Filmindustri (SF, which controlled 65 percent of the country’s screens), refused to sell
domestic and co-production product to the AMC site after it opened in 2001.7® As result, the
complex brought in only a sixth of its expected earnings in its first year.”” AMC had
underestimated the strength of its competition in Europe, as well as the increased difficulty

of developing in so many countries simultaneously.
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The company faced similar challenges in Asia, despite the comparative lack of
competition in multiplex construction compared to the situation it faced in Europe. AMC
especially struggled in Japan, where it attracted the ire of vertically integrated studios who
used their distribution power to restrict the company’s access to film product. The company
was not the first foreign multiplex operator to enter Japan. Partnering with local supermarket
company Nichii, Warner Bros. International Theatres (WBIT) had brought multiplexes to
the country in 1993 under the Warner-Mycal brand, building primarily in shopping
complexes outside the country’s nine major cities. These large cities were the power centers
of Japan’s vertically integrated studio-exhibitors. Warner Mycal avoided antagonizing the
studios by competing directly with their cinemas, since Japan’s status as the most lucrative
market for US film exports further meant that these studios had significant control over the
distribution of local and US titles.”® But when AMC opened its first complex in 1996, it did
so in the heart of the Japanese studios’ home turf in Fukuoka, a move that Variety called a
“declaration of war.””® The company initially had significant difficulties securing first run
titles from the studios and had to contend with distributors’ heavy-handed control over the
terms of film bookings, which meant that its access to lucrative films were often blocked in
the critical first weeks of a film’s release.®’ Despite these challenges (and competition from
foreign and domestic cinema operators who also sensed opportunity in the market), AMC
was able to build three more multiplexes in Japan over the next several years.8! After several
delays, the company also opened a complex at Hong Kong’s Festival Walk mall in Kowloon
in December 1998; AMC hoped building in Hong Kong could also help them establish a
presence in mainland China in the future.? Still, they failed to gain much traction in Asia

beyond these initial sites.
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AMC was struggling with local conditions in new markets, but its resources were
also stretched thin as it built simultaneously in far-flung countries across three continents.
Assessing the state of domestic exhibition companies’ interests abroad, Variety identified
AMC as a company whose strategic position was weak. “You need economies of scale,”
exhibition analyst Bryan Krug told the magazine. “AMC Entertainment is losing money
overseas because they don’t have the economies of scale.” Without naming AMC, WBIT
president Millard Ochs was blunter: “To have one theater in one country and another theater
in another country, that’s suicide.”®> AMC was also a major participant in the Canada-US
megaplex boom, constructing among the largest, most expensive theater sites of the period.
This degree of domestic investment—especially as competition for key US markets reached
a fever pitch and drove costs higher—strained resources for international expansion.

At the height of the company’s global construction activity, it was shaken by two
major developments: the death of its CEO and the debt crisis across the domestic exhibition
industry. Together, these events effectively ended the company’s expansion overseas. In
May 1999, in the wake of pressures of its stock price and growing concern overscreening in
the US market, AMC announced it would scale back the size of new domestic complexes.’*
Two months later, the company’s founder and CEO Stanley Durwood died at age seventy-
eight. Takeover rumors flew, and Peter Brown, the company’s co-chairman and president,
succeeded Durwood as the AMC’s new chairman and CEO.® Soon after, the domestic
exhibition industry collapsed under the weight of the megaplex crisis. AMC rapidly curbed
spending and expansion plans as its stock price plummeted and it rushed to stabilize itself
financially.®® Protecting its domestic business was a key priority as the company adjusted to

the leadership change and the sector-wide crisis. As construction activity stopped, even the
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company’s plans to build Canadian cinemas were rapidly curtailed.®” Hopes of expansion
into new territories became a distant consideration.

AMC was rescued from the immediate crisis by a new private equity owner, but the
company’s new investors had little interest in funding the company’s international projects.
Private equity firm Apollo Management purchased a partial share of the chain in 2001,
turning AMC from one of several struggling exhibitors to one of the large theater chains
looking to acquire its competitors and consolidate quickly. This consolidation, described in
chapter 1, was limited to the US market, where AMC’s position was already strong; new
ventures in Europe and Asia languished. Like Cinemark, the crisis and new private equity
involvement ended AMC’s ambitions to build up its own global circuit. With only a handful
of screens in these markets, any meaningful return would require immediate investment to
outpace local exhibitors who were also building multiplexes, a longer-term commitment to
establishing a presence in these markets, and a significant degree of risk in operating in
unfamiliar territories whose distribution structures, laws, retail environments, and audience
behavior was much less predictable. AMC’s new owner would be joined by four other
private equity firms over the next few years when Apollo partially cashed out its investment
to JP Morgan and the two merged AMC with Loews-Cineplex, then jointly owned by Bain
Capital, the Carlyle Group, and Spectrum Equity. Seeking short-term profitability and the
creation of new efficiencies, these investors were ill-suited to furthering the chain’s
international expansion.

During its domestic consolidation, AMC gained several international circuits but
showed little interest in developing them. When the chain purchased General Cinema in

2002, it inherited a joint venture stake in South America’s Hoyts-General Cinema. AMC’s
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merger with the spun-off US assets of Loews Cineplex in early 2006 also brought Mexico’s
Cinemex and a joint venture stake in Spain’s Yelmo Cineplex under its control. By now the
chain’s AMC’s international assets had been identified as inessential to the company’s core
business. Under the ownership of a consortium of private equity companies, most of the
European, Asian, and Latin American screens were sold between 2005 and 2009, further
indicating the investors’ disinterest in expanding its domestic cinema circuits overseas.®s
The crisis and its aftermath meant AMC pivoted its strategy to stabilization and expansion in
the domestic market until 2012, mirroring the domestic focus of fellow exhibition giants
Regal Cinemas and Cineplex Entertainment. This decade-long retreat from international

markets would be an enduring feature of the 2000s for US exhibition companies.

International Contraction, Domestic Dominance

Cinemark and AMC’s reversal from their ambitious plans for world-spanning cinema
circuits indicated a broader shift in US exhibition’s attitude towards the promise of
developing new cinema circuits in foreign markets. Of the large domestic exhibition
companies, Cinemark and AMC had been the most active in overseas markets during the
1990s and early 2000s. Exhibitors with sizeable US circuits including General Cinema,
Hoyts (based in Australia but active in the US), National Amusements, and, briefly, United
Artists, attempted to build their own circuits in Latin America, but their plans were less
ambitious from the outset than either AMC or Cinemark, which were each aiming to create
global circuits.?® By the early 2000s, Cinemark had developed a self-sustaining business
across Latin America and would continue to invest in new cinema construction there,

especially in Brazil and a number of smaller markets in Central and South America.
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Cinemark’s Latin American business was the exception to the broader trends of the period.
The domestic debt crisis in exhibition put a stop to its efforts to spread its international
business to Europe and Asia, particularly after its purchase by Madison Dearborn partners in
2004. AMC learned quick and painful lessons as it aimed to build Asian and European
multiplexes, and soon found itself in retreat under private equity owners who sold off
existing and newly acquired international sites piece by piece. Cinemark’s sale of its
European assets and AMC’s purchase by Apollo Management both took place in 2001.
From this time until the early 2010s, domestic exhibitors largely abandoned development
efforts in international markets.”°

Alongside the future exhibition giants expanding their circuits abroad, two US
exhibition companies owned by major studios, Warner Bros. International Theaters (WBIT)
and United Cinemas International (UCI, jointly owned by Paramount and Universal), were
also developing cinemas exclusively for international markets in Europe, Latin America, and
Europe during the 1990s and early 2000s, as mentioned throughout the first two sections of
this chapter. These efforts to globalize exhibition were also winding down by the mid-2000s.
UCT’s European and Brazilian assets were broken up and sold in 2005 to European private
equity firm Terra Firma Capital Partners and National Amusements, respectively.”! WBIC
(now Warner Bros. International Cinemas) sold the last of its European circuit in 2005 and
exited its investments in China in 2006 after the national government reversed recent
changes to cinema ownership laws. The final sale of WBIC’s assets in Asia to its Japanese
partner, the Aeon Group (formerly Mycal), came in late 2012, but the company’s global
holdings were already much diminished by this time.*? Efforts to build global exhibition

empires from the ground up, which looked so promising during the heyday of 1990s multi-
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and megaplexing, were in decline. The industrial focus of domestic and international
exhibition markets alike had generally shifted towards consolidation within national borders
and, at most, was restricted within regional networks.

For the three of the four top domestic exhibition giants, this trend held for a decade.
Even Cinemark, which continued to develop its Latin American business, albeit at a slower
pace, held back from further international expansion and participated actively in the
consolidation activity reshaping the US market. AMC abandoned its more ambitious plans
for global expansion in the face of industrial challenges abroad and at home and allowed its
existing assets to languish under private equity ownership. Other future exhibition giants had
restricted their expansion to the US-Canada market from the outset. Regal Cinemas and
Loews Cineplex, both founded in the 1980s, had focused on catching up to more established
exhibitors in the domestic market through significant acquisition and construction activity.
For Regal, this had meant a clear focus on the US market which it went on to maintain for
nearly three decades following its founding in 1988. The Cineplex Corporation, founded in
Toronto in 1979, built from the outset on both sides of the border. The theater chain soon
made major acquisitions of Odeon Cinemas (in Canada) and Plitt Theaters (in the US),
among others, that made them one of the largest exhibitors in the domestic market. The
Onex corporation, Cineplex’s crisis-era private equity owner, spun off the chain’s US and
international theaters in 2005, disaggregating exhibition operations in the US and Canada
from one another. Cineplex’s focus on the Canadian market was solidified by its acquisition
of Famous Players in 2005, which turned the Canadian duopoly into a monopoly. From the
early 2000s to the early 2010s, AMC, Cineplex, and Regal’s operations were focused on

their national markets, a focus that was reflected in the approaches to consolidation,
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diversification, and premium cinema discussed in chapters 1, 2, and 3, in which companies
pursued scale and growth opportunities largely within their own borders. Ultimately, it was
this activity, which enabled them to establish dominance of the domestic market during the
2000s that made them attractive acquisition targets for the global exhibition empires that
emerged in the 2010s. Global exhibition companies Dalian Wanda and Cineworld, each run
by ambitious executives that had established their careers by building chains in developing
cinema markets, would reverse the flow of global exhibition connections in the 2010s as
they aimed to assemble international that connected the largest cinema markets across the
globe. Domestic exhibition giants became instrumental members of these networks, in part
because they had so effectively dominated their national cinema markets and provided easy

entry points to the US market.

From Beijing to Hollywood, Through Kansas City: The Wanda-AMC Acquisition
Wanda’s Cinema Chains Criss-Cross the World

Selling off the investments it had made in international markets allowed AMC to deal with
strategic initiatives at home including acquiring competitors, diversifying the cinema
business, transitioning to digital cinema infrastructure, and investing in premium cinema
technologies. These activities, centered on building power in the domestic market, allowed
AMC to rise alongside Regal Cinemas, Cinemark, and Cineplex into the ranks of US
exhibition giants. Despite the maturity if the US cinema market, the dominance of these
domestic exhibition giants and their investments in the 2000s and early 2010s meant that
they still showed modest growth potential. Crucially, they were poised to benefit from

increased strain on small and midsize exhibitors in the wake of the digital cinema transition,
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the rise of streaming platforms, and the upscaling of the cinema business. These pressures
had already furthered the consolidation of the domestic cinema market and it was likely that
business would increasingly flow to exhibition giants over their smaller, less resourced
competitors. AMC was still owned by the group of private equity companies that made up
Marquee Holdings. Unlike Marquee, other private equity firms involved in exhibition at the
time had managed to offload much of their investments by taking their companies public.
Given these market conditions and the conventional three- to five-year term of private equity
investments, it was likely by the early 2010s that AMC would soon change hands and find a
new owner.

But when it emerged in trade press that Chinese conglomerate Dalian Wanda Group
was in talks to buy AMC in May 2012, the buyer, if not the sale itself, was a surprise to
many commentators.”®> Among other assets in real estate, entertainment, and hospitality,
Wanda owned Wanda Cinema Line, the largest theater circuit in China, which was then the
second-largest and fastest growing box office market in the world. Unlike US exhibition
company’s periodic adventures abroad, however, it was highly unusual for a foreign cinema
company to target the mature US market for expansion. Nonetheless, if Wanda’s ambition
was to own a major slice of the US cinema market, it was not unusual that the exhibitor it
chose was AMC, given the circuit’s strong market position and long-term efforts to upgrade
its theaters with premium cinema options, expanded concession menus, recliner seating, and
in-theater dining. Within a month of the rumors reaching the press, the sale was official. For
AMC’s private equity owners, the result of the acquisition was modest profits after seven
years of investment, many of them spent looking for a buyer.** For Wanda’s ambitious

founder and chairman Wang Jianlin, the sale—the company’s first major overseas
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investment—represented a decisive entrance to the stage of global commerce. The $2.6
billion deal, when combined with Wanda Cinema Line, would make the conglomerate the
world’s largest cinema owner with over 5,000 screens.” Wang told the press that Wanda
would continue pursuing cinema chain acquisitions in the US and Europe; AMC was just the
beginning.”®

The Dalian Wanda Group, named for the city it was in founded in 1988, had become
a major force in the Chinese real estate, hospitality, and leisure industry under Wang’s
leadership. Gaining a reputation for successful developments alongside capital and political
connections, in the 2000s Wanda began to focus on the interdependency of residential,
shopping, and entertainment offerings within shared urban spaces through its Wanda Plaza
developments. These developments sprawling shopping complexes that included apartments
and condominiums as well as retail space. At its Wanda Plaza’s, the company would own
the complexes’ commercial and residential real estate and its anchor tenants, which were
often cinemas.”’ In 2002, Wanda entered into a joint venture agreement with WBIT to
expand multiplex construction in China. This partnership gave Wanda an opportunity to
learn about the business, management and design of contemporary multiplex cinemas. After
its four-year partnership with WBIT ended abruptly due to a shifting Chinese policy on
foreign cinema ownership, Wanda poured its new knowledge into its solely owned cinema
chain, Wanda Cinema.”® As property markets slowed and the Chinese government showed
increasing support for building the country’s soft power at home and overseas, Wanda’s
corporate strategy increasingly shifted to culturally oriented projects including department
stores, tourism, theme parks, and movie theaters. By 2010, Wanda Cinema Line had grown

to seventy-two sites and six hundred screens, with nearly $212 million in grosses, the
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highest of any Chinese theater chain; in 2011 it became the country’s largest exhibitor.””
While relatively unknown abroad, the conglomerate was seen as a leader in the country’s
real estate, leisure, and entertainment sectors, in part due to the spectacular speed, scale,
number of the projects that helped it construct its reputation as a juggernaut.'® Soon,
however, it began to look abroad to stage its next spectacle.

As its exhibition might was solidifying within China in 2010, the conglomerate first
began to consider acquiring AMC. The US exhibitor had made an initial IPO filing in June
2010, which was read as interest in a sale and drew in several parties interested in buying the
company, including Wanda.'”! AMC’s then CEO, Gerry Lopez, was on a business trip to
Hong Kong and was invited to meet Wang to discuss the sale. Lopez later described this first
conversation to Wall Street Journal reporter Eric Schwartzel: “Wang had identified
companies for sale that would help him dominate certain sectors. Wang told Lopez that he
wanted to be number one in four areas of business: movie theaters, commercial real estate,
department stores, and hotels. After becoming number one in those sectors in China, he
would become number one in the world....Buying an American company and taking it
public soon afterward would signal to the world that he—and his country—meant
business.”!%2 When Wang was able to finalize the AMC deal in 2012, he had taken a major
leap towards this goal in the global exhibition industry.

The AMC acquisition was Wanda’s first step in taking its national exhibition empire
global, in part due to the US company’s existing domestic dominance and expertise in the
exhibition industry. AMC was, of course, the second-largest US theater chain, which gave it
the necessary scale to be both a competitive and an impressive acquisition for Wanda.

Beyond its size, AMC was an attractive acquisition for Wanda because it had invested
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heavily in upgrading its cinemas technologically and experientially in the years before the
purchase. As discussed in chapter 3, AMC had been very active in installing premium
cinema technology and was also one of the first in the domestic market to renovate standard
auditoria with plush recliner seating, importing the concept from a handful of luxury cinema
chains in Europe. AMC claimed the renovations increased attendance figures at newly
remodeled sites, and the trend was soon picked up by competitors across the domestic
market.! AMC had also upgraded its concession offerings and expanded in-theater dining
concepts.'™ As ever, up-to-date spaces and cinema-infrastructure were critical to making the
acquisition of a cinema chain valuable for new owners, who would not need to invest in
bringing cinemas up to contemporary standards after the purchase. Wanda also saw potential
for learning from AMC’s experience in the cinema business, especially when it came to
international expansion, according to Lopez. “AMC has operated in South America, Europe
and Asia,” he pointed out, citing AMC’s tumultuous experience with international cinema
ownership in the late 1990s and early 2000s. “We have on our staff people who are used to
cross-border transaction and foreign exchange and who know what it takes to operate
buildings in many parts of the world.... They are doing other jobs now, but the ability to
understand how to operate a multinational circuit resides within AMC. Chairman Wang has
made a point early on, and he has continued to do so, that Wanda is buying not just the
assets of AMC but also its management team to help develop and build a global
footprint.”!%5 With its domestic power, upgraded cinema spaces, and international
experience (not matter how mixed that experience was), AMC was well-suited to help

Wanda realize its ambitions to build a global exhibition empire.
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Wanda began its tenure as AMC’s owner by making a strategic investment to
accelerate AMC’s ongoing cinema upgrades and strategic initiatives. Wanda put $500
million into AMC after the acquisition, earmarked to help AMC more quickly embrace
enhanced screening technologies, roll out expanded concessions and dine-in screens, fund
theater construction and renovation, expand its loyalty program, and increase its investments
in branding and marketing.!°® Among these initiatives, Wanda backed a $600 million effort
in 2014 to renovate a third of AMC’s circuit (approximately 1,800 screens) to recliner
seating.!” Wang discussed these investments in bolstering the US exhibitor’s competitive
position as the result of a further-reaching perspective than was possible under the chain’s
previous owners: ‘“Private equity lacks the long-term vision that we have,” he told the Wall
Street Journal '%® Indeed, Wang’s recent experience developing Wanda Cinema Line likely
influenced these investments. Unlike AMC’s previous private equity owners, which
ultimately aimed to invest just enough to be able to sell AMC at a profit in a few years’
time, Wang had been willing to spend to create cinemas that stood out to consumers even
within China’s booming cinema scene and develop a large circuit that could command the
market at home. Now, he was prepared to do the same to develop his new foreign asset.
These investments soon paid off. Wanda took AMC public in 2013 but retained its majority
voting power.!?” With the IPO, AMC raised $331 million, reflecting a valuation twice what
Wanda paid for the circuit in 2012. The proceeds from the IPO were earmarked for paying
down debt, theater renovations, and acquisitions.'!?

In mid-2015, Wanda took its next step towards global dominance by adding one of
Australia’s exhibition giants to its growing portfolio. Hoyts Cinemas had followed a similar

pattern to exhibition giants in the years preceding its sale to Wanda. Hoyts had been
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purchased by the Sydney-based private equity firm Pacific Equity Partners in 2007, which
oversaw the major acquisition of Australian Multiplex Cinemas in 2010, strengthening the
company’s position in the consolidated Australian market.!!! Wanda’s purchase of Hoyts
closely followed an aborted IPO attempt for the chain led by Pacific Equity; shaky financial
markets prompted the private equity firm to sell the chain instead.!!? The Hoyts deal added
450 screens to its now tricontinental circuit and may have signaled the company’s intentions
to flex its exhibition might across the Asia-Pacific region.!!* Already a major force in the
global exhibition market due to its control of key chains in the two largest world cinema
markets, Wanda was now at work filling in the rest of the map.

Buying AMC and Hoyts did more than demonstrate Wanda’s appetite for global
exhibition acquisitions; it anticipated the unveiling of the company’s broader ambitions to
create a vertically integrated global film studio that might blend American and Chinese
assets and cultural content. In 2013, Wanda unveiled plans for its Oriental Movie
Metropolis, a five-hundred-acre studio complex in Qingdao (halfway between Beijing and
Shanghai) set to be the world’s largest. In addition to its expansive, state-of-the art studio
facilities (managed with the guidance of Pinewood Shepperton), the Oriental Movie
Metropolis is housed within an $8.2 billion residential and tourist development featuring
“apartment complexes, upscale condominiums, eight resort hotels, four theme parks, a
convention center, a three-hundred berth yacht club, a hospital, a school, a shopping mall, a
nightlife district, and, of course, Asia’s largest theater.”!'* The studio and the sprawling
development that housed it were tailor-made to attract Hollywood film productions. In line
with rising competition among global service centers seeking to attract Hollywood

productions, the complex offered generous subsidies for global producers through a
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combination of funds from Wanda and Qingdao’s regional government.!!> More enticing
still, the complex opened the opportunity for foreign producers to gain coveted coproduction
status for their projects. This would allow foreign films to circumvent the constraints of the
Chinese quota system, which controlled access to the cinema market. Then, the number of
film imports for theatrical distribution was capped at thirty-four films per year and the
foreign share of ticket revenues could not exceed 25 percent.!'® Michael Curtin argues it was
this feature, alongside the promise of partnership with the PRC’s largest cinema circuit, that
set the Oriental Movie Metropolis from other global facilities competing with logistical
support, tax rebates, and subsidies to attract Hollywood production to their shores.!'” Indeed,
at a Los Angeles gala showcasing the studio, Wang incorporated the size of the Chinese
cinema market—and the access to it Wanda could offer—as a major selling point for the
Qingdao complex, stating that not only would Chinese box office revenues soon surpass the
US’s as the world’s highest, but offering the astounding prediction that “by 2026, China’s
box office will reach $30 billion, accounting for 40 to 50 percent of the global market
share.”!18

The Oriental Movie Metropolis was only one aspect of Wanda’s turn towards
creating a vertically integrated global film division; the company was also laying the
groundwork for acquisitions of or investments in established Hollywood players. By 2014,
the conglomerate was seeking acquisitions in Hollywood, investigating purchases of mini-
majors Lionsgate, MGM, and DreamWorks before spending up to $3.5 billion to acquire a
majority stake Legendary Entertainment in January 2016.!'° Legendary, primarily a film
production company, had contributed to several entries in the Batman, Jurassic World, and

Pacific Rim franchises that were crossover successes in China. Legendary also operated a
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division, Legendary East, that was designed to facilitate co-productions to bypass the PRC’s
quota system with films like Warcraft (2016, China/USA/Canada/Japan) and The Great
Wall (2016, China/USA/Japan).!?° Later that year, Wanda advanced in talks to buy 49
percent of Paramount for $4 billion, but the deal that collapsed in the face of internal power
struggles at the company.!?! After the halted talks with Paramount, Wanda continued to
court the majors, setting up a coproduction deal with Sony. Wang also spoke openly about
his plans to set up a multi-billion-dollar investment fund to invest in the productions of all
six major studios.!?? “I wanted to acquire one of the big six, but whether we can is a
different story—it’s uncertain,” Wang told the Hollywood Reporter. “1 might as well start
from wherever I can, such as through investment with all six. We will continue to work on a
potential acquisition. But it won’t hurt to start by doing what we can. Participating via
investment seems like a wise choice for the time being.”!?* After its attention-grabbing bid
for AMC, Wanda was beginning to establish its reputation as a major player in global
Hollywood, one that might upset the longstanding dominance of American blockbusters and
American box office in the industry. Behind each of these bids for more power in global
film production lay the might of Wanda’s expansive theater network in China, Australia, and
the US. Wanda’s new investments in production suggested the possible return of a vertically
integrated, globally networked film studio incorporating far-flung exhibition assets for the
first time since the Hollywood studio system.!'?*

As Wanda’s ambitions came into focus, AMC was watched closely as a potential
vehicle for the conglomerate’s further expansion in the exhibition sector. Acquisitions by
AMC and other exhibition giants had been widely expected throughout the 2010s, especially

as the rise of premium cinema and other upscaling efforts increased financial pressure on
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small- and mid-size chains working with tighter margins who had just pulled together
funding for digital conversion.!?> However, when AMC announced an agreement to buy
number-four exhibitor Carmike Cinemas in March 2016, it was possibly the largest merger
that US antitrust regulators would allow the exhibition industry to execute in the
contemporary policy environment. Carmike had lagged top-three chains Cinemark, Regal,
and AMC, and had long been seen as a potential takeover target. In fact, AMC had been in
acquisition talks with Carmike intermittently in the years leading up to the sale. New CEO
Adam Aron started the final round of talks in his first week on the job in January, after being
encouraged by Wanda executives to pursue acquisitions.'?® The acquisition made AMC the
largest cinema chain in the US, surpassing Regal Cinemas. More critically, folding Carmike
into AMC eliminated the final exhibitor that approached the size of the top three exhibitors
in the US market, solidifying the growing gulf between them and the small and midsize
exhibitors that remained. In line with Wanda’s global strategy and departing from the logic
of its previous private equity owners, AMC moved quickly from domestic to international
acquisitions. Within six months of one another, AMC purchased Odeon & UCI Cinemas
(July 2016) and the Nordic Cinema Group (NCG, January 2017).'?” With the Odeon & UCI
and Nordic deals, AMC became the world’s largest film exhibitor, with over 1,000 sites and
11,000 screens in fifteen countries. The US-based exhibitor had reached a scale that its
executives could have only dreamed of as they tried to build its multiplex circuit abroad one
cinema at a time in the early 2000s.

These European cinema chains were the largest in their respective territories due to
several major acquisitions of their own, driven, as in other mature Western markets, by

increased private equity involvement in exhibition. The Rank Group’s Odeon Cinemas,
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already the UK’s largest exhibitor, had cemented its power in 2000 when it was purchased
by Cinven, a UK private equity firm. Cinven merged Odeon with the UK’s number-two
chain Associated British Cinemas (ABC), which the private equity firm already owned.!?® A
secondary buyout of the newly merged circuit by London-based Terra Firma Capital
Partners in 2004 brought Odeon together with UCI’s European division. Terra Firma had
purchased UCI’s European assets in Germany, Ireland, Italy, Portugal, and Spain from
Viacom as part of its larger project to create a consolidated European circuit.'?® Terra Firma
continued to expand this circuit in subsequent years with acquisitions in Spain, Italy, and
Portugal.!*® In Scandinavia and the Baltics, NCG came together when Sweden’s Ratos
private equity firm bought Sweden’s SF Bio in 2013. With the purchase, Ratos merged SF
Bio and Finland’s Finnkino (which Ratos had acquired in 2011), the largest exhibitors in
their respective countries, as well as the chains’ subsidiaries in Norway, Estonia, Latvia, and
Lithuania.!*! Compared to the relative fragmentation that AMC had confronted in Europe in
the late 1990s, these highly consolidated European circuits provided an entry point that
offered the circuit instant dominance across the region and significant economies of scale.
As had been the case in the United States and Australia, private equity-driven consolidation
prepared the way not only for increased power for key regional exhibitors, but new networks
of global connectivity as these circuits became appealing acquisition targets. Indeed, the
national and regional dominance that private equity helped AMC, Hoyts, Odeon & UCI, and
NCG establish in the 2000s was the necessary condition for the global exhibition empire that
Wanda had assembled. Due to the consolidation of circuits in these mature markets, Wanda
could assemble a dizzying global reach for its combined exhibition circuit with only four

transactions over less than five years.
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By early 2017, Wanda operated 1,470 cinemas with more than 15,000 screens across
four continents, including the top circuits in the top two box office markets worldwide. It
was a staggering reach for a single company. If Wanda could successfully execute its
production strategy, these exhibition assets could be an engine that would bring its titles to
screens worldwide and give it unprecedented leverage within the global film economy,
especially for an exhibitor. But AMC’s most recent acquisitions had only been steps towards
the ultimate goal Wang had set for his global circuit: a 20 percent share of the world cinema

market.!32

Wanda’s Empire Unravels

Just as Wanda’s global strategy was accelerating in 2017, its expansion efforts jerked to a
halt due to a changing policy environment in China. Tensions around large overseas
investments by Chinese-owned global conglomerates had been brewing for several years.
These conglomerates had built their empires on cheap debt, readily available from Chinese
banks seeking to fuel growth and keep currency values low in the wake of the 2008 financial
crisis. With the encouragement of the Chinese Communist Party (CCP), aiming to further
China’s cultural and economic influence abroad, conglomerates including Wanda
aggressively sought out overseas investments. But as China’s economy began to soften in
2015, the government began to see these debt-fueled outflows of Chinese capital as a risk to
the national financial system. With the five-year National Congress approaching, the
government moved to crack down on the largest conglomerates in 2017, scrutinizing their
debt loads and imposing strict controls on overseas transactions.'*? Wanda became one of

five conglomerates targeted by the regulation and its subsequent news coverage, and was hit
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especially hard by the latter on both sides of the Pacific due to its chairman’s newly
burnished transnational reputation.!** Wang was the richest man in Asia, with an estimated
fortune of over $35 billion, and a prominent figure in Chinese business. But since the AMC
acquisition he had also gained significant press attention overseas, fueled by the scale of his
acquisitions and the intensity of the ambitions he voiced.!?> While these ambitions were
generally carefully couched in terms of an extension of Chinese business might rather than
personal power, Wang’s prominence had made him a target for a show of control as China’s
regulatory environment transformed.

As the CCP intensified its scrutiny of Wanda, chunks of its domestic and overseas
empire began to crumble. The company was forced to scrap a $1 billion deal for Dick Clark
Productions, pay a $50-million break fee, and bring the remainder of its overseas acquisition
spree to a screeching halt. To lower its debt, in July 2017 Wanda took the dramatic step of
selling a $9.3 billion in assets, including a large proportion of its domestic hotels and all of
its theme parks, to a pair of Chinese real estate companies at deeply discounted rates.!3® The
deals included the sale of the Oriental Movie Metropolis—already facing difficulties and
scaling back from its initial plans—to Sunac China along with Wanda’s theme park
portfolio. Initially, Wanda retained a 9 percent stake and continue to receive payments for
managing the property and the sold theme parks, but by October 2018, the company had
sold operational control of the complexes, including the Qingdao studio, to Sunac.'*” The
sales were a major blow to Wanda’s ambitions and reputation, slashing entire portions of its
leisure and hospitality business and effectively destroying its most enticing planned
synergies in the film business. AMC’s stock price fell 10 percent the day Wanda’s asset sale

hit financial and trade news in the US. The US exhibitor issued a press release distancing its
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acquisition activity from its owner’s challenges, clarifying that neither Wanda nor Chinese
banks had been a source of funding for its domestic and European acquisitions.'38
Nonetheless, it was difficult to imagine Wanda’s world-spanning cinema circuit would
remain untouched by its struggles at home.

By September 2018, Wanda’s difficulties with debt and overseas investment came to
a head for its ownership of AMC. AMC repurchased about a third of Wanda’s stake in the
exhibitor using a portion of a $600 million investment raised from Silver Lake, a private
equity firm focused on technology investment. The conglomerate was left approximately
half the company.!*® Aron acknowledged that the agreement would calm concerns that
Wanda’s troubles at home could lead it to rapidly sell its AMC shares en masse; these
worries had put significant downward pressure on the company’s stock price. “We never
thought they would do anything that would harm AMC’s public shareholders,” Aron told the
Wall Street Journal, “but we’ve been living this nagging concern about overhead for fifteen
months.” Aron also shared Wanda’s assurances with the press that the sale satisfied the
company’s cash needs and that it intended to maintain its investment for a “considerable
time.”!4? By the end of 2019, Wanda held just under 50 percent of AMC’s shares, but
retained nearly 75 percent of the voting power on the company’s board.'*! Given the rapid
reversals that characterized the company’s approach to other major assets, including the
Oriental Movie Metropolis, Wanda’s response to the possible problems posed by its
investment in AMC was, for the moment, relatively measured. Still, it indicated a ceiling on
Wanda’s plans for global exhibition dominance. With Wanda’s energy stymied and
substantial private equity investment returning to AMC, it seemed that opportunities for

continued international expansion could be curtailed in the future, though the picture
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remained murky. The consequences of this shift would be further complicated in the wake of

the COVID-19 pandemic, as I will discuss in my conclusion.

The British Are Coming: Cineworld Marches on Knoxville and Toronto

Cineworld, initially operating under the name Cine-UK, was formed in the UK in 1995 by
Steve Wiener, previously the managing director of WBIT’s European operations. Initially,
the company was created to acquire the assets of MGM Cinemas, then the largest exhibition
company in Britain and part of a longstanding duopoly in the market. After Cine-UK’s bid
for the chain failed, the company moved into developing its own multiplex circuit under the
Cineworld brand. At first, the company focused initially on smaller markets with less intense
competition for sites, opening its first cinema 1996.14? Its success eventually attracted
interest from US private equity firm Blackstone, which acquired the circuit for $216 million
in 2004.'* Two months later, Blackstone acquired French exhibitor UGC’s UK theaters, the
product of its purchase of Virgin Cinemas in 1999, doubling the Cineworld’s size and
creating Britain’s second-largest exhibitor behind the newly merged Odeon & UCI
Cinemas.'** Blackstone eventually reduced its stake by taking the company public in 2007,
selling the remainder of its shares between 2009 and 2010.!4> A further acquisition of the
UK’s Picturehouse arthouse circuit in 2012 added to the company’s strength in the British
market.'#® As in the US, Australia, elsewhere in Britain, and Europe at large, major
acquisitions driven by private equity owners were a significant factor that enabled
Cineworld to scale up to dominate the mature British cinema market. Like AMC, Hoyts,
Odeon & UCI, and NGC, Cineworld would also soon find itself part of an international

cinema circuit.
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In 2014, a merger led to a shift in the company’s strategic direction, allowing
Cineworld to expand across Europe and shift its focus from domination within the British
market to building a network of global exhibition sites. The target was Cinema City
International, then a cinema chain of comparable size to Cineworld based in Israel with
holdings across Central and Eastern Europe. Cinema City also operated a corresponding
distribution business, Forum Film, that operated in each of its major markets.!*” With the
merger, Cinema City’s CEO, Moshe “Mooky” Greidinger, who had overseen the transition
of his family’s eighty-year-old theater chain to multiplexes in the 1980s and international
expansion in the 1990s and 2000s, was set to lead the newly pan-European Cineworld.!*®
Cinema City had remained a family business, and Mooky’s brother, Israel, now served as
Cineworld’s COO, while the Greidinger family controlled a 25 percent share of the merged
company through their cinema company.!*’ Mooky, like Wang Jianlin, had built his career
by introducing or revitalizing cinemas emerging markets. “Every one of us who has spent a
few years in this industry knows that the growth potential in the US, United Kingdom and
France, let’s say, is average to moderate at best,” Greidinger told Film Journal International
in 2011. “The way to develop and grow the cinema business is not by opening new
multiplexes in places that have a large number of them already, but to go into those regions
where there is no infrastructure or almost none. In ‘our territories,” as we like to call them,
there are cities of 300,000 people that, until we came in, didn't have an operating cinema for
ten years.”!? He now sat atop an empire that included these emerging territories as well as
some of the most mature markets in Europe, but this experience would color his ambitious
approach to expanding his circuit. In 2016, he planned to expand Cineworld’s approximately

2,000 screens by 500 with new cinema constructions across its territories.!>!
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Despite this dramatic increase in the size of his circuit, Greidinger remained hungry
for acquisitions and cast his eye towards the US-Canada market and its exhibition giants.
“Those who know the Greidingers,” Israeli business outlet Globes wrote, “‘say they are not
so much consumed with making money as becoming the world’s number one theater
chain.”!>? Three years after its joining with Cinema City, Cineworld announced it would
merge with US exhibition giant Regal Cinemas, structuring the deal as a $3.6 billion reverse

153 The December 2017 deal made the company the second-

takeover of the larger US chain.
largest exhibitor in the world, behind Dalian Wanda.!>* The acquisition also meant that
Phillip Anschutz, who continued to hold a 10 percent share in the company from his initial
investment in 2001, could finally cash out the remainder of his investment.!>> With the
merger, Cineworld had “the optimal platform on which we can continue our growth
strategy,” said Greidinger. “Consolidation is an important move forward and the best
practices we have successfully rolled out across Europe will be the key driver to continued
success.”!* The acquisition, along with AMC’s European investments the previous year
meant that Cineworld was now not only newly competing with Wanda-AMC in the UK,
where its Odeon & UCI was the company’s largest rival, but on US turf as well.
Cineworld’s cross-border consolidation positioned them as a global rival to Wanda that was
willing to undertake the same degree of aggressive acquisition and cinema development.
Such international expansionism had been a distant interest for US cinema companies since
the late 1990s, when AMC had made its last bid to expand overseas.

Cineworld’s strategy accelerated in late 2019, when the company moved to acquire

Canadian giant Cineplex Entertainment, a purchase that would let them overtake Wanda in

the US-Canada market. The offer—$1.65 billion US—was a premium of 42 percent over the
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chain’s stock price and above the nine-times earnings price that Cineworld had paid for
Regal two years before. With the Cineplex deal, Cineworld claimed it would be able save
close to $65 million through greater efficiencies and generate an additional $65 million in
revenue by 2021 by rolling out its subscription program and improving concession sales.!>’
“Scale matters in this business,” Greidinger told Canada’s Globe and Mail, acknowledging
that while rental terms would likely not improve much, cooperation with studios on
marketing and promotions could create advantages for the newly consolidated exhibitor.!*®
A few days after the sale, Canadian cinema historian Paul Moore used an op-ed in the same
paper to contextualize Cineplex’s acquisition in within a long history of consolidated
Canadian chains whose dominance was secured by their access to Hollywood movies.
Noting the uneasy position Canada has always faced in the international market despite the
ownership of its cinemas, he concluded: “Movie theater chains, like cinema itself, were born
on a global stage. The acquisition of Cineplex only reminds us that this remains a familiar
story.”!>® But while the ownership of a conglomerate might not change the films that
appeared on Canadian screens, at least in the short term, it did mean its cinemas were
connected for the first time to a cross-continental chain in increasingly global cinema
networks, where it was only one piece of a larger battle for scale.

Before the deal could close, Cineplex had a seven-week “go-shop period” in which it
could seek another buyer, but commentators suggested that no better bid was likely to
come.!'® Cineplex, however, acknowledged the national dynamics of the sale by including a
provision that the CA$55.4-million “break fee” that Cineplex would pay Cineworld in the
event it found another buyer would be halved if that buyer was a Canadian company.

“Cineplex is a proudly Canadian company,” said CEO Ellis Jacob, “and our board wanted to
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use the lower break fee to encourage a Canadian company to come forward as part of our
go-shop.” The Globe and Mail offered another interpretation: “Cineworld pushed for a
higher break fee on any potential foreign buyer, because the company expected its most
likely rival would be another global company.”!¢! Indeed, as exhibitors scaled up in mature
markets and private equity, for the moment, moved on, few companies in smaller markets
like Canada had the capital and desire to buy into exhibition. No buyer emerged; the deal
was approved by shareholders in early 2020.!52 The deal, like the rest of the global
exhibition industry, seemed secure, but would soon be roiled by a global issue: the COVID-

19 pandemic, which I will discuss in my conclusion.

Conclusion

As optimism about the domestic exhibition market began to bubble up in the early 1990s,
US exhibition companies, including domestic giants Cinemark and AMC began planning to
export the multiplex model abroad. Developing a panregional strategy in Latin America,
Cinemark benefitted from effective planning, timing, and its choice of a market where local
competition had been effectively weakened by systematic disinvestment. The result was
long-term dominance in the region, especially key markets in Argentina and Brazil. The
company’s success was a beacon to other US exhibition interests showing the potential
rewards of international expansion. Cinemark’s efforts in Europe and Asia, however, proved
that this strategy was not as portable as it had initially seemed. AMC similarly ran into
difficulties in these regions but compounded its difficulties overseas by spreading its
resources thinly across its hoped-for empire and demonstrating ignorance, even hubris, in its

estimation of the local competition its new sites would face in their far-flung markets. Taken
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together, these examples demonstrate the uneven results of this period of US expansionism.
Ultimately, further efforts from US exhibition interests were cut short as international
connections between domestic and international exhibition contracted between 2002 and
2012 due initially to economic turmoil at home and then to the relatively narrow goals and
interests of the private equity companies that controlled much of the domestic exhibition
market during the 2000s. This lull in international connectivity, however, enabled domestic
giants focus on dominance at home and the development of initiatives including the
consolidation, digitization, diversification, and premium cinema activities discussed
throughout this project.

This period of retreat from the international scene laid the groundwork for a new
phase of global connectivity. Across the mature markets of the Europe and Australia as well
as the US, private equity firms were at work consolidating international exhibition giants
like Hoyts, Odeon & UCI, and Cineworld, which each held dominant positions in their home
regions. Rather than expanding through constructing cinemas in new regions, former
regional exhibition giants Dalian Wanda and Cineworld escalated the trend towards
consolidation to the global level, forming cross-continental circuits by stringing together
acquisitions of large corporate chains. Both were led by men who had built their own
domestic cinema markets from the ground up and carried that ambition forward as they
forged global chains that could compete with one another for scale. In the process, national
and regional exhibition giants—including the US and Canadian giants that are the focus of
this project—became smaller assets within larger global exhibition networks. The shift was
dizzying in its speed and scale, but by 2019, the full extent of its impacts on the domestic

exhibition market was still unclear.
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In the final section of my project, I turn to a preliminary assessment of the impact of
the COVID-19 pandemic on the exhibition industry, including the problems Wanda and
Cineworld’s extensive exhibition networks faced in the unstable new global environment. In
addition to addressing the effects of the pandemic on the global exhibition empires detailed
in this chapter, I also look to the impacts on the domestic exhibition giants who needed to
respond to theater closures, delayed and redirected film product, and the challenges of
reopening; and on the domestic exhibition industry at large as it faces threats both new and
newly relevant in the aftermath of the immediate recovery. Alongside the changes of the last
three years, I also return to that which has remained stable, distilling the key features that
define the thirty-year period detailed in this project and reflecting on how these findings can
help us understand the past, present and future of the exhibition industry, both domestic and

global.
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Conclusion
In this final section of my project, I turn to a preliminary assessment of the impact of the
COVID-19 pandemic on the exhibition industry, including the problems Wanda and
Cineworld’s extensive exhibition networks faced in the unstable new global environment.
Both companies have seen their expansionist ambitions diminished as the realities of the
debt needed to achieve their empires collided with the turmoil of the pandemic. I explore the
consequences of these challenges and assess their impacts on the global connectivity
discussed in the previous chapter.

In addition to addressing the effects of the pandemic on the global exhibition empires
detailed in chapter 4, I also look to the impacts on the domestic exhibition giants who
needed to respond to theater closures, delayed and redirected film product, and the
challenges of reopening; and on the domestic exhibition industry at large as it faces threats
both new and newly relevant in the aftermath of the immediate recovery. Specifically, |
address the return of existential whispers about the death of cinema and evaluate the extent
to which these threats apply to the exhibition giants whose development I have traced
throughout this project. Alongside the changes of the last four years, I also return to that
which has remained stable, distilling the key features that define the thirty-year period
detailed in this project and reflecting on how these findings can help us understand the past,

present and future of the exhibition industry, both domestic and global.

Pandemic-Era Exhibition Empires
February 2020 was marked by the early spread of COVID-19 cases to countries beyond

China and a growing chorus of international concern. The same month, shareholders
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approved Cineworld’s acquisition of Cineplex Entertainment, initially announced in
December 2019, with plans to finalize approvals from the Canadian government by June
30.! Despite this initial optimism, as news of COVID-19’s continued international spread
circulated in March and initial pandemic closures began in the US, Cineplex’s share price
dropped significantly. Commentators wondered if the acquisition was at risk, despite
specific language that excluded the outbreak of illness from the legitimate reasons for
terminating the transaction.? In June, just ahead of the deadline to complete the necessary
government approvals, Cineworld abruptly pulled out of the deal, triggering a lawsuit from
Cineplex.® Ultimately, an Ontario court ruled in Cineplex’s favor, arguing that the Canadian
exhibitors had continued operations in good faith despite operational difficulties imposed by
the pandemic, while Cineworld had been working to get out of the deal since March,
attempting to evade the risks it had consented to in the original agreement. The court
awarded Cineplex $1.24 billion in damages.* Cineworld filed an appeal in January, while
Cineplex sought further damages in a cross-appeal.’> With the failure of the merger,
Cineworld’s circuit failed to reach the full scale it seemed it would at the end of 2019.
However, its expansive European circuit remained linked with Regal’s in the US, keeping its
cross-continental reach intact.

Cineworld and its CEO, Mooky Greidinger, had more extensive issues than the
Cineplex deal as the effects of the pandemic continued to be felt by the exhibition industry.
Before the pandemic, Cineworld had accumulated massive debt in its 2014 merger with
Cinema City and 2017 acquisition of Regal Cinemas. These debts and the loans it had
secured for the failed Cineplex merger had been understood as necessary to fuel its

competition for scale in the global exhibition industry.® After the pandemic, they became a
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destabilizing force for Cineworld. Despite its debt, the looming damages from the Cineplex
case, and a cratering stock price, the company had twice avoided bankruptcy by negotiating
rescue packages with its lenders.” By September 2022, its debts combined with the ongoing
financial strain of the pandemic could no longer be mitigated, and Cineworld filed for
Chapter 11 in the United States.® During the proceedings, the company closed 39 Regal
locations in the US and restructured, reducing its debt, raising proceeds with a sale of equity
to its lenders, securing new credit, and transferring ownership of the US chain to its
creditors.” Despite rumors that the chain might be broken up and parts sold, the global
circuit, minus Cineplex, remained intact. Speaking to the Financial Times, a former
Cineworld executive blamed Mooky and Israel Greidinger’s “hubris” for the chain’s
collapse, saying that their ambition to surpass AMC as the world’s largest exhibitor caused
them to accumulate too much debt too quickly, and citing the initial Cineplex deal as a
major misstep in their expansion plan.!® As part of the restructuring agreement, top
executives were collectively paid between $30 and $35 million over the year following the
bankruptcy to exit the company. The Greidingers, whose family trust had owned about a
fifth of Cineworld before the bankruptcy, were set to receive the majority of the funds as an
alternative to the equity stake they had been denied during the proceedings.!' In July 2023,
Eduardo Acuna, former president of global exhibition company Cinépolis, was appointed as
Cineworld’s new CEO.!? As it concluded bankruptcy proceedings in the US, the Cineworld
parent company also reorganized in the UK, transferring ownership of the company to its
lenders.!® A final effect of the bankruptcy was the effective dissolution of the damages

Cineplex had won in court.!* The pandemic had come at precisely the wrong moment for
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Cineworld; the risks Greidinger had taken to link together circuits around the globe had
ultimately toppled him from his position atop that empire.

AMC, too, faced serious existential threats as the pandemic roiled the exhibition
business. Like Cineworld, the company had racked up substantial debts with its acquisitions
of Carmike Cinemas, Odeon & UCI Cinemas, and the Nordic Cinema Group between 2016
and 2017. Bankruptcy rumors flew throughout 2020 as the company disclosed significant
liquidity issues in regulatory filings, scrambling for financing to avoid running out of cash.
On January 25, 2021, the company announced it had secured $917 million in financing that,
for the moment, meant that “any talk of an imminent bankruptcy for AMC is completely off
the table,” according to president and CEO Adam Aron.!> Two days later, AMC was caught
up in a rush of “meme stock™ trading, a trend among retail investors, concentrated on the
social media platform Reddit, that involves trading stocks with high volatility, often those in
the tech industry. During the pandemic, stocks like GameStop and AMC became meme
stocks in part as a form of coordinated revenge against hedge funds and short sellers by
Reddit users who invested en masse in companies vulnerable to pandemic conditions to
initiate short squeezes on the companies’ stocks.!® Soon after, AMC’s private equity
shareholder Silver Lake Capital Partners elected to transform $600 million in debt into
equity as the stock surged and sell it off, rapidly improving the chain’s financial stability.!’

Dalian Wanda, which still had majority voting control of AMC, used the opportunity
provided by the stock surge to offload its asset at an attractive price. On February 1, Dalian
Wanda surrendered much of its voting power in AMC through a stock conversion that
would allow it to sell its shares in the company. By May 21, the conglomerate had sold off

all but a marginal share of AMC. In the process, Wanda said it had doubled the money it had
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invested in its $700 million purchase of the chain 2012.!% According to the press release
announcing the transition, Wanda and AMC had decided to “enter into a long-term strategy
and cooperation agreement, which will facilitate efficiencies through global purchasing
efforts and the sharing of best practices.” This included the planned screening of some
Wanda-made films at AMC theaters.!” Wanda’s global exhibition circuit had been shattered,
separating AMC with its holdings in the US and Europe from Wanda Cinema Line in China
and Hoyts Cinemas in Australia. Struggling with its debt due to economic and policy shifts
in China, Wanda surrendered control of its film division, including its cinema holdings in
China and Australia, through a 2023 sale of its investment arm to China Ruyi Holdings, a
film, television and gaming company owned by Chinese streaming giant Tencent.?’ The
conglomerate’s ambitions for a world-spanning cinema circuit had now been sharply
curtailed.

The changes Cineworld and Wanda had brought to the connections and scales of the
exhibition industry, however, were not so simply undone. Connections between circuits
formed at the height of this wave of global exhibition expansionism have endured.
Cineworld still owns the UK’s Cineworld and Picturehouse circuits, Eastern Europe’s
Cinema City, Israel’s Planet chain, and the United States’ Regal Cinemas. AMC held onto
its sizable European assets with the UK’s Odeon & UCI chain in the United Kingdom,
Ireland, Germany, Italy, Portugal, and Spain as well as the Nordic Cinema Group’s holdings
in Scandinavia and the Baltics. Under its new owners, Wanda Film has for now retained
Hoyts Cinemas, giving it a substantial presence in the Asia-Pacific region, though it has
periodically sought a buyer for the company since 2021.2! Global circuits, networking

exhibition giants across continents, seem for now to be a lasting feature of the international

269



exhibition industry. For the moment, the exhibition industry has again been chastened about
the perils of debt-heavy acquisition sprees and lacks leaders like Wang Jianlin and Mooky
Greidinger willing to take these risks to drive expansion to new heights. It is not yet clear to
what extent Wanda Film and Cineworld’s new owners will be interested in reviving their
predecessors’ agendas, nor whether large US exhibitors like AMC are willing to pursue such
acquisitions without their support and encouragement. Nonetheless, exhibition giants remain
connected across continents, and global patterns of consolidation mean that more links can,

given the capital, easily be added to global chains.

Impacts of the COVID-19 Pandemic on the Exhibition Industry

Of course, the pandemic had significant impacts on the domestic exhibition industry beyond
the troubles and triumphs of the global exhibition empires. Domestic exhibitors faced long
closures, lack of film product, competition from simultaneous home releases, and avalanche
of coverage predicting that COVID-19 would destroy the global theatrical business. As the
virus reached the United States and spread rapidly in mid-March 2020, theaters across the
country were forced to close. While reopening patterns varied by state and exhibitor, a
combination of safety concerns, lack of film product due to delayed or redirected releases,
and labor and operations costs left many theaters closed well into 2021, especially with
legislation in New York and Los Angeles preventing exhibitors from opening their doors.?
Exhibitors coped with closures through a wide range of strategies, including negotiating
with lenders, suppliers, and landlords, as well as tapping a range of government relief
programs with the help of the National Association of Theater Owners (NATO).? While the

theatrical market was affected by closures and depressed theater attendance, studios turned
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to releasing films simultaneously in theaters and on streaming, a practice known as day-and-
date release. Day-and-date releases meant some new film product for desperate exhibitors,
but they also intensified discussions of the existential threat that the pandemic posed to
theaters. Commentators in trade and popular outlets alike discussed the potential change in
viewers’ expectations to screen new films at home as a potential killing blow for the
exhibition industry, especially as studios extended the practice into 2021.2* As major
markets reopened and vaccines rolled out in the summer of 2021, major film releases with
exclusive theatrical windows made it back onto the calendar. By the fall, theaters had
reopened across the country and the exhibition industry was looking towards recovery. Over
the last three years, exhibitors have steadily seen product return to screens and box office
figures rise, though not yet to their pre-COVID levels.

While the pandemic tested theaters in the short-term with long closures, collapsing
revenues, and relational challenges with the press and studios alike, the pandemic’s long-
term threats to the business have yet to be fully assessed. By fall 2021, major studios had
largely turned away from day-and-date release, aside from Warner Bros., which had already
made commitments for its 2021 slate (the studio returned to traditional theatrical releases in
2022). While day-and-date release was the most discussed threat to theaters from the
pandemic aside from the impact of closures themselves, it quickly became clear to studios
that undercutting their profits from theatrical for uncertain results on streaming did not make
financial sense as the world reopened.?® Other, less noted threats to the exhibition business
persist, however. As theaters reopened, the window of theatrical exclusivity, formerly
standardized at ninety days, was shortened, mostly without fanfare, through a series of

agreements between studios and exhibitors. Studios have long campaigned for a shorter
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theatrical window, since it allows them to stretch the utility of their theatrical marketing
campaigns to boost the films’ performance in subsequent distribution windows, while
keeping most of the profits they receive from its theatrical release, since studios’ cut of
ticket sales falls later in a film’s release. Exhibitors bitterly resisted shortening the window
before the pandemic, but in fall 2021, major exhibitors signed agreements with several
studios for forty-five-day windows for new releases.?® Another major issue is the number of
films that make it to theatrical release. While the threat of day-and-date release was much
debated by the trade press in 2020 and 2021, there has been markedly less concern that
studios will send films that would previously be released theatrically directly to streaming
platforms. 2022 attendance levels tracked 2019 levels on a per-film basis, but concern over
the amount of theatrical product has become a recurring talking point for exhibition leaders
in the later recovery period.?” Even in 2023, twenty fewer films were released domestically
than in 2019.%® Given the long timelines of film production, the difficulties faced by the
industry’s production branch during the pandemic, and the impact of the 2023 writers’ and
actors’ strikes on film releases, it is unclear if theatrical releases will rebound. However,
both issues remain live threats to the profitability and prominence of the exhibition business
as it continues to recover from the impacts of the pandemic. Both issues have so far slowed
the pace of box office rebound; the 2023 domestic box office of $9 billion remained $2
billion short of 2019’s figures, despite inflation.?

As exhibitors face these new challenges, it is the largest exhibitors who are best
positioned to absorb these impacts. Even in the recovery period, domestic exhibition giants
acted as the standard-setters, negotiating new theatrical windows with studios which, if

history is any indication, independents will be forced to accept to access film product and
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stay in business. As the industry adjusts to lower levels of theatrical product, giants also
have greater access to premium cinema options, alternative revenue streams, and economies
of scale that they can use to compensate for lower levels of film product. It is independents,
especially small exhibitors, who have less margin for error and room to maneuver that will
be the first to be seriously impacted by broader shifts in the film industry that negatively
impact theatrical exhibition. Without government interventions such as the Shuttered
Venues Operator Grant, a Small Business Administration program that funded independent
cinemas and other small entertainment businesses, many more independents would not have
survived the pandemic. Unlike previous transformations in the theatrical business, the same
domestic giants who led the industry before the crisis have remained dominant afterwards.
In that sense, the resources that exhibition giants have assembled in the thirty years prior to
the pandemic will continue to impact exhibitors in the 2020s.

As the exhibition industry has emerged from the pandemic, exhibition leaders have
frequently returned to a familiar refrain: that theatrical exhibition has periodically had its
death declared since at least the advent of television and has yet to be killed. While these
statements can be an important reminder to assess catastrophic predictions in their historical
perspective, they also belie the extent to which exhibition has been transformed periodically,
not always for the better. This project has sought to map the ways that those changes have
occurred and transformed the industry’s balance of power, often out of sight of cinemagoers.
As the exhibition history I presented in my introduction shows, theatrical exhibition has
been defined throughout its history by hierarchies and means of control. As exhibition

emerges from a new crisis in its history, marking the end of a thirty-five-year period of
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transformation, I argue that attention to the material and cultural effects of the changes of

this period is as essential as affirming or predicting cinemas’ prospects for survival.

Project Findings and Conclusions

It is these effects that I wish to turn to in this closing section. The observations I outline here
aim to bring together material from different strands of exhibition activity discussed across
the chapters of this project and organize them around several conclusions about this active
period in exhibition history. My goal is to distill some of the project’s core findings, while
indicating a few potential starting points for future research.

A central contention of this project has been that the consolidation of cinema chains
and the creation of exhibition giants has been one of the most impactful developments in the
last several decades of cinema history. In the wake of the economic crisis of the early 2000s,
domestic exhibition giants not only scaled up their circuits, but became fully corporatized
organizations who collaborated as much as they competed; in other words, they took on the
structures and practices of an oligopoly as well as its appearance. The existence, pace, and
manner of the industrial transformations that I discuss throughout this project—
diversification, digitization, premium cinema, and globalization—flowed directly from the
creation of large, stable national chains focused on dominating the marketplace and
dwarfing or absorbing their competition. Diversification efforts relied on large exhibitors’
access to capital to fund new initiatives, but widespread advertising and event cinema
initiatives also required giants to network their large chains together to gain the critical mass
needed to make these businesses viable sources of revenues. In turn, the size of these

networks granted giants new avenues to control their competitors’ access to these new
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revenue streams. The transition to digital projection in the domestic market (itself the
linchpin for the global transition to digital) required large groups exhibitors to band together
to raise the funding necessary to execute a shared agenda, a difficult task made much easier
by the existence of an exhibition oligopoly. Aiming to block third-party control of the
digitization process, exhibitors used their scale to establish a digital cinema integrator,
Digital Cinema Implementation Partners, that again enabled them to exert control at
competitors’ theaters as well as their own. The rapid emergence and standardization of
premium cinema options, made possible by the digital rollout, also benefitted from the
domestic exhibition oligopoly. Third-party cinema technology providers were able to scale
up quickly by signing contracts with large exhibitors, enabling the spread of premium
cinema to competitor chains, giant and independent alike. Exhibitors’ scale also enabled
them to invest in and launch their own premium cinema concepts, which, while restricted to
their own circuits, continued the proliferation of premium cinema options. Finally,
consolidated domestic chains was the prerequisite for the rapid globalization of exhibition
ownership; each building their international exhibition empires, Dalian Wanda and
Cineworld sought out exhibition giants around the world that would allow them to scale up
quickly and compete effectively with one another in the domestic market. Domestic giants’
existing dominance in their home market was the factor that made desirable acquisition
targets to both companies. Overall, the dramatic historical shift in exhibition over the last
thirty years illustrates the centrality of exhibition giants within an increasingly oligopolistic
marketplace.

The influence of private equity and the financial industry on the formation and

activities of exhibition giants both domestic and international—and therefore, the role in
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these historic transformations—should not be underestimated. As chapter 1 illustrated,
together with future exhibition giants, private equity firms were critical participants in the
megaplex construction boom and exhibitor debt crisis of the 1990s, but also instrumental to
its recovery. And while mergers and acquisitions were certainly present before private
equity entered the industry, the structural incentives of these firms and the sheer speed with
which exhibitors changed hands between them across the three phases of the crisis and
recovery dramatically precipitated consolidation across the industry. As the owners of
theater chains, private equity companies also hastened giants’ completion to more corporate
cultures of operation, and away from the more entrepreneurial approach that lingered from
their histories as new businesses and family-owned companies. Critical here was the push
the firms that owned US chains made for the exhibitors to collaborate with one another as
they were developing their diversification ventures. The timing of this pressure, a few years
before the conversion to digital cinema would begin in earnest, was instrumental to the more
collaborative—or collusive—approach exhibitors took in relation to shared initiatives in
advertising, event cinema, and digitization, in which they shared an interest in minimizing
the control of third parties in the industry and instead aimed to centralize it amongst
themselves. Finally, while exploring this avenue in full was beyond the scope of this project,
the recent histories of mergers and acquisitions of Hoyts Cinemas, UCI & Odeon Cinemas,
and the Nordic Cinema Group under private equity ownership outlined in chapter 4 indicate
that private equity has contributed to the consolidation of exhibitors worldwide, especially in
mature markets like Europe and Australia. I hope that my study of the US and Canadian
situation can provide a useful model for the future exploration of how exhibition giants have

formed and dominated other markets around the world and how private equity has
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influenced the trajectory of film exhibition as well as other media sectors beyond my area of
study.

Technological as well as structural-economic change has been instrumental to this
phase of exhibition history, and I have aimed to demonstrate how erratic and unpredictable
this process became as well as exploring some of its less-heralded effects. Most striking to
me in this research was that, despite the ink spilled on the technological shift from celluloid
to digital code in both academic and journalistic circles as the transition approached, little
thought was paid to the emergence of oligopolistic structures and practices beyond that of
the studios that shaped process of transition. I aimed to avoid the temptation to posit digital
cinema as a form of frictionless magic that seamlessly brought new forms of content,
marketing, and experience to multiplexes, as is the case in many retrospective accounts from
trade sources. Instead, I foregrounded the distinct textures that characterized the transition’s
different phases, choosing to emphasize digitization as a messy and uneven process that
involved years of negotiation, development, and coordination before systems could be rolled
out, standardized, and integrated. My account, however, studies the transition to digital
cinema from only one perspective; there are ample opportunities to explore and assess its
effects beyond the large US exhibitors and cinema technology companies discussed in this
project that would contribute greatly to an understanding of how the cinema industry
worldwide has been impacted by the replacement of its hundred-year-old technological
standard.

As exhibition giants adapted to new industrial conditions, especially the megaplex-
driven debt crisis of the early 2000s, they shifted their large-scale strategies for growth.

During the 1980s and 90s, the industry had invested its resources in upgrading theaters in
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the hopes of encouraging cinemagoers to return to theaters in larger numbers. This strategy
had been partially effective, but the costs of pursuing it had outstripped its benefits for
exhibitors, driving the industry into crisis. After the crisis, under the guidance of new private
equity owners, exhibition giants shifted into growth strategies that aimed to profit from
existing attendance levels. Consolidation of chains enabled them to do through economies of
scale that allowed them to streamline costs and enabled the effective rollout of new
initiatives. Diversification allowed giants to monetize their audiences and facilities in new
ways by selling advertising space on their screens and bringing new offerings to slower
weeknights; to benefit from facilitating these services for their competitors; and to pursue
new revenue streams in efforts beyond the exhibition sector. Premium cinema brought
opportunities to extract more value from audiences who were willing and able to pay for
experiences enhanced by new technology or service options, boosting box office figures as
attendance remained flat and recentering affluent audiences a in contemporary exhibition
practice. Finally, these patterns encouraged domestic exhibition giants to pull back from
risky international expansion and seek growth opportunities in home markets, ultimately
creating the ideal conditions for global exhibition companies looking to scale up overseas
through acquisitions. As the pandemic recovery continues to play out, it will be interesting
to see to what extent this overarching strategy carries forward within the industry, and how
exhibition giants’ tactics will shift in the short and long term as the industry rebuilds.
Finally, I have documented a major transformation in the scales along which
exhibitors operate and imagine their business over the thirty years covered in this study. As
contemporary exhibition giants developed into a stable oligopoly, they also became truly

national chains with holdings spread across the United States and Canada, collectively
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accounting for more than half of domestic screens. In Canada, Cineplex’s monopoly status
enabled it to reshape its business as the country’s national exhibitor, investing heavily in
technological and experiential improvements to its theaters and spearheading new
investments in cinema advertising and event cinema and beyond the exhibition business. In
the US, exhibitors collaborated to link their screens with each other and their competitors to
form national networks for cinema advertising, event cinema, and digital technology
installations. In both cases, giants contributed to a definitive reshaping of their exhibition
markets as ones ruled by national circuits that set standards for subordinate regional and
local cinemas. It was this new identity as national, and nationally dominant, chains that
ultimately attracted the attention of Wanda and Cineworld as they built their globally
connected circuits. Establishing control of a top chain in one of the world’s most lucrative
cinema markets became an essential component of new global cinema circuits, and the
domestic market became an important battleground in their struggle to dominate the world
box office. Despite the shocks exhibition empires faced during the pandemic, the domestic
exhibition industry has now been firmly entwined in networks of global operations, just like
other branches the media industries.

Ultimately, this project illustrates the industrial logics and lines of force that emerge
when exhibitors are studied as an industry involved in multiple, overlapping modes of
activity that are analyzed together. It is my hope that this view of theater owners can be
developed further within exhibition studies and expand the activities we understand as part
of the domain of film exhibition business, especially as this business is increasingly
integrated into the corporate cultures and industrial networks of global capital. The more

that these elements can be studied as interconnected, the more accurately and fully scholars
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can place film exhibition and measure its impact in the global film industry and cultural life

at large.
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