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Case #2 Questions: Movie Exhibition Industry
	Question 1: Review trends in the general environment that affects the movie exhibition business, and establish whether their effects are helpful or harmful to theater owners.
The general environment presents various forces that are beyond regulation by the exhibition business. First, a major constant force affecting the industry is instability of domestic economic sectors of key players in the industry (Ireland, Hoskisson, & Hitt, 2014). While in the past economic downturns presented theater operations an opportunity to increase ticket sales, hikes of ticket pricing in recent years and increasing availability of substitute goods make it unpredictable for theater owners to analyze trends of the recession effect; hence negatively affecting their business. Other notable external environmental changes are changes in sociocultural and demographic conditions.
Recent studies established that Americans hold the record for most time in movie or theater entertainment. However, the majority of the theater audience in 2014 were aged 25-39 years and those between 18- 24 years, making a promising future to attend theater exhibitions (Ireland, Hoskisson, & Hitt, 2014). Although demographic dynamics sheds optimism for theater operators due to the growing popularity of theater entertainment, there are increased opportunities for viewing films outside theaters due to modern innovation. Technological trends include digital projection systems and 3D technology. Such technology is preferred and attracts numerous viewers although it is costly for theater owners.  Furthermore, emerging technologies such as popular media platforms using portable devices affect theater viewing. This situation poses a threat to theater owners with studies showing falling attendance rates and ticket sales. The political and legal trends have to do with modern online piracy that is on the rise; hence estimating high revenue loses for the industry.

	Question 2: Assess the five competitive forces at work in the industry environment. Identify the forces that threaten the profitability of prevailing movie circuits, and prescribe the level of competition that can be anticipated amongst industry rivals.
Although there are many theater exhibitions in the world, the industry is dominated by big industry players such as Regal, Cinemark, AMC, and Carmike whose product differentiation is high. Threats of new entrants are low due to costs involved in setting up a theater and strict regulations and rules. According to Ireland, Hoskisson, and Hitt (2014), the bargaining power of suppliers is medium to high due to the importance of suppliers in the theater business. Additionally, there are fewer film production studios than theaters. The buyer bargaining power is high because buyers are sensitive to prices in the industry. Threats of substitutes are medium to high due to home theater technology and equipment. Additionally, home cinema is gaining popularity due to increased renting of movies. The rivalry among competitors is also medium to high although big companies (AMC, Carmike, Regal, and Cinemark) dominate half of the market. International competition is also high mainly between midsized and small theater chains. However, the profitability of major theaters is threatened by the availability of substitutes.

	Question 3: Perform comparative situation and strategy analyses for the four companies with dominant market share. What are the advantages and disadvantages for each of the industry’s top competitors?
The earlier-mentioned companies, AMC, Carmike, Regal, and Cinemark dominate the movie exhibition industry (Ireland, Hoskisson, & Hitt, 2014).
	
	AMC
	Carmike
	Regal
	Cinemark

	Market focus
	Urban
	Rural
	Mid-size
	Smaller

	No. of Screens
	4513
	2277
	6768
	3830

	Locations
	297
	244
	548
	294

	Ticket price
	N/A
	$6.56
	$8.15
	$5.46

	Digital Conversion Strategy
	DCPI Partnership
	Lease Service Approach
	DCPI Partnership
	DCPI Partnerships

	Advantages
	It has a low screen fixed costs and it is strategically located in large cities
	Located in markets where entertainment is limited. It has good prices and best cost position
	Has the highest bargaining power with suppliers due to large size. It also has lower screen fixed cost and quality setting of theater
	It is internationally established and has the best price position. Additionally, its fixed costs are lower per screen

	Disadvantage
	Its ongoing commitment to DCPI royalty limits it and has greater indirect and direct competition faced in operation.
	Inferior quality of facility compared to others and higher fixed costs due to related terms of lease services.
It also has smaller market size.
	It has a greater debt-level as well as limitation caused by its ongoing commitment to DCPI royalty.
	There are high facility costs and its capacity may exceed the market size in addition to the ongoing commitment for DCPI royalty.





	Question 4: Evaluate the revenue sources and major costs for movie exhibitors. Discuss how the income structure of their business impacts their financial results.
The main revenue source for movie exhibitors is concessions, box office receipts, and advertising. For instance, the sales of tickets account for two-thirds of box office revenue. Film rental is another revenue source especially among the largest inhibitors (Ireland, Hoskisson, & Hitt, 2014). Other sources include multi-entertainment that includes gaming rooms in theaters. The costs include labor and facility costs, utilities, and other expenses. Studies indicate that exhibitors have limited control over their revenues and lack of flexibility in regulating costs of their goods and services thus affecting their financial outcomes. For example, their profit potential is marginal due to low income across the industry.

	[bookmark: _GoBack]Question 5: Summarize your findings and the current situation for exhibitor circuits. Based on your analysis, what strategic actions do you propose for theater operators to increase the appeal of the theater setting to attract the audiences needed for improved performance under existing industry conditions?
Theater operators need to take certain strategic decisions to improve performance and increase their audience base. One action would be price flexibility instead of maintaining the current cost-leadership strategies. There is also need for product differentiation from theater experiences and offering other amenities that raise demand. Notably, the firms in theater business have long-term debts hence need to eliminate them for future growth.
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