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CINE FINANCE

C
onsumers have so many entertainment 
options today that exhibitors and the 
studios have been forced to change with 
the times. It’s clear that movie-goers want 
to be dazzled by quality films and amid 
a viewing atmosphere unlike anything 
they can get at home. The studios have 
reacted by producing franchise films 
with top talent and special effects, 

while exhibitors have done their bit by installing digital 
and 3D, larger screens and other enhancements, including 
Event Cinema and an array of dining options. With all such 
positive developments and more than 25 sequels releasing in 
2015, does this mean exhibitors can now sit back and relax? 

Luxury recliner seating is since coming into its own, with 
the larger circuits leading the way. AMC has converted 
over 600 auditoriums to luxury recliners, with plans for 
over 1,200 more; while Regal recently announced it would 
convert over 25% of its screens to luxury seating. Others 
have announced similar plans, although many exhibitors 
remain reluctant to reduce seating capacity that results from 
the larger seats requiring more aisle space. While the jury is 
still out for the long-term effects, revenue has dramatically 
increased in certain theatres despite there being a 50%, or 
greater, reduction in seating capacity. Given this, small and 
mid-sized operators still need to assess the changing [local] 
landscape to determine if conversion is needed to be more 
attractive to patrons than the competition and to ensure their 
theatres aren’t viewed as inferior.

Pricing for recliner seating-conversion ranges from 
$125k-500k per auditorium, with variances due to many 
factors including: seating-type, auditorium-size and other 
associated renovations such as sloped floors, new carpets, etc. 
While most exhibitors won’t have the same access to cash as 
the larger national circuits, industry financiers are coming to 
understand the dynamics of recliner seating and thus making 
available some attractive financing options.     

APPROACHING LENDERS
Good planning is essential when approaching lenders for 
recliner-financing, as the resultant seating capacity-reduction 
is counter-intuitive to financiers. It’s thus imperative to show 
specifics regarding your changing market-landscape along 
with the results for theatres that have already converted. As 
always, it’s important to approach several lenders so there’s 
competition for your loan. Lastly, since most lenders won’t 
be excited about financing only the recliner conversion, it 
may also be necessary to employ some of the more creative 
financing solutions, outlined below. 

•  If you own real estate with equity value in excess of the loan 
balance, many lenders are willing to provide mortgages 
of up to 65-70% of the property value which could be 
sufficient to refinance the existing loan as well as provide 

funds for recliners and other theatre-improvements. A 
sale/leaseback of your property could also yield significant 
proceeds as several REITs (Real Estate Investment Trusts) 
have become competitive, offering high property valuations 
and favorable lease-rates. Like a mortgage, proceeds from 
these could be used for the recliner-conversion as well as for 
needs unrelated to the property, such as owner-dividends.

•  Many lenders providing cashflow-based loans remain 
confident about the long-term prospects of the movie 
theatre industry. Banks will usually provide financing 
of two-to-three times the historical cashflow generated 
by an exhibitor. Specialty finance groups also remain 
a viable alternative for growing exhibitors and, while 
these groups can be more expensive, loan proceeds can 
be over four times historical cashflow with amortisation  
much lower than that of the banks.

•   Equipment lessors and lenders have, traditionally, been 
willing to provide financing for theatre seating and so 
this should be the case with recliners. These groups will 
scrutinise the warranties and maintenance needs of 
recliners since the fabric and mechanics will vary greatly 
from traditional theatre seating.

Keeping up with the Joneses – or, in this case, with the Regal/
AMCs – may be an important factor in protecting market share 
for small and mid-sized exhibitors; and if the determination is 
that recliner-seating is the right choice for your theatres, a well-
planned approach to several lenders should certainly result in 
favorable financing for your conversion.
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Cinema seating trends are changing and  
the move to luxury recliners is proving popular 
with exhibitors keen to capitalise on the 
new opportunity. But how to finance your 
conversion? New York-based EFA Partners 
explains how best to approach lenders.
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FINANCING DIGITAL CINEMA
Ralph Willis, Brandt Gully and Kenneth Favre of EFA Partners LLC, assess 

the impact of frozen credit markets on d-Cinema fi nancing, also how 
exhibitors across-the-board can improve their situation.

n the movie � e Day After 
Tomorrow, there’s a series of 
scenes in which weather ex-
perts suddenly realize their 
previous forecasts were 
o�  – way o� . What they’d 
predicted would happen 
over the next several years 

suddenly happened in just days, 
producing the second Ice Age. 
Lead character Jack Hall implored 
government o�  cials, “I think we 
are on the verge of a major climate 
shift!” An understatement. 

Similarly, recent freezing of the 
credit markets went largely un-
predicted by analysts and remark-
able economic events occurred 
week after week in 2008-09. It 
was truly historic to have witnessed the collapse of so many major 
� nancial institutions. In some respects, the credit crisis positively im-
pacted the � lm industry which, for decades, has fared well in a down-
turn. 2009 was no exception, with the North American box o�  ce 
notching up a record $10.6bn. Going to the movies has been, and 
remains, relatively inexpensive entertainment. But it wasn’t all great 
news as tightening credit markets and a reduced number of lenders 
made it di�  cult for exhibitors to borrow under acceptable terms.

LOAN REVISIONS
So, is there some light at the end of tunnel? Potentially so, as many 
believe the credit markets to be partially thawing, driven by � nancial 
institutions seeking to meet new budgets and goals for 2010. And with 
the � lm industry’s recent strong performance, lenders should view the 
sector favorably. Of course, exhibitors don’t all have the same � nancing 
objectives. Some seek to revise existing loan terms, while others need 
new ones either for growth or re� nancing. Furthermore, Digital Cine-

Many [analysts] now feel the  markets to be 
 thawing… however, since many local lenders 

lack experience in the theatre industry, exhibitors 
must  prepare to take the time to explain Digital 
Cinema and the associated  industry bene� ts.

ma  � nancing has spawned a whole 
new set of complexities and, for 
each of these, exhibitors need to 
be aware of the lending landscape.

For exhibitors interested in re-
vising loan terms, lenders are will-
ing to discuss agreement modif-
ications; however, in contrast with  
previous years, approval may take 
longer and fees may be higher. 
Indeed, in the current economic 
climate, there may be signi� cant 
costs for almost any type of loan 
agreement revision. In the past, 
there would be little or no fee ass-
ociated with a minor loan issue, 
such as requesting extra time to 
deliver � nancial statements. To-
day, any fee likely will be much 

higher. Lenders may also want to revisit interest rate increases. So, un-
less business circumstances necessitate loan revisions, it may be best to 
wait for a more friendly lending environment.

NEW LOAN CRITERIA
For new loans, exhibitors should be realistic. First, with fewer � nan-
cial institutions around, of those still in business, many remain more 
focused on managing existing portfolios than on looking for new 
business. Second, lending parameters are now much tighter –  lenders 
once willing to lend four to � ve times annual theatre cash� ow may 
have since reduced lending multiples to just two or three. � ird, 
while interest rates are low, � oating rate loans will now most likely 
have a “� oor” rate, resulting in borrowers not seeing the bene� t of 
an interest rate reduction. Lenders also expect higher upfront loan 
fees, perhaps double those of previous levels. Lastly, lending terms 
typ ically will be shorter right now. Lenders once o� ering seven-year 
loans may now be comfortable with just � ve-year terms.
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Since 2009, EFA has been retained by 90+ entertainment, media and telecom clients, placed some $800m of capital and advised on over $1.2 bn of additional transactions.  
Successful recent engagements include exhibitors upgrading with recliner seating, plus other equipment and amenities.
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TIME TO

Recline & Relax?


