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REGAL ENTERTAINMENT GROUP

PART I

The information in this Form 10-K contains certain forward-looking statements, including statements related to trends in the Company�s
business. The Company�s actual results may differ materially from the results discussed in the forward-looking statements. Factors that might
cause such a difference include those discussed in �Business�, �Risk Factors�, and �Management�s Discussion and Analysis of Financial
Condition and Results of Operations� as well as those discussed elsewhere in this Form 10-K.

Item 1.  BUSINESS

THE COMPANY

Regal Entertainment Group, a Delaware corporation organized on March 6, 2002 (�we,� �us,� �our,� the �Company� or �Regal�), is the parent company of
Regal Entertainment Holdings, Inc. (�REH�), which is the parent company of Regal Cinemas Corporation (�Regal Cinemas�) and its subsidiaries.
Regal Cinemas� subsidiaries include Regal Cinemas, Inc. and its subsidiaries, which include Edwards Theatres, Inc. (�Edwards�), Regal CineMedia
Corporation (�Regal CineMedia� or �RCM�), Hoyts Cinemas Corporation (�Hoyts�) and United Artists Theatre Company (�United Artists�). The terms
Regal or the Company, REH, Regal Cinemas, United Artists, Edwards, Regal CineMedia and Hoyts shall be deemed to include the respective
subsidiaries of such entities when used in discussions included herein regarding the current operations or assets of such entities.

We acquired Regal Cinemas, United Artists, Edwards and Regal CineMedia through a series of transactions on April 12, 2002. For a discussion
of the transactions resulting in our acquisition of these subsidiaries, see Note 1 to the consolidated financial statements included in Part II, Item 8
of this Form 10-K. Each of the theatre circuits operated by Regal Cinemas, United Artists and Edwards emerged from bankruptcy reorganization
under Chapter 11 of Title 11 of the United States Code prior to our acquisition of such entities. For a discussion of these bankruptcy
proceedings, see Note 1 to the consolidated financial statements included in Part II, Item 8 of this Form 10-K.

Our Internet address is www.regalentertainmentgroup.com. Our annual reports on Form 10-K, quarterly reports on Form 10-Q and current
reports on Form 8-K, and any amendments to these reports, are available free of charge on our Internet website under the heading �Investor
Relations� as soon as reasonably practicable after we electronically file such material with, or furnish it to, the Securities and Exchange
Commission.

The Company manages its business under one reportable segment: theatre exhibition operations.

DESCRIPTION OF BUSINESS

Overview

We operate the largest and most geographically diverse theatre circuit in the United States, consisting of 6,403 screens in 539 theatres in 39
states and the District of Columbia as of December 28, 2006, with over 247 million annual attendees for the fiscal year ended December 28,
2006. Our geographically diverse circuit includes theatres in all of the top 25 and 43 of the top 50 U.S. designated market areas. We primarily
operate multi-screen theatres and have an average of 11.9 screens per location, which is well above the North American motion picture
exhibition industry 2005 average of 6.2 screens per location. We develop, acquire and operate multi-screen theatres primarily in mid-sized
metropolitan markets and suburban growth areas of larger metropolitan markets throughout the U.S.

On March 29, 2005, Regal and AMC Entertainment Inc. (�AMC�) announced the combination of RCM and AMC�s subsidiary, National
Cinema Network, Inc., into a joint venture company known as
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National CineMedia, LLC (�National CineMedia�). On July 15, 2005, Cinemark, Inc. (�Cinemark�), through a wholly owned subsidiary,
joined the National CineMedia joint venture. Since its inception, National CineMedia has primarily concentrated its efforts on
in-theatre advertising, business meetings and non-feature film content distribution. See �National CineMedia Joint Venture� under Part I,
Item I of this Form 10-K for further discussion of National CineMedia. On February 13, 2007, NCM Inc., a newly formed entity that
serves as the sole manager of National CineMedia, completed the initial public offering, or IPO, of its common stock. NCM Inc. sold 38
million shares of its common stock for $21 per share in the IPO, less underwriting discounts and expenses. Because NCM Inc.�s
Certificate of Incorporation requires that NCM Inc. at all times maintain a one-to-one ratio between the number of common units of
National CineMedia owned by NCM Inc. and the number of outstanding shares of common stock of NCM Inc., NCM Inc. used a
portion of the net proceeds from the IPO to acquire newly issued common units from National CineMedia. In addition, National
CineMedia paid the net proceeds to each of Regal, AMC and Cinemark in exchange for modifying payment obligations for access to
their respective theatres, for which Regal received a payment of $281 million. Upon the closing of the IPO, National CineMedia entered
into a $725 million term loan facility, the net proceeds of which were used to redeem preferred units issued to each of Regal, AMC and
Cinemark on a pro rata basis pursuant to a recapitalization of National CineMedia prior to completion of the IPO. As discussed in Note
14 to the consolidated financial statements included in Part II, Item 8 of this Form 10-K, we received $315.1 million as a result of the
preferred unit redemption. At the closing of the IPO, the underwriters exercised their over-allotment option to purchase an additional 4
million shares of common stock of NCM Inc. at the initial offering price of $21 per share, less underwriting discounts and commissions.
In connection with this over-allotment option exercise, Regal, AMC and Cinemark each sold to NCM Inc. common units of National
CineMedia on a pro rata basis at the initial offering price of $21 per share, less underwriting discounts and expenses. Regal sold
1,637,826 common units to NCM Inc. for proceeds of $32.2 million, and upon completion of this sale of common units, Regal held
21,230,712 common units of National CineMedia, or a 22.6% interest. After the payment of current taxes, we estimate net proceeds
from these transactions to total approximately $445 million. We are currently exploring alternatives for using these proceeds, and may
use some or all of the proceeds for strategic acquisitions or to return value to stockholders through an extraordinary dividend, stock
repurchases or other corporate uses.

For the fiscal year ended December 28, 2006, we reported total revenues, income from operations and net income of $2,598.1 million,
$308.5 million and $86.3 million, respectively. In addition, we generated $304.4 million of cash flows from operations during the fiscal year
ended December 28, 2006. EBITDA (earnings before interest, taxes, depreciation and amortization) was approximately $466.3 million, or 17.9%
of total revenues, for the year ended December 28, 2006. As a result of our focus on enhancing revenues, operating efficiently, strictly
controlling theatre-level costs and successfully integrating accretive acquisitions we achieved what management believes are among the highest
EBITDA margins in the domestic motion picture exhibition industry. We believe EBITDA provides a useful measure of liquidity and financial
performance for our investors because EBITDA is an industry comparative measure of liquidity and financial performance prior to the payment
of interest and taxes and because it is a primary financial measure used by management to assess our performance and liquidity. EBITDA is not
a measurement of financial performance or liquidity under accounting principles generally accepted in the United States of America and should
not be considered in isolation or construed as a substitute for net income or other operations data or cash flow data prepared in accordance with
accounting principles generally accepted in the United States of America for purposes of analyzing our profitability or liquidity. In addition, not
all funds depicted by EBITDA are available for management�s discretionary use. For example, a substantial portion of such funds are subject to
contractual restrictions and functional requirements to pay debt service, fund necessary capital expenditures and meet other commitments from
time to time as described in more detail below. EBITDA, as calculated, may not be comparable to similarly titled measures reported by other
companies. See Part II, Item 7, of this Form 10-K, under the caption
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�Results of Operations�EBITDA� for a tabular reconciliation of net income to EBITDA and net cash provided by operating activities.

Business Strategy

Our business strategy is to continue to enhance our position in the motion picture exhibition industry by capitalizing on prudent industry
consolidation opportunities, realizing selective growth opportunities through new theatre construction and expanding and upgrading of our
existing asset base. This strategy should enable us to continue to produce the free cash flow and financial flexibility necessary to provide
meaningful value to our stockholders. Key elements of our strategy include:

Maximizing Stockholder Value.  We believe that our cash dividends are an efficient means of distributing value to our
stockholders. Since our initial public offering in May 2002 through December 28, 2006, we have returned over
$2.0 billion to our stockholders in the form of cash dividends.

Pursuing Strategic Acquisitions.  We believe that our acquisition experience and capital structure position us well to take
advantage of future acquisition opportunities. We intend to selectively pursue accretive theatre acquisitions that
enhance our asset base and improve our consolidated operating results.

Pursuing Selective Growth Opportunities.  We intend to selectively pursue expansion opportunities through new theatre
construction that meets our strategic and financial return criteria. We also intend to enhance our theatre operations by
selectively expanding and upgrading existing properties in prime locations.

Competitive Strengths

We believe that the following competitive strengths position us to capitalize on future opportunities:

Industry Leader.  We are the largest domestic motion picture exhibitor operating 6,403 screens in 539 theatres in 39
states and the District of Columbia. We believe that the quality and size of our theatre circuit is a significant
competitive advantage for negotiating attractive national contracts and generating economies of scale. We believe that
our market leadership positions us to capitalize on favorable attendance trends and attractive consolidation
opportunities.

Superior Management Drives Strong Operating Margins.  We have developed a proven operating philosophy focused on
efficient operations and strict cost controls at both the corporate and theatre levels. At the corporate level, we are able
to capitalize on our size and operational expertise to achieve economies of scale in purchasing and marketing
functions. We have developed an efficient purchasing and distribution supply chain that generates favorable
concession margins. At the theatre level, management devotes significant attention to cost controls through the use of
detailed management reports and performance-based compensation programs to encourage theatre managers to control
costs effectively and increase concession sales.

Proven Acquisition and Integration Expertise.  We have significant experience identifying, completing and integrating
acquisitions of theatre circuits. We have demonstrated our ability to enhance revenues and realize operating
efficiencies through the successful acquisition and integration of 17 theatre circuits since 1995. We have generally
achieved immediate cost savings at acquired theatres and improved their profitability through the application of our
consolidated operating functions and key supplier contracts.

Quality Theatre Portfolio.  We believe that we operate one of the most modern theatre circuits among major motion
picture exhibitors. As of December 28, 2006, approximately 73% of our screens were located in theatres featuring
stadium seating. As of December 28, 2006, approximately 83% of our screens were located in theatres with 10 or
more screens. Our theatres have an average of 11.9 screens per location, which is well above the North American
motion picture exhibition industry 2005 average of 6.2 screens per
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location. We believe that our modern theatre portfolio coupled with our operating margins should allow us to generate significant cash flows
from operations.

Investment in National CineMedia.  National CineMedia operates the largest digital in-theatre network in North America
representing approximately 13,000 U.S. and Canadian theatres screens (of which 11,000 are digitally equipped) and
reaching over 500 million movie guests annually. National CineMedia utilizes its in-theatre network to distribute
advertising, facilitate meetings and corporate events and distribute live and pre-recorded concerts, sporting events and
other entertainment programming content. We believe our investment in National CineMedia will generate
incremental value for our stockholders.

Dividend Policy

We believe that paying dividends on our shares of common stock is important to our stockholders. To that end, during fiscal 2006, we paid to
our stockholders four quarterly cash dividends of $0.30 per share, on each outstanding share of our Class A and Class B common stock, or
approximately $179.6 million in the aggregate. On February 8, 2007, we declared a cash dividend of $0.30 per share on each outstanding share
of Class A and Class B common stock. The dividend is payable on March 19, 2007 to our stockholders of record on March 9, 2007. We, at the
discretion of the board of directors and subject to applicable law, anticipate paying regular quarterly dividends on our Class A and Class B
common stock for the foreseeable future. The amount, if any, of the dividends to be paid in the future will depend upon our then available cash,
anticipated cash needs, overall financial condition, loan agreement restrictions, future prospects for earnings and cash flows, as well as other
relevant factors. Dividends are considered quarterly and may be paid only when approved by our board of directors.

INDUSTRY OVERVIEW AND TRENDS

The domestic motion picture exhibition industry is a mature business which has historically maintained steady long-term growth in revenues and
attendance. Since 1965, total box office revenues have grown at a compound annual growth rate of approximately 6% with annual attendance of
approximately 1.4 billion attendees in 2005. Against this background of steady long-term growth in revenues and attendance, the exhibition
industry has experienced periodic short-term increases and decreases in attendance and, consequently, box office revenues. We expect the
cyclical nature of the domestic motion picture exhibition industry to continue for the foreseeable future.

Over the past decade, the domestic motion picture exhibition industry experienced a period of extraordinary new theatre construction. From
1996 to 1999, the number of screens increased at a compound annual growth rate of approximately 8%, which was more than double the
industry�s screen growth rate of approximately 3.5% from 1965 to 1995. This industry expansion was primarily driven by major exhibitors
upgrading their asset bases to an attractive megaplex format, which typically includes 10 or more screens per theatre and features such as
stadium seating, improved projection quality and superior sound systems. Generally, a modern megaplex is preferred by patrons over a
sloped-floor multiplex theatre, the predominant theatre-type built prior to 1996. We believe theatres larger than the current 10 to 18 screen
megaplex are not able to generate attractive returns in most locations because of the substantial market suitability requirements to generate a
level of profitability similar to the current megaplex format. We also believe that another evolution of theatre formats beyond the current
megaplex is unlikely to occur in the foreseeable future.

More recently, the domestic motion picture exhibition industry has experienced increased competition from other methods of delivering films to
consumers, including cable television, in-home video and DVD, satellite and pay-per-view services and downloads via the Internet.
Traditionally, when motion picture distributors licensed their films to the domestic exhibition industry, they refrained from licensing their
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products to other delivery channels for a period of time, commonly called the theatrical release window. Over the past several years, the average
period between a film�s theatrical release and its in-home video or DVD release has shortened. We believe that the contraction in the average
theatrical release window reflects the shorter period of time in which the average motion picture is able to generate meaningful revenue in its
theatrical exhibition license period. As a consequence, we believe that the shrinking of the theatrical release window over the past five to six
years has not represented a material change in the studio/exhibition distribution model. Fundamentally, we believe that movie-going is a
convenient, affordable and attractively priced form of out-of-home entertainment, which, on an average price per patron basis, continues to
compare favorably to other out-of-home entertainment alternatives, such as concerts and sporting events.

We believe that a material contraction of the theatrical release window could significantly dilute the consumer appeal of the out-of-home motion
picture offering. As a result, we continue to monitor the status of the theatrical release window during our film exhibition decisions. Our
discussions with several film studios lead us to believe that these studios continue to realize the value of maintaining meaningful theatrical
release windows for both distribution and exhibition companies. Consequently, we believe a further material contraction in the theatrical release
window is unlikely, but should such a contraction occur we believe that it could significantly impact our business, financial condition and results
of operations.

The domestic motion picture industry is in the early stages of conversion from film-based media to electronic based media, including the
distribution of feature films in a digital format rather than a 35 mm format. There are a variety of constituencies associated with this anticipated
change, which may significantly impact industry participants, including content providers, distributors, equipment providers and exhibitors. To
that end, we, along with AMC and Cinemark, have entered into a joint venture company known as Digital Cinema Implementation Partners
LLC, a Delaware limited liability company (�DCIP�), to explore the possibility of implementing digital cinema in our theatres and to create a
financing model and establish agreements with major motion picture studios for the implementation of digital cinema. Travis Reid, former
president and chief executive officer of Loews Theatres, is the chief executive officer of DCIP and DCIP has engaged J.P. Morgan Securities
Inc. to assist with the review of a business plan for digital cinema and with identifying and evaluating potential financing and capital structure
alternatives. In addition, DCIP has entered into a digital cinema services agreement with National CineMedia for purposes of assisting DCIP in
the development of digital cinema systems. Future digital cinema developments will be managed by DCIP, subject to the approval of us, AMC
and Cinemark.

THEATRE OPERATIONS

We operate the largest theatre circuit in the United States with 6,403 screens in 539 theatres in 39 states and the District of Columbia as of
December 28, 2006. We operate theatres in all of the top 25 and 43 of the top 50 U.S. designated market areas, which include locations in
suburban growth areas. We target prime locations with excellent access to large, high patron-traffic areas. We operate our theatre circuit using
our Regal Cinemas, United Artists and Edwards brands through our wholly owned subsidiaries.

We primarily operate multi-screen theatres. Our multi-screen theatre complexes typically contain 10 to 18 screens, each with auditoriums
ranging from 100 to 500 seats. As a result, our theatres appeal to a diverse group of patrons because we offer a wide selection of films and
convenient show times. In addition, many of our theatres feature modern amenities such as wall-to-wall screens, digital stereo surround-sound,
multi-station concessions stands, computerized ticketing systems, plush stadium seating with cup holders and retractable armrests,
neon-enhanced interiors and exteriors and video game areas adjacent to the theatre lobby.
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Our modern, multi-screen theatres are designed to increase profitability by optimizing revenues per square foot and reducing the cost per square
foot of operation. We vary auditorium seating capacities within the same theatre, allowing us to exhibit films on a more cost effective basis for a
longer period of time by shifting films to smaller auditoriums to meet changing attendance levels. In addition, we realize significant operating
efficiencies by having common box office, concessions, projection, lobby and restroom facilities, which enables us to spread some of our costs,
such as payroll, advertising and rent, over a higher revenue base. We stagger movie show times to reduce staffing requirements and lobby
congestion and to provide more desirable parking and traffic flow patterns. We also actively monitor ticket sales in order to quickly recognize
demand surges, which enables us to add seating capacity quickly and efficiently. In addition, we believe that operating a theatre circuit
consisting primarily of modern theatres enhances our ability to attract patrons.

The following table details the number of locations and theatre screens in our theatre circuit ranked by the number of screens in each state and
the District of Columbia as of December 28, 2006:

State Locations
Number
of Screens

California 99 1,154
Florida 51 712
New York 49 525
Washington 32 325
Virginia 26 292
Pennsylvania 23 287
Ohio 22 281
Oregon 22 217
Texas 21 287
Georgia 15 221
North Carolina 15 165
Massachusetts 12 129
Tennessee 12 156
New Jersey 12 155
Maryland 13 166
South Carolina 12 151
Colorado 12 124
Nevada 9 118
New Mexico 7 58
Mississippi 7 56
Indiana 6 82
Louisiana 6 60
New Hampshire 6 51
Idaho 5 72
Alabama 5 64
Connecticut 5 57
Alaska 5 43
Illinois 4 67
Hawaii 4 47
Maine 4 38
Minnesota 3 43
Missouri 2 36
Delaware 2 33
Michigan 2 22
9
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West Virginia 2 22
Arizona 2 21
Arkansas 2 20
Kentucky 1 16
Wisconsin 1 16
District of Columbia 1 14
Total 539 6,403

We have implemented best management practices across all of our theatres, including daily, weekly and monthly management reports generated
for each individual theatre, as well as maintaining active communication between the theatres, divisional management and corporate
management. We use these management reports and communications to closely monitor admissions and concessions revenues as well as
accounting, payroll and workforce information necessary to manage our theatre operations effectively and efficiently.

We seek experienced theatre managers and require new theatre managers to complete a comprehensive training program within the theatres and
at the �Regal Entertainment University,� which is held at our corporate office. The program is designed to encompass all phases of theatre
operations, including our operating philosophy, policies, procedures and standards. In addition, we have an incentive compensation program for
theatre-level management that rewards theatre managers for controlling operating expenses while complying with our operating standards.

In addition, we have implemented quality assurance programs in all of our theatres to maintain clean, comfortable and modern facilities. To
maintain quality and consistency within our theatre circuit, district and regional managers regularly inspect each theatre. We also operate a
�mystery shopper� program, which involves unannounced visits by unidentified customers who report on the quality of service, film presentation
and cleanliness at individual theatres.

NATIONAL CINEMEDIA JOINT VENTURE

On March 29, 2005, Regal and AMC announced the combination of the operations of RCM and AMC�s subsidiary, NCN, into a joint venture
company known as National CineMedia. On July 15, 2005, Cinemark, through a wholly owned subsidiary, joined the National CineMedia joint
venture. Since its inception, National CineMedia has primarily concentrated its efforts on in-theatre advertising, business meetings and
non-feature film content distribution.

As discussed in Note 4 to the consolidated financial statements included in Part II, Item 8 of this Form 10-K, AMC and Regal, through their
subsidiaries, retained all advertising contracts signed on or before the close of business on March 31, 2005, and Cinemark retained all
advertising contracts signed on or before the close of business on July 15, 2005, subject to an administrative fee (32% during fiscal 2006 and
35% during fiscal 2005) payable to National CineMedia to service such contracts. Revenues and expenses attributable to these advertising
contracts are recorded as a component of other operating revenues and other operating expenses in the Company�s financial statements. For
contracts signed by National CineMedia after the close of business on March 31, 2005, AMC and Regal, and with respect to advertising
contracts signed after the close of business on July 15, 2005, Cinemark, through their respective theatre exhibition subsidiaries, receive revenue
from National CineMedia with respect to advertising and event services at their respective theatres through an agreed upon formula as well as
equity in income/loss of National CineMedia. Such formula is based on the weighted average number of screens owned by, and the number of
theatre patrons of, the applicable exhibitor�s theatres for any measurement period.
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On February 13, 2007, NCM Inc., a newly formed entity that serves as the sole manager of National CineMedia, completed the initial public
offering, or IPO, of its common stock. NCM Inc. sold 38 million shares of its common stock for $21 per share in the IPO, less underwriting
discounts and expenses. Because NCM Inc.�s Certificate of Incorporation requires that NCM Inc. at all times maintain a one-to-one ratio between
the number of common units of National CineMedia owned by NCM Inc. and the number of outstanding shares of common stock of NCM Inc.,
NCM Inc. used a portion of the net proceeds from the IPO to acquire newly issued common units from National CineMedia. In addition,
National CineMedia paid the net proceeds to each of Regal, AMC and Cinemark in exchange for modifying payment obligations for access to
their respective theatres, for which Regal received a payment of $281 million. Upon the closing of the IPO, National CineMedia entered into a
$725 million term loan facility, the net proceeds of which were used to redeem preferred units issued to each of Regal, AMC and Cinemark on a
pro rata basis pursuant to a recapitalization of National CineMedia prior to completion of the IPO. As discussed in Note 14 to the consolidated
financial statements included in Part II, Item 8 of this Form 10-K, we received $315.1 million as a result of the preferred unit redemption. At the
closing of the IPO, the underwriters exercised their over-allotment option to purchase an additional 4 million shares of common stock of NCM
Inc. at the initial offering price of $21 per share, less underwriting discounts and commissions. In connection with this over-allotment option
exercise, Regal, AMC and Cinemark each sold to NCM Inc. common units of National CineMedia on a pro rata basis at the initial offering price
of $21 per share, less underwriting discounts and expenses. Regal sold 1,637,826 common units to NCM Inc. for proceeds of $32.2 million, and
upon completion of this sale of common units, Regal held 21,230,712 common units of National CineMedia, or a 22.6% interest. After the
payment of current taxes, we estimate net proceeds from these transactions to total approximately $445 million. We are currently exploring
alternatives for using these proceeds, and may use some or all of the proceeds for strategic acquisitions or to return value to stockholders through
an extraordinary dividend, stock repurchases or other corporate uses.

In connection with the completion of the IPO, Regal amended and restated its existing services agreement with National CineMedia, whereby in
exchange for its pro rata share of the IPO proceeds, Regal agreed to a modification of National CineMedia�s payment obligation under the
existing services agreement. The modification extends the term of the services agreement to 30 years, provides National CineMedia with a five
year right of first refusal beginning one year prior to the end of the term and changes the basis upon which Regal is paid by National CineMedia
from a percentage of revenues associated with advertising contracts entered into by National CineMedia to a monthly theatre access fee. The
theatre access fee is composed of a fixed payment per patron and a fixed payment per digital screen, which will increase by 8% every five years
starting at the end of fiscal 2011 for payments per patron and by 5% annually starting at the end of fiscal 2007 for payments per digital screen.
Also, with respect to any on-screen advertising time provided to our beverage concessionaire, Regal is required to purchase such time from
National CineMedia at a negotiated rate. In addition, after completion of the IPO, Regal expects to receive mandatory quarterly distributions of
excess cash from National CineMedia.

FILM DISTRIBUTION

Domestic movie theatres are the primary initial distribution channel for domestic film releases. The theatrical success of a film is often the most
important factor in establishing its value in other film distribution channels. Motion pictures are generally made available through several
alternative distribution methods after the theatrical release date, including home video and DVD, cable television, broadcast television and
satellite and pay-per-view services. A strong opening run at the theatre can help establish a film�s success and substantiate the film�s revenue
potential. For example, the value of home video, DVD and pay cable distribution agreements frequently depends on the success of a film�s
theatrical release. As the primary distribution mechanism for the public�s evaluation of films, we believe that domestic theatrical distribution
remains the cornerstone of a film�s overall financial success.
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The development of additional distribution channels has given motion picture producers the ability to generate a greater portion of a film�s
revenues through channels other than its theatrical release. Historically, this potential for increased revenue after a film�s initial theatrical release
has enabled major studios and some independent producers to increase the budgets for film production and advertising.

FILM EXHIBITION

Evaluation of Film.  We license films on a film-by-film and theatre-by-theatre basis by negotiating directly with film
distributors. Prior to negotiating for a film license, we evaluate the prospects for upcoming films. Criteria we consider
for each film may include cast, producer, director, genre, budget, comparative film performances and various other
market conditions. Successful licensing depends greatly upon the exhibitor�s knowledge of trends and historical film
preferences of the residents in markets served by each theatre, as well as the availability of commercially successful
motion pictures.

Access to Film Product.  Films are licensed from film distributors owned by major film production companies and from
independent film distributors that distribute films for smaller production companies. Film distributors typically
establish geographic film licensing zones and allocate each available film to one theatre within that zone.

In film licensing zones where we are the sole exhibitor, we obtain film licenses by selecting a film from among those films being offered and
negotiating directly with the distributor. In zones where there is competition, a distributor will allocate films among the exhibitors in the zone.
When films are licensed under the allocation process, a distributor will select an exhibitor who then negotiates film rental terms directly with the
distributor.

Film Rental Fees.  Film licenses typically specify rental fees or formulas by which rental fees may be calculated. The
primary formulas used are the �firm term� formula, a �review or settlement� formula and a �sliding scale� formula. Under
the firm term formula, the exhibitor and distributor agree prior to the exhibition of the film on a specified percentage
of the box office receipts to be remitted to the distributor. Under the review or settlement formula, the exhibitor and
distributor negotiate a percentage of the box office receipts to be remitted to the distributor upon completion of the
theatrical engagement. These negotiations typically involve the use of historical settlements or past precedent. Lastly,
under a sliding scale formula, the distributor receives a percentage of the box office receipts using a pre-determined
and mutually agreed upon film rental template. This formula establishes film rental predicated on box office
performance.

Duration of Film Licenses.  The duration of our film licenses are negotiated with our distributors on a case-by-case basis.
The terms of our license agreements depend on performance of each film. Marketable movies that are expected to
have high box office admission revenues will generally have longer license terms than movies with more uncertain
performance and popularity.

Relationship with Distributors.  Many distributors provide quality first-run movies to the motion picture exhibition
industry. During fiscal 2006, ten major film distributors accounted for 92% of the Company�s admissions revenues.
Four of the ten major film distributors each accounted for more than 10% of fiscal 2006 admission revenues. No
single film distributor accounted for more than 20% of fiscal 2006 admissions revenues. We license films from each
of the major distributors and believe that our relationships with these distributors are excellent. From year to year, the
revenues attributable to individual distributors will vary widely depending upon the number and popularity of films
that each one distributes.

CONCESSIONS

In addition to box office admissions revenues, we generated approximately 26.8% of our total revenues from concessions sales during fiscal
2006. We emphasize prominent and appealing concession
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stations designed for rapid and efficient service. We continually seek to increase concessions sales by optimizing product mix, introducing
special promotions from time to time and offering employee training and incentive programs to up-sell and cross-sell products. We have
favorable concession supply contracts and have developed an efficient concession purchasing and distribution supply chain. Our management
negotiates directly with manufacturers for many of our concession items to obtain competitive prices and to ensure adequate supplies.

COMPETITION

The motion picture industry is highly competitive. Motion picture exhibitors generally compete on the basis of the following competitive factors:

•  ability to secure films with favorable licensing terms;

•  seating capacity, availability of stadium seating, location and reputation of their theatres;

•  quality of projection and sound systems at their theatres; and

•  ability and willingness to promote the films they are showing.

We have several hundred competitors nationwide, which vary substantially in size, from small independent exhibitors to large national chains
such as AMC and Cinemark. As a result, our theatres are subject to varying degrees of competition in the regions in which they operate. Our
competitors, including newly established motion picture exhibitors, may build new theatres or screens in areas in which we operate, which may
result in increased competition and excess capacity in those areas. If this occurs, it may have an adverse effect on our business and results of
operations. As the largest motion picture exhibitor, however, we believe that we will be able to generate economies of scale and operating
efficiencies that will give us a competitive advantage over many of our competitors.

We also compete with other motion picture distribution channels, including home video and DVD, cable television, broadcast television and
satellite and pay-per-view services. Other technologies such as video on demand could also have an adverse effect on our business and results of
operations. Traditionally, when motion picture distributors licensed their products to the domestic exhibition industry, they refrained from
licensing their motion pictures to these other distribution channels for a period of time, commonly called the theatrical release window. We
believe that the shortening of the theatrical release window over the past five to six years does not represent a material change in the
studio/exhibition distribution model. However, we believe that a material contraction of the theatrical release window could significantly dilute
the consumer appeal of the out-of-home motion picture offering. As a result, we continue to monitor the status of the theatrical release window
during our film exhibition decisions. In addition, we compete for the public�s leisure time and disposable income with other forms of
entertainment, including sporting events, concerts, live theatre and restaurants.

MARKETING AND ADVERTISING

Currently, film distributors organize and finance multimedia advertising campaigns for major film releases. To market our theatres, we utilize
advertisements, including radio advertising, and movie schedules published in newspapers and over the Internet informing our patrons of film
selections and show times. Newspaper advertisements are typically displayed in a single grouping for all of our theatres located in a newspaper�s
circulation area. In some of our markets we employ special marketing programs for specific films and concessions items.
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We have a frequent moviegoer loyalty program, named the Regal Crown Club, in all of our markets. Regal Crown Club members are eligible for
specified awards, such as concession items, based on purchases made at our participating theatres. In addition, we seek to develop patron loyalty
through a number of other marketing programs such as free summer children�s film series and cross-promotional ticket redemptions and
promotions within local communities. We currently offer these programs only in selected markets. We plan to use these programs in markets
where we believe patron loyalty can be further enhanced, and we will continue to evaluate our markets on a case-by-case basis to determine the
suitability of these programs in individual regions.

MANAGEMENT INFORMATION SYSTEMS

We make extensive use of information technology (IT) for the management of our business, our theatres, and other revenue generating
operations. The revenue streams generated by attendance and concession sales are fully supported by information systems to monitor cash flow
and to detect fraud and inventory shrinkage. We have recently implemented new software and hardware solutions, which provide for enhanced
capabilities and efficiency within our theatre operations. These solutions have enabled us to sell gift cards at most major retailers, grocery stores
and mass discounters and to redeem those gift cards at our theatre box offices and concession stands. We continue to expand our ability to sell
tickets remotely by using our Internet ticketing partner, fandango.com, and by deploying self-service customer activated terminals (CATs) in
appropriate theatres. The CATs can sell tickets for current and future shows and provide the capability to retrieve tickets purchased through our
Internet partners. We continue to investigate and invest in IT technologies to improve services to our patrons and provide information to our
management, allowing them to operate the theatres efficiently.

Our scheduling systems support the coordination needed to properly allocate our auditoriums between film showings and meetings and events of
National CineMedia, while also ensuring that movie audiences view the intended advertising and that revenue is allocated to the appropriate
business function. The scheduling systems also provide information electronically and automatically to the newspapers, which allows them to
publish correct show starting times with approved advertising graphics. The sales and attendance information developed by the theatre systems
is used directly for film booking and settlement as well as being the primary source of data for our financial systems.

SEASONALITY

Our revenues are usually seasonal, coinciding with the timing of releases of motion pictures by the major distributors. Generally, studios release
the most marketable motion pictures during the summer and the holiday season. The unexpected emergence of a hit film during other periods
can alter the traditional trend. The timing of movie releases can have a significant effect on our results of operations, and the results of one
quarter are not necessarily indicative of results for the next quarter or any other quarter. The seasonality of motion picture exhibition, however,
has become less pronounced as studios are releasing motion pictures somewhat more evenly throughout the year.

EMPLOYEES

As of February 19, 2007, we employed approximately 24,049 persons. Some of our facilities employ union projectionists. The Company�s
expansion into new markets may increase the number of employees represented by unions. The Company considers its employee relations to be
good.

REGULATION

The distribution of motion pictures is in large part regulated by federal and state antitrust laws and has been the subject of numerous antitrust
cases. Consent decrees effectively require major film
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distributors to offer and license films to exhibitors, including us, on a film-by-film and theatre-by-theatre basis. Consequently, exhibitors cannot
assure themselves of a supply of films by entering into long-term arrangements with major distributors, but must negotiate for licenses on a
film-by-film basis.

Our theatres must comply with Title III of the Americans with Disabilities Act of 1990 (the �ADA�) to the extent that such properties are �public
accommodations� and/or �commercial facilities� as defined by the ADA. Compliance with the ADA requires that public accommodations
�reasonably accommodate� individuals with disabilities and that new construction or alterations made to �commercial facilities� conform to
accessibility guidelines unless �structurally impracticable� for new construction or technically infeasible for alterations. Non-compliance with the
ADA could result in the imposition of injunctive relief, fines, an award of damages to private litigants and additional capital expenditures to
remedy such non-compliance.

We believe that we are in substantial compliance with all current applicable regulations relating to accommodations for the disabled. We intend
to comply with future regulations in this regard and except as set forth in Note 8 to the consolidated financial statements included in Part II, Item
8 of this Form 10-K, we do not currently anticipate that compliance will require us to expend substantial funds. Our theatre operations are also
subject to federal, state and local laws governing such matters as wages, working conditions, citizenship and health and sanitation requirements.
We believe that we are in substantial compliance with all of such laws.

FORWARD-LOOKING STATEMENTS

Some of the information in this Form 10-K includes �forward-looking statements� within the meaning of Section 27A of the Securities Act of
1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended. All statements other than statements of historical facts
included in this Form 10-K, including, without limitation, certain statements under �Business� and �Management�s Discussion and Analysis of
Financial Condition and Results of Operations� may constitute forward-looking statements. In some cases you can identify these �forward-looking
statements� by words like �may,� �will,� �should,� �expects,� �plans,� �anticipates,� �believes,� �estimates,� �predicts,� �potential� or �continue� or the negative of those
words and other comparable words. These forward-looking statements involve risks and uncertainties. Our actual results could differ materially
from those indicated in these statements as a result of certain risk factors as more fully discussed under �Risk Factors� below.

Item 1A.  RISK FACTORS

Investing in our securities involves a significant degree of risk. In addition to the other information contained in this annual report, you should
consider the following factors before investing in our securities.

Our substantial lease and debt obligations could impair our financial condition.

We have substantial lease and debt obligations. For fiscal 2006, our total rent expense and net interest expense were approximately
$323.2 million and $125.2 million, respectively. As of December 28, 2006, we had total debt obligations of $1,987.9 million. As of
December 28, 2006, we had total contractual cash obligations of approximately $6,469.9 million. For a detailed discussion of our contractual
cash obligations and other commercial commitments over the next several years, refer to �Management�s Discussion and Analysis of Financial
Condition and Results of Operations�Contractual Cash Obligations and Commitments� provided in Part II, Item 7 of this Form 10-K below.

If we are unable to meet our lease and debt service obligations, we could be forced to restructure or refinance our obligations and seek additional
equity financing or sell assets. We may be unable to restructure or refinance our obligations and obtain additional equity financing or sell assets
on satisfactory terms or at all. As a result, inability to meet our lease and debt service obligations could cause us to default
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on those obligations. Many of our lease agreements and the agreements governing the terms of our debt obligations contain restrictive covenants
that limit our ability to take specific actions or require us not to allow specific events to occur and prescribe minimum financial maintenance
requirements that we must meet. If we violate those restrictive covenants or fail to meet the minimum financial requirements contained in a lease
or debt instrument, we would be in default under that instrument, which could, in turn, result in defaults under other leases and debt instruments.
Any such defaults could materially impair our financial condition and liquidity.

Our theatres operate in a competitive environment.

The motion picture exhibition industry is fragmented and highly competitive with no significant barriers to entry. Theatres operated by national
and regional circuits and by small independent exhibitors compete with our theatres, particularly with respect to film licensing, attracting patrons
and developing new theatre sites. Moviegoers are generally not brand conscious and usually choose a theatre based on its location, the films
showing there and its amenities.

Over the past decade, motion picture exhibitors have been upgrading their asset bases to an attractive megaplex format which features stadium
seating, improved projection quality and superior sound systems. Generally, stadium seating found in modern megaplex theatres is preferred by
patrons over slope-floored multiplex theatres, which were the predominant theatre-type built prior to 1996. Although, as of December 28, 2006,
approximately 73% of our screens were located in theatres featuring stadium seating, we still serve many markets with sloped-floored multiplex
theatres. These theatres may be more vulnerable to competition than our modern megaplex theatres, and should other theatre operators choose to
build and operate modern megaplex theatres in these markets, the performance of our theatres in these markets may be significantly and
negatively impacted. In addition, should other theatre operators return to the aggressive building strategies undertaken in the late 1990�s, our
attendance, revenue and income from operations per screen could decline substantially.

An increase in the use of alternative film delivery methods may drive down movie theatre attendance and limit ticket prices.

We also compete with other movie delivery vehicles, including cable television, downloads via the Internet, in-home video and DVD, satellite
and pay-per-view services. Traditionally, when motion picture distributors licensed their products to the domestic exhibition industry, they
refrained from licensing their motion pictures to these other delivery vehicles for a period of time, commonly called the theatrical release
window. We believe that a material contraction of the current theatrical release window could significantly dilute the consumers appeal of the
in-theatre motion picture offering, which could have a material adverse effect on our business and results of operations. We also compete for the
public�s leisure time and disposable income with other forms of entertainment, including sporting events, concerts, live theatre and restaurants.

We depend on motion picture production and performance.

Our ability to operate successfully depends upon the availability, diversity and appeal of motion pictures, our ability to license motion pictures
and the performance of such motion pictures in our markets. We mostly license first-run motion pictures, the success of which have increasingly
depended on the marketing efforts of the major studios. Poor performance of, or any disruption in the production of (including by reason of a
strike) these motion pictures, or a reduction in the marketing efforts of the major studios, could hurt our business and results of operations. In
addition, a change in the type and breadth of movies offered by studios may adversely affect the demographic base of moviegoers.
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We depend on our relationships with film distributors.

The film distribution business is highly concentrated, with ten major film distributors accounting for 92% of our admissions revenues during
fiscal 2006. Our business depends on maintaining good relations with these distributors. In addition, we are dependent on our ability to negotiate
commercially favorable licensing terms for first-run films. A deterioration in our relationship with any of the ten major film distributors could
affect our ability to negotiate film licenses on favorable terms or our ability to obtain commercially successful films and, therefore, could hurt
our business and results of operations.

No assurance of a supply of motion pictures.

The distribution of motion pictures is in large part regulated by federal and state antitrust laws and has been the subject of numerous antitrust
cases. Consent decrees resulting from those cases effectively require major motion picture distributors to offer and license films to exhibitors,
including us, on a film-by-film and theatre-by-theatre basis. Consequently, we cannot assure ourselves of a supply of motion pictures by entering
into long-term arrangements with major distributors, but must compete for our licenses on a film-by-film and theatre-by-theatre basis.

We may not benefit from our acquisition strategy.

We may have difficulty identifying suitable acquisition candidates. Even if we do identify such candidates, we anticipate significant competition
from other motion picture exhibitors and financial buyers when trying to acquire these candidates, and there can be no assurances that we will be
able to acquire such candidates at reasonable prices or on favorable terms. Moreover, some of these possible buyers may be stronger financially
than we are. As a result of this competition for limited assets, we may not succeed in acquiring suitable candidates or may have to pay more than
we would prefer to make an acquisition. If we cannot identify or successfully acquire suitable acquisition candidates, we may not be able to
successfully expand our operations and the market price of our securities could be adversely affected.

In any acquisition, we expect to benefit from cost savings through, for example, the reduction of overhead and theatre level costs, and from
revenue enhancements resulting from the acquisition. There can be no assurance, however, that we will be able to generate sufficient cash flow
from these acquisitions to service any indebtedness incurred to finance such acquisitions or realize any other anticipated benefits. Nor can there
be any assurance that our profitability will be improved by any one or more acquisitions. If we cannot generate sufficient cash flow to service
debt incurred to finance an acquisition, our results of operations and profitability would be adversely affected. Any acquisition may involve
operating risks, such as:

•  the difficulty of assimilating the acquired operations and personnel and integrating them into our current business;

•  the potential disruption of our ongoing business;

•  the diversion of management�s attention and other resources;

•  the possible inability of management to maintain uniform standards, controls, procedures and policies;

•  the risks of entering markets in which we have little or no experience;

•  the potential impairment of relationships with employees;

•  the possibility that any liabilities we may incur or assume may prove to be more burdensome than anticipated; and

•  the possibility that any acquired theatres or theatre circuit operators do not perform as expected.

17

Edgar Filing: REGAL ENTERTAINMENT GROUP - Form 10-K

20



Development of digital technology may increase our capital expenses.

The industry is in the e
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