Long Term Viability of
‘The Showcase with IMAX’

The Global Cinema Market, as it is currently constructed, is a rapidly decaying dinosaur
that will soon be extinct. Market forces, such as the changing movie audience and
politics, are rapidly shaping the future of the cinema experience.

The Showcase with IMAX is built from the ground up to be fiscally and structurally
sound to thrive in these prevailing winds of change.

Parameters of the Discussion:

+ The Showcase with IMAX is scheduled to open in the fourth quarter of 2016.
+ For the sake of this confab,
» Short Term will be defined as the first three (3) year span of a ten (10) year
bank loan.
> Long Term will be defined as the subsequent seven (7) years of the
aforementioned.

There are two areas that must be considered to understand the long term viability of
‘The Showcase with IMAX'.

+ Global Market Trends
i.  Direction of the Market
ii.  Expansion of the Traditional Concession Stand

Global Market Trends

L. Direction of the Market

Understanding the future of cinema in the Bahamas requires a look at the present
political/ policy changes that have happened or are about to transpire.



A. Growing relationship with China and the Bahamas
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Bahamas, China sign $40M loan agreement for Abaco By SANCHESKA BROWN

infrastructural works Tibune St Repoter

TR.-\W‘S CARTWRIGHT-CARROLL

mm sbrown@tribunemedia.net

‘Published: Jan o6, 2012 PRIME Minister Perry Christie said yesterday the government is looking to tap into $1 billion
earmarked by the Chinese government for the region, to begin a series of infrastructural upgrades
throughout the country.

The government signed an agreement with the Share This: \ a
Chinese government yesterday for 2 loan of $40 bne @ Wr Christie made his comments after returning from Port of Spain, Trinidad where he met with
million for two infrastructural developments in

Abaco. Rate this article: President of the People’s Republic of China Xi JingPing.

Minister of Foreign Affairs Brent Symonette and Add To Favourite Speaking with The Tribune, Mr Christie said the President not only indicated they would provide a
Chinese Ambassador to The Bahamas Hu Shan met grant of §8 million to the Bahamas but also make $1 billion available for the Bahamas to use for
yesterday to sign the agreement at the Ministry of Foreign Affairs on West Bay Street. infrastructural works.

B. The Bahamas application for entry into the World Trade Organization (WTO)

Tribune242 a

Sports

Home  News Business  Politics  Editorial Lifestyle = Weather Galleries|

Bahamas Seeks 'Balance' On Wto Benefits Access

* Sign in to favorite this ’ Discuss .4 Share this

log about Email, Facebook

By NATARIO McKENZIE

Tribune Business Reporter

Bahamas Moves to Join the World Trade Organisation (WTO)

The Bahamas has moved in earnestto
become a member of the World Trade NTO OM
Organisation (WTOQ). The first working party
meeting for its accession took place on
Tuesday, 14 September 2010 in Geneva at the
WTO headquarters. The Bahamas' team was
led by Minister of State in the Ministry of
Finance, Zhivargo Laing, with distinguished
chartered accountant Raymond Winder as the
chief negotiator.

WTO ( nmckenzie@tribunemedia.net

THE Bahamas' has already signed up to obligations that “go beyond™ those of World Trade
Organisation (WTQO) member countries, a senior official yesterday calling for a *balance™ that would
see this nation receive the benefits associated with WTO accession.

Viana Gardiner, director of trade in the Ministry of Financial Services. told a Bahamas Institute of
Financial Serices seminar that the Bah ' obligati under the E ic P hip
Agreement (EPA), which it signed on to in October 2008, already “go beyond”, those of several

countries that are full WTO members.

“It's a bit of an irony for the Bahamas, because everyone who is in the EPA are members of the WTO

These two points are very relevant for similar reasons. Both of these situations will open
Bahamian borders, thereby severely limiting the protectionist policies of the
government.

Why is this relevant?

China is now the most important player in the cinema industry.



The landscape of the movie industry has changed. The Global Box office (BO) is
growing faster than the US BO.
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With this switch comes the ability to be the determining factor of movie content in

Hollywood. If that gigantic shift was not enough, the Chinese have instituted two (2)
changes.

1. Welcome to the New ‘Hollywood’ of the Pacific

Tvcoon plans $8 billion Chinese Hollywood

AP
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QINGDAO. China (AP) — China's richest man plans
to spend 50 billion yuan (S$8._2 billion) to build the
country's version of Hollywood in the northeastern
city of Qingdao

In a glitzy. star-studded red carpet event on Sunday.
vwang Jianlin said his company. Dalian Wanda
Group. will build a state of the art film studio complex
in & bid to dominate China’'s rapidly growing movie
market

rapidly growing
market

= Minine e = L rdivoise NV exincl o The Qingdaoc Oriental Movie Metropolis's 20 studios
Group will build the studio

will include a permanent underwater studio and a
_______ e _ »d has been eager to 10.000 square-meter (108.000 square-feet) stage

Wang Jianlin, China’s richest man is building the world’s biggest movie studio to
replace Hollywood and meet his country’s growing demand. What does he put as
the centerpiece of the $8 billion development? An IMAX R&D center.

world's biggest. The facility will also include an Imax research and development
center, cinemas and China's biggest film and celebrity wax museums. The first

phase is planned to open in June 2016 and it will be fully operational by June
2017.

This new content from China will need theaters to play in, hence step two (2)

2. Two Asian companies are in a race to become the #1 movie chain in the World:
Wanda Group of China and CJ CGV of South Korea

They are doing this by expanding into new territories and buying competitors or
opening their own franchises.




Example:

Wang Jianlin and the Wanda Group bought American Movie Cinemas (AMC) to
become the largest movie chain in the world.
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CJ CGV has taken the opposite approach, buying smaller cinema chains.
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CJ CGV acquires Vietnam's leading cinema chain

Source |
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4DX first cinema opened in Bulgaria

The first theater that offers
technology 4DX, was
opened today in the new
multiplex Cinema City
Paradise. First screening
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cinema in the country was
"Fast and Furious 6"
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What is the relevance of this to the Showcase with IMAX and the Bahamas?

The ever increasing Asian influence in the Bahamas combined with the WTO’s free
trade requirement have opened the market for entry to Wanda and CJ] CGV.

Why is the Showcase with IMAX averse to their market penetrance?

Understanding the tools of choice these corporations use to enter markets then
differentiate themselves from existing theaters is key.
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IMAX And CJ CGV Announce 35 New IMAX® Theatres Across China And Korea

Agreement Marks Second-Largest International Deal in IMAX History

Both CJ] CGV and Wanda use IMAX as their preferred weapon for market penetration.
CJ CGV has more potential to expand because of their proprietary theater system
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CJ CGV '4 DX ', emerged as the new Wave platform

ADX, 3D holographic image popularized utilized prior to the concert

Fortunately for the Showcase with IMAX, the same holds 10 year exclusive contracts
for both IMAX and 4DX technologies in the Bahamas. A contractual relationship has
already been developed with CJ] CGV the largest developer of Asian/ K-POP content.



II. Expansion of the Traditional Concession Stand

How concessions will be handled is a differentiation factor in the Bahamian market as it
has been in the past.

History Lesson

One of the dynamics that allowed Galleria Cinemas to eclipse RND Cinemas in the
early 2000s was concessions.

When movie patrons arrived at RND cinemas in the late 90s, they had a choice. Either
they could fight through the cramped lobby to get concessions on a long line or join the
line to their theater for a good seat. Many customers chose the latter.

When Galleria Cinemas entered the market in 1999 with their seemingly endless lobby
and expansive food choices, Bahamians were smitten. Hence besides the revenue from
movie ticket sales, Galleria had a fiscal advantage with its concession profit margin.
Déja vu

As the Showcase with IMAX enters the market, concessions again become a point of
differentiation. How? This first requires a look at the global trends for long term
viability to be realized.
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Concessions are the Holy Grail of theater chains. Ironically, popcorn and other theater
staples weren’t allowed in cinemas until after the Great Depression. Theater owners did
not like the mess these food items created.



For theater owners over the last decade concession sales have grown faster than ticket
sales. This global phenomenon has been attributed to the worldwide recession. During
recessionary periods more people go to cinemas.
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NATIONAL ASSOCIATION
OF THEATRE OWNERS

« No one wishes tough economic times on anyone. It is a fact, however, that
[do especially well during economic downturns).

e During the |Iast eight recession years| since 1965, movie theaters’ box office and
admissions increased in @ of them.

Why? It’s the cheapest form of entertainment that allows one to escape from everyday

woes.

Movie theaters continue to draw more people than all theme parks and major U.S. sports combingd.

2012 Average Ticket Price for a Family of Four (US5):
Sources: NATO, Sparts Leaguss, Internztional Theme Pk Services 2012 Attendance Millions)
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The average cinema ticket price increased by 3 cents in 2012, less than the 2% increase in inflation as measured by the
consumer price index (CP). Amovie still provides the most affordable entertainment option, costing under $0 dollars
fora family of four,

Cinemas

In the Bahamas, the issues are the opposite. The choice are even less for family
entertainment. Hence movies are the de facto choice to escape everyday reality.

Globally, people are combining entertainment and the desire to eat out while at the
movies.
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Researchers at Columbia University and Hudson Square Research studied this
phenomenon.

Marla Backer, an entertainment analyst at Hudson Square Research, links this shift to the recession. Over
the past few years, she said, the restaurant industry has suffered as consumers cut down on spending.
“People still wanted to have a night out, but they didn't want to pay for a sit-down dining experience,” the
cost of which can swiftly rack up. she said. “That provided an opportunity for theaters to capture some of
that cash that the consumer wasn't spending in restaurants.”

The Big Three theater chains AMC, Regal and Cinemark are seeing the difference:

Regal Entertainment, AMC Loews and Cinemark — which rely on concessions for one-quarter to one-third
of their total income — all report that the average consumer now spends more on food and drink — up to 5
percent more in the past year alone — for two reasons: The food is pricier, and customers simply buy more
food.

Two of the Big Three have expanded their offering to accommodate this shift in
consumer spending.



AMC's Screen and Fork and Regal’s Cinebarre lounge/dine- in theater concepts have
been very successful.

Cinebarre — part owned by Regal
Entertainment, the biggest movie theater chain
in the U.S. — has six cinemas across the
country and plans to open three more this year.
Cinebarre offers table service and hot food,
snacks and alcoholic beverages. For example,
its cinema in Charlotte, N.C., charges $6 for a
ticket, $8 for a “When Harry Met Salad” and $6
for a “Donnie Daiquiri.”

Cinebarre makes about 70 percent of its profits

from food, said the company's chief executive,

Terrell Braly. Cinebarre movie theaters offer table service and an
extensive menu of hot dishes and non-traditional cinema

Forbes Magazine commented on the thriving industry for theaters:

Popul
Forbes- Yvros Men CEopidar

_ 'Dinner And A Movie' Gets A
mm  Makeover

2

¥ Tweet In a month when U.S. consumer confidence reached its lowest point in
. history, Cinebarre’s December 2008 same-store sales were up by 25% from
3 e December 2007, which means that Braly’s almost-too-simple idea—people

want more for their money in a shorter amount of time—is proving true.
Cinebarre is set to open a fourth theater in Seattle May 27, 2009.

_—

What is the draw to these lounges in Cinemas? AMC, the world’s leading movie
understands the draw to these lounges; Premium formats in the facility like IMAX.
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Is dinner and a movie transforming into dinner at the movies? That is one of the hopes
of AMC Entertainment Holdings (NYSE: AMC EJ) . which competes with theater-exhibition
and Regal Entertainment Group

In recent years. entertainment-technology providers like IMAX (NYSE: IMAX EJ) have helped
theater operators provide another reason for moviegoers to forgo their home-entertainment
systems and visit a movie theater. But since the last time AMC Entertainment was publicly
traded in 2004, the movie-theater experience has evolved, and betiing on AMC Entertainment
today goes beyond movies.

With nearly half of is auditorium in IMAX or 3D, AMC has used this premium to
maximize its concessions. They are able to charge more compared to its competitors

with less IMAX screen.
Average Total Average
Average Ticket =
Concession Revenue Per
Revenue

Revenue Attendees
ANMVMIC Entertainment SS9 04 S3 92 S12. 96
Cinemark S5 .92 S22 99 S8 91
Regal S8 93 S3 .58 S12.51%
Entertainment

The table above shows that AMC Entertainment is able to attract moviegoers that prefer to
waich movies in 3D, IMAX. or RealD premium formats. which demand higher ticket prices. In
fact, nearly half of AMC Entertainment's 4 950 screens are either in IMAX or RealD 3D
formats.

This is a huge positive for AMC Entertainment since 3D box office sales throughout the
industry were nearly the same in 2012 as in 2011, despite fewer 3D film releases.




Question:

But isn’t all food the same whether it come from the lounge in a theater or a
restaurant?

The answer is a resounding NO in the eyes of consumers.

Researchers have found that consumers look at food served in a restaurant as the main
attraction versus food served at a movie theater where the movie is the main attraction.

Dr. Brian Wansink author of, “‘Mindless Eating: Why we eat more than we think’
describes this phenomenon

Mindless

oy -
i, d t] 11 g When consumers decide what to do with their evening, they compare the cost of just the movie ticket — not
the concession — to that of alternatives, such as dinner in a restaurant, said Brian Wansink. author of

‘ | ‘Mindless Eating: Why We Eat More Than We Think " Once inside the theater, however, the consumer
v We et o subconsciously wants to get the most out of the evening, so buys from concessions as part of that
Than We Think investment. even though that cost wasn't calculated in the original equation.

Brian Wansink, Ph.D.

. Entertainment Industry Analyst descripted the buying habit of Theater patrons at
concession stands and in cinema lounges as being in a vacation mind set.

“Going to the movies is around $10, and there’s a mental barrier there,” said Chad Beynon, an
entertainment analyst at Macquarie Research. “So theater owners will hold the ticket price at $10, and raise
the price on concessions instead.”

Beynon likened this to how people think about vacations: Consumers try to save when choosing flights or
hotels, but once on holiday, they're often willing to spend plenty at a better restaurant.




This premise may be new to the western hemisphere but lounges and VIP theaters have
been an entertainment fixture for more than a decade in Asian and European cinemas.

In fact the lead consultant for this project Jim Patterson was just honored by industry
magazine, Film Industry Journal, Dec 2013, for his role in structuring the VIP
experience.
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Jim’s facility was recognized as one of the best theaters in the world because of its
extensive offerings to movie goers.

THE PARAGON CINEPLEX'S ENIGMA
LOUNEE-CUM-COCKTAIL BAR AND THE
TREATRE'S"BED SEATING," BELOW.

Whether it’s the lounges or the innovative technology, Paragon has been driving the
movie going experience for over a decade.

With Jim’s guidance on the project, this is what The Showcase will bring to the
Bahamian people. Whether it’s the lounges upstairs or exotic gourmet popcorn down
stairs, The Showcase with IMAX will have differentiated concessions from Galleria
Cinemas.



