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 EXECUTIVE SUMMARY OBJECTIVE
 The objective of this report is to present a comprehensive business valuation for Cineplex Inc. in order to determine its intrinsic value per common share as of June 30, 2012. In order to complete this task we conduct a thorough review of Cineplex’s industry, strategy, and competitors. All of this analysis, including a macroeconomic analysis, is incorporated into a forecast of Cineplex’s revenues, and into the construction of pro forma financial statements. Our financial projections and subsequent model are used to perform a discounted cash flow (DCF) analysis. In addition, we conduct a multiple-based valuation of Cineplex. Both methodologies are used to estimate the total value of the company.
 ANALYSIS Our analysis begins with a discussion of the movie picture theatre industry, providing insight into the main products and services produced by industry participants. We also discuss the inputs and demand drivers that determine how movie theatres deliver their service to the end-customer. We then discuss the six key factors of success for movie picture theatre industry participants. Following this we apply the key factors through ratios and other methods to analyze the business strategy of Cineplex and to compare its strategy to that of other industry participants. We then conduct macroeconomic analysis to give an idea of the key economic variables that will determine the future of the movie theatre industry and its participants.
 FINDINGS Through our analysis, we discovered that movie theatre industry participants earn the majority of their profits through products and services surrounding the movie-going experience. Overall, the industry is expected to stagnate or decline in the long-term due to increasing competition from increasingly advanced in-home audiovisual experiences. Macroeconomic variables will not have a significant adverse or positive impact on the future of the industry, though they are important for a thorough valuation. Cineplex itself is very well-positioned with regards to its peers. Its huge market share (66%) in Canada and strong advertising presence, as well as its very low debt level, helps the company maintain strong margins and excellent film offerings. Cineplex’s dominance in Canada is so strong that we were unable to identify any viable competitors, and had to rely on American comparable companies.
 VALUATION As mentioned, both a DCF and multiple-based valuation was conducted. The DCF valuation was based on both a top-down and bottom-up revenue forecast, and the construction of pro forma financial statements. As is typical with DCF valuations, our key inputs are a WACC of 7.7% and a terminal growth rate of 2.2%. In the end, we arrive at a valuation of $25.80, representing a ___% discount to Cineplex’s share price of $30.62 as of June 29 2012. In order to conduct a multiple-based valuation, we use two multiples: EV/EBITDA, and EV/NOPAT. Using this and the DCF method we arrive at a valuation of $25.80, representing a discount of 18.7%.
 RECOMMENDATION Although there is nothing particularly detrimental to Cineplex’ going concern, unfavorable population demographics and the unlikelihood of receiving federal approval for any measure that would significantly increase its domestic market share effectively shackle the core business of this mature company, box office sales, into a nearly dormant state. In addition external competition is a huge constraint for the entire industry. We do not foresee the company looking to expand its operations internationally, and question its efforts to diversify outside its core business. Finally, due to the fact that Cineplex was essentially forced to convert from an Income Trust into a regular publically listed corporation has had significant implications for its cost of capital. Having built a capital structure that is heavily dependent on its long-term operating leases, which made sense as an Income Trust, now puts Cineplex at a huge disadvantage. Had it not been locked into long-term operating lease obligations, Cineplex could reduce cost by taking on debt, which would enable it to benefit from government interest rate tax breaks and potentially even profit from bringing more of the value chain in-house. Compared to the adjusted closing price of $30.62 per share as of June 29, 2012, we believe Cineplex is overvalued and recommend a SELL
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 1 INDUSTRY DESCRIPTION Cineplex Entertainment LP operates in the Motion Picture Theatre (MPT) industry. Businesses in this industry primarily exhibit movies, though a large portion of revenues is earned through concession sales. The industry includes cinemas, outdoor and drive-in theatres and occasional film festival exhibitors. The MPT industry operates within the broader entertainment industry. As such, it competes with a variety of other entertainment products and services, including: theme parks, cable and satellite television, Video on Demand (VOD), the Internet, personal entertainment devices, mobile computing, etc. In Canada, approximately 2,868 screens are operated as of 20101
 1.1 PRODUCTS & SERVICES
 . The major player is Cineplex with 1,352 screens, or 48% of total Canadian screens. The industry has experienced a high degree of consolidation, with Empire Theatres as Cineplex’s only major competitor. The American MPT industry is also highly consolidated, though to a lesser degree.
 MPT industry participants’ main services and products are film exhibition and concession goods. Film offerings can differ greatly in terms of ticket sales. For instance, new-release movies distributed by Motion Picture Association of America (MPAA) members (termed “first-run” films) are the highest grossing of all films. There has been a trend among MPAA distributors to restrict high-budget films to sequels and entertainment franchises. Such offerings are lower-risk and higher-grossing as the film-concept has already been proven among audiences.2 Indeed, all of the top-ten films in 2011 were sequels or franchise films.3
 Large, successful theatre operators provide all types of films, though likely not at one location. Independent theatres are typically unable to compete with large operators on first-run and IMAX films, instead opting to specialize in cheap-seats and art-house cinema.
 Art-house and specialty cinema is often shown in urban theatres with smaller screens and less seating. Such theatres may also screen second-run films – first-run movies screened weeks or months after the initial release – though they may also be screened by discount theatres, or so-called “cheap-seats”. Finally, IMAX movies comprise the final category of offerings, and are often documentary films. In certain circumstances, high budget first-run films may be adapted for, or filmed in, IMAX.
 In reality, film exhibition is a service on two dimensions: the film offering, and the theatre offering. The film offering has already been discussed. The theatre offering comprises the audio and visual technology offered by the theatre operator that cannot be replicated in consumers’ homes. For instance, an important element of the theatre-going experience is the inclusion of large-screen, high resolution films with high quality audio systems. In addition, comfort and seating quality has become increasingly important. In this sense, MPT industry participants offer consumers not only a film, but an experience not easily replicated at home. Concession goods comprise roughly 25%-30% of theatre-operators’ revenues. Such items include soft-drinks, snacks and confectionary goods. Larger theatre operators may also provide in-theatre branded fast food restaurants, an area of expansion in the industry. Concession goods are often heavily marked-up, providing huge margins for operators. Many have observed that the profitability of the MPT industry is in concession sales, viewing box office sales merely as a way of drawing consumers into the theatre.4
 1.2 INPUTS
 The main inputs in the MPT industry are: film rights; concession supplies; labour; and, audiovisual equipment. 1.2.1 Film Rights
 Film licensing agreements generally follow three structures: sliding scale method; firm-term method; and, the review method. The sliding scale is the most common method wherein the distributor is entitled to a percentage of box-office sales. The percentage of sales received by the distributor is dependent on a pre-determined rental arrangement formula. Under the firm-term method, distributors negotiate with movie theatres for a fixed percentage of box office sales. With the review method, revenue-sharing is determined upon completion of the rental term. A typical arrangement is for the distributor to retain 55% of box office sales in the first and second weeks, and decline to around 30% in the third to fifth weeks. An important factor in negotiations is the duration of film licenses, which is determined on a film-by-film basis. Movies that are expected to garner high box office sales generally have longer terms. The duration of film licenses has declined in the past, a trend that will continue into the future (Table A.1). As expected, MPT industry revenues decline with the duration of film licenses. 1 The Daily February 7 2012, Statistics Canada. “Motion picture theatres”. http://www.statcan.gc.ca/daily-quotidien/120207/dq120207b-eng.htm. Accessed July 3 2012. 2 Basuroy, Susan and Subimal Chatterjee. “Fast and infrequent: Investigating box office revenues of motion picture sequels”. Journal of Business Research. 61 (2008) 798-803. 3 “Theatrical Market Statistics, 2011”. National Association of Theatre Owners. 4 Rigoglioso, Marguerite. “Why Does Movie Popcorn Cost So Much?” Stanford School of Business. 1 December 2009. <http://www.gsb.stanford.edu/news/research/hartmann.popcorn.html>. Accessed 7 July 2012.
 http://www.statcan.gc.ca/daily-quotidien/120207/dq120207b-eng.htm�
 http://www.gsb.stanford.edu/news/research/hartmann.popcorn.html�
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 1.2.2 Concession Supplies MPT industry participants source concession goods directly from confectionary and snack producers. Typically, companies will have relationships with particular confectionary, beverage and snack producers so as to limit brand competition within theatres. For instance, Cineplex has an exclusive agreement with Coca-Cola while Empire Theaters has one with PepsiCo. Many industry players also offer in-theatre retail outlets.
 1.2.3 Labour The majority of the employees in the movie theatre industry are young casual workers employed either part-time or during the summer. Most positions are low-skilled, involving ticket and concession sales and maintenance. As such, employees earn wages at or near the minimum wage. Still, on average wages comprise 10.3% of costs in the North American MPT industry.
 1.2.4 Audiovisual Equipment As discussed earlier, audiovisual equipment is extremely important in the MPT industry, as participants seek to distinguish the theatrical experience from other forms of consumer entertainment. Accordingly, participants must maintain strong capital expenditures so as to incorporate state-of-the-art audiovisual equipment. In the recent past MPT participants have acted quickly to adopt digital screening technology and 3-D screens in theatres (Table A.2). With 65% of all North American screens fully digital, and half of those streets 3-D, digital and 3-D screens have reached near-saturation, pointing to a potential decline in industry capital expenditures.
 1.3 CONSUMER DEMAND The four key determinants of consumer demand are: demographics, economic conditions, theatre quality; film offerings; and, time of year.
 1.3.1 Demographics Theatre-goers are best represented by the 12-39 year-old demographic, with the most frequent attendees in the 18-24 year-old age group (Table A.3). Race and gender are not major determinants of theatre attendance. The MPT industry’s representative consumer is a mixed-blessing. On the one hand the 12-39 year-old demographic is highly coveted among marketers and advertisers. On the other hand, much of this demographic is highly vulnerable to economic fluctuations. Overall roughly two-thirds of North Americans attended a movie theatre in 2011, typical of a given year. The average theatre-goer bought 5.8 tickets. Theatre operators are fairly dependent on “frequent theatre-goers”, who comprise 10% of North American population but comprise 50% of ticket sales5
 1.3.2 Economic Conditions .
 Economic conditions are a major determinant of attendance and theatre revenues. In-theatre movie viewing is a leisure activity. Leisure spending is positively correlated with disposable income levels, which are in turn affected by employment growth, taxes, interest rates, and inflation. Theatre operators have been able to combat adverse macroeconomic conditions through a two-pronged strategy. First, by offering value-added services such as 3D entertainment and enhanced viewing experiences, operators can justify higher ticket-prices. This helps stabilize revenues as attendance falls. Second, operators have begun offering discounted services catered to lower-income brackets. Such services include tie-in sales between concession goods and tickets and discounted prices on second- and third-run movies.
 1.3.3 Theatre Quality A determinant of theatre demand is the operator’s ability to differentiate the theatre-going experience from the improving quality of home entertainment technologies. Stadium seating, floor-to-ceiling and wall-to-wall screens, digital video, Dolby Digital audio systems and updated interior décor are key factors drawing consumers to the theatres. In addition, enhanced viewing experiences typified by 3D video are also an important draw. Some operators have begun offering VIP sections in theatres and higher-quality dining experiences to increase the attendance of high-income patrons.
 1.3.4 Film Offerings Film offerings are an important determinant of demand that MPT participants have little control over. Blockbuster summer releases are favorable to theater operators as they boost attendance, thereby increasing screen utilization. Individual releases can have significant effects on industry-wide attendance. For instance, a year-over-year decline in industry-wide attendance is largely attributable to Avatar’s record-breaking box office performance which inflated attendance and sales in 2010.
 5 “Theatrical Market Statistics, 2011”. National Association of Theatre Owners.
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 1.3.5 Seasonality Seasonality is a major determinant of movie exhibition demand.
 1.4 OTHER ACTIVIT IES Besides box office and concession sales, theatre operators earn revenue through media sales. For instance, most theatres now screen advertisements prior to feature films. In addition, advertisements may be shown throughout the theatre, as well as in publications that certain operators circulate at their locations. Advertising is placed by media agencies, meaning that large operators must maintain strong relations with the larger media firms. Advertisement is typically a volatile revenue stream that is very sensitive to economic conditions. As of the latest Statistics Canada data on the MPT industry, “Other revenue” which we assume to be comprised of media sales, amounted to 8.0% of total sales in 2010, up from 7.5% in 2009 and down from 8.4% in 2008.
 1.5 INTERNAL AND EXTERNAL COMPETITION In North America, competition within the MPT industry is rather intense. Canada is a special case, as Cineplex dominates the market – it accounted for 65.5% of industry revenues and 61.5% of admissions in 2010. Theatres largely compete through film offerings and viewing experiences. Among larger players, the viewing experience is the main venue of competition, driving capital expenditures on high-tech audio and visual equipment like 3D projectors and improved seating and décor. As competition for consumers’ entertainment spending intensifies with technological advances in computing and in-home entertainment, industry players must work hard to differentiate the theatre-going experience from other forms of entertainment. This has contributed to capital expenditure growth, and has led to several innovations in operators’ product offerings. For instance, larger operators like Cineplex in Canada and Regal Entertainment in the US have begun offering luxury experiences. Such offerings include box seating, reserved seating, and special VIP lounges. International competition is very low within the industry. AMC Entertainment attempted entering the Canadian market early in the 2000’s, but sold its locations to Cineplex and Empire Theatres in June 2012. With the exit of AMC, no significant foreign players compete in Canada. The situation is very similar in the United States, though AMC was recently acquired by Wanda Entertainment, a media conglomerate based out of Hong Kong. Foreign acquisition is not a likely outcome for Canadian players. The AMC acquisition was arguably a one-off as Wanda acquired the operator for its know-how, not the opportunity to compete in the US. Overall, the MPT industry is in stagnation or decline as substitute products and services compete for consumers’ entertainment spending. Contributing to this decline is movie producers’ and distributors’ reluctance to take chances on un-tested film concepts, instead opting for releases of sequels and franchise films. This may endanger box office sales as consumers tire of the safe, formulaic direction major releases have taken. In addition these players are experimenting with shorter screen durations (Table A.4). Shorter theatrical release windows have a direct adverse effect on movie theatre revenues. Some distributors are experimenting with alternative distribution methods for riskier ventures, effectively pushing the receipt of film revenues forward. For instance, Magnolia Entertainment and Lions Gate Entertainment have recently experimented with pre-theatrical VOD releases for consumers to view in the comfort of their own home. The trend towards shorter release windows and alternative distribution methods is expected to continue, contributing to lower diversity in film offerings and lower ticket sales. Declines in theatre attendance have been met with increased ticket and concession prices. As discussed, operators have also been offering enhanced experiences for a high premium.
 2 BUSINESS STRATEGY Cineplex’s business strategy is to continue to enhance its position as a leading exhibitor in the Canadian market by focusing on providing customers with an exceptional entertainment experience in its theatres not only by movies but by going beyond that to reach customers in new ways to maximize revenue per patron. To maximize revenue per patron, Cineplex has taken initiatives to (1) attract new customers and (2) increase the frequency of existing customers. Toward these goals, Cineplex has tried to enhance and expand the existing infrastructure to improve in-theatre services and expand its customer base by introducing new build theatres and retrofits, digital projection and 3D, UltraAVX screens and XSCAPE in 2010, VIP strategy and SCENE program in 2007.
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P a g e | 5 Trying to diversify its revenue, Cineplex also is focused on strengthening its media business inside and outside of its theatres (See below for further discussion). Additionally Cineplex seeks to expand its brand as an entertainment destination for all Canadians. Finally management is focuses to control costs without compromising the customer experience to grow its EBITDA and EBITDA margin (MD&A p. 23).
 2.1 EXHIBITION • Cineplex is well aware that Exhibition remains the core business of the company as it drives other businesses. Cineplex’s target is to
 open an average of two to three new theatres per year. Areas of growth and enhancement in such an established business could be Digital and 3D projection.
 • Cineplex provides its customers with a variety of premium viewing offerings. These offerings generate higher revenues per patron and also expand the customer base (MD&A p. 21).
 • Cineplex’s leading market position enables it to effectively manage film, concession and other theatre-level costs, thereby maximizing operating efficiencies. Cineplex focuses on incremental operating savings by negotiating improved contracts with its supplier. (MD&A p. 21).
 2.2 MERCHANDISING • Merchandising comprises:
 o Cineplex’s food retailing – including famous brands such as Burger King, Tim Hortons, Pizza Pizza and Yogen Fruz and internally developed brand, Outtakes – (to enhance customer experience and generate stronger profit margins)
 o Gaming business
 • Initiatives in merchandising include optimizing its product offerings and improving service execution (MD&A p. 20).
 • Cineplex continues the implementation of process improvements to increase the speed of service at the concession counter in addition to ongoing optimization of retail branded outlets available at Cineplex’s theatres (MD&A p. 21).
 2.3 MEDIA • Cineplex is committed to diversify its revenue by expanding its Media (the revenue from Media more than doubled from 2010 to 2011
 and has been growing for the past five years). Cineplex Media is the ideal channel for advertisers who want to reach the highly sought-after 17- to 25-year-old Canadian market (MD&A p. 22).
 • To capitalize on its core media business, Cineplex has introduced digital lobby network (CLN) and done two acquisitions which led to creation of CDM and CDS, its advertising and service based digital signage businesses.
 2.4 INTERACTIVE • Cineplex is focused on expansion of its brand as an entertainment destination among Canadians.
 • Toward this goal it has been constantly developing its website to provide Canadians with movie entertainment information. Additionally Cineplex launched Cineplex store (with digital download capabilities) on which it started selling DTO (Download-to-Own) and VoD movies. The company has also developed a mobile app for its customers to provide them with information about latest movies.
 2.5 SCENE LOYALTY PROGRAM • The objective of this program is to gain a thorough understanding of demographics and the movie going habits of customers, drive
 customer frequency, increase overall spending at theatres and provide a platform for Cineplex to communicate directly and regularly with customers. This program also is an attempt to engage new customers. Membership in this program has increased by 23% from 2010 to 2011.
 3 COMPETITOR BUSINESS MODELS AND STRATEGIES We have chosen three companies as comparable competitors in the MPT industry: Regal Entertainment Group, AMC Theatres, and Cinemark Theatres. We will also use them for our Comparable Trading Multiples Valuation later. All of the three companies are
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P a g e | 6 headquartered and mainly operating in the United States. We feel that the Canadian market is very similar and closely related to the American market in terms of societal, cultural, and economic conditions. Therefore, the use of such comparable companies is reasonable. At the same time, because of Cineplex’s dominant position in the Canadian market (66% market share6
 3.1 REGAL ENTERTAINMENT GROUP
 ), there is no visible domestic competitor except Empire Theatres Limited (13% market share), which is a wholly owned subsidiary of Empire Company Ltd. Considering the unique family-owned nature of Empire and its relatively small size and scale, we deem it not a suitable comparison.
 3.1.1 Business Model • Regal operates the largest and most geographically diverse theatre circuit in the United States, consisting of 6,614 screens in 527
 theatres in 37 states and the District of Columbia as of December 29, 2011, with over 211 million attendees for FY 2011. Regal locations include theatres in all of the top 30 and 43 of the top 50 US designated market areas.
 • Regal offers the following key services: motion picture exhibition, advertising services, and entertainment programming services.
 • The group operates its theatre circuit under the brands Regal Cinemas, United Artists and Edwards. 3.1.2 Business Strategies
 • Take advantage of the market leading position to establish cost leadership, drive asset efficiency, and deliver higher returns.
 • Selectively pursue expansion opportunities through new theatre construction that meets strategic and financial return criteria. Also enhance theatre operations by selectively expanding and upgrading existing properties in prime locations. The active asset management approach includes: 1) build ~100 screens annually; 2) acquire ~200 high quality screens annually; and, 3) retire ~200 screens annually7
 • Continue to embrace innovative concepts to deliver a premium movie-going experience for customers on three complementary fronts:
 . Constant refresh to theatre portfolio drives asset efficiency.
 o Installation of 3D digital projection systems and IMAX systems and the conversion of existing auditoriums to proprietary large screen format known as “Regal Premium Experience (RPX)” auditoriums.
 o Expand menu of food and beverage products to include hot made-to-order meals, customizable coffee, healthy snacks, alcohol and other specialty products in select theatres.
 o Focus on interactive marketing programs aimed at increasing attendance and enhancing the overall customer experience. Build on the strength of the largest loyalty program in industry – the Regal Crown Club.
 3.1.3 Operating Strategies • Strong focus on operations: Regal controls the costs at both corporate and theatre levels. At corporate level, the group capitalizes on
 size and operational expertise to attain economies of scale in purchasing and marketing functions. Regal also developed an efficient purchasing and distribution supply chain that generates favorable concession margins. At theatre level, the group gives importance to cost controls through the use of detailed management reports and performance-based compensation programs.
 • Bank on proven acquisition experience and sound capital structure position to take advantage of future acquisition opportunities and to participate in various partnership initiatives, such as DCIP, Open Road Films and National CineMedia, LLC (“NCM”). NCM operates the largest digital in-theatre network in North America that primarily concentrates on in-theatre advertising for its theatrical exhibition partners, which includes Regal, AMC, and Cinemark.
 3.2 AMC THEATRES 3.2.1 Business Model
 • AMC is the second largest movie theater chain in North America, second only to Regal. As of March 29, 2012, AMC owns, operates or holds interests in 346 theatres with a total of 5,034 screens, approximately 99% of which are located in the US and Canada.
 • AMC is currently owned by a group that includes Apollo Global Management, Bain Capital, Carlyle Group, CCMP Capital Advisors and Spectrum Equity Investors. It has entered into an agreement to be acquired by China's Dalian Wanda Group Corp.
 • The company operates theatrical exhibition business through subsidiaries, American Multi-Cinema and AMC Entertainment International. The company's theatrical exhibition and out-of-home entertainment businesses provide filmed entertainment by screening those films in varied theaters like multiplexes, megaplexes, IMAX, and Digital 3D.
 6 Cineplex presentation at Gabelli & Co Media Exhibitor Conference, March 2012. 7 Regal presentation to investors, June 2012.
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 3.2.2 Business Strategies • AMC’s strategy is to leverage the modern theatre circuit and major market position to lead the industry in consumer-focused
 innovation and financial operating metrics. Use emerging premium formats and focus on the guest experience.
 • The primary goal is to maintain the company's and the industry's social relevance and to offer consumers distinctive, affordable and compelling out-of-home entertainment alternatives that capture a greater share of their personal time and spend.
 • A two-pronged strategy to accomplish this goal: first, drive consumer-related growth and second, focus on operational excellence. 3.2.3 Operating Strategies
 • AMC is a leader in deployment of premium formats including digital delivery, 3D projection, large screen formats, such as IMAX, proprietary ETX offering, and alternative programming which provides incremental revenue-generating opportunities. AMC belives implementation of premium sight and sound formats will be key components of the future movie-going experience. As of March 29, 2012, AMC is the largest IMAX exhibitor in the world, with a 45% market share in the United States and nearly twice the screen count of the second largest U.S. IMAX exhibitor. Each of our local IMAX installations is protected by geographic exclusivity.
 • AMC believes its theatre circuit is better positioned than peer competitors to generate additional revenue from broader and more diverse food and beverage offerings, in part due to our markets' larger, more diverse and more affluent customer base and our management's extensive experience in guest services, specifically within the food and beverage industry. The company plans to continue to invest in one or more enhanced food and beverage offerings across 85 to 110 theatres over the next three years.
 • Focused on creating differentiation through guest marketing. The company is refocusing marketing to drive active engagement with customers through a redesigned website, Facebook, Twitter, Short Message Service ("SMS") and push email campaigns.
 3.3 CINEMARK THEATRES 3.3.1 Business Model
 • Cinemark is the third largest in the United States, but second largest circuit internationally. As of December 31, 2011, Cinemark operates 456 theatres and 5,152 screens in the U.S. and Latin America and approximately 247.4 million patrons attended Cinemark theatres worldwide during 2011. It is the most geographically diverse circuit in Latin America.
 • Cinemark operates theaters under several brands, including its flagship Cinemark, Century, Tinseltown USA, and CinéArts.
 • International screens generated revenues of $696.1 million, or 30.5% of total revenue, for the year ended December 31, 2011. 3.3.2 Business Strategies
 • Disciplined operating philosophy that centers on building high quality assets, while negotiating favorable theatre level economics, controlling operating costs and effectively reacting to economic and market changes.
 • Invest throughout Latin America in response to the continued growth of the region. Growth in Latin America is expected to continue to be fueled by a combination of robust economies, growing populations, attractive demographics (i.e., a significant teenage population), substantial retail development, and quality product from Hollywood, including an increasing number of 3-D films. In many Latin American countries, particularly Mexico and Brazil, successful local film products also provide incremental growth opportunities.
 3.3.3 Operating Strategies • In the domestic marketplace, the Company's film department negotiates with film distributors, which are made up of the traditional
 major film companies, specialized and art divisions of some of these major film companies, and many other independent film distributors. Internationally, local film personnel negotiate with local offices of major film distributors as well as local film distributors to license films for international theatres. In the international marketplace, films are not allocated to a single theatre in a geographic film zone, but played by competitive theatres simultaneously.
 • Cinemark regularly plays art and independent films at many of its U.S. theatres, providing a variety of film choices to our patrons. Bringing art and independent films to the theatres allows Cinemark to benefit from the growth in the art and independent market driven by the more mature patron and increased interest in art, foreign and documentary films.
 4 KEY SUCCESS FACTORS 4.1 POSITIONED TO SERVE DESIRED CUSTOMER BASE
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 Large movie theaters that have multiple screens have the benefit of being able to simultaneously run films that can appeal to a wide range of audiences and increase demand for their theaters. Smaller theaters, on the other hand, often have to position themselves in a niche segment to compete effectively. They can specialize in movie type (example: theaters than only exhibit “classics”), audience (example: appealing to seniors by showing movies that appeal to an older crowd), or compete on cost (example: some theaters acquire movies after their first-run and charge lower ticket prices to customers). They must differentiate themselves by appealing to underserved markets. Concurrently, theaters need to ensure that the movies they screen appeal to local audiences. Theater companies must understand the markets they serve, the films that will be popular in those markets, and must keep their overall strategy in mind. Failure to position a theater correctly can lead to lower revenue, a high degree of inefficiency, and poor performance overall.
 4.2 DIVERSIFICATION TO ADDITIONAL REVENUE STREAMS Demand in the movie theater industry is driven to a large extent by the personal income of individuals and the leisure time that they have to spend on entertainment. As a result, demand tends to be cyclical within the industry, fluctuating with the business cycle, and seasonal, with demand highest during summer and winter months. However, there are numerous actions that movie theater companies can take to increase demand for the goods and services that they sell and mitigate some of the cyclicality of demand. One method of increasing revenues for theaters is through renting out facilities during times that the theaters would otherwise by idle. This is quite common in the industry, with movie theater companies renting out facilities to companies and other groups who can use auditoriums for meetings, concerts, and other events. Additionally, theaters attempt to enhance revenues by selling concessions, which are typically high margin goods and increasing revenue per customer. Alternatively, some theaters rent out some of the food stations in multi- and mega-plexes to third parties. This, in turn, can enhance customer loyalty and increase demand. Theaters can also generate additional revenue through advanced ticket sales and reserved seating. Some theaters have recently begun offering reserved seats at a premium to regular ticket prices. It has been shown that customers value convenience. Reserved seating is a means of providing convenience. However, one drawback of these theaters is that although they offer high margins, they may be highly sensitive to changes in economic conditions due to their higher cost. One main issue facing exhibitors is that, due to demand for alternative mediums of entertainment, the theatrical release window (the time between a new movie’s opening in theaters and its availability elsewhere) is decreasing. Consumers want to access content whenever, wherever, and however they want it, and distributors have responded by making films available through other mediums only a short time after theatrical release. This effectively limits the time of exclusivity for theaters and limits revenues generated from those movies. As a result, some theater companies (such as Cineplex) have chosen to foray into the online movie rental space to mitigate the damage done by the reduced release window, and further diversify their revenues. Other theater companies that lack the scale to do this may be significantly negatively affected by shorter release windows, since production companies may rely on theater revenues for a smaller proportion of their total revenue moving forward. Overall, failure to diversify into revenue streams besides box office revenues leaves theaters overly susceptible to seasonality, cyclicality, and the risk of lower attendance moving forward. To give a theater the greatest possible chance of success, theaters must therefore expand into areas that complement their existing business and that can generate revenues when times are tough.
 4.3 STRONG RELATIONSHIP WITH DISTRIBUTORS Having strong relationships with film distributors is the most crucial success factor for a company in the movie theater industry. Theaters acquire from distributors the rights to exhibit a movie within specific geographic zones for a certain length of time. While theater companies that have the only theater in a zone have advantages in negotiating and selecting which new films to exhibit, when there are multiple theaters competing for the rights of certain films, relationships play a large role. As a result of their scale and ability to negotiate in bulk, larger companies have advantages in negotiating with distributors. Consequently, larger companies typically license films directly from distributors owned by the major movie production company where they can negotiate these discounts. Smaller companies, on the other hand, typically license films from independent distributors and may have to pay a higher price. Access to blockbuster movies on their first-run is also an important factor for success. Blockbuster films are typically more costly to license from distribution companies, but engagements are generally for a longer period of time. Blockbusters generate the most buzz for theaters and having numerous blockbusters can significantly spur foot traffic. Because of the importance of blockbusters, theater operators want to ensure that not only do they have strong relationships with distributors, but also that the ones they have relationships with have a strong slate of upcoming film releases.
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 The relationships with distributors are also important because film distributors typically pay for the bulk of the marketing of films. Distributors pay for most newspaper ads and for radio and TV spots, whereas theaters typically only pay for newspaper directory listings. Typically, larger companies can enter into additional marketing agreements with these distributors including moviegoer contests and third-party cross-promotions (such as merchandise sales or internet ads) so relationships can be important in this respect. Overall, relationships with distributors are crucial to several aspects of a movie theater’s operations. A lack of relationship with distributors can leave a theater with a selection of undesired films to choose from or poor marketing, thereby adversely affecting operations and the sustainability of the business.
 4.4 REDUCED COST AND STREAMLINED OPERATIONS Economies of scale are significant in the movie theater industry. Large theater chains often benefit from their scale since they can negotiate bulk rates for food and beverages, and order directly from manufacturers. Negotiating better facility leasing terms is another method of reducing costs. In doing so, theaters can improve their bottom line. Larger exhibitors also benefit since they can negotiate access to films at lower cost due to the higher number of screens that they have and larger audience size. Multi-screen theater complexes also exhibit economies of scale since employees and facilities can serve patrons of more than one film. It is also important to note that multi-screen theaters generally have fewer seats per theater than single-screen theaters. This can lead to benefits in terms of capacity planning and utilization and streamlining of operations. Theaters have also begun integrating point-of-sale tracking systems into their operations. While these systems may come at significant up-front cost, they can significantly improve operational efficiency. The systems integrate data real-time from the theater and its website and provide staff with current ticket and seat availability. Management can then use this data retroactively to adjust schedules and screenings and can also use these to enhance their power in negotiations. Additionally, selling tickets online can lead to reduced cost since it reduces staffing needs. However, the theater needs to ensure the proper systems are in place for this to work effectively. In sum, these actions can significantly improve the bottom-line of the company, and improve the customer experience at the same time.
 4.5 INTEGRATION OF TECHNOLOGY Technology has become important in the movie theater industry for selling tickets, measuring performance, and enhancing marketing. An important technological trend in the industry is the conversion from 35mm film to digital media. This essentially speeds up the delivery process, so theaters that have this technology integrated can increase efficiency and reduce costs. It has also been shown that customers prefer digital film to 35mm so use of this technology may also stimulate demand. Also, as previously mentioned, utilization of point-and-sale tracking systems can enhance operational efficiency. Improving screen and projection technology can also improve operations for a movie theater. Operators charge premium prices for 3-D movies and these movies often also have higher demand, since they offer customers an experience that cannot be replicated at home. Digital copies of films also typically come with value-added content such as advertisements and pre-film entertainment that can further stimulate customer demand. Film exhibitors also need to ensure that they have a strong web presence. The explosion in social networking is moving a large amount of control into the hands of consumers, with word-of-mouth advertising becoming critical to a film’s success. Consumer opinions posted on the Internet significantly influence web-savvy moviegoers. Theaters can use sites such as Twitter and Facebook to generate audience buzz before a film’s release and during its theatrical run, and to draw customers to the theater’s own website where they can purchase tickets. On the whole, technology has become a critical aspect of daily life and failure to embrace it within the movie theater business can leave a theater susceptible to becoming out-of-style or less desirable, and can therefore negatively impact performance for the company.
 4.6 CUSTOMER LOYALTY Moviegoer loyalty is affected by numerous factors. It is driven by the entire experience that a customer has when they visit the theater. As a result, it can be influenced by amenities in the theater, cost, types of films being exhibited, etc. However, theaters have also recently begun introducing loyalty programs. By having loyalty programs in place, movie theaters can attempt to increase the frequency at which customers visit their theaters by incentivizing them, increasing revenues as a result. In such a highly competitive industry loyalty can be a key determinant of success and failure and companies must therefore try to retain customers by enhancing their overall experience.
 5 RATIO ANALYSIS
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 5.1 STANDARD RATIO 1: RETURN ON EQUITY (ROE) USING NOPTAT Return on equity (ROE) measures the rate of return on the ownership interest (shareholders' equity) of the common stock owners. It measures a firm's efficiency at generating profits from every unit of shareholders' equity. When calculating ROE using NOPAT, ROE is broken down into three components: ROE = Operating ROA + (Spread × Net Financial Leverage). The calculations of ROE for Cineplex, Regal, AMC, and Cinemark are shown in Tables B.1 to B.4.
 5.1.1 Operating ROA • Operating ROA measures the return the firm’s operating assets without taking into consideration of the capital structure. It is
 calculated as follows: (NOPAT/Sales)×(Sales/Operating Net Assets).
 • In terms of NOPAT margin, Cineplex and Regal rank in the middle while Cinemark leads the pack. Cinemark’s cost leadership can be attributed to its significant operations in Latin America, where labor costs and other operating costs are lower, as compared to in the U.S. or Canada. AMC’s lowest NOPAT (actually negative in 2010) partly explains why the current PE owners sought a sale.
 • Cineplex has at par net operating asset turnover as compared to AMC and Cinemark. Regal, however, has as twice as high an asset turnover ratio. This is due to Regal’s high asset efficiency driven by active asset management as discussed in the strategy section.
 5.1.2 Spread • The spread measures the difference between return on assets and the company’s borrowing cost. It is calculated as: (Operating
 ROA – Net interest expense after tax / Net Debt). Usually, the higher the debt, the higher the company’s marginal borrowing cost.
 • Cineplex’s spread decreased 1.36% from 2010 to 2011 mainly because its average borrowing cost increased by 1.81%, due to the decrease in tax rate after corporate conversion and associated loss in tax shield. Compared to Regal and Cinemark, Cineplex’s lower spread is mainly due to lower operating ROA. One could argue that Cineplex does not have the kind of economies of scale that Regal and Cinemark enjoy considering that Cineplex’s number of theatres is only about one quarter of that of Regal or Cinemark.
 • Notably, AMC has negative spread because of too low an operating ROA rather than any exorbitant borrowing cost. With such significant level of debt, the reason AMC still could get relatively cheap financing is probably because of its strong PE backing.
 5.1.3 Net Financial Leverage • Net financial leverage is calculated as (net debt / equity), which is to measure the firm’s degree of using debt to finance assets.
 • In our calculation, because Regal have negative book value of equity for both 2010 and 2011, we used market value of equity for Regal, Cineplex and Cinemark. AMC is privately owned so there is no stock price. We can see that Cineplex is very lightly leveraged as compared to the other three companies. AMC, on the other hand, is overly leveraged. Even if we apply a market-to-book ratio of 2.4 (average of Cineplex and Cinemark’s 2010 and 2011 ratios) on AMC’s book value of equity, the financial leverage is still high.
 5.2 STANDARD RATIO 2: GROSS MARGIN ROE is highly influenced by the capital structure of the firm. Therefore, we choose gross margin as another ratio to look at so that our analysis of Cineplex, who does not have as leveraged a position as other competitors, can be more thorough.
 • We consider “film cost” and “cost of concession” to comprise the cost of goods sold in the traditional sense. The calculation of gross margin for Cineplex and the three comparable companies are shown in Table B.5.
 • The range of gross margin among all four companies in 2010 and 2011 is narrow, being 59.5% to 63.9%. The average is 60.8%. The relatively high gross margin for the industry as a whole is mainly due to the high margin contributed by concession sales.
 • Cineplex has the highest gross margin among the four companies. This can be associated with its great market power towards both consumers (charging a high price) and suppliers (low cost of concession items). Nevertheless, the difference in gross margin is small.
 5.3 NON-STANDARD RATIO 1: REVENUE DIVERSITY • The ability of a theater operator to diversify away from core activities is important for reducing the seasonal variability in sales and
 increasing the utilization of existing assets. In our view, core activities are those associated with traditional exhibition, like box office and concession sales. Non-core activities include, but are not limited to: advertising, theatre rentals, and online rentals.
 • We define the revenue diversity ratio as : Revenue Diversity= Non-core revenuesTotal Revenues
 • The calculation of the ratio for all four companies is shown in Table B.6, along with the other non-standard ratios.
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 diversifying revenue. This is in part because of the fundamental difference in business model between Cineplex and its American counterparts: while Cineplex generates revenue from Media segment and alternative content, the American operators separate this revenue out to a joint-venture, the National CineMedia, LLC (“NCM”). In addition to the business model difference, the fact that Cineplex strategically diversifies into areas such as Interactive also helps the company build a more diversified revenue stream.
 5.4 NON-STANDARD RATIO 2: MARKET POWER (MARKET SHARE) • One of our key factors for success for MPT industry participants is to maintain a strong relationship with film distributors, or to
 maintain bargaining power over suppliers. Doing so will help the theatre operator maintain a strong flow of films from distributors at a reasonable cost, thereby improving profit margin. Market power will also improve the operator’s position with respect to concession goods suppliers in a similar manner. Additionally, general market power will in turn provide the operator with pricing power over customers, providing potential for top-line growth if necessary.
 • In order to capture market power, we use the operator’s market share by revenue: Market Share= Operator's RevenueTotal Industry Revenue
 • Undoubtedly, higher market power is desirable for reasons explain above. To this regard, Cineplex has a strong competitive advantage with 66% domestic market share, almost three times as high as Regal’s leading market share in the U.S. In addition, we note that the second largest operator in Canada, Empire Theatres, trail behind at a market share of 13%.
 5.5 NON-STANDARD RATIO 3: UTIL IZATION • We identified the importance of maintaining efficient operations as a key factor of success. Although many theatre operators identify
 the theatre as a distinct Cash Generating Unit, we believe the theatre screen is the smallest unit of capital by which economic value can be created. Utilization of theatre screens will directly capture the efficiency by which theatre operators use their assets.
 • We measure utilization as the amount of revenue earned by each of an operator’s screens: Utilization= Total RevenuesNumber of Screens
 • The use of total revenue per screen reflects the view that operators use film exhibition as a way to draw consumers into theatres, where operators can show ads and charge otherwise excessive margins on concession goods.
 • A higher utilization rate will capture a number of important elements. Most importantly, it should reflect how much operators understand each market they operate in. For instance, an operator that understands its market will screen films that are directly applicable to each market’s consumer base. This, in turn will increase attendance at each film, causing the utilization rate to increase. Moreover, if the operator puts in place too many screens, the utilization rate will decrease. Thus, a higher utilization rate may indicate that the company uses capital expenditure wisely.
 • As with all ratios, the utilization rate must be used with caution. If utilization is very high, it may indicate that the company is underinvested, and that the marginal benefit of additional capital is very high. In addition, a low utilization rate may not necessarily be a bad thing. If an operator has diversified film offerings such that it tailors to both blockbuster film and art-house cinema fans, its utilization rate may be lower (i.e. Cinemark). This is because art-house cinema tends to require smaller screens and fewer seats, meaning that the revenue per screen is lower. This does not necessarily mean that capital has been deployed inefficiently. Overall, the utilization rate must be used in conjunction with other ratios to provide a true picture of the quality of a business’s operations.
 • Cineplex has a higher utilization ratio than the three peers. Given Cineplex’s tremendous market share in Canada, we would take this high utilization ratio as a positive sign rather than an indication that the company has not invested enough in acquiring screens.
 5.6 NON-STANDARD RATIO 4: INTEGRATION OF TECHNOLOGY • As discussed in previous section, an important factor affecting the survival and success of MPT industry participants is strong
 investment in state-of-the-art audiovisual technology. This ensures that operators can sufficiency differentiate the theatergoing experience from other forms of consumer entertainment. We capture the integration of technology through the ratio of number of 3-D screens over total number of screens: Technology Ratio= 3-D screens
 Total Screens
 • The technology ratio can be used as a proxy for all high-tech and premium offerings such as: IMAX, proprietary enhanced audio/video systems (e.g. Cineplex’s UltraAVX, Regal’s RPX), VIP sections, specialty seating, and advanced point of sale systems. Our intuition is that a theatre that has invested more in 3-D – which has been the buzz word for the movie industry in the past few years, is more likely to invest in the provision of other technologies as well as premium theatergoing experiences.
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 When used in conjunction with the utilization ratio, we can determine whether an operator has invested enough in enhanced experiences, but not so much that it has undermined the marginal return of capital.
 • It is possible that a technology ratio can be too high, for reasons identified in the utilization rate subsection. Specifically, there is still interest in non-digital offerings, especially among art-house theatregoers. Overinvestment in advanced audiovisual technology will neglect this niche market, opening the door for new competitors.
 • The three comparable companies have consistently higher technology ratio than Cineplex. We believe, however, based on management’s strategy to invest more in high-tech and premium offerings, this situation will improve for Cineplex.
 5.7 NON-STANDARD RATIO 5: CUSTOMER LOYALTY • Customer loyalty, like in many retail and service businesses, is an important driver of a theatre operators’ success. In maintaining
 strong customer loyalty operators can create a defensible market share, which in turn can lead to long-run survivability. We capture customer loyalty through a ratio of loyalty program members to annual theatre attendance:
 Loyalty Ratio= Loyalty program members
 Year-end theatre attendance
 • A higher loyalty ratio is desirable as it implies that an operator has a more loyal customer base. Cineplex’s SCENE program has been quite successful: only 5 years since inception, it has already achieved a loyalty ratio of 5.0%. As a benchmark, the industry leading Regal Crown Club program has a ratio of 8.6% while being over 10 years in existence. Although Cinemark does not have a loyalty program in the U.S., it has loyalty programs in some of its international markets that allow customers to pay a nominal fee for a membership card that provides them with certain admissions and concession discounts. However, details of such programs are not provided by Cinemark and we see this as a sign of weak customer loyalty in and of itself.
 5.8 SUMMARY AND CONCLUSION • After taking into consideration of all of the above standard and non-standard ratios, we have ranked the four companies by a
 normalized and weighted score as follows: Regal (0.461), Cineplex (0.443), Cinemark (0.336), and AMC (-0.239). The weights we assign to the different ratios and detailed calculations are shown in Table B.7.
 • Comparing Cineplex to Regal, the most significant area of improvement is ROE. Specifically, Cineplex should enhance operating ROA and take advantage of its financial flexibility to increase the use of debt. A second area of improvement is investment in technology, which based on management’s discussion, is already underway. Although the loyalty ratio is currently lower, Cineplex’s SCENE program is on track to catch up with the success of Regal Crown Club given more time to grow.
 • Cinemark trails Regal to a larger extent than Cineplex does mainly because it does not have as good revenue diversification or utilization to make up for the lack in ROE. To a lesser degree, Cinemark’s low customer loyalty is potentially a drag on performance.
 • AMC is somewhat unique in the comparable set because of its PE-ownership. The pronounced problem for AMC is poor operational efficiency and profitability. If not for the fact that AMC’s borrowing cost is artificially low due to the PE-backing, the company’s situation could be much worse in that the spread would be an even larger negative number, which would lead to a worse ROE. Note because of the overwhelmingly negative ROE, AMC’s ultimate score is still negative.
 6 MACROECONOMIC OUTLOOK 6.1 GROSS DOMESTIC PRODUCT (GDP) FORECAST
 • A key economic indicator for the overall health of an economy is GDP. As the situation stands, Canada’s GDP has fully recovered from its decline in 2009, brought about by the “Great Recession”, and appears set to continue on its way upwards (See Figure C.1). Nevertheless, this may not bode well for Cineplex. Contrary to that conventional wisdom that discretionary spending, such as purchasing a movie ticket, should grow in-step with the economy, it turns out that box office sales behave differently. It would appear that attending a movie may actually be the affordable compromise for consumers during recessionary times. 8 In fact, according to Cineplex’s management, “historical data shows that movie attendance has not been negatively aff ected by economic downturns over the past 25 years.”9
 8
 http://www.cbc.ca/news/business/story/2009/11/10/cineplex-quarterly-earnings.html (viewed on July 8, 2012) 9 Cineplex 2011, pg. 54
 http://www.cbc.ca/news/business/story/2009/11/10/cineplex-quarterly-earnings.html�
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P a g e | 13 • However, an improving economy should unequivocally boost revenue derived from advertisement as companies previously inclined
 to tighten their purse loosen up and spend more. Media revenue has been shown to be particularly sensitive to economic conditions and any changes in the economy may either adversely influence this revenue stream in times of a downturn or positively influence this revenue stream should economic conditions improve.10
 As such, the benefits of a strengthening Canadian economy are not so clear for Cineplex.
 6.2 CANADA’S 10-YEAR BONDS • Although economists due predict Canada’s GDP is positioned nicely to grew into the future, which we have said may have mixed
 results for Cineplex, the markets seem to be in disagreement with respect to when this might occur. Traditionally speaking, 10-year Treasury bond yields have been a good indicator of the health of an economy. Usually the 10-year averages around 5.8%11
 Figure C.2
 and it is said that when rates are below this number, markets are soft, and when it is above, markets are hot. Presently the Canadian 10-year is at 2%, which essentially means that Canada’s economy is not going anywhere soon (See ). Primarily this can be attributed to the poor economic conditions south of the boarder; as America is Canada’s largest trading partner.
 6.3 CONSUMER SPENDING FORECAST • Quite indifferent to the broader Canadian economic climate, Canadian consumers seem poised to continue increasing spending at
 about 3.5% per year (See Figure C.3). However, this may not be a reasonable assumption. A low interest rate environment has made it easier for consumers to borrow to spend. Moreover, as the Bank of Canada is forecasting a Consumer Price Index annual increase of only 2%, it would be unsustainable for Canadians to continue to spend proportionately more of the annual income on a continued basis (See Figure C.4). However, any negative effect this may have should be dissipated to some degree by declining unemployment (See Figure C.5).
 6.4 POPULATION FORECAST • Background Information:12
 o 67% (or 221.2 million) of the Canadian/U.S. population went to at least one movie in 2011
 o The average moviegoer went 5.8 times in 2011 o Typical moviegoer: 25-39 years old (Figure C.8) o Frequent moviegoers account for 10% of the population, but 50% of all movie ticket sales
 • According to the World Bank, Canada’s population is set to continue to grow well into the future; thought at a decelerating pace (See Figure C.6). Given Cineplex’s commanding market share, it is fairly certain that Cineplex will capture a good share of these new consumers, which should provide revenue support.
 • However, working against the Cinema industry, and Cineplex, is the fact that after the age of 39, interest in attending movies significantly declines (See Figure C.9). If we take the quotient of % frequent Moviegoers over % of Population for each age bucket, we see that interest in attending movies peaks within the 12-17 age bucket and steadily declines with each passing age bucket. This is concerning as the World Bank predicts that the deceleration in Canada’s population is primarily going to be driven by fewer births, which can be seen by the declining bucket sizes of the younger age groups in (Figure C.7). Thus, although Canada’s population is set to continue to grow, the decline in early age groups means less potential customers flowing into Cineplex going peak age groups. Moreover, the only reason why 25-39 is currently the typical moviegoer is because of the size of this age group as opposed to its interest in going to movies. Bottom line, the Cinema industry in Canada may actually contract in the future due to a shrinking potential consumer base.
 6.5 CONCESSIONARY GOODS FORECAST • After box office sales, the next main source of revenue for Cineplex is its concession stand sales, which are predominately made up
 of confectionary goods (a.k.a. chocolate and candy), soft drinks, and popcorn. Although confectionary goods sales in Canada are volatile, since 1995 it has yet to of had a negative year (Figure C.10). Going forward, confectionary goods are set to grow at about 3%; suggesting consumer sentiment for Cineplex’s share of this market should remain strong. In fact, the same can be said of soft drinks and popcorn (Figure C.11 & Figure C.12).
 6.6 CAD PER USD FX FORECAST
 10 Cineplex 2011, pg 54 11 http://www.tradingeconomics.com/canada/government-bond-yield (viewed on July 8, 2012) 12 Motion Pictures Association of America (2011)
 http://www.tradingeconomics.com/canada/government-bond-yield�
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P a g e | 14 • In the long-term, the Canadian dollar is perceived to be overvalued relative to the American dollar (see Figure C.13). As such,
 Cineplex will probably experience some increase is costs over time. For example, when buying American Films. However, this change will not have a detrimental effect on Cineplex’s profitability.
 6.7 ENERGY FORECAST By virtue of the fact that a theatre typically caters to a sizeable region or town of individuals, most moviegoers must drive to see a movie. As such, one might think that the price of a gas may play a determinant role in a moviegoers mind when deciding whether to head a movie. However, it would appear individuals are not easily swayed by increasing energy prices away from attending movies (see Figure B.14).
 7 CINEPLEX VALUATION 7.1 REVENUE FORECAST
 7.1.1 Top-down Revenue Forecast [Table D.1] • As Cineplex is already a mature company with dominant market share, we do not foresee overly aggressive growth in revenue for
 the foreseeable future. Instead, aside from the occasional bell or whistle, the key driver behind Cineplex’s revenue growth prospects will be population demographics. Hence, our key assumption is that population demographics will drive box office sales, and all other revenue streams depend on box office sales.
 • To integrate population demographics into our revenue forecast, we first defined Cineplex’ key population demographic by age, as age 10-39, based on company and industry guidance. We then looked up World Bank forecasted growth in this age group over the seven years into the future we have defined as our forecasting period. On average, growth in the group will be about 0.21%. To each year’s estimated growth rate of our defined age group we adjust for forecasted inflation; which at about 2.2% per year ends up accounting for the majority of revenue growth forecast. In other words, we do not foresee significant real growth in box office sales.
 • To account for Cineplex’s alternative revenue streams, concession stand sales, media, and other, we computed their historical relationship to box office sales and then adjusted by factors we deemed fit given present market conditions and management guidance. For example, o Concession stand sales are forecast to increase as a result of Cineplex’s ongoing integration of VIP and bar services, which
 we believe will have permanent and lasting positive effect on Cineplex’ revenue. o Media sales are expected to rise with an improving economy. As such, we have forecasted an increase in media sales. We
 establish a new higher relative relationship between box office sales and media sales based on the assumption that Cineplex will be able to use new forms of technology, such as a mobile advertisement, to generate sales unavailable in the past.
 o Since Cineplex is a mature company, with very little room for growth within the Cineplex space, we foresee mild diversification outside its core business. For example, recently Cineplex purchased New Way Games, which is “the largest distributor and supplier of arcade games to the amusement industry in Canada”. 13
 7.1.2 Bottom-up Revenue Forecast
 As a result of such business ventures, we foresee increasing sales from outside sources, which should help Cineplex’ bottom line.
 In keeping with the view expressed throughout this report that screens are the basic unit of production for MPT industry participants, we base our forecast for Cineplex’s revenue on the number of screens it operates. The following presents the steps and logic of our forecast. Number of Screens in Operation: Cineplex provides very specific guidance with regards to its near-term expansion plans. As such, we can rely exclusively on information provided by the company, without requiring any significant assumptions. First, on page 43 of Cineplex’s 2011 annual report, management states that the company will open 9 theatres with 97 screens over the next three years. On page 16, management provides specific guidance for 5 of those 9 theatres. This information is summarized in Table D.2. As Table D.2 shows, for the known theatres, Cineplex will construct 54 new screens. Given the information on page 43, we know that Cineplex will open an additional 4 (9-5=4) theatres with 43 screens (97-54=43). We assume that the company will open an 11 screen theatre in both 2012 and 2013 and 2 theatres totaling 21 screens in 2014. Finally, on June 21 2012 Cineplex announced that it acquired 4 theatres totaling 43 screens from AMC, following the latter’s exit from the Canadian market. Given management’s guidance of opening 2-3 screens per year, we estimate that it will open 2 screens yearly from 2015 and onwards.
 13 Cineplex 2011, pg 90.
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P a g e | 15 Attendance per Screen: Next we estimate attendance per screen. Of all of the estimates, this requires the most judgment as it strongly depends on the performance of future releases, which is impossible to predict. Still, we are now half-way through 2012 we can provide a fairly reliable estimate of this years performance. We already know that attendance in Q1 2012 was very strong. Specifically, attendance per screen increased 13% year-over-year and 14% quarter-over-quarter. We can also expect very strong attendance per screen in Q2 given the record breaking performance of Avengers and the excellent numbers logged by Hunger Games. Many analysts are predicting a stellar year for box office sales, given the strong expectations for Spider Man, The Dark Knight Rises, among other films. Thus, we believe we are justified in forecasting a 5% year-over-year increase in attendance per screen, as cumulatively 2012 should come close to box office sales records set in 2011. As mentioned, predicting attendance beyond 2012 is very problematic. We make the simplifying assumption that attendance per screen stays flat through the remainder of our forecast. This strong assumption is based on two expectations. First, we believe economic growth will strengthen in the future as the global economic downturn subsides. This will act as a positive force on attendance. Second, we believe that declining theatre attendance is a strong long-term trend that will act negatively on attendance. Overall, we make the simplifying assumption that per screen attendance will remain stagnant from 2013 and on. Total attendance: Total attendance is forecasted as number of screens multiplied by attendance per screen. Box office sales forecast: Box office sales are forecasted on a per-patron basis. We use total attendance and box office per patron (BPP). We assume that no real growth in BPP will occur, and that it will just grow at inflation. Concession sales forecast: Concession sales per patron (CPP) is also forecasted to grow at inflation. Media sales forecast: Media sales are forecast on a per-screen basis. This is because Cineplex conducts media sales on a per screen basis. We do not forecast any real growth in media sales per screen, so that this value grows at inflation. The lack of real growth is based on management’s comments in the earnings call for Q1 2012, where the CEO, Ellis Jacob expressed the view that the media business is at saturation. Other revenue forecast: Very little guidance is provided on games and other (within the other category) revenue. In keeping with our forecasts for Cineplex’s other business lines, we forecast these lines to grow at inflation.
 7.1.3 Revenue Forecast based on Top-down and Bottom-up Approach The graph below shows the top-down revenue forecast versus bottom-up forecast. As can be seen the top-down approach yields lower forecast for revenue, and for our valuation model we will use the top-down revenue forecasts (See Table D.3).
 7.2 PRO-FORMA FINANCIAL STATEMENTS 7.2.1 Income Statement Assumptions [Table D.6]
 Film Cost: This expense represents film rental fees paid on films exhibited in Cineplex’s theaters. Film costs are dependant on various factors including the performance of the film (AR page 24). As a result, it has been forecasted as a percentage of box office revenue. On a percentage basis, film cost has been relatively stable the last five years (roughly 52%). As such, it is assumed to remain at 52% of box office revenue moving forward. Cost of Concessions: This expense represents the cost of concession items sold and varies with changes in concession revenues and the quantity and mix of offerings sold (AR page 25). As a result, it has been forecasted as a percentage of concession revenue. The 10% discount offered to SCENE members also impacts cost of concessions since concession revenue relating to those sales are reduce 10% while concession cost remains unchanged. This significantly impacted the concession cost in 2011 and it is forecasted to
 800 900
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P a g e | 16 continue impacting margins moving forward, as more individuals are expected to join the SCENE program in the future. This is modeled as a slowly increasing concession cost as a percent of concession revenue. Loss on disposal of assets: This is a one-time item and is therefore assumed to be $0 moving forward. Employee benefits: Cineplex has numerous employee benefit programs. However, this expense primarily arises due to DC plan contributions. These contributions are expected to increase over time due to inflation (roughly 2%). As a result, employee benefits expenses is projected to increase at a rate of 2% per year. Expenses driven by number of theatres: Three expenses are forecast based on the projected average number of theaters run by Cineplex in a year. These expenses are: rent costs, realty and occupancy taxes and maintenance fees, and utilities expense. Cineplex acknowledges that rent costs are most driven by the number of theaters in operation (AR page 32), that the realty and occupancy taxes are paid on each of their theaters (AR page 55), and that they are also responsible for paying for utilities consumed at their theatres (AR page 55). As a result, projecting these expenses on the basis of projected number of theaters is appropriate. Additionally, the expenses per theaters are also projected to increase at the rate of inflation (2%) since it is expected that these expenses will increase slowly on a per theater basis moving forward. Amortization of intangibles: Cineplex acknowledges that amortization of intangibles relates to advertising contracts that have limited lives and are amortized over their useful lives (estimated to be between 5 and 9 years) (AR page 77). Since there is uncertainty as to when these intangibles will be fully amortized, this expense is forecast as a percentage of the opening net intangible asset value. Based on historical relationships between the intangible assets account and the amortization account, this expense is projected to be 9.6% of opening intangible assets moving forward. Purchased services: No detail is provided by Cineplex regarding this expense. However, it decreased 3.8% year-over-year. As such, it appears to fluctuate with total revenue and was projected as a % of total revenue. Based on historical data, it is estimated as 3.2% of total revenue. Other inventories consumed: No detail provided by Cineplex regarding this expense. It increased 34.2% year-over-year. As such, it appears to be unrelated to revenue. Without additional detail, it is difficult to discern what drives this expense. Resultantly, it is projected to remain constant moving forward. Repairs and maintenance: Cineplex states that these costs are charged to expense in the year in which they are incurred (AR page 76) but doesn’t provide any other details regarding this expense. However, it decreased 3.2% year-over-year and therefore appears to be driven by total revenue. Based on historical data, this expense is projected as 1.65% of total revenue. Office and operating supplies: Cineplex provides very little detail on this expense. However, as a percentage of total revenue, it is relatively stable year-over-year (1.08% of revenue in 2010 and 1.19% of revenue in 2011). As a result, it is projected as 1.1% of revenue moving forward. Licenses and franchise fees: Cineplex does not provide detail on this expense. However, as it is related to the scale of Cineplex’s operations, it should fluctuate with revenue. As a percent of total revenue, it has remained fairly stable year-over year (0.75% of revenue in 2010 and 0.98% of revenue in 2011). Based on this information, it is projected to be 0.9% of total revenue moving forward. Insurance: Cineplex does not provide much detail on this expense. However, as a percent of total revenue it seems fairly stable (0.23% of total revenue in 2010 and 0.22% of total revenue in 2011). As a result, it is projected as 0.22% of total revenue moving forward. Advertising and promotion: These costs should be variable in nature and driven primarily by total revenue. However, it is important to note that, on a percentage basis, this expense may decrease in the future due to expansion of CDM and CDS, which should result in Cineplex being able to realize some advertising cost savings. In 2010, this expense was 1.73% of total revenue and, in 2011, this expense was 1.98% of total revenue. It is projected to be 1.95% of total revenue in 2012 and, as a percentage of total revenue, will decrease slowly over time. Professional and consulting fees: Cineplex does not provide details on this expense. Additionally, it does not appear to be driven by revenue, given that it has declined 23.7% year-over-year in 2011. Based on historical data it is projected to decline 5% per year. Telecommunications and data: Cineplex does not provide details on this expense. However, it appears to be driven by revenue given that it has been fairly stable as a percentage of total revenue the last several years (0.30% of total revenue in 2010, and 0.31% of total revenue in 2011). Consequently, it is projected as 0.3% of total revenue moving forward. Bad debts: These write-offs have been minimal and have been declining the last several years. As a result, they are not expected to impact financials and are forecast as $0 moving forward.

Page 22
                        

P a g e | 17 Equipment rental: Cineplex does not provide details on this expense. However, given that it is been stable as a percentage of total revenue the last two years (0.11% of total revenue in both 2010 and 2011) it appears to be driven by revenue. Therefore, it is forecast as 0.11% of total revenue moving forward. Other costs: Cineplex does not provide details on this expense. However, given that it is has been stable as a percentage of total revenue the last two years (0.69% of total revenue in 2010 and 0.70% of total revenue in 2011) it appears to be driven by revenue. As a result, it is forecast as 0.70% of total revenue moving forward. Share of loss of Joint Ventures: Cineplex accounts for their joint ventures under the equity method of accounting (AR page 17). As a result, this share of loss does not reflect and actual cash loss but an accrual loss. Additionally, Cineplex states that this loss was lower in 2011 than in 2010 due to increased profitability of Cineplex’s SCENE joint venture (AR page 34). This loss is not driven by any other accounts and, with so much uncertainty, is forecast as $0. Change in fair value of financial instruments: This account was $0 in 2011, but was present in 2010 due to the change in the fair value of the conversion option relating to the Fund’s convertible debentures and the liability for exchangeable interests. In 2011, the conversion from a trust to a corporation resulted in the liability being reclassified as equity, and Cineplex also acquired all of the Partnership units that it did not previously own (AR page 34). As a result, this should be $0 moving forward and is projected as such. Interest Expense: Since interest is paid on the bank indebtedness held by Cineplex, it is forecast based on the historical relationship of interest expense and the opening total debt balance. The calculated interest rate has been relatively stable year-over-year (9.94% in 2010 and 10.64% in 2011). Cineplex attributes the difference in these rates to costs incurred to enter into new swap agreements during the year, and accounting for the unwinding of previous swap agreements that were settled during Q3 2011 (AR page 35). With that in mind, interest expense is projected to return to 2010 rates moving forward (10% of opening debt) as the costs mentioned are one-time in nature. Interest Income: Since interest income is generated by invested cash, it is forecast based on the historical relationship of interest income and opening cash balance. However, this calculated interest rate has shown significant variability year-over-year (0.56% in 2010 and 1.05% in 2011). Cineplex attributes this difference to higher interest rates during the year (AR page 35). Additionally, given that interest rates are currently at historical lows, this interest rate is projected to increase slowly moving forward. Provision for income taxes: This is forecast based on the statutory rate of the corporation – 28% (AR page 35). The significant tax increase from 2010 to 2011 was due to the company’s conversion from a trust to a corporation. Additionally, Cineplex does not appear to have any tax loss carryforwards. Therefore, this account is forecast as 28% of operating income moving forward. Dividends declared: In 2011 Cineplex paid more in dividends than they earned in net income. This payout rate is not sustainable. However, a significant decrease in the dividend amount is also unlikely, as this would be seen as a negative sign by investors. As a result, dividends are projected to remain constant moving forward.
 7.2.2 Balance Sheet Assumptions [Table D.7] Cash and cash equivalents: This account will be used as a plug for the balance sheet. Trade receivables: Since receivables are driven by sales, this account is forecast based on days in receivables. From 2010 to 2011, days in receivables increased from 18.7 days to 22 days. Cineplex acknowledges this change and states that it was due to increased media sales and sales of gift cards and coupons (AR page 93). Due to Cineplex’s acquisitions of NWS during 2011, media sales are expected to be an increased part of Cineplex’s revenues moving forward and, as a result, days in receivables are forecast to increase slightly moving forward. Allowance for doubtful accounts: Since this allowance is based on trade receivables, it is forecast as a percentage of trade receivables. However, as a percentage of trade receivables, this contra account has shown significant variability (0.81% in 2010 and 0.12% in 2011). 2011’s percentage value appears unreasonably low, and, consequently, a rate between that of 2010 and 2011 values was selected for forecasts (0.45%). Other receivables: Cineplex states that this account includes amounts due from suppliers and landlords and other miscellaneous amounts, and that the credit risk of these receivables is typically low (AR page 93). As a result, while it does not bear a strong relationship to any one financial driver, it is likely driven to a significant extent by sales. It is therefore forecast using days in receivables. Historically, days in receivables have been fairly stable (2.45 in 2010 and 2.55 in 2011). This confirms the notion that it is driven by sales. As a result, days in other receivables are forecast as 2.55 moving forward.
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P a g e | 18 Inventories: Since ending inventory balances are dependant on the value of goods sold during a period, this account is forecast based on days in inventory. Days in inventory increased slightly from 2010 to 2011 (from 22.1 days to 24.7 days). However, Cineplex does not provide any explanation for increasing inventories. As a result, this account is forecast using 24.7 days in inventory. Prepaid expenses: Cineplex does not provide details on this account. While it may be driven to some extent by sales, it is believed to be driven to a greater extent by total expenses. This is evident by the fact that as a percent of total expenses, this account has remained stable year-over-year (0.42% of total expenses in 2010 and 2011). Therefore, it is forecast as 0.42% of total expenses moving forward. Other assets: Due to their unpredictable nature and their complexity of forecasting, deferred income taxes, interest in joint ventures, intangible assets (gross), and goodwill are all assumed to be constant moving forward. Bank debt: This account will be used as a plug for the balance sheet. Accounts payable and accrued expenses: These accounts are driven by purchases. As a result, it is forecast using days in payables. Over the last two years, days in payables have increased significantly (from 33.2 days in 2010 to 45.7 days in 2011). Cineplex attributes this difference to changes in the timing of certain supplier payments and higher volumes during the last week of the fiscal year (AR page 38). They do not state whether they expect this trend to continue. Given that the jump in days in payables from 2010 to 2011 was so significant, this account is forecast using 40 days in payables. Share or unit-based compensation: With so much uncertainty involved with this account and with so much complexity involved in forecasting this account, it is projected to remain constant moving forward. Dividends payable: This account should be driven by the amount of dividends declared during the year. As a result, it is forecast as a percentage of dividends declared. There is some uncertainty on this relationship given that dividends only began being paid in 2011 due to the company’s conversion from a trust to a corporation. Nevertheless, based on 2011 data, dividends payable are forecast as 8.2% of dividends declared. Income taxes payable: This account should be driven by the amount of income taxes for the year. As a result, it is forecast as a percentage of income tax expense. Again, there is uncertainty given that income taxes increased significantly in 2011 due to the conversion from a trust to a corporation. However, based on 2011 data, income taxes payable are forecast as 60% of income tax expense. Deferred revenue: This account is forecast as a percentage of total revenue since the two accounts should bear a significant relationship. For Cineplex, deferred revenue typically arises due to gift card sales and, as previously mentioned, Cineplex has stated that gift card sales significantly increased during 2011. As a result, deferred revenue is forecast as an increasing percentage of total revenue moving forward. Finance lease obligations: Although Cineplex is in numerous finance leases and are locked into some of those leases for significant periods of time, over time some of these leases will expire and new leases must be taken on. The extent to which new leases will need to be entered will be dependent on the growth of the corporation. As a result, finance lease obligations are forecast to grow at the same rate as sales moving forward. Other liabilities: Due to their unpredictable nature and their complexity of forecasting, the following liability accounts are all assumed to be constant moving forward: fair value of interest rate swap agreements, convertible debentures, post-employment benefit obligations, other liabilities, deficiency interest in joint ventures, and liability for exchangeable interests. Shareholder’s equity: Due to their unpredictable nature and their complexity of forecasting, the following equity accounts are all assumed to be constant moving forward: share capital, unit capital, accumulated other comprehensive loss, contributed surplus.
 7.2.3 Pro-forma Statements Based on the assumptions and the forecast of capital assets (Table D.4) and long-term debt (Table D.5) above we forecasted the pro-forma statements, which are displayed in Tables D.8 to D.10.
 7.3 COST OF CAPITAL 7.3.1 As is WACC
 𝑾𝑨𝑪𝑪 = �𝑬𝑽� × 𝑹𝒆 + �
 𝑫𝑽�𝑹𝒅(𝟏 − 𝑻) 𝒘𝒉𝒆𝒓𝒆,
 𝐸 = 𝑀𝑎𝑟𝑘𝑒𝑡 𝑉𝑎𝑙𝑢𝑒 𝑜𝑓 𝐸𝑞𝑢𝑖𝑡𝑦 = $𝟏,𝟕𝟕𝟏,𝟗𝟒𝟖,𝟖𝟕𝟐
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P a g e | 19
 𝐷 = 𝑀𝑎𝑟𝑘𝑒𝑡 𝑉𝑎𝑙𝑢𝑒 𝑜𝑓 𝐷𝑒𝑏𝑡 = $𝟐𝟕𝟔,𝟕𝟕𝟖,𝟎𝟎𝟎
 𝑉 = 𝐸 + 𝐷 = $𝟐,𝟎𝟒𝟖,𝟕𝟐𝟔,𝟖𝟕𝟐
 𝑅𝑒 = 𝐶𝑜𝑠𝑡 𝑜𝑓 𝐸𝑞𝑢𝑖𝑡𝑦 = 8.74%
 𝑅𝑑 = 𝐶𝑜𝑠𝑡 𝑜𝑓 𝐷𝑒𝑏𝑡 = 5.13%
 𝑇 = 𝑇𝑎𝑥 𝑅𝑎𝑡𝑒 = 𝟐𝟕.𝟖𝟏%
 𝑾𝑨𝑪𝑪 = �$𝟏,𝟕𝟕𝟏,𝟗𝟒𝟖,𝟖𝟕𝟐$𝟐,𝟎𝟒𝟖,𝟕𝟐𝟔,𝟖𝟕𝟐
 �× 𝟎.𝟎𝟖𝟕𝟒 + �$𝟐𝟕𝟔,𝟕𝟕𝟖,𝟎𝟎𝟎
 $𝟐,𝟎𝟒𝟖,𝟕𝟐𝟔,𝟖𝟕𝟐�𝟎.𝟎𝟓𝟏𝟑(𝟏−.𝟐𝟕𝟖𝟏)
 𝑾𝑨𝑪𝑪 = 𝟎.𝟎𝟖𝟎𝟓 𝒐𝒓 𝟖.𝟎𝟓%
 7.3.2 Relevered Target WACC
 𝑾𝑨𝑪𝑪 = �𝟔𝟎𝟏𝟎𝟎
 � × 𝟎.𝟎𝟖𝟕𝟒 + �𝟒𝟎𝟏𝟎𝟎
 �𝟎.𝟎𝟓𝟏𝟑(𝟏 − 𝟎.𝟐𝟕𝟖𝟏)
 𝑾𝑨𝑪𝑪 = 𝟕.𝟕𝟕%
 7.3.3 Capital Structure Valuation Date
 Date of Valuation: June 30, 2012 Tax Rate
 Statutory Tax Rate (T) = 27.81% (Cineplex 2011, pg.98) Market Value of Equity Common Equity: • Cineplex is authorized to issue an unlimited number of common shares
 • 57,553,114 common shares have been issued as of the end of 2011
 • The closing value of 1 common share on June 30, 2012 is not available as this date falls on a Saturday. Instead, we have chosen the closing value as of June 29, 2012, which is $30.62
 • This gives us a basic value of equity of $1,868,005,995 Preferred Shares: • Cineplex is authorized to issue 10,000,000 preferred shares
 • 0 preferred shares have been issued Employee Options, right to exchange Partnership units for Fund units, and the conversion feature of the convertibles: • 315,889 shares from stock options, partnership conversion and equity portion of convertibles were outstanding as of the end of 2011
 (See. Cineplex 2011, pg. 79)
 • This brings the total amount of common stock outstanding to 57,869,003
 • This gives of a diluted value of equity of $1,771,948,872 Warrants: • Cineplex does not have any warrants.
 Total Value of Equity: $1,771,948,872 Market Value of Debt
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P a g e | 20 Long-term debt: • Long term debt: $170,000,000 (See. Cineplex 2011, pg.92) Convertible debentures: • Market Value of Debt component of Convertible debentures $106,778,000 (See. Cineplex 2011, pg.92) Short-term Debt: • There is no short-term debt to consider
 Total Value of Debt: $276,778,000 Management’s Capital Structure Preferences In both Cineplex’s 2011 AIF and Annual Financials, they do not provide very much guidance with respect to their capital structure beliefs. Cineplex’s management does explain, “The basis for the Cineplex’s capital structure is dependent on the Cineplex’s expected growth and changes in the business and regulatory environments (Cineplex 2011, pg.96).” For the most part, it appears that Cineplex is restricted to how much debt they are allowed to put on the balance sheet given some of its outstanding debt covenants, which stipulates that they cannot exceed a leverage ratio of 3.5x. As it stands, Cineplex computes their leverage ratio to be around 1.19, which seems low. This is because, to manage its capital structure, Cineplex uses a lot of operational leases, which helps to keep debt off the balance sheet. Capital Structure Compared to Competitors • Speaking strictly in terms of market value of debt to market value of diluted equity, it would appear that Cineplex is significantly
 underleveraged in comparison to its peers (See Table D.11). However, these numbers are a bit misleading as they do not reflect off-balance sheet forms of financing, such as operational leases. For example, if we compare the ratio of operating leases expense over interest expense to get a rough since for on and off book financing activities, we see that at 4.7, Cineplex is significantly above its peer average of 2.5. Although this does not explain the whole story, it does suggest that Cineplex manages its capital structure differently than its peers.
 Competitor Interest to Operating Lease Expense Ratio
 Company Interest Expense
 Operating Lease Expense
 Operating Lease Expense / Interest Expense
 Cineplex 24.9 116.9 4.7 Regal Entertainment
 Group 149.7 381.5 2.5
 AMC Theatres* 167.6 477.6 2.8 Cinemark Theatres 123.1 276.3 2.2
 Peer Average - - 2.5 Source: Company 2011 Financials
 Capital Structure Recommendation • As an income trust, Cineplex was taxed quite differently than as it presently is as a corporation. With the conversion to a corporation
 Cineplex is now liable to pay taxes, which were previously being paid by the trust unit holders. As a result of this change, financing its operations with debt, as opposed to entering into operating leases, might be a cheaper alternative. We argue that Cineplex’ income trust legacy has left it with a capital structure that does not take advantage of the tax write-offs associated with pay interest on debt. As such, Cineplex should consider amending its capital structure to a 40/60 split between debt and equity, which is consistent with the peer median (see Figure D.12)
 7.3.4 Cost of Debt • Determine current cost of debt at date of valuation
 • Long-term debt interest expense: 10,887,000
 • Convertible debenture interest expense: 5,318,000
 • Average long-term debt: (170,000,000 + 235,000,000)/2 = 202,500,000
 • Average convertible debenture: (106,778,000 + 119,690,000)/2= 113,234,000
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P a g e | 21 • Long-term debt market interest rate: 10,887,000/202,500,000 = 5.376%
 • Convertible debenture market interest rate: 5,318,000/113,234,000 = 4.696%
 �𝟐𝟎𝟐,𝟓𝟎𝟎𝟑𝟏𝟓,𝟕𝟑𝟒
 � × 𝟓.𝟑𝟕𝟔% + �𝟏𝟏𝟑,𝟐𝟑𝟒𝟑𝟏𝟓,𝟕𝟑𝟒
 � × 𝟒.𝟔𝟗𝟔% = 𝟓.𝟏𝟑%
 7.3.5 Cost of Equity CAPM
 𝑅𝑒 = 𝑅𝑓 + 𝛽�𝑅𝑚 − 𝑅𝑓� 𝑤ℎ𝑒𝑟𝑒,
 𝑅𝑓 = 10 𝑦𝑒𝑎𝑟 𝑔𝑜𝑣𝑒𝑟𝑛𝑚𝑒𝑛𝑡 𝑏𝑜𝑛𝑑 = 1.74%
 𝑅𝑚 = 𝐻𝑖𝑠𝑡𝑜𝑟𝑖𝑐𝑎𝑙 𝑀𝑎𝑟𝑘𝑒𝑡 𝑟𝑒𝑡𝑢𝑟𝑛 = 6.74% 𝑅𝑚 − 𝑅𝑓 = 𝑚𝑎𝑟𝑘𝑒𝑡 𝑟𝑖𝑠𝑘 𝑝𝑟𝑒𝑚𝑖𝑢𝑚 = 5%
 𝛽 = 5 𝑦𝑒𝑎𝑟 𝑏𝑒𝑡𝑎 = 0.2914 𝑹𝒆 = 𝟏.𝟕𝟒% + 𝟎.𝟐𝟗(𝟓%) = 𝟑.𝟏𝟗%
 Build Up Approach Baseline:
 • 10-year risk free rate: 1.74% (June 29, 2012, BofC)
 • Market risk premium: 5% (given) External Factors:
 • Economic Conditions: Although the economic conditions in Canada are not ideal, this does not necessarily increase Cineplex’s risk profile. In fact, poor economic conditions may lead to new sales for Cineplex via that fact that some consumers, who would have otherwise gone for a more expensive form of entertainment, chose a movie as its more affordable. No adjustment is made due to the uncertainty of the impact of this factor.
 • Political Environment: Canada has a very favourable political environment for businesses in general, and with a majority government in power, businesses have less uncertainty with regards to the agenda of government. Finally, Canada’s legal system is very efficient, and not corrupt. For these reasons, not adjustment is necessary.
 • Social Environment: Changing demographics may pose a significant threat to Cineplex’s consumer base (See Macroeconomic Outlook). As such, we argue that this increases the long-term risk profile of Cineplex and to reflect this have adjusted the discount rate upwards by 1 percent.
 • Competition: Cineplex commands about a 65% market share, and with the recent pull-out of Canada announcement made by AMC, has no real threats within the theatre space. As such, adjustment discount down 0.5%.
 • Bargaining Power: Commanding such great control over the Canadian cinema marketplace gives Cineplex immense bargaining power when it comes to negotiating movie rights, and concession stand contracts. As such, we are adjustment the discount rate down by 0.5%.
 • Market Psychology: To deduce whether Cineplex is heating up in the eyes of the market, we performed a Google Trends search of the word “Cineplex” (see Figure D.12). Based on these results, we find no apparent increase in attention towards Cineplex over the last year. No adjustment necessary.
 • Industry Rationalization: Although Cineplex’s shares did trade about 3% higher immediately following an announcement it had purchased four of AMC’s theatres on June 22, 2012, the size of this change and significance to the broader industry M&A momentum is insignificant. As such, no change is necessary.
 14 http://ca.advfn.com/p.php?pid=financials&symbol=T%5ECGX
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P a g e | 22 • Changes in Trading Patterns: Over the last two years we see no significant abnormality in the way Cineplex’s shares have been
 traded, nor its stock performance (see Figure D.13). As such, no adjustment is necessary.
 • Technological Changes: More recently, the cinema industry, including Cineplex, has been attempting to promote 3-D movies, which has come at significant technological costs. Unfortunately, more recent data seems to indicate reluctance on the part of moviegoers to flock to this new cinema experience as year over year revenue between 2010 and 2011 declined from $2.2 billion to $1.8 billion.15
 Firm Specific Factors:
 Although the cinema industry has been in existence for many years, and will continue to do so, it seems to continually struggle to introduce new forms of technology, which may affect its ability to grow. For this reason, we have adjusted the discount rate upwards by 1%.
 • Management: With an extensive MD&A and respectable track-record of success, we believe Cineplex has a strong management team. As such, no adjustment is necessary.
 • Products & Services: With a history spanning back over 100 years, the cinema business is by no means a fad. However, Cineplex appears to have developed a strong ability to innovate and show movies with an assortment of new age bells and whistles, such as integrated cell phone technology into pre-screening downtime, IMAX and 3-D technology. As such, as there will always be a market place for cinema, Cineplex is positioned nicely to provide this product. No adjustment necessary.
 • Theater Quality: Over the years, Cineplex has invested hundreds of millions of dollars building and up-grading its state-of-the-art theatres. As such, we do not see theatre quality as a significant risk. No adjustment necessary.
 • Marketing Ability: With significant partnerships across product-lines with such companies as, Scotiabank, and targeted marketing programs, such as the Scene, we believe Cineplex does an impeccable job at marketing. As such, no adjustment is necessary.
 • Labour Force: “Cineplex employs approximately 10,000 people, of whom approximately 90% are hourly workers whose compensation is based on the prevailing provincial minimum wages with incremental adjustments as required to match market conditions. Any increase in these minimum wages will increase employee related costs. Approximately 4% of Cineplex’s employees are represented by unions, which are almost exclusively in Quebec. Because of the small percentage of employees represented by unions, the risk of labour disruption is low.” (Cineplex 2011, pg 55). Do to the fact that the overwhelming majority of Cineplex’s labour demands are from the poll of minimum wage willing workers, we do not see this as a significant risk. Not adjustment necessary.
 • Leases: To manage its capital structure, Cineplex has shifted a lot of its operations off its balance sheet through the use of operating leases. In doing so, we believe Cineplex has distorted its risk characteristics, particularly with respect to leverage, as within out these leases Cineplex could not function. As such, we have boosted the discount rate by 1%.
 • Customer Dependency: Across Canada, Cineplex commands 65% of the Cinema marketplace, and nearly 100% in more localized communities. This market dominance gives Cineplex a near monopoly over the Canadian Cinema marketplace. However, with evolving alternative sources for customers to watch movies, such as at home movie services provided by Roger and Bell and online movie services provided by Netflix, customers do have alternative options. As such, no adjustment is necessary.
 Risk Factors Amount Baseline: 10-year Risk Free Rate 1.74 Market Risk Premium 5
 External Factors: Economic Conditions 0 Political Environment 0 Social Environment 1 Competition -0.5 Bargaining Power -0.5 Market Psychology 0 Industry Rationalization 0 Changes in Trading Patterns 0 Technological Changes 0.5
 Firm Specific Factors: Management 0 Products & Services 0
 15 Motion Pictures Association of America, Inc, “Theatrical Market Statistics”,(2011)
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 Theaters Quality 0 Marketing Ability 0 Labour Force 0 Leases 1 Customer Dependence 0
 Total 8.74
 7.3.6 Relevering the cost of Equity We believe CAPM is not an appropriate discount rate, and instead have chosen to use the cost of equity computed through the build-out method of 8.74. This cost of equity, however, does not take into consideration our recommendation for Cineplex to change its capital structure to a 40/60 split between debt and equity. As such, we must lever the cost of equity accordingly.
 𝑅𝑒 = 𝑅𝑢 + (𝐷𝐸
 )(𝑅𝑢 − 𝑅𝑑)(1 − 𝑡)
 𝑅𝑒 = 0.0874 + �4060� (0.0974 − 0.0513)(1 − 0.2781)
 𝑅𝑒 =10.48% (or ~10.5%)
 7.4 DISCOUNTED CASH FLOW (DCF) VALUATION Free Cash Flow (FCF): We projected the free cash flows for 7 years based on the pro-forma financial statements and using the top-down revenue forecasts. The FCF for each year is calculated as the sum of net operating income after tax, change in working capital and the capital expenditure (see Table D.14). Discounting forecasted FCF: The FCF for each year and the terminal value are discounted using the build-up approach (7.77%). Terminal Value: After 2018, we estimate the growth of cash flows at 2.2%, which is in par with inflation rate published by Bank of Canada. The terminal value is calculated using the perpetuity approach (k = 7.7% and g = 2.2%). The terminal value is 71.5% of the total enterprise value (reasonable). Enterprise Value, Equity Value and Price per Common Share: Our model estimates the total enterprise value of Cineplex at $1,639.5 million as of beginning of 2012 (end of 2012). To find the enterprise value as of June 30, 2012, we then take forward the value by half a year using the cost of capital calculated in previous sections (7.77%), resulting in total value of $1,701.4 million. Please note that our revenue forecasts and assumptions account for the most recent financial statement published by Cineplex. However several adjustments have been made to arrive at $1,485.0 million for the value of equity belonging to common shareholders (see Table D.15 for the adjustments). As such the price per share was calculated to be $25.80. Finally we provide a sensitivity analysis for the price per share by sensitizing this value to the WACC and terminal growth value. The results of our sensitivity analysis are displayed in Table D.16. As can be seen an increase (decrease) of 0.8% in WACC results in the share price of $22.04 ($30.85). Additionally an increase (decrease) of 1.1% in the terminal growth rate results in share price of $31.37 ($22.09).
 7.5 CAPITALIZATION APPROACH (MULTIPLE APPROACH) 7.5.1 Comparable Companies
 Three companies were used for the purpose of valuation based on the multiple approach (the same three discussed earlier in the competitors section – Regal, Cinemark and AMC). These companies are the closest comparables for Cineplex in terms of risk and growth. Please note that AMC is privately held and unfortunately there is no share price available. Consequently we used purchase price as a proxy for the enterprise value in our calculations.
 7.5.2 Comparable Multiples For valuation of Cineplex, we used the following multiples:
 1. Enterprise value to EBITDA (EV/EBITDA). 2. Enterprise value to NOPAT (EV/NOPAT)
 In our calculations, we tried to use the most recent financial statements (or quarterly filings) to incorporate latest data.
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P a g e | 24 There are several required adjustments to obtain the enterprise value (e.g., capitalized leases, redundant assets and etc.) of the comparable companies to calculate each multiple. Since Cineplex and its comparable companies have different capital structures, using equity multiples such as Price-to-Earning ratio is not recommended as it ignores the capital structure information. However the enterprise value multiples such as the ones introduced above are better in the sense that they incorporate the capital structure of each company (i.e., this multiple is capital structure neutral).
 7.5.3 EV/EBITDA Raw enterprise value (EV) is calculated by summing the market capitalization of shares (using the share price as of June 29, 2012) and debt. The adjusted EV is then obtained by adding the capitalized leases, non-controlling interest, preferred shares, options outstanding, warrants, pension deficit (redundant liability) and adding cash and cash equivalent (redundant asset). Summary of calculations for three comparable companies is shown in Table D.17. Also for EBITDA, we used forward EBITDA calculated as average of five analysts’ forecast (Caris & Company, J.P. Morgan, Janney Capital Markets, Wunderlich Securities, Morgan Stanely) – see Table D.18. Additionally we adjusted the forward EBITDA further by adding the implied interest from leases. Based on these adjusted numbers we calculated both raw and adjusted EV/EBITDA multiple for three comparable companies (See Table D.19)
 Then we find average of these multiples and adjust it using the score calculated in Table D.20, which is designed based on Cineplex’s strengths and weaknesses compared to its peers. Finally we find the enterprise value for Cineplex based on the adjusted mean of EV/EBITDA (by multiplying the mean and Cineplex’s EBITDA) and make adjustments to obtain equity value (e.g., redundant assets and liabilities, etc.). This process is summarized in Table D.21. As can be seen using this multiple, we arrive at valuation of $21.16 per share. This valuation stands at the lower end of the spectrum.
 7.5.4 EV/NOPAT Same process as in previous subsection is used here. However in our calculation we did not use EV/NOPAT of AMC, since it is considerably high and using this number will distort the valuation. As such we just take the average of the other two comparables.
 Table D.22 shows results of valuation based on EV/NOPAT multiple. As can be seen this approach yields a valuation of $28.70 per share which is highest of the three valuation number.
 8 RECOMMENDATION & CONCLUSION Taking into consideration the economic, industry, and unique operational drivers of Cineplex’ current and foreseeable growth opportunities, we have developed a DCF model that gives us a final valuation of $25.80 per share. Although there is nothing particularly detrimental to Cineplex’ going concern, unfavorable population demographics and the unlikelihood of receiving federal approval for any measure that would significantly increase its domestic market share effectively shackle the core business of this mature company, box office sales, into a nearly dormant state. We do not foresee the company looking to expand its operations internationally, and question its efforts to diversify outside its core business. Finally, due to the fact that Cineplex was essentially forced to convert from an Income Trust into a regular publically listed corporation has had significant implications for its cost of capital. Having built a capital structure that is heavily dependent on its long-term operating leases, which made sense as an Income Trust, now put Cineplex at a huge disadvantage. Had it not been locked into long-term operating lease obligations, Cineplex could reduce cost by taking on debt, which would enable it to benefit from government interest rate tax breaks and potentially even profit from bringing more of the value chain in-house. Compared to the adjusted closing price of $30.62 per share as of June 29, 2012, we believe Cineplex is overvalued and recommend a SELL.16
 16 Yahoo Finance
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 APPENDIX A. INDUSTRY DESCRIPTION
 Table A.1: Theatrical Release Window
 Source: National Association of Theatre Owners Website
 Table A.2: Digital Screens in US & Canada
 Source: 2011 Theatrical Market Statistics, National Association of Theatre Owners
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 Table A.3: Minimum wages for Canada’s three largest markets
 Source: Human Resources and Skills Development Canada
 Table A.4: Theatregoer demographics
 Source: 2011 Theatrical Market Statistics, National Association of Theatre Owners
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 B. RATIO ANALYSIS
 Table B.1: ROE Calculation for Cineplex Beginning Balance Sheet 2011 2010 Operating working capital Current Assets 150,908 156,187 Cash & Cash Equivalents (85,343) (94,646) Current Liabilities (187,845) (199,039) Current portion of LT debt & Capital leases 2,242 2,004 Net working capital (120,038) (135,494) Operating long term assets Long term assets 1,141,764 1,158,985 LT Non-debt liabilities (128,268) (130,711) Net long term assets -opening 1,013,496 1,028,274 Net operating assets - beginning 893,458 892,780 Net Debt - opening Cash (85,343) (94,646) Current portion of long term debt 2,242 2,004 LT debt & Capital leases - opening 262,473 264,256 Convertible Debt (debt portion) 99,742 104,995 Net Debt - opening 279,114 276,609 Equity - opening Shareholders' Equity 594,874 604,809 Convertible Debt (equity portion) 19,470 11,362 Total equity 614,344 616,171 Net capital - opening 893,458 892,780 Income Statement - Current Year Sales 998,195 1,006,426 Net income before MI 49,290 50,423 Interest expense - after tax (tax rate: 2011 – 27.81%, 2010 – 46.41%) 17,942 12,415 Interest income- after tax (648) (282) NOPAT 66,584 62,556 NOPAT margin (NOPAT/Sales) 6.67% 6.22% NOPAT 66,584 62,556 Opening net assets 893,458 892,780 Operating ROA 7.45% 7.01% Operating ROA 7.45% 7.01% Net interest exp after tax 17,294 12,133 Net debt 279,114 276,609 Net interest exp after tax / Net debt 6.20% 4.39% Spread 1.26% 2.62% Net debt 279,114 276,609 Equity - book value 614,344 616,171 Equity - market value 1,870,931 1,282,434 Net fin. leverage (based on market value of equity) 14.9% 21.6% ROE = Operating ROA + Spread x Fin. Leverage 7.64% 7.57%
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 Table B.2: ROE Calculation for Regal
 Beginning Balance Sheet 2011 2010 Operating working capital Current Assets 346,500 428,900 Cash & Cash Equivalents (205,300) (328,100) Current Liabilities (469,000) (396,500) Current portion of LT debt & Capital leases 95,800 17,100 Net working capital (232,000) (278,600) Operating long term assets Long term assets 2,146,100 2,208,800 LT Non-debt liabilities (617,600) (595,500) Net long term assets -opening 1,528,500 1,613,300 Net operating assets - beginning 1,296,500 1,334,700
 Net Debt - opening Cash (205,300) (328,100) Current portion of long term debt 95,800 17,100 LT debt & Capital leases - opening 1,897,700 1,892,600 Net Debt - opening 1,788,200 1,581,600 Equity - opening Shareholders' Equity (491,700) (246,900) Total equity (491,700) (246,900) Net capital - opening 1,296,500 1,334,700
 Income Statement - Current Year Sales 2,681,700 2,807,900 Net income before MI 40,100 77,300 Interest expense net - after tax (tax rate: 2011 – 35%, 2010 – 35%) 97,305 96,265
 NOPAT 137,405 173,565 NOPAT margin (NOPAT/Sales) 5.12% 6.18%
 NOPAT 137,405 173,565 Opening net assets 1,296,500 1,334,700 Operating ROA 10.60% 13.00% Operating ROA 10.60% 13.00% Net interest exp after tax 97,305 96,265 Net debt 1,788,200 1,581,600 Net interest exp after tax / Net debt 5.44% 6.09% Spread 5.16% 6.92% Net debt 1,788,200 1,581,600 Equity - book value (491,700) (246,900) Equity - market value 1,790,516 1,533,182 Net fin. leverage (based on market value of equity) 99.9% 103.2% ROE = Operating ROA + Spread x Fin. Leverage 15.75% 20.14%
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 Table B.3: ROE Calculation for AMC
 Beginning Balance Sheet 2011 2010 Operating working capital Current Assets 415,999 594,200 Cash & Cash Equivalents (301,158) (495,343) Current Liabilities (455,595) (451,028) Current portion of LT debt & Capital leases 9,955 10,463 Net working capital (330,799) (341,708) Operating long term assets Long term assets 3,324,246 3,058,977 LT Non-debt liabilities (766,231) (561,913) Net long term assets -opening 2,558,015 2,497,064 Net operating assets - beginning 2,227,216 2,155,356
 Net Debt - opening Cash (301,158) (495,343) Current portion of long term debt 9,955 10,463 LT debt & Capital leases - opening 2,158,260 1,879,677 Net Debt - opening 1,867,057 1,394,797 Equity - opening Shareholders' Equity 360,159 760,559 Total equity 360,159 760,559 Net capital - opening 2,227,216 2,155,356
 Income Statement - Current Year Sales 2,600,594 2,437,099 Net income before MI (81,988) (122,853) Interest expense net - after tax (tax rate: 2011 – 35%, 2010 – 35%) 108,948 97,318
 NOPAT 26,960 (25,535) NOPAT margin (NOPAT/Sales) 1.04% -1.05%
 NOPAT 26,960 (25,535) Opening net assets 2,227,216 2,155,356 Operating ROA 1.21% -1.18% Operating ROA 1.21% -1.18% Net interest exp after tax 108,948 97,318 Net debt 1,867,057 1,394,797 Net interest exp after tax / Net debt 5.84% 6.98% Spread -4.62% -8.16% Net debt 1,867,057 1,394,797 Equity - book value 360,159 760,559 Equity - market value assuming M/B=2.4 864,381.6 1,825,341.6 Net fin. leverage (based on assumed market value of equity)
 216.0% 76.4%
 Net fin. leverage (based on book value of equity) 518.4% 183.4% ROE = Operating ROA + Spread x Fin. Leverage -22.76% -16.15%
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 Table B.4: ROE Calculation for Cinemark
 Beginning Balance Sheet 2011 2010 Operating working capital Current Assets 577,053 507,297 Cash & Cash Equivalents (464,997) (437,936) Current Liabilities (271,940) (280,832) Current portion of LT debt & Capital leases 18,184 19,567 Net working capital (141,700) (191,904) Operating long term assets Long term assets 2,844,425 2,769,151 LT Non-debt liabilities (461,969) (416,482) Net long term assets -opening 2,382,456 2,352,669 Net operating assets - beginning 2,240,756 2,160,765
 Net Debt - opening Cash (464,997) (437,936) Current portion of long term debt 18,184 19,567 LT debt & Capital leases - opening 1,654,417 1,664,506 Net Debt - opening 1,207,604 1,246,137 Equity - opening Shareholders' Equity 1,033,152 914,628 Total equity 1,033,152 914,628 Net capital - opening 2,240,756 2,160,765
 Income Statement - Current Year Sales 2,279,613 2,141,144 Net income before MI 130,557 146,120 Interest expense - after tax (tax rate: 2011 – 35%, 2010 – 35%) 80,016 73,089
 Interest income- after tax (5,270) (3,968) NOPAT 205,303 215,240 NOPAT margin (NOPAT/Sales) 9.01% 10.05%
 NOPAT 205,303 215,240 Opening net assets 2,240,756 2,160,765 Operating ROA 9.16% 9.96% Operating ROA 9.16% 9.96% Net interest exp after tax 74,746 69,120 Net debt 1,207,604 1,246,137 Net interest exp after tax / Net debt 6.19% 5.55% Spread 2.97% 4.41% Net debt 1,207,604 1,246,137 Equity - book value 1,033,152 914,628 Equity - market value 2,384,566 1,903,141 Net fin. leverage (based on market value of equity) 50.6% 65.5% ROE = Operating ROA + Spread x Fin. Leverage 10.67% 12.85%
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 Table B.5: Gross Margin
 Cineplex Regal AMC Cinemark 2011 2010 2011 2010 2011 2010 2011 2010 Film Costs 299,404 316,722 953,700 1,026,700 945,012 887,758 798,606 769,698 Concession Costs 60,737 62,247 96,600 101,100 97,236 83,187 112,122 97,484 Gross Margin 63.92% 62.35% 60.83% 59.83% 59.92% 60.16% 60.05% 59.50%
 Table B.6: Non-Standard Ratios
 Cineplex Regal AMC Cinemark
 FY 2011 FY 2011 FY 2011 FY 2011 Non-core Revenue 129,209 131,100 113,255 111,232 Total Revenue 998,195 2,681,700 2,600,594 2,279,613 % Diversified Revenue 12.94% 4.89% 4.35% 4.88%
 Total Revenue ($MN) 998,195 2,681,700 2,600,594 2,279,613 Number of Screens 1,352 6,614 5,034 5,152 Utilization (Revenue/Screens) (Million) $ 738.31 $ 405.46 $ 516.61 $ 442.47
 3-D Screens 396 2784 2208 2332.82 Total Screens 1,352 6,614 5,034 5,152 % of 3-D Screens 29.29% 42.09% 43.86% 45.28%
 Domestic Market Share17 66.00% 22.80% 20.80% 13.00%
 Loyalty Program Members (million) 3.3 18.3 3.2 Attendance (million) 66.1 211.9 199.9 Loyalty Members/Attendance 4.99% 8.64% 1.60% 0
 17 Market share data is obtained from Cineplex presentation at Gabelli & Co Media Exhibitor Conference, March 15, 2012.

Page 37
                        

P a g e | 32
 Table B.7: Ratio Scorecard
 Factor Ratio (FY 2011) Weight Raw Data Normalized Weighted
 Cineplex Regal AMC Cinemark Cineplex Regal AMC Cinemark Cineplex Regal AMC Cinemark
 Profitability NOPAT ROE 20% 7.64% 15.75% -22.76% 10.67% 0.677 1.395 -2.016 0.945 0.135 0.279 -0.403 0.189
 Efficiency Gross Margin 10% 63.92% 60.83% 59.92% 60.05% 0.261 0.249 0.245 0.245 0.026 0.025 0.024 0.025
 Revenue Diversification (Non-core Revenue)/Total Revenue 20% 12.94% 4.89% 4.35% 4.88% 0.478 0.181 0.161 0.180 0.096 0.036 0.032 0.036
 Utilization Revenue/Screen 20% 738.31 405.46 516.61 442.47 0.351 0.193 0.246 0.210 0.070 0.039 0.049 0.042
 Technology % of 3-D screens 10% 29.29% 42.09% 43.86% 45.28% 0.182 0.262 0.273 0.282 0.018 0.026 0.027 0.028
 Customer Loyalty Loyalty Members/
 Attendance 5% 4.99% 8.64% 1.60% 0.00% 0.328 0.567 0.105 - 0.016 0.028 0.005 -
 Market Power Domestic Market Share 15% 66.00% 22.80% 20.80% 13.00% 0.538 0.186 0.170 0.106 0.081 0.028 0.025 0.016
 100%
 Total Score: 0.443 0.461 -0.239 0.336
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 C. MACROECONOMIC OUTLOOK
 Figure C.1: GDP Forecast
 Source: CanStat/BMI or Business Monitor International
 Figure C.2: 10-year Canadian Bond Yield
 Source: Bank of Canada or Business Monitor International
 Figure C.3: Consumer Spending Forecast
 Source: Bank of Canada or Business Monitor International

Page 39
                        

P a g e | 34
 Figure C.4: Consumer Price Index Forecast
 Source: Bank of Canada or Business Monitor International
 Figure C.5: Unemployment Forecast
 Source: Bank of Canada or Business Monitor International
 Figure C.6: Population Growth Forecast
 Source: World Bank or Business Monitor International
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 Figure C.7: Population Age Groups Forecast
 Source: World Bank or Business Monitor International
 Figure C.8: Demographic Breakdown (2011)
 Source: Motion Pictures Association of America
 Figure C.9: Movie-going Interest Factor
 Source: Motion Pictures Association of America & Group Analysis
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 Figure C.10: Confectionary Goods Forecast
 Source: Statistics Canada or Business Monitor International
 Figure C.11: Soft Drink Consumption Forecast
 Source: Statistics Canada or Business Monitor International
 Figure C.12: Corn Consumption Forecast
 Source: Statistics Canada or Business Monitor International
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 Figure C.13: CAD per USD Forecast
 Source: BMI or Business Monitor International
 Figure C.14: Brent Crude & Unleaded Gasoline Price Forecast
 Source: Business Monitor International
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 D. CINEPLEX VALUATION
 Table D.1: Cineplex Top-Down Revenue Forecast
 Actual Forecast 2010 2011 2012 2013 2014 2015 2016 2017 2018
 Canadian Box Office Sales* 1042.5 999.0 1019.8 1042.9 1067.3 1092.1 1119.6 1147.2 1175.2
 Cineplex Box Office Sales 597.8 577.3 591.5 610.1 629.7 649.8 671.7 688.3 705.1 yoy -3% 2% 3% 3% 3% 3% 2% 2%
 Cineplex Concession Sales 294.7 291.6 301.6 317.3 333.7 350.9 369.5 378.6 387.8 yoy -1% 3% 5% 5% 5% 5% 2% 2%
 Cineplex Media Sales 82.1 91.2 94.6 103.7 113.3 117.0 120.9 123.9 126.9 yoy 11% 4% 10% 9% 3% 3% 2% 2%
 Cineplex Other Sales 31.8 38.1 41.4 45.8 50.4 52.0 53.7 61.9 70.5 yoy 20% 9% 11% 10% 3% 3% 15% 14%
 Cineplex Total Revenue 1006.4 998.2 1029.2 1077.0 1127.3 1169.7 1216.0 1252.8 1290.5 yoy -1% 3% 5% 5% 4% 4% 3% 3%
 Economic / Industry Data:
 CPI 2% 2% 1.90% 2.10% 2.20% 2.20% 2.20% 2.20% 2.20% Target Population Level** 13412 13437 13461 13484 13502 13519 13562 13598 13631 Target Population Growth Rate 0.17% 0.19% 0.18% 0.17% 0.13% 0.13% 0.32% 0.27% 0.24% Canadian Box Office Sales Growth Rate 3.09% -4.17% 2.08% 2.27% 2.33% 2.33% 2.52% 2.47% 2.44% Cineplex Box Office Market Share 57.3% 57.8% 58% 58.50% 59% 59.50% 60% 60% 60%
 % of Cineplex Box Office Sales: Concession Sales 49.3% 50.5% 51% 52% 53% 54% 55% 55% 55% Media Sales 13.7% 15.8% 16% 17% 18% 18% 18% 18% 18% Other Sales 5.3% 6.6% 7% 7.50% 8% 8% 8% 9% 10%
 *Source: Motion Picture Theatre Association of Canada **Age 10 to 39, Source: World Bank
 Factor 5yr Average ('06 to '11) Canadian Box Office Growth Rate 3.5% Cineplex's Share of Box Office Sales 57.4% Concession Sales as % of Box Office 49.4% Media as % of Box Office 12.9% Other as % of Box Office 5.4%
 Table D.2: Cineplex’s Known Expansion Plans Explicitly Stated Imputed/Estimated Acquisition Year Theatres Screens Theatres Screens Theatres Screens 2012 2 19 1 11 4 43 2013 2 24 1 11 - - 2014 1 11 2 22 - - Total 5 54 4 43 4 43
 Year Theatres Screens 2012 7 73 2013 3 35 2014 3 33 Thereafter 2 21
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 Table D.3: Summary of revenue forecast based on top-down and bottom-up approach
 Actual Actual Forecast Forecast Forecast Forecast Forecast Forecast Forecast 2010 2011 2012 2013 2014 2015 2016 2017 2018
 Total Revenue - Bottom-up 1,006 998 1,101 1,181 1,230 1,276 1,319 1,363 1,408 Total Revenue - Top-down 1,006 998 1,029 1,077 1,127 1,170 1,216 1,253 1,290 Low 1,006 998 1,029 1,077 1,127 1,170 1,216 1,253 1,290
 YoY growth
 3.11% 4.64% 4.67% 3.76% 3.95% 3.03% 3.01%
 Table D.4: Depreciation Assumptions
 Depreciation Assumptions - Depreciation will only be taken for 0.5 year in year of addition
 - Existing depreciation will continue on straight line basis and additions will be depreciated as follows:
 Buildings - depreciated on straight-line basis over 35 years
 Equipment - depreceiated on straight-line basis over 6.5 years
 Leasehold improvements - depreciated on straight-line basis over 35 years
 Net capital assets assumed to grow at same rate as sales
 Then allocated to various asset classes based on current breakdown
 Current Breakdown (as of year-end 2011)
 Land 4.20%
 Building & Leasehold Improvements 66.13%
 Building & Leasehold Improvements under Finance Lease 4.39%
 Equipment 21.95%
 Equipment under Finance Lease 0.37%
 Construction in Progress 2.96%
 Total 100.00%

Page 45
                        

P a g e | 40
 Table D.4 (continued)
 Capital Investment Required Actual Actual Forecast Forecast Forecast Forecast Forecast Forecast Forecast 2010 2011 2012 2013 2014 2015 2016 2017 2018
 Land (694) 0 508 782 823 695 757 603 616 Building & Leasehold Improvements 17,193 20,078 33,687 39,044 40,832 39,957 42,117 40,867 42,270 Building & Leasehold Imrpovements under Finance Lease 0 0 2,606 2,973 3,103 3,056 3,211 3,140 3,245 Equipment 44,071 5,157 33,687 38,741 43,045 46,868 52,146 56,784 62,837 Equipment under Finance Lease 0 0 2,836 3,335 3,895 4,532 5,293 6,161 7,189 Construction in Progress (189) 9,786 359 552 581 490 534 425 435
 Land Actual Actual Forecast Forecast Forecast Forecast Forecast Forecast Forecast
 2010 2011 2012 2013 2014 2015 2016 2017 2018 Opening Balance 17,038 16,344 16,344 16,852 17,635 18,458 19,153 19,910 20,513 New Investments (694) 0 508 782 823 695 757 603 616 Closing Balance 16,344 16,344 16,852 17,635 18,458 19,153 19,910 20,513 21,129
 Building & Leasehold Improvements Actual Actual Forecast Forecast Forecast Forecast Forecast Forecast Forecast 2010 2011 2012 2013 2014 2015 2016 2017 2018
 Opening Balance 276,327 262,716 257,601 265,614 277,944 290,921 301,870 313,806 323,306 New Investment 17,193 20,078 33,687 39,044 40,832 39,957 42,117 40,867 42,270 Depreciation (& Impairment for 2010 and 2011) (30,804) (25,193) (25,674) (26,713) (27,854) (29,008) (30,181) (31,366) (32,554) Closing Balance 262,716 257,601 265,614 277,944 290,921 301,870 313,806 323,306 333,022
 Building & Leasehold Improvements Under Finance Lease
 Actual Actual Forecast Forecast Forecast Forecast Forecast Forecast Forecast 2010 2011 2012 2013 2014 2015 2016 2017 2018
 Opening Balance 21,182 19,144 17,107 17,639 18,458 19,320 20,047 20,840 21,470 New Investment 0 0 2,606 2,973 3,103 3,056 3,211 3,140 3,245 Depreciation (& Impairment for 2010 and 2011) (2,038) (2,037) (2,074) (2,154) (2,241) (2,329) (2,418) (2,509) (2,600) Closing Balance 19,144 17,107 17,639 18,458 19,320 20,047 20,840 21,470 22,116
 Equipment Actual Actual Forecast Forecast Forecast Forecast Forecast Forecast Forecast
 2010 2011 2012 2013 2014 2015 2016 2017 2018 Opening Balance 105,455 109,686 85,500 88,159 92,252 96,559 100,193 104,155 107,308 New Investment 44,071 5,157 33,687 38,741 43,045 46,868 52,146 56,784 62,837
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P a g e | 41 Depreciation (& Impairment for 2010 and 2011) (39,840) (29,343) (31,027) (34,649) (38,738) (43,234) (48,184) (53,631) (59,612) Closing Balance 109,686 85,500 88,159 92,252 96,559 100,193 104,155 107,308 110,533
 Equipment under Finance Lease Actual Actual Forecast Forecast Forecast Forecast Forecast Forecast Forecast
 2010 2011 2012 2013 2014 2015 2016 2017 2018 Opening Balance 6,638 4,025 1,452 1,497 1,567 1,640 1,702 1,769 1,822 New Investment 0 0 2,836 3,335 3,895 4,532 5,293 6,161 7,189 Depreciation (& Impairment for 2010 and 2011) (2,613) (2,573) (2,791) (3,266) (3,822) (4,470) (5,226) (6,107) (7,134) Closing Balance 4,025 1,452 1,497 1,567 1,640 1,702 1,769 1,822 1,877
 Construction in Progress Actual Actual Forecast Forecast Forecast Forecast Forecast Forecast Forecast 2010 2011 2012 2013 2014 2015 2016 2017 2018
 Opening Balance 1,931 1,742 11,528 11,887 12,438 13,019 13,509 14,043 14,468 New Investment (189) 9,786 359 552 581 490 534 425 435 Closing Balance 1,742 11,528 11,887 12,438 13,019 13,509 14,043 14,468 14,903
 Total Property, Equipment and Leaseholds Actual Actual Forecast Forecast Forecast Forecast Forecast Forecast Forecast 2010 2011 2012 2013 2014 2015 2016 2017 2018
 Opening Balance 428,571 413,657 389,532 401,648 420,294 439,917 456,474 474,522 488,888 New Investment 60,381 35,021 73,683 85,427 92,279 95,598 104,059 107,979 116,593 Depreciation (75,295) (59,146) (61,567) (66,782) (72,655) (79,041) (86,010) (93,614) (101,900) Closing Balance 413,657 389,532 401,648 420,294 439,917 456,474 474,522 488,888 503,581

Page 47
                        

P a g e | 42
 Table D.5
 Long-Term and Short-term debt
 Actual Forecast Forecast Forecast Forecast Forecast Forecast Forecast 2011 2012 2013 2014 2015 2016 2017 2018
 Long-term debt
 Opening balance 233,588 167,531 146,823 157,534 159,738 156,729 148,287 134,406 New debt 18,943 0 10,711 2,204 0 0 0 0 Payments (85,000) (20,708) 0 0 (3,009) (8,443) (13,881) (17,093) Closing balance 167,531 146,823 157,534 159,738 156,729 148,287 134,406 117,313
 Current portion 0 0 0 3,009 8,443 13,881 17,093 0 Long-term debt portion 167,531 146,823 157,534 156,729 148,287 134,406 117,313 117,313
 Interest rate 10.64% 10.00% 10.00% 10.00% 10.00% 10.00% 10.00% 10.00% Opening balance 233,588 167,531 146,823 157,534 159,738 156,729 148,287 134,406 Interest expense 24,854 16,753 14,682 15,753 15,974 15,673 14,829 13,441
 Interest income
 Opening balance 85,343 48,992 0 0 0 0 0 0 Interest rate 1.05% 1.10% 1.20% 1.20% 1.30% 1.40% 1.50% 1.50% Interest income 898 539 0 0 0 0 0 0
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 Table D.6
 Income Statement Assumptions
 Actual Actual Forecast Forecast Forecast Forecast Forecast Forecast Forecast
 2010 2011 2012 2013 2014 2015 2016 2017 2018 Expenses:
 Film cost as % of box office revenue 52.98% 51.86% 52% 52% 52% 52% 52% 52% 52% Cost of concessions as % of concession revenue 21.12% 20.83% 21% 21.30% 21.50% 21.60% 21.65% 21.70% 21.70% Loss on disposal of assets 2404 735 Assumed to be $0 moving forward
 Employee benefits - projected growth of 2% 163550 163190 166454 169783 173179 176642 180175 183778 187454 Average number of theatres in operation 130.5 130.5 134.5 139.5 142.5 145 147 149 151 Rent Cost per theatre - projected growth rate of 2% 844 860 877 894 912 930 949 968 987
 Realty and occupancy taxes and maintenance fees per theatre -
 projected growth rate of 2% 387 396 405 415 424 434 444 454 465 Utilities expense per theatre - projected growth rate of 2% 150 165 169 172 176 179 183 186 190 Amortization of intangibles - as % of opening intangibles 10.62% 9.60% 9.60% 9.60% 9.60% 9.60% 9.60% 9.60% 9.60% Purchased services - as % of total revenue 3.29% 3.19% 3.20% 3.20% 3.20% 3.20% 3.20% 3.20% 3.20% Other inventories consumed 7995 10676 Assumed to be constant moving forward Repairs and maintenance - as % of total revenue 1.67% 1.63% 1.65% 1.65% 1.65% 1.65% 1.65% 1.65% 1.65% Office and operating supplies - as % of total revenue 1.08% 1.19% 1.1% 1.1% 1.1% 1.1% 1.1% 1.1% 1.1% Licenses and franchise fees - as % of total revenue 0.74% 0.98% 0.90% 0.90% 0.90% 0.90% 0.90% 0.90% 0.90% Insurance - as % of total revenue 0.23% 0.22% 0.22% 0.22% 0.22% 0.22% 0.22% 0.22% 0.22% Advertising and promotion - as % of total revenue 1.73% 1.98% 1.95% 1.92% 1.90% 1.88% 1.86% 1.85% 1.85% Professional and consulting fees - as % of total revenue 4,848 3,695 3,510 3,335 3,168 3,010 2,859 2,716 2,580 Telecommunications and data - as % of total revenue 0.30% 0.31% 0.30% 0.30% 0.30% 0.30% 0.30% 0.30% 0.30% Bad debts 620 193 Assumed to be $0 moving forward Equipment rental - as % of total revenue 0.11% 0.11% 0.11% 0.11% 0.11% 0.11% 0.11% 0.11% 0.11% Other costs - as % of total revenue 0.69% 0.70% 0.70% 0.70% 0.70% 0.70% 0.70% 0.70% 0.70%
 Share of Loss of Joint Ventures 3,656 269 Assumed to be $0 moving forward Change in Fair Value of Financial Instruments 9,782 0 Assumed to be $0 moving forward
 Interest Expense - as % of opening total debt 9.94% 10.64% 10% 10% 10% 10% 10% 10% 10% Interest Income - as % of opening cash balance 0.56% 1.05% 1.1% 1.2% 1.2% 1.3% 1.4% 1.5% 1.5% Provision for Income taxes - as % of operating income 0.06% 28.50% 28% 28% 28% 28% 28% 28% 28%
 Dividends declared 72,147 76,609 Assumed to be constant moving forward
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 Table D.7
 Balance Sheet Assumptions
 Actual Actual Forecast Forecast Forecast Forecast Forecast Forecast Forecast
 2010 2011 2012 2013 2014 2015 2016 2017 2018 Cash and cash equivalents Used to plug balance sheet if required Trade receivables - days in receivables 18.72 22.04 22.5 23 23.2 23.4 23.5 23.5 23.5 Allowance for doubtful accounts - % of trade receivables 0.81% 0.12% 0.45% 0.45% 0.45% 0.45% 0.45% 0.45% 0.45% Other receivables - days in receivables 2.45 2.55 2.55 2.55 2.55 2.55 2.55 2.55 2.55 Inventories - days in inventories 22.1 24.7 24.7 24.7 24.7 24.7 24.7 24.7 24.7 Prepaid expenses and other current assets - % of total expenses 0.42% 0.42% 0.42% 0.42% 0.42% 0.42% 0.42% 0.42% 0.42% Deferred income taxes 25,689 12,052 Assumed to be constant moving forward Interest in joint ventures 92 26,163 Assumed to be constant moving forward
 Goodwill 608,929 608,929 Assumed to be constant moving forward
 Bank debt Used to plug balance sheet if required Accounts payable and accrued expenses -days in payables 33.2 45.8 40 40 40 40 40 40 40 Share or unit-based compensation 22,321 10,797 Assumes to be constant moving forward Dividends or distributions payable - % of dividends for year N/A 8.20% 8.20% 8.20% 8.20% 8.20% 8.20% 8.20% 8.20% Income taxes payable - % of income tax expense N/A 59.69% 60% 60% 60% 60% 60% 60% 60% Deferred revenue - % of total revenue 8.15% 8.41% 8.50% 8.52% 8.53% 8.54% 8.55% 8.55% 8.55% Finance lease obligations - forecast to grow at rate of sales 31,127 28,885 3.1% 4.6% 4.7% 3.8% 4.0% 3.0% 3.0% Fair value of interest rate swap agreements 8,780 1,764 Assumed to be constant moving forward Convertible debentures 0 76,864 Assumed to be constant moving forward Post-employment benefit obligations 4,534 5,688 Assumed to be constant moving forward Other liabilities 98,964 103,727 Assumed to be constant moving forward Deficiency interest in joint venture 12,338 8,250 Assumed to be constant moving forward Convertible debentures 116,481 0 Assumed to be $0 moving forward Liability for exchangeable interests 3,851 0 Assumed to be $0 moving forward
 Share capital 0 764,801 Assumed to be constant moving forward Unit capital 710,121 0 Assumed to be $0 moving forward Accumulated other comprehensive loss (3,534) (2,723) Assumed to be constant moving forward Contributed surplus 1,407 0 Assumed to be $0 moving forward
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 Table D.8: Pro-Forma Consolidated Statement of Operations Actual Actual Forecast Forecast Forecast Forecast Forecast Forecast Forecast (expressed in thousands of Canadian dollars) 2010 2011 2012 2013 2014 2015 2016 2017 2018
 Revenue Box office $597,827 $577,348 $591,464 $610,110 $629,683 $649,789 $671,749 $688,311 $705,124 Concessions 294,727 291,638 301,647 317,257 333,732 350,886 369,462 378,571 387,818 Other 113,872 129,209 136,037 149,477 163,718 168,945 174,655 185,844 197,435
 1,006,426 998,195 1,029,244 1,077,023 1,127,309 1,169,736 1,215,987 1,252,800 1,290,451 Expenses Film cost 316,722 299,404 307,561 317,257 327,435 337,890 349,310 357,922 366,665 Cost of concessions 62,247 60,737 63,346 67,576 71,752 75,791 79,989 82,150 84,157 Amortization of property, equipment, and leaseholds 71,254 59,145 61,567 66,782 72,655 79,041 86,010 93,614 101,900 Amortization of intangibles 11,105 8,970 8,100 7,323 6,620 5,984 5,410 4,890 4,421 Loss on disposal of assets 2404 735 0 0 0 0 0 0 0 Employee benefits 163,550 163,190 166,454 169,783 173,179 176,642 180,175 183,778 187,454 Rent 110,126 112,182 117,933 124,763 129,995 134,922 139,518 144,245 149,105 Realty and occupancy taxes and maintenance fees 50,445 51,723 54,534 57,863 60,467 62,942 65,278 67,688 70,175 Utilities 19,539 21,596 22,703 24,018 25,025 25,974 26,858 27,768 28,704 Purchased services 33,112 31,858 32,936 34,465 36,074 37,432 38,912 40,090 41,294 Other inventories consumed 7,995 10,676 10,676 10,676 10,676 10,676 10,676 10,676 10,676 Repairs and maintenance 16,824 16,279 16,983 17,771 18,601 19,301 20,064 20,671 21,292 Office and operating supplies 10,856 11,903 11,322 11,847 12,400 12,867 13,376 13,781 14,195 Licenses and franchise fees 7,493 9,823 9,263 9,693 10,146 10,528 10,944 11,275 11,614 Insurance 2,300 2,244 2,264 2,369 2,480 2,573 2,675 2,756 2,839 Advertising and promotion 17,376 19,777 20,070 20,679 21,419 21,991 22,617 23,177 23,873 Professional and consulting fees 4,848 3,695 3,510 3,335 3,168 3,010 2,859 2,716 2,580 Telecommunications and data 2,974 3,143 3,088 3,231 3,382 3,509 3,648 3,758 3,871 Bad debts 620 193 0 0 0 0 0 0 0 Equipment rental 1,094 1,121 1,132 1,185 1,240 1,287 1,338 1,378 1,419 Other costs 6,992 7,022 7,205 7,539 7,891 8,188 8,512 8,770 9,033
 919,876 895,416 920,647 958,155 994,605 1,030,548 1,068,168 1,101,103 1,135,268 Income before undernoted 86,550 102,779 108,596 118,869 132,704 139,188 147,819 151,696 155,182 Share of loss of joint ventures 3,656 269 0 0 0 0 0 0 0 Change in fair value of financial instruments 9,782 0 0 0 0 0 0 0 0 Interest Expense 23,166 24,854 16,753 14,682 15,753 15,974 15,673 14,829 13,441 Interest Income (526) (898) (539) 0 0 0 0 0 0 Income before Income Taxes 50,472 78,554 92,382 104,186 116,951 123,214 132,146 136,868 141,742 Provision for Income Taxes 49 29,294 30,407 33,283 37,157 38,973 41,389 42,475 43,451 Net Income 50,423 49,260 61,975 70,903 79,794 84,241 90,757 94,393 98,291
 Basic Net Income Per Share or Unit $0.89 $0.86 $1.08 $1.23 $1.39 $1.46 $1.58 $1.64 $1.71 Diluted Net Income Per Share or Unit $0.89 $0.85 $1.07 $1.23 $1.38 $1.46 $1.57 $1.63 $1.70
 Opening retained earnings (91,396) (113,120) (140,469) (155,103) (160,809) (157,624) (149,991) (135,844) (118,060) Net Income 50,423 49,260 61,975 70,903 79,794 84,241 90,757 94,393 98,291 Dividends (72,147) (76,609) (76,609) (76,609) (76,609) (76,609) (76,609) (76,609) (76,609) Closing retained earnings (113,120) (140,469) (155,103) (160,809) (157,624) (149,991) (135,844) (118,060) (96,378)
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 Table D.9: Pro-Forma Consolidated Balance Sheet Actual Actual Forecast Forecast Forecast Forecast Forecast Forecast Forecast (expressed in thousands of Canadian dollars) 2010 2011 2012 2013 2014 2015 2016 2017 2018
 Assets Current Assets
 Cash and cash equivalents 85,343 48,992 0 0 0 0 0 0 0
 Trade receivables 51,621 60,274 63,447 67,867 71,654 74,991 78,290 80,660 83,084
 Allowance for doubtful accounts (416) (73) (286) (305) (322) (337) (352) (363) (374)
 Other receivables 6,745 6,984 7,191 7,524 7,876 8,172 8,495 8,752 9,015
 Inventories 3,767 4,118 4,287 4,573 4,856 5,129 5,413 5,559 5,695
 Prepaid expenses and other current assets 3,848 3,727 3,867 4,024 4,177 4,328 4,486 4,625 4,768
 150,908 124,022 78,505 83,683 88,240 92,283 96,332 99,233 102,189
 Non-current Assets
 Property, equipment and leaseholds 413,657 389,532 401,648 420,294 439,917 456,474 474,522 488,888 503,581
 Deferred income taxes 25,689 12,052 12,052 12,052 12,052 12,052 12,052 12,052 12,052
 Interest in joint ventures 92 26,163 26,163 26,163 26,163 26,163 26,163 26,163 26,163
 Intangible assets 93,397 84,379 76,279 68,956 62,336 56,352 50,942 46,052 41,631
 Goodwill 608,929 608,929 608,929 608,929 608,929 608,929 608,929 608,929 608,929
 Total Assets
 1,292,672
 1,245,077
 1,203,576
 1,220,077
 1,237,637
 1,252,253
 1,268,940
 1,281,317
 1,294,544
 Liabilities Current Liabilities
 Current portion of Long-term debt 0 0 0 0 3,009 8,443 13,881 17,093 0
 Accounts payable and accrued expenses 83,700 112,285 100,893 105,003 108,998 112,937 117,059 120,669 124,413
 Share or unit-based compensation 14,307 1,331 1,331 1,331 1,331 1,331 1,331 1,331 1,331
 Dividends or distributions payable 0 6,285 6,282 6,282 6,282 6,282 6,282 6,282 6,282
 Income taxes payable 87 17,485 18,244 19,970 22,294 23,384 24,834 25,485 26,071
 Deferred revenue 82,027 83,907 87,486 91,762 96,159 99,895 103,967 107,114 110,334
 Finance lease obligations 2,242 2,411 2,486 2,601 2,723 2,825 2,937 3,026 3,117
 Fair value of interest rate swap agreements 5,482 565 565 565 565 565 565 565 565
 Convertible debentures 0 76,864 76,864 76,864 76,864 76,864 76,864 76,864 76,864
 187,845 301,133 294,151 304,379 318,225 332,526 347,720 358,429 348,976
 Non-current liabilities
 Share or unit-based compensation 8,014 9,466 9,466 9,466 9,466 9,466 9,466 9,466 9,466
 Long-term debt 233,588 167,531 146,823 157,534 156,729 148,287 134,406 117,313 117,313
 Fair value of interest rate swap agreements 3,298 1,199 1,199 1,199 1,199 1,199 1,199 1,199 1,199
 Finance lease obligations 28,885 26,474 27,297 28,565 29,898 31,024 32,250 33,227 34,225
 Post-employment benefit obligations 4,534 5,688 5,688 5,688 5,688 5,688 5,688 5,688 5,688
 Other liabilities 98,964 103,727 103,727 103,727 103,727 103,727 103,727 103,727 103,727
 Deficiency interest in joint venture 12,338 8,250 8,250 8,250 8,250 8,250 8,250 8,250 8,250
 Convertible debentures 116,481 0 0 0 0 0 0 0 0
 Liability for exchangeable interests 3,851 0 0 0 0 0 0 0 0
 509,953 322,335 302,450 314,429 314,958 307,640 294,986 278,870 279,868
 Total Liabilities 697,798 623,468 596,601 618,808 633,183 640,166 642,706 637,299 628,844
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 Table D.9 (continued) Actual Actual Forecast Forecast Forecast Forecast Forecast Forecast Forecast (expressed in thousands of Canadian dollars) 2010 2011 2012 2013 2014 2015 2016 2017 2018
 Equity
 Share capital 0 764,801 764,801 764,801 764,801 764,801 764,801 764,801 764,801
 Unit capital 710,121 0 0 0 0 0 0 0 0
 Retained Earnings (113,120) (140,469) (155,103) (160,809) (157,624) (149,991) (135,844) (118,060) (96,378)
 Accumulated other comprehensive loss (3,534) (2,723) (2,723) (2,723) (2,723) (2,723) (2,723) (2,723) (2,723)
 Contributed surplus 1,407 0 0 0 0 0 0 0 0
 Total Equity 594,874 621,609 606,975 601,269 604,454 612,087 626,234 644,018 665,700
 Total Liabilities and Equity 1,292,67
 2 1,245,07
 7 1,203,57
 6 1,220,07
 7 1,237,63
 7 1,252,25
 3 1,268,94
 0 1,281,31
 7 1,294,54
 4
 Balance 0 0 0 0 0 0 0 0 0
 Ratios
 Current ratio 0.80 0.41 0.27 0.27 0.28 0.28 0.28 0.28 0.29
 Total debt/equity 1.17 1.00 0.98 1.03 1.05 1.05 1.03 0.99 0.94
 ROE 8.34% 8.28% 9.97% 11.68% 13.27% 13.94% 14.83% 15.07% 15.26%
 Operating Income % 8.60% 10.30% 10.55% 11.04% 11.77% 11.90% 12.16% 12.11% 12.03%
 Total assets without cash
 1,207,329
 1,196,085
 1,203,576
 1,220,077
 1,237,637
 1,252,253
 1,268,940
 1,281,317
 1,294,544
 Total liabilities without debt 464,210 455,937 449,778 461,274 473,445 483,437 494,419 502,893 511,531
 Difference 743,119 740,148 753,798 758,803 764,192 768,816 774,521 778,424 783,013
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 Table D.10: Pro-Forma Consolidated Statement of Cash Flow Actual Forecast Forecast Forecast Forecast Forecast Forecast Forecast (expressed in thousands of Canadian dollars) 2011 2012 2013 2014 2015 2016 2017 2018
 Operating activities
 Net Income 49,260 61,975 70,903 79,794 84,241 90,757 94,393 98,291
 Amortization of property, equipment, and leaseholds, and intangibles 68,115 69,667 74,105 79,275 85,026 91,420 98,504 106,321
 Amortization of tenant inducements, rent averaging liabilities, and fair value lease contract liabilities (3,955) 0 0 0 0 0 0 0
 Accretion of debt issuance costs and other non-cash interest 840 0 0 0 0 0 0 0
 Loss on disposal of assets 735 0 0 0 0 0 0 0
 Deferred Income Taxes 11,801 0 0 0 0 0 0 0
 Interest-rate swap agreements - non-cash interest 4,215 0 0 0 0 0 0 0
 Non-cash share or unit-based compensation 330 0 0 0 0 0 0 0
 Change in fair value of financial instruments 0 0 0 0 0 0 0 0
 Accretion of convertible debentures 1,368 0 0 0 0 0 0 0
 Net change in interests in joint ventures (1,876) 0 0 0 0 0 0 0
 Tenant inducements 7,150 0 0 0 0 0 0 0
 137,983 131,643 145,008 159,069 169,267 182,176 192,897 204,612
 Change in working capital
 Change in Trade and other receivables (8,518) (3,167) (4,735) (4,121) (3,619) (3,607) (2,617) (2,676)
 Change in inventories (291) (169) (286) (283) (273) (284) (146) (136)
 Change in prepaid expenses and other current assets 220 (140) (158) (153) (151) (158) (138) (143)
 Change in accounts payable and accrued expenses 18,013 (11,392) 4,110 3,995 3,939 4,123 3,609 3,744
 Change in dividends payable 0 (3) 0 0 0 0 0 0
 Change in income taxes payable 17,398 759 1,726 2,324 1,089 1,450 651 586
 Change in deferred revenue 1,880 3,579 4,277 4,397 3,736 4,071 3,148 3,219
 Change in post-employment benefit obligations 1,154 0 0 0 0 0 0 0
 Change in share or unit based compensation 7,446 0 0 0 0 0 0 0
 Change in other liabilities 992 0 0 0 0 0 0 0
 Net change in working capital 38,294 (10,532) 4,934 6,160 4,721 5,596 4,507 4,593
 Cash flow from operations 176,277 121,110 149,942 165,228 173,988 187,772 197,404 209,206
 Investing activities
 Proceeds from sale of assets 1,958 0 0 0 0 0 0 0
 Purchases of property, equipment, and leaseholds (43,927) (73,683) (85,427) (92,279) (95,598) (104,059) (107,979) (116,593)
 Total investment in assets (3,229) 0 0 0 0 0 0 0
 Change in goodwill and other assets (17,053) 0 0 0 0 0 0 0
 Cash flow for investing activities (62,251) (73,683) (85,427) (92,279) (95,598) (104,059) (107,979) (116,593)
 Financing activities
 Dividends or distributions paid (68,059) (76,609) (76,609) (76,609) (76,609) (76,609) (76,609) (76,609)
 Increase/decrease in long-term debt (65,000) (20,708) 10,711 2,204 (3,009) (8,443) (13,881) (17,093)
 Payments under finance leases (2,242) 898 1,383 1,455 1,228 1,338 1,065 1,090
 Acquisition of long-term incentive plan shares or unit (9,793) 0 0 0 0 0 0 0
 Deferred financing fees (1,857) 0 0 0 0 0 0 0
 Purchase of shares for cancellation (3,426) 0 0 0 0 0 0 0
 Cash flow from financing activities (150,377) (96,419) (64,515) (72,950) (78,390) (83,713) (89,424) (92,612)
 Net change in cash (36,351) (48,992) 0 0 0 (0) (0) (0)
 Opening cash 85,343 48,992 0 0 0 0 0 0
 Closing cash 48,992 (0) 0 0 0 (0) (0) (0)
 Actual cash balance 48,992 0 0 0 0 0 0 0
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 Difference 0 0 0 0 0 0 0 0
 Table D.11: Competitor Capital Structures (as of June 29, 2012)
 Company Market
 Value of Debt
 Market Value of Equity
 Debt to Equity
 Cineplex 277 1772 0.16 Regal Entertainment Group 1990 2127 0.94 AMC Theatres* - - 0.66 Cinemark Theatres 1622 2519 0.64 Peer Median 1806 2323 0.66 Peer Mean 1806 2323 0.75 *AMC is a privately held corporation. The 0.66 Debt to Equity is based on Management's Guidance in the 2011 10K, pg. 42
 Source: Company 2011 Financials
 Figure D.12: Cineplex Google Trends (1yr)
 Source: Google Trends
 WACC to Debt/Equity Graph
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 Figure D.13: Cineplex Stock 2-Year Stock Price & Volume History
 Source: Yahoo Finance
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 Table D.14: Cineplex Free Cash Flows
 Forecast Forecast Forecast Forecast Forecast Forecast Forecast CV (expressed in thousands of Canadian dollars) 2012 2013 2014 2015 2016 2017 2018
 Revenue 1,029,244 1,077,023 1,127,309 1,169,736 1,215,987 1,252,800 1,290,451 - Expenses (920,647) (958,155) (994,605) (1,030,548) (1,068,168) (1,101,103) (1,135,268) - Operating income before tax 108,596 118,869 132,704 139,188 147,819 151,696 155,182 - Taxes (30,407) (33,283) (37,157) (38,973) (41,389) (42,475) (43,451) - Net operating income after tax 78,189 85,585 95,547 100,215 106,430 109,221 111,731 - Amortization 69,667 74,105 79,275 85,026 91,420 98,504 106,321 - Net operating cash flow after tax 147,857 159,690 174,822 185,241 197,849 207,726 218,053 -
 Change in working capital Change in Trade and other receivables (3,167) (4,735) (4,121) (3,619) (3,607) (2,617) (2,676) - Change in inventories (169) (286) (283) (273) (284) (146) (136) - Change in prepaid expenses and other current assets (140) (158) (153) (151) (158) (138) (143) - Change in accounts payable and accrued expenses (11,392) 4,110 3,995 3,939 4,123 3,609 3,744 - Change in dividends payable (3) 0 0 0 0 0 0 - Change in income taxes payable 759 1,726 2,324 1,089 1,450 651 586 - Change in deferred revenue 3,579 4,277 4,397 3,736 4,071 3,148 3,219 - Change in post-employment benefit obligations 0 0 0 0 0 0 0 - Change in share or unit based compensation 0 0 0 0 0 0 0 - Change in other liabilities 0 0 0 0 0 0 0 - Net change in working capital (10,532) 4,934 6,160 4,721 5,596 4,507 4,593 -
 Investing activities Proceeds from sale of assets 0 0 0 0 0 0 0 - Purchases of property, equipment, and leaseholds (73,683) (85,427) (92,279) (95,598) (104,059) (107,979) (116,593) - Total investment in assets 0 0 0 0 0 0 0 - Change in goodwill and other assets 0 0 0 0 0 0 0 - Cash flow for investing activities (73,683) (85,427) (92,279) (95,598) (104,059) (107,979) (116,593) -
 Free cash flows 63,641 79,197 88,703 94,364 99,386 104,253 106,053 108,386
 Terminal growth rate 2.2% Terminal value 1,970,658
 WACC 7.70% Discount factor using WACC 0.93 0.86 0.80 0.74 0.69 0.64 0.59 0.59 Discounted free cash flow 59,091 68,278 71,005 70,136 68,588 66,803 63,098 1,172,469
 Total value of discounted CFs assuming end of year flow 1,639,468
 Percentage of terminal value: 72% Discounted free cash flows as of June 30, 2012 1,701,417
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 Table D.15: Valuation adjustments Valuation Adjustments (in thousands of C$) Add Cash 48,992 Add joint ventures 26,163 Less redundant liabilities (Pension deficit) (5,688) Less straight debt – short term and long term (170,000) Less debt component of convertible debentures* (78,749) Value of equity 1,522,134 Less equity portion of convertible debentures** (28,029) Less warrants 0 Less value of options currently outstanding ($9,065) Less value of preferred shares outstanding 0 Value of non-controlling interest 0 Value of equity belonging to common shareholders 1,485,041 Number of current common shares outstanding 57,553.114 Price per common share $25.80
 Calculation of debt and equity portion of convertible debentures
 *, ** FV of converitble debenture 106,778 Face Value of converitble debenture 77,770 Convertible debenture market interest rate 4.70% Convertible debenture coupon rate 6.00% Straight debt value portion 78,749 Value of the option 28,029
 Table D.16: Sensitivity analysis
 Terminal growth rate
 WAC
 C
 25.80 0.00% 0.55% 1.10% 1.65% 2.20% 2.75% 3.30% 3.85% 4.40% 6.50% $23.83 $25.68 $27.91 $30.65 $34.09 $38.53 $44.50 $52.96 $65.84 6.90% $22.19 $23.80 $25.70 $28.01 $30.85 $34.45 $39.15 $45.55 $54.76 7.30% $20.74 $22.14 $23.78 $25.74 $28.13 $31.09 $34.87 $39.86 $46.73 7.70% $19.44 $20.66 $22.09 $23.78 $25.80 $28.28 $31.37 $35.35 $40.66 8.10% $18.26 $19.34 $20.59 $22.06 $23.79 $25.88 $28.46 $31.69 $35.89 8.50% $17.20 $18.16 $19.26 $20.54 $22.04 $23.82 $25.99 $28.66 $32.06 8.90% $16.24 $17.09 $18.06 $19.19 $20.49 $22.03 $23.87 $26.11 $28.90
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 Table D.17: EV and adjusted EV calculations (in millions) Regal Entertainment Group Cinemark Theatres AMC
 Shares outstanding 154,786,627 114,811,580 - Share price 13.8 22.85 -
 Market capitalization of shares (millions) 2,129.9 2,623.4 - Outstanding debt (ST and LT) 2,010.0 1,569.3 - Enterprise value 4,139.9 4,192.8 2,528.4 Capitalized leases* 2,226.4 1,222.4 2,665 Excess cash (316.0) (528.6) (272.3) Non-controlling interest 1.7 11.3 0.0 Preferred shares 0.0 0.0 0.0 Options outstanding 1.8 1.2 7.4 Warrants 0.0 0.0 0.0 Pension deficit 0.0 0.0 32.4 Adjusted enterprise value $6,053.8 $4,899.1 $4,960.6
 * Summary of calculation of capitalized operating leases (for details please see the spread sheet)
 AMC
 Year Minimum payments Opening Closing
 2012 415.677 379.559 - 2013 417.237 347.879 380.983 2014 417.556 317.895 348.145 2015 415.533 288.867 316.355 2016 404.061 256.485 280.892 2017 387.027 224.326 245.672 2018 381.955 202.150 221.386 2019 381.955 184.585 202.150 2020 381.955 168.546 184.585 2021 381.955 153.901 168.546 2022 381.955 140.529 153.901
 2,664.720 2,502.614 * AMC 10-K Form ** Interest rate of 9.52% is used
 Interest payment 253.6 Depreciation 242.2
 Regal
 Year Minimum payments Opening Closing
 2011 381.5 348.7 2012 366.2 306.0 334.7 2013 357.1 272.7 298.4 2014 348.2 243.1 265.9 2015 331.6 211.6 231.5 2016 309.0 180.2 197.2 2017 295.7 157.7 172.5 2018 295.7 144.1 157.7 2019 295.7 131.8 144.1 2020 295.7 120.4 131.8 2021 295.7 110.1 120.4
 2,226 2,054 * Regal 10-K Form ** Interest rate of 9.40% is used
 Interest payment 209 Depreciation 202
 Cinemark
 Year Minimum payments Opening Closing
 2011 200.006 182.434 2012 219.650 182.751 200.353 2013 220.027 166.981 183.064 2014 214.152 148.244 162.522 2015 206.969 130.684 143.272 2016 196.054 112.917 123.793 2017 169.415 89.002 97.574 2018 169.415 81.182 89.002 2019 169.415 74.050 81.182 2020 169.415 67.544 74.050 2021 169.415 61.610 67.544
 1,297.4 1,222.4 * Cinemark 10-K Form ** Interest rate of 9.63% is used
 Interest payment 125.0 Depreciation 118.0
 Table D.18: Forward EBITDA (Analysts 2012E consensus) Regal Entertainment Group Cinemark Theatres
 542.0 555.0 571.9 551.5 580.5 551.5 623.0 593.4 581.5 601.1 579.8 570.5
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 Table D.19: Raw and adjusted EV/EBITDA multiple for comparable companies Regal Entertainment Group Cinemark Theatres AMC Forward EBITDA 579.8 570.5 367.7 Impled interest from leases 209.3 125.0 253.6 Adjusted forward EBITDA 789.1 695.5 621.3 Enterprise Value (EV) Multiple 7.1 x 7.3 x 6.9 x Adjusted Enterprise Value (EV) Multiple 7.7 x 7.0 x 8.0 x
 Table D.20: Calculation of adjustments to mean multiple Cineplex Regal Entertainment Group Cinemark Theatres AMC
 NOPAT ROE 7.6% 15.7% 10.7% -22.8% Gross Margin 63.9% 60.8% 60.0% 59.9% % Diversified Revenue 12.9% 4.9% 4.9% 4.4% Utilization (Rev/Screen) $738.3 $405.5 $442.5 $516.6 % of 3-D screens 29.3% 42.1% 45.3% 43.9% Loyalty Members/Attendance 5.0% 8.6% No Info 1.6% Market power 66.0% 22.8% 13.0% 20.8%
 Adjustments
 Cineplex Regal Entertainment Group Cinemark Theatres AMC NOPAT ROE 0 -1.5 -0.5 1.0 Gross Margin 0 0.0 0.0 0.0 % Diversified Revenue 0 1.5 1.5 1.5 Utilization (Rev/Screen) 0 1.5 1.5 1.0 % of 3-D screens 0 -1.0 -1.0 -1.0 Loyalty Members/Attendance 0 -1.5 1.0 1.0 Market power 0 2 2 2 Total scores
 1.0 4.5 5.5
 Adjustment to Cineplex 11.0
 Table D.21: EV/EBITDA Valuation Cineplex Mean multiple before adjustments 7.6 x Adjustment based on analysis* 111.0% Mean multiple adjusted 8.4 x EBITDA 170.8 Enterprise value $1,434.4 Add Cash 49.0 Add joint ventures 26.2 Less redundant liabilities (Pension deficit) (5.7) Less straight debt – short term and long term (170.0) Less debt component of convertible debentures (78.7) Value of equity 1,255.1 Less equity portion of convertible debentures (28.0) Less warrants 0.0 Less value of options currently outstanding (9.1) Less value of preferred shares outstanding 0.0 Value of non-controlling interest 0.0 Value of equity belonging to common S/H's 1,218.0 Number of shares outstanding 57,553.114
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 Price per common share $21.16
 Table D.22: EV/NOPAT Valuation (in millions) Regal Entertainment Group Cinemark Theatres
 NOPAT 137.4 205.3 27.0 Enterprise Value (EV) Multiple 30.1 x 20.4 x 93.8 x
 Cineplex Mean multiple before adjustments 25.3 x Adjustment based on analysis* 111.0% Mean multiple adjusted 28.1 x NOPAT 66.6 Enterprise value $1,868.1 Add Cash 48.992 Add joint ventures 26.163 Less redundant liabilities (Pension deficit) (5.7) Less straight debt – short term and long term (170.0) Less debt component of convertible debentures (78.7) Value of equity 1,688.8 Less equity portion of convertible debentures (28.0) Less warrants 0.0 Less value of options currently outstanding (9.1) Less value of preferred shares outstanding 0.0 Value of non-controlling interest 0.0 Value of equity belonging to common S/H's 1,651.7 Number of shares outstanding 57,553.114 Price per common share $28.70
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