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THE FINANCIAL
MARKETS

While exhibitors confinue to face an uncertain outlook,
could there also be opportunities? Noted financial
advisors, EFA Partners, outlines several industry
viewpoints along with some routfes through an
ever-tightening refinancing minefield.
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o, with 2020 behind us, its
now time for some smoother
sailing. Right, wrong, maybe?
Ask, say, 100 knowledgeable
people in Exhibition to look
into a crystal-ball concerning
the Cinema industry’s future,
and youll probably receive
100 wery different answers:
some bearish, pointing to
ever-shrinking windows and
more home streaming services; others bullish, pointing
to a strong upcoming release-schedule and with pent-up
demand for consumers to get some escape from the home.
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Either way, everyone seems to have realised that the
effects of the pandemic are long-lasting, therefore 2021
and beyond will be different from pre-COVID times.
It’s odd to think of 2019 as “the days of yore”, but that’s
probably the reality. These are uncertain times and, no
matter your viewpoint, the financial markets tend not
to favour uncertainty. Conversely, opportunities could
certainly be out there.

A NEW INDUSTRY: MANY VIEWPOINTS

The ongoing changes in our industry have been well-
documented throughout the whole pandemic. Industry
“experts” have been predicting the downfall of Cinema
for the past several months, as well as for the past few
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decades. It is understood that the pandemic has pushed
certain studios into trying new release initiatives, and it
is also a fact that there are now more home-streaming
options.

That being said, exhibitors have historically demonstrated
resiliency through such innovations as Digital Cinema,
luxury recliners, enhanced F&B options, PLFs and
premium sound, providing that the theatre experience
remains unlike home movie-viewing. In addition, the
pandemic has resulted in the 2020 film slate being
squeezed into 2021 and 2022, thus providing industry
optimism for many.

Ever since the pandemic began, we, at EFA Partners,
have heard the varied opinions of exhibition operators
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and financiers. Our experience has included advising
companies that are either restructuring their financial
situations; selling their businesses; acquiring new
businesses and/or equipment-financing for expansions
and construction-financings for newbuild venues. And,
given that experience, we've had discussions with
dozens of exhibitors and capital providers. Positive and
negative, we've listened to so many industry viewpoints
that the only thing we're certain of is that the industry’s
future itself is uncertain.

However, like most who have been involved with
the industry for any length of time, and have observed
its ups-and-downs, we also remain optimistic that the
industry’s future will become brighter.

Like most who have been involved
long-term with the industry and who
have observed the ups-and-downs,
we remain optimistic that the
industry’s future will be brighter
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BULLISH

Many, if not most, exhibitors remain advocates of a
strong industry-rebound; indeed, we've heard many
factors that culminate in a positive outlook.

The advent of COVID-vaccines is one major factor
cited and there’s hope that their distribution will be
relatively smooth, thus reassuring movie-patrons that
theatres are safe environments — after all, it’s been
noted that, worldwide, many theatres are open and
haven't contributed to COVID’s spread.

Others talk of pent-up consumer-demand to get
out of the home for entertainment, dining, and other
leisure activities — movie-going included. It has been
pointed out that other leisure sectors, such as family
entertainment centres (FECs) — that, for example,
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feature bowling and go-karting — have performed well
upon reopening following the government-mandated
closures. Of course, the financial performance of those
venues was not held back due to circumstances out of
their control as has been the case with theatres which
have suffered from a lack of movie-content from the
studios due to COVID.

I¢’s no secret that Exhibition performed well during,
as well as following, past recessions and this is a major
factor in the opinions of industry advocates: during
difficult economic times, movies have continued to
be much more affordable compared to other forms
of family entertainment such as sporting events and
theme parks.

Some also point to the continued favourable
industry performance in the past, even when new
entertainment mediums were introduced and reverts
all of the way back to the advent of cable television,
VHS systems, DVDs, home-gaming systems and at-
home streaming services. With regard to streaming, a
2020 analysis from Ernst & Young showed that movie

s

In reviewing the (forward) slates some
determine that, compared to the large
film-gaps of previous years, highly
anticipated films will see a release
about every two weeks during
the upcoming several months

during the remainder of 2021 and throughout 2022
since the studios pushed-back releases over the past

year. Some have reviewed the slates and determined
that a highly anticipated film will be released about

theatre attendance and streaming consumption remain
positively related. It seems that those who frequently
consume streaming-content more frequently attend
movies in theatres, too.

There’s also optimism based upon the upcoming
movie slate across all studios, deemed to be strong
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every two weeks during the next several months as
compared to the ‘large film-gaps’ of previous years.
Last, but not least, many U.S. exhibitors that had
previously held a less favourable outlook are now more
positive based upon the ‘Save Our Stages’ government
support programme. This programme should help
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BIG SURGE

Could frustrated demand
from held-back releases
point to an imminent,

if relatively short-lived,
flood of product?

exhibitors continue to bridge the gap from the current
months with little cashflow to more profitable times
when anticipated movies become released. It is also
hopeful that other territories will provide similar
government support.

THE NAYSAYERS

Others in the industry aren’t quite so bullish and will
readily counter any and all of the above arguments,
including that COVID vaccine-distribution remains
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a flawed process globally, with slower-than-anticipated
inoculation rates. In addition, the success of the
various vaccines remains to be seen. This may change
in time, but doubters remain less-than-confident of
any shorter-term results.

Also that, even if there dbes exist pent-up demand for
out-of-home entertainment, the naysayers maintain that
many movie patrons won't be comfortable going back to
a crowded theatre environment until it is clear that the

effects of the pandemic have significantly dwindled.
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It is also pointed out that the recent industry
downturn was much different than previous recessions
or periods when new entertainment platforms were
introduced. This could result in the pandemic producing
a longer-term shift in movie-viewing habits with the
advent of more streaming services and more consumers
upgrading their home entertainment systems. The
above also counters that movie-streamers tend to go
to the theatre more often. Those less optimistic about
the industry believe that streamers may have gotten
out of the movie-going habit during the pandemic.
Additionally, while it remains true that theatre ticket
prices remain low compared to sports events and theme
parks, sceptics point out that theatre tickets will in turn
be more expensive than home movie-viewing.
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While most do agree that the announced 2021-22
film-release schedules will provide a much-needed
industry boost, cynics are less confident of the current
schedule coming to fruition. Release dates have been
unpredictable with changes announced seemingly by
the month, if not more frequently. It is also pointed
out that the studios have been unpredictable, which
could result in certain movies suddenly being sent
straight-to-streaming so that less theatre-content could
then be available. And while, from a cash perspective,
government support-programmes should be helpful,
some are sceptical, mentioning that initiatives such as
the 2020 Main Street Loan Programme’ in the U.S.
did not provide the predicted or hoped-for assistance.

CAUTION AND OPPORTUNITY AMID

THE CAPITAL MARKETS

Given that there are so many opposing opinions,
financiers remain cautious as they review potential loan
opportunities for exhibitors that need working capital
or funding for theatre refurbishment. If lenders are
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THE M&A MARKET
WHAT TO EXPECT?

The M&A markets certainly harbour more nuance in the current
environment and many exhibitors remain unclear as to their future
strategies. They may want to buy, sell, or do nothing for now, and
simply see what the industry has in store. Again, there are plenty

of differing views. However:

e |t seems clear that there are currently numerous exhibitor-acquisition
opportunities as many have stated that they will sell given reasonable
offers. On the other hand, certain sellers are perceived as merely
“fishing” with unrealistic sales-price expectations in today’s market

¢ Alternatively, those seeking to expand via acquisitions may not be
willing to stretch their acquisition price. Given that there could be
many opportunities with the potential for several theatres shutting
down due to the issues associated with the pandemic, some buyers
may be more selective than ever

e So, while there are indeed opportunities, the ‘bid and ask’ may be far
apart. That has often historically been the case in Exhibition, as well
as many other industries, but the bid/ask spread may now be even
wider than before.

Historically, theatre acquisition pricing has enjoyed a relatively stable

set of criteria. Industry sales were based upon a multiple of annual
theatre-level cashflow with adjustments for a variety of factors on a
case-by-case analysis. Currently that doesn’t seem to be the case as
there are new criteria and methodology emerging which are unrelated to
cashflow multiples.

[t may not be realistic for sellers to base their perceived company value
on a theatre-level cashflow multiple of a “normal year”, such as 2019.
Buyers will argue that it's now a new industry landscape so that the
future will be much different than in past years. This has resulted in
more scrutiny on a variety of factors, as outlined below.

e Pro forma projections are needed that include the effects of the latest
film release-schedule, also renegotiated property leases, renegotiated
vendor contracts and a number of other factors

e [f certain property leases and vendor contracts were not renegotiated,
prospective buyers may want the opportunity to be involved with
landlord-and-vendor discussions to negotiate new terms. This can
especially be a factor when a larger company is the prospective buyer
since such a buyer could have greater clout with negotiations

¢ Deferred maintenance costs are important since many exhibitors may
not have had sufficient cash during shutdown periods to keep up with
maintenance schedules. Likewise, there will be an emphasis upon
capital expenditures that may be required to refurbish or upgrade
theatres assuming cash was not available in 2020 for such needs

e There will also need to be more analysis of the competitive outlook
in each theatre market since it may look quite different with respect
to the pre-COVID world. Certain markets may have undergone a
population-shift as people may have exited away from urban areas
during the pandemic. In addition, certain theatres may have closed or
could even have new operators.

In short, exhibitors that are in acquisition-mode need to fully understand
the realities related to 2020 and the costs associated with the ramp-up
period when theatres reopen at full capacity.



m‘ ha l" '1. s ¥ “,' 1 '. L




48

FEATURE CINEMA FINANCE

willing to pursue loans in the industry — and for many
lenders that’s a pretty big if — they’re looking for new
loan-structures and credit-enhancements to better
ensure that loans can be repaid while the industry gets
over the perceived hump of the next couple of years.
As we all know, lender credit committees are not huge
risk-takers but, based upon recent discussions, we have
heard from financiers that they will be — or at least hope
to be — more open for business this year.

Lender credit committees are not
huge risk-takers but, given recent
discussions, financiers will be -
or at least hope to be - more
open for business this year

The industry’s uncertainty has likewise altered the
capital markets for potential M&A transactions.
Exhibitors that may previously have been pursuing
growth strategies via acquisitions are now preserving
cash for internal working capital until a stronger and
more predictable film-release schedule recommences.

Others, however, view this as the time to buy. They
believe there are opportunities in the market to expand
their businesses at favourable prices. These could be
small acquisitions of one or two theatres adjacent to
their existing footprint, or large acquisitions to expand
into new territories. Of course, capital (whether debt
or equity) is needed for either of these strategies, so
exhibitors need to make the case to financiers that the
industry will bounce back. With the above in mind,
let’s explore what we've been hearing in the financial
markets with regard to loans and M&A.

THE LENDING MARKET - WHAT TO EXPECT
As we've mentioned, its no surprise that lender credit
committees are extremely cautious in the current
environment across most, if not all, leisure sectors,
including Exhibition. As such, meticulously-detailed
preparation is needed when approaching lenders and
should include not only information on the business
but also on the industry as a whole. It’s also suggested
that a wider net should be cast to a broader group of
lenders since those more trusted lending-relationships
from years past may not prove as reliable, going forward.

Many lenders are in a “wait-and-see” mode, so they
won't even review movie theatre opportunities until
there is more clarity from the industry. However, these
groups could soon begin revisiting industry loans as
new annual budgets and loan volume targets become
set. The above dynamic can also lead to opportunities:
certain lenders seem to be getting more aggressive with
reviewing loans with a goal of gaining clients whilst
other lenders continue to occupy the sidelines.
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In either case, mostare looking for loan enhancements

given the current environment. While these may vary, it
has become clear that financiers are trying to structure
loans for more certain repayment during unsettled
times.

Since it is too difficult to project profitability and
cashflow during uncertain times, lenders are placing
more reliance upon having significant collateral. In
addition, they are stressing the need for goal-alignment
with proprietors and management teams. Given this,
parent- or personal-guarantees are being increasingly
required — even more so than in the past. There is also
more reliance upon having strong collateral from real
estate and/or equipment, providing that collateral
values remain well above loan amounts.

With the above in mind, the result is that lenders
which historically provided cashflow-based loans
with limited collateral coverage are now focused on
tangible assets. This can equate to lower loan amounts
depending upon the perceived value of the business or
personal assets.
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Many lenders remain in “wait-and-see” mode, and won’t even review

movie theatre opportunities until there is greater industry clarity... but,

even with more reliance upon real estate and equipment collateral,
they could soon begin revisiting loans

Certain lenders have introduced the concept of ‘loan
reserves to ensure there is cash for loan-repayment
in the event a business does not perform well. The
amount of these reserves can be with up to 12 months
of loan payments and are placed in escrow at the close
of a loan. The reserve could be released back to the
borrower in the future when predetermined financial
metrics are attained by the business.

While it could be argued that more collateral,
guarantees, and loan-reserves should result in lower
interest rates, that’s not necessarily the case — due to
the uncertain economic environment, lenders are
sometimes seeking higher interest rate-increases for
their view of risk. As always, it is essential to be prepared
for lender-requests and to note that they may now want

additional items compared to the pre-pandemic world.

Additional materials should include the items below:

* Lendersstill rely upon historic financial data; however,
they may now require new financial analyses. Theyll
review the 2020 financials with the understanding
that it was an abnormal year, but they may also want
a comparison showing the specific days that any
theatres were closed during 2020 compared to the
same period in 2019. It needs to be pointed-out that
in the exhibition industry, a day-by-day comparison
is not necessarily comparing like-for-like due to the
annual differences in release-schedules

* Detailed monthly or quarterly any projections still
remain important, although projections amid the
current environment are not so easy given the
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ongoing release-schedule-changes
and wavering government mandates
upon hall-capacity limits. Given
that such changes are outside of
exhibitors control, it is important
to provide notes on the projection
assumptions. Also, any projections
should include forecasted effects of
renegotiated property leases and
vendor contracts — assuming such
negotiations took place

Financiers will also assume that
initiatives were put in place
during 2020 due to COVID.
They’ll want to understand those
items which could include new
internal systems for maintaining
the cleanliness of theatres; new
initiatives in the kitchen, and/or
new kiosks or software apps to
provide for fewer touch-points
when ordering tickets and F&B
Financiers will also assume that exhibitors needed
to reduce their workforce during 2020 and will
require more detail. They may look to understand
workforce-totals which should include the number
of employees with the company before, during and
[projected] after the pandemic

* It will be assumed that there will be certain costs

associated with reopening theatres or increasing the
capacity of theatres that are already open. Lenders
will want to understand any deferred maintenance
items and the potential upcoming costs because of
such deferrals. Also, if staffing has been reduced, they
will want to know the projected costs and timing
for the hiring and training processes. As a final note,
certain lenders are now more interested in reviewing
construction loans than in past years. While this may
seem counter-intuitive, their view is that the issues
of the pandemic should be behind us by the time
new locations open and that the much-hoped-for
pent-up demand for any post-COVID out-of-home

entertainment will drive strong performance.

CONCLUSION

Those in the industry should be cognisant that their
views of the future could be in direct contrast with
those of others and they should also realise that the
present uncertainty may not play well with the financial
markets. Given this, it is important to be prepared with
much financial data when approaching financiers and
those preparation items will differ even more than in
past years. Such detailed preparation, combined with
financiers being more open for business, could provide
a more favourable lender-approval decision.
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Our industry needs to be cognisant with the
fact that its view of the future could be in
direct contrast with others and should also
realise that the present uncertainty may
not play well with the financial markets

Those viewing this market as a potential buyer’s
market could find good opportunities, but they should
also be aware that potential sellers may not be willing
to part with their assets at fire-sale prices. Sellers should
also be realistic with pricing expectations and should
understand that new metrics will be utilised during
valuations.

It may be the case that the effects of the pandemic
will result in a reduction of total screencount as certain
operators struggle within the various markets. This,
combined with the remaining theatres working hard to
keep their theatres more relevant, with the use of greater
programming-creativity as well as more implementation
of enhanced amenities, will help ensure that the out-
of-home experience is still far superior to what can be
achieved via films being streamed at home.

The uncertainty of the industry’s direction makes for
nervousness in the capital markets; however, the future
should still be bright assuming successful vaccine-
distribution as well as a more stable release-schedule
of highly-anticipated movies. This should provide that
movie-buffs will once again recommence doing what
they like doing best: getting out of their houses and
watching great films at their local theatres.&)

www. EFAPartners.com
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