INDUSTRY OVERVIEW
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esearch Report)

INTRODUCTION

Entertainment is always seen as a major source for leisure, relaxation and information. Improved living
standard translates into higher needs for leisure and entertainment. It is also an established fact that
entertainment is generally recession proof. The Indian Entertainment industry, which primarily consists
of film software, distribution and exhibition, television software and broadcasting, music, radio, is one
of India’s oldest and prominent industries.

INDUSTRY OUTLOOK

There are a number of key factors, which make the Indian media and entertainment industry today an
attractive proposition. Favorable Indian demographics, growing population, urbanization, rising income
and education levels, change in life style, etc have lead to an increased demand for entertainment and the
willingness to spend for entertainment has also increased exponentially, besides

1) India’s film and television industries are increasingly adopting digital technology.

2) The Government of India is keen to sustain this growth and has positioned itself as a proactive
facilitator so that India can be a ‘hub’ for the 21t century. It is removing barriers to foreign
investment, fast tracking procedure and introducing legislation to control piracy and under-
declaration. It has granted the film sector ‘industry’ status and has introduced “clean money
through state controlled banks”.

3) A much needed corporatisation of the industry is beginning to take place with the growth of
professional management and accountability and the introduction of insurance and completion
bonds.

Thus the Indian entertainment industry is witnessing the positive trend due to combination of high
technology, efforts of corporatisation, a very large domestic as well as overseas customer base, enhanced
income levels and government support. Competition will be another impetus for increased efficiencies and
new media such as CAS, DTH and Digital cinema will force the more conventional formats to rethink their
strategies.

According to FICCI-Ernst & Young report on “The entertainment industry”, the industry has out-
performed the economy in 2003, by growing 15% to Rs.19,200 crore. The entertainment business in
India has enormous potential for growth.

It is believed that the industry has a potential to be worth Rs.43,200 crore by 2008, at a compounded annual
growth rate of 18%. (Source KPMG — VCK Research), due to to inherent drivers such as growing demand for
localized, quality entertainment by a heterogeneous population having varied tastes. The growing disposable
income of Indians backed by a desire to spend on entertainment has further spurred this industry.

FILM INDUSTRY

The film industry is the oldest and the most prominent and popular form of entertainment in
India and it is the largest film industry in the world in terms of the number of films produced and
admissions each year. (Source: Indian Entertainment Industry Focus 2010: Dreams to Reality,



Confederation of Indian Industry - KPMG, 2005 ("CII - KPMG Report, 2005")

The Indian film industry revenue for 2004 was estimated at Rs. 5900 crores (USD 1.3 billion), which was
less than 1% of global film industry revenue and a fraction of the U.S. film industry revenue, which was
US$9.49 billion in 2003.

The pie chart below sets forth the percentage contribution of various revenue sources to the total revenue of
the Indian film industry in 2004.
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The Indian film industry currently realizes almost 70% of its total revenues (around 80% of legitimate
revenues) from domestic and overseas box office sales compared with the U.S. film industry, which earns
only 35% of its revenue from box office sales and the remaining 65% of revenue is derived from other
revenue sources such as sales of DVDs and VHS tapes and the sale of cable and satellite television rights.
(Source: Cll - KPMG Report, 2005.)

Over the last 5-7 years, factors such as strong economic growth, falling interest rates, increased interest in
real estate development, increased consumption levels, etc. have resulted in a large boom in the Organized
Retail sector in India. A number of large organized retail outlets have been trying to attract large footfalls
by building attractive properties such as branded food and apparel outlets as well as theatre chains.

The film industry comprises of three sectors:
e Movie production, which involves in making of movies;



e Movie distribution, which involves the distribution of movies to cinemas, television and video
stores; and
e Movie exhibition, which involves exhibiting the movies in cinemas.

PSTL focuses on Exhibition Industry not just as a Digital Exhibition Centres, but also a last mile access and
infrastructure provider for Retail Industry. A small overview of the organized retail in India is also included
in industry overview. Moreover, the emergence of tier 2 and 3 cities in India holds a huge potential in the
organized Film Exhibition Industry and the organized Retail Industry. Analysis is arranged in the
following sections

A
B.

mao O

Organised Retail in India

Consumerism and Demographics — emergence of middle class as well as tier 2 & 3 towns in
India

Film and Film production Industry

Film distribution industry

Film exhibition industry

A. ORGANISED RETAIL IN INDIA

In the last 5-7 years we have witnessed a significant growth in organized retail in India. Favorable
demographics, rising consumer incomes, real estate developments especially with emergence of new
shopping malls, availability of better sourcing options both from within India and overseas, and changing
lifestyles bring the Indian consumer closer to the consumers in more developed markets.

The diagram below depicts this changing lifestyle:
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INCREASED CONSUMPTION LEVELS OF INDIAN CONSUMERS
Over the last few years, there has been a rise in the overall consumption levels of Indian consumers. The

key reasons for this growth in Consumption are: (1) The great Indian Middle Class (2) Lower Liquidity
Constraints and (3) Favourable demographics are creating a new consumer class (4) Changing lifestyles

Al. The great Indian Middle Class

The lower income bracket household has fallen by 13.5% between 2001 & 2006. Households with an
annual income of over INR 500,000 will almost double during the same period as shown in the table below.
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Source: Lifestyle Consumption by Edelweiss Securities Private Limited — 2005.

The percentage distribution of the urban households is depicted below:
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Increasing household incomes has led to a substantial change in the profile of the Indian consumer. In the
table provided below the profile of the ‘Climbers’, ‘Consuming’ and ‘Very Rich’ consumers class is biased
towards self-indulgent consumption patterns. It is projected that by 2007, these segments would be over
170 million households as compared to 124 million in 2000 and would constitute about 86% of the
population against 69% in 2000.

Classification of households:

Number of households (in mn)

1994 — 1995 1999-2000 2006-2007
Very Rich 1 3 6
Consuming 29 55 91
Climbers 48 66 74
Aspirants 48 32 15
Destitutes 35 24 13

Source : Lifestyle Consumption by Edelweiss Securities Private Limited - 2005

A2. Lower Liquidity Constraints

Borrowing constraints have substantially reduced with consumer finance companies becoming aggressive
lenders. Indian consumers, who were forced to save earlier if they wanted to make large purchases such as
consumer durables and houses, are now borrowing to make these purchases. A lower gap between deposit
and lending rates and lower interest rates has had a significant impact on consumption in economies like
Taiwan and Thailand. In India too, these indicators are pointing towards an increasing consumption
scenario. The increase in consumer credit over the last few years indicates the beginning of a consumption
boom in India.
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Source: Lifestyle Consumption by Edelweiss Securities Private Limited — 2005.

A3. Favourable demographics are creating a new consumer class

Nearly two-third of India’s one billion plus population is below 35 years of age, making it one of the
youngest nations in the world on a sizeable base. The median age in India is about 24 years as compared to
35 years in the United States, 41 years in Japan, and 30 years in China.

A4 Changing lifestyles



The traditional large, joint-family set up in India, is slowly giving way to a nuclear family set up. This is
more pronounced in urban India. This has resulted in a larger number of households, pushing up demand
for consumer goods. These have a direct impact on the overall consumption patterns and fuels further
growth of organized retail.

Strong economic growth after liberalisation and increasing globalisation has resulted in higher household
incomes, and these continue to rise with the Indian economy growing at a brisk pace. The young urban is
not satisfied by purely spending on basic products and services. They want to indulge by spending more on
lifestyle products which would satisfy their social needs, esteem needs and self-actualisation needs. Leisure
needs are currently manifesting themselves in the desire for a shopping experience, watching movies in
multiplexes, eating out, travel, etc. The emerging lifestyle categories are reflected below:

Emerging Lifestyle categories

Source: Lifestyle Consumption by Edelweiss Securities Private Limited — 2005.

B. CONSUMERISM AND DEMOGRAPHICS

The emergence of the Indian middle class with greater earning power and a higher disposable income is one of
the key factors that will drive the growth of the Indian entertainment sector. Demographic analysis clearly
shows the evidence of this growth. The consumption chart below indicates the continued progression of
people into higher income and consumption segments.

Rise of India’s earning and consuming classes




A number of economic trends are testimony to this advancement :

e Automobile sales are rising across the country. Intwo wheeler sales, India now ranks second in the
world, while car sales are over 1 million per annum, growing at about 25 percent annually.

e India is the sixth largest market for mobile handsets (16 million units per annum) and is growing at
50 percent a year

e The country is the fifth largest market for colour televisions and is growing at 25 percent per annum

As the average Indian gets richer and his more compelling needs are met, his propensity to
spend on discretionary items such as entertainment increases. Further, as his consumption of
various goods and services rises, companies try to reach out to him through more marketing and
advertising. Higher demand and an increased investment would result in an expansion of the
entertainment industry in the years to come.

Bl A Non-Homogenous Market

All too often, the specific appetite of certain segments such as the rural population, women and children, is
underestimated and their financial value proposition continues to be under-recognized. Illustratively, here
are some important facts about the rural sector :

There are nearly 42,000 ‘haats’ (rural supermarkets) in India

In 2002-03, LIC sold 50 percent of its policies in rural India.

Small towns and villages account for over one million cellular telephone users

Of the 25 million households that bought television sets over the last three years, 19 million, or 77



percent were rural households.

e Of the 20 million who have signed up for a popular horizontal portal, e-commerce and free mail
service, 60 percent are from small towns. Of the 100,000 persons that have transacted on its
shopping site, 50 percent are from small towns.

Companies and businesses that have managed to differentially cater to the varying segments of Indian
population have benefited. As a corollary, the entertainment sector too has begun to witness the advent of a
broader set of offerings which are aimed for specific segments e.g. television channels for children.

C. FILM & FILM PRODUCTION

Film entertainment has remained the most popular form of entertainment in India. The film segment has
experienced a steady growth of around 15% in the last few years. The segment is ever growing with over
1,000 films produced during the last year. Hindi and Tamil films form a major number in production
and this segment has been mainly in the hands of unorganized sector till late. However, IDBI started film
financing a couple of years back and now even the corporate sector has come forward to produce films.

In Film making first in the value chain is conception of a story by writers / directors. The next major task
lies in the production house that takes care of pre and post production aspects such as dealing with
artists', technicians, locations for shooting and editing etc. Distributors have major role in financing
films. The production houses sell theatre rights to distributors who in turn earns by ticket sales. The
distributor bears the risk of film being a flop or reaps fruits with film being a hit. The distributor takes
theatre rights based on territory concept such as Class A, Class B etc. The last in the value chain is
theatre owners and they may rent out for a period or enter into agreement for revenue sharing with
distributors.

Cinema industry also has undergone a change in culture & taste. Today no film can dream of 300 day run.
The shelf life per film has drastically come down. If the film is good then, unfortunately pirated CD market
makes sure that it is seen across the entire geography in a very short period.. If the film is bad, anyway no
body will come to theaters to watch it. Therefore piracy is a lose-lose situation.

Film Production Sector

Over 900 films produced in India were released in 2004. Hindi films constituted the bulk closely followed
by regional films in Telugu, Tamil, Kannada and Malyalam. (Source: FICCI - PWC Report, 2005.) In
2003, the Indian film Industry produced 877 films. The majority of films were made in the South Indian
languages of Telugu (155 films), Tamil (151 films), Kannada (109 films) and Malayalam (64 films)
compared with Hindi (246 films).

Since being recognized as an industry in India as recently as 2000, the film industry has been moving
towards corporatization. Corporatization is not only limited to the structural changes involving the
emergence of corporations and studios to replace individuals for movie production but also implies a
fundamental shift in the way different elements of the film industry, including pre-production, financing,
production, post-production and distribution, are managed and run. This is likely to result in a scenario
where movie making is governed by transparent and written contracts and is carried out in accordance with
global best practices. This should convert the Indian film production industry from an aggregation of
creative endeavor to a volume driven business.

Corporate tie-ups, sponsorships and merchandising are new trends which help in financing the production
of movies in India. Although these sources of finance have been effectively tapped in developed markets
such as the United States, they have just emerged as a viable source of finance in India and are likely to
play a major part in the future, with producers trying to recover part of their film costs through brand
associations. For instance, brands such as Thumsup, Pepsi, Coke and Seagrams now regularly sponsor
movies in India.



The overseas market (theatrical, video and television) is becoming increasingly lucrative for Indian film
productions because of a large and fast growing Indian diaspora, which is estimated at 20 million people.
Some films are realizing 15-20% of their total proceeds from overseas. (Source: FICCI - EY Report, 2004.)

Industry outlook

Indian film industry revenues are expected to grow annually at 16% from Rs. 59 billion (USD 1.3 billion)
to cross the Rs. 100 billion (USD 2.2 billion) mark by 2007 and reach Rs 143 billion (USD 3.2 billion) in
2010. Revenue generation from releases in domestic market is expected to grow annually at 17% from
Rs.34 billion (USD 0.75 billion) in 2004 to Rs. 86 crores (US$2.0 billion) in 2010.

The following factors are expected to be the key drivers of this growth:

e Movie viewing continuing to remain a very popular source of entertainment. There is currently a
lack of readily available alternative entertainment options in India such as theme parks, concerts
and gaming and this is not expected to change in the medium term.

e Continued progression of people into higher income and consumption segments.
e Favourable demographic changes.

e Increasing corporatisation of the film production sector should result in an increase in the number
of high quality films produced, which should increase demand for movies. In an increasingly
corporate environment, unviable movies with weak scripts should find it difficult to garner
funding. Consequently, although the average number of films produced annually in India is
expected to fall from over 900 in 2004 to around 600 by 2010, the quality of the movies produced
is expected to increase. (Source: Cll - KPMG Report, 2005.)

e A significant increase in the number of digital cinemas should also fuel growth of the film
exhibition industry in B and C-class centers.



D. FILM DISTRIBUTION INDUSTRY :

Film Distributors are an important link in the film value chain. Film Distributors buy theatrical distribution
rights from Film Producers for exhibiting the films in a defined territory. Film Distributors play various
roles including:

part-financing of films (in case of minimum guarantee / advance based purchase of movie rights)
localized marketing of the film

selection of exhibition halls, and

managing the logistics of physical prints distribution

The Distributors’ business models include two parts viz. the Revenue Model (Exhibitor - Distributor)
and the Cost Model (Distributor — Producer). These models are explained below:

D1. Revenue Sharing Model (Exhibitor — Distributor)

The distributor sells the theatrical right of the films to the exhibitor. One of the following four models is
normally adopted:

a) Theatre Hire Model: The Exhibitor collects the entire box office collections, net of entertainment tax.
The Exhibitor retains a fixed amount and hands the balance net collection to the distributor. The entire
risk of box office performance of the film is borne by the Distributor.

b) Fixed Hire Model: The Distributor receives a fixed amount, from the Exhibitor, irrespective of the
Film’s performance at the box office. The entire risk of box office performance of the Film is borne by
the Exhibitor.

c) Minimum Guarantee plus Royalty Model: The Distributor receives a minimum guaranteed amount
from the Exhibitor. Collections, in excess of the minimum guaranteed amount is shared between the
Distributor and Exhibitor in a pre-agreed ratio. The entire risk of box office performance of the film is
borne by the Exhibitor.

d) Revenue Share Model: The box office collections, net of entertainment tax, are shared between the
Distributor and Exhibitor in a pre-agreed ratio. The risk of box office performance of the Film is
shared between the two. In recent past, especially with the advent of multiplexes, the Revenue Share
Model is gaining grounds.

D2.  Cost Model (Distributor — Producer)

The key cost elements for a Distributor include cost of acquiring distribution rights, film print (positives /
reels used for screening) costs and publicity costs. The Distributor procures domestic/overseas theatrical
distribution rights and DVD rights of a film from a Producer for distributing in a specified distribution
territory. In the Indian Film Industry, the distribution territories are divided as follows:



DOMESTIC

Bombay, Goa

Delhi-UP

East Punjab

Eastern circuit

Central Province, Central India & Rajasthan

South

INTERNATIONAL

Major Areas covered

Bombay city and suburbs, Thane district, Gujarat,
Saurashtra and parts of Maharashtra and Karnataka

Delhi city and suburbs and Uttar Pradesh

Punjab, Haryana, Himachal Pradesh and Jammu and
Kashmir

West Bengal, Bihar, Nepal, Assam and Orissa

Rajasthan and parts of Madhya Pradesh and
Maharashtra

Andhra Pradesh, Tamil Nadu, Kerela and parts of
Maharashtra and Karnataka

USA, UK and the rest of the world

D3. Revenue Sharing Model (Distributor — Producer)

There are three types of Distributor — Producer revenue sharing models, which are summarized below:

a) Minimum Guarantee plus Royalty Model: The Distributor acquires the right to distribute a film in
a particular territory, for a limited period, by paying a minimum guarantee to the Producer. The
excess of Distributor revenues over the minimum guarantee, print & publicity costs and distributor’s
commission is called ‘Overflow’. The Distributor shares the Overflow with the Producer in a pre-

agreed ratio.

b) Commission Model: The Distributor retains a Commission on the total amount collected from the
Exhibitor, and remits the rest to the Producer. The Distributor may pay a recoverable advance to the
Producer, while acquiring the distribution rights. Such advance is usually adjusted against the
remittances to be made to the Producer. The Distributor does not bear any risk of the box office

collections.

c) Outright Sale Model: The Distributor purchases the entire rights for the territory from the Producer.

D3. Business Characteristics And Trends

e Corporatization of film production entities is resulting in timely and better quality film

productions

e In the recent past, some of the big Producers have forward integrated into Distribution, especially

into Overseas markets

e New films are being released in satellite/video formats within a shorter period after theatrical
release, thereby reducing the window for theatrical exploitation

e New films are being released across a larger number of theaters with a larger number of prints in

order to maximize theatrical revenues in the shortest period of time.

e New distribution formats, like digital distribution — through DVD/Satellite — are being actively

explored



E. EXHIBITION INDUSTRY

El. Overview Of The Exhibition Industry In India

The Exhibition industry consists of basically theatres. However other forms of exhibition include school
auditoriums, pre-show displays, video parlours, etc. Currently there are over 100,000 cinema screens
world-wide with about 6000 new screens replaced / added per annum. The following table will
illustrate the distribution of cinema screens in units:

Cinema Screens

1993 2002 2003
China 113,534 65,500 42,000
USA 25,737 35,280 35,786
European Union 24,189 25,201 25,798
India 12,500 11,000 11,000
Mexico 1,415 2,755 3,197
Japan 1,734 2,635 2,681
Russia 2,282 1,654 1,809
Korea, Rep 638 977 1,130
Turkey 281 930 945
South Africa 600 753 756
Taiwan 536 669 684
Thailand 900 465 495
Pakistan 450 445 440
Malaysia 256 295 305
Egypt 202 212 215
Hong Kong 192 184 188
Singapore 103 158 156




India’s screen density is very low. A combination of highly fragmented ownership, high entertainment tax
rates, large cost of setting up new theatres, and unavailability of organized funding has resulted in many
such theatres not being able to continuously upgrade or renovate their facilities, thus resulting in a decline
in the quality of such theatres. With around 12,900 active screens (down from 13,000 in 1990) out of which
over 95% are standalone single screens,. In contrast, China, which produces far less films than India, has
65,000 screens while US has 36,000. There is a need for at least 20,000 screens in India as against the
current 12,900. (Source: CII-KPMG Report, 2005).
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The following table will illustrate Cinema spending per head of population. It may be observed that India
is at the bottom of the table which also shows the dormant potential for these exhibition segments once
accessibility, quality of service and of course new content issues are addressed.



Cinema spending per head of population

2003

$
USA 33.44
Singapore 20.45
Hong Kong 16.07
EU average 14.94
Korea, Rep 12.09
Taiwan 10.91
Mexico 3.99
Thailand 1.47
South Africa 1.36
Russia 1.28
Turkey 1.03
Malaysia 1.01
India 0.59
Egypt 0.20
China 0.09

Geographic distribution of theaters across India
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Source: The Indian Entertainment Industry: Emerging Trends & Opportunities — FICCI — E&Y Report,
2004

The Southern Indian states of Tamil Nadu, Karnataka, Kerala and Andhra Pradesh account for 59% of the
number of theatres in India, while servicing 22% of the Indian population. As a result, the rest of India is
significantly under-screened in comparison to the national average. This also reflects appetite for films in
South India.

Box office Revenue:

The total revenue of the Indian Film Industry in 2003 is estimated at Rs. 4,500 crores (USD 1bn). Going
forward, with improvement in distribution, exhibition infrastructure, advent of digital cinema and better
exploitation of films, the Indian Film Industry is likely to grow at a CAGR of 18% to gross Rs. 10,100
cores (USD 2.2 bn) by 2008.

Source: The Indian Entertainment Industry: Emerging Trends & Opportunities — FICCI — E&Y Report,
2004

SINGLE SCREEN THEATRES

Historically, most movie theatres in India have been set up as single screen theatres with large seating
capacities. A typical single screen theatre has a capacity of 800-1200 seats. The upkeep and maintenance of
many single screen theatres in India is very poor.

As per company’s internal research, screens remained low in India for the following reasons:

a. Lack of availability of new films at the neighborhood theatres.
b. Inadequate infrastructure at the theatres

The above is basically because, unlike in US & Europe, Indian theatres are owned individually
and more importantly also managed as stand alone basis. This feature makes it difficult for individual
theatres to upgrade technically and also hinders them from offering higher quality service as demanded by
customers.



It is herein the agglomeration of the single screens into a integrated theatre chain holds significance as it
will negate the investment barrier / knowledge barrier / negotiation barrier present in the current individual
owned and individually managed single screen theatres.

FILM INDUSTRY: GOVERNMENT POLICY & REGULATIONS

The major impediment to the industry is the higher rate of entertainment tax levied by the respective state
government. For instance, in Bihar the tax rates were 110% of the basic admission rates, in Delhi, it ranges
from 40% to 60% on basic admission rates. In West Bengal, the rates are classified as per the language of
the movie, say, 70% for Hindi films and 20% for Bengali films. Fortunately in Tamil Nadu, the
Government has drastically reduced the Entertainment Tax rate to an average rate of only 12.5% and also
has removed the compound tax.

Next setback to industry is piracy, whether it may be of cable or CD form and it is estimated that
20% of the revenue is taken away due to piracy.

CONCLUSION

The Indian Entertainment Industry is in an enviable position — it operates within a robust macro economic
framework and the Indian creative product is fast becoming a global power-brand. The domestic scenario is
bursting with prospects and the industry seems ideally positioned to capitalize on them. With its
increasing focus on organized and innovative delivery mechanisms, the industry is setting higher standards
for itself and for its deliverables to the end consumer.

Consolidation, within segments and across, will also bring its own set of associated advantages — risk
mitigation, the ability to build scale, the ability to compete on a global platform and the luxury to
experiment with the creative product and technology.

Overall the entertainment industry is steaming ahead. The industry has the mettle to grow and the
ability of the industry to exploit the opportunities with right technical and business model will be critical to
its success.

Again Tamil Nadu has taken strong steps in curbing piracy. Piracy is brought under Gundas Act in
Tamil Nadu which entitles very high penalty and imprisonment and of course very difficult to get a bail on
this Act.
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INTRODUCTION

Entertainment is always seen as a major source for leisure, relaxation and information and
improved living standard translates into higher needs for leisure and entertainment. Itis also an
established fact that entertainment is generally recession proof. The Indian Entertainment
industry, which primarily consists of film software, distribution and exhibition, television
software and broadcasting, music, radio, is one of India’s oldest and prominent industries.

Entertainment & Media industry’s total revenue pie is estimated to grow at a compounded annual
rate (CAGR) of 19% to be worth Rs.83,740 crore by 2010. The current size of the industry is
about Rs.35,300 crore. The industry is estimated to out perform the country’s GDP growth each
year till 2010 according to the 2005 annual edition of FICCI — Price Waterhouse Coopers’ report
on the Indian E & M industry. The study attributes this to economic growth, rising income
levels, consumerism, coupled with technological advancements and policy initiatives taken by
the government, that encourage inflow of investments into the sector.

The growth drivers will be low media penetration in lower socio-economic classes and low ad
spends. The television segment growth will be driven by subscription revenues. The study
estimates it to be a Rs.42,700 crore industry within the next five years from Rs.14,800 crore now.
Film entertainment sector is expected to get more corporatised and is projected to grow at 18%to
become a Rs.15,300 crore industry by 2010 from Rs.6,800 crore now. The growth is expected to
be driven by technology advancements in films — production, exhibition and marketing.

The Indian Film industry is the largest film industry in the world in terms of films produced and
admissions each year. The film industry comprises of three sectors

e Movie production, which involves in making of movies;

e Movie distribution, which involves the distribution of movies to cinemas, television and
video stores; and

e Movie exhibition, which involves the exhibiting of movies in cinemas.

Over the last 5-7 years, factors such as strong economic growth, falling interest rates, increased
interest in real estate development, increased consumption levels, etc. have resulted in a large boom
in the Organized Retail sector in India. A number of large organized retail outlets have been trying
to attract large footfalls by building in attractive properties such as branded food and apparel outlets
as well as theater chains.

Emergence of tier 2 and tier 3 cities in India holds a huge potential in the organized film
exhibition industry and the organized retail industry. It is estimated that by 2006 — 2007, India
will have a 91 million high consuming households, 74 million climbers and 15 million aspirant
households, which will fuel the demand for entertainment. Further nearly two thirds of India’s
population is below the age of 35 making it one of the youngest nation in the world on the
feasible basis.

The exhibition industry in India has over 12000 cinema screens with 13 screens per million head
of population, the lowest screen average in the world.



India’s screen density is very low. A combination of highly fragmented ownership, high
entertainment tax rates, large cost of setting up new theaters, and unavailability of organized
funding has resulted in many such theaters not being able to continuously upgrade or renovate their
facilities, thus resulting in a decline in the quality of such theaters. With around 12,900 active
screens out of which over 95% are standalone single screens,. In contrast, China, which produces
far less films than India, has 65,000 screens while US has 36,000. There is a need for at least 20,000
screens in India as against the current 12,900. (Source: Cl1-KPMG Report, 2005).

It is herein the agglomeration of the single screen into a integrated theatre chain holds significance
as it will negate the investment barrier / knowledge barrier / negotiation barrier present in the
current individual owned and individually managed single screen theatres

Cinema industry also has undergone a change in culture & taste. Today no film can dream of 300
day run. The shelf life per film has drastically come down. If the film is good then, unfortunately
pirated CD market makes sure that it is seen across the entire geography. If the film is bad,
anyway no body will come to theaters to watch it. Therefore piracy is a lose-lose situation.

Herein comes the basic logic of converting theaters into digital exhibition medium and connecting
it through satellite based networking. By the above, a new film can be released across many
locations without variable cost of prints and make the new content available on the release day, in
many locations, thereby solving supply issue of the content at the right time. Non-availability of
new content on the release day, at their respective nearby place, is one of the major reasons for
rampant piracy of films. The release of film in many locations simultaneously, reduces risk of
failure and reduces piracy. This move will also in one stroke bring multiple content to theaters and
theaters will no longer be just film exhibition centers but a place where gamut of entertainment &
education can be served.

Company Overview

The Company was incorporated on 20/06/1997 and was engaged in production of films,
procurement of other contents and export of the same. We have so far produced 10 films in Tamil.
We have also exported television software to various countries such as Singapore, Malaysia,
Mauritius, France and United Kingdom. We have now taken a strategic decision to concentrate on
distribution and exhibition sector and therefore, decided to discontinue production of films.

The Project

Pyramid Saimira Theatre Limited (PSTL) is implementing a Mega Digital Theatre Chain Project.
The Project consists of creation of central network infrastructure, which will convert films into
digital, transmit the same using satellite and exhibit the films in theatres without physical film roll.
The project is in the segment of IT enabled services and infrastructure for exhibition.

The Company will take the existing theatres on lease and will install digital projector and digital
play out system and connect these theaters through Satellite based communication system, which
will enable the play out of content from a central location. This will convert existing theaters into a
digital exhibition medium whereby apart from new films, other content including educational can
be telecasted in theaters. We also plan to remove existing dis-incentives in theaters and upgrade
those to offer quality experience in theaters. The project also will create several service pulls inside
theaters exploiting the space and locational advantage of existing theaters.



By the above investment, a new film can be released across many locations without variable cost of
prints and make the new content available on the release day, in many locations thereby solving
access issue of, content at the right time. Non-availability of new content on the release day, at their
respective nearby place, is one of the major reasons for rampant piracy of films. The release of film
in many locations simultaneously, reduces risk of failure and reduces piracy. Recognizing the
current reality of low shelf life of films, we plan to release a new film once in 10 —15 days
(Average) in our chain.

The Promoters of the Company are

a. MR.V.NATARAJAN aged 60 years is popularly known as Pyramid Natarajan and has
experience spanning over 4 decades in Film / content production, management &

distribution.

b. MR.P.S.SAMINATHAN is a visionary with wide and varied experience in Cable and
television, Communications, Networking Industry.

C. MR. N.NARAYANAN has senior level management exposure from 1970 onwards.

His exposure is in the field of Leadership, Man-Management, and providing cohesion
among diverse experts. He is an asset in Team Building. He is also active in various
spheres of business, cultural and social activities.

The company is ably advised by a very eminent board of advisors and the Tamil film industry asa
whole has come out in support for this project. The company has already tied up with reputed
technical service providers and international vendors. Tata Net has joined as communication
technology partner for end-to-end communication solution; Prasad Labs to do the conversion of
raw films into digital ; Real Image and GDC Technology for servers and software solutions.
Leading players in retail industry are in talks with PSTL to use PSTL’s infrastructure for retail
marketing foray.

The Company, through its Group concern M/s.Bharat Digitals Limited has entered into a
Memorandum of Understanding with M/S.DELTA ELECTRONICS, INC., TAIWAN, a 3.2 Billion
USD company having manufacturing plants in Taiwan, China, Thailand, Japan, Europe, and
Mexico, as well as R&D centers and sales and service offices throughout the world, for India
specific development and manufacture of projectors. Delta is a major technology solution provider
in the field of Power, Networking and Visual Displays. Delta is also a major OEM /ODM for
various brands in the field of display electronics and projectors. Delta manufacturers exclusively
for PSTL, a high quality optimal cost projectors, which is a critical requirement of Digital Theatre.

M/s.Bharat Digitals Limited has also tied-up with M/s.Arasor International Group Inc. for next
generation projectors (Laser), which will revolutionize the display electronics field not just in
theatres but also in wide array of signage, Ad boards, etc. Arasor is a top most US technical
company and the founder of Arasor is deemed as a Father in Opto-Electronics, especially in the
development of DWDM technology, which revolutionized communication networks across the
Globe.

The project has a very low risk and has no competition. The concept of releasing a film across very
many locations and showing them in a high quality digital projection system is unique and ripe



considering communication & technological advancements in the recent past. The company has
First Mover Advantage and we plan to expand Pan India and pan — south Asia. The project adds
huge value to the entertainment industry as a whole. The company will also position itself as a
leading service provider in the entertainment sector across south East Asia.

PARADIGM SHIFT

Digital Cinema is not about replacing an ordinary Projector with a Digital Projector : Through a
small change in technology we bring a major change in relationship and structure of the
entertainment industry as a whole.

Just like a hotel industry, exhibition industry will see the emergence of separation of ownership and
management especially on professional note.

Consolidation of Last Mile Delivery platform will create a level playing field between content and
reach by building an efficient and cost effective content supply chain. This will also eliminate the
intermediaries who do not add value.

Drastic reduction in distribution cost due to digital exhibition combined with satellite distribution
will enable carpet release of films across all locations without marginal film roll cost and eliminate
the quality divide between the metros and non-metros. This will also give a big blow to piracy,
which in a major part is actually filling the content gap in the traditional distribution mechanism,
which is unable to release films in more locations simultaneously.

Transparency in the collection process will create a bankable structured revenue stream to the
industry. Coupled with much wider release this will bring in a minimum escrowable collection for
all contents. This will enable institutionalized funding process not just in production cycle but also
to the collection cycle.

All the above will have more than a salutary effect on the way production is viewed and the existing
undue preference to a few, so called “star cast” will be rationalized leading to more creative content
production.

But that’s not all.

Satellite and cable TV provided information access across the length and breadth of the countryand
this access has blurred the geographical divisions, especially in ideas, attitudes and aspirations.
Today’s young Indians across all cities & towns have dreams, visions and are also equal
participants and stakeholders in the Indian growth phenomena. However Infrastructure and
opportunity is yet to catch-up with the appetite, aspirations or even affordability of non-metro areas.
Pyramid Saimira’s business vision will provide a platform to these segments also.

Our project is not just about creating a Networked Digital Theatre Chain or a family entertainment
hub or infrastructure agglomeration for retail segment, but it is all about creating a super
aspirational brand, cutting across the country.



Our Strategy

Our strategy for achieving the objectives is done by addressing these elements-:
* Remove the existing dis-incentives associated with visiting theaters.
» Recognize the current reality of low shelf life of Films.

» Remove the investment & infrastructural barrier, which is caused by theaters being

mostly owned by individual and more importantly managed also on a “Stand Alone”
mode.

The following distinct activities will be undertaken :

»  We will take theaters on long lease and improve the infrastructure to bring at par
with world-class standard to offer high quality viewing experience. These theaters
will have comfortable seats, adequate leg space, high quality screen & sound

system, high quality food & beverages, transportation/car parking facilities, cloak
room, kids créche, play area etc.

«  We will convert existing theaters into Digital medium. This conversion will start
from theaters at B & C class centers enabling release of new films at these centers
along with A class centers giving opportunity to a large number of people to view
the films on the ‘ release day’. This will also have an adverse impact on Pirated CD
market as new films can be released across many places simultaneously, which is
not being done currently in view of prohibitive film roll cost.

» Digital theaters will also function as delivery medium for other entertainment
content as well as educational centers including video conferencing, remote class
rooms etc. One can see Cricket match live or have refresher course on say medical
entrance exam in these theaters.

* We plan to introduce a standardized process management for the ‘Exhibition’
segment of the industry. Digitalisation and centralization of various facilities will
be offered as an ‘out sourced service’ to others who are willing to develop similar
chain. We aim to be the service provider to the Content industry by making theaters
to deliver the content in most efficient and enjoyable method.

The project will be initially implemented in Tamil Nadu since Tamil Nadu government has
recently announced a host of measures which includes (a) Thwarting the rampant pirated CD
industry (b) Reduction of entertainment tax (c) Removal of compound tax system. In this
backdrop the rollout of project assumes importance since these measures would ensures that
new films are seen mostly in regular theaters and since by digital conversion the films can
be released in more screens, the supply side issue of the film is also addressed immediately..






