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BACKGROUND INFORMATION ON THE RUSSIAN CINEMA MARKET DEVELOPMENT

Economic Situation

Deterioration of the economic situation in Russia started to show in 2013, and a
number of subsequent political decisions, resulting in sanctions against our country and
counter-sanctions against the West, along with a decline in oil prices in 2014 made it grow
worse. Meanwhile, as the main blow of the crisis landed in December 2014, its effects on
the national economy would be particularly noticeable in 2015 - as evidenced by the
forecast of the Ministry of Economic Development of the Russian Federation (made in
January 2015).

Table 1. Dynamics of Key Economic Indicators
in % year on year

2015
(Forecast of
Indicators 2008 2009 2010 2011 2012 2014 the Ministry
of Economic
Development)
Gross Domestic Product 105.2 92.2 104.5 104.3 103.4 | 101.3 100.6 97.0
Export 134.6 63.7 132.1 131.3 102.4 99.2 94.3 67.6
Import 129.4 63.7 133.6 129.7 105.4 | 101.7 90.2 63.9
Industrial Production
Index 100.6 89.3 107.3 105.0 103.4 | 100.4 101.7 98.4
Agricultural Production
Index 110.8 101.4 88.7 123 95.2 | 106.2 103.7 101.1
Fixed Capital Investment 109.9 84.3 106.0 110.8 106.8 99.8 97.5 86.3
Retail Turnover 103.7 94.9 106.4 107.1 106.3 | 103.9 102.5 91.8
Volume of Public Fee-
Based Services 104.3 97.5 101.5 103.2 103.5 | 102.0 101.3 95.0
Inflation 114.1 111.7 106.9 108.4 106.6 | 106.5 111.4 112.2
Real Disposable Monetary
Income 102.4 103.1 105.9 100.5 104.6 | 103.2 99.0 93.7
Total Number of
Unemployed
(% of Economically Active
Population) 6.4 8.5 7.6 6.8 5.7 5.7 5.4 6.0
Annual Average Credit
Interest Rate for 6 Months
- Moscow Prime Offered
Rate (%) 10.1 14.9 4.7 5.2 7.3 7.2 10.7 -
Annual Average Price of
Brent Oil (in USD) 98.7 62.8 80.3 110.7 111.4 | 108.3 99.5 -
Official Rate of the U.S.
Dollar at the End of the
Period (in rubles) 29.4 30.2 30.5 32.2 30.4 32.7 56.3 -

Sources: Central Bank of the Russian Federation, Federal State Statistics Service, Ministry
of Economic Development, Intercontinental Exchange

Deterioration of the consumer price index and the real disposable income of population
(affects cinema ticket prices and total expenses of citizens on leisure activities), loan
interest rates (affects availability of the borrowed funds required for construction and
modernisation of cinemas, film production, etc.), as well as the national currency rate
(limits the purchase of goods manufactured abroad, from digital projectors and servers to
films) is the most painful for the cinema market. Most of these critical indicators declined at
the end of 2014 and the beginning of 2015, hitting the lows that outran the previous crisis
(2008-2009) and resembled the 1998 default.

The impact of the ruble collapse, particularly rapid in December and January, on the
Russian cinema market was noticed in the first quarter of 2015 and resulted in postponing
of the digital switch-over in some cinema networks and the Russian market as a whole (due
to soaring equipment prices many exhibitors had to postpone their plans to digitise the
remaining screens).

Another consequence was a deceasing role of the Russian market in the international
arena: USD box office returns began to plummet, while the admission level in the CIS
countries remained unchanged. According to the Russian Film Business Today magazine,
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which converts box office returns of every film into USD on a weekly basis, dollar revenues
in the CIS countries, excluding Ukraine, amounted to 1.246 billion in 2014 - 8.7% less than
the year before; in the meantime, in 2013, USD box office revenues grew by 10% as
compared to 2012.

Figure 1. Exchange Rate Trends in Russia (January 2014-March 2015)

Exchange rate trends in Russia
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Jan-14 | Feb-14 | Mar-14 | Apr-14 | May-14| Jun-14 | Jul-14 |Aug-14|Sep-14| Oct-14 | Nov-14 | Dec-14 | Jan-15 | Feb-15 | Mar-15| Apr-15
USD | 33.46 | 35.23 | 36.21 | 35.66 | 34.93 | 34.41 | 34.64 | 36.11 | 37.88 | 40.77 | 45.91 | 55.54 | 61.88 | 64.68 | 60.26 | 52.93
EUR | 45.76 | 48.07 | 50.02 | 49.24 | 48.04 | 46.80 | 46.95 | 48.13 | 48.93 | 51.73 | 57.33 | 68.48 | 72.68 | 73.53 | 65.39 | 57.07

Source: Central Bank of Russia

Role of the Russian Cinema Market in the World
According to the primary data of the European Audiovisual Observatory, Russia ranked
second among all European countries in terms of cinema admission in 2014.

Table 2. European Admission Rating in 2014
primary data

Admission Box Office
Mol Eoumny (million) Returns (million) €Yrrency
1 France* 209.0 1,330.0 Euro
2 Russia 175.3 43,526.3 Ruble
3 Great Britain 157.5 1,058.0 Pound
4 Germany 121.7 979.7 Euro
5 Italy 100.2 600.5 Euro
6 Spain 87.4 522.5 Euro
7 Turkey 61.4 655.4 Lira
8 Poland 40.4 726.9 Zloty
9 Netherlands 30.8 249.9 Euro
10 Belgium 21.9 155.8 Euro

Source: European Audiovisual Observatory, CNC (*)

According to the IHS and the Motion Pictures Association of America, Russia has
ranked ninth in the world rating by dollar box office returns despite losing 10% of its
revenues (there was a decrease observed in most major markets except China, France, and
the South Korea). Nonetheless, in 2014 the effect of the ruble rate decrease didn't show in
full and it will be more evident at the end of 2015.

Table 3. Global Ratin
Box Office Returns (million USD)

of Countries by Box Office Returns in 2014 (million USD
Admission (million)

DT 2014 2013 Change 2014 2013 Change
1 | USA 9,490.0 9,877.0 -4% | 1,161.0 | 1,215.5 4%
2 | China 4,832.1 3,450.3 40% | 830.0 610.0 36%
3 | Japan 1,955.9 2,433.5 20% | 161.1 155.9 3%
4 | France 1,794.8 1,675.7 7% | 205.6 192.8 7%
5 | Great Britain 1,741.2 1,716.9 1% | 157.5 165.5 5%
6 | India 1,714.0 1,749.9 2% | 1,937.2 | 2,894.6 33%
7 | South Korea 1,580.5 1,377.2 15% | 215.1 213.3 1%
8 | Germany 1,301.5 1,355.6 4% | 121.7 129.7 6%
9 | Russia 1,126.3 1,327.1 15% | 176.1 171.4 3%
10 | Australia 968.9 1,139.0 15% | 78.6 87.0 10%
Source: IHS




State Cinema Policy

Last year, the first results of yet another reform became visible in the area of state
cinema support. Let us remind that in 2013, the corresponding powers were divided
between the Ministry of Culture and the Cinema Fund. The former is responsible for funding
of debut, experimental, children's and documentary films; the latter deals with financing of
commercial fiction and animated films made by independent producers and major players of
the market, the so-called leaders of the local film production (9 companies were selected in
2014: Art Pictures Studio, Direktsia Kino, CTB Film Company, Non-Stop Production, Igor
Tolstunov’s Production Company, Nikita Mikhalkov’'s TriTe Studio, TaBBak, Central
Partnership and Enjoy Movies). Also in 2013, a system of selection of projects applying for
state support was changed: since then, public procedures of personal protection have been
used, which involve projects of not only independent studios, but also leaders of the local
film industry. Besides, starting from 2013, producers have to pay a security deposit on each
application in the amount of 3% of the funds requested from the Fund.

In general, the film community welcomed the 2013 reform, and now the mechanism
for allocation of state funds seems consistent and logical. According to Nevafilm Research,
however, the powers of expert councils of the Ministry of Culture and the Cinema Fund
remain controversial, since they do not take any final decisions on financing of certain
projects. Yet by 2014, market participants have become accustomed to the new rules and
appreciate open competition.

One of the major innovations of 2014 for film makers was the increase in the amounts
of subsidies offered by the Cinema Fund on a return basis. In 2013, the amount of return
subsidies was 28%, and in 2014-2015 it reached 40% of the state support from the Cinema
Fund. In total, taking into account subsidies from the Ministry of Culture and the reinvested
own funds of the Cinema Fund (available for producers on a return basis on top of the
subsidies from the budget), the amount of the return public funds provided for producers
was 16.6% in 2013 and reached 28.6% in 2014. Therefore, Russian producers are
encouraged to create a more in-demand product and to achieve self-sufficiency.

Table 4. State Support of Film Production and Distribution in Russia

2012 2013 2014 | 2015

(plan)

2011

Number of Films Supported 114 100 133 108 129 -
Non-Refundable Support (million
rubles) 4786.5 4684.0 5784.7 5211.8 5019.3 | 4070.6
Refundable Support (million
rubles) 0.0 0.0 0.0 1039.5 2008.0 | 1200,0%*
Total Amount of Support

(million rubles) 4786.5 | 4684.0 | 5784.7 | 6251.3 | 7027.3 | 5270.6*
Share of Return Funds 0.0% 0.0% 0.0% 16.6% 28.6% | 22.8%*
Ministry of Culture ‘ ‘ ‘
Number of Supported
Commercial Fiction and
Animated Films 55 41 34 43 58 -
Total via Ministry of Culture

(million rubles) 2075.6 | 1563.1 | 2082.8 | 3050.3 | 3219.3 | 2270.6
Subsidies (million rubles) 850.0 936.0 1470.1 2138.3 2225.7 | 1797.6
Federal Target Program (million

rubles) 864.3 385.0 360.0 360.0 342.0 466.9
Beyond Federal Target Program

million rubles 361.3 242.1 252.7 552.0 651.6 6.1
Cinema Fund

Number of Films Supported 59 59 99 65 71 -
Total via Cinema Fund (million

rubles) 2710.9 | 3120.9 | 3701.9 | 3201.0 | 3808.0 | 3000.0
Subsidies (million rubles) 2710.9 3120.9 3701.9 3000.0 3000.0 | 3000.0
Refundable Subsidies (million
rubles) 0.0 0.0 0.0 838.5 1200.0 | 1200.0
Non-Refundable Subsidies (million
rubles) 2710.9 3120.9 3701.9 2161.5 1800.0 | 1800.0




2015

‘2010 2011 ‘2012 2013 2014
(plan)

Share of Refundable Subsidies of
the Cinema Fund 0% 0% 0% 28% 40% 40%

Own Funds of the Cinema Fund
(returned from producers and
provided again on a return basis,
million rubles) 0.0 0.0 0.0 201.0 808.0 -

*Excluding reinvested funds of the Cinema Fund - their amount in 2015 will be defined later, when
investments of the previous years return to the Fund.
Sources: Ministry of Culture, Cinema Fund

In February 2015, the Ministry of Culture announced that it would provide RUB 1.8
billion to finance the film production, at the expense of which the making of 71 fiction films
(including 16 debut films, 5 films for children, 10 television series® and 39 auteur films),
242 non-fiction films (including 9 non-fiction special projects) and 69 animated films
(including 44 children and 25 auteur films) has already been started.

Plans of the Cinema Fund for 2015 include distribution of RUB 3 billion subsidies, 40%
of which shall be allocated on 100% return basis. There is still no information on the
amounts of own resources of the Fund in 2015 - without them, the total share of the
refundable funds for the current year is planned at around 23%. 8 companies have been
named the leaders of film production in the current year: Art Pictures Studio, Direktsia Kino,
CTB Film Company, Non-Stop Production, Nikita Mikhalkov’s TriTe Studio, TaBBak, Central
Partnership and Enjoy Movies. A script contest, similar to the one carried out in 2012-2013,
has been planned as well in order to form a package of scripts in the fund reserve for
subsequent screen adaptation by production companies cooperating with the Fund.

Consolidated Automated Information System of data on distribution of films in cinema
(CAIS) shall be used in Russia as an auxiliary system to count distribution results (to select
leaders of film production, calculate the national cinema percentage at the end of the year,
etc.). In May 2014, the Cinema Fund became its operator, which is reasonable given the
fact that it feels the same basic need for the data provided by the CAIS. After transition, the
system was significantly optimised. It is much more convenient now, and the level of trust
on the part of the media branches has grown significantly - almost all market analysts have
started to use the CAIS in cases where no primary data on film distribution results can be
obtained from distributors. In January 2015, according to http://ekinobilet.fond-kino.ru
website, more than 2000 cinema operators were registered in the system, nearly half of
them commercial cinemas (out of 1187 cinemas operating in the country as of January 1,
2015, 990 - 3352 screens were registered in the CAIS). Unfortunately, in 2014 quality
issues of the CAIS statistics remained unresolved - growing margins of error for the same
calculated data sets often reached unbelievable levels. In the meantime, the number of
films distributed in Russian cinemas turned out to be astounding (including those considered
non-commercial platforms). For example, in 2014 CAIS distribution reports, Nevafilm
Research specialists managed to identify approximately 1700 unique titles of films noted by
field publications in current Russian distribution (2004-2014); just as many titles (mostly
archival) have remained unrecognised. In other words, CAIS capabilities are very promising
provided the work is organised correctly; we hope it will be fine-tuned in 2015.

Legislative activity in 2014 didn’t go unnoticed for film producers and distributors due
to the adoption of the law prohibiting to use explicit language in cinema exhibiting: on the
one hand, the law affected the launch of the ready-made films containing explicit language
("Leviathan ", "Yes and Yes"), on the other hand, it increased penalties for exhibiting films
without distribution certificates, which resulted in disputes about the fate of festival and
student films.

In summer 2014, cinemas received a relief from the Ministry of Economic
Development, which amended the terms of film equipment amortization, reducing them
from 7-10 to 3-5 years. This will allow digital projectors, subject to rapid obsolescence, to
be replaced more often. On the other hand, film exhibitors were threatened by several

! Thus, a new trend in the activities of the Ministry of Culture was developed. The idea to support the production of
television series was first voiced in 2013, when the first competition was held. However, the first official figures on
the number of television series planned for financing are available only now.
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parliamentary initiatives such as a ban on cinema advertising (the offer was rejected by the
State Duma in September) or different versions of foreign films quotas.

The latest initiative caused the most concerns - not only on the part of cinemas and
distributors, but also among producers, as it could reduce the number of commercial
cinemas in the country, cutting the market as a whole. The threat of quotas to be
introduced in the current year disappeared only in February 2015, when Vladimir Medinskiy
said that the problem was not urgent during the crisis. The problem of the stagnating share
of local films in distribution (at the level of 18% in 2013-2014) is the main reason for
discussion of such offers.

Another idea was voiced at the end of 2014, which could offer an alternative to quotas,
i.e. regulation of the schedule of foreign films releases in order to prevent their distribution
concurrently with large national projects funded by the government. This initiative was
outlined in February 2015, after Vladimir Medinskiy advised "not to press on the April 30
date" when a promising film A Zori Zdes Tikhie... (The Dawns Here Are Quiet) was to be
exhibited. As a result, WDSSPR company was forced to release The Avengers. Age of Ultron
in Russia a week before it was released in the rest of the world in order to secure its
distribution certificate. Now, the Ministry of Culture is preparing amendments to the
decision on issuing a Distribution Certificate, stipulating a new "Date of Release" column in
the document, allowing executive bodies to control distribution of certain films. This
provision shall stiffen the penalties for violation of the admission rules for underage
spectators to 18+ films, while other age marking of audiovisual products is planned to be
voluntary.

In addition, at a press conference held at the end of February 2015, the Minister of
Culture Vladimir Medinskiy announced that the government was going to re-equip old
cinemas and cultural centers in small towns (with the population of 30-50 thousand people)
through co-joint financing from federal and local budgets. Renovation of premises will be
funded at the expense of regional budgets, and purchase of digital equipment at the
expense of the federal budget. The project relies on successful experience of implementing
similar initiatives in Krasnodar and Tula regions. It is expected that about 30 cinemas will
be equipped in the near future, which will facilitate the expansion of the all-Russian cinema
network and a boost in its development pace, which is slowing down due to market
saturation and economic crisis.

Thus, changes intended to regulate the behavior of cinema market players are
frequent in the area of state regulation; so far, the industry has been able to defend its
interests and find optimal solutions through negotiations both with the government and
each other. We should also point out positive changes in terms of the increasing openness
of the government support system and gathering cinema market statistics, as well as in
terms of government participation in the development of cinema network in small towns.

Film Production

While in the area of film distribution and exhibition the statistical reporting, both
official (CAIS) and collected by industry publications (Booker's Bulletin, Russian Film
Business Today) and research companies (Rentrak, Movie Research, Nevafilm Research) has
been improved, the film industry is still in the grey zone. The attempts to count the number
of films produced, as well as the amounts spent by Russian producers have been
undertaken by various researchers, but the information presented is very different, which
makes it difficult to analyse this sector.

Thus, the data of Russian Film Business Today on films distributed in cinemas, and the
information of Movie Research and Nevafilm Research, which collected statistics for 2010-
2013 upon request of the European Audiovisual Observatory aiming to research Russian film
industry, were similar in 2011-2012, but differed significantly in 2013 in terms of the
amounts of total investments in film production and their average budgets. This problem is
related to differences in methods of calculation, but more to the closed nature of the film
production sector - it is difficult to obtain information about film budgets from producers, as
well as from the Ministry of Culture or the Cinema Fund participating in financing of these
projects.
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Table 5. Data on Investments in Film Production and Average Budgets of Russian Films
from Various Sources (excluding regional production
Nevafilm Research (2010-2012) and
Movie Research (2013-2014) for the

Russian Film Business

LEEELT Parameter European Audiovisual Observatory
2011 \ 2012 \ 2013 2014 2010 2011 2012 2013 2014
Number of Films Produced (fiction,
N/A N/A N/A N/A feature length) 133 103 111 123 117
63 74 59 84 | Number of Russian films distributed 73 69 76 77 110
63 74 56 79 Number of new national releases - 65 69 65 84

Total expenses on film production of
films already distributed (billion

7.3 7.9 7.5 10.0 rubles) 6.4 7.2 8.3 10.8 N/A
Average budget of films already
116.1 | 107.1 | 140.6 | 126.8 distributed (million rubles) 87.8 | 104.9 75.0 | 88.0 N/A

However, both sources indicate an increase in the total amount of investments in film
production in recent years, as well as a growing number of films distributed. The new
system of state funding of film producers allowed to increase budgets without increasing
public funds allocated to support the film industry, and has resulted in a growing number of
successful films. According to Movie Research, the total budget of Russian fiction films
distributed in 2012 reached RUB 8.3 billion, and in 2013 - RUB 10.8 billion (while the shares
of the federal budget allocated for production of these films amounted to RUB 2.3 and RUB
2 billion respectively). While in 2010 there were 11 films with box office revenues exceeding
their production budgets, in 2011 there were 15 of them already, and in 2012-2013 the
number reached 20. Leading film producers that obtain government support provide
consistently more than 80% of box office returns for domestic films in Russian distribution,
increasing the number of films produced, including those released without state support.
Lately, year after year the list of film producers receiving the biggest box office revenues
from film distribution constantly included Bazelevs, CTB, Melnitsa Animated Studio and
Enjoy Movies - they all are among leaders supported by the Cinema Fund. Still, the new
refund conditions of the state support can be a problem for them as well, since most
Russian films do not pay off during their distribution.

Loss of the Ukrainian cinema market may be another economic problem for Russian
producers. In the context of strained relations with the neighbor country and the ideological
war set off in July 2014, distribution of films Poddubnyy (The Iron Ivan) and Belaya
Gvardiya (The White Guard) was banned in Ukraine, along with performances of a number
of Russian actors (including as a part of audiovisual works). On February 4, 2015, deputies
of the Verkhovna Rada of Ukraine voted to ban distribution of films produced in Russia after
January 1, 2014, as well as any other films produced after 1991 and depicting the Russian
armed forces from a positive side in cinema and on TV. Thus, domestic film producers lost
the opportunity to sell their works on the largest foreign market in the former Soviet Union.
However, since no public comment of this law was received from Russian producers and
directors, there is still hope that this ban will not be absolute.

With regard to significant events in the Russian film industry in 2014, we should note a
change in the ownership of production companies. In the end of 2013, the sale of ProfMedia
holding to Gazprom-Media Holding was announced; there was a change of owners of the
Central Partnership company, which in 2012 created a studio under the same name and
started its own film production. Before that, one of the largest Russian distributors was
engaged in financing and distribution of films and series, but production was entrusted to
contractors; it is planned that by 2017 all film production activity of the Central Partnership
will be conducted by its own studio. In 2014, Russian World Studios (RWS) production
company changed its ownership structure as well: in the end of 2013 System Mass-Media
(SMM) holding transferred 49% to its general director Yuri Sapronov. Sapronov received the
shares of the film company in exchange for 12.5% of his own SMM shares.

Changes in the geopolitical situation in Russia have resulted in the restructuring of film
production in the Crimea. In spring, after the Republic had joined the Russian Federation,
the Lenfilm cinema studio took the initiative to create elements of a production base in
Sevastopol. In September 2014, the Crimean State Council cancelled the decisions adopted
over a decade ago that gave the right to privatise Yalta film studio, which was in the
republican ownership at that time, whereafter the studio should be forcibly acquired from its
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owner, Russian businessman Sergey Arshinov. Although he has not agreed with this
decision and appealed it in court, there are very few chances of a reverse turn of the
events.

The geopolitical situation has strained the position of Russia in the eyes of the
international community, which could affect the development of co-production still being a
problematic area. After the International Department of the Cinema Fund was closed, the
number of films produced in cooperation with foreign partners, which had been increasing
since 2012, has slowed down significantly.

Thus, in the conditions of rising volumes of public funding, investments in domestic
film production have been growing in priority growth rates, which, however, may slow down
in the conditions of the increasing return funds provided by the Cinema Fund to film
producers, and the loss of the largest cinema market in the territory of the former Soviet
Union (Ukraine). The bulk of domestic films on Russian screens, especially box-office hits,
are provided by producers from the list of the Cinema Fund leaders, and the list of these
companies changes little from year to year. In addition, in 2014-2015 ideological pressure
on creative teams from state and public organisations increased, which in the conditions of
strained geopolitical situation causes certain changes in the range of films produced (e.g.,
right now the number of patriotic war films has increased dramatically, and the 70%
anniversary of the Victory in World War II is far not the only reason for this). It is much
easier to exert such pressure on a limited number of producers dependent on the state
support rather than on multiple independent producers, especially those involving foreign
co-investors. Therefore, one cannot expect the situation in Russian co-production sector to
improve.

Home Viewing? Competition

In the area of home viewing, the audience is still converting from terrestrial television
and video on physical media to specialised cable channels and video services on demand
(Internet and Smart-TV). These processes are accompanied by a decrease in revenues of
copyright holders due to obsolete methods of film content consumption and a slow pace of
their compensation through increasing revenues from PPV TV and VoD. In addition,
transparency of these markets is extremely low.

Sales statistics of the home viewing market in Russia has not been collected since
Videomagazine was closed in 2011; however, according to experts, the circulation of films
on information media is going down. While in 2010-2012 "A" category films on BD were
released in 5-10 thousand copies on average, in 2014 the production volumes fell down to
2-3 thousand. Similarly, the circulation of DVD-releases of the same type has decreased
from 100 thousand to 30-40 thousand copies on average. The main reason for the collapse
of the market was the reduction of the number of CD sale points in Russia. A number of
specialised retail chains have left the market and reduced their stores significantly; large
electronic sales chains and grocery hypermarkets have removed shelves with DVDs and
BDs, which contributed to the sharp rise in CD sales in 2006-2007. At the same time, the
number of films released on DVD is going down in a slower pace — about two thousand are
released a year. The recent Blu-ray format was not able to achieve the results of its
predecessor, as it was the first to take the blow of reduction in mass sales of discs: BD
release lists decreased by a third in 2014 (from 300 down to 200 articles).

The structure of the Russian licensed market of home viewing has a strong focus on
feature films, but DVD and BD formats are acquiring different specializstions. The first is
getting more oriented on children's audience and animation, and the second is mostly used
for production of expensive films, including TV series and documentaries. In the segment of
DVD releases, an even distribution between the latest products (films produced in the last
two years) and catalogue publications is observed. In the meantime, on the Blu-ray market
a tendency to reduce library publications has been observed since 2012 (in 2014, their
share in total video releases decreased to 26%).

Every year, domestic producers increase their home viewing market share in terms of
the number of articles produced, while films from other European countries lose their
ground. This is related to the exit of video publishers mainly producing independent and art
house films. In addition, there is a pressing problem of representation of majors on the

2 More detailed information is available in Film Industry of the Russian Federation-2014 report prepared for the
European Audiovisual Observatory.
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domestic video market. Contracts with Hollywood studios will soon be over, and new ones
are only short-term. There are about 20 video distributors in Russia now, and the biggest of
them are Video Service, New Disk, Lizard Cinema Trade and CP Distribution. In the
upcoming years, the entire market might be reduced to 3-5 publishers, which are very likely
to focus on the release of new products and expensive office collection editions of famous
film franchising.

Meanwhile, a fast developing video-on-demand technology is entering the home
viewing market. While in 2012 the volume of this market in Russia, according to the
evaluation of iKS Consulting, amounted to RUB 1.13 billion, in 2013 it reached RUB 2.79
billion, and in the first half of 2014 increased to RUB 2.32 billion.

A number of factors have contributed into its development. The popularity of Smart-TV
is growing: in 2013, there were about 4.2 million TV sets connected to the Internet in the
country. The legal basis is being strengthened, too, and a positive effect of the "anti-piracy
law" has been already noticed in the industry. Shares of HD and 3D video in service libraries
are growing. Loyal audience and the culture of VoD services are being formed, which results
in greater willingness of customers to pay for content, especially in the form of subscription.

At the end of 2013, the main share of the video-on-demand market was occupied by
online cinemas (58% of the market), followed by operator VoD and content stores (26%
and 16% respectively). Accordingly, the core of the largest market players is represented
by online services; there are five of them among companies with more than 5% share:
ivi.ru, Okko (former Play), Tvigle, Videomore and Zoomby. Other major players are
Rostelecom IPTV operator and Tricolor satellite service. The positions of iTunes Store are
strong, too - in the first half of 2014 (just one year after it appeared on the Russian market)
it had 13% of all VoD revenues. Google Play, introduced in Russia almost at the same time,
holds only 3% of the market. It should be noted that by 2015, leading VoD services in
Russia have strengthened enough to plan their own production, as was announced by Ivi
company in February. However, it will require outside investments, as the online cinema,
whose popularity is far beyond the American Netflix, doesn’t own sufficient funds.

Another area of film sales in Russia — TV distribution — has been a major concern for
domestic producers and distributors in recent years, as it was one of the reasons why large
independent companies left the market. The sale of rights to exhibit films on TV has long
been an important source for copyright holders. However, the position of major television
channels is getting worse due to the reduction of their audience. In the meantime, the
2008-2009 crisis reduced advertising revenues as well. As a result, film content purchases
by TV channels have decreased dramatically. Thus, according to TNS Russia, in 2010-2013
the share of film exhibition in program broadcasting was reduced by 2.3 percentage points
on the Channel One, by 3.8 percentage points on Rossiya 1 and by 14 percentage points on
NTV. Although most of the channels ranking 10 to 20 increased the share of films in their
broadcasting schedule, their income (and therefore the proposed prices for film products)
cannot compensate for the losses of the copyright holders, caused by the reduction of
purchases on the part of the leading TV channels, which not only earn on advertising, but
also receive subsidies from the government. However, last year terrestrial TV channels
faced difficulties caused by legislators, who limited the share of foreign capital in the media
(No. 305-FZ dated 14 Oct 2014). This law affected CTC Media Holding Company and Disney
Channel: they had significant shares of foreign capital and were forced to reduce them to
the prescribed 20%, which cannot but affect the volume of purchases on their part.

Specialised non-terrestrial TV channels in Russia are gaining popularity: the number of
their viewers, both potential (connected to pay-TV networks) and real (watching specific
channels at least once a month) is growing, and the range is expanding. In relation to this,
monetisation opportunities for non-terrestrial channels, and so the sources of financing of
content purchases have been growing. However, after the adoption of the Law No. 270-FZ
dated 07.21.2014, which imposed a ban on the distribution of advertising by paid channels,
on January 1, 2015 the situation has changed. Economic problems followed: the collapse of
the ruble forced foreign content providers to increase prices for their content in national
currency (in December, such offer to its Russian partners was sent by Viasat, which owns
TV1000, TV1000 Russian Film and other channels). On the other hand, content providers
that have contracts signed in dollars faced the desire of operators to reduce prices or fix the
exchange rate. Thus, the conditions are more favorable for domestic content providers of
cable and satellite networks; their privileged position was confirmed by the State Duma in
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January, when it lifted the ban on advertising on pay-TV channels with 75% of domestic
content. However, operators will pass their economic problems on to consumers, increasing
fees for their services, which in the conditions of the crisis will slow down the growth of the
popularity of pay TV in Russia.

FILM DISTRIBUTION
(excluding alternative content and regional film production)

Releases of Russian Film Distribution

In 2014, 414 new releases were distributed (521 films were exhibited on country
screens in total). Compared to 2013, the number of new releases decreased (429 in 2013),
but the number of films in distribution grew (491 a year earlier). As we have stated in the
mid-year report on the condition of the Russian cinema market, the effect of digital
technology, which contributed to the expansion of the Russian film advertising since 2007,
faded away. Last year, the share of hybrid releases decreased to 6.5% (in 2013 it
amounted to 27.5%), in addition there were no films exclusively on the 35 mm film in 2014.
However, the share of releases for digital cinemas reached 100%.

Figure 2. Format of Releases for Russian Distribution (excluding alternative content and regional
film production)

Format of releases for Russian distribution
(alternative content and regional film production not included)
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Source: Nevafilm Research

Films in 2D format prevail in Russian distribution, but the number of 3D releases is
still growing: in 2014, 66 3D films were distributed (a year before, there were 64 of them,
excluding creative content programs). The number of offers for other formats has also been
growing (and blockbusters are often released in several of them): last year, there were 25
releases for Dolby Atmos screens (19 in 2013), five for Barco Auro (3 in 2013) and 31 films
for each cinema with movement effects (in 2013, 22 films were released for D-Box and 31
for 4DX). It must be noted that there were fewer new films for IMAX in 2014 (only 24),
while in 2013 there were 27 of them. Six films of the previous years continued to be
distributed in IMAX cinemas during 2014 (including screen long-livers Avatar and Life of Pi,
as well as documentary projects produced by the corporation, which falls in the alternative
content category).
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Figure 3. Amusement Cinema Entertainment Formats in Russian Distribution (2011-2014)
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Admission and Box Office Returns in Russia

In 2014, we used four main sources of statistics on film distribution in the CIS and
Russia: Russian Film Business Today and Booker's Bulletin publications, Rentrak and CAIS
databases, as well as the primary data collected from a number of distributors and cinemas.
According to our estimates®, box office returns of the film distribution in 2014 in Russia
amounted to RUB 43.3 billion, and the number of cinema tickets bought in the country
amounted to 176 million. The second half of the year, with its strained geopolitical and
economic situation in the country, appeared to be worse than the first one (while in the
period from January to June, admission figures in January, February and June were better
than those of 2013, in the period between July and December only the September figure
was better than the year before), which was reflected in the results of the entire year of
2014.

Figure 4. Admission and Box Office Revenue in Russia (excluding alternative content and
regional film production) (2011-2014)
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The annual growth of the box office returns appeared to be small - only 2.5% - and
the admission of cinemas decreased (within a statistical margin of error) by 0.15%. On the
other hand, Russian cinema market has expanded due to the re-union with the Crimea.
According to our estimates, in 2014 this territory brought Russian distributors 0.51% of all

3 In 2014, Russian box office returns were calculated to be 93.6% from the CIS, and admission to be 92.1%
(based on the weighted data on films by WDSSPR, Central Partnership, Twentieth Century Fox CIS, UPI, Caro,
Volga and Bazelevs, NEVAFILM EMOTION).
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cinema tickets sold in the country (0.36% of box office returns). Thus, an actual decline in
the level of cinema consumption occurred in Russia: from 2.07 a year per one person in
2013 down to 2.03 in 2014 in towns with commercial cinemas (from 1.23 down to 1.21 in
the entire country).

Figure 5. Level of Cinema Consumption in Russia (2011-2014)

Level of cinema consumption in Russia (2011-2014)
(alternative content and regional film production not included)
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Distribution of Russian and Foreign Films

In 2014, box office returns of domestic production amounted to RUB 7.8 billion; 32.9
million people watched them in cinemas. In comparison to 2013, box office returns and
admission of Russian films declined (RUB 7.9 billion and 33.2 million of viewers), but on the
background of overall market stagnation, the share of domestic films declined only a little,
reaching 17.9% in box office returns and 18.7 % in admission. It was also achieved through
increasing the number of Russian films in distribution: while in 2013 65 of them were
released (only 77 in distribution), in 2014 the figure increased to 84 (the total of 110
Russian films, including those in continued distribution). The range of circulation of these
films in cinemas increased as well: the total number of screens of Russian releases
amounted to 32.3 thousand in 2013 and to 45 thousand in 2014. This in turn illustrates
loyalty of cinemas to domestic film production, as they include more Russian films to their
repertoires and provide them with more screens.

Figure 6. Admission of Domestic Films in Russia (2011-2014)

Admission of domestic films in Russia, million
(alternative content and regional film production not included)
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As for the films of foreign production, while independent studios from Europe and the
North America dominate in terms of the number of releases and films in distribution,
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Hollywood has the greatest box office returns and admission levels. Studio films
demonstrate the best achievements in copies: with a 43% share of the number of screens,
they collect 64% of viewers and 66% of Russian box office returns.

Figure 7. Share of Films in Russian Distribution by Production Regions in terms of the
Number of New Releases (2011-2014)
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Figure 8. Share of Films in Russian Distribution by Production Regions in terms of the Total
Number of Films (2011-2014)

Share of films in russian distribution by production regions in
terms of the total number of films
Q0/, Other

® European and US
independents

= Hollywood

H Russia

2011 2012 2013 2014

Sources: Film Business Today, Booker’s Bulletin,
CAIS, Rentrak, Nevafilm Research

Figure 9. Share of Films in Russian Distribution by Production Regions in terms of the
Number of Screens (2011-2014)
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Figure 10. Share of Films in Russian Distribution by Production Regions in terms of the
Number of Admissions (2011-2014)
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Figure 11. Share of Films in Russian Distribution by Production Regions in terms of the
Amount of Box Office Returns (2011-2014)
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In general, in 2014 the allocation of films, screens, admission levels and box office
returns among film producers from different regions changed a little compared to 2013
(except for the growing number of domestic releases, which cut the share of independent
foreign films).

Cinema Ticket Price in Russia
The cost of cinema admission in Russia in current prices is constantly growing: after
the 10% outburst in 2012, the increase amounted to 2.5% and 2.6% in 2013 and 2014
respectively. At the same time, if we take into account the average weighted inflation as per
box office returns, we will observe a decrease in prices for the last two years: by 4.2% in
2013 and by 4.6% in 2014.
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Figure 12. Price of Cinema Admission in Russia (excluding alternative content and regional
film production) (2011-2014)
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According to the studies of Nevafilm Research, the price of cinema admission in Russia
correlates with income of the population; it is also affected by the inertia of pricing. In the
conditions of rapidly deteriorating economic and social situation in Russia last year and
based on the experience of the previous crises and the forecast of the Ministry of Economic
Development, we expect that real disposable income of the population in the medium term
will fall (most strongly in 2015, but the fall will continue in 2016). Accordingly, the real price
of cinema admission will be going down at least in 2015-2016, although its nominal value
may slightly increase.

Confirmation of this forecast for the current year is already available: in January and
February 2015, the price of cinema admission in Russia, according to the Russian Film
Business Today magazine, fell by 8.3% and 8.8% respectively, taking into account the year
inflation.

Figure 13. The Ratio of Real Prices of Cinema Tickets in Russia (January-February 2014-
2015)
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Players of the Russian Cinema Distribution Market
In 2014, the concentration indicator of the distribution market (excluding creative
content programs and regional production films) amounted to 59% - almost as much as a
year ago. At the same time, there was a rotation of leaders: 20" Century Fox CIS ranked
first, while Caro holding left the top three and was replaced by Central Partnership.
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Figure 14. Concentration of the Film Distribution Market in Russia (three largest
distributors by box office revenues in RUB)
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Sources: Film Business Today, Booker’s Bulletin, CAIS, Rentrak, Nevafilm Research

Top ten major distributors traditionally represent 97% of box office revenues and
admission.

Table 6. Top 10 CIS Distributors (Ukraine excluded)
excluding creative content programs and regional production films)*

Box
Office Share of

Company Releases Films Screens LR E Returns OIS R (B)(f)f)i(ce

(million Returns

(million)

20%" Century

1 3 Fox CIS 28 35 37,923 37.9 8,878.5 19.8% 19.1%
1 WDSSPR 22 34 22,995 35.2 8,399.3 18.4% 18.1%

Central

3 4 Partnership 36 48 29,495 33.8 8,267.2 17.6% 17.8%
Caro Premier/

4 2 Caroprokat 24 31 27,585 30.8 7,868.4 16.1% 17.0%

5 5 UPI 17 21 10,465 19.4 4,817.4 10.1% 10.4%

6 7 Bazelevs 3 8 6,982 7.7 1,814.8 4.0% 3.9%

7 8 Paradise 26 29 14,139 5.6 1,412.6 2.9% 3.0%

8 9 Volga 11 17 7,054 5.6 1,264.7 2.9% 2.7%

9 6 Nashe Kino 28 40 9,576 5.4 1,217.2 2.8% 2.6%

10 | 10 | West 18 20 8,151 4.6 1,099.4 2.4% 2.4%

*in case of distribution by two companies, the results of distribution are referred to each of
them in the full scope
Sources: Russian Film Business Today, Booker's Bulletin, CAIS, Rentrak, Nevafilm Research

There are 44 companies operating on the market, excluding companies specialising in
creative content and regional cinema distributors. It should be noted that the number of
distributors decreased a little over the year: in 2013, there were 47 of them. This means
that the digitalisation effect has expired: in 2010, with the transition to digital cinema
technology, the barrier for entering the cinema distribution market decreased, while the
number of companies grew from 30-35 up to 40 and more. Now their number is decreasing
again. For instance, in 2014 All Media and Kinoprom didn’t have a single release; in the
second half of 2014, Carmen group of companies left the market - first, they stopped
producing art house content under the name of Drugoye Kino, and then closed Caravella
DDC brand; last year, P&I films terminated its activities, too. Kino Bez Granits, which has
been partially owned by AR Films media corporation of Aleksandr Rodnyansky since 2010,
appeared on the verge of bankruptcy and cut its activity. Still, in 2015 the company had
new releases.

At the same time, new players have appeared on the market: newly emerged
DreamTeam immediately took the 12th position in the rating of 2014 distributors;
experimenters such as Red Hat Films (Indian films), Reanimedia (Japanese animation) and
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Videopulse (European art house) had more modest achievements. However, in 2015 the
fate of small companies will be difficult, and it is unlikely that they will continue their
activity.

Creative Content

The market of alternative - or creative — content in Russia in 2014 continued growing,
but it did not escape the fate of the entire domestic independent distribution: the admission
of such projects declined due to withdrawal of leading Russian distributors from this
segment.

The number of releases, especially programs of previous years remaining on Russian
cinema screens, has increased from 92 to 94 and from 142 to 167. Distribution of such
projects increased: the total number of screens exhibiting alternative content programmes
grew from two to three thousand.

Figure 15. Alternative Content in Russian Distribution (2011-2014)

Creative content in Russian distribution

m All films in distribution
167

m New releases

2011 2012 2013 2014

Source: Nevafilm Research

Figure 16. Range of Releases of Alternative Content in Russia (2011-2014)

Range of releases of alternative content in
Russia (total number of screens per year)

2 956

2010 2 OV
1638

2011 2012 2013 2014

Source: Nevafilm Research

At the same time, the results of alternative projects in distribution were significantly
lower than in 2013. On the one hand, this was due to the fact that a year ago the most
successful project in this category was the release of Central Partnership called Cirque du
Soleil: Worlds Away in 3D, which was exhibited on 800 screens on December 27, 2012 and
collected 255 million rubles by the results of the box office revenues (853.4 thousand
viewers). At the same time, if we exclude this film, which worked rather as regular
distribution than alternative content, the results of 2014 were still around 30% worse than
of 2013.

Another reason for the drop might be the deteriorating quality of statistics on
alternative content projects: while in 2012-2013 the results were unknown only for 10% of
releases, in 2014 more than 20% of projects did not provide statistics of admission and box
office revenues to industry publications (releases by CoolConnections are primarily in the
grey zone). In these conditions, it is better to evaluate the results of alternative projects
distribution in Russia according to average admission per project: in 2014 it showed a
declining tendency, returning to the figures of 2011 (2.5 thousand viewers per project).
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Table 7. Results of Alternative Content Pro

rams in Russian Distribution (2011-2014

. Average Statistics Quality
Admissions :ox Rllles Admission per (share of projects
TR eturns = - -
(million) (million RUB) One Project with available
(thousand)

2011 0.19 45.3 2.5 100%

2012 0.26 64.0 2.8 91%

2013 1.23 356.5 9.7 89%

2013 without Cirque du

Soleil 0.50 136.0 4.0 89%

2014 0.33 92.9 2.5 79%

Sources: Russian Film Business Today, Booker's Bulletin, CAIS, Rentrak, Nevafilm Research

Reduction in the average results of a single project is also due to the departure of
leading distributors from this market segment: while in 2013, six of the top ten projects
attracted more than 20 thousand viewers and were released by market leaders such as
Central Partnership, WDSSPR and West among others, in 2014 only one was able to
overcome this level — a documentary called Land of the Bears (Luxor). Leading distributors
no longer experimented with alternative content.

At the same time, Russian distribution had more documentaries and there were also

collections of short films

both fiction and animation.

Moreover, the trend towards

producing anthologies and collections gained pace in 2015: Mult children’s channel and
Central Television took after Kinodetstvo to launch animated series in leading cinema
chains; the first screening is to be held in April (45-minute sessions, series changed twice a

month).

Table 8. Top 10 Alternative Content Programs in 2013 in the CIS Distribution (Ukraine

Project

Cirque du Soleil:

Distributor

Central

Production

Year

excluded

Release
Date

Country

Admission
(thousand)

Box Office
Returns
(million
30]:))

Worlds Away in 3D Partnership 2012 27/12/2012 | USA 730.5 220.4

Metallica: Through

the Never West 2013 26/09/2013 | USA 89.0 26.3

Battle of the Year WDSSPR 2013 12/12/2013 | USA 78.1 17.1
Premier-

Samsara Kinoprokat 2011 04/04/2013 | USA 72.2 15.0

Doctor Who The Day

of the Doctor CoolConnections 2013 23/11/2013 | Great Britain 35.0 15.0

One Direction: This is

Us WDSSPR 2013 30/08/2013 | USA 28.0 7.1

Frankenstein:

Cumberbatch NT CoolConnections 2011 31/10/2013 | Great Britain 18.0 10.0

Muse. Live in Rome Nevafilm Emotion 2013 20/11/2013 | Great Britain 12.3 3.3

Justin Bieber: Believe | Premium Film 2013 26/12/2013 | USA 10.1 2.6

Woody Allen KinoClub 2012 04/07/2013 | USA 7.1 1.6

Sources: Russian Film Business Today,

Booker's Bulletin, CAIS, Rentrak, Nevafilm Research

Table 9. Top 10 Alternative Content Programs in 2014 in the CIS Distribution (Ukraine
excluded

Box Office
. A Production  Release Admission Returns
Project Distributor Year Date Country (thousand) (million
RUB)
Land of the Bears Luxor 2013 05.01.2014 | France 128.9 37.5
Zdorovo i Vechno Beat Films 2014 08.11.2014 | Russia 19.3 5.6
One Direction: Where
We Are CoolConnections 2014 11.10.2014 | Great Britain 15.1 6.1
USA,
Afghanistan,
Oscar Shorts 2013: Kinography (Utopia France, Belgium,
Films Pictures) 2013 16.01.2014 | Canada 13.1 3.0
Island of Lemurs: Canada, USA,
Madagascar IMAX 2014 28.08.2014 | Madagascar 12.0 3.2
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Box Office
Production Release Countr Admission Returns
Year Date y (thousand) (million

Project Distributor

Doctor Who Deep

Breath CoolConnections 2014 23.08.2014 | Great Britain 11.6 5.9
The Vatican Museums

3D Nevafilm Emotion 2014 11.12.2014 | Great Britain 11.4 2.8
Oscar Shorts 2014:

Films Utopia 2014 10.04.2014 | Great Britain 10.1 2.9

Mylene Farmer.
Timeless 2013 the

Movie Nevafilm Emotion 2013 02.04.2014 | Great Britain 8.5 2.5
Oscar Shorts 2013:

Animated Cartoon Kinography (Utopia Great Britain,

Films Pictures) 2013 16.01.2014 | USA 5.4 1.1

Sources: Russian Film Business Today, Booker's Bulletin, CAIS, Rentrak, Nevafilm Research

Main players of the alternative content market in Russia are still companies
specialising in the corresponding type of distribution: Nevafiim Emotion and
CoolConnections, having the share of over 85% in terms of releases and alternative projects
in distribution.

Figure 17. Leading Alternative Content Distributors in Russia as per the Number of Projects
(2011-2014)

Leading alternative content distributors in russia as per
the number of projects (2011-2014)
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Sources: Film Business Today, Booker’s Bulletin,
CAIS, Rentrak, Nevafilm Research
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Finally, we must point out that ticket prices for alternative content programmes are
traditionally higher than for regular films (15% higher in 2014). However, over the last
year, the price decreased not only in real terms (prices of December 2014), but also in
nominal current prices: form RUB 290 in 2013 down to RUB 284 in 2014.

Figure 18. Nominal and Real Prices of Cinema Admission for Alternative Content
Programmes in Russia (2011-2014)

Nominal and real prices of cinema admission for
alternative content programmes in Russia, RUB

Ticket price in current prices
== Ticket price in prices of December 2014

331.8
308.6 296.5
290.3 301.9
240.8 242.6 — 284.2
2011 2012 2013 2014

Sources: Film Business Today, Booker’s Bulletin,
CAIS, Rentrak, Nevafilm Research
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Regional Production Films in Distribution
Last year, Nevafilm Research specialists started to research film production and
distribution in the regions (details are available in Cinema Film Production of the Russian
Federation-2014 report prepared for the European Audiovisual Observatory). Their fate
turned out to be the most successful in the Republic of Buryatia and the Republic of Yakutia,
but the geography of local cinematography is expanding every year, and box office returns
are increasing as well. In 2014, 29 new regional releases appeared on screens and 5 more
films created in previous years continued their on-screen life, both expanding the

distribution geography and coming out again in cinemas of the region.

Figure 19. Films of Regional Production in Russian Distribution
(2011-2014)

Films of regional production in Russian
distribution

mAll films in distribution B New releases

28
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Source: Nevafilm Research

Table 10. Number of Regional Films in Russian Distribution by Regions of Production
Regions 2011 2012 2013 2014
Yakutia
Buryatia
Omsk
Novosibirsk
Bashkortostan
Orenburg
Blagoveshchensk
Vladivostok
Ekaterinburg
Irkutsk
Krasnoyarsk
Petrozavodsk
Saratov
Udmurtia
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Source: Nevafilm Research

Small volumes of the regional production market make it extremely dependent on
certain event projects, which sometimes shoot up in a particular region. In addition, the
analysis of the results of regional production film distribution is detained by the non-
transparency of this market segment: researchers started it only in the middle of 2014, and
obtaining primary data directly from producers was not always possible (they are often
unwilling to engage), while addressing cinemas does not always allow collecting data from
all members of regional distribution of a certain film. We hope that improvement of the
CAIS in 2015 will help solve this problem.

Table 11. Results of Regional Production Films in Russian Distribution (2011-2014)

Admissions Box Office Returns

(thousand) (million RUB) Screens
2011 70.4 12.2 35
2012 55.0 10.6 >3
2013 131.8 27.1 36
2014 105.3 21.3 198

Source: Nevafilm Research
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According to the data collected by April 2015%, in 2014 regional films were watched by
approximately 105 thousand viewers, who brought RUB 21 million to cinema box offices. It
adds a few basis points to the market share of domestic producers by the end of the year.
The most encouraging here is the dynamics of the number of screens, where regional
producers had access in the past year - there were about 200 of them, which is five or six
times more than in the previous years (to be honest, we must note that the number of
cinemas that cooperated with films in 2011-2013 is not always known, which affects the
total number of screens). The admission level and box office revenues in 2014 decreased
for regional films, but this is not indicative of a general decline in this market segment and
only illustrates the interest of viewers to specific films released in a certain year.

The most successful regional films in 2014 were Aiyy Uola, a melodrama about a
Yakut singer, and a romantic comedy #Taptal, which earned RUB 4.8 and RUB 4.4 million
respectively. (We should note that the most successful regional film of 2013 was Keskil 3.
Heritage - a Yakut comedy, which attracted 26 thousand viewers and gathered RUB 5.7
million).

Table 12. Top 20 Films of Regional Production in Russian Distribution-2014 (as per number
of admissions

Box
Office
Returns
(million

RUB)

Admission
(thousand)

Production
Region

Release
Date

Production

Company Screens

Year

1 Ajyy-Uola ART Doydu 2014 23/01/2014 | Yakutia 4 22.0 4.80
2 #Taptal Sakhafilm 2014 25/09/2014 | Yakutia 5 19.4 4.39
Premier-
3 Zoloto Kinoprokat 2012 13/02/2014 | Ekaterinburg 95 10.2 1.49
4 August DETSAT 2014 12.06.14 Yakutia 4 8.1 1.82
Bulag. The
5 Sacred Spring MonUla Films 2013 27/06/2013 | Buryatia 3 5.5 1.19
Talyn Naadan
(Steppe
6 Games) BuryatKino 2014 30.10.14 Buryatia 2 4.7 0.94
Otkhonchik.
7 First Love BuryatKino 2013 21.03.13 Buryatia 2 4.5 0.97
Ways Cinema
8 Company Mechta | 2014 04.12.14 Krasnoyarsk 4 3.4 0.58
Kypyewax (The
9 Escaped) IP Burnashev 2014 01.04.14 Yakutia 3 3.4 0.76
10 Guest Actors IP Malanova 2013 20.03.14 Buryatia 3 3.2 0.57
Visit Bashkortostan
Cinema Studio,
11 Zhyvaia Lenta 2013 23.01.14 Bashkortostan | 34 2.9 0.11
12 Anonym 03 Piatyi Element 2014 17.04.14 Buryatia 4 2.8 0.51
13 Buuzy IP Istangulov 2013 09.02.13 Buryatia 1 2.3 0.48
14 Davlyat-3 Dolgun Film 2014 06.02.14 Yakutia 4 2.2 0.50
15 Chaynik 2 Piatyi Element 2013 14.11.13 Buryatia 1 2.2 0.48
Holidays in
16 | Thailand IP Batoev 2013 30.01.14 Buryatia 3 1.6 0.32
Khaamaayi
Baaska 2
(Homeless
17 Vasya 2) Algysfilm 2013 20.11.14 Yakutia 3 1.2 0.26
18 Game Price Zakharov O. N. 2014 18.05.14 Novosibirsk n/a 1.1 0.20
19 | Suol (Road) n/a 2014 13.11.14 Yakutia 3 0.7 0.15
20 | Taxi of Our City | Qing Ye A. 2014 13.11.14 Buryatia 2 0.7 0.15

Source: Nevafilm Research

4 The data according to the results of the distribution of regional films were obtained from the following cinema
theatres: Mir Kino network (Amur Region), Kosmos (Kansk), People's Cinema (Ulan-Ude), Pobeda (Saratov),
Zvezdny (Irkutsk), Kinokvartal (Irkutsk), Cinema Park (Seleginsk), Mir (Sibay), Russia (Gusinoozersk), Temp
(Kyakhta), Khudozhestvenny (Samara), Sokol (Orengurg), Kinotsentr Meredian (Berezniki), Cinemacenter
(Yakutsk), Lena (Yakutsk), Tsentralny (Yakutsk) Eurozone (Ulan-Ude), Darkhan (Suntar), Mir (Balakovo), Russia
(Balakovo), Rodina (Yeniseisk), Shakhter (Sangar), Epicenter (Krasnoyarsk), RGB Cinema (Ulan-Ude), Union
(Niurba), Aiyllaan (Churapcha), Quadra-Film (Krasnoyarsk), Pobeda (Novosibirsk), Chaika (Irkutsk); as well as
from the film producers Zhivaya Lenta (Bashkortostan) and O. Zakharov (Novosibirsk).
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Finally, we should note that the admission price for regional production films is
traditionally 5-10% lower than for wide distribution films, which indicates rather strong
positions of this content in the commercial cinema programme. Last year, the ticket price
decreased a little — from RUB 206 down to RUB 202 in current prices (and from RUB 235 to
RUB 215 in December 2014 prices).

Figure 20. Price of Cinema Admission for Regional Production Films in Russia (2011-2014)

Nominal and real prices of cinema admission for
alternative content programmes in Russia, RUB

Ticket price in current prices
——=Ticket price in prices of December 2014
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290.3 3019
240.8 242.6__—" 284.2
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Sources: Film Business Today, Booker’s Bulletin,
CAIS, Rentrak, Nevafilm Research

Analysis of Changes in Russian Repertoire

In 2014, the Russian market had a turning point. It was noted by all cinemas and
distributors, especially distributors of independent art house content. The euphoria from the
transition to digital exhibition in most Russian cinemas, which allowed small distributors to
stop printing film copies and increase their circulation, as well as to expand film advertising
of the country as a whole, evaporated in just two years.

The explosive growth in the number of films in Russian distribution was observed in
2012 and 2013 (by 20% and 16% respectively). In addition, cinemas were pleased to
experiment with alternative content and films of the previous years (e.g. the series of video
clubs legends in Caravella DDC 2013 package). The year of 2014 diminished the ambitions
of distributors and their desire to experiment (the number of films in distribution increased
by 6% and the number of new releases decreased); the next year, with its ruble exchange
rate, seemed to put an end to all the experiments.

Figure 21. Share of Digital Screens in Russia and Number of Films in Distribution (excluding
alternative content and regional film production) (2004-2014)

Share of digital screens in Russia and number of films in
distribution (alternative content and regional film production not
included)
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Sources: Film Business Today, Booker’s Bulletin, Nevafilm Research

What happened last year on our cinema market that broke the trend to increase
advertising and destroyed several companies, both experienced players and beginners that
appeared due to the emerging of the digital era? To answer this question, we decided to
analyse Russian films of the past years still in distribution. The experts of Cinemaplex.ru
portal have been helping us in this area for the second straight year by taking over the
examination of all exhibited films by type.
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Quantitative Analysis of Film Distribution in 2004-2014
First, we shall consider the ten-year period of Russian film distribution in terms of
quantitative changes. One of the main factors affecting the scope of the market is the
availability of cinemas for the public; therefore, the expansion of cinema chains leads
directly to an increase in the number of tickets sold, especially when new cinemas are
opened in population centres not covered by film exhibition before.

Figure 22. Admissions and Number of Screens in Russia (2004-2014)

Admissions and number of screens in Russia
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Sources: Film Business Today, Booker’s Bulletin,
CAIS, Rentrak, Nevafilm Research

At the same time, the effect of the cinema network expansion on admissions
decreases every year. Among other things, this is due to the age of the Russian population,
as the core of cinema audience in our country is represented by students (aged 15-24). This
population category has been reducing rapidly in recent years. In the meantime, the
number of children aged 5 and older started to grow after 2010. They are ready to become
new cinema-goers, and especially so as their young parents are used to going to the
cinemas and transfer this habit to their children).

Figure 23. Urban Population Aged 5-24 in Russia (2005-2015)
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However, since there are not many children's and family films in the cinema schedule
of the Russian distribution (see details below), reduction of the share of young people
affected the success of all films, released in growing numbers every year. The admission
peak per one film was in 2010-2011, whereafter this figure started declining: on average,
255 thousand viewers came to watch a film in 2004; 450 thousand in 2011 (we exclude the
2010 peak year from the analysis - it is clear that "Avatar" made a splash at that time), and
340 thousand in 2014.
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The correlation analysis shows that this indicator was influenced by the number of
large films in distribution, which could attract more than 5% of residents of population
centers having access to cinema services.

Figure 24. Average Number of Admissions per Film and the Number of Large Films in
Distribution (2004-2014)

Average number of admissions per film and the number of large films
in distribution
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Figure 25. Total Number of Viewers (percentage of the number of residents of cities with
cinemas) of Large Films (2004-2014)
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CAIS, Rentrak, Nevafilm Research

If we take a look at the most successful films in Russian distribution over 10 years,
we'll see how their admission was affected by the growing interest of the Russian population
in big screens, which started declining in 2013-2014: the most successful film of 2014
(Transformers: Age of Extinction) received a smaller share of admissions by residents of
cities with cinemas than Night Watch in 2004 (6% and 6.6%, respectively). Avatar remains
an unattainable altitude - it was watched by every sixth resident of Russia having cinema
access in 2010.
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Figure 26. Share of Residents of Cities with Cinemas Who Watched the Most Popular Film of
the Year (2004-2014)

Share of residents of cities with cinemas who watched the most
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Thus, the number of films offered to the audience in Russian distribution has been
expanding for 10 years, which was possibly due to the increase of the cinema network and
the number of multi-screen cinemas, as well as due to the reduction of the cost for
production of films in digital rather than in a film-type format. Until 2011, it allowed
distributors to get more revenue from each release. However the situation was affected by
the change in the age range of the Russian population: the number of people in the age of
active cinema-goers (15-24 years old) reduced, and the admission level of the most
successful films and admission levels per one release started to fall.

The influence of this factor has been significant in the last 10 years, but why did
independent distributors find themselves in a crisis in 2014? To answer this question, we
need to look closer at Russian distribution in 2013 and 2014.

Qualitative Analysis of 2013-2014 Film Distribution
A comparison of the "blockbusterisation" curves of 2013 and 2014, built according to
the admission level of the top 100 films in the annual rating (usually, these films collect
about 90% of tickets), shows that although top five films of 2014 were less successful than
the top five of 2013, the films ranking six to twenty in admission collected 12% more in
2014. There were almost no changes in the following five positions (20-25) and then (26-
100 positions) the figure declined - by 9% in total.
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Figure 27. Blockbusterisation of Russian Film Distribution (admission of top 100 films)
(2013-2014)
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Figure 28. Relative Changes in Admission per Fives of Top 100 Films (2013-2014)

Relative changes in admission per fives of top 100 films
(2013-2014)

Sources: Film Business Today, Booker’s Bulletin,
CAIS. Rentrak. Nevafilm Research

Figure 29. Absolute Changes in Admission per Fives of Top 100 Films (2013-2014)
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It must be noted that in the previous years, the films in the middle of the rating had
gains every year since the digital format of the distribution allowed increasing the circulation
and attracting more viewers (in 2012, the films ranking 16-45 had gains, and in 2013 all

films starting from the 6th position!).
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Figure 30. Changes in Admission per Fives of Top 100 Films (2011-2013)
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Of course, admission of each particular film depends not only on the number of
screens in the country and the number of young viewers, but also on the quality
characteristics of the film itself. Unfortunately, the influence of this factor is not only
unpredictable prior to the distribution, but also difficult to be analysed after its completion.
Genre, actors, director, and advertising campaign - all of these indicators are individual, and
summarising them is not an easy task. At the same time, they aim to attract a particular
audience, which was the basis for classification of the film types we used together with
Cinemaplex.ru. The 2013-2014 analysis by film types is carried out exclusively by new
releases, excluding alternative content and regional production films: in total, 426 films of
2013 and 414 of 2014 were classified.

It is interesting that the allocation of the number of releases in Russian distribution for
two years is about the same: men genre films,, adult comedies and serious films, as well as
art mainstream and art house dominate in distribution (50 or more releases each). At the
same time, there appeared to be twice less films for young people in 2014 than in 2013
(probably distributors experienced a lower demand for such films due to the decrease of
teenage audience). Children's and family films, women genres and popcorn blockbusters are
the rarest on Russian screens.

Figure 31. Number of New Releases by Genres (2013-2014)
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In volumes of circulations reflecting the availability of certain films for public, popcorn
blockbusters (35-40 thousand screens) are leading; children’s films (25-30 thousand) are
slightly behind them; art mainstream has been receiving a stable number of screens for the
past two years (13-13.4 thousand.). Other types of films that were released in 2014 had
different formats from the previous years. Last year family films, films for male and female
audiences, comedies and art house got large circulations; films for young audience as well
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as serious films for mature audiences got smaller circulations. These changes were
associated with corresponding changes in a number of relevant types of releases.

However, there were two trends which couldn’t be explained in a similar fashion. First,
the amount of popcorn-blockbusters in the distribution fell by 12%, however their total
circulation increased by 18% - here, obviously, cinemas were pressured by their
distributors, and the former didn’t necessarily resist it, for a blockbuster on billboard
reduces risks of the exhibitor. The second trend is connected with changing the focus of the
distributors and cinemas from young audiences to children and family audiences: while the
number of films for this audience increased by 15%, the number of screens they were
exhibited on, increased by 25%.

Figure 32. Number of Screens by Genres (2013-2014)
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Nevertheless, blockbusters are leading in distribution in terms of viewers, and their
share has increased over the past year - from 38% of all admissions in the country up to
44°%%,. Despite the increase of their numbers, in 2014 films for children and family audiences
received smaller viewership than in 2013 - it is the second category of films by attraction
for the viewers (18-20%). The comedies stably gathering 12-13% of viewers in Russia are
in the third position. Despite a sharp increase in the number of screens for comedy and
films for male audiences, total figures of their distribution has not changed during the year
(the latter had a stable 10% of admissions). Serious films for mature audiences have
receded from their positions - as consistent with their reduction in advertising; the
attendance of films for female audiences has similarly increased.

Finally, something really unusual happened in the art cinema category: art
mainstream that was released on more screens, gathered almost half as many viewers.
This fact must have crippled independent distributors. The interest of Russian audience to
art house (where there is a symmetrical increase in the number of screens and attendance)
could not compensate for the loss of art mainstream audience that is many times as large
as the number of fans of experimental films.
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Figure 33. Admissions by Genres (2013-2014), million people
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Let us consider another indicator — the number of admissions per screen. It shows
that in 2013-2014 there was no change in interest for such types of films as serious films
for mature audiences, films for family and female audiences, popcorn-blockbusters and art
house. Growth of the attendance per screen was observed only in relation to films for young
audiences. Reason behind that could be the reduction of such films in cinema programmes
which led to certain deficit. There was also a reduction in the number of viewers per screen
in films for male audiences, comedies for mature audiences, films for children and art
mainstream - there must have been certain overproduction in these categories.

Figure 34. Admissions per Screen by Genres (2013-2014), million
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As a conclusion let’s look at the examples of the most popular films of each type in
distribution in 2013-2014. In the share of residents of the cities with cinemas who watched
these films, popcorn-blockbusters were top-rated (they were the most popular films of the
year). Number two was children's animation (5-6% of all potential cinema-goers); comedies
for mature audiences scored 4% of residents of the cities with cinemas - this is a constant
figure for two years. However, in 2013 the third place in terms of popularity was taken by
the serious film for mature audiences (Legend No. 17), and in 2014 it was taken by the
family cartoon Big Hero 6. The share of potential viewers who watched the most popular art
mainstream has declined over the year from 2.2 down to 0.8%, but the share of the most
popular art house has increased from 0.1 up to 0.3%.
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Figure 35. Share of Residents of the Cities with Cinemas who Watched the Most Popular
Film of Each Genre in 2013-2014
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Thus, a qualitative analysis of the Russian cinema programme in 2013-2014 indicates
a growing popularity of blockbusters due to their increased presence on the posters of
cinemas, although top five films earned their creators less ticket sales than in 2013. The
distributors increased the number of family and children's films in anticipation that the
audience which went to the cinemas at the beginning of 2000’s has matured and would
return to cinemas and bring their children along. However, so far there was no demand for
this offer. Meanwhile, reduced amount of releases for younger audiences caused a gap and
led to increased attendance per screen. Independent distributors working with art cinema
are primarily concerned with the decrease in attendance of the mainstream films, while
interest to art house films in Russian cinemas has increased - in proportion to the increase
of release of such films and circulation thereof. This fall in demand for art mainstream may
be temporary, as it is heavily dependent on the availability of specific films in the
distribution. However it is still sad because it resulted in some worthy companies leaving the
market.

CINEMA EXHIBITION

Overview of the Cinema Exhibition Market
As of January 1, 2015, Russia has had 3,829 commercial screens in 1,187 cinemas
(the average number of screens per the cinema complex - 3.2). The transition to the digital
cinema technology has been almost completed in the past year: digital equipment - 3,694
screens have been installed in 96% of Russian commercial cinemas. The country has 37
IMAX cinema screens, 30 screens with motion effects (20 D-Box and 10 4DX), as well as 61
screens with premium sound formats (49 Dolby Atmos and 12 Barco Auro).
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Figure 36. Commercial Cinemas in Russia
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The number of cinemas with a digital projector for each screen has reached 1,084
(91% of the total number of cinemas); however, as of January 1, 2015 there were still
venues that used exclusively analogue film - their share amounted to 2.5% (30 cinemas
with 34 screens). Such cinemas don’t have access to digital premiers, thus they end up
working with films released on screens in 2013-early 2014 and which are still available on
film. Their other source is archives of cinematic films. In our assessment we did not include
the screens that had transferred to electronic (not digital) cinema technology.

Figure 37. Commercial Cinemas in Russia by Screening Format (2010-2014)
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Progress of Equipping New Screens

In 2014, there was a decline in number of equipped new digital screens: a total
number of screens increased by 731 screens (for 142 cinemas it was their first digital
screen). Meanwhile the number of digital screens which were shut down was slightly lower
than in 2013.

Last year, the transition to digital technology should have been completed: all
distributors anticipated this, all cinemas strived for it. However, the currency crisis
interfered with the plans of cinema exhibitors, primarily network exhibitors which required
massive investments to digitise cinemas. Thus they were forced to postpone the purchase of
digital equipment. As a result, remaining 35-mm screens in cinema chains had to either
exhibit 35-mm films released before summer 2014 or simply stand idle in the absence of
releases in this format in the second half of the year.

It is clear that in 2015 the remaining 35-mm screens will be either closed
(repurposed) or digitised - there is no other way for the exhibitors. In the second half of the
year almost all of the distributors refused 35-mm releases - there were only 7 (while during
the entire 2014 there were 28).
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Figure 38. Digital Cinema Openings and Closures in Russia (2010-2014)
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Last year 422 screens were opened in 132 commercial cinemas, while 67 cinemas
were shut down (106 screens). Some of the new commercial cinemas emerged not from
construction but rather from reequipping premises of the old cinemas and cultural centres in
small towns of Russia - their reconstruction and digitalisation was funded, among other
sources from municipal budgets.

Figure 39. Commercial Cinema Openings and Closures in Russia (2010-2014)
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Besides, a new federal district — the Crimean Federal District - emerged in our country
in 2014. It added several venues to the Russian cinema market. Now the Republic of Crimea
and the federal city of Sevastopol are ranked last in the rating of the RF federal districts - it
has 32 screens in 15 commercial cinemas (all of them are digital).

In light of those two factors (openings and closures as well as the re-union with the
Crimea) the annual growth of the total number of commercial screens in Russia amounted
to 11%, of cinemas - 10% (in 2013 - 12% and 7%, respectively).

Types of Cinemas in Russia (Retail Centres and Multiplexes)

Share of new cinema screens commissioned in retail and entertainment centres in
2014 was 65% which is 5.3 p.p. less than in the previous year; the reason —for that was
digitalisation of municipal one-screen cinemas digitised in small towns. However, the overall
share of cinema screens in retail centres continued to grow and by the end of the year it
was 64.9% (2,485 screens in 444 retail centres).
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Figure 40. Cinemas and Screens in RECs in Russia (2010-2014)
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While at the end of 2013 the largest cinema in Russia was the 20-screen Kinotsentr
Solovey na Krasnaya Presnya in Moscow, which became the first domestic megaplex®, by
the end of 2014 there were already three cinemas of this type - the largest of them
remained the Kinotsentr which by that time had 23 screens.

The number of one-screen cinemas had also increased during the year - this was due
to the transition of municipal venues in small towns into the category of commercial and
digital. Due to this the market share of one-screen cinemas did not change in terms of
number of screens and even increased in terms of humber of cinemas.

Table 13. Allocation of Commercial Cinemas in Russia by Number of Screens as of

01.01.2015
Change of Change of

Number of Screens in b EE | Lo ts::ﬁa?—lf(et tsﬁgﬁa?—f(et i _Share Lz =lErE

h of of . . of Cinemas of Screens
Cinema . in Number in Number

Cinemas @ Screens -
of Cinemas of Screens

ONE-SCREEN CINEMAS 449 449 37.8% 11.7% 0.4 p.p. 0.0 p.p.
2 screens 225 450 19.0% 11.8% -0.9 p.p. 0.7 p.p.
3 screens 106 318 8.9% 8.3% 0.4 p.p. -0.3 p.p.
4 screens 110 440 9.3% 11.5% -0.1 p.p. 0.2 p.p.
5 screens 65 325 5.5% 8.5% -0.1 p.p. 0.2 p.p.
6 screens 66 396 5.6% 10.3% -0.1 p.p. 0.3 p.p.
7 screens 46 322 3.9% 8.4% 0.5 p.p. -0.9 p.p.
Total MINIPLEXES 618 2,251 52.1% 58.8% -0.3 p.p- 0.1 p.p.
8 screens 54 432 4.5% 11.3% -0.3 p.p. 0.8 p.p.
9 screens 28 252 2.4% 6.6% 0.0 p.p. 0.2 p.p.
10 screens 18 180 1.5% 4.7% 0.1 p.p. -0.4 p.p.
11 screens 8 88 0.7% 2.3% -0.1 p.p. 0.3 p.p.
12 screens 5 60 0.4% 1.6% 0.1 p.p. -0.5 p.p.
13 screens 2 26 0.2% 0.7% 0.0 p.p. 0.1 p.p.
14 screens 1 14 0.1% 0.4% -0.1 p.p. 0.4 p.p.
15 screens 1 15 0.1% 0.4% 0.0 p.p. 0.0 p.p.
Total MULTIPLEXES 117 1,067 9.9% 27.9% -0.2 p.p. 0.9 p.p.
17 screens 1 17 0.1% 0.4% 0.0 p.p. 0.1 p.p.
22 screens 1 22 0.1% 0.6% 0.1 p.p. -0.6 p.p.
23 screens 1 23 0.1% 0.6% 0.0 p.p. -0.6 p.p.
Total MEGAPLEXES 3 62 0.3% 1.6% 0.2 p.p. -1.0 p.p.
Total in Russia 1,187 3,829 100.0% 100.0%

Cinema Exhibitors
In 2014, the total number of operators of cinemas and cinema chains in the Russian
cinema market has increased to 600 (in 2013 this figure amounted to 549). 26 cinemas had
their network operator changed (106 screens).

5 In common terminology, cinemas with 2-7 screens are miniplexes, multiplexes have 8-15 screens, and
megaplexes — 16 screens and more.
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The allocation of the cinema screens between the cinema chains and the independent
cinemas remained unchanged for the past year: 53% - for the federal operators, 8% - for
the regional operators, 12% - for the local operators and 27% of screens - for the

independent operators.

Table 14. Fragmentation of the Cinema Market in Russia by Type of Cinema Operators as of

01.01.2015
Share of
Number Share of iz
Number Number | Number - Share of Market
Type of of Cinemas . . "
of of of . . . . Digital in
Operator - Digital with Digital
Operators Cinemas | Screens .. Screens Number
Digital Screens Screens of
Screens
Screens
Federal Chains | 29 424 2033 423 1994 100% 98% 53%
Regional
Chains 19 72 302 72 296 100% 98% 8%
Local Chains 57 196 457 194 430 99% 94% 12%
Independent
Cinemas 495 495 1037 468 974 95% 94% 27%
Total in
Russia 600 1,187 3,829 1,157 3,694 97% 96% 100%

By the end of 2014 among the leaders of the Russian market are cinema chains
Cinema Park, Formula Kino and KARO: each of them had more than 200 screens and more
than 5% of the market share. Among the top ten of major cinema operators, only two were
not completely digitised - regional operators Premier-Zal and Monitor which worked with
certain cinemas under the film programme planning agreements still had film-type screens

as of January 1, 2015.

Table 15. Major Operators of Cinema Chains in Russia as of 01.01.2015

Number

of

including franchising and cinemas with film

ramme planning

Share of

Cinemas

Number

Share of

Share
of the

> . P

F N pr— Number Number Cinemas  of w_|tl_1 Digital !Vlarket Central

o of of 5 o Digital Screens in ;

c Operator = with Digital q Office

= Cinemas Screens Digital Screens Screens in the Number

*é P g in the Network of

H creens Net K s

© etwor creens

1 1 Cinema Park | 30 280 30 280 100% 100% 7.3% Moscow
Formula

2 2 Kino 34 253 34 253 100% 100% 6.6% Moscow

3 3 KARO 30 221 30 221 100% 100% 5.8% Moscow

4 4 Kinomax 29 190 29 190 100% 100% 5.0% Moscow

5 6 Premier-Zal 105 158 105 156 100% 99% 4.1% Ekaterinburg

6 5 Luxor 22 152 22 152 100% 100% 4.0% Moscow

7 7 Cinema Star | 21 109 21 109 100% 100% 2.8% Moscow

8 8 Monitor 26 98 26 96 100% 98% 2.6% Krasnodar
Mirage

9 11 Cinema 14 95 14 95 100% 100% 2.5% St.Petersburg

10 10 Five Stars 11 66 11 66 100% 100% 1.7% Moscow

Total owned by these

Operators 322 1,622 322 1,618 100% 100% 42.4%

Total in Russia 1,187 3,829 1,157 3,694 97% 96% 100.0%

A reminder: due to the fact that cinema chains are not equal in terms of ownership of
venues they have, since 2014 we have also been making a rating of the market players
without reference to franchising and cinemas with film programme planning and those in
receivership. When taking into account only owned cinemas, Premier-Zal dropps from the
top ten leaders, however Mori Cinema joins them.
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Table 16. The Largest Operators of the Cinema Chains in Russia by 01.01.2015
excluding franchising and cinemas with film programme planning
Share of Share
Cinemas Share of | of the

Number
of Number

> > . P

a a Network Number | Number Cinemas of w_|tl_1 Digital !Vlarket Central

c c of of . . . Digital Screens | in -

) ) Operator Gi with Digital - Office

= = inemas Screens Digital Screens Screens in the Number

7} ] 9 in the Network | of

) ) Screens

a a Network Screens

1 1 Cinema Park | 30 280 30 280 100% 100% 7.3% Moscow
Formula

2 2 Kino 34 253 34 253 100% 100% 6.6% Moscow

3 3 KARO 30 221 30 221 100% 100% 5.8% Moscow

4 4 Kinomax 25 170 25 170 100% 100% 4.4% Moscow

5 5 Luxor 22 152 22 152 100% 100% 4.0% Moscow

6 6 Cinema Star | 21 109 21 109 100% 100% 2.8% Moscow
Mirage St.

7 9 Cinema 14 95 14 95 100% 100% 2.5% Petersburg

8 7 Monitor 22 87 22 87 100% 100% 2.3% Krasnodar

9 8 Five Stars 11 66 11 66 100% 100% 1.7% Moscow

10 11 Mori Cinema | 8 56 8 54 100% 96% 1.5% Moscow

Total owned by these

Operators 217 1,489 217 1,487 100% 100% 38.9%

Total in Russia 1,187 3,829 1,157 3,694 97% 96% 100.0%

In 2014 among market leaders in terms of sold tickets were Cinema Park, Formula
Kino and Kinomax (including theatres working with the network under franchise
agreements): 23.2% of the annual number of the country cinema goers visited their
cinemas. The concentration index in regard to cinema exhibition continues its decline as the
effect of merges of two major groups has faded away: Cinema Park and KinoStar de Lux in
2011 and Formula Kino and Kronverk Cinema in 2012. In general, the area of cinema
exhibition in Russia is much less monopolised than the film distribution: the concentration in
regard to the total amount of box office returns of the top three players of the latter in 2014
amounted to 59%.

Figure 41. Concentration of Cinema Exhibition Market in Russia (Three Largest Operators in
Terms of Admissions) (2010-2014)
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Among notable events that occurred with large domestic cinema operators in 2014
was, first of all, the November sale of cinema network Cinema Park by its owner Interros to
Said - the son of the senator from Dagestan Suleiman Kerimov.

Meanwhile Kinoplex company ceased to exist as a network - the only cinema it
currently holds is in Volgograd, the facilities in Ekaterinburg, Samara and Togliatti went to
Premier-Zal, Mori Cinema, and Kinomax respectively, others became independent.
KinoEkspert lost several venues in St. Petersburg and Kirov; Planeta Razvlecheniy left from
the film schedule programme through Kinoformat.

Cinemas in the Regions of the Country

A number of communities, which had commercial cinemas, according to the results of
2014 amounted to 526 (at the end of 2013 there were 475); 461 of them - the cities with
the population of more than 10 thousand residents. All cities with a population of more than
250 thousand have commercial cinemas, as well as 92% of the cities with a population
between 100 and 250 thousand. Vast majority of the cities with populations of more than
50 thousand people also have cinemas. Also almost half of the Russian urban settlements
have access to cinema exhibition services. Those urban settlements accommodate 87% of
the urban population of Russia (according to the Federal State Statistics Service a total of
100.7 million people in 2014 resided in cities, thus 88.1 million of them had access to
commercial digital cinemas). Consequently, expansion of the nationwide cinema network to
the territory of new cities will have a smaller effect: only 13% of urban population lives in
52% of the remaining cities not covered by the cinema exhibition.

Average nationwide level of commercial cinemas available in the cities with a number
of residents of 10 thousand and more in 2014 has increased to 3.7 per 100 thousand people
(in 2013 - by 3.4), and in terms of the number of residents living in settlements with a
modern cinema - by 4.3 (previous year - by 4).

Table 17. Availability of Commercial Cinemas to the Urban Population of the Russian
Federation as of 01.01.2015

on

City Types

Number of Cities
with Cinemas
Total Number of
Residents therein
(thousand)
Share of the Cities
with Cinemas
Share of the
Population Provided

with Film Exhibiti
Total Cinemas
Total Screens
Number of Cinemas
h Digital Screens
Number of Digital
Screens
Number of 3D-
screens
Number of IMAX
Screens
Density of Screens
per 100 Thousand
pers. in Cities with
Cinemas
Density of Screens
per 100 thousand
pers in Total

=

3
Greater Moscow 1 13,198 | 100% | 100% 128 688 126 676 568 7 5.21 5.21
St. Petersburg 1 5,132 | 100% | 100% 60 344 58 336 245 5 6.70 6.70
other million-plus
cities 13 15,223 | 100% | 100% 132 691 130 659 471 8 4.54 4.54
500-1000 thousand
people. 21 12,753 | 100% | 100% 133 542 131 518 425 | 11 4.25 4.25
250-500 thousand
people. 41 14,158 | 100% | 100% 172 584 169 574 473 3 4.12 4.12
100-250 thousand
people. 86 13,102 93% 94% 162 401 160 385 330 2 3.06 2.89
75-100 thousand
people. 44 3,867 90% 90% 53 100 53 99 84 0 2.59 2.33
50-75 thousand
people. 77 4,731 73% 74% 93 174 92 163 149 1 3.68 2.74
25-50 thousand
people.* 117 4,361 44% 47% 127 168 123 160 151 0 3.85 1.80
10-25 thousand
people.* 59 1,067 16% 18% 61 63 57 59 53 0 5.90 1.06
Total in cities
with population
over 10 thousand
people. 460 | 87,592 | 48% | 87% | 1,121 | 3,755 | 1,099 | 3,629 | 2,949 | 37 4.29 3.75

*The table does not include 73 screens in 65 cinemas located in 65 communities other than towns or having a
population of less than 10 thousand people.
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The leader among Russian regions is Greater Moscow, which has 18% from a total
number of commercial cinemas. The new territory of the Crimean FD has only 0.8% of a
total number of Russian cinemas.

Table 18. Allocation of Commercial Cinemas in Federal Districts of Russia as of 01.01.2015

Number N_umber of Number of Share of the
_— Number of Cinemas .. Market in
Districts . of . . Digital
Cinemas Screens with Digital Screens Number of
Screens Screens
Greater Moscow 128 688 126 676 18.0%
Volga Federal District 178 631 172 594 16.5%
Central Federal District (excluding
Greater Moscow) 196 562 186 538 14.7%
Siberian Federal District 154 430 150 412 11.2%
Ural Federal District 127 367 124 353 9.6%
Southern Federal District 120 344 119 330 9.0%
St. Petersburg 60 344 58 336 9.0%
North-West Federal District (excluding
St. Petersburg) 87 200 86 194 5.2%
Far Eastern Federal District 86 151 85 150 3.9%
North Caucasian Federal District 36 80 36 79 2.1%
Crimean Federal District 15 32 15 32 0.8%
Total in Russia 1187 3829 1157 3694 100%

According to Rentrak, the allocation of the number of screens in Russia corresponds to
the allocation of the number of the cinema tickets sold in different federal districts of the
country in 2014. Meanwhile, the vast majority of box office revenues accounts for the
capital city — more than a quarter of the all-Russian box office revenues was collected in
Greater Moscow. St. Petersburg - is the second city, where the share of box office revenues
exceeds the share of attendance, which indicates a higher price of the cinema ticket in the
largest Russian metropolitan cities.

Table 19. Allocation of Attendance and Box Office Revenues in the Federal Districts in
Russia in 2014

Attendance
Share

Box Office

Federal District Revenue

Share
Greater Moscow 18.6% 26.7%
Privolzhsky 17.7% 14.9%
Central Federal District (excluding Greater
Moscow) 14.4% 12.9%
St. Petersburg 8.9% 9.2%
Siberian 11.1% 9.1%
Southern 9.6% 8.9%
Urals 8.7% 8.1%
Far Eastern 4.4% 4.3%
North-West Federal District (excluding St.
Petersburg) 4.3% 3.9%
North Caucasian 1.8% 1.6%
Crimean 0.5% 0.4%

Sources: Rentrak, Nevafilm Research

Film Exhibition Market of Greater Moscow

01.01.2014 - 120 cinemas / 602 screens (average number of screens per cinema - 5)
66 cinemas / 440 screens in Retail Centres (average number of screens per Retail Centre - 6.7)
110 cinemas / 542 digital screens (average number of digital screens per cinema - 4.9)

01.01.2015 - 128 cinemas / 688 screens (average number of screens per cinema - 5.4)
75 cinemas / 515 screens in Retail Centres (average number of screens per Retail
Centre - 6.9)

126 cinemas / 676 digital screens
(average number of digital screens per cinema - 5.4)
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Figure 42. Commercial Cinemas in Greater Moscow (2010-2014)
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13 new cinemas (101 screens) were opened in Greater Moscow in 2014 in - compared
to 2013 the capital city has made a dramatic improvement in numbers (the number of
newly opened cinemas last year was the same, however there were half as many screens -
47). Among them were Karo 10 Reutov, Karo 22 Vegas, Kinomax Vodny, four-screen
cinema Kinogalaktika in Odintsovo, eight-screen cinema Luxor in REC Good Zone and
Vesna, ten-screen cinema Cinema Star in REC Prince Plaza (opened on the site of
Boomerang on Teply Stan), five-screen miniplex Centerfilm Bravo. The repairs were
completed in one-screen cinemas of Moscovskoye Kino chain — Tula and Kosmos. The most
odious event was the opening of the 17-screen VIP-cinema Moscow on Okhotny Riad with
ten Dolby Atmos screens. In addition, a number of cinemas went through retrofitting (for
example, Formula Kino continues repairing and re-branding the venues of Kronverk
Cinema) or opened new screens. By the end of 2014 the new owners finished renaming all
KARO cinemas. In addition, during the summer the capital city had three digital cinemas
operating under the open sky: Pioner, Muzeon, and Hermitage.

In 2014 five cinemas (mostly one- and two-screen), as well as a large number of
screens in the operational cinemas (a total of 15 screens), were closed in Moscow.
Obviously cinema exhibitors optimise the sizes of their venues due to high competition in
the capital city and due to the requirement to cross-over to digital technologies in the
shortest possible term.

Nevertheless, last year it was the capital market which demonstrated the most rapid
growth: the number of screens in Greater Moscow has increased by 14.3%. According to the
annual results the share of cinema screens in REC amounted to 74.9%, which was by 1.8 p.
p. more than in 2013.
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Figure 43. Commercial Cinema Openings and Closures in Greater Moscow (2010-2014)
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The number of digital screens has increased by 24.7%: 141 digital projector was
installed in 2014 (to include 18 cinemas where it was introduced for the first time). All in all
98.3% of cinemas in Moscow had digital projectors by the end of the year. Thus there were
only two cinemas remaining with analogue format in the city (Domjour and Imeni
Mossoveta, both of them didn’t have regular exhibits). 108 screens had no equipment for
3D-exhibitions (which is 26% of the total number of digital screens).

Figure 44. Digital Cinema Openings and Closures in Greater Moscow (2010-2014)
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In 2014 the leading capital city cinema operator was KARO network which was the
first to open a megaplex cinema Karo Vegas (which initially had 22 screens). Kinomax was
also included into the top ten of the capital city leaders - due to the opening of a seven-
screen cinema in the Retail and Entertainment Centre Vodny.
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Table 20. Greater Moscow - Major Cinema Operators in Regard to the Number of Screens as
of 01.01.2015

Share of
the

3' .5' Number Number gil;r:;earsof :fumber Market in

=) =) Network Operator of of . . . - Number

c c Gi with Digital Digital

i~ i~ inemas Screens Screens Screens of

c c Screens,

o] o]

-4 -4 %

1 2 Karo 16 123 16 123 18%

2 1 Formula Kino 15 99 15 99 14%

3 3 Cinema Park 8 84 8 84 12%

4 5 Luxor 7 56 7 56 8%

5 4 Cinema Star 7 54 7 54 8%
Cinema Centre at Krasnaya

6 6 Presnya 1 23 1 23 3%

7 10 Centerfilm 6 22 6 22 3%

8 7 Five Stars 4 17 4 17 2%

9 15 Kinomax 3 15 3 15 2%

10 | 9 Mori Cinema 2 15 2 15 2%

Total owned by these Operators 69 508 69 508 74%

Total in Greater Moscow 128 688 126 676 100%

In 2014 multiplexes continued their expansion: three megaplexes were opened in the

capital during the year, and another one was opened in the spring of 2015 - Karo 17 Sky.

Table 21. Allocation of Commercial Cinemas in Greater Moscow as of 01.01.2015

Number

Share of the

Share of the

Number of Screens in Cinema N_umber s of Ll D e
Cinemas Number of Number of
Screens A
Cinemas Screens
1-screen 26 26 20.8% 4.2%
2 screens 7 14 5.6% 2.2%
3 screens 10 30 8.0% 4.8%
4 screens 20 80 16.0% 12.8%
5 screens 15 75 12.0% 12.0%
6 screens 11 66 8.8% 10.5%
7 screens 5 35 4.0% 5.6%
Total MINIPLEXES 68 300 54.4% 47.9%
8 screens 12 96 9.6% 15.3%
9 screens 5 45 4.0% 7.2%
10 screens 6 60 4.8% 9.6%
11 screens 3 33 2.4% 5.3%
12 screens 2 24 1.6% 3.8%
13 screens 1 13 0.8% 2.1%
14 screens 1 14 0.8% 2.2%
15 screens 1 15 0.8% 2.4%
Total MULTIPLEXES 31 300 24.8% 47.9%
17 screens 1 17 0.8% 2.7%
22 screens 1 22 0.8% 3.5%
23 screens 1 23 0.8% 3.7%
Total MEGAPLEXES 3 62 2.4% 9.9%
Total in Greater Moscow 125 626 100.0% 100.0%

Cinema Market of St. Petersburg

01.01.2015 -

59 cinemas / 318 screens (average number of screens per cinema - 5.4)
36 cinemas / 266 screens in Retail Centre (average number of screens per Retail Centre - 7.4)

53 cinemas / 286 digital screens (average number of digital screens per cinema - 5.4)

01.01.2015 -

Centre - 7.6)

58 cinemas / 336 digital screens
(average number of digital screens per cinema - 5.8)

60 cinemas / 344 screens (average number of screens per cinema - 5.7)
38 cinemas / 290 screens in Retail Centres (average number of screens per Retail




Figure 45. Commercial Cinemas in St. Petersburg (2010-2014)
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In 2014 growth of the market in St. Petersburg was not as rapid as in 2013, when ten
multi-screen cinemas (79 screens) were commissioned in the Northern capital: that year
only three cinemas were opened (31 screens). Among the main openings were VIP-miniplex
Grand Palace (four screens) and two multiplexes Mirage Cinema featuring nine and ten
screens.

In contrast to 2013 when not a single venue was closed, the city lost two cinemas
(five screens), including one-screen cinema Jam Hall on Petrogradskaya and Bastion in
Kronstadt, as well as several screens in the operational multi-screen cinemas.

The total growth of the number of commercial cinemas in St. Petersburg was rather
small - 8.2%. Therewith the share of cinemas in retail and entertainment centres did not
change and remained at the level of 84% of the total number of commercial cinemas.

Figure 46. Commercial Cinema Openings and Closures in St. Petersburg (2010-2014)
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Growth of the number of digital screens amounted to 17.5%; now their share is
97.7% (just as in Moscow, only two cinemas do not have digital technology - Igora and
children cinema Voskhod). During the year 53 digital cinema projectors have been installed
in the Northern capital (in six cinemas they have been introduced for the first time). 91
screens don't have equipment for 3D-exhibition (27% of the digital cinema exhibition
market of St. Petersburg).
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Figure 47. Digital Cinema Openings and Closures in St. Petersburg (2010-2014)
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Formula Kino chain is ranked first in the rating of the largest cinema network
operators of St. Petersburg. Mirage Cinema which has been growing with ever increasing
speed was ranked second: last autumn this company opened two multiplexes in Retail
Centres Metropolis and Montpensier. And the gap between networks ranked from the 9th to
the 11th is minimal - Cinema Star, Mori Cinema, and KinoCity in St. Petersburg have six
screens each, thus relevant superiority has been determined by a number of seats only.

During the year, two cinemas have changed their management companies. Franchise
holder Kinomax has left REC Rumba, and its place has been taken by the Kinopolis which
emerged on the cinema market in 2012 when it opened a three-screen cinema in
Vsevolozhsk. Cinema centre Pik has left the cinema chain Kino Expert and has launched a
new brand Ivycinema, becoming a seven-screen cinema instead of eight-screen. Besides,
KARO and Formula Kino have completed re-branding their venues in the city, while the
Cinema Park has not completed this process yet.

Table 22. St. Petersburg — Major Cinema Operators in terms of the Number of Screens as of
01.01.2015

% Number of Number SUELE T
Number | Number . the

=] =] Network Cinemas of -

c c of of " . . . Market in

i~ i~ Operator Cinemas | Screens with Digital Digital Number of

c = Screens Screens

© ] Screens

[+ o

1 1 Formula Kino 12 96 12 96 28%

2 3 Mirage Cinema 9 63 9 63 18%

3 2 KARO 8 55 8 55 16%

4 4 Cinema Park 3 33 3 33 10%

5 5 Luxor 2 18 2 18 5%

6 6 Petersburg Kino 4 9 3 4 3%

7 7 Cinema-Mir 2 9 2 9 3%

8 - Ivycinema 1 7 1 7 2%

9 9 Mori Cinema 1 6 1 6 2%

10 10 Cinema Star 1 6 1 6 2%

Total owned by these Operators | 43 302 42 297 88%

Total in St. Petersburg 60 344 58 336 100%

The largest multiplexes in the Northern capital are the cinemas of Cinema Park and
Formula Kino networks with 13 and 12 screens respectively. There are only seven one-
screen cinemas in the city — mostly these are municipal children venues.
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Table 23. Allocation of Commercial Cinemas in St. Petersburg

as of

01.01.2015

Share of the Share of the
Number of Screens in Cinema N_umber of Market in Market in
Cinemas Number of Number of
Cinemas Screens
1-screen 7 7 11.7% 2.0%
2 screens 10 20 16.7% 5.8%
3 screens 2 6 3.3% 1.7%
4 screens 4 16 6.7% 4.7%
5 screens 3 15 5.0% 4.4%
6 screens 8 48 13.3% 14.0%
7 screens 9 63 15.0% 18.3%
Total MINIPLEXES 36 168 60.0% 48.8%
8 screens 2 16 3.3% 4.7%
9 screens 5 45 8.3% 13.1%
10 screens 5 50 8.3% 14.5%
11 screens 3 33 5.0% 9.6%
12 screens 1 12 1.7% 3.5%
13 screens 1 13 1.7% 3.8%
Total MULTIPLEXES 17 169 28.3% 49.1%
Total in St. Petersburg 60 344 100.0% 100.0%

At the conclusion of the review of the capital city markets here is a traditional rating of

million cities in terms of number of screens per 100 thousand residents. At the beginning of
the last year, Moscow was in the ninth place in terms of screen density among the cities
with a population of more than one million people. However, a significant increase in the
number of cinemas in the capital during 2014 allowed Greater Moscow to regain its former
standings. Even though St. Petersburg is currently leading in terms of density of screens,
the capital has managed to rise to the third place.

Table 24. Rating of Million Cities in Number of Commercial Cinemas per 100 thousand

Residents (as of 01.01.2015, Greater Moscow = 100%

s ‘S Number

2 ® Population Number Number gf:reens % of the level
o o 3 (thousand of of per 100 of Greater
£ =4 people) Cinemas | Screens Moscow
= s thousand

Sei| Be people

ot X o

1 2 St. Petersburg 5,132 60 344 6.7 129%

2 1 Ekaterinburg 1,412 17 89 6.3 121%

3 9 Greater Moscow 13,198 128 688 5.2 100%

4 3 Kazan 1,191 11 60 5 97%

5 6 Omsk 1,166 12 58 5 95%

6 5 Ufa 1,096 10 54 4.9 95%

7 7 Voronezh 1,015 8 48 4.7 91%

8 10 Rostov-on-Don 1,110 10 52 4.7 90%

9 4 Novosibirsk 1,548 13 72 4.7 89%

10 8 Samara 1,172 8 54 4.6 88%

11 11 Chelyabinsk 1,169 9 47 4 77%

12 12 Nizhny Novgorod 1,264 12 50 4 76%

13 13 Volgograd 1,018 8 39 3.8 73%

14 15 Perm 1,026 6 34 3.3 64%

15 14 Krasnoyarsk 1,036 8 34 3.3 63%

Regional Market of Cinema Exhibition

01.01.2014 -

01.01.2015 -

902 cinemas / 2,533 screens (average number of screens per cinema - 2.8)

286 cinemas / 1,497 screens in Retail Centres (average number of screens per RC - 5.2)
843 cinemas / 2,141 digital screens (average number of digital screens per cinema - 2.5)

999 cinemas / 2,797 screens (average number of screens per cinema - 2.8)

331 cinemas / 1,680 screens in Retail Centres (average number of screens per Retail

Centre - 5.1)
973 cinemas / 2,682 digital screens

(average number of digital screens per cinema - 2.8)
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Figure 48. Commercial Cinemas in Russian Regions (2010-2014)

Commercial cinemas in Russian regions

m Cinemas Screens m Cinemas with digital screens Digital screens
2797
2 533
2 261 2 682
1905 2 141
1641
1533

999

740 1059

2010 2011 2012 2013 2014

Source: Nevafilm Research

In 2014, 290 screens (116 cinemas) were opened in Russian regions. 58 screens in 34
cinemas were closed. The growth of the regional market of cinema exhibition in 2014
amounted to 10%, therewith the growth in number of cinemas in REC was 12.2%. As a
result the share of cinema screens in regional REC reached 60% (by 1 p. p. more than the
previous year).

Figure 49. Commercial Cinema Openings and Closures in Russian Regions (2010-2014)
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During the year, regional cinema market has grown by three IMAX cinemas which
reopened in Illusion, Formula Kino, and Mori Cinema networks in Vladivostok,
Novokuznetsk, and Togliatti respectively. One more IMAX - Planeta Kino in Yalta - was
added due to re-union with the Crimea.

In 2014, 537 regional screens were equipped with digital cinema projectors (for 135
cinemas it was their first digital equipment). 28 digital regional cinema screens were closed
(in 20 cinemas). Thus, the total growth of this market segment amounted to 25%. At year-
end 2014, the regions of Russia had 486 digital screens fitted only for 2D-exhibitions (18%
of the digital market).
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Figure 50. Digital Cinema Openings and Closures in Russian Regions (2010-2014)
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The largest regional networks (including screens holding franchise agreements,
cinema programme planning or management) were Cinema Park and Kinomax; while the
third largest was Premier-Zal, which displaced Formula Kino. Monitor from Krasnodar has
improved its standings and took the fifth place (in 2013 it was seventh). Five Stars network
has taken Kinoformat's place which ceased to provide services of cinema programme
planning to Kinomechta cinemas (4 cinemas, 30 screens) in 2014 and dropped by three
positions in the rating.

All in all in 2014 there were changes of management companies in 25 cinemas (100
screens) in the regions. In addition, just as in the capitals, the regional network cinemas
KARO and Formula Kino had gone through re-branding - thus names Kronverk Cinema and
Karo Film are now history.

Table 25. Major Operators of Cinema Chains in Russian Regions as of 01.01.2015
in number of screens including franchise holders and cinemas with cinema programme planning

Share of Share
Cinemas Share of of the

Number
of Number

Y
[}
> n < - i
a 82 Network Number Number e w_|t!| Digital !Vlarket Central
c o of of - A Digital Screens  in .
° c ®  Operator . with Digital " Office
s = = Cinemas Screens Digi Screens in the Number
B o igital Screens .
7} =% Screens in the Network of
& e Network Screens
1 1 Cinema Park | 22 196 22 196 100% 100% 7% Moscow
2 2 Kinomax 26 175 26 175 100% 100% 6% Moscow
3 4 Premier-Zal 105 158 105 156 100% 99% 6% Ekaterinburg
Formula
4 3 Kino 19 154 19 154 100% 100% 6% Moscow
5 7 Monitor 26 98 26 96 100% 98% 4% Krasnodar
6 5 Karo 14 98 14 98 100% 100% 4% Moscow
7 6 Luxor 15 96 15 96 100% 100% 3% Moscow
Mirage St.
8 8 Cinema 14 95 14 95 100% 100% 3% Petersburg
9 9 Cinema Star | 14 55 14 55 100% 100% 2% Moscow
10 11 Five Stars 7 49 7 49 100% 100% 2% Moscow
Total owned by these
Operators 262 1,174 262 1,170 100% 100% 42%
Total in Regions of Russia | 999 2,797 973 2,682 97% 96% 100%

The regional market is dominated by one- and two-screen cinemas (in total there are
22% of screens in the regions - which makes 53% of cinemas). The largest venues in the
regions are twelve-screen cinemas: such multiplexes are located mainly in million cities
(Ekaterinburg, Novosibirsk, Rostov-on-Don, etc.).
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Table 26. Allocation of Commercial Cinemas in the Reg

ions of Russia as of 01.01.2015

Share of the

Share of the

N - . Number of Number of Market in Market in
umber of Screens in Cinema .
Cinemas Screens Number of Number of
Cinemas Screens
1-screen 416 416 35.0% 10.9%
2 screens 208 416 17.5% 10.9%
3 screens 94 282 7.9% 7.4%
4 screens 86 344 7.2% 9.0%
5 screens 47 235 4.0% 6.1%
6 screens 47 282 4.0% 7.4%
7 screens 32 224 2.7% 5.9%
Total MINIPLEXES 514 1,783 43.3% 46.6%
8 screens 40 320 3.4% 8.4%
9 screens 18 162 1.5% 4.2%
10 screens 7 70 0.6% 1.8%
11 screens 2 22 0.2% 0.6%
12 screens 2 24 0.2% 0.6%
Total MULTIPLEXES 69 598 5.8% 15.6%
Total in Regions of Russia 999 2,797 84.2% 73.0%

In the Volga Federal District, 12 new cinemas (40 screens) were opened and 95
screens (including 15 cinemas where it was first introduced) were digitised in 2014. The
share of digital screens in the Volga region is the lowest among the federal districts - 94%:;
as of January 1, 2015 there were six cinemas remaining which operated exclusively on film.
Last year 3 cinemas in this region were closed (5 screens) including one digital. Besides, the
Volga FD saw the most extensive changes in regard to the network operators — 11 cinemas
(46 screens) changed their owners. Those changes were mostly related to a transition of
Kinoplex cinemas to its new owners and recently acquired independence of Kinomechta and
Kinoekspert network venues .

In the Central Federal District (outside Greater Moscow) 26 new cihemas were
opened (54 screens - the largest number after the capital city), while 104 screens were
digitised (28 cinemas where it was first introduced). 96% screens in the Central FD were
digitised; there were 10 venues remaining which operated exclusively on film (this region is
leading in the share of 35-mm cinemas). Eight screens in five cinemas were closed.

In the Siberian Federal District 18 cinemas (46 screens) were opened; 21 cinemas
(83 screens) were digitised in 2014. By the end of 2014 the total share of digital screens
reached 96%; in Siberia there were four cinemas remaining, which operated exclusively on
film. In 2014 15 screens in six cinemas in this region were closed. There were changes of
cinema operators in three cinemas (11 screens), which was related to the activities of
Premier-Zal and the withdrawal of Kinomechta from the cinema programme planning of
Kinoformat.

In the Urals Federal District 15 new cinemas (39 screens) were opened in 2014; 82
screens (17 cinemas where it was first introduced) were digitised. The share of commercial
digital cinema screens reached 96%; only three cinemas did not have digital projectors.
Also, having failed in obtaining decent cinema schedule planning for its DVD-screens
network, Premier-Zal decided to close film-type cinemas in its network. In 2014 a total of
12 screens in six cinemas in Urals were closed. The district also had major changes in its
cinema chains - cinema operators were changed in six cinemas (24 screens), including
Kinoplex, Kinomechta, a number of venues of Premier-Zal and even Kinomax in
Ekaterinburg (last year that network started to get rid of unprofitable projects; in 2015 this
process continued with the closure of the multiplex in Voronezh).

In the Southern Federal District 16 cinemas (39 screens) were opened - this was
largely a merit of the municipal authorities engaged in a planned upgrade of the region
cinemas; a total number of digital screens increased by 75 (digital cinemas increased by
18). The share of commercial digital screens amounted to 96%, of cinemas - 99% (there
was only one film-type cinema remaining by the end of the year). Six cinema screens in
four cinemas in the region were closed. Two multi-screen cinemas (11 screens) changed
their managing company: both of them were previously included into the Kinoplex network.

In the North-West District (outside Saint Petersburg) 14 new cinemas (36 screens)
were opened in 2014; 15 cinemas (51 screens) became digital. The share of digital screens
reached 97%, of cinemas - 99%. Four film-type cinemas (five screens) were closed.
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In the Far East 8 new cinemas (17 screens) were opened in 2014; the number of
digital cinemas increased by 14, of screens - by 24. The share of digital venues and screens
amounted to 99% (there was only one film-type cinema remaining). 4 cinemas (5 screens)
in the region were closed. The cinema operator was changed in one cinema, which
previously belonged to Premier-Zal network.

In the North Caucasus Federal District 7 cinemas (19 screens) were opened in 2014;
23 screens (in 7 cinemas digital technology was first introduced) were digitised. The share
of digital sites in the North Caucasus reached 100%, but one screen is still working with
film. Last year two one-screen cinemas were closed.

Crimea, which is ranked last in the rating of the federal districts in terms of the
number of screens, faced many challenges in 2014. The first five-screen cinema of the
largest Ukrainian network Multiplex was opened here at the beginning of the year, and in
March the Republic joined the Russian Federation. That fact brought along issues related to
the supply of films for distribution in the territory of the Crimean Federal District. Two
leaders of the Ukrainian market, which had cinemas in Simferopol and Yalta (Multiplex and
Planeta Kino IMAX) thought about selling their venues. Those venues were the leading
cinemas in this region. In summer Multiplex managed to close the deal, while Planeta Kino
continued to manage its two-screen cinema in Yalta. Meanwhile, issues related to the
delivery of copies from Kiev and re-profiling required to work with Moscow distributors have
influenced the results of the film distribution in Crimea. While, according to our evaluation,
in 2013 the attendance in the region reached 1% of the Russian level, in 2014 the Crimean
cinemas brought 0.5% of the tickets sold to Russian distributors. However, the main reason
behind that was that most of the cinemas in this territory started working at full capacity
only in August. Still, the standings of the Crimean cinema exhibitors could have been better,
as many of them continued to receive films from Kiev until the middle of the year. Besides,
local exhibitors say that the arrival of the Russian-language dubbing has been attracting
significantly more viewers to cinemas.

Digital Equipment

Christie projectors and Dolby servers remain the most popular set of equipment in
Russia. At the beginning of 2015 Dolby closed a deal having acquired Doremi Labs - thus
the new products will now be released with Dolby name on them. The latter has become an
undisputed leader not only in Russia, but also in the global market.

The share of Christie and Barco projectors has reached 82% of the market. NEC,
which is ranked third, was the first company to introduce and install a laser projector in
Russia last year: this projector has been operated in Svetofor Cinema in the Moscow
suburbs of Lyubertsy since October. The number of Sony and Kinoton projectors in Russian
has not changed for two years (2 and 72, respectively).

Figure 51. Market Share of Producers of Digital 2K and 4K Projectors in Commercial
Cinemas in Russia (2010-2014)

Market share of producers of digital 2K and 4K projectors in
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The number of digital cinema projectors of 4K format in 2014 hasn't increased

significantly: there are 48 such projectors in commercial cinemas.

Figure 52. Digital 4K Projectors in Commercial Cinemas of Russia (2010-2014)
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In terms of number of servers in operation in 2014 Doremi has outperformed their
main competitor — Dolby, which acquired Doremi Labs in February 2014 (the deal was
completed only by the end of the year). Thus, as of year-end 2014 the market share of

digital servers of a newly merged Dolby and Doremi reached 77%.

Figure 53. Market Share of Producers of Digital Servers in Commercial Cinemas in Russia

(2010-2014)
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It has to be noted that a half of the new servers installed in Russia in 2013-2014 were
in-built IMB-cards for digital projectors — now their share in the market has reached 29% of
all commercial digital screens. Doremi is also leading in this segment with a market share of
64%; the share of Dolby is 11%, Christie has a quarter of cinemas with installed IMB-cards.
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Figure 54. Shares of Producers of IMB-cards in Commercial Cinemas in Russia as of
01.01.2015
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Dolby remains the most popular 3D-system in Russia. However, the leaders (Dolby
and XpanD) are gradually losing their share of the market of digital screens. Meanwhile, the
companies ranked from third to fifth (Volfoni, RealD and MasterImage) have been gradually
strengthening their standings every year, or at least keeping their shares from the previous
years. In contrast, the share of the screens which don’t have equipment for 3D-exhibitions
has been increasing: as of year-end 2014 it has amounted to 19% of digital screens.

Figure 55. Market Share of Producers of 3D-systems in Commercial Screens in Russian
Cinemas (2010-2014)
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Nevafilm Cinemas, Asia Cinema and Kinoproekt remain the leaders among the
integrators of digital equipment in Russian commercial cinemas.
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Figure 56. Shares of the Integrators of Digital Equipment in Russian Commercial Cinemas
(2010-2014)
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TRENDS IN MARKETS ADJACENT TO CINEMA BUSINESS

Traditionally, at the end of the overview of the cinema exhibition market in 2014 we
would like to analyse the main trends and events in the markets adjacent to cinema
business. Our partners from Business Russia and Cinema 360 have helped us in writing
descriptions of those markets.

Market of Cinema Snack Bars®

Falling revenue growth rates of cinema snack bars of each individual cinema in recent
years (in 2013 growth of the cinema snack bar market was achieved mainly through the
expansion of the country cinema chains), has forced Russian exhibitors to refine and
automate their business activities. They started this process at the beginning of the last
year, thus making most of 2014 quite successful for the segment of cinema snhack bars.
According to the information provided by Business Russia, each of the first ten months of
2014 demonstrated 5% growth compared to the equivalent month of 2013.

Last two months of the year changed everything: plummeting of the exchange rates
stopped the market growth and even caused it to decline — in November and December the
revenue from cinema shack bars decreased by 25%. In an effort to keep the interest of the
viewers before the high season of the New Year holidays, the majority of Russian cinema
exhibitors fixed the retail prices for the products of cinema snack bars till the end of 2014.
This had its impact on the profitability of the business as the wholesale prices for the
imported goods have predictably increased.

Thus, according to estimates by Business Russia and Nevafilm Research, the foreign-
exchange crisis caused the situation, when by the end of 2014 the revenues of cinema
snack bars in RUB have grown by 17%, whereas revenues in the US dollars have slightly
declined (1%). It is clear that the burden of the collapse of the ruble will affect the figures
of current and next years - the crisis in the area of cinema snack bars has just begun.

 The section has been prepared in cooperation with Iskander Aminov, Business Russia.
54



Figure 57. Cinema Snack Bars (2010-2014)
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The principal effect of the crisis was the import substitution in Russian cinema snack
bars: the suppliers offer domestic corn and nachos both to the largest networks and
independent cinemas. However, there is a concern related to the volumes of production of
Russian agricultural products. That would be the primary factor influencing the market
forecast of cinema snack bars for 2015 and subsequent years.

Cinema Advertising Market’

In early 2014, the market participants expressed their concerns about possible
economic crisis and the increased pressure on cinema advertising from the State Duma. It
is clear now that these concerns have been justified only to a certain point: Laws banning or
restricting cinema advertising did not pass the first reading of the State Duma, however the
market still failed to avoid the effects of the crisis.

According to the Russian Association of Communication Agencies (RACA), last year the
cinema advertising market declined by 20% - down to RUB 1,029.6 million. The share of
advertising revenue in the amount of box office returns of Russian distribution decreased
below the figures of 2010 - down to 2.4% (although it is still higher than the figures of the
crisis year of 2009 - 2.1%).

Figure 58. Volumes of Russian Cinema Advertising Market (2010-2014)
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In 2013 almost all major advertisers have continued using cinemas in their advertising
communications. Among those who haven’t were Sviaznoy, MAIF, and the Pension Fund of
Russia. In 2014, the Ministry of Health and Social Development of the Russian Federation,
Rosneft and others also entered this market.

7 The section has been prepared by Sergey Bolotin, Cinema 360.
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Top 10 of Advertisers in Number of Exhibitions in Cinemas

Megafon
National Satellite Company (Tricolor -TV)
MTS
Reckitt Benckiser (Nurofen, Veet, Clearasil)
Beeline
Sportmaster
Daimler (Mercedes)
The Ministry of Health
Rosneft

10 Lenovo
Source: TNS Gallup
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Over the last year there have been no changes of agency operators of cinema
advertising. Market participants include VI Plazma (Cinema Park, Formula Kino, Luxor) and
Cinema 360 (KARO, Five Star, Kino-Kontakt! an advertising network of cinemas with a
guaranteed amount of contacts). Also, in the same way as before, advertising departments
of the networks and local specialised agencies continue to offer advertising opportunities of
networks and cinemas.

Principal advertising services in the market include commercials before a film,
distribution of promotional products in the lobby and through ticket offices. Meanwhile, at
the end of the year IKEA launched a very bright unconventional advertising campaign at
Kinostar Teply Stan cinema in Moscow. In that campaign, which was widely covered in the
media, the company has replaced all the seats in one of the cinema halls with beds from its
new collection.

In 2014, a promising new advertising medium for the screens - dark slides, perforated
light boxes was introduced for the market. They are placed under the screens and turn on
and off along with the technical light in the hall.

The forecast for 2015 is moderately pessimistic. Based on the overall economic
situation and its dynamics, it would be safe to assume that the cinema advertising market
as well as the advertising market in general, will continue its decline.

On-Line Ticket Sales®
According to our estimates, the share of cinema tickets sold on-line in Russia at the
end of 2013 amounted to 4.8%. In 2014 this market segment continued to develop -
according to our estimates the volume of on-line sales previous year amounted to 6.5%,
although some companies have higher figures.

Figure 59. Share of Cinema Tickets Sold On-Line in Russia (2013-2014)

Share of cinema tickets sold on-line in Russia

2013 2014

Assessment by Nevafilm Research according Kinokhod,
Rambler-Kassa, Kinobilety.RF and cinema chains

The largest companies that provide their intermediary services to cinemas in ticket
sales are Kinokhod and Rambler-Kassa. Many leading networks also sell tickets at their web

8 The section has been prepared in cooperation with Svetlana Perlovskaya, Yandex. Tickets and Oleg Andreeyv,
Rambler-Kassa.
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sites using their proprietary solutions (Cinema Park, Five Stars, Formula Kino, Kinomax,
Luxor, etc.). Yandex has played a significant role in the development of on-line sales.
Starting from 2014 the company has been selling tickets at their web-sites Yandex. Afisha
and Kinopoisk (using Rambler and Kinokhod engines).

In 2014 cinemas introduced a new technology, which allowed their viewers to enter
halls with electronic tickets without printing a paper ticket. Yandex and Rambler-Kassa
introduced such projects in Formula Kino network (Moscow, Ryazan, Novosibirsk, and
Krasnodar), and in Pioneer and 35 mm cinemas (Moscow) respectively. Smartpass App by
Yandex is installed to iPad mini, which is fixed on a special stand at the entrance to the hall;
a viewer can scan a QR-code of the electronic ticket directly from the phone or a paper
printed at home (there is also an option to enter a ticket number received in a text message
on the cell phone), and take his/her seat. Other cinema chains are also planning to
introduce such technologies, either using iPad mini or industrial scanners. The
representatives of Yandex. Ticket are confident that the introduction of electronic systems
throughout Russia will trigger a substantial increase in sales of electronic tickets in 2015.

Rambler-Kassa, who revoked its 10-% service charge on tickets sold on-line by
receiving a discount from cinemas for the wholesale, also introduced a number of
experiments. For example, in the Grand Cinema network they launched a pilot project for
on-line sales of combo sets, which include a ticket and a cinema bar coupon.
Representatives of Business Russia (cinema snack bars) and UCS (ticket systems) think that
this is a promising trend. Another pilot project was launched by Rambler-Kassa in
December: people who bought tickets to The Hobbit. The Desolation of Smaug on-line, were
offered a discount for digital copies of the previous films of the trilogy by video on demand
service Okko. That was the first step towards the convergence of different channels of sales
of film content in Russia.

TRENDS AND FORECASTS OF DEVELOPMENT OF CINEMA MARKET IN RUSSIA

Trends

e there are certain developments in the area of government regulations aimed at
controlling the behaviour of the cinema market players, however the industry still
manages to protect its interests and find ultimate solutions through negotiations both
with the government and each other. However, it should not go unnoticed that there
were positive changes related to the increased transparency of the government
support system and gathering of statistics about the cinema market, as well as in
terms of the government participation in the development of cinema network in small
towns;

e in the context of increased public funding, the investments in domestic film production
have been demonstrating an outstripping growth rate. However, it may slow down in
the conditions of the increased return funds allocated by the Cinema Fund for the film
producers, and the Russia's loss of the largest market for the films in the territory of
the former Soviet Union - Ukraine. In the meantime, in 2014 the number of films of
the domestic production released on screens has increased, which allowed keeping the
market share at the level of above 18% and reducing the risk of introduction of quotas
in 2015. However, the co-production remains underdeveloped, and we cannot expect
any improvements in this area. By contrast, regional cinemas have been developing
rapidly. A growing number of films comes to screens in regions, which allows local
producers to return their investments and invest in the production again while seeking
assistance of the local ministries of culture;

e in the field of home cinema there is growing trend of transition from the broadcast TV
and video on physical media to specialised cable channels and video services on
demand (Internet and Smart-TV). These processes are accompanied by declining
revenues of the copyright holders from the obsolete methods of film content
consumption (discs and broadcast TV) and low level of compensation of these fading
revenues on the part of the increasing revenues from PPV TV and VoD;

. digital revolution in world cinematography enabled the film production for cinema
screens at a lower price and contributed to the increase in number of independent
players in the Russian market, who experiment both with wide and narrow releases.
However, by 2014 digital distribution capability to expand film selection in Russian
cinemas and increase distribution circulations had been exhausted. It became clear
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that the time for experiments was over, and for some of the oldest and strongest
independent distributors such experiments were quite unsuccessful. It was no longer
possible to return investments made into quality independent and art house cinema in
Russia after the reduction of purchases and decreases of prices on part of the
broadcast TVs: a number of cinemas in the country that would work with serious films
is not really increasing, and the Internet sales has not been bringing as much revenue
in view of the high level of video piracy. Similar issues will further reduce a humber of
film distribution companies and ensure consolidation of the Russian market;

recently there has been a decline in number of Russian citizens at their active cinema-
goers age (15-24 y.o.), which affected the attendance both of the most successful
films, and in general, per each film. It is clear that it would be futile to expect a rapid
growth of attendance like in the previous years. In 2014 distributors have expanded
their offer of family and children's films in anticipation that the audience, which filled
the cinemas at the beginning of 2000’s, would return into cinemas and bring their
children there. However, this special offer has not been in demand. Nevertheless,
there is still a trend for special offers for children in 2015 - there are new projects of
animated almanacs during morning and afternoon screen-shows. Those offers of the
distributors are supplemented with opening specially fitted children screens in cinema
chains (the first chain to do so was Formula Kino in Moscow);

small towns (with a population of less than 100 thousand people) remain to be an
ultimate potential resource for expansion of Russian cinema chains: more than 70% of
their population doesn’t have access to the cinema exhibition services today. On the
other hand, investments in the construction of cinemas in these territories are
insufficiently profitable: even though projects of similar network cinemas keep
appearing in the country, so far the only positive experience was that of re-equipment
of old community culture centres at the expense of regional budgets (Krasnodar
region, Tula region). Due to regional and federal budgets this trend will continue in
2015-2016;

due to high risks and small capacity of undersaturated markets, in the past two years
cinema chains have been giving their preference to the capital cities where population
had higher income and the cinema consumption was more developed: in 2013-2014
the highest number of multi-screen cinemas in RECs were opened in St. Petersburg
and Moscow. And judging from the plans declared by the developers of Retail Centres,
this trend will continue during the crisis years of 2015-2016;

as a result of glut of supply in the market of large cities in Russia, we see a decline in
average attendance and box office returns per one cinema screen; in 2014 these
indicators amounted to 48.8 thousand and RUB 12 million, having decreased by 11
and 8.6% respectively. Curiously enough, that even though an average take per seat
in Russia fell by 4.8% in 2014, but it is currently at the level of 2011 - in 2012-2013
this indicator was growing. Such fluctuations can be explained by a more proportional
reduction in the average number of seats per one cinema screen compared to the drop
in attendance per screen (about 4% annually: in 2011 it was 185, last year - 163);
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Figure 60. Average Consumption per One Screen and One Seat in Cinemas in Russia
(alternative content and regional film production not included), 2011-2014
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. players in competitive markets feel the outflow of viewers from their venues and try to
attract customers’ attention by offering new and exciting concept of the screens. In
2014 first megaplexes (cinemas with 16 screens or more) were opened in Russia, the
segment of the VIP-film services (primarily in Moscow and Saint Petersburg) was
actively developed; pricy amusement cinema formats (super sound and motion
effects) were promoted. It demonstrates that the cinema operators hope for the influx
of wealthy audience. On the other hand, it also showed cinemas’ commitment to
attract adult audience in the context of a reduction of number of young people in the
country;

) Meanwhile, the crisis that hit Russian cinema exhibitors in November and December
would likely slow down the trend to focus on affluent consumers. In the meantime, the
first noticeable consequence of the crisis has been a delay in full transition to digital
cinema in the country (due to a sharp rise in price of the equipment). But most
importantly, there has been a decline in revenues from activities related to film
exhibition: advertising revenues (this segment always responds to any crisis abruptly)
and profitability of cinema snhack bars (prices of imported products grew faster than
such prices could be increased for the end customer). At the same time the fears that
the cinemas would be affected by increased rents (denominated in foreign currency)
have not panned out. The majority of Russian cinema exhibitors either have their own
premises or they have long been settling accounts in RUB (since the crisis of 2008-
2009); the others managed to handle this issues with the lessor by transition to
turnover percentage, settlement of accounts in RUB, or by setting currency rate limits.
Joint open letter of the major cinema chains to managing companies of Retail Centres
also contributed to resolving the matter with the lease. In that letter the networks
announced a moratorium on the entry into the venues becoming available due to high
lease rates;

o in a context of down economy accompanied by fewer opportunities for expansion
where owners and managers of cinemas are forced to make emphasis on reducing the
costs, many cinema exhibitors decided to make changes in their HR policy: among the
first to be laid off was the operating personnel of cinemas. But it is also a consequence
of the long-term trend of automation of the processes of cinema management.

Forecasts (2015-2019)

Forecast of the Russian cinema market development for the period of 2015-2019 has
been performed in several stages:
forecast of the number of cinema screen to be opened,
forecast of cinema attendance in the country,
forecast of cinema ticket price and box office returns,
forecast of the number of cinema screen to be shut down due to decline of box
office returns per screen,
o forecast on the number of cinemas and screens.
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The forecast has been made upon analysing a variety of factors that can influence the
development of the cinema market: some of them have been disregarded in the process
due to statistical insignificance of their direct impact on the cinema market (including
Russian investment-grade ratings, oil prices, credit interest rates), inability to prove such
impact (e.g. it is difficult to forecast the impact of properly introduced CAIS on the
relationship between distributors and cinemas), or the loss of relevancy of certain factors
(for example, the threat of introducing quotas in February 2015 forced us to consider such
factors as the number of Russian films produced, repayment of the Cinema Fund
investments, etc,; after the Minister of Culture had announced that the quotas in 2015
would not be introduced, this group of factors was removed from consideration). The risk of
the growth of rental rates appeared to be insignificant: by February 2015 the majority of
cinema exhibitors surveyed by us has solved that matter; the open letter to the
representatives of trade centres signed by networks Cinema Park, KARO, Kinomax, Formula
Kino, Monitor, Mirage Cinema, MoriCinema, and Charlie in December 2014 was instrumental
in resolving this matter. According to the letter, all of the abovementioned networks refused
to rent facilities in the RECs vacated by other parties unless this REC negotiates on the
rental rates.

Thus, the final reasoning behind the forecast of the Russian cinema market for the
upcoming five years is as follows.

Figure 61. Reasoning Behind Forecasts of the Russian Cinema Market
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We expect that the number of newly opened cinemas in 2015-2016 will be influenced
by the plans of developers of retail and entertainment centres, which will soon complete the
projects started earlier (according to Cushman&Wakefield, Colliers International, Knight
Frank, Jones Lang LaSalle, CBRE, as well as Nevafilm Research databases); in addition, the
forecast on the number of newly opened cinemas in small towns during this period took into
consideration the plans of the Ministry of Culture of the Russian Federation and the regions
to retrofit their community culture centres and cinemas in the regional centres. The forecast
on the number of newly opened cinemas for 2017-2019 is based on the speculations of
improvement of social and economic situation in Russia and is made by analogy with the

60



events of the post-crisis years of 2011-2013. Also, due to spikes of the exchange rate, we
revised our forecast regarding digitisation or closures of remaining film-type screens in the
country (although the influence of this factor on the overall number of closures has been
insignificant).

The number of attendances has been based on the number of screens. The higher the
latter number, the higher will be the number of people that have access to modern film
exhibition. Therewith the factor of demographic changes in the country has been taken into
account: based on the monitoring of cinema viewers made in 2013, a frequency of film
attendances by different ages of Russian viewers was assessed. That frequency was then
imposed on the forecast of the Russian Federal State Statistics Service in terms of number
of age groups of city residents in the following years. It was also noticed that the
attendance was affected by the number of copies of films in distribution (this suggestion
had a more statistical weight than the factor of the amount of the films in distribution).
Finally, we have considered a schedule of releases of the popular franchises (revealed so
far). Episodes of such franchises became event films in the previous years (collected more
than 5% of the residents of the cities with cinemas).

Figure 62. Forecast for Total Admissions in the Country (2015-2019)
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We have also learned that the real household disposable income has an impact on the
price of cinema attendance, while their role in the number of admissions in the country is
statistically insignificant. We made a forecast of the box office revenues (in December 2014
prices) based on the predicted real price of a cinema ticket.

Figure 63. Forecast for Real Ticket Price (2015-2019), in RUB in Dec 2014
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Figure 64. Forecast for Real Box Office Returns (2015-2019), million RUB Dec 2014
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Box office returns formed the foundation for the forecast of the number of cinemas to
be closed - we have revealed that the returns per screen have an impact on the number of

closures with one year lag.

Combination of the number of expected closures and newly opened cinemas resulted
in a forecast of the total number of cinemas and screens for the upcoming five years.

Figure 65. Forecast of the Number of Commercial Cinemas and Screens in Russia
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