The Board of Governors on May 29, 2009 received thisreport for INFORMATION.

May 20, 2009
| REPORT FOR FORMATION
To: The Board of Governors of Exhibition Place
From: Dianne Young, Chief Executive Officer
Subject: CNEA Commercial Relationships — Inflationary Increases
Summary:

The attached report from the General Manager o€fREA (Appendix A) and the Confidential Attachmdnto the
report which involves security of the property bejmg to the CNEA which should not be disclosedider to
protect the economic interests and competitive lagdl position of the Association, provides infotioa with
respect to the CNE’s ancillary sources of incomd aations taken by the CNEA to increase revenuas fits
commercial customers.

Financial Implications:
There is no financial implications arising fromsheport.

Decision History:
At its meeting of April 23, 2009, the Board of Diters of the CNEA received this report for inforiat

Issue Background:
At its meeting of September 14, 2007, the Finamzk Audit Committee of the Board of Governors coasadl and
recommended for approval the 2008 Operating Budget,further requested that the CNEA report its roencial
relationships with respect to rental and concesagneements reflect an inflationary increase, wipassible, and
undertake the necessary steps to achieve this.

APPENDIX “A”

April 20, 2009

To: The Finance & Executive Committees and BoarBiodctors
Canadian National Exhibition Association

From: David Bednar, General Manager

Subject: Inflationary Increases - CNEA Commercial Relationslips

Reason for Confidentiality:

The Confidential Attachment to this report is cdefitial as it involves security of property belamgito the
Canadian National Exhibition, and it is recommentiet this information not be disclosed in ordeptotect the
economic interests and competitive and legal posibf the Association.

Summary:

This report provides background and informatiorardgng the CNE’s ancillary sources of income artibas taken

by the CNEA to increase revenues from its commemiatomers. These revenue sources include those f
commercial vendors (also known as exhibitors), FBadding vendors, concessionaires (outdoor ganmeisfaod)

and midway provider, North American Midway Entemtaent (NAME). Research has shown that as many as a
third of our visitors attend the fair for midway siopping activities and that, on average, 80%uofattendees visit

the Food Building each year. Ancillary revenuesipdse a significant portion of our annual opergtiudget.

The sources of revenue which are the subject sfréport fall divide into two distinct categoriespgnding on the
way the fees are calculated: fixed rental fees §oeiare foot or by booth) and license or concesigiea based on
percentages of income. The CNE has derived incte@senues from its Commercial and Food Buildingileors



as a result of rental rate increases, whereas ueviegreases from outdoor concessions and the njitieee come
by way of unit price increases and increased salesthe years.

As explained in more detail below, the CNEA consideach area individually. The following chartowh
summary information by area. The first row shoWwe thanges in rates as approved by the CNEA bdfard o
directors. The second row shows the change froam te year in actual income earned in these caegdthe
confidential attachment contains the dollar amouatsupport the percentage calculations). As &ggmote, it
should be remembered that the CNE had a very gead in 2004, did not do as well in 2005 and 200ént
rebounded in 2007 and 2008.

COMMERCIAL VENDORS (EXHIBITORS) FIXED RATES - % INCREASE FROM PREVIOUS YEAR

2005 2006 2007 2008
Rate Change 0% +3% 3% 0%
Actual Revenue 0% +206 +1% +20
Change

1At Home Pavilion corner premium was added
2 Warehouse Outlet was increased by 10%, and @rifts and Hobbies was increased by 6%
FOOD BUILDING FIXED RATES - % INCREASE FROM PREVIOUS YEAR

2005 2006 2007 2008
Rate change 0% 0% 0% 0%
Actual Revenue 0% 2 506 1% -3.5%
change
MIDWAY CONCESSIONS AND NAME - % INCREASE FROM PREVIOUS YEAR
2005* 2006* 2007 2008
Rate change 0% 0% 0% 0%

Actual Revenueg
change
* 2005 and 2006 were years in which the CNE didmegt attendance projections

-7% -T% 11% 15%

As well as providing historical data and review ggdures for these commercial relationships, thgonteand
confidential attachment substantiate that, allowfimgthe normal fluctuations of a seasonal eveat, @mmmercial
relationships continue to grow and adapt in terrhgpmsentation, customer service, and reasonalzenia
increases.

Financial Impact:
There is no financial impact as a result of thjgont, although the actions taken as describedisnréport influence
the annual operating budgets of the CNEA.

Decision History:

At its meetings of September 14, 2007, the Finagadeudit Committee of the Board of Governors consatethe
2008 Operating Budget Report and recommended tieaCNEA commercial relationships, with respectdnotal
and concession agreements reflect an inflationacyease, where possible, and that the CNEA undertha&
necessary steps to achieve this.

Issue Background:

It is generally acknowledged within the fair sectiont commercial relationships constitute a majmstemer base,
second only to the fairgoer. It is often said ttet “first” customer buys a ticket to the fair, evbas the “second”
customer rents a booth or signs a concession agreerifhis notion holds especially true in the giog culture of
Toronto. The CNE has more commercial exhibitoenthny other fair in Canada, if not in North AmaricOur
food and game concessions, and midway activitiesatso extensive. Research conducted at the CNE the
years has shown that as many as 33% of our visittend the fair specifically for these activitiasd that, on
average, 80% of our attendees visit the Food Bhdldiach year.

Comments:



The sources of revenue which are the subject sfréport fall divide into two distinct categoriespénding on the
way the fees are calculated: 1) fixed rental fees §quare foot or by booth); and 2) license orcession fees based
on percentages of income.

» Fixed fees are levied on commercial and Food Bugjdixhibitors

» Except for the mobile vendors, percentage-based idtarged on outdoor food and games concessions

» Percentage-based rates levied on the sole ridédemWAME

Whereas fixed rental fees have increased over ¢aesy percentage-based rates have remained thesgaraehe
early 1990's. Therefore, the CNE has derived iaseel revenues from its Commercial and Food Building
exhibitors as a result of rental rate increases.th@ other hand, revenue increases from outdoaressions and the
midway have come either by way of unit price insesa(initiated by licence holders) or through iasex sales.

The CNEA has made diligent attempts to increasseettacillary sources of revenue. At the same tineare

sensitive to the operational risks facing our pendn As with primary sources of income, such ésndtince and
parking, these revenues are heavily influenced byyaad of factors such as programming, marketsagial

trends, and, of course, the weather.

As explained in more detail below, the CNEA hassidered each area individually rather than applgegeral fee
adjustments.

Commercial Venders (Exhibitors) (fixed):

Since we require of all our participating exhibgdhat they staff their booths all 18 days from miog to night
(minimum 12 hours per day), the CNE is often vievgdexhibitors as a very long and expensive shaMhen
comparing CNE rates to other shows/fairs, and takimo consideration the additional costs of admissand
parking passes, CNE rates are near the top ofdhle ¢see also — “Rental Rate Increases — 2009 Chiked
November 17, 2008).

% INCREASE FROM PREVIOUS YEAR

2005 2006 2007 2008
Rate Change 0% +3% 0% 0%
Actual Revenue 0% 120 +1% 120
Change

1 At Home Pavilion corner premium was added
2 Warehouse Outlet was increased by 10%, and @réffs and Hobbies was increased by 6%

* In 2005 a number of exhibitors were asked to clgartheir presentation, which required a substantial
investment of funds on their part. Our intentioaswto eradicate the look and feel of a “flea markan
increased rental rate at this time would have lktrimental to the intent of this improvement praogr

* In 2006, rental rates were increased by 3% inetdlir pavilions.

e 2007 rates remained at 2006 levels but a cornenipre rate was added to the Bare/Bulk space rated uns
the At Home & Shoppers pavilions.

e 2008 rates in all pavilions except two (WarehoustdRsion and Art's Crafts & Hobbies) were againdhat the
2006 rates. Rates in the Warehouse were incrdnse@% and in the Art’s Crafts & Hobbies by 6%.

* In 2008, due to the move of the Farm pavilion te BLC, Sportzone was cancelled and the Warehouse
Extension was proposed as a revenue replacemaritingsin a minor loss, some of which was made up
through the sale of additional outdoor retail.

» For 2009, there is a general increase of 2%, exfoegdhcreases of 5% in the Warehouse Outlet / isiten
(WH) and in Heritage Court (HC).

We plan to continue to review all rental rates aliyuand propose increases or adjustments betwaeiiqns

whenever it is appropriate to do so.

Food Building (fixed):

Although there are many other fairs with pavilimrsbuildings dedicated to food service, it is intpot to note that
the size, scope and popularity of our Food Buildimake it unique. CNE staff have visited many laf@jes across
North America and have never seen a comparableeyembether the comparison might be on the basithef
variety of types of food offered, the size of thaléhng, or the number of “deals” made availabldhe fairgoer.



% INCREASE FROM PREVIOUS YEAR
2005 2006 2007 2008
Rate change 0% 0% 0% 0%

Actual Revenue 0% 2 5% 1% -3.5%
change

Research on site has repeatedly indicated that @@NE fairgoers visit the Food Building despitengulaints
from any attendees that the building “isn’t whatised to be”. On-site research, which was conduatehe 2003
CNE clearly indicated that CNE fairgoers considetieel Food Building to be an attraction, not meralyood
service venue. For these and other reasons, we teaded to give the vendors in the Food Buildiomewhat
special treatment.

Historically, we have offered incentives for earBnewal of contracts and for three-year commitmentfiese
incentives were seen to be necessary to ensurepgmpmix of vendors and hold popular vendors inkhgding.
2008 marked the final year of a three-year contpaciod, which promoted a re-examination of ratébere is no
longer any incentive for early renewal. Three yaamtracts, which have historically been favourgdhe majority
of vendors, are still available, but no longer garfinancial incentive. For 2009 and beyond, ¢hyears of rate
increases have been approved (3% in 2009, 2% i@, 20 2% in 2011), but the CNEA has effectivebersed the
option of higher rate increases for new contracdthimw that three-year period. In prior three-ygariods (e.qg.
2006-2008), one-year contracts were subject to@mate increases which were higher than contisigtsed for the
full three years.

Looking to the future, the CNE will continue to fecon the variety of food offered, ongoing Food Paymotions,
and building cleanliness and appearance issuetes Réll continue to undergo regular reviews ohraé-year basis
or more frequently if needed.

Midway Concessions and NAME (%):

The CNE’s midway layout has two main componentsarl)area designated for NAME and 2), an “indepetiden

area situated in separate locations on each sitte dMAME area. This area is commonly called tHerse Palace

line” and the “Princes’ Blvd. line”; together theyre referred to as the “Independent Lines”. TheM¥Aarea

includes rides, games and food, whereas the Indepeines are usually restricted to game and fowttessions.

The Independents all book their locations direwatith the CNE.

% INCREASE FROM PREVIOUS YEAR

2005* 2006* 2007 2008

Rate change 0% 0% 0% 0%

Actual Revenue 7% 7% 11% 15%

change
* 2005 and 2006 were years in which the CNE didmegt attendance projections

All of these concessions, including NAME's, are jgab to detailed scrutiny and annual review. Fa@mgnyears,
the CNE has kept individual records for each cosioes including photo(s), revenue records, and sate
operation and product quality. While percentagesdor these concessions have been stable, wrathoiree each
concession individually as well as with regard lie tmix of games and food in the overall lay-outll ¢k this is

done with a view to generating increased revenugkeproviding an enjoyable experience for our oosrs.

The construction of the BMO Field Stadium and ongdaimplementation of Exhibition Place’s Design Cepichas
prompted a major review of the midway layout ang thle of the Independents within that layout.ahticipation
of future changes on site, the CNE is working vétkhibition Place to provide in-ground servicingaitow for a

“permanent” layout site for the midway. It will flexible enough for the midway to change from yeayear, but
will help to improve the appearance and functidgadif the site by removing electrical, water anaidrservice
from the surface. These changes will have a beakéffect on concession and ride revenues.

After the 2007 CNE, we met with each one of theepmhdent operators to give them general informadioout
impending changes and to inform each of them ofifipémprovements we expected to see in their i@atibns for
the 2008 CNE. In addition, new operators were ghvunto the mix in 2008. While we are still asseg the
results of all locations, the one new operatorasthwy of special note. He was granted concessiemses for only
two locations, both of which exceeded expectationterms of appearance and staffing. Not surpgiginthese



games also earned revenues that exceeded surrgundations, most days by a significant margin, imgkhem
the first and third highest revenue generating gaomethe Independent Lines in 2008.

The CNE will continue the review process of Indegent operators in order to raise the standarddangs on this
portion of the midway. This, in conjunction witlironew contract with NAME, will result in an impregt midway
presentation and experience for our customers,hwluitt increase our revenues.

It is likely that current percentage rates will @mas they now are and that ongoing increasesvianue will
derive from improved concession operations and abprice increases to the customer by the operatarsecent
survey conducted with fairs across Canada showatdhb concession rates charged at the CNE arewtlith upper
tier of rates charged in other parts of the count®l individual concession licenses will continte be carefully
reviewed each year. We have just completed tise year of a new contract with NAME and are pleaséH the
results. The contract is for a five year term witle option to renew for an additional five yearBor both
Independent operators and NAME, percentage rageasafollows:

Food Concessions 21 %

Merchandise/Skill Games 23%
(excluding games where money is the prize)

Game Concessions 45%
(where money is the prize)

Arcade Concessions: 25%

Merchandise Booths: 25%



