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INTRODUCTION 

Insofar as organisations representing professionals in the film, video and broadcast industries have 

(a) substantial knowledge and experience of the industry, and 

(b) a right to participate in the determination of the industry’s future, the organisations who have 

participated in this report have done so with the intention of contributing to the best possible 

framework for the future funding and administration of the industry. 

This report represents the consensus view of all the major representative bodies in the film industry, which 
are listed in Addendum 1. 

The report is intended to establish the broad principles of the issues raised, and does not attempt to tackle 

any detail. We freely acknowledge that the matters raised have not been adequately researched and our 

conclusions and recommendations cannot be definitive. This is one of the reasons for our recommendation 

that a research body should be established to further investigate the proposals in this document. 

Because of the role that video productions can play in strengthening the audiovisual communications network 

in South Africa, the term "film" used throughout the document is meant as a generic term for both film and 
video. 

In view of the process of negotiation currently taking place in South Africa, the Film and Broadcast Forum 

believes it would be to the detriment of the film industry if any single party to negotiations attempts to 

unilaterally restructure the system of public aid to this industry. 

We therefore submit the Consensus Report to all the participants in Codesa/The Interim Government and 

urge them to give serious attention to the establishment of structures necessary to address the issue. 

Communication is one of the cornerstones of democracy. South Africa’s mass communications infrastructure 

is underdeveloped and unable to meet the demands placed upon it by changing conditions. 

Film and video can make an important contribution to the process of democratisation and development that 
needs to take place, but it can only do so if the current structures of state regulation and support are changed 
to reflect new priorities.
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SUMMARY 

. The participating industry bodies are united in the belief that the administration of, and state support 

for the feature film industry needs to be re-established on an entirely new basis. The unsatisfactory 

state of the industry clearly indicates a lack of direction. 

2 We recommend that State aid to the film industry should be administered by a new statutory body, 
referred to as the South African Film Foundation. 

: We recommend that a Research Team should be established to thoroughly research all aspects of the 
proposed statutory body, and to make definitive recommendations on its establishment, staffing, 
functions, etc, in consultation with a variety of interest groups. 

- We argue that films are an important part of the cultural domain of any country, but particularly 
important in South Africa, where social change depends on the quality of communication in the 

society. Thus a plan for the continued existence and improvement of film productions is in the 

interest of the South African people. This argument is supported by international examples, as most 

countries support their film industries in various ways. 

- We suggest that certain other matters relating to the film industry could fall under the SAFF, to 

facilitate a continuity of logic in decision-making and to establish a central identity for the industry. 

- Our proposals in regard to financing are subject to the findings of the proposed Research Team. The 

South African Film and Television Institute and the Film and Allied Workers Organisation have 
agreed to initially differ on the guidelines for funding and two separate proposals are submitted in 
this regard. We are confident that the research team will make the recommendations required for the 
finalization of a financial structure. 

- We discuss the influence that the distribution, exhibition and broadcasting industries have on local 
film makers.
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MAIN RECOMMENDATIONS 

1. ESTABLISHMENT OF A STATUTORY BODY 

We believe the best solution for the successful funding of the feature film industry is through a statutory 
body. The aims and objectives of this body would be to: 

= promote the development of an indigenous, national South African film industry, free of racism and 
sexism 

- set up financial mechanisms involving both the state and the private sector to support this objective 

- put the funding and administrative procedures of the film industry on a sound, consistent and 
equitable footing 

- put the funding and administrative procedures in the hands of suitably qualified personnel 

- make the industry responsible for liaising with the statutory body to utilise the funding in the best 
| possible way 

= serve as the basis for the overall rejuvenation of the industry 

- adopt affirmative action policies to redress the imbalances of the past 

= support film training 

- support wider distribution and exhibition of local product, films and videos, particularly in areas who 
currently have the least access to audiovisual communication 

- fund ongoing research into audiovisual matters and to make the information available as widely as 
possible 

a maintain relations with foreign film industries 

- fund film and video archives 

The proposed statutory body is referred to as the "South African Film Foundation" (SAFF) in this 

- document. It is merely a working name and could be changed in time. We recommend that the statutory 

body, be implemented as soon as possible, as a priority by Codesa/Interim Government.
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man SIVABEISHIMENTEO EME E SARE 

For the SAFF to be successfully launched, a good deal of researcri would be needed. We are thus 

recommending that a sum of money sufficient to fund a directorate for the SAFF and a supporting reseach 

team, should be made available with immediate effect. 

ESTABLISHMENT OF THE BOARD OF DIRECTORS 

The board of directors should be appointed by the appropriate section of Codesa/the Interim government, 
from invited nominations of suitably qualified candidates. The directors appointed to the board should be 

representative of, or skilled in one or more of the following areas: Law, Finance, Industry (appointments 
should be made with specific regard to the knowledge required viz a viz the film industry), Education, the 

Community, Culture, and an academic, A full time executive director should report to, and be included on, 
the board. We would suggest that the chairman of the board is a permanent appointment, either for a specific 

tenure or reviewable on a regular basis, and that other members could be rotated. 

No candidate with a material vested interest in the industry, could be appointed to the board of SAFF, unless 

they were prepared to divest themselves of this interest. Cognizance should be taken of the fact that we are 
dealing with an industry with a cultural overlay. 

There are further comments relating to the structure and functions of the staff of the SAFF on page 12 of 
this document. 

Research Team - Establishment 

We believe the Research Team should be established as a priority by the board of directors of SAFF, as part 

of this statutory body, to which it will be responsible. This will give proper control to funding, and 
continuity to the research which will become an ongoing function of the Statutory Body. 

We recommend that the research team should consult widely within the industry, with Government and other 
political players, with cultural, financial, educational and training institutions, international film, television, 

video and development experts, with broadcasters and with representatives of civil society. The research 

team should also consider overseas bodies more closely, for suitable models. 

Finally, the Research Team should make recommendations to the board of directors on the establishment, 
structure, management, area of operation, personnel and procedures of the SAFF.
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Research Team - Structure 

We believe the Research Team should consist of a full time Research Leader and the necessary fulltime staff 
(we estimate Leader + 3 researchers and one secretary). 

The Research Leader will be responsible to the director of the SAFF , assigning work to the researchers, 
keeping to deadlines, and budget administration. 

The Research Leader and researchers will also undertake consultation with relevant political, commercial 
and cultural interests, and internationally with such sources as can be helpful. 

CULTURAL AND DEVELOPMENTAL VALUE OF THE FILM INDUSTRY 

Every culture views itself through its communication media, its arts literature and entertainment. This self- 
perception is vital to healthy and creative communities; sophisticated and versatile media are a hallmark of 
successful societies. 

Furthermore, the successful transformation of society in South Africa is completely dependant on 
communication. We will, in a sense, be bringing down our own Berlin wall - the artificial communication 
barrier between people. We have much to do in rediscovering our own history, discovering our neighbours 
and compatriots, and developing a sense of the value of our society which has historically been suppressed. 

At the same time, we will be communicating with the outside world to a much greater extent than in the 
past. South Africa’s return to the international community as an Apartheid-free society will require many 
levels of communication. 

Film uses the language of images; in a country with low literacy and a variety of spoken languages, this 
language is the most effective communicator of all. Films like Katrina, Mapantsula, Fiela se Kind and Taxi 
na_ Soweto have already shown a capability in tackling issues across cultural divides and providing a 
perspective from community to community in SA.
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INTERNATIONAL NORMS 

Most of the nations of the world acknowledge the importance of their filii industries for the reason discussed 
above. Moreover, most countries have to deal with the domination of American films at the box office. (For 
a discussion of the reasons for this domination. see Addendum 2.) It has reached the point where American 
films now by and large define the artistic and entertainment conventions of popular film throughout the 
world. American films are the norm; everything else is deviant. 

The consequences of this for non-American cultures have been severe, and many countries have taken steps 
to support their indigenous film makers.. 

Australia: 

The Film Finance Corporation has for many years supported TV and film production, funding project 
development, production loans and prints and advertising grants to the extent of about Aus $60 million 
annually. 

France: 

The Centre National de la Cinematographie (CNC) serves as a clear example of the success that is possible 
through a good statutory body. There are two clear measures of this success: Firstly, French film attendance 
in 1990 amounted to 120 million tickets sold, an average of 2,3 cinema visits by every man, woman and 
child - much higher than for any other country that was studied. Secondly, of these tickets, 37% were for 
French films, a figure that is about double other western countries. (See Addendum 3 for an in-depth study 
of the CNC system) 

Burkina Faso: 

State support to and administration of the film industry in Burkina Faso operate along the same lines as those 
of the CNC. It is currently one of the biggest film-producing countries in Africa (including South Africa) 
and it has clearly demonstrated the developmental and communication value of film, especially in its rural 
areas. 

More research needs to be done about film structures elsewhere in the world, particularly in other 
developing countries. 

Economically, the film industry has potential for import substitution in terms of American product. It also 
has the capacity to earn foreign exchange, and to create employment.
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GUIDING PRINCIPLES OF THE STAFF 

The SAFF will be an independent statutory body 

The SAFF will be an independent statutory body, headed by a Board of Governors appointed from 

leaders in the society and in communications and the media. The SAFF will employ professional full- 

time staff with appropriate skills. Its composition will be such that it cannot be used to further the 
commercial interest of any one company or sector of the industry. 

Funding procedures should apply to different branches of the industry and should encourage films 
of all types 

Commercial viability must not be the sole criterion for the support of films. All types of films - 
entertainment, cultural, educational, art, international co-production, etc - must benefit. The 

underlying assumption here is that a diversity of film types makes the industry as a whole more 

healthy; an exchange of experience between various types of film-making enlarges them all. An 

industry which is focused exclusively on maximising profit would inevitably become shallow and 

artless. The current system of automatic aid to the film industry is on its own not sufficient to 
achieve the required diversity of films. Mechanisms for the unbiased allocation of selective aid 
(involving the selection of scripts and projects according to specific guidelines) should be put into 
place. 

SAFF to liaise with local television industry 

As film products routinely earn a significant portion of their income from TV licensing, the SAFF 
should be constituted with a view to converging its aims with that of the television industry. If an 

Independent Broadcasting Authority comes into existence, the SAFF would liaise with the IBA in 

matters of mutual interest. 

OTHER AIMS 

The promotion of visual literacy and the cultivation of local audiences for local productions. 
Improved training facilities 
Protection against foreign exploitation 

Audit of box office receipts, or SAFF control of cinema ticket sales, to be determined by the Research 
Team.
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SAFF’S FUNDING SCHEME - MECHANISMS 

- SAFF financial support mechanisms should cover all stages of film production 

Historically, subsidies have been granted on the basis of box office performance. The new 
mechanisms should take account of the need to support the industry at all levels. Funding should be 
available for production, distribution, exhibition, training, script and project development, co- 
productions, marketing etc, of film and video productions. 

- No film may be totally funded by the SAFF 

Whatever financial support mechanisms are used to promote film production, no film should ever 
receive total funding by these mechanisms. The requirement of satisfying an audience and thus 
creating audience demand is an integral part of the film-maker’s responsibility, and funding should 
not be such that it relieves him of this responsibility. Furthermore, maintaining a level of risk for 
the producers allows the natural market forces to play a role. The SAFF will not assist any film 
project where such assistance would create a situation where the producers are in profit prior to 
release of the film. 

= Funding of films should employ a variety of mechanisms 

In general it is agreed that the traditional box office subsidy alone is not an effective mechanism for 
support of the industry. Box office subsidies may continue, but only as one of a range of funding 
mechanisms. Others include grants, subordinated loans, and low cost loans. 

- The State assist in the export and international marketing of films 

Notwithstanding any support via the SAFF, producers who are exporting films should be granted the 
Same assistance that is given to all other export industries. 

- Funding mechanisms should encourage private sector involvement in film projects towards building 
a strong local film industry 

- Donations to the SAFF should qualify for deduction in terms of section 18a of the Income Tax Act.
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FUNDING THE SAFF 

In addition to direct state grants, mechanisms of ongoing funding should be put into place. 

Possible financing for these mechanisms: 

Taxation 

In many countries, film industry support schemes are financed by a levy on cinema tickets and TV licences. In South Africa, the recently introduced VAT on cinema tickets provides additional income to the fiscus of the order of R60 million. The research team should investigate the possibility of channelling those funds to the film industry support scheme. 

Other possibilities are: 

Import duties 

An import duty on foreign programming for theatrical, video distributors and broadcasters. 

AND 

Withholding tax levied on foreign remittances, made by broadcasters and distributors to international principals, at a level of 10% could net approximately RSO million for the fiscus.
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STRUCTURE AND FUNCTIONS OF THE STAFF 

Board of Directors 

The Board of directors that controls SAFF will initially draw up the aims and procedures of the SAFF and 
will be instrumental in implementing the new mechanisms required to re-structure the industry and the 
legislation which will govern it. Thereafter they will meet regularly to guide the executive and full-time 
staff in interpreting, revising and carrying out the aims of the SAFF. 

This will include, inter alia, determining broad criteria for films qualifying for assistance, the distribution 
of funds across films of different types, the degree of assistance producers can expect from SAFF staff, 
reporting procedures, etc. 

Executive and full-time staff 

The SAFF should be run by a Chief Executive and full time staff according to the guidelines laid down by 
the Board. To be suitably qualified to carry out their task, the executive and staff will be people with an 
understanding of the film industry, business in general, contractual and legal matters, film training. etc. It 
is thus probable that the SAFF will be staffed by people previously employed in the film or related 
industries, merchant banking, etc. 

Staff members must have no financial interest in any film production or facilities company. 

It is conceivable that the SAFF may from time to tome appoint or second temporary staff to handle short- 
term functions, to advise or assist in implementing schemes from overseas, etc.
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The executive and staff of the SAFF will carry out the aims and intentions laid down by the Board of 

Governors. We repeat that we believe that these functions should be fully researched by the research team, 
but we believe they will include the broad areas described below. The number of activities might seem large, 
but we foresee a small staff which wears many hats. We firmly believe that the SAFF should be structured 
in such a way that it is an efficient, enthusiastic team, and not a self-serving bureaucracy. 

Areas of operation 

Administration and internal finance 

This function will include the efficient management of all funds received by the SAFF. 

Assisting films which are essentially commercial 

This department would receive and consider applications for funding for producers, and liaise with them in 

structuring their financing in such a way as to take advantage of the support mechanisms of the SAFF to 
maximise their appeal to private enterprise. This category may be further sub-divided. 

Assisting films which are essentially non-commercial 

We believe this function is significantly different from the above, in that the SAFF will probably be 

supplying a greater proportion of the management skills, guiding the producer in the efficient management 

of his project. The SAFF would also provide guidance in structuring the project so that it is as attractive 
as possible to broadcasters and other users who might provide additional income to the project. This category 
may be further sub-divided. 

Training 

The SAFF should facilitate the co-ordination of all film-related training schemes, in company, in universities 

and technikons, etc.
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Promotions Department 

The SAFF should fund activities which promote local films, publicize the achievements of our film-makers, 
draw attention to the cultural and entertainment value of our films, and generally place the film industry in 
the awareness of the local and international public. An expert team which specifically promoted film as an 
investment medium to the financial community could also show the flag at suitable occasions like the annual 
Financial Mail investment conference, etc. 

Industry Liaison 

The SAFF should not be remote from, or authoritarian towards, the film-makers it serves. There should be 
a consultative forum between the SAFF and film-makers, to allow for active participation by the industry 
in the activities and direction of the SAFF. Extending this, we believe the SAFF will have a useful role to 
play in being the "home" of the industry. Because SAFF staff will deal with film-makers at all levels, they 
will be able to perform many informal liaison functions within the industry, and between the industry and 
others. 

Archive management 

The SAFF may not necessarily physically administrate the archives, but might allocate funding for that 
purpose. 

Research and information 

The Research and Information section of the SAFF should conduct and facilitate research into all aspects 
of the film and television industries. 

Short Films 

Support for short film projects should be designed to enable newcomers to the film industry to gain 
experience. 

Regional initiatives 

The SAFF will support and encourage the development of cinema and video centres in the different regions 
of South Africa. 

The protection of free market mechanisms 

The SAFF will have as one of its aims, the formulation of regulation to ensure that monopolies in the film 
industry do not endanger free market principles and the free flow of information through unfair competition.
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DISTRIBUTION, EXHIBITION & BROADCASTING 

We recommend that the research team should look into remedies for the possible bias against local films 
amongst distributors, exhibitors and broadcasters. To explain this recommendation, we need to expound on 
the marketing side of the film industry somewhat. 

The success of individual films, and of the film-production industry as a whole, is greatly determined by 
elements over which film-makers have very little influence - distribution, exhibition and broadcasting. 

It is important to understand that a good film does not necessarily get the market exposure commensurate 
with its quality or potential appeal. Distributors, exhibitors and broadcasters are in competitive industries 
of their own and have no obligation to assist film-makers in winning a market for their products. 

Let us briefly examine the position of the local distributors and exhibitors of films. Each year they have the 
choice of several dozen international pictures. Because the films have already been shown in their home 
markets, their success or otherwise is already largely known, and local distributors can ignore the failure 
and purchase only the winners. These almost always have massive budgets and well-known stars, have 
largely recouped their costs in much larger markets and are comparatively "cheap" for local distributors. 
The stars generate free publicity in the form of articles and pictures in the glossy magazines and 
entertainment Press. Critics comment on the millions, sometimes hundred of millions that these films have 
already earned overseas, thus virtually ensuring a compulsive tendency to support the films here. 

This is what the locally-made film is competing against for screen-time. The locally-made film is completely 
unproved, has little potential for generating interest via big name stars, and faces a great barrier of 
scepticism. 

This situation needs to be changed if there is to be a future for the local industry. 

It is not our intention to recommend that the distributors, exhibitors and broadcasters be forced to do 
anything other than exercise their normal commercial judgement in selecting their product. But we do 
believe that creative incentives to promote local films could be instituted and supported by the SAFF. The 
research team should investigate such incentives. 

We reject the premise that local product is automatically inferior to imported product, and point to the 
experience in television where, although a great deal of American product is still paramount on our screens, 
good local productions are given prime-time screening, and turn out to be very popular with audiences. 

The lack of cinemas in black areas is one of the main limiting factors in local film-makers reaching local 
audiences, and it is possible that the SAFF could be a motivating force in making the development of such 
cinemas possible. 

This would greatly enhance the cultural and informative role of film-making, as well as opening up new 
markets which would assist locally-produced films in recouping their costs.
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ADDENDUM 1 

Participating bodies 

All organisations in the film and broadcasting industries support this report through the Film and 
Broadcasting Forum (FBF) 

SAFTI - South African Film and Television Institute 

Representing film and television production companies, facility houses, distributors. 
Associate members are: The Commercial Producers Association, National Television 
Association. 

FAWO - Film and Allied Workers Organisation 

Representing film-makers, film educationalist, independent distributors and exhibitors, 
technicians and the community vide sector on a national level. 

SAFFTA - SA Film & Television Technicians Union 

SAFTU - SA Film & Theatre Union 

PAWE - Performers Arts Workers Equity 

PMA - Personnel Managers Association 

SASWA - South African Script Writers Association 

Representing individual, self-employed scriptwriter 

PRETORIA - Cinema and TV School 

TECHNIKON 
Representing training for film-makers and technicians.
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ADDENDUM 2 

The domination of American films 

"Hollywood" films dominate the industry in the western world, even in foreign cultures and foreign 
languages. In West Germany, 90% of all cinema tickets sold are for American films; in Spain and Britain 
80%, and Italy 70%. Only the French, as previously discussed, have managed to encourage a strong 
following for their local product, but American films still take 54% of tickets. 

le An explanation for this phenomenon begins with the huge American domestic market, which allows 
producers to work on a production scale far greater than anything non-American producers could 
justify. This scale of production obviously carries the highest salaries, and thus attracts the major 
talent from around the world, in creative, technical and producing/financing fields. 

Me Film attendance is driven by "Star Appeal" as much as by the intrinsic dramatic quality of films; the 
dominance of American films means that American film stars become established as icons in popular 
media virtually all over the world. Their pervasive popularity cycles back as instant appeal of 
American films with American stars. 

o All of the above becomes a self-perpetuating cycle: American stars, American situations, jargon, 
fashion, and morality have become the universal norm in film entertainment; American-style film- 
making establishes the base-line in technical and artist convention. The Hollywood look and style is 
the norm, everything else is deviant - even in its home town. 

In the 1960s, marshall McLuhan observed that people in cultures foreign to America did not watch American 
films for the story, "they go to see Debbie Reynolds opening a fridge". That about sums up the cultural 
imperialism that America has achieved, however unintentionally, through the mass global response to 
Hollywood product.
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ADDENDUM 3 

FINANCIAL MODELS - SAFTI 

The models presented below are based on the guiding principles and mechanisms previously discussed, 

particulary on creating an adequate capital base to enable the SAFF to support selected film budgets in such 

a way as to make them attractive to private investors. The models assume that the SAFF will be involved 
in aiding a mix of commercial and cultural films each year. 

The models indicated a Government capital grant of R60-million a year escalating at 10% per year for five 

years. This will put the industry on a footing to be largely self-funding, and after the five-year period, 

Government’s contribution to the industry would be greatly reduced, to a level commensurate with the 
support given to other cultural bodies. 

Over the years state support of the performing arts has been of the order of R300 million per annum. 
Support received by the Film Industry has varied between R5 and R15 million per annum. Without 
diminishing the importance of other mediums, there can be no doubt that in the new South Africa film and 

the electronic media will be of vastly greater importance in terms of the wide audience it reaches and its 
consequent influence on socio-political change. 

(See attached financial scenarios) 

RECOMMENDATION - CURRENT SUBSIDY 

In the event that the passage of this document, through Codesa/Interim Government, takes longer than 

anticipated and as a result of this the SAFF has not been constituted by end 1992, we strongly recommend 
that the current subsidy scheme is extended for a further year, with the modification that it be limited a 
ceiling of 1.5 x the total budget.



APRIL 1992 

SAFTI - FINANCIAL MODEL 

INTRODUCTION 

Any financial model on the viability of feature films in South Africa must be based on the actual 

potential income that can be generated by feature films in South Africa as a function of production 

cost. 

A statistical base of information should make the model a fair reflection of reality, but obviously 

since there are many variables, not least of which is a changing market with increased competition 
from television, the exercise is by its nature, complex. 

To get back to basics, however, the question that arises is why is it considered necessary to stimulate 

the local feature film industry at all? Are there financial reasons (over and above the cultural issue) 
why previous subsidies came into being? 

The main problem for the S.A. Producer is a restricted market. The diversity of languages and 
cultures, and the relatively small cinema going population makes it impossible for him to recoup his 

production cost from South African revenue sources. 

1 Two case studies of real films follow - a recent local Afrikaans Drama, and a popular 
comedy. In each case had there been no subsidy the films would have shown losses in excess 
of R1,000,000. 

De From what follows, the conclusion is simple - 

WITHOUT FINANCIAL SUPPORT (VIA LOANS, SUBSIDIES, GRANTS, EXPORT 
INCENTIVES OR OTHER MECHANISMS), NO FEATURE FILMS WOULD BE 
PRODUCED IN SOUTH AFRICA. 

3. In consequence, if the industry is to be preserved, support mechanisms are necessary as is the 

case in many other countries, including France, Australia, Canada and Germany.



CASE STUDIES 

CONSIDER: 

WHAT ARE THE SOURCES OF INCOME? 

LOCAL BOX OFFICE 

LOCAL VIDEO SALES 

LOCAL TELEVISION SALES 
INTERNATIONAL SALES Pe 

O
I
N
 = 

CASE STUDY 1! - LOCAL AFRIKAANS DRAMA 

PRODUCTION COST R2,450,000 

INCOME GENERATED 

le LOCAL BOX OFFICE 

Every R100 of box office was divided in roughly the following way: 

VAT 10 

EXHIBITOR - THEATRES 50 

DISTRIBUTOR 8 

PRODUCER BS) 
100 

From this 32% share of box office, the Producer must still pay for prints and 

advertising.



In the case of the LOCAL AFRIKAANS DRAMA: 

BOX OFFICE WAS APPROXIMATELY 

LESS 

VAT 

EXHIBITOR 

DISTRIBUTOR 

PRINTS & ADVERTISING 

65,000 

350,000 

47,000 

160,000 

  

NET Producers Share from Box Office 

Television License 

Projected Video Share 

650,000 

622,000 

28,000 

750,000 

42,000 

820,000 

  

Since the film was produced in Afrikaans, potential foreign sales are limited. 

Assuming Net Foreign Sales of 

TOTAL PRODUCER’S SHARE 

Since the production costs was R2,450,000 

the film will still have made a loss of 

without Subsidy 

CASE STUDY Il - POPULAR COMEDY 

PRODUCTION COST 

OVERSEAS VERSION 

LOCAL BOX OFFICE 

NET PRODUCER SHARE 

VIDEO SALES 

TV LICENSE 

NET FOREIGN SALES 

Showing a net loss of approximately 

without subsidy 

3,500,000 
300,000 

  

4,500,000 

1,400,000 
100,000 
350,000 
900,000 

500,000 

1,320,000 

(1,130,000) 

3,800.000 

2,750,000 

(1,050,000)



SOUTH AFRICAN FILM FOUNDATION 

BASIS OF FINANCIAL MODELS 

ik BACKGROUND 

The model indicating the fund position (see Addendum 3 - 1) was developed on the assumption that 

an adequate capital base for the fund should be created to enable the SAFF to support selected film 

budgets in such a way as to make them attractive to private investors. For the purposes of the model, 
it was assumed that 30 feature films would be produced per annum: 

1.1 Eighteen low budget films with budgets below R1,0 million each. 

1.2 Ten medium budget films, viz: 

- four budgets between R1,0 and R2,0 million 

- five budgets between R2,0 and R3,0 million 

- one budget between R3,0 and R4,0 million 

1.3 Two high budget films with budgets above R4,0 million each. 

The basis of the model is that an adequate capital base should be established over a period of five 
years in order to generate enough investment income in years thereafter to support the local film 

industry and to therefore limit state support to a minimum. This capital base should be managed in 

the same way as a pension fund and annual support to the film industry will be limited to the 

available investment income. State support will still be required to fund adminstration costs, 

marketing, affirmative action, etc.



5 
“ae DISCUSSION 

2.1. Income and expenditure 

The ten year income statement of the fund is based on a normal distribution of the 30 films 
mentioned above but support is limited every year to investment income. Detailed examples 

of R500,000, R2,0 million and R4,0 million films are enclosed as well as a R3,0 million 

example of an indigenous film with no export potential. 

2.1.1 Initial capitalisation 

The model shows that a capital base of approximately R300 million is 

required. This can be achieved by an initial state contribution of R60 million 
in year one, escalating at 10% per year up to year five. Thereafter, state 

funding stops. 

In year one, investment income of R13 million is generated and the model 
limits the total of grants and loans in year 1 accordingly to R13 million. This 

level will be too low to support the industry and the fund manager will have 

to utilise some capital initially to increase support to the required levels, 

without adversely affecting future growth of the fund. 

2.1.2 Continuous State support 

This will be needed to finance the initial capital cost of the building of the 
foundation, estimated at R2,5 million, plus R7,5 million per annum escalating 

at the consumer price index. Support in year one will therefore be R10 

million, followed by R8,625 million in year two and escalating with inflation 
annually thereafter. 

2.1.3 Film loans recovered 

The Film Fund provides loan finance to approved film projects of up to 50% 
of the budget of the film. These loans will be repayable, bearing simple 

interest of 15%, after ten years. As can be seen from the Fund’s cash flow 

statement, R4,4 million loans will be granted in year one, of which R1,8 

million is recouped in year two. The balance of R2,6 million is written off in 
the income statement in year two. The value of these loans written off is 

reflected as income in year ten, when the loans become repayable. 

These loans will not be applicable to low budget films, i.e. R500 000 or 

below.



2.1.4 Investment income 

Investment income is calculated annually at 22% based on the average cash 
balance of the fund in that year. 

2.1.5 Film loan income 

As can be seen from the individual models of a R2,0 million, R3,0 million 

and a R4,0 million film, the film fund starts earning income, once the investor 
reaches cash breakeven. The basis of this income line in the fund’s income 
statement is that the investor, in any given film production, will recover its 
investment first, thereafter the film fund will recover its loan plus 15% flat 
interest and thereafter the investor and the film fund share profits in their 
investment ratios. 

2.1.6 Grants 

The models envisage three tax free grants, viz a lab and prints grant, local 
income grant, and foreign sales grant. The total of all three grants is limited 
to the investor’s investment in the film. The upper limit on the grants is a 
major change from previous subsidies in which subsidies were unlimited. 

Qo loo lk Local income grant 

This grant will be made once box office sales of R500 000 or 
more is achieved by the film and is based on 25% of all local 

income, including sales to local broadcasters. 

Should the film be classified as an indigenous film, when 
application for loan funding is made, the local income grant 
will be 50% of all local income up to a level of R2,0 million 
local income and 25% of local income above R2,0 million. 

This will be applicable to films which will not be suitable for 

export and have no potential of foreign revenue. Should the 

investor afterwards decide to market the film internationally, 
the local income grant will again be limited to 25% in all local 
income. This scenario is illustrated in the attached example of 

a R3,0 million indigenous film. (Addendum 3 - 3)



mano, Lab_and prints grant 

To finance laboratory and prints costs and is limited to the 
lesser of R250 OOO or actual costs. 

Dele ORS Foreign sales grant 

25% of foreign gross revenue to finance the cost of marketing 
internationally. 

2.2  Itis clear from both the income statement and cash flow statement of the fund that an 
adequate capital base is reached after five years to independently finance the items 
discussed above. 

Dod Addendum 3 - 5 shows the investor’s cash return in a R4,0 million scenario. 

CONCLUSION 

The following material changes to the current subsidy scheme are proposed in the models: 

3.1 Unlimited local income subsidy of 70% of local income is replaced by a local income grant 
of 25% of local income, a lab and prints grant limited to R250 000 and a foreign revenue 
grant of 25% of foreign income. The new local income grant starts at a box office of 500 
000, compared to the current 200 000 level. Total grants are also limited to the investor’s 
contribution. 

3.2 Introduction of repayable loan financing by the film fund up to 50% of the budget. 

As can be seen from the R2,0 million example, the proposal shows a cash saving of R4,6 million 
compared to the current subsidy scheme in a best case scenario.
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INDEPENDENT FILM TRUST 

EXAMPLE:R2,0 million film 
  

  

  

  

  

  

  

  
  

  

  

  

  
  

DATA R’000 | 

Production costs 2000 | 

Producer finance 50.00% | 
Film fund finance 50.00% 

FINANCING 

PRODUCER FILMFUND TOTAL 

R'000 R'000 R'000 

Total funds 1000 1000 2000 

INCOME STATEMENT 

Box office in thousands 0 500 1000 2000 3000 4000 5000 6000 

R’000 R’'000 R’000 R'000 R’000 = R’000-~—s«é R000 R’000 

INVESTOR 

INCOME 

Net local film rental -150 -26 122 445 693 974 1315 1588 

Rentals 0 150 320 700 1050 1440 1900 2280 

Ads & marketing -75 -75 -75 -75 -100 -125 -150 -175 

Prints -75 -75 -75 -75 -100 -125 -150 -175 

Distr. fee 0 -26 -48 -105 -158 -216 -285 -342 

Local TV sale-15% 300 300 300 300 300 300 300 300 

Foreign revenue 0 0 0 500 1000 1500 2000 2500 

Lab & Prints grant 250 250 250 250 250 250 250 250 

Local income grant-25% 0 200 325 575 500 375 250 125 

Foreign sales grant-25% 0) 0 0 125 250 375 S00 625 

TOTAL INCOME 400 724 997 2195 2993 3774 4615 5388 

LESS: EXPENDITURE 

Production costs -1750 -1750 -1750 -1750 -1750 -1750 -1750 -1750 

Lab costs -250 -250 -250 -250 -250 -250 -250 -250 

Foreign marketing 0 0 0 -150 -300 -450 -600 -750 

Film fund share 0 0 0 -1045 -1367 -1620 -1896 -2145 

Producer’s fee - 20% 0 0 0 0 -109 -235 -373 -498 

NET INCOME BEFORE TAX -1600 -1276 -1003 -1000 -783 -530 -254 -5 

TAX SAVED/(PAID) 888 829 757 434 304 183 50 -70 

NET INCOME AFTER TAX -712 -448 - 246 -566 -479 -348 -204 -74 

ROI - INVESTOR ~7 4.20% ~44.77% -24.56%  -5E6.56% -47.92% -34.78% -20.41% ~7.4536| 

  
  

ROt - INVESTOR/PROOUCER -7t.20% -44.77%  -24.56%  -56.56% -42.27% -22.57% -1.01% 18.436) 

  
  

NOTES: 

1.Total film fund grants can be a maximum of investor's investment only. 

2.Up to cash breakeven on net income before tax,investor recovers first. 

3.Thereafter film fund recovers its investment plus interest at a 15% flat rate. 

4.Thereafter: 

-Producer:20% producer’s fee 

-Film fund:40% investor's share 

| -Investor:40% investor's share     
  

ADDENDUM 3-2
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ADDENDUM 5 

AUSTRALIAN FILM FINANCE CORPORATION PTY LIMITED 

Lncorporated in the Australian Capital Termitory 

FUNDING GUIDELINES 

November 1990 

The Australian Film Finance Corporation Pty Limited (FFC) was incorporated in 

July 1988 asa wholly owned Commonwealth company to provide finandal 

support for Australian feature films, telemovies, mini-series and documentaries in 

collaboration with private investors. The FFC is empowered to subordinate its 

right to returns as a means of attracting private investment and may do so ona 

case-by-case basis. 

The FFC revises its guidelines annually. These are the FFC’s third funding 

guidelines. The guidelines are not an exhausive statement of the FEC s polices, 

as from time to ime new policies may be introduced to address particular 

concerns and some current polices may have an interim application. Producers 

are aavised to contac the FFC in regard to their particular categories of 

producaon and to ensure that the guide.ines on which they are relving are 

Gien cine 

Ke OBIECIIVES OF THE FFE 

To underpin a production siate in each finanda year at a high levei. 

To surpom projects with demonstrated market interest and wi 
Santen) — 59 taut a4a'l mar} 3 tence 
levels COnlImensurace Aes AS [LORSIMGIEL, Ica] AOk BAC, FEALSACOM of 

: 

recurs. 

To develop a committed and actve private sector involvement in the 

finandng of Australian films. 
  

To maximise returns on each of its investments commensurate with the 

potenta! returns for the appropriate production categones. 

Jo disburse its finds as evenly as possible thro 

year. 

To secure a balanced production slate between feature films, televis:or 

drama (including children’s drama) and documentaries.



METHODS OF FUNDING 

The FEC can finandally partidpate in projects through: 

e equity investments, 

° equity investments in the share capital of production companies or in 

units of trusts formed for the purpose of making films; 

° eguity investments Or loans for production by means of a joint venture 

vehicle or loan syndicate; 

© Joans for acquisition of equity in a film; 

partidpation in underwntng agreements for raising production finance; 

e print and advertising loans; 

e provision of guarantees. 

Loans (other than for print and advertising), particularly bridging finance, 

anc underwriting faalties are not generally available as a matter of policy. 

Loans will need to be secured to the FFC’s satisfaction and will attwact 

commerdal rates of interest. The FFC will not discount pre-sales, as the 

FRC regards this to be more appropriately undertaken by the private sector. 

ne FEC will not form or partidpate in the formation of trusts or Gouna Tes 

anc hold shares or interests in those trusts and companies if 

they are able to borrow funds other than for short term working 

Purposes; 

« repayment of FFC funds ts subordinated to any other funds. 

From tme to time the FFC may implement a 

One such program is the FFC’s Feature Film Fund, an initiative introcucec 

‘ financial year and to be repeated in 1990/91. Separate ciitena and 
lz 

e.igibiliyy apply to this Fund and are advertised in the trade press anc 

through media announcemens. 

discrete funcing prog7am. 

ne FEC will also consider production funding applications of an 

i-novatve nature from producers.



APPLECATIONS FOR FUNOING 

Australian independent producers, production companies and other entites 

engaged in producton are entitled to apply for FFC funding. 

Individual producers must be Australian Citizens or residents as defined in 

the Tax Act. Companies must be registered unde: the Companies Code. 

Broadcasters and their related companies are not entitled to apply for FFC 

funding following the Commonwealth’s requirement that FFC resources be 

directed to the independent production sector. 

Producers will need to complete an FRC application form, available from 

the FFC. The application will detail the producer's proposed arrangements 

for finandng and marketing, so as to encourage FFC input into these 

arrangements. Applications will be treated in confidence. 

REQUIREMENTS OF FFC FUNDING 

(a) Qualifying Australian Films 

The FFC wil! only provide financal support to a project which has 

been issued a provisional certificate under Division 10BA of the 

Income Tax Assessment Act. 

A provisional certificate is issued by the Department of the Arts; 

Sport, the Environment, Tourism and Territories (DASETT) if the 

project is an “eligible film", being a feature film, te.emovie, Mini- 

series or documentary which is either: 

  

@) made wholly or substantially in Australia anc has a 

significant Australian content as described in the Act 

OT 

(ii) an offidal co-production, that is made pursuant to a treaty or 
= ae . 

iS 

a bilateral or muitlateral arrangement between an authority 

of the Commonwealth Government anc a foreign counterpart 

body. 

Applications for provisional certificates are available from DASETT. 

Inquiries in regard to co-production status should be made to the 
ie - ee, 96 Co 

ee ices pe ee ee 
WO egeus Coe pein GO eeegeeS SOE



(b) 

(c) 

Private Sector Participation 

The FFC will require an overall private sector partidpation level of 

40 per cent in its approvals during the 199i calender year. The 40 

pe: cent level is an aggregate target, applicable to the FFC’s portfolio 

of projects for the year, and individual projects with lower levels of 

private sector partidpaton may receive FFC funding provided the 

FRC is satisfied that the average private sector partidpation level 

across its 1991 production slate is 40 per cent. In particular, the FFC 

ray allow the 40 per cent level to be reduced for individual projects 

in the folowing cases: 

children’s drama 

certain documentanes 

low budget feature films and te-evision drama 

other exceptional! cases 

The FFC will require substantially more than 40 per cent in the case 

of high budget projects or projects where the potential for FFC 

recoupment has been significantly diminished due to secured pre- 

sale commitments. 

Private sector investments are investments by way of equity or debt 

whether or not the investments or the returns on such investments 

are Girectly or indirectly guaranteed by the FFC. 

The FFC may examine the source of proposed private sector funds. 

Investments by or loans from federal or state film authorities or the 

Australian Broadcasting Corporation or the Special Broadcasting 

Service (whether cash or by way of facltes deals) are not private 

sector contmibutons. 

Deferred fees and non-cash private sector faclines may consdfute 

some part, but not the majority, of the private sector contibution. 

Distribution & Marketing Arrangements 

The FFC requires television drama to be supported by Australian 

television pre-sales and this policy also appties to documentaries. 

Distribution interest (advances in the case of television drama) in at 

Jenemenc Occ steam omy Sie ene secs 

The leve! of Australian pre-sale recuired for documentaries is not 

less than 25 per cent of the budget, or $40,000 whichever is the 

greater.



5 

In the case of high budget feature films, the FFC will expect 
significant distribution attachments, either in the form of direct 
investments or advances for at least one major terntory. 

The FFC will generally not allow a producer a sales commission, and 
never in the case of pre-sale commitments. Producers would need to 
have marketing expertise and some infrastructure to qualify for a 
commission. Expenses related to obtaining pre-sales or other 
distribution agreements are allowable expenses, either as budget 
items or marketing expenses deductible from gross receipts, as the 
case may be. 

The FFC will not approve distribution arrangements where the 
commissions do not conform with accepted industry norms or where 
there is no provision for a ceiling on marketing expenses. The FFC 
may require letters of credit or other evidence of the distributor's 
finandal capacity to honour its commutments. 

Producers need to prepare an estimate of projected revenues for at 
least the major/territories and indicate their sources of information. 

FFC ASSESSMENT OF PROJECTS 

The FFC will take the following factors into account when assessing 
projects: 

the track record of the producer and the creative prindpals; 

the level of the budget in relation to expected returns; 

the level of market attachments; 

the expected return to the FFC. 

When a project lacks substantial market commitment, it may be assessed by 
an independent marketing assessor having regard to the script, budget and 
other elements in order to establish an estimation of likely returns. 

On a case-by-case basis the FFC will also favourably consider: 

projects which match experienced personnel with less experienced 
personnel. The FFC recognises the need to provide opportunities to 
talented filmmakers and performers lacking a track record in the 
industy; 

telemovies, especially in the area of children’s drama. The FFC wishes 

to see more diversity in this area.



CONTRACTUAL REQUIREMENTS 

(a) 

(0) 

(c) 

(d) 

(e) 

(f) 

(g) 

(h) 

(i) 

The contract governing the financial partidpation of the FFC will be 

provided by the FFC. A standard production and investment 

agreement for drama is available from the FFC. A short form 

documentary agreement will be available from November 1990. The 

FFC will not cashflow its funds prior to execution of the agreement 

and satisfaction of any preconditions to the FFC’s investment 

Each FFC supported project, including documentaries, will require all 

necessary insurances and a completion guarantee to be provided by a 

completion guarantor satisfactory to the FRC. The FFC will bea 

party to the completion guarantee agreements. The FFC will require 

a copy of each report given to the completion guarantor and may 

require other reports to confirm cashflow and budget/schedule 

adherence. 

Producers will need to establish the chain of title to any underlying 

work. Any applicable licences or options must generally extend for 

at least 12 months from the date of application to the FFC and, 

where appropriate, include a right of renewal. Sequel and 

merchandising rights will be expected to be secured for major film 

and television productons. 

The relevant period for the FFC’s partidpation in the project shall be 

for the duration of the copyright The FFC’s ownership of copyright 

shall be commensurate with its investment. 

The FFC requires independent audit of the accounts and records of 

applicants to ensure that funds provided were used to the purpose 

intended. An audit statement at completion of production will be 

required. 

The FFC will have approval over distribution agreements, in 

particular, commissions and expenses. A marketing plan must be 

provided and approved before expenses can be deducted from gross 

revenues. 

The FFC will require three monthly reports on marketing of the film 

in the first two years and six monthly reports thereafter. 

The FFC may require the producer either to deposit all revenues 

from the exploitation of the project into a dedicated disbursement 

account or to ensure all revenues are paid directly to the FFC or the 

Australian Film Commission as agent for the FFC. 

In the case of documentaries where the FFC is the prindpal investor 

the FFC may appoint or require the producer to appoint specified 

agents or distributors to market the documentary outside Australia.



Ve BUDGET MATTERS 

(a) 

(b) 

(c) 

(d) 

The FFC closely scrutinises budgets and any general disparites 

relative to prevailing industry norms. All budgets are assessed or 
independently budgeted by the FFC to ensure production values are 
realised and that fees and other expenditure comply with industry 
norms. Budgets are expected to conform with expected returns. 

Reasonable overhead costs are allowable budget items. Costs 
relating to aborted pre-production or production will generally not 
be allowed. 

The FFC will not fund foreign elements in a project 
(except where there is no Australian substitute) other 

than costs associated with foreign production shooting 
integral to the storyline. In the case of offical co- 
productions, the FFC will only fund the cost of the 
Australian elements and will not fund the cost of 
foreign elements. Australian elements comprise 
Australian cast, crew, facilities and materials, per diems 
of all Australians and their costs of travel and 
accommodation. The FFC may fund these costs 
whether incurred in Australia or not. The contingency 
and the cost of insurances and the completion guarantee 
will be pro rated in accordance with the percentage of 
the Australian and foreign contributions. Finandng and 
legal costs will be attributed to the co-producer who 
incurs them. 

All production underages are to be returned to the FFC and other 
investors likewise at risk. 

Where the producer proposes a facilities arrangement, for example 
with a broadcaster, the FFC may require the producer to provide an 
alternative commerdal! costing of the budget or to obtain such a 
costing at the FFC’s expense. 

GENERAL MATTERS 

(a) 

(b) 

(c) 

The FFC will cashflow its funding into production on a needs basis 
in accordance with an agreed cashflow schedule, generally pro rata 
pari passu with other investors. 

Producers in default of any contractual obligations to the FFC in 
respect of any projects may not submit new projects to the FFC 
pending remedy of their default 

The FFC may choose to secure recoupment of its commitment from 
certain specified nghts and/or specfied terntories.
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(d) The FEC will not subordinate its mght of return to any public sector 
investors. 

(e) In any one financal year FFC contracted commitments to any one 

producer, production company or related production company will 
not exceed $10 million. 

(f) In any one finandal year FFC contracted ccmmitments to any one 
producer, production company or related company in receipt of FFC 
documentary funding support will not exceed $1.5 million, although 
the limit may be increased to ensure the financing of documentary 
series. 

(g) | The FFC will be reluctant to agree to fund projects in pre-production 
at the time of application and is highly unlikely to do so in the case 
of projects that have commenced principal photography or are in 
post-production. 

(h) Where the FFC commits to funding and the producer commences 

pre-production without securing other proposed investors and/or 
distribution arrangements upon which the FFC’s participation is 
conditional, the FFC may terminate its commitment. 

IAS JssS 

(a) | Application fees will be charged at the tme of lodgement to process 
the application. The fees will be: 

e $250 for projects with budgets of $2 million or more 
e $100 if $0.5 million up to $2 million 
¢ $50 if less than $0.5 million 

(b) Administration fees will be charged for the FFC’s finandal 
partidpation and will be deducted rom the first drawdown of FFC 
funds. The fees to be included in the budget will be calculated as a 
percentage of the amount provided by the FFC on the following 
scale: 

° 0.25% for projects with budgets less than $05 million 

40570 where the budget is over $0.5 million and up to 
$2 million 

QO We where the budget is $2 million and up to $5 million 

° 15% where the budget is $5 million or more 

spewed arrangements, commercially HERG the above, may need to 

apply to proposals for the acquisition of share capital.



(c) Fees will be charged to cover the FFC’s legal costs associated with 
contracting the project. These fees are to be included in the budget 
(other than for print and advertising loans) and will be deducted 

from the FFC’s first drawdown of funds. 

The rates are revised from time to ime. At present they are: 

sy 500) one episode documentary 

e $10,000 documentary series 

e $25,000 . investments in feature films and television 
drama (other than offical co-productions) 
distribution guarantees 

© $35,000 . print and advertising loans outside Australia 
. Official co-productions 

(d) A commitment fee for projects with budgets of $0.5 million or more 

may be charged on the FFC’s commitment monies where there is a 

delay between commitment and drawdown of FFC funds. 

Further information can be cbtained from the FFC at its Sydney and Melbourne 

offices: 

Sydney 
Australian Film Finance Corporation Pry Limited 

Level! 6, 1 Pacific Highway 

North Sydney NSW 2060 
GP O Box 388 
Sydney NSW 2001 

Tel: (02) 956 2555 
Fax: (02) 954 4253 

Melbourne 
Australian Film Finance Corporation Pry Limited 

Lith Floor, 422 & Kilda Road 

Melbourme VIC 3004 

P O Box 6181 
St Kilda Road Centra! 

Melbourne VIC 3004 

Tel: (03) 823 4111 

Fax: (02) 820 2663
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CASH FLOW 

  

  

  
  

  
  

  

  

  

Box office in thousands 0 500 1000 2000 3000 4000 5000 6000 
R’000 R000 R'000 R'000 R’000, = R'000-—Sss R'000_~—s— R'1000 

FILM FUND 

CASH INFLOW 

Share of income 0 0 0 1045 1367 1620 1896 2145 
Repayment of loans 284 284 284 26 0 0 0 0 

284 284 284 1071 1367 1620 1896 2145 
LESS: EXPENDITURE 

Investment -1000 -1000 - 1000 -1000 ~ -1000 -1000 -1000 -1000 
Grants -250 -450 -575 50 100 sI@00 =1600  =1000 

NET CASH OUTFLOW -966 -1166 -1291 -879 -633 ~380 -104 145 

RETURN ON INVESTMENT ~36.60%  -116.60% -129.10%  -87.90% -63.30% -38.04% -10.40% 14,5296) 

CASH FLOW COMPARISON FOR STATE 

CURRENT SCHEME/PROPOSED SCHEME 

Current scheme 210 560 910 1610 2310 3010 3710 4410 

Proposed scheme 966 1166 4291 879 633 380 104 -145 

DIFFERENCE -756 -606 -381 731 1677 2630 3606 4555 

  
  

    

ADDENDUM 3-2 (CONT)



  ox = = 93,0 million INDIGENOUS film 

  

  

  

  

  
  

  
  

  

  

  

  
  

  
  

DATA R'000 | 

| Production costs 3000 | 

Producer finance 50.00% 

Fim fund finance 50.00% 
| 

[FINANCING | 
PRODUCER FILMFUND TOTAL | 

R'000 R000 R'000 

Tota! funds 1500 1500 3000 | 

| 

INCOME STATEMENT ! 

Box office in thousands 0 500 1000 2000 3000 4000 5000 6000 
R’000 R’000 R000 R’000 R’000 R'000 = R'000-—s- R000 | 

INVESTOR 
| 

{ 
INCOME | 
Net local film rental -150 -26 122 445 693 974 1315 1588 | 

Rentals 0 150 320 700 1050 1440 1900 2280 | 
Ads & marketing -75 -75 -75 -75 -100 -125 -150 -175 

| Prints -75 -75 -75 -75 -100 -125 -150 -175 | 
Distr.fee 0 -26 -48 -105 -158 -216 -285 -342 | 

Local TV sale-15% 450 450 450 450 450 450 450 450 | 
Foreign revenue 0 0 0 0 0) 0 0) 0 
Lab & Prints grant 250 250 250 250 250 250 250 250 | 
Loca! income grant-25% 0 475 ues aS 1250 1250 1250 1250 | 
Foreign sales grant-25% 0 0 0) 0 0 0 0 0| 

TOTAL INCOME 550 1149 1547 2258 2643 2924 3265 3538 | 

LESS: EXPENDITURE | 
Production costs -2750 -2750 -2750 -2750 -2750 -2750 -2750 -2750 | 
Lab costs ~250 -250 -250 -250 -250 -250 -250 -250 | 
Foreign marketing 0 0 0 0 0 0 0 0! 
Film fund share 0 0 -47 -758 -1143 -1424 -1741—-1850 | 
Producer's fee - 20% 0 0 0 0 0 0 -8 -63 | 

NET INCOME BEFORE TAX -2450 -1851 -1500 -1500 -1500 -1500 -1484 -1375 2 

TAX SAVEDKPAID) 1296 1237 1165 1010 892 756 604 552 

NET INCOME AFTER TAX -1154 -615 -335 -490 -608 -744 -880 -823 | 

ROI - INVESTOR ~76.93% — - 40.98% -22.30% -32.64% -40.56% -49.57% -58.65% 54, 86% 

RO! - INVESTOR/PRODUCER -76.93% 40.98% -22.30% -32.64%  -40.56% -49.57% -58.57% -52.69% 

  
  

Rores. 

Tota’ film fund grants can be a maximum of investor's investment only. 
.2.Up tc cash breakeven on net income before tax, investor recovers first. 
3.Thereatter film funda recovers its investment pilus interest at a 15% flat rate. 
4.Thereatter: 

-Producer:20% producer's fee 

-Film fund:40% investor's share 

-Investor:40% investor's share 

ADDENDUM 3-3



    

  

  
  

  
  

  

  

  

| CASH FLOW 

Box office in thousands 0 500 1000 2000 3000 4000 5000 ~—-g000 
| R'000 R'000 R'000 R'000 R'000 R’'000 R'000 R'000 

| 

FILM FUND 

CASH INFLOW 

Share of income 0 0 47 758 1143 1424 1741 1850 
Repayment of loans 426 426 414 122 0 247 0 0 

426 426 461 880 1143 1671 1741 1850 
LESS: EXPENDITURE 

Investment -1500 -1500 - 1500 -1500= -1500 -1500 -1500 -1500 
Grants -250 -725 -975 -1363 - 1500 - 1500 -1500 -1500 

NET CASH OUTFLOW -1324 -1799 -2014 - 1983 -1858 -1329 -1259 -1150 

RETURN ON INVESTMENT ~B8.27% ~119.93% -134.27% -132.20% -123.89% ~88.60% ~83.93% -76.65%6 

CASH FLOW COMPARISON FOR STATE 

CURRENT SCHEME/PROPOSED SCHEME 

Current scheme 315 665 1015 I71S 2415 3115 3815 4515 

Proposed scheme 1324 1799 2014 1983 1858 1329 1259 1150 

DIFFERENCE -1009 -1134 -999 -268 558 1786 2556 3365 

  
      
  

ADDENDUM 3-3 (CONT)  



  

  

/EXAMPLE:A4,0 milice om 

  

  

  

  

  

  
  

  

  

  

  
  

  
  

  
    

DATA R'000 
Production cests 4000 

Producer finance 50.00% 

Film fund finance 50.00% 

FINANCING 
PRODUCER FILMFUND TOTAL 

R'000 R'000 R'000 

Total funds 2000 2000 4000 

INCOME STATEMENT 

Box office in thousands 0 §00 1000 2000 3000 4000 5000 6000 | 
R’000 R'000 R’000 R’'000 R’000 R’000 R’000 R’000 

INVESTOR 

INCOME 

Net local film renta! -150 -26 122 445 683 974 1315 1588 
Renta:s 0 150 320 700 1050 1440 1900 2280 
Ads & marketing -75 -75 -75 -75 -100 -125 -150 -175 
Prints -75 -75 -75 -75 -100 -125 -150 -175 

Distr. fee 0 -26 -48 -105 -158 -216 - 285 -342 
Local TV sale-15% 600 600 600 600 600 600 600 600 
Foreign revenue 0 0 0 500 1000 1500 2000 2500 
Lab & Prints grant 250 250 250 250 250 250 250 250 
Local income grant-25% 0 275 400 650 900 1150 1250 1125 
Foreign sales grant-25% 0 0 0 125 250 375 500 625 

TOTAL INCOME 700 1099 A SIAe 2570 3693 4849 5915 6688 

LESS: EXPENDITURE 

Production costs -3750 -3750 -3750 -3750 -3750 -3750 -3750 -3750 
Lab costs -250 -250 -250 -250 ~250 ~250 -250 -250 
Foreign market'ng 0 0 0 -150 -300 -450 -600 -750 
Film fund share 0 0 0 -420 -1393 -2340 -2706 -2955 
Producer's fee - 20% 0 0 6 0 0 -20 -203 -328 

NET INCOME BEFORE TAX -3300 -2901 -2628 -2000 -2000 -1960 -1594 - 1345 | 

TAX SAVEDi(PAID) 1704 1645 1878) 1250 964 689 621 502 

NET INCOME AFTER TAX -1596 -1257 -1055 -750 -1036 -1271 -973 -843 

RO! - INVESTOR -F9.B0% -62.83% -52.73%  -37.48% -53.82% -63.57% -48.64% -42.76R6) 

ROI - INVESTOR/PRODUCER -T9 8% ~62.83% ~52.73%  -37,.48% -51.82% -63.06% -43.37% -33, 6556) 

‘NOTES: 

1.Totai film fund grants can be a maximum of investor’s investment only. | 
;2-Up to cash breakeve~ on net income betore tax,investor recovers first. 
|3.Thereatter film func -ecovers its investment pius interest at a 15% fiat rate. 
4. Thereafter: 

-Producer:20% producer’s fee 

-Film fund:40% inves-or’s share 

-Investor:40% investor's share     

ADDENDUM 3-4



CASH FLOW 

    

  

  
  

  
  

  

  

  

  
        

Box office in thousands 0 500 1000 2000 3000 4000 5000 6000 
R'000 R'000 R'000 R’000 R'000 R’000 R’'000 R’'000 

| 
FILM FUND 
| CASH INFLOW 

Share of income 0 0 0 420 1393 2340 2706 2955 
Repayment of loans 568 568 568 464 224 0 0 0 

568 568 568 884 1617 2340 2706 2955 
LESS: EXPENDITURE 

Investment -2000 -2000 -2000 -200C- -2000 -2000 -2000 -2000 
Grants -250 -525 -650 -1025 -1400 -1775 - 2000 -2000 

NET CASH OUTFLOW -1682 -1957 -2082 -2141 -1784 -1435 -1294 -1045 

RETURN ON INVESTMENT -~84.10% -97,.85% -104.10% -107.05% ~89.18% -—71.77% -64.70% EES 

CASH FLOW COMPARISON FOR STATE 

CURRENT SCHEME/PROPOSED SCHEME 

Current scheme 420 770 1120 1820 2520 3220 3320 4620 

Proposed scheme 1682 1957 2082 2141 1784 1435 1294 1045 

DIFFERENCE -1262 -1187 -962 -321 737 1785 2626 3575 

ADDENDUM 3-4 (CONT )



EXAMPLE.R4,0 million fiim 

  

  

  

  

  

  
  

  

  

  

  

  
  

DATA R'000 

Production coasts 4000 

Producer finasce 50.00% 

Film fund tinaxce 50.00% 

FINANCING 

PRODUCER FILMFUND TOTAL 

R'000 R'000 R'000 

Total funds 2000 2000 4000 

INCOME STATEMENT 

Box office in thousands 0 500 1000 2000 3000 4000 5000 6000 
R’000 R’000 R’000 R’000 R'000 = R'000-—Ss R’000_~—s— R000 

INVESTOR 

INCOME 

Net local film rental -150 -26 122 445 693 974 VSS 1588 
Renta:s 0 150 320 700 1050 1440 1900 2280 
Ads & marketing -75 -75 -75 -75 -100 -125 -150 -175 
Prints -75 -75 -75 -75 -100 -125 -150 -175 
Distr. fee 0 -26 -48 -105 -158 -216 -285 -342 

Local TV sale- 15% 600 600 600 600 600 600 600 600 
Foreign revenue 0 0 0 500 1000 1500 2000 2500 
Lab & Prints grant 250 250 250 250 250 250 250 250 
Local income grant-25% 0 275 400 650 900 1150 1250 1125 
Foreign sales grant-25% 0 0 0 125 250 375 500 625 

TOTAL INCOME 700 1099 1372 2570 3693 4849 5915 6688 

LESS:EXPENDITURE 

Production costs -3750 -3750 -3750 “SD COD BE C750 670 
Lab costs -250 -250 ~250 -250 -250 -250 -250 -250 
Foreign marketing 0 0 0 -150 - 300 -450 -600 -750 
Film fund share 0 0 0 440) HERE} = ARVO) AIAN © ISG 
Producer's fee - 20% 0 0 0 0 0 -20 -203 -328 

NET INCOME BEFORE TAX -33060 -2901 -2628 -2000 -2000 -1960 -1594 -1345 

TAX SAVED/(PAID) 1704 1645 1573 1250 964 689 621 502 

NET INCOME AFTER TAX -1596 -1257 -1055 7.5 0 eat SO mmm nial -973 -843 

ADD:LOAN 2000 2000 2000 2000 2000 2000 2000 2000 

LESS:LOAN REPAYMENT -568 -568 -568 -464 -224 0 0 0 

NET CASH POSITION -164 175 377 786 740 729 1027 1157 

CASH RETURN ~B.20% 8.77% 18.87% 38.32% 36.98% 36.43% 51.36% 57.84%) 
  
  1OTES: 

-Total film fund grants can be a maximum of investor's investment only. 
.Up to cash breakeve- on net income before tax,investor recovers first. 
Thereafter film func recovers its investment plus interest at a 15% flat rate. 
. Thereafter: 

-Producer:20% producer's fee 

-Film fund:40% inveszor’s share 

-Investor:40% investe’’s share   
ADDENDUM 3-5



CASH FLOW 

Box office in thousands 

FILM FUND 

CASH INFLOW 

Share of income 

Repayment of loans 

LESS:EXPENDITURE 

Investment 

Grants 

NET CASH OUTFLOW 

RETURN ON INVESTMENT 

  

  

  
  

  
  

CASH FLOW COMPARISON FOR STATE 

CURRENT SCHEME/PROPOSED SCHEME 
  

Current scheme 

Proposed scheme 

DIFFERENCE 

  

0 500 1000 2000 3000 4000 5000 6000 
R000 R’000 R000 = R'000-—ss«#R'000-—s- R'000_-—s R'000_—Ss 1000 

0 0 0 APO COCR 2G40)g 27,06) O55 
568 568 568 464 224 0 0 0 
568 568 568 884 «1617, 2340~—S 2706 = 2955 

-2000 -2000 -2000  -2000 ~-2000 -2000 -2000 -2000 
-250 ~525 -650 —--1025 = -1400 ~=--1775 = -2000 = - 2000 

-1682 -1957 ~2082 -2141 -1784 -14385 -1294 -1045 

84.10% — -97.85% -104.10% -107.05% -89.18% -~71.77%) ~64,70%6 -52. 260 

420 770 1120 ‘1620 )emmr2520) 93220 8m GO2ONNEEE A620 

1682 1957 2082 2114 IC SCORER ZC4IIEE 1045 

-1262 -1187 -962 -321 737 1785S 2626 «= 3575 
  
      

ADDENDUM 3-5 (CONT)



ADDENDUM 4 

FINANCIAL MODELS - FILM AND ALLIED WORKERS ORGANISATION (FAWO) 

FAWO believes that the drawing up of financial models for state support to the film industry 

should be the last phase in the process of restructuring the South African film and video 

industry, and not the first. The structure and mechanisms of public financing to the 

audiovisual sector should be nothing more than the expression of an agreement reached 

between a representative public sector and a wide range of interest groups about the role and 

relative importance of the audiovisual mass media in society. 

The discussions necessary for such agreements have not taken place yet. This is indeed the 

reason why the Film and Broadcasting Forum proposes the appointment of a representative 

and suitably qualified group of people whose task it would be to restructure the South African 
film industry through a process of consultation and the gathering of information. 

FAWO has however done extensive research into the mechanisms by which film industries 
are regulated and supported in other countries and found that the system in operation in 

France and in West Afnca (particularly in Burkina Faso), successfully encourages the 
development of a strong, stable and independant audiovisual sector which serves the needs 
of the communities in which it is based. 

Included a discussion document entitled "Addressing the Crisis in the South African Film 

Industry - the French Centre National de la Cinematographie as a Model for Discussion", 
which sets out the structure and mechanisms of state regulation and support used in those 
countnies.
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A. BACKGROUND TO THE RESEARCH 

  

Both the FAWO Film- and Broadcast Commissions were established 

in Mareh i990 ss pert of the activities cf the Research and 

Information Cemmittee. The commissions were made up of FAWO 

members who hed an interest in or a knowledge of film and 

broadcast structures, and whe were prepared to give of their 

time. 

The brief of the Film Commission was to investigate the state 

planter nm SiS ute nee Ateeront Cetiipen eel eMEnnIEN GUI Sher yame SNC Manas mED CHAS Thane sianOn hemi Ems 

future democratic society, with particular reference to the 

St ey gg) CO ane ele SUIS weno (ClO CerCo Nom EN nel ane ni mma tasen Tre meat anys 

QLCEIRSe & DACKErOBG oO policrical chengees. 
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appointed by the Minister of Culture and Communication for 
their perticular Cha P Ee tandem meee eee amt nS functions required. 

Pie ee lof the aneancual SUppjIOrIE WSs 

- to help develop works of fiction or animation that do not 
(yet) heve access to automatic support 

— EO SBjyoye@ice jsdiceyeneryarae OMCs eaten aba Omar Oh normally benefit 
from auzomatic aid: Gocumentaries, cultural magazine 
Ree mammecys the regercdang om dae performances. 
ies to o5tain support from the CNC tel Oommen tle 
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ees Urel alae ons ra this section comprise the administration of 
i eS ella elommet tl the Information and Resesrch centre. which 
US Oper  wemthic PU RG atric areata tes legal and other 
administrative TOMRELAOMS OF the CRE. 

Tustne eenicleis) ahi regulation of the order of release of films 
in WINE SA Sremis Mos am (one year after theatre release for 
EMCOdiceesc hiaininielsi = tone year later for video shops and on 
COLOGISL Og CliAinaele which co-financed the film, and another 
Sie oe = Demthineles viearic after theatre release, on other 
wellevuseon —ehanne lst 

The Adrinistrative and Financial Service also regulate the 
guiete of local films on television, the amount of films which 
different categories of channels may broadcast DICE VClotanmeraincl 
when films may be broadcast. (On Wednesday, Friday and 

I Piguet tac hm ereN Est SHE niCMec mines may be broadeest on open channels 
LINE LE ZEGEO, 6O OCacGiwasse wierere oe SO Sacre eine ton nema)



D. RECOMMENDATIONS REGARDING CHANGES TO THE CURRENT SYSTEM OF 

STATE SUPPORT TO THE FILM INDUSTRY 

i the compliers aintk past rule tunem cme hen Gaulmmtmcios try, 

mecessitates the creation of a specialised statutary body to 

SMSu Te (Com PaMe hye Oven emit pole Ne cm mer unesteann pamenic 

SMO YPC te ain) Se eth Slo pcrhte Ine Abiasanin © eg Ma tebe area GIO Shiela ae The Failn 

Commission found that the French Centre National de la 

Cinematographie offers a positive example of a statutory body 

efficiently administering state support to the film industry 

while ensuring the independence of the industry from the 

LOWS aI hp hem © pan ton nm eavae 

Ze ine onder tarce[ordinete a nkitnathy ecm comcennemcetne 

industry amd to facilitate integrated, long-term planning, 

this body should be made responsible for the administration 

opie Se ENS CIS ee In| SINGH aera va One AR Vam braleye RU Nor onto yn ne 

CES pep rah one Ince SCE GIN hae seo unto Ohta ESI@ mTICIS OU BSL OLCMBa LINC LtaSInO TnI SH ETS 

(ISN NAH els Cleave =i atl merlelsle okrlernee clin Glametaba ohrameite simon ie 

Si Given eMe ArSaS OF METUGL Ipterest between Cinema apa 

Lelevisicn tease coedy shesle further be ressonesible for maidn= 

cae ee ee CIS] Sele el cl CaaS tn CU CIOL IO) [Chia heme y ma eetalln al a CMR CRUCKCAeSE Uta 

4. NG eS CIS SS ren a Se iintcte oars Cee ISIS eo ett eae aera) Irion) umn able Sram Erne [Renae 

Te Mabie nua aC LCi mine m ouii|aeDMleclinttr ean amtatnG melo Inbteeernnln sbi | eum iale sre setae NO OMem SEC Ta 

; 
eu Sieoy



GQ
) mM 

S) EES ON ante ean Cinema tickets and on the income Obfs 
CCA ec eer ec eens could provide both a stable and a 
PCR eer 7 independent source of funding for such a body. 

or Borin the present and the recommended mechsnisms of state 
a oe ee © ene hm N NCI Shep os ae] URIS efficient measures of contro] 

OMS COet SIC mate ne accuracy of the box office receipts declared by 
Ciné€M& cperators. We recommend that the suggested body be 
made responsible for the SSW mmC tm tetOlce ts = mnt omE cit nle nia owners 
Cute nicu Vereen torments receipts. 

¢, iae current system of automatic aid to the eral emer cl UlSteey: 
GIO Seal on= san eeneletaie Fan CH ESE Ine ey in| Sh eG tee oT aT intended for and 
s€rious attention should be Given to the creation of 
Seleetive state Support structures in addition to certain 

it ON aET SI nte Cha sutenlo mace 

Si ero) eC =e ore Onan er etic mGIt enter NSTC Manel CMO amEtalne 

pe cene n= i= Chae) fase Preeti topes ae enone Rte aaah el ate the others 

oC m etn oya Cle wane li nee Paice tt OMmeninanc mamma tetoa UNO RO Sh ahah ae TST 

NCTE SIS aes SS Seely) eaten iG hel Ole eam ete tes Brel |W Su apenas 

oe Ce ele eae ve EC nee e Clete wide-ranging PON oOne n= 

uide the changes that need to be brought about H
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 PL SOSSSsS O% CONSUITACIGA Gimone 

OFSAMAASACIONS am cle CAie amcdwustry, poeliatciecal 

representatives, (o
r 

tes
) 9 m a1
 oO esters and other interested parties. 

10). the fate ef the Seuckh Aitrrcan film amnedwustry rs 

BT) Pa tee Yants @rN flay am SS] l I on oleh gm en NE SIG) et alba one ON Tel >) Gel om GeO Teter nalts 

capacity as viewers and taxpayers). It is necessary to 

Lee ecu Pulm Cmealw cba Smacaln plebe piu OInmaenN CEC UManIae iihtcmmOn lel tah temmolian 

AUTH Sant Ta rad stop ate a prs ten eno eel eral ate an LS 

TENN See ar CIO ENC MSIE Un ot Cl eI TeiGTs umn prante lp Tone 0171) aa Um To pgp NGI CME LST RESTO UIR Cop 

Aviator cn sem actcIsi 

ale: lim tlhe Laigint oi s 

A) the Srxteme O¢ tm@® Cireisis iam tle ailim amelustery >; 

la) the meee or chais mecanm to play iss role curing ‘telne 

perace ef far—-resehine Ghambiesmin stnems OCHO ns mionin tl can lcuaerae: 

@» tis scejolellsy Eieipsiine Comers OF AwclreEvasual procwoci.on , 

Iecreilentiem ame exigilertzem, compiled waitin ~revolucionmaicy 

1aevasual fLeennolosy; a 

i ue CONS pte GI CLCISI CaO CC haD erp etek NOP amma ego nu lamin) 

Sy el Tah pe See OSU TUT a on geld St ara CET aONIe SIm] OhIan Cll mn Camm IEG! 

pobre CSU orev amen Sexe ules een arncree: 

it ic necessary to accept the need for urgent and effective S 
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