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Interim Consensus Report

INTRODUCTION

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

(@) 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.

= 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

_— 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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2. ESTABLISHMENT OF THE SAFFE

For the SAFF to be successfully launched, a good deal of researcii 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 filui 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.



Interim Consensus Report 10

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 R50 million for the fiscus.



Interim Consensus Report 12

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.

I'. 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.

2 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.

3 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.

I 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.

2 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

b Gopiog=

CASE STUDY | - LOCAL AFRIKAANS DRAMA

PRODUCTION COST R2,450,000

INCOME GENERATED

i LOCAL BOX OFFICE

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

VAT 10
EXHIBITOR - THEATRES 50
DISTRIBUTOR 8
PRODUCER B

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

It 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.



2 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. RS00 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.

216, 1 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)



262 Lab and prints grant

To finance laboratory and prints costs and is limited to the
lesser of R250 000 or actual costs.

2ol 83 Foreign sales grant

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

2.2 It1is 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.

22 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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INDEFENDENT FILM TRUST
EXAMPLE:R2,0 million film

DATA R'000
Production costs 2000
Producer tinance 50.00%
Film fund finance 50.00%
FINANCING
PRODUCER FILM FUND 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 R’'000 R’000
INVESTOR
INCOME
Net local film rental -150 -26 122 445 693 974 13ili5 1588
Rentais 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 S5 500 875 250 125
Foreign sales grant-25% 0 0 0 1125 250 8175 500 625
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 -1836 -2145
Producer’s fee - 20% 0 0 0 0 -109 -235 -373 -4938
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
ROM - INVESTOR -71.20% -44.77% -24.56% -56.56% -47.92% -34.78% -20.41% ~?.45%{

ROI - INVESTOR/PRODUCER -71.20% -44.77% -24.56% -56.56% -42.27% -22.57% -1.01% 18.43%|

NOTES:
1.Total film fund grants can be a maximum of investor's investment only.
2.Up to cash breakeven on net incomse befors tax,investor recovers first.
3.Thereafter tilm fund recovers its investment plus interest at a 15% flat rate.
4. Thereafter:

-Producer:20% producer’s fee

-Film fund:40% investor’s share
I -Investor:40% investor's share

ADDENDUM 3-2
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ADDENDUM 5

AUSTRALIAN FILM FINANCE CORPORATION FTY LDMITED
Incorperated in the Austmalan Capral Temtory

FUNDING GUIDELINES

November 1990

The Ausiralian Film Finance Corporaton Pty Limited (FFC) was incorporated in
July 1988 as a wholly owned Commonwealth company to provide finandgal
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 on a
case-by-case basis.

The FEC revises its guidelines annually. These are the FFC's third funding
guidelines. The guicelines are not an exhaustve statement of the FFC"s policies,
as from time to ime new policies may be introduced to address particular

concerrs and some current policdes may have an interim application. Producers
are advised to contac: the FFC in regard to their particular categories of
produczon and to ensure that the guide.nes on which they are relying are

Glrsems
1 OBECTIVES OF THE FFC

e To underpin a producton siate in each finandal year at a high level.

e To surpor prokcts with demonst-ated market interest and with budge:
Jeveleico-Irersurate Wath the potental marKetand realiszSon Of
refums.

e 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
potental returns for the appropriate procuction categories.

e To disburse its funds as evenly as possible throughout each finanga
year.

®

To secure a balanced producton slate between feature films, television

drama (including children’'s drama) and documentanes.



METHODS OF FUNDING

The FFC 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;

equity investments or loans for production by means of a joint venture
vehicle or loan syndicate;

e loans for acquisition of equity in a film;

e partidpation in underwriting agreements for raising production finance;
o print and advertsing loans;

o provision of guarantees.

Loans (other than for print and advertising), particularly bridging finance,
anc underwtiting fadlities are not generally available as a matter of policy.
Loans will need to be secured to the FFC’s satisfacion and will attzact
co—merdal rates of interest. The FFC will not discount pre-sales, as the

FEC regards this to be more appropriately undertaken by the private sector.
—~c FEC will not form or paricpate in the formaton of fTists DT cOmpaTies
a~= hold shares or interests in those trusts and companies if:

they are able to borrow funds other than for short term wWOTKing
purpcses;

repayment of FRC funds is subordinated to any other funds.

E-om time to ime the FFC may implement a discete funcine proFneT.

Ore such program is the FRC's Feature Film Fund, an initatve introcuced
lzst finandial year and to be repeated in 1990/91. Separate critenia and
e..gibility apply to this Furd and are advertised in the trade press anc
t~rough media announcements.

~-e FFC will also consider production fund:ng applications of an

~
i=~ovatve nature fTom procucers.

<.



AFFLICATIONS FOR FUNDING

Avuvctralian independent producers, production comparies and other entities
engaged in producton are entitled to apply for FFC funding.

Individual producers must be Australian dtzens or residents as defined in
the Tax Act. Companies must be registered under 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.

Procducers 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, sC as to encourage FFC input into these
arrangements. Applicagons will be treated in confidence.

REQUIREMENTS OF FFC FUNDING
(a) Qualifying Australian Films

The FFC will 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 Depa~tment of the Arts;
Sport, the Environment, Tourism and Territories (DASETT) i the
project is an "eligible film”, being a feature film, teilemovie, mini-
ceries or documentary which is either:

(i) made wholly or substantally in Australia and has a
significant AusTalian content as described in the Act

or

(i) an offidal co-production, that is made pursuant to a treaty or

AE g e
a bilateral or multlateral arrangement between an authority

of the Commonwealth Government anc a foreign counterpart
bocy.

Appiicatons for provSional certificates are available from DASETT.

Incuiries in regard to co-producion status should be made to the
A -

= —~ 3 >
F-xm - C T AT
o Lt o AA..._.\:AD:L.
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Frivate Sector Participation

The FFC will require an overall private sector partidpation level of
40 per cent in its approvals during the 1991 calender year. The 40
per cent level is an aggregate targe!, applicable to the FFC's portfolio
of projects for the year, and individual projacts with lower levels of
private sector partidpabon may receive FRC funding provided the
FEC is satsfied tha! the average private sector partidpation level
across its 1991 production slate is 40 per cent. In particular, the FFC

may allow the 40 per cent level to be reduced for individual projects
in the foliowing cases:

e children’s drama

. rtain documentanies

o low budget feature films and television drama
e other exceptional cases

The FFC will reguire 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 setor investments are investments by way of equity or debt
whether or not the investments or the returns on such investments
are directly or indirectly guaranteed by the FFC.

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

Irvestments by or loans from federal or state film authorities or the
Aus—alian Broadcastng Corporation or the Spedal Broadcasting
Service (whether cash or by way of fadlizes deals) are not private
sector contributons.

Deferred fees and non-cash private sector faclities may conshtute
some part, but not the majority, of the private sector contributon.

Distribution & Marketing Arrangements

The FFC requires television drama to be supported by Australian
television pre-sales and this policy also applies to documentaries.
Distirudon interest (advances in the case of television drama) in at

1

lecemonelotaier (eani o is alsaiteC inect
The leve! of Australian pre-sale recuired for documentaries is not

less than 25 per cent of the budget, or 54,000 whichever is the
greater.
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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 territory.

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
comumission. 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
commussions 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 capadty to honour its commitments.

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;

o the level of market attachments;
e 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.

Omn 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, espedally in the area of children’s drama. The FFC wishes
to see more diversity in this area.



CONTRACTUAL REQUIREMENTS

(a)

(®)

(0

(d)

(e)

€9

(&)

(h)

(1)

The contract governing the financial partidpation of the FRC 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 FFC. The FFC will be a
party to the completion guarantee agreements. The FRC 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 productions.

The relevant period for the FRC’s participation 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 spedfied
agents or distributors to market the documentary outside Australia.
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BUDGET MATTERS

(a)

(b)

(c)

(d)

The FFC closely scrutinises budgets and any general disparities
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 retumns.
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 assodated with foreign producton shooting
integral to the storyline. In the case of offidal 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, fadlities 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 fadlities 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)

()

(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 spedfied rights and/or spedfied terntories.



(d)

(e)

(5

(®)

(h)

8

The FRC will not subordinate its right of return to any public sector
investors.

In any one finandal year FFC contracted commitments to any one

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

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 inceased to ensure the finanang of documentary
series.

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.

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.

BEGSEEES

(a)

(b)

Application fees will be charged at the time of lodgement to process
the application. The fees will be:

e $250 for projects with budgets of $2 million or more
* 5100 if $0.5 million up to $2 million
« $50 if less than $0.5 million

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:

e 025% for projects with budgets less than $0.5 million

o 0:5% where the budget is over $0.5 million and up to
$2 million

SR where the budget is $2 million and up to $5 million

SRS where the budget is $5 million or more

Speaal arrangements, commercially reﬂect:mg 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 assodated 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 time. At present they are:

e $7,500 one episode documentary
e $10,000 documentary series
e $25,000 . investments in feature films and television

drama (other than offidal co-productions)
distribution guarantees

e $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 Fitm Finance Corporation Pry Limited
Level 6, 1 Pacific Highway

Normh Sydney NSW 2060

G P O Box 3886

Sydney NSW 2001

Tel: (02) 956 2555

Fax: (C2) 954 4253

Melboume

Australian Film Finance Corporation Pty Limited
11th Floor, 4R St Kilda Road

Melbourme VIC 3004

P O Box 6181

St Kilda Road Central

Melboume VIC 3004

Tel: (03) 23 4111

Fax: (C3) 820 25663




|
CASH FLOW

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

R'000 R'000 R'000 R'000  R000 R000 RO000 R000
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 -850 -10000 -1000 -1000 -1000

NET CASH OUTFLOW -966 -1166 -1291 -87% -633 -380 -104 145

RETURN ON INVESTMENT -96.60% -118.80% -129.10% -87.90% -83.30% -38.04% -10.40% 14,5204,

CASH FLOW COMPARISON FOR STATE
CURRENT SCHEME/PROPOSED SCHEME

Current scheme 210 560 910 1610 2310 3010 3710 4410
Proposed scheme 966 1166 1291 879 633 380 104 -145
DIFFERENCE -756 -606 -381 731 1677 2630 3606 4555

I ADDENDUM 3-2 (CONT)



EXAM=_Z 530 milion INDIGENOUS film

DATA R'000 |
I Production costs 3000 ;
Producer finance 50.00% ?
Fiim tund tinance 50.00% |
IFINANC!NG
PRODUCER FILM FUND TOTAL |
R'000 R'000 R'000
i
Total funds 1500 1500 3000 5
|
INCOME STATEMENT E
Bax 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 |
INVESTOR !
|
i
INCOME i
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.tee 0 -26 -48 -105 S5 =206 285 -342 |
Local TV sale-15% 450 450 450 450 450 450 450 450 |
’ Foreign revenue 0 0 0 0 0 0 0 0 l
| Lab & Prints grant 250 250 250 250 250 250 250 250 |
Local income grant-25% 0 475 725 S 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 marksting 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 i
NET INCOME BEFORE TAX -2450 -1851 -1500 -1500 -1500 -1500 -1484 -1375
TAX SAVED/(PAID) 1296 1237 1165 1010 892 756 604 552
NET INCOME AFTER TAX -1154 -615 -335 -490 -608 -744 -880 —8230
ROI - INVESTOR -76.93%  -40.98% -22.30% -32.64% -40.56% -49.57% -58.65% -54.86%
‘ ROI - INVESTOR/PRODUCER -76.83%  -40.98% -22.30% -32.64% -40.56% -48.57% -58.37% -52.69%

kNOTES:

i1.T0{a: fitm 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.Thereatfier film funa recovers its investment pius interest at a 15% flat rate.

4. Thereafer:

-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 6000
“ R'000 R'000 R'000 R’'000 R'000 R'000 R'000 R'000
j |
1
il 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 -375 -1363 -1500 -1500 -1500 -1500
NET CASH OUTFLOW -1324 -1799 -2014 -1983 -1858 -1329 -1259 -1150
|
RETURN ON INVESTMENT -88.27% -119.33% -134.27% -132.20% -123.83% -88.60% -B83.93% —76.85%i
|
CASH FLOW COMPARISON FOR STATE
CURRENT SCHEME/PROPOSED SCHEME
Current scheme 315 665 1015 1715 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:R4.0 mii o= ¢ m

DATA R'000
Production costs 4000
Producer fina~ce 50.00%
Film fund fina~ce 50.00%
'FINANCING
PRODUCER FILM FUND 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  R'000 R’'000
INVESTOR
INCOME
Net loca! film rental -150 -26 122 445 633 974 {11315 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.tee 0 -26 -48 -105 -158 -216 -285 -342
Local TV sale-15% 600 600 600 600 600 600 600 600
Foreign reven.e 0 0 0 500 1000 1500 2000 2500
Lab & Prints grant 250 250 250 250 250 250 250 250
Local income grant-25% 0 2075} 400 650 300 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 =875 ORENIC G175 0N G 7.5 ) =375 () I 37 5 )
Lab costs -250 -250 -250 -250 -250 -250 -250 -250
Foreign marker ng 0 0 0 -150 -300 -450 -600 -750
Film fund share 0 0 0 -420 -13983 -2340 -2706 -2955
Producer's fee - 20% 0 0 0] 0 0 -20 -203 -328
NET INCOME BEFORE TAX -3300 -2301 -2628 -2000 -2000 -1960 -1594 -1345 |
|
TAX SAVED/(PAID) 1704 1645 1578 1250 964 689 621 502
NET INCOME AFTER TAX -1596 -1257 -1055 -750 -1036  -1271 -973 -843
RO{ - INVESTOR ~-79.80% -62.83% -52.73% -37.48% -51.82% -B63.57% -48.64% -42.16%%

ROI - INVESTOR/PRODUCER -73.80% ~62.83% -52.73% -37.48% -51.82% ~63.06% -43.37% -33.65%|
|

INOTES:

‘2.Uo to cash breakeve- on net income before tax,investor recovers first.
|3.Thereafter film func rscovers its investment pius interest at a 15% fia! rate.

1.Totai film fund grants can be a maximum of investor’s investment only.

4 Thereafter:
-Producer:20% proaucer's fee
-Film fund:40% inves:or's share
-Investor:40% investo's share

ADDENDUM 3-4



|
1

{CASH FLOW
| Box office in thousands

|
{

[FILM FUND

| CASH INFLOW
Share of income
Repayment of ioans

LESS:EXPENDITURE
Investment

Grants

NET CASH OUTFLOW

RETURN ON INVESTMENT

CASH FLOW COMPARISON FOR STATE

CURRENT SCHEME/PROPQOSED SCHEME

Current scheme
Proposed scheme

DIFFERENCE

0 500 1000 2000 3000 4000 5000 6000
R'000 R'000 R'000 R’'000 R'000  R'000 R'000  R'000
0 0 0 420 1393 2340 2706 2955
568 568 568 464 224 0 0 0
568 568 568 884 1617 2340 2706 2955
-2000 -2000 -2000 -200C- -2000 -2000 -2000 -2000
-250 =52 -650 -1025  -1400 -1775 -2000 -2000
-1682 SI957 -2082 -2141 -1784  -1435 -1284 -1045
-84 10% -97.85% -104.10% -107.05% -89.18% ~71.77% -64.70% ~52,24%T
420 770 1120 1820 2520 3220 3820 4620
1682 1957 2082 2141 1784 1435 1294 1045
-1262 -1187 -962 -321 737 1785 2626 3575

ADDENDUM 3-4 (CONT)



EXAMPLE.R4,0 millio- fim

DATA R'000
Production ccsts 4000
Producer finance 50.00%
Film fund tina~ce 50.00%
FINANCING
PRODUCER FILM FUND 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 R’'000 R’000
NVESTOR
INCOME
Net local film rental -150 -26 122 445 693 974 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% 0 275 400 650 300 1150 1250 1125
Foreign sales grant-25% 0 0 0 125 250 375 500 625
TOTAL INCOME 700 1099 11372 2570 3693 4849 5815 6688
LESS:EXPENDITURE
Production costs -3750 -3750 -3750 -3750 -3750 -3750 -3750 -3750
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 -420 -1393 -2340 -2706 -2955
Producer's fee - 20% 0 0 0 0 0 -20 -203 -328
NET INCOME BEFORE TAX -3300 -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 -750 -1036 -1271 -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 K57
CASH RETURN -B8.20% 8.77% 18.87%  38.32% 36.98% 36.43% 51.36%  57.84%:

JOTES:

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

-Producer:20% producer's fee

-Film tund:40% inves:o~'s share

-Investor:40% investc-'s share

ADDENDUM 3-5



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 -2000 ~-2000 -2000 -2000 -2000
Grants -250 -525 -650 -1025 -1400 -1775 -2000 -2000
NET CASH OUTFLOW -1682 -1957 -2082 = 2R 70 S 4 GO R oA R 1A 5
RETURN ON INVESTMENT -84.10%  -97.85% -104.10% -107.05% -89.18% -71.77% -6470% -52 24%]

CASH FLOW COMPARISON FOR STATE
CURRENT SCHEME/PROPOSED SCHEME

Current scheme 420 770 1120 1820 2520 3220 3920 4620
Proposed scheme 1682 1951 2082 2141 1784 1435 1294 1045
DIFFERENCE -1262 -1187 -962 -321 737 1785 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 Afnica (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
countries.
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D. RECOMMENDATIONS REGARDING CHANGES TO THE CURRENT
SYSTEM OF STATE SUPPORT TO THE FILM INDUSTRY



A. BACEGROUND TO THE RESEARCH
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C. THE FRENCH CENTRE NATIONAL DE LA CINEMATOGRAPHIE (CNC)
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iWhic OhC seoeris inie @0 the Mamigeary o Culture,
Communication and Fublic Works and is organised into four
servieces:
ASEE reoduction BBEsEributions ane Foreign Relations (Festure and
Sih@rl Tl lms )
2. Bt ien
Audiovisual Programmes
D. Administration and Finance, inecorporating two sub-sections
namely:
= Pillm Arelhnves

- Information and research
The following break-down shows the main functions of each:

CNC

(Centre National de la Cinematographie)

Brodi Distr, Exhibition Audiovigual Administrative &

& Foreign Service Progremmes Financial Service

Relationsg Service
Service (Feat.
& Short Films)

* Authcrissticr. » Authorisetiocn x

Waligy s malEl * CGanersl aeamin .
tc opereaete: to operete Clola g & budget
Prod & distr. > Progremming Prograemmes * Legal matters
c ol SN ricif § * Modernisstion * New tech- > Siestugshiiof W ENG
Cards SAEC Sintat noclaogilies * Peguletion of
> Approvel cf of cinemas video merket &
BEirlodinie tnts > Relaetions feat. films
N ASEoImiGAt -t clN asatcl NI maaiclc e

on televigion

*» Selective sid = Narnn—-cocmmercisil - Archives

» Reletions Slelinaian - Informeation

forellign "nch » TPreaining & Resesrch
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P n e Swiiith SundentiE bilie g el e s e e el have not rezchec

a wide audience;
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B EWPR FerROEMISEE v erities Ane cueicnecs as
£ Ims Yo cs o i bt 1 nErttoRthie? Siritd olf cinems;

C
= CRECE rienall QefEenie Sta s .

Thestres classsifiecd as "experimental and ar:: CIEELLEY EEve =
laeder sorechiame @F che 754 wlham cormercial cinemes. The
exact pe-centsge depend on the area in whick the clnems
PPERELES ; LNE 26

rcentage of art and experimental cinema, etc.

The comrission classifying cinema houses which hsve applied

ROk el SISEFE clalt 2lon Sicons et Bo f Tepitiesienitiatt vies ol U ReMENE

SoViERnNES s ENd e Ela it e ntis

e S ditr et orsh S inriod i cleini=s exhibitors,
el S el toive, oiae 1o

s

)
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ch Associaticn of Experimental and Art

Cinema (AFCAE) znd a regional PRIICESEINEAE Ve @ tihe ARDE.

Films are classified as experimentsl and gzt wadlws low

represerttativect o itheENE (id lirecitors producers,

elistrilessors, inoleEene emnk Sdanlolters, MITAL, emlisral lesders

- - oy a5
Zumel CifE YoumE €49cikE Prkilie.
o s e e - cels & & o~

L G BR _jrascrrcSnE @i pole e exlkilEaiaen
Sietlecic MW E Mo el St ool o0 ewerel torome EEiiElere Whe de
WEEE YE S rEmIie 2LpenE 15 FTranec CiERE LhEhLtrees wiwl the
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LOWEESL 2521EReE LAFUIRRE mMeYy, Uhaeler eCcriailn eehoiitis S, RlseE
REDlY 22 en RAeSiLionEl Suusichy
Sl Unel Einigivclienslemiiofi i relc g el melc Sa bl mis
EIA - o e e s e s el FCBle T Rielos be b Pl s e
S AEs Sy At e = v e Ean agreerents entered ARE Fy YWE ©%
A EEE e = AL L fn S e s U GRS [=% S baes SRS SRS G T R (B Sl o -~ -

~ ~ = S - 0 S o e o

HoRE EREAICORE MEVE Le 198 ebtherisce oy the Dircezor-Cenesal
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o) EHBIRE R EEHEEE Cinel @ [giRorEet Whe Raritg ok aill
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ihe Director-Genersal decides on applications for
suthorisstion after consultation with the Programming

Clern iisis San This Commission consists of nine members,
egqually xade up of exhibitors, distributors or producers, and
@EemEiE pEssivaehaly gueldticel Un whe sesele nmeler consideratiocn,
&

PPointez by the minister responsible for cinemz .

e Ceow " SSien e LneeeE oot ens -
cis

-vise the CNC on applications from exhibitors for

authorissticn to form associations or to enter NG
agreecsnts. In its deliberations, the Commission gives
co

eer
DSelC = hileigt e dliE PeESilgllc RIEER SLHE CRIEEES wihe proposed
.
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g cRls sises t fpen it deivhens e Gl it e 1 sn o al lee e
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SIEEReaNizSs Seral B lleiv e IRt ol einiTe e MG At o S W eleiric TRt

% 2Btes A5 Ei ANECECREERT seRSTISERRL Swe A EINEE ALY ,
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ChIE .

S e s e o mis IRl tia it e T o R Director-General of the

e riolle ot hic Mo d iator iisiteNaic tempiti ol sV el G fiflerenc e

8ri1sing Jrom claims of unfsir clomERMEEA G M plalEtRicub st byt

the field of Eokindlon € i @m At the demand of the Medistor &n

S B CRRSuILE AR Ao el different government depsrtrents

=g

statutcry bodies and ciners professionals, a docurment

entitled "Code for Fsir Competition in Cinems Exhibition"

has been develored to Provide guidelines to distribution
entities.

4. The ron-commercisl sector

Cine-clcts and all other organisms projecting films on a non-

profit basis, also have tc obtain authorisation eEM wloe CNC.

Iving cinema takhe

plaee Sn LEranes Yeawly These events are designed to proccte
Eleelichewins 6f T:lms thetarellsenicrz G leia cseen, the
ehi-iclovie W of mew talentiaic alwavifoh e s ST O e e
ASEEElRiE SeEie s 1. Many c¢f these events receive firezrcial
N Numercus film festivals slso bernefit

)

N
f the CNC, among them, the Carnnes festival
e

FEAWE L dn e Seele .
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C. The Audiovisual Frogrerzes Service of the CNC

1 :cg\"EIjQD
-~ A

e rcder to qualify for au-ematic or selective aild from the

CNC, auciovisual progrsrre procucers have to subject their
projects to measures of centrol similar to those applicable

to feature film production: determination of the nationality

of the programme (sources of financing, the nationality of

the crew and sctors, langusge) and its financial structure.

Applicstions for aid may be submitted only by producers whose

production companies are independant of television channels.

However, before the prograsmme qualifies for registration, the
producer must have rezsched an agreement for its broadcast
Rt e e hianmne i Ncont ricutanE Lo Ene N CNeG  tund through tax on
9ts inccme. This channel must reach at least & hindred
thousancd households, but the progrzmme can "accumulate
househclds” by being brocaccast on different charnels.

PDrara series, films made for television, arnimation

pPrograrres, &and 1n exceg

ct

ional caeses, other programres with a

ERIglnceStE per Rninutes guzihafyviferiateonaiticaads The amount
1s worked out according te a formula which takes inte account
the cverall cost of the procgranme a&nd the average amcunt per
Zippie ket mes paled etk BY the Chd 15 the previens Linaneis.
veaT The Wighes T & == &% The pProPZrtlEce Bnoer
CESE N E YR N TN, TAE HAETEE TlhEe FEkOtRr O GiE 1t 2CECATEesS .
Lgain the avtomatic zi< £zy cnly be used for re-investment ir
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Pl SEDNFR S Aol e PrXogramme production

FPrograrres of particolsar cultural, technicsl or economical
rteleime Sl G SUITERGINE O thsaiid S S Thel Director=General of the
CNC decides about its gllocation in consultaiion with the

Commissicn fcocr the Firnancial Support of Audiovisual Programme
2eeelbet 2 o .

Wianls Ceiaa s ien comes s e of the Director-General of the CNC,
one representative each of the Ministry of Culture and
Communication and the Ministry of Finance and six members
appointed by the Minister of Culture and Cormunication for

their perticular gqualities to fulfil the functions required.

The air of the financial BhPPERE 1S3

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

= Lo 's=opport prograrme EENEES e 6o moee normslly benefit
from auzcmatic sid: Cocumentaries, cultural magazine

PeESRaEEcSER thiel = elele s dEin e e BT R perforrmances.

L 08 BlE0 PeSEAule e @akahs support from the CNC for the
Eacduisittian ot Na  picie el i S T e 0f pregrammes.

As dm 52 easEe ef cineca, cother special rechanisms EPL8E ©E
iclcll e sicle e proe ot erl ane brozecdcast ¢f certain
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e Yuzetions af EhEisslelcitilo RN c e mp - s e administration of
e Gees-ves and the Information snd Resezrch centre which
LS @EEE @ o lllodl e fmel sl ghe legal and other

admimiss =gt ive flnaiSlonst et th e ReN

[bhnsesair it deisl tihie regulation of the order of release of films
EnRRUhiel St feirenit Snedh & (one year after theatre release for
cneeodecisahanniel st e ne year later for video shops and on
televiisorn channels which co-financed the film, and ancother
GEEE L E R Ehe L IRt Meavas after thesatre release, on other

e LEVIE S gin elosmnets .

e Adr = S5istirat ivie and Financial Service also regulate the
qucta of local films on television, the amount of films which
different categories of channels may brosdcast DER WEEE ,, e

whern filgps may be bricladealsith (On Wednesday, Friday and
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open channels

vRtil ZZ2583, %o ernnccurage viewers tc go tao the cinemsa. )



D. RECOMNENDATIONS REGARDING CHANGES TO THE CURRENT SYSTEM OF
STATE SUPPORT TO THE FILM INDUSTRY

18 The complex infrastructure of the film inﬁustry

necessitates the creation of a specialised stastutsry bodv to
ensure contintity in government policies regulating and
SlejEnacotal=l i SEWIcll STeil@tie sl la  unehESi ey . The Film
Commission found that the French Centre Nationsl de la
Cinematographie offers a positive example of a statutory body
efficierntly asdministering state support to the film industry
while ensuring the indeperdence of the RIS E Y LR BNE
glovie T nEent N i heNd giy

ZESinS e rd erNtalcle —oird et Enbilt = lthtvie S e o icle Enan St he

aellS ity Einel 5 EeE iR Ee dnegeaitee!, long-term planning,

this boly should be made responsible for the administration
SIS S ple et SN el nduS v Ns F e ni VDo & ule Shloni
dilstrisctien ane exhibition, but glse reseurece functions like

Erlainars ) sarchidvesand resesreht and nEeoEnat aony

2 Gilvehn Lo arcas o xhiuel interesi becwees esincuws and
televisicr thog lbeey Shecrle Zurcther be reszerneible Fer meain=
CEAMLADE ClOSE COn AR EnE PO-OPEratlon Wit fhe telewision
NNEI S E =Y

4 e 08 GE8Ceeloll clieis ckeieesionals Sron the il dndunstey
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S A syvstem of tax on cinema tickets and on the income of

LRleTIs s an Statsions could provide both a stable and a

Yy incdependent source of funding for such s body.

S . Bcin the present and the recommended rechsnisms of state
SLIPIPEEE  s@ el neingi ey requlire efficient messures of comiciee
L@ SEEes

“T€ the sccuracy of the box office receipts declared by

cineme crerators. We recommend that the suggested body be

nsde responsible for the LS @5 lelEEE e esunens owners

and the verification of receipts.

7o WG emEREnt Svshom oF automatic aid to the film industry

cdees mes wuilsal She function that it was intended for and

serious attention should be FLEN 50 B0E @EREEE L om 002
SelEETiTE Stats support structures in additicn to certain
FTOrRS €8 RBEemeiie Sael

8 dEesStEEE @t ceptrel aRel SbEEee PR ASE CE ©RE @r Ehe
S=EPCRE s e e vdilllia sneliat ey s Sselntier Seon the others
BEE AnEZHceE e i higheins e build & lees LaeluSEry .  These
ReBEsFEE Bhorle egelly tw wne petelity af fbhe PGS i 7

S . These 12 as urEent nees 2w wide-ranging, ongoing
TESERRE L BE ZBLele e eeEEs Tiiet mece we lse brought about

*F “the South African film industry is te ward ofc the current

CREEEAE O L5 Shewival .

DesEel e e thseClne e Snoudiel Be Fhven o the eeraslishners 6f A
Lo sis e EC Sl iBigalie Sblels ©iRE MEEEEERRT reSomres SE dho
S-EEaEEllise HaTEsTsaEC s Wik ldcw of gy Spdopendont
SERTLTZEY ey ©o aduimisicr the Seurh Afrieces £4lm AREIWS TRV .
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asters and other interested parties.

Lo, The fate % the Seuih Arreileam @iln incdvstry 18
imeKitiiealy Tice uwe with the Sewviln Arriesm publie (s Theis
capacity as viewers &and taxpayers). It is necessary to
lavnch & pubtlic awareness campaign on the current plight of,
AmE THLELee @lieceiions Ter wae deeal film sncusterw. NS
erEEIEn covle be uscel e bealn PhFelrdmE £ pPriee tnm Seouick

AR AR AMEEES .
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2) ThHE GRueme ©X Twe Crisis im tlae Wil lnelBiSe e s

B the mece for TLhils meeivm tE Play ies rpele euwilng che
Eerice of far-rezehing chzncesilinthiclsiochice NS c oM aieTmians:
2 ftlee eyoslelily cliEpEloE compEsc @ Eueipyl suel PreeitEE e
igtwilentiem zhRe exolleicicn, cocuplee ®ith EYELWENCRARY

el ceehne oy S

d
el ithe eurreRt Proeees ef reecrimitiem e regiemal ame

SR cRrationg, abeioviste. relapricons werlowicle, ane
Eiciatar c oo o BHEVERGSHEC lei I - v fe s

3 flae lnEl &f GEEESE EE il SeroeculinEs weE wlhe Lewge
@

it ic rececsary to accept the need for urgent and effective

AeEier Lm L8 TEeEREE .
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