0

LWMZ/ M1/

KEI TH LI STER

17 dune 1992 Anwwn

CONFI DENTI AL

M Tlto Moowenl Qur Ref: KL265/12/AC

Econom cs Spokesnan BY HAND

The African Natl ona

Congress

| et Floor, Shell House

51 Pleln Street

JOHANNESBURG

Dear M Mooweni

BMG | NTERNATI ONAL - | NVESTMENT | N SOUTH AFRI CA

| amwiting to you on behalf of BMS Internatlonal

My cllent |s one of the world s |eadlng nuslc and record conpanies. Its
parent conpany |s situated | n Gennany.

After carrylng out a detalled I nvestligatlon Into the South AFrlcan nuslc
and record Industry, and after consulting wth the broadest posslble
cross-sectlon of people involved In the Fonnal and | nfornal music and
cultural Industries, BMs Internatlonal has resolved to establish a new
conpany in South Africa. The new conpany W || be naned BMG Records Africa
(Pty) Limted. In addition to servling the proposed conpany In an Inltla
capacity as an attorney and as a consultant, | shall contlnue to be
assocl ated with the new canpany in an executive managanent position

The Board of BMG Internatlonal have Instructed me to ensure that, In al
respects, the structure of the new conmpany and its operatlng methods are In
accordance with the practical and phil osophical tenets of a non-racist,
non-sexl st and denocratlc soclo-polltlcal order. Furthernore, | have been
I nstructed to ensure that all posslble steps are taken to achl eve the
Fol | owi ng obj ectl ves:

1. To Invest In South Afrlca In a manner that is conducive to the

devel ounent of partnerships with people and busi nesses who have been

di sadvant aged and prejudl ced by the apartheid system

2. To ensure that the priceless nuslcal and cultural heritage of South

Africa, with all its diversity, |Is respected and indeed nurtured by

the conpany that is to be established by BM5 and by the dl fferent

Forms of business that are to be carried out by BM5 In South Africa;

3. That, In slmlar veln, BMGs South AFrlcan conpany is to be regarded
as an Afrlcan buslness as much as it |Is a South African buslness, with
resources belng directed towards the devel opnent of nuslc, both In

busl ness and cultural tenns, Inltlally anbng our nel ghbourl ng
Front-11ne states but, thereafter, Into and anong all the countries of

Africa.
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| shall set out belcw detalls of BNG s proposed form of |nvestnent and of
specl flc aspects oF the structure and buslness as well as projects In whlch
BMG I ntends to become I nvol ved.

Before dolng so, It Is approprlate For ne to nmake sone prel Imnary polnts.
1

First, BM5 s specl Flc proposals have been Formul ated after

consultatlon with many Indlvlduals who are actlve merrbers of SAMA or

who partlclpate actlver In SAMA s aFFalr-s. | belleve that BMG could

not have done nore to have acqualnted ItselF, at senlor executlve

level, with the practlcal and structural problens whlch Face people

dl sadvant aged by apartheld who formpart of the South Afrlcan nuslc

and cultural corrrmunlty and | ndustry.

I must put on record that, In my general capaclty as an attorney

rather than In ny special capaclty as attorney to BMG International, |
have for the past three years acted as Honorary General Consel to

SAMA. In that capaclty, | have represented SAMA In Its deallngs on

scores of occaslons with polltlcal organlsatlons and thelr cultural

desks, with Forelgn governnments, nmjor record conpanles, artlsts and
artlst nmanagers, concert pronoters, studl o owners, copyrlght contro
agencles, the executlve of the SABC and ot her broadcasters. | have

al so asslsted many SAMA nenbers who | ook to SAMA For practlcal advlce

and support In regard to matters that arlse fromtheir own

relatlonshlps with nore powerful elenents of the nuslc and record
Industry. It Is perhaps as a result of ny long and cl ose relatlonshlp
with SAMA that | have In fact been requested by the current executlve

OF SAMA to asslst. themIn draFting proposals to the AFrlcan Natlona
Congress regarding the Future of the nmuslc Industry.

| ovaoust do not wlsh these separate roles - as honorary |egal

advl sor to SAMA and as a BMG representatlve - to be confused In any

way. It Is clear that the Flnal sunesslons which are put to you by

SAMA will In fact be those of’ SAMA's executlve rather than of nmny
of flce or, equally ovaoust, of any thlrd party conpany such as BMG
Internatlonal. | do belleve, however, that the structures and

progran’ mes whl ch have been deslgned at BNG s Insistence are In al
respects entlrer conpathle with the Fundanental prlnprles of SAMA's
general sunesslons. Further, | belleve that BMG s structures and
programmes are In all materlal respects entlrer conmpathle with the
alms and conditions regardl ng proposed Forelgn I nvestnment In South
Africa as Fornulated by the Afrlcan Natlonal Congress.
In Identl Fylng structures and progrannes that are rel evant, we have
pald partlcular regard to the Inherent structural problens that are
faced by:

:5 the dlsenFranchlsed maJor’ Ity I n general

. WOmEen;

: 4 people who operate Informal businesses In a wide varlety of
dl FFerent segnents of the Informal sector.



To better understand the Full extent of these problens and the

di sadvant ages which are currently Faced by the di senfranchi sed

maj ority, wormen and informal producers, it is necessary to give a
brief overview of the structure of the South African record industry.
| believe that it can be stated with confidence that new sources of
Foreign invesUnent into the South African nusic and record industry

will be to the clear benefit of people and busi nesses who have been
di sadvant aged by apartheid. The increnmental effect of new I nvestnent
will Inevitably be to weaken the manufacturing and distribution

nonopoly dom nation that is currently enjoyed by the three major
record conpanies, Gllo, EM and Tusk, thereby opening up new
opportunities In the Industry For all South Africans.

Gallo and EM have traditionally controlled 100% of the vinyl and high
quality cassette production capacity. Utimte omership of Gallo,
through the Premier Group, vests in Anglo American. EM is 100% owned
by a British conpany. Tusk is locally owned. Gllo, EM and Tusk
control the only CD nanufacturing plant In the country. Gallo and EM
have very recently resolved to close dovmthe only vinyl pressing
plant In the country, notw thstanding that vinyl is the sole format
that is acceptable to radio - and that radioplay is vital For the
devel opnent of smaller, |ndependent record conpani es. Between them
Gall o, EM and Tusk have used their financial strength to gather up a
hi gh percentage of available International l|icensed naterial From
Britain, USA and Europe. Licensed material owned by BMS Internationa
has, until 30 June this year, been licensed to, and distributed by one
of" these three conmpanies. Gallo and EM co-om M-P which is a racking
operation which controls a significant percentage of the total market.
The major retailer In South Africa Is OK Bazaars which also ultimtely
Fonls part oF the Anglo Anerican group. Gllo, EM and Tusk contro
nore than 9096 of the rusic publishing narket. Between themthey
effectively control ASAM (Association of the South African Misic

I ndustry) which Is the only industry body that is recogni sed by the
current government when it comes to negotiating excise and simlar
tariffs. It is the only body recogni sed by the SABC which is itself a
State controll ed nonopoly of radio and tel evision services.

Because of’ the long history of apartheid, black South Africans in
particul ar have been deni ed access to the business sector of the nusic
market. As a result, black manager’s, black executives, black | awers
and bl ack accountants with know edge of the nmusic Industry are few and
far between. There is alnbst no infrastructure of any sort on which

"I ndependent" record production houses or record conpani es have been
able to build.

| believe that it is essential at this stage of’ the analysis of the
Industry to make the point that if conditions are Inposed at any time
In the future which make It difficult or uneconom cal For M Foreign
Investors to enter the South African narket, the effect of this wll
inevitably be to strengthen and perpetuate the nonopoly dom nation of
the three existing nmajor conpanies. My respectful subm ssion, on
behal f of BNG is that It is ne_w foreign investors who will be able to
set standards for the South African music industry that existing

i nvestors should be required to neet.



10.

Everything that BMG Internatlonal plans to do In South Africa, In
structural and nanagenent terms, |s designed to stlmnulate canpetltlon
and, In dolng so, to play the leading role In the breaki ng down of the
dom nance of the three major conpanies. The effect of thls will be to
Increase the abll Ity of Independent conpanies to establish thensel ves
or to Inprove their posltlons within the South African music Industry.
| shall now provide a brief sunnary of BM5 s proposed fonn of |nvestnent
and of specific aspects of the structure and buslness as well as projects
I n which BM5 Intends to becone invol ved.

1

3.

The new. company will be wholly owned by BMS International. The
conpany will, however, be expected to enter Into a serles of Joint
venture partnerships with exlstlng and new South African buslnesses.
In selecting Joint venture partners, the conpany will be expected to
give preference to provlding opportunitles for people and conpani es

di sadvant aged by aparthel d. The conpany w1l al so devel op neanl ngfu
affI nmat | ve action progrannes In regard to Its Internal nanagenent
structures.

The conpany recogni ses the authority and pivotal role of SAMA, as the
legltimate representative of a significant rmber of South AFrlcans
Involved In the nusic Industry and as a structure which has taken a

| eadl ng and consistent role In the struggle against the apartheid
system Consequently, BMG s South African conpany has consulted with
SAMA and has offered to sponsor at |east two projects which we believe
wi ||l be of great assistance to SAVA and Its nenbers.

2.1 The First progranne thch has been proposed to SAMA |Is that BMG
shoul d sponsor the devel opnment of sound reciprocal relationshlps

bet ween SAMA and muslclans’ unlons In several Internationa
terrltories.

2.2 The second proposal |Is that BMs shoul d assl st SAMA to sponsor a
conpr ehensi ve wor kshop and buslness seninar thch w |

specifically be designed to assist di sadvantaged peopl e who

either already earn thelr livings In the nuslc industry or who

m ght wish to do so In the future. BMGs intentlon Is that each

of these progranmes should be structured In such a may as to

becone ongoi ng projects, with which BM5 woul d be happV to

contlnue to be associ at ed.

BMG woul d like to connlt Itself to playing an active and positive role
in the long-tenn devel opnment of the South African nuslc Industry, For
the benefit of all South AFrlcans and For peopl e throughout Southern
Africa and, |Indeed, the African continent.



#. In general terns, BMG i N SheS to be a responsi bl e and account abl e
corporate citizen of’ a new, denmpcratic, non-racist and non-sexi st

South Africa. In establishing a new business in South Africa, BMGis
prepared to be Judged at all tines against the hi ghest standards and
BMG is prepared to act as a role nodal For all investors in the South
African nusic industry. BMG believes that, through a process of

consul tation and di scussion, there are many aspects of the nusic

i ndustry that can be revitalised and which will lead to the creation

of enploynent as well as the earning of Foreign capital through the
export of South African nusical products.

| have been asked to convey these sentinents to you and to your

organi sation and to place on record our willingness to neet with you, or
peopl e of your choice, at any tine to discuss either the practica

hrmHi cations of details set out in this letter or any other Hatters
relating to the music industry or BMGs Investnent in South Africa which
may be of interest to you.

Yours Faithfully

Qui p

KEI TH LI STER



