
FLICs: what's in it?
Legislation to establish the trial of a new film  investment incentive scheme was 

introduced into parliament on May 14. Nick Herd, executive director of SPAA, asks
what it w ill mean for the production industry

L a  egislation co n cern in g  the  F ilm  L icensed Investm ent C om panies, or 
FLICs, has b e e n  re fe rred  to the  Senate S tand ing  C om m ittee on  the 
E nv ironm ent, R ecrea tion , C om m un ications and  the Arts. T h ere  is 
no  co n firm ed  dead lin e  for the inqu iry  yet b u t it is m o o ted  th a t the 
com m ittee  has to  re p o r t back  in  A ugust 1998.

T h e  genesis o f the F ilm  L icensed  Investm ent C om panies, or FLICs, 
co n cep t w as the re p o r t by  D avid  G onski on  C om m onw ealth  film 
assistance m easures. C om m issioned  by  the federa l governm ent, the 
repo rt's  reco m m en d a tio n s  w ere released  at the start of 1997.

In  the  rep o rt, G onsk i overw helm ingly  su p p o rted  d irect funding  as 
the m ost ap p ro p ria te  fo rm  of g o v ern m en t assistance to the industry  
b u t found  th a t it was still necessary  to attract p rivate  investm ent 
th ro u g h  tax  concessions. H e rec o m m en d e d  th a t existing tax  con­
cession a rran g em en ts  cease an d  be  rep laced  by  the FLIC  schem e.

G onski's orig inal p roposa l was th a t the FLICs be  aw arded  licences 
by  the g o v ern m en t to raise concessional capita l for a range of 
"qualifying" A ustra lian  films - features, m ini-series, telem ovies and  
d o cum en ta ries . Investors w ould  be  able to claim  a  tax  concession 
for investm en t in  the com pany, ra th e r  th an  in the individual film.

G onski p ro p o sed  th a t the concessional ra te  be  at least 120 p e r  cent 
(which he  th o u g h t w as viable because  of the risky nature  of the 
investm ent) an d  th a t C apita l G ains T ax  (CG T) paid  on  the sale of 
FLIC  shares b e  the  cost of shares m inus the tax  concession.

T his m ad e  the FL IC  a  m ore attractive proposition  th an  the conces­
sions available u n d e r  10BA an d  10B. But to avoid the p rob lem s of 
the '80s tax -funded  films, the FLIC s w ould  provide a m echan ism  
for investm en t in  a  "slate" o f p ro d u c tio n  an d  prov ide g overnm en t 
w ith a cap p ed  an d  tran sp a ren t level of revenue.

In  S ep tem b er 1997 th e re  was a  flu rry  of consu lta tion  from  D C A  on 
the possib le rep lacem en ts for the  existing tax  concession, including 
the w ay in  w hich  the FLIC  schem e shou ld  be set up. Should  it be 
funded  by  d irec t oudays? If it was to be  tax  b ased  should  the con­
cession b e  at 100 p e r  cen t o r 120 p e r  cent? S hould  the m oney  be 
given to the  Film  F inance C orp o ra tio n ?  O r  should  the w hole th ing 
be d ro p p ed  an d  10BA be left in  place?

u n d e r  the C orpora tions Law, and  all its 
directors are A ustralian.

T h e  m inister issues the licence having 
taken  advice from  a Selection A dvisory 
Panel com prising  persons w ith expertise 
in  p roduction  an d  d istribu tion  of films 
an d  in bank ing  an d  finance. T he  m inis­
te r  decides how  m any  licences he will 
issue and  how  m uch  concessional capital 
each  licensee will be  entided to raise.

E ach licence will ru n  from  the day the 
m inister issues it until Ju n e  30, 2000. 
D uring  tha t tim e shareho lders w ho 
invest in a  FLIC  are able to ob ta in  a 100 
p e r  cen t tax  deduc tion  for the m oney  
they  invest, as long as the m oney  is then  
invested  in qualifying A ustralian  films.

A ll the concessional capital allocated to 
a  licensee m ust be  raised  in the licence 
p erio d  an d  the to tal am o u n t raised  by 
all licensees is no t to exceed  $40 m illion. 
But investm ent by  the FLICs in qualify­
ing  films m ay continue until Ju n e  30, 
2001. A ll concessional capital m ust be 
invested in the films, except a small 
am o u n t approved  by  the m inister m ay 
be d ed u c ted  to cover adm inistration.

Q ualifying A ustralian  films are as 
defined  at p resen t in  the Incom e T ax  
A ssessm ent A ct an d  they  m ust also 
possess a  10BA certificate. Investm ent in 
such films is to be  in  p roduction  for the 
pu rpose  of b ecom ing  a  first ow ner of 
the copyright; or if the FLIC  invested in 
p roduction  th en  it m ay also invest in 
m arketing  and  distribu tion  of the film.

G overnm ent proposal

T he g o v ern m en t so lution is essentially a com prom ise: a  two-year 
p ilot schem e set to ru n  from  Ju ly  1, 1998 with 10BA rem ain ing  at 
least until the  pilot's com pletion .

T he  F ilm  L icensed  Investm ent C o m p an y  Bill establishes a  schem e 
for the o p era tio n  of one or m ore  FLICs. U nder the schem e a  com ­
pany  applies to the M inister for C om m unications, the Inform ation  
E conom y an d  the A rts for a "concessional capital licence". A  com ­
pany  is eligible to  app ly  for the  licence if it is a  new  co rp o ra tio n  
w hich has its h ea d  office in  A ustralia, is registered  as a  co rpo ra tion

A n  investor in  a FLIC  can  only claim  a 
deduc tion  for the investm ent in the year 
in  w hich the share is issued. T he  d ed u c­
tion  is subject to "clawback" if the FLIC  
b reaches a  licence condition  and  the 
m inister rem oves the concessional status 
of the shares.

A t the tim e shares are sold the cost base 
for C apita l G ains T rea tm en t is zero, 
m ean ing  the investor w ould  pay C G T  
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on first do llar re tu rns. T his w ould 
m e an  th a t an  investor w ould  be  
tax ed  o n  cap ita l gains even though  
n o n e  h a d  b ee n  m ad e  an d  any tax  
adv an tag e  for investm ent w ould  be a 
tax  deferral.

T ax  losses can n o t b e  transfe rred  to 
or fro m  a  FL IC  an d  the FLIC  itself 
can n o t m ake a  claim  for deductions 
on th e  expend itu re  of concessional 
capital.

T h e  F L IC  licenses are sub ject to a 
range of restric tions on  foreign and  
ind iv idual ow nership  as well as to 
conditions ab o u t b o rrow ing  an d

capital raising. In  addition, each  
FLIC  m ust p rov ide the m inister w ith 
a  rep o rt every  six m on ths an d  the 
C om m issioner of T axation  w ith a 
rep o rt every year.

T h e  p roduction  industry  sees two 
prob lem s w ith the schem e as p ro ­
posed. First, the concessional 
arrangem ents offered are the sam e as 
tha t for 10BA. E ven the opportun ity  
to invest in  a slate of films is possible 
u n d e r  10BA. T hus there  is virtually 
no th ing  new  offered to investors, 
except the p robability  of m uch  closer 
governm en t scrutiny of the ir invest­
m ent.

As a result, SPAA (the Screen 
P roducers A ssociation of A ustralia)

and  o ther industry  g roups are highly 
sceptical tha t the FLIC  schem e will 
be sufficiendy attractive to  investors.

Second, the legislative an d  adm inis­
trative process of im plem en ting  
FLICs m eans it is unlikely tha t the 
pilo t will be  runn ing  m u ch  before 
the m iddle  of 1999, assum ing tha t 
anyone w ants to invest in  it.

So, in a  year w hen  the g overnm en t 
has red u ced  its direct oudays to 
p roduction  investm ent by  $15 m illion, 
it seem s tha t there  is no t m u ch  h ope 
tha t the FLIC  schem e will a ttract 
sufficient p rivate  investm ent to com ­
pensate for the loss.

Nick Herd

From
Aussat eyes o ff Tasman and 
Pay T V

T h ree  A ussat custom ers - 
the A B C , B ond M ed ia  an d  
A A P  - are positioned  to 
p rov ide  T rans-T asm an 
services before A ussat's 
b ra n d  new  satellites are up  
in th e  skies. D irec t b ro a d ­
cast p ay  T V  is also on  the 
ho rizon .

O n  J u n e  28, A ussat con­
trac ted  to pu rchase  two 
new  satellites from  the 
G en e ra l M otors com pany, 
H ughes C om m unications 
In ternational. T h e  A ussat 
satellites shou ld  b e  in  o rb it 
by  1992-93 an d  are 
designed  to  satisfy b o th  
A ustralian  an d  N Z  b ro ad ­
casting a n d  com m un ica­
tions com panies.

T h e  H ughes offer to  m an u ­
facture a n d  launch  the 
spacecraft for the bargain- 
b asem e n t p rice  of $350 
m illion  has s tu n n ed  critics 
an d  fired  d eb a te  overseas. 
T h e  clue to th e  p rice  lies

w ith the People 's R epublic  
of C h ina  (PRC) w hich has 
offered to prov ide the 
launch  at a  price tha t 
undercu ts its U.S. and  
E u ro p ean  com petition.

T he  different U.S. agencies 
are now  engaged  in a 
fierce deba te  on  the way 
the H ughes deal will 
im pact on  technology  
transfer, trade  an d  national 
security. E urope has also 
en te red  the fray th rough  
the C oord inating  
C om m ittee  for E x p o rt 
C on tro l (C O C O M ) w hich 
m ust approve technology 
transfer to the PRC.

If H ughes is n o t allow ed to 
use the  PR C 's L ong M arch 
rockets, A ussat faces the 
p ro sp ec t o f bo rrow ing  
an o th er $200 m illion for a 
w estern  launch. T ogether 
w ith $90 m illion A ussat 
m ust spend  to u p g rad e  its 
g ro u n d  facilities, this could  
lift A ussat B's overall cost 
to a  m assive $645 m il l io n .^

Network tycoons create 
Australian clones

A ustralia's reliance on 
cheap  U.S. p ro d u c t to fill 
T V  schedules is u n d er­
scored  by a  series of deals 
nego tia ted  over the past six 
m onths. V irtually  every 
p ro g ram  p ro d u ce d  by the 
m ajo r U.S. studios and  
netw orks is p rom ised  to an  
A ustralian  netw ork.

T h e  new  T V  tycoons have 
outla id  millions of dollars 
on  exclusive contracts and  
partnersh ips w ith U.S. 
studios to guaran tee  a 
supply  of d ram a  product. 
Since early this year:
- F rank  Lowy's N etw ork 10 
has struck an  exclusive 10- 
year deal w ith 
M C A /U niversal;
- A lan  B ond 's N etw ork 
N ine has tied  up  C olum bia 
Pictures an d  W arner Bros;
- C hris Skase's N etw ork 
Seven has secured  a  three- 
year con tract w ith 
M G M /U A .

P aram oun t appears  to  be  
the only studio w ithou t an  
exclusive agreem ent.
T h e  M C A  In ternational, 
B.V. and  N etw ork 10 
ag reem en t entitles M C A  to 
acquire 10 p e r cen t o f 
N o rth e rn  Star's cap ita l at 
$2.50 a share any tim e 
w ithin five years. M C A  
an d  N o rth e rn  S tar also 
p lan  to explore jo in t T V  
productions w ith an  
"A ustralian content" for the 
in ternational m arket. 
N etw ork N ine's ag reem en t 
w ith T riS ta r P ictures trans­
ferred  to C o lum bia  
P ictures earlier this year. 
D etails of the W arn er  Bros 
deal are n o t public . B ond  
M ed ia  also retains rights to 
the T h o rn  EM I S creen  
E n te rta inm en t lib ra ry  of 
2,000 tides.

Skase has signed a  three- 
year ag reem en t w ith  
M G M /U A  for a re p o r te d  
sum  of $20 m illion a  year. * 
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