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The ABC provides the following comments in response to the issues paper regarding Division
376 of the Income Tax Assessment Act 1997 released on 30 October 2008.

Under Division 376, companies may be entitled to one of three refundable tax offsets in
relation to Australian expenditure incurred in making films. The offsets are designed to
support and develop the Australian screen media industry by providing concessional tax
treatment for Australian expenditure. The ABC’s comments relate to the offset available to
producers of Australian films, which amounts to 40 per cent of qualifying Australian production
expenditure (QAPE) incurred on a feature film and 20 per cent of QAPE incurred on films that
are not feature films (QAPE incurred on or after 1 July 2007).

The review has sought comments regarding “… the effect of Division 376 on production levels
for the Australian independent production sector and Australian television broadcasters”.

ABC and the Australian production industry
The ABC has an important relationship with Australia’s independent production sector. Over
the three year period from 2006/07 - 2008/09 the ABC will commit over $80 million to
commission independently produced Australian drama, documentary and children’s drama.
This funding will enable independent producers to leverage a further $160 million investment
to deliver over 400 hours of Australian programs in these genres worth over $240 million.
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The value of the Offset
Since the announcement of the introduction of the Offset in 2006 the ABC has expressed
strong support for the initiative as one of a number of federal public policy mechanisms that
enhance the level, range and value of Australian audiovisual content provided to Australians
and audiences internationally.

As the issues paper notes:
“The Australian Government supports independent Australian production through the
Australian Content Standard (ACS) and the subscription television drama expenditure
scheme administered by the Australian Communications and Media Authority (ACMA).
Through these mechanisms, the broadcasting regulator has a regime in place which
encourages greater independent production.”

The regulatory framework operates with direct funding provided by Screen Australia and state
agencies, the Offset and Australia’s public broadcasters to deliver independently produced
Australian content on a range of platforms (broadcasting, online platforms cinema and other
media) to Australian audiences.

The level of Australian content on local screens is underpinned by this policy framework. Over
the years these measures have combined to deliver to Australian television audiences a
significant level of Australian content and to create a robust, mature and highly competitive
market in which independent producers and broadcasters work together to develop, finance
and produce this content.

In many areas the Australian independent production industry operates at international best
practice standards, with a highly skilled technical and creative workforce, flexible and
productive work practices and low production costs.

Australian television content is highly successful with audiences and increasingly that content
is finding substantial audiences in an online environment. For example, in 2008 the ABC is
experiencing record levels of audience share. Australian programs have led the way in reaching
audiences and driving this year’s growth.
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The ABC has continued to increase the number of programs available for online download. In
2008, these downloads are averaging over 1 million downloads a month. ABC iView, launched
in July this year provides another opportunity for Australian audiences to experience local
content through a free internet broadcasting service. The service, which carries six channels,
launched in July 2008. By the end of September it had recorded 1.4 million views.

Local content delivered to domestic audiences is important in meeting social and cultural
policy objectives. This is consistent with international experience, as recent research by the UK
Office of Communications indicates:
“Our comprehensive research in phase 1 [Public Service Broadcasting
Review] showed the importance audiences place on the continued
availability of high quality, original [local] content that meets public service
purposes, from a range of providers. For now, linear television remains the
main way of watching this content, but audiences are enthusiastically taking
up the opportunities of digital media, especially younger audiences”.1

Issues confronting the independent production sector
There are however, structural issues confronting the industry, including the
underdevelopment and sustainability of the independent production sector, a lack of private
sector finance, and limitations on growth in particular of levels of Australian adult drama,
documentary and children’s drama. The ABC’s understanding is that the Offset scheme for
qualifying Australian production was designed in part to address these issues.

In May 2007 the then Federal Government introduced the Offset to support the independent
production industry, “reflect[ing] the Government’s view that a sustainable and independent
screen production sector is crucial in building a stronger Australian film and television
production industry”.

A major, unforseen outcome of the operation of the Offset is the impact on the cost of
production finance. In the majority of cases where the ABC has commissioned “Offseteligible” projects producers have needed to raise gap finance to meet budget deficits. The ABC
is aware that this is an industry wide phenomenon.
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To raise finance a producer seeks to cash flow the deficit and repay the loan once the
production is completed, final Offset certificate is secured; a submission is made to the
Australian Tax Office and funds received by the producer. As this can take many months,
including the time of production, post-production and delivery, loans can be outstanding for a
significant period of time, resulting in high levels of interest costs. The cost of raising finance,
including producer, legal and contracting costs is combining with interest costs to inflate
production budgets. These costs can be in the tens and even amount to hundreds of thousand
dollars.

A related issue is the need to provide real asset security for loans against television
production. With lending institutions requiring security and production investors not
permitting security over the production asset (due to the increased risk to delivery) producers
are in some cases being forced to take out second mortgages or use family member’s assets
for security.
It is also important to realise the financing problems are compounded by the impact of the
global financial crisis on the capacity to raise finance in Australia.

The Level of the Offset
The ABC believes the above concerns and problems relate directly to the inadequate level of
the Offset for “non”- feature film projects.

At 20 percent the Offset is insufficient to match other financing arrangements and results in a
significant financing gap; creating a circumstance where loans must be sought. While this
issue is important on a single project basis, it is even more significant for production
companies with a number of projects in development, production and delivery, all of which
may require high levels of loans against future Offset income.

Consequently, while the ABC supports the Offset initiative, it is concerned that the level of
offset provided for projects other than feature films remains too low at 20 percent of eligible
expenditure. This area of production is predominantly drama and documentaries produced for
broadcast television. Increasingly such content is also finding a significant audience in a
downloadable form online.

4

It is important to recognise that television production is the bedrock of the independent
production sector, providing much greater opportunity for sustainability for production
entities.
There is a serious risk that the policy objectives for the Offset to build sustainable businesses
and enable production businesses to build a higher level of equity in content, will not be
realised.

It is important that the problems of the low level of the offset are recognised. This issue is not
new or unique to the Australian industry. In fact the availability of public financing
arrangements recognises the historical and contemporary problem of achieving sufficient
levels of finance to achieve a range and diversity of Australian content for delivery to
Australian audiences.

This concern is particularly significant in an environment where the new agency Screen
Australia is facing a reduction in funding. This raises the possibility that there could be at worst
a reduction in drama and documentary finance or at best static levels of funding. This
situation is made more problematic by the increasingly fragmented broadcast and electronic
media environment with a multiplicity of platforms and channels leading to downgrades in
revenue projections for commercial broadcasters and concerns regarding the capacity to
deliver cultural policy objectives such as locally produced content.

Consequently, it is important that level of both direct and indirect public support is considered.

ABC and the operation of the Offset
At the time of the introduction of the scheme the ABC noted that it was the Government’s
view that independent producers should be beneficiaries of the Producer Offset. The
expectation that the Offset would provide an opportunity for independent producers to retain
equity in their productions and build stable and sustainable production companies was also
recognised by the ABC.

Concern was expressed that broadcasters might seek to benefit from the operation of the
Offset. For example, the then Opposition stated, “[Labor has] noted the concerns raised,
including the possibility of the 20 per cent producer offset being factored into the pricing of
programs supplied by independent producers.”
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Given these concerns the ABC notes that it has not sought to derive any benefit from the
Offset by discounting or reducing licence fee offered to independent producers. Further the
ABC has not established any mechanism to gain direct access to the rebate.

The ABC placed these commitments on public record in a keynote address given to the Screen
Producers Association of Australia Conference in November 2006.

The ABC has taken the opportunity presented by the operation of the Offset and a three year
direct funding injection (ABC Independent Commissioning Production Fund), to substantially
increase the amount of independently produced drama and documentary commissioned from
the Australian independent production sector. In the majority of these productions,
independent producers have utilised the Offset to provide production financing and to
enhance their equity position in projects.

Average ABC licence fees for independent productions have been maintained and in some
content areas increased over the past two years. A confidential summary of ABC licence fees is
provided to the review at Attachment 1. Due to the commercially confidential nature of the
information the ABC requests the attachment not be published.

ABC Television’s financial participation in independent drama and documentary projects is
principally as a purchaser of rights (historically broadcast rights, but increasingly for a range of
broadcast and “digital” rights). In addition, the ABC often takes an “equity” position, although
its purpose in doing so is to finance deficits in production budgets, rather than to gain equity.
While the ABC believes that a higher level of rebate for television production would provide
greater certainty for developing the Australian independent production sector, the Offset is an
important initiative for the Australian independent production industry

The ABC looks forward to continue to work with the industry and other public agencies to
commission and broadcast a range of Australian content from the independent sector.

Yours sincerely

Kim Dalton
Director of Television
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