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FOX STUDIOSAUSTRALIA
1. EXECUTIVE SUMMARY

Australia has some of the most talented film makersin theworld. It hasworld class
infrastructure and Oscar winning cast and crews. Australia has hosted some of the
most technically advanced inter national productions. Fox believesit isimportant to
maintain and expand our film production industry. Australia cannot afford to lose
our creative talent to other countries.

Our federal incentive, a very attractive proposal when introduced in 2001, needs to
change to adapt to the competitive inter national film environment.

The value of film production from the Hollywood studios alone in 2005 is calculated to
be approximately US$11.4 billion. In 2005, Australia attracted less than US$250
million of that production.

Fox believesthat in addition to attracting large budget production, the Australian
Government needsto review the Offset programme with aview to attracting a greater
range and volume of production, whilst continuing to attract large budget production.

Accordingly Fox supportsthefollowing key changes to the Offset programme:

1. Maintain the minimum Australian spend at AU$15M (other than under 4.
below).

2. Increasetherebate to at least 16% to compete with other countries and provide
an incentive that attracts production to Australia.

3. Remove the 70% spend test for productions with QAPE between AU$15-50
million to attract mor e production in that spend range.

4. Createanew category of eligible production by removing the minimum spend of
AUS$15M for productions controlled by companies which have produced a major
filmin Australia (ie. spent over AU$50M ) within a 2 year period to encourage a
greater volume of production.

These recommendations ar e discussed mor e fully in Section 6.
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2. INTRODUCTION

Fox Studios Australia Pty Limited (Fox) welcomes the invitation of the Department of
Communications, Information Technology and the Arts (DCITA) to make a submission as
part of the statutory review of the Film Tax Offset programme (Offset), announced in
September 2001 as part of the Government’ s Integrated film Package to attract large budget
production to Australia (Review).

The purpose of the Review istwofold. It must:

1. Determine if the Offset has been effective as an incentive to encourage big budget
filmsto locate in Australia; and

2. Examine the benefits and opportunities the Offset has delivered to the Australian
film industry.

Fox believes the programme has been extremely successful but changes in the international
production industry necessitate changes to the programme if it is to continue its success.

The Offset has attracted the following large budget productions:

Kangaroo Jack

Ned Kelly

The Matrix Reloaded
The Matrix Revolutions
The Great Raid

Peter Pan

Ghost Ship

Inspector Gadget 2
George of the Jungle 2
Scooby Doo

Sealth

The House of Wax
Superman Returns
Ghost Rider

Charlotte’ s Web

The Review states that since its introduction 17 film and television productions have
claimed the Offset with atotal of over AU$885 million of eligible production expenditure.

These productions facilitated the growth of infrastructure, including the expansion of Fox
Studios Australia in New South Wales and Village Roadshow Studios in Queensland and
the construction of Central City Studios in Victoriaa. Companies servicing the industry,
including but not limited to visual effect houses, post production facilities, equipment hire
companies including lighting, camera and electrical equipment, trucks and trailers have
made significant investments.

Cast and especially crew have enhanced their skills and the crew depth has grown.
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3. FOX BACKGROUND

Fox is part of the News Corporation group of companies and works closely with its related
companies such as Twentieth Century Film Corporation, one of the key clients of the
Australian production industry and afocus entity for the Review.

Fox operates a film and television production facility, Fox Studios Australia, in Moore
Park, Sydney. The facility has over seventy permanent tenancies from the film and
television industries and eight sound stages with ancillary workshops and offices for hire to
film, television and commercial productions. Its related company operations in Australia
include: production services for international productions, a domestic television production
business and theatrical, home entertainment and tel evision distribution business.

Fox was one of the companies which lobbied the government for an incentive program in
2001 following a negative Australian Tax Office (ATO) ruling for the Twentieth Century
Fox funded Australian Oscar winning film, “Moulin Rouge”. It was closely involved in the
consultation process associated with the development of the Offset.

Since it first occupied the site in 1996, Fox has hosted the following productions financed
by US distributors:

Feature Films

“Dark City” (New Line) 1996
“Babe — Pig in the City” (Universal) 1997/1998
“The Matrix” (Warners) 1998
“Holy Smoke” (Miramax) 1998
“Mission Impossible 11” (Paramount) 1999
“Red Planet” (Warners) 1999
“Moulin Rouge’ (Fox) 1999/2000
“Star Wars — The Attack of the Clones” (Lucasfilm) 2000
“The Quiet American” (Intermedia) 2000/2001
“Kangaroo Jack” (Warners) 2001
“Star Wars — The Revenge of the Sith” (Lucasfilm) 2002/2003
“The Matrix Reloaded” (Warners) 2002/2003
“The Matrix Revolutions’ (Warners) 2002/2003
“ Stealth” (Sony) 2003/2004
“Son of the Mask” (Sony) 2003/2004
“ Superman” (Sony) 2005
*“Happy Feet” (Warners) 2004/2006

* “Happy Feet” is an animation project which is a joint project by Animal Logic and
Kennedy Miller and has been hosted by Animal Logic, the largest tenant at Fox Studios.

TV Series

Farscape — Series 1

(Hallmark)
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Telemovies

The Three Stooges (ABC) 2000
When Good Ghouls Go Bad (Fox) 2001
The Junction Boys (ESPN) 2002
Dynasty (ABC) 2004
The Mystery of Natalie Wood (ABC) 2004

A number of the large feature film productions shot in Australia since the introduction of
the Offset in September 2001 have been filmed at Fox.

Fox has been involved in the administration of Offset applications (in addition to applicable
state incentives) for a number of productions including productions shot in New South
Wales, Queensland and Victoria.

Accordingly, Fox believes that its experience in hosting such productions, its involvement

with the creation of the Offset, its close contact with its facility and production service
clients and its work on a number of rebate applications qualifies it to make this submission.
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4. REVIEW

The Review as expressed in the Call for Submissions dated May 2006 makes a number of
specific requests for commentary.

4.1 Operation and Administration of the Offset

411 DCITA

Fox believes that the Offset has been operated efficiently and expeditiously by DCITA.
Aside from the financial incentive provided by the Offset, one of the best marketing tools
for the Offset is the helpful and prompt consideration given to applications by DCITA.

4.1.2 Costs

For those qualifying productions setting up after the introduction of the Offset, the
compliance costs have been relatively minima aside from the costs of the independent
audit.

4.1.3 Timing of Application L odgement

One of the administrative aspects of the Offset which could be improved is the timing of
the lodgement of the Offset Application (Application). Currently, it cannot be lodged until
the film is completed. Whilst Fox appreciates that it enables DCITA to confirm that the
film is a bona fide film, it is suggested that for films spending over AU$50M, the
application could be lodged once the spend in Australia is completed and audited. Some
large budget films may have long post production periods (anywhere from 12 to 18 months
after the work in Australia is completed) so it would be more timely to lodge the
application once the film has completed its spend in Australia, provided DCITA can be
satisfied that it is a bona fides film intended to be distributed theatrically. Films below
AUS$50 million could continue to lodge after completion of the film.

The Application deliverables include a letter from the relevant distributor confirming
distribution of the film. That, together with a written undertaking to provide a DVD/VHS
copy of the film/television project once commercialy available should be sufficient to
satisfy DCITA as to the bona fides of the production.

4.1.4 Inclusion of DVD copy of the Film with the Application

Following on from the previous comment, the Application requires a copy of the Film in
DVD or VHS format as part of the deliverables. It is not always available and it is
suggested that if it is not commercially available at the time of lodgement of the application
that an undertaking to lodge the DVD/VHS as soon as commercially available can be
provided.

4.1.5 Exchange Rate Used

Currently, the Application requires the QAPE to be provided in AUD$ based on the
average across the period of the production of the monthly ATO exchange rate figures. As
this could result in adverse calculations where a production is close to meeting a minimum
spend test or a minimum % of the budget, it is submitted that the appropriate exchange rate
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is that applicable at the commencement of the production — ie. that rate which is budgeted
(which can be referenced to an ATO published figure).

4.1.6 Inclusion of Freight and Insurance Costs

During the course of the administration of the offset it became apparent that there were
communication issues between DCITA and the ATO, particularly in relation to the
interpretation of some aspects of qualifying expenditure such as the treatment of freight and
insurance costs.

Freight

The ATO position is that only the proportion of freight costs incurred within Australia is
QAPE —ie. if a piece of equipment is freighted into or from Australia then only the costs
directly attributable to Australia should apply. This means each invoice from a freight
provider must be broken down. Fox submits that all invoiced costs of an Australian freight
supplier should be eligible expenditure. As a member of Ausfilm, Fox reiterates the
submission on the issue made by Ausfilm to the ATO dated 15 December 2005.

Insurance

The ATO position is that insurance is a financing cost and therefore ineligible. Fox believes
that the following categories of insurance costs should form part of QAPE: Film Producer’s
Indemnity, Negative Film Risk, Faulty Stock, Camera & Processing, Extra Expense and
Weather as well as Completion Service premiums. As a member of Ausfilm, Fox reiterates
the submission on the issue made by Ausfilm to the ATO dated 15 December 2005.

Those issues have been resolved so that certainty exists, however, it is the submission of
Fox that those elements which the ATO believes do not form part of qualifying expenditure
should do so. The ATO has indicated that legislative amendment is required to change its
position.

4.2 Success of the offset as an incentive

Whether the offset has attracted high quality, high budget film production that would
not otherwise have been made in Australia and whether the offset is an appropriate
means to achieve this

The following productions are eligible to claim the offset:

1.  Feature films (including animation) which have a minimum QAPE of AU$15M and
where QAPE isfrom AU$15M to AU$50M, 70% of the budget is QAPE.

2.  Telemovies which have a minimum QAPE of AU$15M and where QAPE is from
AU$15M to AUSS0M, 70% of the budget is QAPE.

3. Miniseries which have a minimum QAPE of AU$15M and where QAPE is from
AU$15M to AUSS0M, 70% of the budget is QAPE.

4. TV Series which have minimum series QAPE of AU$15M and a minimum average
QAPE of AU$1M per episode.

©Fox Studios Australia Pty Limited July 2006 7



The Offset has attracted feature film production that otherwise would not have shot in
Australia. Productions that shot in Australia since the introduction of the Offset which were
not set in Australiainclude:

The Matrix Reloaded (NSW), The Matrix Revolutions (NSW), The Great Raid (QLD),
Peter Pan (QLD), Ghost Ship (QLD), Inspector Gadget 2 (QLD), George of the Jungle 2
(QLD), Scooby Doo (QLD), Sealth (NSW/SA/ACT), The House of Wax (QLD), Superman
Returns (NSW), Ghost Rider (VIC), Charlotte’s Web (VIC)

Even if set in Australia (or partly in Australia) such as Ned Kelly, The Proposition, The
Crocodile Hunter and Kangaroo Jack, the availability of the Offset contributes to the
financial viability of the production.

The Offset has proven to be an effective form of incentive for large budget productions.
Given the spend threshold it cannot provide an incentive for telemovies and those
productions have ceased considering Australia. It is too early to consider whether it has
attracted television series, which given their production duration, are more difficult to
attract due to the distance from the United States.

Since its introduction, some form of offset (ie. either a refundable tax offset/credit or a
direct grant based on a % of qualifying production expenditure and with a minimum spend)
has been introduced or proposed for introduction into:

New Zealand
South Africa
Fiji

South Africa
United Kingdom
Ireland

Hungary

At the time of its introduction, incentive schemes including tax based deductions, direct
grants and incentives based only on domestic labour spend were considered.

The refundable tax offset was selected as the appropriate means to drive large budget
production to Australia and has proven to be very successful. So successful it has been
copied by a number of other countries including New Zealand, Fiji and South Africa. Even
the new UK scheme has included a direct tax credit based on a % of qualifying spend.
Further analysisis set out in Section 5.

4.3 Impact on the Australian film production industry.

Employment Opportunities

Fox is best positioned to provide figures on its facility. The effective annual employment of
Australians on international productions based at Fox Studios since September 2001 has
been:

2001/2002 928
2002/2003 1072
2003/2004 842 (excludes numbers for “Happy Feet”)
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2004/2005 612 (excludes numbers for “Happy Feet”)
Infrastructure I nvestment Opportunities

Since January 2001, Fox has spent over AU$12 million on capital investment in its Sydney
facility.

Skills Development

Since the introduction of the Offset and the attraction of large budget productions, Fox
believes Australians have increased their skillsin al areas of production.

Fox spoke to some of the producers who have produced more than one film in Australia:
Bennett Walsh —“ Stealth” (2003/2004) and “ Ghost Rider (2004/2005)

Bennett Walsh produced “Stealth” for Sony Pictures at Fox Studios as well as using
locations in New South Wales, South Australia and the Australian Capital Territory and
“Ghost Rider” for Sony Pictures which shot at Central City Studios in Melbourne and
various Victorian locations. Bennett is currently in pre-production on “The Kite Runner”
for Dreamworks in Western China.

“1 would take the crew anywhere in the world and there is not a problem that they can
solve.

My greatest experience was having the opportunity to go back-to-back with two films, so |
could stay in Oz

| was very impressed with the quality of the Australian cast and crew on both “ Sealth” and
“Ghost Rider” . So much so, that | have sought the services of a number of them for “ The
Kite Runner” which | am shooting in Western China.

| believe that the departments where crew skills improved over the course of the
production/s include:

1. theriggers - given the complexity of the camera work and size of the sets, especially the
spydercamrigs on location (a camera system not used in Australia before).

2. the video assist operator- (sets up the camera monitors for the director). | have asked
this crew member to come to China with me and he has recently been working with Barrie
Osborne in New Zealand on The Water Horse.

3. the grips - with the complexity of the camera work (1st time a 50ft techno crane was
used in Australia).
4. the special effects crew and stunt performers - the Stealth explosion scene shot at the
disused Schofields aerodrome in Sydney had a 14 camera set up and the biggest
pyrotechnic work of any previous production in Australia. (The operation of the gimbal for
the plane cockpits was also the largest used in Australia)
5. the locations dept - with the number of locations in Melbourne and its surrounds for
Ghost Rider
6. the production office staff in both Sydney and Melbourne - given the complexity and size
of the shoot and the number of units
7. the accounting staff — Sony Pictures are now using the Australian production accountant
as the financial controller for “ 30 Days of Nights’ in New Zealand
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| would not hesitate in recommending Australia as a production destination based on the
quality of its crew, cast, facilities and equipment/services suppliers.”

Rick McCallum — “ Star Wars Episode |1 — The Attack of the Clones’ (2000) and “ Star
Wars Episode |11 —the Revenge of the Sith” (2002/2003)

Rick McCallum produced both Star Wars projects which shot at Fox Studios Sydney. With
Episode 11, Rick took many of the Australian crew to the location shoots in Tunisia, Spain
and Italy. Rick is currently working on the development of a 100 episode television series
for Lucasfilm which he plans to shoot in Australia.

“Australia would have to have the most disproportionate number of highly talented film
crew and actors for its population size.

It is currently at the forefront of digital cinematography (particularly after Superman
Returns and Star Wars Episode 2 and 3), visual effects and set construction. Australia
needs to capitalise on those skills or those skillswill be exported and lost to Australia.

The areas where | noticed skills particularly improved across the two Star Wars
productions were in set construction, particularly plastering (65 crew), painting (80 crew)
and rigging (40 crew).

| would have no hesitation in taking a production to Australia and taking an Australian
cast and crew anywhere in the world.

Lucasfilm is currently developing a 100 episode television series to shoot in Australia
which will provide a fantastic training ground for young Australian crew and actors’ .

Showcasing of Australian talent and businesses inter nationally

Each international production shot in Australia or contracting for visual effects work or
post production services affords Australians and Australian businesses the opportunity to
showcase their talent.

Attracting the production to Australia enables local business to pitch their good and
services.

A significant number of Australians have used films attracted here by the Offset to further
their careers. Some examplesinclude:

James McTeigue, the First Assistant Director on each of the 3 Matrix films went on to
direct “V for Vendetta’ in Germany in 2005, a Warner Bros film produced by Larry and
Andy Wachowski, who directed the Matrix films. Hugo Weaving, an Australian actor who
worked in each of the Matrix films had the leading role in “V for Vendetta’.

Hugh Bateup, the Art Director on the Matrix films, “Red Planet” and “ Superman Returns’
is currently working in Los Angeles on the Warner Bros project “ Speedy Racer”.
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Stephen Jones, the unit production manager on “Red Planet”, “ Star Wars— Episodes |1 and
11", “Scooby Doo”, “Ghost Ship”, “Peter Pan”, “Son of the Mask” and “Superman
Returns’ hasjust returned from New Zealand where Stephen was been the unit production
manager for the Warner Bros film 10,000 BC” which shot in New Zealand.

Fiona Landreth, the Australian production accountant on the Sony Pictures films,
“Stealth” and “Ghost Rider” is the Financial Controller on the Sony Pictures film “30 Days
of Night” currently in pre-production in New Zealand.

Importantly to the creative talent bank in Australia, the calibre of these films enables

Australian talent to continue to work on challenging projects within Australia without the
necessity to work outside Australia.
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5. IMPACT OF THE OFFSET
51  Why the Government introduced the Offset

Productions select |ocations based on:

1. creative suitability, including availability of locations, crew, performers and facilities;
and

2. financia attractiveness —ie. the comparative costs of the production.

Australia has the infrastructure, and unless ruled out for location reasons, the decision
comes down to one of comparative cost.

Most of the large productions that had been shot in Australia prior to September 2001 had
been attracted by tax based financing schemes relying on Division 10B of the Income Tax
Assessment Act. To our knowledge most productions since 1996 had utilised this form of
financing.

Those schemes offered an incentive equivalent to approximately 10% of the budget of the
film. That incentive was comparable to other countries and made Australia a competitive
and attractive production destination.

In 2001, it became apparent that the ATO had changed its position on rulings for these tax
based financing structures. Films such as “Moulin Rouge” and “Red Planet” had relied on
ATO rulings for previous productions. The Government, in consultation with the ATO,
devised the Offset as an aternative and more direct incentive.

Hence, some form of incentive has operated since 1996 to attract international production
to Australia.

52  Government Offset Policy Objectives

In analysing the success of the Offset it is important to examine the past five years in the
context of the key points of the Explanatory Memorandum which accompanied the original
Offset hill.

Policy Objectives

The Explanatory Memorandum for the Offset when introduced stated:

The Offset is an incentive to attract expenditure on large budget film productions to
Australia

The Australian film industry is expected to benefit from the offset through increased
opportunities or Australian cast, crew and post-production and other services to
participate in large budget production.

The policy objective of the Offset was to provide for an incentive to attract expenditure on
large budget film productions to Australia in order to:
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Increase opportunities for Australian casts, crew, post-production and other
services to participate in large budget productions; and
Showcase Australian talent.

Fox believes that the Offset has achieved its objectives. It has attracted at least 20 large
budget productions which have shot in New South Wales, Queensland, Victoria, South
Australia and the Australian Capital Territory respectively. Those productions have
provided opportunities for Australian cast, crew and providers of equipment, services and
facilities. To maintain those skills and to encourage further capital investment, the spread
of production needs to increase rather than relying purely on large budget production.

Projected Benefits
The Explanatory Memorandum stated that the benefits would be:
For qualifying productions:

an incentive which will amount to approximately 10% of a film’s cost of production
(varying with the proportion of qualifying Australian production expenditure to
total production expenditure); and
a benefit from the experience gained from personnel in the Australian film industry
who will be increasingly exposed to work on large budget film productions.

(our underlining)

Whilst Fox believes that Australian personnel have clearly benefited from the exposure to
work in such productions, it is important to sustain the throughput of production work to
utilise, maintain and enhance those skills. However, given exchange rate movements, for a
USD$ budget, the relative value of the incentive has decreased to 5% rather than 10% since
2001. To maintain the Offset as an “incentive” —ie. afactor which impacts on the decision
making process about the location of a production, the % of the rebate component of the
Offset must increase. A table of exchange rate movements for the AUD against the USD is
attached as Annexure A.

For the Australian film industry:

increased exposure of Australian casts and crew to new skills used in big budget
film production;
a small increase in the number of big budget films produced in Australia and/or a
smoother investment pattern in such projects;
(1) increased expenditure on Australian casts, crews, post production
facilities and ancillary services;
(i)  anincreaseininvestment in Australian infrastructure; and
(iii)  helping Australian films move from small to medium to dightly larger
budgets, thereby enhancing the quality of local films, viewer enjoyment
and their commercial success.

Whilst the benefits outlined above have occurred, in relation to the second point, there was
an increase in the number of big budget films, there has not been a smoother investment
pattern in such projects. The Offset has enabled Australian directors to persuade their
investing distributors to base their projects here — eg. Warner Bros and George Miller with
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“Happy Feet” and Twentieth Century Fox and Baz Luhrmann with his yet to be titled
project dated for later this year.

Given that absent the Offset, Australia has lost its cost competitiveness and is no longer
able to attract other forms of production such as US movies of the week (“telemovies’). In
2001, Australia hosted 11 telemovies. In 2005, we did not host any US telemovies. Less
telemovies are being made, but absent some form of financial incentive, Australia cannot
being considered.

The expected growth of the value of foreign production in Australia was predicted to be
AU$850M in the year 2005/2006. This was to represent about 5 large films per year (with a
total average budget of AU$120M and average expenditure in Australia of AU$60M) and a
similar number of medium scale films with a total average budget of AU$50M and average
expenditure in Australia of around AU$37.5M).

As noted in Section 2 of this Submission, the Review states that since its introduction 17
film and television productions have claimed the Offset with a total of over AU$885
million of eligible production expenditure.

7 large budget feature productions spending over AU$50 million

We estimate those productions are: Kangaroo Jack, The Matrix Revolutions, The Great
Raid, Peter Pan, Stealth, The Son of Mask, Scooby Doo

7 medium budget productions spending between AU$15 — 50 million

We estimate those productions are: Crocodile Hunter, Ned Kelly, Ghost Ship, Inspector
Gadget 2, George of the Jungle 2, The House of Wax

3 television series or mini series.

We estimate that two of those productions are: Nightmares and Dreamscapes, I'm a
Celebrity Get Me Out of Here

In addition, a number of productions are in the process of preparing claims and Fox
estimates the eligible expenditure of the claims to be at least $300 million. Those
productions include: Fox 2000's Aquamarine (QLD/NSW), Warner Bros Superman
Returns (NSW). Sony Pictures Ghost Rider (VIC) and Paramount Pictures Charlotte’s
Web (VIC). Tota €eligible expenditure in the 5 year period should exceed $1.2 billion. The
origina projection in the Explanatory Memorandum was $2.465 billion of production
expenditure

In hindsight, that original projection has proven to be optimistic. The Government could
not have anticipated the number of countries and American states which would introduce
competitive incentives and impact on the number of productions that decide to come to
Australia  Fox is aware of a number of productions that have budgeted for Australia but
have decided on cheaper locations. Due to the competitive factors outlined below,
2005/2006 will be the worst year for foreign production in Australia since Fox formally
opened itsfacility in 1998.

The Explanatory Memorandum also stated that the intent was to attract high quality
productions rather than a volume of production — the reason given was that high volume
production would have a concomitant impact on the Australian industry’s ability to
continue production. Fox believes that intention is no longer relevant in a competitive
market. The industry cannot afford to only concentrate on large budget productions, it need
a continuum of work, regardless of size.
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The Offset has successfully achieved the objective of attracting large budget feature
productions. However:

1.

2.

It needs to be understood that large budget productions are fewer in number and the

market to attract those production has become even more fierce than in 2001;

Setting the Offset minimum spend at AU$15M has made it impossible for telemovies

to claim the Offset as no telemovies have budgets that high;

The 70% spend test for production with QAPE of less than AU$50M has meant

Australia has missed out on many potential productions. It can be quite difficult to

achieve the minimum spend of 70% especially where:

(i) asignificant amount may have been spent on development;

(i) visua effects packages have already been allocated as such packages may be
allocated before the shoot location is determined;

(iif) post production cannot take place in Australia for a variety of reasons including
because the director, having already spent a significant period of time away
from home wants to be close to home or the proximity to the project investorsis
required during post production perhaps because it is a first time director or
because the investing distributor owns post production facilities on its lot.

The 70% spend test was based on the test for a Qualifying British Film as at 2001

which required 70% of the production cost to be spent on film making activity in the

United Kingdom (other than in the case of official co-productions where the

minimum spend is dictated by the co-producing countries guidelines). The United

Kingdom has now reduced that figure to 25% with its new incentive. A number of

other features of the earlier UK model were adopted by the Australian Government

including aspects of the characterisation of included and excluded costs for the
definition of Qualifying Australian Production Expenditure and the form of audit
report.

The strength of the Australian dollar and the rebates offered in other countries has

reduced the rel ative value of the Offset.

To continue to stimulate investment by businesses in the Australia industry, to keep

this highly skilled and mobile workforce employed and to train new participants in the

industry, it is important to attract a diversified and more consistent range of
production, avoiding the “feast or famine” of large budget productions.

Confirming the competitiveness of international locations, in 2005, 7 out of the top 10 films
in the US Box Office were shot outside the US:

1. Star Wars: Ep. 111 The Revenge of the Sith  US$380.3M  Australia

2. Harry Potter and the Goblet of Fire US$289.2M England
3. The Chronicles of Narnia US$288.8M New Zeaand*
5. King Kong US$216.9M New Zeaand*
7. Charlie and the Chocolate Factory US$206.5M England
8. Batman Begins US$205.3M England
10. Mr. and Mrs. Smith US$186.3M Canada

* Australian crew worked on these productions
[source: MPAA: US Theatrical Market: 2005 Statistics p.12 see www.mpa.orq]

Given the estimated value of annual film production at *$11.4 billion in 2005 from the

members of the MPAA alone - a figure which excludes television production and non-
MPAA member sourced film production, the competition to attract such productions is
understandable. As more countries witness the value of such production investment to their
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economies, not only in direct spend but in skills enhancement and industry growth, the
competition has intensified.

*This figure is calculated from the MPAA’s publicly available “U.S. Theatrical Marker:
2005 Statistics’ and is based on the average negative cost of US$60 million (see p.14) and
the 190 films released by MPAA members in the US in 2005 (see p.11) . This does not
include the negative costs of the 345 films released in the US in 2005 by non MPAA
members. [ see www.mpa.org]

When the Australian Government announced the Offset in September 2001

1

2.

The exchange rate was approximately US$0.52 — it is now trading at about
US$0.75.

The countries Australia was competing with in relation to incentive programmes
were Canada and the UK. It is now competing with a range other countries/states
including: New Zealand, Eastern European countries such as Romania and Czech
Republic and the US states.

The Government was responding to the problems the ATO had with the 10B tax
based financing deals.

The Government recognized the value of the investment of such productions —
which can be as much as AU$100 million in asix month period.

The Australian Government reviewed the incentive programs from other countries
especially Canada and the United Kingdom and concluded it preferred:

1

wn

A direct incentive rather than a tax based incentive encouraging local investment as
that rewarded the production directly and removed the financial packaging “middle
men” (as promoted the sale and leaseback schemes in the UK).

It sought an aternative to a straight labour credit as in Canada.

It utilised the 70% spend of the then “Qualifying British Film” UK program which
provided atax deduction on the acquisition cost of a UK film once it qualified.

It adopted part of the approach taken by UK in defining qualifying production
expenditure.

It sought an incentive which brought a direct benefit of approximately 10% of the
budget.

By July 2006, a number of the key factors have changed:

1

The USJAUS exchange rate is approximately 0.75 providing an immediate 42%
discount on the incentive. It has been trading at 0.70 and above since October 2004.
[See Annexure A] There are currently no factors to indicate a dramatic drop in our
exchange rate in the foreseeable future.

The international production environment is even more competitive. In addition to
our traditional competitors of Canada and England, Australiais now competing with
other countries and US states for international production particularly competes
with New Zealand and Eastern European countries. The competitive advantages of
those countries are:

Canada (particularly Vancouver, Toronto and Montreal):
Proximity to the US
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Attractive incentives including the additional credit for digital work —ie cost
(can be cheaper than Australia with incentives or not sufficiently more
expensive to justify the travel distance to Australia)

Experienced crew (lower fringes than in Australia)

Favourable locations (closer to US in [ook)

Greater depth of cast with American accents

Recent productionsinclude: “A Night at the Museum”; “X:Men” (3 films)

United Kingdom:
Closer proximity to US
Strength of creative community and financial base
Proximity of range of locations and facilities (eg. close to Europe and North
Africa)
Experienced crew (lower labour on costs than in Australia. Australian labour
on costs add approximately 26% to labour costs)
Attractive incentives — it is important to note that after a considerable review
period (including undertaking comparative budget anayses from various
competing countries including Australia), the UK has introduced a new
incentive.
Recent productions include: The Harry Potter series (4 films); Golden
Compass

New Zealand:
- Cheaper than Australia

No labour on costs as it is a contractor structured workforce (Australian
fringes egquate to about 26% of |abour cost)
More favourable exchange rate
Locations that work better for specific productions (success of Lord of the
Rings, King Kong and Chronicles of Narnia)
Non-unionised workforce (Australian union actors agreement is based on
US SAG Agreement
Profile of Peter Jackson’s digital effects and post facility
Recent productions include: “The Water Horse”, “10,000 BC”, “30 Days of
Nights’, “The Bridge to Terabithia’, “The Chronicles of Narnia’. Many
Australian crew are now working in New Zealand given the lack of work in
Australia.

Czech Republic (Prague):
No incentives but cheaper than Australia with established infrastructure and
experienced crews
Closer than Australia
Locations that work better for specific productions
Recent productions include: “Casino Royale’, “The Omen”, “Young
Hannibal: Behind the Mask”

Romania:

No incentives but cheaper than Austraia (“anytime you want to build a set,
Romania is the place you want to do it,” says Lakeshore Entertainment’s

©Fox Studios Australia Pty Limited July 2006 17



Richard Wright.” In terms of salaries, nowhere else comes close” Source:
Screen June 23 2006 p.15)

Recent productions include: “ The Cave’ (produced Andrew Mason and
directed by Bruce Hunt — both Australians), Francis Ford Coppola’'s Y outh
Without Y outh”

Hungary:
20% tax rebate and cheaper than Austraia
Experienced crews
Recent productionsinclude: “Eragon”, Steven Spielberg’s“Munich”,
“Underworld’

3. At least 6 countries and 22 US states have introduced some form of incentive since
September 2001.

4. A number of other countries such as Canada, the United Kindgom and Germany
have improved existing schemes. The United Kingdom has recently changed its
incentive after a lengthy review, including adopting an effective direct rebate of
20% for production with expenditure up to £20 million and 16% for those with
above £20 million expenditure. Canada has doubled its incentives since 2001 and
within the last week, Germany has announced adopting an incentive scheme not
dissimilar to the new United Kingdom scheme.

Since “Superman Returns' completed its production in Australia in December 2005,

Fox has not hosted a major international feature or television project. It is the longest
period of low activity since Fox Studios opened in 1998.
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6. RECOMMENDATIONS

It is important to capitalise on the strengths of our crew base and infrastructure
providers. We believe that industry stability needs consistent production throughput. To
do so, Australia cannot simply concentrate on large budget production.

Fox has consulted widely with its clients in the last 12 months, seeking their views on
the Australian industry. Its recommendations for reform are based on that consultation
process with the objective of driving a more constant stream of production to Australia.

Accordingly our recommendations are:
1.  Maintain the minimum Australian spend at AU$15M (other than under 4. below).\

2. Increase the rebate to at least 16% to maintain our competitiveness with other
countries. The reasons are

12.5% is the lowest amongst our key competitors ensuring Australia is
uncompetitive. It is the same as New Zealand but New Zealand's lower
exchange rate and labour costs make it significantly cheaper.
The United Kingdom and Canada have increased their incentives.
The % must be sufficiently high to drive production to Australia — ie. a
bon fide incentive.
It is consistent with the original policy objective of offering a 10%
incentive after taking account of relative cost comparisons.

3. Remove the 70% spend test for productions with QAPE between AU$15-50
million. The rationale includes:

Australia is losing productions in that budget range because the 70%
target cannot be reached.
Once the production determines to come to Australia, we can sell the
services of all providers and enhance the Australian spend.
It means a range of industry sectors can compete for work such as large
visual effects packages
Attracting a greater range of production should smooth out the work
pattern —avoiding the “feast or famine” of the tent pole projects.

4.  Create a new category of eligible production by removing the minimum spend of
AU$15M for productions controlled by companies which have produced a major
film in Australia (ie. spent over AU$50M) within a 2 year period. That is, if a
production spends at least AU$50 million in QAPE on one production (“Project
17) then any “affiliated” production (ie. there may be more than one in the time
period) (“Project 2") which is made in Australia and completes its Australian
principal photography or post production or visual effects work within 2 years of
the completion of principal photography of Project 1, will be €ligible for the
Offset for its QAPE regardless of the quantum of the QAPE for Project 2. The
definition of “affiliated” should include the Australian production

©Fox Studios Australia Pty Limited July 2006 19



companies/copyright owners/worldwide distributor for Project 1 and Project 2
having the same ultimate owner. The justifications are:
Attracting a greater range of production should smooth out the work
pattern.
It rewards financiers for bringing large budget productions here.
It encourages Studios to send more production to Australia, particularly
lower budget features, telemovies and mini-seires which currently do not
qualify will qualify — Australiais continuing to lose these productions. For
example, if Twentieth Century Fox shoots Baz Luhrmann’s untitled
project here and the QAPE exceeds AU$50 million, then a telemovie for
the FX Channel (a US cable channel) which shoots in Australia can claim
the rebate — acting as an incentive to bring that production to Australia.

Fox believes that each of these recommendations is equally important in providing a
competitive incentive which will attract production to Australia and attract a crucial balance
of different types of production — providing a more consistent level of work.

7. SUMMARY

Fox thanks the Government for its continued support in the development of the Australian

film production industry and with Government assistance, looks forward to the growth and
diversification of the Australian film production industry.

Fox Studios Australia
7 July 2006
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