/ VILLAGE ROADSHOW LIMITED
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July 7, 2006

Mr Peter Young

General Manager

Film and Digital Content

Department of Communications, Information
Technology and the Arts

GPO Box 2154

Canberra ACT 2601

Dear Peter,

Refundable Film Tax Offset Scheme:
2006 Review of Division 376 of the Income Tax Assessment Act 1997

We welcome the invitation to respond to the call for comments regarding the
Refundable Film Tax Offset (“the Tax Offset”) under Division 376 of the Income Tax
Assessment Act 1997. The Village Roadshow Limited (“VRL”) group has a major
interest in ensuring that Australia remains a vital and vibrant film producing nation, as
Australia is home to Warner Roadshow Studios, our film production services
business, Warner Roadshow Production Services and is also a location in which we
shoot numerous films co-produced with our major Hollywood co-production partner,
Warner Bros. Indeed, of the over $885 million of eligible production expenditure
associated with Tax Offset productions since 2001, the VRL group, has been
associated with at least half of this expenditure, either through its production services
or co-production activities.

The Tax Offset, in its first two years of implementation, coupled with the low
Australian dollar exchange rate, was highly successful in attracting small, medium
and large budget feature films to Australia. Large budget films such as The Matrix
Reloaded and Matrix Revolutions, Peter Pan, The Great Raid, The Mask 2 and lower
budget features such as, Inspector Gadget 2, George of the Jungle 2, Ghost Ship,
and House of Wax are all films which were attracted to Australia by the availability of
the Tax Offset. These are all films that could have been shot anywhere else. In the
last two years, the increase in the exchange rate and the introduction of comparable
incentives to the Tax Offset in other jurisdictions has seen the number of feature films
produced in Australia decline. Despite this, the availability of the Tax Offset has
meant that films such as Superman Returns, Stealth, Ghost Rider, Charlotte’s Webb,
Happy Feet and currently, The Condemned have still been filmed in Australia.
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In this submission, we will not only comment on your specific areas of interest:

1. the operation and administration of the Tax Offset; and
2. the success of the Tax Offset as an incentive and its impact on the film
industry,

we will also be providing our observations on changes that can be made to the Tax
Offset and to the taxation environment as it applies to the film industry to ensure that
Australia continues to attract high quality foreign film production to its shores.

Executive Summary

In VRL’s view, the Tax Offset has been a success and is an appropriate and
necessary means by which to attract foreign productions to Australia, subject to the
suggested improvements proposed herein and others that may be offered through
this consultation process. The fact that the Tax Offset has been adopted by other
jurisdictions since its introduction by Australia is an endorsement of its success. ltis
also a call for its improvement to ensure we remain competitive, an improvement that
can be achieved by:

1. A reduction of the feature film $15 million minimum qualification threshold to
$10 million and a reduction of the percentage level of spend for these types of
films from 70% to 50% to allow for the inclusion of lower to mid range budget
films which, when the Tax Offset was originally introduced in 2001, were able
to qualify due to the lower exchange rate;

2. Increasing the percentage rebate from 12.5% to at least 16% in the face of
foreign competition and a higher exchange rate;

3. Ensuring a consistent and practical approach to the implementation of the
elements of the Tax Offset by the Department of Communications,
Information Technology and the Arts (“DCITA”) and the Australian Taxation
Office (“ATO”), particularly as regards to qualifying Australian production
expenditure;

4. Providing certainty regarding qualification for the Tax Offset for low to mid
range budget films by enabling the setting of a permanent exchange rate as
part of the provisional certification process;

5. Enabling the interim payment of the Tax Offset as part of the lodgement of tax
returns prior to completion of the production once provisional certification has
been achieved;

6. Introducing a lower minimum qualification threshold of A$3 million for movies
made for television, to attract their production back to Australia as a means of
supplementing work in periods between feature film productions;

7. Introducing single source foreign producer bundling of productions
regardless of genre;

8. Alleviating the compliance burden imposed by the pay as you go (“PAYG”)
withholding tax system on foreign production companies; and






























