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INTRODUCTION

Canada is often regarded as the benchmark for foreign countries in the business of luring US productions to their shores.  Canada currently has between 75-80% of the US runaway market, due to a mixture of their tax credits, production infrastructure and proximity and similarities to the US.  

To assess the competitiveness of Australia's taxation incentives with those of Canada, the Canadian budget of a US developed and financed studio feature film (termed Runaway Production) shot in Vancouver, was translated to Australian conditions in the city of Sydney.  

The film chosen was considered to be representative of a medium sized studio film (approx budget US$25m) that is produced outside of the US.

The first step in this study was to adopt identical assumptions for both locations to achieve comparative full production budgets, factoring in the applicable currency exchange to the US dollar and the respective labour rates, fringes and working conditions. 

The tax incentives available in each country for the qualifying project were then applied to calculate the net cost of production.

After the relevant tax incentives were applied, Sydney, Australia enjoyed approximately a 7.5% net cost of production advantage over Vancouver, Canada. 

It is important to define two key concepts that formed the basis of this report. 

US Developed and Financed Films - "Runaway Productions"

Such productions are usually financed by the major US studios or affiliates and are signatories to the various US talent unions - SAG, DGA & WGA and seek to avoid the below the line impact of US cost structures and enjoy the favourable conditions of a foreign jurisdiction - lower labour and material costs, exchange rate savings etc.  The films typically are unable to qualify as local or official co-productions under the relevant jurisdiction of choice and access the government film department soft equity contributions or investor tax shelters and therefore rely on non-content related tax credits to further reduce the net costs of production.
Taxation Incentives - Tax Subsidy Programs vs Tax Shelter Programs

Tax Subsidy Programs are direct government incentives at the Federal and/or State level, which return hard cash in the form of tax rebates or exemptions to a production.  They do not require other layers of complexity such as third party participants e.g. locally domiciled investors looking to reduce their personal tax liabilities. In essence they are pure cash subsidies that require no share of the production's copyright or exploitation revenues.

Tax Shelter Programs universally via local income tax laws, provide accelerated tax deductions to passive film investors to apply against their ordinary income to encourage investment in the local industry, in exchange for receiving a share of the copyright and/or revenue from the project. 

For the purposes of this report, the value of Tax Shelter Programs to the film studied were ignored, as their contribution to a given project are often difficult to quantify objectively.
PRODUCTION ASSUMPTIONS

Tax Credits Applied

Canada

1. Federal Production Services Credit (16% of eligible Canadian resident labour) paid net of the assistance received by the British Columbia provincial credit below. 

2. British Columbia Production Services Credit (11% of eligible BC resident labour)

The provincial based labour incentives dove-tail into the federal incentive in that it shares the same project eligibility thresholds and requirements and almost represent a complete double-dip to the producers i.e. the same labour costs may qualify for both incentives.
Australia

1. Federal 12.5% Refundable Film Tax Offset (12.5% of eligible goods, services and facilities provided/used in Australia)

2. Footloose Production Attraction Fund of New South Wales (approx 1.75% of eligible labour)

Unlike Canada, the Film tax Offset  it is not purely labour-based, it is production activity based and linked to the goods, services and facilities provided or used in Australia.  The origin and nationality of the labour and goods are irrelevant for the purposes of eligible expenses.

Currency Exchange Rates

Australia 
A$1 = US$0.65

Canada
C$1 = US$0.73

Characteristics of a Representative Medium-sized Runaway Film

· financed and budgeted in US dollars

· medium sized budget is approximately US$25 million

· Above the Line percentage split to Below the Line is approximately 40/60 i.e. ABTL represents approximately 40% of the total budget in dollar values

· Development and Post Production occurs in the US 

· Pre-production and the Production period occurs in the foreign destination of choice

· Producer(s), lead Actors, Director, Production Designer, Director of Photography and Editor(s) are US residents, remaining Cast, Extras and Below the Line crew are local

· Film unable to qualify as a "local" film in the jurisdiction of choice or structured as an Official Co-Production as generally understood in the industry

· No completion guarantee as internally financed by the studio

· Insurances provided in the US under blanket studio policy

· Budgeted in Canada as a shoot in the city of Vancouver

· Budgeted in Australia as a shoot in the city of Sydney

Focusing solely on the tax credits available to a US Runaway production with the characteristics outlined above, will provide an objective and meaningful comparison of the net cost of producing a medium sized budget film in Australia and Canada.

All figures presented throughout the report are expressed in US dollars to enable direct comparisons to be made between Australia and Canada. 
ANALYSIS FINDINGS

The calculations to support the findings are located in the Appendices.

Comparison after the Application of the Tax Credits

The net cost in US dollars of shooting the film in Australia was US$19,636,992 (AUD$30,210,757).

The net cost in US dollars of shooting the film in Canada was US$21,227,109 (CAD$29,078,232).

This represents a 7.49% saving for Australia over Canada or in dollar terms a US$1,590,117 saving.

Australia's tax credits represented 10.4% of its total budget.

Canada's tax credits represented 7.14% of its total budget.

Comparison before the Application of the Tax Credits
The net cost in US dollars of shooting the film in Australia was US$21,937,948 (AUD$33,750,689).

The net cost in US dollars of shooting the film in Canada was US$22,857,064 (CAD$31,311,047).

This represents a 4.02% saving for Australia over Canada or in dollar terms a US$919,116 saving.

This saving can be broken down between Above the Line and Below the Line as follows:

Above the Line 






(US$87,079) 

Reason - due to additional travel costs for Australia from the US

Below the Line 

 




US$1,000,205

Reason - exchange rate savings on labour and materials, lower labour fringes and crew demarcation

Post Production/Other - negligible due to being performed in the US

Exchange Rate Fluctuations

As stated previously both the Australian and Canadian currencies have appreciated against the US dollar over the past 12 months from approximately US$0.57 to US$0.65 and US$0.65 to US$0.73 respectively.

In percentage terms the Australian dollar has appreciated by 14% over the past 12 months.

In percentage terms the Canadian dollar has appreciated by 12.3% over the past 12 months.

Ignoring applicable tax credits, an analysis was completed to determine the effect movements in the respective currencies had on the production costs in the two countries.  The table below illustrates this.

Currency Rates of Canada and Australia against the US Dollar

	AUSTRALIA

CANADA


SUMMARY


Currency
Budget
% Change
Currency  
Budget
% Change 
Saving    % Change

0.57
20,715,645

0.65
21,691,636

975,991
4.50%

0.60
21,173,909
2.16%
0.68
22,123,460
1.95%
949,551
4.29%

0.65
21,937,948
3.48%
0.73
22,857,064
3.21%
919,116
4.02%

0.67
22,243,590
1.37%
0.75
23,131,375
1.19%
887,785
3.84%

0.70
22,702,090
2.02%
0.78
23,563,222
1.83%
861,132 
3.65%




Budgets are before the application of Tax Credits
The table shows that as the currencies appreciate the percentage savings Australia enjoys over Canada, reduces before application of the tax credits.  

Labour Rates and Fringes 

As stated in the Executive Summary, Below the Line crew labour rates in their respective currencies, excluding fringes were approximately 12% higher in Australia when the overtime for the 13-14 hour days during the shoot was factored in.   The exchange rate advantage and lower fringe percentages to Australia mitigates this to a large degree.  A sample of six Below the Line crew positions were studied as follows:

Labour Rates Comparison

	Position
Number of 
Australia
Canada
USD
USD
Difference


Hours/Day
AUD $
CAN $
Convert - Aust
Convert - Can
USD


2nd AD
14
$2,945
$2,600
$1,915
$1,898
$17

Key Grip
13
$3,600
$2,805
$2,340
$2,048
$292

1st Camera
13
$3,600
$3,400
$2,340
$2,482
-$142

Sound Mixer
13
$3,600
$3,825
$2,340
$2,792
-$452

Best Boy
13
$2,945
$2,550
$1,914
$1,862
$53

Hair Stylist
14
$3,818
$3,100
$2,482
$2,263
$219






Total
-$14




6. CONCLUSION

The Australian federal tax credit does compare favourably with the credits offered in Canada for Runaway US productions and the simplicity of one program offering a higher cash return should certainly be preferable for producers.

There is a common view held that Canada's rebates are higher which it would seem is in part a response to the straight percentages of the labour based rebates.  

The Australian Refundable Tax Offset could be marketed as a rebate that will deliver a higher net result to US runaway productions, both in dollar value and in the percentage it can represent of the budget.  

Once a project qualifies for the Australian rebate, the larger the budget the greater the advantage over Canada, particularly when there is an increase in the dollar value of the US Above the Line personnel providing their services in Australia or if the Post Production activity is also undertaken locally.

Other Provincial/State and regional tax subsidies were also examined and assuming the same crew depth and availability as the major cities of Sydney and Vancouver, they could reduce the net costs further in both locations. 

Canada increases the value of their Provincial and Federal rebates to "local" and "Official Co-Production" projects, which can make Canada a better partner than Australia. 

In the future, Australia may like to consider offering a higher percentage for its federal and state tax credits for official co-productions and higher budget national films. 

However, for US Runaway style productions that meet the criteria of the federal Australian tax offset, the implementation of this program has succeeded in making Australia more competitive than Canada.
Appendices
AUSTRALIAN SHOOT - SYDNEY AUSTRALIA

TAX CREDIT ANALYSIS



 US$ 
 A$ @ .65 

Total Budget

21,937,948 
33,750,689 

less Non Production Spend as per 12.5% legislation





Development, Financing, Pre-existing Copyright etc
   1,099,600 
   1,691,692 



               -   

Revised Total Budget as per legislation
20,838,348 
32,058,997 

Less non qualifying Australian expenditure





Various production items occurring outside Australia
   3,046,803
  4,687,389 


50% airfares & US Producer/Director fees
      954,650 
  1,468,692 




                   -   


Total Non Qualifying Australian expenditure
  4,001,453
  6,156,082 

Qualifying Australian Production Expenditure
16,836,895 
 25,902,915 

 *Qualifying Australian expenditure as a percentage of Revised total budget
81%
81%

 Add GST as rebate claimed on GST inc QAPE (assume GST % of 60% of QAPE)
 1,010,214 
  1,554,175 

Total QAPE eligible for 12.5% Offset
17,847,109 
27,457,090 

Refundable tax offset calculated at 12.5%
  2,230,889 
  3,432,136 

Rebate As a % of Total Budget
10.17%
10.17%

Net Budget after Federal Tax Rebate from Aust
19,707,059 
 30,318,553 

Approx Value of NSWFTO Payroll tax rebate
       70,067 
      107,796 

Net Budget after Federal/State Tax Rebates from Aust
19,636,992 
 30,210,757 

Total rebates As a % of Total Budget
10.49%
10.49%

------------------------------------------------------------------------------------------------------------

CANADIAN SHOOT - VANCOUVER BRITISH COLUMBIA

TAX CREDIT ANALYSIS



US$ 
 CAN$ @ .73 

Total Budget

22,857,064 
31,311,047 

British Columbia Production Service Tax Credits





Eligible BC labour                                                    6,457,824
 







Basic PSTC @ 11%                                                6,457,824
710,361
973,097   


Regional PSTC @ 6%



Visual Effects PSTC @ 15%


Federal Production Services Tax Credits


Eligible Canadian labour                                         6,457,824



Less BC Provincial rebates                                       710,361


Net labour available for federal PSTC @ 16%.       5,747,463
 919,594
1,259,718

Total Value of rebates claimed
1,629,955
2,232,815

Rebates as a % of Total Budget
       7.13%
        7.13%

Net Budget after all Tax Rebates from Canada
21,227,109
29,078,232
















