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The Canadian Film and Television Production
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This third annual profile of the
Canadian film and television
production sector comes at a
critical juncture in the industry’s
history. The past year has been
marked by a number of important
commercial trends and public
policy developments that likely
will have far-reaching
consequences for the economic
strength and creative dynamism
of Canada’s film and television

producers.

a n
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Given the critical role of public policy in

the Canadian production sector, this 1999
profile offers a timely assessment of the
industry’s considerable achievements
over the past year and identifies issues
to be resolved in the foreseeable future.
The Canadian Film and Television
Production Association once again has
collaborated with the Association des
producteurs de films et de télévision du
Québec to provide a credible source of
information on the economic and cultural
aspects of the Canadian production
sector as well as comparative analysis

with trends in other countries.

The CFTPA and APFTQ represent together
some 500 small, medium-sized, and large
independent production companies from
every region of Canada. The broad
membership of the two associations
attests to the rich diversity and unique
perspectives that are, as an industry,

united in the belief that the Canadian

Industry -
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film and television production sector
needs strong economic conditions, ready
access to financing, and coherent public
policies in order to achieve the cultural
and industrial objectives of producing
high-quality Canadian products for the

domestic and foreign markets.
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The past year has been
successful for the Canadian
production sector, as total
economic activity and export
levels continued to grow
although at a reduced rate from
previous years. While total
production activity by budget has
begun to rise more gradually over
the past three years than the rate
of growth demonstrated earlier in
the decade, 1997/98 still saw
production levels reach over $3
billion for the first time ever. The
sector as a whole has been
growing at a much faster rate, on
average, than the Canadian
economy over the past four years.
And every night, millions of
Canadians are tuning in to home-

grown programming.

The Canadian Film and Television Production

An Economic Profile of the Film and
Television Production Industry in Canada,
prepared by PricewaterhouseCoopers,
and forming Part Two of the CFTPA
/APFTQ Industry Profile, provides a
detailed statistical overview of industry
trends and outlines some impressive new
economic indicators. Some of these
include:

= Arise in total production activity to
over $3 billion - certified Canadian
production remained relatively steady
at $1.09 billion, while location
shooting posted the most significant
annual gain.

= The sector as a whole has grown at
an average annual rate of 9.3% since
1993/94, significantly outperforming
the GDP in both service and goods
production industries.

= Strong levels of production activity in
British Columbia, Quebec and the
Atlantic Provinces. The Prairies saw
some decline, although the
Saskatchewan industry experienced
strong growth. Ontario still leads the
country in overall production activity,
but did experience a decline in both
certified and location production.

= Direct jobs grew by 2,2% with the
production industry sustaining more

Industry
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that 81,000 direct and indirect jobs in
1997/98.

Total export value of the industry,
both in foreign revenue and foreign
financing reached an all time high of
$1.5 hillion.

Part Il of the Industry Profile expands on
these figures and provides additional key
data and indicators.

Public investment in Canadian film and
television production — both federally and
at the provincial level — remains a vital
instrument for the achievement of
cultural policy objectives and to promote
economic growth.

Culturally, public funding provides base
financing for the production of high-
quality indigenous Canadian films and TV
programs that not only win audiences in
Canada, but are sold to many foreign
markets where they have won critical
acclaim. In economic terms, the payback
for public investment in the Canadian
production sector is high-skilled job
creation and exports that contribute
positively to Canada’s balance of
payments.

The $3 billion figure for total economic
activity expresses an industry-wide
aggregate, including certified as well as

P r od uoc¢ct i o n
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non-certified productions, non-theatrical
productions, broadcaster in-house
productions, and location filming by
foreign producers shooting in Canada.
Total budgets for certified Canadian
productions were $1.09 billion in 1997-
98. This figure better reflects the total
economic activity triggered by public
policy mechanisms, since public funds
tend to target certified productions for
financing. As the table below illustrates,
public funding for certified productions
counted for 18% of total financing in
1997-98.

Level of Public Financing of CAVCO
Certified Productions
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The Canadian Television Fund
continues to serve as an important
trigger mechanism for film and television
production. In 1997-98, the CTF’s
combined budget contributed $177
million to the financing of some 1,911
hours of programming — 330 television
programs and 17 feature films. In its
first two years, the Fund has generated
over $1.2 billion worth of Canadian
television programs alone, or some 4,000
hours of distinctively Canadian
television.

C a n adi an | n

The CTF has been particularly
instrumental in financing programs in
under-represented program categories
such as drama, children’s programming,
variety shows, performing arts, and
documentaries. In 1997-98, the CTF made
financial contributions to productions that
generated:

e 418 hours of drama

e 517 hours of children’s programs

e 331 hours of variety shows

e 568 hours of documentaries

e 49 hours of performing arts programs

Public funds also played a significant role
in the financing of Canadian feature
films, which are gaining international
recognition and acclaim despite severe
structural disadvantages in the area of
financing and distribution that feature-
length film producers face in their home
market. In 1997-98, Telefilm Canada
contributed $28.6 million to Canadian
feature films through advances and
equity investments. Of the 17 feature-
length projects financed by Telefilm
Canada in 1997-98, three were from
British Columbia, one from
Newfoundland, six from Ontario, and
seven from Quebec. Among these award-
winning films are Don McKellar’s Last
Night, and NG, by Robert Lepage, Jerry
Ciccoritti’s Boy Meets Girl, and Denis
Villeneuve’s Un 32 aodt sur terre.

Overall, the above figures reveal a solid
performance from a feature industry that
suffers from the unavoidable “thin
market” commercial disadvantages in a
domestic market with a population of
only 30 million. Still, the industry’s
performance remains precarious without
positive economic conditions and a
predictable policy and regulatory
framework.

Industry -

General Economic Climate

The competitive dollar facilitates exports
of Canadian-made products, and indeed
Canada remains among the top exporters
of television programs in the world. A
lower Canadian dollar also attracts
American and other foreign producers,
who hire local Canadian crews and thus
bid up the cost of crews for Canadian
producers.

More generally, global markets were hit
with significant financial instability in
1998 due to the dramatic fluctuations of
stock valuations. This could have an
effect on the ability of Canadian
producers to raise money in capital
markets. The instability of global capital
markets underscores the need for more
stable and predictable public financing in
Canada.

Global Industry Trends

Internationally, the entertainment
industries have undergone rapid
consolidation over the past year as large-
scale media companies seek to benefit
from the commercial advantages of
vertical integration. The effects of
vertical integration are particularly
evident in the United States, where the
Hollywood studios control most of the
major television networks. This trend has
transformed the dynamic of the
bargaining process between television
networks and program suppliers, as the
networks are increasingly locked into
closed "self-dealing" supply-and-demand
circuits with their Hollywood parent
companies.

The risk-reducing trend towards

consolidation and vertical integration has
arrived in Canada, where some

o d u c¢c t i o n
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conventional broadcasters have
expanded their interests into production.
Some of the self-dealing that has
occurred in the United States due to
vertical integration is avoidable in
Canada with the firm implementation of
appropriate safeguards.

As more competition emerges among
delivery systems such as cable and
satellite TV, the value of content will
increase commensurately as competing
distribution systems place a higher value
on content acquisition in order to
differentiate their own services. The net
effect of this trend should underline the
important role of producers, who are the
storytellers and whose products are, in
the final analysis, what consumers buy.
Indeed, the demand for local stories has
become one of the most powerful trends
in the rapidly globalizing film and
television markets over the past year.

Canada is in a unique situation in this
context. American producers have
traditionally regarded Canada as a
secondary market for products made
primarily for the U.S. domestic market. In
order to ensure a strong Canadian
presence in the domestic market, public
policy must play a strong role in
supporting the production of local
Canadian content, particularly in under-
represented categories such as drama,
children’s programs, and documentaries.

The Policy Environment

Three major policy initiatives were
undertaken in Canada over the past year.
First, the federal government initiated an
exhaustive review of feature film policy.
Second, the CRTC held hearings on the
future of Canadian television. And third,
the Commission undertook an ambitious

regulatory hearing to examine the impact
of new media on the existing policy
framework.

The outcomes of these policy initiatives
will, needless to say, have a profound
impact on the future of the Canadian film
and television production industry. Both
the CFTPA and APFTQ have participated
in these policy processes. In each of
these three forums, the CFTPA and
APFTQ have stressed the need for
predictable public financing as part of the
funding equation in order to stimulate the
creation of high-quality Canadian
products.

The key challenge for the Canadian
production sector will be to ensure a
proper balance of the funding equation.
The future viability and strength of the
sector will depend on the capacity of
producers to access a broad range of
financing — private and public — to
stimulate production of content that will
be able to access both domestic and
global markets.

Balancing the Funding Equation

In Canada, as in many other countries,
film and television production relies on a
complex arsenal of private and public
funding. Private and public sources of
financing are no longer viewed as
representing opposing principles. They
can be deployed strategically in a
mutually reinforcing funding mix that
drives content production. Canadian
producers rely substantially on private
sources of financing. Still, public funding
— automatic and selective subsidies,
equity investments, and incentive
systems such as tax credits — remains a
key component of the funding equation,
particularly for high Canadian-content

Industry - A 1999 Profile

production. Public funding is
indispensable in Canada, where the cost
of producing dramatic programs and
feature films cannot easily be amortized
in the domestic market.

Public financing mechanisms have
become focused on ensuring Canadian-
content production from all parts of the
country. This is an important public policy
objective given the country’s regional
diversity and the need for small and
medium-sized producers to develop
strengths in niche areas.

While direct funds are available for
Canadian programs that meet cultural
policy objectives, producers of Canadian
programs in other genres can access
fiscal incentives. In short, the principle of
public funding for the Canadian
production sector has never been
disputed. The policy debate has centred
on the levels of support and their
predictability over time.

Public financing should, ideally, be
established as on-going support
mechanisms so Canadian producers can
make long-term plans without concern
for the potential precariousness of a vital
source of financing. Also, long-term
financing would offset any concern about
the lack of predictability of private
financing, whether in the form of
broadcaster licence fees or institutional
financing.
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Canadians like to go to the
movies. In Canada, as in many
other countries, cinema
attendance is climbing. It is
important that Canadian movie-
goers are given the opportunity to
choose Canadian films when they
go to the cinema. In virtually
every country, movies function as
a vehicle for representing itself to
the world. Technologically
sophisticated, thematically rich
and often contemplative, feature
films can be an entertaining
means by which local cultures
and national identities are
explored and exported.

a n ad i an | n d

In Canada, however, the feature film
industry still suffers from chronic under-
financing and lacks sufficient promotion
and critical mass to build strong ties with
Canadian audiences. The continuing
difficulties faced by Canadian feature
film producers in our own domestic
market is ironic given that every dollar of
government investment in feature films
generates $3.38 in investments from
other sources — which combined has a
spin-off effect in supplier and related
sectors. Another irony is that, while
Canadian feature films face difficulties
reaching audiences in our home market,
our movies are recognized internationally
as among the finest in the world.

A Sample of Canadian Feature Films
Released in 1997-98

Name of Feature Film Producer

Industry -

Last Night Rhombus Films
No In Extremis Images
2 secondes Max Films
Dirty Dirty Productions
The Red Violin Rhombus Films
Boy Meets Girl Mo?i(‘;tr?-l;:glllijres
La déroute ACPAV

C’t’a ton tour,
Laura Cadieux

Cinemaginaire

Le coeur au poing

Cite-Amerique

Source: Canadian Television Fund & Telefilm

Canada annual reports
Régie du cinéma du Québec
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FUNDING, ACCESS, AND PROMOTION

Canadian films like Atom Egoyan’s The
Sweet Hereafter, Thom Fitzgerald’s The
Hanging Garden and Robert Lepage’s NG,
and Denis Villeneuve's Un 32 aodt sur
Terre have garnered awards around the
world, including Oscar nominations. Yet
at home feature film production remains
less developed in terms of the overall
film and television industry.

Television and theatrical movies are
distinctive from each other and should
not be bundled together for the purposes
of a "one-size-fits-all" policy solution.
Since each feature film can be thought of
as a prototype that must be conceived,
executed and marketed on its own terms,
the general application of public policy
mechanisms is more difficult to achieve
in this high-risk sector.

Unlike the television industry, the
theatrical feature film industry is not
regulated in Canada. In particular, there
are no demanad-side regulations such as
screen quotas, which are applied to
Canadian broadcasting. Canadian films
must compete for domestic audiences
against major U.S. studio releases that
benefit from much larger production and
promotion budgets. Clearly the demands
of the feature film market place are great
and specific to the genre, and Canadian
films face major challenges in order to
succeed.
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Traditionally, Canadian films have had to
struggle to find an audience within the
Canadian market. In Canada, domestic
movies capture only 2-3% of domestic
box office. This compares unfavourably
with other English-speaking countries
such as the United Kingdom and
Australia, where national feature films
capture 23% and 10% of domestic box
office respectively. In France, domestic
films take 33% of the national box office.

The main policy issues for Canadian
feature films are: strengthening
development, production and
promotional funding, better access to
screens, and a larger role for
broadcasters. Constructive solutions to
these issues must be found in order to
create a solid infrastructure that can
strengthen the development and creation
of the necessary critical mass to produce
high-quality, entertaining Canadian films.

Access to Screens & Promotion

A major challenge for Canadian movies is
that, lacking adequate promotional
budgets and facing competition from
major U.S. studio releases, they have
tremendous difficulty connecting with
audiences in their domestic market. The
average budget of a Canadian movie is
$1.5 million, of which $150,000 is
devoted to promotion. U.S. movies
released in Canada, on the other hand,
enjoyed budgets in excess of $75 million
plus North American promotional
campaigns often approaching the
production costs of the film.

The French Canadian feature film
industry is unique because French-
language feature films, though difficult to
finance, perform exceptionally well in the
local market. The film Les Boys, for
example, grossed more than $6 million in

1998, and the recently released C't'a ton
tour, Laura Cadieux, based on the novel
by Michel Tremblay, out-performed U.S.
movies when it opened in late 1998 and
earned $2 million in its first seven weeks.
Given that only about eight to ten French-
language features are released in
Canada every year, the performance of
these two films is a remarkable success
rate. Yet, the financing of French-
language feature films remains
complicated due to the fact that it is
almost impossible to sell a dubbed film
to the English speaking market.

The English-language Canadian feature
film industry, by contrast, remains
structurally weak due to overwhelming
competition from the U.S. movie industry.
In the past, many of the film policies
have not worked because of structural
obstacles, and continued efforts have not
been vigorous given past failures. Now
that the Canadian television industry is
performing well, serious attention needs
to be devoted to the weak link in the
chain by increasing funding and
expanding audiences for Canadian
feature films.

Governments can play a role, in concert
with producers, in supporting promotional
efforts for Canadian movies. More
funding should be made available for
promotional budgets for feature films,
and incentives for exhibitors to book and
hold more Canadian features should be
considered. Also, theatrical movie chains
in Canada should be encouraged to run
promotional trailers for Canadian films.
Experience has shown that when quality
Canadian feature films are sufficiently
promoted — as The Hanging Garden, The
Sweet Hereafter, and Les Boys have
demonstrated — they succeed at the box
office in Canada.

Industry -

Funding Feature Films

Virtually every developed country, with
the possible exception of the United
States, has a feature film policy which
helps to finance the creation of domestic
feature films. Many governments
support their feature film industries with
significant subsidies and demand-side
mechanisms. In Germany and France, for
example, a tax has been placed on the
video market. France also imposes a levy
on box-office tickets that generates some
$250 million annually in funding. In the
United Kingdom, Channel Four has been
mandated to play a significant role in the
exhibition of British feature films.

Comparison of Per Capita Support
for Feature Films

A 1999 Profile

Population | Subsidies 3;,"8::::12
K:J'\'IV(I;LE(I))M 58 million |$159 million $2.73
GERMANY | 81 million |$194 million $2.39
CANADA 30 million | $55 million $1.85
AUSTRALIA | 18 million | $24 million $1.33

Source: Directors’ Guild of Canada 1998. In
Canadian dollars.

Among proposed policy mechanisms that
would help strengthen feature film
production in Canada are:

» the creation of a new Feature Film
Fund to encourage the development,
production and promotion of feature
films, to be managed by a private-
public board, combining fresh funds
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and consolidating existing funds
from Telefilm and the CTF;

« strengthened and simplified tax
credit system, designed specifically
for feature film production ;

e stronger partnerships with the
CBC/SRC and National Film Board
through increased financial and
exhibition commitments for feature
films

The above policy mechanisms would help
ensure a substantial increase to what is
currently available, both in terms of
financing and access to audiences, for
Canadian feature films. It is particularly
important for public policy to support
Canada’s feature film industry at a time
when Canadian movies are beginning to
win recognition both at home and
internationally.

The Role of Broadcasters

Unlike other countries, Canada has failed
to use its broadcasting outlets as strong
exhibition vehicles for domestic feature
films. Very few Canadian feature films
are aired on television, with the possible
exception of pay-TV and some specialty
channels. Also, financial contributions to
Canadian movies by broadcasters are
exceedingly modest.

Canada can learn much from European
countries, where the role of broadcasters
is an important part of the solution to the
challenge of generating financing and
creating an outlet for indigenous feature
films. The United Kingdom’s Channel 4 is
a broadcaster which will underwrite up
to 100% of feature film production costs
in return for exclusive television window
in the home market and a significant

a n ad i an | n d

share of foreign markets. Channel 4's
past successes include The Crying Game
and Four Weddings and a Funeral, and
they plan to spend some $72 million on
feature films in 1999. Also, the private
ITV Networks stations in Britain have
announced that they will invest more
than $100 million in new feature films.
Each feature is to have a budget of at
least $2 million. For the ITV stations,
acquiring first-run rights to new British
movies is part of their strategy of
differentiating their schedules in an
increasingly fragmented market. In
France, the pay-TV channel, Canal Plus,
has become a veritable studio that acts
as a major source of financing for French
features. Conventional broadcasting
outlets, such as the TF1 and France 2,
must devote 40 % of feature-film airtime
to French movies and also have
expenditure commitments for feature
films production.

In Canada, some variation of the Channel
Four model could be given serious
consideration. Applications have been
made to the CRTC for licences for
specialty channels dedicated to
independent films. Salter Street, a major
Canadian production company is one of
the applicants. In the meantime,
conventional broadcasters must also play
a role in giving screen time to Canadian
feature films. Broadcasters can also play
a major role in helping to promote
feature films and reinforcing the
development of a Canadian star system.

As stated above, the CBC/SRC should be
mandated to increase financial and
exhibition commitments to independent
feature film production. It is important
that all broadcasters participate with
licence fees that are commensurate with
market value. Other policy mechanisms

Industry -

A 1999 Profile

to encourage broadcaster support for
Canadian feature films — and not "made-
for-TV" movies — could be spending and
scheduling commitments imposed by
regulation and/or quota bonuses.

Canada as a Separate Market

Like television producers, Canadian
feature film producers must be able to
sell rights to their products through a
number of windows and territories in
order to maximize the commercial
potential of their work. The recognition of
territorial rights — i.e. that Canada is
regarded as a separate market and not as
a part of the U.S. domestic market — is
critical to the safeguarding of Canada’s
cultural sovereignty and equally vital to
Canada’s distribution sector - a critical
link in the financing chain of feature
films.

It is therefore critical that the
government consider structural measures
to ensure a separate Canadian rights
market for feature films. Just as U.S.
industry proponents so adamantly insist
that a U.S. production is protected from
international copyright infringement, so
must we ensure that Canadian rights are
controlled by Canadian producers, in
order to maximize the benefit to the
Canadian industry. A tax on distribution
activity in the Canadian market would
help secure increased funding for the
production of Canadian films.

o d u c¢c t i o n
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The past year has been
particularly successful for
television production in English-
speaking Canada, with new
dramas such as Cold Squad,
Made in Canada, Power Play, and
Da Vinci’s Inquest. These new
shows have been added to a
roster of existing Canadian-made
series that have already won
significant audience loyalty in
Canada and abroad — Traders,
Due South, Black Harbour, Psi
Factor, and Outer Limits.
Children’s programs, animation,
and documentaries continue to be
niche strengths in the Canadian
industry. Indeed, Canadian
production houses in these
program categories rank among
the biggest suppliers in the
global market with companies
such as Cinar, Nelvana,
Breakthrough, Forefront,
and Cochran.

-

Still, much more needs to be
accomplished. Canada’s prime-time
schedules are still dominated by U.S.
simulcasted television shows.

Simulcasting blocks out English-language
Canadian prime-time schedules with so
much American programming that there
isn’t sufficient "shelf space” for Canadian
products. In virtually every other major
country in the world, domestic television
programs can be found among the top
ten rated shows in any given week.

In English-speaking Canada, however,
simulcasting has meant that virtually
every top-rated show in Canada is
American. The time has come for
Canadians to reclaim their prime-time
television.

A common misconception is that
Canadian shows do not enjoy respectable
ratings in their domestic market.
Furthermore, some Canadian
broadcasters claim that they underwrite
Canadian dramas on which they lose
money because few people watch them.
This view, while it may have been
partially true a decade ago, is entirely
erroneous today. In truth, most Canadian
dramas perform exceptionally well in
Canada, even compared with successful
American series that are simulcasted by
Canadian broadcasters.

p e n d e
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RECLAIMING PRIME TIME

Ratings of English-language
Canadian Dramatic Series

Program Producer |Broadcaster | Audience
This Hour Salt
has alter 1,780,000
22 Minutes Street e @plays pereck)
.
DaVinci's | g, naAlper| cBC 821,000
Inquest
Due South | Aliance cTV 880,000
Atlantis !
Cold Squad | Keatley Film CTV 599,000
. . 615,730
Riverdale Epitome CBC (@ plays per week)
Emily Salter /Cinar CTV 740,000
*Nikita Fireworks CTV 484,000
Black Fogbound
A CBC
Harbour Films 464,000
Made In Salter
Canada Street cBe 712,000

Source: GCBC Research. Nielsen Media Research.
Sept.98
*QOct. Nov. 98 data

The above ratings figures of Canadian
series compare favourably with ratings
for U.S. televisions shows broadcast in
Canada. While major U.S. hit shows like
ER win higher audience levels, popular
Canadian shows match the ratings of
U.S. shows. For example, Chicago Hope,
Touched by an Angel and Ally McBeal all
have ratings in the same range as Due
South. In the Toronto-Hamilton market,
the most fragmented market in Canada
with over 60 channels, Alliance Atlantis’
Traders and Outer Limits as well as
Nelvana’s new hit Bob & Margaret,

o d u c¢c t i o n
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report consistently high ratings. These
are solid performances given that, in
Canada, the industry does not have the
luxury of cancelling several pilots in order
to go with a small number of series.
Also, Canadian producers shoulder the
most risk in the creation of programs in
under-represented categories, since they
assume the key role of organizing
financing for most programs and often
must structure the creative elements in
relation to the demands of domestic and

foreign sales requirements.

It is precisely for this reason that
significant public funding is necessary to
finance high-quality indigenous Canadian
drama, for in many cases the local
character of Canadian programs makes
foreign sales extremely difficult.

In French-speaking Canada, the
popularity of téléromans and téléséries
as well as a strong attachment to variety
shows which reinforce a local star
system, is the envy of English-speaking
Canada. Among independent productions,
the top ten French-language dramatic
series last year consistently won ratings
over the one-million viewer threshold.

Ratings of French Canadian
Dramatic Series 1997-98

Program Producer | Broadcaster | Audience
La Petite Vie Avanti Radio- 3.3 million
Canada
Uombrede | = yo ceay Radio- 1.8 million
I'épervier Canada
Un Gars, Avanti Radio- | 1.5 million
une fille Canada
Caserne 24 | Sovimage | R2di% | 45 nillion
Canada
Diva Sovimage TVA 1.4 million
CesEnfants |\ op v TVA 1.3 million
d'ailleurs
Les Machos |Point de mire TVA 1.2 million
Km/h Vendoéme TVA 1.16 million
Lapart |pointdemire| TVA 1.1 million
des anges

Source: Nielsen Media Research
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The Canadian Television Fund: A
Report Card

As noted, the Canadian Television
Fund has been particularly instrumental
in financing programs in under-
represented program categories — drama,
children’s programming, variety,
performing arts, and documentaries. In
1997-98, about 55% of the CTF’s funds
went to dramas, 21% helped finance
children’s programs, 18% was devoted to
documentaries, 5% to variety shows, and
1% for performing arts programs.

In drama, the Fund contributed $89.1
million to 46 productions that created
418 hours of new programs. In
documentaries, $28.4 million contributed
to 183 projects that generated 568 hours
of programs. The Fund contributed 33.9
million to 53 children’s shows amounting
to 517 hours of new programs. Some $8
million contributed to 31 variety shows
that created 331 hours of programs. And
the Fund contributed $1.6 million to 17
performing arts shows that generated 49
hours of new programming.

In total, the CTF contributed $161.2
million to television productions whose
budgets totalled $552 million — or 1,883
hours or programs.

Children’s and Animated Programs

Canadian producers have developed a
formidable niche strength in children’s
and animated programs. Many of the
top-rated children’s and animated
programs are Canadian, and producers
such as Breakthrough, Cinar, Funbag,
Mainframe and Nelvana produce shows
that similarly attract large audiences
around the world. New broadcasting
outlets such as Teletoon and TreeHouse

Industry -
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TV have given a tremendous boost to the
Canadian production industry in these
two genres.

Canadian producers of children’s and
animated programs have successfully
combined innovative concepts with
longer-term merchandising strategies
that link shows to products such as toys,
books, videos, and multimedia software.
Yet children’s and animated programs
remain difficult to finance in Canada,
and additional measures need to be
considered to ensure the continued
presence of attractive Canadian
children’s programming and the
development of this sector of the
industry.

In Ontario and Quebec, separate tax
credits for effects and computer
animation are available to Canadian
producers. Producers believe that the
federal government should now consider
matching this fiscal incentive in order to
further strengthen children’s and
animated programs and encourage the
technological development needed to
produce in these formats.

Tax Credits: Getting Full Benefits
from Fiscal Incentives

The CFTPA and I’APFTQ continue to press
the Federal Government to simplify the
certified credit system to make it a more
effective fiscal policy instrument and
improve its return to producers. The
complicated calculation design of the
certified credit routinely results in credit
returns to producers that are far below
the maximum of 12% of total budgets.
The levels are in some cases lower than
the return of approximately 5.5%
provided to producers of foreign
productions through the Production
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Services Tax Credit Program. For French-
speaking feature film the levels are
below 1%. If there is to be any real
advantage in producing Canadian
content, the certified credit system needs
to be simplified and its average return
improved.

In addition, there is an urgent need to
streamline provincial and federal tax
credit administrative procedures. More
common criteria for the audit process
among the provinces and the federal
government should be established. At
present, program criteria vary widely and
the audit process is complicated and
needs to be streamlined. Provincial
governments must retain the right to
develop programs relevant to their
industries. Simplified incentive systems,
however, would make the application
process less onerous for producers — in
both television and feature films — and
reduce the administrative burden for both
industry and governments.

Licence Fees

Since the injection of additional public
subsidies with the creation of the $200-
million fund now under the aegis of the
CTF, Canadian broadcasters have reduced
their average licence-fee commitments.
The way in which the system is currently
managed allows broadcasters to use
Licence Fee Program "top ups” to
subsidize their own financial
commitments. The result is that
Canadian broadcasters have been paying
smaller licence fees as a percentage of
budgets. The intention of the LFP,
however, was not merely to subsidize
broadcaster financial contributions, but
rather to provide additional funding for
Canadian production.

The CTF has not increased the licence-
fee thresholds of the LFP, though
incentives are in place for broadcasters
to pay higher percentages. It is important
that these incentives work. Broadcasters
should not regard minimum threshold
figures as maximum ceilings for licence-
fee contributions.

Vertical Integration

The global trend towards vertical
integration, without adequate
safeguards, could have negative
consequences for content creators. In the
U.S., for example, institutionalized self-
dealing between the major studios and
the television networks has given
networks an incentive to demand equity
positions and syndication rights from
non-allied producers.

The U.S. trend towards vertical
integration, which has existed for many
years in Quebec (for instance, the TVA
network, owned by Le Groupe Vidéotron,
is in effect completely integrated, with
one production house —JPL— producing
content for the domestic market, and an
international company —TVA
International— producing for the foreign
market), is being imported into English-
speaking Canada. In order to ensure
diversity of expression and commercial
opportunity, safeguards are needed to
prevent self-dealing and preferential
treatment. Also, while Canadian
broadcasters cannot be prevented from
taking equity positions in programs,
equity should be negotiated separately
from licence fees.

Industry -

Role of the CBC

The CBC remains an important outlet for
high-quality Canadian programming and
merits the continued support as a vehicle
for Canada’s national cultural expression.
The CBC is undergoing a licence-renewal
hearing in the spring of 1999. It is
therefore a critical moment to reaffirm
the importance of the CBC and to resolve
key policy issues regarding the role and
future of the public broadcaster. In
particular, it is important that the amount
of in-house production by the CBC be
established as well as the funding
envelopes dedicated to the CBC.

In French-speaking Canada, a strong
relationship has been developed between
Radio-Canada and independent
producers. Still, the general feeling is
that the policies of the CBC and the SRC
should reflect the separate realities of
the markets they serve. In addition,
some producers in Quebec believe that
SRC should return to its cultural mandate
and compete less with the private TVA
network. Risk-taking dramas and
documentaries, for example, are less
present on the Radio-Canada schedule
than they have been in the past.
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Many independent Canadian
producers are starting to
repurpose their existing stock of
traditional products for new
media outlets, such as the
Internet. Some Canadian
producers are already producing
new kinds of material for both
existing and new media formats.
The Canadian production
community therefore will play a
significant role in the
development of new media

products.
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Regulation

The CRTC has held public hearings to
review the impact of "new media” on
Canada’s cultural industries and the
regulatory framework that has supported
them. This important public consultation
elicited a wide spectrum of views. Some
believe that new media should not be
subject to regulation. Others have
insisted on the importance of public
policy tools to ensure that Canadians
produce new media products that benefit
from adequate levels of "shelf space" on
new distribution outlets.

There can be no doubt that new media
delivery systems like the Web present a
challenge to existing regulatory tools.
While it is likely that demand-side
regulations could prove to be a
disincentive for Web-based media
delivery systems, there can still be a
positive role for regulation and other
policy tools in Canada. A "light touch"
regulatory framework aimed at ensuring
pride-of-place shelf-space for Canadian
content would be a reasonable approach.
For example, regulation could require
Internet Service Providers and Web
portals operating in Canada to provide
priority access to Canadian sites in their
navigation systems. The key policy
objective should be to ensure that

Industry — A 1999 Profile

NEW LINES OF BUSINESS OPPORTUNITIES

Canadian products are not deprived of
access to their own domestic market.

In short, access rules for new media
should be established to reflect similar
provisions for access to conventional
delivery systems such as cable. Web
gateways and portals — @Home,
Sympatico, AOL Canada, Canoe,
Canada.com, Yahoo! Canada — should be
required to offer priority access to
Canadian sites and content providers.

Funding New Media

If Canada wishes to encourage and
promote strong players in the new media
production sector, new media content
creators will need access to capital in
order to finance their creative endeavors
in high-cost commercial activity.

At present, new media production
funding is scattered among private and
public sources. Bell Canada has a new
media fund. The HDTV Task Force
proposed that $50 million of fresh money
be injected into the production of
Canadian content for wide-screen digital
television programs. Telefilm invested
$215,200 in five multimedia projects in
the last six months of 1998, and
supported some 26 projects in 1997-98
as part of its pilot program for
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Multimedia Production and Publishing
Assistance.

The Federal Government’s $30 million
Multimedia Fund, announced in July
1998, is a sign that government has
adopted a forward-looking approach to
new media production. Spread over five
years, the $30 million fund will inject $6
million per year as part of a sunset
mechanism. A levy on ISPs has also been
discussed as a way to raise additional
funds for new media production and
establishing a level playing field with the
similar tax on conventional broadcasting
distribution undertakings. At a minimum,
Canadian producers engaged in new
media productions should benefit from
the same automatic subsidies, such as
fiscal incentives, that are available to
television and feature film producers.

Intellectual Property

The Federal Government is currently
working on Phase IIl of amendments to
the Copyright Act dealing specifically
with new media. It is essential that new
legislation and regulations be established
mindful of the need for producers to
retain their intellectual property rights for
new media outlets. In particular, licence
fees for new media and other uses
beyond conventional delivery systems
must be subject to separate negotiations.

Producers will be following Phase Il of
amendments to the Copyright Act and
will be looking for consideration of such
initiatives as a levy on blank tape
cassettes and clarification of the
ownership implications of the
cinematographic rights issue.

It will be more challenging to protect
intellectual property on the Web. The

Hollywood studios, for example, have
been reluctant to deliver their intellectual
property via the Web, fearing that their
products will be copied or pirated.
Canadians have played, and continue to
play, an important role in international
discussions on issues such as the
development of international standards
for digital signatures and other anti-
piracy measures related to Web-based
content delivery.

Industry
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Human resources are key to

Canada’s ability to compete in
global terms and they are
essential to the continued
development of the film and
television industry. For years,
institutions such as The Canadian
Film Centre, the Canadian Screen
Training Centre, the INIS (Institut
national de I'image et du son)
and the National Screen Institute
have been making substantial
contributions to developing an
effective training infrastructure.
The CFTPA National Mentorship
Programme (NMP) addresses the
training and human resources
needs of film and television
producers across Canada,
primarily in the areas of on-the-
Jjob mentorship/training,
coordination and the provision of

resource information.
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HUMAN RESOURCE DEVELOPMENT

Since its inception in 1995 the National
Mentorship Programme (formerly known
as the National Training Programme) has
coordinated and supported mentorships
for entry-level and mid-level training. The
principle of a mentorship is for an
individual to obtain "hands-on"
experience in an area of interest to
his/her career goals. A mentorship
allows trainees to gain valuable work
experience and learning opportunities
directly from an established industry
professional, increase their marketability
to secure their future employment
opportunities and to continue to widen
their network of business contacts.

The CFTPA is looking forward to
expanding the scope of the Mentorship
Programme in 1999 and the coming
years. The Association shares the
government’s concern with youth
development, encouraging and creating
opportunities. To that end, we encourage
both the federal and provincial
governments to work with us and support
this unique brand of bridge-building
program.

Conclusion
Thanks, in part to strong public sector

support, the Canadian film and television
production industry is finally making
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significant inroads in overcoming the
structural obstacles that have blocked
market access for Canadian movies and
TV programs in Canada. With continued
public sector support aimed at
strengthening the presence of Canadian
products at home, Canadian film and
television producers will be well-
positioned to hold their own in the
rapidly globalizing entertainment
industries.

Much has already been achieved,
particularly in children’s and animated
programs, where Canadian programs are
successful both at home and throughout
the world. With adequate levels of
financing and acceptable shelf-space
access in Canada’s domestic market, the
same success can be achieved in other
areas of Canadian film and television
production. It now is time to get the
picture right. Together, we can do it!




