The Role of Banks in the
European Film Industry

peacefulfish

consultancy for financi content industry

Thierry Baujard - Peacefulfish

18 November 2010



content

peacefulfish

objectives, methodology, challenges of the study
‘groups of MEDIA countries

main financial services

key conclusions

recommendations



what we do

policg, finance
& br

ands

digital
distribution




Clients

Content Producers
(film, TV, animation, multimedia)
Co production/Financial strategy/Fund Strategy

Public Institutions

(European Commission, film commissions, etc.)
Financial mechanisms/Markets/Intelligence

Financial institutions

(Banks, Tax/ Equity/ Film fund
Due diligence/Market intelligence/Investment strategy

Service Companies

(studios, post houses, (digital) exhibitors)
Business plans/EU funding/Competitive Strategy



objectives

The MEDIA Programme of the European
Commission contracted peacefulfish in
| ate 2008 to carry
Role of Banks i n the European
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objectives
identifying of European banks active in the sector
understand current lending models
pinpoint possible gaps in services offered
recommend potential intervention areas

increase loan capital available to film industry
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methodology

I
time period: November 2008 -April 2009

1. Quantitative, Desktop Research Surveying the
32 MEDIA Countries

2. Qualitative Research in the Form
of Interviews with:

Commercial Banks
Public Banks
Guarantee Funds
Private Funds

Film Producers

National Film Boards
& Film Commissions
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methodology
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Interviews

Banks, Funds, Producers, Film, Boards & Film Commissions

1l

5 Main Financial Services

provided to the European film industry

4L 1L s

Lending Prog+~t ) ing Product
Lending Product

Grouping MEDIA countries
by banking services
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methodology

Available Banking Services
In country groups
Conclusions on Market Demand &
Growth Opportunities in country groups

1L

4 European Film Banking Roundtable )

A Building Competence in Film Banking

A Developing a Market for Film Banking

A Developing Access to Credit for the AV
Industry

1L

[ Recommendations }




challenges

Current economic crisis

some media units recently closed
or disappeared

fear of sharing information in
uncertain times

the large size of some banks
coupled with the lack of a
specialized media team

banks lending indirectly to
production sector by lending to
clients who happen to be

film producers




groups of MEDIA countries

GROUP 1

Countries Offering a Range of Financial Services
for the Film Industry:

France

United Kingdom
Germany

Spain

Italy
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groups of MEDIA countries

GROUP 2

Countries Offering Primarily Tax - Related
Lending Products:

Belgium
Hungary
Ireland
Luxembourg

H w e




groups of MEDIA countries

e

GROUP 3

Countries Offering
for the Film Industry:

Austria, Bulgaria, Croatia, Cyprus,
Czech Republic, Denmark, Estonia,
Finland, Greece, Iceland, Latvia,
Liechtenstein, Lithuania, Nether -
lands, Malta, Norway, Poland,
Portugal, Romania, Slovakia,
Slovenia, Sweden, Switzerland




5 main financial services

Interim Finance

Tax - Incentive Financing

Gap Finance

Working Capital/Corporate Finance

Bank Guarantees



Ien__ding models

1.

Interim Finance

Classic Contract Discounting (cashflowing against financing agreements)

Revolving Credit Cashflow (credit lines which producers pay back as film
moves on)

Tax -Incentive Financing

Tax Credit Cashflow (guaranteed finance with real cash value of
< 10 - > 20% of production budget)

Tax-lncentiveGearing (combining lendersé financing
3rd-party private investors)

Gap Finance

Classic Gap Financing (10 -15% of the prod. budget cashflowed against
MG for unsold territory)

SuperGap Financing (up to 30% the prod. budget cashflowed aginst MG +
government backed guarantee + prod. insurances ++)
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lending models

Working Capital/Corporate Finance

Mid - Cap Credit Facility (typically only for U.S. studios: assets [library of
movies], turnover, A -list projects every year)

Asset - Backed Lending (for EU sales agents, distributors, TV prod. houses
against exploitation rights [assets: library of TV movies]

Public/Private Loan (Film Board + bank loaned slate funding to 5 Irish prod.

houses)
Bank Guarantees
IFCIC Model prod. company receives a loan from a com
Audiovisual SGR Model mercial bank against a guarantee from

Landesb ¢ r gschaft finadciall iGstilutidsh t6 m@igate the risk




why again?

Why do film producers need
bank loans?

To cashflow pre -sales,
minimum guarantees, subsidies, tax
incentives, private equity, etc. which
are paid out in installments over the
course of the production!




key conclusions

THE PRODUCTION SECTOR

film production is a prototype business

film banking is inherently linked to
production levels

bank loans (interim finance/working capital) are very difficult
to access for small and many established production
companies

retaining IP rights of the films vs licensing or mortgaging
rights in order to finance the film

film production, film banking & film sales are primarily
project - and fee -based businesses rather than company
based businesses

financial institutions suggest: most European film producers
do not fully understand the film business, specifically the
sales and distribution side and how that intersects with the
banking industry




key conclusions

THE MARKET FOR FILM BANKING

AAibig ticketo corporate ba il
and specialized lending institutions all involved (F =
in film banking HH

At his sector is classed as ~r”lmﬁﬂ_im”gh

A market size for film banking services is limited by production
output and budget levels

A the back -office cost of film lending does not justify the
return for many of the players

A productions budgeted at ul.2m start to become interesting
just for some financial institutions

A film industry expertise within financial institutions is rare,
making film banking a niche business

oputic

ri s k




key conclusions

THE MARKET FOR FILM BANKING

limiting factors:
A only some European  financial institutions have (F
specialized media teams

A relatively small market size
A the prototype nature of film production

A lack of capacity for on  -the -ground, day -to-day knowledge of
the industry at every level

A the need to develop specialized lending products

film banking is a boutique business within
the banking industry as a whole




key conclusions

THE MARKET FOR FILM BANKING

small size?

Il

1. only 8 of the 32 MEDIA countries 1l
o lnll

have an average production budget TR L hE e b
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Source: peacafulfish

above U2M in 2007:

Austria, Sweden, Denmark, Italy, UK, Germany, Spain,
France

2. only 5 member countries of the MEDIA Programme have a
production output higher than 40 films a year:

France, United Kingdom, Germany, Spain, Italy

C film banking services available mainly in these 5
countries

Source: Cineuropa and the European Audiovisual Observatory




key conclusions

THE CURRENT STATE OF FILM BANKING SERVICES

banks provide loans not equity capital
ono risk,o
Interest + services fee,
full repayment within specific time period

|l 1T quidity i1s | ow, many financi al I ns

interim financing loans: valuing sales agent and distributor
contracts seen as very risky

tax - based lending: complicated by gearing schemes
and the fdinter pr echanginghtaklawso of ever

gap financing is currently offered only by few banks
- mostly in Germany

film banking services require a high level of customisation
in order to assess the risks linked to each specific operation




key conclusions

THE CURRENT STATE OF FILM BANKING SERVICES

working capital loans for small and most
established production companies are not
available unless they have assets

a few French and German financial institutions
provide development loans (loan amounts are low)

lowered interest rates? Financial institutions leverage that
to increase their own profit margins rather than to lend to
producers at a lower rate




key conclusions

THE POTENTIAL FOR SYNDICATION

A cross - border collaboration between
financial institutions is usually not
profitable for the institutions

A many banks prefer not to lend, than lending in syndication
and splitting their fees with another institution

A financial institutions typically do not lend to production
companies based in another country

| lack of a crossborder legal framework for institutions to
access and evaluate the financial track records of foreign

production companies !




key conclusions

THE POTENTIAL IN LEVERAGING LOAN GUARANTEES

syndication doesnoét provide producti on
loan guarantees might:

3rd -party guarantee mechanisms in Europe:

1. IFCIC in France,
2. Audiovisual SGR in Spain,
3. the Landesb¢rgschaften i

n o ¥y
(North -RhineWestphalia, Saxony -Anhalt, W
and Berlin -Brandenburg) | |




key conclusions

THE POTENTIAL IN LEVERAGING LOAN GUARANTEES
1. French guarantor IFCIC

longest track record in providing guarantees (1983)

A since 2006: guarantees loans for non -French, European co -
productions through French financial institutions such as
Coficin®, Cofiloisirs, and Fortis |

A guarantees loans provided by non -French financial institutions
A splits any losses pari passu with the lending bank
C risk -sharing mechanism rather than a 100% guarantee




key conclusions

THE POTENTIAL IN LEVERAGING LOAN GUARANTEES

2. Audiovisual SGR operates since 2005:
A focused on the Spanish production sector
A provides guarantees presently capped at U600K

A guarantees to be greenlighted also by Institute of Cinemato -
graphy and Audiovisual Arts (I CAA)
Rights Management Association (EGEDA)

3.the Landesbg¢rgschafimGegnayr ant ee
A capped at (1M
A replaces lacking collateral on the basis of due diligence and a
properly managed business
A mechanism is said to be overly bureaucratic and unwieldy

:> 3rd - party guarantees do increase access to loans on a
project -by project basis!




recommendations

recommended actions for the MEDIA Programme:

L

1) Develop a business training initiative for producers seeking
to utilize film banking services

2) Contribute to the expansion of 3rd - party guarantee funds
that guarantee film related loans

3) Create a cross -border network of financial institutions to
provide film banking services and/or a network of experts
to evaluate film banking applications




recommendations

recommended actions for the MEDIA Programme:

.

1) business training initiative for producers

A small prod. companies seeking to grow their businesses,
to finance higher budget projects ( U 1.2M +) which mostly
require bank involvement:

0 what are bank looking for?

0 how do banks operate?

0 how to negotiate with banks?

0 which bank should be approached?

A creative producers seeking to produce higher budget,
commercial films:
o how to create commercial value?
0 what about the target market,
0 the sales potential and
0 international distribution?




recommendations

recommended actions for the MEDIA Programme:

.

2) expansion of 3rd - party guarantee funds that

o T T DT>

guarantee film related loans

guarantee | owers the bankos
more attractive

guarantee lowers the risk = lowers the interest rate the
prod. company has to pay for the loan

guarantee by an expert fund provides valuable 2nd
judgement on the film project

gearing: less actual cash is required compared to the level
of loan capital
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recommendations

recommended actions for the MEDIA Programme:

to

3) cross -border network of financial institutions
a network of

provide film banking services and/or
experts to evaluate film banking applications

A countries with less developed film banking sector

0 syndication of boutique banks and specialized
institutions (as big corporate banks are not interested)
launch a call to create a network of certified film

0
banking experts who assess applications for bank loans

pool of experts

C
C AFilm Banko for MED(MhoYropeohankt r i

L

but specialized institution)




thank you for your attention!

peacefulfish

consultancy for financing the content industry






dealing with banks

for project financing banks look at:

1) track records
A can you deliver?
0 track records of involved production companies
0O any assets?
0 track record of the sales company providing the
estimates

Z2) management team
A will you deliver?
o track records of the  producers
0 expertise, reputation, credibility




dealing with banks

for project financing banks look at:

3) business plan
A how will you deliver?

0)

0)
0)

0)

creative package surrounding the production
(genre, cast, director, etc.)

international distribution

financing plan

financing sources (agreements,

their cash flowing etc.)

forecast revenue s

return on investment (ROI)

cash flows




sales estimates

dealing with banks
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dealing with banks

return on investment (ROI)

Film A Film B Film C Film D Film E

(2006) (2007) (2007) (2008) (2008)
Met (in million $) 16,500 30,000 14,000 16,500 28,000
us 9 December 11 November
Release date 18 August 2006 25 June 2007 2007 3 August 2008 2008
Box Office (in million $) 39,826 81,002 83,026 18,664 38,373
Rental (in million $) 17,922 36,451 37,362 8,399 17,268
Ancillary (in million $) 35,990 31,600 31,900 16,240 9,250
Rest of the World
Box Office (in million $) 41,639 34,601 AR 16,228 114,773
Rental (in million $) 18,737 15,571 78,537 7,303 51,648
Ancillary (in million $) 37,475 13,494 66,320 14,118 27,546
Total Revenues (in million $) 110,124 97,116 214,119 46,060 105,711
Costs (in million $)
Negative Costs 16,500 30,000 14,000 16,500 28,000
P&A country of origin 3,300 6,000 2,800 3,300 5,600
P&A Rest of the World 4,950 9,000 4,200 4,950 8,400
Total Costs 24,750 45,000 21,000 24,750 42,000
Profits (in million $)
Distributor's Gross Profit 85,374 52,116 193,119 21,310 63,711
Estimated Distribution Fees 21,343 13,029 48,280 5,327 15,928
Revenue Before Sales Agent's Fees 64,030 39,087 144,839 15,982 47,783
Sales Agent's Fees 12,806 7,817 28,968 3,196 9,557
Producer's Gross Revenues 51,224 31,270 115,871 12,786 38,227
Return-On-Investment (ROl in %) 310 104 828 77 137




dealing with banks

cash flow projections

Cash Flow Projection: THE FILM - moderate international theatrical release

| i ) YEAR 2009 YEAR 2010 YEAR 2011 YEAR 2012 YEAR 2013 YEAR 2014 TOTAL
n I o. u
Qtr. 1 Qtr. 2 Qtr.3 Qtr.4 Qtr. 1 Qtr. 2 Qtr. 3 Qtr.4 Qtr. 1 Qtr. 2 Qtr. 3 Qtr.4 Qtr. 1 Qtr. 2 Qtr. 3 Qtr.4 Qtr. 1 Qtr. 2 Qtr. 3 Qtr.4 Qtr. 1 Qtr. 2 Qtr. 3 Qtr.4

Production

A -0.042 -0.012 -0.012 -0.012 -0.012 -0.512 -1.471 -0.460 -0.006 254
P&A Country 1 -0.267 -0.019 -0.095 -0.38
Rentals

e 0.564 0.150 0.038 0.75
Ancillary Country

b 0.140 0.060 0.080 0.040 0.040 0.040 0.40
PRI 0245 | -0080 | 0076 | -0.04a -0.44
[World

| (Rl 1560 | 0433 | o108 | o.06s Feb 17

1.238 1.009 0.734 0.688 0.917 Apr 59

Distributor Fees -0.026 -0.044 0.004 -0.037 -0.028 -0.015 -0.296 -0.262 -0.183 -0.152 -0.098 113
Total 0,000 0.000 0.000 -0.042 -0.012 -0.012 -0.012 -0.012 -0.512 -1.471 -0.189 0.081 -0.058 1.459 0.377 0.085 0.045 0.982 0.787 0.550 0.535 0.819 0.000 0.000 Mrz 40

)




dealing with banks

for project financing typical requirements are:

financing agreements . tax -incentive deals, distribution
contracts, minimum guarantees from sales agents, subsidy
funding contracts, equity investor agreements, facilities
deals, etc.

additional security . completion bond,  shortfall
guarantee, production insurances, third -party or state
backed guarantees for the majority of the interim loan
amount, sometimes personal guarantees from the
producers (gap financing)

due diligence process . produces administrative and
legal fees only projects > 01.2 million can bear the
costs of this service in their budgets




