concept of hybrid television or the TV over-the-top
solution rise from the convergence of three types
of network: the traditional TV network, the IP net-
work, and the public Internet.

These concepts cover several types of offer, and
interest the operators of paid television platforms
as much as the Internet players.

One observes the appearance of offers that are
rather innovative and interesting during 2007 and
2008. These are offers of over-the-top video and
VoD. These are based on units that connect to the
TV receiver and to the Internet, to permit access to
an offer of video content, usually on demand, dis-
tributed via Internet. In this category are the Apple
TV, X-box 360, and PS3, as well as independent
offers, such as Roku now available in the United
States, or with the launch of Fnac TV in France.

Offers of these types of equipment and services
remain rather limited in Europe.

From January 2009, these offers do not necessarily
require a connecting unit, but are available direct-
ly on TVs with Internet connectivity. This prospect
will bring profound changes to the way contents
are consumed on televisions: moving towards a
world of widget on the TV receiver. The experience
will be similar to iPhone, the TV viewer will be
able to access «application stores» to download
widgets of interest and have them available on
the home TV.

This advance will also permit a better integration
of guides to programmes and VoD services, which
will be fully integrated with the linear services.
Today these two spheres are completely separate,
and also for this reason VoD services are a little
less used.

In the same way, viewers will be able to access
their social networks from their TV set, and receive
recommendations from their friends... television
will be more personal. This means the appearance
of new business models in which targeted publi-
city will also play a central role.

If these changes appear already irreversible, their
impact will nevertheless be felt in the medium
term, for the following reasons in particular:

Homes able to take advantage of these technologi-
cal innovations are still limited in number. By 2012
they will be available to one third of European
home TVs.

- Today, an active basis of equipment able to con-
nect to the Internet and deliver Internet content
to the TV set, is quasi non-existent. We are start-
ing from zero. Televisions with this functionality
will be launched in 2009, and this is a market of
replacement.

« Cooperation between the different players is
indispensable. Regulation must be established at
this level, and this will take some time...

® What are the implications for the audiovisual
industry?

Three points are of interest in defining the posi-

tion of producers over the medium term:

- Content must be adapted to the new television
experience.

- Preparation must be made for an even greater
audience fragmentation.

- The transition to immaterial supports for distri-
bution must also be prepared.

Actors in the audiovisual sector will have to
integrate the new modes and the digital distribu-
tion platforms into their strategy, and grant an
important place to the promotion of contents on
Internet, via a quite elaborate policy.

From the point of view of format, it is vital to bear
in mind: interactivity, the viewer’s multiplicity of
screens, and the digital derivative products.

Lastly concerning rights: changes must take place
in the way rights are negotiated. The VoD service
operators must be helped to define offers that
attract the consumer.

Murcia



Monetizing Animation Brands Online

Maurice Wheeler - Digital Outlook (UK)

Maurice is co-founder and Planning Director
of Digital Outlook and he has over 13 years
of digital marketing experience including 10
years at Digital Outlook.

® When and why did you create Digital
Outlook?

| started the company Digital Outlook about 10
years ago; we specialise and focus on kids, teens and
parents; a lot of our clients are within that space.
We concentrate our work on three main areas: the
strategy area, creative area and the marketing area,
with a team of 45 people based in London and cli-
ents all around the world.

® Did your work change in these last 10 years?

Yes, in the older days with TV it used to be diffe-
rent. You could put your brands on television and
make good deals with the broadcasters. It was
easy to license and merchandise the content.

Now things are changing. My son watches Thomas
the Tank Engine and has all different gadgets
related. This proves that merchandising does work
with kids. But there is a fragmentation of the
market, a similar trend across Europe: steady
increase of channels for kids, content and air time
of programmes for kids, and on the other side we
have a slight decline in children’s viewing habits;
combining both together they show that there is a
gap between the watching time before and now.

@ Is TV still a dominant platform to reach kids?

Pre-school children don’t look at Internet that
much and there are different forms of engage-
ment with the Internet; looking at numbers it
emerges that they spend on average 15.4 hours of
TV a week compared to around 9.5 hours of gam-
ing, 7.8 of Internet, 5.4 of radio and music. So yes,
TV is still the dominant platform in the market to
reach kids.

® Can Internet generate cash?

There are different cases. We created and put
online a concept «Viva Voodoo»; we did our best
to ensure it reached as many people as possible
through donation and personal gift opportuni-
ties as well as selling advertising on the Internet.
Although it was great fun, we didn’t make that
much money out of it.
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There is also the electronic sell-through space with
iTunes, which has a selection of animation by com-
panies who have already a big demand for their
brands, and a large portfolio of content; iTunes in
fact wants to deal with big brands, and this makes
it difficult for independent producers.

Internet can generate revenue, but at the moment
itis only a small amount. One of the reasons for this
clash is that since years ago we have been expect-
ing such a market, a tool where everyone could be
equal. Another problem is that maybe we spend
too much time comparing TV and Internet instead
of understanding the differences and strengths.

On Internet there are different ways of build-
ing a brand affinity and finding an audience for
your product. Producers have to think that TV
and Internet are different, and they have to use
Internet in a different way.

® How can you use the Internet to push your
[ ]
brand?

There are two main points: first to reach a new
audience; and secondly to let your audience
engage with your brand like never before. Noddy is
a good example of how we took a consumer need
and turned it into an opportunity.



Noddy is a brand owned by Chorion in the UK. It is
very UK centric and not very well known outside,
particularly in the US, and because the Internet
is so demand led it is quite difficult to generate
that demand. So we thought of where there could
be a need in the target audience, that is children
and parents, and we realised that there was a gap
within parents who are working or are busy,and do
not find the time to see their kids as much as they
wanted. We wanted to give them an opportunity
to interact with the children when they are not
with them, to talk with them in an exciting way;
we tried to work with Messenger to create a «Time
for story» application. The idea behind it is that
the child can see the parents on a video chat and
in the window they see also a story unfold, that
they both can control. This enabled us first of all
to understand an established need of the parents,
secondly to enable it with technology as in this
case Messenger, and third we managed to get an
unknown brand to be at the centre of the stories.

The second way is to reach new audiences with
something that they want. Kids love playing games,
they spend 60-70% of their time playing online. We
created a game that so far has had 35-40 million
game plays lasting on average 3-6 minutes each, a
time that is comparable to good videos on YouTube.
In this way we got a brand interaction introducing
the characters and creating an engagement with
the brand on a much deeper level.

Other ways are to let the audience engage with
the brand like never before. We worked with Mr
Men, a big UK heritage brand. A problem emerged
because we were working with American produc-
ers, who insisted on the need to change the brand.

Being a quite scary situation for the audience, we
decided to create a blog, the producer’s blog that
talked to the consumers in a much opened way,
asking to comment on the script, the character’s
development, assuring that they came along the
journey with us, making them understand and real-
ise that they were not going to destroy the brand. So
it was important to get the parents involved.

The second example is Walley; we created a Bebo
profile and enabled a genuine conversation with
the audience, offering a personalisation and cus-
tomisation tools, allowing the users to express
themselves using the brand.

Another project we worked on with the company
Aardman was Jelly Beans. We allowed the consum-
ers to express themselves through music and
the characters. For example a hip hop fan had
the possibility to have a hip hop wigged or wall
paper, or download it as a messenger icon. It is
about self expression and allowing to use your
brand in a personalised way, and allowing to have

a genuine brand ownership. It was a good experi-
ence because we also asked what the consumers
wanted next on a monthly base. The audience has
a massive ownership of a determined product or
character.

Another example was with Xbox. Kids were able to
create an avatar on their account and use different
applications to personalise it. We also ran a com-
petition on the Facebook page, asking people to
use their avatar as their profile picture. Thousands
of people did obviously do that. It is all about tak-
ing a brand, adapting it, changing it and making it
yours as a formal tool of self expression.

The last point is how to interact with brands in
new ways. Focusing on gaming, we created a
Famous Five game enabling to interact with the
Famous Five; a female focused application with
Space Buddies, the Disney DVD release, where you
can dress up a space dog; Stardoll, a very female
focused website where you can choose different
outfits and accessories. Interact with the brand
and personalise it.

In summary TV is not dead, but Internet is not
yet dominating; as we said, we do see everything
changing every six months, TV and Internet have
important roles to play. Internet is a great tool for
marketing purposes, you can make sure that peo-
ple know your brand and they can engage with it
on an upper level. Internet also reaches millions of
people, but only when the studio will pick up your
product and put it on TV, then you will start mak-
ing a profit out of it.

® What is the minimum budget you need to
create a brand on Internet?

| think that you can make content and push it on
the web with 5,000€. Said that, at least in the UK,
in order to make a good impact and see a good
return of your investment, you must start talking
of about 20-30.000 €. But it is possible to do some-
thing for much less. If you are talking about pan
European brands, you probably need 50-60.000%,
but it depends on what exactly you need to do.
This includes also the communication expenses. In
fact, according to the advertisement rule, for every
Euro you spend for an ad, you will have to spend
9 dollars on promoting it. | recently noticed that
on the Internet it is a bit different, close to 50/50,
because good content pushes itself, but still you
need to build it, promote it and push it.

® What do you check when clients ask you to
push a content on Internet?

| think that with our clients, who have great
content, we do not need to do many changes. In
general | think that we look for a compelling, inter-
esting and shareable content.



@ In the case of a small producer who has to
produce content by itself, and needs money
to promote it, is it possible for an agency like
yours to co-produce and share the revenues?

The biggest problem is that Internet does not
generate that much money. Because we make
our own content, we would not be interested in a
co-production, there is not a return. It happened
that people with great content came to us, asking
us to push the product, and also without our help
managed to do great things.

® Are you used to work with communication or
PR agencies?

Mostly we work directly for a client, but often it
is a conglomeration of agencies, so we work in a
team of agencies, as in the case of Xbox, where we
do a lot of online work, community and social net-
working activities. Then you have a media buying
agency, a PR agency, and events agency and others

and we all work together to solve a common prob-
lem. It is not often that we work directly through
a PR agency; the best kind of campaign is media
agnostic, without losing media synergies, so no
matter where it is placed, each individual agency
implements an idea in its own way. It is important
to work as a unit of agencies.

Internet is a tool to build an audience and grab
attention, as in the case of Disney Club Penguin,
that was not a Disney product but the result of the
work of three people who built a site and caught
an enormous audience.

It took them a while to achieve the results, but
the strategic thing was to form a partnership
with mini-clip, and they drove most of the traffic
through them. They were the first to do a social
network club for kids, with an element of nov-
elty that is very important. It was then bought by
Disney that offered a second contract if the suc-
cess continues.

Aardman Animations: A Forward Thinker

Miles Bullough - Aardman Animations (UK)

Miles Bullough is head of Broadcast and
Development at Aardman Animations and is
responsible for the development, finance and
production of Aardman’s television series and
specials.

® You produced the series Angry Kid, which
has worked especially well on the so-called
new media or digital platforms. How do you
explain the huge success the series had?

Angry Kid is more an exception rather than a
trend. Nevertheless two and half years ago we
set up Aardman rights department and we still
believe in digital distribution. We appointed Robin
Gladman as the digital content manager, and his
job is to take all the IP and exploit them on as
many digital platforms as possible. He set up part-
nerships in digital media: iPlayers and iTunes, free
ad supported video sites, mobile and VoD.

The iPlayer is an astonishing piece of technology,
very simple to use and democratic, used by every-
one and with a high quality of content on it. As a
consumer | love it, but as a producer it is an enor-
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mous problem. When you sell something to the
BBC they catch up rights by 7 days, and this system
is working very well for them.

With Wallace and Gromit, diffused on Christmas
day, we registered 16 and a half million viewers on
BBC1, the highest rated TV programme in the UK
for 2008. It stayed then on the iPlayer for 7 days,
it was repeated again on TV, before going on the



iPlayer for another 7 days; although they still did
not tell us how much it was streamed on the
iPlayer, we believe possibly millions of times.

In the past, people watched shows on TV, and in
order to enjoy the details they used to buy the
DVD. Now they can get everything on the iPlayer.
It is no surprise that DVD sales in 2008 are fall-
ing, becoming in fact a business in rapid decline.
We must find a new business model in order to
finance the shows.

® As a producer, what is your position with
regards to Catch up TV?

The BBC has taken 7 days catch up rights, just as
many other broadcasters are trying to do. It is
understandable why they want to do that, but it is
not going to work on a long term basis because it
is going to kill other areas of business. Again with
iTunes, | have an iPod and | download films, TV
programmes and music. We were an early partner
for iTunes, and it actually works well for us, repla-
cing thelost DVD revenues. In the UK «Wallace and
Gromit» was available 7 days after it was shown,
and because it was priced 4.99£ for a half hour
film, people felt that it was too expensive. A big
challenge is also how to get the price right. We
have still to learn about the digital arena and the
market rules.

® How do you see the future of digital
platforms?

The next platforms will be hybrid. Consumers will
be able to watch content for free with advertise-
ments or they will have the choice to download
shows on VoD without ads. We are an official
partner of YouTube. We have a channel where
we put about 2-3 videos a week. At the moment
there are about 60 videos, some are clips, episodes,
etc. If you do not partner with them you cannot
control how your content is exploited. YouTube
has a digital printing available that can hunt all
the content that you do not want to have on the
Internet. Through this system we managed to pre-
serve the TV premiere in the UK, while the film was
uploaded on YouTube in Australia.

We also have a partnership with Bebo social net-
work in the UK, and we work with an outstanding
digital media called Digital Outlook. We created
a music based IP specifically for the Internet, a
website where each musical genre is represented
by a jellyfish, the key piece is a widget and you can
make each character interact with you; a very crea-
tive project that did not generate any revenue.

® Are advertisers ready to invest in the Internet?

Bebo gets 10 billion page impressions per month,
an enormous amount of traffic, but it is about

persuading advertisers to be associated with the
brand. At the moment Bebo is struggling to raise
the finance. Also, they never got the same sponsor
back twice, so although they are trying, something
must change. Traffic is not the problem, the prob-
lem is convincing the advertisers that it is worth
having such traffic; in my opinion the traffic on
Bebo is very young, in fact you can have a profile
starting from the age of 13.

@ Is it possible to generate revenues with
mobiles?

Mobile is still very important although it is not as
Tucrative as it used to be. Orange is still a fantastic
partner, Playtex is an aggregator that sells our
content in the US and also 3 continues to be a
good partner for us. Smart phones are changing
the content on mobile. We found that our revenue
models have changed over time; with mobile we
started granting off with license fees then we
went for revenue share until we realised that the
content was copied and pirated.

For the mobile TV we made a 1 hour loop of con-
tent and sold it to operators, who sell it as part of
the subscription. We also give a bit of ad funded
content on mobile as well, that has not made a
big impact. | also find that in this entire arena
everything changes in 6 months, so you must try
and understand the business. What is occupying
our attention at the moment is VoD and SVoD
—Subscription Video on Demand. We have done
some exciting deals in this area. The advertising
revenue needs to sort itself out and it will by find-
ing the content they want to advertise, with the
result that it will be higher than now and more
focused on less content. A new model would be
to pay the content through subscription, as an
important source of revenue.

® Will you become distributor of your own
content?

Distribution is not our job. Our main business is
making feature films, TV series and commercials.
We love doing digital videos, making great little
shows. We imagined that we would have made
money with ads against them, but this wasn’t the
case so we will try to think of a way of making
money. It would be possible to make money, but
you would have to produce for such a low cost and
it’s not really possible for our business model.

® What are the brands that you like the most?

Comedy Demon, which is a new comedy channel
appeared in the UK sponsored by Virgin and Pepsi.

Looking around on the Internet | found «Kirill»,
made by Endemol, a very active company in this
area. With Microsoft they made a series of 10 short



live action high quality videos. We wondered if
they had made money, but | don’t think it had a
great success. These shows are not the only ones
struggling to make money from an original digital
production.

Beyonce’s videos can be an example of what is
working on YouTube with more than 5o million
views; | think that the audience on these platforms
is much younger than what we think.

® Do you work in games?

Yes, we have done online games, a very exciting
and interesting experience. We created a game
with a sister company of Atom Films. The game
was conceived around a 3D 4x4 Land Rover with
ten level driving games. We managed to get an
advance that covered the costs of production. We
worked with an advertisement agency who man-
aged to sell adverts.

We also license to a company called «TellTale» the
rights to make an episodic online game. We set
up our own online group. We worked with Digital
Outlook who helped us with the website. We send
a monthly newsletter and we insure the presence
on the main social networks. That is about manag-
ing the project, and it becomes a cost more rather
than revenue because it is a full time job for at
least 2 people.

® How do you interact with broadcasters?

We make simple online games for Cartoon
Network. The channel experience has been very
interesting. Setting up an animation channel on
the web is pointless unless you have a media
partner with a large volume of appropriate traffic
like YouTube or Bebo; you need relevant traffic. |
think Channel 4 wanted to set up something that
was going to help getting their archive online. The
traffic never came, if not in limited amount of few
thousands of people. In terms of sponsorships it
was not a success.

We also do branded content with product place-
ment, narrative content with brands inserted in
them. For Skittles we did various videos that they
paid for, a very low budget project.

There has been a lot of discussion about TV eve-
rywhere which | think is one of the models that is
going to work. My principle task is to raise money
to make television series. It is still the cheapest,
quickest and most effective way of reaching a
mass audience. | think that the shows we make for
TV are going to be available everywhere, request-
ing cooperation between competitors and it will
not be easy.

e What is your opinion on iPhone?

The iPhone has transformed our business. | think
that in terms of mobile devices everyone is going
to be copying Apple, as a phenomenal success.
Another success is the Skyap that allows you to
program your skybox through your iPhone; the
deal with slim player has not been done yet, but it
will be possible to watch everything on the iPhone.
One day all of these media devices will come down
to one Box with one big cable doing TV, phone,
Slingbox, and everything will appear on the big
screen you keep at home, or the little screen that
you can carry around. This is the way content will
be consumed in the future.

® On which basis did you decide the price for
your content on iTunes?

Regarding the pricing system with iTunes, | must
say that they have strict confidentiality agree-
ments. We wanted to pitch Wallace and Gromit
as a feature film, marketing it at feature film
market prices. Wallace and Gromit was sold at
4.99£. Because of the premium quality of the con-
tent and the importance the project had for us,
we felt that it didn’t mind for the consumers to
pay a high price. On BBC1 there were 3 Christmas
specials among which Wallace and Gromit, and all
appeared on iTunes seven days after Christmas
day. The others two specials where sold for 1.89£.
We also took the decision driven by our DVD
partner with whom we share the iTunes revenue
because they gave us such a big advance.

@ SVOD - subscription video on demand — how
do you divide the revenues?

It is a model that just got interesting for us. We
generally receive an advance or a license fee. We
are partners with AT&T in US, who have a mil-
lion subscribers to their VoD service. They give us
a license fee and, in the limit of the rights, they
can exploit our content as they want; we try to do
short deals, 6 months - one year, also because as |
said everything changes every 6 months.



Legal Review on Digital Rights

Robert Blamires -
Field Fisher Waterhouse (UK)

Robert Blamires is Digital Media Lawyer at
Field Fisher Waterhouse LLP.

® How do you define new media?

Talking about new media, in general terms, we are
talking about digital content. Compared to the
traditional media we must define the platforms
format, the place and the time shifting.

We can look back to the 8os and the battle between
Betamax and Sony over the VHS formats; through
format shifting devices we got computer games.
We should start looking at the licensing and what
makes digital media so exciting and interesting for
media companies. The most important tend to be
the distribution of digital media: the fact that you
can reach such a huge number of people very easily
simply with one click. We are starting to see today
different opportunities for revenue earning.

® How do you define Intellectual Property
Rights?

Talking about IP rights, in very general terms, we
can define them as a broad range of legal rights
attached to a specific kind of work. But a real fun-
damental tenet of IP rights is the idea that you are
not really protecting the idea itself but the expres-
sion of that idea. For example you can protect a
book only when it is written. These are rights that
are attached to all creators, whether they are soft-
ware programmers or authors, artists, depending
as well on the type of work they have created.

A very crucial factor is the monopoly rights con-
cept: the opportunity to exploit your creation or
the creation in which you have bought rights to
the exclusion of others. Another crucial element
is the opportunity to grant rights for others, so
that they can exploit on your behalf in exchange
of royalties. These are the two fundamentals of IP:
the ability to exploit the rights and the ability to
exclude others from exploiting those rights with-
out your permission.

® Which Intellectual Property Rights exist in
media content?

We are talking about copyrights. In any given
piece of media content there are a number of dif-
ferent works. In an animated work you might have
performances, voices, music (either created for
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the purposes of that particular media or already
existing). All these works are protectable and
licensable.

It is important to be sure that the producer has
all the rights in the piece of media content, before
starting to license it. Some general principles, typi-
cally copyrights, are owned by the creator of that
content. There is a big exception which is that,
unless you have a contract that says otherwise,
copyright in a work created by an employee will
be owned by the employer; conversely if you com-
mission a third party to create something for you,
unless you specifically state in your contract that
you will own those rights, the person you have
commissioned to create that work will own the IP
rights on that work.

Music is a difficult area; there are different rights
that will exist in a music performance that the
producer needs to clear before using it. There are
various collecting societies that make this process
easier, but they tend to be specific to a particular
right or territory and the process of going through
the clearance is not always straightforward.

® How do Intellectual Property rights work in
the distribution sector?

As long as you are a licensor adequately remuner-
ated, and as a licensee as long as you have the
specific rights, you'll both be looking at distri-
buting your content on as many different media
as possible. But when we start to look at digital
media, and distributing content via different new
media platforms, it starts to look a little bit tricky.
You must make sure that you are granting exactly
the rights you intend to.



The sorts of things you can look at in terms of
licensing are the platform and the device. In order
to define these licenses correctly, you need to
understand the delivery mechanics and the tech-
nology of your platform or service.

It is inevitable that the parties involved have diffe-
rent perspectives on what rights they are granting
or getting, they also have different understandings
of the terms. You don’t just refer to generic terms.
The most unhelpful are «motion pictures» and
«ancillary rights»; «ancillary rights» could really
cover anything as rights to posters, to DVDs, online
VoD... When we are looking at new media, these
kinds of expressions are not particularly helpful.

An example of how a badly drafted license can
start to cause problems is the case of Arena. DFL,
the German soccer league sold «pay tv» and «free
tv» to Bundesliga matches for 220M£€ to pay tv pro-
vider Arena. Then DFL sold the «Internet» rights to
Deutsche Telekom for 45M€. Deutsche claimed the
definition of «Internet rights» included the right to
transmit via cable and satellite, which ended with a
breach by DFL of its exclusive licence grant to Arena.

Although the parties spent significant amount
of money for litigation, ready to take the case
to court, they came to an agreement. Deutsche
Telekom agreed not to transmit via cable and sat-
ellite for a reduced fee. Ultimately the agreement
resulted in making less money than it had origi-
nally intended. It is important to get the drafting
right, and to talk about new media on its own. It is
important to ensure that everyone knows exactly
what is being licensed, in terms of mobile, online,
interactive pay-per-view etc. You must start to
narrow down what you are granting as a licen-
sort, or as a licensee what you are getting, and of
course all the parties involved will have different
understandings of what they mean by specific
terms. It is important to define all these terms in
the contract and make sure everyone understands
what rights are being granted.

® What different terms and definitions can
you start to use in the grant of rights in new
media content?

We are talking about a number of different means
that can be used together, in order to produce the
perfect license, so a grant will include a number of
these different options.

Probably most closely aligned to new and old
media is the non linear and linear distinction,
where by linear we mean a traditional consump-
tion of media on a schedule basis, where users are
sitting in front of the TV watching content sched-
uled by the broadcaster; by non linear instead we
get closer to new media and we are talking about

the consumer who pulls content himself, so the
content is delivered only if it is specifically asked.

This distinction reflects different business models,
types of revenue arrangements for downloading,
own or rent.

We can define our license by the service itself; this
is likely to be attractive for a licensor. You go out to
a distributor or a broadcaster offering content to
make available on the service, like SkyPlus in the
UK. In this case licensees tend to be uncomfortable
because the content may be slightly modified on
the delivery.

® How do you define windowing?

Windowing is slightly different. It is about stagger-
ing your licensing and making content available
initially on a film release that goes after on DVD
and TV, giving consumers a way of accessing your
content on different formats at different times.

® How do you define the retail model?

The retail model is another way of drafting the
license. One that we often see in the drafts is how
the user is actually paying for the content and how
I am willing to make this content available.

IP rights are not an abstract concept, but are fun-
damental rights to any media business. Without
them there is no business model. The rights for
the content exclude other people from using it,
and exploiting it yourself is the only possibility to
generate revenues. And also it’s always important
to define the licenses as clearly as you can.

® Observing continental or UK law, is one of
them more adapted to digital?

The legislation more adapted to new media is the
Audiovisual Media Services Directive adopted by
the European Commission. Its implementation
depends on each Member State, which have to
transpose the Directive into their own legislation.

® Regarding place shifting, if | live in the UK and |
travel abroad with my setup box and | watch it
from another country, or watch it on Slingbox,
isn’t it in conflict with territorial rights?

Slingbox is a very interesting case, and in theory
yes; even before Slingbox was launched, making
content available on line is a very difficult ques-
tion because it is not like broadcasting content on
TV, it is about making it accessible worldwide.

® What is the most interesting type of
protection, the Geneva convention or the
European design protection right?

Trademarks and registration under the Geneva
convention are expensive. The European design



rights are a little bit cheaper, and it’s quite a new
right fairly effective. Which is the best, it depends
on your show and the extent and the availability
of resources.

® When you say avoid broad terms like ‘all
media’, and put the specifics in, how do you
protect yourself from those media that will be
invented in the future?

A licensor will be uncountable if the content
acquirer uses the term ‘all media’. And you will
not necessarily find that you will cover any media
or any platform.

In Spain you are not allowed to include any future
devices. In the UK instead you can grant a license
for future rights, you can assign future rights in
terms of a work that hasn’t been created yet.

Scopas Medien: The Business Model of Web Series

Thomas Schneider-Trumpp -
Scopas Medien (Germany)

Thomas Schneider-Trumpp is Executive Producer
and Head of Animation at Scopas Medien.

® When did you start working with Internet?

Scopas Medien exists since 15 years. Since 1999 we
are focusing on TV series concept. For a decade we
have been presenting TV series concepts nearly
every year. At the moment we have 4 series in co-
production and one feature film. When you see
that TV is working so well it might seem that there
is no reason to work on the Internet, but we think
that this is not the case anymore.

® How did you build your business model?

Our business model works for producers not for
distribution companies. It is a small business
growing strongly, there are no big numbers. Since
2008 it has been possible to make revenues purely
from the web, also with animated content. The
web content is very easily transferable to other
countries, so we are looking for franchising part-
ners in other countries.

® Why did you make series for the web?

There are several reasons. It might be specific for
Germany where animation is a very rare content;
although it is our business for 15 years we still
have to struggle and fight with broadcasters to
come up with original animation content, and it
usually comes from outside Germany, licensed in
Germany or co-produced. There are two additional
important factors: broadcasters tend to finance
pre-school series and the production costs for TV
series are getting down dramatically.

The consequence is that we cannot produce an
animated series in our studios anymore, so we
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have to go outside and this is not very positive. As
we are specialised in stop-frame animation, it is
very difficult to split the work with other produ-
cers. We also want to develop concepts for other
target groups, and this is impossible in Germany,
where series like the Simpsons or South Park are
running on private channels. For all these reasons,
we decided to self produce and distribute content
for the web.

The web has many positive aspects. We can reach
all target groups, which in our case is from 14
to 45 years old who love to watch animation.
In the web, as a broadcaster, like we have actu-
ally become, we have full control of our brand
because we can decide when, where and how
often to show the content. We also have full
control of the value chain, this was something
we always struggled about with broadcasters.
We invested quite a lot of money in TV co-
productions, with the idea of keeping the rights



and search for licensing partners through our
own merchandising department. This strategy
become useless if the TV broadcaster doesn’t
show the content on TV.

The co-production idea in our case does not work,
even if we are supposed to be on the same level as
the broadcaster. In the web we control the content.
There are also new business models emerging
from the web, making your content available to
advertisement.

We have a direct relation with our audience,
we know our audience, we can in a way control
it, sending out information with newsletters for
example, and there are hundreds of channels
where you can deliver your content and make
revenue with it. And of course there is a huge
target group spending about 60-120 minutes a
day on the Internet visiting an average of 10 pages
each; we have to go where the audience goes and
present our content.

® What are the elements you should pay
attention to when you produce for the web?

When you start to develop something for the
web, you should know what web means. You need
to deliver your footage and recycle it again and
again. The «web generation» is looking for differ-
ent kinds of content, but always short and fast.

® What kind of content do you produce?

Our content is about «sports comedy», sports
news and famous sports characters. We engage
an emotional contact with the audience. We
picked out 2 projects. The first one is about the
German national soccer team. 9-12 million peo-
ple follow the championship on the web. There
is a perfect schedule to produce something for
the championships and national games. It's a
permanent topic and it has a target group. We
created a content to top this target group, build-
ing our own channel. We estimate that we are
attracting 10% of the soccer audience, which is a
successful case.

@ How many episodes do you produce?

We produce 1 to 2 episodes a week always based
on the sports news. We cooperate with several web
portals that diffuse the shows on their home page.
We have different styles of programmes that we
deliver: a backstage article style, a story style and
a backstage life style. The shows are made with
puppets. We produce around 40 episodes a year
and, during the World Cup, we produce content
every day.

After the first year, RTL Television came to us ask-
ing to have it also on TV. We produced 2 seasons
for them.

® What are the main differences between a TV
and a web producer?

We had to learn a new way of storytelling and dis-
tribution. We also had to learn to be journalists. To
do this kind of content, you must be a sports fan,
interested and informed about sports, because you
have to talk as a journalist to a target group that
might be better informed than you; in the mom-
ing before planning to shoot a new episode we
read the newspapers; then it is important to know
exactly how the website works, becoming in a way
a programmer. We created an editorial depart-
ment with a traditional team of comedy writers,
with which we sit and discuss which news to take;
when you produce a clip this might be interesting
in the web only for 2 weeks, so you have to focus
on the right news and produce a script with these
characters that everyone knows.

We have a fast way of producing these episodes,
it’s not like on TV, and we have to deliver an epi-
sode in 2 or 3 days. Stop-motion is the perfect
way for doing this; we are able to produce 1 to 2
minutes a day, which is actually the length of each
episode, so we can shoot in one day, also because
our production schedule is between 1 and 6 days
for the three different styles.

You have to plan your delivery, you have to upload
the clip on an ftp server or even send it by email, and
you have to keep in mind all the different formats
like QuickTime, Windows, Media file, etc. In 1 or 2
years there will be only two main systems. You have
to have new skills and new ways of productions.

® When did you start the production?

Our first concept was based on 22 minutes’ epi-
sodes during the world cup 2006. We produced
a 2-minute pilot and a bible, with a different title
based on a RTL TV series. We invested our own
resources, around 25,000€ to create the puppets
and to shoot a 2 minute pilot. We pitched the
concept to TV and web portals. There was a lot
of interest but we didn’t make any revenue out
of this until 2008, when portals started giving
us money. We did a pilot to explain the story and
show how fast we could deliver it.

® Now you are distributing your own content.
How did you learn this new job?

Distribution was absolutely new for us. In the web
you can give your content and web portals will
deliver it. It’s quite easy because in Germany you
can sell licenses to any portal with no restriction
for exclusive rights.

The web portals can either give you a minimum
guarantee (which becomes more and more diffi-
cult), or you get paid on a revenue share model. In



this case you need people watching your content.
Our content talks about news, so it’s on the front
page of the web pages; over the last 10 months we
generated 16 million users in Germany, with an
average of around 1.6 million a month because it
is anews based entertainment format. The portals
also have to place the content before an event. At
the moment we are producing for the German
national soccer league and they place it during the
weekend and we deliver it on Fridays.

We generate about 30 — 50.000 users with one
clip during the first week. There is also a long term
viewing process during the six following months.

We will soon start cooperating with a distribution
partner who delivers news to more than 300 por-
tals. Since we are dealing with news, these portals
will also use our content. We expect to generate
over 130.000 users per clip. In Germany the CPM is
between 20€ and 40%€ to split with the distribu-
tion company or the portal. Between 30% and 50%
of the revenue comes back to the producer.

® Do you work with YouTube?

Yes, we are generating 85% of our users on YouTube.
The revenues are quite modest: around 1,000€
to 3,000€ s a month. YouTube pays pay per click
(CPC) model, and you have to become a partner
of YouTube. This is possible when you have all the
rights of the show. Being a professional company it
is possible to become partners just with a contract.
You get paid when people are watching your film
(from the beginning to the end) and when they click
on the advertisement; we get 50% of the revenues,
the money comes from a click. If this was translated
into a pre-roll model (pay per impression model) it
would correspond to about 13,000€ —20,000€.

This model will change. YouTube started to test in
the US how to put pre-rolls ads in front of the vid-
eos, and we must see if it is possible in Europe. The
problem is that having a pre-roll before the video
means also having a 50% drop of people watching
your content...

® The strategy is then to have the content on as
many portals as possible?

Yes, your clip must be seen everywhere. Of course
we have our own home page, so we can deliver our
content anywhere.

® How can a producer build a brand on the
Internet?

In the web you must have a lot of traffic. The brand
is not defined as an artistic idea, but it’s about
reaching viewers. Sixty percent of our traffic is com-
ing from the embedded code outside YouTube. The
advertisement goes on all these other pages, mak-
ing money also on these private destinations. We

also get revenues from a licence for content on TV,
where the televisions pay us for watching a film.

You can have a media plan based on different
events: in 2008 we sold mobile licences for
40,000€ for 15 clips. But today in Germany you
can not make any more money on mobile. There
was a boom in 2007-2008, it is not the same today;
we do not focus on it anymore.

It is important to focus on blogging. We write
every day and talk to the community; people feel
that your site is alive, but keeping it simple.

® How did you structure your site?

We have an IT programmer responsible for the
details of the site. For the structure we follow
those of the many video sites with a main clip and
a media centre. There is space for users’ generated
content. For this content we have all sorts of vot-
ing, ranking and bookmark tools, so they can easily
link the site to other sites or friends.

When we develop the title and text for the clip,
we have to keep in mind to use the right search
words; since we have been working for the World
Champion Cup 2010, it appears on the top 10
voices of Google.

® Do you have other revenues beside ads from
Internet?

Regarding the licensing model, we produced DVDs
and we have content on the iTunes store. We sold
in Germany 30,000 DVDs, getting a minimum
guarantee from the distributor of about 20,000%€,
while from iTunes we made 2,000€ in 8 weeks.

To conclude, it is important that people watch your
content; you must get as many viewers as possible
to monetise your clips, invest a lot in distribution;
it is good to have your own website but you must
also deliver it to other websites.

® How much is the cost to produce a clip?

The costs to produce an easy made clip will be
around 7,000€. A start investment of 10,000€
must be made for the live shots of the players that
will be used various times in the story.

® How much did you pay for the blog?

The cost for the blog is around 100€ a month,
not including the people writing on it. There is
in fact one person working on it half a day. For
the hosting we cooperate with a video platform
supporting the streaming costs, that could reach
around 3,000 € a month, and with whom we share
the revenues.

The return on investment is hard; at the moment
we are close to breakeven and we earn around
10,000 € a month.



Case Study: Cdlico Electronico - Animation and Innovation

Albert Garcia - Nikodemo Animation (Spain)

Albert Garcia is the owner of the Production
company Nikodemo Animation. He is also
an academic coordinator and lecturer in the
Master of direct marketing and digital mar-
keting —idec UPF.

: What is Nikodemo Animation?

Nikodemo isn’t a normal company. We're «weird»,
very «weird». First of all, Cdlico Electronico, which
is our main brand or product, was created by acci-
dent. It wasn’t planned, we didn’t do a study first,
it wasn’t a focus-group-based invention, etc. It was
just a coincidence that it was created for a com-
mission of a wizard for an e-commerce shop. The
shop owner liked the invention, and the customers
liked it even more. The shop owner commissioned
a small animation series.

The character’s unique style meant that he con-
nected quickly with an audience eager for an
irreverent and very loutish style, which was the
key to its success.

We have always tried to break the rules... although
I suppose this is more because we don’t know them
rather than wanting to break them. But it’s true
that we are a company created on the Internet for
the Internet. By chance, we started to use Flash as
a production tool, not because we were big fans of
Flash, but simply because the company’s founders
are two designers who used Flash.

® Has the company always worked with the
Internet?

No, the company partners were faced with a
challenge in 2005, when they unconsciously and
irresponsibly accepted the commission to produce
a full-length animated film with Flash, more for
pride than money. A year and a bit later, after not
much sleep, no weekends off, no holidays, etc., 15
people were able to produce a go-minute animat-
ed film. The most interesting part was learning
about launching on the Internet. We learned a lot,
because we also used a technique, again through
lack of knowledge, which helped us to save a lot on
costs and because in the end it enabled us to get
close to our audience in a way that another type of
medium would not have made possible.

| started out in Nikodemo to add value to the
company. We set about developing a business
plan with the idea and aim of bringing together
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enough financial resources to turn the company
around, since, at the time, it was living off two
main things: making productions for others (the
film is an example) and some licences, and the
only thing we were doing with them was taking
the minimum guaranteed amount of money. We
were not tapping into any of the benefits of
having hundreds or thousands of fans, not just in
Spain, but worldwide.

® What was the idea behind the business plan?

We drew up a business plan so that we could bring
people onboard, develop the Internet business
model, make the company international, prepare
the leap into television. The business plan we are
implementing at the moment is based on the
creation of new brands, exploiting the community,
developing more contents and keeping the rights
to the end, internationalising our brands (which is
easy to say, but complicated to do) and trying to
adapt the success of Calico on the Internet to other
formats, like television, cinema or video games.

® Where did you get the money from to start
producing?

We found a venture capital called «LaCaixa
CapitalRisc», which is a product offered by La Caixa,
an enormous financial group. This investment gave
us the financial backing we needed to start. Just



under a month ago, we concluded a participating
loan with ENISA, Empresa Nacional de Innovacién
S.A,whichhasmadeit possible for us toimplement
our business plan and the television series without
needing to find a co-producer to invest. Because
the problem was that we went to the television
channels and they said «Great! Come back when
you've got the finished product and we’ll be sure
to buy it off you». But we needed the money to
develop the series.

® How did you manage to convince La Caixa to
invest in the project?

La Caixa was convinced by our extremely strange
four-legged combination of things that are not
usually found together. On the one hand, we do
multiplatform, our contents can work on both
a mobile phone and in the cinema (which we
have also tried), we do animation (we're called
Nikodemo Animation), we also do advertising and
contents for brands, and we consider ourselves to
be an Internet company, although | have to admit
that there’s no money in the Internet yet, although
it'll come one day. | don’t know if we’ll take the
Internet to the tele, or if we’ll put the tele on the
Internet, but we’ll manage it one day.

® Who is your audience?

We have three different audiences. Our main
audience, the users, is mainly male, and our main
age group is 15 to 30. There’s quite a funny anecdote
about this. Calico’s traditional audience was in their
twenties or thirties. When we launched the new site
in July 2008, we started to conduct surveys, register
users, and we realised something horrible: we were
growing in the 12,13, 14 and 15 year-old block, when
this was not expected. Of course, | will deny having
said this, because increasing participation in the
15-year-old target was clearly a marketing objective,
but it’s true that we are viewed as something a lot
more inspiring and more fun.

| have another final anecdote for you. A couple
of months ago, the woman responsible for
innovation in the Autonomous Government of
Catalonia, from the education sector, called me
and said «You are my hero, every primary and
secondary school pupil in Catalonia, and | suppose
in the rest of Spain as well, watches your capsules
every Wednesday». | thought | was either going to
get told off or it was serious. It turned out to be
serious. We were offered a very ambitious pilot
project, which we are working on at the moment,
which consists of re-studying and redefining the
educational experience of primary and secondary
school students using PlayStation, Nintendo, Wii,
Television, etc., with a narrative closer to the
world of Cdlico than the «tomes» we parents buy
religiously in September.

The next audience we address is advertisers.
Some of us come from the world of agencies and
advertising, so we don’t think it is a strange or
weird world. We have certainly started at a bad
time. Advertising has had more glorious moments.
Now it is more complicated, and we don’t know if
it’s because of the crisis, because people still don’t
trust the Internet, or because they still don’t know
the medium, but it’s complicated.

Our last audience is the aggregators, which is really
amixed bag where we can put traditional television
channels as well as digital aggregators. These are
the people we usually deal and fight with.

® How was the project developed?

We reached the conclusion that we either had to
share or go under. Initially, we thought we were
going to have a site to upload all the contents we
were going to release every week in July 2008.
Consequently, we changed the format from one
7-minute chapter per month to one 2-minute
capsule every week. But we realised we were very
wrong to think we would be able to take users by
the hand and lead them to our site. What we did
was take all the contents, take them to as many
platforms and channels as possible and turn our
site into a sanctuary of the brand. And that is what
we are doing. You can enjoy Cdlico on any platform
and medium, but if you want to make a comment
and say loutish things to other Cdlico fans, you
have to come to our website. Obviously, we have
agreements with each and every one of them to
share advertising income, which doesn’t give us
much, if anything at all. I think it would stretch to
a round of coffee with no biscuits.

With a great deal of synthesis, we have four main
areas: brands, entertaining people, a community,
and then there are various leverages to earn
money from the affair.

Animation and the web provide the entertain-
ment. We are thinking multiplatform, and, of
course, we are still being louts, slightly irreverent,
and, above all, very politically incorrect. Everything
that Disney doesn’t do, we’ll get. That’s the idea.

In terms of community, something fundamental
that we have learnt over time is the emotional
connection with users. They are looking to Cdlico
and its characters for something they cannot find
in other media or brands. And naturally, we have a
powerful underlying tool of customer intelligence.

We currently have over 100,000 registered users.
Besides their mobile telephone number, we obtain
their age, date of birth, education, consumption
habits, etc. And we are starting to cross-reference
this information, with their knowledge, and their
usage patterns, what they look at and what they



don’t. We hope one day to be able to earn money
from it... quite a bit of money.

As far as the leverages to earn money from our
business are concerned, besides a very small
e-commerce, we have a higher number of licences,
advertising and sales of contents or content rights.

@ Could you sum up the entire world of Cdlico
and its characters?

In the era of austerity we live in, what users want
is an authentic voice, not artificial metal-sounding
ones.

They want a genuine dialogue, things that hit
home. Now we are beginning to see brands more
similar to a jazz concert than a single voice, with
just one tone, dictated by large brand managers,
who say which type, which voice, which sound,
which textures, what is politically correct or incor-
rect.. all that has come to an end. It’s a very cocky
thing to say, but in Cdlico Electrénico we have been
inspired by this, by brands with multiple faces,
which can be influential because people perceive
them as their own, that is what is changing and
what we are basing ourselves on.

In the pre-Internet era, brands were generic, a
brand dictated what users wanted, and they
bought it or they didn’t, but that’s what there
was. There were some points of contact with users
that were finite. We went onto an environment
that was also closed, where brands communicated
with a ton of users, there was some interactivity,
which is Internet environment 1.0, and, finally, we
are arriving at and developing environment 2.0,
where brands are simply «facilitators». They are
open brands, where, whether you like it or not,
you are not the brand’s spokesperson, nor its main
consumer motivator. Instead, your brand is going
to be as roguish as your users want it to be.

What happens is that the brand’s points of contact
multiply by thousands or millions, so the brand’s
message and contents are totally uncontrollable.
However hard you try, you'll never manage to
control them. This is the environment we play in,
or try to at least.

The conclusion we can reach from all this is that
we have to do things differently. People ask us for
different things, and, above all, fewer promises and
more experiences that are multiplatform, much
more ubiquitous, usable contents on demand,
hybridization between online and offline. We could
say that the frontier between entertainment and
marketing, if ever there was one, is now becoming
diluted. Persistent worlds, payment to use or not,
memorable experiences... This is the environment
we are involved in.

It's quite complicated to manage a social experi-
ence where there are thousands or millions of
interactions. Cdlico Electronico has managed to
accumulate 50, 60 or 70 million visits, without
any advertising campaigns, as a result of «word
of mouth». Word of mouth is still the most credi-
ble and effective publicity today. This annoys
traditional brands a lot, because it puts them in
a totally uncontrollable environment, but this is
the environment which we want to be involved
in: honest advertising, where rumours have to be
managed, viral, contact network, mobile...

As far as we are concerned, the environment we
are involved in is an ecosystem of conversations.
Every time some nutter in Silicon Valley, or wher-
ever, brings out a social application like Twitter,
this opens up a direct channel of communication
with our users. Every time a Facebook, or a Tuenti
[a Spanish social network similar to Facebook] are
brought out, we have a new channel of communi-
cation that has to be managed one way or another.

We deceived a webmaster to come and take care of
the website, and besides that, he has a long list of
tasks every time we upload another capsule. Every
capsule is uploaded to 10,15 or 20 different content
platforms. It is uploaded automatically on some
of them and on others we have to do it ourselves
manually. In the case of Facebook, we have 13,000
followers. But working with social platforms takes
a lot of time. The worst is Twitter.

® Who are your assets?

We talk about a brand community, and that is,
so-to-speak, our greatest asset. We talk about
fans, commitment, sharing, updatedness, nos-
talgia for other icons, being compatible without
moral requirements. The latter is very important.
Somehow we have transcended traditional icons.
I'm not going to talk about politics or religion,
but we are looking for a generation that doesn’t
have any other types of icons, because we want to
get hold of our own small share of attention and
relation. The company has 13 employees. Eleven of
them are creative (also responsible for production,
animation...) and then there is the financial man
and myself, who «mop and scrub». Actually, we are
project-orientated, and perhaps what sets us apart
is that there are people who take part in the script,
but who then participate in the animation, which
is not very usual. It is teamwork from the very start.
We put a lot of effort in and we are always behind
schedule, no doubt to become millionaires one
day. We need to grow more and organise ourselves
differently, but right now our priority is to keep
the spark and the creative freshness going before
imposing structures, directors and little bosses.



® How many users do you have and what is the
average visit time?

On the whole, we now have 100,000 registered
users, increasing every week. We have almost
400,000 unique users per month, and around
800,000 visits every month. The average session
time is 10 minutes, which, bearing in mind that
the videos are 2 minutes long, is not bad at all. Our
videos, released weekly, accumulate 150,000 view-
ings per video released week after week. There are
some videos that have been seen over 500,000
times already, and our video viewing total is more
than 12 millions. This was a huge problem up until
two months ago, when we stopped hosting the
videos on our servers and we reached an agree-
ment with DailyMotion to upload our videos on
their site. The advertising income wasn’t enough
to pay the electricity bill or our coffee...

Something very important, yet very hard, for us is
brands that learn. One of the characteristics of our
brand is that we take the comments made by our
users, our consumers, very seriously, for better or
for worse. The future doesn’t come by locking up
brands at home and in large laboratories, but rather
in development centres distributed on the network
with your loyal fans or with professionals. But we’re
talking about something much more open and a
much more democratic «outsourcing» concept.

® Can you illustrate this with examples?

The first is that when we release any capsule
or video, people can automatically vote for it
and comment on it. Sometimes they lay into us,
although the ones that do that always come back
and you think to yourself «Sorry, but if this content
is «shit», why do you come back every week to say
it’s shit? Don’t you have anything better to do?
But they still come and we are grateful for their
enormously valuable contribution and we will
continue to release capsules every week. But there
are people who make very valuable comments and
that is very useful for us.

The second example is an experiment we set up.
At the end of every capsule, we encouraged our
users to ask the Calico characters questions. The
only business leverage is that they sent an SMS. It
gave us enough to buy coffee, because Nespresso
is quite expensive.. But users asked us quite
interesting questions, which we then published.
We selected the best question the following week
in the capsules and we replied whatever we liked,
but people laughed a lot.

® How is money generated?
[ ]

| believe that loyalty can earn money in the end
one way or another. It’s true that if you want to
become a multimillionaire, you should choose

another business and not get involved in this
garden. But those who do want to enter this busi-
ness, if they are capable of reaching out to users
or consumers and do it creatively, can earn a liv-
ing. In our case, this is the list, a very long list, but
if you add it all up, it’s enough to live on. We have
advertising profit in two formats: the most conven-
tional based on CMPs, CPCs and CPLs, and videos
with poster formats, product placement, etc.

We also have licences for using the brand.

Merchandising, which we are radically turning
around, is another priority: next summer, a well-
known designer of hip-hop fashion, who’s very
weird, but | was told she was very good, is going
to present a collection on the Cibeles catwalk with
Cdlico Electronico ad hoc designed pieces.

Then there is the sale of content via the Internet,
SMS, etc., the sale of rights both to mobiles and
television, which we are in the process of. And also
the creation of contents for other brands.

We understand that the multiplatform plays in
our favour, as do internationalisation and new
markets (new languages), the creation of new
brands that hook people in and connect very
well with the audience. And, above all, our main
product is easy humour and making people laugh,
something which is appreciated in our times.

® As far as internationalisation is concerned,
Cdlico is content with a very loyal following,
but obviously it is mainly local, isn’t it?

There are two aspects to deal with here:firstly, 85%
of our traffic comes from Spain, and the rest of the
percentage is divided among the Latin American
countries, mainly Mexico, Argentina, Chile, and
also some in the United States. What we are going
to do is take advantage or try to exploit the Cdlico
brand just as it is or even adapted to the Latin
language in these countries. We have dubbed the
three seasons of Cdlico into English, and, in fact,
the television series we are starting up is going to
be produced in Spanish and English.

Having said that, let’s say we trust in Cdlico’s inter-
national success outside of Spain. In fact, that is
the reason why we created Aimorria. We plan to
produce it in the USA. Now you're all wondering
how a bunch of idiots like us got into this garden.
It was actually not by design, but we have talked
with people from various television channels in
the US and Latin America who think Cdlico is fea-
sible. Although, if we want to connect with a more
international audience, they have recommended
that we develop something that is more interna-
tional in scope right from the start. | don’t know if
we’re going to produce it in the US or where, but
we are looking for people of various nationalities



for the creative and scriptwriting team, and they
will include US nationals for sure.

Cdlico is on the website of E] Mundo [a Spanish
newspaper with national circulation] on its main
page. What was this agreement like? Was it simply
multidistribution or was it more than that?

They bought the user licence for Cdlico for a year
for «peanuts». It went well for them and they
wanted to renew the licence for the following year.
So we proposed to let them have it for nothing, but
to share the advertising fifty-fifty, to which they
replied that El Mundo never shares its advertising
revenue, so we said «goodbye» to them.

¢ Did you stop at that venture with «El Mundo»
or have you repeated this model?

We have been talking with loads of people. There
have even been ideas and projects presented and
closed, some of them to create new brands, etc.
However, at the moment, we are only interested
in our own brands, so we are not interested in any
idea that means developing a brand or a product
for others. In fact, the loans we have received
(which we will have to pay back some day) are for
developing our own products. We could make a
very good living making products for others, and,
in fact, we have made several advertising cam-
paigns and «when we are very hungry» we will
do a bit more. But seriously, though, our position
leans towards our own product and brand.

® You have even done pre-releases in cinemas...

Yes, it was an experience to make fun of ourselves.
In May last year, we decided to premiére the last epi-
sode of the third season in four cinemas in Barcelona
and Madrid with a paid ticket and to release it onto
the Internet the next day. It was a test to see how
our fans would react. We filled the cinemas. Around
2,000 paid for their ticket. | had an experience of a
lifetime. The joking that was going on in the cinema
was phenomenal and the people were taking pho-
tos and filming videos not just of the screen, but
above all of the people that were there. This is more
or less the synthesis and the metaphor of everything
that Nikodemo aims to do with its brands.

® Are you also trying to find financial models
[ ]
with a method of payment by the user?

This is where a philosophical issue comes into play.
We believe that the content needs to continue to
be free. Cdlico was free content right from the start
and it should continue to be free. What we do have
is a very well developed points system. What we
are doing is developing games based on the Calico
world. In fact, there is one uploaded that has been
the test, and we have more. Our idea is to develop
a persistent world around the Calico stories and
for people to buy gimmicks, extras, gadgets...,
using points or money.

Murcia



Ubisoft / Animation and Interactive Entertainment

Frédéric Thonet -
Ubisoft Worldwide Studios (France)

Frédéric Thonet is Director of CGlI Operations
at Ubisoft Worldwide Studios.

® Where does Ubisoft position itself in the video
games market?

The company has grown. Currently, with a turno-
ver of about one million, we are roughly speaking
the third largest independent publisher in the
world (independent meaning to exclude console
manufacturers) with our market divided into two
parts: America and EMEA: Europe, the Middle East
and Asia.

We invested greatly in our creative assets. We have
our own studios, we recruit our own talent, and
they manufacture creative games.

We have 21 game production studios spread across
17 countries, and 22 distribution offices. Most of
our games are designed for an international mar-
ket, and the fact of being established in so many
countries gives us an accurate understanding of
the whole market area. We carry out extensive
testing of everything we create, and all the feed-
back provides many pointers for each market, to
enable us to refine our games.

For instance, we have a range of Nintendo DS
games, Imagine, named Léa Passion in France...

® How many games do you publish per year?

We bring out from 8 to 10 games each year. In
2009 we released several games offering activi-
ties dedicated to girls: Imagine Animal Doctor (Léa
vétérinaire), Imagine Fashion Designer (Léa dans
la mode), etc. It is interesting to note that these
games do not perform equally in all countries. The
main targeted players are age 7-12, in some coun-
tries we find players more in the 7-10 range, and
in yet others the games attract the 10-12 year-olds.
We have quite a precise view of the markets.

. - 5
- What are your selection criteria for games!?

We undertake a lot of pre-selection research. We
require an interesting context, elements matching
the criteria of the target we are aiming for.

The AAA games (the equivalent of the cinema
blockbuster) are very expensive to make and we
aim to sell them everywhere. The AAA player
target is principally the hardcore gamer. We also
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develop games in our Casual category, for example
for the DS, which are more straightforward to cre-
ate, in general less technological.

To produce the AAA games, we need to invest
heavily in R&D because it provides a genuine
competitive advantage. Each big game that comes
out must contain innovation. This is something of
an obligation, because there is a marking system,
ratings by the Internet games critics and in the
press, such that if we do not win a very high critics’
rating, we do no achieve the results we seek.

® What is the cost of an AAA video game?

An AAA game costs around 25-30M$ to manufac-
ture. Then, at least an equivalent sum must be
spent on marketing.

® Have you considered investing simultaneously
in the making of a game and the production
of a film?

Areally important investment is required to create
new brands, which influences our strategy with
regard to other media. At present it is difficult to
envisage taking on the risk involved in creating a
feature length film and a game at the same time,
because this risk would be financially enormous.
Perhaps a few years from now...

® Do you work under licences?

Yes, we also work with the known franchises to
develop games. Recently we produced Naruto, and
Ninja Turtles...



The problem with licences is that we do not have
enough time to create games of the highest quali-
ty. We cannot make decisions sufficiently early in
the process, given that the production of an AAA
game requires a minimum of 2 years.

Events have proceeded differently in some cases,
for instance to cite the game based on the Peter
Jackson film King Kong. Ubisoft had previously
created a game called Beyond Good and Evil that
Peter Jackson adored. He therefore asked to work
with the team that made that game, to create the
King Kong game from his film. This was an Ubisoft
team based in Montpellier.

Now we are working with James Cameron on
Avatar in true collaboration. He developed a very
particular universe for his film. He was frustrated
to be unable to use all of this in the film, because
cinema is linear and limited in time. He put this
whole universe at the disposition of the games
teams so they can continue to exploit it and create
games from it.

® What is the best period to bring out a game?

The best time to release a game is towards
Christmas. The big games we are bringing out are
Assassins Creed 2, Splinter Cell — which is a truly
famous brand at Ubisoft - Ghost Recon, Anno, with
new titles to be presented at the end of the year.

® What links are there between game creation
teams and cinema production teams?

Similarities are almost non-existent. We are think-
ing about ways to increase our capacities for the
production of serial images. We would like to
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transform our games production teams by giving
them a technical know-how coming more from
cinema animation.

® What is your policy on buying new studios?

When we set up ourselves in a country where we
have made a new acquisition, we are of course
very sensitive to the costs; which does not mean
that we only move into countries with very low
salary rates. We set up in Canada where a very
efficient tax credit system is in place. The most
recent studio we bought is in Sweden, which is not
a country most reputed for its low cost salaries...

® Why did Ubisoft wish to extend its brands to
other media?

The quality of games is augmenting rapidly; we
focus on the next upcoming generation of PC and
consoles. In two or three years, on-screen image
capacity will multiply by a factor of 10, which is to
say we will be close to film quality. We believe it is
of extreme importance to bring film-culture into
our production teams. There is an absolute lack
of such cinematographic knowledge and culture
in current games. This lack is due to the method
of games creation. The core idea is to invent the
game, so that finally the context, the universe, is
something agreeable but not essential.

In the competitive environment, the context and
the universe of a game shall become elements
essential to the game. So, it is necessary to train
our creative teams in film-culture. Our strategy
will be to bring professionals from cinema ani-
mation into the games teams to transmit their
know-how.



Cartoon Finance

Making Animation a Profitable

Business

Munich (Germany), 24 & 25 June 2009

Munich

From 24 to 25 June 2009 Cartoon organised the
second Master of the year, bringing together 70
animation professionals from 10 countries in
Munich to debate about business in animation.

In the opening speech Tim Westcott, Analyst at
Screen Digest, presented the Digital terrestrial
television market and the switch from analogue
to digital in Europe. DTT channels are becoming
strong competitors to non DTT networks and may
open in the future new opportunities for produc-
ers. The first consequence of the switch-off is that
all TV homes will become multichannel homes.
DTT means pay TV is no longer the only multichan-
nel option. As such the real battle in the coming
years is not analogue versus digital, but free TV
versus pay TV. Incumbent channels will lose dis-
tribution advantage and advertising revenue will
be shared out between more channels. For ani-
mation producers the transition to DTT will have
an impact. There will be more channels, but not
necessarily more customers. At the same time the
audience will be more sophisticated and targeted.
The financing models will change as there will be
Tower investment by traditional partners.

In the second speech, Juliane Schulze, Senior partner
at peacefulfish, presented the earliest equity invest-
ment from media professional investors, business
angel networks and risk capital companies. Juliane
explained how production finance is affecting the
way producers fund their films. On one side the
State subsidies are more and more limited. On the
other side, the distribution paradigm is also chang-
ing.There is a strong competition to theatre release
from Internet and VoD services, less MG in distribu-
tion and sales, decrease of TV advertising efficiency
and a lack of sustainable business models in non
linear distribution. Peacefulfish conducted a study
for the European Commission, listing 20 Specialised
Funds, 20 Tax-Based Funds, 15 Commercial Banks, 15
Venture Capital, 1 Business Angel Network. Private
Investors are very difficult to track, as they operate
mostly through tax funds. Finally peacefulfish,
in partnership with Cineuropa.org, developed an
investment network called Media Deals. Media
Deals is composed by media professional investors,
Business Angel Networks and Risk Capital compa-
nies. The network provides research, information
and Deal Flow for projects.



Even if public funds are declining in Europe, they
remain the most important source of funding
for producers. Michaela Haberlander, from the
FFF in Bayern and Gisela Schifer, producer at
neue deutsche Filmgesellschaft, presented the
German public regional funding system. The
FilmFernsehFonds Bayern (FFF) has the goal of
developing the film funding system, both in terms
of quality as well as quantity. The FFF is owned by
the Free State of Bavaria (55%), public and private
television stations (12%) as well as the Bavarian
Regional Media Authority (BLM). Main concerns
of FFF are theatrical distribution. The FFF finances
several stages of productions: screenplay fund-
ing, project development, production funding for
motion pictures and television films, distribu-
tion and foreign sales funding. The loan shall be
repaid from the funded film’s primary and foreign
distribution royalties. The production of televi-
sion films may be supported with up to 30% of
the total production costs. The maximum sum
of support is 530,000€. The awarded funding is
made in the form of a conditionally repayable
loan. Prerequisite for the application is proof of
financial contribution by one or more television
broadcasters, which should as a rule cover 60% of
the production costs. Producers with a registered
office or branch office in Germany may apply.
Producers based outside of Germany may access
by way of a German co-producer.

Jo Daris, General Manager of Studioioo Animation
presented the strategy of a Belgian entertainment
company which has created a studio for projects
with an international appeal. Studioi00 acquired
a studio in Munich, another in Paris and a third in
Australia. The company diversified its activities,
reaching a good balance between theme parks
(33% of the revenues), theatrical distribution (31%
of the revenues), DVD distribution (7% of the
revenues), publishing and merchandising (9% of
the revenues), licensing (9% of the revenues), and
Internet (11% of the revenues). To achieve these
results, the studio has experts in licensing whose
feedback is incorporated into the concept of the
show. Publishers have been consulted to deter-
mine if the concepts were «publishable». Each
show was promoted using celebrity talents and
music.

In the same line as the previous speech, Carlos
Biern Lliviria, Director of co-productions at BRB
Internacional, presented the case of his company,a
Spanish firm open to international co-productions
and co-operations. Carlos presented the Spanish
animation industry, a small but vibrant market.
He recalled that the public television TVE has 4M€
for co-productions per year. Since the government
announced a few months ago its intention to

remove advertising from State television, produ-
cers have started to wonder how this will affect
the current precarious balance between film and
television. By law, the latter must invest 5% of its
revenue in film. The Council of Ministers there-
fore approved the draft bill of the much-awaited
General Audiovisual Law, which, among other
things, allows television networks to invest part of
this §% in television series (including animation).
In any event, at least 60% of thesaid investment
should be allocated for film and at least half of
that will go to independent productions. In order
to compensate for the decrease in film funding,
the draft bill includes a greater number of com-
panies obliged to invest 5% of their income in
film, specifically electronic communication service
providers that broadcast television channels and
programme catalogue service providers. Another
important Spanish fund is provided by the cinema
institute, the ICAA, which will invest 10M€ in ani-
mation series.

The switch-off from analogue to digital television
goes in parallel with the restructuring of the tradi-
tional broadcasters. Céline Limorato, Deputy Head
in charge of Animation Co-production, Global
Media and New Formats at France Télévision’s
Children and Youth Department, explained the
way the group is creating a centralised unit to
manage all the online youth content. In October
2008 France Télévision set up a Youth Department
grouping together the 22 employees of the 3 youth
units at France 2, France 3 and France 5. This new
unit adopts a 360° kid offer: from chat, forums,
web TV to video on demand, free online videos,
but also mini sites dedicated to the programme’s
heroes, news, games and goodies. The unit works
in conjunction with the subsidiaries of the France
Télévisions group on building up kids franchises
to develop on all media: with France Télévisions
Interactive for the Internet sites of programmes
and creation of event-linked and mini-sites; with
France Télévisions Distribution for the Licencing,
Publishing, Videos Games and Distribution; with
France Télévisions Publicité for the sponsorships
for kids programmes and finally with the Cinema
subsidiaries (France 2 Cinéma, France 3 Cinéma) to
back-up with games and partnerships when films
are released.

Cartoon Finance was also an occasion to discover
the back side of an international co-operation
agreement between two European companies,
the German Ulysses Filmproduktion and the Irish
Magma Film. Emely Christians and Moe Honan
presented the financing plans and budget mana-
gement of the 26 x 26’ animated series Ooops!
Noah is Gone. With a production budget of 6.4M€,
the rights of the property have been shared 50/50



between the two partners. «Partners in co-pro-
ductions share a long and sometimes bumpy
road. To be successful it helps to share the same
approaches», declared Emely. Partners must verify
facts and figures before they start the journey.
From an artistic point of view, both partners
must explore the respective back catalogue, read
scripts and concepts, see designs. From a financial
point of view the companies must have a look at
the financial statements and consider the legal
structure of the potential partner. Last but not
least, it is important to meet the people face-to-
face, prioritise phone calls to emails and confirm
everything important in writing after discussions.
«As broadcasters have different needs and belong
to different cultures, it is compulsory to report and
communicate regularly with your commissioning
broadcaster», concluded Moe.

A great help to international co-productions is
offered by collection accounts management com-
panies. Martijn Meerstadt, Director Collection
Account Management at Freeway Group
Entertainment presented the way the compa-
ny provides impartial collection account reports
and how the money is returned to rights hold-
ers. Eurimages has now made it a compulsory
requirement for any supported project. Freeway
establishes clear allocation revenues at early

stage of production to prevent disputes about
application revenues at later stage. This strategy
allows the producers to concentrate on their core
activities by outsourcing administrative burden.
Reporting and monitoring reflects the actual sales,
the receipts, the outstanding funds, the applica-
tion of receipts, the beneficiaries’ entitlements
and the actual payment dates. The system allows
the producer to export all data to PDF or to Excel to
avoid any eventual key entering of same data.

Build up intellectual properties within a studio
is the best way to retain most of the revenues
and control over production values. Phil Davis,
Producer at Astley Baker Davies and Joan Lofts, ex
Director of Rubber Duck Entertainment, presented
the case study of Peppa Pig which has been sold to
180 countries. «The starting point for the stories
was the everyday lives of 3-4 year old children. We
tried to come up with as big a range of storylines
as possible, from the obvious (playschool, flying a
kite, at the beach) to such things as Peppa help-
ing Mummy Pig work at her computer. As in any
family, there are tensions and sibling rivalry»,
explained Phil. The approach to branding was
explained by Joan: «Our philosophy was to build
properties over the long-term. It engenders a
sense of value at every level, which is borne out in
all aspects of the show.»

Munich



Stéphane Lieser, Barrister in Paris presented the
mainlegal issues about co-productions. He detailed
the key items to keep in mind when drafting co-
production contracts. «<Emails do not have legal
value, so be careful on every piece of document
you issue and you communicate to the other side.
Today’s partner may become tomorrow’s enemy».To
ensure that the producer’s intention is reflected in
the contracts, there must be a preamble and some
condition precedent clauses. The more elements
are in the contract, even in form of memorandum
of understanding, the better it is. It is important
to define the «escape» issues, if one of the parties
fails to meet the condition precedents. The contract
should also refer to co-productions treaties between
countries. It is necessary to draw the attention of
the producers to clauses concerning partitioning of
markets. This mainly relates to merchandising. New
media rights are just another set of rights that pro-
ducers will have to work out with the co-producers.
«Co-productions are difficult in any way», insisted
the barrister. «Producers should try to spend as
much time as they can with their co-producers to
understand what they mean. What we are seeing
are co-production between new partners: Yahoo,
Google, Vodafone. These media groups are trying to
get into co-production as a way of influencing and
creating their own content.»

Neil Ross Russell, Managing Director BBC
Worldwide Children’s & Licensing, presented the
BBC strategy to go international and maximising
the value of their business across different plat-
forms. BBCW sales reached 916M£ in 2008 with
an increase of 13% and profit reached 117M£, up
by 17%. BBCW operates at different points in the
value chain, investing in different sets of rights
based on geography and line of business. It is clear
that not all shows are relevant at all stages of the
chain. The channel business is rapidly expanding
with the licensing business growing very fast.
Neil Ross explained the programme maker’s chal-
lenge: we assist to an increase in supply and to
a decrease in demand. The increase in supply is
due to several factors. In the last few years there
has been a decrease of technology costs. BBCW
has benefited from tax breaks in Canada, France,
Malaysia, Singapore and Ireland. Thanks to the
emergence of some developing countries, it has
been possible to outsource some production to
low cost centres. On the demand side, the value of
the advertisement market is decreasing, the chil-
dren’s market being particularly affected. BBCW
is competing with strong vertically integrated US
studio channels, increasing consolidation of TV
platforms and fewer hours available. «<Due to huge
success of some shows, the business model is now
assumed to be “merchandise-led” for all children’s
properties», concluded Neil.

In the last session Lionel Marty, President
Worldwide Distribution, MoonScoop, presented
the assets and distribution strategy of the compa-
ny. MoonScoop succeeded to establish in 16 years
a worldwide leadership in the family entertain-
ment business with a unique portfolio of 45 world
class family Brands and a worldwide cutting edge
network of New Media platforms. With 370 people
in 6 countries, MoonScoop created a worldwide
fully integrated organisation. According to Lionel,
the global operation organisation of the group
enabled the company to anticipate the needs of
its diverse clients, to maximise access to talent and
finance the industrial process. Lionel Marty pre-
sented the distribution main opportunities and
threats. As far as opportunities are concerned, the
speaker stressed the emergence of new channels
like IPTV, DTT, independent linear channels like
KidsCo and JimJam and non-linear channels like
Kabillion. There are new opportunities due to new
successful formats like shorts and new success-
ful genres like comedy with co-viewing potential
and live action. Going to the threats side, Lionel
mentioned the decrease in advertising revenues
for traditional broadcasters, the restriction on
advertising regulations for commercial and pub-
lic broadcasters and finally the decrease of DVD
revenues which are not compensated by digital
revenues. «Deals are more complex, it takes more
time to get and negotiate contracts», concluded
the MoonScoop’s President.



Business Strategies of Leading Production Companies

Carlos Biern — BRB Internacional (Spain)

Carlos is Executive VP — Co-productions &
Worldwide Distribution — at BRB Internacional.
His experience includes more than 20 co-
productions in Spain, France, Italy, UK, Canada,
South Korea and the US with series such as
Iron Kid, Bernard, The Imp, Angus & Cheryl,
Papawa or Khuda-yana.

® How did the kids market change
these last years?

Kids and teenage markets are the markets that
change the most. The kids are really active, really
dynamic, always open to new waves of trends,
fashion, technologies... As producers we have con-
stantly to redevelop our financing models, almost
every three or four years. It is not only linked to the
present crisis.

® How did BRB start working in animation?

BRB started as a merchandising company. We were
doing merchandising for the US market. After
many years working as an agent, in the 8os we
decided to create our own IPs.

We produced several series and we created a very
strong library co-producing up to three or four
shows per year back in the 8os and the 9os.

During the last two years BRB has been evolving
as we created a very strong game division. We are
working very openly right now to create brands
for the online games. We believe the online games
and the interactive division will change the per-
spective of our business. Kids spend more time
with the Wii, the DS and the Internet instead of
television. The phenomenon is very well known by
broadcasters.

® What are the key elements of your success?

Our company has been able to adapt to the times
slowly; some of the shows worked, some of the
shows didn’t work. We survived because we were
able to differentiate the revenues.

® Can you explain the BRB’s business model?

The business model can be summarised in a single
word: S.A.M. S stays for subsidies (local, national
or international). A stays for advertising, which
is the money that we get from the broadcasters,
from different kind of sponsorships and from the
Internet. M stays for margin over products. It's
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the difference between what a plush costs and
how much revenue | get from selling the plush.
Margin can also be produced by placing a game
into a DVD, how much does it cost and how much
| get from selling it; the margin can also be the
difference between the cost of putting a film into
a VoD service and the revenue | have from selling
the film.

® How can a producer maximize these three
elements?

As far as subsidies are concerned, it depends a lot
on where your company is based. A French pro-
ducer, for example, can easily have support from
a local broadcaster. In France TV channels have to
invest by obligation into independent production.
In France you can also get the CNC subsidies and
you can be much stronger in terms of being faster
and financing a major part of the show.

® How does it work in Spain?

Until recently the situation in Spain was difficult
for the animation sector. There was small sup-
port from the broadcasters or from the Minister
of Culture (ICAA). Spanish companies looked for
money outside Spain. Spanish producers are pro-
bably less lazy and more open internationally.

Spanish producers work a lot with France and
Canada. Generally we are associated as minor-
ity co-producers. The French system is very well



developed (artistically and financially). Canada
developed a strong animation industry probably
to fight the «US invasion».

These two countries could finance us up to 60, 70,
or even 90% of the shows, especially if the anima-
tion is realised in the countries.

The other countries in Europe where you can get
subsidies are the UK and Ireland (especially for the
feature films), Luxembourg and Belgium thanks to
the tax credits and tax shelters.

Italy is an interesting country because of the
support a producer can receive from the public
broadcaster.

¢ Did you approach the Asian market?

Asia has been used for many years for subcon-
tracting. Recently Asian countries are trying to
develop their own shows. The governments are
supporting the animation companies, especially
in Korea, China, Singapore and Malaysia. In 6 to
8 years these countries will be able to produce
successful shows.

: What about Latin-American countries?

The most interesting countries are Brazil and
Argentina as they strongly support the animation
industry.

® What about advertising in your business
model?

When we create a show we try to reach at least
these seven markets: France, Germany, UK, Italy,
Spain, USA and Japan. We look at these markets
in terms of the taste of the shows, the pitch of
the show, the name of the show, the look of the
show, we try to reach as many of these countries
as possible.

If you sell to all these seven markets you are going
to have probably a great successful show. If you
get three out of them, probably you are going to
have a very good show. If you get two, you can
get a good show; and if you can get none of them
probably you are going to have an average show
not very successful.

® How do you approach these seven markets?
[ ]

If a producer wants to work not only on get-
ting maximum revenues from what the TV pays
per half hour, he has to look for exposure and
visibility. Right now it’s very important to get vis-
ibility through the Internet, the social networks,
Facebook and Twitter. If a show is on the air you
will have many more opportunities to work on the
other revenues, on the margins, like toys, publish-
ing and stuff like that.

® What about the M in your business model?

M stays for «margin». Producers may try to look for
more money in the merchandising sector, home
video and publishing. The merchandising sector
is particularly important with pre-school shows,
because the toys, plush and books are bought by
the parents.

When we talk about the margin, we can talk about
two different perspectives. The traditional per-
spective is to get a master toy licensing and find a
distributor that sells the toys worldwide. The new
perspective is to become distributor and sell the
toys directly via the Internet. This is the route BRB
is trying to follow.

® Why is BRB producing so many short films?

With a short film you can achieve a very fast expo-
sure of your future show. You can test the show
in every market and adapt it to the territory. We
produce animation shorts of a duration of two
or three minutes. We try to create exposure in
order to release the toys and the merchandising
articles.

® What is BRB strategy for the next years?

BRB is creating new brands, especially for the par-
ents. We develop our own properties with a strong
musical element.

We also develop shows adapting older brands. This
is a way to attract the parents who used to watch
that show when they were four or six years old,
and you also attract their kids, because the par-
ents want kids to watch what they used to love.

® With the reduction of budgets from
broadcasters, it is more and more difficult to
finance shows. What are your answers to this
problem?

If we do not have all the money to produce a show,
we cut the costs. If we don’t have 6M€ to produce
a twenty-six half hour show, but there are many
broadcasters that like the project, we produce
thirteen episodes of thirteen minutes. At least you
start with the production and you can taste the
characters.

The other strategy is to search new technologi-
cal applications to cut the costs without losing
quality. We are also trying to rationalise the pre-
production process using for example video games
methodologies.

® Which are the main partners you work with
in Spain as production companies?

In Spain there are 46 million inhabitants. The
particularity of Spain is that we have five different
languages: Castellan, Catalan, Galician, Basque



and Valenciano. In the different communities the
public broadcasters want their kids to learn the
local languages through animation. Public broad-
casters like Forta release up to twelve hours per
day of animation.

® As a production company, how did you evolve
during the last twenty years?

Before the 8os Spanish production companies
were just service studios. We were only used
for advertising, pre-production and animation.
During the 8os and the gos, after some big suc-
cess of Spanish series, Spanish producers started
to build international co-productions. Most of the
shows were based on books, like The Musketeers,
Around the World in 8o Days... Recently the Spanish
series have been produced in 3D, using latest tech-
nology and innovative design.

® Which are the other important public
founders of animation in Spain?

Since the government announced a few months
ago its intention to remove advertising from
state television, producers started to wonder how
this would affect the current precarious balance
between film and television. By law, the latter must
invest 5% of their revenue in film. In June 2009, the

Council of Ministers therefore approved the draft
bill of the much-awaited General Audiovisual Law,
which, among other things, allows television net-
works to invest part of this 5% in television series.
This is one of the main demands of UTECA (Union
of Associated Television Networks).

In any event, at least 60% of the said investment
should be allocated for film and at least half of
that will go to independent productions. In order
to compensate for the decrease in film funding,
the draft bill includes a greater number of com-
panies obliged to invest 5% of their income in
film, specifically electronic communication service
providers that broadcast television channels and
programme catalogue service providers.

ICAA will invest around 5sM€ per year into TV ani-
mation series. The ICAA in Catalonia is trying to
support the production of shorts and animated
TV movies with around 1.5M€ per year. Everything
should be done in Catalonia.

The government of Catalonia has also been sup-
porting the animation industry since many years.
1% of any single income coming to TV Catalonia
goes to produce animation series.

France Télévisions — Strategy of a Major Player

Céline Limorato - France Télévisions (France)

Céline Limorato is Deputy Director of France
Television’s Children and Youth Programmes,
in charge of Animation Coproductions, Global
Media and New Formats.

H France Télévisions created a New Youth
Department within the group, how does this
unit work?

In October 2008 France Télévisions decided to set
up a joint Youth Department grouping together
the 22 employees of the 3 youth units at France 2,
France 3 and France 5. Julien Borde is the Executive
Director of the Department in charge of youth
programmes at France Télévisions. | am Deputy
Director in charge of animation, global media,
and diversification (documentaries, magazines,
short formats, hybrid formats) and Sophie Gigon
has been appointed as Deputy Director in charge
of youth fiction and youth purchases. We have

Céline Limorato



appointed an editorial manager for each type of
programme: co-production of animation for the
6/12 years and family, co-production of animation
for pre-schools, co-production of material in new
formats and new media, co-production of youth
fiction and youth purchases.

® What kind of programmes does France
Télévisions produce?

France Télévisions is the 1 co-producer and terres-
trial broadcaster of youth programmes in Europe.
The group produces any kind of programmes: from
long to short films, from pre-school programmes
to teenage programmes. The group broadcasts a
wide variety of animated and live action series for
all different age groups.

France Télévisions broadcasts some 3,000 hours
of youth programmes, which represents 64% of
the total terrestrial youth offer. We have 3 comple-
mentary kids slots clearly identified: Les Zouzous
(for pre-schoolers) on France 5; Toowam (kids &
family) on France 3 and KD2A (teenage & family)
on France 2.

The youth programming on France Télévisions
group reaches every week more than 14 million
viewers aged 4 and over 4.2 million viewers aged
4-14 years old.

The group invested 28M€ in France in 2008 for
animation and 8M€ for live action series, crea-
ting a total of 190 hours of animated film (62% of
the French animated programmes co-produced in
France) and 50 hours of live action.

We also produce 4 to 5 full-length animated mov-
ies each year through our cinema branches France
2 Cinéma and France 3 Cinéma. In 2008 we pro-
duced Mia & the Migoo, The true story of Puss n’
Boots and Brendan and the Secret of Kells.

® What are the specificities of the kid’s offer in
each channel?

We have 3 clearly identified and complementary
blocks: each channel has a specific kids target and
a brand to build connection with the audience.

In detail, France 5 offers animation programmes
for a target of 3-7 years old. The channel broadcasts
some 1280 hours of animation annually.

France 5 has two daily slots: Debout les Zouzous in
the morning and Midi les Zouzous at midday. With
these two slots the channel has the 1st preschool
terrestrial TV offer, airing French animation and
international key properties well known by young
kids and their parents. The editorial strategy is
based on awareness and discovery of the world:
nature shows, discovering animals...

France 5's best produced shows are Loopdidoo
Funny Little Bugs, SamSam, Adibou Adventure,
Take 5, Louie, Miss BG. Examples of acquisitions are
Noddy, Clifford, Fifi and the Flowertots, Thomas &
Friends, Hello Kitty & friends, Little Princess, Bob the
Builder, Angelina Ballerina 3D, Animalia, Roary the
racing car.

H What are France 3 specificities?

France 3 broadcasts 9o% of animation and 10% of
magazines and games shows. The target is 6-12
years old and all family members. The channel
broadcasts some 1140 hours of youth programmes
annually.

There are several daily and weekly slots: every
morning the slot called Toowam, every Saturday
morning Chouette Toowam and Bunny Tonic.

Beside the animated series based on humour
and comedy, France 3 proposes magazines about
cinema and video games (Kyou, Cinetoowam),
animation programmes to entertain and encour-
age kids’ curiosity and adaptations of well-known
characters and original creations.

The best produced shows are Street Football, Tootuf,
The Owl, Mandarine & Co, Wakfu, The Famous Five,
Magic. Some examples of acquisitions are Scooby-
Doo, Ben 10, Pink Panther, The Secret Show, Batman,
Viva Pinata.

® What are France 2 specificities?
[ ]

France 2 broadcasts mainly fiction programmes
for teenagers. The channel airs some 440 hours
of programmes annually. There are three slots in
the week: Wednesday morning, Saturday morning
and every morning during the school holidays.

France 2is the only terrestrial broadcaster of fiction
series aimed at teenagers. Most popular shows are
Studio 24, Summer Crush, Summer Dreams, Nos
Années Pension, Samantha Oups, Family Bizz. Some
examples of acquisitions are Hannah Montana,
Life with Derek, That’s So Raven, What | like about
you, Grounded for life, H20...

® Which are your new competitors?
[ ]

The competitors are not only the traditional pri-
vate broadcasters (TF1 and M6) but also the new
thematic channels (Canal +, Disney, the TBS Group
with Cartoon Network, Viacom with Nickelodeon,
Lagardére) and the new players, the free video
sites and the communities like YouTube, Skyrock,
Yahoo, Google, Orange, Facebook...

: What are the new editorial axes?

We have four basic axes:
E Comedy with shows like The Questers and Sally
Bollywood developed by France 3;



El Edutainment with shows based on travel, eco-
logy, nature, art, history and foreign languages;
El Adaptations of books like Didou, Tootuf, Garfield,

Lucky Luke, Gaston, Capitaine Biceps;
1 New formats which are formats mixinganimation
and fiction or animation and documentaries.

France Télévisions is also involved in developing
feature films like Round da Way (Millimages) by
Albert Pereira Lazaro and Emmanuel Klotz, Une vie
de chat (Folimage) by Alain Gagnol and Jean-Loup
Felicioli, to be released in 2010 and distributed by
Gebeka Films, Le chat du rabbin (autochenille pro-
ductions) by Joan Sfar, to be released in 2010 and
Tootuf, the feature film.

® What is the group’s animation
co-production policy?

We look for original creations or best adaptations
of strip cartoons and children’s literature. As far
as comedies are involved, we look for shows with
human beings, targeted at the 6-8 age group and
with a family potential audience.

France Télévisions is also very interested in develo-
pingedutainment programmes forourtwo targets:
upper pre-school and kids (6-8 and 8-12 years old).
We are looking for edutainment programmes
about languages, sciences and discoveries, history
and culture, and health related programmes on
good food.

We always look for character-driven shows with
comedy elements.

® What is the group’s strategy with regards
to the new media?

We have a 360° approach: dedicated mini sites,
chats, forums, previews, partnerships with games
developers, VoD and SVoD, musical publishing,
magazines... We have the largest free video offer
and in April 2009 we launched two Web TVs with
our programmes.

Finally we work in conjunction with the subsidiaries
of the France Télévisions group on building up
kids’ franchises to develop on all media.

Munich



Financing Plans and Budget Management

Moe Honan - Magma Films (Ireland),
Emely Christians - Ulysses Film (Germany)

Moe Honan has been working with Magma
Films since 1998. She works in the areas of
content development, producing and voice
directing predominately in Magma’s anima-
tion department. Also in the role of producer
along with Anima Vitae (Finland) and Ulysses
(Germany) she completed Niko and the Way to
The Stars in 2008, a CGl feature film.

Emely Christians is Managing Director and
Executive Producer for Ulysses Film. The com-
pany was founded in 2004 as a film production
company and is based in Hamburg and Bremen.

® What are the main sources of finance for
animation in Ireland?

Moe Honan: In terms of film, predominantly, the
Irish Film Board often do contribute to television,
but they prioritise feature film or at least
something that has the theatre goers aspiration.
Nevertheless the IFB still put some money into
television series prioritising animation. That has
proved to be quite good to us in Ireland and,
hopefully, continues to be.

We also have a tax credit scheme in Ireland, which
we lovely call Section 481. It’s a quite complicated
thing to execute, but it is also very attractive for
the producers in Ireland, and this can apply to
either film or television, it doesn’t discriminate
between the two. There is also another fund which
is from the broadcasting commission, called BCl;
this is a little bit more difficult to access if your
product doesn’t fit cultural boxes. For this one
you need to have the support of a broadcaster. A
broadcaster in Ireland has to bring your projects to
the system and recommend you. The broadcaster
situation for television in Ireland is not very strong
at all; we have one public broadcaster that looks
more at live action into its commissioning. When
it comes to animation broadcasters may give a
small MG, but generally they pre-buy.

If your company is based in Northern Ireland (like
Magma), we can also receive a subsidy from the
Government.

ject?
® Can you present your common project:

Emely Christians: We have been developing a
project called Ooops! Noah is gone.. which we

Moe Honan

Emely Christians

brought to the Cartoon Forum. We have been
developing both the future film and the series.

Ooops! Noah is gone... is 26 half hour episodes in
CGl.Our budget is currently standing at 6.4M€, it’s
an international co-production. The world sales
agent is Telepool who is attached to the future
film, not to the series.



Our planned completion is 2011. We are sharing
the rights 50/50 as we developed the concept com-
pletely out of the companies.

® What are the main difficulties you
encountered in the co-production process?

Emely Christians: Co-production is a challenge.
The companies have to agree on three levels: artis-
tic, financial and personal.

Let’s start with the artistic approach. This is rather
easy to explore, because you can have a look at the
company and the projects they did before. You can
make an investigation on these works.

On the financial aspect, it is becoming a bit more
complicated. It is difficult to find «public» informa-
tion about the financial capacity of your potential
partner. You may look at the legal structure of the
company, check where they can bring money from,
the team they work with, if they work with strong
broadcasters.

Thereis alot to investigate, and you should do it on
a personal way. It is very good to meet at the very
beginning and to sit together. All our projects were
brought to the Cartoon Forum. It is a unique pos-
sibility to sit together and see if there are concrete
possibilities to work together for two, three years.
It's nearly like working in one office, because you
talk every day; you are on the phone all the time,
for two years, you establish a very close collabora-
tion. We have regular meetings; we really see each
other and not only through Skype or emails.

When you are in a co-production, there are a lot
of challenges, a lot of things to test: your patience
and your brain. If you don’t really stay together
you will be in a problem. You now have become
one team, you have the same goal and the same
target, and that is to deliver a top quality, televi-
sion series and to do it in the best possible way.
You have to really remind yourself that that is your
goal. You really are married; you can’t just walk
out the door.

When you are finalising your co-production part-
nership - and that is really always in the beginning
- you are responsible for defining your own limits
and your own targets. You have got to know what
you can and cannot do, and be comfortable with
and not be over ambitious. Co-producers have to
define the objectives of the work, the markets, the
potential revenues.

Most important, co-producers must have a com-
mon voice together. If you are in a co-production,
there could be very often different visions about
how something is, either visually or from the
story-telling point of view.

® How did you split the work?

Emely Christians: You need to find an agreement
on how to split the work. The recoupment is
very important. You will have different recoup-
ment’s requirements within your own territory,
depending on your financing structure and your
financier’s demands. If it is private, if it is a bank
or a public funding. The investors will all have dif-
ferent requests or demands and you really need to
have a clear recoupment strategy.

Moe Honan: Cash-flow is really king in a co-
production, it’s really important to keep an eye
on the cash-flow. The cash-flow has obviously to
be agreed by everybody, so you have a general
cash-flow and then you have your own internal
cash-flow. And this has to be managed all the time,
week by week.

The milestones, which you want to achieve as
work’s time, really have to be kept; otherwise
all the system will fail. We had weekly Skype
conferences between producers, production
managers, directors and creators to check the
milestones. And Tuesday morning turns out to be
the best day in the week to do the review.

It is very important to have a production mana-
gement system. The primary task of the system
is avoiding that people confuse drafts and final
versions.

® When you are working with a co-producer out
of the Euro zone, what can you do if there is a
big change between the different currencies?

Emely Christians: basically, what we tried to do is
to lock the value at some point. We tried to avoid
sending money around between the countries, so
everybody has to pay their own people in their
countries with their own money.

Production Budget Ooops! Noah is gone
CGI TV Series 26 x 26 min.

Total development costs 182,000€
Total above the line 1,320,280€
Total pre-production 982,430€
Total production 2,711,030€
Total post-production 452,480€
Total other 753,614€

otal Budge 6,401,834
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Tracking the Programme’s Exploitation and Revenues

Martijn Meerstadt -
Freeway Entertainment (The Netherlands)

Martijn is partner in the Freeway Entertainment
Group, a financial services company operating
in the international entertainment industry. As
a trusted third party, Freeway collects, admin-
isters and disburses revenues derived from the
exploitation of films, TV programmes and video
games, providing clients fully transparent and
impartial overviews of the financial status of
the exploitation of their projects.

¢ How does Freeway Entertainment
Group operate?

Freeway maximizes the earning potential of our
clients’ entertainment assets through the place-
ment and exploitation of intellectual property
rights and collection of entertainment assets. Our
activities include Collection Account Management,
International Licensing and Distribution and
Revenue Reconciliations.

® How can you define the Collection Account
Management?

The Collection Account Management is the impar-
tial receipt, administration and disbursement of
an audiovisual production’s worldwide revenues
by a neutral and trusted third party.

® What are the objectives of the Collection
Account Management?

First of all the Collection Account can ensure
the correct and impartial handling of proceeds.
Through the Account it is possible to provide
our clients with a transparent overview status
of their exploitation. The Collection Account can
also help in harmonizing the underlying agree-
ments between the different partners involved in
a project as it provides long-term visibility during
the whole production’s life cycle.

The Account has proved to be very useful to secure
funds against disappearance or bankruptcy of
parties in the distribution chain. In the same line,
the Account is very useful in securing receipts in
event of disagreement or dispute and safeguard
revenues against manipulation by sales agents or
distributors. It is in fact very easy to monitor the
payment terms and behavior of distributors.

We realize that the Collection Account forces the
different stakeholders involved in a project to

Martijn Meerstadt

think about the right allocation of revenues at a
very early stage.

® Who are the financial stakeholders of the
Collecting Account?

The stakeholders are producers and co-producers,
financing entities, funders and film councils, tal-
ents, international distributors and sales agents,
completion guarantors and guilds.

® What are the advantages for producers and
co-producers?

First of all the Collection Account can help in
establishing a clear allocation revenue at an early
stage of production to prevent disputes about
application revenues at later stage. In this way
producers can concentrate on core activities by
outsourcing administrative burden.

The Account ensures a diligent reporting to third
parties (financial institutions, banks, cinema cent-
ers) after producers move on. Furthermore the
Account allows a correct and timely disbursement
of shares due to beneficiaries and an impartial
administration of revenues.

The Account ensures a correct and impartial track-
ing of payments from distributors even when
sales agents may be impeded by need to protect a
relationship with distributor.

® When does the producer pay the fees?

Producers and co-producers pay sales commissions,
fees and expenses only when earned and due.



® What are the advantages for financing
. Ry 3 0}
entities and film councils?

The financing entities can have access to trans-
parent information thus reducing risk on their
investment. The Account allows a strict control
on the royalty income from chain of title and
distribution chain. We provide regular and time-
ly reporting, a contact point for questions and
enquiries and a long term visibility.

@ Is the Collecting Account useful for talent as well?

Beside all the advantages described before, the
talents can have access to an un-manipulated
and transparent information. Thanks to the moni-
toring status exploitation system, talents can
properly calculate their revenues, beyond eventual
limitations of agreements with the producer.

® What are the benefits for the sales agent?

The main advantage for sales agents, but also for
international distributors, is to receive deposit
payments in a secured account. The administrative
burden is reduced thanks to timely monitoring
and reporting systems.

Simplified overview of collection process

® Are completion guarantors using the
Collecting Accounts?

Yes, the main advantage for guarantors is that
revenues deposited in the Account are usually not
released prior to delivery. The Collecting Account
safeguards the completion guarantor’s recoup-
ment from revenues in the event of providing
completion sums or advancing funds.

® What are the procedures to get a Collection
Account Management system?

There are seven simple steps:

E Parties enterinto Collection Account Management
(CAM) agreement;

Bl CAM opens a single picture collection account;

Distributors are directed to pay license fees into
collection account;

1 CAM confirms all receipts and keeps in trust;

H Revenues are administered and allocated pursu-
ant to agreed waterfall;

[ Activity reports and statements are issued perio-
dically;

Entitlements are released to beneficiaries.

The CAM follows the following scheme:

KSR

_} Completion
Guarantor

> I

-} investment in funds and work to produce film $

Sales commission $

pre-agreed shares of revenues $

Sales agent appointed
} Sales Agent to sell rights worldwilde

A 4 A 4 4

[V [y Py ey

= Freeway CAM B.V.

Minimum guarantees and other royalty payment $

® What kind of reports do you deliver?

The reporting reflects the actual sales, receipts,
outstanding funds, application of receipts, bene-
ficiaries’ entitlements and actual payment dates.
The partners of the CAM have also access to an
Intranet site to verify the status of the production.

® What kind of information can a partner find
in the Intranet?

The Intranet allows a constant monitoring of the
status of the exploitation of the production with

daily updated receipts and activity reports. All
information available to Freeway, such as distri-
bution agreements, incoming payments, etc. are
recorded daily and as a result the beneficiaries can
access to a highly up-to-date overview of the status
of exploitation of the production. The reports can
be customized around the needs of the beneficiary,
either per individual title or across multiple titles.
The system makes it possible to export all data to
PDF or to Excel to avoid any eventual key entering
of same data.



Legal Review of International Co-production Contracts

Stéphane Lieser - Barrister (France)

Stéphane is an international transactional
and litigation attorney who earned degrees
from New York University Law School and the
University of Paris Il Law School. In 2009 he
formed LIESERlaw, a new entertainment bou-
tique together with experienced attorneys in
the U.S.A. and Europe. He spends the majority
of his time between France and California.

® What are the first elements to check when
entering in an international co-production
contract?

The first key element is to know who you are deal-
ing with. When a producer finds a partner it is key
to know who this potential partner is.

The second step is to know if we are in an official
co-production framework: are we discussing in the
framework of a treaty or a mini treaty? Between
which member States are we discussing? Are we
discussing in the framework of the European con-
vention for a feature film? Are we discussing in the
context of Eurimages or are we just qualifying the
work as European for tax incentives?

Some countries have official co-production
treaties, some others have only memoranda of
understanding which are almost official but less
rigid that the treaties.

Another important issue is to know if we are in a
business relation already or if it is a first time rela-
tionship and if we are dealing with one partner or
several partners. Is the producer dealing with a EU
production company or with an Indian producer?
All these elements have an importance in terms of
access of information about the partner or about
copyright issues.

® When should a producer consult a lawyer?

It is better to use the producer’s legal resources
beforehand, rather than wait until alegal problem
arises.

In addressing legal issues, the producer must think
very quickly and decide if he needs legal counsel-
ling or not. It is important to check the legal issues
of the contract during the negotiation stage.

For example emails are becoming the rules in
communication. We have to put disclaimers to
emails, because emails have no legal value. It is
important to know the formalism you need before

Stéphane Lieser

entering in a co-production agreement with a
foreign partner.

English is the standard in international nego-
tiation. Make sure that your language is clearly
understood by your partner. Today’s partner may
become tomorrow’s enemy, so it is important that
you know the formalism of the communication.

People tend to forget what they signed. Make sure
that you can live with what you signed and keep
a track record of what you have negotiated in the
beginning.

® What are the first steps to follow before
signing a contract?

First of all producers should list the negotiating
points in a memorandum of understanding. Then
they have to establish if the production is done
within the framework of an international and
official treaty between the two countries. The
memorandum has to be used as a guideline. In the
framework of a co-production treaty, each partner
has very strict duties vis-a-vis the financiers, the
distributors, the artistic contributors and authors.
Producers really need to make sure that all these
duties are reflected in the final co-production
agreement.



® How to make sure that the intention of each
co-producer is reflected in the contract?

It is important to list a preamble or conditions
precedent. The more you put in, the best it is.

As introduction to the agreement, producers have
immediately to confirm who owns the rights.
Without a character and without underlining
rights, there is no co-production agreement. The
contract must specify whether the show is an ori-
ginal script or based on a written published novel,
a graphic book or a comic book. Producers have
to confirm their partner that they have secured
the rights for the purpose of entering into this
particular deal. If it is not the case, the parties
have to mention it. In the next paragraph you
will have a «condition precedent». Conditions
precedent are key steps or conditions that if not
met will put the partners where they were prior
to entering into discussion about the project.
Conditions precedents are requirement to be met:
for example the series or the feature has to be
qualified as national work by the relevant national
authority or the partner has to get access to some
tax incentive.

There are official and non official prerequisites.

® What happens if one of the parties fails to
meet the conditions precedents?

If it has been said in the agreement, there is no
harm. The parties will go home and each will keep
the rights they could bring to the deal. If for some
reasons the producers have already agreed to
share copyrights on the property, make sure that
these rights get automatically returned to you. This
being said, as producers have duties towards wri-
ters, creators and artistic team, the rights have to
return to the creative contributors. It is a matter of
chain of rights, make sure that the chain is clean.

® Should the partners specify that the
agreement is in line with the treaties?

Yes, this point is very important. Being in a frame-
work of a treaty, allows the parties to know which
are the elements that qualify the work as national
and the producer can therefore have access to the
national subsidies.

® Does the producer have to identify the
individual entities involved in the work?

Yes, producers have to know who is working on
the project and if potential subcontractors do not
disqualify the work.

In the same line, producers have to know possi-
ble arrangements in other agreements that may
impact on the negotiation. Producers must declare
previous deals and commitments.

® What are the financial elements to take into
consideration in the agreement?

The first thing is currency. Producers have to avoid
any misunderstanding concerning the currency
and exchange rate.

Also each producer must be responsible for his
own expenses. In this way there should be less
problems if one of the parties spends more or less.
Of course everything is negotiable if it has been
previewed in the agreement.

® If the budget rises because of the other
partner, is it useful to go to arbitration?

When it comes to money, generally you do not
want to go to arbitration. If you are sure of your-
self and you can show some evidence that there
is an overspend due to the other party, you must
try to have an amicable resolution. Arbitration for
financing is really vicious.

® How must producers treat the recoupment?

Most of the disputes arise from misunderstanding
about recoupment. It is important to have a defini-
tion of the recoupment. Personally | recommend the
Anglo-Saxon method: insert all the definitions in an
annex and make sure that everything is covered. Not
only the media, but also all the different rights such
as VoD, SVoD, catch up, mobile, portable devices...

® How should producers deal with the
ownership of copyrights?

Producers have to define very carefully the defini-
tions of copyrights. Copyrights are not the same
in each country. Some legal systems follow the
French model, some others the Anglo-Saxon model.
Copyrights are not only protection of properties
being owned by the entity producing the pic-
ture. Copyrights are everything: underlying rights,
creations of each talent involved in the production
(director, scriptwriter and composer).

Do not forget merchandising rights. Producers are so
eager to finish the project that they tend to forget for
example that they can be co-publisher of the music.

: How does insurance need to be dealt with?

Insurance is key. Canadian or American co-pro-
ducers normally have to respect strict insurance
clauses. Broadcasters are behind them and there
are official bodies that control the production lia-
bility and errors and omissions insurances. Errors
and omission clauses protect the producer from,
for example, previous agreements not declared in
the contract or missing rights...

Along with the insurance clause, producers need
an audit clause. Without an auditing clause, pro-
ducers are exposed.



® What about future programmes?

It is something that producers forget. Normally all
the agreements have to have a clause that defines
the modalities for further programmes, sequels or
secondary rights.

® Where is it better to have the governing law?

The best is to find a place where both companies
are comfortable with. It is important to mention
«exclusive jurisdiction of such Court». Producers
have nevertheless to try to find an amicable reso-
lution and avoid going to Court.

Private Investment in Audiovisual

Juliane Schulze - peacefulfish (Germany)

Juliane is Senior Partner and Consultant at
peacefulfish, a strategic consulting firm pro-
viding business services to the audiovisual
industries which is based in Berlin. She spe-
cialises in creating financing solutions, fund
models and innovative financial instruments
for the film and digital content industry.

® Which are the main factors affecting the way
films are financed today?

There are several factors. The national and regio-
nal funds are getting limited. The territorialisation
criteria impose that producers spend the money in
the country, making co-productions more difficult.
On the other side tax credit criteria are expensive
in terms of cash flow. Many regional and public
funds work as equity funds. We see that banks
look mostly at large deals. Producers need a more
«neutral» gap financing.

® What are the main changes in distribution
finance?

There is a strong competition to theatre release
from the newcomers: Internet and VoD platforms.
The producers receive less MG in distribution and
sales. We witness the decrease of TV advertising
efficiency and a strong interest in local TV pro-
grammes. Consequently there are less MG from
broadcasters. At the same time there is a lack of
sustainable business models in non linear distri-
bution. At the moment the only existing business
model is revenue sharing. This aspect limits the
development of cross media distribution strategies.
There is clearly the need for commercial money to
ensure circulation of audiovisual products.

Juliane Schulze

® What are the main changes in corporate
finance?

There are very few private investors. The private
investors are mainly interested in developing
slates of projects. These changes of paradigm cre-
ate needs for new financing sources. The equity
investment offers an alternative source of finance
for producers.

The companies interested in investing in the
media sector are generally companies working in
new technology and wishing to link technology
and content: film, animation, TV, mobile, music,
video games, digital distribution, interactive servi-
ces. This particular set of companies is called
Mediatech. According to the EVCA Yearbook
2007 these companies invested 700M€ into the
European media market.



Technology companies are interested in investing
in the media sector as we witness a global growth
of the sector. By 2012 the media sector in Western
Europe should reach 633B$ with and average annu-
al growth of 5.5%.

@ Peacefulfish together with Cineuropa.org
realised a study on private funds in Europe.
How many funds did you identify?

We identified 6 sources of equity money for the

film industry:

« 20 specialised funds

« 20 tax-based funds

« 15 commercial banks

- 15 venture capital

- 1 Business Angel Network

« private investors which are difficult to track and
who are mostly working through tax funds

® What is the role of specialised funds?

Film Funds are mostly gap financing or equity
investment for projects. The tax based funds are
specific content industry and only exist for films in
countries like France (Sofica) or Belgium (tax shel-
ter). UK developed a specific type of business: the
accounting principles (GAAP) funds and enterprise
investment scheme (EIS) funds.

® What is the role of commercial banks?

Content companies develop intangible assets
which are difficult to evaluate and work mostly on
a project base. Hence, most commercial banks are
reluctant in providing credit facilities to such com-
panies. In a few European countries though, a small
group of commercial banks have a department
dedicated to evaluating requests for cash flow faci-
lities and corporate loans from content companies.
These banks are mostly focussing on film.

: What role can the business
angel networks play?

The BANs (Business Angel Networks) are mostly
investing on regional level. They look at industries
they know. Business Angels invest in companies,
not in a single project. They are interested in tax
benefits, as they are people paying taxes in a cer-
tain place.

® How are venture capital funds getting
involved in film finance?

The venture capitals are investing at international
level. These funds are mostly interested in larger
deals - more than sM€ - and want big Return
on Investments (ROI). The target is generally no
less than 20% ROI per year. The limit of venture
capitals is that they want to invest in companies
and take shares. Venture capitals do not invest in
projects.

The main investments are done in ICT and mobile
technologies and cannot be considered as real
partners for audiovisual producers.

® What are the trends you see in the near
future?

The public incentives will continue to be very
important for producers to secure private fun-
ding. National funds are less interested to put the
money as a grant. The subsidy is used as a leverage
to work with private equity. Most specialised film
funds are consequences of tax schemes in differ-
ent countries.

The tendency is nevertheless a decrease in tax
based schemes for investors. There is a lack of pub-
lic funding. There is a clear disconnection between
entrepreneurs and financiers which leads to a lack
of interest from the banks.

® Together with Cineuropa.org you realised
a questionnaire addressed to European
producers. What were the results of this
questionnaire?

We discovered that there are some opportunities
for private investment. Some of the people who
answered used private investments. There are
many advantages: more money and more creative
freedom, faster cash, faster access to the market
and bigger, more commercially competitive films.

The dangers of Private Investment are that pro-
fits go to the investors not to the producers. If
private investment develops, there could be too
many films released and it will clutter the mar-
ket. Using private investments may have as a
consequence that financial criteria may override
artistic criteria. Here there is a clear danger for
arthouse films.

® What are the main problems of putting
together producers and private investors?

Probably the main problem is that producers and
investors have different expectations.

Producers need project financing, money to deve-
lop their film, secure distribution deals, find local
subsidies, secure the rights... The investor is look-
ing for something different: slates of projects,
business ideas, company financing, return on
investment, strategic partnerships, best pro-
duction deals, selling shares with upside and a
balanced risk profile.

The public authorities have some questions about
their role. Public funds are initiators and facilita-
tors of public/private finance partnerships. They
try to limit market failure by creating the right
environment and enable meetings between pro-
ducers and investors.



The private investors are really working on match-
ing other’s investments. Investors want to share
the risk with other investors. They are looking to
cash financers more than, let’s say, a studio deal.
On the other side each investor wants to have the
best terms and it is very difficult to make every-
body happy.

Banks involved in TV

Bank Country Based on

Working with private money is questioning the
problem of recoupment and exit. The main objec-
tive of the investors is to exit the investment they
made in the company or in the project. Most of
the time private investors want to be last money
in, first money out.

The following table shows the banks involved in TV:

Did animation

Discounting/ Jj Local spend

tax credit gap/ (series) / interested
cashflowing in animation

Anglo Irish Bank Ireland X

Audiovisual SGR Spain X X X

Barclays Banks UK + Private funds X X

Natixis Coficiné France X X X

IFCIC, partial
Cofiloisirs France X X X guarantee for
issued loans

Fortis Mediacom Finance || France X X X

Commerzbank Germany X X X' state-backed
guarantees

Coutts & Co. UK X

DZ Bank Germany X

ILB Germany X

Investitionsbank

Sachsen-Anhalt Germany X X

Prescience Film Fund Germany X X X

. X equity

Motion Investment Belgium X X investment of up

Group to 20% of total
budget

NRW Bank Germany X' state-backed
guarantees




Distributing Animated Series on the International Market

Lionel Marty — MoonScoop (France)

Lionel Marty is President, Worldwide
Distribution for MoonScoop. His responsibili-
ties incdlude managing a worldwide team of
sales agents in Paris, London and Shanghai and
overseeing the sales of over 3,000 half hours
of animation, encompassing some of the most
recognizable worldwide brands and best-loved
animated creations in the global television
market. Marty and his sales force distribute
MoonScoop’s programming to leading broad-
casters in 160 countries around the world.

¢ Who is MoonScoop?

MoonScoop was born as a production company.
We are now distributing and broadcasting our
programmes. We succeeded to establish in 16
years a worldwide leadership in the family enter-
tainment business with a unique portfolio of 45
world class family Brands (Titeuf, Casper, Fantastic
Four, Geronimo Stilton...) and a worldwide cut-
ting edge network of New Media platforms like
Kabillion, Taffy Kid and Kaze.

The particularity of Moonscoop is that the com-
pany masters in hou se all the pieces of the value
chain, from production to new media. With 370
people in 6 countries, MoonScoop created a world-
wide fully integrated organization.

Sales by continent

Lo,
Lionel Marty

® What are the advantages of this global
approach?

We are able to anticipate the needs of our client
base and we can maximize access to talent and
financing. On top of these elements, | would add
that we can optimize the industrial process of our
shows. We have a slot of 5-7 new series a year, a
catalogue of 3,000 hours including a diversified
genre of series (adaptation, pre-school, action,
adventure). An average of 10 MoonScoop’s shows
are aired per year in each key territory.

The following table shows the MoonScoop sales
by territory.

Africa 5% 2% 2% 2% 0% 1% 2% 2% 2% 2% 1,5%
Asia 3% 13% 12% 13% 4% 4% 1% 4% 3% 4% 4,8%
Australia 0% 0% 0% 0% 4% 2% 1% 2% 1% 1% 4,8%
Eastern Europe | 16% 4% 5% 5% 1% 1% 1% 3% 4% 3% 6,7%
Latin America 0% 0% 5% 6% 3% 4% 3% 3% 2% 3% 2,1%
Middle East 1% 1% 4% 5% 2% 0% 1% 1% 3% 2% 5,0%
North America [ o% 3% 2% 2% 40% 27% 22% 17% 16% 20% 72%
Scandinavia 3% 0% 5% 5% 0% 5% 6% 3% 2% 4% 72,7%
Western Europe || 72% 76% 66% 72% 46% 54% 62% 63% 68% 62% 72,7%
World 0% 0% 0% 0% 0% 0% 0% 1% 0%* 0%

Total 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%




® How do you organise the distribution
of your series?

We re-organised our distribution services in 2009.
We cannot anymore sell a TV series first and deal
with the merchandising aspect later. This kind of
selling strategy does not correspond to the new
structure of the audiovisual market.

Today, to answer the new evolution of the market,
each sales person is responsible at the same time
of the television rights and of the merchandising
strategy in his territory. Before there were two
units, one for selling the television rights and
another for the development of the merchandi-
sing. The two units were sometime in conflict and
had different priorities. If a programme worked
well in television, the merchandising unit was not
always there to support the merchandising stra-
tegy. It could also happen that the television rights
were sold to a broadcaster that was not interested
in the merchandising campaign. We now look for
an integrated approach. The sales person tries to
sell to the right broadcaster which is interested in
developing the merchandising.

Our new approach is also dictated by another ele-
ment: children are different in each territory. For
example in France, as the children go to school
quite early, the pre-school programmes are diffe-
rent from the ones that are viewed in the UK. The
series has to be treated in different ways according
to each territory. In the past the merchandising
unit had a global approach and some territories
were neglected. The series SamSam, for example,
worked very well in Italy, but nothing was done to
develop the merchandising. We have now a very
detailed and precise approach in each territory.

® What are the links between the distribution
and production units of the group?

Both units are working very closely together.
During the development phase we have monthly
meetings with the in-house producers to iden-
tify new potential shows per genre, third parties
for potential co-production or distribution agree-
ment and deciding which projects to prioritize
per genre. The production department decides for
itself the series they want to produce while the
distribution department gives advice on how to
«internationalise» the product. For example in the
UK there are many requirements for pre-school
programmes that have to be counted by the pro-
duction department in the development phase.

® When do you generally start
[ ]
the pre-sale phase?

Basically when substantial financing is already in
place and after the production has been green-

lighted. We try to understand which are the
potential broadcasters that might be interested in
the production. My credo is to limit the number of
broadcasters that have to be approached.

® What kind of material do you use to present
the show for a pre-sales?

Generally we pitch the project with the producer -
the project is his baby! - with a pilot, the bible and
the scripts.

® When the series is financed, when do you
launch the show in the market?

Generally when the final episodes are completed.
As the market is extremely competitive, we want
to have the best possible selling points. We think
together with the producers of the right selling
points. These selling points can be either adap-
tations from books or games, but also pre-sales
already realised or viral marketing in place.

It is very important to have two kinds of pre-
sentation material: one with the potential
merchandising and one without merchandising
elements. Some broadcasters may be interested
only with the television rights, and can be fright-
ened by the merchandising approach. We avoid
mentioning the age group, as the show can be
considered pre-school in a territory and for an
older audience in another country.

Another very important point is to connect all the
potential partners for a wide distribution: televi-
sion must be connected with the web agencies, PR
experts, new media developers...

During the broadcasting phase we control the
dubbing operations, retaining the rights for fur-
ther exploitation. We appoint an agent that takes
care of the brand as a whole, monitoring the TV,
DVD, Web and New Media sales.

® Are you developing your own distribution
platforms?

Yes, we wanted to control the distribution of
our shows. We launched in the States a chan-
nel called Kabillion which is a multi-platform
kids entertainment network and on-line desti-
nation, featuring top-quality on-demand cable
television programming and state of the art
on-line community. Kabillion is a free VoD service
included in the basic offer of Comcast. It cur-
rently reaches 15 million US households and will
soon reach 20 millions. The business model is
advertising based. The channel developed a very
dynamic 2.0 community website which is for
the fist time also including high quality content
(VoD and games) to maximize traffic and brand
expansion.



® How do you see the opportunities and threats
of the distribution sector in the following
years?

As far as the opportunities are concerned, we can
mention the new channels that are increasing
their share year after year - IPTV, Digital Terrestrial
Television, Independent linear (KidsCo, JimJam...),
non-linear (Kabillion...). These channels are inter-
esting because they are independent from the
big networks. We assist to interesting opportu-
nities thanks to successful formats like shorts
films (Bernard, Leon...), even if short formats have
reduced life duration. There are also new suc-
cessful genres, like for example comedy with
co-viewing potential or live-action.

| would say that the main threat is the decrease
in advertising revenues for traditional broadcast-
ers. The number of channels is increasing and
the audience is very fragmented. Few years ago
a successful show in the BBC was viewed by

.
Munich

600,000 kids. Nowadays with 100,000 viewers it
can be considered as a success. This phenomenon
is amplified by the restriction on advertising requ-
lations for commercial and public broadcasters.

Another trend is the decrease of DVD revenues
that is not compensated by digital revenues.

Ultimately, the deals are more complex and it
takes more time to get and negotiate contracts.

® How do you react to the crisis?

We create new partnerships with the broadcasters,
allowing them to have revenues on the mer-
chandising products. We create pre-awareness
of brands to accelerate the sales process. And of
course we try to control the TV distribution and
TV linear and non-linear channels with our own
diffusion arms (Taffy/Kabillion).

We are more active with the TV stations to launch
our series and we create more buzz around the
show with innovative PR actions.




Role of the Public Funding Bodies in Germany

Michaela Haberlander - FFF Bayern (Germany)

Michaela Haberlander has been working for
the FFF Bayern since its beginning 13 years

ago. The FFF Bayern is one of Germany’s lead-
ing regional funding bodies with an average
budget of 27M€/year. At FFF she is in charge of
script funding and international relations with
a special dedication to animation.

® What are the goals of FFF?

The FilmFernsehFonds Bayern (FFF) has the goal of
developing the film funding system, both in terms
of quality as well as quantity. The FFF is owned by
the Free State of Bavaria (55%), public and private
television stations (12%) as well as the Bavarian
Regional Media Authority (BLM).

FFF Shareholders

available 9%
RTL 4%—l l

Pro7SAT1 6% —¢

ZDF 6% —=

BLM 8% —=

BR12%

free State of Bavaria 55%

® Which kind of projects does the FFF finance?
The FFF finances several stages of production:

E Screenplay funding. A conditionally repay-
able, interest-free loan may be granted for the
development of a motion picture screenplay.
Only authors are eligible to file applications.
A treatment with at least one fully elaborated
shot sequence including dialogue and a letter of
intent from a producer residing in Bavaria shall
be attached to the application. The loan is of
maximum 20,000€ per application or 30,000€
if several authors are involved.

Michaela Haberlander

H Project development. Funding may be granted
for the development of motion pictures or televi-
sion films. Only producers may file applications.The
funding shall be granted as a qualified, repayable
non-interest-bearing loan. The loan may amount
to a maximum of 70% of the calculated project
development costs, but shall not exceed 100,000€
per project. The amount of the loan shall be spent
in Bavaria to the extent that this is possible.

El Production Funding for Motion Pictures and
Television Films. The support of feature-length
productions is the FFF Bayern’s most important
funding area. More than half of the FFF’s support
funds are allocated to the production of feature-
length films.

Qualified repayable loans may be granted for
the production of motion pictures and television
films. Only producers are entitled to file applica-
tions for funding. The production of feature films
(motion pictures) may receive funding of up to
30% of reasonable production costs, not exceed-
ing 1.6M€ (ot 530,000 in case of television films), if
the producer is a resident of, or has a branch office
located in Germany, and he deems the refinancing
of the funded portion on the national and inter-



national market a viable option. As a rule, funding
for feature-length films can only be granted if a
legally binding contract for distribution is also
submitted. In the case of television films, a signed
contract with a television network for the broad-
casting of the film must be submitted. No less
than 1.5 times the loan amount granted must be
spent in Bavaria (Bavaria-related effect). A higher
«Bavaria effect» must actually be produced if it is
indicated in the funding application. In individual

Bavarian regional effect 2008

FFF Investment

cases, the Bavaria-related effect may be disregar-
ded in part or in its entirety, if it is ensured that in
return, another federal state subsidy programme
disregards its federal-related effect in the same
amount to the benefit of Bavaria on another
project. All premiere screenings of funded feature-
length films shall take place in Bavaria.

The Bavarian regional effect has been very positive
in 2008, as shown in this table:

Regional effect

Regional effect

in€ in Bavaria in€ in Bavariain %
Theatrical 14,266,288 50,502,659 € 354%
TV 6,244,695 17,360,252€ 278%
Distribution and Sales [ 3,117,115 1,658,010€ 374%

The loan shall be repaid from the funded film’s
primary and foreign distribution royalties. After
priority is given to the repayment of the applicant’s
personal funds and deferred services, 50% of the
applicant’s profits realized from the commercial use
of his film shall be used for repayment of the loan.
Within a period of three years following the repay-
ment of the first loan instalment, the applicant may
request a new loan in the amount of capital and
interest repaid (success loan). The success loan shall
be granted if the applicant’s new project promises
a film worthy of being funded based on the criteria
of quality and economic potential. The success loan
must be used in Bavaria in its entirety.

1 Distribution and Foreign Sales Funding.
Distribution and world sales companies may be
granted qualified repayable loans for the distribu-
tion and sales of feature length motion pictures,
particularly for those produced or funded in
Bavaria. The loan may amount to 50% of all doc-
umented preliminary marketing or sales costs
(e.g. film prints, advertising and marketing), not
exceeding 205,000€. If distribution or foreign
sales projects are being funded by a variety of
funding agencies, the grants should not exceed
50% in total. The 50% limit for the accumulated
funding can be exceeded for distribution or for-
eign sales projects deemed of special cultural
importance. At least the amount granted as aloan
shall be used in Bavaria.

H Bavarian Bank Fund. The funds of the BBF are
to be used to finance projects that promise a
particular economic success in their exploitation.

Gap financing will be provided for the produc-
tion and distribution of feature length cinema
films. The BBF will only finance those projects
which can furnish a funding recommendation
from FilmFernsehFonds Bayern. The financing can
amount to as much as 100% of the recommended
FFF funding for the respective project, at most,
though, 1IM€ (production) or 200,000€ (distribu-
tion). The finance will be granted as a conditionally
repayable loan.

[ Up and coming film makers

This support is designed to help young talents
make their first steps in their professional lives. An
annual total of 1.2M€ is available for up and com-
ing film makers in the form of production support,
which as a rule is awarded as a grant and not in the
form of aloan.

Film Theatres

FilmFernsehFonds Bayern’s support of Bavarian
film theatres contributes to the area-wide film
cinema structure in Bavaria and assures program-
ming quality in theatres in more provincial regions
as well as in larger cities.

E Film Projection and Presentation. Allowances
within the funding framework of the superviso-
1y board may be granted to Bavarian commercial
movie theatres which have presented a film pro-
gramme of outstanding quality during the past
calendar year, with an appropriate share of German
films (including short subjects) and children’s films.

In 2008 the distribution of funds between the dif-
ferent sectors has been as follows:



Distibution of funds in M€ in 2008 Regional Film funding in Germany
in total: 26,92M€ in M€ in 2008

Local enhancement &

Miscelleanous 0,17 FFA 78,56

Filmfoérderung Hamburg/

Support of Schleswig-Holstein 10,34
exhibition 0,84
Normedia 10,50 J

Project
devel t 0,4 L. l

SvEopmen Baden-Wiirttemberg 8,32
Script 0,4 MDM Mitteldeutsche
Graduation / Forderung 16,49 T
first films 1,48
Distribution & FFF Bayern 26,92 T

sales 3,11

TV production 6,25

Medienboard Berlin-
Brandenburg 29,26

Theatrical funding 14,26

Filmstiftung NRW 35,67

BKM 92,92

® Which is the total national and regional
spending for audiovisual production in
Germany?

All regional funding monies for TV production
funding combined reached 24,26M€ in 2008. All
the regional funding monies combined reached
137,50M£. Allnational and regional funding monies
in 2008 combined reached a total of 307,40M&€.
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Evolution of Digital Terrestrial Television

Tim Westcott — Screen Digest (UK)

Tim is a Senior Analyst, Television, at Screen
Digest. He joined the company in September
2004 and has written reports on film and
sports rights, animated movies and television
on the Internet.

® What is the situation of the digital switch-off
in the European countries?

EU has set a target deadline for analogue switch-
off in 2012. Some countries will probably miss the
deadline as indicated in the chart below. Switch-
off is a major transition for some countries, but
means very little where cable/satellite distribu-
tion is widespread because of the presence of a
wide offer of programmes. What it is certain is
that in all countries all TV homes will become mul-
tichannel homes.

Tim Westcott

Digital terrestrial television and analogue switch-off: 2008
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At the end of 2012 the situation will be very dif-
ferent. According to our analysis all the countries
will have more than 75% households which have
converted primary TV set to digital. Luxembourg,
Finland, UK, Norway, Ireland, Spain, Austria and
Czech Republic will have 100% switch-off. The
switch-off is very rapid in France and Spain, where
government launched the digital terrestrial televi-
sion very early. In Germany the process is slower
because it is a country with a high cable penetra-
tion. The movement has been slower because the
households had to switch from analogue cable to
digital cable.

® What does digital terrestrial television mean
for pay TV?

Pay TV is the way people are getting the digi-
tal TV. Pay TV has been launched in Europe well
before DTT existed. There were platforms in France
(Canal +), but also in Spain and Italy. It has been
sometimes a very painful transition for TV opera-
tors. There is a limit to what people will pay for
a monthly subscription and digital means that
instead of paying a monthly fee to get two or
three pay channels, suddenly the providers have
to give them fifty TV channels. The main implica-



tion of DTT is that before digital terrestrial came
in, if people wanted to have multi-channel TV they
had to pay a pay TV subscription. With DTT people
can have multi channel with a low cost box con-
nected to the TV and you have a bouquet of 50 / 70
channels. Pay TV cannot anymore sell the idea of
multi-channel offer. Pay TV has to offer premium
content, like sports and movies, high definition
services or broadband connections. The real battle

Pay TV penetration - end 2008 (%)

is not so much analogue versus digital, but free TV
versus pay TV. In 10 years’ time analogue will mean
nothing because every country will be digital.

® What is the penetration of pay TV in Europe?

The analogue and digital penetration is very high in
Northern countries like Belgium, The Netherlands,
Norway and Sweden, as shown in the chart below.
In Italy and Spain there is room for growth.

100

o

o

o

o

o

o

o

o

90
8
7
6
5
4
3
2
| B
o

Netherlands Belgium Norway Sweden Denmark Poland Germany France Spain ltaly

Chart shows penetration of households which have converted primary TV set to digital

® What will be the penetration growth of pay TV
[ ]
and DTT in the next years?

The real strong growth is coming from digital ter-
restrial television. Pay TV has reached saturation in
most countries. Channels that are transmitted via
DTT, will have an increasing take off. Services which
are pay TV based will have very limited growth or
a decrease, as people shrink from pay TV subscrip-
tion to DTT which allows receiving free channels. In
Poland there will be a significant growth.

Pay TV DTT
NL 0% 6%
BE -1% 11%
NO 0% 6%
SE -1% 4%
DK 0% 9%
PL 6% 73%
DE 1% -9%
GB 3% 2%
FR 1% 1%
ES 3% 1%
IT 7% 8%

® What will the TV landscape look like after the
DTT penetration?

After the digital switch-off, people will have the
choice of more channels and viewing will be
spread around to more channels. Incumbent chan-
nels, like public TV and older commercial channels,
will lose distribution advantage. If those channels
are in the basic package of the Digital Terrestrial
offer, they will be available in exactly the same
number of homes. They will have less advantage
for advertisers.

Viewers will be more prone to graze and will
be less loyal to channels. Advertising revenue
will be shared out between more channels and
advertisers will expect channels to deliver target
audiences more efficiently.

The chart below shows two examples of the
decreasing importance of national (public televi-
sions and free commercials) in UK and France.

The viewing share of national televisions has been
in decline for many years, while other TVs (cable,
satellite and digital terrestrial channels) have
increased their share of viewing. The big question
is whether those lines will converge or whether



«Other» channels have narrowed the gap on incumbents

UK viewing share (%)

France viewing share (%)
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the incumbent channels will reach a point where
their viewing share stabilises. There are some
positive indications. ITV in the UK declared that
they increased their audience for the first time
since the early '8o. Incumbent channels, even if
there are losing their distribution advantage, have
a good level of loyalty among viewers because
of their historical position. Probably the national
channels will reach a stabilisation point, especially
in the prime time slots. In the afternoon slots,
many channels are deprogramming animation
programmes because adult audience is more valu-
able for them.

The viewing share is divided in hundreds and
hundreds of channels. There is a sort of cannibali-
sation of audiences and advertisement.

® How is the advertising market evolving in this
situation?

Multichannel share of audiences has increased.
The share of advertising has also increased for
multichannel TV. Taking France and UK as exam-
ples, we can say that there has been a dramatic
fall in advertising revenues for the traditional
channels, while multichannels that were on the
Sky platform, cable and digital terrestrial, almost
reached parity with the main terrestrial channels.

® What is the impact of the economic recession?

There has been a sharp decline in the TV advertise-
ment market in the 2" half of 2008 and in the 1
quarter of 2009.The consequence is that the major
free-to-air broadcasters are cutting or freezing
programme spend. Even the public broadcasters,
that have revenues from the governments or from
subscribers, are not insulated. Free to air broad-
casters are focusing on primetime (because of
bigger audience) and cost-effective programmes
(reality TV shows rather than dramas). Pay TV is
more resilient. People will not cut their subscrip-
tion because they spent more time at home.

® What are the annual revenues of the major
broadcasters?

The biggest markets are Germany and the UK
as they have the biggest public TV sectors and
the bigger commercial broadcasters. They are fol-
lowed by Italy, France and Spain. Over the last
decade those markets have grown. Probably all the
markets will decline in 2009. If we compare with
what they spend in programming, we realise that
the TV spending is in line with their revenues.
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If we add all the amounts spent by public broad-
casters in original programmes, we realise that
they spend more than the Pay TV operators.
Nevertheless if we look at the companies individu-
ally, in four of the big five countries, we realise that
the biggest spender is a private pay TV operator
(Canal +, BSkyB...). Public broadcasters spend a big
proportion of their revenues in sports and movies,
not in originating programming.

® What does all this mean for animation?

The first effect is that there are more channels, but
not necessarily more customers. The new chan-
nels do not necessarily buy animation. The second
consequence is that there is a more sophisticated
targeting of audience. In animation there are
more and more targeted chanmels: pre-schools,
girls, boys, teenagers...

In the whole audiovisual sector, the financing
model has changed as there is a lower investment
by traditional partners. Broadcasters are taking
much less risks and are reducing licence fees. In
terms of global market, there is a more positive
development. If we look for example at the US, we
realise that they have really opened their market
to foreign studios.

The last positive consequence is that there is a
direct route to the audience (via broadband and
portable media devices).

There are more and more channels being launched.
The positive side is that many of the public
broadcasters have launched their own children’s
channels. The advantage for the broadcasters is
that they are able to programme and schedule
an entire channel with children shows and not
squeeze into adult programmes.

Another recent evolution is that the US broad-
casters, (Cartoon Network, Disney Channel, Jetix
and Nickelodeon) are commissioning local pro-
grammes to European producers.

Another positive note is that animation produ-
cers no longer just sell to TV. Kids are consuming
programmes on a lot of different devices, like on
the IPod or PC, and this is an interesting potential
market for producers.



Cartoon Feature

European Animated Features
Competing in the International Market

Malaga (Spain), 20 - 22 October 2009

More than 100 people attended the third Cartoon
Master of the year 2009.

$ Day 1

Cartoon Feature was opened by CARTOON and
Victoria Fernandez Andrino from the Regional
Government of Andalusia who welcomed the par-
ticipants and speakers.

The seminar started with an instructive survey
on the European video market, both physical and
digital, by Screen Digest’s analyst Helen Davis
Jayalath. Screen Digest conducted a study on
the evolution of video consumption, trying to
understand whether Blu-ray could compensate
the decline of DVD sales. The answer is negative.
The physical spending on video down by 5.4% in
2008 and the expected decline in 2009 is 4.5%.
Digital delivery accounts only for less than 1% of
the physical spending in 2009. But there are better
news: despite 2008 dire results, the total spending
is starting to look up in some markets (Germany,
France, Australia...). According to Screen Digest, the
European online movie spending will reach almost
400ME€ in 2013. Two thirds of this will be from the
Big g territories in Europe (Germany, France, UK,
Spain and lItaly). Helen listed the five minimum
conditions under which the digital growth would
be possible:
« high broadband penetration and real achievable
speeds;
- availability of legitimate and compelling transac-
tional online services;
- availability of legitimate free online services;
- regulatory environment and cultural attitudes
towards piracy;
« limited alternative options for media consumption.

In the second speech, Niels Aalbaek Jensen, Founder
and CEO of FIDD (Filmmakers’ Independent Digital
Distribution) presented Movieurope, a Danish
based VoD platform supported by the MEDIA
Programme. Movieurope offers the largest selec-
tion of European Feature films, documentaries
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and short films at a fixed price per month. FIDD
is co-owned by the right holders and by private
investors, who each share 50% of the capital. The
service provides digitisation in high quality and
subtitling in the major European languages. There
are no deductible costs, so the revenues are split
between the platform and the right holder with
no cost on the top, allowing a perfect economic
transparency. FIDD signs only non-exclusive agree-
ments. There are two major differences between
FIDD and other VoD platforms. Firstly FIDD shows
all kinds of films, not only feature films, but also
shorts, documentaries, animation and TV series.
Secondly the business model is subscription VoD
(SVoD). The graphic style has been conceived for
the TV viewers. «The revolution of the next years
will be the possibility to plug your PC to the TV
screen», declared Niels. «Viewers are ready to stop
their pay TV subscription and shift to an Internet
VoD platform if they can watch films on their TV
screen», he concluded.



$ Day 2

In the first speech of the second day, Jonathan
Aibel, writer for DreamWorks Animation,
explained the differences between writing for 2-D
and stereoscopic 3-D. Jonathan has been working
for the Oscar-nominated Kung Fu Panda, Monsters
vs. Aliens, which was DreamWorks’ first stere-
oscopic 3-D movie. He is currently co-writing the
Kung Fu Panda sequel and Shrek Forever After,
both of which will be released in stereoscopic 3-D.
Jonathan explained the principle of stereoscopic
view. Two images filmed (or animated) at slightly
different perspectives are projected on a screen.
Using a variety of technologies, 3D movies permit
each eye to see only one of them. The brain com-
bines the separate images as if it were looking at
an actual object, creating the illusion of depth.
According to Jonathan, writing for 3-D is not very
different from writing for 2-D: the essential ingre-
dients are the same, a good story, a theme and
good dialogues. When writing for a stereoscopic
film, writers must think on how to use the 3-D
technology to elicit shocks in the most efficient
manner (ie, with sharp objects and projectiles
coming at the spectator).

In the following session Irina Ignatiew, Vice
President of Telepool and Paul Young, CEO of
Cartoon Saloon explained the relationships
between the producers and the sales agent, tak-
ing the example of The Secret of Kells. Telepool
works on less than eight films per year. The line-
up focuses on auteur works, including small to
medium-budget independent films, which are
usually launched at Cannes, Venice, Berlin, San
Sebastian, Toronto and Locarno, but also aim to
find an audience and be released commercially.
On the co-production side, Telepool hopes to
get involved very early in three or four films
per year and manages to fulfil the task that is
increasingly required of international sellers:
contributing to film financing by investing in an
early stage or by helping producers to find other
partners abroad.

Victoria Fernandez Andrino, Head of programmes
at the Audiovisual Funding Department of the
Regional Government of Andalusia, detailed the
different measures that Andalusia set out to sup-
port the Andalusian audiovisual industry. From
2006 to 2009 the Andalusian Government helped
280 projects (of which 35 were animation) with a
total amount of almost 16M€. The maximum sup-
port that a feature film can get is 300,000€ and
360,000€ if it is an animated film. To be eligible
to the subsidy, companies must be production
entities registered in the Ministry register and be
based in Andalusia.

With the new Audiovisual Laws now prevailing in
Spain, and awaiting approval from the European
Commission, the funding procedures will probably
change as of 2010.

Beside financing and distribution policies, Cartoon
Feature presented several case studies. Roch Lener,
CEO of Millimages production studio and flag-
ship Bac Films distribution company, explained
the process of producing and distributing the
animated feature film Les Lascars (Round da Way).
The movie is an adaptation of a famous TV show
which has been massively viewed and pirated
on Internet. The target audience is urban 15-35
y-o. The film was released on June 17", 2009,
with 290 prints during the «Féte du Cinéma», a
promotional cinema week throughout all movie
theatres in France. Bac Films organised a mas-
sive promotional campaign with posters, goodies
and billboards. Teasers were released in cinemas
and theatres between 3 and 10" of June. The art-
work and the trailer were broadcasted on several
websites about cinema (i.e. creation of a profile
for each character on Facebook). For his first day,
Lascars registered 42,668 admissions and 223,000
admissions for the first week, totalling 600,000
admissions in 2 weeks. The film was then literally
ejected from the screens with the arrival of two US
Blockbusters.

Paco Rodriguez, Executive producer and consult-
ant explained the process of making a business
plan and the elements it should contain to attract
investors. A business plan is a written statement
that describes and analyses a business and gives
detailed projections about the future of that busi-
ness. Thus, a business plan, combined with an
appropriate investment vehicle, can be used to
raise money, but only in limited circumstances.
Only films with a budget of over 10M€, for exam-
ple, are able to travel internationally, but are very
difficult to amortise. A business plan can be used
to raise money from one, two or a few active
investors. An active investor is someone who is
regularly involved in helping the producer making
important decisions with respect to his film:is the
film target group pre-school, teenagers or family?
With a practical example, Paco has been able to
show that the producer is at the end of the value
chain, earning «only» between 10% and 15% of the
revenues.

In the last session of the second day, José
Rodriguez, Producer at Ilion Animation Studios,
presented another case study, the international
release of Planet 51. Planet 51 is an upcoming
animated film directed by Jorge Blanco, written
by the American scriptwriter Joe Stillman and
starring famous American actors like Dwayne
Johnson, Jessica Biel, Justin Long, Seann William



Scott, Gary Oldman and British actor John Cleese.
José described the long process of producing the
movie, which has been conceived for the US mar-
ket. The film, produced by the Madrid-based Ilion
Animation Studios and HandMade Films with
a budget of 60M$, was initially acquired for US
distribution by New Line Cinema in November
2007. In February 2008 New Line Cinema became
a division of Warner Bros. Warner Bros. was set to
release the film in the Summer of 2009 (which
would have put the film in competition with
Warner Bros. next to Harry Potter’s release), but
the film’s producers insisted on a November
release. Finally Sony Pictures Worldwide
Acquisitions Group picked up the distribution
rights. Planet 51 is slated to be released in the US
on a big number of prints on November 20, 2009,
with virtually no competition.

$ Day 3

The third day started with a conference about the
production of stereoscopic 3-D films by Manuel
Sicilia, partner of Kandor Moon and founder of
Kandor Graphics. The company produced a first
CGlfeature film, The Missing Lynx (El Lince Perdido)
in 2008. Co-directed by Raul Garcia and Manuel
Sicilia, Lynx is the first movie from Kandor Moon,
a label created by Antonio Banderas. Kandor
Moon plans to make five animated features
in the next 10 years. «Antonio’s experience in
animation began with DreamWorks and the
Shrek movies,» said Manuel. «When | met with
Antonio, we showed him the amazing work the
company was able to do, and we decided to
form a company together that would produce
animated films in Spain. The philosophy of the
company is simple. If we compare films with
alcohol, we are able to produce champagne at a
beer’s price», Manuel concluded. Banderas and
his company have already begun work on their
second animated project. Directed by Manuel
Sicilia, Goleor is a 3-D medieval action-adventure
fantasy about a shy young boy who dreams of
becoming a brave knight.

In the second speech of the third day, Juliane
Schulze, Senior partner of the Berlin-based com-
pany peacefulfish, presented a study financed by
the MEDIA Programme on the role of the banks in
film financing. According to the research, only g
member countries of the MEDIA Programme have
a production output higher than 4o films a year:
France, United Kingdom, Germany, Spain, Italy.
Film banking services are available mainly in these
5 countries. Bank loans (interim finance/work-
ing capital) are very difficult to access for small
production companies. Banks prefer to invest in
companies rather than in projects and in pro-
ductions with a budget of at least 1.2M€. The
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difficulty for the audiovisual industry is that film
production, film banking & film sales are prima-
rily project and fee-based businesses rather than
company-based businesses.

Jean-Paul Commin, International media
consultant, presented another case study: the pre-
production of the latest film of Les Armateur Papa
Storyteller. The film, produced in Flash and which
is an adaptation of the books by Lewis Trondheim
(Papa raconte), is ending production and will be
released in 2010. Jean-Paul explained in detail the
different headings of the budget of 2,995,111€. The
artistic rights counted for 303,996 €. The technical
and artistic crew, including voices and anima-
tion amounted to 2,076,931€. The accommodation
and transport to 43,1770€. The technical facilities,
including music and laboratories cost 377,389€.
And finally the insurance and miscellaneous
counted for 193,625 €.

Guillaume Hellouin, founder of the produc-
tion company TeamTo, presented Occho Kochoi,
a French-Japanese co-production. The film is in
stereoscopic 3-D and has been produced with the
most common software available on the market
(Maya, Fusion and Final Cut) and plug-ins have
been developed by the studio itself. Some software
available on the market for the animation started
to integrate the specific needs for stereoscopic
productions. On the editing and compositing side,
however, the softwares are not able to work on
two flux simultaneously. Guillaume explained
that five persons have been necessary to develop



the script and the storyboard. «Errors in the sto-
ryboard in a stereoscopic film are much more
expensive than errors in traditional productions»,
concluded Guillaume.

The last two sessions of the seminar were dedi-
cated to the presentation of the case study Niko
- The Way to the Stars which was released last
Christmas in a limited number of countries and
which achieved 1.5 million admissions. Finnish pro-
ducer Petteri Pasanen, world sales agent on the
film Irina Ignatiew and French distributor on the
film Roch Lener explained the different steps of
producing, selling and distributing Niko. Petteri
explained the strategy for finding effective co-
production partners. It took 3 years and a half to
develop and finance the film (slightly over 6M€, the
most expensive Finnish film ever) and 16 months to
produce it. «In Finland there were just a few finan-
ciers who believed in us», recalled Petteri.

Roch detailed the distribution strategy in France.
The film has been positioned for a family audience
and precisely children between 4 and 10 years old.

The communication has been done on two targets:
children and parents. The date of theatrical release
was on December 17, 2 days before the beginning
of Christmas Holidays, with 372 prints. The distri-
butor carefully studied the potential competition,
concluding that the other children’s films were
either too aggressive or for an older audience. For
his first day, Niko registered 22,504 admissions
and 203,423 admissions for the first week. In total
Niko registered more than 600,000 admissions in
France only.

Irina explained the long process needed to present
the movie in different markets and to sell it to
different territories. Presented in Cannes 2006
with a trailer, some few images and the full script,
Telepool reached a deal for all English speaking
territories during the AFM 2007 and was able to
screen the final cut version in Cannes 2008. The
film was sold in most of the world countries (over
100) and worked very well in theatres in France
and Benelux. It will be released in other European
countries for Christmas 2009.
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Video Distribution in Europe

Helen Davis Jayalath - Screen Digest (UK)

Helen heads up Screen Digest’s Video team
and has overall responsibility for the com-
pany’s coverage of the packaged media busi-
ness. She has been analysing the interna-
tional video business since 1991 and is widely
acknowledged as a leading authority in the
field. Helen has led the expansion of Screen
Digest’s coverage of the sector since 1994,
including the development of the online Video
Intelligence service that set new standards for
market information about the video industry.

® Can Blu-ray compensate for declining
DVD sales?

The answer is no. Blu-ray did not compensate for
the declining of DVD sales in 2008, nor will it in
2009. Physical spending both in Blu-ray and DVD
declined by 5.4% in 2008 and by 4.5% in 20009.
The spending for digital delivery over the Internet
accounted for less than 1% of the amount spent on
physical spending of video in 2009.

® What is happening with Blu-ray?

So far Blu-ray sales have been limited by a small
installed base. The high price and the recession
limited the penetration of Blu-ray. However, the
format is expected to account for 4% of European
unit sales in 2009.

® How does Blu-ray spending compare to DVD?

Blu-ray standalone sales are slightly lagging
behind DVD. DVD had a united launch in 1998, but
the software took much longer to appear. In 2009
Blu-ray players could narrow the gap with DVD
players. Despite the extra hardware, software sales
are about 60% of equivalent DVD sales. Backwards
compatibility means that even Blu-ray homes
continue to buy DVDs. However, Blu-ray software
is increasing and already accounts for more than
15% of sales on some UK titles.

® How do PS3 consumers react to Blu-ray?

PS3 homes do not buy as many discs as those with
dedicated Blu-ray players. Blu-ray standalone play-
er Households will buy almost 6 discs each this
year.The PS3 households will still buy less than one
Blu-ray on average. Promotion from video sellers
or distributors can help turn gamers into Blu-ray
buyers. PS3 gamers who subsequently invest in
HDTV will find they already have a Blu-ray player,

Helen Davis Jayalath

creating ‘invisible’ new Blu-ray homes.
® Is physical rental declining as well?

Yes, physical rental is declining across Europe. The
DVD rental market in the UK, for example, declined
from 4B£ in 2005 to 2Bf in 2009. In France, the
decline has been even more dramatic, going from
2B€ in 2005 to 0.5B€ in 2009. The positive factor is
that there are other ways of ‘renting’ movies, nota-
bly digital movies on TV and TV video-on-demand.
Only in France TV-VoD accounted for almost 1B€
in 2009.

UK video rental spending 2003-2013 (Bf)
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German video rental spending 2003-2013 (B€)
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® Where is the good news?

Despite 2008’s dire results, total spending is star-
ting to look up in some markets: Germany and
France (+1% in 2009), Sweden and Australia (+7%
in 2008) are showing signs of improvement.

® How do you explain the discrepancies
in the different markets?

There is no simple explanation for either growth
or decline, each market is unique. In the UK the
recession had a major impact. More than goo
retail stores closed in 2008. There is also a strong
competition from games software (the spending
on that market grew 20% in 2008 compared to a
decline in video spending of 3%).

In Germany there is an active early adopter
segment. Blu-ray is already being promoted
aggressively and prices are declining.

France had two major changes with new laws. Firstly,
the sales persons are allowed to sell DVDs with
a price below the cost. Secondly, the government
reduced the obligatory window between theatrical
and DVD rental, from six months to four. These two
factors have radically affected the market conditions.
In 2009, France will be the only country to have value
growth, even if 2010 is expected to be poor.

Italy and Spain have similar market characteristics:
horrendous piracy and rental shops closing every-

where. Fast broadband, technological literacy and
lack of legal alternatives boost piracy. In southern
countries in-home entertainment is less of a prio-
rity, especially in a recession period.

® What about digital delivery?
[

European online movie spending will reach almost
400M£ in 2013. Two thirds of this will be from
the five big countries (UK, France, Germany, Italy
and Spain), compared with 74% of physical video
spending.

® Which are the factors needed
for digital growth?

We believe there are 5 important elements that

have to be matched to ensure digital growth:

Hbroadband penetration and real achievable
speeds;

B availability of legitimate and compelling trans-
actional online services (you do not have to
subscribe);

availability of legitimate free online services;

B regulatory environment and cultural attitudes
towards piracy;

limited alternative options for media consumption.

: Where are we at the moment?

Everything today shows that to have a valid digital
market, you need a device. People want to watch
movies on the TV set. This is confirmed by Apple’s
and Microsoft’s dominance. Devices are essential
for transactional online movies. iTunes generated
82% of the US digital retail market. On the rental
side, Xbox has captured more than 30% of the US
digital rental business. In Europe the market is
more polarised, iTunes dominates the market.

¢ How can people connect computers to
televisions?

Games consoles will continue to be the most com-
mon connected services in the living room, but
there are also other devices, like Wii, Blu-ray play-
ers or pay TV boxes.

According to our analysis, the pure play online
movies business is unsustainable. The iTunes
domination is conditioning the market. iTunes
pays 100% and even more to the right holder to
secure the service. Sometimes iTunes is selling
at loss. Because iTunes dominates, consumers
assume that what iTunes is charging is a fair
price. If everyone else is charging more, consumers
don’t like it. As a result, many stores are making
losses on new release digital retails, even at higher
prices. In 2008, more than 10 online movie stores
closed in the US and Europe. The reason why Apple
is selling at below the buying price is because they
are not interested in selling videos, but iPods....



@ Is the way consumers are consuming home
entertainment changing?

There is no precise answer. What is sure is that
movies performance is heavily title-driven in digi-
tal, especially in key demographics. There are some
warnings. If we compare the movie market with
the music market, we see that digital music sales
have been declining for the last 6 years. Online and
mobile sales are growing quite significantly, but
they are not compensating the general decline.
The second warning is what is happening in South
Korea. Physical video will be 2.4M$ by 2013 but
digital will be worth 17MS$. Digital volumes are
already high, however titles are typically sold very
cheaply (3.19$) to buy-to-own. For right holders the
growth of the digital market will not compensate
what they have lost on the physical side.

@ Is entertainment spending growing?

Yes,annual entertainment spending is still growing.
If we take the US example, households will spend
over 1,300$ in 2013 (pay-TV, subscription, physical
video, digital and delivery to mobile phones).

The shift to higher-margin generated by the Blu-
ray format will return video market to a low
growth in 2010-201m, before declining again.

® What does all this mean for animation?

There is very limited data available on genres
across any territory. We cannot say how many
animated or kids titles have been sold in a given
territory. There are only 8 countries in Europe
where we can get some data on genres. Data on
sub-genres are even more limited. Even when we
have data, there are significant methodological
differences between countries.

If we try to quantify the market for children’s ani-
mation in the UK, we realise that animated movies
are categorised as children’s titles, not feature
films. The sector is heavily dominated by US stu-
dios (Disney generates 1in 3 sales). The majority of
pre-school/school-age titles are also animated. The
competition from catch TV is squeezing pre-school
DVD or VoD sales: it is much cheaper to watch a
programme over and over again on TV rather than
buying a DVD. Screen Digest estimates that in the
UK 90% of the kids’ sector is animation.

® Will Blu-ray boost sales of animation?
[ ]

Probably yes. CGI is excellent in high definition
and Blu-ray will, eventually, be essential for true
3D. However, the market is still marginal. In the
UK only 10% of the DVD copies of Wall-E were
sold on Blu-ray. Little change can appear with the
Christmas promotions. Nevertheless, we are still at
early days for kids’ titles (less than 5% of 2008 UK
sales on most titles).

At the European level, children’s titles accounted
for 14% of Europe’s DVD market in 2008 and at
least 9o% of these were animated.

If we move to digital delivery, we realise that very
limited data is available on downloading by genre.
We can use the iTunes data to have an idea of
the impact of animation products. Two animated
movies made the US 2008 Top 10 iTunes down-
loads (Wall-E and Kung Fu Panda). Animation has
featured in weekly iTunes charts in both the US
and UK, showing that there is a demand for ani-
mation products.

® What is the main conclusion of your analysis?

As far as physical video is concerned, we see that
there is a growing demand for animated movies,
but the market is dominated by Hollywood titles.
DVD sales of pre-school animation are squeezed
by kids’ TV channels, but there is a longer-term
potential for Blu-ray growth to feed 3D TVs.

As far as digital delivery is concerned, there are
no reasons why animated movies should be any
less popular online than through other channels.
Analysis confirms that there is a strong demand
for short-form TV content, but it is not sure wheth-
er people are prepared to pay such content.

In conclusion, there is no ‘one size fits all’ solution.
As with all digital delivery, windows are the key to
success. The dates of release on each platform are
crucial. To optimise revenues, each title’s release
strategy should be tailored to its particular audi-
ence, appeal and viewing potential. Each title has
to be seen individually.




Video on Demand Distribution in Europe

Case study: Movieurope.com

Niels Aalbak Jensen - Filmmakers’ Independent
Digital Distribution (Denmark)

Niels Aalbzk Jensen has 16 years of experi-
ence as a frontrunner and entrepreneur in
the IT industry. He is the founder & Managing
Director (CEO) of FIDD. FIDD is co-owned by
160 of Europe’s leading filmmakers’, from 17
European countries. FIDD operates the online/
IPTV platform www.movieurope.com with
access to Europe’s largest selection of feature
films, documentaries and short films at a fixed
price per month. Movieurope has more than
1.200 titles in total.

® What is FIDD (Filmmakers’ Independent
Digital Distribution)?

FIDD is a company co-owned by some 160 com-
panies from 17 countries (40 Danish companies,
30 Swedish, some 15 to 20 Norwegian, Finnish and
Icelandic and the rest of Europe). The aim is very
simple. We don’t want producers to be submerged
by iTunes, by Microsoft, by the big American block-
busters. We want to create the European Number
One producer-owned digital distribution system.

® Who are the shareholders of the company?

We are working on a co-operative model: 50% of
FIDD is owned by hardcore capitalist investors,
that pay for everything; the other 50% is owned
by United FIDD, the 160 companies. | think the
limit must be somewhere around 1,000 to 2,000
European producers. The philosophy of this project
is one company, one vote, one share.

There are no costs that are deducted from the
selling price. We take care of the translations in as
many languages as possible.

¢ How can a producer join FIDD?

Producers have just to express their interest to me.
It doesn’t cost them anything to join FIDD.

® Who is paying for the digitalisation
and the subtitling?

FIDD. The company is financed by the MEDIA
Programme, private investors and has regular
revenues. FIDD covers the full cost.

We don't sell film by film, we only do SVoD (sub-
scription video on demand). That means that we
package films in themes -for kids, action, thrillers-

Niels Aalbzek Jensen

so that people can subscribe to their preferences
(or to all films if they choose the Premium pack-
age). People can subscribe for a month.

® Why did you choose the SVoD model?

There are variations in the way you do busi-
ness, whether it's feature films, English spoken or
another European spoken language, documentary,
short films and animation...

In video on demand there’s a heavy tendency to
focus on feature film and mainstream feature
film. All the other films have no chance to make
decent revenues in the video on demand business.
What is happening on iTunes -just to mention
this- is that there is a list of films and it costs three
to five euros to get one film. The users generally
choose what they know and generally they go for
blockbusters. We want to promote also other kinds
of content. Short films or documentaries are dif-
ficult to prize in a VoD model. What is the selling
cost of a Finnish short 9 minutes’ film? o.10€?
What can you do with it? And what can you do
when you have 270 of them as we have? In our
gold package you will have up to 500 films (shorts,
documentaries, feature films) that you can sub-
scribe to for 19 € per month.

° . .
® Are you proposing some special offer
for animation?

Yes, we have a platform called Toon Telly, released
in Germany. It is a platform for 3-11 year old kids. We
divide the platform into boys and girls, ages, fea-
ture films and series. We know what the parents
are asking. When you do a platform, don’t make it
for the kids, make it for the adults, for the parents.
If you please the parents, everything is cool.



® How do you split the revenues?

Every film coming to FIDD is rated with a film point
system going from 3 to 51 points, depending on
admissions, production year, budget and duration.
Films that had high budgets have higher points. If
you have ten films in our catalogue and your film
has 1 point, 5 points, 10 points, 30 points... then the
revenue that the films are gaining in a month is
then divided by the total film points. That means
that if 100 films have made 1M€, we take the 100
films, we evaluate how many points the 100 films
do and we multiply the points by the numbers of
views per film. So if the film has 10 points and it’s
viewed 10 times, then it has 100 €.

® How do you market the VoD service?

We simply join up with partners who have a huge
marketing machine. The marketing partners get
20% of the revenue that they generate from their
customers. They have just to market the film for us!

® What is the advantage of distributing
films online?

If you want to make money you need to reduce the
value chain. In theory, producers can distribute films
directly without the intermediary of a distributor.
When you do digital distribution, it’s very easy to do it.

Nine out of 10 films reaching cinemas are failures.
Why shouldn’t we start thinking of how we could
distribute those g films digitally instead of spending
thousands of euros distributing through the cine-
mas. Lars von Trier’s films in Denmark are always a
failure in cinemas. In France and Spain they go well.
We might think to distribute Lars von Trier’s films in
Denmark only online, saving a lot of the distribution
money. The film can sell easily 80,000 tickets online
if everything goes well in Denmark.

:Are the movies in a non-exclusive basis on
your platform?

Yes, I'm a true believer that the only thing that
benefits your revenue is that you only deal on
a non-exclusive basis. On the Internet exclusive
deals simply don’t make sense.

@ Is VoD going to grow in the next years?

Yes. There are two positive things that are coming.
Firstly the speed of streaming is rapidly growing.
You can show films streamed in a very good qua-
lity. Secondly people will be able to watch Internet
on their TV displays with a simple little cable. That
little cable is a revolution for all the producers.
That little cable links the laptop or the PC to the
42 inch flat screen in the living room. Producers
have straight access to the customers, they are not
depending on the huge television companies to
finance their films.

The consequences are many. We made a survey
to find out what types of services (SVoD, video
on demand channels) people would consume or
expect to consume. Nine per cent of the consum-
ers are already watching TV on their computer. If
the trend continues, it will be a big problem for
the cable and satellite TV. Fifty-one percent of the
consumers said they would cancel their subscrip-
tion to cable TV or satellite TV if they could access
Internet (and VoD) on their TV.

® How do you see the ads driven model?

It is true that the ads driven model for video on
demand is developing rapidly. The problem of this
model is that the ads companies are going to tell pro-
ducers what film to produce according to what suits
their product. | don’t want to support that direction.

@ Is it your intention to develop financing using
direct contact with consumers?

Some of the co-owners are thinking to take 5-10%
of the revenue to create our own film fund to do
pre-production.

® How can you make money?

There is the direct Business-to-Consumer and the
partnership models. For example in Denmark all
trains will soon have a little screen in the neck rest
and they will offer VoD. We are actually negotia-
ting with the train company to have Movieurope
in their offer.

® Are you considering alliance with other
players like Universcine?

Universcine is co-owned by fifty French filmmak-
ers.The difference is that Universcine is an inwards
project, they collect films around Europe to be
shown in France, we collect films around Europe
to show worldwide. The answer is yes, when pos-
sible, we would like to do alliances... Universcine
for example doesn’t have short films, they have
a few documentaries, and sometimes they have
exclusivity, which is not our policy.

® What could the MEDIA Programme do to
encourage the circulation of films?

The MEDIA Programme could offer translations for
the films in the major languages of the European
Union. Producers are always lacking money to
translate their film. All the feature films produced
in Europe could be translated into 8 to 10 lan-
guages, and the translations should be accessible
for free for distributors or content aggregators.
People want the films with local spoken languages
or local subtitling.



Producing an Animated Feature Film
Case Study: Niko - The Way to the Stars

Petteri Pasanen - Anima Vitae (Finland)

Since 2002 Petteri has worked at animation
studio Anima Vitae which strongest global
competitive edge is the world’s fastest pro-
duction pipeline for topical series. Petteri is a
shareholder and CEO at Anima Vitae. Petteri
has produced a Cannes «Prix du Jury» winner
Pizza Passionata (2001). He is also producer
of Niko - The Way to the Stars that won the
Finnish Oscar for best screenplay and best
movie this year. So far Niko has been seen by
700,000 people.

@ After the production of Niko your first feature
film, is your company well known in the market?

A good sign that our company is now known
is that Niko was one of the nominees for the
European Academy Awards.

Anima was founded in 2000 in Helsinki and there
are now more than 40 permanent employees. In
2002 we decided to expand our network to Europe
and in 2005 to Asia and the USA. Our strongest
competitive advantage is the world’s fastest pro-
duction pipeline. We have three pipelines: one for
a weekly series, one for features and one for com-
mercials. Before Niko we have done service works
and commercials but our own production started
pretty much with Niko in 2004.

We set up a goal for us in 2003 that we will have a
feature film in animation in years to come. We didn’t
know how many years it would take, but we did it.

® When did you start working in animation?

| started to study in European Animation Business
School in Liibeck, a very good programme. Then |
attended the Cartoon Forum, the Cartoon Movie
and all Cartoon Masters in 2003 and 2004. | found
out that this is not a market, this is a family. It was
very nice to discover this family, because | was
coming from live action and this community is
really different compared to live action.

In 2003 there was a rumour in Finland that some-
one had made a great Finnair commercial in
London. And in Anima we though, «yeah, it’s great!
but it's done in Finland in our studio». In that time
it was very hard to tell anyone that we could do
this kind of animation in our house. The first one
to hook up with this reindeer commercial was our
first partner, Hannu Tuomainen.
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® What kind of genre is Niko?

The film is a family movie because it was the
easiest genre to finance. There seemed to be some
market for that in 2005.

® When did you start looking for partners and
financers for your project?

In 2005 Hannu bought some plastic antlers for
Berlin and we started to wear those in every
financing occasion where we were, even at the
2005 Cartoon Movie. A. Film in Denmark was the
first company to really take a contact. A. Film was
already working with the Irish company Magma,
and we decided to work with them as well. Magma
was working with Ulysses Films in Germany, so
Ulysses also came on board.

® What was your strategy in finding
co-production partners?

The strategy is pretty simple. You have to take
time to do your homework. We started in 2003.
We wanted to seek long-term partners because it
takes such a long time to get to know each other
well, so we thought it was a waste of time to have
partners for just one project.

® How much was the estimated budget
of the film?

The budget was 6M€. In Finland the average
budget is 1.5 to 2M€, and before us there were no
feature animation films made in Finland. It was
very hard to be credible. That was the reason why
we didn’t tell people the right budget immedi-
ately! At the end we had 22 financiers!



® How long did it take to develop the film
and put together the financing?

It took something like 3 }2 years or 4 years. It felt
very long, but | know that it wasn’t that long; it can
take a lot more, like 5, 6 or 7 years. The production
itself took 16 months.

In Cannes in 2005 we made some first presenta-
tions to sales agents, but no one was interested.

We went back to Cartoon Movie in 2006. We had
a show with the blinking antlers, we got attention
and we then negotiated with five sales agents.

In Cannes Festival in 2006 Telepool made us a very
good offer. Obviously we were right because they
sold the movie to more than 100 countries!

® How did you go about raising the finance?
Was it smooth?

No, in Finland there were just a few financiers who
believed in us. It took too many years.

® Was the film financed before the start
of the production?

| have a live action background. In live action there
is a financing rule number 1: never start until fully
financed, because that’s the way you get bankrupt.

® What creative materials did you need
to convince partners?

We started with the synopsis and a studio show-
reel. We wanted to show that we were good
enough to produce a feature film within Anima.

All the development phase was made in Finland.
The postproduction was done in Ireland and
Germany.

® How many people worked in the script
and how many drafts did you write?

The first and second drafts were written by Hannu.
Then we thought that we would find out some
American scriptwriter who could make the third
version. It was a big mistake. He gave us something,
but | won’t even mention his name, because he’s
Hollywood-based, and we had a contract that we
won't talk about him and he won’t talk about us.
Finally Hannu wrote the 4™ draft and we were back
in business. The script changed during the produc-
tion. For example, in the script stage, we decided
not to have scenes with water, because it’s quite
hard. In the film there are scenes with water... It
seemed every decision we made, we never kept it.

There was no 3D picture tradition in Finland at
that time and our art director wanted to start with
clay. It was very good because he did characters
with clay and it was easy for modellers to under-
stand what he was trying to do.

® Did you meet difficulties during
the production phase?

We needed to find a common language. For exam-
ple to define among the partners the word «scene»
and «sequence».

In our studio we don’t draw storyboards and it was
a big surprise for the rest of the team. We realise
the storyboard directly in 3D. This 3D storyboard is
a very important part of polishing the script.

The quantity of hardware was approximately 20
times smaller than in large international produc-
tions.

@ Did the delivery date put pressure
on the production?

We needed to have the October 2008 premiere in
Finland. Nobody wants to see a Christmas movie
in February. It was good pressure because we had
a deadline.

¢ Did you start marketing during
the production?

Yes, in Finland we thought we had to start marke-
ting because the film belongs to a family genre
and parents need to know that it’s a good safe
story, so we started in theatres in 2007.

® What did you learn?
[ ]

We should challenge the old financing system.
With the co-production system you can lose up to
30% of your budget just because of the work split.

Then the approving system, even though it really
made our movie better, it takes ages. You have
lots of Skype conferences with ten people or
more, trying to say something about something
and you speak for hours... 'm not a big fan of
this old financing system, I'm really looking for
something else.

Another lesson learnt is that we need to have
separate units and budgets for production and
marketing material. Our partners did not believe
in this movie early enough, so it meant for example
that premieres are postponed. With a marketing
budget, you can avoid this kind of problems.

Finally: if you have done your homework, trust it.
Do not listen too much to other people if you really
believe in what you do.

® Do you think family genre has reached
a saturation point?

There are negative signs: most of the European
movies don't get distributed. In our studio we
want to explore the teenage and adult animation
markets. We do not want to be depending too
heavily on family market.
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The International Sales of Niko - The Way to the Stars

Irina Ignatiew -
Telepool GmbH Miinchen (Germany)

Irina Ignatiew is Executive Vice President
International of Telepool GmbH Miinchen. She
heads the world sales division of international
distributor Telepool, and is responsible for the
sales of more than 20.000 hours and grow-
ing TV library including the vast catalogue of
Germany’s No. 1 commercial broadcaster RTL,
as well as a variety of theatrical feature films,
including international animation hit Niko -
The Way to the Stars, Walt Disney Germany’s
Lilly the Witch, Oliver Hirschbiegel’s Angelface
and Marleen Gorries’ Within the Whirlwind
starring Oscar Nominee Emily Watson.

® When and why did you get involved in the
feature film Niko - The Way to the Stars?

It really started at Cartoon Movie in March 2006.
My colleagues saw these crazy guys with reindeer
antlers on the top of their heads and they thought
«Oh! That must be something special, we should
investigate that further». And we have been very
happily involved in the production as sales agents
and co-producers since 2006.

We organised with the producers a little press
conference at the Cannes Festival to officially sign
the contract. We were already actively pitching the
project to the international market places.

| think Petteri Pasanen (the Finnish producer) who
spoke earlier did a very good walkthrough in terms
of the selling process. We always rely on the material
the producer creates for us, so that we can use that
for our international pitch. Sometimes we get on the
producer’s nerves and say «look, we have a deadline,
we need to produce the flyer, we need the trailer to
show it to the international market, we need to show
the improvement of any animation process».

It took us two years to pitch Niko until we finally
were able to screen the final cut in Cannes in 2008.

® Which elements did you use to pitch
the project?

We started in Cannes with an initial script, pitching
the story to our clients, sending out the script with
a short trailer DVD. Very quickly we were able to
secure some territories. We have been Tucky to pick
up on the fabulous presentation the producers had
made at Cartoon Movie to maximize the minimum

Irina Ignatiew

guarantee that we get out of our territory.

Filmax bought the film in 2006 before AFM. They
are releasing it this year but it took them 3 years to
make a decision on when to launch it!

At the 2006 AFM, we continued with the extended
video footage.| thinkit’s a difficult way to approach
the international market place, you can’t show
this kind of footage to everybody. You can show it
to people who know the animation process, who
have experience in releasing animated films and
know how long it takes to render it.

In 2007 Berlin Festival we wanted to have a crea-
tive flyer, but we were too early in the production
process. Usually a flyer has four pages: the artwork
in the front, two pages with the synopsis and a
couple of pictures from the film in the middle
and contact information, cast and credit on the
backside. We didn’t think at that early point that
it would be a good idea to do that because we just
didn’t have glossy enough pictures from the film
and the characters weren’t fully developed. We
decided to use the scribbles of the art directors
and use that for a sketchbook. We had the trailer
and the script on the top of it. This was a good
package for the international clients. This was so
popular that we had to reprint the sketchbook
four times. It worked fairly well at an early stage
of the presentation pitch.

In the 2007 Cannes Festival, we reprinted the art-
work with more information. We were finally able
to show much more formed characters and turna-
rounds. We showed the trailer where Niko and
Julius are having a conversation and presenting
their story to the audience, which really worked in
terms of sales.



® How did you sell the film in the English
speaking territories?

In 2007 AFM we concluded a deal for all the English
speaking territories with the Weinstein Company.|
was sitting in my booth at AFM and suddenly | had
a representative of the Weinstein Company com-
ing. He just said «you are the sales person?», «Yes»
and «Do you know the film?» «Yes!» «Pitch it».

| pitched the film and he liked it. He tried to check
me out, to know if | knew what | was doing. He
made a very simple comment: «Irina, | want you to
know that we want this film, we want to distribute
it and we are willing to pay a lot of money for it and
I will make sure that we get it». He got up and left.

® Did you sell the film in France?

The deal was very easy. | was called by Roch Lener of
Bac Films and we concluded the contract very soon.

® What did you do in 2008 Berlin Festival?

We organised a distributor’s meeting. This is very
important to market a film. It is very useful to bring
all the partners - producers, distributors, potential
distributors - to a presentation where the produc-
ers can present new visuals and answer questions
from distributors.

® And finally, after two years of development,
you arrived in Cannes in 2008...

In Cannes we had a full house screening with
applause from the audience.

® Did you spend a lot of money in marketing
this project?

No, the marketing campaign was simple. We
believed that we did not have to spend a lot of
money to promote the film, because the char-
acters and the story were adorable themselves.
The selling was done by travelling and talking to
people and showing them every single step in the
production process and keeping them updated.

® What are the inputs you gave to the
production?

We had a long discussion about the name of the
protagonist at very early stage. The main cha-
racter used to be called Rusty. We felt that Rusty
was a little overused for a little reindeer. We then
though about Miko, with an M, but the sales agent
said «Oh, no, because Miko is an ice-cream in Italy
and it’s a girl’s name in Japan!». This is the kind of
feedback we had at very early stages.

® Did you sell the film in many territories?

Yes, we sold it to a hundred of territories. In China
and India we sold it twice. One territory that
remains unsold is Japan. We believe that in Japan

Christmas is not a priority, and they are more
involved into a different type of animation.

® Did the film work well in terms of admissions?

In terms of admissions it was very successful in
France and Scandinavia, enormously successful
in the Benelux. | do want to point out that the
distributor we chose wasn’t the one who paid the
highest minimum guarantee. It’s something that
producers need to know: sometimes it’s better to
get a smaller MG and spend a little more passion
into the project and into the release of the film,
and to be able to generate high figures.

In Russia, it didn't do so well, South Korea was
pretty much of a flop, the same goes for Slovakia
and the Czech Republic.

This coming Christmas 2009 the film will be going
out in Germany on more than 400 prints; in Spain
with 270 prints; in Italy it's going to be a very small
platform release, because we sold it to Mediaset
and only after theatrical and video right to a
smaller distributor, so about 50 prints; and there is
also Eastern Europe, Latin America and Indonesia.

® How did you work the artwork with local
distributors?

| think it’s very important to give the distributor
as many possibilities as possible to adapt the
artwork. We took a very close look together with
the producers and approved all the artwork, but
we want to give the distributor the possibility to
make an adaptation.

The producers created very different designs and
the distributors in their respective territories were
able to adapt them to their local needs.

® What is the driving force of the film?

The story is the real driving force and, of course,
the beautiful animation and the cuteness of the
characters.

8 In your experience as a sales agent is the
element of cuteness and sweetness an
element that you found extremely important?
Being animation did it need to be adorable or
not necessarily?

Not necessarily. For this subject, it was very impor-
tant because you try to attract the entire family,
so if you try to attract young children, and their
mothers, you need that kind of appeal. And it
works with the season: you want a family film, you
want to see the adventure of that little reindeer, it
needs to be funny and cute.



The French Distribution of Niko - The Way to the Stars

Roch Lener - Millimages and Bac Films (France)

Roch Lener has been president of Millimages
since 1992. Under his management,
Millimages has become one of the leading
European animation companies through the
production of programmes of high-quality
and creativity. Millimages is a fully integrated
company handling its own distribution,
merchandising and video publishing. Listed
on the Paris stock market, Millimages also
expanded its services with the acquisition in
May 2004 of Bac Films, a flagship theatrical
film distribution company.

® Bac Films released the film Niko - The Way
to the Stars in France in December 2008.
What were the characteristics of the launch
campaign?

The target was a family audience and precisely the
children between 4 and 10 years old. The commu-
nication has been done on two targets: children
and parents.

We released the film on 17 December, 2 days before
the beginning of the Christmas holidays with 372
prints. We spent 3M€ for the whole campaign.

® What were the results at the box office?

The first day, Niko registered 22,504 admissions
and 203,423 admissions for the first week. On the
second week, the results dropped only by 10%,
with 190,000 spectators. At the end, Niko regis-
tered more than 600,000 admissions.

® Who were the competitors?

We had three films for kids the same day: Igor,
with 395 prints realised 192,000 admissions; The
Crimson Wing with 467 prints realised 247,000
admissions; Bedtime Stories with 335 prints real-
ised 400,000 admissions.

We had a discussion with my team because they
wanted to release Niko the following week. | was
not personally afraid by the competition. | think
Igor had a design too agressive for the French
audience. The Crimson Wing was a documentary
and Bedtime Stories was really targeted at an older
audience.
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® What were the main axes of communication
as far as theatres were concerned?

We used 3 main axes of communication: the thea-
tres, the medias, the non-medias.

We produced a variety of material that has been
provided to theatres to create events and to com-
municate about the movie. The artwork was placed
6 weeks before the release of the film.
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We also placed billboards of different sizes 2 or 3
weeks before the release.

We produced a trailer which was released in
theatres 5 weeks before the release. We were
lucky enough to have during those five weeks
Madagascar 2, so the trailer went before the film
and many children and parents were able to see it
(between the 3rd and the 16th of December).

We also produced «Totems» and «Pane Stickers»,
the kind of equipment that can be placed on the
halls of cinemas and theatres.

A «candy operation» was released in 130 theatres,
where pop corn cups with Niko visuals were put at
spectators’ disposal.

We organised previews the Sunday morning prior
to the release. Goodies were distributed to the
audience during these premieres.

¢ Did you use the print media?

Yes, one month before the release we advertised
on several children’s magazines: Toupie, J'aime Lire,
Toboggan, Wapiti.

To reach the parents we advertised in theatri-
cal programmes 2 weeks before the release date
and in TV Programmes (TV Mag, TV Loisirs) 1 week
before the release.

@ Did you use Internet?

Yes, the artwork, the pictures and the trailer were
broadcast on several websites about cinema.These
websites were also linked to the official website of
the movie www.nikolepetitrenne.com (online since
5 November). We established several partnerships
with other websites for kids. For example tfou.
fr (the website of TF1 kids’ programmes) placed a
banner between the 3rd and the 31st of December.

We did an advertising campaign on allocine.fr, the
first French website for theatrical programmes.The
space has been bought mostly after the release,
during the holidays.

We also launched an intensive radio campaign.
One hundred and thirty eight chronicles were
broadcast on 22 regional stations the week before
the release.

® What about non-media campaigns?

We placed logos on several shops like Interflora
(Flower shops), Passion beauté (perfume shops),
Buffalo Grill (restaurants), Pom D’api (kidswear
shops). The artwork and the trailers were broad-
cast in all these different places.




Producers’ Relationships with Sales Agents and Distributors

Irina Ignatiew -
Telepool GmbH Miinchen (Germany) and

Paul Young - Cartoon Saloon (Ireland)

Irina Ignatiew is Executive Vice President
International of Telepool GmbH Miinchen.
She heads the world sales division of inter-
national distributor Telepool, and is respon-
sible for the sales of more than 20.000 hours
and growing TV library including the vast
catalogue of Germany’s No. 1 commercial
broadcaster RTL, as well as a variety of the-
atrical feature films, including international
animation hit Niko - The Way to the Stars,
Walt Disney Germany’s Lilly the Witch, Oliver
Hirschbiegel’s Angelface and Marleen Gorries’
Within the Whirlwind starring Oscar Nominee
Emily Watson.

Paul Young is a co-founder and CEO of Cartoon
Saloon, Producer of the animated feature The
Secret of Kells and Executive Producer of the
animated children’s series Skunk Fu! which has
sold globally to territories including the BBC,
Super RTL, Kids WB and Cartoon Network in
the US.

® Can you use an example you have
been working on - The Secret of Kells —
co-produced by Cartoon Saloon, to illustrate
the relationship between a sales agent,
co-producer and theatrical distributor?

Paul Young. The Secret of Kells was done in a
very traditional way. We presented the project
at Cartoon Movie in 2000. We partnered with
our French co-producers, Les Armateurs, France
Télévisions and Gebeka Films. From a very early
stage of development we had a sales agent inte-
rested.We also partnered with a Belgium company,
called Vivi Films. In the end it was a three-way co-
production where Ireland’s Cartoon Saloon kept
the UK and Ireland as our territory to have the
rights, Les Armateurs kept France and Vivi Films
kept Belgium with a little part of France.

We shared the rights outside these countries.
Our sales agent is Celluloid Dreams. Financially
it was a complicated production, because it was
with three partners. Creatively it was a good co-
production because everybody was very involved
in the production from the beginning, including
the sales agent.

Irina Ignatiew

Paul Young

In Ireland we ended with the financing after three
years of development, with the involvement of
Disney to distribute the film in Ireland.

® How did you market the film in different
territories?

Paul. The marketing in France was more in line
with how we felt the film should be presented.
Even though the sales were not as we expected.
Even in France, | think it was a difficult time to
bring out a film at that moment. In Ireland the
film didn’t work as well as we expected.

In France we got feedback from Gebeka and from
France Télévisions. | think it is very important



for the sales agent to know exactly what kind of
movie is being made, so that they can target the
right audience and decide how the film is going to
be pitched with posters and trailers.

| think what happened in Ireland was that Disney
didn’t know what the film was and we pitched it
a little bit more like a Disney film. | don’t know
whether it was wrong or right, but it was just
different from they way it was pitched in France,
in Belgium and internationally. The film was also
coming out soon in the US, in Canada and in
Australia. It’s very different from a commercial
film like Kung-Fu Panda in the sense that it’s
more traditional for younger children and family
audience. | think pitching it more like a Disney
commercial film might have given the wrong
impression in Ireland.

® How far can the sales agent go in the
discussion process at an early stage of
development, like the script, production?

Irina. We can’t do it for every single project. We
have over 20.000 hours of programmes in our
catalogue and when we are talking about feature
films we’d love to come in as early as possible. We
can advise at the financing when there is a certain
gap the sales agent can fill.. we try to minimize
that obviously and we’re not thinking we can get
the part of the creator’s process, we want to make
money for ourselves, we want to make money for
the producer, that’s our job.

But, on the other hand, when we read a project,
we carefully look at the track record. Is there a
brand behind it? Is it a unique story? Everything
starts in the story telling and we like to advise
producers that may have certain expectations
from international markets, explain the cultural
differences in the territories, what they like to buy
and what they consider as commercial and what
they don’t consider as commercial. For us, it is our
own interest, and also the producer’s, to come as
early as possible.

When we have something we fall in love with, we
show it very early to the market place, we choose
the international distributors that we feel are
the most appropriate for the project, because
not every project should be released by Disney
or not every project should be released by small
distributors.

We continuously, especially on the animation side,
show very early stages of animation, we go to the
various international markets. Our main markets:
the Berlinale, the Cannes Film Festival and the
AFM. Toronto is getting more and more important.
On a regular market day we have team meetings,
we sit in our booths...

The promo is a very very important part of our
sale stage besides flyers, turnarounds, scripts.
You also need to be able to tell the story and
make somebody be passionate about it and
spend a lot of money on it. It’s because we have
to show the creativity, more of the story and
that’s why a four-minute promo is very impor-
tant in the sale process.

It usually takes, especially for animated films, a
good 2 years on the sales stage.

We are very eager to bring a certain number of
international distributors together to have meet-
ings. It is very important in the relationship with
the producer to access as much material as pos-
sible at a very early stage, to be able to create an
international campaign.

® Do you feel that producers are now flexible
to accept comments, remarks in the
development phase?

Irina. It is always collaboration between the two.
The important thing is that the producer needs to
understand that we’re doing a different job.

We had a project called Lily the witch, which is
a fairly unique project because it combines live
action with CGl. It was originally a book series, and
a German producer acquired that and coproduced
with Disney Germany. It was the first time that a
European film received the Walt Disney branding.
We had certain agitations from the producing side
like “Should we show earlier animated scenes?
This is not really something that is finished, we
don’t feel comfortable showing that to the inter-
national audience..”. What we tried to explain
to them is that our client knows exactly how the
process works. There has to be a certain trust
between the sales agent and the producer. It is our
own interest to do the very best for the project, to
find the perfect distributor in the respective coun-
try and we can work with early rough material.

® Can you compare TV shows and movies?

Irina. On the TV side you have much more specific
target audience that you're trying to get. On the
feature film side, it is more important to reach the
entire family and not to have only pre-schoolers
but also children between 6 and 10.

As far as series are concerned, there are certain
limitations in pricing. It becomes very difficult
for sales agents to place animated series on TV
because advertising revenues have dropped, espe-
cially for that particular audience.

On the feature side, it’s always: «What is the
demand? What is the uniqueness of the project?
At the moment, what is the trend? What interna-
tional clients are asking from a sales agent?».



® Do you feel a sales agent should also get
involved in co-production?

Irina. From Telepool’s perspective we would
like to co-produce, but it’s really a question of
how the financing structure of the film is and
how big the gap is. If you need a lot of money,
a co-production may make more sense. If you
are almost fully financed, from a producer’s
point of view, | would hire a sales agent not a
co-producer.

® You see many many pictures. What do you
take into consideration when choosing a
project?

Irina. What we really look at is the package. The
story is the base of everything. We want to see
what kind of financing you have brought together.
It’s really a question of what the producer wants.
From a very commercial point of view it’s impor-
tant to us that it appeals to the entire audience. Is
it too German? too Irish?...?

And then it’s also the feeling, how we fall in love
with the film, you can feel much better when you
like it.

@ The production process of an animation
project is much longer compared to action
movies...

Irina. With animated films we have pictures for
two years in the marketplace and we can con-
tinuously inform our international agents. In the
larger territories we like to have the producers
at our meetings with the clients because we
strongly believe that a producer can always pitch
a project better than a sales agent. People some-
times assume that we can sell anything, but we
like to have whenever possible the producer on
board and it can help tremendously.

® You're talking about two years on the process
of selling. What happens during this process?
Do you make one sale after another? How are
these contracts made?

Irina. Usually when we start with the pre-sales
we send short trailers or promo reels. And with
contracts, usually they pay a minimum guaran-
tee. A percentage of the value of the contract and
the rest comes when the film is finished and we
can deliver it to the client. Within two years, the
earlier you sell, the best, but the majority of the
revenue comes when the film is finished and you
can deliver it to the client.

® What do you think about minimum
guarantees?

Irina. Usually, at a very early stage, maybe too early,
we are used to do what we call a self-estimate,

often at the script stage when the movie hasn’t
started yet. The producer needs to go to the bank
and get financing and it’s always better when the
producer shows an advance of a sales agent.

In terms of a minimum guarantee, obviously,
everybody wants to avoid risks. The good projects
are lacking financing so the sales agent becomes
an important part of the financing, and grow-
ingly so because networks are willing to invest
less and less.

| can’t say a specific percentage, because it really
depends on what we feel we can get out from the
international market, what the producer can meet
in terms of closing the financing and at the end it
is a matter of discussion.

For theatrical films, giving an MG is a little bit
more difficult because it depends on the trends
that you're running. As it takes two years to sell a
project, certain trends pass very quickly...

@ The sales agent is more active with the
marketing of the movie... Is this becoming an
increasing part of your job?

Irina. | think you have to differentiate between
good marketing, expensive marketing and what
the producer expects to get out of the film in
terms of revenues.

At Telepool we try not to spend too much money
on marketing as we are more interested in travel-
ling, going to the different markets, and talking
about the project...

The dialogue with producers is essential: what exact-
ly do you want to do at the market? Do you think it is
necessary to do a party? What do we expect in terms
of revenue? What are the producer’s needs in terms
of what will land in his pocket? I've seen many sales
agents who have done exactly that, they've paid a
minimum guarantee, then they have made all deals
but they spent so much money on festivals and in
marketing, that the producer never sees any money.
We try to minimize that. The question is it’s maybe
more sexy to have a big poster on the Croisette, but
I'm not sure it helps that much.

For traditional films it’s very important for dis-
tributors to have the exclusive rights in their
respective territory and not to do a non-exclusive
thing. I think we’re all here to make money and the
local distributors are specialists in their country.

@ Talking about the relationship between sales
agents and local distributors, do you think
sales agents should be involved in the local
marketing compaigns?

Irina. Not only do we exchange on an internatio-
nal level what kind of marketing campaign local



distributors will do, but we are also the experts
in the various territories. I'm not doing that by
myself, | have agents who are the absolute experts
in their territories, who know exactly who are the
right distributors for the specific project, what the
admission numbers are in France, Bulgaria, South
Korea, Argentina... for the genre we are selling,
what would be the appropriate person, what kind
of revenues do they generate...

It's not that we want to control, but we want to
support the distributor especially in smaller ter-
ritories.

® We know that getting money from local
distributors is now difficult because
independent distributors are facing financial
problems, and Eurimages is suggesting the
use of collecting agents. What’s your feeling
about it?

Irina. | wonder why. | would like to know the rea-
sons. Well, it depends, if you're a big company like
Telepool, we have a fantastic accounting division
of nine or ten people, so | think it doesn’t make
any sense to spend extra money for a collecting
agent. It’s different with smaller sales agent who
don’t have the ability to do it. | know US compa-
nies have a lot of collecting agents. A collecting
agent takes 3% or 5%, and that’s money the pro-
ducer will not get.

Malaga

@ Are you facing problems with local
distributors trying to change the basic
agreement?

Irina. Rarely, we had some problems in the past
with Eastern Europe. If a local distributor sends
me an e-mail and tells me “Irina | don’t know how
to bring out this film, | have no money for P&l, can
you help me?” And it’s a good client, we’ll have
conversations. We had some deals cancelled in
India: people come in to buy and then you never
hear from them again, so we try to avoid dealing
with companies that we don’t know.

® What would be the best festival or market
for a producer and a sales agent to find each
other and sign the deal?

Irina. | would say before a festival, because before
one can talk, one can meet... It's much better to
meet before a festival, before a market. Cartoon
Movie is a very good place to have a lot of conver-
sations about projects. In Toronto you sometimes
have some more time than in Cannes or Berlin to
discuss projects in more details.

® | guess you'd be also interested in being
contacted directly

Irina. Always. We work in between the markets, so
we have more time to read and evaluate projects
in between the markets, so it’s thoughtful when
you do that.




The Role of Banks in the European Film Industry

Juliane Schulze - peacefulfish (Germany)

Juliane is a Senior Partner and Consultant at
peacefulfish, a strategic consulting firm pro-
viding business services to the audiovisual
industries which is based in Berlin. She spe-
cialises in creating financing solutions, fund
models and innovative financial instruments
for the film and digital content industry.

® The MEDIA Programme of the European
Commission contracted peacefulfish late 2008
to carry out a study on «The Role of Banks in
the European Film Industry». What were the
objectives of the study?

The study was commissioned to identify the
European banks active in the audiovisual sector.
We tried to understand the current lending models
and we made some recommendations to the MEDIA
Programme for potential intervention in the area.

® What are the main lending models?

We identified 5 main lending models:

H Interim Finance. Typically these models are clas-
sic contract discounting. The bank cash-flows
against established financing agreements or
opens credit lines which producers pay back as
the film moves on.

B Tax-Incentive Financing. We have two kinds of
services: the Tax Credit cash-flow which is a gua-
ranteed finance with real cash value comprised
between 10% and 20% of the production budget;
or Tax-Incentive Gearing which combines lend-
ers’ financing with capital from 3rd-party private
investors.

Gap Finance. We have identified two Gap Financing
models: the Classic Gap Financing (10-15% of the
production budget cash-flowed against MG for
unsold territory) and the SuperGap Financing (up to
30% of the production budget cash-flowed against
MG plus a government backed guarantee).

B Working Capital/Corporate Finance. This model
works only for U.S. studios that have important
assets like library of movies and A-list projects
every year.

Bank Guarantees. This model exists for example
in a few European countries (IFCIC in France,
Landesbiirgschaft Structure in Germany). The
production company receives a loan from a com-
mercial bank against a guarantee from financial
institution to mitigate the risk.

~
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® Why do film producers need bank loans?

There are many reasons for that: to cash-flow
pre-sales, minimum guarantees, subsidies, tax
incentives, private equity, which are paid out in
instalments over the course of the production.

® What are the conclusions of your study as far
as the production sector is concerned?

First of all the film banking is inherently linked to
production levels. Banks specialised in the audio-
visual sector exist mainly in the big five European
territories. Only 5 member countries of the MEDIA
Programme have a production output higher than
40 films a year: France, United Kingdom, Germany,
Spain and Italy. Film banking services are available
mainly in these 5 countries.

Bank loans (interim finance and working capital)
are very difficult to access for small production
companies. The study suggests that film produ-
cers should try as much as possible to retain the
IP rights of the films instead of licensing them to
have the possibility to access private investments
and bank services.

We must recall that film production and film
sales are primarily project and fee-based business-
es rather than company-based businesses. The
private investors are more interested in company-
based investments.



According to the financial institutions we met,
most European film producers do not fully under-
stand the film business, specifically the sales and
distribution side and how that intersects with the
banking industry.

@ Is there a real market for banks in Europe?

There are several pre-requisites that have to be
met. Financial institutions are getting involved in
productions with budgets over 1.2M€. Only 8 of
the 32 MEDIA countries have an average produc-
tion budged above 2M€ in 2007: Austria, Sweden,
Denmark, Italy, UK, Germany, Spain, France. This is
the reason why the market size for film banking
servicesis limited by production output and budget
levels. Banks classify this sector as «high risk». The
back-office cost of film lending does not justify the
return for many of the players. Furthermore film
industry expertise within financial institutions is
rare, making film banking a niche business.

® What kind of services are then offered by
[ ]
banks in Europe?

Banks provide loans not equity capital. Loans are
considered to be less risky. Producers pay an inte-
rest and a service fee. The loan is fully repaid within
a specific time period.

The main problem is that at the moment the
liquidity is very low and many financial institu-
tions don‘t actively lend.

Gap financing services are currently offered only
by a few banks - mostly in Germany.

A few French and German financial institutions
provide development loans, but loan amounts are
very low.

® Why are these services under-developed
in Europe?

If we take the example of the tax-based lend-
ing we realise that they are very complicated by
gearing schemes and by the «interpretability» of
ever-changing tax laws.

A second element is that film banking services
require a high level of customisation in order to
assess the risks linked to each specific operation.
Many times there are no resources available within
the banks. This explains why working capital loans
for small and most established production compa-
nies are not available unless they have assets.

Athird reason for the limited development of the film
banking sector in Europe, is that financial institu-
tions typically do not lend to production companies
based in another country. We identified as a main
reason the lack of cross-border legal frameworks
for institutions to access and evaluate the financial
track records of foreign production companies.

¢ Can the European Investment Bank play a
role in favouring the development of the
banking sector?

The European Investment Bank can only issue
direct loans for 25 M€ and more. The EIB has never-
theless a mandate to support European SMEs, but
requires syndication partners in order to offer film
banking services. Syndication between the EIB and
a national bank has been hindered as most banks
don‘t want to share transaction fees.

® What is the potential or cross-border lending
in Europe?

Cross-border lending to European production
companies has occurred using the IFCIC loan
guarantee. Since 2006 IFCIC guarantees loans
for non-French, European co-productions through
French financial institutions such as Coficiné,
Cofiloisirs, and Fortis Mediacom Finance. IFCIC
also guarantees loans provided by non-French
financial institutions.

® Which recommendations did you make to the
MEDIA Programme?

We basically proposed three actions:

H To develop a business training initiative for pro-
ducers seeking to utilize film banking services;

BETo contribute to the expansion of 3rd-party
guarantee funds that guarantee film related
loans. The MEDIA Programme could for exam-
ple contribute funding to IFCIC’s cross-border
guarantee system or work with Audiovisual
SGR in Spain to increase the number and the
size of the provided guarantees. The guarantee
Towers the bank’s risk and makes film banking
more attractive. It lowers also the interest rate
the production company has to pay for the loan.
Finally the guarantee by an expert fund provides
valuable 2nd judgment on the film project;

ElTo create a cross-border network of financial
institutions to provide film banking services
and/or a network of experts to evaluate film
banking applications.

® What elements should a production company
prepare when approaching a bank?

Track records are very important. Production
companies should bring track records and assets
of all involved production companies. It is also
important to provide sales estimations by a sales
company. It is essential to present the track records
of the management team or any element that can
reassure the bank.

A second element is a full business plan with at
least the following elements: the creative package



surrounding the production (genre, cast, director,
etc.), the international distribution, the financing
plan, the financing sources (agreements, their
cash-flowing etc.), the forecast revenues, the
estimated return on investment (ROI) and the
expected cash flows.

Lenders conduct their standard company evalu-
ation based on the company’s balance sheets for
the previous 2-3 years of operation as well as their
accumulated assets. No loans are approved with-
out this rating.

@ Is it possible for small production companies
to get a loan?

It is difficult. Lenders look at an annual turnover
of ~10 millions or higher. Companies should have
the capacity to produce at least one international
project a year. Production companies with one
film every two years or single-purpose companies
are not in an ideal position to obtain a loan.

Audiovisual Policies in Andalusia

Victoria Fernandez Andrino -
Audiovisual Funding Department,
Regional Government of Andalusia (Spain)

Victoria Fernandez Andrino has a degree

in Audiovisual Studies from the University
Complutense of Madrid (UCM) and followed
a postgraduate degree course in Film &
Audiovisual Heritage at the UCM and the
University of Bologna in Italy. She has been
working in the Audiovisual Department of
the Andalusian Regional Ministry of Culture
since 2000, and at the moment, she is Head
of Programmes in the Audiovisual Funding
Department.

® What type of funding is available for the
sector?

As far as specific funding for the sector is con-
cerned, there are various calls for proposals. It is
important to remember that we don’t have a spe-
cific fund for animation. Animation is included in
each and every one of the grants we offer.

We support the audiovisual sector from the start.
The funds are always non-repayable grants for
development, production, distribution, promotion,
and subsidies for co-production.

We also provide another type of backing in the
shape of certain agreements, such as the one we
have with the regional television channel RTVA to
acquire rights. The repayable loan fund is some-
thing quite new.

® How many projects have been submitted in
the last two years?

As far as the non-repayable funding is concerned,
122 projects have been submitted for development

Victoria Fernandez Andrino

(20 were animation), and 152 projects for produc-
tion (15 were animations). The percentage of the
submissions and those that have received funding
is always much higher in animation. Almost 16 M€
were distributed in 2008 and 2009.

We have funded the distribution and promotion
of 56 projects (5 animation ones) with a total of
400,000€.

Animation has some particular characteristics,
and this is reflected in the maximum amounts we
give to each of the projects. They are always more
than for non-animated projects. The maximum
amounts for a non-animated feature-length film
are 300,000%€, and up to 360,000€ for an anima-
ted one. The production fund has sM€ per year.

® What are the requirements for a producer to
request regional grants?

As in all the European regions, the production
company always has to be from this region, to be
Andalusian, to be at least established in the region.



All the grant beneficiaries have to be independent
production companies.They must have their head-
quarters or a branch in the Andalusian region.

@ After the projects have been received, what is
the selection process like?

For the most important call for proposals, which
is production and development, we receive about
250 projects in total, for feature-length films,
shorts and documentaries.

We have a phase in which we review the projects
one by one. Then a rectification phase in which
the applicants can correct mistakes in documents
or contribute missing ones. There is a 2-month
period in which the selection committee studies
the projects and then it gets together in Seville for
two days to discuss and draw up the list of those
who are selected.

We always try to bring people in for the selection
committee from outside the region so that their
involvement in the projects is as small as possible.

® Do you have some kind of yardstick in the
committee for measuring production values?

Yes, when the committee members study the
projects, they have a score sheet, which is included
in our call for proposals. There is a first assessment
phase of the quality and artistic value of the script,
the viability of the funding plan, and the coher-
ence of the budget...

There are two phases, and the committee assesses
everything in the first and gives them a score. The
projects are put in order, and there is a cut at a
certain point with some not passing the limit.

® What are you planning to do in 2010?

We have to introduce some changes, which are
necessary, according to the European Commission,
since the Spanish law has changed. And as the law
has changed, we have to adapt our regional law
to the Spanish law, and, above all, which is what
Europe is most concerned about, the regional
funds must never enter into conflict with compe-
tition law. Therefore, there are some paragraphs
in the call for proposals which we have to go over
with a fine toothcomb, so that the famous compe-
tition law doesn’t turn into our worst enemy.

One of the things the Commission is asking us to
do is to remove all the low budget grants from the
call for proposals for general grants, and to process
them as de minimis grants.

® What is the structure of the co-production
grants?

This fund has alow budget, 600,000€, so there is
backing for only two, maximum three projects.
What we want to do this year is transfer the
money from production grants to co-production,
so that co-productions can apply directly.

For these grants, the beneficiary always has to be
an Andalusian company, and it is obligatory to
submit a co-production contract with a national
or international co-producer, or with various co-
producers. At the moment, the maximum amount
is 200,000€.

The percentages that an Andalusian production
company must have are 20% for films equal to or
less than 3M€,10% between 3 and 6M€, and 5% for
films over 6M£.

® What is the structure of the repayable loans?

This is something new this year. There is an allo-
cation of 10M€ for loans for cultural activities,
including theatre, dance, music...

Obviously audiovisual projects are much more
costly, so the budget they have is nothing like
those for book, dance or music projects.

® Does the grant money have to be spent in
Andalusia?

Yes, the grant is for an Andalusian company. It can
be a co-production, but the backing is for both the
Andalusian company and the Andalusian budget.
The film can have a budget of 2M€, but the per-
centage the Andalusian company has may only
amount to 800,000€, so we give the grant on the
basis of that 800,000%€.



Case Study of Occho Kochoi, a Feature Film in Stereoscopic 3D

Guillaume Hellouin - TeamTO (France)

Pioneer in 3D, Guillaume Hellouin explored
digital technologies and created the depart-
ment of digital special effects of a Paris-based
post-production company in 1990. He was
then production director at Medialab (a
CANAL+ subsidiary). In 1984, he created the
animation and digital SFX studio Sparx* which
10 years later became one of the most impor-
tant and awarded studios in Europe. In 2004,
Guillaume left Sparx* and in 2005 he created
TeamTO with 4 other partners.

® What is TeamTO’s philosophy?

In 2005, after more than a decade of exploring
the 3D animation field, a small team of pioneers
sharing a common passion for animation got
together to found TeamTO, an independent studio
focused on producing innovate TV series and films.
We give to young French and European writers the
means with which to express and even enhance
their visions, thanks to a clever use of new digital
technologies.

® You are currently producing the feature film
Occho Kochoi (working title) in stereoscopic
3D. What are the reasons for this choice?

We imagined the animation like a pop-up book,
with the images literally jumping out at you.
Stereoscopic 3D was the obvious choice, although
it had not been planned at the start. The fact that
the film will be produced in stereoscopic 3D will
accentuate the sensual side of flying with the
birds, looking down at the earth from the sky.
There is an environmental message in this film,
which we wanted to send to children in a subtle
way. We felt that stereoscopic 3D was the best way
to get this message across.

® How does the human eye create
the effect of depth?

The effect of depth comes from the difference in
vision between the left and the right eye, which
look at objects with a difference in angle of 15°. Once
the mind has reconstructed the object, this double
vision gives us the effect of depth. The way to recre-
ate this vision in a film is to produce two series of
images taken from slightly different angles. Once
produced, we have to project the images using
either of the following two different technologies:

- the temporal way, which separates the two series

Guillaume Hellouin

of images, and is known as 3D Active Glasses. We
alternatively project the right then the left eye, and
we alternatively hide both eyes with glasses. With
this technique, we can create a succession of very
clear images that are projected with no distortions.
« the spatial way is the other important viewing
method. We project on the screen both the right
and left eye at the same time, and with a filtering
system we ensure that the right eye looks at the
image for the right eye and the left eye looks at the
image for the left eye.

All the devices that we employ to create the effect
of depth in a film depend on the technology we
use and on the size of the screen. If we project on
a TV screen or a small cinema screen, the result
will not be the same as when we project on alarge
cinema screen. It is therefore necessary to work on
the masterization in different ways depending on
the different uses.

® Why do some screenings give viewers
a headache?

Indeed, this does happen sometimes. If we incor-
rectly generate the series of images, we will try to
make the mind believe things that are incoherent
and which the mind cannot reconstruct (for exam-
ple, wrongly positioned focal points).

® Have you made a trailer for the film
Occho Kochoi?

Yes, we made a trailer that we presented at
Cartoon Movie. The decision was taken quite late.
We found ourselves in a situation where we were
experimenting with a technology that we had
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never used before. We made a 92-second trailer
consisting of 5 shots and 2K. We worked with a
team of two 3D computer graphic designers who
took care of the setup and the texture, three ani-
mators (who had no knowledge of stereoscopic
3D), one computer graphic artist who supervised
lighting, one 3D-compositing computer graphic
designer with a good knowledge of stereoscopic
3D, one 3D-compositing computer graphic design-
er and one stereographic consultant.

To produce a trailer in stereoscopic 3D requires
handling a certain number of problems specific
to this format, essentially problems of staging. We
wanted to test a certain number of things in the
settings of the stereoscopic parameters. We took
an example of a gushing effect and a depth effect.
One of the things we experimented and which
surprised us at the beginning was the speed of the
camera and animation movements. We worked
on a 2D version which functioned very well in
animation on a large screen. As soon as we put it
into stereoscopic 3D, we realised that it no longer
worked. We slowed it down three consecutive
times, repeating the animation. On very dynamic
movements, both in the animation and on the
camera, it is important to be cautious. You have
to check everything from the animation and the
camera to layout, which we didn’t do to start with,
mainly because we didn’t have the viewing means
in the studio. We did the entire layout in 2D and
we decided to handle the stereoscopic parameters
subsequently.

® What are some other things you need to pay
attention to when producing in stereoscopic 3D?

The input and output fields are very different in
a stereoscopic film, as is everything concerning
the edges of the images. The editing is different
because you have to be careful of the focal points
going from one shot to another.

® Did you work on a 3D or a 2D version?

We worked on the 2D version, using images pro-
duced for only one eye. It is the most economical
method. The large American studios recalculate all
the images to create a 2D version, but this is a very
expensive method that no one can afford in Europe.

® What is your production pipeline?

TeamTO’s pipeline is based on commercial soft-
ware: Maya, Fusion and FinalCut. We have 5 people
who handle development and scripting, and who
take care of the Intranet, project follow-up, asset
management and analysis.

We have automated virtually all the compositing
and rendering work. Eighty percent of the frames
do not need human intervention. We can also
create the different layers or compositing scenes
automatically. This automation gives us the pos-
sibility to attribute budgets to creative tasks with
a higher added value.

We have three series in production. As a result of
the large automation of tasks, we can produce 13
minutes per week and per series.




Building Business Plans

Paco Rodriguez -
Media Training & Consulting (Spain)

Paco Rodriguez founded PPM Multimedia in
1990 where he spent 10 years working in dis-
tribution, co-production, funding and as an
executive producing several animated series
for children. He has produced the follow-

ing animated feature films as an Executive
Producer for Filmax Animation: EI Cid: The
Legend, P3K Pinocchio 3000, Gisaku, Nocturna,
Donkey.xote, and The Hairy Tooth Fairy 1 & 2.
He acts as a consultant for the international
theatrical and audiovisual sector.

® How do you put together a business plan for
a feature-length animated film?

| think the first question any producer needs to ask
himself when taking on a project is «what type of film
do | want to make, or what type of film could | make
within the artistic, technical, and especially financial
limitations | have». If it's a case of several million
euros, we'll have to finance this through financial
institutions with guarantees for some time... Do we
have this or not, can we manage to get it or not...

Above all, you need to define the type of film
you want to make. Is it a very experimental inde-
pendent film with a very low budget, or is its
aim to be commercial, or a film that’s going to
be a blockbuster, i.e. American in style? There
are several films in Europe that could fit in that
definition: Planet 51, Arthur and the Invisibles and
Valiant, which have managed to be quite similar
to American blockbusters.

Once we have made the decision about the type
of film, then this will set the framework for
our project, the budget, and how to finance it.
Afterwards, the project exploitation or business
plan will also have an influence.

Another decision to weigh up when considering
the possibility of making a feature-length film is
what line or strategy | want to follow: Do | want
to minimise the risk or create values or assets?
Minimising the risk is «I am going to share this
film with other co-producers, decrease my share
so that it is not 100% of the film, so | may have
20%, 30% or 25%, but | minimise the risk». Or not,
«l want to create value and assets for my company,
and the more rights | have the better, and if | can
have 100%, that’s even better, | don’t share it».

Paco Rodriguez

| could also opt for another avenue, which is either
going for co-production or for presales. Both have
their pros and their cons.

® What are the pros and cons?

With co-production, | minimize the risk, my con-
tribution will be smaller, but controlling my
production will be far more complicated, because
I'm going to have to share it with two or three
structures with all their idiosyncrasies and differ-
ent ways of doing things.

With presales, | might be able to finance all the
film myself, supplement with presales and own it
100%. Presales involve credibility and risk. The risk
of presales is that all the presale contracts | sign
need to become effective when | deliver the film.
In the meantime, they are paper | can discount at a
bank, but they remain risky because a distributor
who has bought the film from me might change
his mind or not pay me, and | would lose part of
the funding based on these presale contracts. It
involves a risk which co-production minimizes in
a different way.

You can also have more of a market film and go to
the market with investors, or make a film backed
more by subsidies and grants, offered in my country
and other countries. If we get these grants, we can
base a funding plan and a business model on them.

| can also try to get tax relief to complete my fund-
ing, or tax relief for R&D.

This is what | have to think about to define a stra-
tegy and the direction | want to go in, because this
direction will define the scale of the project, and
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also the business model | am going to use, as well
as the business plan, and whether this film will
earn money or not after it has been produced.

® What are the most important steps
in funding a project?

The most important steps taken are in the scale of
the project, especially the size of the budget and
what budget level | want to be in. | could choose
a national or regional film, or | could go to the
national, European or world level.

It depends on ambition, the size of the company,
and the type of market | want to access. There are
people who make films solely for the DVD market...

But | could also make animated films for television,
aTV movie, which | don’t release in the cinema, or |
lean towards new technologies, and | can decide to
make a film financed by Internet contributions or
donations, | produce it, and whoever donated can
see this film or can have some compensation. And
it also depends on the audience | want to target.

It's important to realize that any decision we make
in the development is going to have a direct or
indirect impact on the film. It will have an influ-
ence artistically and financially, and on its own
exploitation, because this forms the basis for
establishing processes, production costs, promo-
tion (marketing), and advanced sales, i.e. presales,
because my presales volume will depend on the
budget | have.

I'll have to deal with other matters in the deve-
lopment phase, such as its release in cinemas,
marketing, international sales, and discussing my
project with people with know-how, with people
with experience in premiering, or with people
who are selling internationally, or who are going
to bring out a DVD. Does my project really accom-
modate all these aspects or not?

It is very important for the development to give me
feedback before the project advances any further.

® How large are budgets for a European film?

In Europe our budgets are between 1 and 15sM£. If
my budget is between 1 and 2M£, it will be easy for
me to finance it with the grant systems that we
have in Europe, but the project won’t have much
of a leg to stand on. It won’t be released outside
my region. | won’t have much chance of a national
release, hardly any or no chance of an international
release, there won’t be any presales, and I'll have
fewer TV or DVD opportunities, because coming
out on DVD is a result of box office success. It's fea-
sible, but difficult.

If we go up to between 3 and 6M€, the budget is
more viable for a 2D production, feasible funding,
possible presales, but I'll have to co-produce with
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at least two European partners, and, therefore, I'l
have limited production resources to tackle this
type of project.

If | have between 6 and 10M£, then 3D production
is feasible, but I'll need three European partners
for this film. The more the budget increases, the
more partners I'm going to need, especially from
important countries, i.e. Italy, France, Germany, the
UK and Spain. And that means that the more my
budget increases and the more European partners
I have for the co-production, the more, to a certain
extent, | am mortgaging the exploitation of my
film. I am lowering my income because | am giv-
ing it away in exchange for funding to produce
the film. The more my budget increases, the more
I am mortgaging the exploitation of my film in
exchange for co-production.

Between 10 and 15M€ is difficult to finance in
Europe alone. We are increasingly turning to
Asia, India, and China, and looking for alternative
means of funding. Of course, I'm going to have
presales, and the presale prices will be high to
match the high budget | have. But, in this case, I'm
going to need more partners, and if they are not
co-producer partners, they will be investors. But
they are going to further decrease my share, and,
furthermore, as far as my recovering the invest-
ment is concerned, | will be in a very weak position,
because | will be the last one, especially if my part-
ners are investors, to be in a first position.

First position means that the first euro that comes
in from a cinema, or sale to TV, or a DVD, will be
recouped by the investor who has made the money
available. A scale of recovery is established, which
willinclude everyone up to thelast ones who joined.
And sometimes we are in the queue, even though
we are the ones who instigated the project.

This type of film of around 15ME€ is difficult to
amortize and turn a profit on. Not impossible, but
very difficult, and we don’t have many examples of
successful films with this kind of budget in Europe.

And if it is more than 15M€, the projects are not
very viable or not very profitable. Or, in this case,
there has to be the American equation, i.e. you
need to have an American partner. And you can’t
get American partners for 15M€ projects, because
there simply isn’t enough credibility for a project
from Europe for the US. You must have budgets
of 50, 60 or 70M£€ just for them to look at you,
because if you have a 15M€ budget they don’t
bother because they don't believe you.

If | went to the US, I'd have to have a casting of
American voices, which | would have to produce as
soon as production started, because in animation
we record the voices first and then we animate.



® What kind of audiences are animated
features for?

At the moment, we have a family or child audience
between six and nine years old and between nine
and twelve. For the business or exploitation plan
of our film we also have to bear in mind how our
film is going to fare at the box office, and, espe-
cially, what the exhibitor is going to do with it.

Here in Spain, and possibly in other countries,
some films for the six to nine age group have half
the daily screenings. If we target a family audi-
ence, we have a better chance of staying on screen
until 10:00 at night.

The type of audience we target is also important.
In recent years, we have noticed that animation
films for adults are few and far between, and, save
a few exceptions, they are not very profitable.

Our budget, which goes hand in hand with our
business plan, is going to develop. First, | will
budget on the basis of the script | have produced,
but the script will change, especially with input
from investor or financial partners, who will revise
the script, make changes and this will affect my
budget. So, if | involve financial partners in the co-
production or just in the investment, my budget
will go up, and | will have to adjust my funding
plan to this increase.

| have to take the following kind of percentages
into account in the budget: overheads, contingen-
cies... and above all completion bond costs. When
| am playing in a league with a budget of 8, 10 or
15M€, | am bound to be asked for a completion
bond, and the completion bond, depending on who
it is, is going to cost me 3% or 4% of my production
budget. A budget of 2M€, however, will not require
a completion bond, but we mustn’t forget it if we
get into a higher budget.

® When do you produce the film’s marketing
and exploitation plan?

During the development, | will have established
a production budget, a funding plan, and I'll
be looking for partners. Using these as a basis,
| really need to be thinking about the film’s
marketing and exploitation plan as early as
the development phase. | already have to speak
with distributors for the initial marketing plan,
which we will have a draft of, but we have to
get together to find out whether my film is a
4o-print film in Spain, or 80, 300 or 600 prints,
which print range will apply. If it is a 2M€ and
8o-print film, then | will spend 300,000€ on
advertising, that could be my aim, or if it is a
15ME€ film, I'll have to spend a minimum of 2M€
on advertising from the start.

My business model is also going to progress
depending on the packaging | give the film. Il
have to detail all the elements to give my project
a good pitch and to attract partners. The more
attractive the packaging is, the more attractive it
will be to them, and the more chances I'll have of
finding co-production or funding. The packaging
is easy. It’s the scriptwriter, the director, the com-
poser, the casting and the voices.

All this will have an influence on my business plan,
and it will give me more cachet and more or less
credibility. If | am working with a director who has
already had three box office successes, and they
are blockbusters, that gives me more cachet. If lam
working with a new director, he simply gives me
expectations, but not confidence. The same hap-
pens with scriptwriters, and, especially, the voice
talent. If | limit myself to my national market, | will
look for voice casting.

Our problem with voice casting is that when we
hold a press conference for the release of the film,
our animation figures are not going to attract the
press. They want to see flesh and blood, so we are
partly forced to use two or three well-known actors.

® How do you gauge a film’s potential?

If 'm making an independent film, I'll have to
do some research to arrive at some box office
forecasts. In other words, I'll go to see other inde-
pendent films which have been released over the
past five years, and see how they have fared in
the box office and in the DVD market, how many
prints of them were released... to see the potential
and adapt the plan that | have.

If I put in my exploitation plan that my film is
going to sell 3 million tickets, in other words
around 10M€, that wouldn’t be real, because right
now no Spanish film has sold more than 700,000
tickets.

A larger budget, and, consequently, more expen-
diture on promotion and distribution does not
mean more box office takings and success. That
rule is not valid.

The profitability of European animation film does
not lie in the cinema, which is where it should
be. We have to find other alternative sources of
income which are not cinemas.

® What are the characteristics of European
funding plans?

Most of the funding plan model of animation
films is designed around the subsidies and income
| have. In other words, | don’t plan a film around
the story | want to tell, but around the grants I am
going to raise.
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® When should a film be released?

One of the reactions of distributors that distri-
bute European animation film is to run a mile
from American releases, i.e. don’t compete with
an American release. Actually there are more
elements: | can’t control who is going to be com-
peting with me, or | could control it by running
a mile, but there could be football on that day, it
might be raining, etc.

I think the best animation release date is the
beginning of Christmas: whoever is around, | get
takings everyday. In Spain we are limited to three
dates in animation: Easter, the beginning of the
summer and Christmas. At Filmax, Nocturna was
released on 11 October 2007, and it was a total
flop because releasing on 11 October is a suicide
mission. There might not be any American compe-
tition, but you can’t make any money on that date,
and if you could, they'd be there.

The type of film | am making will also dictate
the type of release: saturation, massive with 400
or 600 prints, or a standard release of 60 or 8o
prints, or 120 or 180 prints, which is quite large for
a Spanish film.

My business model lets me know how much | can
spend on prints and on advertising, and also what
will give me an income, where | am going to get
takings, besides how to finance my film with sub-
sidies, grants, investments...

@ Is the business model for film production well
distributed?

No, after all the effort a producer makes develo-
ping a film, funding it, and taking it to the screen,
the average amount that can be made from it is
around 12%, 15%, or 20% from all the exploitation
lines there may be.

® How are windows of exploitation changing?

The issue of the windows of exploitation is chang-
ing mainly because of piracy. The idea is to make
money in the majority of the windows of exploi-
tation and as soon as possible. We can also see
that the classic form of exploitation is changing
too, and it is entering into a new business model
where online distribution is starting to grow and
make a timid appearance, above all due to piracy
(because it is actually piracy which affects these
exploitation models).

There are other platforms and other channels, and
other market values, because new exploitation
channels are always appearing, such as US-style
video games. Which American film doesn’t have a
video game? Another added value is stereoscopic
cinema, which is another way of increasing box
office takings.
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® When do you have to start looking for
presales?

You mustn’t start the presales until you have at
least 80% of the funding in the bag and have
started pre-production. It’s not good for the com-
pany to pre-sell and then the film isn’t made, or
it is made years later, as that’s bad credibility for
the market.

Not everyone can make presales on a film. The
company has to have a good track record to do
that.

® What is the production schedule foran
animated film?

The first year is more a development phase, a mar-
keting phase for financiers, and we are testing the
market. After a year, you know if your film will be
well received or not. Often producers end up mak-
ing films out of stubbornness, or because they’re
pushed into doing it, or because they’'ve already
spent 150,000€ and they can’t afford to say good
bye to that money, so they have to keep going.
Often it’s better to say goodbye to the 150,000€
and not make the film rather than keep on going
and lose several millions later on.

® Which films have merchandising potential?

There won’t be any merchandising until a release
date has been established, a marketing budget has
been finalised, or the number of copies to be released
into the market has been decided upon. If it is a film
with 20 prints, and it is being released in March, it
doesn’t have any merchandising potential.
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