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‘A.

EXPLANATORY MEMORANDUM - *

IN IRODlICrlON

Chapter 5 of the Whrte Paper on Growth, Compeutlvencss and I mploymcnt adopte(l by

‘the European Council at its meeting in Brussels in December 1993 emphasizes the -

economic importance of the audiovisual sector for the industrial development of the
European Union- and its Member States (COM(93) 70 final, 5.12.1993). o

o

-In June 1994 the Corfu European Councrl, on the basis of the Ba‘ngemann Group’_s feport -

“Europe and the "global information society - Recommendations to ‘the

'ﬁEuropean Council”, acknowledged the sector’s strategic priority -in terms of the .

production of content in the context of the mformatron socrety (CD 84-94. 299
26.5.1994). - . A , S

The Commrssron is currently considering financing requrrements and possrbrlmes fornew’
services in connection with the information society and will set out its ideas in the -
Green Pdper on new- audrovrsual services that is being drafted : ‘

1In April I()‘)4 lhc Commission pubhshcd a (m,en Paper on slraicuy oplmm o. \lrcng,lhcn
- the European programme industry, analysing the plerequmtcs for boosting the industiy's

growth and compehuveness It identified a number of major structural weaknesses -
the main  ones = being - partitioning of the ' markets, fra:,mentatlon and’

«under-caprtalrzatron - which have trapped the industry in-a spiral of deficit; in contrast -

to its competltors out51de the Communrty (COM(94) 96 final, 6.4 1994)

- There was w1de-rangmg consultatron on the ideas put forward in the Green Paper n

partlcular at a “European Audiovisual Conference attended by more than 400 mdustry«"

_ Tepresentatives m June/July 1994 L -

The Conference helped to conﬁrm two pnonty objecuves of Commumty pohcy

B strengthenmg existing. support measures, especrally under the MEDlA programme

. mtroducmg addmonal market- based mechamsms to mobllrze new resources for the

programme 1ndustry

. “As far as. support measures are concerned the (‘ommrssron has sent the (‘ouncrl two -
- proposed decisions extending the MEDIA programme, aimed al enhancing its impact by =

increasing the funds available and concentrating on a limited number of priorities. The

first proposal, relating to the development and distribution of ‘European cinema and
television films, was adopted by the Council-on 10 July 1995 (95/0027 (CNS)). the )
second, which concerns training for professionals in the audiovisual industry and on' = -

which the Council has already-adopted a common: posmon (95/0026 (SYN)), shou]d be

‘ adopted by the end of the year.

The N[EDIA programme serves to complement nahonal support schemeés, offerlnu
valuable incentives. for the Community programme industry: However, it is now clear
that this effort needs to be augmented further by raising additional resources directly in’

. the market-place Public-sector incentives are no longer sufﬁclent to mobilize the critical

mass of investment needed to make the audiovisual industry more competitive. A truly

massive increase in investment; especaally with_an eye to the emerging information . -

society, calls for financial incentive mechanisms operating on ma.rket prmcrples to
encourag,e s1gn1frcant mvolvement from pnvate sector ﬁnance

.



At thé request of the Council the Commission has consulted the financial sector as to
what type of mechanism promises to be most effective in stimulating activity by banks
and investors in the audiovisual field. The consultation exercise ended with a
~-“Round Table on Audiovisual Financing” held at the beginning of June 1995 in Brussels,
which was attended by 70 representatives from fi nancnal institutions in nearly all the
Member States of the Union. -

Its conclusions were incorporated in a feasibility study for a Community financial
instrument, carried out. at the Commission’s request by a group of independent

consultants. The study confirmed the interest of the financial sectorin such an‘instrument. -

- and the willingness of opemtom to broaden their activities-in lhe audiovisual sector in
msponse to the incentives it would offer them.

On 21 June 1995 the Au‘diovisual/Cult(jral Affairs Council called on the Commissioo to
- draw up a proposal for a decision, and on 26-27 June the Cannes European Council took
"note that the Commission intended to present its proposal before the end of the year.

TYPE OF INSTRUMENT

The consultations and studies carried out showed that substantial financial resources are
potentially available in the. market-place to help develop the audiovisual programme
industry in the face of rapidly growing demand. However, it is often seen by financial
operators as a high-risk sector and they are wary of large-scale involvement on a regular
basis.

Their reluctance could be overcome by setting up a mechanism to spread the risk, in the
form of a guarantee instrument specifically tailored for the audiovisual sector This
_instrument, linking public and private finance in partnership, would reduce the risks tor
both sides through diversification. It would guarantee a portion of the investment by
_banks and financial institutions that is being sought by audiovisual professionals, making
it easier for them -to obtam credit and loans to .finance productlon projects, and
enterprises. -

The audiovisual industry, especially film-making, largely involves small and meédium-
'sized firms, and these often have difficulty obtaining outside funding on the financial
“market. Because their capital is limited and their output is something intangible, they are
not always able to offer the securities demanded by banks and investment companies.
The guarantee instrument would help to ease these difficulties by acting as an insurer.
In return for the payment of premiums it would offer financial intermediaries guarantees
covering part of the credit and loans they grant to audiovisual producers undertaking to
step in for any defaulting debtors

"By spreading risk in this way, the guarantee instrument would make it much easier to
finance portfolios of projects; helping firms to attain a critical mass of production that
would enable them to offset failures against successes on the market. 11 would also help
lower the costs (currently prohibitive for many firms) of big budget productions, which
as a rule are what bring the greatest commercial rewards.

The guaranlvee instrument would act as a catalyst, boostmg, the confidence of pnvate
. operators by creating an envifonment favourable to their interests, not only spreading the -
financial risks but also making this risk-sharing available on attractive terms.

In addition the mechanism would amplify the financial impact of the capital contributed
by the public and private partners involved, since the resources released by its
involvement would amount to several times the size of that capital in terms of the
volume of productlon and investment in the audiovisual sector.




In two ‘Member States of the Union, France and Spain, experience has

shown that the’

existence of this kind of guarantee instrument can do a great deal to encourage the

financial sector, which exerts powerful leverage. for investment in the programme
~industry. However, these funds are essentially ‘national in scope and promote few
-audiovisual products with cross- frontler potential. .

A C ommumty guar antee fund by contrast, would mal\c it powble to mobilize resouives

~on a large scale for cinema and television films intended for - the -
- intemational markets. Its leverage could release consrderable ﬁnanclal Tesources for the

programme mdustry

Furopean and

In lme wrth the prmc1ple of subsrdlarrty it would operate in, conjunctxon with existing .
instruments and in cooperatlon with other nat1ona1 mechamsms for audiovisual ﬁnancmg

such as:

. - in the publrc sector: the support funds set up by the Member States of the Umon

- . in the prrvate sector: the insurance schemes spec;ﬁca]ly geared 10
industry that are operatmg successfully in some countrles

the aud1ovrsual

"

TASKS OF THE EUROPEAN GUARANTEE FUND TO I’ROMOTF C lNFMA AND

TELEV]SION PRODUCTION

"The Commumty Guarantee Fund would have to focus pnmanly on the . pmductlon of

_ European cinema and television films, both for television and the cinema. In this sense
- it would closely complement the MEDIA programme which does not provrde productlon S

- aid as such.

"By stepprng in. to-assist product1on schemes and enterprrses ‘the Fund would- provrde
~ valuable back-up for MEDIA. However, its task has to- be interpreted broadly: it would

assist not only European producers but also other. European operators involved in -
- financing cinema and television productions, in particular distributors and.broadcasters

'who invest, buy- up nghts or offer producers guaranteed minimum revenues.

" As far as productlon prOJects are concerned pnonty must be given to Eumpean works

of fiction, whether for cinema or television (including animated cartoons), as this is
where Europe faces the biggest deficit in terms of original programmes with wide
audience poténtial. It is also an area where productron costs are r:smg fastest makmg the -

nsks for mvestors hlgher

For producers/drstnbutors to be eligible for assrstance from the Fund via mtermedlary

financial institutions, projects will have to show considerable European and intemational
market potential. The principle of subsidiarity means that the Fund will not be able to .

“assist productions targeted solely at national markets: its task  will be to stimulate -

" production schemes aimed at trans-national audiences so as to enable the audiovisual

- .distribution/broadcasting comipanies which help to finance production.

OPERATING METHODS

It will provrde,,support for Eumpean pmduc)tio_n ‘companies

' 1ndustry to explort the d1men51on of the single market and. markets outsrde the Umon

| The Fund wrll opemte by lhe mles of the market By covermg rlsks through the payment
~ of premrums "1t will not dlStOl’t competltlon

_and Eumpearl-



However, thé Fund will not operate in direct contact with them. It will work through -

financial intermediaries, principally banks and insurance companies which propose to
share the risks associated with financial operations in the audiovisual field. |
In any event, the Fund will not cover more than 50% of credits and individual loans
(sharing the risk with the financial intermediaries). Spreading the risk in this way will
ensure that they come forward to the Fund with high-quality projects that have real
potential on the audiovisual market, since they themselveb wnll have a financal stake o
them.

The Fund will provide guarantees uhder contracts with the financial intermediaries, the
amount of the premiums being determined according to the type of risk. The level of the
premiums will be set so as to enable the Fund to be self-financing.

Financial support from the Guarantee Fund may cover individual produ'(_:tion projects and
the constitution of production catalogues. Support may also be -given to promote
structural strengthening of productron companies and distribution compames that help to
- finance production.- :

Assistance will take the following forms:

- guarantees for short-term credit operations for production projects;

-+ guarantees for medium and long-term loans for production projects, the constltutlon '

- of production catalogues and strengthening companies financially.
Guarantees may cover first-rank loans and subordinated loans (quasr own funds).

The Fund will exercise the usual prudence with regard to risk management Its leverage
will gradually increase as it gains experience in the audiovisual sector.

lMPLEMENTATION

Implementation of the Guarantee Fund to promote cinema and television productnon

should draw on the arrangements and pracuces developed at Commumty level in terms- '

of methods and expertise.

To concentrate and thereby optimize the effectiveness of Community initiatives, the

Commission proposes that the guarantee instrument should come under the management =~

structures of the European Investment Fund (EIF) under a special mandate.

" The decision to create the EIF was taken by the Edinburgh European Council in

December 1992 as part of Community -policy on growth, competitiveness and
employment. Set up in 1994 by the European Investment Bank (EIB), the
European Community and 58 financial institutions (now 76), the initial authorized capital
of the Fund was ECU 2 billien, of which 30% was contributed by the Community
budget, 40% by the EIB and 30% by the other financial institutions. This capital allows
the Fund to cover guarantee operations up to a total of ECU 16 billion”

The task of the EIF is to contribute to the pursuit of Commumty objectives, in particular
* by supporting the development of trans-European networks and small and medium-sized
‘firms. Its activities help to ensure the smooth functioning of the internal market and to
boost job creation. The EIF is also involved in specific operations of Community interest,
especially operations to promote investment aimed at protecting the small business

environment. . '

T P W



Thele are a number of reasons for. proposmg to involve the turopean lnvestment Fund
in the creation and 1mplementatron -of the Guarantee Fund to promote cmema and" :
television productron : : :

. the EIF opemtes as a guarantee mstrument for credits and Io.ms o finance prOJecls _

- one of the pnorrty areas of EIF actrvrty 1s small and medrum—srzed firms the fabric

of the audlovrsual industry is very largely made up of such firms;

* - anumber of the financial mstrtutrons that are members of the EIF are ahea'dy active

in the audiovisual field; with their knowledge: of the Jindustry’s requirements, ‘they
are likely to have a specra] mterest in this area of actlvrty under the Fund; -

- - the EIF has experience of handlmg guarantee operations at Commumty level and.

“could. adapt it to the audlowsual ‘sector under a:special mandate

v. - the EIF could act not only as manager of the Fund but also as co- guarantor of-

individual operations, wherever 1t deems this approprrate and compatrble w1th s -
operating criteria, : r .

'A -z Article 32 of the EIF’s Statutes allow it to accept the task of admmrstenng special

o general gurdelmes for the Fund and its objectlves

* resourves entrusted to it by third parties; the authorities of the Fund have. indicated

. their willingness in principle to administer the resources made available for the
. proposed Guarantee Fund under thlS Article. The EIF would be remunerated for thrs
actmty . ‘ , . s

A cooperahon agneement between the Cominission and the Eumpean lnvestment Fund

- would spell out the precise arrangements for admmrstermg the Guarantee Fund to
_ promote cmema and televrsron productlon ' -

S In partlcular it would cover .

- ehgtbrhty rules- for prOJects

- selection mechamsms (proposed decrsrons to grant mdwrdual guarantees would be

“ taken by the appropnate decision-making bodies of the EIF in accordance wuh its

- own management cntena)

o _,arrangements for ﬁnancral operations;
. - charges apphed by the Fund
s - lrmrts on ﬁnancra] commltments

P remuneratron pald to the EIF for its admlmstratron of the Fund

To enhance the rmpact of its’ operatrons the Fund would have to seek to share with the
EIF the risks it guarantees by concluding joint - guarantee agreements (except for
operatrons that do not meet the EIF s. ehgrbrlrty criteria). ,

It could also make reinsurance agreements with other guarantee and/or msurance
“institutions and seek other forms of cooperation with institutions that share the same -

objectrves (in partrcular natronal funds to support the audrovrsual mdustry)

Fmally, it could subcontract some .of its operatlons to. other guarantee or msurance !

'mstrtutrons



The overall resources entrusted to the EIF will comprise the contributions made by the
Commission and by the financial sector, both public and private. These funds will serve
as guarantee capital and should ultimately reach a total of ECU 200 mllllon It is
proposed that the Union should contribute ECU 90 mllllon .

To ensure the financial viability and credlblhty of the Fund, it will have to be of a
certain minimum size in terms of capital. The proposed contiibution reflects this
requirement, beanng in mind that there will be further contributions from the ﬁnancml
sector. '

With the joint guarantees offered by the EIF and the operations mounted by. insurance
companies, the volume of -guarantees generated in favour of cinema and television
production could reach ECU 1 billion. :

‘The Commission will regulardy consult professionals in the audiovisual industry about
the general strategy and- operatmg arrangements of the Guarantee Fund and will send
the:r comments to the EIF. : '




Havmg, regard to the proposal from the Commrssron(') -

o ooiNe

-

- Proposal for a
- COUNCIL DECISION

establlshmg, a European Guarantee Fund to promote cmema and
televrsron productlon '

THE COUNCIL o'r THE E’UROPEAN UNION,

Having re&,ard to the Treaty establrshmg, the. European Commumty, and. in- partrcular

 Article 130 thereof

Havmg regard to the opinion of the huropean Parllament@)

-

Havmg regard’ to the oprmon of the Economrc and Socral Commlttee(”

Whereas the European Council, meeting in. Brussels on 10.and 11 December 1993, adopted
the 'White Paper on Growth,’ Competrtrveness and Employment as the basis for action by the -

‘Community and its Member States, supporting an industrial development approach based on -

global competitiveness as the key to growth and:jobs, whereas the White Paper, and ‘in-

~ particular Chapter 5-C thereof hlghlrghts the economlc 1mportance of the audrovrsual._-
- ,mdustry,_ . _ _

Whereas the European Council rneeting ifi Co'rfu on 24 and-25 December 1994, 'to'ok note

" of the report by the Bangemann Group entitled “Europe and the Global Information. Society - - |

Recommendations to_the European .Council”, in particular acknowledgmg the strateg,lc.

- importance of the audlovrsual programme mdustry,

. "Whereas the’ Councrl took formal note on 17 June 1994 of the (Jreen Paper on .
~ “Strategy options to strengthen the European programme mdustry in the context of the -
' ,‘audrovrsual policy of the European Umon :

Whereas the Commission consulted mdustry representatrves on the optlons put forward n the .i
Green Paper, in particular by holdmg the European’ Audtovrsual Conference 10 Brussels from .
30 June to 2 July l994 . S

Whereas the Councrl atits Jomt rndustry/telecommumcatrons meeting on 28 September 1994,

issued a favourable opinion on the Commission communication of 19 July 1994 entrtled
“Europe s way to the information society: an action plan”. and emphasrzed the- need - to,
lmprove the competrtrveness of the European audrovrsual mdustry, ’

Whereas the Council, at its culture audiovisual mdustry meeting on 3 and 4 Aprrl 1995 in’

'Luxembourg, requested the Commission to draw ‘up a proposal for the creation of a financial’

instrument to complement the MEDIA 1I programme, stating that an instrument of this kind,
aimed at stimulating investment-in European cinema. and television' production, should
accompany -the tradmonal support mechamsms operatmg in accordance w1th market :
prrncrples . : . S -

@ 0J No - _ T
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Whereas the Council, at its meeting on 10 July 1995, adopted the first part of the MEDIA [1
programme, concerning the development and distribution of European audiovisual works;
whereas the second part, covering training for cinema and television industry professmnals
was adopted by the Council at its mcetlng of 20 November 1995; :

Whercas the (founcil, al ils meeting on _2| Junce 1995 in Luxcmbourg, took formal note of the

outcome of preparatory work on the new financial instrument;

Whereas the European Council, meeting in Cannes on 26 and 27 June 1995, took note that

the Commission intends to present a proposal for a decision on the creation of a financial

instrument to provide guarantees for European cinema and televrsron productions, in

accordance with the financial outlook;

Whereas the Commission held wide-ranging consultations of representatives of the audiovisual
and financial sectors following the European Audiovisual Conference, in particular through
a Round Table on Audiovisual Financing in June 1995, whereas those consuitatrons confirmed
the need for a financial instrument to reduce the risks associated with financing . European
works of fiction; .

Whereas it is essential to reduce the risks in order to enable European productron and
distribution companies to obtain the credits.and loans they need to finance production projects

and business devélopment; whereas additional resources are needed primarily. to finance...

productions aimed at the European and international markets and to support the development
of companies capable of producmg or helpm;, to produce works almed at lhose markets

Whereas analysis of existing financing mechamsms for the cinema and television programme
industry has clearly shown that a Community guarantee instrument covering some of the risks

associated with loans will constitute the most appropriate response to the need to mobilize -

additional resources; whereas creating a European Guarantee Fund aimed at reducing the risks

associated with financing the production of fiction will stimulate and support the development‘ g

of the European programme mdustry,

Whereas the establishment of a European Guarantee Fund to promote cinema and television
production will exert substantial leverage, since the volume of finance released would greatly
exceed the capital of the Fund; whereas the Fund’s activities will cover loan operations;

‘Whereas the Fund will operate in such a way as to abide by and complement market rules and
principles and will not distort competition in the audiovisual sector, in accordance with
Article 130(3) of the Treaty; whereas it will stimulate and facilitate the financing of cinema
and television fiction but will not provide that finance itself;

* Whereas the Fund will participate in individual financial operations only in collaboration with
other private and public financial operators (banks, insurance companies, financial institutions
and others) involved in the audiovisual sector; whereas the Fund must avoid duplrcatmg the
work or takmg, the place of ex1stmg mstrtutxons or bodies;

‘Whereas a number of public and private ﬁnancral and other bodres share the same objectlves
and interests as the Community with regard to financing European cinema and television
_ productions; whereas the European Guarantee. Fund to promote cinema and television
production will have to develop partnerships or other forms of cooperation w1th those
institutions to reinforce the impact-of the Fund’s activities;

Whereas the European Investment Fund (EIF) was set up in June 1994 to contribute to the
pursuit of Community objectives by stimulating investment in trans-European networks and
small and medium-sized enterprises, particularly by granting guarantees for loans; whereas the
Community became a member of the Fund by virtue of Council Decrsxon 94/375/EC“’ '

@ Q) No L 173, 7.7.1994, p: 12.
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| VHAS- 'DECIDED'AS For,r,ows:. .

% Qi No'L 298, 17.10.1989, p. 23.
~ 0 _0J'No'L 356,31.12.1977, p. I.

' Whucds Artlcle 32.0f the Statulcs of the FlP states lh'tt the I und may accepl the task ol

ddnunlstumg special resources entrusted to it by third parties: ‘whereas the EIF has: indicated
that 1t is wdlmg {0 admmlslet a guarantee fund specifically aimed at the aurlmvrsual mduslly

4

: _Whereas the Pund s opera’uons serve the same objectwes as other (ommumty programmes
- in particular the MEDIA | programme

_ -Whereas the emergence of a: European audrovrsual market requrres thc development of
- European works as defined in Article 6 -of Couricil: Directive 89/552/EEC(” that is to say, .

works orlgmatmg in the Member States of the Commumty

. Whereas Arttcle 128(4) of the Treaty requlres the Commumty to take cultural aspects into

account in its actron under other provrsrons of the Treaty

5 ‘Whereas wrthout prejudnce to any agreements or conventlons to Whlch the (ommumty 15 a
- party; the firms receiving support through the Fund should be owned, either directly or
‘through. a majority shareholding, by Member States and/or natlonals of Member ﬁtates and

- must remain. in their ownershrp - A : .

Whereas the l*und should be open to cooperatlon wrth non- membcr countncs that have
_concluded agreements. containing clauses on the audiovisual sector; whereas the detailed
: drrangements for such cooperatron should-be settled between the partres when the trme comes;

‘Whereas, in accordance w1th the prlncrple of subsrdlanty, action by the (ommumty must-
* . support and complement measures taken by the Member States;

Whereas the: Fund’s profit- and loss account and balance sheet w1ll be attached to the

profit-and-loss account and balance 'sheet of the Communities; whereas the Fund’s accounts
~will be examined by the Commission-and the Court of -Auditors in “accordance with |
. Article:188¢ of the. Treaty and with the provisions of -the ‘Financial . Regulation of .

21 December l977(") as last amended by Reg,ulatron (EC Euratom ECSC) No 2335/95‘7’ '

- Article |

bstabllshment of the Fund

A European Guarantee Fund to promote cinema and televrston productlon (heremafter’
‘ “‘the Fund”) is hereby establlshed . .

) Article 2
Ob_] ectlves

I The Fund's task shall be to facrlltate -and encourage ﬁnancmg for the productlon of
European audiovisual works of fiction by provtdmg guarantees in any form: permrtted by
- law. , : .

™ _"O) No L 240, 7:10.1995, p. 12 -~ = = =
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, »Whereas the Communrty contnbutron is 1ntended to ensure the financial credlbrhty of the '
.. Fund; whereas the amount allocated will also have to take account of the ﬁnancral outlook
" and the funds avallable annually under the budget -




The Fund’s activities shall serve the following obiectives:

- promoting the production of European works of fiction for cinema or television that '\

are aimed at the European and international markets;

- promoting European production companies creating such works, and

European distribution companies that contribute towards financing the production

of such works; it shall be a requirement that these companies are owned, either

- directly or through a majority shareholding, by Member. States and/or natlonals of

Member States, and remain in their ownership;

" The Fund shall be open to cooperation with non-member countries that have concluded _

agreements with the Community containing clauses on the audlovrsual sector.

_ Article 3
Methods of operation

To attain the objectwes set out in Artlcle 2 the Fund shall provrde g,uarantees for -
short-term credit operations as well as medium-term and long- -term loans. Both ﬁrst-rank'

loans and subordinated loans shall be eligible for guarantees.

~The Fund’s activities may include any other operations connected with its task that tend

to further the attainment of its objectlves Whenever. appropriate:

- proposals may be put to other guarantee institutions, in particular the
European Investment Fund (EIF), to offer joint guarantees for both individual
operations and portfohos of projects,

- reinsurance agreements may be concluded with other guarantee and/or insurance

institutions, in particular the EIF, to reduce and dlversrfy the Fund’s exposure to’

_ risk;

- some of the operations may be: subcontracted to other guarantee or .insurance
institutions and the appropnate fees and premiums pald

" . other forms of cooperation and nsk sharmg with financial institutions may be
arranged..

Partnership agreements and other forms of cooperanon may be arranged with mstltutrons
that-share the aims set out in Article-2,

Article 4
-General operating principles

To reinforce the overall impact of the Fund’s operations, the risks which it has
guaranteed shall be shared with the EIF wherever possible, unless those operatrons do
not meet the EIF’s cnterra .

_As atule, guarantees given by the Fund may.not exceed half the amount of the loans

and individual credits covered. In the case of joint guarantees with the EIF, the Fund’s

exposure shall be reduced proportionately.

Absolute ceilings shall be set as regards the Fund’s exposure in individual operation_s.

1]




Asticle § ‘
: (dp|td| and income

1., The (’ommumty shall- contrlbute to the Fund's. capltal suhju.t o the. dleldblllly ol

budget appropriations. A special account shall be opened with the FIF to recelve these
contributions and any contrlbutlons made by thlrd partles : '

2. The inférest ‘accruing on the. spec1a] account for -capital payments all income from

. premiums, fees and commissions, and all other forms of i income. shall be added to the.
capltal : . v .

S The premlums and commlssrons .charged to those g g,ranted guarantees shall be set at a_

,level ensurmg that revenue and expendrture are in balance

S o _Artrcle6
S ' : - Mandate

N The administration-of the Fund shall be entrusted. to the EIF. The detailed arrangements

-shall be laid down in a cooperation agreement to be concluded between the' Commission |
and the' EIIY. The terms of that aglcement shall be approved in acundancc wrth the
.proccdurc laid down in Article 7(2) Co

'_21' l"he EIF shall exercise the same dlllg,ence in performmg this task as-in conductma

.. Operations which involve its own resources. Individual guarantee operations shall be. -
» approved in accordance w1th the procedures apphcable to the EIF S own operatlons

3. The EIF shall conclude wrth third | partles at the Fund's own risk, any contracts that are.' .
© necessary for the task of admlmstratlon assrgned to it in parag,raph

4. The cooperatlon agreement shall cover the followmg aspects in partlcular

- broad guidelines regardmg the Fund and lts objectlves
© - the eligibility rules for individual projects;
. - the financial and operational provisions governing the Fund’s activities;
- the charges to be applled by the Fund: accordmg to the risk mvoived in mdlvndual
' - ‘projects; .
- the maximum cellmg on commltments and prudentlal hmlts
.. periodic review of the Fund’s size;
--  the remuneration to be paid to the EIF for admlmstenng, the Fund
- arrangements for the. penodlc revision of the ag,recmenl

57 1he EIF shall refer all proposals to g,,rant buarantees to the Commission for its opmlon-

If the Commrsswn notlfres the EIF of its approval the EIF may. g,rant the guarantee

, AI'LIC_lel
. Commrttee

~ The Commission shall be assrsted by a commrttee of an advnsory nature, composed of the -
: representatwes of the Member States and chaired by the representatlve of the Commrssnon

: The representatne of the Commrssmn shall submlt to the commlttee a draft of the measures
~“to be taken. The committee shall deliver its opinion on the draft within a timé limit which the
: chairman may lay down according to the urgency'of the matter, if necessary by taking' a vote.

: The opm:on shall be recorded in the minutes; in addmon each Mcmber State shall have the'
-right to ask to have its posmon recorded in the mmutes ' :

The C ommission shall take the utmost account of the opinion dchvucd hv the commitiee. It
. shall mform the commlttee of the manner in whlch its opnmon hd\ bu..n takcn mto accounl

- 12



_Article 8
Evaluatlon

After the Fund has béen in operation for three years, and every five years thereafter,
the Commission shall send the European Parliament, the Council and the Economic and
Social Committee an independent evaluation report on the Fund s performance, tog,ether with
appropnate proposals if necessary

- Article 9
Financial report

No later than 30 April of each year an annual_repbrt drawn up by the Financial Committee
of the EIF shall be submitted to the Supervisory Board of the EIF for approval. In particular

it shall contain the accounts closed at the end of the preceding year and a list of the -

operations carried out by the Fund. The Commxssnon sha.ll for waxd the appmvud report to the
European Parliament and the Council. .

Done at Brussels, : ' - ' For the Council
' The President

13




_ FINANCIAL STATEMENT -

CTITLE OF OPERATION .~~~ .

European Guarantee Fund 1o promote cin_ema and  television production

'BUDGET HEAD ING INVOLVED

Sectron I (Commrssron) Part B (operatmg, appropnatlons)

CB3-2005 S

' LEGAL BAS]S _

To be constituted by the proposed Decrsron based on Arncle 130 of the EC Treaty

41

DESC RlP’TlON OF OPERATION
General objective

This initiative is in response o the call by the European Council and the Gommission -

for action to accompany measures to boost the European cinema and television industry.

¢ Besides the effort under way through the Media II programme (mainly- geared towards .

42

fraining, project development and distribution), the need has become apparent for an
instrument to make it easier for production companies to obtain funding from the banks. .

Period covered and arrangements for renewal or extension

.The gradual build-up of the Guarantee Fund to promote. cinema and televrsron productron o
will-allow the Community contributions to the Fund's capital to be spread over at least -

four years (1997-2000). Once it has reached .its planned size, the' Fund will be
self-financing. The Fund’s capital will also be open to non- (‘ommumty contributions

‘(public and private investors with an interest in the industry’s development) What forms o ,':

these take wrll have to be defined by the partles lnvolved

C LASSIFICATION OF EXPEND lTURE OR REVEN UE

‘Non compulsorv expendlture

Di'fferentiat‘ed apnropriat’ions

" Type.of re@renue involved” N/A .~ .- .

TYPE OF EXPENDITURE OR REVENUE

' The Commumty contrrbutron will take the form of a subscrlptlon ‘to the capltal of the .
-Guarantee Fund, an instrument” that will not have legal personality and whlch will be

_ administered under mandate by the European Investment Fund

~ The operatlon will not generate any revenue for the Commumty budget since the
.'premrums received and any ﬁnanc1a1 proceeds (mvestment of caprtal) will be added to
_the Fund’s capital.- - :
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7.1

7.2

FINANCIAL IMPACT

-Method of calculating cost of operation (link between unit costs and total cost).

" This proposal to establish a Guarantee Fund to promote cinema and television production

is compatible with the financial programming for the audiovisual sector (MEDIA II), for

- which the Commission proposed an overall allocation of ECU 400 million (1996-2000).

The proposed contribution to the Guarantee Fund’s capital would be deducted from the
programmed amount. To ensure the Fund’s VIablllty and financial credibility, the
Commission takes the view that it must attain a certain. minimum size in terms of capital.
The proposed contribution (ECU 90 million between 1996 and 2000) will meet this

. requirement.

" The (ommunity‘ contribution of' ECU 90 million will be made in at least four annual

payments, in line with the schedule below. The payments will be-made to the EIF, which
will administer the Fund. . .

Itemized breakdown

commitment appropriations (ecu mrllion)

1996 | 1997 | 1998 |. 1999 | 2000 | TOTAL
. | budget _ . ,
| Capital = p.m. 10 25 25 30 90
subscription A ' ' ' ,
Schedule . :
- commitment appropriations (ecu mitlion)
1996 | 1997 1998 1999 2000 TOTAL
, budget '
Commitments p.m. 10 25 25 30 90
Payments pm., | ‘10 25 | 25 30 90

FRAUD PREVENTION MEASURES; RESULTS OF MEASURES TAKEN

The EIF, having the appropriate expertise, will administer the guarantees and monitor
and evaluate the mechanism. In particular the EIF will be responsible for assessing
projects, ensuring compliance with the eligibility criteria and the financial soundness of

- the set-up. In the event of losses, it will carry out all | necessary investigations. Any fraud

“or false declaratlon discovered will constitute a breach of contract

The cooperation agreement to be concluded between the (ommumty and the EIF will
spell out the detailed arrangements for controls and will specrfy the mformatlon that has
to be supplied rei.,ularly to the Commission. :

The EIF’s activities under the mandate will also be subject to the same internal and
-external controls as its own activities. . :

‘An annual report drawn up by the EIF Financial Committee will be submitted to- the

. Supervisory Board of the EIF for approval by 30 April of each year. In particular the

report will contain the accounts closed at the end of the preceding year, as certified by
outside auditors, and a list of the operations carried out by the Fund. The Commission
will forward the approved report to Parliament and the Council.

15
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ELEMEN lS OF COST-FF FE(T[V ENESS ANA LYSIQ

Specrﬁc and quantrﬁable oblectrves target populatlon .

The specnfc objectlve 1s to make it easier for productron companies to obtain bank
funding. These companies have always had difficulty obtaining access to sources of
outside finance, especially to tie up the financing plan for their films. Being poorly
~ capitalized and ‘producing only intangibles, the industry 1s usually unable to offer the
securmes demanded by financial mstltutlons . '

The Guarantee Fund will cover up to’ 50% of loans and mdrvrdual credlts (shanng the

-~ risk equally with other financial institutions), so helping to ease the difficulties

“encountered by professronals in the industry. The EIF will also be asked to share the risk -
assocrated with mdrvrdua] pro;ects provrded they mcet the EIF s cnterra - -

_ The target population, in other words the direct béneficiaries of the F und s operations,_ -
will ‘be European production companies and distribution companies (in respect of
activities in direct support of production, such as the minimum guarantees: they give to
producers). For every. guarantee granted there will always be a guarantee and risk- sharmg .
_contract between the ﬁnancral institution concerned and the Guarantee F und

9. 2 Grounds for the operatron

) should be ﬁnancrally self-sufﬁment

The Commumty s aim is to.help strengthen the European audrovrsual mdustry This

. follows on from the ideas put forward in the White Paper on Growth, Competitiveness -

and Employment, the report by the Bangemann Group and the (Jreen Paper on strateg,y

. optlons to strengthen the. European cmema and televrsron prog,ram me mdustry

On 3-4 April 1994 the Council requested the Commrssnon to draw up a proposal for the
creation of a specific financial instrument to, complement the MEDIA I programme and

. stimulate investment in cinema and television production in Europe. The two successive
- MEDIA programmes did not involve any measures. aimed .at production companies.

However, it has become apparent that production companies are faced with- numerous
obstacles when seeking bank funding and. that national mechanisms offer only a partial
© answer: Commumty action appears especially appropriate since the Fund's selection
- criteria will make it -possible to. promote-the ﬁnancmg of works with major (European
and mtematronal) audience potentlal ‘ ' ~ ,

“The mechanisni chosen has the advantage that it wrll not drstort competition, since it wrll
' operate by the rules of the market (reducing risks and. payment of premiums). Once the
capital of the Fund is constituted; its operation will not require recurrent contributions
* from the Community budget. In addrtron sharing the risks with financial institutions will
‘make it possible to streamline the procedure for examining applications considerably and- ~
“ will ensure that the inistitutions refer. commercially viable projects to the Fund: The
‘mechanism also akes it possible to- take full advantag,e of the existence and expertlse
of the European Investment F und :

l

The proposed mechamsm will substantrally amphfy the ﬁnancral rmpact of the_ o

Commumty contribution, -as the guarantee given by the Fund will give production |
companies access to resources several times greater than the Fund’s own capltal (1mt1 ally .
constrtuted by the Cornmunrty s contnbutrons) :

. The main area of uncertamty hable to affect the specific performance of the Fund is the
level of the premiums which it charg,es (whrch will depend on the risk). The Fund- will
- therefore be authorized to vary its premlums subject to the general prrncrple that it

L
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10. -

Monitoring and evaluation of the operation

When the Fund has been in operation for three years, and every five years after that, the’
Commission will send Parliament, the Council and the Economic and Social Committee
an independent evaluation report on the Fund’s performance, together with appropriate
proposals if necessary. .

The effectiveness of the ‘operation will be measured by a range of indicators such as:

the Fund’s profit and loss account and 1ts general financial situation;

number of productions made with the Fund’s assistance, dlstm,g,wshm,g, between
assistance given to production companies and assistance given to dnstnbutmn'
companies that contribute towards financing produumn

number of production companies, distribution companies and fmanual institutions
that have made use of the instrument;

number and volume of investments generated and the breakdown between works for
the cinema and television;

the impact of the Fund’s activities on European productlon as a whole (in partlcular
the proportion of European production that has received assistance from the Fund).
etc.

ADMINISTRATIVE EXPENDITURE (part A of the budget)

The proposed scheme does not mvolve any increase in Commission staff or
administrative expenditure. The Guarantee Fund to promote cinema and television
production will be administered by the European Investment Fund, which will be paid
a commission on the outstanding amount of guarantees granted. as defined in the
cooperation agreement. -
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