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The filmindustry had reached the most
decisive and critical stage of its entire
history. The steep decline in cinema
admissions throughout the country de-
spite the increase in population, the sharp
drop in the number of cinemas operating

and the absence of Investment in the.

exhibition segment of the industry are
symptomatic of the crisis now faced by
.the industry. The return on investment
in the exhibition segment is poor to
the point of being almost non-existent
when ¢ompared to the level of returns
in most other fields of business, Un-
derstandably, Exhibitors are very wary of
making new investment, which is essen-
tial for the industry to servive and cater
adequately to the needs of the cinema
going public. Many Exhibitors have al-
ready gone out of business and many
more will have little choice but to opt out
of the cinema industry if relief is not
urgently provided.

The National film Corporation’s (NFC's)
viability as an institution is at all times
directly dependent onthe continued prof-
itability of the film industry as awhols u ..
the continued profitability of cinemas in
particular. Being a State monopoly, a
major responsibility does restonthe NFC
to ensure that cinemas continue to be
financially viable and capable of generat-
ing returns commensurate with the high
capital investment-and expenditure in-
cued in operating cinemas. The NFC
can best do that by making available
adequate supplies of films with good box
office’ appeal on terms that allow profit-
able 9perat|on

2
In 1978 the NFC, in keeping with the
Gg‘wernment's open economy policy, did

Ravi Prasad Herath.—_:

away with much of its monopoly status
operations but, in terms of the original
NFC Act, permitted exhibitors,. with the
written - authority of the Chairman, to
source their requirements of English
language films from members of the
Motion Picture Export Association of

America (MPEAA) {who make up the -

world's largest producer/distributor of
English language films) as well as from
other independent distributors. (The pro-
viso for exhibitors to import films with the
written permission of the Chairman was
an intergral part of the NFC Act No. 47 of
1971. Section 2 of the review deals more
fully with this point). Under the present
arrangements the contracts for-import of
films, including details of titles selected

are approved by the NFC, imported and

cleared by the NFC and viewed by the
Public Performance Board and a Certifi-
cate issued prior to exhibition.

With minimal investment on its part, the
NFC receives from release cinemas in
Colombo exhibiting English. Language
films a level of income by way of over
riding commission, film levy and special
levy which, in relative terms, is far more
than what the NFC gets from any other
individual cinema it services.

3

The NFC appears to have now come to
the conclusion that the panacea for its
huge and'annually increasing losses is to
arbitrarily revise terms and conditions
applicable to the importation and exhibi-
tion of English language films. The NFC
should rather examine critically and anew
those of its operational areas causing its
annual losses and introduce prudent fi-
nancial management. An examination of
the NFC's financial statements will reveal

the areas that demand immediate and’
priority attention.

The present policy of the Government
encourages private sector competition
with state institutions in numerous areas
of activity, howeverin-no.other area is the
private sector participant called upon to

" subsidise the losses, if any, incurred by

the state sector institution competing with
it. The Sri Lanka Transport Board (oper-
atingat a loss), Ceylon Shipping Corpo-
ration, Insurance Corporation of Ceylon,

- ‘State Pharmaceutical Corporation and

the many other state trading corporations
competing with the private sector within
the normal fiscal structure of the state do
not impose terms and conditions includ-
ing the payment of tariffs and levies as a
prerequisite to permit private sector par-
ticipation. The State sector in other
spheres does not attempt to coerce the
private sector into accepting a state
monopoly status by resorting to archaic
legislation - ananomolous situation which
runs counter to the accepted ‘open econ-
omy’ policies of the Government.

This review seeks to show why the
existing terms and conditions relating to
the importation and exhibition of English
language films should not be arbitrarily
vaired so that the Colombo release cine-
mas can operate viably. It will be evident
from the submissions contained in this
review that the NFC's decision to de- *
mand more and more from selected
‘exhibitors simply to recoup its avoidable
losses, regardless -of whether §uch /
demandscanbemet,isan unbusmessllke
and shortsighted tactic that really adds
up, in effect, to these exhibitors ‘subpidis-
ing inefficiency and even bad mapage-
ment at various levels of the NFE.L‘,i

4. C.

The film industry consists of three seg-
ments - the Producer, Distributor and the -
Exhibitor. The exhibitor (or cinema op-
erator) makes the largest investment in
the film industry and also helps generate
the highest employment in.the industry. -
Exhibitors are unquestionably the back-
bone of the industry. The 1985 Presiden-
tiat Committee of Inquiry into the film.
industry in SriLanka had thisto say onthe
jole of the exhibitor. “However, impor-
tant, production alone does not constitute
the whole of cinema. Without cinema
houses to screen them, films would be,

10
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meaningless as a mass art; hence the
well being and stability of the exhibi-
tion trade are also essential to the
continued existence of a cinematic
culture”. (Emphasis added).

The operafion of cinemas is repidly
ceasing to be viable for many reasons.
Among them are:-

* The exhibitors being deprived of any
alternate source of supply of films be-
cause the NFC State monopoly - is the
sole distributor of films in Sri Lanka.

* The wide ranging bureaucratic inter-
farence by the NFC, in the day to day
running of the cinema industry, including
unilateral, arbitrary and unjustified direc-
tives to continue to exhibit films for un-
economic periods.

* The paucity of fims with'good mass
appeal.

* The imposition of ‘ad hoc' levies on
admissions by a State monopoly, the
NFC, with the exhibitor being deprived of
their accepted share.

* The failure of the NFC to offer incen-
tives to cinemas which incur extra ex-
penses in offering their patrons better
amenities.

* The heavy capital outlay and funding
requirements for the replacement of plant,
equipment and improvements to patron
amenities.

* The escalating operational costs that
cannotbe recovered due to the decline in
income.

* The serious encroachment in recent
years by pirate video film libraries and
illegal video film cinemas (not subject to
any statutory controls) into the traditional,
legal and long established cinema mar-
ket.

* Competition for the leisure market
from television.

Another reason is the prevalent fiscal
policies which subject the film industry to
statutory levies such as entertainment
tax, turnover tax, income tax etc. While
competitors such as video librarles

and video cinemas, with com@ratively
negligible capital outlay, successfully
evade the payment of such statutory
levies, thereby enjoying a much higher
return on investment than the film exhibi-
tion industry. A major portion of cinema
admissions in the country is subject to
entertainment tax at 25% of the admis-
sion rate. The revenues in respect of
which turn over tax is payable by the
various segments of the industry is com-
puted on the box office collection. The
exhibitor pays turn over tax at the rate of
6% on the entire box office revenue; the
distributor and producer also pay 6% on
their share of the box office takings.

In 1986 the NFC introduced a new film
levy on admissions; this additional in-
come was supposedly to help the NFC
improve the supply of other language
films for exhibition and also financially
assist local film producers. Despite this
levy generating additional income of
approximately Rs. 8.541 M in 1987 and
Rs. 7.918Min 1988, the NFC's supply of
films had been woefully inadequate and
has seriously affected box office admis-
sions. On 22nd December 1989 the NFC
introduced a further hire charge of Rs.
2.00 term ‘special levy' which is referred
to in detail in Section 9 of this review.

* Cinema admissions in 1979, accord-
ingtothe NFC's own statistics, totalled 74
Million, by 1988 admissions had dropped
to less than 30 Million.

* The number of cinemas operating in
Sri Lanka in 1979 was 365, the number
operating today is approximately 250.

* The reveues from box office admission
tickets in 1988 covering 250 cinemas
Island-wide, and approximately 500 prints
released that year, was only about Rs.
150 M, oramonthly average of Rs. 50,000
per cinema, or Rs. 300,000 per print;
revenues from other activites related to
cinema operations was around Rs. 50M,
making a total revenue of Rs. 200M.

* A conservative estimate of the total
seating capacity of the 250 cinemas in
the country (on the assumption that a
cinema has 500 seats and operates two
shows a day on weekdays and 3 shows
on Saturdays and Sundays, and no shows
on Poya Days) is approximately 100 mil-

lion. The actual cinema admissions for
the whole of 1988 was less than 30 mil-
lion, which is a capacity utilisation of less
than 30%, or an average daily admission
rate of 96,000 islandwide compared with
Rupavahini's prime time viewing public of
over 3 million.

* The capital outlay in the industry at
present market values is estimated as
being in excess of Rs. 1,000M including
the investment in laboratories and work-
ing capital tied up in locally produced
films.

* The revenues when related to the
estimated capital outlay, reflect the pres-
ent state of the industry, a Rs. 1,000 M
outlay should generate a profit of at least
Rs. 2000M and netrevenues of Rs. 200M.

Despite repeated representations the
NFC is as yet not alive to or concerned
with the grave predicament of the film
industry particularly its exhibition segment.
In stark contrast to the Government's
policy of privatisation and increasing pri-
vate sector participation, the legally and
long established film industry in Sri
Lanka is perhaps the only private
sector industry that is subject to con-
trols in every aspect of its activities.
But the newly arrived, thriving but totally
illegal pirate video film industry is left
untouched, with the NFC making no ef-
fort whatsoever to exercise any control
over it.

The NFC's thoughtless insistence on
sourcing both English Language and ori-

.ental films mainly on a royalty basis with-

out considering the greater benefits of
sourcing Englishlanguage films on rental,
gives cause for much concern. The past
performance of the NFC's English lan-
guage films sourced on royalty basis (as
analysed in Appendix 1 of this review)
spotlights the losses incurred, and not
profits made, as claimed by the NFC. The
NFC's earnings on its films sourced on
Royalty basis is now even more dismal
than before because of the escalating
exchange parity rates, costs incurred on
attending film markets, enhanced public-
ity expenditure and poor box office re-
sults.
_ S

The advantages and benefits of dealing
with MPEAA member companies and
Conld on page 14
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—Contd. from page 1.1
“others who supply on rental terms can be
best seen from a comparisonof the two
methods widely used by the exisibitors
.worldwide to source films.

Royalty basis — This has certainly
proved most advantageous in the case of
orientalfilms, considering the muchlarger
market for these films in Sri Lanka, which

permits the investment made as a Roy- -

alty payment to be more than amply re-

couped.
L]

In the case of English language films,
the supplier of the film charges a royalty
which may vary from US$ 4,000 to .as
much as US$ 15,000 depending on the
area of distribution, the number of prints
{of the same film) to be released and, of
course, a film's box office potential. This
sum has to be paid in advance before the
print is supplied. In addition, the local
Importer has to meet print and publicity
costs, which would approximately be an
additional US$ 1,250. Having made all
these payments in advance the Importer
of English language films has to take a

gamble on the limited earnings from this

restricted market justifying the heavy fi-
‘nancial outlay already made. Further-
more, guaranteed English language box
_office winners cannot be obtained on a

royalty basis (for outright purchase) be-’

cause the cost of (or royalty on) such
films would invariably be beyond a Sri

Lanka exhibitor's capacity to pay and -

recover.

Rental basis - In this arrangement films
are supplied with all requirements of
publicity material, without the exhibitor
having to make payment ‘up front’. After
the film has been exhibited, the supplier
gets a share of the actual box office

collection (but after deduction of all local.

publicity costs, which are borne by the
supplier).

A comparison of these two alternatives,
Royalty vs Rental, spotlights the major
advantages of Rental over Royalty as a
basis for obtaining Englishlanguage films
for the Sri Lankan market.

* both the NFC and the local exhibitor
are automatically protected against seri-
ous financial loss should a film prove to
be a box office failure.

MEDIA I

* with royalty (or purchase price of a film)
having no L zaring on films supplied on
Rental, even the best (and otherwise
prohibitively e. pensive) Englishlanguage

films become available to.the film going

public in Sri Lanka.

* the funds that would be tied up as
royalty on films could be utilised more
profitably by the NFC, thus minimising
the cost of capital.

* the outflow of foreign exchange on
Rental films is much less than that on
Royalty films because of market size.

In evaluating the alternate options the
following should also be considered:-

* The investment involved including
foreign exchange component and other
costs (also in foreign exchange) in at-
tending international markets.

* The average earning potential of
English films in Sri Lanka based on past
performance.

* Expenditure such as turnover tax, cost
of capital, publicity and other establish-
ment and administrative costs.

*The extended credit facilities and inter-
est free loans that are made available
now by English language film suppliers
actually supplement the working capital
of the NFC.

In Table 1 of this review is a compu-
tation of the profitability based on the
royalty cost of films being US$ 4,000
each and the box office thkings being Rs.
400,000 a figure that is higher than the
industry norm. The revenues which should
correctly be termed distribution commis-
sion and the income on film levy - items
which the NFC would earn in any case
even when distributing films on rental -
have therefore been excluded from this
computation. The revenues on the spe-
cial levy have also not been taken into
consideration in view of what is stated in
Section 9 of this review. The perform-
ance in 1989 at Colombo release cine-

. mas of English language films on Rental

terms, the NFC achieved a positive con-
tribution unlike the negative contribution
it now incurs on the films it sources and
distributes.

The information contained in this Sec-
tion together with appendices |, Il and llI
clearly establish thatitis uneconomical to
procure English language films on royalty
terms. The NFC should also consider the
factthat MPEAA products account for the
most successful films; appendix IV of this
review sets out the box office hits, re-

leased in 1988 and 1989, indicating the -

distributors of each film. It is obvious that
the NFC should reconsider its revised
condition relating to the exhibition of NFC
fiims {referred to in Section 8 of this
review) so that the movie going public will
not be deprived of the best entertainment
fare that they have a right to expect, and
which they will certainly have from MPEAA
films. In the event the NFC persists in
procuring films on royalty basis from
sources other than MPEAA, such films

could be released and exhibited in cine-

mas that do not deal with compames
affiliated with MPEAA.
. 6

The NFC's present demand for a radical
upward revision of the terms and condi-
tions applicable to cinemas exhibiting
English language films is obviously the
result of a misconception that cinemas
releasing these films (and numbering just
9 out of approximately 250) generate
huge profits for their operators and that
therefore the NFC is entitled to a larger
share of this profit. In determining the
income’ earning potential of these cine-
mas the following should be considered.

* The average box office takings of an
air conditioned cinema in Colombo ex-
hibiting English language films is higher
than that from a cinema ‘in the other
category because of the enhanced ad-
mission rates applicable. The difference
in the monthly boxoffice takings between
an air conditioned cinema in Colombo
exhibiting English films and a non air
conditioned cinema -exhibiting oriental

films is approximately Rs. 70,000; but the

exhibitor is no better off as more than half
of this goes towards the film-hire and
turnover tax payable, while the balance
cannot fully meet the increased cost of
electricity in providing air conditioning.

* “Utility recovery charge” of an addi-
tional 50 cents is imposed at air condi-
tioned cinemas on balcony and rear stall
tickets, the electricity costs of an air
conditioned cinemais about Rs. 40,000 a
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‘month as against Rs. 5000 a month for a
non air conditioned cinema. Expressed
as a percentage, electricity for air condi-
tioning costs 700%more while the*utility
recovery charge” is only 50% more - Rs.
1.00 from non air conditioned cinema to
. Rs. 1.50 from an air conditioned cinema.

* The share of film levy on every ticket
accruing to an air conditioned cinema
releasing English language films is 20
cents - or in fact, 10 cents fess than on
each ticket sold in a non air conditioned
cinema exhibiting other films.

* The capital outlay on an air condi-
tioned cinema in Colombo exhibiting
English language films far exceeds that
ofanon air conditioned cinema in the city;
the percentage difference in cost outlay

betwesn the airconditioned and non air -

conditioned cinema is in the region of
200%.

* Maintenance costs for an air condi-
tioned cinema are inevitably much higher
than those for a non air conditioned cin-
ema. (For economic reasons one of the

original airconditioned cinemas in Colombo
out of the seven air conditioned cinemas
in t 2 country-all of which are located in
Coiombo opted to change its status to
non air conditioned and charge the lower
rates of admission).

* Because of location, local rates and
taxes on air conditioned cinemas are
considerably higher than those payable
on other cinemas.

* Higher insurance premia are also

" payable, as the cover required is on an

enhanced figure to take accountof higher
building values and equipment.

Today instead of more air conditioned
cinemas to take account of increased
population there are only six air condi-
tioned cinemas. If the cinema industry
fails to attract new investment for much
longer, there will soon be no air condi-
tioned cinemas left; almost all cinemas
airconditioning equipment is at least 30
years old today and most of them arewell
past their economic life span. The cost of
replacing air conditioning equipment for
each cinema is conservatively estimated
at Rs. 3M.

It is pertinent and relevant to take ac-
count of income lost due to under utilisa-
tion of capacity by cinemas being forced

«to exhibit a stock of vintage, and badly

scratched, films forthe Sth time, including
films with no box office potential, all be-
cause of the NFC's failure to ensure
adequate supplies of films. Atsuchtimes,
cancellation of shows due to lack of pa-
trons is not uncommon, Such losses in
the cinema Industry, due to under utllisa-
tion of capacity, can never be recouped
due to physical constraints, unlike losses
in other businesses. This predicament is
unique to the film industry; in other busi-
nesses it is possible to recoup losses in
income subsequently by working addi-
tional shifts, price hikes, promotions etc.

An examination of the income and ex-
penditure on operating cinemas releas-
ing English language films would reveal

. the level of returns on the investment at

present market values, and the contribu-
tion made by these cinemas to the in-
come of the NFC without any services
being provided by it. The decline in
addmissions has obviously affected not
only box office revenues but also reve-
nues from other related sources such as
refreshment bars and advertising which
contribute to the overall viability of cin-
ema operation.

In Table 4 of this review is an esti-
mate for operating an air conditioned
cinemain Colombo, a non air conditioned
cinema in Colombo and a non air condi-
tioned cinema in one of the principal
towns in the outstations. These estimates
are based on cinemas being operated
under normal conditions where admis-
sions are not affected by circumstances

beyond the control of the exhibitors, and
with an uninterrupted supply of films from
the NFC. The present return, from a
business point of view, is meagre and
positively inhibits further investment.

A conservative estimate of the capital
requirement for a new cinema requiring
100 perches in Colombo would be in
excess of Rs. 15M and a cinema in a
principal town in Sri Lanka in excess of
Rs. 8M. In the event of cinema is to have
air conditioned facilities and car parks,
theincremental capital requirementwould
be approximately Rs. 3M. If the area
occupied by cinema halls were to be

rented out for use as go downs the return
would definitely be much higher. The
disparities in income earning potential is
evidence if a comparison is made be-
tween the gross revenue of a cinema and
that of a grocery store operating in the
same locality.

In the light of what has been said, the
reasons for the reluctance of these al-
ready in the exhibition segment, as well
as entrepreneurs outside it, to invest in
the industry become evident. It is a tell-
ing commentary on the extentto which
the NFC has got its priorities wrong
that, 17 yeaars after the NFC Act
brought it into existence, the Corpora-
tion has failed to live Gp to one of the
Act's General Objectives (Clause 4 (d),
and has yet to establish a single cin-
ema of its own inslandwide.

For new investment in the exhibition
segment to be encouraged the following
deserve consideration.

* The removal of the totally anamolous
positon of having a State monopoly to
cater to the needs of the movie going
public as well as exhibitors.

* The return on capital must be com-
mensurate with.the investment involved.

* The income earning potential and
capacity of a cinema should be fully
exploited by the exhibition of films having
box office potential for optimum occu-
pancy to be achieved.

* Profits should be of a level to permit
provision for replacement and upgrading
equipment for improvement of amenities
of patrons, taking into consideration the
unfavourable slide in purchasing of the
Rupee.

* The return on capital should be suffi-
ciently attractive for funds to be chan-
nelled for further lateral investmentin the
exhibition segment of the industry.

* Restrictive trade practices, bureau-
craticcontrols and prohibitive tariffs should
be eliminated.

* Cognizance should be given to alter-
nate opportunities avaiable for untilising
existing resources invested in the exhibi-
tion segment.
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* Inaddition, and considering the perilous
state of the Film Industry the Government
shouldproviderreliefinthe formof changes
in its present Fiscal Policies applicable to
thé Cinema industry.

The NFC's trading activities can be
broadly categorised as follows:

* import and distribution of films.

* operation of a sound recording and
film processing studio.

* supply of materials and a_ccéssories
for the film industry.

The Import and distribution of films
(described by the NFC as-its ‘exposed
film activity’) can be classified as the:

* distribution of nationally produced films
on rental terms.

* Import and distribution of oriental films
procured on royalty basis.

" Import and distribution of western fllms
proctred on royalty basis.

* distribution of oriental films procured
on rental terms.

* distribution of western films procured
on rental terms.

. 7
In 1987 and 1988 the “exposed film
activity” of the NFC generated a profit of
Rs. 8,055,593 and Rs. 1,133,930 respec-
tively. The decline in profits in 1988 could
be attributed to increased expenditure
" (referred to later in this section) and to the
drastic drop in income of Rs. 2,145,080
(1987 - Rs. 6,494,120 and 1988 Rs.

4,349,040) from the importation and dis- '

tribution of oriental films procured on
royalty basis (procuring oriental films on

. royalty terms is more advantageous as

the market is very much larger, enabling
recovery of the investmentinvolved). This
opportunity loss was primarily due to the
NFC's inability to finance the import of an
adequate number of oriental films and
also because of its refusal in 1988 to
permit the private sector to supply films
on rental terms. Consequently, neither.
the industry nor the NFC could maximise
the opportunities available.

" kneeds to be stressed that exposed film

activity achieved:-

A. a positive contribution from the
importation and distribution of Western
films procured on rental terms.

B. a negative- contribution from the
importation of Western films procured on
royalty basis as stated in section 4 of this
review.

In respect of the other categories of its
principal activities, the NFC has incurred
huge and mounting losses. The opera-

- tion of its sound recording and film proc-

essing studio incurred a loss of Rs.
6,027,367 in 1987 and a loss of Rs.
7,078,588 in 1988. The fact that the

‘majority of local producers still choose to

have their films processed abroad is,
perhaps comment enough on the quality
of the service offered by the NFC. Losses
of Rs. 849,630in 1987 and Rs. 1,787,098
in 1988 were also incurred by the NFC in
supplying materials and accessories for

- the film industry.

The expenditure levels of the NEC for
the servicirg of 250 cinemas, local film
producers, local and foreign film suppli-
ers, the operation of sound recording and
film processing laboratory and the movie
going public, also deserve scrutiny. There
are many areas in which wasteful and

unproductive expenditure is incurred. in
the year 1988 the overheads amounted
to Rs. 30,886,273 as against Rs.
23,436,262 in 1987, an increase of Rs.
7,450,011. An organisation recording a
decline in income should endeavour to
contain expenditure lévels proportion-
ately.

The NFC believes that the easy way. to.
set off its annually increasing losses in
the other areas of its activities lies in_
demanding more and more from selected
exhibitors, regardiess of whether such
demands can be met instead of:

A. identifying without delay those areas
responsible for its losses.

B. exploiting commercial opportunities
and other obvious avenues available for
increasing revenue, including a regula-
tory control over the video market.

The NFC fails to realise that, consider-
ingthe nature and magnitude ofits losses,
it would be impossible to recoup such
losses from & sub activity such as the
distribution of Westerm films procured on
rental terms, which only- accounts for
approximately 20%.of the box office tak-. .
ings in the country and, in terms of num-
ber of prints released, for approxumately
25%. -

The objectives of the National Film
Corporation should therefore be:- -

* increase box office takings to a level

.Table 1

Estimated Proﬂtablllty on Importation And Exhibition of Engllsh Language Royalty
. ) Flims .o

Notes

1. The Distribution Comrmsslon Fiim Lavy and Spsdal Levy are excludsdin determining profits for reasons stated in Section

4 of this review. .

2. Tum over Tax Is computed at the rate of s% on the Fiim Hire Recelvable excluding Dlslribmlon Commission.
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* Explore possibilities of a joint venture
for the operation of the sound recording
and film processing laboratory to ensure
apositive rather than a negative contribu-
tion.

that would ensure that an average of Rs.
10,000 per year is earmed from each
theatre by way of distribution commis-
sion, film levy and the NFC's share of the
special levy. (income Rs. 30M) )
* * Contain overhead expenditure to a
level not exceeding Rs. 24M per annum
(excluding expenditure incurred on the
studio).

* Maximum opportunities in the importa-
tion and distribution of films to achieve a
contribution of Rs. 6M a year in exploiting
its oriental film obtained on Royalty. (This
contribution, excludes distribution com-
mission, film levy and the share of the
special levy the NFC gets in its capacity
as “distributor” butincludes the supplier’s
share of the special levy on these Royalty
films).

* Minimise losses on Bad Debts and
Stock Write Offs by introducing effective
and wide ranging internal controls and by
giving cash management priority atten-
tion.

* Achieve a profitability of Rs. 10M per

* Engage in other trading activities in - annym after providing assistagce of Rs.

competition with the private sector such  3m ner annum to th . vy
as theimport and distribution of raw films, try. P to the national film indus

cinemaarccarbons, projection and sound
equipment, spares, stationery etc to As stated above the NFC's largest po-
achieve a profitability of Rs. iIMayeat.  tential source ofincome (Rs. 30M} is from

Table 2
NFC English Language Film Grossings At Colombo Release Cinemas

Releaso Name of Theatre Perlod Gross NFC Share
Date Flim Screened Collection 50%
Rse.Cls Rs. Cts.
20.10.89 Whistle Blower Emplrg 2 weeks 41,143.25 20,571.62
06.10.89 Mona Lisa Ruby 2 weeks 45,450.00 22,725.00
13.10.89 Frenchmans Farm Rio 2 woeks 44,967.05 22,483.52
27.10.89 Goodbye Pork Pie . Rio 1 week 19,257.20 9,628.60
15.09.89 Bruco Lee the Lagend Rio 4 woeks 143,682.55 71.841.27
03.11.89 Robo Vampire Crown 5 woeks 104,206.60 52,103.30
19.11.89 Man of Fira Savoy 3 waeks 118.511.10 59,255.55
17.11.83 Gwendoline Rio 2 weeks 3183520 -i5917.60
22.12.89 Autumn Bells Savoy 5 days 16,793.55 - B8,306.77
29.12.80 Youth of a Genius Savoy 17 days 98,156.05 49,078.02
19.01.80 Doctor & The Devi! Empire 2 woeks 46,911.30 23,455.65
16.02.90 Creator Central 1 week 18,082.15 9,041.07
16.02.90 Shanghai Surprise Rio 1 week 27.781.60 13,890.80
02.03.90 Half Moon Street Liberty 3 waeks 106,623.60 53,461.80
02.03.90 A Woman for Al Men Rio 6 weeks 271,88505  135,942.52
23.03.90 Last oulpost Crown 5 days 4,802.35 2,40i.17
23.03.90 Wheels of Temror Savoy 3 weeks 102,075.00 51.037.50
30.03.90 Frankenstein's General Liberty 2 weeks 75,019.30 37,509.65
Hospital
30.03.80 Easy Wheels Central 3 waeks 94,848.00 47,424,00
30.03.90 Willio Nelfson’s 4th Ruby 2 cays 3,202.35 1,601.17
July Picnic
05.04.90 A Choice Line Majestic 3 wooks 146,897.85 73,448.67
Notes

1. The following films abtained Ly the NFC on Royalty terms have been banned by the Public Parformance Board (it is unclear
as to whether the costs incurred including duty, landing and clearing charges. Turn over Tax etc are recoverable from the

suppliers)

Crime Wave
Devils Paradise
Exscutionar's Song

Car Trouble
Mixed Bisod
* Showgun Assasin

2. AnEngfish language film that does not perform satisfactorily in Colombo (4 to 6 weeks) will not prove attractive to outstation
exhibitors, and its out of Colombo earning potential is consequently very limited.

3. ftis a’rule of thumb’ that total earnings on outstation screenings of films with good box office appeal are approximately
equivalent to the earnings on thase films in Colombo.

4. Tha NFC's eamings on film levy and special levy have not baen takan into consideration in view of what is stated in Section
4 of this review. The NFC's share of the gross takings, include its distribution commission which, in fact, should be discounted.

5. 1tis clear that tha HFC will incur huge losses on their films roleased in 1989 as not even royalty costs would have been
recouped from their share of the Colombo box office takings, as each film would have cost at least Rs. 125,000 (US$ 2,500
a print).

its distribution activity and this can be
achieved provided the NFC.

* distributes films having box office po-
tential.

* establishes realistic "holdovers” to
ensure that capacity of cinemas are
maximised.

* desists from issuing uniiateral, arbi-
trary and unjustified directives to con-
tinue exhibition of films for uneconomic
periods.

* revises annually its distribution flow
down so that cinemas having earning
potential (based on population, location
and merits of cinema) are given priority in
the exhibition of films.

* liaises closely with exhibitors exercis-
ing greater supervision and providing the
best mix of films for exhibition.

* standards of admission rates depend-
ing on type of cinema and location so that
realistic ‘ticket prices’ are effective.

* eliminates competition from illegal and
unlicensed video cinemas and video li-
braries.

* considers also distributing iilms on
fixed rental {to be decided on the box
office potential of each film) which will
help recover overheads on the NFC's
Operations, investigations and Financial
Divisions.

In Table 5 are the grossing of all
cinemas for the year 1988. It is evident
that the NFC is not even recouping the
cost of the services it provides the major-
ity of cinemas; the objective should be to
ensure a contribution in the form of ‘distri-
bution income’ (excluding exploitation
income) of an average of Rs. 10,000 from
each of the cinemas the NFC services.
The present contribution to the NFC by
each of the few cinemas releasing and
exhibiting English language films is in
excess of Rs. 25,000 per annum.

It is imperative that a commission be
appointed early to study the working of
the NFC at all levels and make rero:.-
mendations on how the NFC could be
operated profitably, without burdening
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pcntd. from page 17 )
‘the exhibitors and-the. movie going
“public more and more.-The NFC after

" all, is' one of the several state ‘owned

undertakings known ‘to ‘be running at a
_loss and cannotbe unaware of His Excel-
lency President Premadasa’s ultimatum
‘early last year to all Government Corpo-
rations that they make themselves finan-
“cially viable. It-is unrmagrnable that the
Presidential directive calling for financial
viability via efficient management could,
infact, be used by the NFC as the osten-
sible imprimatur for its blatant attempt at
‘extortion, to cover up plain bad manage-
ment of its own affairs. :
8 .

' The NFC's statéd reason for changing
its terms and conditions is because of
“changing circumstances and the finan-
cial plight of the Corporation” Although
exhibitors have sought for long to focus
onthe flnancral plight of the Corporation,

the NFC has used this point ostensibly to
justrfy demands that are clearly unjustifi-
able while at the same time dismissing

I
!

 references 1o its bad fi nancial manage-

‘ment as “hair splrttlng arguments”. The

revised terms demanded by the NFC for.

g anting approval to exhibitors for sour-

» cing their requirements ‘of English lan-

guage films are;

"1, Aminimum eemnrissron of 1 0% from
the opening day of each film,

.2.No payment ofcommrssron by NFC: to
the Agentsin respect of outstatron screen-
ings.of Agents’ Films. o

"'3. The Main Rélease ‘Stations snould
screen alternaxely KRS fllms and NFC
films.

’ ¥ - co e
. 4. Duty surcharges, clearing charges on

. each of the films, and accessories sup-

plied under these contracts to be borne
entirely by the Exhibitor, , ; . -
-5. The respective_clauses in the Agree-
ment with regard to the custody.and dis-
tribution of films tobe amended by substr-
tuting “NFC", for “Exhrbrtor" >

‘(;v"> 4- ‘ . .: 7‘ . T ' : T“

The observations on the NEC! skrewsed
terms and conditons are:-. '
e B
+1. The over-riding commission-accruing
to the NFC.(from. 5% now when the film

MEDIA I

Note Box to date up to Dec 3, 1989

NO!GS

Table.3
Box Office Hits 1988 - 1989
Top Ten Films — 1988
_ United Klngdom - * United States Of America
Rank Film ) Distributor Origin . Fllm Distributor Origin
1, Fatal Attraction A (uiP) us Rain Main . {(MGMUA) uUs
2. Crocodile Dundee (UIP) Aus Who Framed {Buena Vista) us

. . Roger Rabbit
-3. Tivee MenandaBaby  (Touchstone/ ' .

* ) ~ Wamer) us Coming to America  {Paramount) us
4 AFish Called Wanda* * (Ul) UK Big (20th Fox) us
5. Coming to America * (un us © Twins {Universal) us.
6. Good Morning Vietnam  (Touchstone/ Crocodile '

Warner) us Dundee (Paramount) Aus
7. The Last Emperor . {Col/Tri Star) UK Die Hard (20th Fox) us
8. The Jungle Book (Disney/Warner) us Cocktall (Buena Vista us
9. Buster * (Vestron) UK - The NakedGun _  (Paramount) us
10. Beetlejuice (Warner) us Beatlejuice {(Wamer) . . US
) @ 1989 Entertainment Data, Inc e
Top Ten Flims — 1989
1. Batman (Wamer)' us _Indiana Jones (UIP) us
" And the Last . .
f . Crusade
2. Indiana Jones And ’ . .
 Last Crusade (Paramount) us Who Framed Roger  (TouchstorvWamer) US
3. Lethal Weapon Il (Wamer) us Batman Warner) us
4. Honey | Shrunk The Kids  Buena Vista us Rain Man ulp us
5. Ghostbusters Il (Columbia) us The Naked Gun UIP us
6. Look Whose Talking (Tri Star) us Licence to Kill (UIP) US/UK
7. Parenthood Universal us Lethal Weapon I! Warner: us
8. Doad Poots Soclety ' (Buena \flsta) us Twins up us
9. When Harry Met Sally (Columbia) us Dead Poets (Touchstone/
. . Society . Warner) us
10. Turner and Hoocj . (Buena Vista) us Cocktail ~ Touchstone/ -

Warner . -USs

1. “Denotes independent distributors who are not members of the MPEAA ) .
' 2 The above information has been extracted from Screen Intmational Magazine Issue of January 6th 1990

hire payable to the supplieris 40%to 10%
from the opening day) on the Colombo
release screenings will, inabsolute terms,
be approximately 200% more (not 100%)
than what accrues to it under the present
arrangements

2. In their capacity as local agents,
exhibitors are entitled to a commission,
the quantum having been agreed on after
a three way discussion involving the
exhibitor, supplier and the NFC. In the
event the NFC is unwilling to collect and
pay the commission due to the agents, it
could consider:-

A. paying the principals who in turn will

“settle with the agents, or

B. stop distributing such films to the
outstatlon cinemas.

T

" The combmed agency commission that ,

accrues to the local agents of MPEAA ie.
Ceylon Theatres and Liberty Cinemas’
Limited on the exhibition of MPEAA flims

in cinemas other than from Colombo re-
lease cinemas is only in the region of Rs.
600,000 annually. Payment of agency
commission is an accepted business
practice and is also declared for tax pur-
poses. "

- 3. The discretion to exhibit films should

lie with the exhibitors- who from experi-
ence are the best judges of the product
they can market. The comments made in

" the last paragraph of Section 4 of this

review should also be considered.

“" 4. Having originally got Exhibitors to

agree to a 5% commission to cover its
expenses cn Customs Duty and clear-
ance charges on English language films,
the' NFC now demands an increased
commission of 10% while at the, same
time refusing to handle the very tasks for
which_the commission was agreed.on
rmtrally -The overall commission of 5% the
NFC receives. at: present on ‘films - re-
‘leased isin excess of the overall customs

28
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‘duty.and clearing charges that the NFC
incurs onthese films.™ Table 7 of this
review lists the MPEAA films released in
1988 mdrcatung againsteachfilmthe over-
ndmg commission of 5% received by the
NFC. A scrutiny of customs duty and
clearing charges incurred by the NFC will
reveal the unnecessary costs incurred by
way of demurrage and transport

5. The existing contracts clearly stipu-
Iate that any . amendment must be by
mutual agreement .hence the NFC's at-
tempts to arbrtranly and unrlaterally vary
the terms and conditions is a clear viola-
tion. The MPEAA have indicated that
such vanatlon would be unacceptable to
them. S

It is unfortunate that the NFC only
stresses “on . its income on overriding
commission while choosmg not to men-
tion its substantial income (for no serv-
rces) from the other’ components of the
“ticket pnce

Underthe presentarrangements the NFC
gets:- ]

A. 53% ofthe film levy from the very first
day of exhibition with the exhibitor receiv-
ing 27% and the supplier of the film 20%.

B. 5% over-riding. commission on the
box office takings dependant on whether
afilmis classmed asa specral ora‘“non-
special” wrth 80% of the films falling into
the “non-special” category

_(The:NFG receives the 5% overrid- .

ing commission on non specials’ ‘from the
2nd week onwards. On, specials the-
exhibitor pays film hire to the supplier for
the first t-vo or three weeks at percent-
ages varying from 70% to 50%, based on
a film's cost of productlon and box office
potential, thereafter the share payable is

40% with the NFC receiving an over-
ndmg commrssron of 5% forthe restofthe
film’s run).

C. Of the special levy.of Rs. 2.00 the

NFC gets Rs. 1.55 with the. exhibitor

receiving 45 cents. The comments made
in Sectton 9 of this rewew elaborate fur-
ther. o

Comparative charts in appendices VI!

and VII (based on the capacity of the

Regal Cinema Colombo) illustrate the
division of bax office takings including the
Utility Recovery Charge, Film Levy and
Special Levy when the film hire payable
to the supplier is 60%, 50% and 40% in
the following scenarios.

A. Present terms {but before Special
Levy imposed)

B. Following the introduction of the
Special Levy;

- (I) under the present terms;

tll) increasing the over-riding commis-
sion to 10% from the opening day:

(1) with the NFC appropriating the
suppliers’ share of the special levy.

It must be emphasised that as film hire
payable to the supplier on “specials” is at
times also 70% and 65% on the first one,
two or three weeks, and Turnover Tax at

TSR [ED!A D

6% is on the gross receipts, the share
accruing to the exhibitor will be very
much less than the percentages
-indicated in these charts. It is clear that
the share already accruing to the NFC
with minimal investment and services on
its part, is more than adequate and the
NFC has no grounds to make. further
demands.

The revenue from a film (“ticket price”) is
shared among the exhibitor, distributor
and supplier/producer on a predetermined
percentage basis (excluding entertain-
ment tax). This is the most equitable
basis and is accepted international prac-
tice in Sri'Lanka, however, the “ticket
price” consists of four components -
Admission Rate, Utility . Recovery
Charge, Film Levy and Special Levy -
where the percentage share accruing to
the three segments vary depending on
each component ofihe overall ticket price.
This deviation from the usual practice
makes the sharing inequitable. The two

Table 4 Estimated Annual Income & Expenditure By Type Of Cinema
Particulars Alrcondition Non Air Con- Non Alr Conditioned
Colombo tioned Colomb (o {
Rs. ‘Rs. " Rs.
Box Office Receipts 2,400,000 1,800,000 1,200,000
Utility Charges 420,000 - 340,000 260,000
Film Levy 300,000 . 260,000 240,000
Income 3,120,000 2,400,000 1,700,000
. Film Hire 1,200,000 990,000 624,000
Film Levy 210,000 143,000 132,000
Overheads 240,000 . 240,000 120,000
Salaries and Wages 450,000 300,000 200,000
Bonus 37,000 T 25,000 17,000
Overtime 60,000 40,000 30,000
EPF 54,000 36,000 24,000
Trust Fund 13,500 4 9,000 6,000
Gratuity 18,750 12,500 8,500
Electricity 480,000 . 75,000 55,000
Repairs and Maintenance _ . 150,000 100,000 60,000
Repairs and Maintenance Air Con 60,000 0 0
Printing and Stafionery 24,000 18.000 12,000
Operating Room Expenses 60,000 50,000 40,000
Postage and Telegram 2,400 - 2,400 2,400
Travelling and Transport 12,000 12,000 18,000
Telephone 18,000 12,000 ' 12,000
Turnover Tax 187,200 144,000 102,000
Rates and Taxes 125,000 55,000 , 15,000
*Depreciation " 200,000 ' 150,000 100,000
Insurance 24,000 16,000 14,000
Licence 2,500 2,500 1,000
General Expenses 12,000 12,000 . 1,000
Security Fees 60,000 30,000 20,000
Expenditure ) 3,736,350 2,492,400 1,625,900
A Contribution of Film Exhibition 616,350 * 92,400 74,100
Refreshment and Bar Profits 350,000 250,000 120,000
Siide and Filmlets Income 50,000 50,000 24,000
Other Income 20,000 15,000 15,000
Profit/ (Loss) (196,350) 222,600 233,100

Notes_ _

* 1. The annual depreciation charge would be much higher for new cinernas .

i 2. The special layy has not been taken into consideration in view of the dispute with suppﬁers._

1

Econ_omlc Review May/June 1991

v

29




m MEDIA _

Table5 components of the ‘ticket price’ which’
Rirk Theatro | Town Cofloction  Rank Theatro -+ Town :m.mu have beenintroduced ad hoc by the NFC,
o PR o ehain v . and which are also shared contrary to
P R 747.889 62 low rwa . Kakdara - 778 . . .
8. Poc | Gasar . - Tieso” 66 Gemuw Watida. . 714168 accepted international practice, are the
65  Regal Aml 709,509 . 68 Contral Matale 703,292 X N
¥ . NewTrvol  NEa.. 702908 8 - Swwed Qe - 70002 Film levy and the Special levy.
€9  NewCinema Matara 688,308 70  Vijandra Apura 681,165
71 - ‘Terzan - . Kagalle ' - 675,328 72 NILT, . Avissawella 666,932
73 Quinlon 'N.lb,;egodav 658,198 .74 Broadway g::n'?bo g‘ﬁg . - 150
L v S L el 4 The utility recovery charge of Rs. 1.
] ) New Clnema. * Knegala , 606884 faat ; i ;
NS %ﬁ;ﬁ,“ %‘ﬁ § E;E,m m’:",“ v;‘;“m sszan onadmissions to air conditioned cinemas
G Goded Py swrer % Newhom  Kiawes 500140 and Rs. 1.00 on admissions to non air
% W _saba . oo % M Nepompo  sarsm conditioned cinemas was imposed in mid
89  Windsor - Jaiina 540,482 90  Mipura Iogombo 21'720- X -
B W . ekmoin Sasn % N Ko ama 1982 and early 1983 with the benefit
. Wiy Keames® gﬁzl = ASC  Epn e accruing to the exhibitor to offset escalat-
@ e Chimw 47z'7§£" 2, Efm"’ daa :;;23;2 ing utility costs, particularly the increased
' 455, 104 3 Ampara .. ! T 'Y
0 e é'm‘?ﬁ'i - 33:333 1 PM%:_;'M ' Kiyapllya 477395 cost of electricity. The local authorities,
- Kni s g " ) o . -
05 Dranarn Koowmya - ' 430482 110 Aska " Horana 433283 recognising the predicament of the ex-
111 . Rogal ' " Diyatalawa 422,569 112 Sagara Chilaw 417,434 ., X h
13 Gaminl . - Midgema wssts . 14 Nama Jasla 309,688 hibitor, exempted this charge from the
115 " Samodaya ' Mawatagama 118 Wijtha- Hatton 383,852 ; 5 ) .
W e @3 1e L Vagogoda 3o payment of -entertainment tax (interna-
2, N Dwewa . Taw (2 Gwmo o Kawes  wo%0 ional practi ts that, by mutual
B N Cat v 12 G Weigra - otz tional practice accepts f, y oy
Sanaya nu: AR 2
{27 Gamonda Pelmodia - 350950 S Arada | Ganpon %0 agreement, the entirety o a'partlcu'ar
W aadnd - Npwal s = R Siais charge of component of the ticket price
185 Chya. . Newwwla %63 1 SiMaa G S0 may accrue to only one segment to meet
5 St s :%‘3% : EE Polan . Warskapot; 3}?1%1 a specific cost borne agjdlt‘longl'ly by_ thgt
o Newl o dewe o msoi  ia NowVia  Ersilye 7o segment alone). The equitability of this
’ : ° ‘ €1 '+ N ops
i Mameh s 'ﬁggg' 18- sy | b = arrangement (in respect of the Ultility
Kochehi . 0 ama . L " .
G600 Ve Vol BSA0 . 1% - Newlwad Megeme . 2500 Charge to meet the exhibitors’ increased
.183 LS. “ Uragasmanhandiya 281,574 © 154  Sandalanka Sandalankawa . 280,775 . o
N ey s 1 i o~ i cost of electricity) has now been nullified
1 LLT. : - Padul .. $ ’ ;
Samga maiasury Dhanasi Warskepola 257,289 : P
. Hassra sty %Eg EE - m,,ﬂ Ve e b)'/vthelntr_oductlon ofthhe fSﬁelcgl L.evy,as
165 ' Veoms . - Mowmels 77084 168 ameedya  Manwanun  2e5das will be evident from the following:-
167 H. A. Cinema ‘Dickwala 233,530 168 Theranga M wangoda - 232,989 9
| e, amws omusoem . gawe g . . |
73 | Pama  Ramiams  2S06° < 17e Sm Macevachc, *210507 The film levy of Rs. 1.00 imposed on a
- A7 Newcrani Weimada ﬁ:;zz' 7 mma"“” Doys - 2752 admissions with effectfrom October 1986
1B W Waswa Eggé;g E;:i Roba - Dy 100 does not attract entertainment tax on
" 183" Hatsonandra Kindvs. @%‘3337 s afn'f' Gomw imisis admissions to nationally produced films,
fl 176, lasan 3
Y Gomn - :,m o 1 i s Avedamods’ 16833 whilst on admissions to imported fims
05 W Dol . 15069 194 Champha  Pliga 158601 25% entertainment tax is payable, thus
195 Samanala Kurywita 158,399 . 196  Rogina Walsmulla 157,629
167  Suaha  Maho 151772 fe8 | fwrest  Fuwanwola 140749 reducing the film levy on this category of
Sty Gabm S0 % mew a2 films to 75 cents. The filfh levy is shared
' _g; Dang” e ,g'ﬁ,g m Samem e :2;,32 iims to 75 cents. The film levy
, gg? % iw« :24§;7A 208 Vasanthi Vivuniya 124,565 as follows:- (See Tab|66)
209  Saratha Galgamuwa 121,614 . 210 Vilasini 118,008
211 Suranganie  Kochchikade 116.;':’? g:s m:’nl Vavuniya :(13?;: - ] . . .

. 213 heam . Aqikospelssea 133233. Zo v e ioomo The Special Levy of Rs. 2.00 introduced
e S Do Mg sosw in'December 1989 by the NFC gave the
I B T R exhibitor 45 cents, the balance Rs. 1.55
% i . P - Tss zm S  Mombartota 77,698 belngpayabletothe NFC, Rs. 1.15 of this

G heoma o Kewe' | Tiw . 22 Nt 75815 Rs. 1.55 d on'to the local pro-

= mm&ﬁ"mm il Fir i o orii .7 S. is passed o p

‘ = tom Semaotus 90208 27 Uoed . Autagona - 8079 ducer, and 40 cents is retained by the
237 Lekshml . i L

RIS sovie-l v LR > S o Soie NFC. The NFC have advised exhibitors
1 . h . s .
" - \ ... 24 Devendra  Chavakachcheri 59,468 N
' '§§ Wotigton .w . ?Zo% . 54‘3 “Sthuries  Bacake o 7 that th|§ IeYy dpeg r']ot attract entertain
o K Ammae G, 2% Men e s ‘ment tax, but exhibitors have yet to re-

‘ o daww Tiondes ko3 i Nawn  Ouwaan 1M céive ‘confirmation from the"respective

37 Cowwm Koo 408 .58 lawa  Wedlwa 35604 local authorities.

259 - Paufine . . Pesatal 34,410, 260  Asira | Katunayake- 34,200 )

25  Parechattil” Kinochei mao . . Swwbe Kl 1070 This hire charge of Rs: 2.00 s applied to’
" Batticaloa X o 268  Kamal . s . . . =z Ly g

UG e Raemaw 1703 270 . s Ketnaysko | 17,000 alladmissions irrespective of the existing

-  Vchankelady ¢ ‘Wasana y gl » Coe "' 3 M ‘ .

D 1205 Zr4 . kumamn  Mamar 12679 “ticket price” to the various classes orhalf
275 Rajanayaki '}y K K.S, 12167, - 7 278 Neliady 10,760 R TR o
s 8809 I Wasky Manipay’ et raté and"service tickets. The cinema-
279  Yoganayakl V. V.Thuml 8385 . - .280- - Nahame. Mannar 5699 e ' > )
2 hEs ven el oo ey o goer therefore.is, in fact making an addi-
2. QUi Menn 1385 208 By Vo tional contribution to the NFC's coffers
ot Grossings T mermensa — withédtv?géeiving any additional benefits.

BT . = ‘Had-the normal admission' rate’ been,
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' Table 6

! B . .Cts
Natlonauy Produced Films 30
Importad English Language Rental, Fllms .
- Release Cinemas ~ © 20
_ - Other Cinemas - 30
) !mported Oriental Fitms 30

cents in terms of their discussions with the NFC.

v

suppliers’ share also accrues to the NFC.

. Exhibitor Distributor

Cts

10

40
45
45

qupller

Producer

Cts .

60

15

o

[

Entertain
ment
Tax

Cts

nil
.25

25
25

** Although this Ievy was introduced in October 19886, the basis of sharing has yet to be agreed
upon, the NFC has offered only 10 cents of the levy whereas the supplier has insisted on 15

o The NFC being the sole lmporter of Tamil Ianguage films purchased on royalty basis, the

‘."I'able 7

Title " Clnema ° ) Supptier
Staying Alive .~ Liberty PAR -
Woman In Red Regal FOX
Butterfly Revolution Central CPL
Raw Deal tiberty - CcPL
Young Lady Chatterly ! Central CPL
Fire Walker Majestic CPL
Hercules . Empire CPL
Remo - Regal” ! FOX'
Fx Murder By Elution Majestic - FOX
Club Paradise . Liberty ’ ws
Two of A Kind - Regal FOX
Viiolent Syeet Empire UA
Hard Knocks - Empire : STR -
Murphy's Romance Empire . CcoL
White Roses For My : _
Coloured Sister * Regal STR
Girls For Rentq . ' Central SJ
Out of Africa . Liberty - UNIVERSAL
The lce Pirates - Empire - MGM
Moving Violations Regal FOX
Give My Regards To . : .

. Broad Street : Majestic FOX
Jagged Edge Regal - COoL

- Burglar Liberty ws
Platoon Majestic FOX
Stuck on You ~  Empire DGT
“Black Cauldran Empire wB
Bruster Millions . Libeny UNIVERSAL
Live And Die Inta Majestic V7.
Living Daylights Regal UA
Pickup Artist . - Regal L FOX
Police Academy Liberty i wB
Jim Kata Empire ° - "MGM
Baverly Hills Cop Ii Liberty ' " PAR
Ralsing Arizona Empire FOX
Girl From India Empire DGT
Heartbreak Ridge Central wJjo
Exorcist Central ws
Witness Liberty ) PAR
Quick Silver . Empire coL
‘The Crazy Jungle
Adventure Empire cLP
Extreme Close Up Empire . STA
Fantasia ¢« Majestic we’
Deolta Force Liberty + CPL
Friday The 13th Part I{ Central PAR
Karate Kid Two Majestic COoL

~ Bad Medicine Empire - FOX' *

Best Defence Central ’ PAR

Releaso
Date

01.01.88
01.01.88
01.13.89
01.13.89
01.15.88
01.15.88
01.15.88
01.22.88
01.27.89

01.29.88 -

02.05.89
02.05.88
02.10.89
02.12.88

02.12.88
02.17.89
02.19.88
02,19.88
02.19.88

2

02.24.89
02.24.89
02.24.89
02,24.89
02.26.88
03.03.89
03.04.88
03.04.88
03.10.89

. 03.11.88

03.11.88
03.17.89
03.17.89
03.24.89
03.31.89
04.01.88
04.02.88
04.02.88

04.07.89
04.08.88
04.15.88
04.15.88
'04.21.89
04.22.88
04.28.89
04.29.88

Box Oftfice

Gross

172,162

126,479

90,715
332741
659,022
281,828
102,565

¢ 78927
177692
13,007

37,300 -

9,804
48,824
17,517

20,658
236,086
114,508
16,656
47.736

63,619
33,874
849.879
112,526
30,,091
67,772
323,384
527,266
28,413
141709
83,199
. 209,663
14363
51611
87.834
134,787
676,571
20,570

53,436
139,408
41,935
894,100
23,257
177,051
34,344
15,617

Overrld'lng_Commlssiori To NFC On English Language Films - 1988 & 1989

NFC
Commisson
5%

3,579
© 3,984
2,439
8,995
28,152
6,287
1,241
1,716
- 3,321
- 6,501
1,865

0
964

[

"0
8,913
2127

1254

1,605

3,1009
3,181
631
1,352
11,846
10,303

1,885
2423 -
5.12

1,227
2,436
6,739
2,074

1,074
4,506
0
38,340 -
0

3728
483

increased by Rs.: 2 00 on which Enter-
tainment Tax of 25% (or 50 cents) would
have been payable the exhibitor's share
would have been 75 cents, the balance
75 cents being shdred by the supplier and
the-NFC. The basis of sharing the Rs.
1.55 payable to the NFC by exhibitors on
admissions to other language films pro-

- cured by the NFC on rental terms was

not agreed upori at the time fo the impo-
sition of this new hire charge. Agents
represent_mg suppliers of films on rental
terms and suppliers have protested and
made submissions with regard to the
apportionment of this special levy.

The overall basis of dividing the various
components of the “ticket price” when

~ film hire to the supplier is 60%, 50% and

40% of the admission rate is illustrated in
Table 8 ‘and Table 9the basis of sharing
the Utility Recovery  charge, Film Levy
and Special Levy is as stated eartier in
this section. The observations on these
append|ces are as follows -

1. Prior to the imposition of the special
levy the exhibitors’ share of the “ticket
price’ when the ﬂlm hire payable to sup-
pherwas 60%,50% and40% was 47.10%,
54.98% and 58.94% respectively.

2. The NFC's share of the. “ticket price”
prior to the impositon of the special levy
was .4.04% when the film hire to'the
supplier was 60% and 50% and 7.98%
when the film hire payable to the supplier

-was 40%:

-8 Consequent to the introduction of the
special levy the share accruing to the
exhibitor when the film hire payable to the
supplier is 60%, 50%, and 40% declined
to 42.96%, 49.53% and 52.82% respec—

- tively.

4.The share accruing to, the NFC
following . infroduction of the
special levy mcreased from, 4.04% when
the film hire payable to the suppliers is
60% and 50% to 6.71% (over 66.09%)
and when the film hire payable to the
supplier is 40% it increased from 7.98%
to 10.00% (over 25.31%)

5. In terms of the proposed increase in
the over-riding commission the exhib-
ifors’” share of the"ticket price” when the
film hire payable to supplier is 60%, 50%.
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‘and 40%- drops drastically to 36.40%,
42:97% and 49.54%; when turnover tax
is also taken into consideration the'share
accruing to the exhibitor is only 30.40%,
36.87% and 43.54%. The NFC's share
.under the proposed arrangements. fur-
ther increases to a constant 13. 28%

'6.-The NFC s attempts to increase its

share from:4.04% and 7 98% to a con-

stant 13.28%. an increase of approxi-

mately 228% and 66% without any input -

onits part (the exhibitor now being called
upon tobear customs duty and clearance
charges) will be acnpphng blow to exhib-
itors and will prove counter - productive,
in that the cinemas which have been the
NFC'’s major sources of revenue will opt

out of the industry in favour of other : .

business avenues offering a more realis-
tic return on capital investment

7 The lnequnabtllty ‘and unfalmess of‘
theNFC's attemptto appropriate for iteself.

the percentage of the “special Ievx ‘which
is rightfully due to the suppliers is evident

from the fact that 22.94% of the “ticket

price” accrues to the NFC {without any
investment on its part) leaving. only
40.66%, 34.09% and 27.52% for the
supplier of the film when film hire payable
is 60%, 50% and 40% respectively.

8. The disparity of the division is further
amplified if half rate and service tickets
" are taken into consideration. In Table 9 .
"where,  for purposes of illustration of
this dtspanty, the capacity is computed
at half rates and the division applied, the
unfairness is crystal clear. A norm can be
struck by considering 10% of the admis-

sions at-half rate” ticket prices and the

“balance at “full rate”. .-

At the risk of being repetitive it must be

reiterated that the contribution (in excess

of Rs: 25,000 per month) to the NFC by
cinemas releasing English language films
in Colombo is, in. relative terms, much
higher than the contribution of any other
individual cinema in the rest of the coun-
try. This contribution is without the provi-
sion of any service by the NFC unlike in
the case of other cinemas. The NFC'’s

own statistics onits income from Distribu- -

tion, Commission, Film Levy and Special
Levy will estabhsh the veracity -of this
.assertion. :

o —r
= | j;;;% B -

58.94% [N
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The NFC'’s allusion to “the plight of the
Corporation” is admission enough that
the NFC is a continuing and annually
increasing burden on the public purse.
While cinema exhibitors and the NFC are
agreed onthat, where they clearly differis
on how to resolve the problem of the
NFC's rising and recurring losses.

it is the exhibitor's considered view that
no useful purpose will be served, even in
the shortterm, by the NFC attempting, as
it were, to sweep its losses under the
carpet and maintain a facade of exem-
plary management simply by tightening
its stranglehold on a cinema industry that
is already financially battered.

The NFC must examine critically and
anew those of its operational areas caus-
ing its massive annual losses and en-
deavour to put its house in order without
delay. There can be no substitute for
prudent financial management in all
spheres of human activity, even organ-
ised charities, when run properly and
well, are invariably managed like a busi-
ness venture.

The NFC's decision to vary terms and
conditions only for 9 of the approximately
250 cinemas in the Island, with all other
cinemas continuing with unaltered termg
other than of course the film levy and the
special levy (both of which were appli-
cable to all cinemas), confirms that they
are under a mistaken impression. Had
the NFC responded to the exhibitors’

offers to provide it with complete details

on the operation of cinemas, the NFC
would not have sought any variation in
the existing arrangements.

The principal causes of the present
shortage of films which has deprived the
movie going public of the entertainment it
has a right to expect are:-

A. The NFC's non payment of long out-
standing dues to the MPEAA member
companies, resulting understandably in
the MPEAA stopping further shipment of
films on contracts already approved by
the NFC. '

B. The arbitrary introduction of the spe-
cial levy by the NFC and its unilateral
‘variation of terms and conditions, which
.prompted MPEAA member Companies

to directthat their films notbe released for
screening.

C. The NFC's failure to approve four
contracts for 1989 covering 33 films
concluded with Columbia Pictures Indus-
tries Incorporated, MGM/UA Communi-
cations Company, Universal International
Films Incorporated and Paramount Pic-
tures Corporation although contracts
covering 42 films from 20th Century Fox
International Corporation, Buena Vista
International, Orion Pictures Corporation
and Wamner Brothers International for the
same period were earlier approved by
the NFC.

Although the NFC has announced that
the import of English language films has
been liberalised no private sector exhib-
itor has yet imported any films on the
NVC's revised terms and conditions; put
simply, the importation of films on the
new terms is no longer a business propo-
sition. When other state sector monopo-
lies were liberalised the private sector
was quick to move in and seize all avail-
able opportunities because the liberali-
sation was not accompanied by restric-
tive and/or prohibitive terms and condi-
tions, as the cinema Industry is faced with
today.

The NFC's proposal to revise terms and
conditions for 9@ Colombo cinemas, com-
ing on top of the Special Levy of Rs. 2.00
imposed by the NFC as recently as
December 1989, which adversely affected
the exhibitors’ share of income, will make
operation of these cinemas unviable.
Equally important is the exhibitors' view
that the proposed revisions cannot prove
to be apermanent panaceaforthe NFC's
numerous shortcomings, and is nothing
more than another example of ad hoc
policy changes which can only resultina
deepening of the crisis that the NFC and
the cinema industry both find themselves
in today.

10

This review reiterates that the continued
monopoly by the NFC on the import and
distribution of films runs counter to the
Government's accepted and oft-reiter-
ated principle of not having the State
sector encroaching on whatis essentially
and exclusively the preserve of the pri-
vate sector.
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