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Variety Deal Memo

By Howard Thomas

Background

This analysis divides the film industry into production, theatres, theatrical distribution, video rental and video retail.  The industry has from its outset been dominated by American product.  Although the film industry started up early in the history of the cinema, the Hollywood influence was there from the start.  Edison's men filmed the Boer War, and African Mirror was the oldest cinema newsreel in the world.  By the 1920’s local film production was booming, and by the 1940’s there was a thriving industry that integrated theatre, cinema, local film production and distribution of imported product through gigantic cinema/theatre palaces in every major town.

Local film production became a tool for government political agenda under the apartheid government, and thrived under a subsidy system that hardly encouraged quality.

By the time of transformation to democracy, the cinema palaces had been demolished and replaced by highly sophisticated multiplexes.  However, they had been sited under the old dispensation, and still catered for a privileged audience.  The local film subsidy scheme had been abolished and the local film industry all but came to a standstill.  However, the production infrastructure has been maintained and developed through the facilitation of foreign films and commercials produced in the variety of South African locations.

The industry at the turn of the 21st century faces a number of distinct challenges.

· The local film production industry has to be restarted; making the optimum use of the strong infrastructure that is in place.  It has to be placed in the context of a newly structured and open society to exploit a new audience that has become accessible.

· The theatrical distribution sector has to examine the reasons for its stagnation, look to repositioning itself in terms of changing audience demographics.

· Video rental and retail have to examine new audience opportunities and to integrate the impact of DVD.

Production

Feature film production exists on two levels.  The most lucrative is the facilitation of international and foreign films that find South Africa to be a useful location in terms of flexible and fresh-looking sites, and the favourable exchange rate.  In general, the films that profitably use South Africa as a location have a significant African content, and often a local investor.

The largest production was the 1995 The Ghost and the Darkness which even successfully processed film stock in the local Johannesburg laboratory.

Since then, there are on average five films made every year.  The most active company is the British company Peak Viewing.  Turnover to the local industry can only be estimated as there are no controls or central data, and special deals abound.  These productions probably contribute some $10-million every year to the local industry.

Locally produced films are a dismal failure.  The two main productions of 1999 were A Reasonable Man which cost a mere $600 000, and took a box office of $45 000.  Heel against the Head, a slapstick comedy, cost about the same and took only its production costs at the box office.

At the end of 1999, the government formed the National Film and Video Foundation as a statutory body under the department of Arts, Culture, Science and Technology.  With a kick-start budget of about $1.5-million, it is expected to provide some direction as to where the local film production industry will go.  It is commonly believed that the only way forward is to exploit the financial gains of the foreign facilitation sector to develop the technical and manpower infrastructure further, and to develop the local film production industry on top of that.

The recent visit of the State President to the USA had as one of the agendas, the attraction of the major studios to South Africa to invest in production studios and facilities.

Theatres

The theatres are owned by three groups: Ster Kinekor (part of the Primedia group), Nu Metro (part of the Johnnic group) and the independents.  They are positioned across the nine provinces with the heaviest concentration around Johannesburg, and sparsely positioned in the small towns.  Ownership and capacity is:

	Owner
	Screens
	Seats
	WAA*

	Ster Kinekor
	380
	68393
	337672

	Nu Metro
	212
	35857
	190173

	Independents
	167
	36984
	144897

	Total
	759
	141234
	672742


* WAA:  Weekly Average Attendance

Attendance to cinema has shown a decline over the past years.  The figures put out by the South African Advertising Research Foundation (SAARF) in the form of All Media Product Survey (AMPS) reflects:

	
	1996
	1997
	1998
	1999

	
	Visits ‘000
	Average 6 weeks
	Visits ‘000
	Average 6 weeks
	Visits ‘000
	Average 6 weeks
	Visits ‘000
	Average 6 weeks

	Total Pop
	5375
	2.31
	5185
	2.32
	4925
	2.06
	4280
	2.12

	Eng/ Afr
	3408
	2.21
	3084
	2.10
	3431
	1.94
	2946
	2.07

	Nguni/ Sotho
	1968
	2.49
	2102
	2.72
	1494
	2.38
	1331
	2.23
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Annual attendance as published by Ster Kinekor gives attendance as follows:

	Year
	1995
	1996
	1997
	1998
	1999
	2000

	SK
	20184892
	19071025
	18919057
	19013387
	16989335
	17266248

	NM
	7018908
	6457638
	6444300
	7684012
	7379688
	7376436

	Total
	27203800
	25528663
	25363357
	26697399
	24369023
	24642684


This raises a number of questions, but chiefly as to whether the growth in the number of screens over the past few years has been wise, considering a 10% decline in audience attendances over the past five years.

An exercise is to look at the occupancy of the seats in just the Ster Kinekor and Nu Metro cinemas.  There are a total of 104250 seats, occupied by 24369023 persons last year.

At five shows a day, 365 days a year, there are 190 256 250 seats available a year.  This reflects 0.13% occupancy per seat per annum.

	Area
	Seating
	WAA 1/98-6/98
	WAA 7/97-12/97

	Johannesburg
	52336
	272725
	147779

	Pretoria
	17840
	81200
	42796

	Mpumalanga
	3693
	30428
	-798

	North West
	4353
	18575
	14469

	Northern Prov
	2006
	8114
	4944

	Cape Town
	17458
	104006
	58966

	Western Cape
	7550
	42232
	23046

	Eastern Cape
	7098
	31019
	18299

	Northern Cape
	1393
	2231
	1061

	Free State
	3893
	29064
	7720

	Durban
	12056
	108155
	20741

	Kwa Zulu
	7193
	37770
	17180

	Zimbabwe
	8027
	31793
	31787

	Namibia
	1352
	4442
	4594

	Swaziland
	268
	1400
	1400

	
	146516
	803154
	393984


Cinema sound systems

	Sound system
	Number

	D
	170

	D DIG
	2

	D/SDDS
	4

	DSR
	230

	DSR/DSR
	3

	DRS/DTS
	4

	DSR/DTS/DSRD
	7

	DSR/SDDS
	5

	DSRD
	76

	DSRD/DTS
	2

	DSRD/DTS/SDDS
	2

	DSRD/SDDS
	1

	DTS
	3

	DTS/DSRD
	1

	DTS/SDDS
	1

	M
	266

	SDDS
	6

	SDDS/DTS
	1

	SR
	24

	
	

	
	


Turnover for the distributors is measured and declared with Nu Metro and Ster Kinekor, but not with the independents.  The figures quoted here in R-m's for independents are only estimates:

	
	1996 
	1997
	1998
	1999

	Ster Kinekor
	199.6 ($30.7)
	205 ($31.5)
	242.2 ($37.3)
	243.4 ($37.4)

	Nu Metro
	69.0 ($10.6)
	72.9 ($11.2)
	92.6 ($14.2)
	106.4 ($16.4)

	Independents
	6.4 (0.9)
	19.1 ($2.9)
	30.2 ($4.6)
	120.6 ($18.6)

	Total
	275 ($42.3)
	297 ($45.7)
	365 ($56.2)
	399 ($61.4)


Theatrical Distribution

The distribution agreements at this moment of time are:

· Ster Kinekor: Fox, Columbia, Disney and independents.

· Nu Metro:  Warner Bros, New Line and independents

· UIP:  Universal, Paramount, Dreamworks, VideoVision and Vision Africa.

Ster Kinekor reports that its income is split as follows:

From Ster Kinekor outlets

66%

From Nu Metro outlets

26%

From Zimbabwe


6%

From independents


8%

In general, 42% of the total box office accrues to the international distributor.

This means that income to the international distributors can be estimated as

	
	R-m
	$-m

	1996
	115.5
	17.8

	1997
	124.7
	19.2

	1998
	153.3
	23.6

	1999
	167.6
	25.8


The rolling top 30 as at 30 April 2000 is

	Rank
	Release Date
	Title
	Distributor
	Net Box office
	$

	1
	27/05/99
	Matrix, The
	NM
	R 13,673,615
	2103633

	2
	27/08/99
	Notting Hill
	SK
	R 12,428,292
	1912045

	3
	26/1199
	World is not enough, The
	UIP
	R 12,074,281
	1857582

	4
	25/06/99
	Star Wars Episode 1
	SK
	R 10,787,134
	1659559

	5
	31/12/99
	Sixth Sense, The
	SK
	R 10,224,874
	1573058

	6
	09/07/99
	Mummy, The
	UIP
	R 10,087,350
	1551900

	7
	17/12/99
	Runaway Bride
	SK
	R 10,071,304
	1549431

	8
	06/08/99
	Entrapment
	SK
	R 9,363,071
	1440472

	9
	15/10/99
	Deep Blue Sea
	NM
	R 8,790,262
	1352348

	10
	03/12/99
	Millennium Menace
	NM
	R 7,458,542
	1147468

	11
	01/07/00
	Blue Streak
	SK
	7,220,934 
	1110913

	12
	03/24/00
	Toy Story 2
	SK
	7,054,386 
	1085290

	13
	02/07/99
	Tarzan
	SK
	6,920,946 
	1064761

	14
	24/12/99
	Stuart little
	SK
	6,809,786 
	1047659

	15
	09/07/99
	Austin Powers
	NM
	6,680,789 
	1027814

	16
	25/02/00
	American Beauty
	UIP
	6,255,797 
	962430.3

	17
	02/12/99
	You've Got Mail
	NM
	5,834,383 
	897597.4

	18
	04/02/00
	Double Jeopardy
	UIP
	5,807,148 
	893407.4

	19
	10/09/99
	Big Daddy
	SK
	5,785,577 
	890088.8

	20
	22/10/99
	General's Daughter, The
	UIP
	5,380,093 
	827706.6

	21
	11/06/99
	Cruel Intentions
	SK
	5,368,992 
	825998.8

	22
	01/10/99
	American Pie
	UIP
	5,257,014 
	808771.4

	23
	10/12/99
	End of Days
	SK
	4,984,564 
	766856

	24
	23/07/99
	Wild Wild West
	NM
	4,927,169 
	758026

	25
	25/02/00
	Whole Nine Yards
	NM
	4,852,989 
	746613.7

	26
	18/02/00
	Beach, The
	SK
	4,664,801 
	717661.7

	27
	21/01/00
	Bone Collector, The
	SK
	4,539,630 
	698404.6

	28
	14/01/00
	Anna and the King
	SK
	4,352,418 
	669602.8

	29
	28/05/99
	Forces of Nature
	UIP
	4,305,524 
	662388.3

	30
	21/04/00
	Erin Brockovitch
	SK
	3,934,217 
	605264.2


The following comments from the main players are regarded as significant:

1. "The World is Not Enough" set the record opening with R3-million ($0.46-m) on the first weekend with 83 prints.

2. The distributors are increasing profitability even with a weakening Rand, decreasing attendances and a crime rate that discourages out-of-home viewing.

3. South Africa is a unique territory both from its people and its demographics and has to be treated as such.

4. There are also social and economic demographics that are rapidly changing, creating new opportunities for a new audience.

5. If the theatre owners don't increase prices and attract audiences they at risk of losing the existing sites.

6. The core audience is emigrating.  This consists of doctors, lawyers, academics and scientists.

7. Exhibition is driven by product service.

8. Multiplexes are meant to meet choice by selection, yet the blockbusters attract the majority of the audience.

9. There are 5 million lost generation urban Blacks available for participation in seeing product, but the cinema sites don't attract them as they are positioned in the historically White areas.

10. There is still no cinema in Soweto, the biggest Black city.

11. Cinemas have to be Affordable, Acceptable and Accessible.

12. Because exhibition has not adapted to the changing social demographics, the consumer sees no value.

13. Electronic exhibition creates a wider opportunity if you can maintain copyright security.  A number if cinemas will be rolling out over the balance of the year 2000 with electronic exhibition of advertisements as a pilot scheme.

14. Ster Kinekor has invested in sites in Black areas such as Daveyton, Mitchells Plain, Diepkloof, Johannesburg Central and Hillbrow for Black audiences, but they have low attendances.

15. Catering contributes to 28% of overall turnover compared to 30% 30 years ago.  New catering products such as coffee shops, hot dogs and liquor made no impact and the leaders are still popcorn and Coca-Cola.

16. The cinema owners have discovered that when Blacks come home, they prefer to travel to a "Las Vegas" type cinema a long way away than go to a local "Flea Pit" cinema.

17. Nu Metro is trying to develop the new audience by targeting Black schoolchildren, giving them free movies and bussing them in.

18. The exhibitors believe they need a bouquet of experiences to attract people to leave home.  These include bookshops, restaurants and nightclubs.  They also need to create events.

19. Ster Kinekor is experimenting with mobile cinema to the outlying Black areas.

Video Rental and Retail

The total turnover is almost impossible to determine, but it is possible to estimate the market share and the value of wholesale sales.  Since the retail price is in the hands of the retailer, there is no way of even estimating retail sales.

The three players are Ster Kinekor, Nu Metro and GTV.  The titles they represent are:

Ster Kinekor: Tri Star Columbia, Universal and Dreamworks.

Nu Metro: Disney, Warner Brothers, 20th Century Fox, MGM and New Line.

GTV: Paramount, National Geographic, BBC, Lyric, Londolozi and many other smaller labels.

1999 market share

	
	Video Rental
	Video Retail
	DVD Retail

	Nu Metro
	53%
	50%
	85%

	Ster Kinekor
	38%
	10%
	15%

	GTV
	
	20%
	

	Other
	9%
	20%
	


2000 Market share

	
	Video Rental
	Video retail
	DVD Retail

	Nu Metro
	45%
	40%
	45%

	Ster Kinekor
	45%
	20%
	35%

	GTV
	5%
	30%
	20%

	Other
	5%
	10%
	


In the rental market, the popular tiles are within the action and romantic comedy genres.  Sales are indicated by The General's Daughter (4000 copies sold to hire outlets) and Double Jeopardy (4200 copies). The price to the outlet is in the region of R320 ($49.20).

The bulk of the rental market is in the 6-8 LSM groups, although outlets have sales across the spectrum, reporting rentals as low down as LSM 3.

In the retail market, there is a large sector of what is called public domain product.  These are titles manufactured in the Far East, and clones of Hollywood titles like Pocahontas.  They retail from R10 to R30 ($1.54-$4.62), as opposed to the average retail sale of a regular title at R50, with DVD selling at R110 ($16.92).

This means that the wholesale turnover in the retail market can be estimated at:

	
	Video
	DVD

	1999
	R71m ($10.9m)
	R16m ($2.5m)

	2000
	R85m ($13.1m)
	R32m ($4.9m)


Figures released by the companies are:

	
	R 000's

	Retail level revenues (excl tax and piracy)
	1994
	1995
	1996
	1997
	1998
	1999

	Rental
	231000
	361500
	491700
	535500
	539000
	507500

	Retail
	43200
	74400
	76800
	67200
	90000
	142000

	Total
	274200
	436000
	568500
	602700
	629000
	649500

	
	
	
	
	
	
	

	Estimated Pirate Revenue (Excluded above)
	41130
	65400
	85275
	120540
	119540
	123405

	% pirate of total
	13.0%
	13.0%
	13.0%
	16.7%
	16.0%
	16.0%

	
	
	
	
	
	
	

	Total retail and pirate revenues
	315330
	501400
	653775
	723240
	748510
	772905

	
	
	
	
	
	
	

	Distributor level revenues
	
	
	
	
	
	

	Rental
	77 000
	113000
	149000
	153000
	154000
	145000

	Retail
	21600
	37200
	38400
	33600
	45000
	71000

	Total
	98600
	150200
	187400
	186600
	199000
	216000

	
	
	
	
	
	
	

	Estimated number of rental transactions (millions)
	231
	362
	492
	536
	539
	508

	
	
	
	
	
	
	

	Video rental price (incl Tax)
	6
	6
	7
	6
	8
	9

	New release
	10
	10
	11
	12
	12
	12


DVD

It is agreed that at the end of 1999 there were 32000 players in households.  By March 2000 this had grown to 60 000, by May it was at 80 000 and it is expected to reach 130 000 by the end of 2000.  At a retail price of R2500 $385) it is cheaper than Europe.  However, it is estimated that 30% of the players are "parallel imported" which means that they can play DVD's from any Zone.

The figures on DVD sales reflect only those where the DVD has been submitted to the Film and publication Board for certification and a rating.  These DVD's are registered then for the South African Zone.

It is not known how many DVD's are bought directly by mail order from outlets in Zone One.

Top 10 Rental Titles All Studios All time

	
	Title
	Distributor
	Units
	Revenue R 000's

	1
	Independence Day
	Fox
	7715
	2052

	2
	Matrix, The
	Warner Bros
	7300
	1950

	3
	Rock, The
	Disney
	7000
	1760

	4
	Broken Arrow
	Fox
	7427
	1756

	5
	Armageddon
	Disney
	6100
	1700

	6
	Golden Eye
	Warner Bros
	7300
	1660

	7
	Con Air
	Disney
	6400
	1650

	8
	Face Off
	Disney
	6200
	1600

	9
	Lethal Weapon 4
	Warner Bros
	5450
	1600

	10
	Payback
	Warner Bros
	5900
	1550


Top 10 Retail Titles All Studios All time

	
	Title
	Distributor
	Units
	Revenue R 000's

	1
	Titanic 
	Fox
	235773
	14645

	2
	Lion King
	Disney
	220000
	9400

	3
	Simba's pride
	Disney
	115000
	7800

	4
	A Bug's Life
	Disney
	85000
	5350

	5
	Toy Story
	Disney
	103000
	4920

	6
	101 Dalmations
	Disney
	97000
	4320

	7
	Aladdin
	Disney
	69000
	2990

	8
	Price of Egypt
	Universal
	45000
	2600

	9
	Mulan
	Disney
	42000
	2550

	10
	Fox and the Hound
	Disney
	54000
	2490


The consumer market

	
	1994
	1995
	1996
	1997
	1998
	1999

	Population
	
	
	
	
	
	

	Total Population (Millions)
	40
	41
	42
	42
	42
	42

	Total households (millions)
	8
	8.319
	8.478
	8.478
	8.478
	8.478

	
	
	
	
	
	
	

	Television sets
	
	
	
	
	
	

	Colour TV households
	3.716
	3.444
	3.747
	3.908
	4.139
	4.178

	% penetration (Colour TV to total households)
	46%
	41%
	44%
	46%
	49%
	49%

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	VCR's
	
	
	
	
	
	

	Number of VCR households
	1.528
	1.557
	1.814
	1.951
	2.095
	2.243

	% penetration (to colour TV households)
	415
	45%
	48%
	50%
	51%
	54%

	Average VCR retail price (Rands)
	1600
	1500
	1300
	1200
	1000
	1000

	VAT incl in retail price
	224
	210
	182
	168
	140
	140

	
	
	
	
	
	
	

	Audio Product
	
	
	
	
	
	

	No of Hi Fi households
	3.104
	3.328
	3.993
	4.015
	4.250
	4.349

	% penetration of total households
	39%
	40%
	47%
	47%
	50%
	51%

	No of CD audio households
	1.550
	1.650
	2.022
	2.205
	2.381
	2.456

	% penetration of Hi Fi households
	50%
	50%
	51%
	55%
	56%
	56%

	CD player retail price
	1400
	1200
	1100
	1050
	1000
	800

	
	
	
	
	
	
	

	DVD
	
	
	
	
	
	

	No of DVD player households
	0
	0
	0
	0
	15
	32

	% penetration of total households
	
	
	
	
	
	1%

	DVD RETAIL PRICE
	
	
	
	
	4999
	3999

	No of DVD ROM households
	
	
	
	
	.003
	.006

	
	
	
	
	
	
	

	Laser Disk
	
	
	
	
	
	

	No of Laser disc player households
	.022
	.026
	.030
	.040
	.040
	.040

	
	
	
	
	
	
	

	Cinema
	
	
	
	
	
	

	No of cinemas
	75
	66
	60
	63
	70
	73

	No of screens
	520
	460
	450
	470
	512
	530

	Annual theatre attendance (millions)
	21
	23
	22
	23
	26
	25

	Attendance per general population
	0.54
	0.56
	0.53
	0.56
	0.62
	0.60

	Admission price (maximum)
	12
	14
	20
	23
	24.5
	25.5

	Admission price (average)
	10.032
	11.423
	12.312
	12.711
	14.090
	15.96

	Gross box office R-m's)
	215
	262
	275
	297
	365
	399

	
	
	
	
	
	
	

	Television
	
	
	
	
	
	

	Government-owner stations
	4
	4
	4
	4
	3
	3

	Commercial (private and free TV)
	1
	1
	1
	1
	2
	2

	Total number of stations
	5
	5
	5
	5
	5
	5

	
	
	
	
	
	
	

	Satellite
	
	
	
	
	
	

	Number of satellite channels available
	0
	34
	34
	34
	38
	42

	No of dish households
	0
	.025
	.025
	.078
	.155
	.227

	% penetration of colour TV households
	0
	1%
	1%
	2%
	4%
	5%

	Average cost of dish installation
	
	4500
	3800
	3500
	3500
	2999


Film Resource Unit

There is a rental and retail organisation that deals in African product.  It is the Film Resource Unit a non-profit organisation that represents African films, SABC education, documentary material from e.tv, independents and M-Net.

It's turnover is represented below:

	
	1997
	1998
	1999
	2000 (est.)

	Retail (units)
	12450
	14750
	16689
	17401

	Rental (units)
	1095
	930
	760
	802

	
	
	
	
	

	Exhibition
	
	
	
	

	Attendances in persons
	58500
	70200
	68640
	78000


The general retail sale price of a film is R60.  Exhibition takes place in informal cinemas such as school halls, and the medium is a video projector.  The Film Resource Unit has done more to educate and develop the lost audience than any other organisation, but it prefers to deal with African product and to promote educational films and serious documentaries.

Classification

The Film and Publication Board is a government body that is responsible for the classification of all films, videos, DVD's, computer games and publications intended for distribution and exhibition.  It does not oversee broadcasting.

The classification guidelines are based on:

· The principle that children must be protected against harmful and disturbing materials,

· The policy of imposing appropriate age restrictions

· The need to provide relevant consumer information in the public interest.

There are six categories for general or mainstream films with A and PG being advisory only, the rest being legally restrictive.  When a film is imported it is required to be submitted to the Board for classification. This classification also protects the distribution of zoned materials.

Piracy

Piracy is combated mainly through the efforts of the South African Federation against Copyright Theft (SAFACT).  It is a non-profit company owned by members who include the Motion Picture Association of America, local distributors and independents, and the distributors of interactive systems such as Sony Playstation.

SAFACT maintains offices round South Africa and employs investigators.  As copyright infringement is a criminal offence, it reports offences to the police who will prosecute.  Until about seven years ago, piracy was at an intolerable level of about 30% and it is now down to 12 to 15%.  Predominantly in the Cape and Kwa Zulu Natal, it amounts to some R60-million ($9,2m) a year.

Last year some 105 raids were conducted.  The video hire piracy rate is about 7% in video hire shops and some 15% in "bucket" hire shops.  About 90% of all piracy involves feature films in the pre-hire window, and mostly involves VHS dubs made locally off DVD releases.  SAFACT investigators have found that most operators have a small bank of five or six VHS machines.  The biggest problem involves the criminal justice system whereby offenders only get to court in two years time.

Of the R60-million, 60% comes from small distributors, 20% from duplicating and 20% from importing tapes from abroad.
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