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[bookmark: _Toc497948218]1. Introduction
Due to its unique characteristics, the film and audiovisual sector has attracted particular attention in terms of public policies in the European states virtually since it first came into existence. Such public intervention has been necessitated by the domination of the international film market by the Hollywood giants from 1920, as well as the economic weakness of national film industries and the political and cultural issues associated with the production and distribution of movies. 
Public authorities can affect the economic structure of the film and audiovisual industry in various ways. The most traditional forms of intervention concern the regulatory and financial structure of television. Public bodies exert a strong influence on the economy of the sector through the way television is funded (whether through public funding or the regulation of private funding), by imposing a regulated structure on relations between broadcasters and producers, and by obliging broadcasters to invest in production. 
In parallel to their policies on the structure of the television sector, public authorities have set up various forms of sectoral aid. Sectoral aid is traditionally defined as any financial intervention by public authorities in the day-to-day running of a given market. Public authorities’ financial intervention to support the film and audiovisual industry can take a variety of different forms, including: 
a) direct intervention in the form of subsidies;
b) tax relief on income, aimed at promoting investment; 
c) granting of preferential credit;
d) financial guarantees aimed at covering the major risks associated with investment in production;
e) financial transfers ordered or assisted by the public authorities in order to ensure the transfer of resources from one branch of the industry to another (particularly from television to production);
f) provision of practical support to promote filming through the establishment of film commissions;
g) organization of film promotion measures (festivals, international promotion, etc.);
h) organization of legal and economic measures aimed at encouraging co-operation with economic players from other countries (particularly in the form of co-production agreements);
i) legal provisions aimed at enabling producers to control the rights to audiovisual programs financed by television stations;
j) regulation of program sponsorship in order to promote additional investments in audiovisual production or regulation of product placement in film production.
Cultural and creative industries are crucial for the economic and regional development, and public institutions are more and more aware of it. In the past two decades, an increasing number of local and national institutions decided to invest public money to support the audiovisual field generating a wide range of economic and cultural benefits for their territories. 

In particular, in order to achieve these goals many governments have established a Film Commission, a no-profit organization dedicated to bringing economic benefits to its jurisdiction though film, TV series, documentaries, commercials, etc. The Film Commission offers free services and supports to the crews shooting on location so that productions can accomplish their work smoothly. In return, the hosting region gets a wide range of advantages: direct, indirect and induced effects on the local economy, promotion of the image of the region, promotion of local public heritage, of local creativity, and of new local expertise related but not limited to the audiovisual field, increase of tourist flows, renewed attention towards films and film culture, etc. In other words, the Film Commission is the promising result of a new economic and cultural policy for the audiovisual field, not devoted anymore only to support few occasional events (for instance, a local film festival) or particular projects (productions with a significant cultural impact for a given area), but the whole audiovisual sector and all the other industries related to it. 
This policy brief proposes the results of a study tour carried out with a support of EU-Eastern Partnership Culture and Creativity Programme. Study tour’s primary aim was to analyse the models of three Film Commissions in the European Union countries, which have proven track-record in playing a key role in the cultural and economic development. Based on comparative analysis of those three models, initial proposals were developed and discussed among representatives of national film community and various stakeholders of Azerbaijan. These proposals are presented to the Ministry of Culture and Tourism of Azerbaijan for further consideration and input for developing next concrete steps.
[bookmark: _Toc497948219]2. Scope of project 
According to the para 2.2. of the “State program on Development of Azerbaijan cinematography for the years 2008-2018” adopted by Resolution of President of Azerbaijan Republic dated 04.08.2008 number 2961 (hereinafter Program) the government of Azerbaijan should complete the work on updating the legal and economic frames of cinematography. Ministry has established a legislative working group responsible for developing a new law on Cinematography, which should reflect best practices in the field of cinematography, ensuring sustainable development of film sector in Azerbaijan. 
The draft law was submitted to the Parliament of Azerbaijan Republic in spring 2016 and it is anticipated that the new law will be adopted by the 1st quarter of 2018. The new law presents new concepts which shall be elaborated further by implementing regulations, including:
· Nationality of film;
· Screening quota for national films;
· Film commission;
· State registry for films.
However, the most critical issue for the film community is the concept of a Film Commission. This concept is unique opportunity encouraging foreign filmmakers to shoot their films in Azerbaijan, facilitating investments to the country, exchanging of best practices between foreign filmmakers and local film community, supporting development of regional tourism, etc. 
The legislative working group of the Ministry of Culture and Tourism works further to identify the most convenient concepts of Film Commissions and elaborate the implementing model. The purpose of the policy brief is to provide consultancy to the legislative working group of Ministry of Culture and government representatives of Azerbaijan responsible for cultural reforms and provide them technical assistance in studying of European Film Commission models and identifying the most applicable model for Azerbaijan.
Project consisted of following pillars:
· Information – conducting of public round tables with participation of representatives of Film Commissions of European countries.
· Study tour – conducting of study tour to three EU countries - Latvia, Lithuania and Czech Republic – and meeting with their Film Commissions.
· Recommendations – elaborating of proposals on best applicable models and alternatives for Azerbaijan.
[bookmark: _Toc497948220]3. Status and functions of Film Commissions
In general, Film Commissions are mainly organizations that are established and financed by public institutions. However, in USA the Film Commissions have quasi-state status, some of them have been established by the States and/or NGO network; in European countries, Film Commissions are established by the state, either Ministry of Culture or State Film Centres/Funds, or Municipalities (City Mayor’s office); in Asian countries, Film Commissions are established by the Ministry of Culture or State Film Fund/Centre. Effective Film Commissions are more likely to be established by the state/public body, however, as an alternative, it can be established by the municipalities or both (see Latvian experience). 
Film Commissions operate in the interest of the country (in case of established by Mayor’s office, they serve for city/municipality projects) and serve people who work in the audiovisual field. 
The main goal of Film Commissions is to attract productions by providing aid and assistance. In order to achieve this goal, Film Commissions are involved in promoting their countries, locations, nature and landscape of country, available facilities and local services. The major mission common to all Film Commissions is promoting and marketing their region, resulting in increased employment of local workers (actors, technicians, assistants of crew, etc.) and the use of services such as equipment rentals, hotels, catering, etc. Their activities result in increased foreign and local tourism.
Primary Film Commissions’ activities include: marketing and promotion; support in finding locations; scouting expeditions and all is done through establishing of sustainable links between foreign producers with local production companies. 
Within the context of the cultural activities, Film Commissions usually encourage increase of local productivity, attract human and financial capital to the sector, create new employment opportunities, and develop regional marketing campaigns with positive impact on tourism. The aim behind the creation of a Film Commission is to generate economic impact (direct, indirect and induced) for the region: growth of local firms, foreign cooperation opportunities, development of professional competencies at international level, promotion of the country’s image and cultural heritage. Usually, Film Commissions are tasked with managing a whole range of situations and problems that do not generally fall within the remit of a single local government office/department. Indeed, the very word “commission” implies an idea of a “multi-sectoral working group” and presupposes the need for public institutions to work together. 
Film Commissions initially were established in USA; however, good experience was spread to the world. Great Britain was the first country in Europe to set up a Film Commission at the end of the 1980’s, followed by France at the start of the 1990s and other EU countries. Nowadays, all the Film Commissions collaborating in the global networks, such as The European Film Commissions Network (EUFCN) which was established in 2005 and has 84 European Film Commissions from 28 countries, the Asian Film Commission Network (AFCNet), incorporated in 1994 and which now has 60 members from 18 countries. 
[bookmark: _Toc497948221]4. EU laws and policies related to Film Commissions 
The EU Member States, when establishing Film Commissions and relevant financial stimulation mechanisms, shall refer to the EU rules and policies. Obviously, the EU has established common rules applying to audiovisual sector and set minimum requirements which allow foreign audiovisual producers to benefit from one of financial benefit models. The EU Member States follow Communication from the Commission on State aid for films and other audiovisual works (2013/C 332/01). The Communication clearly states all requirements which member states have to follow, however, there are exceptions, applicable for audio-visual sector, which also allow all productions to receive certain benefits. 
For example, Article 107 of the Treaty on the Functioning of the EU (TFEU) declares state aid incompatible with the common market. However, there are exceptions to this rule, the most relevant for the cinema industry being Article 107(3)(c) and (d). According to these paragraphs, aid facilitating the development of certain economic activities and promoting culture and heritage conservation without affecting competition may be considered compatible with market rules. In its 2001 Cinema communication, the Commission set out the assessment criteria for state aid support. The validity of these rules was extended in 2004, 2007, and 2009. In 2011, the Commission launched a consultation on public support to the film industry and published an Issues Paper identifying areas for reflection. Without questioning the purpose of public funding, the Commission indicated that greater clarity in the selection criteria of film funds would help avoid contradictory funding. Most importantly, the Commission has identified competition among some Member States to use state aid to attract investment from large-scale film-production companies. 
This 'subsidy race' typically includes tax incentives to draw these productions to a country's locations, and to obtain in return the employment of local film companies, cast, crew, etc. The Commission maintains that this practice leads to a distortion of competition. Even though supporting non-EU productions could have indirect economic benefits (namely improving EU film services), the profits related to such productions do not necessarily enhance the long-term development of the industry. Moreover, supporting films produced by US majors appears to contradict the very rationale of EU state aid policy, since big studios do not face their EU counterparts' problems regarding access to private financing. 
In 2013, the Commission adopted new rules for support film industry. The intensity of the aid continues to be limited to 50% of the production budget. Distribution and promotion costs may be supported with the same aid intensity. However, co-productions funded by more than one Member State may receive aid of up to 60% of the production budget. By contrast, there are no limits on aid for script writing or film-project development, or for difficult audiovisual works, as defined by each Member State. Territorial spending obligations are still allowed but cannot exceed 80% of the production budget.
[bookmark: _Toc497948222]5. Assessment criteria 
[bookmark: _Toc497948223]5.1. Territorial limits  
Obligations imposed by the authorities granting the aid on film producers to spend a certain part of the film production budget in a particular territory (so called "territorial spending obligations") have been controversial since the Commission started looking into film support schemes. The 2001 Cinema Communication allowed Member States to impose that up to 80% of the entire film budget needed to be spent on their territory. The schemes which define the aid amount as a percentage of the expenditure on production activity undertaken in the granting Member State do try already by their design to draw as much production activity as possible to the aid granting Member State and contain an inherent element of territorialisation of expenditure. There are essentially two distinct aid mechanisms applied by Member States awarding aid for film production:
· aid awarded as grants (e.g., by a selection panel); and
· aid awarded as a proportion of the production expenditure in the granting Member State (e.g., a tax incentive)
In the case of aid awarded as grants, the maximum territorial spending obligation of aid amount corresponds to the '80% of the production budget' rule when the aid intensity reaches the general maximum, namely 50% of the production budget.
In the case of aid awarded as a percentage of the expenditure on production activity in the granting Member State, there is an incentive to spend more in the Member State to receive more aid. Limiting the eligible production activity to that which takes place in the Member State granting the aid is a territorial restriction. Consequently, to establish a limit which is comparable to the limit for grants, the maximum expenditure subject to territorial spending obligations is 80% of the production budget.
[bookmark: _Toc497948224]5.2. Cultural test
To be compatible with Article 61(3)(c) of the European Economic Area (EEA) Agreement, aid to the audiovisual sector needs to promote culture and the definition of a cultural product is primarily a responsibility of the EEA States. In assessing an audiovisual support scheme, the Authority acknowledges that its task is limited to verifying whether an EEA State has a relevant, effective verification mechanism in place able to avoid manifest error. This would be achieved through the existence of either a cultural selection process to determine which audiovisual works should benefit from aid or a cultural profile to be fulfilled by all audiovisual works as a condition of the aid. In line with the UNESCO Convention on the Protection and Promotion of the Diversity of Cultural Expressions of 2005, the Authority notes that the fact that a film is commercial does not prevent it from being cultural. 
Linguistic diversity is an important element of cultural diversity; hence, defending and promoting the use of one or several of the languages of an EEA State also serves the promotion of culture. According to the well-established case-law of the European Court of Justice, both the promotion of a language of an EEA State and cultural policy may constitute an overriding requirement relating to the general interest which justifies a restriction on the freedom to provide services. Therefore, EEA States may require, as condition for the aid, inter alia, that the film is produced in a certain language, when it is established that this requirement is necessary and adequate to pursue a cultural objective in the audiovisual sector, which can also favour the freedom of expression of the different social, religious, philosophical or linguistic components which exist in a given region. The fact that such a criterion may constitute in practice an advantage for cinema production undertakings which work in the language covered by that criterion appears inherent to the objective pursued.
 
[bookmark: _Toc497948225]5.3. Competition 
When the 2001 Cinema Communication was adopted, few Member States tried to use film aid to attract major foreign film projects to be produced in their territory. Since then, several Member States have introduced schemes with the objective to attract high profile productions to Europe, in global competition with the locations and facilities elsewhere, such as in the United States, Canada, New Zealand, or Australia. Contributors to the public consultations preceding the present Communication agreed that these productions were necessary to maintain a high quality audiovisual infrastructure, to contribute to the employment of high class studio facilities, equipment and staff, and to contribute to transfer of technology, know-how and expertise. The partial employment of facilities by foreign productions also helps to have the capacities to realize high quality and high profile European productions.
Regarding the possible effect on the European audiovisual sector, foreign production may have a lasting impact as it usually makes wide use of this local infrastructure and of local cast. Overall, this may thus have a positive effect on the national audiovisual sector. It should also be noted that many of the films which are considered to be major third country projects are in fact co-productions involving also European producers. Thereby these subsidies contribute to the promotion of European audiovisual works and to sustaining facilities for national productions.  
Commission considered that such aid is compatible with Article 107(3)(d) TFEU as aid to promote culture under the same conditions as aid for European production. However, as the amounts of aid for major international productions can be very high, the Commission monitors further development of this type of aid with the purposes of ensuring that competition takes place primarily on the basis of quality and price, rather than on the basis of State aid.
[bookmark: _Toc497948226]5.4. Tax Incentives, rebates and Eligible expenses 

A tax incentives/cash rebates were introduced in the EU in other sectors of economy; later, starting from 2000, these schemes were modified and extended to audiovisual productions. Tax credits were increasingly being used as a support method within the EU cultural promotion framework, as shown by the recent adoption of rebate for video games, post productions, etc. These rebates (refundable taxes) are complement to the film and audiovisual industries, by reducing/exemption of VAT, withholding, corporation tax, income taxes owed by production companies of eligible films or audiovisual works. The total amount of eligible production costs determines the amount of the refunds, subject to certain limits. The amount of refunds set off against the applicable taxes due for the accounting period concerned.

The key idea of eligibility criteria is to ensure that the total rebates are made from the expenditures which contributes to the film production needs and normally are generated from the taxes/duties payable to the residing entities/individuals, as was specified in the EU Film Communication. Eligible expenses are normally audited by the third parties (independent auditors), who issue final reports on eligibility of expenses.

[bookmark: _Toc497948227]5.5. International networking 

The Association of Film Commissioners International (AFCI) is a non-profit educational organization founded in 1975 to serve the growing needs of film and television production. The AFCI was initially formed by a small group of film commissioners who wanted to share information and learn from one another's experiences. The AFCI incorporated in Washington, D.C. in 1983. The first Location Expo attracted 60 film commissioners and 1,200 people from the film industry to a Los Angeles exhibition site. During the next four years, the Expo's space demands increased so that by 1990, the show had to be held at a site different from the AFM conference. Attendance tripled. Then in 1991, Expo relocated with the AFM to Santa Monica. The annual trade show, now an AFCI-sponsored event known as Locations Show, averages more than 200 film commissions and commercial affiliates exhibiting their services to more than 3,000 industry delegates.

The services provided by Film Commissions have expanded in response to the growth of on-location filming. For producers of film, episodic television and commercials, film commissions today provide a selection of free services, from scouting locations within their area to trouble-shooting with local officials and helping cut through paperwork and bureaucratic red tape. Some provide hard economic incentives, such as tax rebates and hotel discounts for location scouts. Others offer a variety of essential free services including research for screenwriters or liaison work with local government agencies.

As the services of Film Commissions have grown, so have their marketing efforts. From advertising to direct mail to locations shows, Film Commissions are reaching industry decision makers.

Established by cities, counties, states, provinces or federal governments, film commissions are generally operated and funded by various agencies of government, such as the governor's office, the mayor's office, the county board of supervisors, chambers of commerce, convention and visitors bureaus, travel commissions, and business and economic development departments as well as non-profits. Their primary responsibility is to attract film and video production to their area to accrue the locally-realized benefits of hiring local crews and talent, renting local equipment, using hotel rooms, rental cars, catering services, or any number of goods and services supplied on location.

While attracting business to their area, they also attract visitors. Film scenes at a particular location are in themselves "soft-sell" vehicles that also promote that location as a desirable site for future tourism and industry.

Although the AFCI's membership is uniquely diverse, all the commissions have one goal in common: to attract filmmakers and videographers to their respective regions by providing services that a producer would be hard-pressed to acquire without their assistance. The benefits of working with Film Commission are ever-expanding as they meet the ever-changing global production demands.

AFCI Member Film Commissions help to facilitate on-location filmmaking within a region by offering production companies a complete range of pre-production services through a central contact point. Our members provide accurate and timely information regarding local film procedures, permits, and guidelines. They also serve as a liaison between governmental departments and agencies, facilitating connections with local communities and arrangements for filming on public property. The film commission also serves as a general resource and clearinghouse for information throughout the region and assist with the following services: site location photography, location library, regional scouting services, liaison with government departments/agencies, and logistical information regarding crew, talent, facilities, stages, equipment, and support services.

Furthermore, the objectives of AFCI Member Film Commissions are:

· To aid the continued improvement in the efficiency and value of film commissions through non-profit research and education activities.
· To promote and further the interests of film commissions by increasing their usefulness to the film, television, video, and other related industries; the media, and the public.
· To collect and disseminate information and ideas affecting film commissioners, location filming, and the industry at large among members and other interested parties.
· To interface with government on matters affecting the industry and support film commissions within government.
· To advocate professional and ethical conduct within the industry.
· To foster social responsibility of film commissions and industry leaders through education and advocacy.
· To promote cooperative relations among all film commissions and seek such cooperation as will promote the highest standards of service.

Along with the AFCI, European Film Commissions are working actively in European, Asian and other Film Commission networks, which also contributes to the development of the international cooperation between foreign productions and local service providers. 

The EUFCN is a non-profit association which supports and promotes the European film industry and culture. Today EUFCN well developed network of Film Commissions, which uses every opportunity to promote its members on world cinema events. EUFCN’s goals are to create a network of the most active European Film Commissions; to promote the exchange of information between members; to sustain the development of location searches and shooting opportunities; and to carry out professional and educational activities for members. Furthermore, it is also involved in promoting Film Commission activities with Public Institutions, the European Community and the film industry; conducting projects funded by the European Union; supporting the film industry; organizing seminars and conferences; analysing the needs of producers of films and TV dramas and meeting these needs.

A group of film commissioners who wanted to share information and learn from one another's experiences met in Malaga in 2004 to establish the foundations for this organization, that is devoted to the business of facilitating production activity. In Berlin in 2005, they signed the Berlin Declaration for the constitution of the European Film Commissions Network. The association was officially registered in Brussels in March 2007 and the first Board of Directors was elected at the first general assembly in Prague in November 2007. EUFCN represents 84 European Film Commissions from 28 Countries, having mission to:

· develop the exchange of information between members
· improve location research and shooting possibilities
· carry out professional and educational training for members
· bring up film commissions' issues with public institutions, tourist organisations, the European community and the film industry
· support and encourage the establishment of new Film Commissions
· organise joint fair presences at film festivals and trade shows
· generate guidelines for Film Commissions
· acquire and implement projects funded by the European Union in order to analyse the needs of film and TV producers with new solutions for the film industry

Another great opportunity for Film Commission’s international networking is cooperation with Asian (AFCNet). Considering the beneficial location of Azerbaijan between the Europe and Asia, and the Asian film sector’s huge potential for growth it is recommended to develop relations with AFCNet as well. Asian Film Commissions Network (AFCNet) is a network of film commissions and professional film support agencies in Asia. AFCNET first started with 18 member organizations from 6 countries. As international co-production and overseas location shooting became popular, AFCNet was launched to facilitate information sharing about filming locations, regulations, incentives and clearance requirements in Asia and to support member organizations’ efficient interactions with foreign production companies and/or related industry-supporting agencies. Celebrating the 10th anniversary in 2014, AFCNet has become Asia’s largest non-profit international film-related organization with 60 members from 18 countries (as of Oct. 2016) and its function has also expanded from sharing location information to designing and hosting education programs for fostering young filmmakers of the region. AFCNet aims to promote the steady growth of regional filming through improved systems and infrastructure. AFCNet provides great opportunities for members by means of sharing trends and information in the film industry through a close network of members. Providing readily solutions for problems encountered during filming and offering support from fellow members. 

[bookmark: _Toc497948228]6. European case studies
Due to the competition between Film Commissions, all of them use certain advantages to encourage foreign film producers to visit and shoot in their country. The main financial benefits provided by Film Commissions all over the world are followings:
· Cash rebate – reimbursement of part of spent money (subject to prove of accounts);
· Tax rebate – reimbursement of all or part of taxes paid in the country (subject to prove of accounts);
· Tax shelter – full or partial exemption from the taxes; 
· Regional funds – alternative financial sources in the country that contribute to foreign film productions.
[bookmark: _Toc497948229]6.1. Czech Republic
	Fact-sheet

	Independence date
	1 January 1993

	Total area
	78,866 km2

	Population (2016) 
	10,610,947 (84th)

	GDP (PPP) 2017 total
	$368.7 billion (50th)

	GDP per capita
	$34,849 (39th)

	State budget 
	87 billion USD

	Box office
	74 million EUR (2015)

	National market share
	30% (2016)

	Feature film production
	45 (2016)

	Number of screens
	514 (2015)

	Digital screens
	469 (2015)

	Average ticket price in EUR
	4.76 (2016)

	Annual support film industry
	12.9 million EUR (2016)


The Czech Film Commission was established in 2004 to support audiovisual production in the Czech Republic and promote the country to international filmmakers as one of the world’s top destinations for international film productions.
The Czech Film Commission is department of the Czech Film Fund and is member of the European Film Commissions Network (EUFCN) and the Association of Film Commissioners International (AFCI).  Czech Film Commission has been established in Prague and main function is executed from the capital, however, Film Commissions has 3 contact persons dealing in the region. Film Commission has 3 full time employees. 
All functioning of Czech Film Commission and rebate system is regulated by the Law No 496 dated 2012 “On Audiovisual Works and Support for Cinematography”. According to the Article 43 of the Act, film incentives shall be provided to implementation of an incentive project and shall take the form of reimbursement of 20% of eligible costs, subject to 
a) payment for the supply of goods and services directly related to the incentive project to a person having his place of business, permanent residence or registered office in the Czech Republic and registered with a relevant local tax authority in the Czech Republic, provided that the supply so paid for took place after the date of submission of the application for registration of the incentive project, 
b) b) payment of remuneration to actors and members of the crew having their place of business, permanent residence or registered office outside the Czech Republic, if this compensation is subject to taxation in the Czech Republic40), provided that the supply so paid for took place after submission of the application for registration of the incentive project. 
 	
In addition, Czech rebate system provides 66% reimbursement of paid withholding taxes on foreign cast above the line and crew subject to withholding tax, paid in Czech Republic.
With regards to above mentioned incentive schemes relevant amendments were made to the Act No. 280/2009, the Tax Code, Act No. 586/1992 on Income Taxes and Section 3(c) of Act No. 218/2000 on Budgetary Rules and amending certain related laws (the Budgetary Rules).  
Film Commission does not deal with the productions directly, the major functions/activities are focused on coordination, connection of foreign productions with local production companies. 
Czech Film Fund provides incentives for foreign film producers in form of cash rebate subject to meeting requirements of cultural and production test by the film project. 
Normally, application for cash rebate shall be submitted 4 months before the shooting day. 
[bookmark: _Toc497948230]Social-economic benefits
Incentives in Czech Republic are attracting more than 200 million EUR per year of finances to the sector. Approximately more than 2000 people are involved to the projects. Average net income in the sector (Czech producers) is 5-10% from the total production budget. 
Total amount of rebates provided starting from 2010 is 2.53 billion CZK (EUR 93.6m/USD 100 million). Total number of projects supported since 2010 is 186 (films and TV projects)
In 2017, actual support was provided to 55 projects, 985 million CZK was refunded (EUR 36.5 million/USD 39 million). 
[bookmark: _Toc497948231]6.2. Latvia
	Fact-sheet

	Independence date
	1 January 1993

	Total area
	64,589 km2

	Population (2016) 
	1 958 800 (149th)

	GDP (PPP) 2017 total
	$49 billion (107th)

	GDP per capita
	$24 (39th)

	State budget 
	8.4 billion EUR

	Box office
	12 million EUR (2016)

	National market share
	7.38 % (2016)

	Feature film production
	7 (2016)

	Number of screens
	62 (2016)

	Digital screens
	60 (2016)

	Average ticket price in EUR
	4.85 (2016)

	Annual support film industry
	9.7 million EUR (2017)


Riga has two foreign film production support schemes (which is generally referred as Film Commissions) and both of them have cash rebate system. The first one is Riga Film Commission (Riga Film Fund), which have been established by Riga City Council office and the second is functioning under National Film Centre of Latvia (Latvian co-financing fund), part of the Latvian Ministry of Culture. 
Both models apply production tests, have eligibility criteria and both allow foreign film productions to apply for funding to both of them at the same time using support of local production partner. However, Riga Film Fund does not apply “cultural test” as it is required by the EU regulations, obviously, due to this rebate is being municipal and not national. 
The Riga City Council co-financing programme Riga Film Fund allocates co-financing through a tender. The programme is open to Latvian and foreign co-productions planning to shoot in Riga and Latvia. The Riga Film Fund tender is organized up to four times a year, once per quarter, and up to 20% of eligible film related expenditure can be obtained by the tender winner as cash rebate when filming is completed.
By launching this kind of co-financing programme, Riga is aiming to promote foreign film productions in Riga, to create new jobs, to attract investments to Riga, to encourage development of the national film industry and to promote Riga abroad.
Riga City Council’s program is ruled by the Tender Regulations adopted each year by Riga City Council’s Executive Director (date of adoption October 2016), which identify key responsible for the program, procedures of application, rebate rules and criteria, eligible expenditures.
The National Film Centre of Latvia (NFC) is a public institution under auspices of the Latvian Ministry of Culture with responsibility for the implementation of state cultural policy in the field of film. The main functions of the NFC include the facilitation of Latvian film and film culture development, accessibility of Latvian film culture in Latvia, promotion of Latvian film abroad, participation at international film events, in international film funding bodies and policy organisations. The NFC is funded by the State budget and reports to the Minister of Culture. 
National Film Centre of Latvia’s functions have been reflected in the by-laws adopted by Cabinet Regulation No. 1627 dated December 22, 2009 and Co-financing program grants the filming of foreign films in Latvia co-financing of 20% through the State budget.
In order to stimulate promotion of national culture, co-financing program provides extra 5% incentive if the storyline of the film took place in Latvia or the landscape or architecture of Latvia was used with identifying references about Latvia. 
The co-financing grant of National Film Centre of Latvia through the co-financing program may be cumulated in addition to a Riga Film Fund grant, if together they do not exceed 25 % of public funding for a project.
[bookmark: _Toc497948232]Eligible expenditures 
The eligible expenditure of both rebate systems are covering infrastructure, transport, renting of premises and technical equipment, accommodation, public facilities, construction facilities, artistic and administrative work, thereby encouraging foreign film crews to live and work in Latvia. 
[bookmark: _Toc497948233]Social-economic benefits
Both incentives in Latvia have attracted more than 20 million EUR since 2009-2010. Approximately 500 people are involved to the projects. Average net income in the sector (Latvian producers) is up to 10% from the total production budget. 
Total amount of rebates provided by Latvian Film Centre since 2010 – 1.4 million EUR, support provide for 19 projects, and total amount spent in Latvia through this scheme was 14 million EUR.
Total amount of rebates provided by Riga Film Fund starting from 2010 is 3.6 million EUR[footnoteRef:1] (approx. 4 million USD). Total number of projects supported since 2010-20. [1:  Statistics available from 2012 ] 

[bookmark: _Toc497948234]6.3. Lithuania
	Fact-sheet

	Independence date
	11 March 1991

	Total area
	65 300 km2

	Population (2016) 
	2 826 534 (137th)

	GDP (PPP) 2017 total
	$82.5 billion (88th)

	GDP per capita
	$28,413 (41th)

	State budget 
	12.63 billion EUR

	Box office
	17 million EUR (2015)

	National market share
	25% (2016)

	Feature film production
	12 (2016)

	Number of screens
	79 (2015)

	Digital screens
	40 (2015)

	Average ticket price in EUR
	4.62 (2016)

	Annual support film industry
	2,6 million EUR (2016)



Lithuanian foreign film incentive mainly works as a film tax incentive and was approved by the European Commission in December 18, 2012 and will remain for 6 years (till December 31, 2018) and is managed by Lithuanian Film Centre. The legal basis for the Lithuanian film incentive is Law Amending the Law on Cinema (2011, NR. XI-1897), Decision of the Government of the Republic of Lithuania d. d. June 13, 2012, No 697 On the Republic of Lithuania draft law No XIP-4091 on amendments of the Republic of Lithuania law on taxes on profit, Article 2, and addition of articles 172 and 462 to the law.
 
 (
Donation agreement
) (
Service Agreement
) (
Investment
Certificate
) (
Application 
Certificate
)


The main difference of Lithuanian model with other models established in Baltic countries and/or Czech Republic and main EU countries is reimbursement of taxes via mechanism of stimulation local companies to invest in film production. 

With the Lithuanian Tax incentives scheme, the production company receives up to 20% of the budget when filming in Lithuania and the local donor is motivated by the opportunity to reduce the local corporate income tax. The new scheme involves a foreign production company, a Lithuanian production company, a local donor providing financial support to the film and the Lithuanian Film Centre that administers the scheme. Lithuanian system goes beyond the traditional rebate mechanisms applicable in most of EU countries, as it applies for domestically produced, co-produced or commissioned audiovisual works (produced under service agreement). 

The mechanism consists of donations made by an undertaking to the cinema sector and backed by a tax relief on profits. The tax relief will be granted to a Lithuanian or foreign entity acting through a permanent office that has provided a donation to a film producer for the production of a film or a part of a film in Lithuania. This requirement only applies to the film producer at the moment when the producer receives the donation. The direct beneficiaries are: 

· entities with a Lithuanian corporate tax liability, including foreign entities or citizens acting through a permanent office or a permanent base in Lithuania; 
· individuals with an income tax liability in Lithuania;

In order to be eligible for the scheme, the film project must comply with the criteria, as required by the EU legislation. Applications are generally examined by the Lithuanian Film Centre, cultural test is executed by the Expert’s Committee, production test by the Lithuanian Film Centre. 


[bookmark: _Toc497948235]Eligible expenditures 

Lithuanian system allows rebate of all direct film related costs occurred in Lithuania excluding development, distribution and promotion costs.  

[bookmark: _Toc497948236]Social-economic benefits
	
In 2016, the Lithuanian Film Centre issued 29 certificates representing a total of 1,850,646 EUR rebates. A total of 22 films used the incentives scheme: six national films, six co-productions and ten international films. All of them spent more than 9 million EUR in Lithuania in 2016.

[bookmark: _Toc497948237]Comparative assessment of Film Commissions models

	
	Czech Film Commission
	Latvia Film Commission
	Riga City Council
	Lithuania Film Commission

	Status
	Public/state
	Public/state
	Public/municipal
	Public/state

	Available funds EUR
	
	
	
	

	Rebate %
	20%
	20%
	20%
	20%

	Production test
	X
	X
	X
	X

	Cultural test
	X
	X
	X
	X

	Eligible expenditures
	All direct costs in the country
	All direct costs in the country
	All direct costs in the country
	All direct costs in the country

	Local production
	yes
	yes
	yes
	yes

	Audit
	Required 
	Required 
	Required 
	Required 


[bookmark: _Toc497948238]7. Round table with Azerbaijani stakeholders
On June 26, 2017 Azerbaijani film sector representatives were invited to a round table, where general philosophy of Film Commissions, the EU legislation covering Film Commission and rebates/incentives, Film Commission models of Latvia, Lithuania and Czech Republic were presented. There were discussions about structural changes needed in Azerbaijan and identifying of best location for Film Commission and forms of financial benefits. Participants from various generations, film producers, representatives of civil societies, journalists were provided information about legal, institutional, administrative and financial reforms, that could make establishment and functioning of Azerbaijani Film Commission more efficient. 
Due to the current statute and authorities provided by the by-laws of the Ministry of Culture and Tourism, the Film Department at the Ministry of Culture and Tourism is ineffective to manage neither Film Commission nor rebates. Besides, Ministry of Culture is subsidized by the state budget, however, due to the fiscal year requirements and restrictions, is unable to cover all applicable activities and reimbursements/incentive mechanisms at large comparing to EU experiences. 
Filmmakers have been introduced the models of EU Film Commissions and their workflows and mandates. Filmmakers have discussed an idea of restructuring financial and administrative frames of the Film Department and to establish an independent structure with its own financial resources. This idea was broadly supported by the representatives of film community and as a result of mutual agreement between all participants, there were proposed to initiate conducting of following reforms and develop a report to the Ministry of Culture and Tourism:
1. Administrative / institutional (main responsibility – Ministry of Culture and Tourism)
a. Ministry of Culture and Tourism shall establish an independent body – Film Centre;
b. Film Centre shall establish a Film Commission and foresee a staff, including a key person responsible for managing of Film Commission and development of broad advertisement campaign (development of local data base, website, guidelines, procedures and regulations);
c. Ministry of Culture and Tourism shall initiate establishment of Independent Film Fund (financial institution) having secured contributions from state budget for development of film production. Foreign production incentives related issues shall cover following issues: 
i. The financial sources allocated for rebates and % for cash rebate;
ii. Establishing of a cash rebate system in line with the EU requirements;
iii. Responsibility for implementation of incentives and cash rebates;
iv. Responsibility for covering of all expenses directly related to functioning of Film Commissions.

2. Procedural (main responsibility - Film Fund and Film Commission) 
a. Audiovisual works (whether TV, commercials, shows, animations, post production, etc.) eligible to receive rebate;
b. Cultural test for selection of foreign film projects;
c. Production criteria for foreign film projects;
d. Minimum expenditures level;
e. List of eligible costs for cash rebate system.

3. Legal (main responsibility – Ministerial legislative working group)
a. Add general rules for Film Commission, identify status to Cinematography shall provide;
b. By-laws of the Ministry of Culture and Tourism shall be amended in order to cover above mentioned institutional changes;
c. Cabinet of Ministers should adopt resolutions (implementing regulations) for management of Film Commission and Rebates/incentives.
[bookmark: _Toc497948239]8. Azerbaijani Model of Film Commission (proposal)

In recent years a number of social forces have changed both the landscape of film industry and film community itself as well as has created broad opportunities for young generation of filmmakers. At the same time, today’s film industry has become increasingly complex, technical, and multicultural, placing new and challenging demands on creative people in terms of education, skills and the social abilities needed in a highly competitive film environment. Concerns about film industry are at the centre of many debates happening in the society. The future well-being of the national film industry directly depends on raising a new generation of skilled, competent, and responsible people, mainly industry oriented.

Establishing of the Film Commission in Azerbaijan will contribute to the actions made by the government towards development of capacity of local film community. However, in order to establish effective film commission, there is a need for developing three key components:
· Structure
· Procedures 
· Rebate (financial benefit) model 

First of all, Film Commission model shall have internationally recognizable structure serving its effective coordination between foreign productions and local companies, as well as ensure its promotion, capacity to engage into international networks and encourage foreign producers to shoot in home country. Considering the successful European experience, and these of the visited countries, it is recommended to establish a Film Commission within a Film Centre. Obviously, it is recommended to restructure existing Film Department at the Ministry of Culture and Tourism, which consists of two subdivisions (Cinema creativity and promotion, Film production and registration) to the following structure existing in majority of EU countries:
This structure ensures more efficient promotion of film commission, promotion of local film industry and production capacities, facilitates an application of financial benefit (rebate) and allows conducting of international cooperation of all departments separately. 

Generally, Film Centres in the EU countries collect systematic information about domestic film industry and carry out activities towards development of film sector in general, conduct promotion and marketing, distribution and sales activities, provide funding as a state aid for development of audiovisual sector. Establishing of Film Commission department within the Centre will ensure working with same data, making promotion much easier, facilitate financial assessment of film productions and ensure time savings and easy procedures for rebates.

Secondly, Film Commission and rebate need to have transparent procedures, which are recommended to be divided between application procedures (which includes production and cultural tests) and rebate procedures. Application procedure should be conducted by the local production companies online (via website).

The cultural test should include following questions, where each question shall be awarded 2 points and the threshold is 8 points for being considered qualified. Project is qualified as passed cultural test if:

· It covers Azerbaijani cultural events;
· It dedicated to the famous cultural Azerbaijani people;
· It has described Azerbaijani culture;
· It was developed on the basis of piece of Azerbaijani Cultural Heritage;
· It shows national values or traditions of Azerbaijan;
· It shows events affecting the national values and traditions;
· It shows cultural monuments.

As a second test, it is recommended to introduce the Production Test, which mainly has purposes of contribution to the knowledge, skills, capacity of local production companies and individuals working in film industry. Production test could include following questions, where each question with total 27 points and getting 17 is enough to be considered qualified. Project is qualified as passed production test if:

· Project contributes to the development of genre - 4
· Major portion of crew is citizens of Azerbaijan - 6 
· At least one department head is citizen of Azerbaijan 7 
· At least one main actor is citizen of Azerbaijan - 5
· Post-production is conducted in Azerbaijan - 3
· Azerbaijani nature, architecture, flag is shown in the movie – 2

The EU Film Commissions have established a minimum level of expenditures. This is done with the purposes of attracting big productions, ensuring of more involvement of local specialists, wider promotion of country and its culture, etc. Thus, initially the minimum level shall be proposed also on competitive level in order to be more attractive for foreign productions. This level can be increased/decreased based on the evaluation of whole system.

	Film genre 
	Minimum expenditures

	Feature films, serials, animation
	200,000 USD

	Documentary films, commercials, TV shows, music clips
	100,000 USD

	Post-production
	50,000 USD



Minimum expenditures level is proposed with consideration of the EU levels (two and more times higher than in the table) and neighbouring countries (in Georgia level is 50,000 higher).

Along with the minimum level of expenditures, it is recommended to introduce the allowed expenditures list. This is implemented by all countries applying rebate systems in order to make sure, that money is spent directly/indirectly to the Azerbaijani entities/citizens.




	List of expenditure
	List of expenditure

	Requisites *
	Rent of shooting equipment *

	Design and design materials, services
	Video carriers (disks, master, memory disks)

	Heating and cooling equipment, services
	Light, sound equipment

	Printing and broadcasting equipment, services
	Equipment used in the shooting range *

	Special effects equipment, services
	Auxiliary techniques

	Graphics, colour correction and assembly services
	Transportation used for direct shooting

	Office rentals
	Fuel costs (generator, transport)

	Make-up equipment, services
	Electrical equipment, cable and wireless equipment

	Hotel and hotel services **
	Rent of premises, state duties

	Daily business expenses
	Sound recording equipment, services

	Transfer costs from carriers
	Translation services *



* Expenditures cannot be made directly or indirectly to foreign entities
** Usually foreign airline companies, tour operators and so on. external transfers are not allowed

Finally, it is recommended to introduce cash rebate model, which shall be subject to passing cultural and production tests and shall be paid after all declared expenditures were made in the country and directly or indirectly were benefited by the local entities, and shall be paid only based on independent auditor’s report. In order to simplify refund procedures, it is recommended to delegate procedures on verification of expenditures and reimbursing the amount to the Film Fund (department established within the Film Centre). 

In order to be more attractive for foreign productions, it is recommended to introduce 20% and 5% of cash rebate, where extra 5% can be paid only if project passed cultural test with 12 points and production test with more than 20 points. According to the table below, the aggregate amount of taxes (including VAT, WHT, income and profit tax) as well as state duties and social payments collected from the foreign production are vary between 30-50% from the total costs of production. The table below, shows general breakdown for foreign production and taxes/social payments to the state budget.




	
	Service title
	Cost of services
USD
	Taxes paid in USD
	Taxes 
%

	1
	research and location management
	7000
	1260
	18

	2
	local crew
	148000
	59200
	40

	3
	cast and extras 
	62000
	24800
	40

	4
	permissions 
	80000
	14400
	18

	5
	art department
	48000
	8640
	18

	6
	requisites
	12000
	3840
	32

	7
	wardrobe
	16000
	5120
	32

	8
	transportation
	34000
	10880
	32

	9
	light and sound, camera
	60000
	19200
	32

	10
	hotel expenses
	26000
	8320
	32

	11
	catering on stage
	20000
	3600
	18

	12
	general expenses
	7600
	1368
	18

	13
	mark-up 10%
	52060
	11453,2
	22

	
	
	
	
	

	14
	Total budget
	$ 572,660.00
	$ 172,081,20
	30 %




From the total budget of 572,660 USD paid by foreign production company, the total taxes paid to the government (at first level of payments) is 172,000 USD, which is almost 30% of total expenditures paid by the foreign production company. However, at the second and further level of payments (marginal taxpayers) the final amount of taxes earned by the budget increases. Normally, government is reimbursing money from that very amount received from the taxpayers. According to the above mentioned, the general process flow can be designed as follows.




Foreign producer willing to shoot in Azerbaijan shall identify local partner (production company) and negotiate the issues of conducting of shooting in the country. Production company shall address the application to the Film Commission and get the positive response and certificate, upon receiving it, the companies can conduct the production activities under rebate scheme in Azerbaijan Republic. Some countries are using the contracts between the Local Production Company and Film Fund, which ensures proper execution of duties, terms and conditions by both parties. However, it is recommended to conduct the support to foreign productions based on the contract signed between Film Centre and Local Production Company.

The process flow for cash rebate is shown in diagram below:




Local producer upon execution of local services to foreign production shall conduct an independent audit. Later, local production shall submit production report and relevant audit report (both shall be accompanied by the certificate and contract) to the Film Commission. Film Commission should conduct a verification of reports and expenditures and should arrange reimbursement to the local producer via funds available at the Film Fund. Local Producer forward reimbursed amount to the foreign production company. 

[bookmark: _Toc497948240]9. Further steps for establishing Film Commission
Film Commissions shall implement their activities according to the work plans and marketing strategies in order to ensure sustainable raised interest to the country and local partners from foreign production companies. The work plan needs to clearly reflect the HR development goals, local capacity assessment, creating of data bases of locations, film service providers, technical capacities, as well as action plans for international cooperation and networking.
Joining the following networks shall be priority for the Film Commission and it is strongly recommended to start initial discussions and establishing of working relations with: Association of Film Commissioners International (AFCI), European Film Commissions Network (EUFCN) and Asian Film Commissions Network (AFCnet).
The major benefit from these Film Commissions would be theoretic and methodology data sharing, free advice on development of PR campaigns, getting the events calendar for international festivals, seminars, trainings, where Film Commissions are enlarging their network connections. 
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[bookmark: _Toc497948241]Note
The policy brief is developed with the assistance of the EU-Eastern Partnership Culture and Creativity Programme. The content of this policy brief does not reflect the official opinion of the European Union. Responsibility for the information and views expressed in the policy brief lies entirely with the author. 

The purpose of the EU-Eastern Partnership Culture and Creativity Programme is to support the cultural and creative sectors’ contribution to sustainable humanitarian, social and economic development in Armenia, Azerbaijan, Belarus, Georgia, Moldova and Ukraine.
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