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Summary of Requested Action

Motion requesting the OLA to report on the status of eight single-screen movie theaters in San Francisco and the feasibility of the proposal by Save the Theaters, a non-profit organization, to renovate these theaters and expand the City’s independent film industry.

Executive Summary

Save the Theaters is asking the City to issue general obligation (GO) bonds to finance its Artist and Theater Economic Revitalization (TheATER) project.  According to Save the Theaters, this project would renovate eight single-screen movie theaters in San Francisco and expand the City’s independent film industry.

The Board of Supervisors has the authority to issue GO bonds, which must be approved by a two-thirds vote of the local electorate.
  GO bonds are repaid by City property taxes.  

The TheATER project’s goals to renovate the theaters and stimulate the growth of the City’s independent film industry are certainly worthwhile.  However, it is unclear whether GO bonds are the appropriate vehicle to finance the TheATER project.  Under the State Constitution, the City is prohibited from giving or lending its credit to any private person, association or corporation.
  The City may issue GO bonds to finance projects that incidentally benefit private parties provided a “significant public purpose” is advanced.  The determination of whether a project furthers a public purpose is within the sole discretion of the Board.  While the Board has issued GO bonds for a variety of projects in the past (e.g., City Hall, the Asian Art Museum and the San Francisco Zoo), it first determined that each of these projects advance a significant public purpose.  Whether the TheATER project does the same is therefore a policy matter for the Board of Supervisors.  

The OLA recommends that the Board ask the City Attorney’s Office and Mayor’s Office of Public Finance to work with Save the Theaters to help determine whether GO bonds are the appropriate vehicle to finance the project and to explore other funding options including but not limited to the creation of Business Improvement Districts in the areas surrounding the theaters.  The OLA also recommends that the Board ask Save the Theaters to: 1) analyze the economic impacts of its proposal on the local independent film industry and economy and the City’s tax revenues and report its findings to the Board and 2) provide the Board with a list of theater owners who are willing to sell their properties and neighborhood groups and merchant associations who live/work near the theaters and endorse the project. 
The Proposal

Save the Theaters estimates that the cost to purchase and renovate the eight theaters would be between $50 and $62 million.  This estimate does not include the cost of debt service and other financing costs.  According to Save the Theaters, in exchange for financing the proposal, the City would realize new jobs and increased business, sales and property tax revenues from the resulting growth of the local independent film industry.

The TheATER project calls for the City to enter into a sole-source Memorandum of Understanding (MOU) with Save the Theaters to operate and maintain the theaters.  Proceeds from the sale of movie tickets, special event admissions and concession stand items would provide funds for ongoing operation and maintenance costs.  The proposal would also allow Save the Theaters to open cafes and other businesses in theater lobbies, and perhaps to serve beer and wine.  In addition, Save the Theaters would reintroduce the movie intermission enabling audience members to interact with each other during the middle of the movie.

Save the Theaters intends to open one theater at a time over a three-year period.  According to the proposal, revenues generated by the first theater along with monetary donations to Save the Theaters would be used to cover the costs of opening subsequent theaters.

Save the Theaters believes that past efforts to save single-screen theaters have been largely unsuccessful because they are forced by distributor contracts to continue a movie run despite lagging ticket sales whereas multi-screen theaters simply move the movie to one of their smaller screens to accommodate smaller audiences and therefore do not need a “full house” to make a profit.
  Single-screen theaters, on the other hand, typically have more seats than multi-screen theaters and find it harder to stay viable when they are not full.  Under the TheATER project, filmmakers would be required to enter into individual contract agreements with Save the Theaters requiring them to produce at least one-third of their movie within the City and County of San Francisco and fill a renovated theater to at least 50 percent capacity in exchange for 50 percent of ticket sales when their movie is played.  Any filmmaker who participates in school-based arts programs and senior outreach services (which have yet to be identified) may be granted an exemption from the one-third production requirement by Save the Theaters if he/she agrees to make the majority of their next movie in San Francisco.

Save the Theaters would be governed by a board of directors and advised by a group of entertainment industry representatives, including filmmakers, artists and writers, on technical matters, including movie programming and marketing.  In addition, Save the Theaters would allow San Francisco moviegoers to vote for the types of movies to be showed at the renovated theaters.  According to Save the Theaters, this would help to create movie standards for the theaters that are customized to the specific demographics of moviegoers and thus ensure the profitability of the theaters.     

Status of Theaters

The following is a brief description of the subject theaters in the City and County of San Francisco.  

· The Metro, located at 2055 Union Street, was built in 1924 and renovated in 1998.  It seats 700 people and is currently operated by United Artists.  

· Cinema 21, located at 2141 Chestnut Street, was built in 1927 and closed in 2001.  In 2002, the City’s Planning Commission rejected a proposal by Walgreens to convert Cinema 21 into a drugstore.

· The New Mission, located at 2550 Mission Street, was built in 1916, renovated in the 1930’s and closed in 1993.  A retail furniture store currently occupies the theater’s lobby.  The theater seats 2,800 people and is currently owned by the City College of San Francisco, which planned to build a new campus on the site, but now intends to sell it.  Notably, in December 2003, the Mayor and Board of Supervisors approved legislation (File No. 031943) designating the New Mission as a City landmark.
· The Tower, located at 2465 Mission Street, was most likely built in the 1930’s but no records exist to corroborate when it closed.  It seated about 870 people and is currently operated as a church.   

· The Grand, located at 2665 Mission Street, was built in 1940 and closed in 1988.  It seated about 850 people and is currently operated as a retail store. 

· The Pagoda, located at 1700 Powell Street, opened in 1909 as the Washington Square Theatre.  It was extensively remodeled in the late 1930's and reopened as the Palace in 1937.  It was renamed the Pagoda in 1974 offering a policy of Chinese films then ultimately closed in 1994. 

· Cine Latino, located at 2555 Mission Street, opened as the Wigwam in 1913 with vaudeville and films.  In 1930, it reopened as the New Rialto with “talking pictures”.  In 1947, it was renamed the Crown with a new front.  In 1974, it became Cine Latino featuring Mexican films. It closed in 1987 and is currently vacant. 


· In 1961, a portion of the Regency Building, located at 1320 Van Ness Avenue, was leased out to the Regency Theater and movies were shown here until 1998.  The space is currently operating as an event venue. 


Attachment 1, created by the OLA, is a map of the locations of the eight theaters.  Save the Theaters has also identified the locations of three alternate theaters in case one or more of the eight theaters becomes unavailable.

Attachment 2, provided by Save the Theaters, contains a list of the current status of the theaters (facility, operational and ownership), estimated purchase prices and proposed improvements and related costs.

Current Law

GO bond financing is a type of long-term borrowing that the City uses to raise money for capital projects.  The City receives money by selling GO bonds to investors.  The City must pay back the amount borrowed plus interest to those investors.  The money raised from GO bond sales is typically used to pay for large capital projects that do not generate revenue such as fire and police stations, affordable housing programs, schools, libraries, parks and other public facilities.  The City uses GO bond financing because the large dollar costs of these public facilities are difficult to pay for all at once.    

The Board of Supervisors has the authority to issue GO bonds, which must be approved by a two-thirds vote of the local electorate.  GO bonds are repaid by City property taxes.

The Board may issue GO bonds to finance projects that incidentally benefit private parties provided a significant public purpose is advanced. The determination of whether a project furthers a public purpose is within the sole discretion of the Board. 

The City’s Charter imposes a limit of three percent of the assessed value of taxable property in the City on the amount of GO bonds the City can have outstanding at any given time.
  The City had approximately $94.7 billion in assessed value (net of unreimbursable exemptions) as of the close of the fiscal year.
  At the same time, the City had $860 million in authorized, outstanding property tax–supported GO bonds, which is equal to approximately 0.91 percent of the taxable assessed value of property.  There were an additional $922.5 million in bonds that were authorized but not issued.  If all of these bonds were issued and outstanding in full, the total debt burden would be approximately two percent of the taxable assessed value of property.  The City would therefore be within its indebtedness limit if voters approved GO bonds, totaling between $50 and $62 million, for the proposal.

Discussion

A close examination of the TheATER project reveals some serious flaws in its design and proposed implementation.

First and foremost, it is unclear whether GO bonds are the appropriate vehicle to finance the TheATER project.  As noted above, before issuing GO bonds for this type of project, the Board must first determine that it advances a significant public purpose.  In the past the City has issued GO bonds for City buildings (e.g., City Hall, Laguna Honda Hospital and several branch libraries) and for cultural and recreational facilities (e.g., the Academy of Sciences, the Asian Art Museum and the San Francisco Zoo).  While varied, the Board determined that each of these projects furthered a significant public purpose.   

Notably, the City has never issued GO bonds with the explicit purpose to stimulate the local economy and promote jobs.  To do so would be a significant change in City policy, according to the Mayor’s Office of Public Finance.    

Revenue bond financing may be an alternative.
  However, it is also unclear whether revenue bonds may be legally issued to finance the TheATER project because they (like GO bonds) are typically used to pay for projects that serve the public as a whole.  Arguably, the City’s purchase and renovation of the theaters would benefit all citizens, certainly those who are moviegoers.  However, it is difficult to argue that Save the Theaters proposal to share 50 percent of ticket sales with filmmakers provided that they produce one-third of their movie within the City and County of San Francisco and help fill the theaters would benefit all citizens.

The primary advantage of bond financing is that it is typically tax exempt financing.  Investors who lend money to the City pay no Federal income tax on the interest they earn.  This allows the City to pay reduced interest rates and therefore a project’s overall costs are lowered.  However, according to the City Attorney, any bonds issued to finance the TheATER project (whether GO or revenue bonds) would more than likely be taxable under Federal tax law since the primary beneficiaries of these bonds would be private parties.  

A Business Improvement District (BID) is another alternative.  BIDs are formed by a majority of property owners within a district, with approval from the Board of Supervisors and in accordance with State law.  BIDs are private/public partnerships where property or business owners elect to assess themselves in exchange for the authority to spend the difference on agreed upon improvements in its management plan.  In this case, the TheATER project would be funded by BIDs created in the areas around the theaters.  See the OLA’s report (File No. 021934) dated February 5, 2003 for more information on BIDs.

Beyond the legal questions raised by the TheATER project, the Mayor’s Office of Public Finance has serious concerns over the project’s financial soundness.  City staff advised the OLA that the estimated costs to purchase and renovate the theaters do not appear to be well researched.  Without more detailed analysis of these costs, the Board of Supervisors would be unwise to saddle San Francisco taxpayers with millions of dollars in debt.  The Mayor’s Office also expressed concerns over the City’s bond debt limit.  While the City is currently under its limit, the Board of Supervisors would be wise to set priorities for future debt to continue to maintain good credit ratings, according to City staff.  

Save the Theaters states that it spoke with theater owners informally and learned that they would be willing to sell their properties.  However, there is no indication that the owners of the Tower, Grand and Crown are willing to do so.  Currently, their properties are either leased to private parties or have been closed for some time.  There is some indication that San Francisco merchants want to save theaters but they do not explicitly support the TheATER project.
  Similarly, a recent poll of 400 registered San Francisco voters shows that 61 percent of respondents would vote yes on a $49 million bond measure to save neighborhood theaters and revitalize them into community art centers.
  However, this poll measures general willingness to save theaters and it does not necessarily reflect the opinions of people living near the theaters as it was conducted on a Citywide basis.

Save the Theaters estimates that its operation of the theaters alone would create 137 full-time jobs and generate about $2.9 million for local businesses during the first year and about 1,134 full-time jobs and $22.6 million per year after all eight theaters are opened.  According to Save the Theaters, it would also generate about $173,000 in City tax revenues during the first year and about $1.4 million per year after all theaters are opened.  However, these estimates are based on the averages of similarly populated cities with unique economic data and therefore should not be used as substitutes for conducting an impact study on City tax revenues that is customized for San Francisco.

In addition, Save the Theaters estimates that its proposal would increase by ten-fold the size of the existing independent film industry in San Francisco.  If true, the number of establishments relating to independent artists, writers and performers would increase from 74 to 740; annual revenue generated by these groups doing business in San Francisco would increase from about $30 million to $300 million; the number of paid employees working in the industry would increase from 206 to 2,060; and the annual payroll of these employees would increase from about $11 million to about $110 million (see footnote #3 of this report). According to Save the Theaters, these estimates may be multiplied by 2.12 to capture the input-output change in the economy as a result of the TheATER project.
  However, there appears to be wide disagreement among economists over the correct multiplier to apply to the industry and Save the Theaters has not actually studied the economic impacts of its proposal on the existing industry and City tax revenues in San Francisco.

Moreover, if the City enters into a sole-source MOU with Save the Theaters to operate the theaters, it would necessarily forgo revenue from the sale of movie tickets, special event admissions and concession stand items.  As noted above, Save the Theaters intends to use operating revenues generated by the first theater to cover the costs of opening subsequent theaters.  Attachment 3, provided by Save the Theaters, is an estimate of the operating costs and revenues associated with the first theater over a one-year period.  Save the Theaters estimates that its proposal will generate a net profit of approximately $147,200 after one year.

Finally, Save the Theaters conservatively estimates that 124,800 people will attend the theaters during the first year.  There is some evidence to support this estimate especially because Save the Theaters expects the demographics of their patrons to resemble those of film festival attendees (as opposed to those of traditional moviegoers).  For instance, 94,500 people attended the 2003 SF International Film Festival over just a 15-day period.
  Festival organizers forecast 95,000 attendees at next year’s festival.

Conclusion

In closing, the TheATER project’s goals to renovate eight single-screen theaters and stimulate the growth of the City’s independent film industry are certainly worthwhile.  However, it is unclear whether GO bonds are the appropriate vehicle to finance the TheATER project especially in light of the fact that Save the Theaters proposes to share 50 percent of ticket sales with filmmakers provided that they produce one-third of their movie within the City and County of San Francisco and help fill the theaters to at least 50 percent capacity.  In addition, any bonds (whether GO or revenue bonds) used to finance the project would more than likely be taxable under Federal tax law since the primary beneficiaries of these bonds would be private parties.  This negates the primary advantage of tax-exempt bond financing.  Moreover, City officials have serious concerns over the project’s cost estimates as well as its affect on the City’s credit ratings.  The OLA therefore recommends that the Board take the following courses of action:

· Ask the City Attorney’s Office and Mayor’s Office of Public Finance to work with Save the Theaters to help determine whether GO bonds are the appropriate vehicle to finance the project and to explore other funding options including but not limited to the creation of Business Improvement Districts in the areas surrounding the theaters.

· Ask Save the Theaters to analyze the economic impacts of its proposal on the local independent film industry and economy and the City’s tax revenues and to report its findings to the Board of Supervisors.

Notably, the Board may also ask the Municipal Fiscal Advisory Committee (MFAC) to analyze the proposal.  MFAC is a group of volunteers from the City’s business community who provides pro-bono management consulting services to the Mayor and City departments.

· Ask Save the Theaters to provide the Board of Supervisors with a list of theater owners who are willing to sell their properties and neighborhood groups and merchant associations who live/work near the theaters and endorse the project. 

· Consider asking the Department of Real Estate to determine the fair market values of the theaters and the Bureau of Architecture within the Department of Public Works to estimate the City’s costs to renovate the theaters.  Notably, Real Estate would need to hire an independent contractor to appraise the theaters at a cost of approximately $5,000 per appraisal.

� City Charter. Sec. 9.106


� California Constitution, Art.16, Sec.6


� The latest U.S. Census Bureau data shows that the independent film industry in San Francisco is relatively small in comparison to those in other jurisdictions. For instance, in 1997, there were 74 establishments relating to independent artists, writers and performers in San Francisco.  By way of comparison, in Los Angeles there were 2,657 during the same year.  Also in 1997, independent artists, writers and performers doing business in the City and County of San Francisco generated revenue totaling $29,522,000, while those in Los Angeles County generated approximately $3.6 billion. Furthermore, in 1997, the number of paid employees (full-time and part-time) working in this industry was 206 in San Francisco and 4,650 in Los Angeles.  Collectively, the annual payroll of these employees was $10,752,000 in San Francisco and approximately $2.2 billion in Los Angeles.  Any conclusions drawn from this comparison should be considered in light of the fact that Los Angeles has a significantly larger general population and geographic area than San Francisco.


� Since 1980, thirty-five single-screen movie theaters have closed in San Francisco (National Trust for Historic Preservation, Online at � HYPERLINK http://www.nationaltrust.org ��www.nationaltrust.org�)





� City Charter. Sec. 9.106


� Controller’s Office, Comprehensive Annual Financial Review (CAFR), Year Ended June 30, 2003.


� Revenue bonds are used to pay for projects such as major improvements to airports, water systems or other facilities that generate revenue.  Revenue bonds are generally repaid from revenues generated by bond-financed projects, for example usage fees or parking fees.


� To date, this list includes the Marina Merchants Association, Mission Merchants Association, Union Street Association, Greater Geary Boulevard Merchants Association and the District Council of San Francisco Merchants.


� David Binder & Associates, San Francisco Cotent Media Survey: Final Results, April 28, 2003.


� Americans for the Arts, Arts & Economic Prosperity Calculator, Online at http://artsusa.org/economicimpact/calculator.asp#


� Arthur Anderson Economic Consulting used a multiplier of 2.12 for income and labor effects in its study of independent filmmaking, done for the American Film Marketing Association.


� The average attendee was 37 years old, the gender balance was tilted slightly toward women (58 percent), two-thirds of attendees were single (not married), three-fourths had a college degree, seven out of ten attendees were white and $60,000 was the mean income.
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