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EXECUTIVE SUMMARY

The motion picture indugtry is part of Cdifornia s mystique. It isaso an important part

of the state’ s economy. If we use standard aggregate numbers, motion picture production
isour 18" largest industry by share of gross state product. Of those core industries that
drive Cdifornia s economy by exporting goods outside the state, motion pictures are the
tenth largest, and the fourth mogt rapidly growing. It is a high-wage sector, with average
saaries 70 percent higher than sdlaries in other businesses statewide.

Although there is no doubt that motion picture production is of mgor economic
importance in Cdifornia, attempts to quantify that importance are troubled by remarkable
variation and statistica softness. For example, the Motion Picture Association of
America esimates that the entertainment industry generated $27.5 hillion in Cdiforniain
1996, compared with aU.S. Bureau of Economic Andysis estimate of $13.1 billion.
Estimates of the number of people employed in mation picture production in Cdifornia

in 1996 vary from 127,000 to 480,000.

There are anumber of reasons for this astounding imprecison. The most important arise
from differences of opinion about whom to count. Clearly the director, producer and
leading actors are counted as employed by the motion picture industry; they are called
“above-the-ling’ employees. But much of the work of making afilm is done by “below-
the-lineg” employees, such as people who work for contractors who build sets, produce
costumes, or maybe do legal work. These people are more likely to be counted as
carpenters, garment workers, and lawyers than as motion picture employees. There are
a0 differences of opinion about where the edges of the film industry are, and which
firmsarein or out. There are no consensus definitions or standard practices for counting
beansfor thisindustry. One result is that many studies about the economic importance of
the film industry, or, more importantly, about how it isfaring over time, show widdly
different results and perhaps have less credibility.

Thefilm indudtry is changing, induding:

Demand for movies, televison programs, commercias, home video, cable, and
other film productsis skyrocketing in the United States and around the world.
While the “mgjors,” studios producing big-budget films, have become part of
international conglomerates, a second tier of smdll, independent production
companies has gpparently grown rapidly (apparently because three credible
industry sources counted 709, or 1,177, or 3,500 motion picture production firms
in Southern Cdiforniain 1999).

Contrary to the popular image of movie production by large studios, most
production firms are smal in terms of the number of employees. The industry has
shifted from mass production to a project- by-project format in which much of the
work is done by freelance workers and subcontractors.

Production technology is shifting from traditiond film to digital media

Cdlifornia Research Bureau, California State Library



U.S.-developed film production is becoming geographicaly dispersed, with
consderable activity in severd other states, in the Canadian provinces of British
Columbia, Quebec, and Ontario, and in other English speaking countries.

It is netural to wonder if these changes will result in California' s movie industry growing
and prospering, or if they present athreat, one that perhaps appropriate state actions could
reduce. The most troubling change at the moment appears to be geographic dispersd,
known as “runaway production.” Runaway production refersto films that were
conceptudly developed in the United States, but filmed somewhere dse. If the
conversation is at the federd level, runaway production goes to other countries. If a the
date leve, production that goesto other Satesis runaway.

Considerable evidence is @ least consstent with the notion that Cdiforniaislosng film
production to other places. Industry data for films and television programs, however, are
plagued with awhole set of problems of their own. Data collection methods vary,
resulting in different estimates. Feeture film production often takes place in multiple
locations, S0 keeping track of productions accurately isachalenge. Moreover, the ups
and downs of the industry mean the numbers vary consderably from year to year,
meking it difficult to infer long-term trends. Evidence of runaway production from
Cdiforniaincludes

Eighty-two percent of U.S. film starts werein Cdiforniain 1996, a recent record.
Only 55 percent of U.S. film starts were in Cdiforniain 1999, the same share as
in 1988.

From 1998 to 1999, film startsin Canadaincreased from 59 to 93, again of 34.

In the United Kingdom the increase was from 15 to 63, again of 48. Film gtarts

in Cdifornia decreased from 510 to 440, areduction of 70. These numbers|ook
even worse if we go back to 1997, when Cdifornia had 637 film garts.

Thereisthe notion that relocation of production to Canada has particularly
affected movies made for televison, caled Movies-of-the-Week (MOWSs). But
the available numbers lead to sgnificantly different views of this phenomenon. A
Los Angdes Film Office study of MOWSs found that Canadian production was
aready dominant in 1997 (45 percent of al MOWS), and that it maintained that
sharein 1999. Cdifornia s produced 20 percent of MOWSsin 1997, increasing
dightly to 21 percent in 1999 (and to 24 percent in 1998, a high production year).
The share of MOWSs produced in other states dropped from 26 percent to 15
percent, with production going to other foreign countries. So whileit may be
regrettable that Canada s 45 percent share of MOWSsis not filmed here, Cdifornia
isholding its own.

A different source, the Katz report, which uses abroader definition of MOWSs,
found amore ominoustrend. 1t shows California MOWSs production declining
dightly from 39 in 1998 to 36 in 1999, while Canadian production increased from
122 to 154. It dso found that Canada had dmost caught up with Cdiforniain the
number of filming weeks for large-budget fegture films.

A third source, the Monitor report, takes alonger-term, nationa view. It found
that the foreign share of production of films and television programming

2 California Research Bureau, California State Library



combined increased from 29 percent of al startsin 1990 to 37 percent in 1998.
The foreign share increase was most pronounced in television program
production. The study aso showed that the overdl volume of production had
increased so much that the numbers (as opposed to the percentage) of both films
and televison programs increased in the United States despite its declining share.

What we cal runaway film production gppears to occur for a number of fairly compelling
reasons, including:

Technological changes, especidly digitization, make it easer to produce filmsin
far-flung locations. Time Warner President Richard Parsons says, “digitization...
will... completely eviscerate the concept of distance asalimiting factor in
defining your marketplace.”*

The market for films and related entertainment has become globdl.

Canada and other states have built sound stages and other film infrastructure, and
they have people experienced in various aspects of film production. So
filmmeakers who go there are not pioneering.

Codts are higher in Cdiforniathan in other states or other countries.
A strong dollar makes production in other countries even chegper.

Other states and countries offer tax and other incentives. Severa dtatesrebate all
or part of the sales tax on purchases associated with movie making. Some rebate
hotel taxes for film crews. Many states dlow free use of public places for

filming. Many hdp film companiesfind filming locations. Some, such as
Oklahoma, offer arebate of up to 15 percent of filming costs incurring in the
date. The Canadian nationa government and various provinces offer
combinations of such incentives.

Cdlifornia Research Bureau, California State Library
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. OVERVIEW OF THE CALIFORNIA MOTION PICTURE
INDUSTRY

SIZE AND GROWTH OF THE CALIFORNIA MOTION PICTURE INDUSTRY
The Motion Picture I ndustry Measured by the Value of Output During the 1990s

Economic activity in the motion picture industry is volatile and senstive to the business
cycle. Following a period of negative growth during the recesson in the early 1990s,
economic activity in motion pictures picked up significantly and contributed to
Cdifornia s emergence from the recession. Output growth, even when adjusted for
inflation, was high in the motion picture industry between 1995 and 1998. In 1999,
however, motion picture growth declined by two percent. Although the data are not yet
available, further declines in motion picture growth are expected in 2000 and 2001 as the
economy has dowed down. In most years, motion picture growth in Cdiforniaiis about
the same magnitude as mation picture growth in the nation. Compared with growth in
gross state product, motion pictures generdly follow the same pattern but are more
volatile and have wider swings.

Chart 1

Growth in the Motion Picture Industry and
California Gross State Product (adjusted for inflation)

20%
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T CA Motion pictures C—1USMotion pictures —O— CA Gross State Product

Source: U.S. Bureau of Economic Analysis, California Dept. of Finance, UCLA Anderson Forecast, (2002f,
2003f), California Research Bureau, '€’ indicates estimate; 'f* indicates forecast.

How largeis the Cdifornia motion picture industry in relation to the Cdifornia economy
and to the nationd motion picture industry? Table 1 shows that from 1995 to 1999, the
Cdiforniamotion picture indusiry fluctuated between a 1.2 percent share of gross state
product and a 1.4 percent share of the state economy. The Cdifornia motion picture
industry represented dightly over 50 percent of total U.S. motion picture industry output.
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Table 1

SIZE OF THE CALIFORNIA MOTION PICTURE INDUSTRY
(Billions of Dallars)

1995 1996 1997 1998 1999

CA Gross State Product (GSP) $926 | $973 | $1,045 | $1,126 | $1,229
CA Motion Pictures $12| $13 $15 $16 $16
CA Motion Pictures as a% of GSP 12%| 1.3%| 14%| 14%| 1.3%
U.S. Motion Pictures $22| $25 $26 $29 $30
CA as% of U.S. Motion Pictures 52% | 53% 55% 54% 54%

Source: U.S. Dept. of Commerce, Bureau of Economic Analysis, http://www.bea.doc.gov/, CdifomiaDept. of
Finance, California Research Bureau.

How does the vaue of output in the motion picture industry compare to output in other
large Cdiforniaindustries? In Table 2, indudtries are sorted by the value of their output
in 1999.2 The motion picture industry is only dightly smaler than the insurance carrier
industry and legd sarvices. After adjugting for inflation, the motion picture industry

grew 30 percent between 1990 and 1999, dightly higher than the 28 percent growth rate
attained by the state economy.

Table?2
Size of Important California Industries
CALIFORNIA GROSS STATE PRODUCT, 1999
Sort by 1999 GSP Real growth
Billions of Dallars 1999  From 1990 to 1999
Total Gross State Product $1,229 28%
1 Redl estate 190 17%
2 Reail trade 113 41%
3 State and loca government 100 11%
4 Business services 86 91%
5 Wholesdetrade 83 66%
6 Health services 55 -5%
7 Construction 47 -2%
8 Other services 42 14%
9 Communication 38 99%
10 Electronic equipment 37 336%
11 Industrial machinery 31 233%
12 Depoditory indtitutions 27 -35%
13 Federd civilian 21 -11%
14 Electric, gas, & sanitary 19 -6%
15 Lega services 18 -6%
16 Instruments and related products 17 -9%
17 Insurance carriers 17 8%
18 Moation pictures 16 30%
19 Security brokers 16 437%
20 Food & kindred products 15 -6%
21 Amusement and recreation 13 25%
Sources: California Dept. of Finance, U.S. Bureau of Economic Analysis, California Research Bureau.

6 California Research Bureau, California State Library
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The Motion Picture Industry Measured by Employment

In 2001, the motion picture industry in California accounted for 185,000 jobs, up from
122,000 jobsin 1992. Mation pictures had roughly the same number of jobsin 2001 as
food and kindred products. The motion picture industry enjoyed rapid job growth in the
1990s. While total non-farm employment grew 21 percent from 1992 to 2001, motion
picture growth of 52 percent was surpassed only by business services (which includes
computer services) at 81 percent and specid trade at 78 percent.

Table3
California’s Largest Employers
1992 2001 Percent
Rank Title (Thousands)  (Thousands) Growth
Total Non-Farm 12,154 14,697 21%
1 Loca Government 1,366 1,666 22%
2 Business Services 724 1,309 81%
3 Eating & Drinking Places 775 954 23%
4 Hedth Services 822 950 16%
5 Specia Trade 298 528 78%
6 Engineering & Management 390 504 29%
7 Wholesde--Durable 412 487 18%
8 State Government 334 461 20%
9 Miscellaneous Retail Trade 277 338 22%
10 Food Stores 305 329 8%
11 Wholesde—Non-durable 301 324 8%
12 Socid Services 204 310 52%
13  Electronic Equipment 222 269 22%
14 Federd Government 346 255 -26%
15 Generd Merchandise 240 250 4%
16 Automotive Dealers & Service 202 245 21%
17 Private Educational Services 172 228 33%
18 Industrial Machinery 199 221 11%
19 Amusement & Recreation Services 161 220 37%
20 Real Estate 191 210 10%
21 Communicetions 152 201 33%
22 Depodtory Inditutions 252 201 -20%
23 Hotels & Other Lodging Places 181 199 10%
24 Food & Kindred Products 183 187 3%
25 Motion Picture Industry 122 185 52%
26 Instruments & Related Products 199 182 -9%
27 Trucking & Warehousing 150 178 19%
28 Auto Repair & Parking 128 175 37%
29 Membership Organization 142 172 21%
30 Generd Building Contractors 117 170 46%
Source: CA Employment Development Dept., http://www.edu.ca.gov, EDD 83-00 CA ca$haw.xls. The

industriesin thistable use 1992 SIC codes at the 2-digit level, 2001 Benchmark.
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California’s Leading Export I ndustries Ranked by Employment

Another way to look at the motion picture indudry isto examineits role in exporting
products outside the state. The Center for Continuing Study of the Cdifornia Economy
(CCSCE)? does an annud study of basic industries (goods and services) that sl
primarily to markets outsde Cdifornia. Employment in these industries in 2000

represented about 25 percent of al employment in Cdifornia

Tourism & Entertainment
Hotels
M otion Picture Production
Amusements
High Tech Manufacturing
Computers
Communication Equipment
Electronic Components
High Tech Instruments
Diversified Manufacturing
Textiles
Apparel
Furniture
Drugs
Misc. Manufacturing
Plastics and Rubber Products
Metal Products
Special Industry Machinery
Other Non-High Tech Machinery
Aircraft/Space/Defense
Aircraft/Space/Defense
Shipbuilding
Missiles/Space
Search & Navigation Equipment
Federal Civilian Defense
Resour ce Based
Agriculture
Pressed Fruits & Vegetables

Transportation-Wholesale Trade

Air Transportation

Wholesale Trade - Durables
Professional Services

Computer Services

Lega Services

Engineering and Management
Total Export Industries

Tableda

Employment in Basic Industries That Sl Primarily Outside California
1990 Jobs 2000 Jobs Change Percent
(Thousands) (Thousands) Since 1990 Growth
433 563 130 30%
192 199 7 4%
89 154* 65 72%
152 210 58 38%
391 430 39 10%
101 95 -6 -6%
31 12 12 38%
139 163 24 17%
121 130 9 8%
918 996 79 9%
16 27 11 69%
133 144 12 %
55 61 6 11%
23 40 17 3%
36 49 13 3%
a4 74 -2 -3%
155 155 1 0%
11 20 9 83%
185 177 -8 -4%
482 218 -264 -55%
162 16 -87 -54%
13 11 -2 -13%
76 2 -4 -71%
29 49 -51 -51%
131 61 -70 -54%
474 487 13 3%
364 408 44 12%
53 41 -12 -23%
617 682 66 11%
120 142 2 18%
459 499 41 %
635 963 328 52%
113 371 258 228%
130 124 -6 -5%
393 469 76 19%
3,979 4,370 390 10%
14,193 16,303 2,110 15%

Total Jobs

Source: California Employment Development Dept., Center for the Continuing Study of the California Economy.
2000 estimates are for ten months only. *The current EDD 2000 production estimate is 149,000.
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One of the export indugtries is motion picture production (film production, distribution,
and exhibition make up the industry). Employment in motion picture production

increased by 72 percent from 89,000 jobs in 1990 to 154,000 jobsin 2000, representing
about one percent of the 16.3 million jobsin the state. The 72 percent employment
growth was about the same as growth in textilesand in drugs. Only two industries grew
fagter: specid industry machinery (83 percent) and computer services (228 percent). In
terms of the number of jobsin 2000, motion picture production ranked tenth at 154,000
jobs, about the same as metd products (Table 4b).

Over alonger time horizon, an important shift in employment has taken place asthe
arcraft industry has declined and the motion picture industry has grown. 1n 1972, the
Cdiforniaarcraft industry accounted for three times as many jobs as motion picture
production. In 2000, California had 80,000 more jobs in motion picture production than
in arcraft. Sdaries were higher in motion picture production, averaging $67,000
compared to $58,000 in aircraft.*

Table4b

Employment in Basic Industries That Sdl Primarily Outsde California
Industries With M or e Than 100,000 Jobs
Sorted by 2000 Jobs

Change
1990 Jobs 2000 Jobs Snce  Percent
(Thousands)  (Thousands) 1990 Growth
1 Wholesale Trade — Durables 459 499 41 Y%
2 Engineering & Management Services 393 469 76 19%
3 Agriculture 364 408 a4 12%
4 Computer Services 113 371 258 228%
5 Amusements 152 210 58 38%
6 Hotels 192 199 7 4%
7 Other Non-High-Tech Machinery 185 177 -8 -4%
8 Electronic Components 139 163 24 17%
9 Meta Products 155 155 1 0%
10 Motion Picture Production 89 *154 65 72%
11 Apparel 133 144 12 9%
12 Air Transportation 120 142 22 18%
13 High-Tech Instruments 121 130 9 8%
14 Legd Services 130 124 -6 -5%

Source: California Employment Development Dept., Center for the Continuing Study of the California

Economy. 2000 estimates are for ten months only. * The current EDD 2000 production estimate is 149,000.

The MPAA Report, Economic I mpact of the Entertainment I ndustry on California

The szeof motion picture production is usualy measured using officid estimates for
direct production and employment. However, since the film industry affects jobs and
output in many indudtries, abroader andysis of the economic impact of films can be
done. The broader analysisincludes the indirect economic impacts of motion picture

Cdlifornia Research Bureau, California State Library




production on other industries as well as the direct effects measured in officia atigtics.
One such andysisisthe 1998 Motion Picture Association of America (MPAA) report
cdled “ State of the Industry: The Economic Impact of the Entertainment Industry on
Cdifornia” The report dso measures the size of the industry by looking at the number
of Cdifornia-based films, tdlevision programs, and commercias.

According to the MPAA report, entertainment production exploded in Cdiforniafrom
1992-1996 by dmost al measures for two main reasons.

(1) The demand for movies, televison programs, commercias, home video, and
amilar products skyrocketed as multiplex theaters grew dramaticaly, cable-
televison-channe capacity generated new program services, and VCR
penetration was pesking; and

(2) Cdiforniaretained new film production activity despite concerns that it would
relocate to other states or countries.®

In addition, the State of Californiatook steps to change what many perceived as an
unfriendly gpproach to businessin genera and to the entertainment industry in particular.
For example, permit delay and location access problems were addressed.

The MPAA report chronicles large increases in the numbers of California-based films,
televison programming, and commercids. Between 1992 and 1996, the number of
Cdifornia-based films rose from 319 to 572 while out- of-state production, despite
aggressive reocation incentives, fell from 157 to 131.° In 1996, Cdlifornia accounted for
80 percent of U.S. television programming and 81 percent of U.S. motion-picture starts,
up from only 67 percent in 1992. The production of commercias aso flourished in
Cdifornia, generating an estimated $2.3 hillion of payroll, vendor expenditures, and other
economic activity in 1996, up from just $1.5 billionin 1992. About 70 percent of total
U.S. expenditures on commercias were spent in Cdiforniain 1997.

The MPAA report estimates that the entertainment industry generated $27.5 billion in
economic activity in Cdiforniain 1996, more than double the U.S. Bureau of Economic
Andysis motion picture output estimate of $13.1 billion in 1996 (Table 1). Almogt dl of
this economic activity took place in Los Angeles County, with $14.2 billion in the City of
Los Angdesdone. The methodology used for the MPAA economic impact etimate is
discussed in Appendix D, Method 1.

The $27.5 hillion in economic activity generated $895 miillion in persond income and

sdes taxes ($468 million due to persona income taxes paid by industry workers and $427
million due to sdles taxes paid on vendor purchases). Theloss of even one percent of
entertainment production would have amounted to aloss of amost $9 millionin tax
revenue to the state and loca governments. In the Cdlifornialabor market, entertainment
production generated 226,000 jobs directly and at least 233,000 to 253,100 jobs
indirectly, bringing the industry’ stotd employment to well over 450,000.

10 California Research Bureau, California State Library



The MPAA report found that between 1992 and 1996:

The $27.5 hillion economic impact from entertainment production in 1996
was an increase of 69 percent over the 1992 estimate of $16.3 hillion. The
$27.5 billion was divided between $12 billionin payroll and $15.5 hillionin
purchases of goods and services used in entertainment production.

Direct production employment increased 38 percent, from 164,000 to
226,000. By contrast, California s tota non-farm employment grew five
percent.

Entertainment production payrolls climbed 62 percent, from $7.4 billion to
$12 billion, and grew dmost three times faster than Cdifornid stota payroll.

Average entertainment salaries grew to $53,000, nearly 70 percent higher than
average salaries statewide ($31,773) and over 80 percent higher than sdlaries
nationwide. Average sdariesrose by 18 percent over 1992, compared with
just ten percent growth statewide.

In 1996, 91 percent of movie production firms employed ten or fewer
employees, compared with 85 percent in 1992. Contrary to the popular image
of movie production by large studios, most motion picture/video production
firmsare smdl, and getting smaller, in terms of the number of employees.

The Number of Firms and Structure of the Motion Picture I ndustry

Hollywood' s mgor studios dominate the film industry. The mgor studios have an
important and long-standing presence in production and digtribution, own subgstantia film
library assets, and usudly operate studio production facilities. Most of the Hollywood
maors condtitute operating units within even larger multinational media and

entertainment conglomerates. Fox, Columbia Tri-Star, and Vivendi are part of foreign
corporations. Asof the late 1990s, there were sx mgor theatrica-film dudios. The

Wat Disney Company, Sony Pictures, Paramount, Twentieth Century Fox, Warner Bros,
and Universal. Mgor sudios of smaler size are Metro-Goldwyn-Mayer, Inc. and the so-
cdled mini-mgjors such as New Line Cinema and DreamWorks.

In recent years, the maors have relied more and more on smaler subsdiaries and
independent production companies to spread risks, diversfy market offerings and explore
emerging market opportunities. Since 1980, the number of films released annudly by the
magors has remained constant at about 100 films per year, while the number of films
released by their subsidiaries has increased dramatically.®

The second tier of production companies consists of independent producers. Counting
the number of motion picture production firmsisdifficult. According to County
Business Petterns data, there were atota of 3,500 establishments in motion picture and
video production in the five counties of Southern Cdiforniain 1999 and the median sze
of these establishments was just two employees.® Other sources of information, the
Hollywood Reporter’ s Blu-Book and Ifilm’'s Producers, identify 709 and 1,177 film
production companies in Southern Cdifornia™®

Cdlifornia Research Bureau, California State Library
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For Los Angdes County, County Business Patterns data show trends in employment and
firmsize' Production employed is reported in two subcategories. production alone and
sarvices dlied to production.

(1) Motion picture and video production in Los Angeles County

From 1980 to 1999, employment declined from 39,318 to 29,262; by
contrast, the number of establishments increased from 983 to 3,237.
Thisresulted in asignificant downsizing of the number of persons per
establishment, from 40 in 1980 to nine in 1999, reflecting increasing
numbers of small independent producers.

(2) Services dlied to motion picture production in Los Angees County

From 1980 to 1997, employment grew from 10,946 to 120,000, and the
number of establishments grew from 509 to 2,326. Thisclearly

reflects the greet rise in demand for intermediate inputs to the industry,
including specid effects and other digital services. The number of

persons per establishment grew from 22 in 1980 to 52 in 1997.*2

Smadler firms have a grester propensty than larger firmsto vary their intake of |abor by
employing part-time and freelance workers. Scott (1998)** conducted face-to-face
interviews with multimediaindustry” representatives in smaller firms and found that:

A common employment Srategy isto maintain asmal cadre of full-time workers
and periodicaly supplement with part-time and freelance workers as the need for
labor rises and fals. Within sampled firms, there were 1.4 part-time workers and
3.5 fredance workers for every ten full-time workers on average.

Thereisa datidicdly sgnificant inverse relationship between the ratio of part-
time workers or fredancers to full-time employees on one hand and the number of
full-time workers employed in any firm on the other hand. Scott surmises these
flexible employment practices are aresponse to the many market uncertaintiesin
this business.

The skills demanded by employersfdl into three broad categories. cregtive
(content development), technical, and business or manageria. Workersin the
multimediaindugtry are on the whole highly skilled and receive high average
sdaries. Some41.7 percent of the labor force consists of females.

How has the Hollywood production system evolved over time and what is the current
relationship between the mgors and the independent producers? The old studio system
of the 1930s origindly was a dominant group of seven mgors, each of them verticaly
integrated across production, distribution, and exhibition. Filmmaking was characterized
asamass production process. The restructuring of this system was induced by two main
factors: The 1948 Paramount antitrust decision forced the mgjors to divest themselves of
their extengve theater chains (i.e. production/distribution was separated from exhibition).
Then in the late 1950s, television drained off theater audiences. The net effect was a

" In addition to motion picture production, the larger multimediaindustry includes other industries such as
computer equipment, computer programming and software, cable, radio and television broadcasting, etc.
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dramatic rise in competitiveness, uncertainty and ingtability in the maotion picture
industry, and the break-up of studio-based mass production.*

Asareault, the mgors divested themsdves of much of their former productive capacity
and contractual engagements and became the nerve centers of verticaly disintegrated
production networks. In the process, many kinds of skilled employees who had
previoudy been on studio payrolls became fredance agents.*®* Large numbers of small,
flexibly specidized firms were formed, providing direct and indirect inputs to the mgors.
This dlowed the mgors to cut overheads, pursue more diversified forms of production,
and flourish in the “New Hollywood.”

The feature film business does not fit neetly into well-defined industrid structures

because of its unusua characteristics™® Industries that require sizable capita

investments, like feature films, can normaly be expected to evolve into purely

oligopoligic formswith only afew very large firms, such asin sted and automobile
manufacturing. Movies, however, are not a homogeneous product but are each uniquely
designed and packaged. The result is acombination of large oligopolistic organizations
that interface with and depend on smal, specidized service and production firms. Some
independent producers have regular contact with the mgjor studios but the vast mgority
does not.'” Vogd (2001) describes this interesting interaction between the mgjors and the
independents as follows:

“At leest in Hollywood, energetic little fish often can swim with grest
agility and success among the giant whales, assorted sharks, and hungry
piranha  Hollywood is aways in flux, a prototype of the emerging
network economy, assembling and disassembling itsdf from one ded and
one picture and one technology to the next.” 8

Employment Trendsin Motion Picture Production

Employment in motion picture production grew rapidly in the late 1980s, dipped during
the recession of the early 1990s, grew again in the mid-to-late 1990s, and then leveled off
in 2000. In 2001, employment fell in both the motion picture industry and production
(Table5). Almog hdf the industry employment decline and two-thirds of the production
decline took placein Los Angeles. Production employment in Los Angeles fell by 7,400
jobs from its peak of 137,900 in 1999 to 130,500 in 2001.

Charts 2 and 3 show employment estimates and shares for the United States, California
and Los Angeles. Between 1988 and 2001, California employment accounted for
between 50 and 60 percent of nationa employment in motion picture production. The
Los Angdes share of Cdifornia production fluctuated between 91 percent and 95 percent
during the period. Annua growth rates for employment in motion picture production, the
moation picture industry and total non-farm are shown in Chart 4: Theline represents
growth in non-farm employment; the columns represent growth in the motion picture
categories. Motion picture employment shows much wider swingsin growth than tota
non-farm, similar to the output growth pattern in Chart 1. Production employment
dropped amogt five percent during the recession in 1992; rebounded more quickly than

Cdlifornia Research Bureau, California State Library
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non-farm employment in 1993; stayed a about ten percent through 1997; then dowed
down and turned negative again in 2000 and 2001. In most years, motion picture
production employment had dightly higher growth than the motion picture indudtry.
UCLA Anderson Forecast data show motion picture industry employment with negetive
growth in 2002 (-5 percent) and then picking up again to 4.4 percent growth in 2003.
UCLA forecasts for production are not available.

Table5

Motion Picture Employment (Thousands) 1999 - 2001

Percent
Change Growth
1999 2000 2001  1999-2001  1999-2001

Motion PictureIndustry (SIC 78)

United States 598.8 593.8 591.9 -6.9 -1%
Cdlifornia 195.0 191.8 185.1 -99 -5%
Los Angeles-Long Beach MSA 1531 150.0 1449 -8.2 -5%
New York 60.7 65.5 65.4 4.7 8%
Florida 25.2 240 240 -1.2 -5%
Other States 318.1 315.7 305.5 -12.6 -4%
Motion Picture Production and Services (SIC 781)
United States 2709 269.9 259.0 -11.9 -4%
California 150.6 149.0 142.8 -7.8 -5%
Los Angeles-Long Beach MSA 137.9 135.3 130.5 -7.4 -5%
Other States 120.3 120.9 116.2 -4.1 -3%

Source: Current Employment Statistics, U.S. Bureau of Labor Statistics.

Chart 2

Motion Picture Production & Services Employment in Los Angeles,
California, and the United States
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Data Source: California Employment Development Dept.; U.S. Bureau of Labor Statistics, Current
Employment Statistics (CES) SIC 781.
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Chart 3
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Employment Statisticsin Motion Picture Production

Employment gatistics in the film indusiry are no less confusing than estimates of the
industry’ s size. Employment estimates dready cited above are very different: The
MPAA report found that 226,000 Cdifornians worked directly in motion picture
production in 1996, but the total would be more than 450,000 Cdiforniansiif indirect
employment were included; the officid Employment Development Department (EDD)
estimate was only 127,400 workers employed in motion picture production in 1996 and
169,900 workersin the industry. Why are these estimates so different?

No standard definition of the” filmindustry.” Some anadystslook a motion
picture production defined very narrowly, while others ook a broader definitions,
such as the mation picture industry (which includes production, distribution, and
exhibition), the entertainment industry, or the multimedia industry.

Different data sources and methodologies. Some estimates are based on data
from asample survey of firms and others attempt to count workersin al
establishments. The Employment Development Department estimates
employment using monthly payroll data from a sample of firms (Current
Employment Statistics). Examples of data sources that include dl firmsin the
universe are Covered Employment and Wages, which use quarterly tax return data
for al firmswith unemployment insurance, and County Business Patterns, which
use annual adminigrative records from the U.S. Census Bureau.

Under estimates of the number of people employed. Officid datafor motion
picture production employment count “above-the-ling’” workers, which generaly
refer to producers, writers, directors, and principa actors employed by studios.
Thefilm industry, however, employs many “beow-the ling’” workers, such asthe
tens of thousand of technicians, less-wdl-known actors, assistant directors, set
movers, cab drivers, painters, carpenters, post-production workers, and make-up
artists who labor behind the scenes. Officia datainclude some bel ow-the-line
workers, but omit those who are self-employed or who work on film projects
occasiondly on acontract basis. Organizations such as the Center for the
Continuing Study of the Cdifornia Economy (CCSCE) and the Los Angeles
Economic Development Corporation (LAEDC) have devel oped methodologies to
adjug officia CES data for undercounted workers.

Different industry classifications. Researchers dlassfy firmsinto industries using
various systems of classfication. Data sources are currently moving from the old
gystem, the 1987 Standard Industrid Classifications (SIC), to the new system, the
North American Industrid Classification System (NAICS). One disadvantage of
switching to NAICSisthe lack of comparability with previous years for many
categories of employees. While the new industry classification isintended to
more accurately reflect the current industrid structure, the new NAICS
classfication in motion picture production results in smaller employment

numbers because many services formerly counted as dlied to production were
moved into other categories. (Appendix A, Table A5).
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Different data release schedules. Data series issued monthly are quite timely;
data series issued annually by the U.S. Census Bureau are out-of-date by the time
they are released, especidly since they are issued with alag of severd years.

Alternative data sources for establishment-based employment estimates' are presented in
Appendix A and show detailed examples of various estimates for motion pictures:

officid estimates for production, those that adjust for the undercount, and estimates for
broader categories such as multimedia. In this section, a comparison is made between the
Motion Ficture Association of America (MPAA) employment estimates for 1996 and
those from two other sources. Current Employment Statistics (from EDD using sample
payroll data) and County Business Peatterns data (from the U.S. Census Bureau using
adminigrative records of al establishments). These data are shown in Table 6.

The MPAA employment estimate of over 450,000 workersin 1996 includes both direct
and indirect employment. Current Employment Statistics and County Business Petterns
esimates for motion picture production only include direct employment. County
Business Patterns data are further disaggregated into production done (SIC 7812) and
sarvices dlied to production (SIC 7819).

Table 6
1996 Employment in the Motion Picture Industry

(thousands of workers)

MPAA

Direct Employment 226

Indirect Employment 233-253

Totd Employment 459-479
SICcode Current Employment Statistics (CES)
781 Total Production 127

County Business Patterns (CBP)
7812 Motion Picture Production Alone 53
7819 Services Allied to Production 118
781 Total Production 171
Source: MPAA, California Employment Development Dept., U.S. Census
Bureau.

Table 6 should give the reeder afed for the range of employment estimates availablein
thisindustry at any one point in time. When these different series are andlyzed over time,
they aso show conflicting trends. In the mid-1990s, the MPAA numbers showed
booming employment and production between 1992 and 1996. The MPAA report aso
findsthat “the possibility that this new production activity would occur in states outsde
of Cdifornia, or in other countries, did not materidize”*

T Establishment-based employment statistics are reported by place of work. Household-based estimates,
such as the Current Population Survey, are not considered in thisanalysis.
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Using County Business Patterns data, however, the opposite conclusion has been reached
by severd andysts. Between 1988 and 1997, employment for production alone (dotted
lines with triangles) actually decreased and services dlied to production (solid thin line
with boxes) increased substantialy (Chart 5). The Cdlifornia shares of U.S. employment
in the same motion picture categories are shown in Chart 6. The Cdifornia share of
employment in the narrowly defined production alone category (dotted lineswith
triangles) decreased while the share for the whole industry was basically flat.

Chart 5

Motion Picture Industry Employment
U.S. Census Bureau, County Business Patterns, California
1987 SIC: 78, 781, 7812, 7819
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California Share of U.S. Employment in Motion Picture Production and in
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1988 1989 1990 1901 1992 1993 1994 1995 1996 1997

— ® — Production Total 781
—HE— Services Allied to Production 7819

Motion Picture Industry 78
- - “& - - Production Alone 7812

18

California Research Bureau, California State Library




These County Business Patterns trends have been widdly cited as evidence that motion
picture production was dispersing away from Cdiforniaduring 1993 to 1997. The U.S.
Commerce 2001 report on The Migration of U.S. Film and Television Production states:

“Thirty years ago, the economic benefits from the film industry accrued
overwhelmingly to Cdifornia, except in cetan niche markets, such as
televison commerciads, where New York was long the leader. Then a
dramatic change took place, and the Cdifornia film industry began to fan
out across the country.”2°

The *Economic Assessment of the Forida Film and Entertainment Industry” report
issued in December 2000 highlights the successes of the Horida film industry et the
expense of Cdifornia?* Using the same County Business Patterns data, the report clams:

“ The motion picture and video production sector has moved out of the State of
California. Cdiforniahad just 48 percent of the tota number of employeesin

1997, compared to 58 percent in 1993. The State also had 67 percent of the total
payroll in 1997, compared to 72 percent in 1993. Cdifornia s share of the totd
number of establishments remained steady at 37 percent. New Y ork, New Jersey,
and Horida captured the mgority of Cdifornid s declines. All three states

increased their sharesin total number of employees and total payroll between

1993 and 1997.”

“ Services allied to motion picture production moved away from both California
and New York between 1993 and 1997. In the State of Cdifornia, the number of
employeesfell from 77 percent of the total in 1993 to 72 percent in 1997.”

Why do the MPAA and the County Business Patterns data give such different
interpretations of the film industry in the same time period? Mainly because the data
were collected differently and different workers were included in each category. If
production employment numbers shoud be defined broadly to accurately reflect
employment in motion picture production as many andyds have argued, it seems
misguided to rely so heavily on shares based on a very narrow segment of the industry.
Moreover, alook at the absolute changes, and not just the changesin shares, reved s that
while Cdifornid s share of services dlied to motion picture production decreased from
1993 to 1997, the number of people employed in services increased from 121,150 to
125,935. Even as Cdifornia ssharein services dlied to production declined somewhat,
employment in services did grow over the period.*

The tendency to describe employment trends in motion picture production on the basis of
narrowly-defined categories might become more widespread after dl employment data
series change to NAICS codes. The NAICS category “motion picture production” is
narrower than the SIC category with the same label. (Appendix A, Table A5).

* Inthe case of production alone, however, both California’s share and the absol ute number of workers
declined over the period.

Cdlifornia Research Bureau, California State Library 19


http:California.21

Output and Employment Long-Term Forecasts

Moation picture production and computer services have been among the fastest growing,
high-wage indugtries in Cadifornia and the nation since 1990. Recent forecasts show
continued growth in the motion picture industry through 2010, dthough a much lower
rates than the 1990s.

For the United States, forecasts published by the U.S. Bureau of Labor Statistics show
that for the motion picture industry, expected average annua growth in red output
between 2000 and 2010 is 1.1 percent, down from 5.7 percent between 1990 and 2000
(Table 7). For employment, annual growth in the motion picture industry is projected a
only 1.2 percent between 2000 and 2010, down from 3.8 percent during the 1990s.

Cdiforniaforecasts provide a separate motion picture production forecast in addition to
the forecast for the indudtry total (Table 8). The Caifornia Employment Devel opment
Department (EDD) forecadts that growth in motion picture production employment in
Cdiforniawill drop from an average annua 6.2 percent growth in the 1990sto 2.3
percent between 1998 and 2008.3

The Center for Continuing Study of the California Economy (CCSCE) expects motion
picture production to continue to be one of the fastest growing basic indudtriesin the

decades ahead.?? CCSCE projects an additiona 89,400 jobs will be added in mation
picture production between 2000 and 2010, about 4.7 percent average annua growth.

Inits September 2001 forecast, UCLA Andersor? projected that motion picture industry
employment in Cdiforniawould continue to grow rapidly through 2020, adding about
100,000 workers every decade. Intheir March 2002 forecast, however, estimates for
employment growth in the motion picture industry were published only through 2003.
Annud rates of growth were negativein 2002 (-5.0 percent), then rebound in 2003 with
4.4 percent growth. On average, the motion picture industry is projected to decline by
1.4 percent per year between 2000 and 2003.

The LAEDC 2001-2002 Economic Forecast and Industry Outlook?* provides an
employment forecast for 2001 that leaves employment unchanged from the previous
year'slevel. While box office results were disgppointing in 2000, they were forecast to
be more upbesat in 2001. The report provides background information on important
issuesin the industry such as the 2001 contract negotiations between the studios and the
Writers and Screen Actors guilds. To protect themsalves in case of a dtrike, the studios
rushed production at the beginning of the year, resulting in a dowdown in production
activity at the end of 2001. To cut costs, the networks continue to look at redlity series,
which are much less expensive (and less |abor-intensive) to produce. Other mgor issues
are technology, runaway production, the industry roster, and piracy problems. Inits
2002-2003 forecast for Los Angeles County, LAEDC projects that motion picture/TV
production employment will add 1,600 jobsin 2002 and 1,500 in 2003.2°

8 The current EDD forecast for California uses a 1998 benchmark. It will be updated soon. The EDD
forecast for Los Angeles has already been updated to the 2000 benchmark.
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Table7

SIC

78
781-783

784

78
781-783

784

SIC

78
781-783

784

78
781-783

784

Forecaststo 2010 for Motion Picture Employment
and Real Output Growth for the United States

Employment
United States (Thousands of jobs)
1990 2000 2010
Moation picture industry 408 594 672
Motion picture production,
distribution and exhibition 214 426 499
Video tape renta 134 168 173
Average annud rate of change
1990-2000  2000-2010

Moation picture industry 3.8 12
Motion picture production, distribution and

o~ 4.5 16
exhibition
Video tape renta 2.3 0.3

Real Output
United States (Billions of 1996 dallars)
1990 2000 2010
Motion picture industry 45 77 86
Motion picture production,
distribution and exhibition 40 69 7
Video tape rental 5 9 9
Average annud rate of change
1990-2000  2000-2010

Motion picture industry 5.7 11
Motion picture production, distribution and 56 11
exhibition ' :
Video tape renta 5.8 0.6

Source: U.S. Bureau of Labor Statistics, Office of Occupational Statistics and Employment Projections
Table 3. Employment and output by industry, 1990, 2000, and projected 2010.
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Table8

EMPLOYMENT FORECASTSfor the CALIFORNIA MOTION PICTURE INDUSTRY
(Thousands of jobs)

CALIFORNIA Increasein Average annual
SIC  Current Employment Statistics 1990 2000 number of jobs  rate of change (%)
78 Motion picture industry 120.7 1918 711 4.7
781 Motion picture production 81.6 1490 67.4 6.2
782-784 Other motion pictures 39.1 42.8 3.7 0.9
EDD forecast, California 1998 2008
March 1998 benchmark
78 Motion picture industry 1859 2310 451 22
781 Motion picture production 1433 1798 36.5 23
782-784 Other motion pictures 42,6 51.2 8.6 19
CCSCE forecadt - California 2000 2010
781 Motion picture production 1538 2432 89.4 4.7
UCLA Anderson forecast - California 2000 2003
78 Motion picture industry 191.8 1840 -7.8 -14

L os Angeles-L ong Beach

SIC  Current Employment Statistics 1990 2000
78 Motion picture industry 90.6 150.0 59.4 52
781 Motion picture production 758 1353 59.5 6.0
782-784  Other motion pictures 14.8 14.7 -0.1 -0.1

EDD forecast, L os Angeles County 1999 2006
March 2000 benchmark

78 Motion picture industry 1531 1617 8.6 0.8
781 Motion picture production 1379 1451 7.2 0.7
782-784  Other motion pictures 15.2 16.6 14 13

Source: Current Employment Statistics, CA Employment Development Dept. and the U.S. Bureau of Labor
Statistics, “ Projections and Planning Information,” Module D, Table 2, http://www.calmis.ca.qov; CCSCE,
California Economic Growth, 2001, pp. 5-30; UCLA Anderson Forecast, September 2001, Table 5, California
Employment, California-B. 14.

U.S. Exports

The U.S. haslong been the dominant exporter for film and televison programming; its

net trade balance for these products has recently been approximately $3 billion per year.?®
Despite the internationa financia turmoil of the past few years, demand for U.S.
entertainment productsis strong. The explosive growth of motion picture and televison
exports continued through 2000. Film and video rentas, which are cross-border exports,
rose from $1.9 hillion in 1991 to $8.9 billion in 2000. Sdes of foreign affiliates of U.S.
companies, which are not U.S. cross-border exports because they are transactions
between aforeign ffiliate and aforeigner who purchases the service, were $7.9 billion in
1998. Adding cross-border exportsto sales of foreign affiliates, film production and
distribution recently generated about $18 hillion in direct and indirect export revenues?”
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Film Industry Statistics: Film Starts and Releases, Television Movies, etc.

The sze of the motion picture industry and its economic impact fundamentally depend on
the demand for and supply of filmed entertainment:  the number of movies being made,
the sze of their production budgets, the scope of each project, the number of movie
admission tickets sold, and the profitability of the industry. Relationships between these
variables are complicated: Variationsin movie production starts are eventuadly reflected
in the number of films released to theaters. The number of releases and the rate of theater
admissions influence indudtry profits. The number of releases and ticket admissons are
not independent of each other, however, and profits are o influenced by the demand for
filmed entertainment in other markets such astelevison.

In this section, film industry Statistics are reviewed for both feature films and made-for-
televison movies. Flm industry data are problematic because there are many different
methods of data collection. The short-term nature of film production and the fact that
production often takes place in multiple locations meke it challenging to keep track of al
productions and to count them accurately. Moreover, within each series, data vary
consderably from year to year, making it difficult to infer long-term trends. The
methodology for cdculaing economic impact is particularly problematic. Some anayss
use production days, others use film starts; others use production budgets. Effortsto
edimate total economic impact using multipliers are often sugpect because multiplier
estimates vary consderably and are applied incongastently. Data sources for film
datistics used in this report are discussed in Appendix B.

In Chart 7, the number of feature film starts™ since 1988 are displayed for Cdifornia, the
United States and four English-gpesking countries combined: the United States, the
United Kingdom, Canada, and Audtrdia. After increasing steadily since 1990, the
number of film starts dipped in 1995 and againin 1998. 1n 1999, film starts recovered in
the United States and abroad, but declined in Cdiforniafor the second year in arow.

Table 9 ligts the states and countries with differences of four or more film starts between
1997 and 1999. The difference column on the right shows an increase of 68 arts for the
four-country total between 1997 and 1999. Clearly, the date that lost the most between
1997 and 1999 was Cdifornia, with a decrease in 197 films. The placesthat gained the
mogt film starts were Canada, the United Kingdom, New Y ork, Illinois, Nevada, and
Austraia. For many of the states and countries, these data vary considerably from year to
year. They do not increase dowly each year in a predictable way.

" Feature film starts are defined as the date a production begins shooting (that may include principal
photography or effects). A production is counted once, even if it shootsin two separate calendar years.
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Chart 7

Number of Feature Film Starts, 1988-1999
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Table9
COMPARISON OF FEATURE FILM PRODUCTION STARTS: 1994 - 1999
Difference
1994 1995 1996 1997 1998 1999 1999 — 1997
Total = (U.S+ UK. +
Canada + Australia) 726 644 805 900 827 968 68
State/Countries with at least 4 more film startsin 1999 than in 1997
1 Canada 56 38 58 38 59 93 55
2 United Kingdom 37 33 37 32 15 63 31
3 New York 73 60 63 79 75 9 20
4 llinois 9 8 18 10 6 21 11
5 Nevada 15 13 17 9 11 20 11
6 Australia 32 4 8 7 9 17 10
7 New Jersey 9 9 9 14 12 22 8
8 Pennsylvania 9 6 3 3 4 11 8
9 Indiana 1 2 1 0 1 5 5
10 South Carolina 4 4 5 2 1 7 5
11 Texas 18 17 34 17 36 22 5
12 Florida 19 20 21 17 8 21 4
13 Virginia 2 5 4 2 2 6 4
14 Wisconsin 0 3 1 0 2 4 4
State/Countries with 4 or fewer film startsin 1999 than in 1997
1 Michigan 3 3 4 5 6 1 -4
2 Montana 1 0 0 5 0 0 -5
3 United States 601 569 702 823 744 795 -28
4 Cdlifornia 445 439 574 637 510 440 -197

Source: Cdifornia Film Commission.
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Chart 8 shows the share of Cdliforniafilm starts out of U.S. gtarts, and the share of U.S.
dartsout of total starts. 1n 1999, Cdifornia feature film starts were only 55 percent of
U.S. film gtarts, down from recent highs of 82 percent in 1996, but at the same leve asin
1988. Asapercentage of film sartsin the four countries, U.S. film starts declined from
95 percent of thetotd in the early 1990s to 90 percent in the mid-to-late 1990s. In 1999,
U.S. film starts represented 82 percent of the four-country total, about the same asin
1994. Updates are not currently available because the Cdifornia Film Commission is
reviewing its methodology for classfying film darts

Chart 8

Shares of Feature Film Starts, 1988-1999
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Like film starts, film releases vary from year to year. New release counts aso differ
between sources. Chart 9 shows new releases since 1985 according to both the MPAA
and ACNidlsen EDI. For most of the period, the ACNidsen counts were lower than the
MPAA counts, and did not dways move in the same direction. MPAA counts for new
releases by both mgor and independent producers are shown in Table 10 and also as bars
in Chart 9. In 1999, for example, 442 new films were released, of which 48 percent were
released by the mgjor studios. In terms of expenditures, these 1999 releases totaled $11
billion in tota feature-film expenditures of which $10 hillion, or 90 percent, was spent by
themgors® Themgors share of the number of new releasesis smdler than their share
of expenditures because the mgjors make the high-budget films.

Table10
New Feature Films Released in the United States
Majors | ndependents Total Majors Share
2001 189 273 462 41%
2000 191 270 461 41%
1999 213 229 442 48%
1998 221 269 490 45%
1997 219 242 461 48%
1996 215 205 420 51%
1995 212 158 370 57%
1994 166 244 410 40%
1993 156 284 440 35%
1992 141 284 425 33%
1991 150 273 423 35%
1990 158 227 385 41%
1985 138 252 390 35%
1980 134 57 191 70%
Source: MPAA, 2001 U.S. Economic Review, http://www.mpaa.org.

Where are the production locations of feature films released in the U.S. domestic market?
The Center for Entertainment Industry Data and Research (CEIDR) did a study in 2001
of the migration of feature film production from the United Statesto Canada. Thefilm
data, which are based on the annua list “The Top 250 Films,”# show declinesin the
number of films shot in the U.S,, aresult both of the generd dowdown in the film

industry and the shift in production locations to Canada (Tables 11, 12, and 13). For
filmsin the $5 million to $50 million-budget range, the decline in films shot in both
Cdiforniaand the U.S,, with an offsetting increase in Canada, is even more pronounced.

Many of the films produced in Canada were |ess profitable than those produced in the
U.S. For filmsreeased in the U.S,, the percentage ratio of gross domestic box office
receipts to estimated budget was negative for films shot in Canadain 1998 and 1999.™
The low profitability of the films shot in Canada resulted from ether “a poorer qudity

™ Box office recei ptsto estimated budget = (Box Office Receipts— Estimated Budget)/Estimated Budget.
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product made in Canada or smply the fact that margind films were produced in Canada
because they could be done ‘for less”3°

Table 11
Production Location of U.S. Domestic Releases
U.S. Canada Other Tota
1998 127 23 45 195
1999 122 18 46 186
2000 108 37 52 183
Source: Center for Entertainment Industry Data Research (CEIDR), 2001.

Table12
Films Shot in North America with Budgets between $5 Million and $50 Million
North America Canada Cdifornia New York  Restof U.S.
1998 96 20 40 12 24
1999 105 16 38 19 32
2000 89 31 24 11 23

Source: Center for Entertainment Industry Data Research (CEIDR), 2001.

Table 13
Box Office to Estimated Budget for Films Released Domestically
u.s Canada
1998 8% -18%
1999 29% -28%
2000 24% 10%
Source: Center for Entertainment Industry Data Research (CEIDR), 2001.

Much of the discussion of runaway production to Canada revolves around made-for-
televison movies, or movies-of-the-week (MOWS), which have sgnificantly smaller
budgets — usudly around $3 million — than feature films. On low-budget MOWs,
producers can lower their overhead by as much as ten percent to 30 percent by shooting
in Canada, in addition to other savings resulting from buying out resduas and reduced
health and pension costs.**

There are a least three data sources for tdlevison movies. Differencesin methodology
between these sources are discussad in Appendix B.

(1) The Entertainment Industry Development Corporation (EIDC), whichisthe L.A.
Film Office, “MOWSs— A Three-Y ear Study, 1997-98, 1998-99, 1999-00.”

(2) Steve Katz and Associates (SKA) of Los Angeles, “1999 Motion Picture and
Movie of the Week Production Survey.”

Cdlifornia Research Bureau, California State Library 27



http:costs.31

(3) The 1999 Monitor Company report, “U.S. Runaway Film and Television
Production Study Report.” These 1990- 1998 data are summarized in the runaway
production section later in this report.

Using EIDC data, MOWSsfilming Sites for projects that were broadcast on network
televison or cable are shown in Table 14. Over the past three television seasons, Canada
has consstently captured nearly haf of al MOWSs shot worldwide. The share of U.S.
MOWSs dropped from 46 percent in 1997-98 to 36 percent in 1999-00. In terms of
absolute numbers, Canada produced more MOWSs than the U.S. in 1998-99 and 1999-00.

These EIDC data support the conclusion that Canada has maintained its 45 percent share
of the MOWs market over the last three seasons, but not at the expense of Cdifornia.
Rather, EIDC data suggest that while the U.S. share of MOWSs declined for the third
consecutive year, Cdifornia s share out of U.S. production actudly increased. EIDC
concludes that:

“While Canada continues to grab a large percentage of MOWS, Cdlifornia
— with its unique variety of locations and crew depth — is gill home to a
gonificant amount of MOWSs work. In fact, the numbers suggest
Cdifornia is holding onto MOWSs a the expense of smdler production
centers in the U.S. This is not to suggest Cdifornia — or Los Angeles —
ign't logng production to foreign countries, or downplay the human factor
asociated with men and women who haven't worked as a result.  Rather,
production flight in combination with the changing economics of filmed
entetainment is having a tremendous ripple effect throughout the
workforce.” %

The 1999 Katz report documents a drop in movies-of-the-week filmingsin Cdiforniaand
a compensating increase of MOWSsfilmingsin Canada. The survey showsthat the
number of M OWs filmed in Cdifornia dropped from 39 productionsin 1998 to 36 in
1999. As MOWSs production decreased in Cdifornia, Canada’ s increased from 122
productionsin 1998 to 154 in 1999. Moreover, Californiahad atotd of 152 weeks of

M OWs production, whereas Canada had 696. Canadais dso making inroadsinto large-
budget festure film production. 1n 1999, Canada had 523 weeks of production compared
to Cdifornia s 569 weeks in the category of feature films with a production schedule of
more than six weeks.*
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Table 14

MOVIES-OF-THE-WEEK (MOWs)

Number of MOWSs broadcast on network cable Shares of Worldwide Production
Tdevison Season:; Teevison Season:;

Filming Site: 1997-98  1998-99  1999-00 1997-98 1998-99 1999-00
Canada 83 101 85 15% 6% 45%
Australia 5 8 7 3% 4% 4%
Cdifornia 39 52 40 20% 24% 21%
Other U.S. 50 42 29 26% 19% 15%
Other Foreign 14 18 29 ™% 8% 15%
Tota 196 221 190

California’ s Share of MOWSs shot in the U.S.
Cdifornia 39 52 40 44% 55% 58%
u.s 89 A 69

Source: Entertainment Industry Development Corporation (EIDC), January 2001.

Other EIDC data measuring film industry size and activity are production days, the
number of projects, revenues of production firms, and production expenditures. The
number of production days is often cited as an indicator of the level of Los Angeles
filming activity outside studio back lots and sound stages. Tota production days show a
amilar pattern to many other measures of film activity: rapid growth in the mid-1990s
and adecline in the late 1990s.

Chart 10

Production Days by Type (Motion Picturesfor Profit)
L os Angeles County, On-L ocation Filming
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The EIDC dso collects data on the number of projectsin Los Angdles for feature films,
televison and commercids. Feature film projectsin Los Angdesincreased from 537 in
1996 to 581 in 2000. For other production centersin 2000, feature film project counts
were: New York (201), Chicago (28), North Carolina (19), Orlando (15), Miami (13),
British Columbia (55), and Ontario (46). Televison projectsin Los Angeles increased
from 491 in 1996 to 634 in 2000. Commercia projectsin Los Angeesincreased from
1,317in 1996 to 1,971 in 1999 and then declined to 1,449 in 2000.>

Economic impact is measured by EIDC using gross revenues for motion picture
production firms. For 2000, EIDC shows revenues of about $31 billion for Los Angeles,
$35 hillion for Cdifornia, and $71 billion for the United States®* By 2003, revenues are
projected to increase to about $34 hillion (L.A.), $39 billion (CA), and $79 hillion (U.S).

The direct economic impact of the motion picture industry can aso be measured by
production expenditures. Los Angeles clearly dwarfs other production centers. its
expenditures were more than ten times larger than those of New York, the second largest
center. Over time, direct expendituresin Los Angeles have increased from $25.5 hillion
in 1995 to $31.0 billionin 2000. Direct expenditures by production center in 1999 and
2000 were:*

1999 2000

(1) LosAngdes $29.4 hillion $31.0 hillion
(2) New York $2.5 hillion $2.45 hillion
(3) British Columbia $1.1 billion $1.18 billion
(4) Toronto, Ontario $834.5 million $1.01 billion
(5) Orlando, Florida $390 million $432 million
(6) North Carolina $300.2 million $250 million
(7) Chicago, Illinois $124 million $34 million

(8) Miami, Horida $31 million $160 million

IMPACT OF THE FILM INDUSTRY ONOTHER INDUSTRIES(THE M ULTIPLIER
EFFECT)

In film production, the number of people directly working in the industry beliesits true
impact on the economy because many upstream, downstream, and periphera industries
depend on the primary industry. Examples of other indudtries that have smilar indirect
effects are housing congtruction and automobile production. When the direct
contributions of an industry are multiplied through indirect effects on other indudtries, a
“multiplier effect” is said to take place. Many indudtry insgders believe thet the film
industry’ s true economic impact is serioudy underestimated unless multiplier effects are
taken into account.

A multiplier is a coefficient that determines how much output will change as aresult of a
given change in spending. A multiplier of two would mean that agiven leve of
expenditure would lead to tota output equd to twice the Sze of the initid expenditure.
The multiplier effect occurs because the economy is characterized by repetitive,
continuous flows of expenditures and income. Estimates of the multiplier effect of film
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production on the economy range from twice to triple the officid gatigtics (multipliers
range from 1.7 to over 3.5) and are discussed in Appendix C.3” Examples of different
economic impact methodologies are given in Appendix D.

The film industry has sgnificant effects on industries such as hotd's, computer services,
tourism, toys, games, gppard, and furniture manufacturing. In 2000-2001, for example,
the Entertainment Industry Development Corporation estimates atypica feature film
project shooting in Los Angeles spends about $200,000 per day. A typica one-hour
television episode averages $125,000 per day.*®

Severd studies have measured both the direct and the indirect economic impacts of the
film industry expenditures. One exampleisthe 1999 Monitor study, U.S. Runaway Film
and Television Production Study Report, which used multipliers to estimate indirect
impacts of runaway production. The Monitor report’s $2.8 billion estimate of total direct
spending lost in the 1998 due to runaway production can be broken down into $2 billion
in wages and salaries and $300 million in goods and services. The largest indudtriesin

the $800 million of goods and services are equipment renta's ($100 million), travel and
hotel revenues ($50 million), and catering ($30 million).

Direct spending of $2.8 billion indirectly simulated an additiond $5.6 hillionin
economic activity, of which goods and services account for $3.0 billion and wages and
sdaries accounted for $2.6 billion.** The report further breaks down the $3.0 billion of
goods and services by industry and found that the hotel industry was the one most
affected by indirect film industry expenditures:

$1.3 hillion hotels,

$0.2 hillion red ettate,

$0.2 billion professiond services,
$0.1 hillion retail trade,

$0.1 billion medica services,

$0.05 hillion restaurants and bars, and
$1.0hillionin dl other industries.

In 1997, Arthur Anderson andyzed the economic impact of a $14 million-budget, loca

film production in Chicago. Anderson found that the 90-day production period produced
adirect economic impact of over $12.5 million and an indirect impact of more than $21
million.*° Another andysis by the Ddlas Film Commission (DFC) found that, in addition

to personnd employed from the loca film indudtry itself, an average of 300 different
non-film businesses provided goods and services for each film production. DFC detailed
numerous non-film expenditures during amotion picture filming, including $420,000 on

car rentals, $136,000 on the rental of a private residence, $66,000 on cell phones, $50,400
on janitoria services, $22,000 on freeway tolls, and $6,000 on local transportation.*

In 1988, a study by KPMG Peat Marwick commissioned by the Cdifornia Film Office
found that mation picture production has sgnificant trickle-down effects. an average
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film production company spent $32,450 per day (about $50,000 after adjustment for
inflation) when filming in Los Angeles on items such as dry cleaning, catering, donuts,
equipment rentals, props, and so on.

REGIONAL ECONOMIC IMPACTSOF THE FILM INDUSTRY

The film industry remains centered in Southern Cdifornia, dthough somefirms are
located in the San Francisco Bay Area. The following reports analyze regiona impacts
of thefilm indudtry in Cdifornia

L os Angeles County Economic Development Corporation (LAEDC)*

The LAEDC Economic Information and Research department provides current and
forecasted data for Southern Cdifornia. In September 2001, LAEDC issued afilm
indugtry profile. On the bad's of employment, the movie business ranks fifth in Los
Angdles County. Its 2000 annua average employment of 255,300* is exceeded by (1)
business and professond services, (2) hedth sciencel/bio-medicd, (3) direct internationa
trade, and (4) tourism. However, the movie industry has direct links to other export
industries, such as fourth-ranked tourism and seventh-ranked apparel
design/manufacturing.

L os Angeles County, Entertainment Industry Development Cor poration (EIDC)
EIDC annud reports dso andyze the film industry in Los Angdles County. Many of the
film industry gatigtics cited in the previous section are collected by EIDC. Inthe EIDC
1998-99 Annua Report, reasons for lackluster employment trends are explored. EIDC
proposed avariety of reasons for the flattening out in industry employment in Los
Angeles County. the Asian economic crigs, cutbacks in fegture film production, and the
dowdown in demand for product and foreign competition, especidly from Canada. They
identify three important trends to wetch in the coming year: more loca production
activity for the international market, |abor negotiations, and changing technology.

Los Angeles, Milken Institute: The Milken Indtitute study in 2001 of the potentia
impact of atelevison and movie strike on the Los Angeles economy shows that
entertainment in Los Angeles is among the strongest urban industry agglomerationsin the
nation. In 2000, Los Angeles accounted for more than one quarter of the nation’s movie
and televison production, alarger nationd presence than New Y ork enjoysin financid
sarvices, Detroit in automobile production, and Las Vegasin gambling. For motion
pictures by itsdf, Los Angeles accounted for 52.8 percent of nationd activity. In
addition, it accounted for 18.7 percent of total U.S. employment in movie and televison
production. 1n 2000, Milken estimates that the mation picture and television production
industriesin Los Angeles County directly accounted for $24 billion in output. Jobs
increased from less than 70,000 in 1980 to roughly 185,000 in 2000, representing faster
employment growth than in other industrid sectors in the county.**

The San Fernando Valley Economic Resear ch Center* report on the San Fernando
Vadley economy defines the entertainment industry as a combination of production and
distribution activities*® In 1999, the entertainment industry was a mgjor contributor to
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the economy, accounting for 26 percent of the Valley’s private sector payroll and 18
percent of its private sector employment. 1995 and 1996 were years of dramatic
expanson in thisindustry, with payrall increasing about 12 percent in both years and
employment surging 20 to 25 percent. After amost no growth in 1997 and 1998, payroll
and employment increased ten percent in 1999,

San Diego Regional Employment Clusters,*” a 2001 report by the San Diego
Association of Governments (SANDAG), defines * Entertainment and Amusement” more
narrowly than the San Fernando Valley report.** Employment and red wagesin this
cluster have fluctuated from 1990 to 1998. A surgein employment growth starting in
1994 has resulted in a 70 percent rise in jobs over the 1990 level. Wages, however, were
up less than 15 percent.
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II. RUNAWAY PRODUCTION

Runaway production generdly refersto film industry products developed in the U.S. and
intended for initid release/exhibition in the U.S,, but filmed partly or entirely outside the
U.S.* Runaway production is a problem for U.S. film production workers, especidly
bel ow-the-line workers, because foreign artists and crews are employed instead of
Americans. Often, andydts differentiate economic runaways from cregtive runaways. A
creative runaway is a production filmed outside the U.S. due to script or seiting
requirements, or actor/director preference. An economic runaway is filmed outsde the
U.S. to reduce production costs.

In Cdifornia, the term “runaway” is often used from amore local perspective. Since
Cdifornia has been the capitd of the film industry for many years, industry relocation
anywhere outsde the state, whether to aforeign country or to another Sate, is often
referred to asa“runaway.” Even more locdly, the term can be used to denote runaways
from Hollywood to other parts of Cdifornia

A widdy cited 1999 report by the Monitor Company entitled U.S. Runaway Film and
Television Production Study Report provides an in-depth look at runaway production at
the national level between 1990 and 1998. The report was commissioned by the Screen
Actors Guild and the Directors Guild of America. Much of the andyssin the Monitor
report is aso discussed in the 2001 U.S. Department of Commerce report entitled The
Migration of U.S. Filmand Television Production.

The Monitor report finds that “economic runaway film and television productions are a
persistent, growing and very significant issue for the United States.”*° Table 15 shows
the location of production for U.S.-developed films between 1990 and 1998. The share
of runaways as a percentage of total U.S.-developed production increased from 29
percent in 1990 to 37 percent in 1998. While the shares shifted in favor of runaways, it is
a0 the case that production grew in every category on the chart. The Situation, then, is
an increasing pie, with growth in dl categories but shifting shares

Chart 11 shows U.S.-developed production in 1990 and 1998, broken down by location
of production, type of production and type of runaway. In 1998, of the 1,075 U.S--
developed film and televison productions, 285 were economic runaways, up from 100 in
1990. Of the 285 economic runawaysin 1998, 100 were theatrical productions and 185
were for televison. The most prevaent type of economic runaway teevison productions
was televison movies (MOWS). Most economic runaways went to Canada: 81 percent
of total economic runaways, and 91 percent of television movies, went to Canada.
Further andysis of these data is available in the Monitor report.

Cdlifornia Research Bureau, California State Library



Table 15

U.S-DEVELOPED FILMSAND TELEVISION — L ocation of Production

Thestrica
Rims

Tdevidon

Rims& TV

Foreign-produced
(runaway)

U.S. Domedtic
Total Films

Foreign-produced
(runaway)

U.S. Domestic
Total Television

Foreign-produced
(runaway)

U.S. Domedtic
Total Films & TV

Number
1990 1998
96 171
223 363
319 534
113 228
284 313
397 541
209 399
507 676
716 1,075

Share
1990

30%
70%

28%
2%

29%
71%

1998

32%
68%

42%
58%

37%
63%

Growth
1990-98

78%
63%
67%

102%
10%
36%

91%
33%
50%

Source: Monitor Company, U.S. Runaway Film and Television Production Study Report, 1999, p. 7.

Chart 11
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Source: Monitor Company, U.S Runaway Film and Television Production Study Report, 1999, pp. 7-8.
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FACTORS CAUSING RUNAWAY FILM PRODUCTION

Runaway film production from the United States to other countriesis due to:
1. globdization,
2. technologica advances,

3. infragtructure condruction and the development of loca film
expertise outside the United States,

4. risng cogsin the United States,
5. exchangerates, and
6. wage, tax, and financing incentives.

The relative importance of each of these factors in encouraging runaway productionisan
unresolved issue and a subject of much debate. Each factor is briefly discussed below.

Globalization and Technological Advances

The International Monetary Fund defines globalization as “the increasing integration of
economies around the world, particularly through trade and financid flows. Theterm
sometimes a o refers to the movement of people (labor) and knowledge (technology)
across international borders.”*' This processisradicaly changing the world. In addition
to being affected by globdization, the filmed entertainment market is playing a criticd
rolein this process. Revolutionsin trangport, communications, and the growing
privatization and deregulation of the mediaindustry have created markets for filmed
entertainment far larger than ever before.

The globalization process has been greetly accelerated by digitization. In the words of
Time Warner President Richard Parsons, “digitization... will... completely eviscerate the
concept of distance as alimiting factor in defining your marketplace.”>

For the entertainment business, the world has become one big market and the potentialy
large economic gains to be made from developing afilm cluster are a powerful incentive
for other countries to do so. The expansion of televison channels worldwide via cable
has created a huge demand for productions that typicaly require lower budgets. New
technologies have adso made location shooting away from the Hollywood studios essier.
Moreover, locations other than Hollywood are devel oping the infrastructure to support
large-scae film production. These factors suggest that foreign production will most
likely continue to increase.>®

I nfrastructure Construction Outside the United States

Shooting on location requires infrastructure investments such as sound stages aswell as
available pools of skilled actors, labor crews and technicians. The Monitor report
indicates that largely as aresult of investments by U.S. companiesin infrastructure,
British Columbia and Ontario are emerging as sgnificant production clusters and have as
much sound stage space as New Y ork and North Carolina combined.>* In the long run,
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runaway production could become sdlf-reinforcing by helping to develop the cluster
infrastructure necessary to attract even more production later.>®

Examples of mgjor studio investments between 1996 and 1998 are>®

1996 - Disney purchases astudio in Victoria, British Columbia

1996 - Disney Animation Canada opens anew studio in VVancouver, British
Columbia

1996 - Fox builds a water-tank -based studio in Rosarito Beach, Mexico.

1997 - Paramount Studios invests in the congtruction of four sound stages and
production offices in Vancouver.

1997 - MGM and Bridge Studios open anew studio in Vancouver.
1998 - Fox opensanew studio in Sydney, Audtrdia

Rising Costs

According to Hozic (2001), the main impetus for location shooting from 1980 to 2000 is
the rising average cost of film production and distribution.>” Negative costs, which are
the average costs of production for feeture films produced by the majors, rose to $54.8
million per filmin 2000 (Table 16). Even &fter controlling for inflation, negative costs
have risen substantialy over the past 25 years (Chart 12). In 2001, however, negative
costs declined to $47.7 million, a decrease of $7.1 million or 13 percent.

Negative Cost Componentsinclude:

(1) Story rights acquigition Concepts, books, screenplays

(2) Pre-production Script development, set design, casting, crew selection,
costume design, location scouting, budget

(3) Principa photography Above-the-line: actors, producers, directors, writers
Below-the-line: soundstage, wardrobe, set construction,
labor

(4) Post-production Film editing, scoring, titles & credits, dubbing specid
effects, sound track

Marketing costs have dso increased since 1980, mainly due to the dependence on
expensve TV advertigng and “saturation releases,” the Imultaneous opening of filmsin
severd thousand theaters. Mot andlysts agree that negative costs have been pushed up
by escdating sdaries for “ above-the-line workers,” such astop stars and screenwriters.
As aresult, below-the-line costs became the only variable costs that studios and
producers can manipulate. 1n Los Angeles, below-the-line costs were high because of the
high codt of living and the union-controlled wage scale. Asaresult, producers took
production to Southern “right-to-work” states,* Canada, and, less frequently, Austrdia or

A right-to-work law secures the right of employees to decide for themselvesindividually whether or not
tojoin or financially support a union, meaning there cannot be a union closed shop. These states are listed
on Table17.
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other countries. Since bel ow-the-line workers are mostly hired localy, employment
opportunities shifted avay from Cdiforniato the new production locations.

Chart 12

Negative Cost Expendituresfor Major Film Releases,
1975-2000 (Adjusted for Inflation)

Dept. of Finance. * 2000-2001, abandoned project costs no longer a part of negative costs.
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In the 1980s, below-the-line labor cost differentias between producing in Hollywood and
producing elsewhere were large. According to Department of Labor statistics from 1987,
resdents of right-to-work states employed in film and TV productions were earning on
average 83 percent less than their counterparts in non-right-to-work states.®® The generd
level of fringe benefits was about three percent of the payrall in right-to-work states
compared with 32 percent in Southern Cdifornia® In the case of Canada, these cost
differentids were magnified by the strength of the U.S. dollar.

Labor unions have an important influence on the economics of filmmaking. Union
guiddines for compensation at each defined leve of trade skill are used to caculate
below-the-line costs. According to Vogd (2001), a film can be produced with no
noticesble quditative differences for as much as 40 percent lessin nonunion or flexible-
union territories outside of Hollywood, and independent producers may sometimes
attempt to reduce below-the-line costs by filming in such territories® Studios may dso
make use of an Internationa Alliance of Thestricd Stage Employees™ contract provision
(Article 20) that dlows the financing of low-budget nonunion movies and televison
showsif the studio clams to have no creative contral.® Article 20 is controversid
because studios can cut cogts by developing afilm concept, farming it out to a nonunion
independent, and then taking it back for digtribution as a negative pickup while claiming
to have no creative control.®®
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Table 16

Negative and Marketing Cost Expendituresfor Major Film Releases
(Average Cost per Film in Millions of Dollars)

Number of Red Growthin
MPAA Totd Negative Costs
releases  Negatives  Ads Prints Release Cost per FIm
1980 161 9.4 35 0.8 13.7 -9%
1981 173 11.3 35 0.9 15.7 8%
1982 173 11.8 4.1 0.9 16.8 -2%
1983 190 11.9 4.2 1 17.1 -1%
1984 167 144 54 13 21.1 15%
1985 153 16.8 52 1.2 23.2 12%
1986 139 175 5.4 1.2 24.1 1%
1987 129 20.1 6.9 14 28.4 10%
1988 160 18.1 7.1 14 26.6 -14%
1989 169 235 7.8 14 32.7 24%
1990 169 26.8 10.2 1.7 38.7 8%
1991 164 26.1 104 1.7 38.2 -6%
1992 150 289 115 2 42.4 7%
1993 161 29.9 12.1 1.9 43.9 1%
1994 183 34.3 139 2.2 50.4 13%
1995 234 36.4 154 24 54.2 4%
1996 240 39.8 17.2 2.6 59.6 7%
1997 253 53.4 19.2 3 75.6 31%
1998 235 52.7 221 3.3 78.1 -3%
1999 218 515 214 31 76.0 -5%
2000* 197 54.8 24.0 3.3 82.1 3%
2001* 196 47.7 27.3 3.7 78.7 -16%

Average Negative Costs include production costs, studio overhead and capitalized interest.
*Dueto changesin financial reporting regulations, abandoned project costs are no longer a part of negative costs|
Source: MPAA Worldwide Market Research, 2001 U.S. Economic Review, http://www.mpaa.org.

Exchange Rates

While feature film cogts have risen dramaticdly, astrong U.S. dollar dso makesit
attractive to shift production e'sewhere. Chart 13 shows trends for the average number of
Canadian, Augtralian, and New Zealand dollars per U.S. dollar from 1990 to 2001. Since
1990, arisng number of Canadian dollars has been needed to purchase one U.S. dallar,
representing a decrease in the vaue of the Canadian dollar against the U.S. dollar. The
vaue of the U.S. dollar affects movie profitability because 30 to 40 percent of gross
rentals earned by the mgjors are generated outs de the domestic market (the U.S. and
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Canada). According to Vogd (2001), astrong dollar is associated with lower foreign
ticket revenues and tudio profitability. Although there is some countervailing effect
from the lower costs of shooting pictures in weak-currency countries and from
maintaining foreign-territory digtribution and sdes facilities in such locations, a
srengthening U.S. dollar exchange rate will, on balance, noticeably decrease movie
industry profitability.®*

Chart 13

Annual Average Exchange Rates Against the U.S. Dollar
1990-2001: Canada, Australia, and New Zealand
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| ncentives

One measure of increased interest in encouraging entertainment production isthe
proliferation of film officesworldwide. Many countries and al 50 U.S. gates have film
commissions, plus many locd offices. Fifty-gx local Cdiforniajurisdictions havefilm
offices® Many film offices have extensive websites.

Another mesasure of interest in attracting film production is the range of financing and tax
incentives offered by countries, states, and some cities. Within the United States,
common types of incentives are sales tax incentives, rebate/exemption of trangent
occupancy (hotdl) taxes, no fees for filming on Sate properties, and asmplified permit
process. Some gtates have no permits. Cdifornia has numerous incentives for the film
indugtry, including a saes tax exemption for some purchases. Most of these incentives
were enacted by the Cdifornialegidature in the mid-1990s. Relative to other states,
Cdifornia has a good incentive program, but some states have even stronger ones.
Minnesota and Oklahoma, for example, have production cost rebates. North Caroling,
Florida, and New Y ork aso have wide-ranging incentives.

Most of these tax breaks represent a smdl portion of operating expenses, and areredly
only asmdl incentive. “What distinguished some states from othersis the degree to
which they finance or subsidize both the physica and human infrastructure that supports
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theindustry.”®® North Carolina has been the one of the most aggressive statesin pursuing
the film industry and hes had generous public resource support to do s0.°” It has more
studio production complexes and soundstages than any state outside of Californiaaswell
as an excdlent schoal of filmmaking with good film production facilities. Horidaaso

has a filmmeaking master’ s degree program at Horida State University with amodern
soundstege facility.

Common state-based incentives are summarized in Table 17. These include sales tax
incentives, sate hotel tax exemptions, and few or no permits. The minimum |length of
stay (number of days) before obtaining the hotdl tax exemption islisted in the state hotel
tax column. Other incentives summarized are income tax breaks and production cost
rebates. Some gtates consder filming a manufacturing activity, and thus grant producers
many tax bregks. Right-to-work states are also identified.®® Not dl of them advertise
their right-to-work laws as an incentive to filmmakers, but some do.

Most developed countries except the United States offer financing and tax incentives to
attract film production. Some countries offer incentives to domestic producers only,
while other countries target both domestic and foreign producers. Canada seemsto be
viewed by other U.S. states as the most aggressive foreign country with respect to efforts
to attract film production. To advertise their incentives, Canadian film commissions have
elaborate websites and their representatives attend eventsin Los Angeles, New Y ork
City, and other U.S. production centers. Canadian incentives aimed primarily & reducing
labor costs both at the federal and the provincid level are more attractive than those
currently offered by U.S. dates, including Caifornia

Incentives offered by U.S. states and by Englishspeaking countries such as Canada, the
United Kingdom, Australia, Ireland, and New Zedland are described in Appendix E.
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Table17
Film Incentive Programs by State

State
Income  Production Hotel Filming As Right-to-
State Sales Tax Tax Cost Rebate Tax Per mits M anufactur er Work

Alabama Yes 30 None Yes
Alaska
Arizona Yes >30 Yes
Arkansas Yes Yes
Cdifornia Yes
Colorado 30
Connecticut Yes >30
Delaware >28
District of Columbia
Florida Yes Yes
Georgia Yes Yes
Hawaii Yes
Idaho 30 Yes
Illinois 30
Indiana
lowa 30 Few Yes
Kansas Yes Yes
Kentucky Yes
Louisiana Yes >30 Yes
Maine Yes >28
Maryland Yes
M assachusetts
Michigan >30
Minnesota Yes Yes
M i ssi ssi ppi None Yes Yes
Missouri Yes
Montana > 30
Nebraska Few Yes
Nevada
New Hampshire None
New Jersey Yes 0
New Mexico Yes 30
New York (City) Yes Varies Yes
North Carolina Yes Yes
North Dakota Yes
Ohio
Oklahoma Yes Yes Yes
Oregon
Pennsylvania Yes 30
Rhode Island
South Carolina Yes Yes
South Dakota Yes
Tennessee Yes Few Yes
Texas Yes 30 None Yes Yes
Utah 30 None Yes
Vermont Yes Yes 31 Few
Virginia Yes >90 Yes
Washington Yes 30
West Virginia
Wisconsin None
Wyoming Yes Discount 30 Yes
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THE IMPACT OF RUNAWAY PRODUCTION ON THE U.S. ECONOMY

The Monitor report finds that runaway film production is having an increesingly drametic
impact on U.S. film and television production, especidly in the area of made-for-
televison movies. The report documents how runaway film production has affected
thousands of workers in industries from computer graphics to congtruction and catering.
Each time afilm or televison production leaves the U.S,, ten to 30 supporting actors,
stunt and background performers and 40 to 150 crewmembers are hired in aforeign
location ingtead of inthe U.S. From 1989 to 1998, atota of 125,100 full-time equivaent
positions were lost due to “economic” runaway film production, a trend the report
expectsto increase. Nearly four times as many jobs were lost in 1998, estimated at
23,500 full-time equivaent pogtions, asin 1990, estimated at 6,900 jobs. These
estimates are direct job losses, not including multiplier effects”

The Monitor report estimate of a$10.3 hillion lossto the U.S. in 1998 due to economic
runaway production comprises.

$2.8 hillionin logt direct production spending
$5.6 hillion in multiplier effects
$1.9 hillion in lost tax revenue'

How large isthis $10.3 billion lossin reaion to the total impact of film production
expenditures of U.S.-developed theatricd films and television on the U.S. economy?
Monitor estimates the total impact on the U.S. economy from direct production
expenditures at $74.3 billion. Thisincludes expenditures on projects that were filmed
wholly or patidly inthe U.S. The $10.3 hillion lost due to U.S. economic runaway
productions represents dmost 14 percent of the total $74.3 billion. The economic impact
methodology used in the Monitor report, which relies on multipliers, isdiscussed in
Appendix D, Method 2.

Canadian sources dispute the magnitude of the Monitor findings. If direct production
expenditure dollars lost due to economic runaways were $2.8 billion, as the Monitor
report found, the presumed Canadian share (81 percent) would be $2.24 billion in 1998.

An Erng & Y oung study, commissioned by the Directors Guild of Canadain
response to the Monitor report, derived amuch smdler, but gill sgnificant,
economic loss: $1.74 billion.®

The Canadian Film and Televison and Production Association estimates that total
revenues from foreign film shooting in Canadain 1998/99 were just $740 million
(C$1.1 billion) and in 1999/00 were $1 hillion (C$1.5 hillion).”

" These U.S. job loss estimates seem high. According to Canadian industry estimates, there were 41,900
direct jobsin 1998-99in film and television production in Canada. Official Canadian job estimates were
30,496 in 1998. (Chart 16).

T Thetax revenueislost from the point of view of U.S. government revenue collection but not from the
U.S. asawhole. Most economistswould agree that including the $1.9 billion in the total $10.3 billion
amounts to double counting.
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According to PamdaBrand, Nationd Executive Director, Directors Guild of
Canada (DGC), 5/29/00: Based on the number of films registered with the
Commission, DGC egimates that U.S. filmmakers spent $573 million in 1998."

Major discrepancies dso exist between estimates for the amount spent in Canada by U.S.
filmmakers. The 2001 U.S. Commerce report, The Migration of U.S. Filmand Television
Production contrasts estimates using officid U.S. trade data with estimates using

production budget data from Steve Katz & Associates:”?

U.S. trade statistics. Payments by a U.S. film company to foreigners are
consdered aU.S. import of services. One of the line itemsin the services trade
data, “Miscellaneous dishursements,” includes subcategories “disbursements to
fund production costs of motion pictures’ and “disbursements to fund production
costs of broadcast program materid other than news.””® Using these data and
severd other assumptions, the U.S. Commerce report estimates total payments to
Canadain 1999 for motion picture and non-news television production of about
$630 million.™

Using data from the 1999 Katz report, tota budgets for runaway productions to
Canada were esimated a $2 billion (condtituting $1.5 billion in payments for
feature-film production in 1999, $300 million for MOWSs and $200 million for
televison series programming and commercids). Assuming that haf the film
budget is spent in Canada, about $1 billion was spent there, a bit less than twice
the estimate of $630 million based on officid data.™ The methodology used to
obtain economic impact estimates using sample production budgetsis aso
described in Appendix D, Method 4.

The U.S. Commerce report notes that these estimates ignore multiplier effects and
concludes that:

“What is dear from this discusson is that the officid data on
disbursements and the industry data collected and andyzed by Katz &
Associates produce different results for totd film import figures from
Canada. The andyss of U.S. payments for film and televison production
in Canada suggests that the payments may be congderably higher than
what the officid import datigics would seem to indicate. Thus, if the
Katz data are accurate, and most industry observers bdieve that they are,
once again, officia import data do not give a satisfactory picture of what
is happening in the industry.” "

For movies-of-the-week, lost revenues are estimated in the Association of Imeging
Technology and Sound report. This report estimates that gpproximately $775 million in
direct production and post- production revenues were lost due to runaway production
between 1996 and 2000.”"
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THE IMPACT OF RUNAWAY PRODUCTION ON THE CALIFORNIA ECONOMY

U.S. regiond impacts of runaway production were measured in the Monitor report by
using direct production expenditure data. From 1990 to 1998, larger production centers
such as New Y ork City and Los Angeles experienced growth in production expenditures
while smaller production centers, which often get small-budget projects, were more
affected by runaway production. Direct production expendituresin North Carolina
declined 35.8 percent from 1995 to 1998, a decrease of $120 million. Washington State,
[llinois, and Texas aso experienced declines of 37.5 percent, 19.8 percent and 31 percent
respectively. Collectively, these four states lost dmost $200 million in direct production
expenditures between 1995 and 1998. Using production expenditure criteria, therefore,
Cdlifornia suffered less between 1990 and 1998 because of production runaways to
foreign countries than many other states did.”

What is the effect on output and employment of afilm that “runs away?’ Edimates vary.

According to aMay 1999 report by the Film and Televison Action Committee,
Cdifornia sloss of ardatively low budget, $18 million feature film to aforeign
location, would cost the state atotal of $7 million and 592 jobs in above-the-line
and bel ow-the-line employment.”

Ron Ver Kuilen, director of the Illinois Film Office, estimates that the expenditure
of $10 million of tota production dollars represents aloss or gain of 300 to 400
jobs.®

According to estimates by the Chicago Flm Office and the Illinois FIm Office,
every $10 million of lost or gained revenue resultsin 2,500 jobs lost or gained.®*

SOME FILM PRODUCTION IS GOING TO OTHER STATES

Thirty years ago, Cdiforniawas the world's only mgor film producer. It still dominates
the industry, but production capacity has spread to other states and countries. States with
magor filmindudtries are Cdifornia, New Y ork, Texas, Horida, lllinois, and North
Cardlina. States with growing film industries are Nevada, New Jersey, Arizona, Utah,
Louisiana, Washington, and M assachusetts.

In the late 1980s and 1990s, North Carolina and Florida were the states that benefited the
most from production thet ran away from Los Angdes®* The North Cardlinafilm
industry developed 29 sound stages (more than any state other than Cdifornia), a Sate-
gponsored film school in Wington-Sdem, and alarge pool of well-trained technicians and
crewmembers. Wilmington, North Carolina, grew into the second largest film-
production center on the East Coast. Factors such as North Carolina s right-to-work
gtatus, its nonunion labor, and its business incentives packages have transformed the sate
into one of the mogt attractive, low-cost production areasin the U.S. as wdll asthe most
business-friendly. North Carolinadid not develop its own loca film production,
however. In the late 1980s, Forida became the site of two large studios. Universal and
Disney/MGM, both located next to Disney World and the Epcot Center in Orlando.
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What are other sates saying about their movie production industry? How do they view
Hollywood and runaway production? The Florida Economic Assessment report issued in
December 2000 highlights its concerns with runaway production and intentions to change
dtate policies accordingly.®

“ Runaway productions are becoming an increasing problem. Currently, with the
incentives provided by internationa governments and exchange rate issues, U.S.
devel oped productions can save up to 23 percent on the cost of production by
filming in Canada, Audrdia, or the United Kingdom....”

“ The Sate has not provided adequate incentives to businessesin the film and
entertainment industry.” In 2001, Floridaimproved itstax incentive program by
adding asdestax incentive,

“Thereisalack of cooperation among regions, businesses, and organizations
within the industry in the Sate.” Horida's competing regiond film commissions
are often cited as examples of intense competition with some counterproductive
results. According to Hozic, “The effects of their fratricidal struggle were such

that the Sate started lagging behind North Carolina both in the number of films
produced and the revenue generated by film productions.”®*

The report on the New Y ork City film industry done by the Boston Consulting Group
(BCG) in 2000, on the other hand, points out the reasons for New Y ork City’sfailure to
attract more films. The BCG report dso analyzes afirm’s location decisons using
interview data. Among the study’s mogt interesting findings:

Traditional media location decisions are driven by cost, script requirements and
talent preferences. Generdly, in the absence of unique script or talent Situations,
cost will be the main driver of the location decison. Within traditiond media,
features, televison, and commercias vaue the three main criteria differently. In
generd, as budgets get smdler for televison movies and commercids, cost

becomes more important in location decisions. In comparison with the three main
criteria, government incentives are not very important.

Digital media location decisions are driven by availability of labor, industry
cluster advantages, and availability/cost of space. Accessto taentisaprimary
concern. This section of the report compares New Y ork and Cdifornig, finding:®°

(1) California attracts more talent than New York. Support for thisclam
rests mainly on education atistics: “Although New York State has a
relatively equal share in top creative programs, New York State is
disadvantaged in top engineering programs. Two of the top three
computer engineering specidty programs are located in Silicon Valley, for
example. Moreover, Cdiforniaschools have the best reputationsin
computer-aided graphicsg/digital media”

(2) Lack of industry critical massin New York further hurts the ability to
attract talent. Critical massis needed to support freslance worker
community: “Taent moves to Cdifornia because they need alarge pool
of companieswho can offer asteady stream of work — New Y ork lacks the
critical massto supply astrong job network,” said one digital media
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executive. Moreover, talent attracts more talent: “I lose alot of people to
Cdifornia because they fed that they have learned dl they can herein
New York and need to move on to more ‘ cutting edge’ work,” said
another digitd media executive.

Other comments on New Y ork’ s competitive postion:

Among mgor production centers, Canada is the most aggressive with direct
subsidies.

U.S. film companies have not benefited from federd subsidies. Other
English speaking countries are offering direct budget support.

SOME FILM PRODUCTION IS GOING TO OTHER COUNTRIES, ESPECIALLY
CANADA

Canada s share of totd U.S. economic runaways increased from 63 percent in 1990 to 81
percent in 1998. In 1998, there were 285 economic runaways, of which 232 went to
Canada. The Monitor report estimates that U.S.-developed productionslocated in
Canada have been able to redlize direct savings of gpproximately 17 percent to 20
percent. After the production is completed, additiona savings can be redlized by

gpplying for tax rebates associated with Canadian labor spending, resulting in total

budget savings of up to 26 percent. Approximately 60 percent of the direct savings come
from bel ow-the-line |abor cost differences. Labor rates and fringe benefits, for example,
are lower in Canada.

Canadd sfilm industry grew rapidly in the 1990s, with U.S.-developed productions
widdy recognized as making amgor contribution to that growth. Most production took
place in British Columbia, Ontario, and Quebec. The industry experienced 13 percent
average annua growth for the last five years, increasing in volume from C$1.9 billionin
1993-94 to C3$5.0 hillion in 2000-01 (Chart 14).

Foreign location shooting in Canada, the mgority of which can be presumed to be U.S.
runaway production, increased dmost six-fold during the period 1993-94 to 2000-01. In
2000-01, foreign production volume was C$1.8 hillion, representing a 17 percent increase
over the previous year. Foreign location television production, which represents 24
percent of al televison production in Canada, increased 35 percent in 2000-01 to C$904
million. Foreign theatrica production, which represented 70 percent of dl theetrical
production in Canada, grew only three percent to C$858 million in 2000-01. Thisdow
growth in foreign theairicd production is down subgtantialy from the high growth in the
two previous years (Chart 14 and Table 18). In 2001, U.S. runaway production to
Canada reportedly dowed because (1) Hollywood studios and networks required less
product after hoarding programming in anticipation of astrike by Los Angeles writers

and actorsin Spring 2001, and (2) the September 11 terrorist attack cut into travel.
Canadian producers and actors are not anticipating a steady return of runaway production
before Spring 2002.%°
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Chart 14

Volume of Canadian Film and Television Production by Sector
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Source: Canadian Film and Television Production Association and |I'Association des Producteurs de Films et de Television du
Quebec, Prafile 2001, Exhibit 3, p. 19 and Profile 2002, Exhibit 3, p. 19. Domestic production includes CAV CO certified,
CAVCO non-certified, and broadcaster in-house. PricewaterhouseCoopers recently revised the 1998 and 1999 estimates upwards.

Table 18

Foreign Location Television and Theater Production in Canada
Millions of Canadian Dollars

1996-97 1997-98 1998-99 1999-00 2000-01

Foreign Locaion Television $448 $523 $530 $672 $904
Foreign Location Theater $320 $295 $566 $834 $858
Foreign Location $768 $818 $1,096 $1,506 $1,762

Foreign Location as a Percent of 2506 2504 7% 33% 35%

Tota Canadian Production
Source: CFTPA, APFTQ, and PricewaterhouseCoopers, Profile 2002, Exhibits 9 and 11.

In Canada, tota motion picture production employment, including direct and indirect

jobs, more than doubled from 52,300 jobsin 1993-94 to 134,400 jobs in 2000-01. Direct
jobs correspond to officia employment atigtics in the motion picture industry while

indirect jobsinclude jobsrelated to filmsin other industries. Of the 134,400 jobsin
2000-01, 51,700 were direct jobs and 82,700 were indirect jobs.®” Chart 15 shows
Canadian estimates for direct and indirect jobs between 1993 and 2000. On a percentage
bass, Canadian estimates for indirect jobs are higher than Cdlifornia estimates done by
LAEDC, CCSCE and MPAA.%8 See Appendix A for indirect job estimate details.
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Chart 15

Film and Television Production Industry's
Contribution to Canadian Employment
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Source: Canadian Film and Television Production Association and I'Association des Producteurs de Films et de Television du
Quebec, Profile 2002, Exhibit 20, p. 31 and Profile 2001,Exhibit 13, p. 27. PricewaterhouseCooper's estimates based on
CAVCO, Statistics Canada, CRTC, CBC/SRC, and the Dept. of Canadian Heritage.

COMPARE MONITOR REPORT ESTIMATESOF U.S. JOB LOSSESWITH
CANADIAN EMPLOYMENT ESTIMATES

Since most U.S. economic runaway productions go to Canada, U.S. job losses should
show up asjob gainsin Canada. Chart 16 compares Monitor report estimates of U.S. job
losses to Canada with Canadian employment figures in motion pictures. For 1993 to
1998, Chart 16 includes:

the Monitor report’ s estimate of the number of U.S. jobslost to the rest of the
world due to economic runaways,

the number of U.S. jobs|ost to Canada due to economic runaways,’

the Canadian industry estimate of direct jobs in motion picture production,
caculated by PricewaterhouseCoopers (PwC ) in conjunction with the Canadian
Film and Televison Producers Association (CFTPA) and I’ Association des
Producteurs de Film et de Televison du Quebec (APFTQ), and

* The Canadian share of total U.S. economic runaways (in terms of the number of productions) was 76
percent in 1993, 71 percent in 1994, 76 percent in 1995, 71 percent in 1996, 78 percent in 1997 and 81
percent in 1998. (Monitor report, p. 9).

50 California Research Bureau, California State Library




an officid estimate of motion picture industry employment calculated by
Statigtics Canada using adminidirative data in its report, Annual Estimates of
Employment, Earnings and Hours.®®

Chart 16

Compare Monitor Direct Job Impact of U.S. Economic Runaway with
Canadian Job Estimates
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Source: Monitor report, p.16; CFTPA and APFTQ, Profile2002, p. 31; Statistics Canada, Annual Estimates of
Employment, Earnings, and Hours, NAICS 5121.

PwC job estimates are not strictly comparable to those of Statistics Canada because
PwC's employment figures are an estimate of full-time jobs and full-time equivaents
while Statistics Canadad s figures represent the sum of dl full-time and part-time jobs*
Asthelast two columnsin Chart A4 illustrate, Canadian film industry estimates show
higher employment growth than the officid source. Canadian data usng fiscd years are
matched to caendar years as follows: 1993-94 fiscal year equas 1993 caendar year.

Using the higher Canadian estimates done by ther film industry, U.S. economic runaway
jobs to Canada as ashare of total Canadian motion picture employment range from 35
percent in 1995 (10,000 jobs lost inthe U.S. in 1996 out of 28,000 total in Canada) to 50
percent in both 1993 and 1996 (16,000 U.S. jobslost in 1996 out of 32,000 total in
Canada).® The 35 to 50 percent shares seem high relative to the proportion of total
production dollars spent in Canada on foreign location production (Table 18), which are
on the order of 25 to 35 percent. Further research matching U.S. job losses and Canadian
job gains should be carried out.

8 |f creative runaway jobs from the U.S. to Canada were included, then these shares would be even higher.
Production locations of U.S. creative runaways were not reported in the Monitor report.
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The Monitor Company derived its estimates of full-time equivadent positions by dividing
the number of runaway productions by the average number of projects a director,
production manager, artist or craftsperson, etc. completesin ayear. Screen Actors Guild
full-time equivaent positions, on the other hand, were based on an average annual

utilized member income®*

PoLicy OPTIONS

Examples of steps that have been taken recently to sem thetide of runaway film
production by U.S. legidators and indusiry activigs are:

Federa legidation has been proposed for wage tax creditsin the motion picture
production industry.

Severd bills have been proposed in the Cdifornia legidature for tax credits for
film production cogts, loan guarantees for California films, and commitments to
improve the business climate in the State.

Governor Gray Davis has proposed a wage tax credit for Cdifornia-based
productions, effective 2004.

Many dates, including Cdifornia, are introducing or expanding incentive
programs to attract and retain film production. Minnesota, for example, increased
its “Snowbate”’ program in Summer 2001 from a five percent production cost
rebate to aten percent rebate. Oklahoma now offers a 15 percent rebate on
production dollars spent in Sate.

A codlition of Hollywood unions submitted a petition to the Internationd Trade
Adminigration (U.S. Dept. of Commerce) and the U.S. Internationa Trade
Commission requesting that countervailing duties be imposed on film and
televison products imported from Canada to the United States.

In this section, policy options and analyses by various authors are outlined.

The Los Angeles County Economic Development Corporation (LAEDC) 2001 Fim
Industry Profile notes that the motion picture industry continues to be in a period of

major change and has been “traversing a bumpy road.”%* LAEDC recommends that Los
Angeles should:

Acknowledge that motion picture/TV production is an important component of
the local economy, and step up efforts to support it.

Acknowledge that motion picture production is becoming a globa busness, that
studios are part of conglomerates and that not everything will be produced locally.

0 TheLosAngdesfilm community needs to recognize the leve of
competition for production business, and review its cost structures to keep
them competitive.

Care mugt be taken with the incentive game, asthisis anever-ending spird. If
the U.S. government indtitutes incentives, how soon will the competition respond?
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Recognize the many locd assetsfor the film industry — the clugter of dlied
indudtries, the large and skilled pool of loca talent, and the access to cutting-edge
technology. These assets may need to be communicated more vigoroudy.

Clough (2000) notes the following key findings on the subject of runaway production and
the industry’ s long-term future:

In alarge and fast-growing industry, expanding production outside of Southern
Cdifornianeed not depress activity within the region — much asthe Silicon
Vdley high-tech economy expands even as production facilities move e sewhere.

Southern Cdifornia retains a strong competitive edge in pre-production and post-
production activities — segments with high wages and high vaue added.

The dominant future trend in the industry is digitization — the conversion of
images, sound and text into machine-readable form — and the growth of
computers and the Internet as both a production and distribution medium.
Whoever wins in the competition for leadership here will be the industry leader,
and Southern Cdlifornia can act to strengthen itsinitid advantages. Clough adds
that one of Southern Cdlifornial s competitors could be the San Francisco Bay
Area.

While foreign productions may have reduced the total share of films and television shows
shot in Hollywood, absolute levels of production in Hollywood increased during the
1990s. According to the EIDC, the total number of film production daysin L.A. (which
include commercids, theatricd films, music and TV shows) increased from 26,640 in
1993 to 46,808 in 2000.”* According to the Monitor report, U.S. domestic productions
increased from 507 in 1990 to 676 in 1998. The Monitor report comments, “To acertain
extent, this growth has masked the true impact of runaway production by cregting a
‘rigng tide' for the domestic production industry.” Clough looks at the sameincreasein
production and hes a different point of view: “This suggests the Stuation is not a zero
sum game. If, asforeign production increases, the globa demand for filmed
entertainment aso increases, Hollywood could prosper evenif its overal share of world
production decreases.”**

Asthe globa market for filmed entertainment (and digital content, more generaly)
grows, Clough notes that foreign production will inevitably expand because:

Tremendous market growth has increased the economic gains to be made from
developing a competitive filmed entertainment cluster.

The transport/communications revolution has made it eesier for film producers to
work in locations outside Hollywood.

Globalization has had the paradoxical effect of heightening fears that local
cultureswill be “ Americanized;” so new impetus has been given to effortsto
protect indigenous “cultura industries.”

Asthe importance of the non-U.S. market has grown, producers are now more
concerned about making sure that their product will sdl aswell in the globd
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market as in the domestic market. To do that, they need to be close to the market
to better understand local audience tastes and ensure local apped.

In the foreign television market, incentives for Hollywood studios to expand televison
production in other countries (by engaging in co-production with foreign companies or
building additiona facilities abroad) are gregter than the incentives for them to expand

film production in other countries. Hollywood productions of televison shows in other
countries are certain to increase because foreign television viewers tend to prefer loca

fare. Moreover, because of the size of the budgets, cost considerations are very important
in deciding where televison films are produced.

Clough ligts barriers to developing effective regiond drategies

The assumption that the filmed entertainment market can be divided into domestic

and foreign segments.  This assumption underlies the mistaken belief that

Southern Cdifornia sinterests lie mainly in protecting Hollywood' s ability to

produce films and shows for the U.S. domestic market.

Problems with the Monitor report’s definition of ‘runaway productions.” ™

0 Itfalsto takeinto account the fact thet, even if Americansaren't the

primary audience for afilm, the globa reach of U.S. media outlets
presents powerful marketing reasonsto rlease afilmin the U.S. firg.

o It falsto recognize the growing importance of the transnationa segments
(such as Latinos) of the globa market.

0 It assumesthat the normisfor filmed entertainment to be devel oped and
produced in the same country or region.

Clough believes that focusing narrowly on efforts to change the economic
equation that makes it more profitable to film some productionsin places such as
Canadaand Audrdiais misguided. Southern Cdifornia should pay more
atention to enhancing its existing advantages in pre- and post-production. It
should recognize that some production will run away, and it should work to
ensure that other regions do not have strong incentives to strengthen their own
pre- production/devel opment capabilities. The region’s advantagesin pre-
production may become its strongest advantage.

Not recognizing that the most serious threat to Hollywood is likely to be posed by
digitization and restructuring, not runaway production.

Hollywood is likely to remain a mgjor filmed entertainment production center for the
indefinite future because of its comparative advantages in workforce sze, skillsand
production infrastructure. It is aso hometo so many of the industry’ s leading producers,
actors and directors. Clough's strategy for Southern California follows:.

(1) The need for regiond leadership — “the ability of the Southland to redize the
dream of becoming “Tech Coast” will depend largdly on its ahility to use the

" According to the Monitor report, runaway productions are ones that “are devel oped and are intended for
initial release/exhibition or television broadcast in the U.S. but are produced in foreign countries.” P. 2.
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comparative advantages created by its filmed entertainment cluster to compete
with Silicon Vdley, Greater Seettle, and other metropolitan regionsin
atracting the individuals and companies who will shgpe the new digita-globa
economy.” %

(2) Capitdize on Diversty: They need a codition of the region’s old downtown
establishment and the new ethnic communities |eaders.

(3) Egablishing globd partnerships.
(4) Build abridge to the Bay Areg; and
(5) Egablish sronger ties to educationd inditutions.

Scott (2001) is optimistic about Hollywood' s ability to remain the center of an
increasingly complex and globd indusiry: “Thereis every likdlihood that Hollywood

will continue indefinitely to lose certain kinds of production to one country or another,
subject to the availability of adequate sound state facilities and crews a dterndive
locations. A dramatic parald case can be found in the Los Angeles fashion industry. So
far, runaway production has not serioudy undermined the vitdity of the Hollywood film
industry, and it may well never become life threatening, at leest in the more cregtive
segments of theindustry. Thisinference is based on a presumption (a) that Hollywood's
towering competitive advantagesin pre- and post- production work will continue and (b)
that films requiring close supervisory control and complex customized inputs at al sages
of production will continue to condtitute a Sgnificant core of the industry’ s product
range.”?® Scott (2002) notes, however, that, “anew crisis may be in the making as
runaway production continues to accelerate. Over amore distant time horizon, too,
competitive conditions may well become more difficult for Hollywood production
companies as new and revivified cultura- products agglomerations continue their risein
many different parts of the world.”*’

More pessmistic views about Hollywood' s future as the center of the entertainment
industry have been made by Aksoy and Robins® to the effect that “Hollywood is now
everywhere... production now moves dmost a will to find its most ided conditions, and
with it go skills, technicians and support services” Hozic* talks about “Hollywood's
exodus into worldwide locations.” Scott comments that these claims are “exaggerated
and premature.”**° Veron (1999) points out that this debate is fundamentaly about
whether geography matters. In other words, whether the geographic concentration of
firms, resulting in low cogts of negotiating and increasing returns, accounts for
Hollywood' s competitive advantage.*™*

Voge (2001) explains the dominance of Hollywood, current and past, as a function of
historical happenstance, technologica development, availability of capita, gpplication of
marketing prowess, the large U.S. home market, culture, and the use of English. “Given
these advantages it seems unlikely that the export dominance of the U.S. fegture film
businesswill be serioudy eroded anytime soon. But in television, gpplication of new
technologies and the development of regional production skills suggest thet the U.S.
share will probably be reduced.”**
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In their sudy on the film industry and loca economic development in Texas, Weingtein
and Clower (2000) conclude that dthough the production of films and videos can
generate sgnificant direct and indirect economic benefits for communities, policymakers
“should redize that the potentid for growth in this industry outside Cdiforniaand New
York islimited.... acareful assessment should be made before dlocating scarce fisca
resources to lure the filmmaking business.”*%?

A view from Europe: Comments from “The Strategic Development of the Irish Film and
Televison Industry 2000-2010,” Industry Strategic Review Group, August 1999, p. 35.

“There ae dgnificant differences between the American industry and
market and the ndusdtry in al other countries. The United States market is
lage, uni-lingua, and culturdly more homogenous than Europe. It
sugains a number of poweful ‘Mgor players as wel as strong
independent producers. The mgors are highly diverdfied and integrated;
ther film activities benefit from synergies with rdated activities in media,
publishing and other entertainment. U.S. films command some 80 percent
of world market share in theatrica film and some 70 percent market share
in televigon fiction.”

“Though Europe is potentidly a larger market for film entertainment, it is
fragmented by compaison to the U.S, pdliticdly, culturdly and
linguidicdly. Its film production sector is dso fragmented in oite of the
fact that Europe possesses some media and publishing corporations (with
film production interests) as large as ther U.S. counterparts. American
producers dominate European digtribution and screen exhibition and ther
European sdes are incremental to the more profitable U.S. market, where
their dominance is more complete.  In spite of sgns of revivd and some
recent successes, Europe has faled to develop products with the same
international audience apped as the U.S. product. This has led to a
dgtuation whereby Europe, potentidly the largest and most complex
market in the world, is controlled by another market.... the relative rise
and decline of different sectors and the impact of new technologies may
have dtered this picture somewhat and may dter it dill further over the
next Bw years. However the Review Group believes that there is no room
for wishful thinking about the internationa structure of the industry.”
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APPENDIX A

EMPLOYMENT ESTIMATES

Data sources and estimates for establishment-based employment Statistics are compared
in this Appendix. Data sources are divided into survey sources and universe counts.
Estimates for motion picture production employment in 1996 are compared.

Tablesligting various employment estimates between 1996 and 2001 follow the text.
Table A1 describes categories of workers included by each data source. Subsequent
tables present employment estimates first using the narrowest definitions of motion

picture production (Table A2), then the motion picture industry (Table A3) and findly,

the entertainment and multimediaindustries (Table A4). Table A5 shows the
correspondence between the old 1987 SIC codes and the new 1997 NAICS codes. Using
NAICS, mation picture production employment is lower because most services dlied to
motion picture production were classfied into other industries. Table A6 shows 1999
production data for al states using the narrower NAICS definition. Chart A1 compares
employment estimates from Table A2 for motion picture production. Chart A2 compares
the broader estimates for the motion picture industry, the entertainment industry, and the
multimediaindustry from Tables A3 and A4.

SURVEY DATA

(2) The Current Employment Statistics (CES) survey isanationd survey that
summarizes monthly employment, hours and earnings data from a sample of employer
payrall records. The Employment Development Department (EDD) conducts the survey
in Cdiforniaand supplies the U.S. Bureau of Labor Satistics (BLS) with thedata. The
EDD survey is part of anationd monthly survey of 390,000 employers. EDD data are
reported by place of work and exclude saf-employed persons, unpaid family members,
domestics, volunteers and those involved in [abor-management trade disputes.

These data are timely but use 1987 Standard Industriad Classifications (SIC), which are
outdated.” These indude establishments that produce, distribute and exhibit maotion
pictures as well as productions for televison or other media using film, tape or other
means. The labd, “Motion Picture Employment,” generdly refersto the entire indusiry
(SIC 78), while *Motion Picture Production Employment” refers only to the production
end of the business (SIC 781). Production is further broken down into production aone
(SIC 7812) and services dlied to production (SIC 7819). CES data underestimate the
number of people working in the motion picture industry because they exclude most
freelance workers, who are usualy sdf-employed and work by the project. In 1996, the
CES edtimate of the number of Cdiforniaworkersin motion picture production jobs (SIC
781) was 127,400.

" CESwill convert to the new North American Industry Classification System (NAICS 2002) definitionsin
June 2003.
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Severa organizations suggest methods to adjust CES employment data to compensate for
the underestimate problem. Two examples are CCSCE and LAEDC, which both increase
officid employment statistics by a given percentage. While a percentage adjustment
provides a better idea of the Sze of mation picture employment at any point in time, it

does not provide an estimate of omitted workers thet is independent of officid estimates.

If the percentage adjustment is the same across time, then adjusted datawill rise or fdl
adong with the officid datidtics.

(1a) The Center for the Continuing Study of the Califor nia Economy (CCSCE)
estimates that “ There are probably 50 self-employed jobs for every 100 wage and salary
jobs.”1* Using this adjustment, CCSCE would increase the CES jobs estimate by 50
percent and estimate gpproximately 191,000 workersin motion picture production in
1996. Adjusted employment numbers are not presented in CCSCE tables.

(1b) The L os Angeles County Economic Development Cor poration (LAEDC) adjusts
for the underestimate by increasing the CES edtimate alittle less than 90 percent. The
LAEDC adjustment factor was derived using information from the 1998 MPAA survey.
Using this method, mation picture production employment in 1996 would have been
240,750 workers. LAEDC publishes adjusted employment figures for Southern
Cdiforniain their Film Industry Profile, September 2001.

(2) TheMotion Picture Association of America (MPAA) compiled 1996 data from its
own survey and released areport in 1998 entitled, Survey of the Industry: The Economic
Impact of the Entertainment Industry on California. The entertainment industry is
defined by the MPAA as the manufacture of maotion pictures, televison and commercids.
The MPAA definition does not include music videos, till commercia photography,
documentary films or indudtrid films. All these other film-related projects can include

the same workers employed in mation pictures, televison and commercids. However,
snce they were not included in the surveys conducted by MPAA, tota industry
employment was underestimated. The MPAA survey aso excludes part-time workers,
and many of the fees and payments made by mgor studios and television networks. An
update of this report is scheduled for release in April 2002.

The mgor studios and participating networks provided full-time employment data to the
MPAA. The Cdifornia Employment Development Department (EDD) provided data on
employees of peciaized suppliers and services directly dlied to the production industry.
These induded such facilities asfilm labs, specid effects and digita sudios, location
sarvices, prop and wardrobe houses, research services and film stock houses, videotape
duplicating services and stage rentd facilities.

Full-time equivaent fredlancers were identified by entertainment payroll companies,
entertainment unions and guilds, and hedth benefits plans. Data from payroll companies
identified workers who were not members of aunion or guild. The hedth benefits plans
identified those workers who earned full benefits, and were therefore considered full-time
workers. Since many workers do not work full-time, the tota number employed in the
entertainment industry is underestimated.
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Participants in the 1998 Moation Picture Association of America survey:

Studios and Networks The Walt Disney Company, Metro-Goldwyn-Mayer, Inc.

Paramount Pictures, Sony Pictures Entertainment, Twentieth Century Fox Flm
Corp., Universal Studios, Inc., Warner Bros., ABC, Inc., CBS Broadcagting, Inc.,
Wilshire Court Productions.

Payroll Companies. Axium Entertainment Services, Cast & Crew Entertainment
Services, Entertainment Partners.

Unions and Guild/Producer-Union Health Plans: Directors Guild of America,
Motion Picture Industry Pension and Hedlth Plan, Screen Actors Guild, Writers
Guild of America

Other Groups. Alliance of Mation Picture and Televison Producers, Cdifornia
Film Commission, Entertainment Industry Development Corp., Cdifornia
Employment Development Degpt., Labor Market Information Division, Los
Angedes Economic Development Corporation.

MPAA edtimates for entertainment industry employment in 1992 and 1996 are shown in
Table A4.1°> Direct employment estimates are given for 1996: 226,000 full-time workers
in Cdifornia Thistota was computed by adding the full-time staff of 76,900, the
secondary staff of 3,000, the primary fredance pool of 123,000, and the secondary
fredance group of 23,100."%° CES estimates from EDD are used as a basdline for the
MPAA direct employment estimates.

In addition to direct employment, the MPAA estimated indirect employment in other
industries generated from movie production activities. When indirect employment
estimates of 233,000 to 253,100 Cdifornia jobs are added to the direct estimates, total
motion picture production employment in 1996 exceeded 450,000. To caculate indirect
employment, the MPAA methodology did not apply the same adjustment factor in both
1992 and 1996 to the direct employment estimates. The employment factor implied by
the 1996 numbers was dightly over 100 percent: one job directly counted stimulated
about oneindirect job. The employment factor implied by the 1992 numbers was about
134 percent: one direct job stimulated about 1.34 indirect jobs.

On a percentage basis, Canadian estimates of the indirect employment factor in the film
and televison production industry are higher than the estimates done by the MPAA,
LAEDC, and CCSCE (see Chart 15).2°" PricewaterhouseCoopers estimates that each
direct job created by the production industry results in the creation of an additiond 1.6
indirect jobs (afactor of 160 percent). Their methodology for estimating jobs was
reviewed in 2001 and, as aresult, estimates for 1998 and 1999 were increased.

UNIVERSE COUNT DATA

(3) The Covered Employment and Wages Program (CEW/ES-202) is a cooperative
program involving the U.S. Bureau of Labor Satigtics (BLS) and the State Employment
Security Agencies. The CEW/ES-202 program produces a comprehensive tabulation of
employment and wage information for workers covered by state unemployment insurance
(UI) laws and federa workers covered by the Unemployment Compensation for Federa
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Employees program. The CEW/ES-202 is an employer-reported measure of employment
and is associated with filled jobs and place of work. A person holding two jobsis
counted twice. These data serve as an input to many BL'S programs and are used asthe
benchmark source for employment by the CES program. The CES program uses outside
sources to benchmark employment for industries not subject to Ul laws. The Ul
adminigtrative records collected under the CEW/ES-202 program serve as a sampling
frame for BL'S establishment surveys.

How many U.S. workers were not covered by unemployment insurancein 1999? Inthe
private sector, those not included were: 0.2 million wage and sdary agricultura
employees, 1.3 million saf-employed farmers; 8.8 million s&f-employed nonagriculturd
workers, 0.5 million domestic workers; 0.1 million unpaid family workers; and 0.2
million workers covered by the railroad unemployment insurance system.

The CEW/ES-202 estimate for motion picture production employment (SIC 781) in 1996
was 134,837 persons, very close to the CES estimate of 127,400 jobs (Table A2).

(4) County Business Patter ns (CBP) give detailed atistics for employment, payroll,
and firm Sze, using data from the administrative records of the Business Regidtrar, the
Census Bureau' sfile of dl known single- and multi-establishment companies. For
employment figures, CBP include full-time and part-time employees who are on the
payroll in the pay period including March 12, but exclude sdlf-employed individuas.
CBP data are not timely (CBP data using the NAICS 1997 definitions are currently
available only for 1998 and 1999), but they are useful for studying the economic activity
of smdl areas and andyzing economic changes over time.*

Down to the 4-digit SIC code, the CBP and CEW data sources categorize workers
differently (Table A2). For example, usng CEW numbersin 1997, production aone had
97,614 workers (SIC 7812), which was three times more workers than services dlied to
production, 35,393 (SIC 7819). Using CBP numbers, employment in services, 125,935
workers (SIC 7819), was four times larger than production alone, 31,791 (SIC 7812).

Comparability of CBP data over timeis affected by changesin industry definitions. For
motion picture employment, the continuity of CBP data was broken most recently in
1997, when the data series switched from using 1987 SIC definitions to using 1997
NAICS definitions. The new NAICS codes place the mation picture industry in the
information sector along with publishing, sound recording, broadcasting, televison, and
information services. For motion picture production, NAICS codes are not broadly
comparable with the old SIC codes. Only one narrow category, SIC 7812 (movie
production aone), is comparable to NAICS 51211 (movie and video production). For
1999, CBP data by state for employment, payroll and number of establishmentsin
NAICS 51211 are shown in Table A6. Establishment data are dso available by size of
edablishment. The last column in Table A6 shows small establishments, those with 1-9

T Other excluded categories, less relevant to the motion picture industry, are employees of private
households, railroad employees, agricultural production employees, and most government employees.
* CBP data have been published annually since 1964 and at regular intervals dating back to 1946.
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employess. Nationdly and in Cdifornia, amost 90 percent of these motion picture
production firms had fewer than ten employees.

In 1996, CBP data show 170,834 workers in motion picture production (SIC 781), higher
than the CES estimate (127,400 workers) and the CEW estimate (134,837 workers).

(5) Like CBP data, U.S. Economic Census data are tabulated from universe filesand are
not sample data. However, definitionad and coverage differences affect the direct
comparison of CBP and census data. Different sources are also used: the 1997

Economic Census generdly uses respondent-reported data, while the CBP usesthe
adminigrative record for smal establishments. Census employment data are a useful
benchmark every five years, but are not timely estimates like monthly survey data.

For 1997, the Economic Census reported 49,762 workers in motion picture and video
production. If post-production employment were added, the total would be 65,117
workers. These estimates are much smaller than the 1996 S C-based estimates for
production because most services alied to motion picture production have been re-
dlocated to other industries®

NARROWER DEFINITIONS THAN THE MOTION PICTURE INDUSTRY

Employment estimates for the motion picture indusiry are shown in Table A3. Often,
moation picture employment numbers are aggregated for production, distribution and

video rentds, but exclude exhibition. Examples of this aggregation are shown on Table
A4 for three different data sources (CEW/ES-202, CBP, and the U.S. Economic Census).

BROADER DEFINITIONSTHAN THE MOTION PICTURE INDUSTRY

Since the film industry is broader than just movie, televison and video production, film
datigtics are often presented with other entertainment and multimedia numbers.

Examples are shown in Table A4. Using 1997 NAICS categories, LAEDC cdculates a
category “Moation Picture/TV Production & Didtribution Industry” with 141,452 workers
in 19971 CCSCE combines movie production and distribution with amusements and
hotdls to obtain a*tourism and entertainment category” with 534,500 workersin 1997.

An example of the “multimediaindustry” i§found on the Cdifornia Technology, Trade
and Commerce Agency (CTTC) website, which indudes the fallowing information:

The multimedia industry combines the industries of computer technology,
entertainment (which incdudes movies and videos) and software. These
are dl “knowledge-based,” high-wage indudtries with a high vaue added
during manufacture.  Mogt multimedia firms are based in Los Angdes and

8 Workers previously classified in SIC 7819 are now distributed between NAICS 334612, 512191, 512199,
532220, 532490, 541214, 561310, and 711510.

" http://www.commerce.ca.gov/ California Technology, Trade and Commerce Agency (CTTC). The
multimediaindustry has no set definition but is estimated here as a combination of the following SIC
codes. 357, 3663, 3679, 481, 483, 484, 4899, 5045, 7371, 7372, 781.
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the San Francisco Bay: Hollywood provides the content and Silicon
Vadley provides the technology. CTTC cdculates that Cdifornia is home
to more than 16 percent of the nation’s multimedia establishments and 21
percent of the employment. The big leaders are motion pictures and
computers with 42 percent and 29 percent, respectively, of the nation’'s
totd multimedia firms. Multimedia jobs pay a high average wage, ranging
from $38,900 in cable televison to $73,200 for prepackeged software.
People with specidized <kills in computer-generated animation for movies
can expect jobs paying around $75,000. Employment is difficult to
determine with currently available data.  All of the indudtries defined here
as multimedia employ a combined tota of about 580,000 people’®
However, these industries vary as to multimedia activity.

Using the CTTC definition of multimedia, estimates for employment usng CEW/ES-202
data range from 597,286 workersin 1997 to 727,986 in 2000.
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Table Al

Data Sourcesfor Establishment-based Employment Estimates

1. CES Current Employment Statistics, California Employment Devel opment
Dept. (EDD), and the U.S. Bureau of Labor Statistics (BLS)

la. CCSCE Center for the Continuing Study of the California Economy

1b. LAEDC Los Angeles Economic Devel opment Corporation

2. MPAA Motion Picture Association of America

3. CEW ES-202

Covered Employment and Wages, U.S. Bureau of Labor Statistics

(BLS)

e

CBP

County Business Patterns, U.S. Census Bureau

5. Economic Census

U.S. Economic Census, U.S. Census Bureau

1 la 1b 2 3 4 5
CES CCSCE LAEDC MPAA CEW CBP Econ
Adjust  Adjust ‘08 ES-202 Census
CES CES
sample data yes yes yes yes no no no
reference period 12" of 12Mof 12" of 12" of March March
month  month  month month 12" 12"
date of change from SIC to 2003 2003 2003 2001 1998 1997
NAICS
frequency monthly quarterly annual 5years
Workers included:
wage/saary: full time yes yes yes yes yes yes yes
wage/salary: part time yes yes yes no yes yes yes
temporary/intermittent yes yes yes no yes yes yes
sdlf-employed no yes yes yes no no no
Federal government (civilian) yes yes yes no yes no no
farm no no no no some no no
domestic no no no no some no no
railroad no no no no no no no
unpaid family no no no no no no no
Proprietors and partnersin
unincorporated business no no no no no no no
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Table A2

Source
SAMPLE DATA
1987 SIC
1 CES 781
Monthly
la  CCSCE method
781

1b LAEDC method

781

EMPLOYMENT ESTIMATESfor

MOTION PICTURE PRODUCTION in CALIFORNIA

Description 1996 1997 1998 1999
Motion picture production & services 127,400 141,200 147,100 150,600
Adjust CES data: add self-employed workers
Motion picture production & services 127,400 141,200 147,100 150,600
Self-employed (50% of SIC 781) 63,700 70,600 73,550 75,300
Motion picture production & services 191100 211,800 220650 225900

ADJUSTED

Adjust CES data: add workers classified in other industries who primarily are engaged
in film-related activities as well as workers who are self-employed

Motion picture production & services 127,400 141,200 147,100 150,600
Adjustment (89% of SIC 781)° 113,348 125,626 130,875 133,989
Motion picture production & services 240748 266,826 277.975 284589

ADJUSTED

2000

149,000

149,000
74,5000

223,500

149,000
132,565

281,565

UNIVERSE COUNT — Univer se defined as all establishments cover ed by unemployment insurance

1987 SIC
2 CEwW! 7812 Motion picture & video production 87,370 97,614 92,965 91,212
ES 202 7819  Servicesallied to production 47,467 35,393 52,658 62,560
Quarterly 781 Motion pictures production & services 134,837 133,007 145,622 153,772
UNIVERSE COUNT — Universe defined asall establishments
1987 SIC
3 County 78122  Motion picture & video production 52,670 31,791 29,632 34,698
Business 7819 Servicesdlied to production 118,123 125,935
Patterns 781 Motion picture production & services 170,834 157,731
Annual
1997 NAICS
County 512112 Motion picture & video production 29,632 34,698
Business 51219 Postprod & other movie & video industries 14,552 15,674
Patterns TOTAL 44,184 50,372
Annual
UNIVERSE COUNT — Univer se defined as all establishments
1997 NAICS
4 Economic 51211% Motion picture & video production 49,762
Census 51219 Postprod & other movie & video industries 15,355
Every 5 years TOTAL 65,117

90,475
62,312
152,787

2001e

142,800

142,800
71,400

214,200

142,800
127,050

269,850

1 CEW data source: 1996 data, Employment and Wages, Annual Average, U.S. B.L.S.; 1997-2000 data, http://www.bls.gov/cew/

25|C 7812 = NAICS 51211

3 89% factor from LAEDC, Film Industry Profile 2001, p.9. For 2000, LA: (LAEDC estimate = 255.3) / (CES estimate 135.1) = 1.89.

Note: Milken Institute employment estimates for 2000 add about 40,000 workers (independent contractors and self-
employed workers) to CEW ES-202 official estimates to adjust for the underestimate.!'® CCSCE (2001) California
Economic Growth used a CES estimate of 154,000 in 2000. This has been revised by EDD to 149,000.
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Table A3

EMPLOYMENT ESTIMATESfor the
MOTION PICTURE INDUSTRY in CALIFORNIA

Source Description 1996 1997 1998 1999 2000 2001
SAMPLE DATA
1987 SIC
1 CES 781 Motion picture production & services 127,400 141,200 147,100 150,600 149,000 142,800
Monthly 78x  Other motion pictures 42,500 42,100 43,000 44,500 42,800 42,300
7g  Mollon picture & videoIndustfies 469900 183,300 190,200 195,100 191,800 185,100
UNIVERSE COUNT — Univer se defined as all establishments cover ed by unemployment insurance
2 CEW 781 Motion picture production & services 134,837 133,007 145,622 153,772 152,787
ES-202 782  Motion picture distribution & services 5,192 5,665 4,423 3,991 4,098
783 Motion picture theaters (exhibition) 19,189 20,101 20,599 21,413 19,138
Quarterly 784  Video tape rental 16,162 16,887 18,298 19,279 19,301
7g Motion picture & video industries 175,380 175,660 188,942 198455 195324
TOTAL
UNIVERSE COUNT — Univer se defined asall establishments
1987 SIC
3 County 781 Motion picture production & services 170,834 157,731
Business 782  Motion picture distribution & services 9,598 32,798
Patterns 783  Motion picture theaters (exhibition) 19,594 18,500
784  Video tape rental 11,686 14,863
Motion picture & video industries
Annual 78 TOTAL 212,187 223,896
1997 NAICS
County 51211 Motion picture & video production 29,632 34,698
Business 51212 Motion picture & video distribution 21,647 22,677
Patterns 51213  Motion picture & video exhibition 22,572 21,760
51219 Postprod & other movie & video industries 14,552 15,674
5121 Motion picture & video industries TOTAL 88,403 94,809
UNIVERSE COUNT — Universe defined asall establishments
4 u.sS. 51211 Motion picture & video production 49,762
Economic 51212 Motion picture & video distribution 6,934
Census 51213 Motion picture & video exhibition 19,554
Every 51219 Postprod & other movie & video industries 15,355
5years 5121 Motion picture & video industries TOTAL 91,605
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Table A4

EMPLOYMENT ESTIMATESfor Other Definitions of the MOTION PICTURE,
ENTERTAINMENT, and MULTIMEDIA INDUSTRIESin CALIFORNIA

NARROWER DEFINITIONS THAN THE MOTION PICTURE INDUSTRY

(exclude Exhibition)

1987 SIC

2a CEW ES-202 781
782

784

1997 NAICS

3a County Business 51211
Patterns 51212

4a  Economic Census 51219

Motion Picture Production
Motion Picture Distribution
Video Tape Rental

Production + Distribution + Video

Motion picture & video production
Motion picture & video distribution
Postprod & other movie & video industries
Production + Distribution + Postproduction

BROADER DEFINITIONS THAN THE MOTION PICTURE INDUSTRY

5 LAEDC method 5121
“Motion 51312
Picture/TV 5132
Production & 7114
Distribution
Industry” 7115
Economic Census

1987 SIC

6  CCSCE method 70
“Tourism & 781, 782
Entertainment” 79
Published
annually
CES data, Jan-Oct

or Jan-Nov
CaTT&C

! method: 357
“Multimedia
Industry” 3663
Data source: 3679
CEW ES-202 481
(Ca. Technology 483
Tradeand 484
Commerce uses 4899
County Business 5045
Patterns data for 7371
these calculations 7372
on their website) 781

8 MPAA
“Entertainment Industry”
1998 report, 1996 survey
1994 report, 1992 survey

Motion picture & video industries
Television broadcasting*
Cable networks and program distribution

Agents/managers for artists, athletes,
entertainers, & other public figures
Independent artists, writers & performers

TOTAL

Hotels
Motion picture production and distribution
Amusements

TOTAL

Computers and office equipment

Radio, television & satellite communications
equipment

Satellite home antennas

Telephone

Radio and television broadcasting
Cable and other pay-per-view television
Satellite earth stations

Computers, peripherals and software
Computer programming services
Prepackaged software

Motion picture production and services
TOTAL

Direct Employment
Primary full-time, wage/salary
Secondary staf
Primary freelance pool
Secondary freelance pool
Direct employment TOTAL
Indirect employment
Direct + Indirect Employment TOTAL

1997 1998 1999
133,007 145,622 153,772
5,665 4,423 3,991
16,887 18,298 19,279
155,559 168,343 177,042
Census CBP CBP
49,762 29,632 34,698
6,934 21,647 22,677
15,355 14,552 15,674
72,051 65,831 73,049
91,605
15,976
20,243
4,604
9,025
141,453
180,800 187,000 196,800
147,700 148,100 155,500
206,000 197,000 210,400
534,500 532,100 562,700
94,872 95,921 98,631
15,972 16,287 18,558
33,637 34,880 32,494
104,015 111,687 122,252
26,558 27,900 27,851
19,144 19,966 23,053
5,340 5,673 4,398
55,227 59,356 65,720
60,748 66,679 82,464
48,766 54,038 58,076
133,007 145,622 153,772
597,286 638,009 687,269
1992 1996
76,900
3,000
123,000
23,100
164,000 226,000

220,000 233,000 - 253,100
384,000 459,000 - 479,100

2000

152,787
4,098
19,301
176,186

199,000
153,800
210,400

563,200

98,587

19,104

33,521
127,429
29,730
25,924
3,890
61,506
112,285
63,193
152,787
727,986

2000

New
Report
Expected
in April
2002

* Radio broadcasting (NAICS 51311) could also be included, adding another 11,000 workers in 1997.
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Table A5

Codesfor Motion Picture Production
1987 Standard Industrial Classification (SIC) and
1997 North American Industrial Classification System (NAICYS)

Bridge between 1987 SIC and 1997 NAICS

SIC NAICS
Moation picture production &
781 dlied services
Motion picture & video tape Moation picture & video
7812 production 100% 51211  tape production
Prerecorded CD (except
Service dlied to motion picture software), tape, and
7819 production 42% 334612 record reproducing
Teleproduction & other
42% 512191 postproduction services
Sarvicedlied to maotion
88% 512199 picture production
3% 53222  Wardrobe rental
Motion picture
6% 53249  equipment renta
30% 541214 Tdent payment services
1% 56131  Cadling bureaus
| ndependent motion
picture production artist
23% 71151 & technicians
Bridge between 1997 NAICS and 1987 SIC
NAICS SIC
Moation picture & video Motion picture & video
51211 production 100% 7812 tape production
Postproduction & other motion
51219 picture & video indudiries
Teleproduction & other Servicesdlied to motion
512191 postproduction services 29% 7819 picture production
Other mation picture & video Servicesdlied to motion
512199 industries 6% 7819 picture production
Savicesdlied to film &
6% 7829 videodidribution

Source: http://www.census.qgov/epcd/ec97brda/.
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Table A6

Motion Picture and Video Production (NAICS 51211) 1999

Annual Establishments

Number of Payrall Number of with 1-9

Employees Rank ($1,000) Rank  Establishments Rank Employees

United States 72,505 5,301,296 9,796 8,644
Alabama 170 30 5,226 27 42 30 38
Alaska 20-99 35 (D) 34 12 45 12
Arizona 524 22 19,198 20 98 20 83
Arkansas 100-249 27 (D) 34 34 34 29
California 34,698 1 3,600,204 1 3,817 1 3,405
Colorado 865 15 27,983 18 160 12 145
Connecticut 1,031 9 77,729 6 109 19 101
Delaware 20-99 35 (D) 34 17 41 17
District of Columbia 711 19 36,081 16 76 25 62
Florida 2,742 4 120,712 3 475 3 432
Georgia 1,217 8 55,999 9 198 7 183
Hawaii 100-249 27 (D) 34 46 28 41
Idaho 20-99 35 (D) 34 9 47 9
Illinois 1,943 6 105,528 4 356 4 321
Indiana 300 26 10,002 26 64 26 57
lowa 100-249 27 (D) 34 31 35 25
Kansas 139 32 3,407 32 36 33 33
Kentucky 81 36 2,709 33 22 38 19
Louisiana 156 31 4,440 28 43 29 39
Maine 20-99 35 (D) 34 26 37 24
Maryland 761 17 37,157 15 169 11 153
M assachusetts 1,023 10 46,636 10 185 9 165
Michigan 500-999 11 (D) 34 188 8 169
Minnesota 627 21 25,835 19 149 14 133
Mississippi 20-99 35 (D) 34 14 43 13
Missouri 437 24 13,172 23 95 21 83
Montana 20-99 35 (D) 34 17 41 15
Nebraska 20-99 35 (D) 34 13 44 13
Nevada 229 28 10,249 25 58 27 53
New Hampshire 100-249 27 (D) 34 27 36 25
New Jersey 1,460 7 75,409 7 216 6 200
New Mexico 109 34 4,386 29 34 34 32
New York 9,179 2 526,727 2 1,352 2 1,111
North Carolina 467 23 15,239 22 125 17 116
North Dakota 0-19 37 (D) 34 4 48 4
Ohio 3,228 3 66,911 8 142 15 124
Oklahoma 182 29 4,097 31 40 31 34
Oregon 959 13 41,879 13 91 22 78
Pennsylvania 965 12 44,129 11 180 10 165
Rhode I'sland 20-99 35 (D) 34 19 40 19
S. Carolina 100-249 27 (D) 34 38 32 32
South Dakota 20-99 35 (D) 34 11 46 9
Tennessee 863 16 39,188 14 124 18 104
Texas 2,496 5 103,181 5 331 5 289
Utah 641 20 15,277 21 81 23 69
Vermont 120 33 4,155 30 21 39 18
Virginia 957 14 42,866 12 156 13 133
Washington 728 18 32,519 17 139 16 116
West Virginia 20-99 35 (D) 34 15 42 13
Wisconsin 377 25 12,425 24 80 24 70
Wyoming 20-99 35 (D) 34 11 46 11

Source: U.S. Census Bureau, County Business Patterns. (D) Denotes data withheld to avoid disclosure.
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Chart A1

Employment Estimatesfor Motion Picture
Production and Servicesin California
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Chart A2

Employment Estimatesin the Motion Picture,
Entertainment and Multimedia Industriesin California
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APPENDIX B
DATA SOURCESFOR FILM INDUSTRY STATISTICS

Employment Data
Current Employment Statigtics:
U.S. Bureau of Labor Statitics, http://mwww.bls.gov/ceshome.htm.
Cdifornia Employment Development Department,
http://mww.camis.cagov/htmifile/subject/indtable.htm.

These are officid employment estimates from EDD.

Covered Employment and Wages.
U.S. Bureau of Labor Statistics, http://www.bls.gov/cew/home.htm
Cdifornia Employment Development Department,
http:/Amww.camis.ca.gov/file/es202/cew- sdlect.htm.

CEW ES 202 data are not officia employment data from EDD.

County Business Patterns (employment, payroll and number of establishments)
U.S. Census Bureau, http://www.census.gov/epcd/chp/view/cbpview.html.

1997 Economic Census:
U.S. Census Bureau, http://Mmww.census.gov/epcdiwww/econ97.html.

Output:
Cdifornia Department of Finance, California Satistical Abstract, October 2001, Section
D, TablesD-2 and D-3. http://www.dof.cagov/HTML/FS DATA/stat-abs/sec D.htm.

Forecasts:
Cdifornia employment forecasts (EDD)
http://mww.camis.cagov/fileindproj/latb2.htm

The UCLA Anderson Forecast for the Nation and Cdlifornia, Los Angeles: UCLA,
March 2002, Table 5, CdiforniaB-7.

Center for the Continuing Study of the Cdifornia Economy, Palo Alto: The Center.

U.S. employment and output forecasts

Berman, Jay M. “Employment outlook: 2000-10, Industry output and employment
projections to 2010,” Monthly Labor Review, U.S. Bureau of Labor Statistics, Office of
Occupationa Statigtics and Employment Projections, November 2001, Table 3, p. 46.
http://Mmww.bls.gov/opub/mir/2001/1.1/contents.htm.

Multipliers:

FPanting, Mark A., and Peter D. Kuhbach. “Annua Input-Output Accounts of the U.S.
Economy, 1998,” Survey of Current Business, December 2001, pp. 41-70.
(http://Amvww.bea.gov go to industry accounts, articles)
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Export data, Film and Video Rentals, Sales through Affiliates, U.S. spendingin
Canada on Movie Production:

Totd sdesof U.S. filmed entertainment to foreign buyers can be estimated as the sum of
(2) the cross-border sdes of film rights between aU.S. sdller and aforeign buyer abroad,
and (2) the sdles of rightsto aforeign buyer by a mgority-owned foreign affiliate of a
U.S. company,™* http://www.bea.gov/bea/di/1001serv/intlserv.htm and
www.bea.doc/bea/dil.htm.

(1) Dataon Cross-border Sales of Film and Video Rentas for 1997-2000: Buresu of
Economic Anaysis (BEA), U.S. Internationa Services, Cross Border Trade, Survey
of Current Business, November 2001, Table 5, pp. 76-83.

(2) Dataon Sdes Through Affiliates for 1998: Bureau of Economic Andyss, U.S.
Internationa Services, Saes of Servicesto Foreign Personsby U.S. MNC's
Through Their Nonbank MOFA'’s SIC-Based Industry of Affiliate by County of
Affiliate, 1998, Survey of Current Business, November 2001, Table 9.1, p. 93.

To estimate how much U.S. filmmakers spend on production in Canadac WhenaU.S.
company makes amovie in Canada, payments to Canadians are a U.S. import of services.
When these payments are made to unaffiliated companies, they are reported as trade data
inthe Survey of Current Business, Table 1, Private Services Trade by Type,
“Miscellaneous disbursements.”  The detailed data for motion pictures are not published,
but are available on request from BEA. * Disbursements to fund production costs of
motion pictures’ and “ Disbursements to fund production costs of broadcast program
materia other than news’ are two of seven categories reported under “ Miscellaneous
disbursements.”**2

Canadian Employment Data:

Statistics Canada, Annual Estimates of Employment, Earnings and Hours, on CD-ROM
(72F0023X CB).

Statistics Canada, Labour Force Survey, on CD-ROM (71F0004XCB) Labour Force
Higtorica Review.

Cdifornia FIm Commission

Feature film gtarts are defined as the date a production begins shooting (that may include
principa photography or effects). A production is only counted once, even if it shootsin
two separate calendar years. If afilm shootsin two years, the film is counted the first
year it begins production. For thisreport, a“‘start’ is defined as meaning the feature shot
ether partidly or completely within astate. These data reflect any festure that was
creeted directly for theatrica release. Data are scrutinized to remove documentaries,
draight to video, student, director’ s reds, and those films that will never make it into
large digtribution. The data attempt to track Englishspesking filmsonly. Because very
few of these feature films are filmed entirdly outside English speaking countries, only
Austrdia, Canada, the U.K. and the U.S. are listed in the country starts.
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The data are collected from various sources, including entertainment trade publications,
association, organization and union publications, industry magazines, and non-industry
newspapers, film liaisons throughout Cdifornia, the United States and the Internet. Each
production, when possible, is confirmed by phone, fax or other source. Other sources
include Internet research, film commisson verification, etc.

In addition, the Cdifornia Film Commission collects data on permits issued and
production days for filming on state properties. Projects associated with the Film
Cdifornia Firgt program are aso tracked.

Moation Picture Association of America (MPAA)

The MPAA publishes an annud U.S. Economic Review that tracks various film industry
gatistics including releases, box office receipts, industry codsts, ratings, eic. The MPAA
publications used in this report are available on-line a www.mpaa.org.

ACNidsen EDI, Inc.

Founded in 1976, ACNidsen EDI provides continuous tracking of box-office receipts
from more than 45,000 movie screensin 11 countries. On adally bass, ACNidsen EDI
collects data from gpproximately 32,000 screens in the United States, Canada, the United
Kingdom, Germany, Spain, and France. Its products range from daily box office reports
to customized research. Its database, FilmSource, is avalable ontline a
www.entdata.com and www.acnielsen.com

Steve Katz and Associates ECO 2000 of Los Angeles

Data are collected from trade publications, production reports, casting information, Sate
and regiond film offices, and persond contacts. These datatally al known productions
with budgets, permits, titles, crew and other industry indications for the number of weeks
shot on specific locations, regardless of whether the production was released. The data
track productions with multiple shooting locdes, including those filmed both in the U.S.
and Canada that may be double-counted. Katz isaboard member of The Entertainment
Codlition of the United States (ECO) Group, an industry think tank dedicated to
promoting aternative production wage scaes as a means of retaining film production in
Los Angeles and throughout the U.S.

Center for Entertainment Industry Data and Research (CEIDR)

CEIDR was recently founded by Mark A. Rosenthdl, president of Raleigh Enterprises,
and Steven Katz, Academy Award winner, to track production data world-wide. Itsfilm
release data are based on the lists “ The Top 250 Films of 1998, 1999, 2000” as compiled
by Anthony D’ aessandro and published on the website Variety.com. In addition, dl

films that grossed domestically more than $500,000 were included if their budget could

be found. Excluded were animated films, large-format films, and filmsreleased in

Canada but not in the U.S. If afilm had multiple production locations, the principa
location was determined by where production ran the longest. The release year is defined
as December 15™ through December 14™ of the following yesr.
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Entertainment Industry Development Corporation (EIDC)

The EIDC, a non-profit agency formed by Los Angeles City and County, issues permits
and promotes film production in the Los Angeles area. EIDC obtained listings of dll
movies aired by televison and cable networks that produced origind moviesfor the
1999-2000 television season. Companies contacted included ABC, CBS, NBC, UPN,
A&E, The Disney Channd, Fox Family Channdl, HBO, Lifetime, Showtime, The Movie
Channel, TBS, TNT and USA. Titles shot previous to the 1999- 2000 television season
were diminated from the andlysis. To determine where films were produced, EIDC
requested filmographies and cross-referenced ligs from various sate and locd film
officesin the United States and Canada EIDC aso contacted studios and individua
production companies requesting location informeation reaing to titles. In cases of film
acquisitions, location information may have been unavailable, possibly resulting in an
undercount of about five to ten titles.

How do data collected by EIDC compare with the Katz and Associates data? The
methodology is smilar, but EIDC data only show those moviesthat were aired by
televison and cable networks. Data collected by Katz concentrate on the number of
weeks in production during 1998 and 1999, as opposed to productions filmed for that
season, and include titles that were not aired.

Monitor Company

The Monitor Company (dso cdled the Monitor Group) is a management-conaulting firm.
Its feature-length and televison program database (1990-1998) used to quantify the scope
of U.S. runaway productions has a broad range of sources. The Hollywood Reporter,
Variety, Basdine, SAG/DGA databases, Internet Movie Data Base (IMDB). Monitor
used anumber of sequentia criteriato determine the runaway status of productions, for
example: Did the production involve aU.S. production company and/or have an English
language title, use English-language directorg/actors, have an American writer and/or
American producer, haveitsfirs rdlease in the U.S.? Monitor used setting/plot
information or input from producers to determine whether the production was a cregtive
runaway as opposed to an economic runaway. More than 70 interviews with a cross-
section of production industry participants were conducted.
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APPENDIX C
MULTIPLIER ESTIMATES

Economigts cdculating the multiplier to apply to the film industry come up with vastly
different numbers;, most range from 1.724 to 3.6.

The lowest of these multipliersis 1.724, which the Department of Commerce's
Bureau of Economic Andys's computed for “amusements and recreational
sarvices’ in the National Income and Product Accounts. This number represents
the 1998 output produced by al industriesin order to provide one dollar of
amusements sarvices to GDP.*2  In 1996, the amusements multiplier was 1.798.

The Monitor Group used amultiplier of 3.1 for wages and amultiplier of 3.6 for
goods and servicesin its report on runaway production. These numbers are taken
from RIMS 1| modd, crested by the Bureau of Economic Andlyss. RIMSII
stands for Regiond Input-Output Moddling System 1.4

Erngt & Young questioned Monitor’'s use of the RIMS I multiplier, asserting that
more gppropriate multipliers are 1.99 for Cdiforniaand 3.02 for the U.S**°

Arthur Anderson Economic Consulting used a multiplier of 2.12 for income and
labor effectsin its study of independent filmmaking, done for the American Fim
Marketing Association.**

Economics Research Associates used multipliers of 2.33 for output and 2.61 for
earnings effectsin its sudy of televison commercidsin Chicago.™’

The Boston Consulting Group’s June 2000 study of traditional media businessin
New Y ork City surveyed dl aspects of media spending, from pre- to post-
production and dl types of media. The study showed thét traditional media direct
spending was about $5 hillion per year and total direct and indirect spending was
about $10 hillion. This assumed amultiplier of 2.0.1#

The Center for Entertainment Data and Research (CEIDR) estimated that a $610
million increase in Canadian film production in the year following the enactment

of their tax incentives would produce over $2 billion in economic activity.

CEIDR used amultiplier of 3.3°

The 1988 study by KPMG Peat Marwick commissioned by the CdiforniaFHIm
Office used an economic multiplier of 2.69 for the motion picture industry.*?® The
study aso found that each dollar spent in production outside of Cdifornia actudly
costs the state four dollars in revenue and each job passed on to other locations
means six logt jobsin the gate'?* In other words, the mulltiplier effect of each
dollar spent in production outside Cdiforniais equivaent to four in terms of
revenue and Sx in terms of employment. These multipliers are very high.

The 1998 Motion Picture Association of America (MPAA) report did not use economic
multiplier methodology to caculate the totd economic impact of the film indudtry in
Cdifornia However, the totd MPAA economic impact of $27.5 billionis 2.1 times
larger than the $13.1 billion direct economic impact estimated by the Bureau of
Economic Andysisin 1996 (see Table 1). Theimplied multiplier was 2.1.1%2
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APPENDI X D
EcoNoMIC IMPACT METHODOLOGY

Four methods to estimate economic impact:

Method 1 - Payroll Estimates Approach
Motion Pictures Association of America (MPAA), “ State of the Industry: The Economic
Impact of the Entertainment Industry on Cdifornia,” 1998, pp. 25-37.

a) Payroll expenditures— ($12 hillion)
The MPAA report estimated wages of above-the-line and below-the-line workers
using apayrall survey of networks and member studios. 1t supplemented that
survey with informeation from payroll companies, independent studios, suppliers,
guilds, and pension and hedlth care providers.

b) Direct vendor expenditures ($12.4 billion)
Vendor expenditures to California suppliers were collected using primary data
from mgor studios and networks.

c) Indirect vendor expenditures ($3.1 billion)
For films and televison, secondary vendor expenditure estimates were based on
an andysis of average 1996 mation picture costs provided by survey participants.
For films, thisanayss showed that 60 percent of amotion picture production
budget was spent on payroll and the remaining 40 percent on vendor
expenditures. For television, these percentages were 70 percent for payroll and 30
percent for vendors. Assuming vendor expenditures are afixed percentage of
total spending, secondary vendor expenditures are calculated. Indirect vendor
expenditures are the sum of secondary vendor expenditures for films and
televison, plus vendor expenditures for commercials.

TableD1

Indirect Vendor Expenditures
(millions of dollars)

Totd Vendor

Expenditure  Percent  Expenditure
Secondary datafor films and televison

Film production not attributable to in-house

studio production or negative pick-ups $2,200 40% $880

Non-captured network television production $1,660 30% $498

Basic cable networks $913 30% $274

Total secondary vendor expenditures $1,652
Commercids

Vendor expenditures for commercias $1,478
Tota indirect vendor expenditures $3,130

Source: MPAA, “State of the Industry...” 1998, pp. 32-36.
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d) Total economic impact ($27.5 billion) isthe sum of
tota payroll expenditures ($12 billion)
direct vendor expenditures ($12.4 hillion)
indirect vendor expenditures ($3.1 billion)

Method 2 — Multiplier Approach —U.S. Economic Impact of Runaway Production
Monitor Company, “U.S. Runaway Film and Televison Production Study Report,” 1999,
pp. 11-16.

a) Total direct production expenditures of U.S. runaways ($4.0 billion)
Cdculate direct spending using actud or estimated budgets for each production.
Build off exiging data such as principd filming location days to esimeate full
production vaue chain, including pre/post production, non-permitted commercia
shooting.

b) Direct spending recapturedby the U.S. ($1.2 billion)
Direct expenditures need to be adjusted because not al production took place
outside the U.S. and some wages were paid to U.S. talent.

c) Direct spending lost ($2.8 hillion)
After paymentsto U.S. companies and workers were deducted, a tota production
cost net of spending returned to the U.S. (direct spending lost from the U.S.) was
obtained.

d) Indirect spending lost —Multiplier Effect ($5.6 billion)
The multiplier effect isthe indirect economic impact of lost spending. Multipliers
were gpplied to certain components of the direct pending figures using different
U.S. Bureau of Economic Analyss multipliersfor labor (3.1) and output (3.6):
$5.6 billion = ($0.85 hillion of wages and sdlaries multiplied by 3.1)
+ ($0.88 hillion of goods and services mulltiplied by 3.6)

€) Taxrevenuelost ($1.9 hillion)
Monitor Group used average actud tax rates to caculate the tax revenue effects of
lost production expenditures.

f) Total economicimpact $10.3 billion isthe sum of

direct spending lost ($2.8 billion = $4.0 billion - $2.8 hillion)
indirect spending logt ($5.6 hillion)
tax revenue logt ($1.9 billion)”

" Thetax revenueis‘lost’ from the point of view of the U.S. government but not from the U.S. asawhole.
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Chart D1

Total Annual Economic Impact of
U.S. Economic Runaway Productions, 1998
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Source: Hollywood Reporter, Variety; Baseline; DGA/SAG Databases; Veronis, Suhler
Associates. BEA: IRS: Federal Reserve: Monitor Analvsis.

Method 3 — Production Expenditures

Direct economic impact is often measured using production expenditures. The economic
impact data from the Entertainment Industry Development Corporation in Los Angeles
use this methodol ogy.

Method 4 — Sample Production Budgets

Direct economic impact can aso be calculated using estimated spending through the
andysis of sample budgets. An example of economic impact data using this

methodology is the $2 billion estimate of U.S. filmmaker spending in Canada done by the
U.S. Department of Commerce using sample budgets from Stephen Katz & Associates.'”
The number of filmsin each budget dass (smdl-, medium- and large-budget films) was
multiplied times the average cost of afilm in that budget class to produce estimated
production expenditures.

Additiond reference: The June 2000 report by the Boston Consulting Group, Building
New York’'s Visud Media Industry for the Digital Age, pages 13 and 33-37, has a good
explanation and set of examples using New Y ork datafor Methods 1, 3, and 4.
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APPENDIX E

FINANCING AND TAX INCENTIVES

In this section, incentive programs in the 50 U.S. states and in five English speaking
countries (Canada, the United Kingdom, Audtrdia, Irdland, and New Zedand) are
described.

INCENTIVESAND MARKETING EFFORTSIN OTHER STATES

Competition among numerous state and locd film offices for film production is iff. To
document marketing effortsto attract film productions, each gate' s film commisson
webgte was vigted. Mogt of the 50 websites advertise the following: their date film
commission’ s services, their production guide and their film location spots. Many dates,
induding Cdifornia, have sophigticated, interactive film-location databases on-line. In
addition to these common fegtures, the following states advertised tax and financing
incentives for afilm producer to choose their state or pointed out characteritics of their
gate that would reduce film production cods.

Alabama
Sdes and use tax abatements for quaified productions.

Lodging tax abatement for qualified productions. No sdestax for hotel
accommodations after 30 days.***

Permits are not required for filming in Alabama

ml%
Sdestax rebate — Arizona offers a 50 percent transaction privilege (saes) tax
rebate to quaifying production companies for motion pictures, televison/video,
and commercid advertisng productions filmed in Arizona. Production
companies for feature films, telefestures, music videos, documentaries and
episodic television series must meet the expenditure threshold of $1 millionin
qudified spending over a consecutive 12-month period. For commercid
advertisng, the threshold is $250,000. Only purchased tangible goods and leased
property can be clamed for refund.

“Flmin Arizond’ Screenwriting Competition.
ArizonalSonora, Mexico announced first bi-nationdl film partnership. (11/01).
No state tax on lodging after 30 days.

Arkansas

Sdes and use tax refund — Quaifying motion picture production businesses
spending more than $500,000 within six months or $1 million within 12 months
may recelve arefund of sate sales and use taxes paid on qudified expenditures
incurred in the project.
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California

Flm CdiforniaFrst — A $45 million program increesing California s competitive
edgein atracting and retaining film projects. The fund amounts to $15 million
annually, and has been authorized for the 2000-2001 fiscd year. Qualified
production companies will redize cost savings through the program’ s various
reimbursement categories when filming on public property in Cdifornia Eligible
film cogts incurred &fter January 1, 2001 will be reimbursed under this three-year
program.

The Davis plan proposes a 15 percent wage-based tax credit for the first $25,000
earned by workers on lower-budget projects. It would take effect in 2004 and is
projected to save producers $50 million the first year, $80 million the second, and
$100 million by the third year. This plan was proposed in January 2002.

FiIming on State Property — more than three dozen surplus state properties are
being made available at little or no cost to the movieindudry - No permit or site
rental fees.

Fnandd incentives for filming in Cdifornia, induding four percent salestax
exemption on the purchase or lease of post-production equipment for qudified
persons.lze

No state hotel tax on occupancy. Most Cdifornia cities or counties that impose a
local tax have atax exemption for occupancies in excess of 30 days.

No sales or use tax on production or post-production services on amotion picture
or tdevisonfilm. No sdesor usetax on services generdly. Industry-specific
sarvices include writing, acting, directing, casting, and storyboarding.

One-gopfilm office, free permits, no location fees for state properties.
On-gte Cdifornia highway patrol and on-ste Cdifornia state fire marshd.

Colorado
No hotel occupancy tax on hotd stays of 30 days or longer.

Connecticut

Property tax and sales and use tax exemption provides afive-year tax break for
new and newly acquired equipment used in the production of motion picture,
video and sound recordings.

Fee-free shooting a most public locations and properties.
No hotel occupancy taxes after 30 days.

Delawar e'*
No hotel occupancy taxes after 28 days.

Advertiseslow production costs. no sdestax in Delaware and alow
accommodations tax (eight percent). Other fees associated with production
(property rental, lodging, support services) are reasonable when compared with
the rest of the country.
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Florida

Asof 1/1/01, FHorida offers a specid sdestax exemption for the entertainment
production industry. This exemption is part of the Entertainment Industry
Incentive bill, HB 743. Mation picture, video and sound recording equipment
purchased or leased as an integra part of production activitiesis exempt from
paying sdestax at the point of purchase. Magter tapes, records and films are dso
tax exempt.

No sdestax is due on the lease, renta or license to use any red property when
used as an integral part of the performance of qualified production services.

No tax on labor to produce a film, commercia or sound recording made for a
company’s own use.

No tax on the lease of real property to a person providing food and drink
concessionaire services within the premises of amovie theater.

Miami- Dade County offers free permitting and assstance. Most county-owned
fecilities and properties do not charge location fees.

Floridais alow-tax state with no persona income taxes, no tax on inventory or
goods-in-trangit and alow corporate income tax structure. FHorida s per capita
date tax collection congstently ranks below the nationa average. A tax climate
that is as mild as the wegther.

FiIm and entertainment is targeted by Miami-Dade County as a strategic growth
industry and has a number of incentive programs available. There are
empowerment and enterprise zones, for example.

Georgia

Hawali

Idaho

[llinois

Point- of- purchase sales and use tax exemption gpplying to materids and even
certain vehicle rentas. No waiting until the end of the year because it’ s point-of
purchase. Effective 1/1/02.

No feesfor permits.

Refundable income tax credit of up to four percent of the costsincurred in Hawaii
and up to 7" percent of the transient accommodations costs incurred in production
of amotion picture or televison firm the budget of which reaches certain
thresholds.

Waiver of hotel/motel taxes for stays of 30 days or more,

Motion Picture Financing Initiative, 11/16/00, an effort to bring “Hollywood to
the Heartland.” Thisisan interest rate-reduced |oan program for borrowers
involved in motion picture production, indugtrid films, and commercids. The
Initiative is an extenson of the Illinois Development Finance Authority’s (IFDA)
participation loan program. The IDFA board set aside $500,000 for this program
and IDFA’s share of the participation loan is limited to $100,000. Participeting
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Illinois banks must match IDFA’sloan. Projects are to be produced and/or post-
produced in Illinois to be digible. Borrowers must demonstrate jobs created and
retained, aswell as any gross“multiplier” effects on the State' s economy. *2

Exemption from hotel occupancy tax for stay of 30 days or more.
Screenwriting Competition.

In most cases, permits are not necessary for filming.
Specid rates and services with an established group of hotels.
No salestax for hotel accommodations after 30 days.*?°

Kansas
Sdes tax reimbursement program.

Kentucky
Sdlestax rebate program — refund of sales and use taxes on expenditures madein
connection with production by digible companies.

L ouisiana™*®
No hotd occupancy taxes after 30 days.

State sdes and use tax refund on purchases made in connection with filming or
production if purchase exceeds $1 million or more in a 12-month period.

Maine
Maine has organized a program that alows producers to borrow equipment for
free from the state surplus divison.
Sdes tax exemptions for certain equipment and machinery purchases.

Fud and dectricity salestax exemptions for 95 percent of cost of fud and
electricity used a production Sites.

Lodging taxes are rembursed for says of more than 28 consecutive days.

Maine s currently researching both tax and rebate incentives, is redesigning its
Internet database and production guide, and has new advertising programs.

Maryland
Super date sdles tax exemption for feature, TV, cable, commercid, and music
video projects on sales, rentals and services. Effective 7/1/00.

M assachusetts
Fee-freelocations.
Screenwriting competition and locations photo competition.
Michigan
No incentives except hotel tax rebates after a stay of 30 days or more.
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Minnesota

Snowbate (formerly the “Film Jobs Fund”) — returns up to ten percent of
documented Minnesota production expenses to producers of feature film TV
movies, and TV series ($100,000 cap per project). This rebate was increased
from five percent in Summer 2001 and has dready returned $1.5 millionin
rebatesin thefirst four years. Thisincentiveis advertised as a“ direct counter-
offensve to Canadian subsdies”

Sdestax exemption on commercias.

Mississippi
Mississppi Mation Picture Incentive Program, established 7/1/99. No further
details on-line. Please contact film office.
No permits or fees for filming.
FImmaking is conddered manufacturing in Missssppi, which creates a no-tax
gtuation on film, some building materids used in set congtruction, and some
equipment. 3!

Missour i
FIm Production Tax Credit - state income tax credits equaling up to 25 percent of
the company’ s film expenditures in Missouri, not exceeding $250,000 per project.

To qudify: film production company must spend $300,000 or more in Missouri
in the making of the film.

Montana
The state advertises that, “ Montana has no salestax.”
Vehidelicensng exemptions out- of-gate vehicdles used exclusvey in film
production are exempt from licensing requirement for 180 consecutive days.
Migratory equipment tax exemption.
No accommodations tax if staying longer than 30 days.

Nebraska
Screenwriting Contest.
Few permits.

New Hampshire

Favorable tax structures. no saes, no property tax on machinery or equipment, no
genera persond income tax, no capital gains tax.

No generd filming permits, except specid arrangements to film on sate lands.
Low hasdefilming.

New Jersey
Hotd stays of 90 or more consecutive days are exempt from occupancy tax.

Sdes tax exemptions for certain manufacturing/processing machinery and
equipment. In urban enterprise zones, sales tax on non-exempt goods is reduced.

Cdlifornia Research Bureau, California State Library



New M exico

Gross Receipts Tax and Nontaxable Transaction Certificate (NTTC) Program for
Film Production Companies — The gross recel pts tax isimposed on the gross
amount received by the sdller for tangible goods, services, rentals and some
intangibles including licenses. The deduction alows persons sdlling property and
sarvices or leasing property to “qualified production companies’ to be free of the
tax through the NTTC program. Effective 7/1/96 by New Mexico Legidature.

What production goods and services can be freed from gross receipts taxes?
“Production costs’ include: the cost of astory or scenario to be used for a
film/salaries of talent, management and labor (labor on payroll do not need the
NTTC asthelr sdaries are already exempt); set construction, wardrobe,
accessories and related services, sound, lighting, and grip services, editing, renta
of facilities and other equipment, and related and direct costs of producing afilm.

After 30 days, the four percent lodgers tax is waived for hotel patrons.'*

New York City (incentives advertised on-line)

Sdestax bresks (exemptions) for the film industry for al production consumables
and equipment rentals and purchases. In NYC, film production is consdered a
manufacturing activity, so producers are afforded dl exemptions available to
manufacturers. Both credits and refunds are advertised.

NY C thestre sales tax breaks (exemptions).

NY C tax cut on promotiond materias and services. Certificate of exemption for

purchases of promotiona materials.
New York City (additiond incentives described in Boston Consulting Group: Building
New York's Visual Media Industry for the Digital Age, June 2000, Appendix).

Free police, no fee locations, free parking, free permits.

Low interest loans.

P.I.L.O.T. programs, empowerment zone incentives.

North Carolina

83 percent tax bresk on the state’ s Six percent sales and use tax on items
purchased or rented for the making of filmsin North Carolina.

Film Industry Development Account, created by the legidature in Summer 2000,
to provide rebates to producers on expenditures for qudified in-state goods and
services. When fully funded, the grants program will become part of an
extremely aggressve filmmeaking incentive package.

No-fee permitting for shooting on state property.

Oklahoma

Oklahoma Film Enhancement Rebate Program, a 15 percent rebate on production
dollars spent in Oklahoma. This program is often cited as the “ Compete with
CanadaFIm Act.” Effective asof 7/1/01 (SB 674). Tota fund availability (FY)
$2 million. No cap per individud project, no expenditure minimums, no interim
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gatements. Authorized for ten years. Key points of the rebate program: “No
other state offers this large an incentive.”

Oklahoma Sdles Tax Rebate — offers digible motion picture and televison
production companies a state and locd tax rebate on al goods and services used
or consumed on any project shot in Oklahoma.

“Oklahoma, aright-to-work state, now has the most innovative and aggressive
financid incentives for filmmeaking in the country.” Hasde-free shooting
environment. One of the most film-friendly statesin the country.

Pennsylvania

Tax-exempt Status - Film production companies are not subject to sdestax on
“the sdle a retail to or use by a producer of commerciad motion pictures
digtributed to anationd audience.” The Pennsylvania Fim Office will provide
manufacturer’ s sales tax exermption certificates to production companies when
production offices are opened. Effective 7/1/97.

Free Use of State-Owned Property for the purpose of making commerciad maotion
pictures except for extraordinary activities.

Philadel phia FIm Office advertises exemption from hotel occupancy tax for
vigtors staying 30 days or more. Also, three police officers for free traffic control
and security.

South Carolina

Sdesand Use Tax Exemption — Equipment and supplies used in the production of
motion pictures and television are exempt from slesand usetax in S.C. One
must obtain a certificate of exemption from the S.C. Dept. of Revenue. The
certificate isissued to quaifying companies and the exemption is made at the
point of purchase.

Tennessee

Texas

Refund of sdes and use tax to motion picture production companies located
outside the state. The production company has to spend $500,000 on taxable
goods and sarvices. The filming in Tennessee must be completed during a period
of 12 months or less.

No permits are required to film within the borders of Tennessee except in
Memphis, Nashville, and Davidson County and within state-owned facilities. No
datefeefor filming in Tennessee.

Sdes and use tax exemptions available to film/video producers— Under Texas
law, motion picture producers are recognized as manufacturers, so they may clam
100 percent salestax exemptions. Exemptions apply to Sate sdestax and local
sdestaxes. To clam the exemptions, fill out atax exemption certification and
giveit to the vendor, so the vendor can document why the sales tax was not paid.
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Other tax exemptions that may apply to filmmakers: Hotel occupancy tax with
stay of 30 consecutive days or more, saes tax rebate for fuel used off the road,
Sdling items (props, costumes, €tc.).

No formal permit isrequired to shoot in Texas.

Trangent room tax rebate for hotel stays of 30 consecutive days or more.
No statewide permitting required however many state-owned properties require
permits.

Ve mont

Sdestax incentive — some goods and services used in the making of amotion
picture, televison or commercid production are exempt from tax.

Hotel tax exemption of stays of 31 days or more.

Income tax for performers, limited to the amount the performer would pay in their
home state had they worked there (if O percent, then noneis owed; if Vermont's
percent is less than their home gate, then Vermont’ srate is applicable).

Reaxed child labor laws when the work involves acting or performing in a
motion picture, theetricd, televison, or radio program.

Vermont islargey permit-free.
Virginia
- Sdesand use tax exemption for filmmakersis available at the time of purchase.
Advertisesits Los Angeles office.
Hotel tax rebate for occupancies of more than 90 days.
Many state-owned locations are available for filming free of location fees.

Washington
- Hotelsand car rental companies make specid deals to accommodate the film
business.

State sdles tax exemption on rental equipment and on the purchase of services.
The exemption does not gpply to the outright purchase of production equipment.
Buyers use aretal salestax exemption certificate.

No state income tax.
Local, state and specid use taxes off rental vehicles “used in production.”
Hotel/motel tax exemption with astay of 30 consecutive days.
Sesttle “one-stop shop” permitting; process/costs streamlined.
Washington State screenplay competition update.
Wisconsin
No film permits, low-to-no location fees. Low food, lodging and amenities costs.
“The mogt flexible child Iabor laws in the nation.”
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Wyoming
- HIm production incentive program — alist of Wyoming businesses offering

production companies filming in Wyoming a ten percent discount on production

related servicesincluding hotelmotels, restaurants, caterers, etc.

Tax incentive for film/video production companiesin the form of arebate of the

three percent Wyoming state sales and use tax to any company that spends

$500,000 or more within any 12-month period.

No State income tax.
State parks and historic sites require a permit, but no fee.
No tax paid on hotel rooms occupied for one month or more.**®

Anecdotal Information from Other State’s Websites:
K ansas — The number of filming days has doubled since July 2000.

Maine — Maine has lost severa projects to Canada recently.
Since September 11, 2001, Maine has lost projects to the West coast.
Maine supports federad legidation to keep projectsin the U.S.

Florida — Metro Orlando FHIm and Tdevison Commisson.

One of the largest film and televison commissonsin the nation

Despite increased competition from international markets, the industry had
another solid year. In the past 12 years, Metro Orlando has grown from a$2.5
million film and television production market to a $402 million market.
Economic Impact Study 1999 — showed $1.2 billion gross sdles from locd film,
TV and commercia companiesin the area.

North Carolina

The number-three filmmaking state in the U.S. according to the U.S. Department
of Commerce.

North Carolina continues to experience aresurgence of independent, non-union
feature film production.

Since 1980, North Carolina has attracted nearly 600 feature films; six network
television series, and more than $5.5 hillion in production revenue.

INCENTIVESAND MARKETING EFFORTSIN CANADA

Most developed countries except the United States offer financing and tax incentives to
attract film production. Some countries offer incentives to domestic producers only,
while other countries target both domestic and foreign producers.

Canada, the nation to which most U.S. films have moved, offers extensve tax and
financing incentives a both the federd and provincid levels. Feature film and typica
televison movie producers can reduce production costs by 25 percent or more by
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shooting in Canada.®** As aresult, support for efforts to curb runaway production has
grown in the United States.

Canadian officids have defended their incentive packages. At arecent Cregtive
Cadition pand entitled “Madein America The Plight of U.S. Film and Televison
Production,” Canadian Consul Genera Colin Robertson asserted that Canada.is not
geding production: All location decisions are made by the studios because it’ s good
busness. He aso disputed the notion that Canadalis the only country thet gives
production incentives, citing incentives by 41 U.S. states as well as every other country.
Thirdly, he argued that Canadais not costing the U.S. jobs because the entertainment
indugtry is the world' s fastest-growing industry.  Although pane members disouted his
clams, they dl agreed that if it weren't for Canada, some of their projects would never
have been funded.'®

In addition to tax incentives, American film workers have complained about Canadian
cultura content policy. Canada has protected its cultural industries through tariffs, taxes,
foreign investment redtrictions, and content requirements. The United States has
generdly taken the podition that the distribution of motion pictures should take place
under existing trade arrangements, The Generd Agreement on Trade in Services. Other
countries, notably Canada and France, have proposed exempting cultura industries from
internationa trade rules. 1f motion picture production were classfied as a manufacturing
industry instead of a service industry, as some observers prefer, many of these issues
would be resolved.**

U.S. film industry representatives believe Canada s protectionist measures should be
addressed by international trade organizations. 1n December 2001, a petition for the
impogtion of countervailing duties againgt U.S. film and tevison productions shat in
Canadawas filed by acodition of U.S. entertainment labor groups. This request was
denounced by Hollywood' s mgor studios, which prefer to see the federd tax credit bill
enacted ingead. The petition was withdrawn in January 2002, but reportedly will be
resubmitted.

In October 2000, Canada introduced its new Feature Film Policy, “From Script to
Screen.” From 10/00 to 3/01, the Government of Canadawill invest an additiond $15
million. Beginning in April 2001, the new investment will grow to $50 million per yeer,
doubling their annua investment in the industry from $50 million to $100 million.

As of November 5, 2001, Canada s federal government was looking to postpone the end
of alucrative financid incentive that benefits Hollywood producers shooting in Canada
The dimination of limited partnership tax shelters that benefit foreign producers might be
delayed to April 1, 2002, rather than December 31, 2001, the origina cancellation date.

Canadian tax refunds take awhile to obtain. The Irish report comments that “Canadian
tax schemes consst of arefundable tax credit. Thisisnot seen to be very successtul
because of its ‘backend-loaded’ nature.”**” The Monitor report aso notes that payment of
Canadian tax rebates can take up to ayear.**®
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Canadian I ncentive Programs- Sour ces:
- TheErnst & Young Guide to International Film Production, 2001.
U.S. Dept. of Commerce, The Migration of U.S. Film and Television Production,
March 2001, Chapter 6.
FiIm Industry Strategic Review Group, The Strategic Development of the Irish
Filmand Television Industry, 2000-2010, August 1999, Chapter 9, State
I ncentives and Supports.
Research and Planning, Missouri Department of Economic Development, Film
Industry Tax Incentives, 2000. (Their source: Bullock Entertainment Services).

Federal I ncentive Programs

Tax Credit Programs are co-administered by Canadian Heritage through the Canadian

Audio-Visud Cetification Office (CAVCO) and Canada Customs and Revenue Agency

(CCRA):
Film or Video Production Service Tax Credit (PSTC): Thisrefundable tax credit
isequd to 11 percent of qudified Canadian labor expendituresincurred after
October 1997, with no cap on the amount. Eligibility: Available to taxable
corporations with a permanent establishment in Canada whose primary businessis
the production of film and videos. Production costs must be at least C$1.0 million
for afilm, or C$100,000 for a pilot or episode of less than 30 minutes, or
C$200,000 for an episode of more than 30 minutes.

Canadian Film or Video Production Tax Credit (FTC): Thisrefundable tax credit
isequd to 25 percent of digible [abor costs, to a maximum of 12 percent of totdl
production costs. Tota production costs are reduced by provincia tax credits and
other grants. Eligibility: Avallable to Canadian-controlled taxable corporations
whose primary busnessis Canadian films and videos. A minimum of 75 percent

of production costs must be paid to Canadian individuals and 75 percent of
production must take place in Canada.

Public/Private Funding:

Canadian Television Film (CTF) Fund: The CTF operates two complementary
funding programs. the License Fee program, administered by CTF, and the
Equity Investment Program, administered by Teefilm Canada. The equity
investment program, with a budget of C$200 million per year, enhances the
Canadian broadcasting and production sector’ s capacity to make and distribute
televison programming in the two officid languages. CTF s revenue comes from
various broadcasting undertakings. (Generdly, foreign co-production companies
cannot qudify for CTF funds))

Public Funding: Teefilm Canada administers numerous funds. Examples are:
Feature Film Fund: Assss the development and production of English and
French-language feature films destined for thegtrica release. It can fund afilm
project up to 49 percent of its budget, to aceiling of C$15 million.
Multimedia Fund: Supports the development, production, and marketing of
educationa and entertainment multimedia products intended for the genera
public.
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Feature Film Distribution Fund: Aimed chiefly at recognized Canadian
digtributors, provideslines of credit for usein acquiring distribution rights to
Canadian festure films.

Versioning Assistance Fund: Servesto make Canadian works widdly accessible
in French and English, providing up to 100 percent of dubbing costs.

Canadian Production Marketing Fund: Hastwo components. nationd (test
marketing, launch, advertisng and promotion) and internationa (promotiona
campaigns, advertising in specidized publications, marketing, etc.).

Provincial Incentive Programs

Alberta
Film Project Grants Grants are offered up to C$500,000 per project per year.

British Columbia

Film Production Services Tax Credit: A credit of 11 percent of the labor costs paid to
taxable Canadian residents and corporations. Taxable Canadian corporations or foreign-
owned corporations with permanent facilities in British Columbiaare digible.

Production costs must be at least C$1.0 million for afilm, or C$200,000 for an episode.

“ Certified Canadian” Film Incentive BC Tax Credit: A tax credit of 20 percent of labor
costs, which are capped at 48 percent of production costs. Thereis an additiond 12.5
percent regiona credit for doing principa photography outside of Vancouver. All

clamants must be BC-based production companies and 75 percent of production and
post-production must be done in British Columbia. The film must be “certified

Canadian” by mesting four out of ten “ Canadian content criteria.”

M anitoba

Film Production Tax Credit: Rebates 35 percent of approved Manitoba |abor
expenditures, up to amaximum of 22.5 percent of digible production costs.

Winnipeg Film Incentive Package: Free parking, waivers of permit and location fees.
Deeming Provision: |f there are no qudified production personnd available in Manitoba,
production staff can be brought in from outside the province, aslong astraining istaking
place. If o, sdlarieswill be consdered for the Film Production Tax Credit.

New Brunswick

Labor Incentive Tax Credit: The credit is equd to 40 percent of wages paid to New
Brunswick resdents, up to amaximum of 50 percent of total production cogts of afilm.
The digible film production company must have permanent facilitiesin New Brunswick
and less than C$25 miillion in assets.

Film Development & Production Assistance: Up to C$500,000 available per project to
New Brunswick-controlled corporations.
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Newfoundland & Labrador

Labor Tax Credit: The amount of the credit is 40 percent of eigible Newfoundland and
Labrador labor expenditures, to a maximum of 25 percent of the total production costs.
Eligible labor must be residert in Newfoundland/Labrador, though in some casesthe
resdency requirement may be waived. Thereisan annud tax credit maximum of C$1.0
million per project, and C$2.0 million per associated group of corporations.

Nova Scotia

Film Tax Credit: For production in the Gregter Hdifax Region, the amount of the credit
is 30 percent of eigible Nova Scotia labor expenditures, up to amaximum of 15 percent
of total production costs. (Outside of the Hdifax Region, thisis 35 percent and 17.5
percent, respectively.) Thiscredit isavailable only to Canadian taxable corporations with
a permanent establishment in Nova Scotia

Ontario

The Ontario Film Development Corporation (OFDC): adminigters atax credit program
worth an estimated C$50 million ayear. The OFDC adminigters four tax credits based on
eligible Ontario labor expenditures.

Ontario Film & Television Tax Credit: A rebate of 20 percent on labor codts, available to
Canadian-controlled, Ontario-based production companies.

Ontario Production Services Tax Credit: An 11 percent refundable tax credit on Ontario
labor codts, available to foreign-based and domestic productions. A bonus of three

percent is provided for projects with at least five production days in Ontario, and at least

85 percent of production days outside of the Greater Toronto Area.

Ontario Computer Animation & Special Effects Tax Credit: A 20 percent rebate of
quaifying labor expenditures. Available to Canadian or foreign-owned corporations.

Ontario Interactive Digital Media Tax Credit: This 20 percent refundable tax credit on
labor cogtsis digible for projects involving interactive digitd media.

Prince Edward Idand (PEI)

Development Loan Programs Loans are available to qualifying companies that are
provincidly or federdly incorporated and have headquarters on PEI. Though no tax
creditsfor labor are offered, loans are available to finance devel opment and production of
film or video projects on PEI.

Quebec

Film Tax Credits An 11 percent refundable tax credit for film or televison productions,
goplicableto labor costs. Thereisaso a specid 31 percent tax credit for certain labor
expenditures related to computer animation and specid effects. Minimum production
costs are C$100,000 for a 30-minute TV episode, C$200,000 for alonger episode, and
C$1.0 million for afilm production.
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Refunds of Provincial Sales Tax: A refund to non-residents of the 7.5 percent tax on the
cost of goods and services.

Quebec City Film Incentives: Granted to foreign film producers when hilling for
municipa sarvices. This diminates the 20 percent administration fee aswell as
gpproximately 30 percent of the gross cost of municipal services provided.

Saskatchewan

Film Employment Tax Credit: A rebate of 35 percent of total wages of al Saskatchewan
labor, up to 50 percent of eigible production costs. There is an additiona five percent
bonus for Saskatchewan labor expenditures for productions based in smaller centers and
rura aress.

Deeming Provision: If no qudified production personnel are available in Saskatchewan,
production gtaff can be brought in from outsde the province, aslong astraining is taking
place. If thisisthe case, sdaries will be congdered for the Film Employment Tax Crediit.

POLICIESAND MARKETING EFFORTSIN COUNTRIESOTHER THAN CANADA

The principal destinations of U.S. runaway production besides Canada are the United
Kingdom, Irdland and Audtrdia. These countries are dl English spesking, have skilled
workforces, have rapidly growing film markets, and offer avariety of incentive programs
to thefilmindustry. Asan example, the debate over tax incentivesis discussed within
the context of the current production of Lord of the Rings in New Zedand. Inthis
section, federal and selected regiona incentive programs are described.

United Kingdom

In May 2000, anew government body, the Film Council, was launched to consolidate
and manage U.K. government funding asawhole. The Film Council strategy isto move
away from the so-cdled “additiondity” rationa of the lottery (lottery money had to be
additiond to other financing; this had the effect of supporting films that would not
otherwise have been made). The Council’s long-term strategy will focus on:
encouraging British film companiesto verticaly integrate devel opment,
production and digtribution in away smilar to Hollywood studios,

increasing access to venture capitd,
addressing the industry’ s structural issues, and
exploiting new technology.

The Council manages numerous funds: Premiere Production Fund, Development Fund,
New Cinema Fund, and Film Training Fund. The Council supports various
organizations. the British Flm Commission, British Screen Finance, and the British FHIm
Ingtitute. The British FIm Council o supports film production with funds from the
lottery. The U.K. imposes no cultura requirement qudifications.
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Examples of Business and Tax Incentives in the United Kingdom:

Alternative tax amortization methods — Accelerated tax depreciation for qudifying
British films. For example, a 100 percent tax write-off is available for British filmswith
atota production expenditure of lessthan 15 million pounds.

Sale and leaseback arrangements have become a popular method for foreign productions
that do not qualify for the 100 percent tax write-off. 1n aleaseback transaction, a nor+
quaifying foreign production company sdlisitsfilm rights to aleasng company, which,

in turn, leases back the film rights to the production company. The transaction dlowsthe
U.K. lessor to take advantage of tax relief; the benefits are divided between the U.K.
partner and the foreign production company.

Film partnerships — individudsin the U.K. can invest in “British” films through
partnerships, primarily to take advantage of the immediate 100 percent tax deduction at
higher persond rates of tax.

Ausralia

Until recently, Audtrdia s incentive system was aimed at domestic producers and offered
few federd incentivesto foreign producers. Federd Audtrdian film incentives had
requirements for Australian content (55 percent) as well as sgnificant participation of
Austrdian partners. On December 4, 2001, the Australian Federal Government
introduced a new incentive for producers of foreign and larger budget filmsto be
delivered in the form of arefundable tax offset. Thisis available to any foreign
production shooting anywhere in Audrdia. The refundable tax offset isapplied at a
fixed rate of 12.5 percent of qualifying Australian expenditure on afilm project. The key
requirement for access to the incentive is aminimum Ausraian expenditure of $15
million Augrdian dollars.

State- based incentives such as payroll tax rebates and exemptions to producers are
numerous and are very attractive to foreign filmmakers. New South Waes (NSW), for
example, is the most important center for film and televison production in Austrdiaand
Sydney boasts state-of-the-art facilities at Fox Studios. Examples of incentives ares

Filmand Television Industry Attraction Fund — rebates to digible “footloose”
productions.

Payroll Tax Rebate at Fox Studios — The NSW government has provided Fox
Studios Audtralia with an incentive fund to attract production to Sydney. The
fund isin the form of a payroll tax rebate.

Regional Filming Fund — Thisfund began operation on January 1, 2001, and was
established to assst Audtradian productions that wish to film in regional NSW.
Assistance will be considered for amounts up to 50 percent of the budgeted costs
of filming in regiona NSW, up to Aus$100,000 per production, with aminimum

of aone-week shoot in regiond NSW to be digible. To assst filmmakersto

cover additional cogts of shooting on locations outside the Sydney metropolitan
area, Aus$500,000 is available.
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Ireland

The primary modes of State support take the form of (1) tax incentives administered
through the Department of Arts, Heritage, Gadltacht and the Idand and (2) soft loans
adminigtered through the Irish FIm Board.

Section 481 — A ggnificant factor in the rapid growth of the Irish film industry has been

the introduction of various tax incentives, most notably Section 481 of the Taxes
Consolidation Act of 1997.%° Section 481 (formerly caled Section 35 financing) dlows
investors a non-refundable subsidy of up to 12 percent for film production. In the late
1990s, government support of Section 481 was erratic; it was being extended for only one
year a atime. The Finance Act of 2000 extended the expiration date of the relief to

April 5, 2005, for corporate and individua investors.

Ten Percent Manufacturing Tax Rate— The Irish corporate tax rate for non-
manufacturing is 24 percent, effective 1/1/2000. In cases where not less than 75 percent
of the production work on afilmis carried out in Ireland, the film will be trested as a
manufactured product, and a ten percent effective tax rate is applied to any income
arisng from production of the quaifying film.

Theimportance of tax incentivesin developing the Irish film indudtry is pointed out in

the Irish report, The Strategic Devel opment of the Irish Film and Television Industry,
2000-2010: “Most European countries together with Canada, Austrdia and New Zedland
have had flourishing film indudtries & one time or another, and along higory in film.
Government supports in European countries arose initidly as aresult of State policiesto
influence and shape nationd cultures, and, later, in response to competitive decline and

the pressure of American competition. Few had the same advantages as the United States
in terms of home market Sze and rdlative culturd homogeneity or the opportunity to
develop powerful integrated companies.

The Review Group believes that the reasons for [state support] can be smply stated:
Film and tdlevison is the most powerful contemporary means of cultura expression.
Unlike many other forms of culturd expression, film production requires a substantid

and viable production industry. This [lrish] embryonic industry has shown success and
great promise during the 1990s. There is awide degree of consensus, within and without
the industry, that State tax incentives and other supports were a crucialy important
component in bringing about this success and that they have so far succeeded in their
drategic intent. ... for as long as competing countries support their film industries with
large and varied State supports, then, to compete at dl, Irdland must do the same, abeit
not necessarily in the same way.”*4°

New Zealand

Mos New Zedand Film Commission funding and tax incentives pertain to “ New
Zedand” films and foreign producers cannot take advantage of them. However,
conditions have been subject to legidative anendment and conditions are changeable.

104 California Research Bureau, California State Library



A recent example of a U.S.-devel oped production that enjoyed New Zedland tax breaksis
Lord of the Rings, which was filmed in New Zedland in 2001. Before the release of the
movie in mid-December 2001, news articles revealed uneasiness among New Zedand
policymakers that they had not negotiated a good enough ded with AOL Time-Warner's
New Line Cinema. The film benefited from atax loophole that alowed an up-front tax
deduction for the entire movie cost, estimated at $650 million, and mogt of the risk of the
film was borne by New Zealand taxpayers. Finance Minister Michael Cullen stated that

“it could cost hdlf as much to give dl 3.8 million Kiwis a free $10 ticket than dlow
Hollywood to milk the New Zedland tax base asit has done.”*+*

The large sze of the tax incentives offered to the New Line Cinema sparked a debate in
New Zedand as to whether movies should be supported so generoudy with taxpayer
money over and above other private industries. One question iswhether New Line
Cinemawould have chosen to shoot in New Zealand regardless of the tax incentives.
Peter Jackson, the film’s American director, reportedly had said pretty clearly that Lord
of the Rings would not have been shot in New Zedland if not for the tax bresks. New
Zedand does not have a particularly attractive tax environment and policymakers felt that
to attract the foreign investment, the tax breaks were necessary.

After the successful rlease of Lord of the Rings, however, New Zedand officids have
been rethinking their position and the New Zedland government recently closed the tax
loophole for future productions. In addition to bemoaning the tax loophole closure, the
Lord of the Rings producer, Barrie Osborne, has recently cited New Zedland' s labor laws
and itsintent to limit filming of the country’ s highest mountain as possible hindrances to
future mgor productions. According to Osborne, New Zedand labor laws do not clarify
the right to terminate employment or contract with minimal notice. “It's not just tax

bresks thet internationd film-makers need to make more mgor productionsin New
Zedand,” says Oshorne.**?
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APPENDIX F
FEDERAL AND CALIFORNIA LEGISLATION

FEDERAL LEGISLATION:

Examples of recent federd legidation pertaining to the film industry, runaway
production, or film industry costs and business climate are listed below. Only one of
these bills became law (H.R.154, 5/26/00). There were no relevant billsin the 103
Congress or the 104" Congress.

107" Congress (2001-2002)

H.R. 3131
United States Independent Film and Television Production Incentive Act of 2001
Latest Mgjor Action: Referred to House committee on October 16, 2001
Sponsor: Rep. Dreier, David (introduced October 16, 2001)
(Co-Sponsor: Becerra, Berman, Bono, Condit, Dunn, Foley, Hart, Jefferson,
John, Kolbe, Lantos, Lewis, Matsui, McCarthy, Mclntyre, Price, Rangd, Schiff,
Solis, Waxman, Weiner, and Wdller)
An act to amend the Internal Revenue Code of 1986 to establish an annual tax credit for
25 percent of up to the first $25,000 of qualified wages paid or incurred per qualified
U.S independent film and television production. Increase the credit to 35 percent if the
production islocated in an area eligible for designation as a low-income community or
eligible for designation by the Delta Regional Authority as a distressed county or isolated
area of distress.

S. 1278
United States Independent Film and Televison Production Incentive Act of 2001
Latest Mgjor Action: Referred to Senate committee on July 31, 2001
Sponsor: Sen. Lincoln, Blanche (introduced July 31, 2001)

(Co-Sponsor: Boxer, Breaux, Cldand, Callins, Durbin, Feingein, Hems,

Kennedy, Landrieu, Leahy, Santorum, Snowe, and Specter)
An act to amend the Internal Revenue Code of 1986 to establish an annual tax credit for
25 percent of up to the first $25,000 of qualified wages paid or incurred per qualified
U.S. independent film and television production. Increasesthe credit to 35 percent if the
production is located in an area eligible for designation as a low-income community or
eligible for designation by the Delta Regional Authority as a distressed county or isolated
area of distress.

106™ Congress (1999-2000)
H.R. 154 RS

Latest Mgor Action: Became Public Law: 106-206 on May 26, 2000
Sponsor: Rep. Hefley, Joe (introduced January 6, 1999) (Co-Sponsor: Uddl)

Cdlifornia Research Bureau, California State Library 107



An act to provide for the collection of fees for the making of motion pictures, television
productions, and sound tracks in National Park System and National Wildlife Refuge
System units, and for other purposes.

H.R. 2747

Latest Mgjor Action: Referred to House committee on August 5, 1999

Sponsor: Rep. English, Phil (introduced August 5, 1999) (Co-Sponsors. Foley and
Wdler)

To amend the Internal Revenue Code of 1986 relating to the unemployment tax for
individuals employed in the entertainment industry.

H.RES. 384
Latest Mgor Action: Referred to House subcommittee on November 17, 1999
Sponsor: Rep. Wdller, Jerry (introduced November 17, 1999)
(Co-Sponsors. Becerra, Berman, Bono, Buyer, Condit, English, Foley, Hayes,
Kuykendal, Matsui, Mclntyre, McKeon, and Rogan)
Calling on the United States Trade Representative Charlene Barshefsky: to consider the
issues of runaway film production and market access for American-filmed entertainment
as part of the discussion at the World Trade Organization (WTO) talks in Seattle; (2) to
ensure that the United States enters into discussions with its trading partners and take
steps to address issues that threaten employment and trade in the filmindustry; and (3)
asatop U.S priority at the WTO talks in Seattle, to make effective use of trade
agreementsto liberalize cultural content restrictions while addressing countries’ cultural
content and sovereignty concerns.

105™ Congress (1997-1998)

S. 1123

Latest Mgjor Action: Referred to Senate committee on July 31, 1997

Sponsor:  Sen. Hatch, Orrin G. (introduced July 31, 1997)
(Co-Sponsors: Baucus, Boxer, d Amato and Feingtein)

To amend the Internal Revenue Code of 1986 relating to the unemployment tax for
individuals employed in the entertainment industry.

H.R. 2993
Latest Mgor Action: Referred to House committee on September 16, 1998
Sponsor:  Rep. Hefley, Jod (introduced November 9, 1997)

(Co-Sponsors: Duncan, Skaggs, and Whitfidd)
An act to provide for the collection of fees for the making of motion pictures, television
productions, and sound tracks in National Park System and National Wildlife Refuge
System units, and for other purposes.

" Www.mpaa.org.
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CALIFORNIA LEGISLATION SUMMARY:
*Bold indicatesthe bill was enacted.

2001-2002 Regular Session

AB 465
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Wyman

Frommer
Scott

1999-2000 Regular Session

AB 358

AB 385
AB 484
AB 848

AB 1665

AB 1853
AB 2180
AJR 23

SB 1490
SB 2061

Wildman, Kuehl

Knox
Kuehl
Kuehl

Committee on Revenue
and Taxation (Knox,
Chair)

Cdderon

Ashburn

Runner

Schiff

Schiff

1997-1998 Regular Session

AB 298

AB 744
AB 1062
AB 2065
AB 2427
H.R.52
SB 1396

Murray

Washington

Béttin

Cardenas

Knox, Wildman
Thompson

Knight, Haynes, Ledig,
Monteith, Mountjoy

1995-1996 Regular Session

AB 534
AB 885

AB 2622

Brulte

Archie-Hudson, Davis,
Ducheny, Gdlegos,
Lee, Willard, Murray
Brulte

Income and corporation taxes. credits: film
production.

Cdifornia Flm Finance Act.

FIm and television production.

Income and bank and corporation taxes. credit:
qudified tdlevison programs and mation pictures
Taxation: Disclosure.

Film California First Program.

Coastal Development Permits; temporary,
nonrecurring movie, televison & commercial
production sets.

Sdesand Use Taxes. exemptions. property used in
teleproduction or post-production services.

Cruelty.

Cdifornia Film Development Act.

Cdifornia HIm indudtry.

CdiforniaFIm Finance Act.

State Theatrical Arts Resour ces Partner ship
established within the California Film Commission.

Failureto disclosetheorigin of arecording or
audiovisual work.

Employment of minors. entertainment industry.
Sdesand usetaxes. exemptions: teleproduction.
Cities licensefees.

Sdesand usetaxes. exemptions: teleproduction.
Regulation of video rentas to minors.

Pupil ingtruction: moation picture.

Disruption of film production.
Cdifornia Smal Busness Competitive Network Act,
1995.

Cdifornia HIm Commission.
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1995-1996 Regular Session

SB 390
SB 1315

Rosertha
Rosenthd, Lockyer

1993-1994 Regular Session

AB 762

AB 1429
AB 1873
AB 2993
AB 3800

Goldamith
Polanco
Moore
Brulte
Brown

Disruption of film production.
Nuisances. motion pictures.

Economic promoation.

Enterprise zone: entertainment indudtry.
Commercial filming: permits.
Disruption of film production.

FHIm permit assstance.

Appendix G: December 9,1985 testimony - Assembly Committee on Economic
Development and New Technologies, Sam Farr, Chairman.
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CALIFORNIA LEGISLATION - DESCRIPTIONSOF EACH BILL:
2001-2002 Regular Session

AB 465 Wyman Introduced 2/21/01
Income and corporation taxes. credits: film production.

This bill would authorize a credit againgt tax laws (persond income, bank and
corporation) for each taxable year in an amount equal to 332 percent of the
amount paid or incurred during the taxable year for the costs of film production in
this gate.

AB 502 Frommer Introduced 2/16/01, Amended 4/16/01, 4/25/01
Cdifornia Film Finance Act.

Thishill would enact the Cdifornia Film Finance Act, to require the Technology,
Trade and Commerce Agency to administer a program to guarantee appropriate
amounts of qudified loans for Cdiforniafilms, as defined, made by film
producers, as defined.

It would require afilm producer to provide a surety bond or completion guarantee
in order to qudify for aloan guarantee. It would provide that the maximum loan
amount guaranteed at any one time shall not exceed $45,000,000.

SB 301 Scott Introduced 2/16/01
An act rdating to film and televison production.

Exigting law requires the Director of the Film Office to administer a“one-stop”
permit process for applications for permission to use state-owned property for
commercid motion pictures. The office is aso required to be the permitting
authority for the use of state employee services for this purpose and is authorized
to establish fees not to exceed the actual cost of the affected state agency.

This bill would make various findings and declarations of the Legidature
regarding the film industry within the Sate, including thet the Legidatureis
committed to enhancing the economic dimate in Cdifornia by kegping film
industry jobsin this state.

Examples of the Legidature s findings and declarations.

It isin the public interest to advance the filmed entertainment in Cdifornia as part
of an overdl economic plan for the 21 century, and the filmed entertainment
indudtry is deserving of the same governmenta support as any other activity that
creates jobs and contributes to this state's overall economic base.

It isin the public interest to address the runaway film and television production
from Cdifornia

Cdifornia s chdlenge is to meet the threat of competition for filming dollars from
other states and countries by promoting and facilitating film production in
Cdifornia

In order to support its current filmed entertainment industry and foster and
support its further expansion, Cdiforniamust commit additiond public and
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private resources in amanner that will close the financial gap between
Cdifornia s filmed entertainment production within the state and filmed
production outside California.

1999-2000 Regular Session

AB 358 Wildman, Kuehl Introduced 2/11/99, Amended 5/10/99, 7/1/99,

Amended in Senate 7/14/99

Income and bank and corporation taxes. credit: qudified television programs and
motion pictures,

This bill would, contingent upon the maintenance of certain foreign financid
incentives for movie and televison productions, authorize a credit againgt those
taxes for each taxable and income year beginning on or after 1/1/00 and before
1/2/03, in an amount equa to ten percent of the total amount paid or incurred by
the taxpayer during the taxable or income year for qudified wages and sdaries
paid by the taxpayer in comnection with aquaified televison program or motion
picture, or musical scoring session, as provided.

This bill would make that portion of the credit that is in excess of the taxpayer’s
tax ligbility refundable.

AB 385 Knox I ntroduced 4/28/99, Amended 5/20/99, Amended in

Senate 8/16/99
Taxation: Disclosure.

This bill would permit, under specified conditions, the disclosure of tax
information concerning any taxpayer to tax officids of a charter city.

However, information may not be provided to the charter city for a taxpayer who
identified his or her business or professond activity code for federal income tax
reporting purposes as either 711510 (encompassing independent writers, artists,
and performers), 711130 (encompassing musicians), or any successor code
encompassing the same categories, unless...

AB 484 Kuehl Chapter 699 Approved by the Governor 9/25/00

Film Cdifornia Firs Program.

(1) Exiging law establishes the Film Cdifornia First Program, which authorizes
the Trade and Commerce Agency to pay and reimburse the film cogts, as defined,
incurred by a public agency, as defined.

Thisbill would revise the definitions of the terms “film cogts’ and “public

agency” for purposes of the program and would revise the procedures for state
payment and reimbursement of those costs. It would provide that the exemption
from specified provisons of the Adminigtrative Procedure Act, and the
authorization to adopt emergency regulations, shall apply insteed to the
procedures and guidelines promulgated by the Cdifornia HIm Commisson

within the agency.
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(2) Exiging law required the Cdifornia Film Commission to prepare an annud
gatus report of the Film Cdifornia First Program. This bill would require instead
that the commission prepare annud preiminary reports to be submitted to the
Joint Legidative Budget Committee, prior to the adoption of the annua Budget
Act, and submit afind report to the committee no later than 1/1/04. 1t would
require the commission, in consultation with specified state agencies, to contract
with an independent audit firm or quaified academic expert to prepare a report to
be submitted to the committee no later than 1/1/04.

AB 848 Kuehl Chapter 491 Approved by the Governor 9/27/99

Coagtal Development Permits; temporary, nonrecurring movie, televison and
commercia production sets.

This bill would expedite the lawful congtruction of temporary, nonrecurring
location sets for motion picture, television, and commercia production projectsin
the coastal zone. The governing body of aloca government with a certified locd
coastal program may elect to designate the commission as the appropriate
authority to process and issue a coastal development permit for atemporary,
nonrecurring location s, if the production activity, including preparation,
congtruction, filming, and set removal at the Site will not exceed 190 days, in
accordance with the following procedures.

AB 1665 Committee on Revenue and Taxation (Knox, Chair Introduced 3/11/99,
Amended 4/12/99, 4/29/99

Sdesand Use Taxes. exemptions. property used in teleproduction or post-
production services.

Current law provides various exemptions from the Sdles and Use Tax, including

an exemption for tangible persond property purchased for use by aqualified
person, as defined, to be used primarily in teleproduction or post- production
services, and tangible persona property used primarily to maintain, repair,
measure, or test the property used in those services.

Current law defines “qudified person” as any person that is primarily engeged in
teleproduction or other post-production activities. Thishbill would insteed, until
January 1, 2007, define a“qualified person” as any person that is engaged in those
teleproduction or other post-production activities.

AB 1853 Calderon Introduced 2/7/00, Amended 3/20/00
Crudty.

Thisbill would prohibit any person who knowingly produces, prepares, makes,
sls, buys, transports, ddivers, or possesses any image, as specified, that depicts
in any manner the intentiond and madicous maiming, mutilating, torturing, or
wounding of alive anima or human being, or the malicious and intentiona

killing of an animd or human being, as prohibited under existing law, if that
maiming, mutilating, torturing, wounding, or killing of the anima or human being
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actualy occurred during the production of the depiction and for the purpose of
producing the depiction.

AB 2180 Ashburn I ntroduced 2/23/00

Cdifornia Film Development Act.

(1) Requires the Trade and Commerce Agency to administer a program to
guarantee appropriate amounts of qudified loans for Cdiforniafilms. 1t would
require a Cdifornia film producer to pay a guarantee fee and provide indemnity
insurance in order to quaify for aloan guarantee. It would aso prohibit more
than an aggregate amount of $50 million in guaranties from being outstanding a
any onetime.

Egtablish the Cdifornia Film Finance Fund in the State Treasury for the receipt of
specified moneys received for the purposes of the program, and would
continuoudy appropriate the moneysin the fund to the agency for usein
adminigtering the program. It would appropriate $50 million from the Generd
Fund to the Cdifornia Film Finance Fund for the purposes of the program.

Any person who signs an gpplication or submits a document to the agency that he
or she knowsisfdsein any materid respect with the intent of causing aloan
guarantee to be issued is guilty of amisdemeanor. By creeting anew crime, this
bill would impose a state-mandated loca program.

(2) No reimbursements of local agenciesfor certain costs are required by this act
for a gpecified reason.

AJR 23 Runner Chapter 91 Filed with Secretary of State 9/1/99

Cdiforniafilm indudry.

This measure would memoriaize the President and the Congress of the United
States to eva uate the relocation of film industry business to Canada and other
foreign nations and to initiate trade-rel ated legidation that would persuade the
film indugtry to remain in Cdifornia

SB 1490 Schiff Introduced 2/11/00, Amended 3/29/00

Cdliforna FIm Fnance Act.

(1) Requiresthe Trade and Commerce Agency to administer a program to
guarantee gppropriate amounts of qudified loansfor Cdiforniafilms. It would
require a Cdiforniafilm producer to provide indemnity insurance and a surety
bond in order to qualify for aloan guarantee. It would aso prohibit more than an
aggregate amount of $25 million in guarantees from being outstanding a any one
time.

Establish the California Film Finance Fund in the State Treasury for the receipt of
specified moneys received for the purposes of the program, and would
continuoudy gppropriate the moneys in the fund to the agency for usein
adminigtering the program. It would appropriate $25 million from the Generd
Fund to the Cdifornia Film Finance Fund for the purposes of the program.
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Any person who signs an gpplication or submits a document to the agency that he
or she knowsisfdsein any materid respect with the intent of causing aloan
guarantee to beissued is guilty of amisdemeanor. By creating anew crime, this
bill would impose a state-mandated loca program.

(2) No reimbursements of loca agencies for certain cogts are required by this act

for a gpecified reason.
SB 2061 Schiff Chapter 700 Approved by the Governor 11/25/00
- State Thesatrica Arts Resources Partnership established within the Caifornia Flm
Commission.

The commission shdl collaborate with the Department of General Services and
other state agencies in identifying surplus state properties that may be avalaole
for use under the partnership.

The commission shdl list avalable properties for the use of filmmakers and
location scouts a an interactive web Site, with reevant information about the
properties and ingtructions for contacting the commission and obtaining use of the
properties.

The State properties identified under the program shal be made available for film
and televison production a a nomind fee.

1997-1998 Regular Session

AB 298 Murray Chapter 303 Approved by the Governor 8/18/97
Failure to disclose the origin of arecording or audiovisud work.

Under exiding law, aperson is guilty of falure to disclose the origin of a
recording or audiovisud work, punishable as a misdemeanor or afelony, when,
for commercia advantage or private financia gain, he or she knowingly
advertises or offersfor sale or resale, or sells or resdlls, or causes the sale or
resale, or rents or manufactures, or possesses for these purposes, any recording or
audiovisua work, the outside cover box or jacket of which does not clearly and
conspicuoudy disclose specified information.

This bill instead would provide that a person is guilty of this crime when the
cover, box, jacket, or labd of the recording or audiovisua work does not clearly
or conspicuoudy disclose the specified information. The bill would also make
clarifying changesto rdaed provisons. By changing the definition of an existing
crime, this bill would impose a state-mandated local program.

AB 744 Washington Chapter 239 Approved by the Governor 8/3/98
Employment of minors: entertainment industry.

Exiging law does not require that a medica certification be obtained for
employment of an infant under the age of one month on amotion picture s&t.
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This bill would preclude employment on amation picture s&t of an infant under

the age of one month unless a prescribed certification is made by a physician and
surgeon who is board-certified in pediatrics.

The bill would make a violation of that provison amisdemeanor punishable by a
fine of $2,500 to $5,000, by imprisonment in the county jail not exceeding 60
days or by both. Because the bill would add a new crime, the bill would impose a
state-mandated local program.

AB 1062 Battin Introduced 2/27/97, Amended 5/1/97, 1/22/98
Sdesand usetaxes. exemptions. teleproduction

The sdles and use tax law imposes atax on the gross receipts from the sdein this
date of, or the storage, use, or other consumption in this state of, tangible persona
property, and provides various exemptions from that tax.

Thisbill would additionally exempt tangible personal property purchased for use
by aqudified person, as defined, to be used primarily in teleproduction or post
production services and in research and devel opment, and specified tangible
personal property used in connection therewith, as provided.

This bill would take effect immediately as atax levy, but its operdtive date would
depend on its effective date.

AB 2065 Cardenas (Co-author:  Introduced 2/18/98, Amended 5/13/98, 5/19/98,
Senator Rosenthal) Amended in Senate 6/24/98, 7/6/98, 7/14/98

Cities. licensefees.
Exiding law authorizes the legidative body of acity to license for revenue and

regulation, and to fix the license tax upon, every kind of lawful business
transacted in the city, except as specified.

This bill would prohibit the legidative body of a city or county, including a

charter city, from imposing work permit requirements, requiring or imposing a
regulatory license or registration requirement, or imposing aregulatory license fee
or businesstax on any home-based writer, musician, director, or other cregtive
artist, as defined, under specified conditions, relaing to working a his or her
home.

AB 2427 Knox & Wildman Introduced 2/20/98, Amended 3/26/98
Sdesand usetaxes. exemptions. teleproduction.

The sdles and use tax law imposes atax on the gross receipts from the sdlein this
date of, or the storage, use, or other consumption in this state of, tangible personal
property, and provides various exemptions from that tax.

Thishill would additionaly exempt tangible personal property purchased for use
by aqudified person, as defined, to be used primarily in teleproduction or post
production services and in research and development, and specified tangible
persond property used in connection therewith, as provided.
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This bill would take effect immediately as atax levy, but its operative date would
depend on its effective date.

H.R. 52 Thompson Introduced 2/13/98
Regulation of video rentds to minors.

Resolved by the Assembly of the State of Cadliforniathat public libraries are
requested to make every effort to identify the age of any person checking out a
video who appears to be aminor and conform their check-out policiesto the
Motion Picture Association of America srating system; and be it further resolved
that the Chief Clerk of the Assembly shdl transmit copies of this resolution to
public libraries throughout the Sate.

SB 1396 Knight, Haynes, Introduced 1/12/98, Amended 3/9/98, 4/13/98
Ledlie, Monteith,
M ountjoy
Pupil ingruction: mation picture.
Thishbill would require that when a motion picture will be viewed in public junior,
middle, or high school class, that has been released to commercid theeaters to be
viewed by the generd public the parent or guardian of each pupil enrolled in the
dassdhdl firgt be notified in writing of the mation picture to be viewed, and may
request in writing that his or her child not view the mation picture.

This bill would further provide that a pupil whose parent or guardian requests that
the pupil not view the motion picture may not be subject to disciplinary action,
academic pendlty, or other sanction, and shal be provided with an dternative
educationd activity while the motion picture is being shown to the other pupils

1995-1996 Regular Session

AB 534 Brulte Introduced 2/17/95, Amended 4/25/95, Amended in
Senate 7/13/95, 7/14/95

Disruption of film production.

This bill would provide that any person who seeks direct personad monetary
consderation from a production company in exchange for ceasing or promising
not to engage in conduct or activity which would disrupt the production of any
moation picture, film or Smilar audio-visud recording, as specified, shdl beligble
in civil damages of up to $250 or three times the amount of the requested or
obtained monetary consideration, whichever is greater, to the production
company.

The bill would dso provide for acivil complaint to be issued to and served upon
any such person by a uniformed private security officer who either witnessed the
act or received areport from athird party who witnessed the act.

The bill would require a person served with a complaint to provide his or her
name and address to the uniformed private security officer for the purpose of
completing service of the complaint; and would provide thet upon filing the
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complaint in court, the production company shdl mail the court summonsand a
copy of the complaint to the offender, notifying that person of the court date and
of hisor her required attendance.

AB 885 Archie-Hudson, Introduced 2/22/95, Amended 4/25/95

Davis, Ducheny,
Gallegos, Lee, Willard
Murray

Cdifornia Small Business Competitive Network Act of 1995.

This bill would, until January 1, 2000, establish the Cdifornia Smdl Business
Competitive Network Program in the Cdifornia Smal Business Development
Center Program, to perform various activities in partnership with loca

government and other entities, including the development of a network broker
training program to be offered by applicant public and private agencies, on afee-
for-cost basis, to promote the formation and operation of small business networks
inthe gtate. It would, until that dete, establish the Smal Business Network
Formation Loan Program within the program to provide loans or loan guarantees
in specified amounts and according to specified criteriafor the development of
smadl business networks,

This bill targets smal businessesin “key industries,” which includes traded sector
indugtries, such asfilm and television technology, and multimedia production.

AB 2622 Brulte I ntroduced 2/21/96

Cdifornia HIm Commission.
An act rdating to economic development.

Thishill would express the intent of the Legidature that the Cdifornia FHlm
Commission should expand its mission to include economic development, tax and
regulatory policy, and education and job training for traditional motion picture
and tdevison production, as well as production using new technology.

SB 390 Rosenthal Introduced 2/14/95

Digruption of film production.

This bill would make the ddiberate disruption of film production an infraction
punishable by afine of at least $50, but not more than $100, for the first offense,
and at least $500, but not more than $1,000, for each subsequent offense.

By creating a new crime, this bill would impose a state-mandated loca program.

SB 1315 Rosenthal and Introduced 3/6/95, Amended 5/15/95, Amended in

L ockyer Assembly 7/11/95
Nuisances. motion pictures.

This bill would provide that any person who seeks direct personad monetary
consderation from a production company in exchange for ceasing or promising
not to engage in conduct or activity which would disrupt the production of any
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moation picture, film or amilar audio-visud recording, as Specified, shdl beligble
in civil damages of up to $250 or three times the amount of the requested or
obtained monetary consideration, whichever is gregter, to the production
company.

The bill would aso provide for a civil complaint to be issued to and served upon
any such person by a uniformed private security officer who elther witnessed the
act or received areport from a 3" party who witnessed the act.

The bill would require a person served with a complaint to provide his or her
name and address to the uniformed private security officer for the purpose of
completing service of the complaint; and would provide that upon filing the
complaint in court, the production company shdl mail the court summons and a
copy of the complaint to the offender, notifying that person of the court date and
of hisor her required attendance.

1993-1994 Regular Session

AB 762 Goldsmith Introduced 2/24/93
Economic Promoation.
This bill would establish the Cdifornia Economic Promotion Act of 1993.

AB 1429 Polanco Introduced 3/3/93, Amended 1/6/94
Enterprise zone: entertainment industry.
This bill would require Trade and Commerce Agency to establish an
entertainment enterprise zone in Los Angeles County and require local agencies
to establish specified fast track permitting procedures, thereby imposing state-
mandated costs on local agencies.

AB 1873 Moore Introduced 3/5/93, Amended 5/10/93, 5/17/93,

Amended in Senate 6/13/94, 6/30/94, 8/9/94, 8/19/94,
Passed in Senate 8/23/94, Passed in Assembly
8/29/94. Approved by the Governor 9/20/94
Chapter 687

Commercid FIming: permits.

Existing law provides that local agencies are encouraged to utilize uniform film

permit provisons.

This bill would authorize a city or county to adopt an ordinance or other

regulation governing the issuance of permits to engage in the use of property for

occasond commercid filming on location.

This authorization shal not limit the discretion of acity or county to limit,
condition, or deny the use of property for occasond commercid filming on
location to protect the public hedlth, safety, or welfare.

These ordinances and regulations would not be subject to loca zoning ordinances
or land use regulations unless the filming ordinance or regulations o provides.
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AB 2993 Brulte Introduced 2/18/94
Disruption of film production.

Thishill would make the ddiberate disruption of film production an infraction
punishable by afine.

AB 3800 Brown Introduced 2/25/94
FIm Permit Assstance.

This bill would provide that technica assstance provided by the Office of Permit
Assigtance within the Trade and Commerce Agency may include assstancein
revising a permit process for film permits to conform to the mode process for
granting film permits developed by the Cdifornia Flm Commission. It would
a0 enact an expedited permit process within 12 months of receipt, instead of ten
months,
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APPENDIX G

1985 INTERIM HEARING ON RUNAWAY PRODUCTION

Assembly Committee on Economic Development and New Technologies
December 9, 1985 Sam Farr, Chair

The issue of runaway production from Caifornia has been discussed in the legidature
before. According to areport submitted to the Assembly Committee on Economic
Development and New Technologiesin 1985, evidence that California was experiencing
“runaway film production” to other states and countrieswas increasing. This problem
was cogting the State of Cdliforniaand its locd jurisdictions thousands of jobs and
millions of dollarsin potentid tax revenue.

Some of the runaway production evidence cited at the hearing follows:

(1) In 1984, Cdifornialost nearly $1 billion of atota of $5 billion in production
revenue to other states.

(2) Of the 165 feature films made in the U.S. in 1984, only 56 were shot entirely
ingde Cdifornia, 29 were shot partidly in Cdifornia, and the remaining 80 were
ghot in other states.

(3) Approximately 50 percent of dl movies made for televison were shot outside of
Cdiforniain the 1983-84 season.

(4) Cdiforniaonly produced 25-30 percent of al commercid advertisements shot
nationwide, a $600 million indugtry.

According to the Cdifornia Film Office, in 1984 Cdifornialost the most feature film
production to four states, New Y ork, Arizona, Texas, and Florida. New Y ork was
perhaps California s most successful competitor. The New Y ork City Mayor’ s Office of
Flm, Theeter, and Broadcasting handled al |ocation permits for the city, and coordinates
al other services such as police and fire. The New Y ork City Police Department had a
specid task force to be used exclusivdly for film production, which, like sanitation and
fire protection services, was provided at no cost to the production company. In addition,
the city had severd fully equipped film studios and Sate-of- the-art post- production
houses.

Texas was ds0 aformidable competitor to Cdifornia The Texas film commisson was
established in 1971. There were no required permits or location feesin Texas.

In contrast to these findings, a controversd study completed earlier in 1985 by
researchers at the UCLA Graduate School of Architecture and Urban Planning found that
while 50-70 percent of motion pictures made by U.S. companies are filmed outside of
Cdifornia, Cdifornia s overal share of employment, payroll and business establishments
has actudly been increasing sncethe early 1970s. The report finds that Cdifornia’s
lossesin actud production, which account for 10-30 percent of afilm project’ s budget,
have more than been made up by a growing concentration of post production, financing,
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and digtribution activities, which account for the bulk of afilm’s budget. However, the
report notes that these activities could also experience a shift to other states if those states
are able to develop permanent skilled labor forces and speciaized studio facilities.
Severd other states, most notably Florida and North Carolina, have begun to develop
these resources.

Selected Facts about Runaway Film Production

The entertainment industry directly employs 80,000 Cdifornians and indirectly
employs 150,000.

Money spent on location in NY C has increased while locations money spent in
the City of Los Angeles has decreased.

A 3.0 economic multiplier may be used when determining the impact of a
production dollar on location within acommunity. Each dollar soent on location
shooting generates three additional dollars in associated expenditures in the
community.

Economic Impact Statistics:

In 1984, 165 feature films were produced in the United States. Eighty of those films
were shot entirdy outsde Cdifornia; 24 films were shot partidly outsde Cdifornia; and
56 were shat entirely insde Cdifornia. Using an average film budget figure of $9
million (with 1/3 of that spent on location), budget money logt to Cdiforniain 1984
amounted to $772.2 million.

An average feature film generates $330,478 in sdes and persond income tax to the state.
Previous Resear ch on Runaway Production:

Assembly Committee on Economic Development and New Technologies, Sam Farr,
Charman, “The Hight of the Maotion Picture Industry from Cdifornia” Los Angeles,
Museum of Science and Industry, October 11, 1983.

Senate Committee on Industrid Relations, Alan Short, Chairman, “A study of the
Economic Condition of the Motion Ficture Industry in California” February 3, 1972.
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