Date:
June 26, 2017

To:  
Bill Crosier, Sam Agarwhal, Jan Goodman, Grace Aaron, Aki Tanaka, 

From:
Carol Spooner

Re:  
Contingency Plans for Getting Through the Financial Crisis

The problems, as you all know well, are that: 

1. Pacifica is about $7 million in debt, including about $2.3 million to ESB, $2.3 million to Democracy Now, $500k to employee pension plans, and $2 million in other debts.

2. Negotiations to reach a settlement with ESB are not going well.  It looks very likely that they will obtain a Summary Judgment against Pacifica very soon, Unless there is some long-shot legal strategy that could postpone that hearing, the hearing is now set for June 30th (or thereabouts) with a ruling to come soon thereafter.  Once ESB has a judgment, they will be in a position to get court orders to seize money from any and all of Pacifica’s bank accounts, including any and all Pacifica radio station bank accounts.  This would leave Pacifica unable to function, unable to make payroll, unable to pay the power bills to keep the transmitters going, and would almost certainly take us off the air – perhaps permanently, at least for some stations.

Pacifica has hit the wall.  What can be done?  Every possible option involves pain.  There is no solution that will not affect the whole network, some stations more than others.  But, if the network is to survive with radio stations in all five current station areas, I see the following options:
1. Hard-money “sub-prime” mortgages on buildings in Berkeley, LA, and (maybe) Houston.  Given Pacifica’s bad credit, commercial mortgages with reasonable terms will not be available to Pacifca. The Berkeley buildings are worth about $1.2 million, and a hard money mortgage of around $600k might be available.  That’s not enough to settle with ESB.  The KPFK building is worth about $4 million.  A hard money mortgage might be available on that building that would provide sufficient funds to settle the debt with ESB.

The problem with any mortgage is that the stations do not have the current income to make the mortgage payments.  Failure to make the payments will result in foreclosure and loss of buildings. 
To say that the stations will have to cut costs and raise more money doesn’t really address that problem.  We’ve been trying to do that all along, and it just isn’t easy.  Some stations have already cut their staffs below the level needed to operate their stations.  I’ve heard that is the case at WBAI and WPFW.  There may still be some staff cuts that could be made at KPFA, KPFK, and/or KPFT.  In those cases, there would be union negotiations and delays and termination pay and so on.
Finding major donors to bail Pacifica out is also not easy at this point.  Everyone knows Pacifica’s track record of poor money management.  Promises to do better are not likely to attract major sources of money in the amounts we need.

2. Private Mortage(s) from “Friends of Pacifica.”  Finding people (or a group of people) who can afford to lend the money needed to settle with ESB and get out of the lease – whether in the first instance or to convert hard money mortgages to private mortgages with better terms – runs up against the same repayment problem.  Pacifica doesn’t have the cash flow or the track record to assure such people that they would be repaid.  People I have talked to don’t believe they can in good faith make such an “ask” of a friend without an iron-clad plan to protect their money and assure repayment.  
3. Voluntary Bankruptcy.  Filing for voluntary bankruptcy would stay (stop) enforcement of any Judgment against Pacifica by the ESB (or other creditors).  But Pacifica would have to present a plan that is acceptable to the Bankruptcy Trustee to payoff all its $7 million in debts. All the creditors would also be able to come into court to weigh in on the plan.
Because Pacifica has broadcast licenses with more than enough value to pay off all its debts in full, the Bankruptcy Trustee would almost certainly require the sale of a broadcast license rather than require the creditors to take a reduced amount of money.  

Which one?  That would probably be up to us, so long as we present a plan that raises the more than $7 million in debts plus probably another $500k to pay the attorneys and other costs of bankruptcy.

The WBAI and KPFA licenses are “grandfathered” in on the commercial band.  I have spoken with a broker to do some preliminary investigation.  He told me that commercial radio broadcast licenses are worth about $2 - $2.50 per person in the broadcast area.  WBAI has about 22 million people in its broadcast area so its license is worth around $44 million to $55 million.  I believe KPFA has about 17 million its broadcast area (need to confirm that), so its license is worth around $34 million to $42.5 million.  

I did not gather any information on the value of noncommercial broadcast licenses for WBFW, KPFT, or KPFK – but my understanding is that they are worth considerably less money than commercial band licenses, and value varies from market-to-market.  Pacifica needs to find out how much they are worth from a broker familiar with non-commercial broadcast license sales.  

Every option needs to be on the table.  But selling buildings, which probably would not raise enough money to payoff all the creditors, would leave Pacifica crippled coming out of bankruptcy as those stations must be housed somewhere.  

A Turnaround and Recovery Plan for Pacifica
Whether Pacifica ends up borrowing private money to settle with ESB or to convert hard money sub-prime mortgages, or filing for voluntary bankruptcy, a plan will be needed.

If just enough money is borrowed to payoff ESB, that will still leave Pacifica with about $5 million in debts and with its stations still losing money and probably accumulating new debt.  The reasons why the stations are losing money are numerous and probably somewhat different from station-to-station.  But one reason is that non-commercial radio listenership is falling.  Listeners are moving to other platforms for audio content, and there are a lot of good ones out there.

If one of the commercial licenses were sold, it should be possible to do a “signal swap,” i.e., buy another station for less money, so that Pacifica still maintains radio stations in all five signal areas.  Investigation of the New York/New Jersey market did not turn up any suitable FM stations for a swap.  But the broker I spoke with suggested that an AM station with similar broadcast reach to WBAI could probably be purchased for about $7 million. If WBAI’s FM license were sold for $44 million and an AM license were purchased for $7 million that would leave about $37 million +/-.  That would payoff the $7 million +/- in debts leaving about $30 million to invest in rebuilding and updating Pacifica’s infrastructure and web presence/capabilities as well as new program development, etc.  
I did not investigate whether any suitable swaps might be available for KPFA.
One issue that many people have raised in the past is that Pacifica “cannot be trusted” with a large chunk of money like $30 million.  There is considerable fear that it would not be handled responsibly and would just be frittered away.  That fear has some justification based on past history of lack of prudent financial planning and/or responsible financial management.  

One way to deal with that fear would be to place the proceeds of a signal swap into a trust for the benefit of Pacifica but outside the control of the Pacifica board.  Pacifica could present proposals for projects, upgrades and capital expenses, etc., to the trustees who would then decide whether or not to fund the project.  This would prevent frittering away the money on operating expenses without making the changes and upgrades needed to get Pacifica’s fundraising and listenership up to a healthy level that supports operations.  
There is already such an arrangement with the San Francisco Foundation to handle a $350k gift that was made to KPFA some years ago.  So, it might be possible to make a similar arrangement with the San Francisco Foundation, or a similar organization, for $30 million.
These are tough and controversial ideas.  Pacifica is up against the wall.  I believe it needs more than just getting ESB out of the way and more than just paying off its debts.  Pacifica must do more than limp along unable or barely able cover its operating expenses month-to-month.  The suggestions I have made here would give us a chance to turn it around so that Pacifica can fulfill its mission and rise to the challenges we face in an era where fascism is stalking the country.
Other concerns are the need to address the core structural and cultural issues that plague Pacifica – with bylaws changes and skillfully facilitated network-wide discussions.  Pacifica cannot survive, much less thrive, when half the organization is trying to destroy the other half.  But that is the subject of another memo.

Please feel free to call me to discuss any of these ideas.  707-526-2867

Best regards, and thanks for all your hard work and hard thinking!
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