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Date of Hearing: July 15, 2015

ASSEMBLY COMMITTEE ON LOCAL GOVERNMENT
Brian Maienschein, Chair
SB 63 (Hall) — As Amended June 1, 2015

SENATE VOTE: 36-2
SUBJECT: Seaport infrastructure financing districts.

SUMMARY: Allows cities and counties to create Seaportastfiucture Financing Districts
(SIFDs), and allows SIFDs to finance port or haib@nastructure, under specified conditions.
Specifically,this bill :

1) Defines a "Seaport Infrastructure Financing Distr{§IFD) to mean an Enhanced
Infrastructure Financing District (EIFD) that finges port or harbor infrastructure.

2) Amends EIFD law, as follows:
a) Allows an EIFD to finance port or harbor infrastiwe (SIFD);

b) Specifies that in the case of an SIFD, the legisddiody shall designate and direct the
harbor agency, except as provided, to preparenfresiructure financing plan required in
EIFD law;

c) Specifies that State Lands Commission (SLC) applievaeeded to issue bonds to
finance the infrastructure financing plan for a3}

d) Expands the definition of "landowner" for the puspmf a vote to approve bonds for an
SIFD, to include an entity that is paying possessaerest tax on state-owned land;

e) Requires, if the public financing authority (PFA)apts a resolution proposing initiation
of proceedings to issue bonds for port or harbsagtructure, the PFA, before
submitting the proposal to the voters, to subn@tgloposal, with specified information,
to the affected harbor agency;

f) Requires the proposal to be considered by the 8ltkk harbor agency grants
preliminary approval,

g) Requires, if the SLC votes in favor of the issuaoicthe bonds, the PFA to proceed with
the submission of the proposal to the voters; and,

h) Requires a two-thirds vote of the voters votinglua proposition in favor of issuing the
bonds, for an SIFD.

3) Expands the definition of "port or harbor infrastiwre” in existing law contained in the
Harbors and Navigation Code to include any capit@rovement that improves
environmental quality.

4) Adds, to the Harbors and Navigation Code, the Yailhg requirements for an SIFD:
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b)
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Specifies, upon receipt of a resolution from thé PtRat the harbor agency shall have
60 days to consider the proposal. Requires, duhisgtime, that the harbor agency's
governing body to act at a duly noticed meetingitber vote to give preliminary
approval of the proposal, or disapprove the propmsa return it to the PFA,

Allows a harbor agency to give preliminary approwaly if it makes all of the following
affirmative findings:

i) The harbor agency has prepared an infrastructoaading plan;

i) The improvements to the harbor agency's properetinanced through the
proceeds of an SIFD are solely for the supportoof pr harbor infrastructure;

iii) All publicly owned property that is leased to ptegarties within the boundaries
of the SIFD has been reported by the harbor agentthye local county assessor to
facilitate possessory interest taxation;

iv) If the harbor agency is acting on granted landsfahe projects and uses proposed
in the SIFD are consistent with the state tidelanast and the conditions of the
harbor agency grant; and,

v) If the harbor agency was formed pursuant to tHés lpitovisions, all of the projects
and uses proposed in the SIFD are consistent tgittharter and the statewide
interests in the operation of harbors and ports.

Prohibits the harbor agency from granting prelimyrapproval, unless both of the
following apply:

i) The SIFD will operate independently of any otheoipor concurrent agreements
between the harbor agency and the PFA, or the gmarnments that make up the
PFA; and,

i) No transfers of funds or obligations, or futurensfers of funds or obligations
contingent on the approval of the SIFD, its finaggior projects within the SIFD, are
created between the harbor agency and the PFAedotal governments that make
up the PFA.

Defines "transfers of funds or obligations" to umb any direct or indirect transfer

of harbor agency resources to the PFA, or the lgoaérnments that make up the PFA,
except for any of the following, if agreed to betmehe harbor agency and the PFA in
writing:

i) Harbor agency reimbursements of a PFA for its tiaelninistrative costs of
establishing an SIFD;

i) PFA expenses for underwriting the bond issuancéhidentified projects in the
SIFD; and,

iii) Any other administrative expenses or direct opegatixpenses that are incurred as
the direct result of creating the SIFD that arentded by both parties at the time of
preliminary approval and in advance of the expdrgseg incurred by the PFA.
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Requires, if the harbor agency votes to give prielany approval to the proposal, the
harbor agency to immediately forward its prelimyapproval to the SLC for its
consideration. Requires the SLC to consider tbpgsal and either grant or deny final
approval.

Requires the SLC, prior to granting final approvaldo both of the following:

i) Review the infrastructure financing plan prepargdhe harbor agency; and,

i) Review the findings of the harbor agency madesipieliminary approval.
Requires the SLC to make all of the following fings prior to granting final approval:

i) The state's interests in its tidelands and itsspamt harbors are furthered by the
funding of the SIFD;

i) The principal purposes of the SIFD are to furthat pnd harbor infrastructure;

iii) The execution of the financing section of the isfracture finance plan is more likely
than not to result in the outcomes proposed;

iv) No revenues shall be made available to local gaments as a result of the approval
of the SIFD from state revenues, revenues derir@d franted lands, or from ports
or harbors created, as specified;

v) The harbor agency and the PFA participating inSHeD have each completed all
procedural requirements, financial due diligencel made all findings required, as
specified;

vi) All of the projects and uses proposed in the SIFEDcansistent with the state
tidelands trusts and the conditions of any grah&gplicable, and the statewide
interests in the operation of harbors and portd; an

vii) No agreements by the harbor agency that may cahiealiscretion of the harbor
agency to maintain its port or harbor operationtoarede any such control to the
discretion of a third party were made as a condlitibparticipation in the SIFD.

Requires the SLC to be reimbursed by the harban@ger its direct administrative
costs of considering an SIFD proposal from the @eds of the bonds issued, if any, for
the identified projects in the SIFD.

Provides that all permanent fixtures and capitgrimmements to the real property of a
harbor agency that administers public trust tidesamade pursuant to an SIFD's
approved infrastructure financing plan shall beuattasset once completed, and specifies
that this provision does not apply to fixtures amgrovements otherwise agreed as
nonpermanent in a lease between the harbor agedcy grivate tenant.

Requires, if a harbor agency administering graptdualic trust property is a department
of a local governmental body, any negotiations leetwthe two entities with respect to
any infrastructure financing, operations, or artyeotactivity requiring action by the



K)

SB 63
Page 4

harbor agency to be undertaken at arm's lengtbaognition of the duties of the harbor
agency to effectuate statewide interests.

States that the SLC shall retain absolute disarefier the determination of whether or
not investment of local resources in port or haibrastructure, the actions of a harbor
agency, or any other action taken by an SIFD isisbent with the state's interests in its
tidelands and submerged lands.

States that a harbor agency that manages graatedisgielands retains its status as a
trustee whether or not it is located within an SIFD

m) States that nothing grants any authority to any RifAhe local governments that

n)

compose the PFA, in any manner whatsoever to madaeget, control, or exercise
jurisdiction over a harbor agency and its managemiport or harbor infrastructure.

Specifies that the provisions of the bill do noplggdo the Stockton Port District or to a
river port district.

5) Makes a number of findings and declarations, inalgdhe intent of the Legislature to assert
the state's plenary power over the financing of ppharbor infrastructure by harbor
agencies as matters of statewide concern and horég the use of tax increment financing,
to support investment of tax revenues in port atbdr infrastructure.

EXISTING LAW :

1) Defines "port or harbor infrastructure” to mean ahthe following, if its primary or
predominant use is of direct benefit to the porthanbor:

a)

b)

9)
h)

Streets, roads, highways, bridges, sidewalks, ¢cguiters, tunnels, subways, alleyways,
viaducts, pipelines, rail lines, or other facilgifor the transportation or movement of
people, vehicles, equipment, or goods;

Piers, docks, wharves, slips, quays, platformskglezranes, or other facilities for the
mooring, docking, loading, or unloading of vessels;

Lands, tidelands, submerged lands, easementsaqass routes, channel improvements,
rights-of-way, dredge disposal sites, safety zobesgkwaters, levees, bulkheads, or
walls of rock or other material to protect propestytraffic;

Parking, warehouse, or storage facilities;

Parks, recreation, or open space facilities;

Remediation;

Water, wastewater, drainage, electric, or telecomaation systems or facilities;

Buildings, structures, facilities, improvements eguipment necessary or convenient to
any of paragraphs (a) to (g), inclusive, or todperation of a port or harbor; and,
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i) Public improvements authorized, pursuant to thertwgment Act of 1911, the
Improvement Bond Act of 1915, and the Mello-Roosr@auinity Facilities Act of 1982.

Allows cities and counties to create IFDs and idsueds to pay for community scale public
works: highways, transit, water systems, sewerggtsj flood control, child care facilities,
libraries, parks, and solid waste facilities. €pay the bonds, IFDs can divert property tax
increment revenues, which are revenues generaigdificreases in property values within
the IFD above property values in the base-year vithenFD was formed. However, IFDs
are not authorized to divert property tax increnremenues from schools.

Allows local officials to create EIFDs, which augmi¢he tax increment financing powers
that are available to local government under th2 skatutes. City or county officials can
create an EIFD, which is governed by a public foeauthority, to finance public capital
facilities or other specified projects of communiigte significance that provide significant
benefits to the district or the surrounding comntyni

FISCAL EFFECT : According to the Senate Appropriations Commijttees bill contains:

Unknown administrative costs to the SLC. Costgdéerew and approval of SIFD bond
issuance proposals could be absorbable but pdtgniato $150,000 in a given year
depending on the number and complexity of the psafsosubmitted for consideration.
These costs would be fully reimbursed by harbonags from the proceeds of bonds issued
for SIFD proposals.

There would be no state costs related to the dores property tax increment for SIFD
purposes because the school share of tax increzaentt be redirected to fund enhanced
infrastructure financing district projects. As Buthere would be no backfill of property tax
revenues from the General Fund.

COMMENTS:

1)

2)

Background on IFDs and EIFDs. Existing law allows cities and counties to cre&bs

and issue bonds to pay for community scale pubticke: highways, transit, water systems,
sewer projects, flood control, child care faciktidibraries, parks, and solid waste facilities.
To repay the bonds, IFDs can divert property t@&xeément revenues, which are revenues
generated from increases in property values witienFD above property values in the
base-year when the IFD was formed. However, IFBs1at authorized to divert property
tax increment revenues from schools [SB 308 (SeynQiapter 1575, Statutes of 1990].

Local officials can also create EIFDs, which augtriba tax increment financing powers
that are available to local government under th $katutes. City or county officials can
create an EIFD, which is governed by a public foeauthority, to finance public capital
facilities or other specified projects of communmitgle significance that provide significant
benefits to the district or the surrounding comny 6B 628 (Beall), Chapter 785, Statutes
of 2014].

Bill Summary. This bill allows cities and counties to create S$RD order to finance port

or harbor infrastructure. The bill requires theARB submit the proposal to the affected
harbor agency for its preliminary approval and reggpithe harbor agency to make a number
of findings, and once approved by the harbor agemtyuires the proposal to be considered
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by the SLC. The SLC is required to review theasfructure financing plan prepared by the
harbor agency, and review the findings of the hadgency made in its preliminary
approval, and prior to the SLC granting final ap@lothe bill requires the SLC to make
various findings, including that the state's insésan its tidelands and its ports and harbors
are furthered by the funding of the SIFD, and #ibabf the projects and uses proposed in the
SIFD are consistent with the state tidelands st conditions of any grants. Once the SLC
gives its final approval, SLC will forward the appal to the PFA for further action.

The bill specifies that, for purposes of the voéeessary within the territory of the SIFD to
approve the issuance of bonds, that an entity pgyassessory interest tax on state-owned
land, that the term "landowner" means that enliit ts paying the possessory interest tax.
SB 63 specifies that a two-thirds vote is necesgargn SIFD to issue bonds, and then
makes a number of findings and declarations.

This bill is sponsored by the Pacific Merchant $img Association.

Possessory InterestAccording to the "Assessment of Taxable Possedateyests” manual
contained in the Assessors' Handbook, publishetidBoard of Equalization in December
2002 (and reprinted in January 2015), "The mostmomexample of a possessory interest is
the interest created by a lease. The tenantlsgsee's) right to possession of the property is
called the leasehold interest. The landlord'sgssor's) right to receive rents during the term
of the lease and to regain possession of the pgropéen the lease terminates is called the
leased fee interest. In the case of privately aneal property, both the tenant's and the
landlord's interest are taxable, and typically bothrests are valued and assessed in the
aggregate to the landlord or the fee owner. tbisnecessary, or administratively feasible,
for the assessor to separately assess the valhe lgfasehold (i.e. possessory) interest and
the value of the leased fee (i.e. nonpossessarkest); instead, the assessor typically makes
a single assessment of the entire taxable intere¢isé real property.”

"A 'taxable possessory interest' is a possesstayeist that is separately taxable to the
possessor. For introductory purposes, a taxaldsgssory interest can be defined as the
taxable interest held by a private possessor itiggutowner real property. The public
owner may be the United States of America anddisiaistrative instrumentalities; the state
of California; or one of California's local jurigdiions, which include counties, cities, and
special districts. With a taxable possessory @gersince the underlying fee simple interest
held by the public owner is almost always tax exgiifs necessary to separately value the
possessory interest held by the private possessor.

"The legal basis for the taxation of taxable possgsinterests is found in the general
mandate of the California Constitution, article IXHection 1, that all property is taxable
unless otherwise proved by the California Consttubr federal law. 'Property’ as defined
in sections 103 and 104 of the Revenue and Tax&tate, includes 'all matters and things,
real, personal and mixed, capable of private owneysand 'real estate,’ or 'real property,’'
includes 'the possession of, claim to, ownershjpofight to possession of land and
improvements.' There is also statutory, regulatang judicial authority for the assessment,
under specified conditions, of the private, benafigght to the possession of publicly
owned real property."
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Port and harbor facilities operate pursuant to g leases on state lands that are exempt
from property taxes. Private use of public propenay be taxed if those uses constitute
possessory interest, so harbor and port tenanta pagsessory interest tax in lieu of a
property tax. This bill allows local agencies itwaihce port and harbor improvements by
capturing possessory interest tax increment re\ethat are generated as a result of the
financed improvements.

Author's Statement. According to the author, "California’s ports anddwas are major
contributors to the state's economy, employing térikousands of workers, investing
billions in local and state businesses and credtinglreds of millions in state and local tax
revenues. Currently, our ports are losing markatesto competitors outside of the state
partially because other jurisdictions are subsmjzheir infrastructure improvements.

"Most of California's ports operate under a landitgnant model where the public agency
leases a marine terminal to a private company molect business. As a result, port
infrastructure is generally financed entirely thygbuevenue bonds backed by private user
fees and other lease revenues and there is logayar participation. Port tenants do
however pay possessory interest taxes on the véliheir leases on public property.

"Last year the state of California revamped itsliguimancing tools to provide for EIFDs, in
the wake of the elimination of redevelopment agesiciEIFDs can provide reinvestment
financing to projects which span a wide range dfligunfrastructure and private
development projects, including highways and ttangiastructure. EIFDs are formed by
local governments and their bond underwriting apal®are subject to local voter approvals.
Unfortunately, seaports are not included in theediscategories of approved infrastructure for
EIFD financing. SB 63 adds seaports to the ligEiéTD-approved projects and allows for
access to new and vital seaport infrastructurenfimeg. This will enable California seaports
to compete with competitors outside of the stdteyang them to continue to provide to
California's economy."

Arguments in Support. Supporters argue that this bill will allow an imggort change to
EIFDs that will allow ports to have access to nemwrs of financing to support critical
infrastructure improvements.

Arguments in Opposition. None on file.

Conflicting Legislation. This bill conflicts with provisions in AB 313 (Atks).
Amendments may be needed to resolve the conflict.
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REGISTERED SUPPORT / OPPOSITION:

Support

Pacific Merchant Shipping Association [SPONSOR]
Associated General Contractors

City of Los Angeles

Unified Port of San Diego

Opposition
None on file

Analysis Prepared by Debbie Michel / L. GOV. / (916) 319-3958



