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This analysis is limited in scope to the bill’s property tax assessment provisions.

BILL SUMMARY

This bill allows cities and counties to create Urban Agriculture Incentive Zones and offer
landowners preferential property tax assessment if the landowner restricts urban land
for small-scale agricultural use.

ANALYSIS
CURRENT LAW

The California Constitution® authorizes the Legislature to designate property that
produces food or fiber as “open-space land.” The designation promotes the
conservation, preservation and continued existence of these lands by allowing property
tax benefits when its use is enforceably restricted. For property tax purposes, the land’s
value must be determined on a basis consistent with the imposed restrictions and uses.
The Williamson Act is the most common program to restrict land use for agricultural
purposes in exchange for preferential property tax assessment.

The same constitutional provision similarly authorizes the Legislature to offer
preferential property tax assessment to designated historically significant property to
promote its conservation. This program is referred to as the Mills Act Program.

Currently there are no special assessment provisions related to land used for
agricultural pursuits in urban areas. This property is assessed at its Proposition 13
protected value (i.e., factored base year value) or current market value, whichever is
lower.

Annual Assessment: Lowest of Three Values. The law outlines a methodology to
determine the value of Williamson Act and Mills Act properties for assessment purposes
that provide property tax savings to property owners entering into the contracts.
Moreover, the law ensures that program participants will not be assessed at a greater
value under the contract than they would have been otherwise. Each year the assessor
reviews the contract property and assesses it at the lowest of three values:

e Williamson Act or Mills Act value?®
e Current fair market value®
e Factored base year value*

! California Constitution Article XlIl, Section 8.
2 RTC Section 423 and 439.2.
¥ RTC Section 110.

This staff analysis is provided to address various administrative, cost, revenue and policy
issues; it is not to be construed to reflect or suggest the BOE’s formal position
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Enforceable Restrictions. The law requires the assessor to consider the effect of any
enforceable restrictions when determining a property’s fair market value.®> Additionally,
in the assessment of land, the assessor must consider the effect of any enforceable
restrictions.® Certain recorded contracts with governmental agencies regarding land
use, including Williamson Act contracts, are excluded from this land-assessment
provision because other provisions of law governing Williamson Act properties’
assessed value supersede it.

PROPOSED LAW

Urban Agriculture Incentive Zones. This bill allows property owners and a city,
county, or city and county (i.e., San Francisco) to enter into a contract to restrict vacant,
unimproved, or blighted land in urban areas, as specified, for small-scale agricultural
use. The contracts must be entered into on or before January 1, 2019. Along with
other specifications, the contract must:

restrict land use to uses consistent with urban agriculture,

require the entire property subject to contract to be dedicated to agricultural use,
prohibit any dwellings, and

have an initial term of at least five years.

The bill designates land under the newly created program as “open-space land” that is
enforceably restricted within the meaning of the constitutional provision allowing
preferential property tax assessment. RTC 8422.7(a)

County Assessor Valuation. During the contract term, this bill requires open-space
land subject to an urban agricultural incentive zone contract to be valued for
assessment at the rate based on the average per-acre value of irrigated cropland in
California, as most recently published by the National Agricultural Statistics Service of
the United States Department of Agriculture. The assessment will be adjusted
proportionally to reflect the acreage under contract. GC 851040.3, RTC 8422.7

This bill expressly excludes a recorded urban agriculture preserves contract from the
provisions related to valuing land where an enforceable restriction exists. Instead, the
assessor would use the newly established assessment methodology based on a pro
rata per-acre rate. RTC 8402.1(a)(2), 8422.7

BOE Notification. The bill requires the BOE to post the per-acre land value as
published by the National Agricultural Statistics Service of the United States Department
of Agriculture on its Internet Web site. The value must be posted within 30 days of
publication. Additionally, no later than January 1 of each assessment year, the BOE
must provide the per-acre value to assessors. RTC 8422.7(c)

Annual Land Value Assessment: Lowest of Three Values. The bill ensures that
property under contract will be assessed at the lowest of three values as of each lien
date. RTC 8422.7(b):

e Value using published per-acre rate. RTC 8422.7
e Current fair market value. RTC §110
e Factored base year value. RTC 8110.1

* RTC Section 110.1.
®> RTC Section 110(a).
® RTC Section 402.1(a) — specific to land assessment.
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B ACKGROUND

Property Taxation: California Land Conservation Act (Williamson Act). Under the
Williamson Act,’ landowners may enter into contracts with participating cities and
counties to restrict the land to agricultural or open-space uses. The contract must be for
a minimum 10-year term with automatic yearly extensions unless specific action to
remove the property from the program is taken (i.e., nonrenewal or immediate
cancellation). In exchange for entering into these contracts, the assessor values the
land and any living improvements (trees and vines) according to income earning ability.
The law provides the assessor with a formula to value the land.® The valuation method
capitalizes the income the land produces from its agricultural use. The statute details
how to determine income and specifies the appropriate capitalization rate.

Generally, the law imposes a fee to cancel a Williamson Act contract to allow other uses
of the land, such as development, before the contract term ends. The fee is 12.5% of
the land’s current market value. In certain instances, however, the board of supervisors
or city council may waive the cancellation fee. The county assessor determines value for
purposes of the cancellation fee.®

Farmland Security Zones. The law also provides for Farmland Security Zone
Contracts. These contracts are for a 20-year term and require the assessor to value
land subject to the contract at 65% of the value calculated using the Williamson Act
value methodology.*®

Mills Act Program. The Mills Act** authorizes cities and counties to enter into contracts
with an owner of qualified historical property to restrict property use. In exchange for a
lower assessed value, the owner pledges to restore, maintain, and protect the property’s
historical and architectural character.

When valuing Mills Act contract property, the law prohibits a valuation of the enforceably
restricted historical property based on sales data and instead requires the property to be
valued by a prescribed income capitalization method. The statute contains specific
instructions with regard to the income to be capitalized, the capitalization rate, and the
capitalization technique to be used. *?

COMMENTS

1. Sponsor and Purpose. The San Francisco Urban Agriculture Alliance is
sponsoring this bill to provide a property tax reduction incentive to private
landowners to make more land available for urban agriculture.

2. This bill requires the county assessor to value land subject to an urban
agriculture incentive zone contract using a methodology prescribed in statute
during the contract term. Specifically, in valuing land subject to an urban
agriculture incentive zone contract, assessors will use the United States Department
of Agriculture’s National Agricultural Statistics Service published land values for the
average market value for irrigated cropland in California.

" Government Code Section 51200 et. seq.

8 RTC Section 423.

° Government Code Section 51283.

1° RTC Section 423.4 and Government Code Section 51296.
! Government Code Section 50280 et. seq.

2 RTC Sections 439 to 439.4.

This staff analysis is provided to address various administrative, cost, revenue and policy
issues; it is not to be construed to reflect or suggest the BOE’s formal position
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3. A codified valuation methodology provides certainty and predictability for
landowners and assessors. The valuation of urban land that is otherwise vacant,
unimproved or blighted and subsequently restricted to agricultural uses could
present a complex appraisal problem for assessors in some cases. Each local
government could establish its own criteria and contract conditions which would
require analysis. An impediment to using the income approach to value would be a
lack of comparable sales of “urban agriculture” properties to develop a capitalization
rate. Given that the required annual appraisal would be difficult, consume limited
staff resources, and require numerous assumptions, a codified assessment
methodology using preexisting data could simplify the process and make it cost
effective. Absent a codified methodology, the method used to perform this complex
appraisal could lack uniformity.

4. Current market value of irrigated cropland statewide. Proponents note that
basing the land assessment on the statewide average per-acre market value for
irrigated cropland is a reasonable and cost effective method to determine the value
of such urban land consistent with its restrictions and uses. Further, according to
BOE data on per-acre Williamson Act land values for various counties, this measure
of value results in a greater per-acre value, which seems reasonable given its urban
location. The following table lists the California land values as determined by the
USDA National Agricultural Statistics Service, for recent years. Note that the value
can increase or decrease from year to year.

Year Irrigated Cropland
Per-Acre Market Value
2013 $12,500
2012 $12,000
2011 $11,500
2010 $11,100
2009 $11,600
2008 $12,300

5. Annual Posting and Publication. The BOE’s duties under this bill are
administrative and would not be problematic. Each August, the USDA publishes the
needed data for the following year on its website. The BOE would be able to post a
link to the report and inform county assessors with an annual Letter to Assessors.

6. Cancellation Fee Duties. Although not stated, if a contract cancellation fee were
imposed, presumably assessors would need to assist the city, county, or city and
county to determine the amount to charge. The fee is based on the cumulative
value of the property tax savings prior to cancellation.

7. Placing property under contract would not lead to an immediate assessment
reduction. However, for the lien date for the following fiscal year, the assessment
of these lands would be reduced if the proposed pro rata per-acre value results in a
value that is less than its Proposition 13 protected value (factored base year value).

This staff analysis is provided to address various administrative, cost, revenue and policy
issues; it is not to be construed to reflect or suggest the BOE’s formal position
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8. Any improvements would be assessed under the provisions of existing law.
The proposed preferential property tax assessment provisions are limited to the land
portion of the property’s assessment.* The bill specifies that structures (i.e.,
improvements) that support agricultural activity may be used under the contract
terms. Thus, this bill does not impact the assessment of any pre-existing or
subsequently constructed structures. Additionally, any business personal property
related to the property remains subject to property tax.

9. This bill limits the assessor’s role to the assessment function. Establishing a
county ordinance, designating individual properties as urban agricultural preserves,
determining whether a property is eligible (within Census Bureau urbanized
boundaries, size requirements), setting the contract terms, entering into the contract,
and contract enforcement are outside the purview of the assessor’s function.

10.As of the 2010 US Census the following urbanized areas have a population
exceeding 250,000. Detailed maps of the urbanized area boundaries are available
on the Census Bureau website. The urbanized area boundaries cross county
borders and may include nearby cities, towns, and enclaves. The bill specifies that
“urban” means an area within the boundaries of an urbanized area that includes at
least 250,000 people. It is unclear if all property within the US Census map
boundaries is eligible or if only that subset of property within the boundaries meeting
the population threshold level is eligible.

e Southern California Areas: Los Angeles-Long Beach-Anaheim, San Diego,
Riverside-San Bernardino, Mission Viejo-Lake Forest-San Clemente, Bakersfield,
Murrieta-Temecula-Menifee, Oxnard, Indio-Cathedral City, Lancaster-Palmdale,
Victorville-Hesperia, and Santa Clarita.

e Northern California Areas: San Francisco-Oakland, Sacramento, San Jose,
Fresno, Concord, Reno NV-CA, Stockton, Modesto, Santa Rosa, and Antioch.

COST ESTIMATE
Enactment of this bill would not materially affect the BOE’s administrative costs.

REVENUE ESTIMATE

The revenue impact is indeterminable because it is unknown how many counties and
cities will authorize these provisions and subsequently enter into a contract with
landowners. Furthermore, the property tax impact depends on the unique facts of each
property such as its Proposition 13 protected value (factored base year value) and its
size.

However, to illustrate, the most recently published per-acre value is $12,500 per acre.
Therefore, the maximum possible assessed value for any property placed under
contract would be $37,500 ($12,500/acre x 3 acres). At the basic 1% property tax rate,
this equates to an annual property tax liability of $375.

Analysis prepared by: Rose Marie Kinnee 916-445-6777 09/05/13
Contact: Michele Pielsticker 916-322-2376
Is 0551ab090313rmk.docx

13 california Constitution Article XIlI, Section 13, RTC Section 607.
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