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CHAPTER

FINANCING COASTAL PLAN IMPLEMENTATION

Ihtroduction

The California Coastal Zone Conservation Act of 1972 mandates
preparation of "a comprehensive, coordinated, enforceable plan™
for conservaticn and management of the coastal zone. A specific
component 6f the plan is to include:“recommendatioﬁs for the
governmental policies and power required to implement the coastal
zone plan." In order to implement the coastal zone plan, the respon-
sible agency or agencies will require access to adequate financial
resocurces. oSeveral of the specific elements of the coastal plan
identify financial needs for plan implementation; additional
revenue requirements are implied in other elements.

The major purpcse of this report is to estimate overall
requirements for coastal plan implementation and to identify potential
sources of financing, Other purposes include: identification of
interjurisdictional revenue and expenditure problems related to coastal
conservation and management, assessment of means by which state
and local fiscal pclicies can contribute to coastal policies, and
evaluation of vehicles for financing coastal-related activities.

The costs of implementing the coastal zone conservation plan will
vary in accordance with coastal policies ultimately adopted by the
legislature and its commitments to plan implementation, the nature of

“the planning and regnlatory powers conferred upon a coastal agency,
and the type of organizational and regulatcry structure created to

implement the plan.



Access to revenue sources and efficient use of available funds may
in tum influence decisions on the powers and form of the agencies
responsibile for coastal management: organizational requirements
implied by particular financing alternatives are indicated.

Since a final plan has not yet béen adopted and the precise powers
and organizational structure by which the plan will be implemented
have not been fully formulated, estimates of costs and evaluation of

revenue sources are based on certain assumptions.

1. Assumptions

a. Powers and Activities. For purposes of this section, it

has been assumed that a successor agency or agencies to the coastal
commissions will be similar to the existing commissions in their
organization and powers. In addition, it has been assumed that either
these agencies and/or other agencies, such as the Department of Parks

and Recreation and the Department of Navigation and Ocean Development,
will have powers 10 engage directly in coastal comservation and development
activities, including acquisition of property, restoration and enhance-
mént of coastal 1aﬁds and waters, preservation of open space, mainlenance
of critical agricultural uses, and protection of marine life. In most
cases, existing Federal, State, regional or local agencies appear to

have the power to engage in these activities; in many cases, however,
there is a lack of coordination and inadequate mechanisms for allo—
cation of available funds to critical needs. In some cases no

existing agency appears to have the authority to gain access to
particular financial resources. Either the successor coastal

agency or other agencies may be given such authority in the future.
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To the extent that the powers and activities of a successor‘coasfal
agency differ from those assumed, the requirements of the agency will
differ, but overall needs will be similar for plan implementation.

If, for instance, the final plan calls for a state planning agency with
power to review and approve local plans for coastal management, while
leaving regulation of uses in the coastal zone to local government,

some costs of plarming and regulation will be shifted downward from the
State to local governments.' This approach will have a greater impact

on the location of the costs than on their magnitude.

b, Organizational Structure. Access to financial rescurces

and ability to implement an effective spending program for ccastal
purposes will be determined to some extent by the organization of

responsibilities for plan implementation.

The successor coastal agehcy may be a State agency, like the
existing coastal commissions, and funded by the legislature to carry
out its responsibilities. Like other State agencies, its operational
requirements would be funded from annual appropriations by the legislature
and, by legislative approval, it could seek additional funds for specific
projects from Federal grants, donations, contracts with other State
agencies, bond issues or special appropriations. Such an agency
might be designated by the legisiature to allocate revenue to other
agencies for coastal purposes or tc coordinate the expendilures of
other agencies. Under this alternative, the agency would be an integral
part of state government, subject to normal budget procedures and direct

gubernatorial and legislative oversight. Major programs, involving



acguisitior. ¢f property or restoration activities, would be carried
on by other agencies or by this agency through other parts of State
government, such as the Division of Administrative Services.

A second alternative would involve the creation of a coastal
authority or district, with semi-autonomous status with respect .to
Btate government. Such an agency would héve direct access to specific
sources of revenue, like a port authority or the University of
California, have independent powers to acquire, own, manage and dispose
of property, and operate relatively independent of Siate government,
particularly with respecf to the cortrol of revenues and expenditures.
It could also receive appropriations from the legislature, funds from
other sources, or specific revenues earmarked for its use. It might
also have the power to issue its own bonds. Exampies of such agencies
in other states include.the New York Urban Development Corporaticn
and the New Jersey Meadowlands Commission. Such an agency couid
have powers not presently pessessed by most state agencies, such as
the purchase of lands for re-sale or leasing, acquisition of
development rights and easements and management and construction of
revenue—producing facilities, such as housing and commercial recreation
facilities.

Athough each organizational structure would reguire a somewhat
different approach to financing, basic requirements are likely to be
similar and available resources will not be substantially different.
For simplicity, it is assumed that cne State agency is responsible
for the kinds of activities necessary to implement a coastal plan

on a statewide basis.



2. Approach

The approach of this report is to estimate levels of funding
required for implementation of the coastal plan on the basis of
different levels and types of effort which the state as z whole may
undertake to achieve coastal objectives. Once the magnitude of costs
has been identified, alternative sources for funding these costs are
identified and evaluated for two broad categories of functions: (1)
administrative functions, including planning, regulation and
enforcement activities of an agency similar to thé existing
commissions; and (2) a major capital program of acquisition, defel—
opment, conservation and restoration of coastal resources, a set of
activities now dispersed among many agencies or not undertaken at all.

Problems of the impacts of taxation on coastal policies, inter-
jurisdictional fiscal inequity in coastal management and conservation,
and personal gains and losses from coastal management activities

will be considered in a different report.

Levels of Funding Required to Carrvy out the Coastal Plan Policies

1. Administration, Planning, Regulation and Enforcement

Operationél requirements of the successor coastal agency will depend
primarily on its role and jurisdiction. The existing commissions have
major planning responsibilities in an area defined as the coastal
zone by the California Coastal -Zone Conservation Act. That area is
bounded by the three-mile seaward limit of the State's jurisdiction
in ocean wabers and the "highest elevation of the nearest coastal
range" (with areas in los Angeles and Orange County limited to a

distance of five miles inland)from Mexico to Oregon. This area
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contains 15 countiés, over a hundred cities and much of the St ate's
population and economic resources.

Permit review is presently exercised within a much smaller coastal
strip, defined as the "permit area." This coastal strip consists of a
1,000-yard band of land inland from the mean high tide line and coastal
waters and islands within three-miles seaward of the mean high tide.

It represents a very small portion of the land area in the coastal
zone and contains the c¢ritical coastline and foreshore.

Average annual expenditures of the current coastal commissions
totals about $2.5 million, including planning and regulation by permit
review. This level of expenditure involves_general policy plamming and
does not permit detailed planning for particular parts of the coast or
coastal zone or for particular elements of coastal concern. Costs of
the permit review process including project review and preliminary
formulation of regulatory policy are estimated at about $1.2 million
anmually on the average, with the remainder devoted to planning.

These costs appear to represent the minimal possible level of effort
required to carry out the purposes of Proposition 20; in fact, avail-
able funds fall short of needs for adequate planning and permit review.

Rrture costs of planning operations are not likely to vary according
to the precise ﬁerritorial Jurisdiction of the successor.agency, since
planning problems and issues involved at the coastline do not respect
any artificial boundaries. On the other hand, costs of permit
review are related to the number of permits which must be processed
and evaluated and these will vary in accordance with the size of the
~ permit area. In general, however, costs of permit reviéw appears to

decline relative to the distance of a project‘from the coastline, at
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least in urban areas, because of the less dramatic conmection to
coastal resources and issues. Costs of planning operations will be
dependent chiefly on the kind and level of detail of planning to be
undertsken by the successor agency. Total planning and regulatory
costs will depend on the precise scope of activities of the coastal
agency and the type of regulatory structure devised.

Table 1 presents very rough estimates of costs to be Incurred at
the state level for different types of planning and regulatory systems
and for different territorial Jurisdictions. As indicated, costs may
range from a low of $2.5 million, based on a combination of planning;
and permit review similar to that carried out today to a high of -
$15 million plus, based on expanded areas of permit review or other
forms of State regulation of land use and developments in the coastal
forms of State regulation of land use and developments in the coastal
zone and a more debailed and more intensive planning effort. Costs

of permit review for the entire coastal zone are virtually impossible

to estimate but it is known that the costs would be very high since

a substantial amount of development activity occurs in the major
metropolitan centers which are at least partially located in the

coastal zone. On the other hand, costs of permit review are unlikely

to vary substantially if the present permit arca is expanded or contracted
only slightly based upon thé operating experience of the present cormds—
sions. Local plan review by state and regional coastal agencies would,

on the other hand, require differing demands depending on the size

of the area subject to plan review requirements since the nmumber of
agencies whose plans would be involved would increase as the jurisdiction

expanded inlard.
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TABLE 2

COMPARISON OF PLANNING AND REGULATORY COSTS
WiTH CURRENT COSTS FOR ALTERNATIVE SYSTEMS

Existing Commissions Roles:
Policy Planni '
olicy Planning for Coastal $3, 700,000
Zone and Permit Review for -

Coastal Strip (Basic Need)

Addition of role of plan

review for local & state

plans in strip & coastal $4,100,000
neighborhoods & reduction-

cf permit area to coastline

Addition of role of plan

review for local and state ’

agency plans inm the entire

coastal zone and permit $5,000,000
review in the 1,000 yard
strip & in coastal neigh-
borhoods & critical in-

land areas

Detailed planning and zoning

for coastal strip, neighbor-

hoods & critical inland areas $7,500,000
as well as pelicy planning

and plan review in coastal

Zone.

Seetext for elaboration

Source: Table 1



Certain types of regulatory systems, such as one similar to
local zoning, would require much more detailed planning at the
regional and State level in order to establish adequate regulations
and to continually up-dste them. Therefore, the costs of this
type of regulation are combined with the costs of necessary planning
support for it. These costs would vary directly with the size of the
area involved.

Detailed planning for particular areas and substantive character-
istics of the coastal zone would require a substantiél increase in
planning staff and effort at the tate and regional levels and would
in part involve an assumptlon of responsibility for plamning initiative
formerly residing at the local level but not necessarily being under-
taken at the level. The size of the jurisdiction would have a direct
effect on costs, unlike that likely from a general policy-planning
approach.

In order to cover a range of realistic potential funding
requirements for cperations of a successor agency, four levels of
fpnding requirements, representing different combinaticns of planning
aﬁd regulatory roles are shown in Table 2. The first would represent
essentially a continuation of the current functions of the coastal
commissions and their staffs. It is estimated that about $3.7 million
would be required to provide adequate staffing for continuing planning,
compared to existing funding at about $2.5 million. The increase would
represent a doubling of planning staff (because present pace and incomplete-
ness cannot be sustained) and a small increase in permit review staff.

The second alternative would add to the responsibilities of the
coastal commissions and staffs, the review of city and county plans

within the coastal permit area for conformance with coastal policies
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and review of State agency plans and programs which involve activities
within or direchly affecting the cosstline. These responsibilities
would require additional staff for plén review, as well as additional
commission responsibilities for plan certification and approval. This
alternative alsc assumes a reduction in the permit area to a small
strip of land immediately adjacent to the coastline. This alternative
is estimated to require funding of somewhat in excess of $4 miliion
annuélly.

The third alternative would involve an expansion of the permit
area to include a1l of designated coastal neighborhoods (see Intensity
of Development) and local and State plan review and certification in
the entire coastal zone. .Costs for adequate staffing and review are
estimated at about $5 million or about twice the current level of
funding.

The fourth alternative would involve detailed planning and zoning
for the 1,000 yard coastal strip, plus the remainder of coastal
neighborhoods and critical inland areas chiefly in less developed
counties, as well as local and State plan review in the coastal zone.
This level of effort and type of structure is estimated to require
funding at about $7.5 million annually.

In summary, costs of coastal agency operations could range from
$3.7 to $7.5 million annually under various alternative planning
and regulatory structures. Funding requirements below or above these
amount s would vary accordiﬁg té the commitment to an adequate planning'

effort on a continuing basis and enforcement of the coastal plan.



2. GCosts of a Major Program of Coastal Management and Plan Implementation

In addition to planning and regulatory requirements, various elements
prepared for the coastal plan contain policies which call for or imply
the need for funding of new programs, activities, acquisitions, and
research which will reguire funding if tﬁe coastal plan is to be im-~
plemented. Many of these funding requirements-represent new costs which
should be incurred by existing agencies or under current programs to carry
out the policies of the plan. Others involve major new commitments
of resources necessary to supplement the new role of the coastal commissions
and may be administered either by the successor coastal agency or other
State or local agencies. |

There are a wide range of activities requiring new funding in
accordance with these policies. Some involve only minor costs;
others require major outlays. Due to the lack of data about precise
funding requirements until actual programs are developed, it is
not possitle to make precise estimates for each or for the overall
effort. It is possible, however, to establish the order of magritude
of reguirements, based on programs requiring major capital outlays.

The State Department of Parks and Recreation has estimated that at
least $1 billion will be required by 1980 tec acquire sufficient

coastal areas to meet recreational demand (Recreation Flement ).

This is undoubtedly the single most costly item which would be included
in a comprehensive program of plan implementation. If this amount

were to be raised by means of a State bond issue with interest at

5 percent for 20 years, the annual cost to retire the bond would

be about $60 million, If funded out of annual State revenues between

—] P



1974 and 1980, the annual requirements would be in excess of $175
million, assuming continuing inflation at a rate of at least
6_percent in development costs and annual increases in land costs
of at least 10 percent.

On the basis of the last year's experience in permit review, an
additional $10-$15 million amnually is required to acquire lands
proposed for development which should not bte developed at all either
because they threaten critiéal cecastel resocurces, such as estuaries
and other wildlife habitats, will destroy vistas or eliminate the.
scenic character of parts of the coastline, will result in intensities
of development which cannot be supported consistent with coasfal
policies, (such as the many undeveloped subdivision lots) or present
other problems which cannot be dealt with adeguately through permit
review, such as infolerable losses to propérty owners caused by
refusal of permission to develop.

.Additional costs are required to carry out research, demonstration
projects, development of new techniques for accommodating varied
coastal uses with minimal damage to valuaﬁle regources, improving
access to coastal recreation areas, restoring damaged coastal
environments, redeveloping and rehabilitating older coastal ccmmunities,
and increasing the available supply of low and moderate income housing
on the coast. |

In general, it can be stated that the overall magnitude of funding
requirements for at least the next twenty years will be in excess of
$100 million annually to implement the coastal plan, in addition to
costs now being incurred by various State and local agencies in

coastal-related programs. The largest proportion of these costs are
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required for acquisition of areas for permanent public recreation use,
preéervatiou of wildlife sanctuaries, and preventing intense development
of areas where such development conflicts with the objectives and policies
of the coastal plan, all of which involve public acguisition of
private land.

The value of all privately-held, undeveloped land in the immediate
shoreline area (up to 1,000 yards) is not known but is estimated at
about $3 to $6 billion if costs per acre range from $10,000 to $20,000

on the average.

Potential Means of Reducing Funding Requirements

Due to the high costs involved in a major program of coastal
management and preservation, consideration has been given to means by
which Apen space, coastal resources and essential coastal-—dependent
uses might be preserved short of public acquisition, ownership and
management of most coastal lands. Some of these methods hold promise
in specific situations of being able to achieve coastal objectives
at a lower cost than public acquisition; iﬁ some cases public
acquisition is only means of implementing ccastal peclicies. To a large
extent, a properly designed and. workable regulatory system, as discussed
in the section on powers, will reduce the need for public expenditures.

1. Purchase of Development Righfs and Easements Rather than Fee
Simple Interests in Land

One method by which costs of open space preservation and continuance
of existing uses can sometimes be reduced is the purchase of interests
in land which provide desired control without requiring full public

ownership and management. Development rights and easement purchases
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are described in a separate report cn Powers., This report considers
financial implicaticns of their use.

' In theory, development rights should represent only a portion of
the total value of a particular piece of property. The portion of the
value represented by develcpment rights or speculative potential should
vary according to land uée regulations (including those which might
be enforced by the coastal plan), the value to an investor of the
existing use, the value to an investor of potential development
permitted, and the tax implications to the owner of the sale of
development rights. As a practical matter, in those areas where devel-
opment pressure is great and existing uses offer a relatively low rate
of return to the landowner compared to potential uses, development
rights will represent much or most of the value of thé property.

This is most likely to occur in areas closest to existing urban
develcpment where the existingluse is for low-intensity agriculture,
sﬁch as grazing, field crops or marginal forest uses. Development
rights will generally represent the least proportion of total value
where there is little demand for a different, higher intensity use,
and/or where there is a high-yield existing use. The following chart
indicates how existing and potential uses may interact in the coastal
zone to determine the relationship between total value and the value

development rights.
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CONCEPTUAL CHART.
GENERALIZED TENDENCY FOR CONVERSION OF LAND TO URBAN USES

HIGH
Commercial
Multi-family Pressure for development
or conversion = ratioc of
Land development rights value
sin irgaﬁnﬁt to total value
Value g 4
for Large lot
single family
Potential
Us Small 1ot
e second home
Large lot
second home
LOW
Grazing Artichokes Strawberries Camping Second
Forest  Brussell Avocados home

Sprouts Vineyard

Land Value for Fudsting Uses

Source: Derived from Gruen & Gruen & Ass. & Sedway-Cooke, op. cit.
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Previous studies indicate the cost of land which particular uses
can support. Costs of $500 per acre, for instance, begin to make
cattle grazing economically infeasible and non-competitive with
ufban uses capable of supporting high land costs. With other crops,
supportable land costs are greater, ranging from $1,500 per acre for
brussel sprouts, $2,500 per acre for cauliflowers, $3,500 per acre
for artichokes, to $4,000 per acre for strawberries and avocados.l
Most urban or semi-urban uses commznd substantially higher prices,
ranging from $10,000 to $50,000 per acre for second-home lots in
many parts of the coast to over $200,000 per acre for intensive
urban development in major metrcpclitan areas.

In all areas vwhere there is high accessibility to.the coastal zone
from major population centers, development rights are likely to exceed
values for agricultural uses even &t the highest limits. Thisis
irue of open land in large parts of San Mateo, Monterey, Ventura,
Orange, Scnoma, Mendecino and Santez Barbara ccunties. There are,
in fact, few areas of the coastal zone where land prices do not exceed
$5007per acre, the limit for grazing, due to speculation induced by
perceived recreational subdivision potential, Only the absolute
limits on demaﬁd seem to modify pressure for conversion of grazing

Jand to urban uses.2

1 Gruen Gruen + Associates & Sedway-Coocke, Land Use Allocation
System for the Coastal Zone, COAP, Appendix II, p. 230,

2 The evidence is that absolute demand is much less than might seem
from attempts to subdivide. The rate of sales for second-home and
retirement lots in the more remote areas is relatively low and the
builid-out rate for second-homes is less than one percent per year
on outstanding lots.

-17-



The implication is that purchase of development rights, compared
to purchase of fee simples, will not reduce acquisition costs
substantially in those portions of the coast where development
pressure is the most intense. In more remote areas, development pressures
being less intense, the acquisition.of development rights will be
less expensive than acquisition of fee simple interests, so long as
there is any viable, existing use. However, it is also in these
areas that regulation of future development is most 1likely to be able
to preserve important coastal resources and open space.

However, these is one advantage of acquisition of development
rights (or easements of view or use) over complete public ownership.
Public acquisition brings with it the necessary concomitants of
public maintenance and management. To the extent that an existing
use is profitable enough to support maintenance and is consistent with
public policy, public acquisition of development rights could avold
the need for extensive public maintenance and management responsibilities.
This may be important in the case of agricultural uses or in the case
of open space operated privately for recreational purposes, including
campgrounds, beaches and fishing or hunting grounds.

In these cases, by acquiring development rights rsther than land,

the state can reduce its necessary capital outlays, even if by only
25 to 30 percent, and can reduce prospective management costs.
These savings may prove to be significant over a long period. Where
agricultural uses produce relatively high rates of retum, there may
also be many farmers who would like to continue their present use of
the land but either cannot afford the increasing taxes caused by

increased market prices or want to realize at least part of the gain

-18-



in the value of their land. Although the Williamson Act is intended to
protect agricultural uses from rising assessments (but not rising tax
rates), it does not permit an agricultural landowner to receive any of
thé increased value of his land in cash. As a result many choose not

£o enter the preserve system. By a sale of his development rights

the farmer can both realize 2 monitary gain and reduce his tax assess—

ments, an alternative which many find quite attractive.

2. Purchase and lLeaseback

An alternative to acquisition of development rights and to acquisition
of land for permanent puﬁlic use is a purchase and leaseback arrangement,
This method, by which a public entity acguires a property and leases
it for private uses acceptable to it, can also be used to protect
agricultural uses, as well as to preserve, enhance or create desirable
uses of the coastal zone. This approach has been used in the past by
redevelopment agencies and port authorities at the local level where
there is a need for flexibility to encourage desired uses of land.

From the point of view of existing landowners, sale and leasebacks
offer certain federal income tax advantages over outright sale or sale
of development rights. Therefore, such arrangements may be more
attractive to them and lower the costs to the public of preventing
conversions to development.

This method recguires a higher initial capital outlay by the
State than purcﬁase of development rights, but may cost the public less
over time. Even in the case of agricultural uses, absorbable armual

costs of 1land are likely to increase as a result of inflation in food

prices. If a public agency finances acquisition from a 1ong—tefm
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bond issue, annual‘revenues from an agriculiural lease will ultimately
exceed annual debt service on the bond.

This method can alsc be used for (1) acquisition of undeveloped
subdivision lots for resubdivision and leasing, (2) redevelopment
of land in valuable shoreline areas for increased commercial recreation,
(3) restoration of declining coastal communities, (4) banking land
for future, coastal—dependent commercial, recreational and industrial
uses, and (5) providing land for camping, parking and other ancillary
coastal facilities. |

The normal method for financing a purchase and leaseback or land-
banking program is a revolving fund. A one-time fund is established
to be used in acquiring properties. Revenues received from leasing
the properties acquired are channeled back into the fund to cover costs
of administration and other acquisitions. To the extent that a large
portion of the leases finance the costs of acquisition over time, the
revolving fund will be able to finance new activities and outlays
each year. Annual appropriations can be made to cover deficits.

The revolving_fund and revenues to be received from leases may also
Be used to provide the basis for issuance of revenue bonds to increase
the amount of capital available initially to commence a program of
acquisition. Through this mechanism the public can take advantage of
the lower costs of borrowing money resulting from the tax-exempt
status of interest on public agency debt. In turn there is a greater

¥

probability of the lease revenues being adequate to cover annual debi

repayment .

There is in excess of 250,000 acres of undeveloped land in private

hands in the 1,000 yard coastal strip, including about 50,000 acres
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in esgriculbural use [COAP Plan, Table 1]. A program involving
acquisition of from 5,000 to 10,000 acres, representing from {wo to four
percent of the total and from 10 to 20 percent of the agricultural land
would not be an unreasonable amount to begin a purchase-leaseback
programlintended to preserve the most critically threatened areas. ir
those most likely to be converted to developed uses are priced on

the average at $5,000 per écre, the initial capital outlay required
would be Trom $25 to $50 million: if land costs averaged 32,000 per
acre, the requirements would be from $10 to $20 million.

If a revenue bond backed by a reserve fund of one-year's debt
service of State guarantees were issued to support acquisition costs
of $20 million for 10,000 acres, the annual cost over 20 years would
be about $1.2 million to repay the debt. If this land were in tumn
leased at an average rental of $100 per acre per year, the net
deficit would be about $200,000 plus the cost of administration.

This is the amount which would have to be appropriated by the
legislature each year to replenish the revolving fund. The financial
feasibility of such an operation would have to be worked out for |
different types of agriéultural use and other open land uses on the
basis of supportable rentals. Overall costs can be minimized to the
extent that certain acquisitions include areas which could be developed
for commercial recreational uses, with higher ylelds, generating revenues

to support subsidized agricultural operations.

3, Dedications of Open Space and Access or Irn-lieu Fees

Another means to reduce the cost of preserving open space and
critical resource arcas in the coastal zone is to require dedications

of easements and lands by land developers during the process of
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subdivision or deveiopmcnt. This method, used for many years by cities
and counties in order to ensure the availability of adequate parks and
open space, can be very useful in those areas where there is substantial
development pressure and where the coastal plan will permit relatively
high intensity urban uses.

Since there may be a higher priority for acquisition of public
access or open space in areas different from those being propesed for
development by a particular owner, it may be desirable to establish a
system whereby those permitted to develop can contriﬁute cash in 1ieu
of open space dedications to a revolving fund earmarked for acquisitions.
This method has been used successfully by several cities to zcquire park
and recreational lands where they are most needed., Indirectly, this
would also derive funds from residents in the urban.coastal areas to
finance recreational development in the more remote areas for their

enjoyment as vacationers.

L. Develooment Rights Transfers

Transfer of develcopment rights, discussed in the.report on Powers,
does not actually involve the expenditure of public monies directly.

It attempts to avoid such expenditures by transferring the development
potentizl of land from those areas in which development is undesirable
~to those in which it is. To the extent that it is successful, public
funds do not have to be spent in preserving open space.

In many cases, however, to make this method work may require a
fund which could be used to establish a market in development rights
by buying and selling such rights throughcut the coast, By this means
an investor who wanted to build in a particular area could buy unused

development rights in another area rather than engage in the cumbersome
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process of land or development rights transfers,
It might be desirable to establish a small demonstration fund to
experiment with this idea in order to determine whether coast-wide

development rights transfers are feasible.

Mternative Sources of Revenues 1o Support Coastal Activities

Government derives its financial resources primarily from three
scurces: charges and fees for services, taxation, and grants or loans
from other governments. In some cases, these sources are supplemented
by revenues from the sale of government assets, such as mineral deposits
or land. 'During preparation of thas San Francisco Bay Plan, an exbensive
analysis of revenues to support activities similar to those of the
Coastal Commissions was conducteg.l Among the available categories of
revenue, taxation accounts for the vast proportion of governmental

revenues at all levels.

1. User Charges

While there is continuing interest in user charges to finance
governmental expenditures, their use is often impractical, inequitable
or undesirable. Use of such charges requires the existence of four
conditions: (1) +that the users or beneficiaries of a service be
clearly identifiable, (2) that they receive a special benefit not
accruing to the public at large, {3) that the cost of collection be
reasonable, and {4) that imposition of the charge nct discourage desired

use or unfairiy discriminate against those with limited resources.

i Baxter, McDonald and Company, "Powers: Sources of Funds," prepared
for the San Francisco Bay Conservation and Develcpment Commission,
April, 1968,
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User fees for ofen space preservation and recreation are generally
not equitable or feasible, If fees high encugh to cover costs are
charged for use of most recreational facilities, they will inhibit use
by low income persons. For many facilities, such as beaches and parks,
collection is too costly. In the case of open space preservation and
environmental protection, benefits are widespréad, special beneficiaries
are hard to identify, and benefits difficuilt to measure.

Thus, generally, user charges or sale of services do not provide
a practical or equitable means to support most coastal management
activities. This does not mean, however, that no special charges
should be imposed where there are special, measurable benefits to a
defined class of people or businesses or that systems of taxation should
not take account of the general distribution of benefits from coastal
expenditures. It does mean, however, that taxation will be necessary
to provide adequate funds for a meaningful program of coastal management.
Special charges may be utilized primarily for reasons of social
equity rather than to raise adequate revenues.

2. TBvaluating Revenue Sources Within the Context of the State
Fiscal System

Existing revenues, with some exceptions, can be considered unavail-
able for new activities. Accordingly, the Governor's 1974-75 budget
message requires revenue sources to be identified for each bill proposing
new State activities costing in excess of $1 million.

Proposed new taxes should be evaluated by reference to the State's
existing fiscal system. Systems of taxation and revenue production are
| typically evaluated in terms of their yield, ease of collection, equity,

and efficiency (where efficiency means non-distortive of economic decisions).
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One of the most important criteria — equity — is difficult to
evaluate for any single source of revenue withoubt reference to the
entire tax system and the nature of the expenditures to be made. A
téx with regressive tendencies will not necessarily create a regressive
fiscal system if progressive taxes are the primary source of revenue.
On the other hand, even a verf‘progressive tax will not have a fair
impact if 211 the revenues are expended iIn satisfying the needs or
desires of taxpayers with above-average ability to pay.

Presently, almost 75 percent of state general fund revenues (about
$b,bi11ion) is derived from personal income taxes and retail sales
and use téxes)each producing about egual amounts (34 percent). Bank
and corporation income taxes provide the third largest source at
13 percent of total general fund-revenues. These three taxes also have
the highest elasticity, i.e. collections increase rapidly over lime.
When local governmént expenditures are taken intc account, the property
tax becomes the'largest single source of revenue to all governments in
the 3tate. Total property tax collections, in excess of $6.5 billion
annually by all governments, exceed the combined yield of sales and
personal income taxes. Due to the recent increase in the State sales
tax rate to finance an increasing proportion of local school expenditures,
this éource will probablj be the primary source of revenue to the state
government in the next several years, outpacing income tax receipts,
and will reduce local reliance on property taxes to some extent.

Generally, the sales tax is considered a regressive tax, although
its regressivity is minimized by California's exclusion of food and

medicine from the base and by the tendency of consumption to increase

with income {at least at low rates of inflation). Economists disagree
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substantially on wﬁether or not the property tax is fegressive in its
overall impact. With the expanded homeowner's exemption and the new
renter's credit against State income taxes, the property tax in
California is probably not as regressive as in the past. However, the
property tax does currently amount to a very large proportion of
governmental revenues and has some very'undesifable effects on
development patterns, including causing development to cccur in a mann;r
contrary to local and State plamming policy, These effects have
required special legislaticn, such as the Williamson Act and Article
XTIT, Section 2.5 of the Constitution, to encourage continued agricul-
tural use where development pressure increases values and to prevent
excessive taxation of single-family homes susceptible to higher
intensity development.

Ideally, coastal activities might be financed from an increase
in income tax rates since it takes a very small increase to raise
additional revenues, the income tax is generally considered progressive,
and it is unlikely to have adverse affects on the economy or State
policies. Generally, income tax rates are not changed to fund particular
programs because it is difficult to match rates with desired yields and
because the tax is so important in terms of general support for all
State programs. Consideration can be given to special income tax
surcharges for special purpeses which would be levied over a limited
period, however, Such surcharges have been used in the past by the
Federal government to check inflation., Indirectly, voter approval
of a bond issue may ultimately involve an increase in ipcome tax rates

to accomodate the effect on total State costs of government ; whether

this is the result depends on legislative policy with regard to revenue
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production generally.

Due to the existing high rate and. general rcgressivity of the
sales tax, it is not considered an appropriate source to finance
céastallactivities. Some consideration is given to the use of a
property tax where a very low rate could produce a high yield,
beczuse the property tax in séﬁe respects reaches an even broader
base than the income tax, particularly with respect to business
assets. However, at the present time, an increase in property taxes
for any purpese is unlikely to be popular.

In general, revenue sources which are examined are fairly special
taxes or other sources which have some link to coastal activities,
can produce the nceded amcunt of revenue equitably without adverse
economic effects, and appear %o be consistent with coastal policies.
To the extent that regular existing revenue sources are to be used, there

is 1ittle reason to specify any particular rate for ccastal purposes.

3, The Coastal Zone as a Taxing Jurisdiction

Due to the geographical identity of the coast as a particular
section of the State, financing a coasbtal management program from
taxes within that territory has a certein initial appeal. One method
would be to create a special taxing district or to levy taxes only
within a specified area, This approach is similar in concept to the
use of benefit charges or fees and requires identification of
beneficiaries of coastal management as justification.

Various taxes can be levied within a sub-state area if so desired.
A benefit theory of taxation would call for imposition of such a tax
so as to charge the costs of a program to those who benefit. This is
the underlying raticnale for the creation of special districts.
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Consideration ﬁas been given to three generalized areas which
might be considered '"benefit zones™ of coastal programs for taxing
purposes: (1) the immediate shoreline area, involving distances
inland from the mean high tide line of from a few hundred feet to
1,000 or more yards, or alternatively an area defined in terms of
access to or view of the water; (2) a coastal zone of variable width,
defined tepographically in a manner similar to the definition in the
Ccastal Conservation Act, intended to represent z geographical area
intimately tied to the ocean and the shoreline and ecologicaily a
part of the coastal environment, including the substantial population
which has settled in the coastal plains, or coastal countiesl;-(B) a
coastal access zone, defined in terms of some distance to the shoreline
(perhaps 30 miles or one hour) intended to include that population
and area which tends to meke primary use of the coast a2s a recreational
resource and which generates significant demands on coastal resources
in the consumption of energy, fcod, and land.

As indicated by Table 3, no reasonzble system of taxes levied
;olely on population and businesses within the immediate shoreline
area, is likely to produce adequate revenues for the functioning of
a coastal agency, much less for a major acquisition program. Therefore
while it may be desirable for reasons of equity or policy to levy
special taxes on occupants or developments within this area revenue
reguirements demand a broader base.

More importantly, it is difficult to Jjustify the imposition of
taxes solely within this zone since users and beneficiaries of the

coast clearly exceed the small number living or doing business here,

1 Although the 15 coastal counties define a somewhat arbitrary area
in terms of natural ecology znd demographics, these Jjurisdictions
might serve as a surrogate for a coastal zone to simplify taxation.
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The second areé — the coastal counties — would tend to include
more of the direct beneficiaries of coastal management but the
vagaries of topography would creaté substantial inequities in the tax
burden among cormmmunities throughout the state. For instance, a resident
of Los Angeles County living 30 miles from the coast in eastern
L.A. County may have access as good as that of a resident of San Jose
and yet would be paying a tax where the San Jose resident would pay
none. Some cities, such as San Francisco, Santa Cruz and Santa
Barbara would be wholly included. Others, suéh as San Bernardino,
Qakland and San Jose would be excluded. While the concentration of
§0pulation inlthis area along the California coastline would probably
provide a base generating sufficient revenues at some reasonable
tax rate, it would be difficult to justify the exclusion of other areas.
Thé third 2lternative for a sub-state taxing area would iﬁvolve
definition of an access area, If defined as a one-hcur driving time
such a zone would take most State residents who benefit significantly
from coastal conservaticn., However, this area would contain over
80 percent of the state's pOpulation,econoﬁic activity and taxable
resources. Given these facts a sub-state taxing scheme seems unnecessary
and unduly cumbersome for purposes of achieving an equitable method of
financing widespread benefits from coastal management.1 It would
certainly be very difficult to identify and define a fair and workable

accesg zone,

1 In this context it should be noted that the State as a whole finances
conservation and management of important inland areas, as well,
including the state forests, Tahoe Basin planning and management,
and many parks and recreational areas, These areas, like the coast,
benefit both residents with immediate proximity and residents in
the more distant major urban centers.
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Considerations such as these support statewide financing
of coastal management and conservation activities from taxes
collected on a statewide basis and from other sources of revenue

available to the State as a whole, rather than to a smaller area,

L. Earmarked Revenues versus Annuzl Approovriations

It is increasingly common, where a funding need is generated
by a new activity or agency, to look for sources of revenue which
can be earmarked for the desired purpcse or agency. This approach
is often useful or necessary in the case of new regional or local
activities, either because no existing general purpose government
has broad taxing powers within an appropriate jurisdiction or
because benefits are expected to accrue to a small population.

At the State and Federzl level,'earmarking of revenues for specific
purposes is sometimes Justified on the basis of z tangible felationship
between the source and the object of expenditures, such as gas taxes
for the highway trust fund and oil revenues for the land and water
conservation fund. More often than not, the real reason for ear—
marking revenues for a spscific purpose is to fund a long-term
cemmitment or to free a particular function from the normal budget

and appropriation process., Over time, this approach distorts the
revenue system and limits flexibility in responding to new needs.

It is least Justifiable where program benefitis are widespread and

costs are variable over time,

The enaciment of the California Coastal Zone Conservation
Act by voter initiative and its expressed purposes encourage an

approach to future financing of coastal management activities that
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guarantees an adeqﬁate and fully-funded planning and implementation
program. On the other hand, the act's provision for self-expiration
indicates an expectaticn that the legislature will finance future .
activities in accordance with accepted principles and practices of
public financing. Thus, the question of means to financé future
coastal management is complicated by opposing ﬁendencies and is
further complicated by the special nature of coastal resources and
by the long-term financial commitment required to protect and enhance
the coastal environment and its recreaticnal potential.

The general approach taken here is to evaluéte revenue sources
differently for two brosd functional categories. On the one hand,

operational requirements of a coastal agency related to planning,
regulatory and enforcement activities are assumed to be financed by
anAQZi*iegislaﬁive appropfiations from the genéral fund, like the
requirements of other State agencies. It is anticipated that related
financial requirerents, such as assistance to local government in
coastal planning and maintenance of coastal resources research and
monitoring efforts, and program operations, the costs of which will
vary over time,may be financed in the same manner. On the other hand,
a major capital outlay program involving land acquisition, open space
preservation, marine protection and resource enthancement implies a
long-term commitment of large magnitude and requires either a major
bond issue or earmarking of special revenues or both. In accordance
with this distinction, the remainder of this report identifies revenue
sources that could be used to cover the general magnitude of annﬁal

appropriations from the general fund likely to be required in the next

five or seven years for coastal planning and management operations of

the successor coastal agency and a different set of revenue sources
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that might as well be earmarked sclely for coastal acgquisitions and

similar capital outlays over the next 20 years.

Financine Planning, Rerulation, Enforcement, and Administrative Acltiv—
ities; Assistance to Ceoastal Cities and Counties

Although the coastal agency's requirements will be small in terms
of the total State budget, competition for funds requires some attention
to sources of funding. - The range of costs to be funded has been identi-
fied previously to be from $3.7 to $7.5 million annually. In addition,:
local governments will require increased revenues to carry out necessary
local planning efforts as well as to improve maintenance of coastal
recreational areas. The amount required is not known and is likely to
vary among communities and from year to year. Revenue sources suggested
for possible use jinclude permit fees, a State transient occupancy tax,

a State property transfer tax, a State land gains or real property gains
tax, an oil shipment excise tax, and Federal grants under the Coastal
Zcne Management Act of 1972. . Scme of these sources could produce sub-
stantially more revenue than is required for the coastal agency, even

at very low rates. OConsideration is given to.their use in assisting
local goverrments in the coastal zone to improve coastal planning,
environmental protection, and maintenance of coastal recreation faecil-
ities, Problems incurred by coastal cities and counties in bearing the
costs of coastal beaches and parks used by residents from throughout

the State are discussed in the Recreation Element.

1. Permit Fees

If a permit system similar to that which exist teday contimues in
the future, permit review activities will have to be funded. Current
costs are about $1.2 million per year for both State and Regional
permit review. Future costs in today's dcllars ¢ould range from $1 to

1.5 million depending on the size of the permit area. (See Table 1).



These expenses may be financed through the establishment of a permit
review fee system.. Use of permit fees to finance permit review has
the advantage of flexibility. Fees can be revised rather easily as
total costs vary. -

The purpose of such a fee schedule is to recover for all the tax-
payers of the State at least a portion of the costs regulating coastéi
development., Use of permit fees to finance regulation of coastal
development is justified for two reasons: Fifst, those building or
developing in the immediate shoreline area generate the need for review
ard analysis; second, those who use or occupy the shoreline area amd
benefit from proper regulation and management should bear the costs of
that regulation. Since permit fees will normally be borne by developers
or passed along to occupants by developers, permit feés can be viewed
as a tax on the special benefit of occupying the critical coastal
resources represented by the land at or near the water's edge.

The costs of processing applications for permits are not difficult
to determine given sufficient data upon which to base an estimate.
Originally the Commission, being a new agency, did not have such infor-
mation and adopted a fee schedule which did not recover the costs of
review.

In this schedule, fees were levied according to procedural classi-
fication. That is, they were levied in accordance with whether or not
a project is subject to administrative approval, is placed on the
consent calendar, or goes to public hearing. The fees were $25 for an
administrative permit, $50 for consent calendar permits, and $250- for
permits going to public hearing. Although the intention was that the
fees bear some relabtionship té the costs of reyiew, there was no attempt

to relate charges to the value or nature of the project and the same
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fee was levied regardless of whéther the project involved a single-
family home, a 200-unit condominium, an oil refinery or a shopping
center.

The essential difficulty in designing a fee schedule is the
balancihg of the need to cover costs with fairness to applicants.

The costs of processing permits do not necessarily vary with the size

of the project. A multi-million dollar project might raise few

coastal issues, thus allowing speedy permit processing, while a single-
family residence in a scenic area might reflect lengthy and complex
staff and Commission study. Were the single-family homeowner, in

this case, faced %o beaf the entire administrative cost of processing
the permit, the burden, in terms of the fee as a percentage of the total
cost of the project would be undyly heavy, and would act as a rcgres—
sive tax on smaller developments.

Analysis of current expenditures and revenues related fo permit
review activities indicates that the original permit fees covered
only about 60 to 80 percent of expenditures attributable to Reglonal
permit review, depending on the Region. 1In addition; no fees were
charged for zppeals to the State Commission, and public agencies pay
no fees on their projects; as a result, total permit revenues covered
only ‘about one-third of total expenditures incurred in the permit
function.

Mlthough there is no statewlde information on the characteristics
of projects for which permit applications were filed under this
schedule, very good information exists for the South Coast Region,
which represents about 4O percent of all applications filed and 50

percent of the permit revermes.
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Table 4 presents an estimated breakdown of projects for which
permit applications were received in the South Coast Region between
March 1, 1973 and February 28, 1974. Although the breakdown is likely
to be different in other regions, the use of the South Coast data
presenﬁs a fairly good approximation which can be revised later.

During this period, permit revermes were about $200,000 (see
Table 7). It is estimated that costs of permit review at the Regional
level were at least $350,000, Appeals to the State Commission from this
Region represent about 50 percent of total appeals and State permit
review costs were about $175,000, Therefore, total expenditures at-
tributabie to permit applications in this Region are estimated at
about $425,000. To finance this from permit fees would reguire more
than doubling of permit revenues., The following table indicates the
average fees pald for all categories of projects in the South Coast
Region bty type, size and value. As the table indicates, there was
no reasonable correlation between the fees paid and project characteris-

tics,.
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TABLE #5

AVERAGE FEES PAID FOR PERMIT APPLICATIONS
BY TYPE, SIZE AND VALUE OF PROJECTS
SQUTH COAST REGION, MARCH 1, 1973 - FEBRUARY 28, 197L

Average Fee Average Fee Average Fee
per Project per 100 - per $1,000 of
Project Type Application sq ft Construction Cost
Commercial $ 96 $ 0.46 $ 0.17
Industrial 111 0.63 0.23
Single-Family
Residential 59 1.74 0.82
' ($35/unit) -
Multifamily
Residential - 131 0.83 0.23
($6/unit )
Public Utility 87 _ 1,98 0.08
Recreation 86 1.62 0.29
Demolition L5 0.90 0.29
Dredging 15 NA 0.03
Other 91 - 0.73 0.17
TOTAL 90 0.88 0.23

(NA = not available)

Source: A sample of projects in the South Coast Region for which data
was collected by the Sea Grant Program, University of Southern
California.
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In addition, due to the fact that permit fees are levied in accord-
ance with the category of permit révigw required, there is a substantial
discrepancy between fees charged and values of projects even within
specific types, as the following table indicates forthe four major cate-
gories 6f projects. As a whole, relative to the value of work for which
a permit is sought, the highest fee was paid for the least amount of
vaiue, since administrative permits are issued largely for minor repairs

and improvements.

TABLE #6

AVERAGE FEES PER $1,000 CF VALUE
FOR FOUR TYPES OF PROJECT BY TYPE OF PERMIT,
SOUTH COAST EEGION, MARCH 1, 1973 - FEBRUARY 28, 1974

Permit Type

Administrative Consent Calendar Public Hearing
Single~Family
Residential $ 1.57 $ 0.83 _ $ 1.43
Multifamily
Residential 2.2 C.71 1.76
Commercial 2.40 .71 . 2.07
Industrial 240 0.28 1.37

Source: Derived from a sample of building permits for which estimates
of construection costs are available; collected by Sea Grant
Program, University of Scuthern California.
Examination of detailed data on the values of projects for which

permit applications are filed also indicates that there was a wide range

of values of projects, even within categories, with homes ranging from
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$50,000 to over $200,000 and commercial projects showing a similar range.
This indicated the need for a permit fee schedule that bears some
relationship to value. Although use of value as a base would tend
toward greater equity, it is difficult bo verify cost estimabes supplied
by project sponsors, particularly where there is an incentive to under-
estimate. This has been a problem with building permit fees. To the
extent that size is a good proxy for wvalue, which should be generally
true at least in the case of new constructioﬁ, a permit fee schedule
based on size for the major p;oject categories can achieve a fairer
relationship between fees and values of projects .or improvements for
which applications are made. Size is far more susceptible of veri-
fication and can provide a suitable substitute in most cases.,

Although estimates can only be made on the basis of the average
project within each type, a fee schedule should provide for variations
on the basis of size and the nature of improvements, particularly
for residential projects. The nature of the permit {whether adminis-
trative, consent calendar, or public hearing) should not be a relevand
factor. The purpose is to finance the review function equitably in
accordance with the benefits obtained by the project sponsor or future
occupants or users.

On the basis of the information received from the South Coast and
18 months experience with the original inadequate schedule, the Com-
mission revised them in accordance with the critera set out above.

The revised schedule of fees maintains a fee of $50 for a single family
residence amd increases it to $50 for consent calendar items. Major
~developments under the new schedule must pay between $250 to 2,500 -

depending upon size and cost of development. Minor projects, those

under $1,000 may have the fee reduced to $50.

N



From the South Ccast information it appears at least in terms
of revemue generated from multi-unit residential housing development
the revision will increase revemies by over 100 percent.

Without complete examination of all the Regions' permit applica-—
tions it is not possible to thoroughly forecast the potential revenues
under revised fee schedﬁles for the statewide permit operation. How—
ever, it 1s likely that at least the more urban Reglons, which generate
most of the applications for permits, will follow patterns similar
to those In the South Coast and the revenue impacts will be about the
same. The bulk of permit fees must be derived from residential permits
if this function is te be self-financing, slthough higher average fees
can be charged commercial and industrial developments,

On the basis of extrapolation from data on the South Coast, it is
clear that a revised fee schedule could produce from 31.2 to $1.5 million
annually on the basis of current permit trends. This would be adequate

to cover the costs of permit review.
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2. Grants under the Coastal Zone Management Act of 1972

Mthough Federal matching grant programs should not ordinarily be
considered as regular revenue for any State program, the federal Coastal
Zone Management Act is wmususl. Its apparent intent is to provide
a source of revenues to finance on-going coastal management activities.

The act provides for three types of grants to States.

The first type of grant authorized by the act is a "management
program development grant™ or "Section 305" grant. These grants are
available to cover up to two-thirds of costs incurred in developing a
coastal management program. The Coastal Zone Commission is receiving
a $720,000 grant for fiscal year 1973-74, to be expended by April 197%.
This grant constitutes 10 percent of ﬁotal appropriations, the maxdmum
percentage which any state may receive. The act limits such grants to
three consecutive years for any one State, and California's share will
probably be expended by the time the legislature adopts a coastzl plan.

Once the Secretary of Commerce, acting on the recommendations of
the National Oceamic and Atmospheric Agency (NOAA), the administering
agency, accepts a coastal management program developed and adopted by a
State, the State agency respensible for coastal management becomes
eligible for "Section 30&" or "administrative" grants. These are
intended to cover up to two-thirds of State expenditures in coastal
management; each stéte is limited to a maximum of 10 percent of total
appropriations. California's program is likely to qualify amd
California will be one of the first eligible states. There are a total
of 3l eligible entities (30 states and 4 territories) under the act,

California is the most populous (10 percent of U. S.) and has a long

shoreline., At least in the near future it is réasonable to expect



that California would qualify for the maxdimum 10 percent of total
available appropriations. Cnce other states develop coastal plans,

there will be more competition.

The Section 306 grant program is authorized to be funded at a rate
of $30 million anmually from fiscal year 1974 tﬁrough 1977. There have
been no appropriations becéuse there are no eligible programs. Only
$2.1 million has been requested for FY 1975, based on anticipdted requests
from a few eligible entilies, probably including the San Francisco Bay
Conservation and Development Commission., The section would have to be
reenacted in 1977 for later fiscal years.

The administrative grant program would probably be available to
finance continuing planning and regulatory activities involved in imple-
mentation and refinement of thé State*s plan, as well as enforcement,
and research and demonstration projects. Generally, the attitude of
NOAA is that the Bureau of OutdoorJRecreation's Land and Water Conser-
vation Fund should be used for major capital outlaysl.

Since the grants must be matched with State or local funds, revenue
will have to be found to provide the matching funds from other sources,
If permit fees went into the State general fund and direct appropri-
ations were made to finance plamning and regulatory activities, such
zppropriations would probably qualify as matching funds. Thus, the permit
fees would effectively serve this purpose.

If it can be assumed that the program will be fully funded at
$30 million annually at least through 1980, then California may be
expected to receive up to $3 million annually. When added to necessary
matching funds of $1.5 million from the State, this program would provide

a total of $4.5 million, a major portion, if not all, of the operating

1 Conversation with Ms, Judy Penna, Office of State Affairs, NOAA,



costs of a coastal agency. If permit feces are revised to bring in about -
$1,200,000 per year (three times the current level), the net cost to the
State of matching funds would be only $300,000 per year. More consérva-
tively, California may only receive $1.5 to $2.0 million. Although

the Federal grant program cannot be relied upon indefinitely, it might
provide major funding for coastal agency operations during the rest of

this decade.

3. New or Increased Taxes

Depending on the regularity and level of funding under the Coastal
Zone Management Act and permit revenues, new revenue to support the
planning and regulatory functions of a coastal agency, and ancillary
functions, could range from $500,000 to $6 million a year. This
section discusses taxes which could be used to raise part or ail of this
amount and to finance other coastal programs, particularly at the local
level, Table 8 (see following page ) presents estimated revenues derived
from imposition of selected new taxes to finance the coastal-planning
and regulation and related purposes.

a. State Transient Occupancey Tax., This tax is equivalent to

a sales tax on hotel and motel room rentals. It is presently levied by
almost all counties and cities in the State; there is no State tax.

The typical local rate is 5 percent, the maximum rate permitted under
State law, except for chartered cities and counties.

The rationale for increasing the rate of this tax to finance
coastal activities is found in the strong attraction of the coastal zone
and activities located within it to tourists and State residents trav-
eling for pleasure within the State. The tax is one means by which the

benefits from coastal planning and management can be financed in part
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TABLE #8

ESTIMATED REVENUES FROM NEW TAXES
TO SUPPORT A SUCCESSOR COASTAL AGENCY
(1972-73 Dollars)

Estimated - I1lustrative Annual Revenues
Tax Base (000's) Rate (000*s)
State Transient
Occupancy Tax $676,500 1 percent _ $ 6,765
State Property
Transfer Tax $25, 400,000 10¢/$500 5,080
0il Export-~Import 190,000,000 to 1g/barrel 1,900-5,000
Tax 500,000,000
barrels
Property Tax $60,000,000 1¢/$100 6,000
Cargo Velue
Excise Tax $10,000,000 0.1 percent 10,000

Note:

The estimated base for the transient occupancy tax is estimated
from cecllections by cities and counties during FY 1972-73 on the
assumption of a 5 percent rate, which is used by almost all
counties and citles. The base for the property transfer tax is
estimated from collections by citles and counties during the

same year, based on a fixed rate of 55¢ per $500 in velue of
property transferred. Estimated receipts from a tax on petroleum
exports and imports are based on shipments in the period January
te June, 1973, and projeciions in the element on Water Transpor-
tation for imports in 1980.

by out-of-State visitors and by inland residents of the State who travel

to coastal communities for vacations and weekends. About three-fourths

of all hotel and motel tax revenues are earned in the coastal counties

and over 85 percent of the State total is earned in counties within 30

miles of the coast. An increase of one percent in this tax, to equal

-



the rate of the statewide sales tax, is unlikely to diminish tourism in
the State.

Cpposition to such a tax is likely from the hotel industry and
from counties and cities which presently have exclusive use of this
scurce. In 1973, statewide receipts by counties and cities exceeded
$30 million. An attractive possibility would be to share the reveme
from a statewide levy with coastal cities and counties to defray some
of the local costs attributable to visitors to coastal atiractions.

The disadvantage of the current tax to coastal cities is that many tour—
ists stay at inland hotels and mctels and visit the coast during £he
day. Thus, cities receive revenues from the tax but do not necessarily
bear the costs tourists impose for beach maintenance, police protec-—
ticn, and transportation (see Recreation Element).

L survey of visitors from ocut cf State and of State residents
taking pleasure-trips in 1966 indicated that 76 percent of all ocut-of=-
State visitors traveled to coastal areas and that 14 percent visited
coastal beaches. In addition, 85 percent of all resident pleasure trips
were made 10 coastal areas, with trips to-the beach representing the
largest single category of day travel for pleasure (30 percent).

If half of statewide receipts were shared with local governments—
at least $3.4 million—this amount would exceed current collections by
coastal cities, If the local share were divided 75 percent for coastal
cities and 25 percent for coastal counties, city receipts would increase
by almost 80 percent and county receipts by 40 percent. Actual distri-
bution of funds should be based on need, as determined from submissions
by the cities and counties each year with respect to expenditures

incurred in providing for coastal recreation.

47~



One advantage to local governments of a statewide levy is that there
would be no impact on local revenues from the local tax. At present,
neighboring localities cannot have very different rates lest tourists
chocse to stay in other commnities,

b. State Property Transfer Tax. The property transfer tax is

currently used exclusively by counties and cities under uniform State
legislation. Where cities have enacted such a tax (and virtually all
have ), recéipts are shared one-half with the county. Counties receive
100 percent of all collections in unincorporated areés and in cities
where no tax has been enacted. The allowed rate is 55¢ per $500 of
equity transferred, or 11/100ths of 1 percent, a very low rate. Statewide,
this tax generated $27 million in 1972-73 from a revernue base of $25 billion in
values of property transferred. Anadditional 10g per $500 (for atotal rate of
65¢ per $500) could generate $5.0 million more. Such a small increase,
indeed even a more substantial ircrease, is unlikely to have any effect
on real estate transactions and would not reduce existing local receipts.
The tax on the sale of a home worth $50,000 would be only $65 under the
increased rate, an additional $10. A statewide rate of 10g¢ per $500
wbuld generate an adequate amount for coastal planning and permit
functions and probably leave an additional amount available to finance
other activities, so long as other sources of revenue were available.

As in the case of the transient occupancy tax, opposition to use
of this tax by the State may be expected from cities and counties, since
such use invades a revenue source previously committed to them, This
opposition might be lessened if an additiocnal increase were grantéd for
local purposes or if some of the monies were transferred to localities
to cover acquisition and development of local recreational facilities

in the copastal zone.
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A statewide property transfer tax is itself difficuli to justify
solely for coastal purposes, sincé there is no direct link between
statewide property transfers and coastal concerns. It may be seen more
appropriate as a source for financing open space preservation throughout
the Stéte, levied at a much higher rate, in which case a large portion
would appropriately be zllccated to coastal land acquisitions. If
increased to $1 per $50C in transfers, the tax would generate an
additional $23 million a year. If 25 percent of this amount were used
to finance coastal planming and management activities, such an arrange-
ment would make almost $6 million available for such purposes. The
remainder could be used for open space and conservation planning and
management in other parts of the State.

It is also conceivable to levy such a tax only within a coastal
strip {such as 1,000 yards). As indicated before {see Table 3), such
a tax would raise only about $200,000 a year at a rate of 10g per $500
if levied in the immediate shoreline area; however, an increase of 50g
per $500 would raise $1 million. If the tax were levied only within
some strip of coastal area, it would probably discoufage property ﬁrans—
fers, compared to other areas, possibly reducing speculation. However,
the proper taxing area would be difficult to identify, enforcement would
be codstly, and there would probably be unexpected effects on the real
estate market, such as increased use of leases, rather than sales, to
market property. As indicated previously, levying of taxes only in a
specific coastal area is unlikely to be desirable or feasible for a

variety of reasons.

c. 0il Exvort—-Import Tax. A potential source of revenue which
would be well justified for coastal purposes is an excise lax on petro-

leum exports and imports. Maine apparently levies such a tax, A similar

4,9~



tax has been éuggested by Assemblyman Ken Cory, Chairman of the Joint
Committee on the Public Domain. As proposed, a cone—cent excise tax
would be levied on every barrel of oil exported, imported, or produced
in California. Revenues from the tax would be used for research and
development on oil spill clean—up and for cocastal land acquisition.

Tt is estimated that the tax might produce $6 million a year, if local
production is included. The tax contemplated here would not cover
locally produced oil which is not exported.

At the present time, it is estimated that over SO0,000 barrels per
day of crude o0il and petroleum products are imported or experted into
and from Califeormia porté. In the future, this amount is expected to
increase to as much as 1,400,000 barrels per day. As & result, potential
receipts from a one-ceni—per-barrel tax are estimated to-grow from $1.9
to $5 million by 1980. Additicnal amounts would be collected if local
production consumed in California were taxed. This source would provide
adequate funds for coastal planning and regulation, including research
and development on o0il spill prevention and clean-up. However, it is
unlikely that this scurce would contribute significantly in the near
future to coastal land acquisition, given the magnitude of the needs.

d. Property Tax. A statewide property tax, even at a very

small rate, is unlikely to be used to fund agency operaticns unless the
agency is to have independent funding authority. It is worth noting,
however, that a statewide levy of only 1# per $100 of assessed valuation
would raise over $6 million annually. This would cost a homeowner with
a 330,000 home only 58¢ a year. It is possible that the same voters who
initiated and approved Proposition 20 might wish to use such a tax to

finance coastal preservation activities. A tax of 10¢ per $100, costing
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the average homecowner less than $5 per year, would generate over $60
million per year, enough to begin a major program of acquisition.

e. Carpo Excise Tax, A total of about 25 million tons a year

of cargo, excluding o0il and other liquid cargo, moves through California
ports, worth over $10 million. A tax of 1/10 of 1 percent of the value
of cargc imports and exports would raise $10 million annually and more
as shipments increased. However, more research would be required to

determine the feasibiliiy and desirability of such a tax.

Other sources, which could raise more revenue than is required for

coastal planning and regulation, are discussed in the next section.
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Finanecing a Major Acouisition, €onservation and Coastal Enhancement Program
to Implement the Coastal Plan

Requirements for acquisition of lands for coastal recreation,
protection of critical environmental areas, and preservation of open
Bpace have been estimated to require annual revenues in excess of
$100 million for annual programs to fund State bond issues or for
other purpcses. 1f a bond issue were passed, it could be financed
from future State revenues from various sources, including the personal
income tax., The purpose of this section is to indicate other sources
of revenue, related to coastal management actions, which might be
appropriate to earmark for special programs, an annual capital outlay
program or to repay a major bond issue. Due to the magnitude of the
requirements there are few sources which will generate adequate revenues.
Mthough different sources might be used for separate programs, all
‘needs have been combined into a cumulaiive funding requirement for
purposes of this analysis. In any event, the major need is for acquisition
of recreational lands and development of recreational facilities, a
function for which long-term financing is the most appropriate. Thus,
the revenue sources analyzed should be considered as potential means
to finance a large bond issue or to make large capital outlays over a
period of about five years, as well as to support the annual costs of
special programs, such as purchase-leaseback of agricultural lands.,

The following revenue sources have been identified as alternative
and cumilative means of financing a major acquisition and conservation
program: tideland oil revenues, real property or land gains tax, coastal

airport use tax, Federal grants; a statewide property tax, property

—52—



transfer tax, and an income tax surcharge.

Potential yields from

these sources, arz estimated as follows based on current tax bases.

TABLE #9

ALTERMATIVE REVFNUE SOURCES TC FUND A MAJOR PROGRAM OF COASTAL

CONSERVATION, ACQUISITION, RESTORATION AND REDEVELOPMENT

(1972-73 DOLLARS)

IHlustrative

Scurce Estimated Base Rate Ainnual Revenues
Tideland oil
revenues N.a, n.a. $50-$200 million
Property gains $226 million to 10% $,3-3250 million
tax 2.5 billion
Land gains tax $153 to 3900 _

million 104 $15-¢ 90 million
Coastal airport _ _
use tax [45 million passengers) $1 $ L5 million
State property $60 billion/ assessed
tax valuation 102/$100 $ 60 million
State/income $2.5 billion income
tax surcharge tax payments 5% $125 million

Federal Cocastal
Management Act
grants for es-
tuarine sanctu- -
aries

Land and water
conservation fund

—

Nn.a.
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1. Tideland 0il Revenues

Tideland o0il revenues have the greatest potential yield and the
most direct relationship to coastal preservation activities of all
sources identified. The revenues are derived directly from coastal
water and submerged lands, and should be considered to fund coastal
protection. Since the coastal agency may have some role in regulating
future off-shore cil production and development, there could be a
potential conflict between its regulatory function and the desire
for revenues to finance coastal protection. However, as indicated
below, future revenues are likely to depend chiefly on the world-
-wide price ofioil, rether than on new production, lessening the
potential conflict. In addition, the link would be rather tenous in
any event between individual permit decisions and total revenues
producéd.

By way of its ownership of tidelands and submerged lands along the
coast and to the three-mile limit, the State owns all mineral rights,
including the substential off-shore oil deposits off the Los Angeles,
Ventura, Santa Barbara and Orange County coasts. Total reserves are
unknown but are estimated at over 26 billion barrels. .A portion of
this would be within the three-mile limit. Presently the major
source of revenues is the East Wilmington Field in Long Beach,
which is producing almost A0 million barrels annually and is estimated
to have remaining reserves in excess of one billion barrels. Revenues
to the State from the East Wilmington Field are based on a ;share of
production” profits. Other revenues are derived from what is
called "royalty crude" from other fields, where the State receives

royalties and bid bonuses from the sale of leases; royalties are tagged
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at the daily market price of crude oil. Although projection of future
revenues to the State from tideland oil production is very difficulb
it can generally be stated that the revenues will vary according to
tﬁe market price of crude oil, the rate of production, and the costs
of extracting the least accessible oil cver time. At the present
time, State revenues are censtrained by a ruling of the Cost of Iiving
Council to the effect that prices in effect last year must be maintained.
This ruliné is presently subject to litigation betwéen the State and
the Cost of ILiving Council. The price received by the State for its
oil averages about $4.21 per barrel, under the CLC ruling. The
average market price of crude 0il has recently varied between 310 and
$11 per barrel or more than twice the old price. It is generally
expected, given the shortage of oil and the desire of the Federal
government to increase American independence of foreign supplies, that
the market price of crude oil will level off in the future at not less
than $8 per barrel. Some economists expect the price to be near $10
and some expect the long-term price to come down to $6. If the price
does level off at %8 or higher, there will be a potential increase in
State revenues of over $100 million annually just from existing
production, at least for the next few years.

Table 10 presents trend projections by the State Tands Commission
of State revenues, most of which are from oil royalties and Long
Beach o0il profits. Total revenues under these estimates are projected
to drop from $124 million in 1974 to $87 millicn by 1977-78. These
estimates are extremely conservative because of two assumplions: a
constant average price of $4.21 per barrel for oil and a decline in

the production of existing fields and leases. There is considerable
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doubt that either qf these two assumptions is realistic. If the
effective price per barrel doubles, as expected, o0il revenues will
actually increase by at least $50 million per year from existing
fields and leases. If a price at the level holds on a fairly long-term
basis, one can anticipate constant or higher production from existing-
fields, as well as new offshore development, leésing and production.
The State Lands Commission's projections assume that the Long Beach
unit will decline in production at the rate of about 10 percent per
year. Bven if produciion continues to decline and the price increases
to an average of $8 per barrel, revenues will be about $175 million
in 1978-79 from the lLong Beach unit alone, or $105 million more than
has been projected (Table 12). An additional $20 million would be
obtained from royalties on existing leases. 1If the price stabilizes
at $8 per barrel or above more procduction is also likely. The Long
Beach unit alone could probably continue at a rate of preduction of
LO million barrels a year for at lecast 25 years. At that rate and
at an $8 per barrel price, State revenues from that unit would be
about $2L0 million a year, an increase of almost $150 million over
current revenues. An additional $50 te $100 million annually might
be gained from new leases. Therefore, 1t 1s reasonable to project
an increase in tideland 0il revenues to the State of from‘$100
million to $200 million per year. (Table 12)

Under current law, $30 million annually is allccated to the support
of the State Water Project and related expenditures {Table 11 ); thgse
revenues will continue to be pledged for that purpose until the
'project is paid for. The major portion of the remaining funds are

allocated to the Capital Outlay for Public Higher Education {COPHE}
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Fund which receives all revenues after other distributions. Revenues
which have been pledged to this fund have increased from $22 million

in 1967-68 to $88 million in 1973-7h. According to the projections

b& the State Lands Commission, the fund would receive $90 million in
1974-75 but ocnly $53 million in 1977-78. However, if revenues increase
as expected, the COPHE Fund would have revenues in excess;of $150 to
$200 million annually in the next five years. The establishment of
this fund and channeling of revenues into it is a matter for annual
legislative consideration. If adequate funds ere provided for construct-
ion of higher education facilities, a pledge of scme or all of the
unanticipated increase in oil revenues to coastal conservation
activities should be socught,

As of June 30, 1973 there was an accumilated surplus in the COPHE
fund of $132 million; however, only $21 million of that surplus was
unencumbered, the remainder having been allocated to authorized,
unfunded projects. This surplus is available during the 1974-75
fiscal year for appropfiation. The Governor's 197,~75 budget provided
expenditures totaling approximately $91 million on higher education
capital outlays, including $28.2 million for the University of
California, $32.8 million for the California State University and
College system, $19.9 million for a school for the blind, and $10
million unallocated. The $20 million surplus was carried over in the
Governor's budget. The 3Budget Bill, after passage by the Legislature
and vetos by the Governor, increased expenditures from the COPHE Fund
by $17.9 million, leaving a surplus of approximately $2 million.

Thus, $118 million is allocated to higher education facilities, including
the school for the blind, an urmsual expenditure'out of the furd. Five—

year plans of California and C.S.U.C. systems ﬁroject a need for $640



million in unfunded capital projects over the next four years, an average
of $160 million per year and an increase of 342 million over 1974~75

Outlays. 1

If all of these projects were funded, much.of the increased oil revenues
would be required. It is not likely, given trends-in enrollment, that
all of these projects will be funded. Therefore, there is a strong
possibility that coastal activities can be funded at needed levels
without jeopardizing higher education in California and without

posing a major conflict between supporters of each.

Other competition for oil revemues is begimning. In the 1974
Legislature, AB 17,0 (Green) was passed by the Assembly and sent to the
Senate. This bill would have allocated from $1 to $2 million a year
from Sﬁate lands revenues to manpower development, This would have
been a new obligation, although a relatively minor one, on tideland
revermes, The more serious compet&tion for these revenues is presented
by proposals to finance mass transit from oil revenuves. AB 3410 (Detta)
proposed to furd a three-year transit demonstration program to the
extent of $62.5 million, or about $20 million per year, a major new
demarnd on tideland revenues. In addition some have suggested financing
the Bay Area Rapid Transportation Districtt's deficit from tideland
revenues, which would amount to over $15 million anmually. It appears
doubtful that one rapid transit district in the State will receive
these statewlde revenues, but mass transit projects in general will pose
a more serious threat. Other minor potential competition was presented
by a bill (AB 1846) to create a fuel purchasing coordinating council and
a proposal to finaﬁce an exhaﬁstive inventory of State lands and

mineral resources. These proposals, if legislated, would have probably

1 Governorts budget for 197L-~-75.



required about $2 million per year.

failed to pass both houses and died in the Legislature,

However, all of the above bills

In summary, there is substantizl justification for allocation of

tideland oil revenues to financine of major coastal conservation

activities.

Given the most liberal estimates of needs for higher

education facilities, at least $50 million annually should be

available for coastal activities and it is probable thal over $100

million would be available, if the legislature assigned highest

priority to ccastal conservation (Table 13).

TABLE 13

BREVENUES POTENTIALLY AVAITABIE FOR TIDELAND OIL
AND GAS TO SUPPORT COASTAL ACTIVITIES

4

Potential Maximum Probable Minimum

0il & Gas Revenue Revenue Revernue

Revenues Potential Potential
$280,000, 000 $200,000,000 $150,000,000

Demands:

VWater projects 30,000,000 30,000,000 30,000,000

funded

Miscellaneous 5,000,000 5,000,000 5,000,000

funded

COPHE TMund at g0, 000,000 90,000,000 30,000,000

current levels

Transit - new 20,000,000 20,000,000 0

Other new 5,000,000 5,000,000 1,000,000

miscellaneous

Total 150,000,000 150,000,000 126,000,000

Potential avail-

able for Coastal 130,000,000 50,000,000 24,000,000

Activities
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2. Property or land gains tax

A tax which is often suggested as a means of financing open space

and conservation aﬁtivities and t¢ achieve greater eQuity in the tax
system is a tax on gains made in land or real property sales. A
substantial portion of the increase in land and property values is a
result of public action and investment which makes development and
occupancy of particular areas more attractive. Coastal regulation and
management can be expected to increase the value of certain properties
in the coast directly (and cause potential declines for others) and

to enhance the desirability of living in California generally, since
most of the population lives in or near the coastal zone. Recognition
of these factors justifies the desire to recovef some of the costs of
public action from the resuliing increments in value of land and
property. Secondary purposes include discouragement of land speculation
and reducing some of the inequities present in the current taxation of
capital gains at favorable rates.

The pure form of this tax would apply to land only since most of
the increased value atiributable to public in?estments acerue to land.
However, in and near the coastal zone existing developed properties
will actually benefit more than undeveloped land to the extent that
the latter is subject t0 new and stricter regulation. Also, open
space preservatlon throughout California will enhance the value of
existing developed properties. Therefore, it is reasonable to consider
both a tax only on gains from the sale of_land and a tax on gains
from the sale of all real property.

Vermont initiated aland gains tax several years ago with the
specific intention of discouraging short-term speculation in reérea—
tiocnal and other open land. The tax is levied at progressive rates
relatéd to the length of the period for which the property is held
and the proportion of gain to cost. The tax is not applicable to

sales of land held for more than six ygars.

bl




California currently taxes part of the gains from sales of real
estate through State personal and co}po:ate income taxes, However,
capital gains (those realized after holding for more than one year)
are btaxed more favorably than other forms of income, the maximum
effective-rate ranging from 5.5 percent to 7.15 percent of the gain
depending on the holding period. In addition, the Federal government
lsvies a tax on such gains at a maximum rate of 25 percent. Gains
from property used in business are fully taxable and gains from the
sale of primary residences are generally nct taxed.

Given the low rates of capital gains taxation, it 1s possible to
contemplate a tax of 10 percent or so on gains realized from the
sale of land or land and improvements in some area defined as a coastal tax—
ing zone or inthe State as a whole, Such a tax would be far easier to
levy on a statewide basis and would have less distorting effects on
market transactions. However, since it may be desirable to cﬁrb
speculation solely within the coastsl zone or parts of the coastal
zone, levying of a higher tax in that area might be considered.

It is roughly estimated that a land gains tax leviéd within the
1,000 yard permit area along the coastline would generate only
$250,000 to $750,000 per annum at a 10 percent rate; applied to land
and improvements, the yield might range from $700,000 to $2 million
per year. Most of the yield would be derived from sales within the
urban areas, such as Los Angeles and San Diego. The tax might have
some impact on curbing. speculation. Levied on both land and improvements
the maximum yield is probably no more than $2-33 million, insufficient
to fund a major acquisition program, although adequate for other programs.

To the extent that the tax succeeded in dampening speculation and to

45



the extent that ceastal regulations depressed gross values in the
coastal zone, revenues would be less.

Levied on a statewide basis, it is estimated that a 10 percent
tax on land gains only could yield from 315 to $90 million a year; if
" levied on land and improvements, the yield could range from $40 to $250
million a year. These magnitudes are adequate for major land acquisition
and recreational development programs, a reasonable portion of which
could be and should be allocated to coastal open space preservation and
recreational development. Since over 85 percent of the State's
population lives within one-hour's driving distance of the coast, it
would not be unreasonable to allocate a minimum of 50 percent of total
revenues for coastal activities., The amount available would on this
basis range from $20 to $125 million a year if both land and improvements
are taxed. This is unlikely to affect economic growth in California
‘but, would almost certainly discourage certain types of speculation.
The effective tax on such gains, compounding Federal, State income and
special taxes would never exceed 50 percent'of the gain. In most

cases the tax would be less.

3., Coastal Airport Use Tax

The three major airports: San Diego, Los Angeles and San Francisco,
serving out—of-state visitors and having the highest number of annual
passengers are all located in the coastal zone (including the Bay) and
two are located in the 1,000 yard permit area. Other airports in the
coastal zone are found in Santa Barbarz, Del Norte, Alameda, Humboldf,
Monterey, Ventura, Ios Angeles and Crange counties. Airport expansion
is continually taking place, often involving dredging and filling of

shoreline areas or displacement of elternative uses. In addition,

b6~



the three major airports account for most out—-of-State tourists to
California's coastal arecas.

Tax on passenger arrivals and departures to support coastal
conservation can be justified by (1) the high percentage of out—of-
State visitors who travel by air to the coast for pleasure purposes,
(2) the displacement by_airporté‘of beneficial and more coastal-
dependent .uses in the coastal zone, and (3) airport use by State
residents to reach favored coastal recreational areas. Passenger
traffic at the three major airports alone is estimated to be over
12 miilion for 1973. An additional amount is handled by smaller air-
ports. |

In 1968 out-of-State visitor arrivals and departures at the three
airports was estimated to be 5.8 million.1 Today it is estimated at
almost 10 million and is expected to reach 20 million by 1980. A tax
of $1 per arriving and departing passenger would raise from $20 to
$40 million annually from out—of-State visitors alone and would
provide a means for taxing out-of-State beneficiaries of coastal
preservation. However, a tax only on interstate passengers is illegal
as a discrimination against interstate commerce. There is adequatbe
justification for taxing State resident air passengers as well since
State residents benefit most directly from coastal conservation. A
tax on all arriving and departing passengers of $1 would raise from
$45 to $75 million or more each year over the next decade, depending
on the airports included. This would be a fairly progressive tax since
most air travelers tend to have higher incomes than auviomobile, bus and

rail péssengers. Much of the tax would be bornme by business and passed

1 Yconomic Research Associates, California Tourism Industry, 1568,
Supplement Number One, Prepared for California State Office of
Tourism and Visitor Services, September 16, 1969,
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along to governmént or consumers in and outside the State since much
air travel is for business purposes.

To improve equity, such a tax should probably be based on the air
fare for a particular trip but data is not available which permits
estimates of revenue potential. In addition, problems must be
investigated regarding the airports to be included in order to avoid
an unfair distrivution ef the tax burden. Soﬁe of the revenue might
be used for other environmental programs.

Collection of the tax would be relatively cheap and simple,
particularly if the tax were collected by airiines at the time tickets
are sold or at the time passengers embark and disembark. Generally,
it would be difficult to collect such a fee from visitors to the State
except at the time of departure. The State cannot probably require
wirlines to collect disembarkabion fees ab the time of out-of-state
ticket sales. However, dué to the degree of airport passenger

control, collection of the tax should not prove difficult.

L, Statewide Property Tax

Although the property tax has been increasingly unpopular in
California and is considered by many to be a regressive tax, consideration
of this source is warranted by the high and flexible yields it can
produce, the fact that most of the State's property tax base is
located in coastal counties and other counties within a reasonable
distance of the shoreline, and by the large base over which the burden
would be spread.

A statewide levy of only 10g per $100 assessed valuation could
produce $60 million per year, with revenues rising at a rate of about

104 a year. Business would pay a substantial proportion of this
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tax, including hotels, motels, industry, stores, but the largest share
would be borne by occupants of single-family homes and apartments. The
actual burden on each household would, however, be very small. A tax
at this rate would cost a homeowner with a $30,000 hcme only $6 per year.
Since Proﬁosition 20 was a voter initiative, since California residents
have indicated a strong concern gver the fate of the coastal zone, and
since all residents stand to benefit “rom coastal conservation, this
tax couid be a very reasonable means %o finance a bond issue for coastal
purpeses.,

The factors which make use of this tax unlikely, without a second
voler initia£ive, are the rscent attempts to lower overall property
taxes and the possible necessity for a statewide property tax at much

higher rates to finance public education.

5. Surcharge on the State Income Tax

The State income tax is generally considered the most progressive,
and most elastic revenue source available to the State. There are
two possible means by which an increase in State income taxes could be
used to finance coastal activities: an increase in all rates or
imposition of a special surcharge to finance coastal activities. The
latter is preferred here because it is easier to project revenues from
a surcharge and because a special surcharge for coastal activities can
be devised to raise the necessary amount of revenﬁe. A permanent
surcharge would probably be less accepteble to the legislature
than a one-time or limited duration levy.

A surcharge of 10% of net taxes due would generate at
least $125 million a year, probably increasing at 10% more

each year., This would cost the average taxpayer about $10 per year,
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A cne-time levy would.raise enough to create a revolving fund for
speciaiized coastal management activities, such as purchase and lease-
back arrangements.

The one disadvantage of the income tax &s a sole source, is that
business income taxes make up a relatively small proportion of total
collections. Only a portion of a multi-state businesses' net income
is taxable in California., The property tax levy would probably reach
a broader business tax base.

It is unlikely that the legislature will look favorably upon ezrmarking
any portion of the income tax or increasing it over a long time fof a
speéial purpose sﬁch as coastal land acquisitions., However, it might
be used both for coastal activities and other programs or a one-time

levy could be used for special projects,

6. Statewide Property Transfer Tax

This tax has been discussed as a source of financing planning and
regulatory functions, If the rate were high enough, it could also
provide reasonable sums for an acquisition program. An increzse in the
current rate from 55¢ per 3500 to $1 per $500, a total rate of 2/10'5
of 1%, is quite conceivable without any substantial effects on land
transections, and would produce an additional $22 to $25 million per
year. The same considerations previously discussed in connection with

this tax apply here.

7. Federal Grants

Several Federal programs provide matching grants for acquisition of
land and development or conservation activities which might be under-

taken in the coastal zone; a list is found in the recreation eclements.
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One is Section 312 of the Coastal Management Act of 1972. Another is
the Land and Water Conservation Fund..

Section 312 authorizes matching grants of up to 50% of total costs
épecifically for the creation and prescrvation of estuarine santuaries.
The maximum allowable grant for each project is $2,000,000. A total
of $6 million wes authorized for Fiscal Year 1973-74 and 34 million was
appropriated, Additional authorizations and appropriations will be
required if this program is to remain operational. Assuming & con-
tinuing appropriation of $6 million, California could probably qualify
for one or two major grants or several smaller ones for estuarine
preservation, assuming that matching funds by the State were made
available from other sources already discussed.

The Land and Water Conservation Fund Program is administered by the
Department of the Interior, Bureau of Outdoor Recreation. The fund
has its own source of financing in Federal oil leasing revenues and
does not require annual Congressional appropriations. The program
pro?ides for up to 50 of approved acquisition and development projects
by both State and local government, At present, the California Outdoor
Recreation Resources Plan Act provides for the distribution of funds
received from‘this program to State and local agencies. The

distribution is as follows:

State Agencies

Department of Parks and Recreation 27.00%
Department of Fish and Game - 13.5(%
Department of Water Resources 2.25%

Department of Navigation and Ocean

Development 2.22%

45.00%



Iocal Agencies N L5.00%
State Liaison Officer's Contigency 10.005
Fund

Total’ 100.00%

Over the past several years, California has received an average
of about $2.6 million per year out of a United States total in grants
of $50 million per year. With 10% of the nation's population, at
least twice this amount should be expected.

Although this Federal grant program will continue to be an important

source of revenue to finance public outdoor recreation projects in
the State and could be %ade more important by increasing California‘'s
share of grants, it is unlikely to provide for any major increase

in coastal acquisitions. Halfl of the funds will undoubtedly go to
Jocal government for local and regional projects, particularly given
the expected demise of the Open Space Lands Program of the Department
of Housing and Urban Development. However, if an additional $5 million
per year could be obtained from the land and Water Conservation Fund,
it might well be allocated to acquisition of coastal public recreation
areas since the revenues are derived from coastal o¢il drilling. In
addition, an inerease in the fund's size sheould be sought-in the form
of an increased share of Féderal 0il royalties.

To—date H.U.D.'s open space lands program has been an important
source for financing local park and recreational development. However,
this source is considered unreliable for the future, due to the
proposal to terminate the program and substitute community development

revenue sharing,
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This report has demonstrated that there are a variety of
feasible means for financing future coastal zone management activities
in California. The determination of which is most appropriate,
however, should be made when the form and extent of that management
program emerges from forthcoming rounds of public discussion and

Coastal Commission hearings.
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