
DATE  ISSUED: September  13,  2011 REPORT  NO:   11-119
 
ATTENTION: Council  President  and  City  Council

Agenda  of
      
SUBJECT: 
 

Amending  the  San  Diego  Municipal  Code  to  Provide  for  Formation  of a
Convention  Center  Facilities  District  to  Provide  Funding  for  the  San
Diego  Convention  Center  Phase  III  Expansion  Project

REQUESTED  ACTION(S):
 
Amend  the  San  Diego  Municipal  Code  by  amending  Chapter  6,  Article  1,  to  add  Division  27  to
establish  a  procedure  to  create  a  Convention  Center  Facilities  District,  a  mechanism  to  fund  a
portion  of the  funding  for  the  proposed  San  Diego  Convention  Center  Phase  III  Expansion
Project  (�Expansion  Project�).
 
STAFF  RECOMMENDATION:
 
Approve  the  requested  action.
 
SUMMARY:
 

I.  BACKGROUND

 
On  May  17,  2011,  the  City  Council  was  presented  with  an  informational  report  concerning  the
proposed  San  Diego  Convention  Center  Phase  III  Expansion  Project.   As  discussed  at  the
meeting,  the  City  has  been  working  with  the  hotel  community  to  develop  a  funding  mechanism
for  the  proposed  Expansion  Project.  The  contemplated  funding  mechanism  would  involve
formation  of a  district  involving  hotel  properties  Citywide  (�Convention  Center  Facilities
District�),  and  is  based  on  a  similar  financing  provision  authorized  under  the  Mello-Roos
Community  Facilities  Act  of 1982  (the  �Mello-Roos  Act�).  It  is  anticipated  that  this  mechanism
would  provide  a  significant  portion  of the  funding  for  the  proposed  Expansion  Project  through
the  issuance  of tax  exempt  bonds  secured  by  special  taxes  levied  on  property  within  the
Convention  Center  Facilities  District.
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II.  DISCUSSION

 
Over the past months, staff  have researched and evaluated options for the financing of the

Convention Center Phase III Expansion Project. The approach that has been determined to offer

the strongest legal and financial basis for the project is using the Mello-Roos Act as a basis  to 
establish a community facilities district (“CFD”). This is also the structure that the City of San

Jose and the hotel industry successfully used  in its convention center expansion project. 
 
The Mello-Roos Act provides significant flexibility for the financing of public facilities, and the

City has previously used the Mello-Roos Act  to  establish  community  facilities  districts  (“CFDs”)
within its territory to finance public infrastructure.  However, the Mello-Roos Act does not

specifically address the taxation of hotel properties through a collection method similar to the

one  used  for  the  City’s  transient  occupancy  tax (“TOT”), or a vote weighting methodology based
on hotel room revenue. An amendment to the San Diego Municipal Code has been prepared so

that the contemplated Convention Center Facilities District can be formed.  The proposed
amendment would provide the legal framework to establish a Convention Center Facilities

District to provide funding for the proposed Expansion Project under Article XI of the California

Constitution and the City’s  Charter  Authority, and through the incorporation, by reference in the

amendment, of provisions of the Mello-Roos Act. Below are key elements of the amendment:

 
- The special tax levied in a Convention Center Facilities District established under new Section

61.2701, et seq. of the Municipal Code would be a tax on the property owners for the use of the

property as a hotel, and therefore the electors would be the owners of the property on which

hotels are located. 
 
-  In all election procedures, the votes will be allocated to the owner of each taxable parcel of

land on the basis of one vote for each dollar of special tax that would have been due if the

proposed special tax had been in place for the 12-month period ending three months prior to the

month in which the resolution calling the election is adopted by City Council.

 
- The special taxes for the Convention Center Facilities District would be collected and

administered  in  the  same  manner  as  the  City’s  TOT, unlike the special tax for a more typical
CFD that is collected on the County tax roll. Therefore, if a property owner is different from the

hotel operator, the property owner would need to arrange for requiring the hotel operator to

collect and remit the special taxes. 
 
Similar to a standard CFD, a special tax lien would be placed on the hotel property and the

property could be subject to foreclosure if the special taxes are delinquent.  If the property owner
is a public entity, the Municipal Code amendment specifies that the lessee of the governmental

entity is considered the property owner for the purposes of a Convention Center Facilities

District formed under Section 61.2701, et seq.  As such, the City and other public entity lessors

of certain hotels in Mission Bay, San Diego Bay, and other areas would not be eligible to vote in

the district formation election, and the leasehold interest would be subject to foreclosure if the

special taxes are delinquent. 
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Convention Center Facilities District and Special Taxes
 
The Convention Center Facilities District would be structured as a City-wide district. The

boundaries of the Convention Center Facilities District would be City-wide and only properties

upon which hotels are located would be subject to the special tax.  As a City-wide district, any
hotels built in the future would become subject to the special tax. The amount of special tax and

the formula for apportioning the tax would be set forth in the Rate and Method of Apportionment

(the  “R&MA”)  for  the  district,  which  would  be  docketed  for  City  Council  consideration  with  the

Resolution of Intention to Form the District, expected in November 2011.  In addition, the
Resolution of Intention action includes the adoption of the district boundary map, which would

be coterminous with the City limits. In accordance with the Mello-Roos Act, formation of the

Convention Center Facilities District and imposition of the special tax would require two-thirds

voter approval of the qualified electors whose property would be subject to the special tax.  The
R&MA is under development.  The taxing formula is expected to involve a three-tiered structure

(hotels in the downtown area within close proximity to the Convention Center would pay a rate

of 3% of room revenue; hotels immediately outside of downtown in areas such as Mission Bay

and Mission Valley would pay a rate of 2% of room revenue; and hotels located in all other City

locations would pay a rate of 1% of room revenue), with the apportionment of special taxes

being greater for hotels located closer to the Convention Center.

 
Next Steps
 
Adoption of the amendment does not lead to formation of a Convention Center Facilities

District.  It only provides a framework for forming such a district under Article XI of the

California  Constitution  and  the  City’s  Charter  Authority.  Formation of a Convention Center
Facilities District would require several legislative actions and an election process in the next

two quarters.  If the proposed Municipal Code amendments are approved by City Council, staff

will prepare the necessary legal documents to form the Convention Center Facilities District. 
The targeted legislative time-line for the district formation is provided below.

 
Targeted Legislative Time-line for District Formation

 

 September 2011    Introduce Ordinance Amending the Municipal Code


 October 2011  Second Reading of Ordinance Amending the Municipal Code


 November 2011  Adoption of Resolution of Intention to Form District


 January 2012  Public Hearing; Adoption of Resolution of Formation of District


 April 2012   Election Held (mailed ballots)

 April 2012   Certify Election Results; Introduce Ordinance Levying Special Tax


 May 2012   Second Reading of Ordinance Levying Special Tax


 June 2012   Effective Date of Ordinance Levying Special Tax


III.  FISCAL CONSIDERATIONS

 

If the proposed Municipal Code amendment is approved, and a Convention Center Facilities

District is subsequently formed pursuant to new Municipal Code Section 61.2701, et seq., it is




 4

contemplated that the costs of formation, estimated at $200,000, would be reimbursed from

special tax revenues of the district.  These costs include the costs of Formation Counsel, the

Special Tax Consultant, and City staff costs.  The City engaged Willdan Financial Services in

August 2011 to provide Special Tax Consulting services related to formation of the district. 
Willdan was selected  from  the  City’s  As-needed Special Tax Consultant List established through

a  Request  for  Proposal  process.  The  City  Attorney’s  Office  has  identified  Orrick  Herrington  &

Sutcliffe LLP to serve as Formation Counsel, and on August 2, 2011 the City Council authorized

the Firm to provide Formation Counsel Services Regarding the Formation of a Convention

Center Financing District.
 
In addition, if the Convention Center Facilities District is formed, it is estimated that the district

could contribute between $29 million and $33 million annually to the debt service for bonds

issued to finance construction of the Expansion Project.

 
A detailed financing plan, incorporating other funding sources for the Expansion Project, is

being developed and the City Council will be briefed during subsequent steps in the district

formation process.

 

IV.  ALTERNATIVES

 
Approval of the requested actions would provide a mechanism to establish a Convention Center

Facilities District to fund a significant portion of the Expansion Project.  Additional steps,
including City Council approvals and an election involving affected property owners, would be

required before a district could be formed.


 

V.  PREVIOUS COUNCIL and/or COMMITTEE ACTION

 
On May 17, 2011, the City Council was presented with an informational report concerning the 
proposed Expansion Project.  On August 2, 2011, the City Council adopted a Resolution

authorizing the Assignment and Authorization Agreement related to the Proposed Phase III

Expansion of the San Diego Convention Center, and adopted a Resolution authorizing the Law

Firm of Orrick Herrington & Sutcliffe to Provide Formation Counsel Services  regarding the
Formation of a Convention Center Financing District. 
 
This item will be presented to the Budget & Finance Committee on September 21, 2011.


 

VI.  COMMUNITY PARTICIPATION AND PUBLIC OUTREACH EFFORTS

 

Outreach to hotel owners/operators is on-going.  Significant community outreach is expected

prior to the City Council actions related to formation of the Convention Center Facilities District. 
In addition, the formation of the Convention Center Facilities District will involve an election

process.

 

VII.  KEY STAKEHOLDERS AND PROJECTED IMPACTS

 
If a Convention Center Facilities District is subsequently formed under the proposed Municipal

































