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Honorable Members in Session:
LOCATION AND COUNCIL DISTRICT: Citywide
RECOMMENDATION

This report recommends that the Law and Legislation Committee oppose SB 1601 (Beverly)
which would deprive City utility liens of their priority over deeds of trust, even after the utility liens
are made special assessments and added to the property tax bill. If the bill is passed, it could lead to
substantial financial losses for the City’s utilities, which could only be partially mitigated by a more
aggressive water shut-off program which would have negative impacts upon many of our citizens,
especially tenants.

CONTACT PERSON: ]

FOR COMMITTEE MEETING OF: August 2, 1994
SUMMARY

SB 1601 (Beverly) provides that a lien or special assessment on real property that results from
a delinquency in the payment of rates or charges for utility services supplied to the owners or
occupants of real property by a municipal utility shall be subordinate to any prior recorded lien on the
property. This report explains that the City of Sacramento imposes delinquent utility liens in the
amount of $3 to $4 million per year on some 6,000 properties. The City’s ability to collect these
amounts would be impaired by SB 1601, in that Sacramento County may no longer recognize the
assessments as secured real property liens and any lender who obtained a security interest on a

Oproperty before the utility charges became delinquent could wipe out the City’s lien through
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foreclosure Should this bill be enacted, it could force thte Crty to rmplement an aggressrve water shut--
off program to replace a gutted hen procedure : :

I

BACKGROUND-INFORMATION | ';l :

‘Title 64 of the Sacramento City Code provrdes that dehnquent charges for utrhty services
provided by the City (water, storm drainage, sewer, regional sewer, garbage and garden refuse)
constitute a lien against the’ real property to which .the services were prov1ded If not paid,
proceedings are taken to make the delinquent charges a special assessment on the real property. The
special assessment is added to the property tax b111 and collected along with secured real property
taxes.

ll

l"

Annually, $3 to $4 million of delinquent City’ utrhty charges are made specral assessments and
added to property tax bills. Under the current Teeter Plan for property tax distribution, Sacramento
County recognizes unpaid ut111ty charges assessments as 'secured real property liens and remits to the
C1ty the total amount of the secured liens annually. : : 1;

If SB 1601 is enacted, the unpard utility charges would become subordinate to other liens, and

“Sacramento County ‘would most likely not recognize the assessments as secured liens under the Teeter
Plandistribution. In addition, an unknown portion of the annual assessments would be lost entirely

due to foreclosure of prior lrens by other creditors of the property owner.
l[ - :

SB 1601 would srgmﬁcantly reduce the ‘effectiveness of the hen/assessment process to collect -
delinquent utlhty bills. Not only would City revenues decrease, but the passage of Senate Bill 1601
could force the City to implement an aggressive water shut-off program given that up to 6, 000
propertres have secured liens placed annually. A broader water shut-off program would require an
increase in staff and would likely cause increased dlstress for a number of Sacramento citizens.
Innocent tenants would be penalized for the failure of the1r landlords to pay ut111ty bills.

Supporters of the bill mclude the California League of Savings Instltutrons (sponsor) California
Bankers Association, California Land Title Association, and California Financial Servrces Association:
Opponents include the California Municipal Utilities Association, the City of Los 'Angeles the League
of Cahforma Crtres and the Western Center on I.aw and Poverty .

FINANCIAL CONSIDERATIONS o L |

|

: The passage of SB 1601 could result in an 1mmed1ate loss of $3 to $4 mrlhon per year under
the County’s Teeter tax distribution plan. How much of that loss would be collectible from the
delinquent property owners by methods other than i 1mposmg special assessments whrch g0 onto the tax

T
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bill is unknown. A report to the Assembly Committee on Judiciary notes that "[t]his bill may restrict
substantially the ability of municipally owned utilities to collect unpaid charges for utility services."
POLICY C()NSIDERATIONS

Opposmon to SB.1601 is consistent ‘with the C1ty 's general leglslatwe pohcy to’ oppose
leglslatlon which will reduce the options, methods, alternatives and ﬂex1b1hty available to the Clty in
dealmg ‘with problems issues and p011c1es of local government. : <

MBE/WBE
‘This teport does not concern procurement of goods or services.

Respectfull_;f submitted, "

'SAMUEL L. JACKSON )
City. Attorney '

)&LM%%@ N ‘By: J Jure. 7%’&@/3
%“’Y MARGARET L. FREEMAN ' DIANE B. BALTER
Revenue Manager S B Deputy Clty Attomey

E R'ecommendation'Approved: :

ROBERTP’TH(SMAS == o o - S T oo
Deputy City Manager =~ - :




In bill text, brackets have specral meamng

U

[A> <A) contains added text, and
.[D><D] contains deleted text.
slifornia 1993-94 Regular Session

inended ‘
AMENDED IN ASSEMBLY JUNE 21, 1994
 AMENDED IN ASSEMBLY JUNE 9,1994.

AMENDED IN SENATE APRIL 5' 1004

U

~ No. 1601

SENATEBILL .« .

Introduced by Senator Beverly |

February 22, 1994 'vf{ e

§

An act to add Section 2899.5 to the Civil Code,. relatiﬁg to liens.
LEGISLATIVE COUNSEL S DIGEST
SB 1601, as amended Beverly Property hens mumcxpal utilities.

Existing law prowdes for the creatxon and pnonty of hens upon
property. _— _ .
‘This bill would provide that a lien on real property that results
from a delinquency in the payment of rates or charges, or the collection
of future rates or charges, for utility services supplied to the owners
or occupants of real property by a utility owned or operated by a
municipality, as defined, shall be subordmate to any priorirecorded
lien on the property, as: spemfied ' b

This bill would also make certain 1eglslat1ve ﬁndmgs regardmg
liens imposed to secure payment for utility semces ;

i

Vote: majority. Appropnatxon no. Fiscal comnnttee no
State-mandated local program: no. : ‘
The people of the State of Cal1forma do enact as follows:

b

SECTION 1. Section 2899.5 iis added to the Civil Cdde to read:

2899.5. (a) A lien on real property that results from the

‘mquency in payment of rates or charges or the collectlon of future
 ss or charges, whether or not added to the tax assessment rolls, for
water or other utility services supphed to the owners or occupants of

‘I



real prcperty by a utility owned or operated by a municipality, except a
lien to discharge bonded indebtedness, shall be subordinate to any prior .
recorded lien on the property. :

(b) As used in this section, "municipality" means a [D> city, a city
and county, or any governmental entity that provides within the
boundaries of a city or city and county those services typically
provided by a cxty <D] [A> city orcity and county. <A]

SEC 2. The Legislature finds the following:

(a) It is a matter of stat_ewxde concern to preserve the priority of
recorded liens over liens imposed by a utility owned or operated by a,
municipality to secure payment for utility services supplled to the - -
owners and occupants of real property

(b) ’Ihe availability of real estate ﬁnancmg in Cahforma will be
'severely disrupted if liens recently imposed by municipalities without
‘statutory authority are allowed to have pnonty over prewously
recorded liens on the property. '



