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CITY OF SANTA BARBARA


COUNCIL AGENDA REPORT

AGENDA DATE:
December 10, 2013
TO:
Mayor and City Council
FROM:
Planning Division, Comm. Dev. Department 

SUBJECT:
Mills Act Historic Property Contract For 2112 Santa Barbara Street – Assessor’s Parcel Nos. 025-252-006 And -007
RECOMMENDATION:  
That Council consider approval of an exception to the Mills Act contract limits outlined in Santa Barbara Municipal Code Section 22.22.160.C.4(m) for historic property at 2112 Santa Barbara Street, subject to completion of City Landmark Designation, and authorize the Community Development Director to execute a historic property contract. 
EXECUTIVE SUMMARY:

The subject property owner is seeking the approval of a Mills Act contract which allows a tax abatement incentive program for historically significant properties.  The City established its program in 2009.  To approve the requested contract, Council must grant an exception to exceed the property appraisal valuation cap of 1.5 million dollars. 
The Mills Act is a state law enacted in 1972, which allows owners of designated historic properties to enter into a contractual recorded agreement with the municipality within which the historic property is located to preserve, maintain, and rehabilitate the structure. The contracts approved with the City require the property owner to propose and itemize a ten-year rehabilitation plan to improve, maintain and repair their properties. 
The Mills Act incentive program established set limits on the maximum number of contracts allowed per year (8), set a maximum threshold on property assesses valuation in order to qualify and placed a limit on the overall expected revenue loss.  The Ordinance, however, included provisions to allow City Council the ability to approve exceptions to exceed these limits.
At the time of the adoption, Council agreed that the proposed Mills Act Program had been crafted with sufficient mechanisms in place to limit the total city tax revenue loss but requested staff to return to provide periodic updates on the status of the program.   Staff has therefore, included a brief status update as part of this Mills Act contract request.
Staff believes that little financial impact will result with the execution of this historic property contract.  Both staff and the HLC recommend approval of an exception to exceed the property valuation cap limits for this property and request Council authorize execution of the historic property contract (see Attachment 1).
DISCUSSION:

Background:

Following is a brief description of the Mills Act and local program specifics.

State Mills Act 

The Mills Act is a state law enacted in 1972, which enables owners of designated historic structures to enter into an agreement (contract) with the City to preserve, maintain and possibly rehabilitate the structure.  Such agreements provide a reduction of property taxes in exchange for the continued preservation of the property.  Many communities are currently participating in this type of Mills Act program. 

The Mills Act requires the County Tax Assessor to re-evaluate the property to determine the value of the historic property based upon its current net operating income, rather than upon the traditional assessed valuation method established by Proposition 13.  Property valuation is determined by the “income” method set out in Revenue and Tax Code Section 439.21.9.  The result is typically a substantial reduction in property taxes for post-Proposition 13 qualified historic properties.  The money saved on taxes will be available for use in maintaining and restoring the property.  The agreement runs for ten years and can renew annually, thus extending the agreement term unless a notice of cancellation is filed by the owner or the City. 

The property value and property taxes are recalculated by the County Tax Assessor and do not involve City staff.  The loss of tax revenue is shared among applicable agencies that receive the property taxes.   
Eligibility and Program Guidelines for Mills Act Contract Applications 

Staff developed Administrative Rules and Guidelines for all Mills Act contract applications (included in and approved by Council Resolution).  To enter into a Mills Act contract, a property owner’s structure must already be designated a City Landmark, Structure of Merit or as a contributing resource to a Historic District.  An individual property may also not exceed $1.5 million in total tax assessed value to qualify for the tax abatement program.  The assessed valuation cap limit was intended to maximize benefits to as many properties as possible given the proposed cap in total program revenue loss.  If no caps were in place, larger higher-assessed properties could significantly impact the overall program cap limits.   
Ordinance amendments to Municipal Code Chapter 22.22 (Historic Structures Ordinance) were adopted to authorize and implement the Mills Act program including a provision that allows Council to grant exceptions.  

 SBMC Section 22.22.135 C-4m reads as follows:
“Historic Property Contracts that exceed the limits identified in this Section shall only be approved and executed after and upon the express approval of the City Council.”
Mills Act Program Update

Mills Act rehabilitation work and contracts are monitored by the City’s Urban Historian with requirements that periodic reports be provided to the City Council regarding the status and progress of all ongoing repair work.  Since inception of the program, only two contracts have been approved with two currently pending.   Any contract may be cancelled by either party (as provided in the Mills Act) and the City may terminate for failure to make progress or complete scheduled repairs as per the approved rehabilitation plan.  No problems have arisen so far with the executed contracts.

In 2008, the City evaluated the potential effects of implementing the Mills Act.   The Finance Committee discussed the scope and quantity of Mills Act contracts and agreed that a simple program be established with an appraised valuation cap, a limit of eight contracts per year, with a total maximum revenue loss cap for incentive program not to exceed $300,000 to lessen the financial impact in reduced city tax revenue.  The Finance Committee also expressed concerns regarding possible long-term impacts to staff resources as a result of the cumulative number of contracts requiring administration year after year.  For this reason, a re-evaluation of the program after several years was recommended
In 2009, Council agreed that the proposed Mills Act program had been crafted with sufficient mechanisms in place to limit total city tax revenue loss and that limits on the number of contracts or a cap on the amount of total tax revenue loss.  The Ordinance Committee agreed with staff that all reference to caps should not be included in the municipal code itself, but rather in the administrative guidelines approved by Council Resolution in order to allow the Council to more readily modify the program caps in the future, if deemed necessary.   

BUDGET/FINANCIAL INFORMATION:
Staff originally estimated the initial years of the total annual city tax revenue loss to be in the $6,000 to $15,000 range.  Staff believes this estimate is still accurate.  The revenue loss is variable and is expected to incrementally grow since it is based on the number of actual contracts executed, the amount of assessed property values, and the percentage of actual tax revenue the City actually receives from the Tax Assessor’s Office from each property. 
Significant budget or staffing impacts have not occurred to date due to the limited amount of contracts.  The Community Development Department budget provides for sufficient staff time to accommodate the proposed program administration.  However, since the number of contracts is expected to increase over time, staff recommends that Staff continue to periodically return to provide Council with a status report which would include an update on program costs and planning staffing hours utilized to support the Mills Act Program.  

The planned rehabilitation project at 2112 Santa Barbara Street is an excellent candidate project for a Mills Act contract as it restores this historic estate to its original appearance and use.   Only two contracts have been executed since adoption of the program. Staff believes that little financial impact will result with the execution of this contract.  Both staff and the HLC recommend approval (see Attachment 2) of an exception for this property and request Council authorize execution of the historic property contract.
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PREPARED BY:
Jaime Limón, Design Review Supervisor

SUBMITTED BY:
Paul Casey, Community Development Director
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City Administrator's Office  
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