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CITY OF SANTA BARBARA

COUNCIL AGENDA REPORT

AGENDA DATE:
July 3, 2007
TO:
Mayor and Councilmembers

FROM:
Planning Division, Community Development Department

SUBJECT:

Historic Preservation Incentives
RECOMMENDATION:
 That Council:

A.
Review and consider various incentives for property owners of historic resources as outlined in the Council Agenda Report; 

B.
Refer the item to Ordinance Committee for further consideration of an ordinance to implement the Mills Act Program, and zoning ordinance amendments to encourage rehabilitation and preservation of historic structures; and

C.
Refer the item to Finance Committee for further investigation of the financial impacts to City revenues as a result of the possible implementation of the Mills Act or other selected financial incentives. 
EXECUTIVE SUMMARY:
For several years, the City has supported a Historic Preservation Work Program that identifies and creates regulations to protect historic resources.  Planning staff and the Historic Landmarks Commission encourage property owners to maintain, repair and rehabilitate older historic structures to maintain historic integrity.  At previous Council meetings, owners of historic resources have indicated a strong desire for financial or zoning relief incentives to assist in maintenance and repair of these properties.   

Staff recommends several incentives, including the adoption of the Mills Act Tax Abatement Program as the key financial incentive that will allow property owners of City Landmark and Structure of Merit buildings to reduce their property tax bill while entering into a contract with the City to maintain and repair their properties.  Staff also proposes additional zoning or code relief incentives to promote flexibility in existing regulations, and to encourage property owners to invest in the maintenance of their historic properties.  Staff believes that these incentives will prove beneficial as the City moves forward in its Historic Resources Survey work, and in anticipation of possible designations of City Landmarks and Historic Districts.

DISCUSSION:
Background

On November 27, 2000, the Historic Landmarks Commission (HLC) and Planning staff presented Council with a preliminary report on the success of the Waterfront Area Historic Architectural Survey.  At that meeting, Councilmembers acknowledged the work of citizen volunteers and the need to continue the City’s historic survey program.  Planning staff advised Council that more properties would be identified, historic districts would be proposed for designation, and other protection mechanisms developed to protect the City’s historic resources.
Council requested that staff also investigate financial or other incentive measures to encourage and aid in the preservation of potential historically significant structures.  It was suggested that a low interest loan or grant program be created for homeowners who might be required by HLC to add historic preservation features when undergoing site alterations as a result of the property being selected as a historic resource.  
During the discussion, it was noted that the City provides enforcement against owners whose historic sites do not conform to Santa Barbara’s high standards of historic preservation and design review, but does not provide incentives for such owners to initiate appropriate and historically authentic architectural alterations and new construction.  Since 2000, Planning staff have been gradually implementing key components of the City’s Historic Preservation Work Program.  In 2004, the Demolition Protection Ordinance was adopted.   In 2006, the City completed the Waterfront Area and first phase of the Lower Riviera Survey, which have identified potential Historic Districts.  The Lower Riviera Special Design District Guidelines were created and adopted in 2006.  In 2007, staff re-verified properties on the City’s List of Potential Historic Resources.  Future designations of properties or districts will require cooperation with property owners.
Staff has researched financial and other incentives that work well in other municipalities. To maximize the public and private benefits that preservation offers, successful historic preservation programs provide a balance between regulation and incentives.  In the context of implementing public policies favoring historic preservation, incentives provide a means to both encourage property owners to accept regulations that accompany designation and, once designated, support treatment of historic properties.  Preservation incentives can take many forms, from grants and loans to flexibility in zoning and other land-use regulations.  Cities may also creatively make use of funds allocated to programs like Housing and Redevelopment to promote historic preservation.  Other incentives include: Transferable Development Rights (TDRs); Mills Act Tax Abatement Program; free technical and design assistance; waiver of building permits fees; and reduced application fees.
Staff reviewed and analyzed the variety of financial incentive options listed in Attachment 1. Following are brief descriptions of the “preferred list” of financial and zoning relief incentives recommended for possible consideration in Santa Barbara. 
State Mills Act: 

The Mills Act is a state law enacted in 1972 which enables the owners of designated City Landmarks to enter into an agreement (contract) with the City to preserve, maintain and possibly rehabilitate the structure.  Such agreements require a reduction of property taxes in exchange for the continued preservation of the property.  Many communities are participating in this type of Mills Act program (see Attachment 2).

The Mills Act requires the County Tax Assessor to re-evaluate the property using a capitalization method rather than the market value.  The result is a substantial reduction in property taxes for post Proposition 13-qualified historic properties.  The money saved on taxes will be available to maintain and restore the property.  The agreement runs for ten years, and renews annually for an additional year unless a notice of cancellation is filed by the owner (see background information, Attachment 3).
To apply for a Mills Act Agreement, a property must be listed on the official local, state or national register.  For Santa Barbara, it is recommended that the historic structure must already be a designated City Landmark, Structure of Merit, or contributing resource in a Historic District.  Some communities and counties have had success with this twenty-year-old program, notably the Cities of Los Angeles, San Diego, Anaheim and Orange (see Attachment 4).  Some cities require that owners of historic properties spend the tax money saved on preserving/or restoring their property.  Mills Act Agreement applications do not necessarily require the payment of any fees unless the City adopts a fee requirement to recover some of the staff time costs of reviewing and executing the contracts.  
Mills Act agreements provide tax benefits for income property and for owner-occupied property.  Property valuation is determined by the “income” method set out in Revenue and Tax Code. Section 439.21.9.  The property value and property taxes are recalculated by the County Tax Assessor and do not involve City staff. However, review of new contracts and annual supervision of these Mills Act contracts would take staff time. 
Based on review of available economic incentives, the Mills Act is the most important economic incentive program available in California for use by the private property owners of qualified historic structures.  Upon execution of the contract, the County Tax Assessor is directed by State law to re-assess the value of the property, resulting in a reduction of property tax from the owner, which will vary depending on a number of factors, but typically, translates to a savings of 24% to 60% per year.  A fiscal impact analysis completed by the City of Anaheim indicates that the City could anticipate an average annual property tax revenue loss of $100 to $400 per property per year. 
The contracts would be more easily managed if they are limited in number.  Staff recommends that the City implement this program and set an annual limit of 10 new contracts per year. 
Zoning Code Incentives:
Land Use

Land use regulations allow for certain uses by specific zone designation.  In some cases, historic residences located in commercial zones may not be employed for commercial use without triggering additional parking or undergoing code upgrades for a “change of occupancy/use.”  Providing additional flexibility to allow office conversions may encourage preservation of these structures, promote their continued use, and maintain the historic character of our downtown. A Conditional Use Permit (CUP) could be used to modify these land use regulations.  In Santa Barbara, the zoning code has been relaxed to allow bed-and-breakfast inns to exist in designated Structures of Merit and City Landmarks.  
In other communities, designated City Landmarks are specifically given relief from land use zoning standards through the use of a Minor CUP or Performance Standard Permit. The Community Development Director or his designee may administratively approve a use not otherwise permitted in a certain zone.  In those communities, this Minor CUP provision provides flexibility of use to encourage the preservation and use of historic buildings. However, the Director’s administrative approval option may not be appropriate for Santa Barbara.  Minor CUP or Performance Standard Permit approvals made by the Staff Hearing Officer (SHO) may be a better alternative.  Planning staff recommends that Council support certain small-scale office uses for designated City Landmarks located in downtown R-3 zones and initiate this type of Minor CUP zoning amendment.  
Development Standards

All parcels are zoned with specific development standards consisting of regulations controlling building heights, open space, landscaping requirements, solar access, number of stories, required setbacks for structures to property lines etc. These development standards can be modified only through the use of zoning modifications or variances.  
The SHO review process may also be used to waive or modify some of these development standards for a designated City Landmark or for structures located within a Historic District.  Direction and support by Council and the Planning Commission to consider relief of these development standards would be necessary to implement this adaptive re-use and preservation strategy.  Planning staff recommends that the zoning relief be allowed only for certain types of small projects seeking modifications for setbacks, open space or landscaping requirements.  New additions or major expansions to historic buildings would not be allowed to take advantage of this zoning modification relief.  In addition, a new finding could be developed that allows consideration to approve modifications for historic structures “for the purposes of substantially aiding its long-term preservation or enhancement.”
To be considered for a zoning modification, a property owner would be required to file an application for a formal approval and public hearing with the SHO.  Approval of these zoning modifications could be subject to certain development approval criteria that include support for approvals by the HLC.  Staff recommends that Council initiate this type of ordinance amendment. 
Parking Design Standards 
Regulations requiring on-site parking can be a major obstacle in the legal conversion of a residence to commercial office use.  In some cases, illegal office uses result because property owners determine that providing required parking would make the project infeasible.  Parking exceptions or zoning modifications for landmark structures could be made available on a project-by-project basis for smaller development applications involving historic resources.  Exceptions such as parking waivers, provision of only one covered parking space, tandem parking, narrower driveway widths or allowing uncovered spaces within required setbacks are examples of zoning relief.  In addition, a new finding could be developed that allows consideration to approve modifications for historic structures “for the purposes of substantially aiding its long-term preservation or enhancement.”  Staff recommends that the Ordinance Committee direct staff to initiate this type of ordinance amendment.
Building Code Relief Incentives:
The Uniform Building Code Adopting Ordinance, adopted by the City Council to accompany the Uniform Building Code, allows the Building Official to modify specific requirements of the building code for historic properties.  The use of the State Historic Building Code can be an excellent tool to protect the historic character of buildings and integrity of materials.  The Building Official has the discretion to request alternate code requirements that will result in a reasonable degree of safety to the public and building occupants. The building code requires that when there is a conflict between a general requirement and a specific one, the specific requirement applies.  This distinction allows the Building Official to modify stringent code requirements.  The Building Official could be directed to allow flexibility for the use of alternative materials, or to protect the integrity of a historic structure, as when the Building Code requires additional fire-resistant materials for structures, or for unprotected openings close to property lines.  Alternatives such as fire sprinkler protection systems could afford similar protection. 
BUDGET/FINANCIAL INFORMATION:
 

Staff has investigated financial impacts of the various incentives explained in this report.  Adoption of a Mills Act program would result in the loss of property tax revenue and distributions, causing concern about the number of Mills Act contracts that might be administered at one time.  Depending on the types of incentives selected, additional staff time will be necessary to process, analyze and complete research to administer zoning modifications and Mills Act contract applications.  Staff recommends that Council refer these financial impact questions to the Finance Committee for further investigation.
ATTACHMENTS:
1.
Other Financial Incentives 

2.
Communities Participating in Mills Act Program


3.
Mills Act Program Information

4.   
News paper article on Mills Act Program 
PREPARED BY:
Jaime Limon, Senior Planner

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