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CITY OF SANTA BARBARA


ORDINANCE COMMITTEE AGENDA REPORT

AGENDA DATE:
August 4, 2009
TO:
Ordinance Committee

FROM:
Planning Division, Community Development Department

SUBJECT:

Mills Act-Historic Preservation Incentive
RECOMMENDATION:
 That the Ordinance Committee:

A.
Review draft ordinance amendments to Municipal Code Chapter 22.22 (Historic Structures Ordinance) and program guidelines to implement the Mills Act Program or other possible incentives; and
B.
Provide any suggested changes to program specifics and forward to Council for introduction and adoption. 

EXECUTIVE SUMMARY:

On July 3, 2007 Planning Staff presented Council with various incentives available for property owners with historic resources including the possible implementation of the Mills Act tax abatement program.   The Mills Act is a state law enacted in 1972, which could enable owners of designated City Landmarks to enter into an agreement (contract) with the City to preserve, maintain and possibly rehabilitate the structure.  

The Mills Act is considered the most important economic incentive program available in California for use by the private property owners of qualified historic structures.  Council has previously authorized staff to proceed with several incentives, including the implementation of a Mills Act Program that would allow property owners of City Landmarks, Structures of Merit and buildings within Historic Districts to possibly reduce their property tax bill while entering into a renewable ten year contract with the City to maintain and repair their properties. 
Planning staff met with the Finance Committee in November 2007 to review and evaluate the financial impacts that could result with the implementation of the Mills Act.  The Finance Committee discussed the scope and quantity of Mills Act contracts and agreed that a pilot program be established with a limit of 8 contracts per year with an estimated annual revenue loss of $6,000 to $15,000.  Staff also recommends a maximum revenue loss cap for the entire program not to exceed $300,000.  The Finance Committee also expressed concerns regarding possible long term impacts to staff resources as a result of the cumulative number of contracts that would need to be to be administered year after year.  Direction was given that the City establish a Mills Act program but that a reevaluation be completed after 2 or 3 years after adoption.  Issues that could be re-examined included the number of contracts, the status of fiscal impacts and if additional staffing changes were necessary to support and administer the new program.  Staff has included an annual report requirement to City Council to help monitor and track the program budget impacts.
DISCUSSION:

Background:

On July 3, 2007, City Council authorized staff to proceed with several incentives, including the implementation of a Mills Act Program. Staff has researched financial and other incentives that work well in other municipalities. Based on a 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.  Following is a brief description of the Mills Act and program specifics.
State Mills Act 

The Mills Act is a state law enacted in 1972, which could enable owners of designated City Landmarks 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 participating in this type of Mills Act program. 

The Mills Act requires the County Tax Assessor to re-evaluate the property using a capitalization method rather than the market value.  In other words, the County Tax Assessor determines the value of the historic property based upon its current net operating income, rather than the upon the traditional assessed valuation method.  Property valuation is determined by the “income” method set out in Revenue and Tax Code Section 439.21.9.  The result is 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 each year thus extending the agreement term unless a notice of cancellation is filed by the owner. 

Mills Act Agreement applicants do not necessarily require the payment of any application fees unless the City adopts a fee requirement to recover some of the costs of having staff review and execute the contracts.  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 between applicable agencies that receive the taxes.  These agencies have all been notified of this new tax abatement program. 

Finance Committee Review 

On November 13, 2007, planning staff met with the Finance Committee to review and evaluate the financial impacts that could result with the implementation of the Mills Act (see Attachment 1).  The Finance Committee discussed the scope of and quantity of Mills Act contracts that could be administered per year without impacting staff resources.  Staff provided an estimate of the fiscal impact of participation in the Mills Act Tax Abatement 
Program which suggested that Santa Barbara would lose property taxes in the approximate range of $6,000 to $15,000 per year, if contracts were limited to 8 to 10 per year.  The range in fiscal impact reflects the fact that the abatement depends on the current assessed values of participating properties and the percentage of actual tax revenue the City actually receives from the Tax Assessor’s Office.

The Finance Committee had some questions regarding the accuracy of these potential city tax revenue loss projections and if there should be limits on the number of contracts or a cap on the amount of total tax revenue loss.  The Finance Committee discussed the scope and quantity of Mills Act contracts and agreed that a pilot program be established with a limit of 8 contracts (including two commercial contracts) per year resulting in an estimated annual revenue loss of $6,000 to $15,000.  Staff also recommends a maximum revenue loss cap not to exceed $300,000 for the entire program.  

In addition the Finance Committee was advised that the quantity of staff time to monitor the contracts would be expected to increase over time as the quantity of contracts increases and as additional contract monitoring is required over the extended length of contract periods.  Finance Committee members also expressed some concerns regarding possible future impacts to staff resources as a result of the number of contracts that would need to be to be administered per year.  Direction was given that staff return to the Finance Committee after a trial period to re-examine if some staffing changes, number of contracts or budget adjustments were necessary to support the pilot program.  Draft ordinance amendments to Municipal Code Chapter 22.22 (Historic Structures Ordinance) have been prepared to authorize and implement the Mills Act program including the introduction of new definitions outlining what constitutes contributing properties within a local designated historic district (see Attachment 2).  

Eligibility and Program Guidelines for Mills Act Contract Applications 

To apply for a Mills Act Agreement, a property must be designated and be on the official local, state or National Register of Historic Places.  The most likely candidates will be structures already designated a City Landmark, Structure of Merit or those that are considered a contributing resource to a Historic District.  

Staff has developed program guideline handouts that further explain eligibility and program guidelines for all Mills Act contract applications.  Specific information will be required to be submitted for each application to outline a ten-year rehabilitation plan (see Attachment 3).  A non-refundable application fee in the amount of $450.00 is proposed.  All work must meet all City requirements and follow the Secretary of Interior Standards for Rehabilitation.  
Staff is recommending that applications be reviewed and ranked by the Historic Landmarks Commission Designations Subcommittee to determine priority for each tax year. Final contract approval would be executed by the Community Development Director based on a recommendation from the Historic Landmarks Commission.  Eligibility criteria that the Historic Landmarks Commission would consider are: the historic significance of the structure, level of community benefit, date of application submittal, and expenditure level of rehabilitation planned or underway. 
Staff recommends that the Ordinance Committee review and comment on the contract approval process and program guidelines.  
Other Code and Zoning Relief Incentives

Staff also recommends that the Ordinance Committee consider and provide direction on other alternative code and zoning relief incentives.  In some communities, additional flexibility in code compliance is available for designated historic properties.  For example, in Carmel, additional land uses are allowed without a Conditional Use Permit (CUP) in order to encourage property owners to invest in the rehabilitation of properties.  Staff recommends the following be considered for qualified designated historic properties:

· New findings for zoning modification approvals for reduction or elimination of required parking for small constrained sites;
· Use of the more lenient California Historical Building Code (Part 8 of California Code of Regulations, Title 24) for all local, state and federal historically designated sites; 

· Access to a historical Conditional Use Permit that may allow a use for historical sites not normally permitted in the zone; and 

· Flexibility to allow change of occupancies to occur more readily in commercial zones.  
The additional incentives and proposed ordinance amendments as listed above, if supported, would be drafted for further review and would proceed separately from the Mills Act.

RECOMMENDATION:

Staff recommends that the Ordinance Committee review the proposed Mills Act Program, provide any suggested changes to the draft ordinance or program guidelines, provide direction on other possible incentives and forward the program to City Council for adoption. 

ATTACHMENTS:
1.
Previous Finance Committee Staff report dated 11/13/2007

2. Draft Ordinance
3. Draft Mills Act Program guidelines and application package

PREPARED BY:
Jaime Limón, Senior Planner II

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