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REDEVELOPMENT FACT SHEET


Redevelopment in California was initiated in 1952 by the California Redevelopment Act which created California Health and Safety Code Sections 33000 et seq.  Since then, many major changes have taken place; however the basic tenet of redevelopment and the primary goal of the elimination of substandard conditions within a specified area of a City or County, has remained.

Substandard Conditions
Substandard conditions come in a variety of forms that are clearly defined in the California Redevelopment Law (CRL).  The characteristics of these substandard conditions, also known as blighting conditions, are split into two components: physical and economic.  The presence of these conditions is considered a burden on the community that cannot reasonably be expected to be reversed or alleviated by private enterprise or governmental action without redevelopment.

Physical characteristics include buildings which are unsafe for persons to live or work; inadequate design or parking; incompatible land uses; and lots of irregular shape or inadequate size.

Economic conditions are characterized by falling or stagnant property values; abnormally high business vacancies, abnormally low lease rates, high turnover rates, excessive vacant lots or abandoned buildings; a lack of necessary commercial buildings normally found in neighborhoods including markets, banks, and pharmacies; residential overcrowding or an excess of businesses which cater exclusively to adults; and a high crime rate that constitutes a serious threat to the public safety and welfare. 

In addition, the presence of a lack of adequate public utilities, improvements, and infrastructure may also be considered situations beyond the control of private enterprise acting alone which generally contribute to the difficulties of the area.

Redevelopment Agencies
Redevelopment agencies are formed in cities to eliminate the blighting conditions noted above.  The redevelopment agency (agency) can only operate for this single purpose.  Generally, the advisory board of the redevelopment agency is the City Council, which operates in an entirely separate legal capacity and acts independently from the obligations of the City itself.  The agency is formed through the adoption of an ordinance by the City Council and, once formed, the agency has the power to create redevelopment project areas; acquire, assemble, and dispose of land; manage properties, enter into contracts, sell bonds, provide loans and grants, and; relocate businesses and tenants in order to eliminate substandard conditions within the project area.

Redevelopment Project Areas
The forming of a redevelopment project area is a long process that begins with the City Council identifying a survey area for a possible project area.  Within the survey area, the Planning Commission determines whether the characteristics of blight exist and sets the boundaries of the proposed project area.  Should it be determined that substandard conditions exist in the area and that private citizens acting alone cannot overcome these problems, the agency can move forward to adopt a preliminary report, a preliminary plan, and ultimately a redevelopment plan.  Each step in the process builds on the previous one and becomes more detailed in stating how the proposed activities within the area will remove the substandard conditions.

The redevelopment plan lays out the terms of redevelopment by stating the expected financing methods, activities, and programs which will take place within the project area over a specified period of time, usually 30 years.  The redevelopment agency must adopt a separate implementation plan every five years in order to focus on specific, short-term programs and expenditures that will eliminate the blight within the project area.  The initial implementation plan is created as part of the redevelopment project area adoption process.

Other steps included in the process of adopting a project area include: (1) a hearing by the Planning Commission to review the redevelopment plan and determine its compatibility to the city’s General Plan; (2) the completion of an environmental impact report; (3) the creation of a property tax report from the State Board of Equalization and the County; (4) the notification of area property owners, residents, businesses, and taxing agencies that they will be operating or living within a project area; and (5) a joint public hearing of the redevelopment agency and City Council to hear public comments regarding the proposed redevelopment plan and environmental impact report.

Project Area Committees
If the project area will potentially displace a substantial number of low and moderate income families, a project area committee (PAC) must be formed; however the agency may choose to form a PAC in order to obtain public input on a regular basis in addition to the joint public hearing.  The PAC is made up of citizens who have a special interest in the project area (residents, business owners, directors of community organizations) and must publish notification of their meetings.  The PAC is active during the redevelopment plan adoption process and a period after the project area is formed.  The redevelopment project area may not be formed until the PAC has had an opportunity to review and make comments on the redevelopment plan.

If it is determined that the formation of a PAC is not necessary, the agency must extend an offer to consult with residents and community organizations instead; all pertinent documents must be made available to the parties, and they must be notified of the joint public hearing.

Tax Increment Financing
It is extremely important to note that the redevelopment agency does not have the power or authority to assess new taxes and taxes within a project area will not rise because of redevelopment.

Redevelopment project areas are funded through tax increment financing.  This process begins with the reports from the State Board of Equalization and the County Tax Assessor's Office.  In this report, the State Board of Equalization and the County identify the total value of the property within the project area at the time of its adoption.  The property tax value of the project area at the time of adoption is then frozen and the taxes associated with those values are distributed to the various taxing agencies (school districts, cemetery districts, counties) operating in the project area, as it normally would have without redevelopment.  A portion of the increase in property taxes, or incremental growth, which arises from activity within the project area (building development, additions, improvements), is distributed to the agency to fund projects.  In other words, without an increase in property value in the project area, the agency does not receive any funding.  As a result, the agency is very interested in creating better conditions in the project area.

Example: In the year that the project area is formed, the property tax is $1,000; a building is built where none existed before and the property tax rises to $1,100 the following year.  A portion of the increase in taxes ($100) is given to the redevelopment agency; the remaining $1,000 is divided among the taxing agencies, as it would have before the redevelopment plan took effect.  If, in the second year after the plan is adopted, the property tax values rose to $1,200, a portion of the increase of $200 over the original value of $1,000 would go to the agency.

With these funds, the redevelopment agency may make public improvements, purchase buildings, provide or repay loans, make grants, or repay principal and interest on bonds in order to improve the project area and eliminate blight.  Once the blighting conditions within the area have been eliminated and all debt has been retired, the agency may no longer collect tax increment.

The table below provides a simple illustration of the example presented above for the first five years of a project.  The incremental growth is divided amongst the low and moderate income housing fund (20%), the taxing agencies (20%), and the redevelopment agency (60%).  Over time, the percentages change according to statutory requirements.
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Housing and Redevelopment
As stated above, twenty percent (20%) of the tax increment distributed to the agency must be set-aside and used to improve or increase the community's supply of low and moderate income housing.  This portion does not have to be spent only within the project area so long as it can be established that the project area will be directly benefited.  Typically, housing set-aside funds are used to rehabilitate the existing housing supply, develop new affordable housing, and provide loans to first time homebuyers.  Housing set-aside funds may be spent to increase or improve the senior housing supply as well as traditional low and moderate income housing.

Low and moderate income levels are based on a stated percentage of County median income that is adjusted for family size.  Very low income is determined to be 50% of median income, low income is 80% of median income, and moderate income is 120% of median income.  The range of affordability for each County is set by the State annually in a report distributed by the Department of Housing and Community Development.

Owner Participation
In order for redevelopment to be successful, participation by those businesses and property owners who are currently in the project area is essential.  Rules governing such owner participation are adopted as part of the project area implementation process.  Essentially, these rules state that property owners and businesses have the first right to re-enter the project area and obtain assistance from the agency upon demonstrating that their use will lead to the elimination of substandard conditions and further the goals and objectives of the redevelopment agency.

Property Acquisition
Quite often, citizens are concerned about redevelopment because the redevelopment agency can have the power of eminent domain; that is, the agency would have the authority to take private property within a project area in order to advance the general public interest of redeveloping and rehabilitating blighted areas.  However, the agency may only take these actions after attempting to negotiate for the purchase of the property at fair market value and reaching an impasse with the property owner.  If the power of eminent domain is used, an independent party must appraise the property and a court decides the fair market value of the land.  Under acquisition by eminent domain, the displaced property owner can be entitled to several tax benefits, including the ability to apply old property tax values to a new location, even when the new location has a higher property value.

In addition, prior to a redevelopment agency taking a property, the property owner has the right to provide the agency with an alternative development plan showing how the property can be upgraded to its highest and best use without intervention from the agency.

While eminent domain is used only as a last resort and is applied very seldomly, it remains a very important tool to ensure that much needed projects are able to move forward.

Relocation Assistance
When a redevelopment agency purchases buildings that have business tenants or where residents are occupying units, the agency is required to make payments to those individuals in order to cover relocation expenses and ease the inconvenience of relocating.  These payments include the costs of moving equipment and fixtures, as well as costs to establish businesses in new locations such as printing business letterhead and envelopes.  If the cost of rent is higher at a new location, the agency is required to pay the difference for a period.  Before a site may be purchased by the agency, suitable accommodations must be ready and available for occupancy by those who are being displaced.  In addition, the displaced business has the right to seek a remedy if the new location turns out to harm their business.  This is referred to as loss of goodwill.

Example of a Redevelopment Project

So how exactly does redevelopment work?  The answer is that it depends.  The tools of redevelopment are broad and the means of applying those tools are equally varied.  However, a typical example of redevelopment of an area is presented below.

A redevelopment project area is formed in an aging downtown of a small city.  The businesses are small “mom and pop” stores and each property is owned by a different entity.  There is high vacancy in the area, sidewalks are aging, and parking is limited.  The agency would most likely attempt to attract a developer to the area to establish a viable anchor for the downtown to bring interest back to the area – maybe a movie theatre, a group of restaurants, or national retailer.  The agency would assemble several small parcels into a usable one for the anchor and would assist in the relocation of the existing businesses – possibly into some of the vacant stores.  In order to attract the developer to the unproven project, the agency might have to write down the cost of acquisition and relocation.  That is, if the properties were purchased for $15/square foot and the relocation and preparation of the site added another $5/square foot, and market value were $12/square foot, the agency would have to absorb the difference in the costs ($8/s.f.) and sell the land to the developer for $12/square foot.  The agency could also assist in the project by creating parking lots, providing landscaping improvements for the area, or by making other public improvements.

Once the anchor was established, the agency would turn its attention to the rest of the downtown – maybe by establishing a façade improvement program that provided low or no interest loans to property owners.  As the value of the project increased, more money would be available to assist property owners in improving the area.  In the early years, costs could be very high in order to get things started; however, as time went by, and the area established itself again, the agency would need to provide less and less assistance to developers.  Paradoxically, in the early years, when they are needed the most, funds are very limited.  This is why agencies tend to sell bonds.  Bond proceeds provide an upfront pool of funding to assist in a comprehensive strategy for redevelopment rather than conducting activities individually as the money becomes available.  The bonds are typically secured and repaid by future tax increment funds.

Further Information

For general redevelopment information or information regarding consulting services, please contact A.C. Lazzaretto & Associates at P.O. Box 3073, Burbank, California, 91504.  Please feel free to call us at (818) 569-4526 or visit us on the web at http://www.aclazz.com.
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