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The Unknown Gover nment

T here is an unknown government in California may be small, or it can encompass the entire city.

Thisunknown government currently consumes
10% of all property taxesstatewide- $2.1 hillionin
2001. It has a total indebtedness of over $51
billion.

It is supported by a powerful Sacramento
lobby, backed by an army of lawyers, consultants,
bond brokers and land developers.

Unlikenew counties, citiesand school districts,
it can be created without a vote of the citizens
affected.

Unlike other governments, it canincur bonded
indebtedness without voter approval.

Unlikeother governments, it may usethe power
of eminent domain to benefit private interests.

This unknown government provides no public
services. It doesnot educate our children, maintain
our streets, protect us from crime, nor stock our
libraries

It clams to eiminate blight and promote
economic devel opment, yet thereisno evidence it
has done so in the half century since it was created.

Indeed, it has become arapidly growing drain
on California'spublicresources, amassing enormous
power with little public awareness or oversight.

This unknown government is Redevel opment.

It is time Californians knew more about it.

State law alows a city council to create a
redevelopment agency to administer one or
more"project areas’ withinitsboundaries. Anarea

These project areas are governed by a
redevelopment agency with its own staff and
governing board, appointed by the city council.

Thus, an agency and city may appear to beone
entity. Usually city councils appoint themselves as
agency board members, with council meetings
doubling as redevelopment meetings. Legally,
however, a redevelopment agency is an entirely
separate government authority, with its own
revenue, budget, staff and expanded powers to
issue debt and condemn private property.

Out of Californials 475 cities, 356 have active
redevelopment agencies. No vote of the residents
affected was required. No review by the Local
Agency Formation Commission (LAFCO) was
done. (Only 20 of 58 counties have aso created
redevel opment agencies, and with unincorporated
areasshrinking, countiescongtitutebarely 4% of all
redevelopment expenditures.)

Californiansoften confuseredevel opment with
federal "urban renewa" projects typica of large
eastern cities of the 1940's-60's. Sadly, the
methods and results are often similar. Yet
redevelopment is a state-authorized layer of
government without federal funds, rules or
requirements. It isentirely within the power of the
Cdlifornialegidatureandvotersto control, reform,
amend or abolish.

Redevelopment: The Unknown Government
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“I'm from Redevelopment and I’'m here to help you.™

Redevel opment: The Unknown Government 3



2  Blight Makes Right

All a city need do to create or expand a
redevelopment areais to declare it "blighted”.

Thisis easily done. State law is so vague that
most anything has been designated as "blight".
Parkland, new residential areas, professiona
baseball stadiums, oil fields, shopping centers,
orange groves, open desert and dry riverbeds have
al been designated as "blight" for redevel opment
purposes.

Tomakeafinding of blight, aconsultantishired
to conduct a study. New redevelopment areas are
largely driven by city staff, who choose the
consultant with the approval of the city council.
Consultants know their job is not to determine if
there is blight, but to declare blighted whatever
community conditions may be.

"Cities adopted very loose and very creative
definitionsof blight," writessyndicated Sacramento
Bee columnist Dan Waiters, author and long-time
state policy analyst. "Often, vacant, never-
developed land is branded as blighted to allow its
inclusion in aredevelopment zone."

A city park in Lancaster has been declared
blighted to justify paving over 19 acresof parkland
and axing 100 treesfor anew Costco. ("'Lancaster
Ready to Pave Parkland and Put Up aCostco", Los
Angeles Times, June 24, 2001.)

Blight has been proclamed in some of
Cdlifornias most affluent cities. Indian Wells, a
guard-gated community with an average $210,000
householdincome, hastwo separateredevel opment
areas.

Understandably, many homeowners fear an
officid designationof blight will hurt property values.
Small property ownersfear redevel opment'suse of
eminent domain. Building permitscana sobedenied
if an applicant does not conform precisely to the

redevel opment plan. So, local citizen groups often
challenge the blight findings in court. Judges
overturned blight findings in Mammoth Lakes,
Diamond Bar and Murrietainvalidating their
redevelopment plans. Others are chalenged by
countiesand school districtsthat stand tolosemajor
property tax revenueif anew redevel opment areais
created.

Recent statel egidation hastightened definitions
of blight, particularly those involving open and
agricultura land. Still, enforcement is lax, legal
challenges costly, and most agencies were aready
created long before recent reform attempts.

Oncetheconsultant'sblight findingsareratified,
acity may create or expand aredevel opment area.
Voter approval isnever asked. Citizenscanforcea
vote by gathering 10% of the signatures of al
registered voters within 30 days of the council
action. Where this has occurred, redevelopment
nearly always loses by wide margins (rejected in
Montebello by 82%, La Puente by 67%, Ventura
by 57%, Los Alamitos by 55%, Half Moon Bay by
76%, for example).

Therequirementstoforceavotearedifficultto
meet, however. In the vast mgority of cases, a
popular voteisnever held. Rather, the consultant's
findingsof blight arequickly certified. A law firmis
thenretained to draw up the paperwork and defend
against legal challenges.

A growing number of law firms specialize in
redevelopment. Like the consultants, they are
members of the California Redevelopment
Association, a Sacramento-based lobby. They are
listed in the CRA's directory and advertise in its
newdletter. Their livelihood depends on the
aggressive use of redevelopment and increasingly
imaginative definitions of blight.

Redevel opment: The Unknown Government



Todiminateallegedblight, aredevelopment
agency, once created, has four extraordinary

powers held by no other government authority:

DTax Increment: A redevelopment agency
has the exclusive use of al increases in
property tax revenues (“tax increment™)
generated in its designated project aress.

2)Bonded Debt: An agency has the power to
sl bonds secured against future tax
increment, and may do so without voter
approval.

3)Business Subsidies: An agency has the

power to give public money directly to

k-

Blight Makes Right
developers and other private businesses in the

form of cash grants, tax rebates, free land or
public improvements.

4)Eminent Domain: Anagency hasexpanded
powers to condemn private property, not
just for public use, but to transfer to other
private owners.

These four powers represent an enormous
expansion of government intrusion into our
traditional system of private property and free
enterprise. Let uscarefully consider the costsof
this power and if it has done anything to
eliminate red blight.

| é,&i\

gt ™
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“It's easy . . . blight is whatever we say it is!”
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Once aredevel opment project areais created,
al property tax increment withinit goesdirectly to
theagency. Thismeansall increasesin property tax
revenuesarediverted to theredevel opment agency
and away from the cities, counties and school
districts that would normally receive them.

Whileinflation naturally forcesup expensesfor
public services such as education and police, their
property tax revenueswithin aredevel opment area
are thusfrozen. All new revenues beyond the base

Tax Increment Diversion

effects on county services. The County of Los
Angeles general fund had lost $2.6 billion to
redevelopment diversions since 1978, serioudy
impacting public services. Other counties face
similar losses.

School districts have aso responded with
lawsuits, sometimes forcing "pass-through"
agreements to restore part of their lost revenue.

Redevel opment agenciesarenotorioudy stingy
in honoring property tax pass-throughs to school

In 2001, this revenue diversion was just over
$2.1 billion statewide. This means over 10% of all
property taxeswasdiverted from public servicesto
redevel opment schemes. Evenwithmodestinflation,
the percent taken has roughly doubled every 15
years. (Table 3.1).

Total acreageunder redevel opment hasdoubled
inthe past decade, with now nearly amillion acres
tied up in tax increment diversions (Table 3.2).

| f redevel opment wereatemporary measure, as
advocates once claimed, this diversion might be
sustainable. Once an agency is disbanded, all the
new property tax revenues would be restored to
local governments. Legally, agenciesare supposed
to sunset after 40 years, but the law contains many
exceptions and is easily circumvented. Tougher
sunset legislation is needed to close agencies at a
predetermined date. Only then will property tax

diversions end and the funds restored to the public.

H ard-pressed counties are well aware of the
cost of this diversion, and often go to court to
challenge new redevelopment areas. In 1994, the
Los Angeles County Grand Jury released its
exhaustive report on redevel opment, calling for

more public accountability and citing its negative

defunct Riverwalk plan, the Garden Grove
Redevelopment Agency reneged on $2 million
owed to local schools, until threatened litigation
restored the funds.

In 2002, the Placentia-Y orba Linda Unified
School District successfully sued the Y orba Linda
Redevelopment Agency to recoup up to $240
million in lost property tax revenues. With a$775
millionindebtedness, the agency had diverted school
funds to build golf courses and shopping centers.

Faced with lost property taxes, school districts
have dapped steep building feeson new residentia
development, thus passing the burden of
redevelopment onto new homeowners and renters.

Torecoup property taxeslost to redevel opment
agencies, school districts have won their own
property tax diversonsfromcities, intheformof the
Educationa Revenue Augmentation Fund (ERAF).
Established by the dstate legidature, ERAF
diversions from cities to school districts totaled
$535millionin 1999-00, money that comesdirectly
from municipal General Fund budgets needed for
public safety, parks and libraries.

Citieshavelong complained about these ERAF
diversions, but they are adirect result of their own
redevelopment raids on school funds.

6 Redevel opment: The Unknown Government



Tax Increment Diversion

T ax increment financing al so directly impacts
municipa budgets by diverting city revenues into
redevelopment agencies. That part of the tax
increment that would have gone to the cities
genera fund (averaging 12%) islost, and can now
be used only by redevel opment

agencies. Thus, thereis now money to build auto
mallsand hotels, but lessfor police, firefightersand
librarians. Citiescannot useredevel opment money
to pay for salaries, public safety or maintenance,
which are by far the largest share of municipa
budgets.

* FAVORED DEVIRLOPERS

*EOUD BRoxERS
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“Eat hearty, boys . . . plenty more where this came from!”
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TABLE 3.1
Property Tax Increment as a Percentage

of Total Property Tax Revenues Statewide
(Percent of Properly Taxes Diverted to Redevelopment)
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TABLE 3.2
Total Acreage in Redevelopment Areas
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SOURCE: Report al the Commission on Local Governanee for the 21st Century, page 112.
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Redevelopment boosters claim the agency is

entitled to keep the tax increment, because it was
created by agency activity itsalf. The exhaustively
researched Subsidizing Redevelopment in
California by Michael Dardia (Public Policy
Institute, San Francisco, 1998) disproved this.
Thorough analysisshowed property tax diversions
to be a net loss, and do not "pay for themselves®
with increased devel opment.

Infact, tax increment need not even be spent in
the area it was generated. Agencies typicaly shift
funds from one project area to another.

Massive property tax diversion from the San
Fernando Valey to downtown Los Angeles
redevel opment schemesisakey point made by the
Valley secession movement.

Advocates adso clam that redevelopment
agencies do not raise new taxes. While narrowly
true, the agency tax increment diversions starve
legitimate government functions of necessary
revenues, thus pressuring tax increases to make

Redevel opment: The Unknown Government
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up the shortfall.

The bi-partisan Commission on Loca
Governance for the 21 st Century, chaired by San
Diego Mayor Susan Golding, released its report,
Growth Within Bounds (State of California,
Sacramento, 2000). The commission specifically
citedthenegativeimpact of tax increment financing,
noting that "This financing tool has steadily eaten
into local property tax allocations that could
otherwise be used for general governmental
services, such as police and fire protection and
parks' (page 111).

Tax increment financing isagrowing drain on
fundsintendedfor public needs. It hasconfused and
distorted state and local finance, resulting in a
byzantine maze of diversion, augmentations, pass-
throughs, and backfillsthat have shortchanged both
our schoolsand city services. These property taxes
- $2.1 hillion annually - must be recaptured from
private interests, and restored to the public interest.



Dalal: Play Maw, Pay Latar

T
M
)
q,ﬁf;é __._A"
o4 25 x
\
% é_‘;w ; ~
r o -~ N
ﬁﬁv } Alunh = ( pyt L\ ﬁ\
9 [ N— /
¥ g .
kﬁi\? 1 3
e
. : 7o
#?fg& ot | REQUIRED .

© 1998 LTc.
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It is troubling enough that redevelopment
agencies divert property taxes from real public
needs. But that is only part of the story.

Bylaw, for a redevelopment agency to begin
receiving property taxes, it must firstincur debt. In
fact, property tax increment revenues may only be
used to pay off outstanding debt. Pay-as-you-gois
not part of redevelopment law or philosophy.

Debtisnot just atemptation. Itisarequirement.

That iswhy redevelopment hearingsinevitably
featurethreegroupsof outside"experts': theblight
consultants, thelawyers, and thebond brokerswho
help the agency incur debt so it can start receiving
the tax increment.

The bond brokers and debt consultants are
easly located. They are listed in the Cdifornia
Redevel opment Association Directory. Fromcity to
city they phone, fax, travel and make presentations
to sall additional debt. Naturally, redevel opment
staffsare supportive. More debt meansjob security
and larger payrolls.

Currently, total redevel opment indebtednessin
Cdiforniatops$51 billion, afigurethat isdoubling
every ten years (Table 4.1).

Debt level svary widely among agencies, but all
must have debt to recelve the tax increment. Table
4.2 shows those cities with the highest total
redevel opment indebtedness. Debt levels have no
relation to actua blight, as many affluent suburban
towns have higher indebtedness than older urban-
core cities.

Table4.3 showsoutstanding indebtednessper-
capita.

Thisisthe amount of per capita property taxes
that must be paid to cover the principal and interest
of existing debt. This amount must

Debt: Play Now, Pay Later

be diverted from the cities, counties and school
districts before these redevel opment agencies can
shut down and restore the property taxes to those
entities.

One would expect that if redevelopment
agencieshad been successful ineliminating "blight”,
they would now be scaling back their activitiesand
reducing debt. Infact, redevel opment indebtedness
isgrowing rapidly, draininginvestment money that
could havegoneto buy other government bondsor
into the private sector.

There are two reasons redevelopment debt is
soattractive. First, redevel opment agenciesmay el
bonded debt without voter approval. Unlike the
state, counties and school districts, the debts need
not bejustifiedto, or approved by, thetaxpayers. A
quick maority vote by the agency is al that is
needed.

Second, bond brokers love to sell
redevel opment debt. Thecommissionsarehighand
the buyers plentiful. Since the debt is secured
against futureproperty tax revenue, they areseenas
secure and lucrative. If an agency over-extends,
then surely the city's general fund will cover the
debts.

Interest payments on bonds are the single
largest expenditure of redevelopment agencies
statewide, accounting for 24% of all costs -$932
million in fiscal year 2000-2001 (Table 7.1).

Bondholders and their brokers are profiting
handsomely from redevelopment debt, while
pocketing property taxes that should go to public
Services.

Wall Street profits. Main Street pays.

Bond brokerage firms are among the biggest
financia supporters of the California

Redevel opment: The Unknown Government 11



Debt: Play Now, Pay Later

Redevel opment Association. They pay hefty annual
duesfor its pro-redevel opment lobbyists, sponsor
the Annua CRA Conference and hold regiona
seminarsinstructing agency staff how toincur ever
more debt.

Redevel opment debt hasmortgaged Cdlifornias
future by obligating property taxes for decadesto
come. $51 hillion needed for future schools,
infrastructure and public services has been
committed to service future

redevelopment debt. $51 hillion that should pay
teachers and police officers is diverted to
bondholders.

Theonly way toavoidtheseballooninginterest
payments is for redevelopment agencies to stop
incurring new debt, sell off existing assets and pay
off existing principal as soon as possible. Chapter
12 explains how this can be achieved.

TABLE 4.1
Total Redevelopment Indebtedness Statewide

Figures
in Billions
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STATRCE: State Covsteoeler’s Olfive, Figures rounded off u the nearest Skillion.
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TABLE 4.2

Top 12 California Cities by Total Redevelopment Indebtedness

{includes principal and interest of alf culstanding debt) )

Clty/Agency Total Indebtadnass
1 San Jooe . 53,135,906 638
2 Fontana . B2,.582,021,266
3 PalmDessert ........c0cieeiinenens _ . $2,414,247 380
4 Faifielt . ..o et aa e B2 046 5E4.308
L PAIMORIE . . . ittt e e e e e e BLBET 207 346
6 LaRGASIEE . o vt ca e e ot e o e a e e e a %1,6842,203,002
o8 ARGEIES .. .t i ae e e BL324777 432
{0 g0 = L S L£1,086 805 279
La Cina . .. ... iae e eiaaoaaaaa e o0 . 31,081,564 HRY
13 WoHba Linda ... e et e e s F7 75,884 766
11 T T %769 445 491

12 West Covina ..., .--...5B8BE 351,184

TABLE 4.3

Top 12 California Per-Capita Redevelopment indebtedness by Clty
{includes ouistanding principal and inferest)

Per-Capita indesbladnwas  City/Agency Populatlon TOTAL Indebtedness

1 $1.115140 Indusatry [L.A. Ca.) E20 $730 446 491
2 £134 220 Irwindale {L.A. Co) 1,150 $159,724, 760
3 134,050 Vemon (LA Co.) &3 F11,294,271
4 $100 583 Sand Gity (Monterey Ca.) 180 %19,182 5961
4 %68 160 Paim Dagart (Rivarside Ca.) 26,500 32 414 847 380
& $48,386 La Quinta {Riverside Co.] 21,900 $1,081,554,689
7 126,152 Brishane {San Mates Go.) 3,380 88,654,983
B 23179 Irtian Volls (Riverside Ca. ) 3,430 Fra, 5056224
2| $22 766 Fontana {($an Bemarding Co.) M2 140 $2,502,021 266
10 £22,149 Fairfield (Solanc Go.) 82,400 §2.04E 584 303
" 314,148 Palmdale {L.A. Go.) 119,600 51,697,207 348
12 512334 Brea (Orange Co) JE.550 3480, 798,167

SOURCES: Conmumity Redevelopient Agencies Annual Report, Fisced Year 200002001 State Controller's Office
Cadifornia Seatistical Abstracr, 2001 Stwe of California



5 Corporate Welfare

The consultant has found the blight. The
lawyers have drawn up the papers and defended
the agency from suits. The bond brokers have
created the debt, to be paid by the tax increment
that will surely flow.

Now should be the time to begin eliminating
"blight", as required by state law.

In redity, very littleis ever heard again about
blight. Redevel opment agenciesaredriven primarily
by creating new revenue. Since most cities with
redevel opment havelittleor noreal blight anyway,
creating new government revenues becomes their
prime goal. They do so in two ways:

Debt: Aswe have seen, an agency incurs debt
to be paid by future property tax diversions. In
this way, it can perpetuate its own activities
indefinitely by continuing to borrow.

Sales Tax: By promoting commercia
development, a redevelopment agency triesto
stimulate new sales taxes that benefit the city's
genera fund.

By state law, acity's salestax shareis 1 of all
taxable purchases. Sales taxes are site-based. If
you livein Sacramento and buy acar in Folsom, all
of the sales tax share from the car will go to
Folsom, none to Sacramento.

Typicdly, sales taxes account for 26% of
municipal general fund budgets, so citieshavelong
been motivated to attract salestax generators. City
officids and chambers of commerce have touted
their location, city services, and accessto markets.
New department storesand auto dealershavelong
been greeted with ribbon cuttings and proud
announcementsin the local paper.

Redevelopment has escalated this to a new
level.

With redevel opment, cities have the power
to directly subsidize commercia development
through cash grants, tax rebates, or free land.
Spelled out in a Disposition and Development

Agreement (FDA), adevel oper recelves ucrative
public funding for projects the agency favors.
S o] m e
receive cash up front fromthe saleof bondsthey
will never have to repay. Others receive raw
acreage or land aready cleared of inconvenient
small businesses and homes. They purchasethe
land at substantial discount from the agency.
Sometimes it isfree.

Redevel opment subsidiesarenot distributed
evenly. Favored devel opers, NFL team owners,
giant discount stores, hotels and auto dealers
receive most of the money. Small business
owners now must face. giant new competitors
funded by their own taxes.

Public funds are aso used for glitzy new
entertainment centers open only to the affluent,
replacing perfectly good privatefacilitiesat great
cost.

L.A. Staples Center (tax subsidy: $50
million) moved the Kings and Lakers out of
Inglewood, leaving the Forum empty. Aspart of
a new Highland/Hollywood Mall (tax subsidy:
$98 million) the new Kodak Theater stole the
annual Academy Awards ceremonies from the
historic Shrine Auditorium, which had long
hosted the event at no public cost. The mall is
now strugglingfinancialy, and over 1,000 angry
Academy memberswerelocked out of the 2002
Oscar show because the Kodak is half the size
of the Shrine.

Redevelopment has accelerated the
centralization of economic power among ever-
fewer corporate chainsat theexpenseof locally-
based independent businesses. Asserts Larry
Kosmont of Kosmont & Associates, a veteran
redevel opment consultant and prominent CRA
member, " Costco, Wal-Mart and other sal es-tax
generatorsareking of the highwaysand will get
whatever they want."

14 Redevelopment: The Unknown Government



"Some are morguga

This costly distortion of the free enterprise
system is justified as the only way to boost local
salestaxes(ending "blight" has, by now, beenlong
forgotten). Yet, if new developments are justified
by market demand, they will be built anyway. If
not, they will fail, regardless of the subsidies.

Poalitically, such giveaways are beginning to
backfireonlocal politicians. Oakland Mayor Elihu
Harris lost a 1998 Assembly race to Green
candidate Audie Bock shortly after he signed a
one-sided giveaway to Al DavistoluretheRaiders
back to Oakland. The annual $5.8 million public
pay-off to the San Diego Chargers (as part of a
"seat guarantee” to multimillionaire team owner
Alex Spanos) was akey issue in the 2000 mayoral
race. Tainted by her vote for the subsidy,
Councilwoman Barbara Warden placed a distant
fourthintheMarch primary. L.A. politicianswere
decidedly cool to the hefty subsidies demanded by
the NFL for an expansion team, which ultimately
went to Houston. No candidate in the 2001 L.A.

ual than others!"

mayoral race proposed any NFL deal. When a
downtownL.A. stadium planwasunveiledin 2002,
(requiring a $10 million public bond and cleared
free land) widespread public opposition led to its
speedy withdrawal. Even council members

from Mission Vigjo scurried for cover when
their hefty redevelopment "investment” intheminor
league Vigilantes went bad, and the team folded.

Wasted, too are the billions spent competing
for malls, auto centers, big box retailers and other
recipients of redevelopment largess. Fiscal sanity
and the laws of free enterprise must be restored.
Ironically, aspoor mothersseetheir welfarechecks
dashed, billionaire team owners and developers
receive ever more public dole.

Redevel opment hasbecomeamassivewealth-
transfer machine. Cash and land go to powerful
developers and corporate retailers, while small
business owners and taxpayers must foot the bill.

Redevel opment: The Unknown Government 15
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6 Predatory Redevelopment:
Sales Tax Shell Game

A\ drive north on the Santa Ana Freeway from
Disneyland toward L.A. revedls the chaos
redevelopment has wreaked. There is the Buena
Park Auto Square, built around dealerships lured
fromnearby Fullerton. Just northistheold Gateway
Chevrolet site. Where did it go? Just across the
county lineto LaMirada, whichluredit from Buena
Park withitsown publiclyfinanced automall (onland
conveniently designated as "blight").

Still further northisanother auto mall in SantaFe
Springs, with numerouslong-vacant parcel swaiting
for the deal ershipsthat will never come. Tothewest
is Cerritos, whose giant redevel opment-funded
"Auto Square' became a pioneer in auto dealer
piracy, draining off dealerships - and sales tax
revenue- fromitsneighbors. Nearby L akewood | ost
SO many car dealers that its city manager labeled
Cerritos the "Darth Vader of cities".

Drive any stretch of freeway in San Diego, Los
Angeles, Santa Clara or other urban counties and
you'll see redevelopment-funded auto malls, with
their hopeful reader boards and carefully graded -
and vacant - dealer sites. They're the product of a
bitter fiscal free-for-all, as cities coax each other's
dealerships away with ever-sweeter giveaways.

Car dealers, of course, are loving it. They no
longer have to make a profit from mere customers.
They can now play one city off against another for
cheap land, tax rebates and free public
improvements. Y ou can't blame them. But you can
blame the laws that encourage this shell game.

The same pattern is repeated with department
stores, discount chains, homeimprovement centers,
professional sports
franchises and even gambling casinos. Corporate

decisions once based on market forces are now
determined by which city's redevelopment
a g e n ¢ y w i I I
cut the best deal.

Costco played off Morgan. Dill against Gilroyfor
the highest public subsidy, finally settling for $1.4
millionintax hand-outsfrom Gilroy. " They playedus
against someone else to get a better deal," said
Planning Director William Faus(San JoseMercury-
News, August 6, 2002).

T he rush for sales taxes has caused cities to
favor commercial development over al other
reformsof land use(Table6.1). Thisfiscalization of
land use offers incentives to giant retailers, while
discouraging new housing and industry.

The California Redevelopment Association
(CRA) encourages retail developers to expect
public handouts. The CRA regularly co-hosts
conferences with the International Council of
Shopping Centers (ICSC) whereretailers and mall
promoters feel out city officials for handouts.

"California has more than 300 redevel opment
agencies," gushes the ICSC magazine Shopping
Centers Today. "Unlike smokestack industries and
manufacturing plants, . retail development is a
source of clean revenue for cities' ("ICSC Forges
Public/Private Partnerships’, May 2001.)

This pro-retail/anti-industrial bias pervades
redevelopment promoters. They value low wage
retaill jobs a the expense of high paying
manufacturing jobs. They vaue people only as
consumers, not as skilled workers. They vaue
consumption at the expense of production.

Per-capita sales tax revenues vary widely

Redevel opment: The Unknown Government
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“What'li va bid for this auto dealership?”

from city to city (Table 6.2). Generdly, affluent
suburban ring cities get more than older urban-
core cities that need it the most. Largely
minority cities are hit especially hard by sales
tax inequality. Redevelopment has added to
these distortions as cash-flush suburban cities
lure retailers out of the poorer inner-city.

| n California Cities and the Local Sales
Tax (Public Policy Institute of California, San
Francisco, 1999), researchers Paul Lewis and

Elisa Barbour show how the sales tax bias has
skewed local decision-making and how the
billions in redevel opment subsidies have faled
to expand sales tax revenues. "From the 1970's
to the 1990's, sales taxes, measured in rea
dollars per-capita, were afairly stagnant source
of funds' (page xiii).

Even as personal incomes grew rapidly in
the halcyon "90s, sales tax revenues remained
flat. An aging California population is investing
more of its money, and spending it on health
care, travel and personal services, none of which
subject to sales tax.

Internet commerce, too, will cut into future
sales tax revenues. Burgeoning interstate online
purchases are sales tax exempt by federal law,
and taxes on in-state purchases are difficult to
collect.

These factors make it unlikely that the huge
public subsidies poured into retail businesses

w111 ever pay back the new sales taxes so touted
by redevelopment boosters.

State leaders are finally focusing on the need
for salestax reform. The "fiscalization of land
use" promoted by redevelopment practices now
show signs of being addressed.

AB 178 was sponsored by Assemblyman
Tom Torlakson (D-Martinez), and signed into
law in 1999 by Governor Davis. It requires any
city or agency that uses public money to lure a
business away from a neighboring city to
reimburse that city for half the sales taxes logt,
over a 5-year period.

Proposition 11, passed in 1998, alows
neighboring cities to enter into regional sales tax
sharing agreements. This would stabilize revei-
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TABLE 6.1
Relative Deslrability of Various Land Uses
in Redevelopment Areas, as Viewed by City Managers

7 ——

Average desirabi ity sca

5 -
[
4}
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2_
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o L .

Retal Office hixed-Use

devalnryment

Light Single-farmily  Ruli-famiby
inglustrizl

Heavy

residential  residantial indestrial

ROUCE: PRI, Chlifernie omd the Local Saler Tox, page 77,
('The Public Policy [nsiitute of California conducted a survey of 471 Ciby Managers, 330 of whany respanded.)

nues and end bidding wars for retailers. With so many
cities packed into certain urban counties (Los Angeles
County has 88 cities), however, it is difficult for citiesto
work out such agreements on their own.

A more far-reaching reform would be to replace
the point-of-sale to a per-capita sales tax disbursement.
Thiswould create a more equitable distribution of public
revenue, and completely end costly competition over
major

The Public Policy Institute's sales tax study
indicated that 59.5% of the state's population livein cities
and counties that would be better off in a per-capita
system, especially residents of older cities.

Newspapers as diverse asthe L.A. Times and
Orange

County Register have editorially supported sales tax
reform.

Then-Speaker Antonio Villaraigosa's Commission
on State and Local Government Finance proposed
replacing half the cities and counties sales tax share with
more stable property tax revenues.

Controller Kathleen Connell's State Municipd
Advisory Reform Team (SMART )issued its 1999
recommendations, including aphased-in per capita saes
tax disbursement system over 10 years, that would
assure cities and counties a greater share of property
taxes.

A move away from sales tax reliance will restore
fiscal rationality to local government and
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balance to land use decisions. It will also of the property taxes for their general funds,
undercut the leading rationale for redevelopment  cities will be loathe to divert them into their
agencies. redevel opment agencies.

With assured and stable revenues, cities will A return to common sense in local

cease subsidizing retail and treat resdential and  government finance will end the irrationality
industrial uses more fairly. With agreater share  that redevelopment has become.

TABLE 6.2
Annual Per-Capita Sales Tax Revenues: Selected Cities
Sales Tax
Clty Per Capita
Affivent Subrirban Cittes: {25 .000-100,000)
BeverlyHills . _....... ... ... . ... .. . ... . ... ... $442
Carmitos . ... . L R
Broa ..o %D
Palo Ao . . .. 5321
Palm Dasert - ... ... . . . e k0ET
PleasamtDm oo e e e e e e $254
relne ..., ... e e e e e 5253
Mounlain View . e e e H2a0

Campbell ... L e 23S

Carsbad . . ... e 5204

Slalewide Average .. ... ... . e iee e siza
Clder Urban Core Cities {over 150,000}

Ban Diego . ... oo e e e 3118

San Bernardinm .. ... L. . e e e ee e 3117

Rivetside . i e e e e e 5114

ot Y- U1y Y- T PR 5103

e [ L)1 1 A 597

Dakland ... ... 577

LosAngeles ....................................%78
v - R 1. T
Lomg Beach .o e e e e e e 561

Pradorninantly African-American Cities:

T o R 52
Inglem oo . e e e 549
EastPala Alta .. .. e 5
Fredominantly Hispanic Cities:

72 Ty )L 74
FicO RIvara . . . . i i e 581
Coachalla . ... ... . i e $50
Mavwodd .o s 27
Patiar %14

SOURCE. Califnrnia State Board of Eyualization f AH Figurcs: Fiseal Year 1999-2000
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7 Follow the Money

Redevelopment backers may claim they are diminating blight and

cleaning up urban California, but the money trail tells avery different tale.

Table 7.1 shows where and to whom the money is flowing.

$3.9billionin public money wasspent by al Californiaredevel opment
agencies (F.Y. 2000-2001), according to the most recent State
Controller'sReport. Thisincludesboth fundsfrom property taxesand bond
sale proceeds.

A quarter of the money pays for the interest on debt. That's $932
million into the pockets of bondholders, at the expense of California
taxpayers. This is a powerful motive for bond lawyers and brokerage
houses to keep pushing redevelopment schemes and lobbying against
needed reform.

Whileall redevel opment funds are encumbered by some sort of debt,
$673 million was made directly on debt principal. Thus 41 % of dll
redevel opment funds went directly to debt payments.

Whileredevel opment apologistsclaimtobe™rebuilding” our cities, only
24% went for actual development, and another 6% for land acquisition,
much of it still vacant.

Significantly, $462 million 12% - was spent on administration, most of
it for redevel opment staff salaries. This provides alucrative bureaucratic
base that redevelopment staffers seek to preserve and expand.

Bylaw, 20% of all redevelopment funds must be spent on "low cost"
housing (see Chapter 9), but only 2% is actually being spent directly on
housing. Redevel opment agencieswould much rather attract new retailers
than residents.

The redevel opment establishment has tried to disavow these figures.
But the numbers in the Controller's Report were all submitted by the
agencies themselves. Table 7.1 represents a comparison of the major
categories.

They aretestimony to thewasteandineffectivenessof redevel opment.
They are grim evidence of who really profits fromit.

Definitely not the people of California.
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TABLE 7.1
Total Redevelopment Expenditures by Category

Principal: $1.605 billion
$673 million (41%)

Interest:  $932 million

$933 million (24%)

$462 million (12%)

$234 million (6%)

. $90 million {2%)

S597 million (15%)

SOURCE: Community Redevelopment Agencies Annual Report, Fiscal Year 2000-2001, California State
Controller's Office, Table 4, Page 254. Debt Interest Payments include Interest Expense: $893,403,703., and Debt
Issuance Costs: $39,081,978. Total: $932,485,681. Debt Principal includes Tax Allocation Bonds: $342,058,629., Revenue
Bonds: $111,532,345., City/County Loans: $135,747,000., Other Long-term Debt: $84,089,107. Totd: $673,427,081. Real
Estate Development includes Site Clearance Costs: $5,371,652., Planning Survey & Design: $36,940,531., Project
Improvement/Construction Costs: $803,547,216., Disposal Costs: $8,093,103., Loss on Disposition of Land Held for Resale:
$18,169,209., Decline in Value of Land Held for Resde $1,544,518., Rehabilitation Costs/Grants. $59,555,530. Total:
$933,221,759. Administration includes Administrative Costs: $343,379,142., and Professional Services:
$89,011,401.,0Operationof AcquiredProperty:$29,455,738. Total: $461,846,281.PropertyAcquisitionsincludeReal  Estate
Purchases: $171,862,079., Acquisition Expense: $26,853,235., Relocation Costs/Payments: $10,518,499., Fixed Asset
Acquisitions: $25,383,097. Total: $234,616,910. Housing Subsidies include Subsidies to Low & Moderate Income Housing:
90,352,994. Other includes Other Expenditures: $596,780,826.
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8 TheMyth of Economic Development

"Economic Development” isacommon cliche
among city governments and redevelopment
agencies.

It refersto abelief that tax subsidiesto selected
private businessescan stimulatethelocal economy.
It assumes that the free enterprise system aoneis
inadequate. It presumes that government planners
can allocateresourcesmoreefficiently than canthe
free market.

The legal purpose for redevelopment remains
theelimination of blight. All economicdevelopment
activities must pay lip service toward that goal.
Behind this facade, redevel opment has subsidized
giantretailers, luxury hotels, golf courses, stadiums
and even gambling casinos.

|s there any evidence that redevelopment has

promoted economic development in blighted areas?

No.

The first systematic statewide analysis of
redevelopment agencies was published by the
prestigious Public Policy Ingtitute of Cdiforniain
1998, entitled Subsidizing Redevelopment in
California. Veteran researcher Michael Dardia
compared 114 different redevelopment project
areas to smilar neighborhoods outside of
redevelopment areas, .from 1983 to 1996.

The report concluded that redevelopment
activitieswerenot responsiblefor any net economic
growth or increase in property taxes, and that they
were a net drain on public resources. As the
report's title suggests, Dardia concluded that
redevelopment was being subsidized by taxes
drained from the schools, the state and specidl
districts.

In hisresearch, Dardiahad thefull cooperation
of the California Redevel opment

Association, which approved his methodology and

confirmed his data. When his conclusion was
reached, however, the CRA blasted thereport and
tried to have it buried. Yet it cannot refute the
emerging truth: redevelopment does not work.

Similarly, the Los Angeles Times (January30,
2000) published a detailed study showing the
NorthHollywood Redevelopment Project
Areas20-year, $117 million effort had produced
n o] n e t
benefits for the community.

The Timescompared North Hollywood to ten
other socio-economically comparableareasinLos
Angd esthat had noredevelopment, including Van
Nuys, Mar Vista and Venice. "Although they
received no redevelopment money, most of the
comparison areas registered improvements in
income and poverty rates equal or better than the
heavily funded North Hollywood project area,” the
report concluded.

Census data confirm the conclusions of the
Public Policy Institute and Los Angeles Times. A
10-year comparison (1979-1989) of
redevelopment and non-redevelopment cities
shows no net per-capita income gains due to
redevelopment activity (Table 8.1).

Pairing similar citiesby area, Ssizeandincome,
showsthosewithout redevel opment posted greater
gains in living standard than those with
redevelopment (Table 8.2).

Redevel opment'sextremebiasinfavor of retail
and against industry has created |low wage jobs at
the expense of skilled workers. It subsidizes big
box stores selling largely imported goods at the
expense of American manufacturing jobs.

Especiadly hit are minority communities.
Historically black Inglewood|ost nearly $1. million
in annual tax revenues when it lost the
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The Myth of Economic Development

Kings and Lakers to the redevelopment subsidized
Staples Center. A Latino-oriented Gigante
supermarket was barred from an Anahem
redevelopment zone when staff determined it was
"too ethnic". Largely Hispanic and Black citieshave
been big losers in the struggle for equitable sales
taxes (Table 6-2).

Redevelopment apologists and |obbyists
counter with pretty pictures of new stadiums and
shopping malls. Surely, with al the money spent,
some nice new buildingshave been completed. But
their evidence of successis purely anecdotal. The
evidence of falureisin the numbers. All objective

comparison studies have shown that aggregate
statewide redevelopment activity does NOT
generate economic development and does NOT
eliminate blight.

This should come as no surprise even to the most
ardent redevel opment boosters. Everywhereintheworld,
those countries that respect property rights and free
consumer choice outperform those that put economic
decisions in the hands of bureaucrats.

It isironic that even as we encourage former Soviet
bloc governments to free their  economies, we
increasingly entangle our local and state governmentsin
economic policies that have repeatedly failed el sawhere.

e
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“Isn’t economic development great?”
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Tha Myth af Econamic Develapment

TABLE 8.1

Per-Capita Income Growth
Redevelopment vs. Non-Redevelopment Cities

140%
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180%
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G0%

40%

20%

0% —

Cities Cities
with Redevelopmoent without Redevelopment

This swrvey rellects the 313 vilivs with redevelopment agancies. and the LT sities withont redevelapmett agencies, tram
1979-R9. Clities incorporated after F979 are not ircluded.

HSOLMCE: Unired Srates Census Bureas, Stote Conceoller.



The Myih of Econormie De veloprment

TABLE 8.2
Personal Income Growth Comparison Between

Cities With and Without Redevelopment

A Region-n-Aagien Par-Capita Meome Growh Suniey
Amang Cithes of Corbipgrrable Size and Soclo-Economie Lavels, 79731080

LOS ANGELES BASIN:

Status Gty 1879 1989 Growth
MO Radevelopmen Gardena 37,911 514,601 B5%
HAS Redevelopmant Hawtharne $8,087 514,842 B3%
NO Redevelopment Artesia 36,520 12,724 85%
HAS Redevelopment inglewood 36,952 $11,809 1%
BAY AREA:
Status Cly 1974 14980 Growth
NO Redevelopment - Benicia 58,312 220 863 122%
HAS Redeveloprment Alameda 59,783 515,833 114%
CENTRAL VALLEY:
Status City 1978 1889 Girtwth
NQ Redavoloprent Lodi $7.691 $14,638 90%
HAS Radevalopment Chice 6 065 F10.584 74%
SMALL CITIES:
Status City 1979 1985 Growlh
NO Redevelopment Etna 54,812 S .333 94%
HAS Redevelopment Industry 54,539 57,853 73%
SOURCE: 1.8, Census Bureau, California State Contraller’s Office
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9 Housing Scam

By state law, redevelopment agencies must
spend 20% of their budgets on housing. This
housing set-asidefund wasintended toimprovethe
quality and expand the supply of low cost housing.

In reality, however, most agencies resist
spending money onnew housing. Whenthey do, the
funds are often squandered on high-cost projects
that enrich developers, and often displace more
people than they house.

When Anaheim "improved" its working class
Jeffrey-Lynne neighborhood, it forced existing
apartment owners to sell to Southern California
Housing Corp. Half of the units were demolished,
over 400 tenants evicted and those that remained

Development has sinceruled the transfer isillegal,
that "Indian Wells hasthe obligation to use 20% of
its annual property tax increment for affordable
housing within its borders. Indian Wells has used
redevel opment fundsto build upsca ehotel sand gol f
courses that employ many low wage workerswho
arewithout affordable housing becauseit shirksits
responsibility.”

Many cities smply refuse to spend any of the
required 20% on housing. The City of Industry's
aggressiveuseof redevel opment hasbuilt shopping
mallsand auto plazas, yet not one new housing unit
has been built there in the agency's history.

Despite the 20% requirement, the 2000-2001

saw their rents doubled. Public subsidy: $54 million>t@e Controller's Report summary (page 254)

The Brea Redevelopment Agency demolished
itsentiredowntown residential area, using eminent
domain to force out hundreds of lower-income
residents. Much of itshousing money hassincebeen
spent on mixed-use projects that are really more
commercial than residential. The agency gave
$649,000 in housing funds to a largely retail
development that will include only eight loft
apartments. Earlier, Brea allocated $30 million in
housing funds for a street widening.

Many other agencies find creative ways to
"launder” their housing money into commercia and
other uses.

| ndian Wells certainly does not want any
working-class peoplein its gated city of mansions
and golf courses. Thelndian WellsRedevel opment
Agency hastried totransfer all of itshousing funds
to nearby Coachella, a largely poor Latino
community. The State Department of Housing and
Community

26

shows barely 2% was spent on low and moderate
income housing.

Of the money which is spent, one fifth of all
funds are eaten up by administrative overhead,
mostly for agency staff salaries, while only 18%
actually goes toward new housing construction.

TheCaliforniaRedevel opment Association has
longlobbiedthelegidaturefor theeimination of the
housi ng requirement. Housing advocateshave been
able to keep the 20% mandate, but have come to
redize that it has done nothing to help low-wage
earnersor expandlow-cost housing. Likemuchelse
in redevelopment, the origina intent has been
ignored.

"Loca governmentsare penalized for housing,
and rewarded for other things," states William
Fulton, editor of Cdifornia Plaming and
Development Report. "Many cities don't want to
accommodate housing."
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Therea effect of redevelopment has been to as aresult of the city's redevelopment policy, which
increase housing costs statewide. To make up for losses OVer the years has slipped  billions of tax dollarsinto the
to redevelopment p roperty tax takeaways, school pockets of rich developers while systematically stripping
districts have levied new fees on residential the urban core of its lowest cost housing.
development. Citiesare  happy to subsidize A shift away from salestax relianceto property tax would

infrastructure for retail centers, then shift the burdento be afirst step in more affordable housing. Cities would be
new housing. Commercial developments are subsidized, rewarded for maintaining quality residential areas, rather than

while residential developments face rising fees for simply luring more retail. New homes would not be spurned

streets, sewers, water and schools, often far beyond  as aburden, but welcomed as new property tax contributors.

their direct impact. Thiswill happen if citiesrely less on sales taxes and receive
T he fiscalization of land use ties up too much agreater share of local property taxes. But these new

property in commercial zones, thus keeping out needed Property taxes must be spent on infrastructure and public

housing. The actual redevelopment-funded housing that SAety, and not siphoned away by redevelopment agencies. In
is built may gentrify an area, but the poor residents are - the meantime, redevelopment remains an unneeded extra

simply shifted elsewhere. layer of government, which has only added to housing costs

Often the poor have nowhere to go at al. Describing Statewide.
L.A.'s Skid Row homeless the
Catholic Worker's Jeff Dietrich writes, "They are here
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10 Eminent Domain for Private Gain

"Nor shall private property be taken for
public use without just compensation.” Thusthe
Bill of Rights specifies the only purpose for
eminent domain: "public use."

Since then, government has used eminent
domain to acquire land for public use. Roads,
schools, parks, military bases, and police stations
were essentia public facilities that took priority
over individua property rights. Privaterea estate
transactions, on the other hand, were aways
voluntary agreements between individuals.

Redevelopment has changed all that.

Under redevelopment, "public use' now
includes privately owned shopping centers, auto
malls and movie theaters. "Public use" is now
anything a favored developer wants to do with
another individual'sland. Eminent domainisused
to effect what once were purely private
transactions.

In a typical redevelopment project, a
developer is given an "exclusive negotiating
agreement,” or the soleright to devel op property
still owned by others. Once such an agreement is
made, small property ownersarepressuredto sell
to the redevel opment agency, which acquiresthe
land on behalf of the developer. If refused, the
agency holdsapublic hearingto determine™public
need and necessity" to impose eminent domain.
By law, this must be an impartial hearing. In
reality, theagency hasaready committeditself to
acquire the property for the developer, so the
outcome is certain.

Whole aress of cities have been acquired,
demolished and handed over to developers to
recreate in their own image. Historic buildings,
local businesses and unique neighborhoods are
replaced by generic developments devoid of the
specia flavor that once gave communities their
identities.

Typicd istheexperienceof Anaheim. Having
demolished itshistoric central businessdistrictin
the mid-1970's, the redevelopment agency
recently hired consultants to help restore the
identity of a

downtown that no longer exists. "The complete
eradication of thetraditional businessdistrict has
left nothing for thecommunity torelateto astheir
downtown,” admits an internal city memo.

"Redevelopment means the bulldozers are
coming," said Jack Kyser, chief economist for the
Los Angeles County Economic Development
Corp., (January 30, 2000, L.A. Times). "A lot of
time you displace business. Once you do that it's
tough to replace them."

Small property owners have little chance to
participateinredevel opment projects. Consultants
and redevel opment planners prefer to work with
one huge parcel under a single ownership.
Entrepreneurs and homeowners just get in the

way.

Typicaly, itissmall family-owned businesses
that are targeted for eminent domain. The Vdftri
family ranapopular Italianrestaurant for yearsin
downtown Brea. Forcibly acquired and
demolished by the agency, a Yoshinoya Beef
Bowl now stands in its place. Across the street,
theVegafamily saw itsservicestation condemned
and demolished to make way fox a brew-pub.

For 40 years, family-owned Belisd€'sstood at
the corner of Harbor and Chapman, famed for
generous portions of homestyle cooking and 24-
hour service. The Garden Grove Redevel opment
Agency then seized the property on behalf of a
developer. An Outback Steakhouse now stands
at the site. Belis€'s never found another location.

Ralph Cato saw hisFresno home condemned
to provide land for a Roxford Foods turkey
processing plant, which went bankrupt a few
years later. Cato never got his house back.

Evenchurchesaretargetsof eminent domain.
The Cypress Redevelopment Agency voted to
seize Cottonwood Christian Center'sproperty for
anew Costco. The subsequent legal fight hasjust
begun, prompting aWall Street Journal editorial
"First Church of Costco" (May 30, 2002).
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T he CRA toutsthe aggressive use of eminent
domain in its monthly Redevelopment Journal. A
September 1999 article, with the ironic headline
"Eminent Domain Helps Citizens," boasts "Wells
Fargo Bank was one of the existing tenants of the
L os Altos Shopping Center (Long Beach) helped
by eminent domain." Just how using eminent
domainto benefitamufti-billion-dollar bank "helps
citizens' is not explained.

The same article details how eminent domain
wasusedinNorthHollywoodtoforcibly acquirea
"brake shop, a gas station and small apartment
building” to make way for a Carl's Jr. and an El
Pollo Loco. Why is fast food more of a "public
use" than housing or brake safety?

Redevelopment staff attend professional
seminars promoting the ever-expanding use of
eminent domain. Consultants explain how to pay
the victims - nearly always small businesses and
homeowners - as little as possible.

Fortunately, courtsarebecoming morewilling

to stop eminent domain abuse. In February 2000,
the Lancaster Redevel opment

Eminent Domain for Private Gain
Agency condemned a 99 Cents Only Store solely to
acquiretheland for aCostco. Dave Gold, CEO of 99
Cents Only Stores Corp. (80 locations statewide)
counter-sued for violation of his 5" Amendment
property rights."Wedon't want compensation. Wejust
want to stay where we are," Gold told the agency.

On June 27, 2001, the U.S. District Court ruled
that the eminent domain action wasillegal. In his 17-
page ruling, Federal Judge Stephen V. Wilson wrote
that the Lancaster action was a "naked transfer of
property from one private party to another."

The 99 Cents Only Sores vs. Lancaster
Redevel opment Agency case will encourage othersto
defend their property against illegal takings. It has
exposed theunconstitutional abuseof eminent domain
that lies at the heart of redevel opment coercion.

“What's mine is mine . . . and what's vours is mine!”
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11 The Redevelopment Establishment

Redevelopment is an entrenched special
interest. It thrives on contributions from its
beneficiaries and from lack of awareness of the
genera public. Its advocate is the Cadlifornia
Redevel opment Association, a Sacramentobased
lobby that seeks to protect and expand
redevel opment power.

The CRA's$1.6 million annual budget ispaid
for from hefty annua dues by both agency-
members and the private firms that profit from
redevelopment. Despite the public tax dollars
contributed to the CRA, the public hasno say in
CRA operations. The CRA isgoverned by an 18-
member board. All are redevelopment agency
administrators. None are elected officials. The
CRA is operated by and for redevelopment
insders. Good public policy is the last of its
concerns.

The CRA is highly sensitive to the growing
public and legidative reaction to redevelopment
abuse. Its monthly newsletter, Redevel opment
Journal, brimswith adviceto redevel opment staff
on finessing inquiries from the press and grand
juries. It hasrepeatedly criticized Redevel opment:
The Unknown Government, and personaly
attached its authors, but has refuted none of the
factual information provided here. Mostly it
provides photos of new malls and shopping
centers, accompanied by fluff pieces from
redevelopment directors.

Wedl aware of redevelopment's growing
negativeimage, the CRA hascreated the"Institute
for aBetter Cdifornia," aproredevel opment public
relationsfront group. Operating nexttotheCRA's
Sacramento office, the |BC plantsfriendly stories
in the mainstream press and monitors opposition
groups.

T heCRA hastwo coreconstituencies: agency
staff members whose sdaries derive from
redevelopment and private businesses that profit
from redevel opment.

Redevel opment staff control agency agendas
and recommend actions. Agency members-usualy
elected city council members - tend to rely more
on staff than on their own judgement. Though
smplein principle, redevelopment is presented as
too complex for ordinary elected officials and
citizens to understand.

The special interests profiting from
redevelopment are easy to find. The 1996 CRA
Directory includes 25 commercial developers, 26
bond brokers, 37 law firms and 101 separate
consulting firms.

The CRA Annual Conference in San Diego,
held March 15-17, 2000, boasted 60 corporate
sponsorsand exhibitors. Themain purposeof such
conferences is to increase business for the firms
that prey off redevel opment budgets.

Among these are Cdlifornids biggest
developers, priciest law firms and Wall Street's
most powerful brokerage houses. The"expertise”
they provide for public officialsis aways geared
toward high debt and expanding redevel opment
power.

For al its guile, however, the CRA is puny
compared to the California Teachers Association
(CTA) and other interest groups that could
mobilize to reclam the money diverted by
redevelopment. Admitted one CRA executive,
"The largest group we have to fear is the CTA,
because they are becoming aware that the money
the state backfills to schools is additional money
the schools might have, if they had not lost the
money to tax increment in the first place.”

In the end, the CRA's real power lies in
widespread ignorance of what redevelopment is
and how it operates. By law, redevelopment
agenciesarean arm of state government, yet there
islittlestate oversight. Thisisolation has spawned
abuses that would not be tolerated in any other
government agency.
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“Folfow me, boys . . . another fown needs saving!”
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“Your gravy train ends herel!”

Redevelopment: The Unknown Government

32



12 What You Can Do

Clearly, redevelopment is out of control.

Under the thin guise of eiminating blight, it
consumes a growing share of property taxes,
incurs ever-burgeoning debt, spawns sales tax
warsamong citiesand trampleson property rights.
Originally created as a temporary measure
following World War 11, it threatensto become a
permanent cancer on Californias political and
economic life. Ending redevel opment abuses can
be approached on four levels:

LOCAL ACTIVISM: If your city has
redevelopment, learn more about it and help
educate your fellow citizens. Monitor agency
agendas, challenge new debt issuances and
expansion of project areas. Support local small
businesses threatened with eminent domain and
facing giant tax-subsidized competitors.

Support channeling redevel opment fundsinto
infrastructure and real public improvements, and
awvay from developer hand-outs and specidl
interests.

Grassrootsactivism canwork to protect your
neighborhood. When the Garden Grove
Redevel opment Agency targeted 800 homes for
demolition for an unspecified "theme park,"
residents rallied to stop the plan.

Encourageyour city towork for cooperative
salestax sharing agreementswithitsneighbors, as
allowed for in Proposition 11.

If your city has no redevelopment, use the
examples of abuse to keep it out of your city.
Wherever you live, support officeholders and
candidates who understand redevel opment and
can make their own judgements independent of
those who profit by it.

Support candidates like Charles Antos,
whose 2002 election to the Sea Beach City
Council created an anti-redevel opment majority
that abolished the agency.

STATEWIDE ACTIVISM: Municipa

Officidsfor Redevel opment Reform (MORR) and
CdliforniansUnited for Redevel opment Education
(CURE) are two statewide networks committed
specifically to ending redevel opment abuse.

MORR publishes Redevelopment: The
Unknown Government, which is available to dl
elected officials and citizen groups.

MORR also holds its California Conference
on Redevelopment Abuse, held twice annualy;
spring inthe Los Angelesarea, and fall inthe Bay
Area. Attended by legidators, lawyers, mayorsand
activists, the confabs provide needed information
and inspiration for those fighting redevel opment
abuse. Call 714871-9756 for the upcoming
conferencenearest you, or for additional copiesof
this publication.

CURE isanall-volunteer network, providing
contacts among the many locallybased activist
groupsthroughout thestate. Call 323-567-6737to
get involved.

LEGAL CHALLENGE: County and school
officials must be more aggressive in appealing
redevel opment tax diversions. Grand Juries must
broaden their probes into redevelopment. Asthe
Cdlifornia State Supreme Court becomes more
protective of property rights, eminent domain
abuses can be more successfully challenged. A
growing number of public interest lawyers are
willing to defend small property owners against
redevel opment agencies.

STATELEGISLATION: Redevelopmentis
alayer of government created by the state, and has
no powersother thanthosegranted by the state. It
iswholly within the powers of the statelegidature
and governor to reform, ater or abolish. The
following issues must be addressed:

Eminent Domain: Controls must be placed
on the widespread abuse of eminent domain.
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Sales Tax Reform: Sometype of per-capita
sales tax disbursement would end predatory
redevelopment and return cities to an equal
footing. Assured of astablerevenueflow based on
population size, cities could concentrate on
providing basic services, rather than subsidizing
new businesses.

Debt Control: Make redevelopment debt
subject to voter approval. Thiswould limit debt
issuance and make agencies more publicly
accountable.

Mandatory Sunsets: The 40-year sunset
lawv must be given teeth and enforced. If
redevelopment agencies truly have diminated
blight, then there should be no further need for
them.

Infrastructure: Redevelopment funds are
public funds that should be spent on public
infrastructure, not on privateprojects. Tighter state
legidation shouldrestrict expenditurestoimproving
public streets, parks and other facilities.

Comprehensive Fiscal Reform: A rational
and stable method of funding local government
must be found, shifting cities back to greater

reliance on property taxes and less on sales taxes.

M any redevelopment hills are introduced
intothelegidatureevery year. Themost significant
recent law is AB 178, by Assemblyman Tom
Torlakson (D-Martinez) and signed by Governor
Davisin December, 1999. It requiresany city that
uses public money to lure away an existing
businessfromaneighboring city to reimbursethat
city for haf the sales taxes lost. Any cities
victimized by predatory redevel opment may now
sue to recover up to half the lost sales taxes.

Currently, AB 680 by Darrell Steinberg (D-
Sacramento) proposes phased-in salestax equity
among Sacramento County cities.

What You Can Do

Numerous recent studies and legidative
commissions have concluded that redevel opment
abuse must be addressed within the need for
comprehensive state and local fiscal reform:

SMART Report: State Controller Kathleen
Conndll's 21-member State Municipal Advisory
Team (SMART) published its 1999 report,
Generating Revenue for Municipal Services,
recommending a 10-year phased-in per-capita
sdes tax formula, and a greater share of the
property tax for cities.

Wilson/Hertzberg Commission: The 14-
member bi-partisan  Commission on Local
Governance for the 21 st Century released its
222-page report, Growth Within Bounds, in
January, 2000. It noted with aarm thedoubling of
redevelopment area acreage (Table 3.2), and
"recommends that the point-of-sale all ocation of
thesalestax berevisedto mitigateitseffect onthe-
“fiscalization of land use' and that theal locationfor
property taxes be increased to more completely
fund property-related services.

Speaker's Commission: Then-Speaker
Antonio Villaraigosa's Commission on State and
Local Government conducted regional hearings
throughout the state. At its hearing at Cal State
Fullerton, MORR representative and Fullerton
Councilman Chris Norby gave the opening
testimony. The commission ultimately called for
reformsin. the state-city fiscal relationship.

PPIC Studies: The San Francisco-based
Public Policy Institute of Californiahas produced
two recent seminal reports. Subsidizing
Redevelopment in California (Michagl Dardia,
1998) and California and the Local Sales Tax
(Paul Lewis & Elisa Barbour, 1999). Both note
thefiscal distortionscaused by redevel opment and
call on the legidature for needed reforms.

InJuly 2002, anew bi-partisan commissionto
study fiscal reform was announced, to be headed
by State Senators John Burton and Jim Brulte.
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New billswill certainly be introduced into
the legislature, based on the recommendations
of these commissions. Citizens must let their
state representatives know of their support for

ending redevelopment abuse within the context
of state and local fiscal reform.

Many legidators still need to be educated
about redevelopment by their constituents
through letters, phone calls, faxes and testimony
before key committees. As new term limits take
effect, legidators will hopefully focus more on
doing the right thing, and long-term relation-
ships with lobbyists will be less important.

Equally important will be the impact of
education advocates once they realize how
redevelopment revenues can be redirected into
Cdlifornids public schools. The combined

political clout of the California Teachers
Association and the California School Boards
Association dwarfs that of the redevel opment
establishment.

Opposition to redevelopment is growing
and cuts across partisan lines. It includes pro
property rights Republicans and anti-corporate
welfare Democrats. It includes conservatives
opposed to growing public debt and liberals
opposed to the destruction of poor
neighborhoods. It includes free market
libertarians and civil rights activists fighting the
displacement of minority communities. It
includes environmentalists concerned about
suburban sprawl and preservationists lamenting
the demolishing of historic downtowns.
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13

Public money should be spent to serve and
protect thepublic, not enrich privateinterests. The
$2.1billionin property taxescurrently diverted by
redevel opment agencies can bereclaimed to meet
real human needs.

State government has full powers over all
356 redevelopment agenciesin California. Though
administeredlocaly, theseagenciesarelegaly and
collectively an arm of state government, and can
bereformeddirectly by thelegidatureor statewide
initiative.

Building shopping malls, auto deal ershipsand
pro sportsstadiumsisaproper function of thefree
market. If thereisamarket for them, they will all
be built, with or without government subsidy.
Publicinfrastructure, public education and public
safety, however, are state responsibilities.

We, thevoters of California, have the power
to redirect redevel opment fundsback into serving
the public, either through legidation or

Reclaiming Redevelopment Revenue

ballot initiative. We should do so.

Redevelopment agencies are, by law, arms
of stategovernment. By legidationor initiative, the
state hasultimate control over these publicmonies.
It istime they were restored to serve the public.

What could we do withtherestored property
taxes currently diverted to redevelopment
schemes? What could we do with the additional
$2.1 billion per year?

PROPERTY TAX RESTORATION: The
property taxes ($2.1 billion annualy) could be
returned to publiceducation and local government.
Currently public schools receive 57% of all
property taxes statewide, counties receive 21%,
cities receive 12% and specia districts receive
10% (before redevelopment takes its share).
Without redevel opment, therestored tax revenues
would then be shared accordingly:

TABLE 13.1

Annual Revenue Gains by Public Entity
With Restored Properly Taxes

K-12 Public Schools:
Countias:
Citias:

Special Districts;

57% = $1,197 hillion
21% = $441 million
12% = $252 million
10% = 5210 million

S2.1 billian
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Reclaiming Redevel opment Revenue

With $1,197;000,000 added annualy to
school funding, over 20,000 teachers could be
hired, reducing class size, adding after-school
programs and individual tutoring.

With an added $693 million, cities and
counties could hire 15,000 more police and
sheriff'sofficers, buy 35millionmorelibrary books,
improve paramedics or expand youth services.

INFRASTRUCTURE FUND: Rather than
add public personnel, the $2.1 billion could be
dedicated to maintaining and improving public
infrastructure. Current estimatesrun ashighas$30
billion in major repairs needed to our streets,
bridges, sidewaks and water systems. The
unknown demands of the current electricity crisis
further strain the budget. Add school repairs and
the needs are even more staggering.

Restoringthe$2.1 billion currently diverted by
redevelopment agencies into statewide
infrastructurewould makeupfor yearsindeferred
mai ntenancewithout raising taxes. Itwould provide
local government withthefundsneededtofix their
streets and classrooms.

T heoriginal rationale of redevel opment was
to eiminate blight. It was a temporary fix for a
temporary problem. Redevel opment agencieswere
never supposed to hoard an ever-

growing dlice of property taxes indefinitely. Let
them share it now. .

Moreimportantly, how better will blight really
be eliminated? By building more commercia
development? By encouraging California
consumers to buy ever more merchandise? Or by
better educating our children?What good are new
NFL stadiumsin San Francisco, Los Angeles or
San Diego, if our streets and water systems are
crumbling?

Any true fiscal reform must include the
restoration of property taxes now diverted by
redevel opment agencies. Inaddition, reform of the
saestax will removethemotivefor thecommercia
subsidies. Severa reform commissions (Chapter
10) have also recommended a greater share of
genera property taxes assured for cities. In
whatever form changeoccurs, redevel opment will
have no long-term future in a system of rational
government finance.

W hen redevelopment is fully understood,
changewill comequickly. Whenitisnolonger The
Unknown Government, policies promoting fiscal
responsibility, free enterprise and fair play for al
Californians will finaly be restored.
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