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1 — The Unknown Government 

There is an unknown government in 

California. 
This unknown government currently 

consumes 10% of all property taxes statewide 
— $2.8 billion in 2003. It has a total 
indebtedness of over $56 billion. 

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

Unlike new counties, cities and school 
districts, it can be created without a vote of the 
citizens affected. 

Unlike other governments, it can incur 
bonded indebtedness without voter approval. 

Unlike other governments, it may use the 
power of eminent domain to benefit private 
interests. 

This unknown government provides no 
public services. It does not educate our children, 
maintain our streets, protect us from crime, nor 
stock our libraries 

It claims to eliminate blight and promote 
economic development, yet there is no evidence 
it has done so in the half century since it was 
created. 

Indeed, it has become a rapidly growing 
drain on California's public resources, amassing 
enormous power with little public awareness or 
oversight. 

This unknown government is 
Redevelopment. 

It is time Californians knew more about it. 

State law allows a city council to create a 

redevelopment agency to administer one or 

more "project areas" within its boundaries. An 
area may be small, or it can encompass the 
entire city. 

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 be 
one 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 California's 477 cities, 381 have 
active redevelopment agencies. No vote of the 
residents affected was required. No review by 
the Local Agency Formation Commission 
(LAFCO) was done. (Only 21 of 58 counties 
have active redevelopment agencies, and with 
unincorporated areas shrinking, counties 
constitute barely 4% of all redevelopment 
expenditures.) 

Californians often confuse redevelopment 
with federal "urban renewal" projects typical 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 is entirely within the power of 
the California legislature and voters to control, 
reform, amend or abolish. 
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The Unknown Government 

'I'm from Redevelopment and I'm here to help you. 
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2 — Blight Makes Right 

An a city need do to create or expand a 
redevelopment area is to declare it "blighted". 

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

To make a finding of blight, a consultant is 
hired 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 
definitions of blight," writes syndicated 
Sacramento Bee columnist Dan Walters, author 
and long-time state policy analyst. "Often, 
vacant, never-developed land is branded as 
blighted to allow its inclusion in a 
redevelopment zone." 

A city park in Lancaster has been declared 
blighted to justify paving over 19 acres of 
parkland and axing 100 trees for a new Costco. 
Raw desert acreage in California City was 
declared blighted to justify its seizure for a 
Hyundai test track. 

An Orange County public health facility was 
declared blighted by the Santa Ana 
Redevelopment Agency in order to condemn it 
and turn the property over to a BMW dealer. 

Blight has been proclaimed in some of 
California's most affluent cities. Indian Wells, 
a guard-gated community with an average 
$210,000 household income, has two separate 
redevelopment areas. 

Understandably, many homeowners fear an 

official designation of blight will hurt property 
values. Small property owners fear 
redevelopment's use of eminent domain. 
Building permits can also be denied if an 
applicant does not conform precisely to the 
redevelopment plan. So, local citizen groups 
often challenge the blight findings in court. 
Judges overturned blight findings in Mammoth 
Lakes, Diamond Bar and Temecula, invalidating 
their redevelopment plans. Others are 
challenged by counties and school districts that 
stand to lose major property tax revenue if a 
new redevelopment area is created. 

Recent state legislation has tightened 
definitions of blight, particularly those 
involving open and agricultural land. Still, 
enforcement is lax, legal challenges costly, and 
most agencies were already created long before 
recent reform attempts. 

Once the consultant's blight findings are 
ratified, a city may create or expand a 
redevelopment area. Voter approval is never 
asked. Citizens can force a vote by gathering 
10% of the signatures of all 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). 

The requirements to force a vote are difficult 
to meet, however. In the vast majority of cases, 
a popular vote is never held. Rather, the 
consultant's findings of blight are quickly 
certified. A law firm is then retained 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 
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Blight Makes Right 

Association, a Sacramento-based lobby. They 
are listed in the CRA's directory and advertise 
in its newsletter. Their livelihood depends on 
the aggressive use of redevelopment and 
increasingly imaginative definitions of blight. 

To eliminate alleged blight, a redevelopment 
agency, once created, has four extraordinary 
powers held by no other government authority: 

1) Tax Increment: A redevelopment 
agency has the exclusive use of all 
increases in property tax revenues ("tax 
increment") generated in its designated 
project areas. 

2) Bonded Debt: An agency has the power 
to sell 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 
developers and other private businesses 
in the form of cash grants, tax rebates, 
free land or public improvements. 

4) Eminent Domain: An agency has 
expanded 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 us carefully consider the costs of 
this power and if it has done anything to 
eliminate real blight. 

'It's easy... blight is whatever we say it is!' 
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3 — Tax Increment Diversion 

Once a redevelopment project area is 
created, all property tax increment within it goes 
directly to the agency. This means all increases 
in property tax revenues are diverted to the 
redevelopment agency and away from the cities, 
counties and school districts that would 
normally receive them. 

While inflation naturally forces up expenses 
for public services such as education and police, 
their property tax revenues within a 
redevelopment area are thus frozen. All new 
revenues beyond the base year can be spent only 
for redevelopment purposes. 

In 2003, this revenue diversion was just over 
$2.8 billion statewide. This means over 10% of 
all property taxes was diverted from public 
services to redevelopment schemes. Even with 
modest inflation, the percent taken has roughly 
doubled every 15 years. (Table 3.1). 

Total acreage under redevelopment has 
doubled in the past decade, with now nearly a 
million acres tied up in tax increment diversions 
(Table 3.2). 

If redevelopment were a temporary 
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, agencies are 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 pre­
determined date. Only then will property tax 
diversions end and the funds restored to the 
public. 

Hard-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 redevelopment, calling for 

more public accountability and citing its 
negative effects on county services. The County 
of Los Angeles general fund had lost $2.6 
billion to redevelopment diversions since 1978, 
seriously impacting public services. Other 
counties face similar losses. 

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

Redevelopment agencies are notoriously 
stingy in honoring property tax pass-throughs to 
school districts. Saddled by its heavily indebted 
and now 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-Yorba Linda Unified 
School District successfully sued the Yorba 
Linda Redevelopment Agency to recoup up to 
$240 million in lost property tax revenues. With 
a $775 million indebtedness, the agency had 
diverted school funds to build golf courses and 
shopping centers. 

Faced with lost property taxes, school 
districts have slapped steep building fees on 
new residential development, thus passing the 
burden of redevelopment onto new homeowners 
and renters. 

To recoup property taxes lost to 
redevelopment agencies, school districts have 
won their own property tax diversions from 
cities, in the form of the Educational Revenue 
Augmentation Fund (ERAF). Established by the 
state legislature, ERAF diversions from cities to 
school districts totaled $747 million in 2002-03, 
money that comes directly from municipal 
General Fund budgets needed for public safety, 
parks and libraries. 

Cities have long complained about these 
ERAF diversions, but they are a direct result of 
their own redevelopment raids on school funds. 
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Tax Increment Diversion 

Tax increment financing also directly 
impacts municipal budgets by diverting city 
revenues into redevelopment agencies. That part 
of the tax increment that would have gone to the 
cities' general fund (averaging 12%) is lost, and 
can now be used only by redevelopment 

"Eat hearty, boys... plenty more where this came from!" 

agencies. Thus, there is now money to build 
auto malls and hotels, but less for police, fire 
fighters and librarians. Cities cannot use 
redevelopment money to pay for salaries, public 
safety or maintenance, which are by far the 
largest share of municipal budgets. 
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TABLE 3.1 
Property Tax Increment as a Percentage 

of Total Property Tax Revenues Statewide 
(Percent of Property Taxes Diverted to Redevelopment) 

12% 

1960 1970 1980 1990 2001 

SOURCE: California State Controller's Office. 
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Redevelopment boosters claim the agency 
is entitled to keep the tax increment, because it 
was created by agency activity itself. The 
exhaustively researched Subsidizing 
Redevelopment in California by Michael Dardia 
(Public Policy Institute, San Francisco, 1998) 
disproved this. Thorough analysis showed 
property tax diversions to be a net loss, and do 
not "pay for themselves" with increased 
development. 

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

Massive property tax diversion from the San 
Fernando Valley to downtown Los Angeles 
redevelopment schemes is a key point made by 
the Valley secession movement. 

Advocates also claim 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 

up the shortfall. 

The bi-partisan Commission on Local 
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 cited the negative impact 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 is a growing drain 
on funds intended for public needs. It has 
confused and distorted state and local finance, 
resulting in a byzantine maze of diversion, 
augmentations, pass-throughs, and backfills that 
have shortchanged both our schools and city 
services. These property taxes — $2.8 billion 
annually — must be recaptured from private 
interests, and restored to the public interest. 
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Debt: Play Now, Pay Later 

It's easy... when you don't have to ask the voters!' 
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