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Purpose of Seminar:  to derive and illustrate the use of a mathematical formula for translating simple redevelopment information (i.e. redevelopment property [RP] value and annual payment in lieu of tax [PILOT]) into an estimate of the change in property tax rate resulting from the addition of the RP to a host municipality [HM].  This translating formula provides a tool for the City Council and other citizens to evaluate the financial impact of a proposed redevelopment on the HM and non-HM property taxpayer.
History:  The New Jersey Local Redevelopment and Housing Law (LRHL,  NJS 40A:12A-1 et seq.) was originally adopted to allow a municipality to encourage the rehabilitation and use of "blighted" property, meaning property that for some reason (e.g. contamination) is shunned by developers and remains a possible threat to the health and safety of the community.
In 1992, the LRHL was amended to replace the "blighted" basis for redevelopment designation with the weaker "in need of redevelopment" (INOR) designation, which permits the INOR designation to any property which the Mayor and City Council  judge to be "underutilized" – e.g. whose footprint could accommodate a larger area of habitable property (by building a taller building and/or one that covers a larger fraction of the footprint) and could thereby be better "serving the public health, safety and welfare" by paying a larger stream of revenue to the municipality in the form of PILOTs.

Hoboken Mayor David Roberts has twice expressed in full-page Hoboken Reporter ads that a key strategy in increasing City revenues is the aggressive pursuit of redevelopment projects and attendant PILOTs.  While it is possible to obtain a larger revenue stream to the HM from a RP PILOT than from full municipal taxation, this is usually accomplished by RP nonpayment of school and county taxes, which must then be borne by the HM and other county taxpayers.  In two cases for which we have been able to collect data (PA and NJT redevelopments discussed below), this has resulted in an increase in property tax both for HM and non-HM taxpayers.
Consequences of redevelopment designation:
(1.) Exemption of RP from all property taxes, including municipal, school, and county property taxes;

(2.) Exemption of RP from compliance with municipal zoning law;

(3.) Ability to seize property within the designated redevelopment zone (RZ) by eminent domain.

Obviously exemption from zoning, and the consequent increase in density, can lead to environmental damage to the HM, including blockage of light and air, overloading of roads, sewer, water, and parking infrastructure (and the resulting need for large capital expenditures to upgrade the infrastructure to accommodate the increased density).  Eminent domain seizure deprives a property owner of his basic property rights.  Neither zoning exemption nor eminent domain can be challenged in the courts, since they are specified by state law.
But the less obvious negative consequence of redevelopment designation is an increase in property taxes for both the HM and non-HM property owner.  This seminar will derive simple mathematical formulae for estimating the changes in HM and non-HM property taxes caused by redevelopment, so that the City Council and public can know the financial consequences of redevelopment designation.  Examples will be given to illustrate that so far redevelopment has increased both HM and non-HM property taxes.

Mathematical expression of redevelopment concepts and consequences:
Property tax rate defined:

The standard property tax formula used to determine property taxes is:


T  =  r V



[1a]
where T == property tax paid, V == assessed property value, and r == property tax rate in the HM.  r  can be broken down:


r  =  rm  +  rs  +  rc  


[1b]

rm  =  Cm / Vm  


[1c]

rs  =  Cs / Vm  



[1d]

rc  =  Cc / Vc  



[1e]
where rm ,  rs ,  rc  are the municipal (m), school (s), and county (c) tax rates respectively;  Vm ,  Vc  are the total taxable property values within the HM and county respectively,  and  Cm ,  Cs ,  Cc  are the total costs of municipal, school, and county services which, in the absence of redevelopment, are paid for with property taxes.  Note that the total tax-paid school costs Cs  are divided among the same HM property (with value Vm) as are the total tax-paid municipal costs Cm.

Effect on HM property tax rate of adding fully-taxed and tax-exempt properties to HM:
Note that the above tax rates are chosen so that if every taxpayer pays his property taxes, then all of the municipal, school, and county costs will be covered.  The underlying assumption of this tax structure is that costs of governmental services are proportional to property value being serviced.  If property is added to a jurisdiction, it is assumed that the costs for services incurred by that jurisdiction will increase proportionally to the increase in property value, justifying that the property be fully-taxed at the existing rate r to cover the additional costs:


Tnew  =  Cnew  =  r Vnew 

[2a]
It is easy to show that as long as the added property's municipal, school and county costs have the same proportionality to the added property's value as do the other properties in the existing tax base, then the additional property will not change the tax rate:
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[2b]
Thus, adding a fully-taxed property to the HM does not change the tax rate, i.e. there is no difference in tax rate between adding a fully-taxed property and not adding a property at all.
At the other extreme is adding a tax-exempt property to the HM, which does change the tax rate:
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[2c]
Effect on HM property tax rate of adding a tax-exempt PILOTed  RP to the HM:

The redevelopment law allows the HM and the redeveloper to arrive at a PILOT agreement for the RP with property value to pay an annual PILOT  P  to the HM to partially compensate for the tax exemption.  The addition of this new, tax-exempt and PILOTed RP with property value 
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 to the HM results in a new tax property tax rate 
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[3a]
Finally, we can express the fractional change in the HM property tax rate caused by the addition of a tax-exempt PILOTed RP to a HM:
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[3b]
where  
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  is the PILOT rate paid by the RP to the HM.



[3c]
Example I:  Increase in Hoboken property tax rates due to Port Authority Southern Waterfront (PA) redevelopment:

Both Examples I and II use the following Hudson County 2007 assessment data (see Hudson County Board of Taxation – Tax Rates and Ratios and Final Equalization Table - 2007):

r == Hoboken total property tax rate = rc + rs + rm = 3.490%; where:

rc == Hudson County property tax rate = 1.217%;

rs == Hoboken school property tax rate r = 1.210%;

rm == Hoboken municipal property tax rate r = 1.063%;

rm / r = 0.3046;

Hoboken equalization ratio == "Hoboken assessed" property valuation / "true" property valuation = 0.3445;

Vm == "Hoboken assessed" total taxable municipal property valuation = $2,817,503,000;

Vc == "Hoboken assessed" total taxable county property valuation

     = ("true" total taxable county property evaluation) * (Hoboken equalization ratio)

     = ($57,554,458,479) * (0.3445) = $19,827,510,946;

In addition, Example I uses the following PA RP-specific values:

VR == "Hoboken assessed" PA RP valuation = ("true" RP valuation) * (Hoboken equalization ratio)

      = (2,315,000 sq.ft. * $800/sq.ft.) * (.3445) = $638,014,000

P == annual PA RP PILOT payment = (PILOT payment/sq.ft.) * (total area of RP in sq.ft.)

   = ($2/sq.ft.) * (2,315,000 sq.ft.) = $4,630,000

The total RP "maximum of 2,315,000 gross square feet of floor area" was extracted from the W hotel amendments to PA redevelopment plan ordinance (see p 167 of 597 of the 2004 Hoboken City Council Minutes) and the PA PILOT payment/sq.ft. was taken from the definition of "applicable PILOT rate" from the 1995 PA redevelopment ordinance.  The author has been unable to obtain an actual PILOT agreement associated with the PA redevelopment ordinance, but the definition of "applicable PILOT rate" is supported by payments of $3,119,654 for blocks A and C of the PA RP (e.g. see City of Hoboken, Hudson County, New Jersey, Current Fund, Statement of 2006 Revenues, Year ended June 30, 2006, Exhibit A-2, p. 1) which is approximately equal to the income generated by the occupied two thirds of the total PA RP area of 2,315,000 sq.ft. at $2/sq.ft.  The estimate of $800/sq.ft. for Hoboken waterfront property is based on a waterfront mark-up of the Hoboken average of $519/sq.ft. which is supported by, e.g., advertised Maxwell Place waterfront property ranging from $586 - $1,326 per sq.ft. 

The four ratios (A. – D.) when inserted into equation [3b] give (E.) the fractional change in tax rate caused by the addition of the PA RP:

(A.) VR / Vm  =  $638,014,000 / $2,817,503,000  =  0.22645 ;

(B.) rc / r  =  0.3487 ;

(C.) Vm / Vc  =  $2,817,503,000 / $19,827,510,946 = 0.1421;

(D.) rR / r  =  (P/VR) / r  =  ($4,630,000/ $638,014,000) / 0.0349  =   0.2079 ;

(E.)   
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Put into words:  (A.) the PA RP has property value which is 22.645% of the total property value of the Hoboken tax base;  (B.) The Hudson County tax rate is 34.87% of the total Hoboken property tax rate (i.e. Hudson County received 34.87% of Hoboken's property taxes);  (C.) Hoboken's taxable property is assessed to be 14.21% of the total value of Hudson County's tax base;  and (D.) the PA redevelopment PILOT rate is only 20.79% of the property tax rate paid by Hoboken taxpayers.  Information (A.-D.), when inserted into [eq.1], implies that (E.) the PA redevelopment results in a property tax increase of 11.16% . 

Example II:  Increase in Hoboken property tax rates due to NJT redevelopment:

Example II uses exactly the same Hudson County 2007 assessment data as was used for Example I, with the following additional NJT RP-specific data:

VR == "Hoboken assessed" NJT RP valuation = ("true" RP evaluation) * (Hoboken equalization ratio)

      = (9,250,000 sq.ft. * $800/sq.ft.) * (.3445) = $2,549,300,000

P == annual NJT RP PILOT payment = $53,000,000

The estimate of the total NJT RP floor area and the annual PILOT payment (to be realized only after the project is completed and generating revenue) is based upon data given by NJT architect FXFowle at the third public hearing on the NJT redevelopment.

The four ratios (A. – D.) when inserted into equation [3b] give (E.) the fractional change in tax rate caused by the addition of the NJT RP:

(A.) VR / Vm  =  $2,549,300,000 / $2,817,503,000  =  0.9048 ;

(B.) rc / r  =  0.3487  (see example I);

(C.) Vm / Vc  = 0.1421  (see example I);

(D.) rR / r  =  (P/VR) / r  =  ($53,000,000/ $2,549,300,000) / 0.0349  =   0.5957 ;

(E.)   
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Put into words:  (A.) the NJT RP has property value which is 90.48% of the total property value of the Hoboken tax base;  and (D.) the NJT redevelopment PILOT rate is only 59.57% of the property tax rate paid by Hoboken taxpayers.  Information (A.-D.), when inserted into [eq.1], implies that (E.) the NJT redevelopment results in a property tax increase of 9.514% .

Effect on non-HM property tax rate of adding tax-exempt PILOTed properties to HM:

The addition of a property tax-exempt RP with property value 
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 to a HM also has a property tax impact on all other (non-HM) municipalities in the county.  Since no non-HM municipal or school services are required, the non-HM municipal and school tax rates are unaffected by the RP.  But exemption from county taxes does cause the county tax rate component to increase for the non-HM, leading to an increase in property taxes: 
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[4]
Thus, the fractional change in non-HM property taxes 
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is always positive, i.e. the HM RP always increases non-HM property taxes.
Example I:  Increase in non-Hoboken Hudson County property tax rates due to PA redevelopment:

Based on 2007 data (given above):

(A.)  VR / Vc  =  [VR / Vm][ Vm / Vc ]  =  [0.22645][ 0.1421]   =  0.03218;

Assume that the non-HM municipality has the same fractional county property tax rate as does the HM:

(B.)  rc / rnHM  =  0.3487;

  ==>
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Thus the PA redevelopment PILOT results in a non-HM (i.e. a non-Hoboken) property tax increase of 1.122%. 

Example II:  Increase in non-Hoboken Hudson County property tax rates due to NJT redevelopment:

Based on 2007 data (given above):

(A.)  VR / Vc  =  [VR / Vm][ Vm / Vc ]  =  [0.9048][ 0.1421]   =  0.1286;

Assume that the non-HM municipality has the same fractional county property tax rate as does the HM:

(B.)  rc / rnHM  =  0.3487;

  ==>
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Thus the NJT redevelopment PILOT results in a non-HM (i.e. a non-Hoboken) property tax increase of 4.483%. 

Why is Redevelopment so attractive to both Mayor and Developer?

Given that a RP is exempted from both property taxes and zoning regulation and that property within the redevelopment zone can be acquired by eminent domain, it is fairly obvious that a developer would find a redevelopment opportunity to be so attractive.  For the same reasons one would think that elected municipal officials, i.e. the Mayor and City Council, would be very reluctant and cautious about creating redevelopment zones, since extreme care must be taken to avoid negative financial and environmental consequences for the citizens and taxpayers that they represent.
In both of the two examples for which the author has been able to obtain PILOT and RP property value information, the redeveloper pays considerably less than full taxation:  at full build, the PA RP will pay only 20.79% of full taxation and the NJT RP would theoretically pay only 59.57% of full taxation (in about 25 years, if ever).

The Hoboken municipal government, and Hoboken and Hudson County taxpayers have not done so well.  Hoboken receives only about 68% of full municipal taxation from the PA RP, and the PA RP causes a property tax increase of 11.2% for Hoboken taxpayers and 1.1% for non-Hoboken Hudson County taxpayers.  The NJT property will "in theory" pay 196% of full municipal taxation to Hoboken, which sounds good until you determine that the NJT RP will also cause a Hoboken property tax increase of 9.5% and a non-Hoboken Hudson County property tax increase of 4.5%.
So far, then, the redevelopers always win, and Hoboken and Hudson County taxpayers always lose.  This leads to the final question addressed by this seminar:

Can a PILOT agreement be written to insure that there is no increase in HM and non-HM property taxes?
Equation [4] demonstrates that as long as a RP is exempt from county taxes, redevelopment always results in a property tax increase for non-HM county taxpayers.  Since this arrangement can be agreed to by the HM Mayor and Council with no input from non-HM county citizens, this is a case of "taxation without representation" rendering the New Jersey Local Redevelopment and Housing Law very likely unconstitutional as a taking without due process.
But as we will now demonstrate, the PILOT can be adjusted so that (A.) the HM receives a stream of revenue that exceeds full municipal taxation;  (B.) the RP pays less than full property tax;  and (C.) the HM property tax rate does not increase.  Requiring that the fractional change in HM property tax rate in [eq.2] be less than or equal to zero gives the following constraint on the PILOT rate to insure that (A.-C.) are satisfied:
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[5]

As an example, insert the 2007 Hudson County assessment data (given under the Example I discussion of RP impacts on Hoboken tax rates above) into relation [5]:
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Put into words:  as long as (in 2007) the redevelopment pays over 70.08% of full property tax, then the redevelopment will not increase the Hoboken property tax rate.
This brings us to an obvious conclusion:  a necessary (but not sufficient) condition for an acceptable PILOT agreement is that every year the PILOT is adjusted to insure that constraint [5] is satisfied.  Any PILOT agreement that does not guarantee that [5] is satisfied will allow the redevelopment to increase Hoboken property taxes and should be rejected for that reason.  (One reason that [5] may not be sufficient to guarantee that the PILOT will not increase property taxes is that it does not take into account major capital improvement projects, such as sewer, water, and road upgrades, that may be necessary to accommodate extensive new redevelopment.  Such major capital expenditures fall outside the assumption that extra costs of servicing the redevelopment are related to the RP property value via the same tax rates that relate pre-existing costs to property values.)
Conclusions:
(1.)
Formulas [3a-c] and [4] have been derived and used to translate tax rate, property value, and PILOT data into estimates of the fractional change in HM and non-HM property tax rates caused by the introduction into a HM of a tax exempt and PILOTed RP.  In particular, the data needed to calculate these fractional property tax rate changes are:  total property values of the HM, county, and RP, county and total property tax rates, and annual RP PILOT payment.  These formulas are used to calculate property tax rate increases in both Hoboken and other Hudson County municipalities caused by two Hoboken RPs:  the PA and proposed NJT redevelopments.  2007 input data used for these calculations and hyperlinks to their sources are provided.
(2.)
Formula [5], derived from equation [3b], allows the minimum annual PILOT payment needed to insure that (A.) the HM receives a stream of revenue that exceeds full municipal taxation;  (B.) the RP pays less than full property tax;  and (C.) the HM property tax rate does not increase.  An example using 2007 Hoboken and Hudson County data suggests that the RP must pay slightly more than 70% of full taxation to satisfy these three constraints.  It is suggested that any PILOT agreement include a requirement that the PILOT be adjusted annually to insure that the formula [5] constraint is satisfied.
(3.)
Equation [4] demonstrates that any PILOT agreement that exempts the RP from county taxation will result in an increase in non-HM property tax rates.  Since the New Jersey Local Redevelopment and Housing Law (LRHL) allows a PILOT agreement which increases non-HM property taxes to be enacted by the Mayor and Council of the HM without input from the citizens of the non-HM, it is suggested that  LRHL sanctions an unconstitutional taking without due process and should be repealed.
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