Options for Improving the Land Recycling System
Excerpt from the Kennedy Report
Using the Existing Legal Framework  

Pittsburgh could expand the volume of land recycled within the existing state and local legal framework.  An improved system would continue to acquire title to and resell tax-delinquent abandoned parcels which have development potential.  The marketing and reselling of those properties could more closely mimic the private real estate market, thereby increasing the number of parcels purchased and redeveloped.  In the biggest departure from current practice, all tax-delinquent abandoned parcels, regardless of immediate development potential, should face automatic foreclosure and be held in the City’s inventory.  The City could also consolidate all land recycling functions like foreclosure processing, inventory marketing and property maintenance into one entity, making the City’s land recycling more focused, coordinated and efficient. 

Automatic tax foreclosure.  The City should automatically file foreclosure actions once the amount of delinquent taxes reach a certain threshold.
  Currently the City levies costs, penalties and interest on tax-delinquent parcels more or less indefinitely, with only selective enforcement (i.e. Treasurer’s Sale) on higher-value parcels.  Genesee County in Michigan offers one model: After 2 years of tax-delinquency, every parcel faces automatic tax foreclosure processing.  In Appendix III, automatic foreclosure cost projections use a 5-year tax delinquency threshold.  Automatic foreclosure incentivizes property owners to pay their taxes while transitioning tax-delinquent abandoned parcels into new ownership.  

Parcels with Development Potential.  As stipulated under the Second Class City Treasurer’s Sale and Collection Act, all tax delinquent parcels, including those with development potential, must be put through a public auction.  The City is not legally allowed to more aggressively advertise before a Treasurer’s Sale or collect more money beyond the amount of the tax delinquency value at the auction.
  Once the parcel is under the City’s name in its inventory, the City can choose to quiet titles before there are interested buyers, set purchase prices and market parcels for sale.  The inventory can therefore make itself more competitive in the private market, with parcels ready for immediate sale with a clean title.  The City should consider accepting a smaller payment upfront for properties that are in its inventory and offer a long-term payment plan, rather than only accept full payment in cash.  The City, of course, must be strategic about the parcels it decides to sell in order to stabilize and enhance property values.  Selling structures for nominal consideration, for example, can be a risky strategy.  On the one hand, it returns parcels to the tax rolls and frees the City from paying maintenance costs.  But on the other hand, sales for nominal consideration can attract and encourage irresponsible ownership.  
Parcels with No Development Potential.  After a Treasurer’s Sale, parcels with no immediate development potential should be held in the City’s Inventory.  It is critical that the City maintain these parcels; otherwise, there is little point in transferring ownership in the first place.  Today the City is not adequately maintaining the vacant lots which are already in its inventory.  As of 2010, the City does annual maintenance like mowing for about 2,000 vacant lots, or 27 percent of the estimated 7,539 vacant lots in the City’s Inventory.
  Maintenance tends to be in response to complaints or on vacant lot that are in highly visible locations.  Any land recycling strategy must include better maintenance for already City-owned parcels.  Universal annual maintenance for City-owned vacant parcels is not an unrealistic goal.  Genesee County, for example, pays for annual maintenance for all of its land bank parcels.  In addition, the City may want to quiet the title on all parcels in its inventory if it intends to eventually resell all of them.  An alternative cost projection for universally quieting title is provided below.  

Side Yard Program and CDCs/Land Reserve. The City could be more proactive with programs such as the Side Yard Program and the Land Reserve, which have relied on the initiative of private homeowners or CDCs.  The City used to be more proactive with the Side Yard Program.  In the mid-2000s, the City’s Real Estate department identified potential side yards in the Inventory and sent a letter to adjacent homes explaining the opportunity to purchase the side yards for $200.  There were few resulting sales, but the marketing and notification efforts could have been better targeted and more persistent.
  The City or neighborhood CDCs should make it regular policy to notify any adjacent homeowners of side yards facing tax foreclosure.  As for the Land Reserve, the City should loosen the requirements for CDC participation.  If a CDC does not have enough capacity or funding to design or complete a development project, the City should step in to help.  Philanthropic organizations, some of which have already expressed interest in funding CDC land recycling projects, should also be enlisted to help.       

Costs.  A land recycling system that automatically prosecutes 5-year tax delinquencies and annually maintains every parcel in the City’s Inventory would have a net cost of $1.04 million to clear the backlog of existing tax-delinquent abandoned parcels and a net initial cost of $3.49 million per year afterwards, factoring in redeemed tax revenues and eventual resale revenues (See Figure 3).
  If the City chooses to quiet all titles in its Inventory, the initial one-time net cost would be an additional $15.07 million and then an additional net cost of $227,000 thereafter (See Figures 10 and 11).  

Bringing all tax-delinquent abandoned parcels to a Treasurer’s Sale nearly pays for itself through redeemed tax revenues and eventual resale revenues.  The parcels that will be redeemed at Treasurer’s Sale and the resale of unredeemed parcels are expected to produce significant revenue.  Excluding revenues from automatic foreclosure or resales, the cost of bringing the existing backlog of tax-delinquent abandoned parcels to Treasurer’s Sale and the initial maintenance for unredeemed parcels would initially cost $6.49 million and then $269,000 per year for parcels that become 5 years tax delinquent (See Figures 5 and 6).  Under this scenario, the initial expense of clearing the backlog of abandoned parcels would be large, but ongoing expenses would be manageable.   

Annual maintenance is the most expensive component of an automatic foreclosure land recycling system costing about $3.57 million per year—about 6 times the amount spent on inventory maintenance today (See Figures 7 and 8).  These maintenance costs assume the City will pay the same maintenance prices it does today. Some believe the prices are too high.
  If maintenance costs were 30 percent lower, the City would save about $1.07 million per year.  The number of parcels needing maintenance may decrease over time anyway.  Some parcels will become permanent green spaces, which will need almost no maintenance at all.  The rest of the parcels will ultimately be resold and put back on the tax rolls with private stewardship.  

The option of automatically quieting titles for all parcels would add a very substantial cost, particularly early on.  The one-time initial net cost would increase by a huge sum of $15.07 million ($8.07 million for the existing Inventory and $7.0 million for the backlog and about $227,000 every year after (See Figures 9 and 10).
  

It may be a good investment for the City to quiet titles upfront if it intends to eventually resell all vacant parcels in its inventory.  If they are resold, the City would in theory get back the money spent quieting their titles.  

But the true cost-benefit analysis of any redesigned land recycling system must take into account secondary effects, from increased property values and correspondingly larger property tax revenues to more job opportunities doing parcel maintenance.  An economic analysis should be carried out to quantify whether the overall annual benefits would be less than, equal to or greater than the $3.49 million the proposed land recycling system would cost per year.  

� Automatic tax foreclosure is possible under the agreement with Jordan Tax Services, Inc.; The City has the prerogative to bring whichever tax-delinquent parcels to Treasurer’s Sale it chooses.  


� Even the overbid price is not the City’s to collect at first.  It is placed in a separate account for two years in case the original owner asks for and is granted restitution.  


� The vacant lot figure does not include parks, greenways and steep hillsides.  The City contracts out vacant lot maintenance to City Source.  City Source maintains as many vacant lots until the CDBG federal grant money for that year is spent.  In the last few years, the CDBG grant money has totaled $400,000, which pays for City Source to maintain about 2,000 vacant lots.  


� For example, letters were sent to the occupants of the adjacent homes, which in many cases were renters rather than the owners.  The renters would have no claim (and probably no interest) to acquire adjacent vacant land.   


� See Appendix III for a detailed breakdown of the cost projections and assumptions.


� Amy Hovey of the Center for Community Progress says Genesee County pays contractors about $40 to mow a vacant lot twice per year.  Pittsburgh pays 10 times more, or about $200 per vacant lot per year for one mow.  Pittsburgh’s lots may be larger, but probably not 10 times larger.  She believes Pittsburgh could lower maintenance costs by at least one-third.


� These cost estimates may also be overestimating the costs since some parcels will be designated as permanent green spaces, in which case the title would not need to be quieted.
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