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Context and Background 
 

For more than 25 years, the Mills Act has served as a tremendous catalyst toward 
community investment and preservation of the City of Orange’s unique heritage. The 
program has served a pivotal role in turning what was once considered a “blighted” 
downtown area into one of our city’s most sought-after destinations. The extension of 
the Mills Act Program to the Eichler communities has also stimulated significant owner 
investments into those neighborhoods. A brief history of preservation efforts in Orange, 
including the adoption of the Mills Act Program, is found in Appendix A. 

The Mills Act Program fosters property investment and is an economic driver through its 
ability to increase and maintain property values for properties with contracts as well as 
surrounding properties. Misconceptions exist and gross overstatements have been 
offered regarding the program’s impacts to the City’s tax revenue. There are ample 
studies that underscore the positive, broader impacts of historic preservation to local 
economies and at least one study measuring the fiscal benefits of the Mills Act Program 
in San Diego, California. See Appendix B for results of these studies.  

But as with some historic properties, the Mills Act Program must evolve with changing 
circumstances. With the City of Orange facing economic challenges, this was the right 
moment for a thorough review of the program’s effectiveness, administration, fiscal 
impacts, and opportunities to strengthen its role in supporting historic preservation. 
Appendix C describes state requirements for Mills Act Program and the effects of the 
program on property taxes paid by contract holders as well as property tax received by 
a city. Guidance from the state Board of Equalization details how county assessors are 
to assess properties under Mills Act contracts. Three formulas are used and compared 
each tax year (https://boe.ca.gov/proptaxes/pdf/lta05035.pdf).  

A number of other municipalities, economic scholars, and other entities have conducted 
in-depth studies to better understand the economics of the Mills Act Program. These 
studies have overwhelmingly concluded that the Mills Act Program has shown to have 
little, if any, significant negative fiscal impacts. Any changes to the program must be 
well understood, data-driven, and based on predictable outcomes in order to ensure 
positive outcomes.  

Over the past several years, the Orange City Council has discussed various challenges 
and opportunities surrounding the program. Council members have suggested a 
number of potential changes to the program for consideration. Some of those 
suggestions reflected a lack of awareness about the state law creating the program as 
well as its actual fiscal impacts. It is critical that any proposed changes be based upon 
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sound data, achieve the desired preservation outcomes, and comply with the State 
legislation that governs the Mills Act Program. Furthermore, administration of the 
program must be both effective and efficient, and fees should be used to offset staff 
time and costs to the City.  

As early as November of 2023, a group of community stakeholders with extensive 
knowledge of the Mills Act Program began conversations with Council members, 
expressing interest in improving the Mills Act Program in the City of Orange. During this 
time of limited staff and financial resources, the City could be greatly served through 
reliance on its own citizens to provide the necessary data, in-depth study, and 
recommendations for the Council’s consideration. In 2024, Orange Legacy Alliance 
(OLA) and Old Towne Preservation Association (OTPA) made a formal offer to 
undertake such an analysis on a pro bono basis. The Council signed a Memorandum of 
Understanding with OLA and OTPA in October 2024 for this Mills Act review as well as 
pro bono work developing a preservation ordinance for the City. The initial 
recommendations were delivered to city staff in March 2025.  
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Analysis of Orange’s Mills Act Program 
 

Numerous studies have provided evidence that the Mills Act Program can be a very 
effective tool for preserving historic resources as well as having positive fiscal and 
economic benefit to a city (see Appendix B). In order to do so, the program requires 
active and sustained management and the resources to carry that out. For our Mills Act 
Program to be highly effective it also needs to be structured to focus on yielding the 
highest preservation outcomes and ensure program compliance. The state law 
authorizing the Mills Act Program contains a short list of requirements but cities 
implementing the program have the discretion to implement other requirements. As a 
result, there is substantial variation in programs across the state. Based on a review of 
programs in other California cities and experience as users with the way the program is 
implemented here in Orange, the analysis herein contains recommendations for better 
preservation outcomes, improved program compliance, streamlining processes to 
minimize city costs and staff time, and enhancing revenues to offset costs. 
 

Conformance with State and Local Laws 

One measure of the program’s success can be evaluated as the extent to which our 
program conforms with state law and the requirements the City itself has adopted. First 
of these is a requirement to inspect contract properties a minimum of every five years. 
As with nearly every other municipality examined for this report, Orange has never 
dedicated sufficient resources to meet this requirement. Without verifying that proposed 
work was completed, and completed in accordance with state and federal standards, it 
can’t be known whether the program is meeting its legislative intent of facilitating 
preservation. The resources needed to fulfill this mandate require specialized expertise 
to evaluate whether work conforms with standards. For several decades the City of 
Orange has had a position for a staff member with knowledge of preservation practices 
and evaluating restoration plans and property modification proposals to ascertain that 
any work undertaken on a historic property conforms with applicable standards. Over 
the years, however, this position has been vacant for significant periods of time, leaving 
the City without resources to manage day-to-day procedures, keep accurate records, 
and monitor compliance. Currently the City relies on contract services but they appear 
to be insufficient to keep pace with the workload. 

Other measures of compliance include payment of an annual fee and submission of an 
annual report on the progress of workplans, and submission of new workplans every ten 
years by each contract holder. As cited above, city officials have stated that most 
contact holders are in compliance but data were not made available for this report. 
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Recentering on Program Goal of Preservation 

The legislative intent of the Mills Act Program is to support and encourage restoration 
and long-term preservation of historically and architecturally significant structures in 
California. The benchmark for what constitutes such restoration and preservation efforts 
is defined by state law as conforming with the standards of the California Office of 
Historic Preservation, the State Historic Building Code, and the Secretary of the 
Interior’s Standards.  

First, we ask: have preservation efforts been enhanced as a result of the program? 
Anecdotally, we see an increased level of restoration activities in the years since the 
program began. However, there is a lack of data on the degree to which this is a direct 
result of the Mills Act Program. City officials have stated that most contract holders are 
in compliance, so this can serve as an indicator of its success while being far from a 
definitive answer to the question. Actual numbers of compliant vs. non-compliant 
contract holders were not available for this report. 

The core of the Mills Act Program is a long-term commitment by owners to preserve that 
which makes their property historically significant. Yet there have been numerous cases 
of contract holders that improperly modify their property or do work without the required 
City permits or administrative approvals. Periodic inspections and a more rigorous 
verification process would ensure those who receive property tax assistance are 
fulfilling their commitment to preservation.  

To further refocus on preservation outcomes, fewer contracts should be issued in the 
future and on a much more selective basis, with clear criteria for awarding new 
contracts. New applications should be evaluated on the preservation outcomes to be 
achieved by each proposal and the degree of need for rehabilitation or preservation on 
the property. To this end, a small number of prioritized applications are recommended 
when the current moratorium ends. This will further assist the City in achieving a more 
manageable number of contracts to administer. A more rigorous screening process with 
fewer, prioritized contracts will also minimize applications for properties with low 
restoration needs where the owner’s primary interest is tax savings vs. preservation. 
 

Reducing Overhead and Mitigating Revenue Loss 

The Mills Act Program diverts property tax revenues that would otherwise flow into city 
coffers. As with any other City services, there are costs associated with administering 
the program beyond the tax revenue losses. These services include staff time to review 
and audit Mills Act contracts and process new applications. No estimates on the extent 
of these costs are currently available. For the 391 active contracts as of FY 2023-24, 
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approximately $262,400 of tax revenues to the City were diverted to preservation of 
Mills Act properties (as of FY 2024-25, there are 410 active contracts).1 Over the span 
of nearly 25 years, the fees to recover program costs have only been updated once. 
The annual fee charged to program participants could be updated to cover all or part of 
that revenue loss every year. In addition, fees could be adopted to offset all or a portion 
of costs to manage contracts and administer the program.  

Based on studies conducted in other jurisdictions, the Mills Act Program has the 
beneficial effect of increasing property values, thereby increasing property tax receipts 
to the City. The effect is seen for properties with contracts but there is also a spillover 
effect of increased value to surrounding properties. Given the number of existing 
contracts, the fiscal benefits to the City can continue without every historic property 
receiving a contract. Fewer, prioritized contracts, as discussed in the previous section, 
would also minimize the City’s workload over time.     

The Working Group continues to support the City’s efforts to streamline their internal 
processes. To date, annual reports and workplan updates have been submitted to the 
City on paper and by email with mostly paper files on each contract. Automation could 
streamline the record keeping as well improve compliance monitoring, increasing both 
efficiency and preservation outcomes. Likewise, the City should consider a streamlined 
system for verifying work completed, with reports and photographic evidence submitted 
online. This step could preclude on-site inspections to verify work completed. 

The Working Group has noticed that among contract holders there is a lack of 
understanding about what’s required of them. For example, some owners have 
expressed confusion over whether an annual report must be filed during years without 
workplan items scheduled, or that a new workplan if required every ten years. This 
confusion has been especially noticed among owners that inherited an existing contract 
when purchasing their property. There is no central place where the program 
requirements and guidelines can be found beyond the very basic language of the 
contract itself. There have been inconsistent interpretations on what work qualifies for a 
workplan or how to apply the limit on interior restoration or rehabilitation. The city’s 
Eichler Design Standards and Historic Preservation Design Standards describe a 
streamlined review process for minor projects, referring to a requirement to submit a 
Minor Design Review Application but no such form is available for users. A guidance 
handbook for Mills Act contract compliance could provide better clarity and consistency 
for both contract holders and those administering the program, whether in-house staff or 
contracted staff. 

 
1 Per data provided by the County of Orange Assessor’s Office. 
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Investing in the Program  

This analysis would be remiss if it failed to point out that effective municipal programs, 
including Mills Act, require thoughtfully designed processes and sufficient resources. An 
essential resource for effectiveness is knowledgeable staff. Specifically, knowledge of 
historic preservation regulations and practices is needed to evaluate applications, 
proposed workplans, and whether work was completed to the required standards. For 
several decades the City of Orange has had a position in the Community Development 
Department for a staff member with knowledge of preservation practices and evaluating 
restoration plans and property modification proposals to ascertain that any work 
undertaken on a historic resource conforms with preservation standards. Over the 
years, however, this position has been vacant, leaving the City without resources to 
manage day-to-day procedures, keep accurate records, and monitor compliance. 
Currently it relies on contract services from a vendor.  
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Recommendations 
 Program Feature Purpose 

 Application Process   

1     Institute formal criteria for ranking applications to yield 
maximum preservation outcomes and protect the most 
threatened resources. Consider bonus points for special 
considerations such as how vulnerable the building is. 
Consider the following factors when ranking applications: 

▪ Extent of rehabilitation needed, properties needing 
major restoration work vs. minor 

▪ Structures outside historic districts 
▪ Historic significance other than architecture 
▪ National Register of Historic Places rating in 

categories 2, 3, 4, or 5 
▪ Low-income owners 
▪ Results in the preservation or addition of safe, 

affordable housing per HUD’s standard 
▪ Owner hires historic preservation professional to 

assess property 
▪ Owner occupied 
▪ Owners that do not already have a Mills Act contract 
▪ Properties must be on the Local Register of Cultural 

and Historic Resources to qualify  
▪ Less common architectural style 

 

Maximizes historic 
preservation outcomes 

2     Develop a two-stage competitive application process. 
Charge a small, cost recovery fee to apply for the initial 
screening process based on preservation outcomes and a 
larger fee for the more in-depth secondary process. 

Maximizes historic 
preservation outcomes 
while minimizing the 
number of contracts 
awarded annually 

3     Utilize a Historic Resources Commission to review and 
prioritize applications and recommend which applications 
move forward for Council approval. 

Maximizes historic 
preservation outcomes 

4     Implement a pre-application workshop with required 
attendance for any potential applicants, whether or not they 
have previously been awarded a contract. 

Educates applicants on 
the intent of the program 
and their obligations 
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 Program Feature Purpose 

5     Consider a process that allows essential work performed 
before contract execution to satisfy workplan obligations on a 
future contract. For example, if a non-contributing Eichler 
requires certain work to be performed to be eligible, a pre-
contract agreement would allow that work to satisfy the 
required spending on a workplan if a contract is later issued. 

 

Maximizes historic 
preservation outcomes 

 Controls on the Total Number of Contracts   

6     Verify that all current contracts are issued to properties 
exempt from paying property tax to conform with state law. 
Some properties originally qualified may have been sold to 
entities that are exempt. 

Reduces the number of 
active contracts 

7     Define a cap on the number of new contracts awarded per 
year, and award fewer than the maximum based on the 
merits of the applications. See Appendix D for further 
discussion of this recommendation.  

Evidence-based 
approach to right-sizing 
the program 

8     Consider not renewing in cases where savings are minimal. 
Plan for what will be required for these properties during the 
final ten years of the contract (e.g., will workplans and fees 
still be required?). See Appendix D for further discussion of 
this recommendation. 

Reduces the number of 
contracts 

9     Use data to determine if a maximum term for contracts 
makes fiscal sense and conforms with the intent of state law. 
Consider allowances for owners that inherited contracts from 
prior owners who did not complete work. See Appendix D for 
further discussion of this recommendation. 

Maintains economic 
benefits while limiting 
workload 

10     Create a manual for the program so that contract holders 
know exactly how to comply. See also Recommendation 
#25. 

Assists with compliance 
and compliance tracking 

11     Build in allowances to add interior or landscape features as 
character-defining features for preservation or rehabilitation. 

 

Enhances historic 
preservation 
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 Program Feature Purpose 

 Contract Management  

12 Adjust annual report filing fee to offset all or part of property 
tax diverted. See Appendix D for further discussion of this 
recommendation. 

Offset costs to administer 
program 

13     Formalize process for how items on the workplan are carried 
out: 

 

 ▪ Approval of each workplan item before work proceeds 
with an application form and issuance of a Certificate of 
Appropriateness 

Ensures work per 
Secretary of Interior 
Standards  

 ▪ Verification of work completed per SOI standards by 
photo submissions, or in limited cases, in-person 
inspections 

Minimizes staff 
inspections, streamlines 
process 

 ▪ Issuance of a Certificate of Completion after work is 
completed to Secretary of Interior standards 

Ensures work per 
Secretary of Interior 
Standards; aids 
compliance tracking 

 ▪ Charging a reasonable fee to offset staff and/or 
consultant costs for processing over the counter 
approvals or Certificate of Appropriateness 

Offset costs to administer 
program 

14     Formalize how workplans can be modified to include 
unexpected work that may arise. 

Streamlines compliance 
tracking 

15     Make explicit that an annual report must be submitted for 
each contract each year; the report should include all 
Certificates of Appropriateness and Certificates of 
Completion. 

Streamlines compliance 
tracking 

16     Require new workplans for every ten years of the contract 
wherein expense must equal or exceed the projected 
property tax savings for the upcoming ten years. 

Enhances compliance  

17     Since all annual reports are submitted in a short period of 
time, have a consultant contract available to cover the 
workload efficiently; fees can offset costs.  

Enhances compliance, 
minimizes net cost to city 
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 Program Feature Purpose 

18     Explore possibilities for adding or modifying contract terms, 
especially for opportunities to enhance compliance or end 
contracts early without the harsh penalties on cancellation. 

 

New terms may tighten 
up compliance 

19     Create or modify existing online management system that 
accepts annual reports, tracks workplan progress and 
payments, and archives audit and inspection reports. Use 
NGO labor or funding for data entry on existing contracts. 

 

Streamlines compliance 
tracking 

 Inspections and Compliance Measures  

20     Prioritize inspections and audits of contracts with delinquent 
reporting and fee payment. 

 

Boosts compliance 

21     Conduct inspection and Mills contract audit when a property 
owner applies for a land use application (addition, ADU, 
etc.). 

 

Minimizes additional on-
site inspections 

22     Ensure that homeowners are fully cognizant of the program 
guidelines and their scope of work, particularly new owners 
that “inherit” contracts. 

 

Distribute program 
manual; have owners 
sign receipt 

23     Send notices when contracts are not in compliance with 
deadlines as appropriate; issue notice of cancellation for 
chronic non-compliance. 

 

Enhances compliance 

24     Consider enforcement measures short of contract 
cancellation such as penalty fees to offset added costs to 
deal with non-compliance. 

 

Enhances compliance 
and offsets program 
costs 



 
MILLS ACT PROGRAM REVIEW  PAGE 11 

 

 Program Feature Purpose 

 Document Procedures and Criteria  

25     Create a program manual for staff and the public that 
documents: 
▪ Application process 
▪ Criteria for ranking applications 
▪ Guidance on the types of work eligible and not eligible for 

workplan 
▪ List of procedures for contract compliance with due dates 

as applicable 
▪ Required pre-approvals needed for completing workplan 

items 
▪ Required post-approvals needed to verify work 

completed to SOI Standards 
▪ Delineate procedures for requesting modifications to 

workplans and approval process of same 
▪ Forms: applications and submittals 

 

Enhances compliance by 
articulating the rules and 
procedures required of 
contractees; consider 
free NGO assistance in 
drafting  
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Appendix A: Early Preservation Efforts and the Mills Act 
Program in Orange 
 

The History of Preservation in Orange 

Orange has long been known for its historic downtown commercial core and 
surrounding neighborhood. Over the years, preserving this physical legacy has not 
always been of interest to local policy makers. Several precipitating events in the 1970s 
spurred a broader interest and engagement in historic preservation locally and 
nationally. The US Bicentennial in 1976 inspired events across the country celebrating 
the Declaration of Independence and spawned a widespread interest in historic 
preservation. Around the same time, the dominance of shopping malls saw the decline 
of downtown retail districts across the country. Orange was no exception, and the City 
contemplated a designation of blight for Old Towne to pave the way for massive 
redevelopment. Fortunately, the rising public interest in preservation had already 
attracted homeowners with the desire to live in a historic neighborhood. The city 
shelved the redevelopment proposal based on community opposition. 

Prior to the 1970s, only the site of the Portola Expedition’s 1769 crossing of the Santa 
Ana River was the only formally recognized historic site. It was added to the California 
Register of Historic Places in 1935. Beginning in the 1970s, Orange got its first listings 
on the National Register of Historic Places with Orange Union High School in 1975 and 
The Plaza in 1978. In the 1980s, Ainsworth House, The Plaza District, Irvine Regional 
Park, and the  Culver House were also listed. These sites were simultaneously listed in 
the California Register as well. 

Early historic preservation measures were initiated in the 1980s. Heritage Orange 
County, Inc., undertook the first survey to identify historically significant resources in the 
Old Towne and El Modena areas plus a number of outlying properties around the city in 
1981. The 1982 Orange General Plan update included the adoption of the City’s first 
Historic Resources Element. It created a locally designated historic district for Old 
Towne that encompassed the area between Walnut Avenue, Cambridge Street, La Veta 
Avenue, and Batavia Street plus the Nutwood Tract. However, the local district 
designation provided no protections for historic preservation. After battling over 
individual properties, preservation advocates organized and convinced city leaders to 
adopt voluntary historic preservation guidelines followed some years later by historic 
preservation standards and other preservation policies. In 1997, community members 
successfully nominated Old Towne to the National Register of Historic Places. With this 
federal designation came required national standards for the treatment and modification 
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of historic properties. Review of development proposals for properties within the district 
were added to the Design Review Board/Committee’s existing duties. 

As a result of growing awareness of the value of historic architecture, the popularity of 
Modernist architecture also grew. In the early 2000s, homeowners in the three Eichler 
tracts here in Orange requested that the City recognize their neighborhoods with the 
aim of protecting them for future generations. In 2005 the City commissioned a historic 
resources survey to assess the status of the homes there and concluded that each of 
the three tracts were eligible as historic districts. In its 2010 General Plan Update the 
City adopted a goal to designate the Eichler neighborhoods as local historic districts. 
Progress stalled but in 2016 the City held a community meeting on the potential historic 
district designation which was followed by a petition from over 80 percent of Eichler 
owners requesting that the City designate their neighborhoods. Three local historic 
districts and associated design standards were adopted by the City at the end of 2017. 

Orange was recognized as a one of the Southern California leaders for its early efforts 
in historic preservation. However, the program has grown in a piecemeal fashion 
without a comprehensive set of policies and regulations now recognized as best 
industry practices. For example, the City adopted an inventory of historic properties but 
has never had procedures or criteria for how to designate additional historic structures, 
or remove buildings that have been demolished or severely altered. It adopted a Mills 
Act Program but has no written guidelines for how property owners should comply. 
Work under the Memorandum of Understanding seeks to close gaps in our present 
historic preservation program. 
 

The Mills Act in Orange 

Orange adopted the Mills Act on a pilot basis in August 1998 by Resolution 8920. Its 
stated goals included:  

▪ promoting the quality of life and historic features of the National Register Historic 
District,  

▪ the protection and stabilization of property values through maintaining and 
upgrading its older housing stock,  

▪ the beneficial effects on city businesses,  
▪ economic stability and community pride by preserving important neighborhood 

resources,  
▪ the fulfillment of one of the 1983 General Plan goals to encourage and 

incentivize long-term preservation by assisting property owners in rehabilitating 
and preserving homes and buildings, and 
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▪ limiting the use of historic properties to prevent inappropriate alterations and 
ensure the characteristics of historic significance are preserved and maintained 
in an exemplary manner.  

Each contract required a schedule of work to be performed every ten years 
commensurate with the property tax savings over the same period of time. In other 
words, property owners in Orange are required to reinvest their savings, or more, into 
the preservation of historically significant aspects of their property. Per state law, 
inspections of the interior and exterior of each property with a contract are to be 
conducted every five years. The initial resolution creating our local program outlined 
measures to mitigate the revenue loss by imposing criteria for properties to qualify and 
stipulated that after 12 months or 10 approved applicants the Council would determine 
whether to continue, modify, or terminate the program. The application fee was set at 
$400 with an annual fee of $30 (Resolution 8982).  

Initially the City deemed properties in the Old Towne National Register District eligible to 
apply except for those within the redevelopment area. Any other properties citywide 
listed on the National Register of Historic Places, California Register of Historic Places, 
or California Register of Historic Landmarks were also deemed eligible. In 2003 it 
amended the program to remove the restriction on properties within the redevelopment 
area.      

In 2018 the City amended the program to allow certain interior features to be included in 
the preservation workplans; interior features were limited to 25 percent of the workplan 
expenditures (Resolution 11122). Historic districts created for each of the three Eichler 
tracts were approved at the end of 2018 via Ordinance No. 14-18 which also qualified 
these properties for the Mills Act incentive. 
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Appendix B. Summary of Fiscal Impact Studies 
 

In 2018 the federal Advisory Council on Historic Preservation sponsored an extensive 
bibliography titled “Measuring Economic Impacts of Historic Preservation” that 
summarizes the results of numerous studies conducted across the United States.2  
More locally, a study titled “Preservation Positive Los Angeles”3 found that preservation 
plays a positive role in promoting stable neighborhoods, protecting existing affordable 
housing, and meeting new housing and creative office needs through adaptive reuse. It 
also documents who benefits from historic buildings and neighborhoods and dispels 
deeply held beliefs about the downside of preservation. Similar studies include “The 
Impact of Historical Districts on Residential Property Values,” by D.A. Coffin in the 
Eastern Economic Journal  (1989) and “Economics and Historic Preservation: A Guide 
and Review of the Literature” by R. Mason, the Brookings Institution Metropolitan Policy 
Program (2005). 

Specific to the Mills Act, Andrew Narwold’s 2008 research4 aimed to quantify how 
designating homes as historic under this act affects the property values of neighboring, 
non-historic homes. Key findings published in the International Journal of Housing 
Markets and Analysis are (1) a non-historic house gains approximately 3.8 percent in 
value when there is a designated historic house within 250 feet; and (2) if the closest 
historic house is positioned between 250 and 500 feet away, the increase is around 1.6 
percent. 

While historic designations reduce property taxes for designated homeowners, the 
study finds broader neighborhood benefits. Each historic home boosts the overall 
neighborhood's taxable base by around $1.8 million (2008 values), resulting in an 
estimated net tax revenue gain of $14,000 per house per year for local governments. 
These results suggest that historic preservation via the Mills Act can yield a budgetary 
benefit—not just a cost—to municipalities. 

Narwold’s analysis shows that historic preservation generates spillover benefits for 
nearby residential property values. The Mills Act’s incentives not only help homeowners 
but also economically benefit the broader community. This kind of market-oriented 

 
2 PlaceEconomics, Measuring Economic Impacts of Historic Preservation (2018),  
https://www.achp.gov/sites/default/files/guidance/2018-06/Economic%20Impacts%20v5-FINAL.pdf 

3 PlaceEconomics, Preservation Positive Los Angeles (2020), 
https://www.placeeconomics.com/resources/preservation-positive-los-angeles/ 
4 Andrew J. Narwold, “Estimating the Value of the Historical Designation Externality” (2008), International 
Journal of Housing Markets and Analysis, Vol. 1 No. 3, pp. 288–295 IDEAS/RePEcEmerald 
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preservation strategy may serve as a useful model for other jurisdictions aiming to 
balance heritage conservation with economic development. 

A second study5 in San Diego by Nawold, Sandy, and Tu attempts to quantify the effect 
of historic designation on single-family residential property values. The first finding of 
note is that historic designation leads to an average 16 percent increase in property  
value. Secondly, this premium exceeds the value of mere tax savings (capitalization), 
signaling that the designation itself holds added market value, beyond its direct financial 
benefit to the property owners. The authors concluded that the 16 percent premium 
suggests buyers place intrinsic value on preservation and historical significance, not just 
on financial incentives. 

  

 
5 Andrew Narwold, Jonathan Sandy, Charles Tu (University of San Diego), “Historic Designation & Residential 
Property Values,” International Real Estate Review, 2008, Vol. 11(1), pp. 83–95 IDEAS/RePEcEconPapers 
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Appendix C: Mills Act Program and Effects on Property 
Taxes  
 

State Requirements for Mills Act Contracts 

Historical Properties:  A qualified historic property is a privately-owned property that is 
not exempt from property taxation and that also meets either of the following criteria: 

▪ The property is listed in the National Register of Historic Places, or is located 
within a registered historic district; or 

▪ The property is listed in any official state, county, city, or city and county official 
register of historically or architecturally significant sites, places, or landmarks, 
including the California Register of Historical Resources, California Historical 
Landmarks, State Points of Historical Interest, locally designated landmarks, and 
adopted local survey listings of historical properties. 

Historical Property Contract (aka Mills Act Contract). The historical property contract 
must have a minimum term of ten years, and, as applicable, must contain certain other 
elements, including the following: 

▪ A provision relating to the preservation of the qualified historical property and, 
when necessary, the restoration and rehabilitation of the property in conformance 
with state historic preservation guidelines; 

▪ A requirement for the periodic examination of the property to ensure compliance 
with the agreement; 

▪ A requirement that the historical property agreement be binding upon successor 
owners of the qualified historical property; and 

▪ A provision for an automatic one-year extension of the contract added to the 
initial contract term on each anniversary of the contract, unless either party 
provides notice of nonrenewal. If a notice of nonrenewal is given, the contract 
runs for its remaining term, or ten additional years. 

In 1993 the State Legislature amended the law to define restoration and rehabilitation 
as meeting the standards of the California Office of Historic Preservation, the State 
Historic Building Code, and the Secretary of the Interior’s Standards. 

Once a contract is signed, accepted, and recorded, the property subject to the contract 
must be assessed under the Revenue & Taxation Code section 439.2 beginning with 
the upcoming lien date of January 1. Contracts executed and recorded during calendar 
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year  2024, for example, will convert to the alternative assessment method as of 
January 1, 2025 (lien date), which is then used to calculate property taxes beginning 
with the tax year of July 1, 2025, through June 30, 2026, and subsequent tax years.  
 

A Short History of California Property Tax 

Property tax is levied by counties and cities as well as special districts providing 
services such as flood control, libraries, water, and sanitation. Communities vary widely 
depending on how public services are provided, and therefore the number and types of 
agencies that collect property taxes varies. For example, most properties in Orange are 
under the taxing authority of Orange Unified School District but some are under the 
Garden Grove or Santa Ana school districts. Likewise, the City of Orange provides 
water for large areas of the City but some parcels are served by and taxed by the East 
Orange County Water District or Irvine Ranch Water District. The number of special 
districts that levy taxes on any given parcel varies depending on how services are 
provided in that part of the City.  

Property taxes are collected for each fiscal year (July 1 through June 30) based upon 
each property’s assessed value as of the annual lien date of January 1. In each county, 
the Assessor’s Office determines the assessed value of each property upon which 
property taxes are calculated. Prior to 1978 in California, Assessors in each county 
computed assessed value based on the imputed market price, or what the likely sale 
price for the property would be based on recent comparable sales for every year. Each 
taxing agency would determine the tax rate to be levied, for example, 0.0067% or 0.1% 
of the assessed value. Additional amounts could be added to repay the debt on any 
bond measures. There were no caps on the tax rates or the total tax burden for any 
given parcel.  

By the mid-1970s, property values had risen steeply in California, driving the cost of 
property taxes upward at a rapid pace. In reaction, the voters approved Proposition 13 
in 1978 that instituted several major changes. First, the cumulative tax rate from all 
applicable taxing agencies was capped at 1.00 percent; this is known as the Basic Levy. 
To do so, the tax rates of each agency were reduced proportionally so that the 
cumulative rate was 1.00 percent. Second, annual increases are applied to the 
assessed value based on inflation, not to exceed two percent per year. Lastly, assessed 
value was readjusted to the market value whenever a property was sold. 

Debt payments on bond measures remain in addition to this standardized basic levy as 
do special assessments as authorized. The total tax rate for properties in California 
varies based on the amount of bonds in a given locality. Within Orange, the total tax 
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rate on parcels varies from 1.05 percent to 1.11 percent based on the set of bond 
measures and special assessments where that parcel is located.  

One side effect of Proposition 13 was the variation in tax proceeds that Orange 
receives. On average, the City of Orange receives approximately 13.5 cents of every 
property tax dollar paid within city boundaries. For some parcels, Orange receives less 
than one cent of each dollar paid while for other parcels, it’s as high as 23.7 cents. This 
artifact results from the unique combination of taxing agencies for each parcel having 
their tax rates compressed down to one percent for the basic levy. 
 

Mills Act Impacts on Property Assessments 

On June 8, 1976, the voters of California approved Proposition 7 that amended the 
California Constitution authorizing the Legislature to provide for the preferential property 
tax assessment of historically significant properties that are enforceably restricted for 
historic preservation purposes. To implement this change, the Legislature created a 
program known as the Mills Act, named for its author James Mills, detailing the 
requirements. Cities and counties may choose to participate in the Mills Act program. If 
so, they gain the authority to enter into a contract with qualified historical property 
owners to enforceably restrict the historical property's use.  

In exchange for use restrictions and a pledge to restore, maintain, and protect the 
property's historical and architectural character, the property owner receives property 
tax relief in the form of a reduced assessed value, called the restricted value. Cities and 
counties must adhere to the basic requirements of the program but may add additional 
requirements. Source: California Board of Equalization. 

Once a Mills Act contract is executed, the law prohibits the valuation of enforceably 
restricted historical property based on sales or market value data and instead requires 
that such property be valued by a prescribed income capitalization method.  
 

Annual Assessment of Enforceably Restricted Historical Property 

While a property is under a Mills Act contract, Revenue & Taxation Code section 439.2 
provides a formula for calculating the annual assessed value of historical properties for 
property tax purposes, known as the restricted value. The income to be capitalized 
when valuing a restricted historical property is the property's fair rent less allowed 
expenses. The restricted value is the income to be capitalized, or net operating income, 
divided by one of the two types of capitalization rates.  

Once the restricted value is established, it is compared to the property's current market 
value and its factored base year value per Proposition 13. The lowest of the three 
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values is the assessed value that is used. The State Board of Equalization issues 
Guidelines for the Assessment of Enforceably Restricted Historical Property to county 
Assessors for this annual assessment. A handout from the OC Assessor describes their 
methodology in detail with sample calculations given. 

Capitalization Rate. Revenue & Taxation Code section 439.2 prescribes two types of 
capitalization rates for restricted historical property, distinguished by the property's type 
and usage: 

▪ Restricted historical property that is an owner-occupied single-family residence, 
and 

▪ All other restricted historical property. 

Both types of capitalization rates include components for interest (i.e., yield), risk, 
property taxes, and amortization of improvements. The two rates are identical, except 
for the amount of the risk component. The two capitalization rates contain the following 
components: 

Interest Component. An interest component based on the effective rate on conventional 
mortgages as determined by the Federal Housing Finance Authority. The interest 
component is announced annually by the State Board of Equalization via a Letter To 
Assessors by October 1 of the preceding assessment year. 

▪ A historical property risk component determined by property type. 

o For owner-occupied single-family residences, the rate is four percent. 

o For all other types of restricted historical property, the rate is two percent. 

▪ An amortization component for improvements, which is the percentage equal to 
the reciprocal of the remaining life of the improvements. 

▪ A property tax component equal to the percentage of the estimated total tax rate 
applicable to the property for the assessment year multiplied by the assessment 
ratio. 

Calculations of assessed value for Mills Act excludes any non-historic improvements to 
the property such as room additions, ADUs, swimming pools, etc. 
 

Contract Cancellations and Nonrenewals 

State law also dictates how property taxes are calculated if a municipality cancels or 
issues a nonrenewal of a contract. The city may cancel for breach of contract after a 
public hearing by the City Council. If canceled, the property tax will be reassessed at 
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current market value. In addition, the property owner must pay a fee of 12.5 percent of 
that value as a penalty.  

Either the property owner or the City may choose not to renew a contract. In this case, 
the property remains restricted for the remainder of the contract term, ten years, during 
which its property taxes are incrementally raised until it reaches the Proposition 13 
formula. 
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Appendix D: Strategies for Cost Management and Recovery 
 

Strategy 1:  Adjust fees to offset tax revenue diversion      

For each property tax dollar paid within city boundaries, Orange receives an average of 
13.5 cents. Property owners with Mills Act contracts are required to reinvest their 
property tax savings back into historic preservation of their properties with each ten-year 
workplan. As previously noted, for the 391 active contracts as of FY 2023-24, 
approximately $262,400 in tax revenues to the City were diverted to preservation of 
Mills Act properties.  

The City currently maintains a fee schedule, set at $100 for annual report filings and 
$1,000 for new contract applications. No fees have been adopted to cover staff costs to 
manage contracts. We recommend re-reviewing the current fee schedule and adjusting      
these fees to help offset diverted tax revenues. This strategy would realize immediate 
cost savings to the City.  

For example, if the City adjusted its annual report filing fee to $320, it would have offset 
50% of the City’s diverted revenue of $262,400 in FY 2023-24 ($320 x 391 contracts = 
$131,200). At $640, there would have been a net neutral balance ($640 x 391 contracts 
= $262,400). We also recommend that the City conduct an assessment of current costs 
to administer the program, to further inform the scaling of the fee schedule. The fee 
schedule should also be periodically re-evaluated to ensure alignment with the total 
number of contracts, which will continue to vary over time. 
 

Strategy 2: Limit the number of contracts awarded per year      

To date the City’s practice has been to award contracts to all properties deemed 
eligible, without a cap on the number of new contracts awarded per year. Naturally the 
amount of work to restore and preserve some properties varies within the eligibility 
parameters. We recommend establishing a maximum on the number of new contracts, 
prioritizing applications based on the need for preservation as well as other policy 
considerations. Given the variability in the applications each year, we also recommend 
a cap on the maximum number each year rather than a fixed number each year. This 
strategy would not realize immediate cost savings but, rather, savings would accrue 
over time once implemented.  

By prioritizing applications and awarding a few contracts to those yielding the highest 
preservation outcomes, the City would be limiting the number of new contracts added 
each year. After application screening by staff, the Historic Resources Commission 
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would review applications and make recommendations to the City Council on which 
contracts to award.  

The annual number should be determined by City staff, based on their capacity. The 
following cities offer examples for annual caps: 

Long Beach: Up to 22 per year, by property type6 

▪ Single Family Residential (1 dwelling unit): Maximum 12 
▪ Duplex or Triplex Residential (2 or 3 dwelling units): Maximum 3 
▪ Multifamily Residential or Mixed Residential/Commercial (4 or more 

dwelling units): Maximum 4 
▪ Non-Residential (Commercial, Industrial, or Institutional): Maximum 1 
▪ (All Property Types – exceptional properties, culturally significant or 

properties at risk of demolition): Maximum 2 
 

Pasadena: Up to 26 per year7 

▪ Single Family Residential: Maximum 20 
▪ Duplex or Triplex Residential, Multifamily Residential, Mixed 

Residential/Commercial, Non-Residential (Commercial, Industrial, or 
Institutional): Maximum 6 

 

Strategy 3: Targeted non-renewal of contracts  

The term of Mills Act contracts currently run in perpetuity by default: contracts initially 
last 10 years by state law, and automatically renew annually. This perpetually rolling 
ten-year period was intended to commit a property to preservation in perpetuity. The 
contract holder or City may cancel the contract by filing a 'notice of non-renewal', 
preventing the contract from any further automatic annual renewal. In this scenario, the 
contract would wind down over the next ten years: each year, the assessed value would 
be recalibrated – and eventually return to the Proposition 13 assessment value at the 
end of that 10-year span. 

 
6 City of Long Beach, Mills Act: Property Tax Incentive Program 2024 Application Guide (2024), 
https://www.longbeach.gov/globalassets/lbcd/media-library/documents/planning/mills-act/2024-mills-
act/2024-mills-act-guide-and-applications 

7 City of Pasadena, Historic Property Contract Program (2025), 
https://www.cityofpasadena.net/planning/wp-content/uploads/sites/30/MILLS-ACT-PROGRAM-
GUIDELINES-AND-APPLICATION-2025.pdf?v=1742771778308 
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Councilmembers have expressed interest in the idea of “sunsetting” all existing 
contracts. In this scenario, the City would not renew a contract after the initial ten-year  
term. The contract would then recalibrate to the Proposition 13 assessment value over 
the remaining ten-year span. 

In a recent survey conducted by Chattel, Inc. of Los Angeles municipalities with Mills 
Act contracts, no existing municipality is programmatically “sunsetting” contracts. We 
are also not aware of any city in California that has implemented this measure.  

We recommend implementing this strategy in a targeted approach, by not renewing 
contracts in the following cases:  

▪ contracts that are non-compliant (e.g., defaulting on their scope of work, 
repeatedly delinquent on filing annual reports),  

▪ contracts for properties which no longer owe property taxes as required by state 
law. Similar to Strategy 2, sunsetting contracts would not realize immediate cost 
savings; the savings would be accrued prospectively and very slowly, once 
implemented.  

We do not recommend a strategy of sunsetting all existing contracts. This approach 
should be informed by a rigorous analysis of the projection data provided by the County 
of Orange Assessor’s Office, to estimate the gradual cost savings over time. The City 
would also need to develop rules for how these properties are treated during the final 
ten years as the contract winds down. Property tax savings will diminish each year 
during this period so the contractual obligation to spend would likely also diminish. 
Should these property owners continue to be required to pay annual fees and complete 
a workplan?  

Additionally, if the City were to implement a strategy of sunsetting all existing contracts, 
we anticipate very strong pushback from contract holders. A consultant for the City of 
Los Angeles recommended this change but the council declined to adopt it in the face of 
resident objections and threats of lawsuits.  


