16

Fellowship Program Research
Options for Consideration & 
Suggestions for Further Research
Paulo H. Lellis

Community Board 3 Urban Planning Fellow

May 3, 2010
TABLE OF CONTENTS 

------------------------------------------
Overview










3


Options for Considerations











Inform local businesses about existing services available
 5
to help them negotiate leases with favorable provisions 
on taxes

Encourage “on-bill financing” of energy efficiency 

6
improvements for businesses as a means to achieve 
cost savings
Suggestions for Further Research 











Incorporate research on retail diversity and options 

8
to address the issue, like formula zoning, as an ongoing 

project for future community board fellows 
Continue to explore the issue of retail rents in the 

11
Neighborhood and possible ways to address this concern 
through programs such as tax abatements 

Final Comments









13

References









15
Overview

Between November 2009 and May 2010, research was conducted by the Community Board 3 (CB3) Urban Fellow, Paulo H. Lellis, in order to examine the concerns of business operators in Community Board 3 and obtain information on the diversity of business in the area. The research consisted of a survey of business owners/managers on 9th Street between 1st and 2nd Avenues which sought to prioritize business concerns. Two retail use surveys were also carried out in order to provide information on the types of businesses located on Avenue A and 9th Street. Additionally, a shift-share analysis was conducted in order to determine the change in the growth of local retail and accommodation & food service establishments relative to Manhattan and New York City between the years 2002 and 2007. The fellow also examined CB3 commercial retail rents relative to other neighborhoods. 

The fellow’s research revealed that taxes were reported to be the primary concern for business owners/managers and utilities were the second largest concern. Additionally, the research revealed that retail did not experience the same favorable growth as the accommodation & food services sector in Community Board 3 despite being relatively better off than Manhattan and New York City in terms growth of establishments. Lastly, the surveys provided a basis from which to continue to examine the issues of retail diversity and rents in the community.    


Based on the results of the research, the following options for consideration and suggested areas for further inquiry are presented to the CB3 Economic Development Committee:
1. Inform local businesses about existing services available to help them negotiate leases with favorable provisions on taxes
2. Encourage “on-bill financing” of energy efficiency improvements for businesses as a means to achieve cost savings 
3. Incorporate research on retail diversity and options to address the issue, like formula zoning, as an ongoing project for future community board fellows 

4. Continue to explore the issue of retail rents in the neighborhood and possible ways to address this concern through programs such as tax abatements

By considering options one and two, the committee may begin to address concerns over property taxes borne by tenants in commercial rents and utility costs. The implementation of suggestions three and four may allow the committee to develop an acute understanding of the mix of businesses in the area in order to inform policies on retail diversity and address concerns over commercial rents in the area. Thus, the research conducted by the urban fellow has provided options for consideration regarding the problems detected from studying the community and it suggested areas for further research.  
Options for Consideration
Inform local businesses about existing services available to help them negotiate leases with favorable provisions on taxes


Existing services for small businesses may be able to help commercial tenants in Community Board 3 concerned with property taxes as a portion of their rent. The result of the 9th Street Business Owner/Manager Survey suggested that business operators considered taxes to be a primary problem for their businesses and the real estate property tax was identified as being of particular concern. The amount of real estate taxes that a commercial tenant will pay depends on the lease agreements between the tenant and the landlord. From this information, it is plausible that the lease terms agreed on by commercial tenants and their landlords may not have been satisfactory to tenants in the long run as real estate taxes are taking a toll on their business costs. The Department of Small Business Services provides pro-bono legal services available to small businesses in order help commercial tenants negotiate lease terms (SBS, 2009). The business forum being held by the Community Board 3 Economic Development Committee during the summer of 2010 would be an ideal venue to emphasize the fact that free legal services for commercial lease negotiations, among the other business services, are offered by the Department of Small Business Services.  


This consideration is in line with larger initiatives by Council Speaker Christine Quinn to help small businesses. In December of 2009, Council Speaker Quinn suggested a multipoint proposal to help small businesses (Hedlung, 2009). Her many provisions included the creation of a special unit within the Department of Small Business Services that would have the primary focus of assisting businesses with lease negotiations (Hedlung 2009). 


By making local business owners aware of the legal services available to help them, the Economic Development Committee may be able to assist commercial tenants who need assistance negotiating more favorable lease agreements.
Encourage “on-bill financing” of energy efficiency improvements for businesses as a means to achieve cost savings

Utility programs modeled on initiatives in other parts of the country may help address concerns over the cost of utilities in Community Board 3. Utility costs were identified as the second largest concern among the respondents of the 9th Street Business Owner/Manager Survey. On-bill financing is a program that allows individuals to cover the cost for energy efficiency improvements to a home or business by providing loans that are paid in the monthly utility bill (CA Sustainability Alliance, 2010; Bowles & Giles, 2010). There are no upfront costs for the improvement and customers may see savings in their energy bill over the long run (Hyams, 2009). Thus, the program may serve to address concerns over the cost of utilities.   

An example of on-bill financing has been used in New Haven, Connecticut. In the year 2000, United Illuminating, a utility service provider for New Haven, introduced an on-bill financing option through its Small Business Energy Advantage Program (Hyams, 2009). The program provides rebates and low interest loans to help customers adopt energy saving and cost saving improvements (Hyams, 2009). The program usually undertakes a project once an audit is conducted and if cost savings of 20%-30% on the utility bill can be obtained (Hyams, 2009). The loan is granted based on the customer’s bill paying history for utilities only (Hyams, 2009). Most loans may cover average project costs of between $6,000 – $8,000 and customers pay the loans through their monthly utility bills (Hyams, 2009). The program is funded by the Connecticut Energy Efficiency Fund, a public purpose fund created by the Connecticut state legislature (Hyams, 2009). The fund raises money from electric customers through a monthly fee (Hyams, 2009). Thus, the use of such a program has precedent in other states. Designing a proper program in New York would allow for customers to pay their loans without seeing an increase in their bills as the monthly loan payment should be equal or less than the cost savings from the project (Hyams, 2009). Once the loan is repaid, the customers’ bill is expected to decrease and the customer would benefit from all of the energy cost savings (Hyams, 2009). 

During the time when this document was being written, the bill S7565 was introduced in the New York State Senate by Senator Kevin S. Parker (NYSenate, 2010; NYSenate, 2010a). The proposed law seeks to provide on-bill financing for families and small businesses looking to initiate weatherization projects, or projects that insulate a building or its interior spaces from the elements as a way to reduce energy consumption and costs (NYSenate, 2010). This bill represents an enhancement of the Green Jobs/Green New York Program (GJ-GNY) which aims to create green jobs and save up to $1 billion dollars annually in the cost of energy (NYSenate, 2009).  The bill has been referred to Energy and Telecommunications on April 22, 2010 and no additional action has been taken as of May 3, 2010. 

Further research may need to be conducted in order to understand the specifics of the program and if or how it relates to commercial tenants in mixed-use buildings. Because commercial tenants operate their businesses in leased spaces, they are often responsible for operating costs, such as utilities, but have little purview over the use of energy because it is the landlord who pays the capital costs for the energy-consuming equipment and the building (NYSERDA, 2010). As a result, the landlord may not see any reason to adopt energy efficiency improvements because the leases often dictate that energy use costs are passed onto the tenant (NYSERDA, 2010). The GJ-GNY’s Draft Operating Plan for Small Businesses and Not-For-Profits suggests that negotiation between the New York State Energy Research and Development Authority (NYSERDA), the tenant, and the owner of the building may be required in order to institute on bill financing for commercial tenants (NYSERDA, 2010). Nevertheless, the bill in support of on-bill financing presents a positive step in offering cost savings through energy efficiency measures. 
Suggestions for Further Study
Incorporate research of retail diversity and options to address the issue, like formula zoning, as an ongoing project for future community board fellows 


Ongoing data collection will be needed in order to determine if the mix of businesses along the 9th Street and Avenue A corridors will change over time, the implications of the changes on the diversity of businesses in the community, and what options, such as zoning, may be viable for dealing with the issue. The results of the 9th Street Retail Use Survey between 1st and 2nd Avenues and Avenue A Retail Use Survey provided information on the mix or types of businesses in the community along two commercial corridors. The surveys present the first step in the information gathering process for assessing if particular areas will experience a loss of certain types of businesses in the community. 

Future Community Board 3 fellows may be able to build on the work of the 2009 fellow by continuing the retail use surveys in order to examine trends regarding the diversity or mix of businesses in the neighborhood. Additionally, a future fellow may be able to gather information from the Census, the bureau which catalogues historical data on the number of businesses by sector for particular zip code areas. Information on CB3 zip codes, codes 10002, 10003, 10009, and 10038, for the retail and the accommodation & food service sectors has been gathered by the urban fellow for the years 2002-2007. Future fellows may be able to gather data on CB3 zip codes for additional industry sectors in order to provide an overview of the mix of industries in the community and their growth over time. Thus, continued research on neighborhood corridors and census data may provide information to the CB3 the Economic Development Committee regarding the diversity of businesses in the area.      

At the onset of the survey project, formula zoning was considered to be a possible option for addressing the issue of retail diversity in Community Board 3. Formula businesses are stores that have standard features such as décor and services (ILSR, 2009). Formula zoning is legislation that attempts to limit the number of chain stores from locating in an area in order to preserve local businesses (ILSR, 2009). Formula businesses may arrive in a neighborhood in large numbers and crowd out small business by driving up rents (ILSR, 2009). Additionally, they may limit the availability of needed neighborhood services, such as grocers, by replacing them with chain stores and they may change the character of neighborhood business areas (ILSR, 2009). Formula businesses are also criticized for having a lack of ties to a community, as some may leave the area as business strategies shift during periods of economic hardships (ILSR, 2009). Thus, there are many areas of concern regarding the presence of formula businesses in a neighborhood. 

 
Consideration for formula zoning legislation involves three areas of focus: location, type of businesses, and scope/process (ILSR, 2009). A body wishing to support this type of legislation should first consider the area under which the rules would apply (ILSR, 2009). This would involve designating the geographic boundaries of the zone. Second, consideration should be given to determining the types of formula businesses that would be covered by the law (ILSR, 2009). This area of focus would entail clearly defining categories for businesses such as chain restaurants, clothing and apparel stores, and other chain businesses. Lastly, consideration should be given to the scope and process of the legislation. This focus involves examining the questions of whether the law would limit the number of formula businesses, the law would designate formula stores as a conditional use subject to individual review, or the legislation would prohibit formula businesses altogether (ILSR, 2009)? Thus, the three areas of focus provide a structure for considering formula zoning legislation. 

The survey of 9th Street between 1st and 2nd Avenues did not necessarily support the contention that formula businesses are a problem for this commercial strip based on a crowding out of most businesses. However, the issue may be a problem for the community at large. From the results of the 9th Street survey, which provided a more detailed look into neighborhood businesses, the CB3 urban fellow determined that roughly 15% of stores along the block are chain stores, or stores that sell similar products in two or more locations under the same store name. Even with a strict definition of the term chain store, the fact that less than one fifth of the stores on the on the 9th Street survey area are chains does not support the argument for formula zoning based on crowding out of most local businesses on this strip. 

However, studies done by the Center for an Urban Future have suggested that chains and formula retail may be a concern for the larger area of Community Board 3. The East Village zip code area 10003 was reported to have 151 chain stores in a 2009 study, the third largest concentration of chain stores among 30 New York City zip codes (Bowles, Rinaldi, Shavitz, 2009). Studies like the one described above support positions made in favor of formula zoning by community groups such as the East Village Community Coalition (EVCC), an organization that commissioned a study with Pratt towards enacting formula zoning in the area (EVCC, 2008). Thus, the number of retail chains may pose a concern for the community and the scope of the issue is beyond the study conducted on 9th Street.  

By continuing to gather data for the Avenue A and 9th Street corridors as well as data for the greater Lower East Side, the CB3 Economic Development Committee may be able to consider whether formula legislation is a viable option for particular areas of the community.  
Continue to explore the issue of retail rents in the neighborhood and possible ways to address this concern through programs such tax abatements 

 Concerns in the community over commercial rents and ways to address this issue may be an area for future Community Board 3 fellows to explore. Along with information on taxes and utility costs, data on retail rents was also obtained in the 9th Street Business Owner/Manager Survey. The survey revealed that rents on 9th Street were comparable to the average of the larger Community Board 3 area and they were below the rents of certain Manhattan neighborhoods. Despite this fact, one third of business owners reported a lack of confidence that they will be able to obtain an affordable lease. Thus, examining community concerns over commercial rents and possible ways to address the issue, such as tax abatements, may be a viable area for future research in the community (Pratt Center, 2009).


Retail rents on 9th Street are similar to those of Community Board 3 but are lower than certain Manhattan neighborhoods. The results of the 9th Street Business Owner/Manager Survey suggested that the average rent per month was $3,803 and the yearly rent per square foot was $82. These rents are comparable to figures from the research done by urban fellow on asking rents based on retail listings for the Community Board 3 area. The research was conducted between December 2009 and February 2010 and it revealed that out a sample of 56 listings for ground floor spaces in the neighborhood, the average rent per square foot was $77 dollars. Additional research conducted by the fellow on a smaller sample of 17 listings from the New York Times (2010) website’s commercial retail property search reveals that as of May 2, 2010, ground floor retail rents are averaging $86 per square foot in the Community Board 3 area (NY Times, 2010). An average rent of $86 per square foot puts the Community Board 3 area in a comparable position to neighborhoods like Chelsea, where ground floor retail rents average $82 per square foot (NY Times, 2010a). Similarly, a rent of $86 per square foot places the Community Board 3 area under certain Manhattan neighborhoods such as the West Village where average ground floor retail rents are $168 (NY Times, 2010b). For a commercial tenant looking to locate in a neighborhood, rents may be more favorable in the Community Board 3 area. Nevertheless, rents in Community Board 3 are comparable to certain Manhattan neighborhoods. 

   Despite the fact that retail rents in Community Board 3 are lower than certain areas in Manhattan, rents are still a burden for commercial tenants in the community. This was made clear in the responses to the 9th Street Business Owner/Manager Survey which indicated that taxes are a primary problem and real estate taxes being paid through rents are of particular concern. This contention is also supported by the fact that 30% of respondents reported being “not confident at all” that they would be able to obtain an affordable lease in the future. Despite the advantage that some commercial tenants in CB3 have, the issue of commercial rent may be useful to explore further as it is an area of concern for tenants.

A possible avenue for how to address concerns over commercial retail rents involves exploring the idea of tax abatements for landlords who work with tenants on rent escalation. This option was proposed by the Pratt Center for Community Development in an August 2009 issue brief for supporting neighborhood businesses. The option suggests that commercial landlords who voluntarily provide tenants with a schedule of modest rent increases receive tax abatements (Pratt Center, 2009). However, it is worth noting that any group looking to institute future plans involving government expenditures will need to be conscious of the recent economic downturn and how difficult it may be to realize these proposals. 


Despite the fact that CB3 rents are comparatively lower than some Manhattan neighborhoods, many commercial tenants lack confidence that they will be able to afford their next lease. Continuing to explore neighborhood retail rents and possible solutions to rent increases may lead to a better retail business climate in the neighborhood.  

Final Comments


The research conducted by the urban planning fellow between November 2009 and May 2010 examined the concerns of business owners in Community Board 3 and obtained information on the diversity of business in the area. This research included a survey of business owners/managers on 9th Street between 1st and 2nd Avenues, retail use surveys of 9th Street and Avenue A, a shift-share analysis of the retail and accommodations & food service industries in Community Board 3, and an examination of retail rents in the neighborhood. The research revealed that taxes and utilities were the top two concerns among business owners and store managers. The research also showed that retail did not experience the same favorable growth in the number of establishments as the accommodation & food services sector in CB3. Additionally, the study provided a basis from which to conduct future studies on retail diversity and rents in the community. 

From these results, two options for consideration and two suggestions for further research were listed. The first option is to inform local businesses about existing services available to help them negotiate leases with favorable provisions on taxes. This would include informing business owners about pro-bono legal services available through the Department of Small Business Services to assist commercial tenants with their leases. The second option is to encourage on-bill financing of energy efficiency improvements for business as a means to achieve cost savings. Like the United Illuminating program in New Haven Connecticut, energy efficiency improvements may be undertaken with no upfront costs for projects that would achieve cost savings on utilities. In respects to areas for further study, a suggestion was made to incorporate research on retail diversity and options, like formula zoning, as an ongoing project for future Community Board 3 fellows. The research could build upon the 9th Street and Avenue A retail use surveys and Census information gathered by the current CB3 fellow. By providing a catalogue of the types of businesses along particular corridors and the larger CB3 area, the community may evaluate the current retail climate and what types of solutions would be appropriate to undertake in order to address concerns over retail diversity. The final suggestion is to continue to explore the issue of retail rents in the neighborhood and possible ways to address this concern through programs such as tax abatements. The results of the 9th Street Businesses Owner/Manager Survey suggested that one third of those surveyed were “not confident at all” that they would be able obtain an affordable lease. By continuing to explore the issue of retail rent increases and possible options to address the problem, policy solutions may be determined that will help local businesses. Thus, the research conducted by the urban fellow has provided options to consider in order to address the problems detected from studying the community and it has suggested areas for continued research.  
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