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SUMMARY

This November, Arizona voters will decide whether
to allow property owners a property tax refund to
cover reasonable costs associated with unmitigated
expenses related to homelessness, vandalism

and property crime, and drug use. In order to be
eligible for relief, the property owner would have

to document the expense, and establish it was a
direct result of a city or county government failing
to enforce existing laws related to illegal camping,
loitering, and other public nuisances.

To assess the impact of an ongoing failure by local
governments to unforce existing laws, this report
evaluates the economic impacts of the current
environment of unmigiated public nuisances, open
drug use, and general property crime on commercial
property values in the Phoenix area. To do so, the
Common Sense Institute (CSI) identified areas

of Phoenix that had both a high concentration of
measured homelessness and a high incidence of
property crime, according to the Point-in-Time
count and data from the Phoenix Police Department.
Utilizing both commercial real estate analytic and
community crime mapping software', CSl then
identified disparate impacts to these areas relative to
the city at large.

Proposition 312 would not restore property owners
for this loss in property value (or foregone property
appreciation). However, this analysis suggests there
may be real and ongoing unmitigated issues with
unsheltered homelessness, increased property, crime
and other public nuisances affecting values in certain
parts of the city. Increased litigation risk and the
possibility of tax refunds could encourage increased
enforcement and mitigation efforts.

'Specifically, CSI used the Costar commercial real estate database and Lexis Nexis Community Crime Maps. Much of the location-specific data was

only available for commercial properties.
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KEY FINDINGS

= The status quo is costly. Crime, drug overdoses, unsheltered
homelessness, and other public nuisances have risen dramatically
in Arizona and the greater Phoenix area since 2019. But the
impacts are disproportionate: the problem has become more
visible in certain parts of the city, most famously in parts of
downtown Phoenix (“The Zone"). This creates a negative
economic impact for those parts of the city where local officials
have failed to enforce existing laws — while it's difficult to measure
documented mitigation expenses directly, this impact does show
up in valuations, vacancy rates, and appreciation.

= Commercial property within areas identified by CSl as affected
by unmitigated public nuisances had estimated market rents
appreciate at about half the rate of Phoenix as a whole - only
15.7% over the 2019-2023 period (according to the Costar
database). This is less than the rate of inflation for the same
period, meaning that these properties decreased in real value.

= By this estimate, the impact of the current environment of
unmitigated public nuisance in certain, highly concentrated
parts of the city has resulted in foregone commercial property
appreciation of up to $2.1 billion in lost value.

= Across five properties located in high public nuisance areas
studied by CSI, and over the most recent 1-year period reported
by LexisNexis, there were an average of 108 reported drug crimes
within a half mile, 96 reported burglaries, 26 reported robberies,
and ~1.5 reported arsons. This implies effective average criminal
activity rates around these locations 3 to 5 times higher than the
“expected” level for Phoenix overall.

SIDNVSINN D178Nd AILVOILINNN 40 SIONINDISNOD DINONODI ® 1VISId IHL — 2LE 'dOY¥d VNOZIYVY // ¥T0cT 43dW3ILd3S

COMMON SENSE INSTITUTE :: COMMONSENSEINSTITUTEAZ.ORG


https://CommonSenseInstituteaz.org

HOMELESSNESS, CRIME, AND DRUGS:
A CRISIS

Over the past five years, three shared problems have manifested in Arizona - especially in its cities and urban
centers. Since 2017, the official count of people experiencing homelessness in Arizona has increased 60%,
and in the greater Phoenix area the count has nearly doubled. Over the same period, the rate of fatal drug
overdoses has increased by two-thirds' and fatal opioid-related overdoses have more than doubled. ¥
Crime rates in Arizona ended a three-decade decline around the same time and violent crime is again on
the rise. These three crises came to a head around the same time and are due at least in part to a common
factor: changing social attitudes about how society - and in particular law enforcement - should treat
homelessness, drug use, and so-called petty or victimless crimes (or crime in general).’

In downtown Phoenix, an area of industrial and light commercial around the state’s largest shelter

(Central Arizona Shelter Services, or CASS) has for decades had a transient homeless population associated
(at least in part) with movement and activity around the shelter itself. According to a property owner in the
area interview by CSI, homelessness-related activity and associated public nuisances would peak annually
around the holidays, but a proactive response by Phoenix Police and other city officials would mitigate the
issue and the area would return to normal around the start of the new year. Beginning in 2020, according to
a lawsuit filed by local business owners, that pattern changed - the encampments became semi-permanent,
and the nuisances became more serious." Abatement efforts by the city changed - law enforcement
became less involved, and instead of regularly cleaning out any encampments and personal items in the
public right-of-way
(sidewalks, etc.) the city

T FIGURE 1
began limiting its regular

malntenance to the Cl,',l,rb Maricopa County Cumulative Homeless and Statewide Population Change Since 2007

line (eg the gutters)."'“ Maricopa county's homeless population has increased 55% since 2007, far outpacing the county’s population growth.
. Before the pandemic both CSl's estimate of overall homelessness and the official PIT counts were effectively flat.
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changes to reduce the use of traditional law enforcement responses to incidents of crime. Between 1990
and 2017, the number of arrests for every reported crime in Arizona was steadily rising; this was coincident
with steadily declining overall crime rates. At peak, there were nearly 0.5 arrests for every crime in Arizona,
according to federal crime- and arrest-data (up from approximately 0.3 arrests per crime in 1992). In 2020,
arrest rates per crime collapsed - to just 017 arrests per crime. Crime reporting rates also fell during this time,
suggesting the policy
change was broad; not
only were police making
fewer arrest, but victims
were reporting fewer of
the crimes committed
against them (and
prosecutors bringing
fewer cases, etc.). o E‘:JEFFERSON ST
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THE MECHANICS OF PROP. 312

As referred to the ballot by the Legislature, Arizona Prop. 312 allows a property owner (without regard to the
type of property) to apply for property tax refunds for the abatement of reasonable costs due to unmitigated
public nuisances. For example, a property owner may be able to request a refund for cleanup costs
associated with human waste, drug paraphernalia, and general refuse associated with public encampments,
and open drug use.

The State Department of Revenue would be responsible for handling refund claims, and processing
payments from the city- or county-share of state shared revenue they would otherwise receive. To approve
a refund, the Department must first notify the impacted city or county; that local government would then
have 30 days to accept or reject the request.

If rejected, the property owner could bring a civil claim in superior court for the denied fund, and the local
government would be required to repay litigation costs if the property owner prevailed.

The proposed law specifically requires that the refund apply to documented and reasonable expenses.
Examples in the law of unmitigated public nuisances that could give rise to a refund claim include patterns
of tolerance of illegal camping, loitering, panhandling, and public use of drugs and alcohol by a city, town, or
county government.

If enacted, the provisions of Prop 312 would apply to any property owner - including both residential and
commercial properties. While in general the problem of both unsheltered homelessness and elevated
density of property crimes seems to be concentrated around commercial and industrial areas, it is plausible
that all kinds of property owners could have documented expenses eligible for property tax relief under this
language (for example, home security equipment needed by a homeowner). According to court documents,
the successful litigation against Phoenix over “the zone” involved both businesses and residents.* For technical
and data limitations reasons, though, this analysis is limited to the implications on commercial property
valuation of unmitigated public nuisances (rather than the specific documented expenses that might

occur and lead to refund claims, for any property type) - and if enacted the policy may induce increased
enforcement and mitigation efforts by litigation-wary local jurisdictions, which could reduce both the
valuation impacts and the need for private expenses.
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ESTIMATING THE IMPACT OF THIS CRISIS
ON PROPERTY VALUES

In their ultimately successful lawsuit FIGURE 4

—_———————
CITY OF PHOENIX POLICE DEPARTMENT

against the City of Phoenix over the semi-
permanent public encampment now iz v St (1)t Roorts
known as “The Zone", plaintiffs (a group of Dot Range: 411/23 - 12/31/23

residents and commercial property owners)
alleged various public nuisances largely
ignored by the City: a dramatic increase

in violent crime; open drug use; property
crimes; public waste and various biohazards;
and a general increase in trash and refuse.
The lawsuit provided various examples of
documented expenses, including the need
to install fencing and additional security,

the repair of broken doors and windows,
and the need for recurrent cleanup of
human waste and other trash from both
private property and even the adjoining
public spaces (like sidewalks outside the
businesses). The city in its response claimed,
among other things, that these were
isolated cases due to circumstances unique
to the area (and the shelter presence there)
and the issue was not unmitigated.x

sheltered Homeless
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To assess whether there is evidence of ongoing valuation impacts since 2019 due to potentially unmitigated
public nuisances associated with chronic homelessness, public encampments, and open drug use, CSl took a
two-pronged approach:

First, CSl identified areas within the City of Phoenix that had both

1. ahigh local homeless population (as measured by the Point-in-Time count and reported by the counts
local administrator, the Maricopa Association of Governments),

2. and arelatively high incidence of property crime, as reported by the Phoenix Police Department in its
regional map of local crime density.

Second, CSl utilized the Costar database of commercial real estate to identify properties and analytic data
both inside and outside of these specific areas. CSl limited the analysis to commercial properties and the
City of Phoenix due to data availability issues - specifically, only the City of Phoenix provides the detailed
crime density mapping (and specifically to property crimes) needed in Figure 4.

Immediately, apparent relationships manifest in the property crime and census of unsheltered homelessness
data. Specifically, while there is a general dispersion of homelessness throughout the regional area, CSI

was able to identify an apparent correlation between the density of the local county and reported property
crime rates. One can easily identify the area of “the Zone” in both the property crime and unsheltered
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homeless maps; there are similar patterns apparent along the I-17 and light rail transit corridor, and in specific
parts of North, West, and East Phoenix. Utilizing the polygonal dynamic mapping feature within the Costar
database that enables the user to define their own area of interest, CSl translated these correlated regions
into the Costar system (Figure 5); Costar was then able to provide detailed analytic data about commercial
properties within these areas (as well as about property in the City of Phoenix generally, which provides our
baseline for comparison).

For context, the Costar database identifies 26,092 commercial properties in the City of Phoenix; 3,950 of
those properties fell within the geographic boundaries of the regions defined by CSl as having a relatively
high incidence of both homelessness and property crime. Due to data limitations, not all identified properties
are utilized by Costar in its analytic data - a net of approximately 20,278 properties were utilized by Costar to
evaluate our City of Phoenix baseline, and 3,254 were utilized to provide analytics about out defined area in
Figure 5.

According to Costar, between 2019 and 2023 the size of the Phoenix commercial real estate market grew
by 5.2%. The estimated market asking rent? for a commercial space increased 30.2% over the same period
(from an estimated $14.13/sqft in 2019 to $18.41/sqft in 2023). Vacancy rates for studied spaces declined
13.6%, reflecting the tightening of Phoenix's commercial real estate market over this period (coincident with
general rapid growth in the region identified by CSl in its other work, including the rapid appreciation of the
areas housing market).

While Costar does not provide general estimates of property values, it does provide records of actual sales
data - including average sales prices. Between 2019 and 2023, the average sales price for properties sold in
Phoenix increased 25.5% (from $152.75/sqft to $191.75/sqft).

On the other hand, commercial property within the areas defined in Figure 5 (at high risk of an
unmitigated public nuisance) saw their Costar-estimated market rents appreciate by only 15.7% over
the 2019-2023 period (or about half the rate for Phoenix as a whole). General inflation over the same
period was approximately 20%, meaning market rents in parts of the City with a combination of both high
unsheltered homelessness and a high incidence of recent property crime fell in real terms over the past four
years.

In terms of square-footage, the commercial real estate market in these areas was effectively flat (versus
+5% growth in the city overall); there was 45.9 million sqft of commercial real estate in these areas in both
2019 and 2023. While overall vacancy rates were in decline over this period, vacancy rates within the areas
identified by CSlincreased over the past five years (from 12.57% in 2019 to over 14% today).

Noting again that this data is limited only to those properties that sold during the calendar year, the sale price
for properties potentially impacted by unabated public nuisances in Phoenix increased by just 19.4% (again
versus 25.5% in the city as a whole). Given the large potential for selection bias in terms of what properties
are most likely to be offered for sale and then successfully sold, this likely understates the actual valuation
implications.

Given the availability of Costar-estimated market rents, one tool available to CSI for estimating the potential
overall valuation impacts of unmitigated public nuisances of the sort contemplated by Prop. 312 is the Gross
Rent Multiplier (GRM) - or more simply, a value-to-rent ratio, which attempts to estimate a property value

2 Costar uses its analytic data to estimate market rental rates for the universe of commercial properties within its software. This figure is an estimate

but is not limited to only the subset of those properties with available leasing data.
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via a fixed ratio of its rental rate. A reasonable assumption is that GRM for most commercial properties lies
in a range of 8-12.% Utilizing the relatively large volume of annual sales data and estimated market rents
available in the Costar database for the entire Phoenix area, CSl estimated a GRM of 10.8 for the Phoenix
market in 2019 and 10.4 for the market in 2023.

Based on this ratio, the implied valuation of all commercial real estate in the Costar Phoenix database in 2023
was $67.9 billion (+321% since 2019). Correspondingly, the implied valuation in areas that may have had
unmitigated issues of loitering, illegal camping, and property crime since 2019 was $11.7 billion (+11.6% since
2019).

This suggests a potential loss in commercial property value due to problems associated with unmitigated
public nuisances since 2019 of up to $2.1 billion, if those properties would have otherwise appreciated

at a comparable rate to Phoenix generally. Although the areas identified by CSI encompass broad parts of
the city and are relatively diverse across various measures, it is possible that these properties and regions

are generally less desirable and those market issues are not entirely attributable to recently rising crime,
homelessness, and drug use.

Additionally, it is important to note that this does not imply potential claims under Prop. 312 in the order
of several billion dollars. Only reasonable and documented expenses in response to specific case of
unmitigated nuisances would qualify under the proposed language, and it is unlikely that a general loss of
value (or, even more abstractly, loss of potential appreciation in value) would meet this standard.

However, this analysis provides some objective substantiation for the claim that documented increases

in crime rates, chronic homelessness, drug use, and other public nuisances since the pandemic may be
generating real and ongoing economic impacts for property owners in Phoenix (and potentially beyond).
This data may also be of use to the public in evaluating the relative merits of Prop. 312 against the suggestion
that there were specific and isolated issues related to “the Zone” in Phoenix that do not necessarily require a
statewide and ongoing solution.®
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A STUDY OF SPECIFIC PROPERTIES

Costar does not provide information about criminal or nuisance activity within its data. However, CSI did
identify a small and random subset of specific properties in or near areas it defined in Costar, and utilized an
external community crime map® to measure relative crime rates within half a mile of those properties. It
then compared those crime rates to implied crime rates one might expect in any given 0.5-square-mile area
of Phoenix, based on estimates constructed using crimegrade.org data.x”

CSl examined three service stations, one day care center, and one sandwich shop. The names and addresses
of these locations are provided in the Appendix accompanying this report. Across those five properties and
over the most recent 1-year period reported by LexisNexis, there were an average of 108 reported drug
crimes within a half mile, 96 reported burglaries, 26 reported robberies, and ~1.5 reported arsons.

CSl estimates that a representative average half mile area in Phoenix should expect to experience 20
reported drug crimes, 8 reported burglaries, 1 reported robbery, and approximately O reported arsons.
Meaning crime rates at selected properties were between 3 and 5 times higher than the “expected”
crime rates in Phoenix overall.

BOTTOM LINE

Prop. 312 proposes to allow property owners a refund for documented reasonable expenses incurred
mitigating an unaddressed public nuisance. Data suggests unsheltered homelessness, crime, and drug use
have all increased in Arizona since 2019. This report extends these results to property values: areas with the
potential to have been most impacted by increasing public nuisances since 2019 have seen less value
increase than other commercial properties.

Prop. 312 wouldn't compensate property owners for any perceived valuations loss, though - it requires
documented mitigation expenses. These are harder to estimate. In practice, though, the real impact of tools
like this on the books tends to be preventive: to avoid costly litigation and refunds, local governments may
ultimately be more proactive about mitigating these nuisances if this proposal is enacted than they are
today.
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APPENDIX

CSlidentified and estimated relative local crime rates for the following five locations in Phoenix:
Sandwich shop at 1301 W Jefferson St.

Day care center at 725 E Brill St.

Service station at 8004 N 27th Ave.

Service station at 1834 W Grant St.

Service station at 2840 W Cactus Rd).

Each location was chosen randomly based on the availability of Costar data and presence within areas
identified by CSl for study in this report. All claims about these locations rely on publicly available data
sources and are subject to all inherent risks and uncertainties that carries.
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