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EXECUTIVE SUMMARY

Metropolitan areas form economicregions that benefit from passenger rail systems. Communities have
learned that the benefits of publictransport can be enhanced when station-area planning makesit
easierfor people towalk orbike as well as take transit or drive, provides affordable housing options,
and offers businesses greateraccess to potential employees and customers from across the region. This
type of planning, known as transit-oriented development (TOD), brings together housing,
transportation, andjobs.

But while transitand TOD can offera community a host of advantages, the infrastructure is costly. A
street networkisrequired to get people totheirlocal destinations. This street network must also have
infrastructure and facilities to support drivers, transit users, bikes, and pedestrians. Sidewalks and on-
street parking will be needed, and commuters, residents, and commercial users often need parking
garages. Energy, water, and stormwater must be addressed and managed. Regardless of who delivers
the infrastructure, it mustbe funded, and a municipal commitment might be needed to instill market
confidence.

Rail projects and TOD are long-term economiccommitments. Whether a particular marketis expanding
or contracting, passenger rail and TOD can catalyze economic prosperity. A municipality does not want
to pass up long-termtransportationinvestments forlack of funding or financing. In many cases, places
with or considering passenger rail already have professional staff with experience in sophisticated
financial transactions forvarious types of infrastructure and transportation finance. Yet funding might
already be allocated to other projects, or existing sources of funding such as revenue, formula funds, or
grants mightnolongerbe available at pastlevels. This raises the troublingissue of how to balance
investments forlong-term growth and development when the ability to fund these projectsis limited.

Thisreport providesinformation about funding mechanisms and strategies that communities can use to
provide innovative financing options for TOD. It explains dozens of tools that provide traditional
financingaswell as new tools. The tools are broadly categorized under:

o Direct fees, includinguserand utility fees and congestion pricing.

e Debttools, including private debt, bond financing, and federal and state infrastructure debt
mechanisms.

e Creditassistance, including federaland state credit assistance tools and the Transportation
Infrastructure Finance and Innovation Act (TIFIA).

e Equity, including public-private partnerships and infrastructure investment funds.

e Value capture, including developerfees and exactions, special districts, tax increment financing, and
jointdevelopment.

e Grants and other philanthropicsources, including federal transportation and community and
economicdevelopment grants and foundation grants and investments.

e Emergingtools, including structured funds, land banks, redfields to greenfields, and a national
infrastructure bank.



Thisreportalso describes how 11 communities across the country have used these tools as stand-alone
devices, incombination with othertools, orin phasing strategies in four categories:

e Stationandstation-areainfrastructure financing strategies.
e Districtand downtown infrastructurefinancing strategies.
e Transitcorridor infrastructure financing strategies.

e Regionalinitiatives.

The report alsointroduces fourinnovative models that communities could consideras they develop
plans for financing infrastructure and creating TOD:

¢ Anchor institution partnerships with nonprofit or private entities such as universities, hospitals, and
corporations thatare inextricablytied totheirlocations because of real estate holdings, capital
investment, history, or mission.

¢ Corridor-level parking managementthat would set parking prices and manage parking demand
across a transit corridor or system, including both transit station parkingand surrounding on- and
off-street spaces.

¢ Land bankingthat can make it easierand more affordable to assemble and acquire land for TOD
infrastructure.

o District energysystems that could reduce individual buildings’ energy use, encourage renewable
energy, and facilitate compact development.

A community’s context, needs, and resources will determine which strategy or combination of strategies
is most appropriate forfunding TOD infrastructure. Strong markets willhave more tools at theirdisposal
than weaker markets. Certaininfrastructure components such as structured parking might always be
difficultto finance, whether due to costs and risk, market synergies, or project dynamics. Some
communities might find that the tools are helpful butthatthey must overcome administrative
challenges such as statutory requirements, hiring new staff, or creating new entities that have authority
to originate the funding, enterinto financing agreements, and administerthe funding program. Some
places might face the challenge of limited local capacity, such as a lack of publicunderstanding of the
opportunity, lack of local organizations to engage and partnerwith, ora lack of qualified developers. As
they determine how to proceed, local governments could consider some guidelines forthinking
strategically about TOD infrastructure:

e Havea planthat establishesabroad, long-termvision foraTOD area yetis flexibleenough to
respondtoa changing marketcycle, funding opportunities, and other conditions. Constant
monitoring and proactive coordination can allow local governments to take advantage of new
opportunities asthey emerge.

e Thinkstrategically about prioritizing publicinvestments and publicfunds. Starting with small steps
and moving forward incrementally helps to build market confidence and attract other sources of
capital.

o Look formultiple funding sources.

Vi
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Look fora broad funding base, both to generate the most funding possible and to create a more
stable revenue stream, which could allow the project to geta lowerinterest rate.

Look forsynergiesamonginfrastructure projects. By grouping projects together, communities might
be able to create efficiencies.

Look for partnerships tofill the gaps left by traditional funding sources.
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l. INTRODUCTION

Thisreporton funding and financing for transit-oriented development (TOD) infrastructure was
produced by the U.S. Environmental Protection Agency (EPA) Office of Sustainable Communities as part
of the Smart Growth Implementation Assistance (SGIA) program, which helps state, local, regional, and
tribal governments that need tools, resources, and otherassistance to achievetheir growth- and
development-related goals (see EPA Smart Growth Implementation Assistance Program for more
information). This report was developed by working with four communities that requested assistance
from EPA on funding and financinginfrastructure to support TOD: Cobb County and the Cumberland
Community Improvement District, Georgia; South Suburban Mayors and Managers Association, lllinois;
Utah Transit Authority, Salt Lake City and Sandy City, Utah; and city of Wheat Ridge, Colorado. The sites
identified for TODin each of the communities had different assets and challenges. However, the issues
they were confronting had many commonalities that suggested asingle project could help meet their
needs andthe needs of many communities across the country thatare considering options forfunding
and financinginfrastructureto support TOD. EPA conducted site visits at each location in the fall of 2010
and hired contractorsto help develop this document.

TOD is development located within a quarter- to half-mile radius of atransit station that offers a mix of
housing, employment, shopping, and transportation choices within aneighborhood or business district.*
This easy access to publictransit can lower household costs by giving people less expensive alternatives
to driving, and it can give people access to more job opportunities throughout the region.

TOD oftenrequires significantinvestmentsininfrastructure and community facilities for the type of
developmentthatcan supportrobusttransituse. These investments mightinclude:

e Increasing the capacity of utilities (e.g., sewer, water, storm drain) and roads to support more
development.

e Facilitating walking and bicycling by adding orimproving sidewalks, crosswalks, bicycle lanes, bicycle
storage, and streetscape enhancements such as lighting, street trees, and benches.

e Creating orimproving parks, plazas, and other open space.

e Building structured parking garages for park-and-drive transit riders, which allows surface parking
lots to be redeveloped for TOD.

These types of TOD infrastructure and the development they facilitate can benefit the environment, the
economy, and publichealth by makingit easy for people to walk, bicycle, or take transit; reducing
pollution from automobiles; and providing affordable transportation options. However, communities
often struggle to pay for TOD infrastructure because it requires upfrontinvestment and—because many
of the benefits accrue to the publicand are therefore difficult to monetize —rarely generates sufficient
revenue to pay for itself.

YInthis report, “TOD” generallyrefers to anentire neighborhood or districtrather than to anindividual
development project.
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Thisreport provides local governments with acomprehensive overview of existing tools and strategies
and explores emerging, innovative models for fundingand financing TOD infrastructure. While the
reportfocusesoninfrastructure such as roads, bike and pedestrian improvements, parks, streetscape
improvements, structured parking, and utilities (including sewer, water, and storm drains), some of the
toolsand strategies can apply to otherinvestments that are necessary to support sustainable, equitable
TOD, such as providing affordable housing, acquiringand assembling land parcels, and building transit
stations.

A. TRANSIT-ORIENTED DEVELOPMENT AND SMART GROWTH

Developmentdecisions have directand indirect consequences for the built and natural environments
and publichealth. Where and how we build directly affects wildlife habitat and water quality by
replacing natural cover withimpervious surfaces like asphaltand concrete. Development patterns that
separate land uses and neighborhoods that provide few transportation options fosterreliance on the
automobile, contributing to greenhouse gas emissions that cause global climate change and other
pollution that harms air quality and causes otherenvironmental and publichealth problems.

Smart growth practices can lessen the environmental and healthimpacts of development by building
compactly and mixingland uses, which can make walking, bicycling, and transit use more appealing by
putting destinations closer together. Compact development can reduce impervious surfaces, which
protects water quality by reducing the amount of polluted runoff that flows into surface waters. Using
land more efficiently takes development pressure off of environmentally sensitive areas. Smart growth
strategies encourage a mix of housingtypes at different price pointsto allow people atall stages of life
to liveinthe same neighborhood. Encouraginginvestmentin existing communities takes advantage of
previous investments, using publicfunds more efficiently.

TOD districts feature compact, multistory development that uses land and otherresources more
efficiently; a mix of residentialand commercial uses; and streets designed to make walking, biking, and
transitsafe and practical. TOD can generally be built at greater densities because itis close to transit. If it
relied strictly on the road network for transportation, such densities could cause majortraffic
congestion. TOD takes many different forms, with different land uses and building densities, depending
on the context of the station area.

B. THE BENEFITS OF TOD

TOD makesit easierforthose who live orworkinthe areaaround the station to getaround the region.
It also benefits drivers because it removes trips from the road network. The mix of commercial and
residential uses, enhanced pedestrian realm and streetscapes, and reduced trafficcongestion improve
quality of life in transit-oriented neighborhoods. Including affordable housing in TOD offers these
benefitsto lower-income households who need them most; transportation expenses can be a significant
proportion of household expenditures. Neighborhoods that are walkable and have access to transit and
a variety of stores and services are “location efficient,” and location efficiency correlates strongly with
household transportation spending. Transportation costs rise from an average 15 percent of household
income inlocation-efficient neighborhoods to an average 28 percent of income in non-location-efficient



Infrastructure Financing Options for TOD

neighborhoods.” Enabling workers in households at all income levels to reach job centers without long,
expensive commutes helps promote regional economic prosperity. Finally, moving away from
development patterns that give peopleno choice but to drive to every destination helps reduce
greenhouse gas emissions and other pollution.?

C. THE CHALLENGE OF FUNDING INFRASTRUCTURE FORTOD

Transit corridors connect several transit station areas that often have very different development
patterns and market strengths, ranging from downtowns and otherurban districts that already have
high-density residential, office, and retail developmentto suburban neighborhoods that typically have
spread-out, single-use development. The infrastructure needs of astation area depend onits
development context, as well as on factors like the capacity of existing facilities and the planned
increase in developmentintensity. Forexample, in some station areas the existing street network,
sidewalks, and otherinfrastructure are designed to serve spread-out development that requires
automobile use. To achieve the benefits of TODin these areas, the publicsectorand/ordevelopers
might needto provide new orimproved pedestrian and bicycle facilities, roads, utilities, and publicopen
space to link residents and workers to transitand support the increased population that higher-density
developmentwill bring. Expensive structured parking facilities might be required to accommodate park-
and-ride commuters, allowing development to occur nextto transit stations onland that might
otherwise be occupied by surface parkinglots. Evenin more densely populated, urban districts, new
development mightrequire improvinginfrastructure capacity, while TOD in previously undeveloped
“greenfield” areas mightinvolve significantinvestments in new infrastructure systems and community
facilities. Successful TOD can also require public-sector help with acquiring and assembling land from
multiple owners, affordable housing development, transit station construction, and other activities that
make TOD possible.

TOD infrastructure such as transit facilities, sidewalks, utilities, and affordable housing can provide
significant public benefits, such asimproving publichealth by reducing vehicle emissions. However,
infrastructure and related investments are costly. Moreover, purely public projects like sidewalks and
local roads rarely generate any revenue. Services like water, wastewater systems, and parking can
generate revenueforoperations and maintenance from users, but raising rates high enough to pay for
significant new capital investments can be contentious and requires careful planning to secure the
necessary support.® To add to the funding challenge, TOD infrastructure and community facilities often

2 Haas, Peter M.; Makarewicz, Carrie; Benedict, Albert; and Bernstein, Scott. “Estimating Transportation Costs by
Characteristics of Neighborhood and Household.” Transportation Research Record 2077:62-70.2008.

> A 2010 study of the Chicago Metropolitan Region indicates thatby living within halfa mile of transit, the average
household reduces its transportation-related greenhouse gas emissions by 43 percent. Households living near the
most location-efficient central city transitzones reduce their emissions by 78 percent. Center for Transit-Oriented
Development and Center for Neighborhood Technology. Transit Oriented Development and the Potential for VMT-
related Greenhouse Gas Emissions Growth Reduction. March 2010.
http://www.reconnectingamerica.org/resource-center/browse-research/2010/transit-oriented-development-and-
the-potential-for-vmt-related-greenhouse-gas-emissions-growth-reduction.

* For exa mple, Avoiding Rate Shock: Making the Case for Water Rates, a 2004 publication fromthe American
Water Works Association, documents the challenges of securing supportfor water rate increases and offers
strategies to improve the chances of success by connecting financialand rate planningtechnical studies with
stakeholder outreach and additional steps.
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needtobe inplace before new private development can occur—either because additional infrastructure
isrequiredtosupport new uses, or, in a place with a weak real estate market, to make a location
attractive fordevelopers, residents, and workers.

Providing TOD infrastructure is further complicated by the number of entities that can be involved. Local
governments have typically provided local roads, bicycle and pedestrian facilities, open space, utilities,
and publicparking, although many localities are shifting some of this responsibility to developers.
Transitagencies also play an importantrole by building and maintaining transit stations, parking, and
bicycle and pedestrian facilities and sometimes by forming partnerships to develop agency-owned land.
Regional transportation planning organizations, states, and the federal governmentalso playarole,
typically by funding and financinginfrastructureand setting the rules that govern the use of those funds.

The challenges of funding and financing TOD infrastructure call for continued innovation and creativity
inidentifyingappropriatefunding and financing tools and combining those toolsinto comprehensive
strategies. Thisreportreviews the tools and strategies thatlocal governments, in partnership with
transitagenciesandregional, state, and federal government can deploy to meet the challenges of
payingforthe infrastructure required to attract and support TOD. Some of these tools and strategies
have rarely been applied to TOD infrastructure and might require modification to apply in TOD contexts.
The descriptions and examplesin thisreportare intended to help local governments learn about these
tools, encourage consideration of these emerging approaches, and, where appropriate, spurthe
development of modified tools.
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OVERVIEW OF TOOLS AND STRATEGIES FOR FUNDING AND FINANCING TOD

INFRASTRUCTURE

Communities can fund and finance TOD infrastructure using many tools, strategies, and innovative
models. This overview provides context for understanding their detailed descriptions that follow. The
overview includes:

e Backgroundinformation, including definitions of terminology and a discussion of the roles of
different governmentaland nongovernmental entities in providing TOD infrastructure.

e A description of common and emergingtools forfunding and financing TOD infrastructure.

A. BACKGROUND ON INFRASTRUCTURE FUNDING AND FINANCING

TERMINOLOGY

The firststepin payingforinfrastructure isidentifyingafunding source. In the context of infrastructure
development, afunding mechanismreferstoarevenue stream orsource. Some types of infrastructure
generate revenuedirectly by charging users afee. Forexample, transit systems, many parking facilities,
waterand wastewatersystems, and toll roads and bridges charge userfees, which can be used for
eitheroperations and maintenance or capital improvements. Othertypes of infrastructure, like
sidewalks, bike racks, local roads, and parks, rarely generate revenue directly becausethey are free to
use. To pay forthis type of non-revenue-generating infrastructure, local governments typically rely on
revenue fromtaxes, fees, and othersources.

Once a funding source isidentified, local governments can approach paying for infrastructure in two
ways: pay-as-you-go or financing. In a pay-as-you-go approach, animprovementis made only once
enoughrevenue has been collected to coverthe cost of the improvement. By contrast, with afinancing
approach, the improvementis paid for before revenue equal to the full cost of the improvementis
available, typically by borrowing against future revenueandissuing bonds that are paid back over time
with taxes, userfee payments, orotherrevenue sources.

In thisreport, tools are funding and financing sources that local governments ortransit agencies can use
to pay forspecifictypes of infrastructure. Strategies are action plans that publicagencies create and
implementtoachieve agoal, such as attracting new development or promoting walking, bicycling, and
transitusein a station area. A TOD infrastructure financing strategy typically includes such elements as:

e Aclearvisionandgoalsfor a particulargeographicarea. (The strategies discussed in this report
largely concern entire neighborhoods or districts rather than individual development projects.)

e Anassessmentofthe local real estate market context.
o Alistofkeyinfrastructure needsand associated costs.

o A phasingplanthatconsiders whichinfrastructure improvements are required and in what orderto
support planned development.
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e Adiscussionof which publicagencies and private entities will have arole inimplementation and
which entity will take the lead on implementing each project.

e Anassessment of potential fundingand financing sources tailored to the infrastructure needs,
market conditions, and capabilities of the implementing entities. In some cases, funding source
availability can be as important as the infrastructure phasing assessmentin determining which
infrastructure projects getfinanced and in what sequence.

The case studiesinthe reportillustrate the various components of TOD infrastructure financing
strategies and examples of how local governments and theirregional and state partners have used
funding and financing sources in new ways, often with private and nonprofit partners. The word
“model”isusedinthe reportto referto innovative approaches for fundingand financinginfrastructure.

ROLES IN FUNDING AND FINANCING TOD INFRASTRUCTURE

The roles of differententities ininfrastructure provision vary depending on the state and jurisdiction. In
general, the main playersinfundingand financing TOD infrastructure are:

e local governments: Cities, towns, counties, and otherlocal government entities have traditionally
beenresponsibleforbuildingand maintaining basiclocal infrastructure like sewer, water, other
utilities, roads, bicycleand pedestrianimprovements, and public parking. In some cases, local
governments have established special districts or municipal utilities to operate revenue-generating
infrastructure such as a sewerorwatersystem. Local governments sometimes alsorely on
partnerships with private entities to deliverinfrastructure, although they typically retain the primary
responsibility for non-revenue-generating infrastructure (e.g., parks and sidewalks).

e Transitagencies: In most places, a specially constituted agency orauthority, often with its own
revenue streaminthe form of a local sales tax or otherlevy, is charged with building, owning, and
operatingtransitfacilities, including rail lines, buses, transit stations, and station parkinglots or
structures. In additionto beinginvolvedin providing station area infrastructure, transit agencies can
work directlyon TOD when they have property to develop.

e Metropolitan planning organizations (MPOs): MPOs are federally mandated organizations charged
with planningfortransportation improvements and distributing federal transportation dollarsin
urbanized areas. Insome states, MPOs are also responsibleforallocating state transportation
dollarsintheirregions. Some of the federal money MPOs receiveis flexibleand can be used to pay
for many components of TOD infrastructure.

e State government: Most states have a limited role in developing and maintaining the types of local
infrastructure discussedin this report. However, states play asignificant role in distributing federal
fundingforinfrastructure, particularly in rural regions that do not have MPOs. In addition, many
states have established their own funding and financing programs for infrastructure (typically using
tax revenue and bonds), and state legislatures largely determine the types of tools that local
governments have attheir disposal. Forexample, state statutes define whetherand how local
governments can establish tax-increment financing districts, special assessments, and othertypes of
taxingand debt mechanisms.

e Federal government: The federal government plays acritical role in funding transportation, water
and sewersystems, green space, and othertypes of infrastructure, as well as environmental
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protection and cleanup, housing, community and economicdevelopment, and otherrelated
activities. Much of the funding fortransportation, housing, and community and economic
developmentisdistributed in the form of block grants to states, MPOs, or local governments, which
have significantdiscretion in allocating funds. Federal agencies also provide technical assistance,
conduct research, and help share knowledge across the country.

B. TOOLS FOR FUNDING AND FINANCING TOD INFRASTRUCTURE

In a time of severe fiscal constraints for many publicentities, communities are looking for ways to make
the best use of local governmentrevenue, such as property and sales taxes, and generate new revenue
to fund TOD infrastructure. A key taskin creatinga TOD infrastructure financing strategy is to evaluate
which tools will work best fora particular project or in a particular development context. Beyond
general property and sales taxes, the tools thatlocal governments and transit agencies use to fund and
finance TOD and otherinfrastructure fall into six broad categories:

e Directfees.

e Debt.

e C(Creditassistance.
e Equity.

e Value capture.

e Grants and other philanthropicsources.

In addition, there are some emergingtools that do not fit neatly into one of the previous six categories
or are new conceptsstill being developed.

The description of each tool includes the types of places where it could be most useful. Forexample,
some tools depend ona strong real estate market and property value appreciation to generate revenue,
while others are well-suited to weaker-market areas. Some tools are availableonly wherethe state
legislature has authorized them.

Several of the tools can be used only for projects that meet minimum cost thresholds (these thresholds
are noted where they apply). Ingeneral, however, few rules of thumb apply for determining how large
or small a project mustbe to use a tool. Instead, communities must consider whethera projectis of
sufficientsize tojustify the transaction costs of accessing afunding source. Depending on the tool, those
costs couldinclude writing agrant application or structuring a complex financial transaction. Regional
and local priorities will also determine whetheratool is applicable to a specificproject. Thisis especially
true of federal funding sources, many of which are distributed as block grants that allow state, regional,
or local governments significant discretion overallocation. For example, all MPOs receive Congestion
Mitigation and Air Quality Improvement (CMAQ) Program and Surface Transportation Program (STP)
dollars, but states vary in the degree of flexibility they allow MPOs to use in allocating those funds, and
MPOs vary in the priority they put on spending that money on TOD-related improvements.

More detailed tool descriptions and case studies showing how they have been used are presentedin
Appendix Band Chapterlll, respectively.
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DIRECT FEES

Directfees charge people for using publicinfrastructure or goods. Fees can be charged for new and
existing developmentand are therefore applicable in strong and weak real estate markets. However, the
rate at which a fee can be setgenerally depends onlocal conditions; forexample, parking fees or bridge
tollscan be sethigherin places with strong demand from drivers.

o Userfeesand transportation utility fees: Userfees andrates are charged forthe use of public
infrastructure orgoods, including transit, parking facilities, water or wastewater systems, and toll
roads or bridges. Local governments or utilities might be able toissue bonds backed by userfee
revenue to pay for new orimproved infrastructure. Such fees and rates are typically setto covera
system’syearly operating and capital expenses, including annual debt service forimprovements to
the system.

e Congestion pricing: Congestion pricing manages demand for services by adjusting prices depending
on the time of day or level of use. Congestion pricing has been used to mitigate trafficcongestion,
with revenue used to cover costs, support transit service, orimprove the highway system.

DEBT

Debt tools are mechanismsforborrowing money tofinance infrastructure. Local governments can
access creditthrough private financial institutions, the bond market, or other, specialized mechanisms
that the federal government and states have established for financing particular types of infrastructure.
Local governments canissue debtfor projects that do not generate revenue (typically in the form of
general obligation bonds), but most types of debt must be secured by revenue generated either by the
infrastructure thatthe debtis usedto fund (e.g., parking or utility fees) or within the geographicarea
that will benefitfromthe improvement (e.g., tax-increment financing generated by property or sales tax
increases cantypically be usedto pay for improvements onlyin aspecified area). Exceptfordebtthatis
secured by revenue such as property taxes thatis related to real estate performance, the availability of
debtisnot usually related directly to the strength of the local real estate market. Rather, potential
lenders, including private financial institutions as well as bond investors, decide how much they are
willingtolendand on whatterms based on the creditworthiness of the borrowerand the reliability of
the revenue streamthat will be used forrepayment (e.g., taxes, userfees, orleases).

e Private debt: Publicentities can borrow money from commercial banks, industrial loan companies
or industrial banks (banks owned by a non-financial corporation), and other private financial
institutions to finance revenue-generatinginfrastructure. However, publicly issued debt (i.e., bonds)
istypically less costly.

e Bondfinancing: Because most publiclyissued bonds are exempt from state and federal taxes, public
entities cantypically access lowerinterest rates by issuing bonds ratherthan by borrowing money
from a private lender. The most common types of bondsinclude:

O General obligation bonds: General obligation bonds are backed by the “full faith and credit” of
theissuerratherthan the revenue fromaspecificprojectand can therefore be used to finance
infrastructure that does not generate revenue. General obligation bonds are tax-exempt and
can be issued by governmental entities at the state or local level, including counties, cities,
transitagencies, special-purposedistricts, public utilities, and school districts.




Infrastructure Financing Options for TOD

0 Revenuebonds: Revenue bonds are issued for municipal projects that generate revenue and are
secured by (i.e., repaid solely by) the revenue generated by the facility they finance (e.g.,
farebox revenuefromatransit system, userfeesfromaparking garage or utility, ortollsfroma
road or bridge). Like general obligation bonds, revenue bonds are tax-exempt and can be issued
by governmental entities at the state or local level.

O Private activity bonds: Private activity bonds are issued by state or local governments (and are
therefore exemptfrom state and federal taxes) and apply the proceeds of the bonds to private
business purposes that have a publicbenefit.” Like revenue bonds, private activity bonds are
secured by and paid fromthe revenue of the project for which the bonds are sold.

0 Certificates of participation and lease revenue bonds: Certificates of participation and lease
revenue bonds are tax-exempt bonds issued by state orlocal governments that are secured with
revenue fromthe lease of land, publicinfrastructure, and transportation assets, including
parking stsructu res, rail transit, water and wastewatertreatment plants, and other public
facilities.

e Specialized debtforinfrastructure: In addition to the bonds described above, local governments can
sometimes access debt mechanisms designed by the federal government or states to finance
particulartypes of infrastructure. In some cases, these debt mechanisms could not be used directly
for TOD infrastructure as defined in thisreport but could help make TOD infrastructure projects
possible by funding transit or roads, freeing up funds for otheruses. Examples of these debt
mechanismsinclude:

0 Revolvingloan funds: A revolvingloanfundisapool of money dedicated to specifickinds of
investments. The money used to repay loans replenishes the fund and is loaned out again. Initial
fundingsources forrevolvingloan funds are typically publicor private seed money, suchasa
grant, otherpublicfunds, orthe one-time proceeds from sale of an asset, and/or an ongoing
revenue streamsuch as a dedicated portion of anew or existing tax. Revolvingloan funds can
provide low-interestloans and access to capital markets for projects that would otherwise have
difficulty securing financing if they meet economic development, environmental, or other public
policy goals. In contrast to a structured fund (discussed below), which is capitalized by investors
with an expectation of return, as borrowers repay theirloans, the money can be lentagainto
new borrowers and revolve indefinitely.

O State infrastructure banks: Many states have established state infrastructure banks, which
provide local governments with low-interest loans. State infrastructure banks typically function
as revolvingloan funds.

O Grant anticipation revenue vehicle (GARVEE) bonds: GARVEE bonds are federally tax-exempt
debt mechanisms backed by federal appropriations for transportation projects that are not
expectedto generate revenue. Most commonly used for highway construction, GARVEE bonds

> FHWA. Private Activity Bonds (PABs). http://www.fhwa.dot.gov/ipd/fact_sheets/pabs.htm. Accessed August 23,
2012.

® AASHTO Center for Excellencein Project Finance. Certificates of Participation. http://www.transportation-
finance.org/funding_financing/financing/bonding_debt_instruments/certificates of participation.aspx. Accessed
August 24, 2012.
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can also be used fortransitand othertransportation projects funded by otherfederal grant
programs such as the STP and the CMAQ Program, described below. Local governments must
work with MPOs and state departments of transportation to access GARVEE bonds, which also
must be approved by the U.S. Department of Transportation (DOT).

O Railroad Rehabilitation and Improvement Financing (RRIF): The RRIF program, administered by
DOT, providesloansandloan guaranteesthatcan be usedto acquire, improve, or rehabilitate
rail facilities or facilities that connect rail to other forms of transportation. Eligible RRIF
borrowers include railroads and state and local governments.’

CREDIT ASSISTANCE

Creditassistance improves aborrower’s creditworthiness by providing a mechanismthat reduces the
chances of a default. Borrowers can thus access better borrowing terms, which can expeditethe
implementation of infrastructure projects. Credit assistancetools require some source of revenue to pay
back debt;theiruse is not otherwise linked to the strength of the local real estate market.

e Creditassistance tools: Federal and state agencies have developed avariety of financial tools to
help local governments access credit to expediteinfrastructure projects. Credit assistance improves
local agencies’ creditworthiness and thus lets them access better borrowing terms and lower
financing costs. Credit assistance can take many formsincluding bond insurance, credit
enhancements, creditlines, loans, and loan guarantees.

e Transportation Infrastructure Finance and Innovation Act (TIFIA): TIFIAis a DOT-administered
program that providesfederal credit assistance to state and local government entities for large (with
total project costs of S50 million or more) surface transportation projects, such as transit projects
and highways, that have dedicated funding sources.® As with some debt mechanisms, TIFIA might
not apply to TOD infrastructure as defined in this report, but the program could help make TOD
infrastructure projects possible by fundingtransit orroads and freeing funds for otheruses.

EQUITY

Equity tools allow private entities toinvest (i.e., take an ownership stake) ininfrastructure in
expectation of areturn. Unless the publicsectoris willing to directly pay the private partnerfor
constructing, financing, operating, and/or maintaining a facility, equity sources are typically available
only forinfrastructure that generates asignificant return, such as parking facilities, utilities, toll roads, or
airports. The availability of equity is not typically tied to the strength of the local real estate market,
exceptinsofarasthe potential source of revenueis tied to real estate values.

e Public-private partnerships: A public-private partnershipis a contractual agreement between a
publicagency and a private-sector entity whereby “the skills and assets of each sector (publicand
private) are sharedin delivering aservice orfacility forthe use of the general public. Inaddition to

” Federal Railroad Administration. “Railroad Rehabilitation & Improvement Financing (RRIF) Program.”
http://www.fra.dot.gov/rpd/freight/1770.shtml. Accessed August22,2011.

8dela Pena, Patricia; Caplicki, Edmund V.; andSantiago, SimonJ.. “2010 Transportation InfrastructureYearin
Review.” Nossaman LLP. February 17, 2011. http://www.nossaman.com/7749.
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the sharing of resources, each party sharesinthe risks and rewards in the delivery of the service
and/orfacility.”® Inatypical public-private partnership, the private entity provides the capital cost
to finance apublicproject, such as a parking facility, toll road, orairport, then collects some portion
of the revenue generated by the project. In most public-private partnerships, the public-sector
partnerguarantees paymenttothe private-sectorpartnerevenif the project does notdeliver the
expected levelof revenueorif the expected revenue does not coverthe entire cost of debt
repayment.

e Infrastructure investment funds: Infrastructure investment funds are pools of funds collected from
many investors forthe purpose of investingininfrastructure, oftenin the form of a public-private
partnership. These funds are typically repaid through userfees.

VALUE CAPTURE

Value capture tools capture a portion of the increased value orsavings resulting from publicly funded
infrastructure. Value capture mechanisms are typically established by alocal governmentin accordance
with state law. They sometimes require avote by the affected property owners. Depending onthe tool,
value capture can entail the creation of a new assessment, tax, or fee (e.g., aspecial tax or development
impactfee); the diversion of new revenue generated by an existing tax (e.g., tax-increment financing); or
arevenue-sharingagreementthatallows agovernmentagency to share some of the revenue generated
by developing publicly owned land (e.g., joint development). Value capture tools are generally most
applicable to strongreal estate markets because they depend to some extent on new development or
property value appreciation to generate revenue. *°

Dependingonthe predictability of the revenue stream, value capture mechanisms can either be used
for pay-as-you-goimprovements or, when the revenue streamis expected to be consistent overtime, as
with a special assessment or tax-increment financing, can finance the issuance of revenue bonds.
Although state law usually defines how and where these mechanisms can be used, they are typically not
confined to revenue-generating infrastructure and can be used to fund all types of TOD infrastructure,
including utilities, roads, pedestrian and bicycle improvements, and parking facilities.

o Developerfees and exactions (impact fees, system development charges, facility fees,
infrastructure reimbursement agreements, developer exactions): Developmentimpactfees and
exactions are charges assessed on new development to defray the cost to the jurisdiction of
expanding and extending publicservices to the development.'' The fees are generally collected once
and are used on a pay-as-you-go basis to offset the cost of providing publicinfrastructure such as
new streets and utilities. Because these are one-timefees, they cannot be used forongoing facility
operations and maintenance.

e Special districts (benefit assessmentdistricts, business improvement districts): Special districts are
formedtoinclude ageographical areain which property owners orbusinesses agree to pay an

° National Council for Public-Private Partners hips. “How PPPs Work.”
http://www.ncppp.org/howpart/index.shtml#define. Accessed August2011.

1% Center for Transit-Oriented Development. Capturing the Value of Transit. Prepared for FTA. 2008.
http://reconnectingamerica.org/resource-center/books-and-reports/2008/capturing-the-value-of-transit-3.

" bid.
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assessmentto fund aproposedimprovementorservice from which they expect to benefit directly.
Special districts can be used either for pay-as-you-go improvements orto finance the issuance of
bonds backed by the assessment revenue. They can be used fora wide range of projects, including
pedestrian, bicycle, and streetscape improvements and utilities.’> Depending on the state enabling
legislation underwhich aspecial districtis formed, assessment districts might be able to pay both
capital expenditures and operations and maintenance costs.

e Tax incrementfinancing (TIF): TIF works differently according to laws in each state but typically
capturestheincrease in property tax revenue (and, in some states, sales tax revenue) that occursin
a designated areaaftera setyear. The taxincrementis collected foraset period (usuallybetween
15 and 30 years) and the tax increment can be used to secure a bond, allowingthe issuerto collect
the money up front, or it can be used on a pay-as-you-go basis overtime. The most common uses of
TIF are forlocal infrastructure, environmental cleanup, and land assembly.™

e Joint development:Jointdevelopmentisthe only value capture mechanism transitagencies
commonly use. Itis generally areal estate development project thatinvolves coordination among
multiple parties to develop sites neartransit, usually on publicly owned land, and can take many
forms, ranging from an agreementto develop land owned by the transit agency to joint financing
and development of a project that incorporates both publicfacilities (e.g., parking garages) and
private development. Typically the transitagency and the private developer will agree to share costs
of and revenue from the project. **

GRANTS AND OTHER PHILANTHROPIC SOURCES

Grants are fundsthat do not needto be paid back and are typically provided by a higherlevel of
governmenttoa lowerlevel of government (e.g., from the federalgovernment to states orlocalities, or
from states to local governments) or by a philanthropicentity. This report discusses the federal grants
that are commonly applied to TOD projects, including transportation and community and economic
development grants, as well as some of the most common philanthropicinvestments in TOD. Most
states also provide theirown grant opportunities that can be used for TOD infrastructure. With the
exception of grants thatfocus on addressing poverty or other conditions related to weak markets,
grants do not usually depend onlocal market strength.

e Federal transportation grants: Local governments typically access these federal transportation funds
through MPOs and/or state departments of transportation. Federal grants that can be used for TOD
infrastructure include: ™

0 Congestion Mitigation and Air Quality Improvement (CMAQ) Program: This program funds
transportation projects or programs that contribute toimprovingair quality and relieving
congestion, including pedestrian and bicycle improvements, transit,and demand management

2 bid.
3 1bid.
" 1bid.

!> The latesttra nsportation bill setasidefunds for a new pilotprogramfor TOD planning,includingincreasing
pedestrianaccess and enabling mixed use. As of October 2012, the details of the program have not been
developed.

12



Infrastructure Financing Options for TOD

projects that support betterdecision-making fortravelers choosing modes, times, routes, and
locations.

0 Transportation Alternatives Program: This program funds a wide range of TOD infrastructure
projects, including pedestrian and bicycle access improvements, streetscape improvements.

0 Urbanized Area Formula Funding Program: The federal Urbanized Area Formula Funding
Program funds transit capital costs, maintenance of passenger facilities, and transportation-
related planning.*®

e Federal community and economicdevelopment grants: The federal government has several grant
programs dedicated to housing forlow-income households and other community and economic
development. While these tools are notfocused on TOD infrastructure, they can be used as part of a
larger TOD project.

0 Community Development Block Grant (CDBG) Program: The CDBG Program, administered by
the U.S. Department of Housing and Urban Development (HUD), isintended to ensure decent
affordable housing, community services to vulnerable neighborhoods, and job creation and
retention of businesses. CDBG provides annual formula grants to local governmentagencies and
statesin several programareas.”’ This tool is not focused on TOD infrastructure but could be
usedin combination with otherfunding and financingtools foralarger TOD projectthat meets
CDBG criteria.

0 Economic Development Administration (EDA) Grants: EDA, an agency in the U.S. Department of
Commerce, provides grants to economically distressed communities to generate new
employment, help retain existing jobs, and stimulate industrialand commercial growth. Some
EDA fundingisreserved for publicworks projects, which caninclude awide range of
infrastructure types provided the project has an economicdevelopment purpose. Local
governments apply directly tothe EDA when grants are available.

e Philanthropicsources.

0 Foundation grants: Foundations, including private foundations and public charities, are
nongovernmental organizations that make grants with a charitable purpose. Studies*® have
found that foundations are interested in supporting TOD. Most of theirfunding to date has
provided affordable housing orsocial services around transit facilities or even funded the transit
itself. However, they may also be opento funding the infrastructure to support TOD.

' FTA. “Chapter 53 of title 49, United States Code, as amended by MAP-21.” 2012.

Y Hup. “Community Development Block Grant Program—CDBG.”
http://portal.hud.gov/hudportal /HUD?src=/program_offices/comm_planning/communitydevelopment/programs.
Accessed August 31, 2011.

'8 Katherine Pease & Associates. Convening on Transit Oriented Development: The Foundation Perspective.
Prepared for Center for Transit-Oriented Development, Living Cities, and Boston College Institutefor Responsible
Investments. February 2009. http://www.katherinepease.com/Convening%200n%20TOD %20-
%20The%20Foundation%20Perspective.pdf.

13


http://portal.hud.gov/hudportal/HUD?src=/program_offices/comm_planning/communitydevelopment/programs
http://www.katherinepease.com/Convening%20on%20TOD%20-%20The%20Foundation%20Perspective.pdf
http://www.katherinepease.com/Convening%20on%20TOD%20-%20The%20Foundation%20Perspective.pdf

Infrastructure Financing Options for TOD

O Program-relatedinvestments: Foundations make program-related investmentsto support their
philanthropicmission and leverage their donations. Unlike grants, foundations expect program-
related investments to be repaid, although production of income or appreciation of property
cannot be a significant purpose. Program-related investments allow the recipient to borrow
capital at lowerrates than might otherwise be available. Forthe funder, the principal benefitis
that the repaymentorreturn of equity can be recycled foranothercharitable purpose, assuming
the investmentisrepaid. While many program-related investments in the past have supported
affordable housingand community development, they have also funded capital projects ranging
from rehabilitating historic buildings to preserving open space and wildlife habitat.

EMERGING TOOLS

In additionto the established tools discussed above, several new concepts for making TOD
infrastructure possible are emerging, including:

Structured funds: A structured fundisa loan fund that pools money from differentinvestors with
varyingriskand return profiles. Structured funds have a dedicated purpose, whichis clearly defined
before the fundisformed, and are managed by professionals with fund formation and loan
underwriting experience. Communities have beenincreasingly interested in using structured funds
as a property acquisition tool to support affordable housing development, particularly near transit.
Structured funds are discussed in greater detail in both Appendix B, Section G-1APPENDIX Cand
Fundamentals of Structured Funds

Land banks: Land assembly and acquisition can be a challenge for TOD because land neartransitis
often scarce and generally costs more. Land banks are not funding or financing sources, but
communities’ interestintheirapplicability to TOD has been growing because they are used to
acquire property and are oftenlinked to asocial mission, such as neighborhood stabilization or
affordable housing. Whileland banks have notbeen used for TOD infrastructure, assembling
developablelandinstation areas could make TOD and the associated infrastructure projects more
feasible.

Redfields to greenfields: Redfields to greenfieldsis aconceptfor convertingunderused or
distressed propertiesinto an asset. A local government agency acquires underused properties
(redfields)inanarea and converts theminto new parks (greenfields). Redfields to greenfields is not
tied to any particularfunding source; in fact, the local government would need to identify afunding
source to pay for property acquisition and convert the property into a park, which could include
parks thatare part of a mixed-use TOD. The new park could boost property values of surrounding
properties, increasing property tax revenue.”

National infrastructure bank: A national infrastructure bank would finance transportation and
potentially othertypes of infrastructureacross the country by providing federal credit assistance,
such as directloans andloan guaranteestolocal governments. The United States does not currently
have such a bank, but Congress has considered several proposals that would encourage investment
ininfrastructure from nonfederal sources through a mostly self-sustaining entity.

% American PlanningAssociation. How Cities Use Parks for Economic Development. 2002.
http://www.planning.org/cityparks/briefingpapers/economicdevel opment.htm.
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[11.  CASE STUDIES: COMBINING FUNDING AND FINANCING SOURCES TO FORM

STRATEGIES

Eleven case studiesillustrate how the tools discussed in Chapter |l have beenusedinvarious
combinationstofund and finance TOD infrastructure. These are cutting-edge TOD projects and plans
from across the country that illustrate the variety of waysin which local and regional governments and
transitagencies can combine fundingand financing sources to form TOD infrastructure financing
strategies. The case studies are:

e Station and station-area infrastructure financing strategies.

O Special assessment district: New York Ave-Florida Ave-Gallaudet University Metrorail Station
(Washington, D.C.).

0 Jointdevelopment: West Dublin BART (Dublin, California).

0 Federal loans, grants, and credit enhancement: Denver Union Station (Denver, Colorado).

e District and downtown infrastructure financing strategies.

0 Special assessment district: Downtown Stamford (Stamford, Connecticut).

O Public-private partnership: New Quincy Center (Quincy, Massachusetts).

O Special assessment and density incentives: White Flint Sector Plan (Montgomery County,

Maryland).

e Transit corridor infrastructure financing strategies.

0 Multistation tax-increment financing: Dallas TIF for TOD (Dallas, Texas).

0 Corridorwide tax-increment financing: Atlanta BeltLine (Atlanta, Georgia).

e Regional initiatives.

O Supporting TOD with federal transportation dollars: Transportation for Livable Communities
(San Francisco Bay Area, California).

0 Structured funds for TOD land acquisition: Bay Area Transit-Oriented Affordable Housing
Acquisition Fund (San Francisco Bay Area, California).

O Regional TOD investment framework: Central Corridor Light Rail and the Central Corridor
Funders Collaborative (Twin Cities, Minnesota).

Exhibit 1 summarizesthe eightlocal strategies (excluding the regional initiatives). They covervarious
geographicscales and development contexts, many types of infrastructure, and awide range of project
costs. While the combination of tools used in each case study is different, thereare some
commonalities. Each plan required acombination of funding and financing sources tailored to the
specificproject, real estate market context, and state and local laws and resources. Most of the projects
include one or more value capture mechanisms (typically development fees, aspecial assessment
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district, and/or a tax-incrementfinancing district) and multiple federal transportation grants (usually
accessed through the MPO), as well as a variety of state grants and local sources such as sales or
property tax revenue.

Exhibit1alsoillustrates thatlocal governmentstend to have more fundingand financingtools at their
disposal than dotransitagencies. In particular, the only value capture mechanism available to most
transitagenciesisjoint development. Because local governments may have access to more types of
resources than transit agencies, they are responsibleforthe provision of mostlocal infrastructureand
have authority overland use planning and regulation. Local governments typically take the lead in
planningandimplementing TOD infrastructure strategies, while transit agencies focus largely on the
station area infrastructure —like parking facilities, pedestrian walkways, and bicycle parking—located on
land owned by the agency. Transit agencies may become more actively involved in TOD when they own
land they wish to develop.

The 11 case studiesillustratethe factors thatlocal governments, transit agencies, MPOs, or other
project sponsors would likely considerin forming a strategy to fund and finance TOD infrastructure,
including factors such as the infrastructure required, project size, local market strength, and limitations
imposed by state and local law. The case studies are generally organized around the following sections:

e Introduction and project or program background: Provides context on the project area to explain
why the tools used in the case study were appropriate and describes the planning process that
created the strategy.

e Funding sources and financing mechanisms: Describes how the major tools used in the example
work together.

e Lessonslearned: Reviews the keys to success and key barriers that the project sponsor(s)

encounteredin creatingorimplementing the strategy and that otherentities attempting to use this
strategy are alsolikely to encounterand discusses applicability of the strategy to other places.
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Project and Location

Development
Context

Infrastructure Types

Primary Project Sponsor(s)

Estimated
Project
Cost

Primary Funding and Fnancing Tools
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Private Financing

Developer Fees

Assessment Districts

Tax Increment

Joint Development

Federal Funds

State/Local Funds

Stations and Station Areas
New York Ave. Station [Weak market;new [Transitstationland acquisition Local qovernment $104 X % | x
(Washington,D.C.) station; infill and construction 9 million
\West Dublin BART Strong market; new . . . . . $106
(Dublin, CA) station; greenfield Transitstation, parking, bike/ped |Transitagency million X | X X
. . ) - . . Transitagency; local )
Denver Union Station Stror)g mark.et,.. . Utllltles,.roads,blkelped,ralland government; regional council $43§ $519 x| x| x| x x| x x | x
(Denver, CO) existing station;infill |bus stations, parking . million
of governments; state DOT

Districts and Downtowns
Downtown Stamford  |Strong market; Ongoing operations and Businessimprovement N/A* X x | x
(Stamford, CT)* existing station; infill [maintenance district; local government
New Quincy Center Strong market; Utilities, roads, bike/ped, $277
(Quincy, MA) existing station; infill |streetscape, parking Localgovernment million X X X X
\White Flint Sector Plan . Roads, bike/ped, streetscape,

Strong market; . . . - $313
(Montgomery County, L 1. . |parks,transitstation, police, fire, |Local government - X X | X X
MD) existing station; infill library million
Transit Corridors

Strong and weak Utilities, roads, parks, bike/ped,
Dallas TIFfEiTOD markets;existing streetscape, affordable housing, |Local government N/A** X X[ X X[ X
(Dallas, TX) R o

transitline; infill transitimprovements
Atlanta BeltLine Strong apd weak . Transit, parks, bike/ped, $2.1-$2.7

markets; new transit|streetscape, schools, affordable |Local government - X X X [ X
(Atlanta, GA) L . billion

line;infill housing

Exhibit1. Summary of CaseStudy TOD Funding and Financing Strategies

*The Stamford special assessmentdistrict pays for ongoing operations and maintenance, not capital improvements as inthe other casestudies.
**The Dallas corridorwideTIF district funds individual projects rather than havinga listof planned infrastructureimprovements for the district.
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A. SPECIALASSESSMENT DISTRICT: NEW YORK AVE-FLORIDA AVE-GALLAUDET UNIVERSITY
METRORAIL STATION

INTRODUCTION

The New York Avenue-Florida Avenue-Gallaudet University Metrorail Station (New York Avenue Station)
in Washington, D.C., constructed in November 2004, is an example of transportation infrastructure
financing through a public-private partnership amonglocal landowners, the local and federal
governments, and the transit agency. It shows how government agencies can use special assessment
districtsto supportfinancingand accelerate project delivery instead of using a pay-as-you-go
approach.”’

PROJECT BACKGROUND

New York Avenue Station, whichison Metrorail’s Red Line, is located east of the intersection of New
York and Florida Avenues and adjacent to the Amtrak Northeast Corridorrailroad tracks. The station
serves NoMa, an area north of Massachusetts Avenue thatis near Union Station and Capitol Hill (Exhibit
2). The city had long targeted NoMa for
redevelopmentdue toits proximity to
downtown, its stagnant economy, and the
large number of vacant propertiesin the
area. By 1999, there were 5,600 people
living within one-half to three-quarters of a
mile of the intersection of New York and
Florida Avenues. The population was 90
U percent minority and had a medianincome
of $23,296, well below the city’s median

STATION

¥ income level of $30,727. An estimated 50
AL percentof residentsdid notowna car,
increasing the needfortransit options.
Before the station openedin 2004,
Exhibit2. NoMa and surroundingarea in Washington, DC. inadequate transportation facilities limited
Source:NoMa Business Improvement District. the attractiveness of the areafor new, large-

scale development.

In 1998, Washington, D.C., produced an economicdevelopment plan, The Economic Resurgence of
Washington D.C: Citizens Plan for Prosperity in the 21°* Century,”* which laid out a strategy to grow
businesses, jobs, population, neighborhoods, and prosperity in the city. The plan called forthe
construction of a new Metro station alongthe Red Line near New York and Florida Avenues.

20 Public-private partnershipsand special assessmentdistrictsaredescribed in more detail in Appendix B, Sections
D-1 and E-2, respectively.

*1 District of Columbia Department of Housingand Community Development. The Economic Resurgence of
Washington, DC: Citizens Plan for Prosperity in the 21st Century. November 1998.
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Following the publication of this plan, the city’s Department of Housingand Community Development
createdthe New York Avenue Task Force to bolstereconomicdevelopmentin the areaand raise funds
for the new Metro station. The task force obtained $350,000 in funding from the city to produce a
feasibility study that examined the possibility and economic benefits of a Metro station at the
intersection of New York and Florida Avenues. By connecting NoMa to the Metrorail network, the
proposed station would connect NoMa to the entire region. The feasibility study projected thatinvesting
inthe station would create 5,000 new jobs and $1 billion in private investment and development. These
findings, along with an extensive outreach effort, helped the task force convince private landowners to
provide $25 million, or about one-third of the estimated cost of the station. Remaining costs, which
turned outto be higherthan anticipated, were covered by the city and the federal government. The task
force funded its extensive outreach efforts through a $100,000 grant fromthe city and a $140,000
contribution from the private sector.

FUNDING SOURCES AND FINANCING MECHANISMS

The New York Avenue Station was built with funds from privatelandowners, the city, and the federal
government. Each partyinitially agreed to pay one-third of the cost, or $25 million, based on aninitial
total project cost estimate of $75 million. The city also paid cost overruns of over $25 million (Exhibit 3).

Private landowners agreed to pay a special assessment over 30 years to raise the $25-million private-
sector contribution. This special assessment would be
an additional charge ontop of regular property taxes
for nonresidential parcels within 2,500feet of the
future station’s entrances. The city financed the
project by issuing bonds that would be repaid using
the funds collected through the special assessment.

Districtof The project componentsincluded the construction of
Columbia, . . .
$samilion the station and land acquisition around the station.
The station did not require the construction of anew
rail line toreach the area, reducing overall costs.
In March 2007, to continue makingimprovementsin
the area, the city formed the NoMa Business
Exhibit3. Funding sources. Improvement District (BID). An additional special
Source: National Council for Public Private assessmenton commercial, multiunit residential, and
Partnerships. “New York Avenue Metro Station, hotel properties was levied to support community
Washington, DC.” improvementinvestments, including cleaning and

http://www.ncppp.org/cases/nystation shtml.
Accessed October 30, 2011.

safety services, marketing, community development
programs, and publicevents.

Private property owners were initially reluctant to participate, arguing that they would be paying twice,
once through the assessmentand once againthrough increased property taxes. After lengthy
negotiations, property owners supported the BID’s creation because of the anticipated increasein their
property values. The BID’s annual budget would be funded by the special assessment. The NoMa BID
will expirein 2012, five years afterits creation. However, the BID can be re-registered for additional five-
year periods if the BID membership and the mayorapprove after holding a hearing.
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In 2008, the BID’s annual budgetwas $1.3 million. The levyis structured as shown in Exhibit 4.

Property Type Assessment

Land, parking lots, and industrial properties; properties less

than 50,000 square feet $0.05 per $100 of assessed value

Office and commercial properties over 50,000 square feet $0.15 per rentable foot
Residential properties (10 or more units) $120 per unit
Hotels $90 per room

Exhibit4. Levy Structure.

The federal government has also contributed to redevelopmentin the area by locating federal officesin
the business district, committing $100 million to build a headquarters office for the Bureau of Alcohol,
Tobacco, and Firearms and another $100 million to build offices for the Securities and Exchange
Commission. Such investments would not have occurred without the station.

LESSONS LEARNED

This project exceeded the predicted benefitsin
terms of jobs and investment. Assessed valuation
of the 35-block area increased from $535 million
in 2001 to $2.3 billionin 2011. It is estimated that
over 15,000 jobs have been created with $1.1
billion in private investment (Exhibit 5).>

KEYS TO SUCCESS

e Thespecial assessmentdistrictallowed the - i
projectto proceed earlierthan would have ;) i il - —=
been possibleusinga pay-as-you-go Exhibit5. Newly completed and on-goingconstruction
approach because the District could issue inthe NoMa neighborhood alongthe Metrorail line.

bonds backed by projected future property Source: EPA.

tax revenue.

e Supportfromthe city was essentialto the project’s success. Extensive stakeholder engagement
ensured commitmenttothe project, evenfrom those who were initially skeptical. The task force
and the city succeededin bringing the private sectorto the table and ensuring that project costs
were shared with those that would be benefitingfrom the increased property values.

KEY BARRIERS

e Significanttime and resources wererequired to convince landowners of the potential benefits of a
transit station and establish the special assessment district. Feasibility studies, an extensive public

> National Council for PublicPrivate Pa rtnerships. “New York Avenue Metro Station, Washington, DC.”
http://www.ncppp.org/cases/nystation.shtml. Accessed October 30, 2011.
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outreach process, and coordination with multiple parties were critical components of
implementation.

APPLICABILITY TO OTHER PLACES

This model could be implemented wherethe following conditions are met:
o Astrongreal estate market that attracts private investment.

e State law that allows the formation of special assessment districts.

Giventhatthe transaction costs of implementing aspecial assessment districttend to be high, this tool
is most appropriate forareas that need to raise significant amounts of capital because they have asingle
large project or several smaller projects that can be grouped together.
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B. JOINTDEVELOPMENT: WEST DUBLIN BART STATION?®

INTRODUCTION

The West Dublin Bay Area Rapid Transit (BART) Station openedin February 2011 aftera nearly 15-year
efforttofund and construct the station. It was the firstinfill station to be constructed in the BART
system.** The construction of the West Dublin Station provides an example of fixed-guideway rail station
construction and providing TOD infrastructure through joint development?® and a paid parking strategy.
Jointdevelopment, aform of value capture, is generally defined as a real estate development project
that involves coordination between multiple parties to develop sites neartransit, usually on publicly
owned land.?® As described in Chapter I, Section Value Capture, value capture tools capture some
portion of the increased value or savings resulting from the public provision of new infrastructure. In the
case of the West Dublin BART station, the joint development project captured a portion of the increased
land value conferred by the new station.

PROJECT BACKGROUND

The West Dublin Stationisin suburban Alameda County on the border between the towns of Dublinand
Pleasantoninthe San Francisco Bay Area (Exhibit 6). The station was completed as an infill station along
a 10-mile stretch of the BART line where
there previously were no stops, between the
existing Dublin/Pleasanton and Castro Valley
stations. During the original phase of railway
implementation, BART planned to construct
one large station in Dublin/Pleasanton.
Howeverin 1988, due to trafficflow
concerns, the city of Dublinsued BART to
mandate that BART diffuse the concentration
of trafficby building two stations—onein the
eastand onein the west.

While BART had sought to construct a station
since the late 1980s, the California
Infrastructure Financing Act of 1996 allowed
the actual first steps of project development.
The act gave regional and local government
entities like BART the ability to planand

Exhibit6. Platform 1 to Dublin/Pleasanton atthe West
Dublin/Pleasanton BART station.

Source: Eric Fischervia Flickr.com.

23 A version of this case study appears in Fullerton Smart Growth 2030: FTC Specific Plan Funding & Financing
Strategy & Case Studies prepared for City of Fullerton and Southern California Association of Governments by
Strategic Economics.2012.

23 m, X. “New West Dublin/Pleasanton Station, BART's 44th, to open Feb. 19.” BART News Articles.
% Joint development is described in more detail in Appendix B, Section E-4.

2% Center for Transit-Oriented Development. Capturing the Value of Transit. Prepared for DOT and FTA. November
2008.p. 26.
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enactdevelopment projects related to infrastructure improvement that would generateincome or
revenue forthe agency. The act allowed much of the internal pre-project planning, such asidentifyinga
station location, to occur before the environmental impact report was completed.?’ This legislation
providedthe framework forlocal agencies to create value capture funding mechanismsin concert with
private-sector developers.

Two important factorsinfluenced BART’s choice forthe station site. In anticipation of future infill station
construction, BART had builtan electrical substation nearthe West Dublin BART site duringitsinitial
development of the Dublin/Pleasanton extension. This project meant that a huge infrastructure
component of the station was already in place. Second, and more importantly for the purposes of this
report, BART owned several parcelsinthe selected station areathat could be used to create value
capture mechanisms to pay forthe cost of the station.”®

FUNDING SOURCES AND FINANCING MECHANISMS

VALUE CAPTURE IMPLEMENTATION

Besides beinglocated in two municipal jurisdictions, the station area presented some unique
development challenges. The station needed to be builtinthe median of a major freeway; as a result,
two pedestrian bridges needed to be constructed forrideraccess to the station. BART also needed to
provide parking for the park-and-ride patrons of a typical suburban station. The agency hopedtoroll
much of the cost of constructing these infrastructureimprovements (including station construction) into
avalue capture strategy whereby BART would sell orground-lease BART-owned parcels adjacent to the
station to private developers.

BART’s property acquisition team coordinated with the other government agencies whose jurisdiction
overlapped the station area: the city of Dublin, the city of Pleasanton, and Alameda County’s Surplus
Property Authority. Atthe same time, BART solicited interest from private property developers for
developmentin the station areaon BART-owned land. BART ground-leased a 3-acre parcel to a group of
private developers for 99 years fora one-time payment of $15 million.”” BART and the developers also
agreedto a covenantfora transit district transactional fee wherebya percentage of every sale of
residentialunitsin the development will be remitted to BART, allowing the agency to collect more
revenue based onthe level of development (i.e., the number of residential units and sale price of the
land).

The development plan called foratransit village consisting of over 300 residential units, a hotel, and
space for retail. However, inthe wake of the housing and financial market crisis in 2008, development of
the Dublin site stopped. The private developer was unable to meet project costs, and the project went
intoforeclosure. Although the site has notbeen developed, the right to develop was resoldtoa

2" personal communication with John Rennels, BART, by Eli Popuch, Strategic Economics, on October 10, 2011.
%% |bid.
> |bid.
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different development company ata sheriff’s sale.> It remains a potential location for mixed-use TOD
whenthe marketforreal estate returns.

In the nearby city of Pleasanton, another BART-owned parcel was originally zoned for commercial and
office uses, but the BART property team was able to secure a change to residential and retail uses under
a specificplanthatthe city was completing forthe area. BART struck a similar ground-lease agreement
with a private developer, this timewith the developer paying $5 million in upfront costs. The developer
plansto construct 350 residential units over 10,000 square feet of first-floor retail. Similarto the Dublin
site, BART attached a covenantfora transit district transactional fee on the Pleasanton site. This
provides BART with a guaranteed source of ongoing revenuefromits properties, even after disposition,
once development occurs. However, even though the BART stationisopen and operating, as of early
2012, no buildings had been developed onthe leased parcels. Nevertheless, BART will be positioned to
collect payments underthe lease agreementsin TOD projects thatare completed.

STATION CONSTRUCTION

Once the private developeragreements werein place and a source of project funding secured, BART
was able to begin constructing the station and adjacentinfrastructure improvements. BART’s property
team secured approval fora general obligation bond from the BART Board of Governors. BART was
willingtoroll station construction costsinto alarger systemwide bond in part because the parking
garages built as part of the projectimplemented a paid parking strategy.

The parking fee revenue from the garages helped to make the project feasibleand will help pay for
operations. The garage onthe Dublin side has 722 parking spaces, while the garage in Pleasanton holds
488 parkingspaces.>" The overall cost of the project was originally estimated at $87 million dollars but
eventually rose to $106 million, due to complications with the pedestrian bridges. In the end, BART was
able to apply the $20 millionithad made in the land agreements to infrastructure improvements around
the station.

LESSONS LEARNED

The West Dublin BART Stationillustrates how to provide TOD infrastructure through joint development
and a paid parking strategy. It also shows the importance of transit agencies working in concert with
local governments and the private sectorto ensure project completion. A significantamount of
planning, financial leverage, and strategicinvestment can be required toimplementajoint development
project. Individually, BART, the cities of Dublin and Pleasanton, and the private development community
did not have the resources to build a station with extensiveinfrastructure improvements and implement
TOD. But whenthe interested parties came together and maintained frequent, open communication,
the result was a new station thatis primed for future development. ** This pointis especially true under
weakerreal estate market conditions, when the privatesectorislessinclined toinvestin TOD projects
that have higher construction costs and implementation challenges.

*% bid.
*1 BART. “West Dublin/Pleasanton Station.” http://bart.gov/stations/wdub/index.aspx. Accessed January 25, 2011.

32 - . .
Personal communication with John Rennels op cit.
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KEYS TO SUCCESS

o Thevalue capture strategy enabled BART to use new real estate investment to finance infrastructure
nearthe area where the development will occur. However, such astrategy can be feasibleonlyin
solid real estate markets where additional property tax orotherrevenue from new developmentis
likely.

e Extensive multiagency coordination and unified supportfora project can facilitate flexibility in

planning and development requirements, making privateinvestment possible in achallenging real
estate market.

KEY BARRIERS

e Oneof the mainchallengesto usingjoint development as avalue capture strategy is that it usually
reliesonrevenue fromarelatively small proportion of the property thatis benefited by transit
service. Forinstance, the private development portion of the West Dublin/Pleasanton project
includes only about 20 acres, or about 4 percent of the property within a half-mile radius of the
station. If a greater proportion of the property were involved in the development, orif a value
capture strategy could draw from value increases from existing propertiesinthe larger surrounding
area, the potential for value capture would be greater.

e Large projects need multiple funding sources to succeed. No single source of funding can meetall
TOD infrastructure needs.

APPLICABILITYTO OTHER PLACES

A value capture strategy using joint development would be most applicable where the following
conditions are met:

e Astrongreal estate market.
e Strong multiagency and stakeholder coordination and support of a plan.

e Atransitagency with sufficientreal estate market knowledge and experienceto enterinto complex
transactions.
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C. FEDERAL LOANS, GRANTS, AND CREDIT ENHANCEMENT: DENVER UNION STATION

INTRODUCTION

Denver Union Station is a $500-million, multiparty, multijurisdictional redevelopment project supported
by local and federal fundingand financing sources. This project marks the first time that federal loans
from the Railroad Rehabilitation and Improvement Financing (RRIF)and Transportation Infrastructure
Finance and Innovative Act (TIFIA) programs have been combined to fund a majorinfrastructure
project.

PROJECT BACKGROUND

Denver Union Stationisinlowerdowntown Denver (Exhibit 7). Duringits heydayinthe 1940s, the
station was served by 80 daily trains operated by six different railroads. Today, however, only one train a
day stops at the historicstation. In 2001, the Regional Transportation District (RTD), the city and county
of Denver, the Colorado Department of Transportation (CDOT), and the Denver Regional Council of
Governments (DRCOG) signed an intergovernmental agreement to consider various redevelopment
options forthe station. In accordance with the agreement, RTD purchased the station, and RTD, the city
and county, CDOT, and DRCOG (the “project partners”) jointly initiated the Denver Union Station Master
Plan.>* Afteran extensive publicoutreach process and environmental review, the project partners
approved the final master planin 2004.

In November 2006, the project partners selected Union Station Neighborhood Company as the master
developertoheadthe redevelopment project. InJuly 2008, the Denver City Council created the Denver
Union Station Project Authority

(DUSPA), which isresponsiblefor
financing, acquiring, owning, 3
equipping, designing, constructing, : oot SEARIg,” -

LTI

renovating, operating, and maintaining : —
the Denver Union Station
redevelopment project.’> DUSPA
servesasthe financing entity forthe
Denver Union Station projectand the
contracting entity forthe construction
contracts.

As conceived by the project partners
and the masterdeveloper, the project
will transform the site—including the

Exhibit7. Denver Union Station.

Source: K_Gradingervia Flickr.com.

* The RRIF and TIFIA programs aredescribed in more detail in Appendix B, Sections B-9 and C-2, respectively.

*>* DUSPA. “Denver Union Station History and Timeline.”
http://www.denverunionstation.org/index.php?option=com_content&view=article&id=3&Itemid=4. Accessed
August 22,2012.

*> Mancini Nichols, C. “Value Capture CaseStudies: Denver’s Historic Union Station.” Metropolitan Planning
Council.April 19,2012. http://www.metroplanning.org/news-events/article/6392.
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historic Union Station building, rail lines, adjacent vacant parcels, street rights-of-way, and offsite
trackage rights (adjacentto rail tracks)—into an intermodal transportation district surrounded by TOD,
including 280,000 square feet of residential space, 70,000 square feet of retail property, and 1 million
square feet of office and hotel development. The transit district will connect commuter rail, light rail,
bus rapid transit, >® regular bus service, and other transportation services across the region.*’ Project
componentsinclude:

e Construction of light rail and commuter rail stations.

e A 22-bayunderground regional bus station.

e Extension of the 16th Street Mall and the associated shuttle service.
e Accommodation of the Downtown Circulator bus service.

e Streetimprovements.

e Parking replacement.*®

Nine years afterthe initial planning phase, the project began constructionin February 2010. It is
expectedtobe completedin2014.

The project’s transit

elementsare StreetRight of Parking Deck,
S4m Downtown

Vira
expectgdtocost impro ¥ . Circulator
approximately $500 $16 m 52m
million (estimates Utﬁ" ﬁ;ﬁffﬂ?m
ranged from $434.5
millioninthe final Light Rail, $19 m
environmental Redional B
impact statementto Faﬁﬁi'g,?:q E;f"
$518.6 millioninthe OtherProj
TIFIA application). Costs,$88m

Exhibit 8 shows the
breakdown of the
project costs, as
presentedinthe
final environmental PassengerRail,
impact statement. §130m

Exhibit8. Breakdown of estimated project costs (in millions).

Source: RTD. Final Environmental Impact Statement. 2008.

** Bus ra pidtransitis a publictransportation system with improved infrastructure, vehicles,and scheduling
designed to enable buses to providefaster and more efficient service.

" EHWA Office of Innovative Program Delivery. “Project Profile—Denver Union Station.” 2010.
38, .
Ibid.
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FUNDING SOURCES AND FINANCING MECHANISMS

The project partners used a combination of federal and local sources to finance the project. Federal
loans from TIFIA and RRIF provided $300 millioninloans ata low interest rate ** to finance the bus and
rail facilities, allowing the project partners to provide the transportation choices they envisioned and
facilitating plans for private development onthe land surrounding the site. This project marks the first
time TIFIA and RRIF have been used togetherto fund a majorinfrastructure project.

The remaining $200 million in projects costs will come from revenue and grants. Exhibit 9summarizes
the funding and financing sources.

Term/Note

e
RRIF Federal loan | $155 million | S0-y&ar, under 4%.

For rail infrastructure

- 30-year, under 4%.
TIFIA Federal loan $145.6 million For the bus station
Revenue during construction Project revenue | $57.5 million
Federal Highway Administration
Projects of National and Regional Federal grant $45.3 million
Significance grant
RTD contribution Local funding $40 million

American Recowery and

Reinvestment Act grant (Urbanized For construction of

Area Formula and Federal Highway Federal grant $28.4 million f;mtrl]onsr:gﬁct and
Administration Flex Funds) 9

Other state and local funds Local funding $19.9 million

Land sales Project revenue | $17.4 million

Fedgral Transit Administration Transit Federal grant $9.5 million

Capital Investment Program grant

Total funding $518.6 million

Exhibit9. Funding and financingsources.
Source: Arup based oninformation from FHWA Office of Innovative Program Delivery. “Project Profile—Denver Union
Station.” 2010.

To repay the $145 million TIFIAloan, RTD agreed to pay DUSPA $12 million annually for 30 years. Two
sources will repay most of the project debt: an RTD bond secured by gross sales tax revenue, which will
repay the TIFIA loan, and tax-increment financing, which will repay the RRIF loan.

To be eligible for TIFIAloans, a project must receive aninvestment grade rating onits project debt from
a Wall Streetrating firm. Several factors helped the project secure a Fitch rating of “A,” an investment
grade, on the project’s TIFIA debt obligation, including:

9 Slightly under 4 percent, well below the rate that DUSPA could have secured in the tax-exempt capital market.
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e RTD’s pledge to pay $12 million annuallyis amultiyear obligation thatis not subject to annual action
by RTD or DUSPA, which eliminates any risk that the agencies will fail to appropriate money to pay
back the TIFIA debt.

e RTD payments have a designated funding source, a0.4 percent FasTracks sales and use tax approved
by votersin 2004.*°

e Inits2009 financial projection, RTD shows the debtservice coverage ratio** forall existingand
proposed debtfalls between 3.76 percent (in 2016) and over 9 percent (after 2019). Thisvalue
impliesthatif the projectrevenue comesinslightly lower than anticipated, RTD will likely still be
able to meetits TIFIA debtobligation.

Revenue fromaTIF* district that encompasses the 40-acre commercial development around the station
isthe primary source that will be used to repay the RRIF debt. The Denver Downtown Development
Authority has pledged to use TIF revenue for 30 years to secure and repay the RRIF debt obligation.
Because TIF revenue is speculative—itis based on anticipated increased property value caused by the
project—the RRIF loanis backed by a “moral obligation” from Denver, meaning thatinthe eventofa
shortfall in revenue for debt service on the RRIF loan, the city will appropriate up to $8 million annually
fromthe general fund to make up the shortfall. Revenuefrom aspecial assessmentand alocal hotel tax
will also contribute to paying back the RRIF loan.

LESSONS LEARNED

The Denver Union Station model is suitable forlarge TOD projects because TIFIA, one of the primary
financingtools used, is available only for projects with costs exceeding $50 million and a dedicated non-
federal revenue source. RRIF funds are limited to the rail itself or related facilities and therefore could
not be used for TOD infrastructure as defined in this report. However, RRIF is an example of afunding
and financingtool that could contribute to making TOD infrastructure projects possible by funding the
transitand thereby freeing up otherfundsthat could be applied to the TOD infrastructure.

KEYS TO SUCCESS

e Accessto capital markets helped expedite project delivery. DUSPA was able to rely on future
property and salestax revenue to supporttwo federal loans (TIFIA and RRIF) that allowed the
project partnersto implementthe projectearlierthan would have been possible using a pay-as-you-
go approach.

e The projectpartnerswere able to use value capture mechanisms (e.g., TIF, special assessment
district) to help pay for the project. Value capture mechanisms are most feasiblein solid real estate
markets where new developmentis likely to occur, generating additional property tax revenue.
Because it was difficult to predict how development would proceed in downtown Denver given the

*9 EHWA Office of Innovative Program Delivery. “Project Profile—Denver Union Station.” 2010.

! Debt service coverage ratiois theratioof cash availablefor debt servicingtointerest, principal,andlease
payments. Itis a popular benchmark used to measure an entity's ability to produce enough cashto cover its debt
(includinglease) payments. The higher this ratiois, the easieritis to obtainaloan.

*2 More information on TIF is provided in Appendix B, Section E-3.
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economicconditions,the city and county of Denveragreed to take a moral obligation to obtainthe
RIFF loan, agreeingto appropriate additional funds if TIF revenue does not fully cover debt service
payments.

e Extensive multiagency coordination and unified supportfora project can facilitate access to capital
markets and expedite project delivery. The Denver Union Station project has a regional impact,
benefiting not only the city of Denverbutalsothe larger metropolitan area. It was only through the
coordination and support of multiple agencies that DUSPA was able to secure both TIFIA and RRIF
loans.

KEY BARRIERS

e Federalloanssuchas TIFIA and RRIF have become increasingly competitive in recent years. Securing
these loansrequires demonstrating the security of the repayment scheme. Project sponsors should
consultwith a financial advisorearly during the development process to design repayment schemes
that will be acceptable tofederal loanissuers. Both TIFIA and RRIF federal loans require security for
theirrespective debt repayment schemes fromthe loan applicant. Forthe TIFIA loan, DUSPA needed
to give TIFIAthe seniorlienforthe projectrevenue. In other words, TIFIA debt obligations will be
fulfilled before otherloans receive repayments fromthe project revenue. In addition, DUSPA
needed to structure the repayment scheme so thatit would not be subject to future appropriation
approvals, effectively eliminating a majorrepaymentrisk. Forthe RRIF loan, DUSPA needed to
obtain a pledge from the city to secure and repay the RRIFloan undera moral obligation.

e Projectplanningandimplementation were time intensive; working with multiple agencies requires
time, coordination, and negotiations, and developinga TOD projectisalso a lengthy process. The
Denver Union Station redevelopment concept originated in 2001 with RTD’s purchase of the station.
After completing master planning, environmentalapprovals, and publichearings; selectinga
developer; and securing funding sources, the projectfinally began construction in 2010, nine years
afterthe first phase of the redevelopment effort. Starting the development process early will
increase the likelihood of completing the project ontime.

APPLICABILITYTO OTHER PLACES

This model could be implemented wherethe following conditions are met:
e Strong multiagency coordination and unified support of a project.
e large-scale projects.

e Astrongreal estate market that can attract private investment.
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D. SPECIALASSESSMENT DISTRICT: DOWNTOWN STAMFORD

INTRODUCTION

Stamford, Connecticut’s downtown revitalization effort is an example of multiagency coordination with
strong private-sectorsupport. The creation of the Stamford Downtown Special Services District (DSSD)
in 1992 helped catalyze the effort. Stamford’s example illustrates how resources from special
assessments”’ and private sponsorships can be used overthe longtermto achieve TOD goals, including
promoting an active and pedestrian-friendly environment and encouraging avital downtown district
served by commuterrail.

PROJECT BACKGROUND

Stamfordisin|Fairfield County, Connecticut, on the main branch of the New Haven Line of the Metro-
North Railroad, the commuter raif systemtor northern metropolitan New York City. Stamford has a
diverse economicbase and is the business center of Fairfield County. Many major U.S. companies have
corporate headquartersin Stamford.

From the late 1980s through the early 1990s, downtown Stamford struggled with high office and retail
vacancy rates, a weak economy, dilapidated infrastructure, and few amenities and services for residents
and visitors. In 1992, downtown property owners voted overwhelmingly to create abusiness
improvementdistrict, called the downtown special service district, to manage and revive the downtown.
Various agencies have been
instrumental inthe
revitalization, including:

Operations,
Clean, Safe &
e DSSD, which works with Green,22.1% Marketing &
Events

the city to promote the

Promotion,
downtown.

49.8%

The city’s Office of Retail &

. Economic
EconomicDevelopment, Development,
which works to attract and 6.3%

retain businesses.

The Planning Board and
the Urban Redevelopment
Commission, which
oversee developmentand
redevelopmentof land
and buildings.**

Genegral
Aoy
iy 21.8%

Exhibit10. DSSD’s annual expenditures.

Source: Stamford Downtown Special Services District. Annual Report 2009-
2010.

43 Special assessments arediscussed in greater detail in Appendix B, Section E-2.

4 City of Stamford. “Stamford’s Business Climate.”
http://www.cityofstamford.org/content/25/50/258/2753/default.aspx. Accessed August 20, 2012.
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DSSD focuses on three main areas (Exhibit 10):

e Attractingpeople tothe downtown. Marketing and events promotion are major activities, receiving
nearly 50 percent of DSSD’s resources. Events include outdoor cultural exhibits, parades, concerts,
and a farmers’ market.

e Enhancingthe downtown’s outdoorenvironment. DSSD operates a Clean Team to control litter;
Downtown Ambassadors to enhance neighborhood safety; a Green Team to take care of the streets,
landscape, and parks; Streetscape Operations to work on maintenance issues; and a sidewalk snow
removal program.*®

e Bolsteringdowntown’s economicdevelopment. DSSD seeks to ensure new development meets
environmental and quality of life objectives. Using Stamford’s master plan as a guide, DSSD has
helped fosteradowntown revival with retail, office, cultural, recreation, and residential uses. DSSD
isworking with the Urban Redevelopment Commission and the community to produce adowntown
master plan, which will be followed by corresponding rezoning.*®

FUNDING SOURCES AND FINANCING MECHANISMS

DSSD isa type of special assessment district, also referred to as a businessimprovement district,
authorized by Connecticutlaw. Under Connecticut statute, a municipality can form a DSSD to promote
the economicand general welfare of its citizens and property owners. “Among other things, the district
can:

e acquire and conveyreal and personal property;
e provide anyservice thata municipality can provide, otherthan education;

e recommend tothe municipality's legislative body thatitimpose a separate tax on propertyin the
districtto supportits operations;

e borrow money forup to one yearbacked by districtrevenue; and

e build, own, maintain, and operate publicimprovements.”47

Stamford’s DSSDis funded primarily by two sources: special tax assessments on downtown property
owners and private sponsorships (see Exhibit 11). Approximately 128 property owners pay an annual fee
to DSSD based on their property values. The district’s annual resources are close to $4 million.

* Stamford Downtown Special Services District. Annual Report 2010-2011.
46, .

Ibid.
il Pinho, R. “Special Services Districts.” OLR Research Report. June 25,2012.
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LESSONS LEARNED

Stamford’s model shows how revenue from special assessments on downtown property owners can be
used overthe longterm to operate and maintain pedestrianinfrastructure and encourage vitalityina
downtown.

KEYS TO SUCCESS

DSSD actively pursues
comprehensive strategic
planning forthe downtown
overthe longterm.

Small actions such as
beautifying streetsand
marketingand events
promotion helped create
momentum forthe
revitalization efforts.

DSSD’s special assessment
providesalong-term funding
source for operationsand
maintenance of downtown
infrastructure. Funding for
operations and maintenance
of capital improvement
projectsis often overlooked.

Interest, 0.2%

Donations and
In-Kind
Sponsorships,

46.5%

Aszszesszments,
51.1%

Grants, 1.9%

Exhibit11. DSSD’s annual fundingsources.

Source: Stamford Downtown Special Services District. Annual Report 2009-
2010.

The Stamford model relies strongly on private support through special assessments and private
sponsorships. This modelis possible because of the large number of corporations located in the city,
and the fact that property values have increased since the inception of the DSSD.

KEY BARRIERS

APPLICABILITYTO OTHER PLACES

Special assessment districts are typically subject to voterapproval. Outreach to and education of
property owners are therefore critical inimplementing special assessment districts.

This model could be implemented wherethe following conditions are met:

34

Strong multiagency coordination and unified support of a project.

State law allows for special assessments and enables special districts to provide services thata
municipality would otherwise provide. In this case, Connecticut law allows DSSD to perform duties
that are generally acity or county’s responsibility, such as street cleaning and patrolling.
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Though the Stamford model focuses mainly on maintaining pedestrian infrastructure and promoting the
downtown area, the resources collected through property taxation or sponsorships could also be used
for small capital investments (less than $4 million, given DSSD’s annual revenue), since Connecticut law
provides districts enough flexibility to use their resources for either capital investments or maintenance
expenses. Otherareasinterestedin replicatingthe Stamford modelwould need to give their districts
enough flexibility to adjust their priorities (maintenancevs. capital investments) based on their needs.
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E. PUBLIC-PRIVATE PARTNERSHIP: THE NEW QUINCY CENTER

INTRODUCTION

The New Quincy Centerin Quincy, Massachusetts, is an example of a public-private partnershipin which
the private sectoror developer bears the construction, design, and financial risks of developing TOD
infrastructure. The city then reimburses the developerthrough taxes captured by a special assessment
districton new development. However, the city will proceed with reimbursements only when an
occupancy threshold has been achieved to ensure thatincome from property taxes from new
development will be enough toreimburse the developer. Public-private partnerships for TOD can take
many forms depending on the real estate market conditions and the project’s scale. *

PROJECT BACKGROUND

The New Quincy Centeris a transit-oriented, master-planned, mixed-use development thatincludes the
redevelopment of approximately 50acres of downtown Quincy. The city of Quincy (population about
92,000) iseight miles south of Boston and offers access to majorfreeways and to the region’s public
transportation system.*’

The city of Quincy spentthree years
negotiatingan agreementwitha
company to redevelop the downtown.
In January 2011, the city and a joint
venture controlled by the developer®
executedaland disposition agreement
that created an innovative public-
private partnership toredevelop
downtown Quincy. The construction of
the projectis expectedtostartinthe
second quarter of 2012.

Over 2.7 millionsquare feet of private,
mixed-use buildings, including retail,
office, and residential space, willbe
addedto the center of Quincy (see

Exhibit12. People walking from the Quincy transitcenter Exhibit 13). The proposed schedulefor
towards downtown. the redevelopment hasfourphases,
Source: EPA. and itscompletionis anticipated eight

years afterit starts. The mix of usesand

8 Public-private partnershipsand special assessmentdistrictsaredescribed in more detail in Appendix B, Sections
D-1 and E-2, respectively.

*9 Newmark Grubb Knight Frank. “Private/Public Partnership Thrives in Quincy, MA, $1.6B Urban Revitalization
Project.” June 27, 2011.

>0 Minority partners of the jointventure includea local insurancefirm,an Atlanta real estate group, a retail real
estate owner/developer inthe Northeast, and others.
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timing of the redevelopment can be adjusted to respond to market opportunities as they arise.

Office Retail | Hotel Residential Total  Parking

Sq. Ft. Sqg. Ft. ‘ Sq. Ft. Rooms Sq. Ft. Units Sq. Ft. Spaces

Step 1 86,850 260,590 68,120 136 101,540 74 517,100 718
Step 2 441,375 151,925 72,660 145 366,190 267 | 1,032,150 1283
Step 3 486,160 143,370 - 0 220,805 161 850,335 1332
Step 4 - 15,395 - 0 320,110 233 335,505 235
1,014,385 571,280 140,780 281 | 1,008,645 735 | 2,735,090 3,568

Exhibit13. Development program by land usefor New Quincy Center.
Source: Street-Works Development LLC. “Exhibit ‘B’ to the LDA: The Development Plan.” 2010.

The publicimprovementsthat will servethe redevelopmentinclude utilities renovation, roads,
sidewalks, streettrees, landscaping, and publicparking. The initial cost estimate was $277 million, of
which $50 million willbe financed by the city through state and federal funds, with the restfinanced by
the developerthrough equity and debt.”*

The land disposition agreement structures the planning, execution, and financing of the public
improvements associated with the redevelopment project. According to the agreement:

e Thedeveloperisresponsible fordesigning, permitting, and constructing publicimprovements that
specifically serve the redevelopment using private financing.

e The city of Quincy will purchase the public improvements related to each phase once certain
conditions are met. Conditions related to the city’s purchase of non-parking publicinfrastructure
(e.g., utilities, sidewalks, and landscape) include:

0 Completion of non-parking publicimprovements.
O Property tax payments for at least two quarters.

O A bond or escrow account equal to 150 percent of the estimated cost to complete each
construction task.

Conditions related to the city’s purchase of parkinginclude:

e Substantial completion of public parking improvements.
e Property tax payments for at least two quarters.
e 75 percent occupancy of residential, office, and other buildings.>’

This model allocates the financing risk during the construction of the publicimprovements to the private
partner, its lenders, and investment partners. In addition, the private partnerassumes “occupancy risk”

>! Street-Works Development LLC. “Exhibit ‘B’ to the LDA: The Development Plan.”2010.
32 W-ZHA, LLC. “Summary of Financial Presentation to the Quincy City Council.” 2010.
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for the development’s private uses, meaning thatif the real estate occupancy thresholdis notachieved,
the city will notreimburse the developerforthe publicimprovements.

By establishinga minimum occupancy threshold that needs to be met before the city purchases the
publicinfrastructure, the city ensures that the new development will generate enough property tax
revenue to pay the debt service of the tax-exempt generalobligation bondsissued to finance the
purchase.

FUNDING SOURCES AND FINANCING MECHANISMS

The city’s publicinfrastructure willbe upgradedinthe short term by using private money and state and
federal funds. Then, under the conditions summarized above, the city of Quincy will purchase the public
improvements with the proceeds of tax-exempt general obligation bonds. Two revenue streams will be
considered when assessing the bonding capacity:

e Net parking garage revenue.

e Anincreaseinproperty taxes through specialassessments as regulated by Massachusetts General
Laws Chapter121A. It is estimated that residential units will pay $4.50 per square foot while
commercial properties’ contributions willvary between $9.50 and $10.50 persquare foot.>*

Massachusetts General Laws Chapter 121A (121A) setsforth procedures for negotiatingan alternative
tax paymenton certain developments. The 121A agreementappended to the land disposition
agreementforthe New Quincy Centersetsan alternativetax assessment thatauthorizes higherrates
than currentad valoremreal estate taxes. The 121A payments will provide the city with arevenue
stream from the redeveloped propertiesin each phase. These payments will be made to the city each
quarter starting at substantial completion of each building.>* During project construction before the
121A payments begin, the developer will make payments to the city to cover whatit would normally
receive in real estate taxes, netrevenue from public parking facilities, and other property taxes.*>

The maintenance and repairs of the new publicinfrastructure overa30-year period will be supported by
the District Improvement Financing Maintenance Fund, to which new development will contribute.>®
The base payment for each phase of development will be 50 cents per gross square foot of building
area, adjusted forinflation fromthe date of the land disposition agreement. The payments will escalate
at 12.5 percenteveryfive years. These payments will be collected each quarterfor30 years, regardless
of any termination of the 121A agreement. The operating expenses for parking will be funded by parking
garage revenue.

>3 City of Quincy. Land Disposition Agreement for the Quincy Center Redevelopment Project. 2011.
54 .
Ibid.

>® Fishma n,R. “Thinking outside the box to build a square:Innovativefinancingfuels Quincy Center
redevelopment.” Commonwealth. April 14,2011.

> City of Quincy. Land Disposition Agreement for the Quincy Center Redevelopment Project. 2011.
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LESSONS LEARNED

The New Quincy Centeris a model forfinancing the construction of TOD infrastructure and maintaining
it overthe longterm by establishinga public-private partnership.

KEYS TO SUCCESS

o The model providesinfrastructure to supportthe redevelopment of downtown Quincy while
insulating the publicsectorfromthe risk that the property tax revenue fromthe new development
might not coverthe full cost of the infrastructure. The private sectorisresponsibleforthe entire
redevelopment, including design, permitting, financing, and execution, and thus bears the related
risks. The city can getthe infrastructure it needs more quickly and pay forthe infrastructure if and
onlyifthe new development generates acertainlevel of tax revenue.

o Thelong-term maintenance of the publicinfrastructure built by the developer will be secured by the
establishment of amaintenance fund to which property owners will contribute.

KEY BARRIERS

e Public-private partnerships tend to require long-term negotiations that have high transaction costs.
Government authorities must have the patienceand resourcesto engage insuch a processforitto
be successful.

o The modelreliesheavily on property taxes derived by new development. Thus, it requires large sites
or projectsand a solid real estate market to be viable.

e The Quincy modelrelies on alternative taxation on property through legislative authority that might
not be available in otherstates.

APPLICABILITYTO OTHER PLACES

A public-private partnershipin which the private sector ordeveloper bears the construction, design, and
financial risks of developing TOD infrastructure can be appropriate where the following conditions are
met:

e Publicinfrastructure needs extensive upgrades.
e City or state regulation allows ownership of publicinfrastructure by private entities.

e The local real estate market is strong enough to attract significant private investment.

The mechanismusedinthe New Quincy Centerexample relies on the Massachusetts General Laws
Chapter 121A. This law allows alternative taxation for real estate projects. Forinstance, Chapter 121A
allows amunicipality to offeratax break that encourages private initiative to develop property inareas
with high property tax rates or in areas that have difficulty attracting private investment. Analogous
authority might notexistin otherplaces.
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F. SPECIALTAX AND DENSITY INCENTIVES: THE WHITE FLINT SECTOR PLAN®’

INTRODUCTION

The White Flint Sector Planin Montgomery County, Maryland, isa comprehensive plan for districtwide
TOD infrastructure improvements thatis beingimplemented with acombination of value capture
mechanisms. While creating the plan, the county explored the potentialfor using some combination of
transportation impact fees, aspecial tax, and/or TIF to fund infrastructure.>® However, onlythe special
tax islikelyto be implemented. The countyis also using density incentives to encourage developers to
provide some publicfacilities, including parking. The funding and financing tools discussed in this case
study are mostapplicable to districts (as opposed to individual projects) with majorinfrastructure
needs, where the real estate marketis strong enough to support significant new development.

PROJECT BACKGROUND

White Flintisin North Bethesda, an
unincorporated buturbanized area
in Montgomery County. The White
Flint Sector Plan (Exhibit 14) covers
430 acresthat lie withinathree-
guarter-mileradius of the White
Flint Metrorail Station (Exhibit 15).

The White Flint district has large
parcelsunderrelatively
consolidated ownership, including a
regional shopping mall, parking
lots, and strip malls that present
opportunities forlarge-scaleinfill
development. Since the White Flint
Metrorail station was builtinthe
1970s, Montgomery County’s long-

Parkiand

gt Doty Elasichontal

essetis e range plans have identified the
e dh district as a place to accommodate
Ve = a substantial portion of the region’s

Exhibit14. White FlintSector Planarea. projected growth, especially

Source: Montgomery County Planning Department, M-NCPPC. White Flint

housing.”® The most recen
Sector Plan. 2010 ousing e mostrecent

planning effortswerespurredin
part by increasing congestion on

>” A version of this case study appears in Fullerton Smart Growth 2030: FTC Specific Plan Funding & Financing

Strategy & Case Studies prepared for City of Fullerton and Southern California Association of Governments by
Strategic Economics.2012.

>8 Impact fees, special taxes,and TIF aredescribed in more detail in Appendix B, Sections E-1, E-2, and E-3,
respectively.

> Montgomery County Planning Department, M-NCPPC. White Flint Sector Plan. 2010.
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Exhibit15. White Flint Metrorail Station parallels

Rockville Pike (on the right).
Source: EPA.

Rockville Pike, asix-lane arterial that bisects
the plan area and connects Montgomery
County and other northern suburbs to
Washington, D.C. The planisintendedto
improve the pedestrian environment, while
addinga significantamount of new housing
to help balance land usesinthe corridor,
whichisnow largely commercial.

The sector plan process was led by the
Maryland-National Capital Park and Planning
Commission (M-NCPPC)*° and involved a
diverse group of community and private-
sectorstakeholders, including a coalition of
major property owners and developers. The

plan, approved by the Montgomery County Council in 2010, recommends the approval of 9,800 new
housingunitsand 5.8 million squarefeet of new commercial space, ontop of the 4,600 residential units
and 7.3 million commercial square feetthat were eitherin existence orapproved for development as of
2010. The plan recommends siting the additional homes near transit facilities, including the existing

Metrorail stationand a planned commuterrail station.

The plan states that “implementing the White Flint Sector Plan will require substantial publicand private
investmentin infrastructure and publicfacilities.”®* Major projects include reconfiguring local streets
and intersections; buildinganew commuterrail station, police and fire and rescue facilities, acivic
green, and a library; and transforming Rockville Pike into aboulevard with street trees, underground
utilities, and dedicated lanes for bus rapid transit (Exhibit 16).

Estimated Cost (Millions) ‘

Infrastructure Project Type

Local streets and intersections $90.3
Rockville Pike Boulevard $81.6
Streetscape improvements $42.0
Market Street and promenade $28.3
Metrorail northern station entrance $25.0
Police and fire/rescue $19.8
Commuter rail station/access improvements $15.0
Civic green $6.5
Library $5.0
Total $313.4

Exhibit16.TOD infrastructure projects by typeand cost.
Source: Montgomery County Planning Department, M-NCPPC. White Flint Sector Plan. 2010.

% The commission was empowered by the state of Marylandin 1927 to acquire, develop, maintain,and administer
aregional park system in Montgomery and Prince George's counties and to provide land use planningfor Prince

George's and Montgomery counties.

o1 Montgomery County Planning Department, M-NCPPC. White Flint Sector Plan.2010.p. 73.
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FUNDING SOURCES AND FINANCING MECHANISMS

The White Flint Sector Planis somewhat ambiguous about how publicfacilities and infrastructure will be
financed, stating that “the infrastructure necessary to advance phases of the staging plan should be
financed through general fund revenue appropriated in the regular CIP [Capital Improvement Program]
process, as well asthrough mechanisms that would generate significant revenue from properties and
developments within the Sector Plan area.”®* Transportation impact fees for new residential and
commercial development werealready in place when the plan was adopted.

Duringthe planning process, the county explored creatinga TIF district that would have diverted a
portion of new property tax revenue to fund plan implementation. However, aTIFis unlikely to be
implementedinthe foreseeable future;itis not clearthat the county could make the required finding
that redevelopmentwould not otherwise proceed “butfor” the TIF investment, and county officials
have expressed concerns about diverting funds that would otherwise flow to the county’s general
fund.®

Several months afterapproving the planin 2010, the county council enacted the White Flint Special Tax
District, whichisauthorized to levy a property tax to fund some of the transportation-related
infrastructure improvements. The specialtax appliesto all propertyinthe plan area exceptforexisting
residentialbuildings. The specialtax rate was set at $0.103 per $100 of assessed value (for commercial
land uses) and is collected with other county property taxes.®* When the special tax was implemented,
the county eliminated the transportation impactfee. Because impactfees depend on new development,
they can be an unpredictable revenue source and difficult to finance. By contrast, the special tax spreads
the cost over more property owners and provides a more consistentrevenue stream against which the
county can issue bonds. The county was also concerned thatan impactfee would discourage new
development.®®

DENSITY INCENTIVE ZONING PROGRAM

To encourage developers to provide publicbenefits and to capture some of the value created by
upzoningthe White Flintarea, the county adopted a density incentive zoning program.®® Underthe
Commercial Residential Zone that now applies to most of the plan area, developers can choose to either
limittheir projectsto the standard density maximums—O0.5floor arearatio or 10,000 square feet,
whicheveris greater,and 40 feetin height—or provide publicbenefits to be allowed to build at higher
density. Depending on the areaand the level of benefits provided, incentive densities can go up to 3.5
floorarea ratioand 300 feetin height. Forexample, projects canreceive incentive density for providing
publicfacilities like schools, libraries, recreation centers, parks, or public parking; providing affordable

°% Ibid.
83 personal communication with Nkosi Yea rwood, op cit.
o4 Montgomery County Planning Department, M-NCPPC. White Flint Sector Plan Implementation Guidelines. 2011.

85 Montgomery County Planning Department, M-NCPPC. White Flint Sector Plan. Appendix 5:Financing. 2010;
Personal communication with Nkosi Yearwood, Area 2 Planner, M-NCPPC by Alison Nemirow, Strategic Economics,
onlJanuary27,2012.

66 M-NCPPC, Montgomery County Planning Department. CR Zone Incentive Density Implementation Guidelines.
2010.
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housing beyond the required minimum; building streetscape improvements; or dedicating right-of-way
for publicuse. Projects can alsoreceive extra density for proximity to transit, green building features,
and high-quality design.

As of early 2012, two development proposalsinthe White Flint district were movinginto site design.
Both take advantage of the density incentives for building publicinfrastructure such as streetscape
improvements and streets.®”’

In additionto the density incentive bonus program, Montgomery County is also considering building on
a longstanding parking management program to encourage private developers to build publicparking.
White Flintis notamong the county’s four existing parking lot districts butis being considered foranew
parking managementdistrict (see Exhibit 17 for more information about parking lot districts).

PHASING

The plan includes athree-phase staging plan fortransportation infrastructure and real estate
development.®® The phasing will coordinate construction of publicfacilities with private development to
minimize the impacts of traffic congestion and construction on surrounding neighborhoods. It also
allows sufficient flexibility so that the county can respond to market forces withoutlosingthe plan’s
vision. The three phases are:

o Phase 1: Allows the planningboard to approve up to 3,000 dwelling units and 2 million square feet
of non-residential development. To move to Phase 2, the county must secure funding forseveral
majorstreet realignments and streetscape projects and achieve a 34 percent non-single-occupancy-
vehicle mode share forthe planarea(i.e., ensure that atleast 34 percent of employees arriving at
workin the planarea and residents leaving the plan area during the morning peak period use means
otherthan a single-occupant vehicle, including carpooling, taking transit, walking, or bicycling).

e Phase 2: Allows another 3,000 dwelling units and 2 million square feet of non-residential
development. To move to Phase 3, the county must begin construction of street realignmentand
improvement projects. In addition, the county aims toincrease the non-single-occupancy-vehicle
mode share to 42 percent before movingto Phase 3.

e Phase 3: Allows afinal increment of 3,800 dwelling units and 1.69 million square feet of commercial
developmentandrequires completion of the roadwork and othertransportation improvements. The
ultimate mode share goal is 51 percent non-single-occupancy-vehicle for residents and 50 percent
for employees.

The development cap in each phase is considered officially allocated when developers receive building
permits. If the number of units and square feet were considered allocated when projects received initial
entitlements, the county would runthe risk thatlarge development projects could hoard the available
development capacity

®7 personal communication with Nkosi Yearwood, Area 2 Planner, M-NCPPC, by Alison Nemirow, Strategic
Economics,on January27,2012.

68 Montgomery County Planning Department, M-NCPPC. White Flint Sector Plan.2010.pp. 67-71.
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Exhibit 17. Parking Management in Montgomery County

Montgomery County’s parkinglot districtsareamongthe earliestexamples of a district-based parking
management approachinthe country. Between 1947 and 1951, Montgomery County established four
parkinglotdistricts inits largestcentral business districts (Bethesda, Montgomery Hills, Silver Spring, and
Wheaton). Inthese districts, developers can chooseto pay a special,annual property tax to the county
instead of meeting minimum parking requirements on site. The revenue from the tax flows intoan
enterprise fund in each districtand funds public parking construction and operations. Each enterprise
fund alsoreceives all public parking revenue collected within the district’s boundaries, includingrevenue
from meters, electronic paystations, cashiered facilities, saleof parking permits, and parkingfines.
Combined, the four districts provide over 20,000 public spaces. Parkinglotdistrictfunds havealso been
used to fund transportation management programs, public transit,and services such as lighting,
sidewalks, and streetscapeimprovements.

In 2009, the Montgomery County Department of Transportation and the M-NCPPC commissioned a study
to evaluatethe parkinglotdistrict programand consider how the county might expand parking
management into other commercial centers and corridors such as White Flint. The study concluded that
the special property tax, which relies on minimum parking requirements to generate revenue, should be
replaced with a tax or fee that either applies toall parkingspaces (rather thanjustthose belonging to
property owners who choose not to meet minimum parkingstandards) oris linked to a different metric
such as failureto meet mode-split targets or havingan “excess” of onsite parking (as measured againsta
maximum parkingstandard). Unlinking the districts’ funding source from a minimum parking
requirement would allowthe districts to manage demand rather than providingsufficientsupply to meet
peak parkingdemand.

For newly established parking management districts —which mightincludea new districtin White Flint—
the study suggests a different approach.The county would establish a target parkingrange for each land
use category, bracketed by minimum and maximum parkingrequirements based on demand estimates. A
developer could provideany quantity of parking spaces within this rangeand would pay a base annual
parking benefit charge that would fund local transportation management programs and, as necessary,
public parking.To build abovethe maximum requirement, the developer could choose to either paya
higher parkingbenefit charge, to “unbundle” all residential spaces (i.e., separate the price of parking
from the rental or salepriceof the housing), or “share” (i.e., allow public accessto) nonresidential spaces
in excess of the maximum. A developer couldalsoelectto providefewer parkingspaces thanthe
required minimum by payinganincreased parkingbenefit charge. In places where parkingsupplyis of
particularconcern, the study also proposed adjusting each project’s parking benefitcharge rate as
needed to encourage privatedevelopers to sharetheir parking supply with the public.

Source: Nelson|Nygaard. Montgomery County Parking Policy Study: Study Summary. Preparedforthe Montgomery
CountyDepartment of Transportation and the M-NCPPC. 2011.

As of February 2012, the county was implementing Phase 1 by including transportationimprovementsin
the county’s Capital Improvement Program. The special tax district will provide most of the required
fundingforthis phase, and the county has receivedsite plans for 1,000 housing units and 500,000

square feet of commercial development. No building permits have been issued to date underthe plan.®®

% personal communication with Nkosi Yearwood, Area 2 Planner, M-NCPPC, by Alison Nemirow, Strategic
Economics,on January27,2012.
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LESSONS LEARNED
The White Flint Sector Plan highlights some of the considerations, including infrastructure financing and

phasing, thatcommunities have to take into account to successfullyimplement TOD, as well as some of
the challenges of financing TOD infrastructure.

KEYS TO SUCCESS

o The White Flint planning process involved a diverse group of community and private-sector
stakeholders, including a coalition of major property owners and developers. While Montgomery
Countydid not needtohold a publicvote toimplementthe special tax district, support from a broad
coalition was critical to ensuring political support forthe tax districtin the county council.

e Toolslike special assessments, TIF, impactfees, and density incentives work by capturing some of
the value generated by new development or property value appreciation. Value capture tools like
these workwell in aplace like White Flint because of the district’s strong real estate market, which
isexpectedtogenerated demand forthousands of new residential units and millions of square feet
of commercial development.

e The White FlintSector Plan phasing strategy will help ensure that private land development does

not getahead of publicinfrastructure, which could lead to traffic congestion or otherimpacts on
surrounding neighborhoods.

KEY BARRIERS

e Implementingthe infrastructure and community facilities required to support TOD on the scale
envisioned in the White Flint Sector Plan will require years of negotiations with private developers
and coordination among multiple publicagencies.

o Despite theimplementation of aspecial tax and the density incentive bonus program, Montgomery

Council will require other, yet-to-be-determined funding sources to complete all of the
infrastructure and community facility projects identified in the plan.

APPLICABILITYTO OTHER PLACES

Financingstrategies that use multiple value capture mechanisms over many years to finance districtwide
infrastructure and community facilities improvements are most applicable in places where the following
conditions are met:

e Strong multiagency and stakeholder coordination and support of a plan.
e Astrong real estate market.

e Ability to impose a special tax structure.
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G. CORRIDORWIDE TAX-INCREMENT FINANCING: ATLANTA BELTLINE

INTRODUCTION

The AtlantaBeltLine is a $2.8-billion, 25-year redevelopment project financed with a corridorwide tax
allocation district (TAD), amechanism known as TIF in other states.’® The TAD encompasses
approximately 8 percent of the city’s area and leverages funding from awide range of local, state,
federal, and philanthropicsources. This case study describes how the TAD works and how the city of
Atlantaand its partners planto combine the TAD with otherfunding and financing sources to implement

the BeltLine plan.

A TAD isa value capture mechanismthatdepends on property value appreciation and new development
to finance infrastructure. However, the advantage of a corridorwide TADis that the district can use
some of the value capturedin strong-market parts of the corridor to subsidize infrastructure

developmentin weaker-marketareasinthe
district.

PROJECT BACKGROUND

The Atlanta BeltLine project willknit together
segments of four historicrail linestoforma
22-mile transit and greenway corridor circling
downtown Atlanta, with transitand greenway
spurs connecting 45 different neighborhoods
(Exhibit 18). In addition to providing open
space and improvingtransitaccess, the project
isintendedto spurprivate TOD, create jobs,
and generally enhance quality of life.

The projectwas inspired by a Georgia Tech
graduate student who proposed atransit
system surrounded by agreenway and mixed-
use developmentin his 1999 master’s thesis.
In 2004, three separate studies concluded that
an integrated parks, trail, and transit system
was achievable. These studiesidentified a TAD
as a feasible way to pay for 50 to 70 percent of
project costs. In 2005, the Atlanta
Development Authority worked with other city
departmentsand civicand business leaders to
create the BeltLine Redevelopment Plan. As
required by state law, the Atlanta City Council,
the Fulton County Board of Commissioners,

Exhibit18. The Atlanta BeltLine TAD (in blue).
Source: Atlanta Development Authority. Atlanta BeltLine
Redevelopment Plan. 2005.

° TIF is described in more detail in Appendix B, Section E-3.
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and the Atlanta Public School Board of Education approved the redevelopment planand TAD at the end
of 2005. A five-yearwork plan was created in 2006 to guide the early stages of implementation.”*

AtlantaBeltLine, Inc. (ABI), asubsidiary of the Atlanta Development Authority, is charged with
implementingthe plan. The Atlanta BeltLine Partnership, anonprofit group formedin 2005 to provide
community outreach and fund raising, supports ABl’s work. The Trust for PublicLand and PATH
Foundation are involved inland acquisition and development of the greenway. The Metropolitan
Atlanta Rapid Transit Authority (MARTA), Fulton County, Atlanta PublicSchools, and multiple
departmentsinthe city of Atlanta are also collaborating on the project.

Various community partners have beeninvolved inimplementation. The Atlanta City Council established
five study groups, each charged with master planning efforts for one-fifth of the BeltLine project area.
Community representatives also sit on ABI’s Board of Directors, the Tax Allocation District Advisory
Committee, and the BeltLine Affordable Housing Advisory Board. ABl convenes publicbriefings on the
project’s progress fourtimes ayearand has established a Community Engagement Advocacy Office that
keeps the community informed and manages the study groups.”>

Specificcomponents of the BeltLine projectinclude:

e Ten master plans covering land use, transportation, and open space for BeltLine subareas.

e Acquisition, planning, and development of 1,280 acres of right-of-way for light-rail or streetcar
transit, multiuse trails, and parks.

e Pedestrianimprovements, including projects such as trafficcalming and streetscape improvements.

e Roadway upgrades, including at-grade crossings, intersection improvements, and new roads linking
surrounding neighborhoods to the BeltLine.

e Improvements to existing school facilities and grounds and potentially purchasing land for future
schools.

e Infrastructure assistance for private development projects, such asfunds for brownfield assessment,
environmental remediation, infrastructure construction, and historic preservation.

e Provision of an estimated 5,600 units of affordable housing through the establishment of a $240-
million affordable housing trust fund that will provide down-payment assistance to low-income
homebuyers and offer grants to finance the acquisition, construction, and/or renovation of
affordable multifamily and single-family housing.

! Atlanta Development Authority. Atlanta BeltLine Redevelopment Plan; Atlanta BeltLine. “History of the BeltLine.”
http://www.beltline.org/BeltlineBasics/BeltlineHistory/tabid/1703/Default.aspx. Accessed September 30, 2011.

72 ptlanta Beltline. “Citizen Pa rticipation.”
http://www.beltline.org/BeltlineBasics/CommunityEngagement/Co mmunity
EngagementOverview/tabid/1829/Default.aspx. Accessed September 30,2011.
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Exhibit 19 shows the estimated cost of each project component, the amount anticipated to be raised by
the proceeds of TAD bond sales, and the remaining funds to be raised from otherfederal, local, and
philanthropicsources.

Total Cost TAD Funds Remaining Need
(in millions) (in millions) (in millions)

Activity

Land acquisition $480 to $570 $426 $54 to $144
Workforce housing $220 to $260 $240 -
Greenway design and construction
BeltLine greenway $50 to $60 $34 $16 to $26
Connecting greenways $25 to $30 $19 $6 to $11
Park design and construction $200 to $250 $120 $80 to $130
Transit construction $700 to $1,000 $530 $170 to $470
Transportation improvements
Pedestrian and bicycle projects $150 to $180 $45 $105 to $135
Operational improvements $70 to $85 $30 $40 to $55
Atlanta Public Schools projects $80 to $95 $88 --
Brownfield and intersections $100 $100 --
Administration and project management $32 $32 --
Total $2,107 to $2,662 | $1,664 $471 to $971

Exhibit19. Expected uses of TAD funds and estimated need for other funds.
Source: Atlanta Development Authority. Atlanta BeltLine Redevelopment Plan (Table7.1).2005.

FUNDING SOURCES AND FINANCING MECHANISMS

The BeltLine TAD encompasses 6,500 acres, or about 8 percent of the city of Atlanta’stotal land area. In
votingto formthe TAD in 2005, the city of Atlanta, Fulton County, and Atlanta PublicSchools—the three
entitiesthatsplit property taxes generated in this area—agreed to freeze property tax revenue from
properties withinthe TAD at 2005 levelsfor 25 years. During that period, the TAD will capture any new
property tax revenue (known as the “tax increment”) generated as development occurs in the district.
The Atlanta Development Authority will issue bonds to pay for capital improvementsinthe districtand
use the property tax incrementto pay back the principal and interest on the bonds.

Georgiastate law allows a maximum of 10 percent of the city’s tax base to be ina TAD. Accordingto the
Atlanta Development Authority, Atlanta has now metthat limit (with the BeltLine and other existing
TADs) in Atlanta, so no additional TADs can be created.”

The BeltLine TADis projected to raise approximately $1.7 billion over 25 years. Compared to other TADs
in Atlanta, the BeltLine TAD will provide limited incentives for private development. The majority of
funds will be used to pay for land acquisition, trails, green space, transitand transportation
improvements, affordable housing,”* and Atlanta Public Schools projects. Some funds will be available to

3 Atlanta Development Authority. “Tax Allocation District FAQs,”
http://www.atlantada.com/buildDev/tadFAQs.jsp#2. Accessed September 30, 2011.

15 percent of the TAD’s net proceeds will bededicated to the affordablehousingtrustfund.
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encourage private development, primarily for brownfield remediation orto build infrastructurein areas
that have been particularly slow to see new development.”

In addition tothe $1.7 billion raised by TAD bonds, the project will require approximately $1.1billionin
otherfunds. Exhibit 20 shows additional funding sources identified to date, includinga $60 million
capital campaign, a variety of local sources, and federal funds.

Sources Projected Funds

TAD financing $1.7 billion
Capital campaign* $60 million
Cityand local sources ' $165 million
Transportation Investment Act’ $602 million
Federal sources:

Transportation ImprovementProgram $18 million
Regional TransportationPlan $240 million
Other federal funds® S2 million
Total $2.8 billion

Exhibit20. Expected fundingsources.

* $37.5million had been raised as of 2010.

T City of Atlanta Capital Improvement Program, Park Opportunity Bonds, and Department of
Watershed Management funds.

¥ One-percent regional sales tax measurethat will go before voters inthe 10-countyregionin2012.
§ Committed to date for trail constructionandtransitplanning.

Source: Atlanta BeltLine. “Howthe Atlanta Beltline is Funded.” http://beltline.org/about/the-atlanta-beltline-
project/funding/. Accessed September 30, 2011.

The capital campaign raised about $37.5 million as of 2010. Approximately S2millioninfederalfunds
have already been committed for trail construction and transit planning. The Atlanta Regional
Commission, the region’s MPO, has planned for $18 million in federalfunds to be used for right-of-way
acquisition and trail constructioninthe region’s Transportation Improvement Program and included
$240 millioninfederal funds fortransit developmentin the Regional Transportation Plan. Finally, the
AtlantaRegional Roundtable—a county commission charged with selecting alist of transportation
projectsto be included in an upcoming regional sales tax proposal—has included $602 million for
BeltLine light-rail projects on the list. The Transportation Investment Act, which would establish a 1-
percent sales tax, will go before votersin the 10-county regioninJuly 2012."°

As of early 2012, seven of the 10 required master plans had been adopted, with the remainder nearing
completion, and the environmental impact statement forthe transit component of the project was
underway. The Atlanta Development Authority had begunraising funds from TAD bond sales, and ABI
and the Atlanta BeltLine partnership had started to assemble funding from private donations and state,

7> Atlanta Beltline. “Tax Allocation District (TAD).”
http://www.beltline.org/Funding/TaxAllocationDistrictTAD/tabid/1731/Default.aspx. Accessed September 2011;
Atlanta Development Authority. Atlanta BeltLine Redevelopment Plan. 2005.

7% Atlanta Beltline. “Trans portation Investment Act.”
http://www.beltline.org/Funding/TransportationlnvestmentAct/tabid/4138/Default.aspx. Accessed October 2,
2011.
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federal, and othersources. The affordable housing trust fund was capitalized with $8 million from early
bondsales. Finally, ABl had acquired 280 acres of green space, completed three parks and begun
construction on five others, and opened several segments of multiuseand hiking trails.”’

LESSONS LEARNED

KEYS TO SUCCESS

e Abroadcoalitionisrequiredtoimplementaproject on the scale of the Atlanta BeltLine. Support
from community members, nonprofits, the private sector, multiple government agencies and
departments, and civicleaders has beeninstrumental to advancing the project fromadreamto a
concrete planand to the funding and financing strategy. Because Georgia state law (like many other
states) requires all affected taxing entities to vote to establish a TAD, support from the city of
Atlanta, Fulton County, and Atlanta PublicSchools was especially critical to making the financing
planwork.

e TheTAD or TIF district model relies heavily on property tax increment created by new development
and therefore requires astrongreal estate market to be viable. However, by extending the district
to the entire corridor, the Atlanta BeltLine model creates the opportunity to fund infrastructure
projectsinrelatively weak-market subareasin the corridorusingthe revenuegenerated in stronger-
market subareas.

KEY BARRIERS

e A corridorwide infrastructure financing strategy involves multiple neighborhood groups and many
different property owners and therefore requires extensive community outreach and education. In
the case of the Atlanta BeltlLine, this hasincluded 10different master planning processes, multiple
implementation committees, and quarterly progress briefings. Regardless of geographicscope,
implementingaTIF districtor TAD is often a lengthy process that, depending on state law, can
involve extensive publicprocess and negotiations among multiple entities.

e Inadditiontothe TAD, the BeltLine project will require awide range of otherfunding sources,
including otherlocal funds, federal grants, publicand private donations, and potentially revenue
froma regionwide sales tax.

APPLICABILITYTO OTHER PLACES

A corridor-level TAD or TIF district can be useful for places where publicinfrastructure needs to be
extensively rebuiltand there is potential to use the value capturedin stronger-market subareas to
support weaker-market subareasinthe corridor. A corridor-level district might have the best chance of
succeeding politically in a place when the entire transit corridor falls within the boundaries of one
jurisdiction, limiting the number of taxing entities that must be involved in forming the TIF district or

7 Sheperd, J. et al. “The Atlanta BeltLine—A Model of Urban Transformation.” Presented at the 10" Annual New
Partners for Smart Growth conference, February 3, 2011.
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TAD. Indeed, evenif the entire proposed districtis within one city, the process can still be complicated
by the involvement of multiple agencies.
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H. MULTISTATION TAX-INCREMENT FINANCING: DALLAS TOD TIF DISTRICT

INTRODUCTION

TIF allows the publicsectorto “capture” the value of growth that results from new development and
increasing property values. Thatincrement of growth funds publicimprovements to revitalize the TIF
district. While TIFis a powerful tool, itcan presenta “chicken-and-egg” problemin areas thatrequire
publicimprovementsto unlock the potential for development: TIF revenue accrues after property values
go up, but revenueis needed to fund publicimprovements required to spur new developmentand
increased property values.”®

A corridorwide or multistation TIF district helps address the chicken-and-egg problem by capitalizing on
increasesin property valuesinone areato make improvementsinanotherarea. This type of TIF district
isan especially appealing alternativealongatransit corridor, where real estate market conditions and
community needs can vary greatly among different station areas. Forexample, one stationareaina
multistation TIF district might have a strongerreal estate market and therefore more immediate
potential forgrowthinvalue, whileanotherstation area might have aweaker marketand need more
investmentto build potential for new development.

In general, value capture mechanisms such as TIF are easiertoimplement within single jurisdictions
because they typically relyonalocal tax or fee. They can be challengingto use on a transit corridor that
crosses jurisdictional boundaries. The city of Dallasimplemented a multistation TIF districtin
cooperation with several overlapping jurisdictions. Compared to the Atlanta BeltLine TAD (discussed in
the previous case study), which covers 6,500 acres and will finance anew transitline in addition to TOD
infrastructure, the Dallas districtis smaller (1,167 acres) and will contribute to TOD infrastructure but
will notfinance anew transitline.

PROJECT BACKGROUND

In 2008 the city of Dallas approved a transit-oriented developmenttax increment financing district (TOD
TIF District) along a Dallas Area Rapid Transit (DART) light rail corridor. The process of planning,
developing new policies, and conducting negotiations between the city and multiple partners and
stakeholdergroups, including DART, Southern Methodist University,and a local real estate firm, to
establish the district took fouryears. As originally approved, the TOD TIF District covered 558 acres.”® In
2010, the TOD TIF District was expandedtoinclude 1,167 acres in four subdistricts (shown in Exhibit 21):

e  Mockingbird/Lovers Lane Subdistrict.
e Cedars West Subdistrict.
e (Cedar Crest Subdistrict.

e Llancaster Corridor Subdistrict.

8 TIF is described in more detail in Appendix B, Section E-3.

79 Kitty and Michael Dukakis Center for Urban and Regional Policy, Northeastern University. “Corridor-Based Tax
Increment Financing Districts.” http://www.dukakiscenter.org/tif-districts. Accessed October 2011.
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TOD TIF: Overview Map
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Exh|b|t21 Map of DaIIasTODTIF District.
Source: City of Dallas, Office of Economic Development. http://dallas-
ecodev.org/SiteContent/66/documents/Incentives/TIFs/TOD/TOD_TIF_map.pdf.

A primary purpose of the TOD TIF Districtis to encourage high-density, mixed-use, walkable station
areas alongthe existing DART line. To that end the TIF revenue is being used to pay forthe public
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infrastructure needed to support new development and to improve access and connections between
the existing DART station areas and surroundinginstitutional uses, including Southern Methodist
University, the George W. Bush Presidential Library, the Trinity River, and Veterans Memorial Hospital.

FUNDING SOURCES AND FINANCING MECHANISMS

Overits 30-year life, the districtis projected to generate over $185 millionin tax increment (in 2009
dollars). The Dallas TOD TIF District was created to stimulate developmentin certain subdistricts by
funding publicimprovements with revenue generated by other subdistricts. The Dallas TOD TIF District
allows revenuefromthe neighborhoods in the northern portion of the corridor, which have higherland
values and greater potential forgrowth inthe increment, tobe usedinless-developed areasinthe
Lancaster Corridorareasouth of the Trinity River, which has more infrastructure needs. The TIF will also
provide infrastructure and pedestrian improvements around DART stations that would not otherwise be
possible, as well as funding for affordable housing throughout the district.*

In Dallas, TIF districts are project-specific: adeveloperfora new project typically pays forand/or
constructs the projectarea’s publicinfrastructure improvements andis subsequently reimbursed from
TIF revenue as property valuesincrease and tax increment revenue becomes available. This project-
driven, pay-as-you-go approach limits the financial risk for the city and other participating government
agencies.

In Texas, multiple entities can choose to participate ina TIF district, and the amount of increment
dedicatedtothe TIF is negotiated and agreed to district by district. In the Dallas TOD TIF, the other
entitiesthatoverlapinthe districtinclude:

e Dallas County.

e Dallas Independent School District.

e Dallas County Community College District.
e Dallas County Hospital District.

The level of participationinthe Dallas TOD TIF for each entity varies (and in some cases varies overthe
term of the TIF), but none of the entities are directing all of the taxincrement they would otherwise
receive tothe TIF District. Forexample, the city of Dallas’ participationinthe TOD TIF Districtis for a 30-
year period, and the level of participation follows a modified bell curve:

e For 2009 through 2011, 70 percent of the city’s portion of generated increment is directed to the
TOD TIF District.

80 City of Dallas Office of Economic Development. “Dallas TOD Experience and TOD TIF District: Providing Unique
Public Financial Incentives for Transit Oriented Development in Underserved Areas.” July 16, 2010.
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e For 2012 through 2029, 85 percentofthe
city’s portion of generatedincrementis
directedtothe TOD TIF District.

e For 2030 through 2038, 70 percentof the
city’s portion of generated incrementis
directed tothe TOD TIF District.

Dallas County’s level of participationinthe TOD
TIF Districtis set at 55 percent of generated
increment from 2011 through 2030. After 2030,
the county will retain all of the property tax
revenueitisdue.®

The Dallas TOD TIF funds projects case by case
rather than havinga list of planned
infrastructure improvementsforthe district.
Types of TOD infrastructure to be funded by the
incrementinclude:

e Publicinfrastructure, including water,
wastewater, stormwater, paving,
streetscape, and utility burial or relocation.

e Environmental remediation and demolition.

e Parks, openspace, and trails.
e Facade restoration.

e Transit-related improvements.
e Affordable housing.®”

In additionto fundinginfrastructure, the
increment can be used for grantsto help
finance TOD projectsinthe district. The TIF
revenue willbe used forthe infrastructure
improvements needed forindividual
development projects and toimprove
pedestrian connections to DART stations from
the surrounding neighborhoods. See Exhibit 22
for an example of aprojectreceiving TIF
revenue fromthe TOD TIF District.

Exhibit 22. Dallas TOD TIF District Project
Example: Lancaster Urban Village Project

The planned Lancaster Urban Village projectin the
Lancaster Subdistrictis a development projectreceiving
tax increment funding for TOD infrastructure. The
mixed-use project will include 193 residential units, 20
percent of which are required to be affordable;onsite
amenities includinga clubhouseand swimmingpool;
14,000 squarefeet of retail and small officespace;and
structured parkingto serve the projectandan adjacent
46,568-square-footexpansion of the Dallas Urban
League, ajob-trainingandsocial service nonprofit
agency. A groundbreaking ceremony occurredin March
2012.The followingtableshows fundingsources and
uses for the $25.8 million project.

Funding Source | Amount
HUD (221(d)(4) loan) $12,400,000
City of Dallas Section 108 $7,400,000
Public-private partnership $3,200,000
New markets taxcredits $2,800,000
Total $25,800,000

The projectis receivinga TIF contribution thatwill
repay the city’s Section 108 loan and partially repay the
public-private partnership funding. The TIF contribution
will beused for infrastructureimprovements as shown
inthe followingtable.

TIF ymprovement Category | Amount
Infrastructure $2,200,000
Demolition $300,000
Grant for high-density project $1,700,000
Affordable housing $4,300,000
Total $8,500,000

The infrastructure costs to be funded include
stormwater upgrades inthe Lancaster Corridor
Subdistrictthatmust be addressed before any
redevelopment can occurinthe area.No other existing
city funds can pay for the proposed stormwater
upgrades.

Source: City of Dallas Office of Economic Development.
“Dallas TOD Experience and TOD TIF District.” 2010.

81 City of Dallas Office of Economic Development. TOD TIF District Plan. 2010. p. 63.

8 |bid, p. 59.
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A fundamental goal of the Dallas TOD TIF Districtis to permittax incrementsharing from the
Mockingbird/Lovers Lane Subdistrict to trigger redevelopment of the Lancaster Corridor Subdistrictin
the city’s southern sector, where development has lagged for many years. The financing plan for the
TOD TIF District allocates 40 percent of the increment generated from the Mockingbird/Lovers Lane
Subdistrictto the Lancaster Corridor Subdistrict. An additional 20 percent of the incrementfrom the
Mockingbird/Lovers Lane Subdistrict will be allocated to the districtwide affordable housing budget. The
remaining 40 percent of the Mockingbird/Lovers Lane Subdistrictincrement will be used for projectsin
that area.®

The financing plan allocates 10 percent of the increment generated in the Cedars West Subdistrict to the
Lancaster Corridor Subdistrictand 10 percent to the districtwide affordable housing budget. The
remaining 80 percent of the Cedars West Subdistrictincrement will be used for projectsin that
subdistrict because Cedars West has significant infrastructure needs.

The Cedar Crest Subdistrictincrement will be largely retained for projectsin that area, although a small
portion will goto the districtwide affordable housing budget. Exhibit 23 shows the projected amounts of
tax revenue incrementand how itis allocated amongthe subdistricts.

Estimate of Value 2009 Tax Revenue
Subdistrict / Category From New Increment
Development Generated

2009 Budget

Allocation

Lancaster Corridor $171,000,000 $13,200,000 $49,780,000
Cedar Crest $326,000,000 $25,830,000 $25,330,000
Mockingbird/Lovers Lane $840,000,000 $76,560,000 $30,020,000
Cedars West $1,094,000,000 $69,590,000 $54,580,000
Affordable housing (all subdistricts) N/A N/A $21,830,000
Administration and implementation N/A N/A $3,640,000
Total $ 2,260,000,000 $185,180,000 | $185,180,000

Exhibit23. Estimated increment generation and allocation by subdistrict.
Source: City of Dallas Office of Economic Development. TOD TIF District Plan. 2010. p. 58.

Thisincrement-sharing arrangement means that the subdistrict with the highest needs, Lancaster
Corridor, will be allocated increment exceeding the amount of revenueit generates. As shown in Exhibit
23, the Lancaster Corridor sub-districtis projected to generate $13 millioninincrement, but will be
allocated almost $50 million for publicinfrastructure and otherimprovements.

Each subdistrictis allocated some increment, but the amount varies based on the improvements needed
to stimulate revitalization and improve pedestrian connections rather than strictly on the amount of
increment generated in the subdistrictitself. This type of increment sharing allows the district to use
market momentumin one areato stimulate developmentin another. The affordable housing funds
generated will be available districtwide to help projects fulfill some of the city and county’s affordable
housing requirements.**

® |bid, p. 57.
84 City of Dallas Office of Economic Development. TOD TIF District Plan.2010. pp. 60 and 64.
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As of late 2011, a mixed-use project, with 55 dwelling units and 3,720 square feet of retail valued at $9.5
million, has been completed. In addition to the Lancaster Urban Village Project described in Exhibit 22,
several significant development projects with atotal projected value of about $85 million have been
planned orare under constructioninthe TOD TIF District, including two mixed-use projectsand a
boutique hotel. Southern Methodist University, located in the Mockingbird/Lovers Lane Subdistrict, is
also planning major projectsinthe area, including the George W. Bush Presidential Library and campus
facilities.

LESSONS LEARNED

KEYS TO SUCCESS

o TIF revenue can be applied toinfrastructure that does not generate revenue, makingitapplicable to
a wide variety of infrastructure.

e A multistation TIF district relies heavily on property taxincrement from new development and
therefore requires astrongreal estate marketto be viable. As with the Atlanta BeltLine, the Dallas
TOD TIF District creates the opportunity to fundinfrastructure projectsin relatively weak-market
subareas usingthe revenue generated in stronger-market subareas.

KEY BARRIERS

e Implementation fora multistation TIF districttends to be lengthy because it requires negotiations
with multiple stakeholder groups, which caninclude overlappingjurisdictions, neighborhood groups,
and property owners. Inthe Dallas TOD TIF District, the planningand negotiation process took four
years.

e TIFisa cross-subsidy fromsome publicservicesto others, and publicauthorities need to understand
such trade-offs. Becausethe property taxes allocated to otherservices are frozenfora longtime,
inflationary pressures and population growth tend to quickly diminish their per capita value,
affecting the quality and quantity of the services funded through property taxes.

e Evenwithsome developmentactivity occurringinthe Dallas TOD TIF Districtin 2010, the total
assessedvalueinthe district declined due to the overall economic conditions and declinein
property values. The decline in property values means that the districtis not meetingits projections
for tax revenue generated. Such shortfalls could resultin TOD infrastructure projects being delayed.

e Despite the clearbenefits of using TIF across multiple station areas and allowing revenue generated
inone station area to be deployedin another, the city of Dallas anticipates that TIF revenue alone
will be insufficient to coverall of the costs for TOD infrastructure improvementsin the district. Even
with the potential to share increment across subdistricts, the city anticipates pursuing adiverse set
of other potential funding and financing sources, including:**

8 City of Dallas Office of Economic Development. “Dallas TOD Experience and TOD TIF District: Providing Unique
Public Financial Incentives for Transit Oriented Development in Underserved Areas.” July 16, 2010.
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e City of Dallas sources, including the Office of Economic Development, the Housing Finance
Corporation, and general obligation bonds.

e Dallas County’s Capital Improvement Program.

e North Central Texas Council of Governments sustainable development grants.
e New Market, Low-Income Housing, historic preservation, and other tax credits.
e  DART Surplus Property Program.

e HUD CDBG Section 108 Loan Program (mezzanine loan funding).

e Special assessment districts (called publicimprovement districts in Texas).

APPLICABILITYTO OTHER PLACES

Laws regulatingthe use of TIF vary from state to state, so the applicability of a multistation TIF district
would alsovary, but a TIF districtis an especially appealing alternative alongatransit corridor where
real estate market conditions and community needs can vary greatly amongthe different station areas.
This district-levelfinancing tool presents a particular opportunity for places where publicinfrastructure
needstobe rebuiltand where the value captured from strong-market subareas could fund
improvements in weaker-market subareas. Because TIF, like most value capture mechanisms, is
designedto be deployed within asingle jurisdiction, corridors or districts that encompass multiple
jurisdictions are likely to be more difficult locations to employ a TIF strategy.
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I. SUPPORTINGTOD WITH FEDERAL TRANSPORTATION GRANTS: TRANSPORTATION FOR
LIVABLE COMMUNITIES

INTRODUCTION

The Bay Area Metropolitan Transportation Commission’s Transportation for Livable Communities (TLC)
grant program funds projects that support TOD, including streetscape improvements, non-
transportationinfrastructure, transportation demand management projects, and land banking or site
assembly. The TLC program has allowed the Metropolitan Transportation Commission (MTC), the
region’s MPO, to use state and federal transportation funds (including CMAQand Transportation
Enhancementfunds)®® creatively to support compact housing and mixed-use projects close to transit.

This type of grant program, which directs federal and sometimes state transportation funding to support
TOD, isusuallyimplemented at the regional levelbyan MPO, which allocates most state and federal
transportation fundsin metropolitan areas. The abilityto create such a program depends onthe level of
discretionthatthe state legislature and department of transportation allow MPOs in allocating state and
federal transportation funds, as well as on the willingness of the MPQO’s board members and other
regional stakeholders to prioritize TOD infrastructure over othertypes of transportation improvements.

PROGRAM BACKGROUND

The TLC program grew out of MTC’s Transportation/Land-Use Connection policy, adopted in 1996 to
better coordinate regional transportation and land-use planning.?’ The TLC program was launched in
1997 to directtransportationimprovement funds to supportlocal governments’ infill, TOD, and
neighborhood revitalization efforts. The program originally consisted of three components:

o TheTLC PlanningProgram (createdin 1997) funded community planning efforts to revitalize existing
neighborhoods, downtowns, commercial cores, and transit stops and create more pedestrian-,
bicycle-, and transit-friendly environments.

e TheTLC Capital Program (createdin 1998) funded transportation infrastructure improvements that
encourage pedestrian, bicycle and transit trips and support compact, mixed-use development.

e The HousinglIncentives Program (created in 2000) rewarded communities with funding for TLC-type
transportation improvements when they built compact housing and mixed-use developments at
transit stops. *®

Between the late 1990s and 2007, fundingforthe TLC program expanded from an original annual
commitment of $9 millionto $27 million ayear. Major funding sources included the federal CMAQ

% The CMAQ and Transportation Enhancement programs arediscussedin Appendix B, Sections F-1and F-2,
respectively.

87 MTC functions as both the regional transportation planningagency—a statedesignation—and, for federal
purposes, as the region’s MPO. A separate council of governments, the Association of Bay Area Governments, is
charged with regional land useplanningin theBay Area.

8 MTC. Ten Years of TLC: An Evaluation of MTC’s Transportation for Livable Communities Program. 2008.p.3.
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Program and the Surface Transportation Program (STP), including transportation enhancement funding.
One-third of the funding was allocated to the TLC Planning and Capital Programs, another third to the
HousingIncentives Program, and the final third to the region’s nine county Congestion Management
Agenciesforlocal TLC Capital and/or Housing Incentives programs. During this period, MTC designated
S84 million for 81 capital projects, with the average grant size ranging from $600,000 in the early
fundingcyclestoover$1.5 millioninlatercycles. Typical projects funded by the Capital Program
included bicycle routes, transit access improvements, and pedestrian facilities such asimproved
sidewalks, crosswalks, lighting, and streetscape amenities (Exhibit 24).%°

In 2007 and 2008,
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20% the program® and
T00 commissioned a
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Exhibit24.Types of transportation improvements funded by TLC Capital Program.

*Based on survey of 56 projectsponsors awarded funding between 1998 and 2005. suburbs, supports
Source: MTC. Ten Years of LTC: An Evaluation of MTC’s Transportation for Livable and enhances publ ic
Communities Program. 2008. transit promotes

)

walking and bicycling,
and preservesopen
spacesand agricultural lands. Recommendations from the two evaluations included more directly
supportinginfill housingand TOD by focusing on designated priority development areas;’” replacing the
TLC Planning Program with largerland use planning grants and smallertechnical assistance grants;
discontinuing the Housing Incentives Program; providing larger Capital Program grants at more frequent
intervals; and broadeningeligible projects for the Capital Programtoinclude parking, land assembly, and
non-transportation infrastructure. Based on these recommendations, in 2010 MTC reconfigured its
planning grants, eliminated the Housing Incentives Program, and added three new categories of eligible
capital projects beyond theirtraditional focus on streetscape projects. The new project categories were:

% |bid.p.4.
%% MTC. Ten Years of TLC: An Evaluation of MTC’s Transportation for Livable Communities Program. 2008.

! Center for Transit-Oriented Development. Financing Transit-Oriented Development in the San Francisco Bay
Area: Policy Options and Strategies. 2008.

92 Priority development areas arelocallyidentified, infill development opportunity areas in existing communities
that MTC has designated to accommodate the majority of future regional population and employment growth.
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e Transportation demand management (TDM) projects that result in more efficient use of
transportation resources, such as those incorporating Clipper (the region’s electronic transit fare
card), carsharing, or parking management strategies.

e Non-transportation infrastructure improvements, such as sewer upgrades.

e Direct TOD funding for land banking or site assembly.”?

The TDM category can, intheory, include parking garages. However, MTCrequires project sponsors who
requestfunds for parking garages to complete cost-benefit analyses fortheir projects and demonstrate
that TDM options cannot sufficiently reduce parking demand. When MTC added the new project
categories, italsoimplemented new scoring criteria that place more emphasis on TDM, affordable
housing, and projectreadiness;increased the maximum grantsize; increased the required local match
from 11.5 to 20 percent; and required that projects be located in priority development areas.

Afterthe program changes, MTC issued acall for projects (in 2010), funding 23 projects at an average of
$1.9 million each. Because of complications involved in funding the non-transportation infrastructure
improvements and land assembly project categories (discussed below), only two projectsin these
categories received funding: $2.5million for land acquisition foran affordable housing projectin the city
of Livermore and $1.045 million for waterand sewer supply upgradesin the city of Santa Rosa. The
other projectsincluded the typical range of pedestrian, bicycle, and transit access improvements.

FUNDING SOURCES AND
FINANCING MECHANISMS

T portati
Exhibit 25 shows the breakdown of E::E-:Icrpmeﬁtn

funding sourcesthat MTC used for the Act2%
TLC program between 1996 and
2009.°* The CMAQ program is the
main source for the TLC Capital
Program, though MTC has also
sometimes used federal Traneportation
Transportation Enhancement funds. Enhancement
Federal STP funds have beenused S
primarily for planning activities. Early
rounds of the program were funded
partially with state Transportation
Development Act money.

. Exhibit25.TLC fundingsources, 1996-2009.
STP,CMAQ, and Transportation Source: MTC. Ten Years of TLC: An Evaluation of MTC’s Transportation

Enhancement funds can be applied for Livable Communities Program. 2008.
directly to bicycle, pedestrian, and

> MTC. “Transportation for Livable Communities Program.” http://www.mtc.ca.gov/planning/smart_growth/tlc.
Accessed September 30,2011; MTC. “Memorandum: Proposed Transportation for Livable Communities (TLC)
Goals and Scoring Criteria.” December 31, 2009.

°* The most recent year for which data areavailable.
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streetscape improvements. These sources cannot, however, directly fund non-transportation
infrastructure orland assembly, two of the TLC project categories added in 2010. To use TLC fundsfor
these purposes, cities must be prepared to exchange CMAQ funding from the TLC program with other
discretionary dollars that have been designated to fund alocal transportation project. The local sources

that are freed up by MTC’s CMAQ funding can then pay for the non-transportation infrastructure orland
assembly TLC project. *°

TLCis intendedtoleverage otherfundingand financing sources ratherthan to cover the entire cost of a
project. Federal guidelines require an 11.5-percent local match for the funding sources that MTC uses
for the TLC program. To ensure thatlocalities are committed to projects, MTCincreased the local match
requirement to 20 percentin 2010.

The 2007 internal evaluation found that the local match averaged 76 percent, although the matches
likely included funding for other components of alarger project.®® The evaluation also found that the
TLC funds were often some of the earliest funding, helping project proponents attract other funding for

later stages of the project. Exhibit 26 shows the othertypes of funding sources that are typically
invested in TLC projects.
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Exhibit26. Matching funds invested in TLC projectareas.
*Based on survey of 56 project sponsorsawarded funding between 1998 and 2005.
Source: MTC. Ten Years of TLC: An Evaluation of MTC'’s Transportation for Livable Communities Program. 2008.

%> MTC has also used another model for this type of fund exchange; in 2010, it contributed $10 million to the Bay
Area Transit-Oriented Affordable Housing Fund that was funded by exchanging CMAQ and Transportation

Enhancements money for discretionary funds fromone of the Congestion Management Agencies. See Chapter Ill,
Section J, for more information.

% MTC. Ten Years of TLC: An Evaluation of MTC’s Transportation for Livable Communities Program. 2008.p. 13.
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In May 2012, MTC established anew “OneBayArea Grant Program” that shifts more of the agency’s
discretionary federal funding—including the funding forthe TLC Capital Program—to the county
Congestion Management Agencies. A 1990 California ballot measure requires CMAs coordinate
transportation planning, funding, and other congestion management activities in each county as d by.
Congestion Management Agencies have significant discretion over how to use the funds, although they
are limited by CMAQ eligibility requirements®’ and by a requirement that 50-70 percent of all funds be
spentin priority development areas, depending on the size of the county. Congestion Management
Agenciesare required toadoptaPDA Investmentand Growth Strategy that focuses transportation
investments on infill developmentand plans for affordable housing development.®®

LESSONS LEARNED

The TLC program directs federal transportation funds, such as CMAQ and STP, to streetscape and other
transportation enhancements that supportland use planning goals. The program also allows MTC to
fund non-transportation activities, likeland assembly and sewer upgrades, by swapping federal
transportation dollars forlocal funds. The program’s success in attracting more applications thanitis
able to fund attests to local jurisdictions’ need for funding. Other MPOs, including Portland Metroin
Oregon and the North Central Texas Council of Governments in Dallas-Fort Worth, have offered similar
programs that swap federal transportation dollars with local funds to support land assembly for TOD. *°

KEYS TO SUCCESS

e (California’s method of distributing CMAQand STP funds provides MTC with a significantamount of
flexibility. MTC has taken advantage of this flexibility to funnel CMAQ funds in particularto TLC and
otherbicycle and pedestrian grant programs.

e MTC createdthe TLC program to support community-based transportation projects that bring new
vibrancy to downtown areas, commercial cores, neighborhoods, and transit corridors. This mission
has guided TLC's evolution overtime.

KEY BARRIERS

e MTC has foundthatthe level of grant fundingthe TLC program can provide is not adequate to
encourage residential and mixed-use development. Thisfindingled MTCto eliminate the Housing
Incentive Programin 2010. Ratherthan creatingincentives for new development, the TLC program
fillsfunding gaps and improves bicycle and pedestrian connections from transit stations to
surrounding neighborhoods.

7 CMAQ would make up approximately half of the funds that each Congestion Management Agency would
receive.

%% MTC “OneBayArea Grant Program.” http://www.mtc.ca.gov/funding/onebavarea/. Accessed July23,2012.

% Center for Transit-Oriented Development. Financing Transit-Oriented Development in the San Francisco Bay
Area: Policy Options and Strategies. 2008.
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e Foran MPO to use federal transportation dollars for non-transportation infrastructure or land
assembly, localities must be able and willing to exchange local funds for CMAQ or STP funds. This
exchange requires significant effort fromalocal government.

APPLICABILITYTO OTHER PLACES

This model could be implemented in states thatallow MPOs discretion in allocating state and federal
transportation funds. MPOs thatidentify TOD as a funding priority would need to devote staff time and
moneyto creatinga TOD funding program.
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J. STRUCTURED FUND FOR TOD LAND ACQUISITION: BAY AREA TRANSIT-ORIENTED
AFFORDABLE HOUSING ACQUISITION FUND

INTRODUCTION

The San Francisco Bay Area Transit-Oriented Affordable Housing (TOAH) Acquisition Fund is a $50-
million structured fund'® that provides financing foracquiring land for affordable housing development
near transit. Structured funds are a kind of loan fund that pools money from differentinvestors with
varying expectations of riskand return for a dedicated purpose.

Whenit was launchedin 2011, the Bay AreaTOAH Fund represented the state of the art in TOD
structured funds. While otherstructured funds, such as the Denver TOD Fund (discussed in Exhibit 28),
provide financingto acquire and/or develop affordable housing neartransit, the TOAH Fundis unique
among structured funds dedicated to TOD because it operates at the regional level. Moreover, the
fund’s structure builds on the experiences of otherfunds with similargoals.

PROGRAM BACKGROUND

In 2008, recognizing thatthe downturn of the housing marketand financial recession created an
opportunity for preserving property neartransit for permanent affordable housing, the Great
Communities Collaborative (GCC), a Bay Area partnership of national and regional advocacy, research,
and funding organizations dedicated to promoting affordable housingand TOD, '°* began discussing the
creation of a fund to acquire property foraffordable TOD. GCC commissioned the Center for Transit-
Oriented Development to conduct a feasibility study, which recommended forming a short-term
structured loan fund modeled after existingfunds developed by Enterprise Community Partners, Inc.,
and the Low Income Investment Fund (LIIF) in other parts of the country. The feasibility study also
recommended tailoring the fund to overcome specificbarriers to equitable TOD in the Bay Area,
including ascarcity of developmentsites near transit, relatively high land costs, and the difficulty of
acquiring property before securing project financing.'®> GCC convened a steering committee composed
of representatives from the Metropolitan Transportation Commission (MTC), the region’s MPO; the
Association of Bay Area Governments, the region’s council of governments; the affordable housing
development community; and the core GCC partnersto clarify the fund’s goalsand how it would
operate.

190 Structured funds are discussed in more detail in Appendix C. Fundamentals of Structured Funds.

11 Gee partners includethe Greenbelt Alliance, the Nonprofit Housing Association of Northern California,
Transform, Urban Habitat, Reconnecting America, the San Francisco Foundation, theSilicon Valley Community
Foundation,and the East Bay Community Foundation. For more information, see

http://www.greatcommunities.org.
102

Center for Transit-Oriented Development and Strategic Economics.San Francisco Bay Area Property Acquisition
Fund for Equitable Transit-Oriented Development: Feasibility Assessment Report. Prepared for the Great
Communities Collaborative.2010.
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In 2010, GCC approached MTC about investing through the Transportation for Livable Communities
Program."®* MTC’s board committed $10 million to the fund by exchanging CMAQ.and STP money for
discretionary funds from one of the region’s county Congestion Management Agencies.

MTC’s commitment was critical because it served as a top-loss investment, meaning that any defaults
would affect MTC’s investment first, reducing the risk to other potential investors. With this upfront
commitment, GCCand the San Francisco Foundationreleased arequest for proposals from prospective
fund managers. InJuly 2010, LIIF and a consortium of five other community development financial
institutions (CDFIs) wereselected, with LIIF as the fund manager and administrative agent. LIIF and its
CDFI partners created a business modelforthe fund, which determined thatits maximum size could be
S50 million based on the available top-loss capital, the underwriting criteria, and loan interest rates. The
CDFI consortium was also responsible forraising additional capital forthe fund beyond the top-loss
contribution from MTC. Based on the fund structure, it quickly attracted money from avariety of
sources, including capital from the CDFIs themselves, program-related investments** from foundations,
and bankloans. The fund raised the maximum it could support with the $10 million in top-loss money,
and in March 2011 the final documents were executed and loans became available.

FUNDING SOURCES AND FINANCING MECHANISMS

Exhibit 27 illustrates how the TOAH Fund is structured. The $10-million investment from MTC occupies
the top-lossrisk positioninthe fund. LIIF and its partners raised $15 million from six CDFls, the Ford
Foundation, the San Francisco Foundation, and Living Cities.'® The investment from the CDFIs and
foundations occupies the second tier. Two banks, with a cumulative investment of $25 million, occupy
the most secure, seniorrisk position.**®

If any of the fund’s loans default, MTC will take the first loss, followed by the CDFIs and foundations, and
finally the banks. In other words, each layerin the stack “protects” the nextlayer. The relatively high risk
tolerance and no- or low-interest expectations of the MTC, foundations, and CDFls, combined with the
protection thatthe structure providesforthe banks’ investment, allows the TOAH Fund to offerloans
with low interest rates and high loan-to-valueratios compared to comparable commercial products. The
fundisintendedtoexistfor 10 years. Duringthe first five years, it will originate loans; in the final five
years, itwill only collect repayment and will not make any additional loans.

The Bay Area TOAH Fund offers five type of loans for affordable housing, community facilities, and
neighborhood services, including:

193 The TLC program, establishedinthe late 1990s, provides assistancefor capital projects —typically bicycle,

pedestrian,and transitaccess or streetscape projects -- that support TOD. See Chapter Ill,Section 9, for more
information on TLC.
% More information about program-related investments is in Appendix B, Section F-7.

195 ivi ngCities is a philanthropic collaborative of 22 foundations and financial institutions dedicated to improving
the lives of low-income people and the cities where they live.

1% |fthe debtor goes bankrupt, investors inthe seniorrisk position mustbe repaid before other creditors.
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Top loss (public sector): $10 million from

ity or grant MTC
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Second loss (foundations and CDFls):
ram-rela $15 million from six COFls and Ford

ents/ Foundation, San Francisco Foundation, and
loans Living Cities

Third loss (banks): $25 millionfrom
Margan Stanley and Citi Community Capital

Exhibit27.Bay Area TOAH Fund structure.

Source:BayArea TOAH. “BayArea’s Transit-Oriented Affordable Housing Fund.” Presented at Affordable
Housing Week. May 2011.

o Predevelopmentloansforcostsincurredin predevelopment, including architecture, engineering,
environmental studies, surveys, market studies, appraisals, hazard and liability insurance, property
taxes, site security, financing fees, and debt service expenses.

e Acquisitionloansto acquire vacant land or operating housing or commercial property and to cover
lotdevelopment expenses.

e Construction bridge loans to bridge the time period between construction fundingand eitherlarger
or longer-term financing.

e Construction-to-mini-permanentloans for construction financing (new orrehabilitation) followed
by a small permanentloanto pay off the short-term construction loan.

e Leveragedloans to fundeligible predevelopment, acquisition, construction, and/or mini-permanent
financingtoleverage aninvestmentintoanew markettax credit-eligible transaction, which could be
community facilities, neighborhood retail, fresh food markets, child care centers, orsimilar
facilities. ™’

With the exception of predevelopmentloans, which are capped at $750,000, the maximum loansizeis
$7.5 million. The loan-to-valueratio for most of the products can go up to 110 percent. Eighty-five
percentof the fund’s capital is targeted to create and preserve affordable housing. Fifteen percentcan
be used to support community facilities, health clinics, fresh food markets, and other neighborhood
retail projects. Projects must be within a half-mile of high-quality transit service, which includes BART,

107 Bay Area TOAH. “Projects.” http://bayareatod.com/projects. Accessed September 28,2011.
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lightrail, and bus rapid transit, and in one of the priority development areas designated by the Bay
Area’sregional agencies to accommodate the majority of future population and employment growth.

The TOAH Fund’s targetborrowers are experienced nonprofit or for-profit developers, municipal
agencies, and jointventures with strong track records in affordable housing development. Developers
can applyto any of the six participating CDFIsfora loan. The originating CDFl underwrites the loan
requestand submitsitto LIIF, which prepares a package forthe fund’s credit committee toreview. If the
loanis approved, the originating CDFl services the loan throughout repayment.'®®

As of late 2011, the TOAH Fund has loaned $3 million foran affordable housing projectin San Jose and
$7.3 millionforan affordable housing project with a ground-floor grocery store in San Francisco.'*
Exhibit 28 describes another TOD fund that helps to develop and preserve affordable housing.

Exhibit 28. The Denver Transit-Oriented Development Fund

The Denver TOD Fund, establishedin 2010, is a $15-million fund thataims to develop and preserve 1,200
affordablehousingunits near transitover 10 years.In contrastto TOAH, which is a stand-aloneentity, the
Denver TOD fund is operated by the Enterprise Community Loan Fund. The Denver TOD Fund includes $2.5
million in top-lossfunds fromthe city of Denver, comprised of $2 million fromthe city’s Excel Energy
franchisefee revenue and $500,000 in economic development business incentives funds; S1 millionin
second-loss funds from Enterprise Community Partners;and $4.5 millioninthird-loss funds fromvarious
foundations. The Enterprise Community Loan Fund and the Mile High Community Loan Fund invested $5.5
millioninsenior debt. The Urban Land Conservancy also contributed a $1.5-million equity investment.

The conservancy is the only entity approved to borrow from the fund. It contributes 10 percent of the equity
to every project. Itworks with prospectiveaffordable housingdevelopers to identify opportunities, takes out
a short-term loan from the fund to purchasethe siteand its properties, and eventually sells or leases the
property to the developer when permanent financing becomes availableto paybackthe loan.Enterprise
and other loaninvestors agreed to make the conservancythe soleborrower.

Because the Denver TOD Fund received top-loss funds only from the city, itcannot finance projects outside
city boundaries. The fund is also limited by the region’s reliance on federal Low Income Housing Tax Credits
for permanent financing; becausethe city of Denver canexpect only two Low Income Housing Tax Credit
projects annually, thefund cannot have more than two loans thatexpireinanygiven year. Another
significantdifferencefrom TOAH is thatpart of the Urban Land Conservancy’s missionis to purchaseand
hold opportunity sites in corridors thatareslated for future transitdevelopment. Because vacantland
typically does notgenerate revenue, the conservancy could havedifficulty finding sites thatcan make
interest payments.

Source: Centerfor Transit-Oriented Development and Strategic Economics. CDFIs and Transit-Oriented Development.
AppendixB. Preparedforthe Federal Reserve Bank of San Francisco. 2010.

108 Bay Area TOAH. “Bay Area’s Transit-Oriented Affordable Housing Fund.” Presented at Affordable Housing Week.
May 2011.

109 Bay Area TOAH. “Projects.” http://bayareatod.com/projects. Accessed September 28,2011.
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LESSONS LEARNED

Funds must be tailored to fita locality orregion’s need and to take advantage of the financial resources
available. Different TOD needs require differentloan products. For example, affordable housing
preservation requires largerloans than land acquisition. The scale and availability of public-sector
supportand foundations’ investments, the number and sophistication of CDFls and community
development corporations, enthusiasm from banks, and the availability of take-out financing**® will
affect the size and structure of the fund that a region can support.***

KEYS TO SUCCESS

e The many gatherings and studies that wentinto establishingthe TOAH Fund ensured thatthe fund
was tailored to meetthe Bay Area’s needs. The process of bringing stakeholders together, preparing
a compelling case fora structured fund, and identifying an appropriate source of top-loss money
provided national investors, including national foundations, CDFls, and banks, with the confidence
that the fund would be viable and well structured.

e Publicand foundationinvestmentsthat occupy the top-loss risk positions are critical to the success
of structured funds. To meetthe critical financing gap, afund must typically offer loans with some
combination of low interest rates, high loan-to-value ratios, longer terms, largerloan amounts,
and/or softer recourse requirements. **> Publicinvestments and foundation program-related
investments can absorb the risk of default, and their below-market return expectations allow funds
to offerbetterterms. In the case of TOAH, MTC’s $10-million top-loss investment was the critical
piece thatallowed the fund to attract otherinvestors. Because senior debtis by definition
conservative inthe lossrisk thatlenders are willingto accept, the size of MTC’s investmentand the
second-loss positioninvestments largely determined the overallsize of the fund and its allowable
loan-to-value ratio. MTC’s top-loss investment could be spread across the region, which made it
possible toforma regional fund. Otherfunds, such as Denver’s, have been unableto find top-loss
risk positioninvestments atthe regional level, limiting the funds’ scope to the jurisdiction thatis
willingand able to occupy the top-lossrisk position.

KEY BARRIERS

e Establishing TOAHtook approximately threeyears; Denver’s TOD Fund took closerto four.
Identifying the housing financing need, makingthe case forthe fund and attractinginvestors, finding
a fund manager, and negotiating the optimalfund structure all take time.**?

10 Take-out fina ncingis anagreement by alender to pay off a constructionloanand leavethe developer with

permanent, long-term financing when constructionis finished.

"1 Center for Transit-Oriented Development and Strategic Economics. CDFIs and Transit-Oriented Development.

Appendix B. Prepared for the Federal Reserve Bank of San Francisco.2010.
112 Recourse requirements areobligations theborrower agrees to if unableto paythe debt.

13 Center for Transit-Oriented Development and Strategic Economics, CDFIs and Transit-Oriented Development.
Appendix B. Prepared for the Federal Reserve Bank of San Francisco.2010.
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e Because structured funds require repayment and are ultimately accountable to investors, they can
only fund activities that generate revenue and/or can anticipate receiving permanent financingina
given period of time.

APPLICABILITYTO OTHER PLACES

To create a structured fund, local and/or regional governments need to work with foundations and
investorstoidentify aspecificfinancing need, prepare acompelling case forastructured fund, identify a
source of top-loss money, and negotiate an appropriate fund structure. This processis critical to give
national foundations, CDFls, banks, and other potential investors the confidence that the community
can create a viable fund.

Identifying top-loss money is easiestin states like Californiathatallow regional and local transportation
authorities significant discretion in allocating federal transportation funds.
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K. REGIONALTOD INVESTMENT FRAMEWORK: CENTRAL CORRIDOR LIGHT RAILAND THE
CENTRAL CORRIDOR FUNDERS COLLABORATIVE

INTRODUCTION

The Central Corridoris an 11-mile light-rail corridor planned to run between downtown St. Paul and
Minneapolis, Minnesota (see Exhibit 29). After many years of project planning, construction on the
alignmentbeganin 2010; service is expected to beginin 2014. The project planning focused notonlyon
the lightrail construction, butalso on stimulating TOD along the corridor. The Central Corridor passes
through several disinvested neighborhoods that could benefit from the infrastructure investment,
changein land uses, and boostin property values that TOD can provide. The local governments, along
with an active nonprofit community, has developed tools to prime the areaforfuture development,
focusing on property acquisition and infrastructure development nearthe planned transit stations. The
Central Corridorlight rail demonstrates the importance of regional coordination and cooperation to
create a defined visionforTOD investment.

‘PROJECT
‘BACKGROUND - —

C_e_ntTal Erridnr Sub-Areas

Local planningfortransit
alongthe corridor began
as early as 1981, involving
numerous stakeholdersin
the process. In 2006, the
Metropolitan Council, the
Twin Cities’ MPO, =
submitted aplanfor light
rail to the Federal Transit
Administration (FTA) and
sought permissionto
initiate preliminary
engineering.114 FTAgave
approval in December
2006. Between early 2007
and the start of
constructionin 2010, the
Metropolitan Council and project partnersfinalized station locations, determined project costs, and,
mostimportantly, committed local funds to the project.**® FTA New Starts funding requires local
agencies demonstratethatthey can fund, implement, and operate majortransit projects.
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Exhibit29 Central Corridor subareas.
Source: Center for Transit-Oriented Development. Central Corridor Investment
Framework: A Corridor Implementation Strategy. 2010.

" ETA’S New Starts program funds major transitcapitalinvestments. Projects approved for the New Starts
program must be evaluated throughout the entire project development process.

s Metropolitan Council. “Central Corridor Light Rail Transit.”
http://www.metrocouncil.org/transportation/ccorridor/centralcorridor.asp. Accessed October 24, 2011.
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The Metropolitan Council secured funding
guarantees fromlocal and state agencies,
including the state of Minnesota;
Hennepinand Ramsey counties; the city
of St. Paul; and the newly formed
Counties Transit Improvement Board. In
2011, FTA committed to pay half the cost
of construction, whichis $957 million as
of 2012 (see Exhibit 30).

The light rail willimprove access to five
major economicactivity centers: the
Minneapolis and St. Paul downtowns, the
Midway commercial district, the
Minnesota State Capitol complex, and the
University of Minnesota. These economic
centers contain almost 280,000 jobs and
are projected to have 345,000 by 2030.'"°
The Central Corridor light rail will connect
to otherregional publictransit, giving
people wholive along the corridoraccess
to more job opportunities and making the
jobsinthe Central Corridoreasierto
reach from elsewhere inthe Twin Cities
region.

In summer 2009, the Central Corridor

Counties
Fe'de rﬂ.l Transit
Govt. Improve-
(FTA) ment
50% Board

30%

Central
Corridor

Funders
Collective
> 1% _"“7
City of M Hennepin
SaintPaul  Council County County
1% 1% 3% T

Exhibit30. Fundingsources for Central Corridor lightrail.
Source: Metropolitan Council. “Central Corridor LRT: Frequently
Asked Questions.”
http://www.metrocouncil.org/transportation/ccorridor/ccfag.htm.
Accessed October 24, 2011.

Working Group (CCWG) was formed to develop acoordinated investment framework forTOD alongthe
Central Corridor. The working group included representatives from the Metropolitan Council, Hennepin
and Ramsey counties, the cities of Minneapolis and Saint Paul, and the Minnesota Housing Finance
Agency. CCWG, with the assistance of outside consultants, identified more than 500 projectsin the
areas around the planned light-rail stations, the first step in creating and prioritizinga comprehensive
list of future TOD investments. The projectsincluded streets and sidewalks, bikeways, streetscapes,
publicart, parks, housing, and office, retail, and hotel space.

The potential publicimprovements that CCWG identified totaled over $6 billion, and CCWG has sought
to leverage private investmentto help pay for some of these costs. CCWG believed thatarelatively
small public-sectorinfrastructure investmentin theseareas could raise nearby property values and
accelerate private investment. Exhibit 31 shows potential infrastructure investment needs by subarea.

118 |bid.
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Exhibit31.Potential Public Investments by Sub-Area underused land and

Source: Center for Transit-Oriented Development. Central Corridor Investment X
Framework: A Corridor Implementation Strategy. 2010. catalyze infrastructure
investmentalongthe

Central Corridordrew
the interest of the nonprofitand philanthropiccommunities. The Central Corridor Funders Collaborative
(CCFC) isa partnership of 12 local and national philanthropic organizations formed to help catalyze
change alongthe new rail line. CCFC promotes affordable housing, astronglocal economy, vibrant
transit-oriented places, and effective communication and collaboration. CCFC created a Catalyst Fund
through whichit planstoinvest $20 millioninthe corridor over 10 years. As of late 2011, the group has
raised $5 million toinvestin corridorwide strategies and efforts."* Collaboration between CCWG and
CCFC helps ensure that publicand nonprofit entities are working togetherto encourage TOD along the
Central Corridor.

In addition to the Catalyst Fund, otherfunds supporting TOD along the Central Corridorinclude:

e Land Acquisition for Affordable New Development Fund: Minnesota Housing, the Metropolitan
Council, and the Family Housing Fund (a community development corporation) collaborated to
create an $11-million pilot fund to supportland acquisition by cities, community development
corporations, or housing authorities with preference given to projects neartransit. The fundis
intended to support mid-term project-level investments. The acquired parcels cannot have ready-to-
go projects, and funds must be spent within one yearand repaid within five years. Any appreciation
inthe value of land acquired through the program can be rolled into the projectto support
affordable housing, and any lossesinland value willbe covered by the fund. A pilotloan program

17 Center for Transit-Oriented Development. Property Acquisition for TOD in the Central Corridor: Acquisition Fund
Framework Study Final Reports. 2009.

18 Center for Transit-Oriented Development. Central Corridor Investment Framework: A Corridor Implementation
Strategy. December 2010.

19 cCFC. “About Us.” http://www.funderscollaborative.org/about-us. Accessed October 24, 2011.
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started in 2009, when the city of St. Paul borrowed $2 million to make a strategic property purchase
alongthe light-rail alignment.

o Twin Cities Community Land Bank: The Family Housing Fund and otherregional stakeholders have
formedaland bankto acquire foreclosed properties, partner with nonprofit and socially-minded for-
profithousing developers, and lend to those developers for affordable housing projects. The land
bankreceived funding from HUD’s Neighborhood Stabilization Program.

e Transit Improvement Area Accounts: This new state program was created to make public
improvements and acquire property for TOD in Minnesota. The program plans to allow loans of up
to S2 million with up to 10-yearterms at low or no interest rates fora range of eligible uses. To be
eligible, anareamust have a transitimprovementarea planthatincorporates transit with
commercial, residential, or mixed-use development.

e County Bond Funds: Hennepin County provides $2 million in grants each year on a two-year cycle
for TOD projectsthatenhance transit use and increase density along transit corridors.

e FamilyHousing Fund’s Home Prosperity Fund: Thisfund loans at below-marketinterest rates to
community development partners forthe creation of affordable housing.

e Neighborhood Development Center’s Real Estate Development Initiative: This S1-million program
isdesignedto give entrepreneurs business training and help buying commercial property. The
Neighborhood Development Center has collaborated with community development corporations
and has partnered with the Community Reinvestment Fund**° to develop a standard loan package
for the program.

o Local Initiatives Support Corporation Acquisition and Predevelopment Funds: The Local Initiatives
Support Corporation supports nonprofit developers by offering short-term acquisition loans and
predevelopmentrecoverable grants that provide money for expensesincurred before permanent
construction financingis secured. The grants are repaid at 0% interest from construction or
permanent financing proceeds. The amount of funding and terms vary annually. **!

LESSONS LEARNED

The Central Corridor highlights the importance of establishing aframework for TOD investment through
a collaborative network of community entities early in the project development.

KEYS TO SUCCESS

e Coordination and cooperationamong governmentagencies and the philanthropiccommunity to
develop acohesive vision forthe Central Corridorbefore the light rail was built encouraged
investmentinthe area.

120 The Community Reinvestment Fund is a national nonprofitthatprovides capital to nonprofitcommunity

development lenders through its secondary market for loans.

121 Center for Transit-Oriented Development. Property Acquisition for TOD in the Central Corridor: Acquisition Fund

Framework Study Final Reports. 2009.
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e The CCWG providedthe framework for effective collaboration to create amore defined vision for
TOD investmentinthe Central Corridor. The effort relied on many groups because the corridor
crosses several jurisdictional boundaries (Hennepin County, Ramsey County, and the cities of
Minneapolis and St. Paul) as well as connecting several neighborhoods and anchorinstitutions.

KEY BARRIERS

e Redevelopingalongthe Central Corridor poses challenges because much of the land adjacent tothe
light-rail alignmentisinaweak market. The areaneedsto be primed for private-sector development
before TOD projects can be built. However, in this market context, particularly during the economic
downturn, the private-sector might be unwilling or unable toinvest resources that could resultin
biggerchanges. The philanthropiccommunity needs help from other entities, and current resources
might be insufficient to meet the needs.

e Many of the funding programs discussed in this case study have not started any concrete projects, in

part because they are new, but also because of the weak real estate market. As stations are built,
the market could gain momentum toimplement TOD.

APPLICABILITYTO OTHER PLACES

This model fora regional TOD investment framework could be applicable to other places if public
infrastructure needsto be rebuilt across multiple jurisdictions. Success would likely depend on the
presence of a strong and engaged philanthropiccommunity in addition to the participation of the local
governments, including MPOs or other regional agencies, housing authorities, and redevelopment
agencies. The participation of nonprofit community development corporations whose organizational
goals coincide with TOD principles can help this model succeed.
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IV. INNOVATIVE MODELS

This chapter explores four emerging, innovative models for meetinginfrastructure needs for TOD:

Anchorinstitution partnerships.

Corridor-level parking management.

Land banking.

Districtenergy systems.

The models were chosen because they address some of the most pressing challenges of providing TOD
infrastructure, including paying forinfrastructure in weak real estate markets, financing structured
parking facilities, acquiring and assembling land for TOD, and capitalizing on efficiencies in the
construction process. Unlike some of the more traditionalinfrastructure financing tools,implementing
these modelsisnotassimple asdevelopingaproject proposal and applying foragrant or issuing debt.
Rather, the models are long-term strategies thatinvolve building partnerships among multiple
jurisdictions and institutions, thinking strategically about how to prioritize resources throughout a
corridoror region, and looking forsynergies among differentinfrastructure projects.

Each model descriptionincludes adiscussion of:
e The model’s role in funding and financing TOD infrastructure.

e (Case studies that illustrate how the model might work in practice or, for models that have never
been fully tested, examples of how different components of the model have been implemented.

e Lessonslearnedforimplementingthe model, including the types of places where the model might
work and what entities would be involved in implementation.
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A. ANCHOR INSTITUTION PARTNERSHIPS

Overthe last two decades, local governments and advocates for neighborhood revitalization have begun
to urge anchor institutions—nonprofit or private entities such as universities, hospitals, and
corporations thatare inextricablytied totheirlocations because of real estate holdings, capital
investment, history,or mission—to orient their development decisions and day-to-day operations
around improvingthe economichealth of surrounding neighborhoods, including by encouraging transit
use and TOD. Anchorinstitutions could facilitate infrastructure development by providing upfront
fundingfor planningand design, convening community leaders and other stakeholders around common
goals, and catalyzingeconomicreinvestment that could enhance the tax base. Involvinginstitutionsin
local community and economicdevelopment could work wherever anchor organizations are present,
butitis particularly relevantin weak-market places where nonprofitinstitutions are often the largest
employers and could have the mostincentivetoinvestintheircommunities.

To helplocal governments and organizations engage anchorinstitutions, this section discusses:

e Therole of anchor institution strategiesin fundingandfinancing TOD infrastructure and the
advantagesforlocal governmentsininvolvingthem.

e A casestudy of University Circle, adistrictin Cleveland, Ohio, thatis home to approximately 40
education, health, arts, and social service organizations, which demonstrates various ways in which
institutions can work with publicagenciesto address critical infrastructure needs.

e lessonslearnedandhow this model mightapply to otherplaces.

‘THE ROLE OF ANCHOR INSTITUTION PARTNERSHIPS IN FUNDING AND FINANCING TOD
‘INFRASTRUCTURE

Historically, the classicexample of an anchor institution was alocal bank or otherhometown
corporation that invested money locally, hired local employees, and otherwise contributed to the
success of the local and/orregional economy. Although many companies still investin their
communities, asthe economy has globalized and corporations have become increasingly mobile,
advocatesformobilizinganchorinstitution investments have shifted their attention over the last decade
or two towards major nonprofit organizations such as universities, colleges, health centers, museums,
libraries, and performing arts centers. These institutions are unlikely to relocate and therefore have an
interestinthe success of their surrounding communities. Moreover, universities, colleges, and hospitals
now rank among the largest private employersin many cities. Forexample, the University of
Pennsylvaniais the largest private employerin Philadelphia, and Johns Hopkins Medical Centeris the
largest private employerin Maryland. >

Anchor institutions have used many strategies to investin their communities.*** Examplesinclude:

122 Webber, H. S. and Karlstrom, M. Why Community Investment is Good for Nonprofit Anchor Institutions. Chapin
Hall atthe University of Chicago.2009.p. 6.

123 pid.
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e Livelocal, buy local, hire local: As part of the Woodward Corridor Initiative in Detroit, the Detroit
Medical Center, Henry Ford Health System, and Wayne State University offerincentives for their
employees to move to the Midtown neighborhood that surrounds the campuses and have
established pilot programs to connect the institutions with local vendors and workforce training
programs. Blue Cross Blue Shield of Michigan, Compuware, DTE Energy, Quicken Loans, and
Strategic Staffing Solutions have also established financial incentives fortheiremployeestorentor
buy homes in or near downtown Detroit. ***

e Providingservices and research on important local issues: The University of Chicago’s Urban
Education Initiative operates fourcharterschools on Chicago’s South Side; researches urban
educationissues; and trainsteachers, social workers, and community school leaders.

e Conveningplanning processes: Kent State University in Ohio helped jumpstart plans for the Kent
Gateway Multimodal Transportation Center by commissioning a feasibility study and supporting the
city’s applicationfora DOT grant, in part by contributing to the required local match. ***

e Contributing to transit and other
infrastructure needs: In Seattle,
sponsorsincluding Fred Hutchinson
Cancer Research Center, University
of Washington/UW Medicine,
Evergreen Bank, Vulcan Real Estate,
PacificPlace, Seattle Children’s
Hospital Research Institute, Pan
PacificHotel Seattle, and Group
Health provide upto 25 percent of
the fundsrequired to operate the
South Lake Unionstreetcarline
(Exhibit 32).

. Exhibit32. Seattle South Lake Union st_reetcar.
e Servingas anchor tenants for TOD Source: Steve Morgan (Wikipedia).

projects: In Atlanta, BellSouth helped
make TOD at the Lindbergh City Center MARTA Station possible when, in the late 1990s, it
consolidated several of its suburban offices into buildings at the station.

e Orienting campus growth towards community goals: San Jose State University builtanew joint
library with the city of San Jose to help overcome longstanding town-gown tensions and getthe
most out of limited city and university resources. Arizona State University is contributingtothe
revitalization of downtown Phoenix by building a new campus with the help of $232 millionin
municipal bonds."*

124 \Woodward Corridor Initi ative, “Home page.” http://www.woodwardcorridorinitiative.org. Accessed December

8,2011.
125

Kent City Manager Blog, http://www.kent360.com/category/city-university-stuff.
126 Dittmar and Ohland (eds.),The New Transit Town, Island Press, 2004.
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From the community’s perspective, the potential benefits of involving anchorinstitutions in community
and economicdevelopment are often clear: institutions can bring new funding sources to the table that
are notdirectly tied to market conditions, tax revenue, or state orfederal policy. They can also provide
leadership capacity, research expertise, and other forms of human capital such as student or employee
volunteers. Collaboration with anchorinstitutions can be particularly enticing in weak-market areas,
where local government resources are strained. Onthe otherhand, in some cases priorexperiences
could make a community reluctant to encourage anchorinstitution participationin local affairs. For
example, tensions stilllingerin some communities from the 1960s and 1970s, when some large
universitiesin declining inner-city neighborhoods conducted urban renewal programs that displaced
residents orbuilt physical barriers between their campuses and lower-income, minority
neighborhoods. "’

To effectively engage with anchorinstitutions, local governments must also understand the costs and
benefits of community involvement from the institution’s perspective. By investingin their
neighborhoods, institutions can help create an environment that attracts employees, customers, and
students; generate support from community and political leaders; contributeto aninstitutional mission;
and potentially access new funding sources through municipal bonding capacity.**® Institutions could be
particularlyinterested in making TOD investments out of mission-related concerns for publichealthand
the environmentorif, forexample, trafficcongestion and parking capacity are hindering their expansion
plans. However, designing and implementing acommunity investment strategy often requires
significanttime and attention from senioradministrators and staff, notto mention the direct costs of
contributing financially to infrastructure design or development or running acommunity programand
the risks of failure and bad press.**® To encourage institutions to investin their communities, political
and civicleaders need to recognize these costs and benefitsand work to find areas of common interest.

GREATER UNIVERSITY CIRCLE INITIATIVE'®

The Greater University Circle (GUC) Initiativeillustrates how several institutions can come together with
local governmentagenciestoinvestin critical local infrastructure needs and set the stage fornew TOD.

University Circle isa 1 square-mile district about four miles east of downtown Cleveland. Itis home to
approximately 40 education, health, arts, and social services institutions (Exhibit 33). The district formed
around Western Reserve University and the Case Institute of Technology (now consolidated into Case
Western Reserve University), which located in University Circle in the 1880s.™** Today, University Circle
isalso home tothe Cleveland Museum of Art, the Cleveland Museum of Natural History, the Cleveland
Botanical Gardens, University Hospitals (a majorregional medical center), and dozens of other nonprofit
organizations. The districtis the fastest growingemployment centerin Cleveland, and the population of

127 Webber, H. S. and Karlstrém, M. Why Community Investment is Good for Nonprofit Anchor Institutions. Chapin
Hall atthe University of Chicago.2009.

128 1hid.
lbid.

130 A version of this case study appearsin Fullerton Smart Growth 2030: FTC Specific Plan Funding & Financing
Strategy & Case Studies prepared for City of Fullerton and Southern California Association of Governments by
Strategic Economics.2012.

129

131 University Circle, Inc. “History.” http://www.universitycircle.org/about/history. Accessed December 8,2011.
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Exhibit33. University Circle Area.
Source: GCRTA.

the University Circle census tract grew from 2,080 to nearly 3,680 between 2000 and 2010 while the
city’s total population shrank by 20 percent.*** The surrounding communities, however, are some of the

poorestand most disinvested in the metropolitan area.

University Circle is served by two stops on the Red Line, a decades-old rapid transit line operated by the
Greater Cleveland Regional Transit Authority (GCRTA) that links the district with downtown Cleveland
and the Cleveland Hopkins International Airport. In addition, anew bus rapid transitline known as the
HealthLine provides amore direct route to downtown via Euclid Avenue, connecting to the Cleveland
Clinic, performingarts centers, and otherservices and cultural institutions along the way.

132y, Census, 2000and 2010. Census Tract 1187, Cuyahoga County.
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Since the 1950s, many University Circle institutions have worked togetherto planthe district’s
developmentand provide services such as parking management, policing, and marketing through an
organization called University Circle, Inc. (UCI) (see Exhibit 34). In 2005, the Cleveland Foundation
initiated anew effortto bringthe University Circle institutions together with institutions in the greater
University Circle area, > GCRTA, and the city of Cleveland. The GUC Initiative aims to spur reinvestment
inthe struggling neighborhoods that surround the circle. Among otheraccomplishments, GUC has
helped advance three majortransportation projects and spurred significant residential, retail, and
institutional development. The initiative has also created incentives to encourage employees of area
nonprofitstolive inthe neighborhood and developed the Evergreen Cooperative Initiative, which
encourages anchorinstitutions to purchase goods and services fromlocal, worker-owned
cooperatives.134

Exhibit 34. University Circle, Inc.

University Circle, Inc. (UCI), was founded in 1957 by civic leaders and philanthropists to administer the
University Circle Master Plan,whichlaid outanorderly planfor institutional growth in the circle,and
serve as a serviceorganization toinstitutions in the district. Funded by an initial endowment of $7
million froma Cleveland philanthropist, the organization’s original mission was to purchaseand hold
land forinstitutional expansioninthecircle. UCI’s purview quickly expanded to include providing
districtwideservices such asparking,shuttlebuses, public safety, architectural review,and landscaping
common areas.Inthe 1970s, UCI began working to strengthen the relationship between the circle’s
institutions and the surrounding neighborhoods by building housing and providing educational programs
for local students.

Today, one of UCI’s focus areas is developingland thatthe organization had originally purchased for
institutional expansion to provide new housing, hotels, retail,and other services and amenities. UCl also
plays anexpandingroleininfrastructureprovision and maintenance. In 2005, UCI conducted a
fundraising campaign thatraised $7 million to make landscaping, wayfinding, and other improvements to
Euclid Avenue, intended to augment streetscapingwork that the city and GCRTA did as partof the bus
rapidtransitproject. UCl also collects voluntary assessments fromits member institutions to pay for
streetscape cleaningand maintenance.

Sources: Personal communications with Chris Ronayne, Debra Berry, and Tom Mignogna, University Circle, Inc.,
Decembers$§, 2011.

133 Including parts of the city’s Fairfax, Wade Park-Glenville, Hough, Little Italy, and Buckeye-Shaker

neighborhoods, as well as Cleveland Clinic, the Veterans Affairs Medical Center, and several public schools.

134 Cleveland was chosen as one of five sites for Living Cities’ Integration Initiative

(http://www.livingcities.org/integration/cities), which will provideup to $15 millionin grants, loans,and program-
related investments to expand the Evergreen Cooperative Initiative. For more information on the Evergreen
Cooperatives, see: Howard, Ted, Lillian Kuri,and India Pierce Lee. “The Evergreen Cooperative Initiative of
Cleveland, Ohio: Writingthe Next Chapter for Anchor-Based Redevelopment Initiatives.” Prepared for the
Neighborhood Funders Group Annual Conference. September 29 - October 1, 2010. http://www.community-
wealth.org/ pdfs/news/recent-articles/10-10/paper-howard-et-al.pdf.
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TRANSPORTATION INFRASTRUCTURE PROJECTS

One of the firstactions that the GUC Initiative took was to compile the growth plans of the various
University Circle institutions and identify critical infrastructure needs. The initiativeidentified three
transportation projects that were necessary to support the estimated $3 billion in development projects
plannedforthe district. These projects would improve connections between University Circle and
surrounding neighborhoods, encouragetransit use, and spur TOD—goals that have become increasingly
importantto the circle’sinstitutions as the district has become more congested and cost and lack of land
have limited the potential for building new parking. The transportation projects are: ">

e Reconfiguringatrafficcircle, which had beenabarrierto accessing University Circle from
Rockefeller Park and neighborhoods to the north and west, toinclude bicycle and pedestrian paths.

e Relocatingthe Euclid-East 120" Red Line Station from an isolated area separated by freight rail
tracks from University Circle to the heart of Little Italy and closerto Case Western Reserve
University.

e Renovating the University Circle Rapid Transit Station to facilitate bus and rail transfers, improve
pedestrian access, and bring the station into full compliance with accessibility standards.

To jumpstartthe three projects, the Cleveland Foundation, UCI, and several of the largerinstitutionsin
the circle raised over $1 million to help GCRTA (which is responsiblefor the transit stations) and the
Cuyahoga County Department of Public Works (which has jurisdiction overthe trafficcircle) plan the
projects. This upfront funding for planning and design was critical to moving the projects forward. For
example, GCRTA received $250,000 of the GUC Initiative’s S1-million infrastructure fund to do a full
planning study of the Euclid-East 120" Station, allowing the transitauthority to hire consultants and
determine how best to relocate the station to maximize opportunities for TOD. *** GCRTA received a
$12.5-million Transportation Investment Generating Economic Recovery grantin December 2011 to
relocate the Euclid-East 120" Rapid Transit Station. GCRTA hopes to begin construction in 2013, as soon
as it secures full funding for the $17.5-million project.’

Reconstruction of the University Circle Rapid Transit Station is expected to beginin 2012, funded by a
$10.5-million Transportation Investment Generating Economic Recovery grant from DOT and a $S2-
million earmark. The Department of Public Works plans to begin construction on the trafficcircle
reconfiguration in 2013; construction will be funded with acombination of $3.275 million of federal
safety and congestion program funds, $2.06 million from the Ohio Public Works Commission, $500,000
each from the city of Cleveland and the Cuyahoga County Engineer, and othersources. ">

135 personal communication with Lillian Kuri, Program Director for Architecture, Urban Design, and Sustainable

Development, Cleveland Foundation, by Alison Nemirow, Strategic Economics, December 8,2011.

138 personal communication with Maribeth Feke, Director of Planning, Greater Cleveland Regional Transportation

Authority, by Alison Nemirow, Strategic Economics, December 7, 2011.

137 Greater Cleveland Regional Transit Authority. “Planning and Development.” http://www.riderta.com/plandev.

Accessed January5, 2012.

138 Cuyahoga County Department of Public Works. “Cuyahoga County Department of Public Works Proposes Traffic
Circleand Roadway Configuration of Martin Luther KinglJr. Driveand East 105" Street.” News release. August 9,
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TOD IN THE CIRCLE

University Circle is seeing a great deal of new development, largely on UCI-owned land. Much of the
developmentisoriented around the Red Line stations orthe HealthLine, which began operatingin 2008.
For example, aCleveland developeris building a $44-million development thatincludes 102 apartments,
56,000 square feet of retail and restaurants, and a new Museum of Contemporary Art withinafew
blocks of the planned new site forthe Euclid-East 120" Street Red Line Station. **° UCl is also working
with private developers on several market-rate apartment projects, a hotel, and an affordable housing
projectin neighboring East Cleveland.

Nearly all of the private development occurringin the circle—asin most of Cleveland—receives
assistance from publicagencies and/orfoundationsin the form of tax abatements, grants, low-cost
loans, tax credits, and publicly provided infrastructure. However, the increasing interest from
developers, national hoteloperators, and other private entitiesininvestingin the circle indicates that
these investmentsininfrastructure and real estate developmentare building a marketfor TOD. **°

LESSONS LEARNED

The GUC Initiative suggests several lessons forlocal governments interested ininvolvinganchor
institutionsin developing TOD infrastructure orachieving other community and economicgoals:

e Anchor institution partnerships are long-term efforts that require extensive collaboration. In
University Circle, the institutions, supported by foundations and philanthropists, have taken the lead
inorganizing community investment strategies over many decades. In other places, mayors orother
civicleaders might needtoforge relationships with the leaders of anchorinstitutions to engage
themincommunity and economicdevelopment efforts.

e Anchor institutions might be able to fill critical gaps in infrastructure planning and development.
Educational, health, and arts institutions might have access to funding sources, such as
endowments, grants, and alumni donations, that are not directly tied to market conditions, tax
revenue, or state or federal policies. Thus, these institutions might be able to provide money for
planningand design, better positioning projects to obtain publicfunding for construction. The GUC
Initiative’s grants to GCRTA, which enabled the transit agency to conduct more sophisticated
planningstudies and apply for Transportation Investment Generating Economic Recovery grants,
show how an upfrontinvestment can catalyze a project.

e Institutions can provide the leadership required to convene political and community leaders and
government agencies around common goals. For example, relocating the Euclid-120" Street Station
had beenalongstanding goal for Case Western Reserve University, but the Little Italy community

2011; Northeast Ohio Areawide Coordinating Agency. “Improvements atEast 105" Street/MLK Jr. Drivein
Cleveland.” 2008. http://www.noaca.org/105mlk.html. Accessed January5, 2012.

139 Schneider, K. “Cleveland turns Uptown into New Downtown.” New York Times. November 29, 2011.

%% personal communication with Debra Berry, Vice President of Community Development, University Circle, Inc.,
and Tom Mignogna, Senior Director of Real Estate Development, University Circle, Inc., by Alison Nemirow,
Strategic Economics, January 25, 2012.
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had alwaysresisted the idea. The GUC Initiative built consensus around the concept by providing
funding for GCRTA to jointly planthe new station with the Little Italy Redevelopment Corporation.

o Municipalities, transit authorities, and other government agencies can benefit not only from
anchor institutions’ directinvestmentsin a neighborhood, but also from long-term results of
those investments, such as new jobs and residents, an enhanced tax base, and increased transit
ridership. While most nonprofitinstitutions do not pay property taxes, theirinvestmentsin local
infrastructure, catalyticdevelopment projects, community services, and economicrevitalization can
have long-term benefits for the publicsector. Although developmentin University Circle still largely
requires publicsupport, the ongoing publicand nonprofitinvestmentsininfrastructure and property
developmentare gradually buildinga market for private development.

APPLICABILITY TO OTHER PLACES

This model works bestin areas with institutions that have stronglocal tiesand a long-term interestin
theircommunities’ wellbeing. Forthese institutions, the benefits of infrastructure or otherinvestments
must outweigh the costs of staff time, political capital, and dollars. Institutions and communities could
reap the greatest benefits frominstitutional investmentin weak-market places where local government
resources are scarce, other options forfinancinginfrastructure (e.g., value capture strategies) are
difficulttoapply, andinfrastructure needs are particularly pressing and likely to affect an institution’s
ability to attract employees, customers, or students. However, the model would also be effectivein
strong-market areas.

ENTITIES INVOLVED IN IMPLEMENTING THE MODEL

Unlike more traditional infrastructure financing tools, publicagencies cannotsimply develop a project
proposal ontheirown and apply to an institution for funding. Instead, developing an anchorinstitution
partnershipisalong-term effortthat requires civic, community, and institutional leaders to work
togethertoidentify areas of commoninterest and reach compromises where institutional and
community goals conflict.

e Mayors and otherlocal government officials can:
0 Incorporate and engage institutions in local economic development strategies.

0 Conveneinstitutional leaders regularly with business, foundation, and othercivicleaders to
identify partnership opportunities.

0 Establishaliaison office to build relationships with institutions.

e Foundations, community leaders, and business leaders can:
0 Involveinstitutionsin community and business forums and public-private initiatives.

0 Seekpartnershipswith institutions that benefitall parties (e.g., in real estate developmentand
workforce training).
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e |[nstitutionalleaderscan:

0 Create strategies based on meaningful community participation forinvestinginthe surrounding
communities.

0 Assignspecificdepartmentstoimplement economicdevelopment goals, and create high-level
positions to coordinate community engagement and other economicdevelopment efforts.

0 Askboard membersandsenioradministratorsto serve on boards of local business associations
and philanthropicorganizations.**!
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B. CORRIDOR-LEVELPARKING MANAGEMENT

A corridor-level parking management modelwould set parking prices and manage parking demand
across a transit corridor or system, including both transit station parking and surrounding on- and off-
street spaces. Revenue from parking fees throughout the system could be pooled to finance structured
parking or otherimprovements at strategiclocations, generating more revenuethan a station-by-station
approach andreducingthe incentive forcommuterstodrive to a station ora neighborhood street
where they can park for free. Noregion appears to have implemented this type of comprehensive
strategy to date. However, in 2010 the city of Aurora inthe Denver metropolitan areacommissioned a
study that lays out an innovative parking management strategy for the planned I-225light-rail corridor,
including a proposal for pricing on- and off-street parking throughout the corridorand using the
proceedsto finance structured parking at targeted light-rail stations.

To help understand how a corridor-level parking management strategy could be used to fund parking for
TOD, this section discusses:

e Therolethat corridor-level parking management could play in facilitating TOD.
e The Aurora plan, whichillustrates the components required to make a corridor-level parking plan
work, including comprehensive demand management, parking fees, other potential revenue

sources, and steps for implementation.

e Lessonslearnedfromthe Auroraplanand otherconsiderationsforcitiesandtransitagenciesto
considerinimplementing corridor-level parking management.

‘THE ROLE OF CORRIDOR-LEVEL PARKING MANAGEMENT IN FUNDING AND FINANCING TOD
‘INFRASTRUCTURE

Financing structured parkingis one of the most difficult challenges associated with TOD. However, in
many transit station areas, successful TOD requires structured parking. Providing parkingin structured
garages instead of surface lots can increase parking capacity while leaving more land for housingand
commercial space. Many transitagencies own large surface parking lots that could be prime sitesfor
TOD. Convertingthese lotsto TOD would help achieve regional housing and smart growth goals and
could boost transit use by putting more people within walking distance of transit.*** However, building
TOD on these lots would remove commuter parking spaces, and few transit agencies have the resources
to build structured parking ontheirown, initial funding for new transit systems rarely includes money to
build structured parking, and few state or federal transportation funding sources can be used to pay for
structured parking. And, exceptforinthe hottest real estate markets, development projects rarely
generate sufficient value to coverthe cost of building both replacement parking for the stationand the
parkingto serve the development.

42 Nelson |Nygaard. Transit Agency Parking Pricing and Management Practices: Peer Review. Prepared for the
Denver Regional Council of Governments. 2010.
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Anothercomplicationisthat parking at many transit stations, aswell as on surrounding streetsandin
nearby parkingfacilities, is either free or priced below the cost of building and operating the parking).
Free or inexpensive parking encourages travelersto drive alone to transit stations instead of walking,
bicycling, taking a bus or shuttle, or carpooling.** Charging for parking, could both reduce demand for
parking by encouragingtravelersto take alternative modes and create arevenue source to fund
structured parking or otherimprovements, especially if combined with improving bicycle, pedestrian,
and bus access to the station and increasing the supply of housing, retail, and offices in the surrounding
area. From a transit agency’s perspective, charging for parking could also help promote off-peak use.

Since free parkingisfirst-come, first-served, commuters want to arrive before the last parking space is
taken. As a result, many park-and-ride stations experience asharp peakin parkingdemand during the
morning commute. During the rest of the day, the parkinglot remains full of commuters’ cars—and the
station platform sits empty because no one else can find a parking space. Pricing parking, ideally at
variable rates depending on the time of day, can ensure that some parking spaces are always available.

Several cities have begunimplementing comprehensive parking strategies that manage demand and
raise revenue forlocal transportation improvements (see Exhibit 35), while some transit agencies have
alsobegunto experimentwith pricing parking (see Exhibit 36).

THE AURORA STRATEGIC PARKING PLAN AND PROGRAM STUDY **

The city of Aurora isan eastern suburb of Denverand the second largest city in the Denverregion.
Although Aurora’s population (325,000 in the 2010 Census) is justover half the size of Denver’s, Aurora
encompasses approximately the same land area as the larger city and includes parts of three counties.
Much of the developed land in Aurorais occupied by relatively low-density housing, and the city has
many tracts of vacant and underused land.

Aurora currently has one light-rail station, Nine Mile Station, which opened in 2006 and is the terminus
of the Southeast Corridor Line. The Regional Transportation District (RTD) of Denver has a plan called
FasTracks that will greatly expand the city’s transit network. The planned |-225 Corridor Line will connect
Nine Mile Station to the planned East Corridor light-rail line and to I-70, one of the region’s primary
highways. All eight new stations on the I-225 Corridor Line, as well as at least one additional station
(40™/Airport) on the East Corridor Line, will be in Aurora. The East Corridor Line is projected to openin
2016; the completion date of the I-225 Corridor Line is uncertain. ** The existing land uses around the

143 Shoup, D. The High Cost of Free Parking. American Planning Association.2005.

1% Unless otherwise stated, the sourcefor all of the informationin this sectionis: Wilbur Smith Associates in
association with URS Corporation, Michael R. Kodama Planning Consultants, and Rick Williams Consulting. City of
Aurora Strategic Parking Plan and Program Study. Prepared for the city of Aurora. 2010. A version of this case
study appears in Fullerton Smart Growth 2030: FTC Specific Plan Funding & Financing Strategy & Case Studies

prepared for City of Fullertonand Southern California Association of Governments by Strategic Economics. 2012.

145 Although final design and environmental review has been completed for the 1-225 Corridor Line, the RTD board

has postponed construction due to a shortfall in revenue from the sales tax that funds the FasTracks program.The
2020 completion date for the 1-225 Corridor Linewas contingent upon voters approvinga second sales taxincrease
in 2012 November to cover the shortfall. However, RTD decided not to seek voter approval for the sales tax
increasein 2012. When the Aurora parkingplanwas completed inJune 2010, the 1-225 Corridor Linewas expected
to open in2015.
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planned stationsvary, buttheyinclude alot of underused and vacantland, as well as a mix of low-
density residential, commercial, and industrial space.

Exhibit 35. Tools for City Parking Management

Cities like Pasadena, California,and Portland, Oregon, are becoming known for their comprehensive, district-
based approaches to parking management. These programs combine tools to use existing commercial parking
spaces efficiently; protect residential neighborhoods fromvisitor, employee, and/or commuter parking;and
raisefunds for transportation and other neighborhood improvements. The key benefit of these district-wide
programs is that, by dedicating revenue from parkingfees to local improvements, cities can convince property
and business owners to accept parking meters and other pricing.

Common types of parkingfees include:
e User fees: Chargingdrivers for on- and off-street parking.

e In lieu fees: Chargingdevelopers a one-time fee as a condition for opting out of a portion of the minimum
parkingrequirement.

e Transportation or parking impact fees: Charging developers a one-time fee proportional to the
development’s impacton the transportation systemor parkingsupply.

e Parking tax or assessment: Chargingparkinglotowners an annual fee for each stall or chargingsales tax
on parkingfees. (These aretypically usedindowntowns, where commercial lots thatcharge for parking
are more common.)

Fees areoften combined with other management strategies,suchas:

e Residential permit parking: Restrictinglong-term parkinginresidential neighborhoods to that
neighborhood’s residents.

e Time limits: Limitinghow longpeople can use on-street parking(e.g., five-minute loading zones, two-
hour parkingzones).

e  Wayfinding signage and real-time parking information: Providinginformation to help drivers understand
parkingavailability and location.

e Shared parking: Allowingdifferent uses to share parkingfacilities.

e Transportation demand management strategies: Free or reduced-cost transit passes, bicycleand
pedestrianimprovements, andshuttles.

Sources: Tumlin, Jeffrey. Sustainable Transportation Planning. John Wiley & Sons, Inc. 2012; Personalcommunication with
Rick Williams, Principal, Rick Williams Consulting, by Alison Nemirow, Strategic Economics, December 8,2011; Shoup,
Donald. The High Cost of Free Parking. American Planning Association. 2005.
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Exhibit 36. Transit Agencies and Parking Fees

Transitagencies acrossthecountry are experimenting with pricing parking. Most of the agencies that
currently charge for parkingarewell-established, heavy-rail systems thatserve largecities suchas San
Francisco; Washington, D.C.; Atlanta; Chicago; and Los Angeles. However, smaller systems such as TriMet in
Portland, Oregon; the Regional TransitDistrictin Sacramento, California;and RTD in Denver are beginningto
implement parking fees.

As agencies have begun to charge for parking, they have encountered some similarchallenges, all of which
would affect a region’s ability toimplement corridorwide pricing:

Paradigm shift: Many customers have come to expect free parking. Understandingthat providingparking
involves costs can help changethis mindset. Instead of assumingeveryone will reach transitstations by
drivingalone, transitagencies can encouragewalking, biking, carpooling,and usingbuses.

Political opposition: Board members with suburban constituents who are often used to drivingaloneand
parkingfor free are particularly likely to oppose pricing.

Statutory or regulatory barriers: RTD has strictstatutorylimitationsonits ability to manage and price
parking. FTA regulations canalso affect parking management. Transitagencies arguethat the New Starts
ridership and cost-effectiveness models effectively reward providing free parking atthe expense of
alternative modes of access and thatFTA’s guidelines on how much replacement parkingis requiredinjoint
development projects thatinvolveland purchased with federal money are confusingand impede TOD.

Prioritizing expenditures: Most parkingfees flow into agencies’ general funds, although some agencies have
considered dedicating a portion of parkingrevenue to improvingalternate modes of access atthe stations
where the revenue is generated. Transitriders mightbe more likely to supportpayingfor parkingifthey can
see tangiblebenefits attheir station.

Sources: Nelson|Nygaard Transit Agency Parking Pricing and Management Practices: Peer Review. Prepared forthe
DenverRegional Council of Governments. 2010; U.S. Government Accountability Office. Public Transportation: Federal
Role in Value Capture Strategies for Transit is Limited, but Additional Guidance Could Help Clarify Policies. 2010.

The |-225 CorridorLine is expected to draw park-and-ride commuters from across the southeast
metropolitan area. The FasTracks programis budgeted to build surface parkinglots on the I-225 Corridor
Line. Concernedthat parkingdemand would significantly exceed the supply that FasTracks will provide,
the city of Aurora commissioned the Strategic Parking Plan and Program Study to estimate parking
demand andidentify corridorwide parking management strategies that would “support the city’s land
use vision and station area plans, maximize efficient use of parking spaces, preserve and enhance the
economicvitality and quality of life, and protect surrounding neighborhoods and businesses from
spillover commuter parking.”**® The city asked the consultant team to consider strategies for financing
structured parking garagesin certain locations because RTD does not have the budgetto build
additional parking. RTD has been opento working with cities to explore creative options for developing
and managing station parking (subject to state-imposed restrictions discussed later).

¢ Wilbur Smith Associates in association with URS Corporation, Michael R. Kodama Planning Consultants, and Rick
Williams Consulting. City of Aurora Strategic Parking Plan and Program Study. Prepared for the city of Aurora.
2010.p ES-3.
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Based on the DenverRegional Council of Government’s travel demand modeland research on
comparable transit systems around the country, the plan estimated that, absent pricing or supply
constraints, demand for parking on the I-225 Corridor Line could be between 3,300 and 4,400 spaces on
openingdayand could be as high as 9,000 spaces by 2035. Building sufficient parkingto absorb all of
thisdemand would be cost-prohibitive, so the plan recommended implementing aset of parking
demand managementtools, including pricing, and building structured parking only infourlocations
where commuterdemand is expectedto be highest.

DEMAND MANAGEMENT

The plan recommended that the city establish mechanisms to manage parkingand enforce parking
regulationsinall the I-225 CorridorLine station areas. A comprehensive demand management strategy
that encompasses both on-street spaces and off-street parking lots makes pricing parking at the station
areas more feasibleand ensures that spaces on neighborhood streets are available forresidents,
shoppers, visitors, and employees.

To manage on-street parking, the city would firstimplement time-limited parkingin commercial
districts, coupled with aresidential parking permit program that allows residents to park longer. To help
manage off-street parking spaces efficiently (and to set the stage for some of the revenue-generating
mechanisms discussed below), the plan recommended that the city begin to centralize management of
new commercial parking spaces that are builtin the corridor, perhaps usinganintegrated database or
even bringingthem underdirect city management through development agreements. The planalso
recommended that the city encourage shared parking arrangements; considerinstalling wayfindingand
real-time parkinginformation systemsto direct driversto open parking spaces; and improve pedestrian,
bike, and bus access to the station to reduce parking demand.

In commercial areas where on-street parking use remains above 85 percent afterthe demand
management measures described above are implemented, the planrecommended that the city
implementa pricing system (i.e., meters) that prioritizes on-street parkingimmediately in front of stores
for shoppers and encourages employees and other long-termvisitors to park in off-street facilities oron
streets fartherfromthe core retail areas where parkingis cheaper.

PRICING STATION PARKING

Chargingfor parking at stationsis a critical component of the plan, but one that would be difficult to
implement. Charging for park-and-ride parking would generate funds to build structured parking and
help manage demand by encouragingtransitriders to getto the station by walking, bicycling, takinga
bus or shuttle, orcarpoolinginstead of driving. However, Colorado law restricts RTD from charging for
parking, with the narrow exceptions of vehicles registered to owners outside of the RTD taxing
district,**’ vehicles parked more than 24 hours, and transit users who pay in advance to reserve parking

17 State law gives RTD the authority to access vehicleregistration information to determine whether park-and-ride
users liveoutside the taxingdistrict.
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spaces during peak hours. The plan noted that this policy “would make management, revenue
collection, and enforcement of parking charges more complex.”**®

The plan estimated that if the state restrictions were lifted, RTD could charge $1.25 per parking space
perday without reducing ridership.™*® At this price, the agency could raise about $500 perspace per
year, up from about $340 perspace per year underthe current pricing policy. This additional revenue
would help coverthe cost of building and operating structured parking, although asignificantamount of
additional revenue would still be required.

Exhibit 37 shows the pro formaanalysis that the consultant team conducted, which estimated the cost
of building the desired structured parking at $20,470 perstall, including land acquisition and
construction, plus $236 perstall per yearin operating costs. The total annual costover 10 years of
building the structures comes to more than $3.58 million. (By comparison, providing the same amount
of parkingin surface lots would cost about $9,260 perstall, with operating costs also slightlylower at
$200 per stall peryear, fora total annual cost of about $1.82 million). UnderRTD’s current policies, the
2,145 parking spacesinthe four structures would generate $728,000 peryear, leavingagap—the
difference between annual costs and revenue from parking fees—of $2.85 million. Charging all users (at
$1.25 perday) could increase parking revenue to $1.085 million peryear, reducing the gap marginally to
$2.5 million. Although the plan did not consider this alternative, raising the daily price to $4.15 peruser
could generate $3.6 million and fully close the gap, assuming that demand for parking did not decline as
aresult of the higherprice.

Structured Parking | Surface Parking

Total development cost (land plus construction) ($43,908,867) ($19,862,680)
Average dewvelopment cost per stall (%$20,470) ($9,260)
Annual debt senice ($3,080,249) ($1,393,383)
Annual operating costs ($505,946) ($8,383)
Average annual operating cost per stall ($236) ($200)
Total annual cost (debt senice plus operating cost) ($3,586,195) ($1,821,766)
Annual gross revenue from parking charges

With current RTD rates $728,475 $728,475
With charges assessed to all users $1,085,684 $1,085,684
Remaining annual gap (costs minus revenues)

With current RTD rates ($2,857,720) ($1,093,291)
With charges assessed to all users ($2,500,511) ($736,082)

Exhibit37. Summary of pro forma analysis: costs, revenue, and remaining "gap" for 2,145 structured
versus surfaceparkingstallsatfoursites.

Source: Wilbur Smith Assodates in association with URS Corporation, Michael R. Kodama Planning Consultants, and
Rick Williams Consulting. City of Aurora Strategic Parking Plan and Program Study. Preparedforthe city of Aurora.
2010. Table 5-6.

148 \Wilbur Smith Associates in association with URS Corporation, Michael R. Kodama Planning Consultants, and Rick
Williams Consulting. City of Aurora Strategic Parking Plan and Program Study. Prepared for the city of Aurora.
2010.p V-3.

19 At this price,a commuter’s combined out-of-pocket costfor a monthly transitpass and park-and-ride parking
would be no more than 60 percent of the total costof drivingto and parkingin downtown.
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RAISING ADDITIONAL REVENUE TO FUND STRUCTURED PARKING

Giventhe gap betweenthe annual costs of financing structured parking and the revenue that parking
fees could generate, otherfunding sources will be required to pay for the structured parking. The plan
recommended that the city considerimplementing one or more of the following mechanisms
throughout the entire 1-225 corridor:

e A parking fee in lieu option, which would allow developers to opt out of a portion of minimum
parking requirements in exchange for paying a fee.

e Aone-time transportation impact fee on new development.

e An annual flat fee (in the range of S5 to $15 per space) on all commercial parking stalls in the
corridor.

All three of these fees would spread the cost of transportation improvements over many users, creating
a significant source of revenue without being burdensome toindividuals or developers. On the other
hand, the plan acknowledged that the revenue generated by these fees—or by other mechanisms such
as special assessment districts—could probably not be spent on a traditional park-and-ridefacility,
which primarily benefits commuters who neither live nor work nearthe station. Any parking facility
funded withthese fees would have to be available to the publictojustify spreading the cost to
developers and property owners."*° However, managing a shared parking facility that provides parking
for otherusesas well astransitriders can be challengingif the peak parking occupancy hours for transit
riders (approximately 7or 8 a.m. to 6 p.m.) overlap with the peak parking hours forthe use that is
sharingthe parking, such as offices (9a.m. to 5 p.m.) or stores (10 a.m. to 2 p.m.)."*' The city of Aurora
would needtowork closely with RTD to identify locations where ashared parking arrangement might
work.

The plan did notinclude an analysis of how much the three potential fees mightraise, butitassumed
that, giventhe limitations on how revenue could be spent and the difficulties of managing shared
parking, the city would need to ask voters to extend the life of an existing tax levy and issue new debtto
build structured parking. The plan estimated that the city could raise $7.5 to $8.13 million for parking
development by issuingnew bonds.

IMPLEMENTATION

The plan recommended that the city begin by clearly definingits role in financing, building, and
managing parking. That role should include city involvementin initiatingand implementing new funding
mechanisms, acquisition of land, negotiations with potential funding partners, operations and
management of both on- and off-street parking, and enforcement of parking regulations. After defining
the appropriate city role in providing parking, the plan recommended thatinthe nearterm (the next 48
months), the city focus on:

1015 establisha trans portationimpactfee, the city would be legally required to establish a direct nexus between
the development payingthe fee andthe benefit that the fee provides.

1 personal communication with Rick Williams, Principal, Rick Williams Consulting, by Alison Nemirow, Strategic
Economics, December 8, 2011.
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e  Working with RTD and the state legislature to revise limits on charging for parking at park-and ride
facilities.

e Initiating on-street parking management in station areas.
e Asking voters to issue new debt for parking facilities.
e Establishing the parking fee in lieu option.

In the mid-term (26to 60 months), the plan recommended that the city exploreinstituting eitherthe
transportationimpact fee on new development or the flatfee on all commercial parking spaces.

To fullyimplement the plan’s recommendations overthe longterm, the city would need to work with
RTD and local stakeholders to create operating agreements and financing plans for each station. For
example, atstations where local property and business owners are particularlyinterested in parking
management, the plan envisioned that the city, RTD (assuming the agency had the authority understate
law), and local stakeholders could form a parking district authority to jointly manage parkingora
businessimprovement district to fund a shared parking facility. At other stations wherethe city and RTD
would both contribute funding for park-and-ride facilities, they could sign an agreement governing
which agency would operate the facility and how surplus revenue would be allocated.

As of early 2012, the Aurora City Council supported the ideathat the city should play a role in managing
parking, and RTD was workingto bringa bill before the state legislature that would allow the agency to
charge moreriders for parking through a third-party entity. The city was also working on including
fundingforstructured parkingina November ballot measure that will ask voters to decide whether the
city should issue new bonds forinfrastructure improvements and beginning to reach out to business
ownersinthe station areas. ™

LESSONS LEARNED

The potential for a city or region to manage parking at the corridor-level is nottied directly to the
strength of the local real estate market, butratherto localities’ and transitagencies’ capacity and
political willfor working togethertoimpose parking prices and coordinate parking policy across
jurisdictional boundaries. Corridor-level parking management presents an opportunity to manage
demand for parking comprehensively across station areas and generate parking fees and otherrevenue
froma broad base. The parking plan developed for Auroraillustrates some issues that othercities and
transitagencies would needto considertoimplementacorridor-level parking management strategy:

e A comprehensive approach is required to create a market for priced commuter parking and create
opportunities for cross-subsidy among different types of parking. Chargingforor restricting access
to surrounding on- and off-street parkingis critical to charging for parking at transit stations because
it removesfree on-street options forcommuters and keeps those spaces free for neighborhood

132 personal communication with John Ferna ndez, Manager of Comprehensive Planning, City of Aurora,and
HuiliangLiu, Principal Transportation Planner, City of Aurora, by Alison Nemirow, Strategic Economics, December
2011 and February 2012.
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residents. A corridor-level approach to pricing could also help ensure that parking policies are
consistent forall stations onthe line.

o Close coordination among multiple entitiesis required to make corridor-level parking
management work. Aurora has an advantage over mostjurisdictionsin that the I-225 Corridor Line
falls entirely withinits borders, allowing the city notonly to set comprehensive pricingand
management policies, butalsoto think strategically about the best places forstructured parking. For
a corridor-levelapproach to work in most places, multiple jurisdictions would have to work closely
with each otherand with the transit authority to identify the best locations for structured parking,
spread the cost across a wide base, and ensure that parkingis priced consistently across jurisdictions
so that all users pay theirfairshare.

e A corridor-level parking management plan could allow revenue-sharing throughout the corridor.
The plan emphasized the advantages of spreading the cost of building parking overas wide abase as
possible through some combination of userfees, a parking tax or assessment on all commercial
parkingstallsinthe corridor, inlieu or impactfees onall new developmentinthe corridor, and debt
financed by a citywide tax levy. In addition, although the plan developed for Aurora does not fully
explore this possibility, corridor-level parking management could allow cities and transit agencies to
pool userfees from multiple parking facilities to pay for structured parking or otherimprovements
intargeted locations.

e Statutory, regulatory, and other barriers could restrict transit agencies’ ability to charge for
parking. Exhibit 36 discusses some of the challenges that transit agencies have faced as they begin
to charge for parking. Transitagencies need not only the statutory authority to set prices, butalso
the political will. RTD has asked the state legislature to lift restrictions on the agency’s ability to
charge for parking. For the Aurora plan to work, RTD would need not only to obtain the necessary
statutory authority to enact widespread parking charges, butalso to agree that revenue from
parking fees should be dedicated to financing structured parking rather than funding other station-
access improvements orgoinginto the agency’s general fund. Itis not clear if RTD would be
amenable to dedicating fundsin this way. The agency’s parking demand estimates for the 1-225
CorridorLine are lowerthan Aurora’s, and RTD prioritizes pedestrian, bus, and bicycle access to
stations overvehicle parking.*>

e Determiningthe “right” price for parking depends on whetherthe goal is to ensure that consumer
demand roughly matches supply (the “market” price) or to cover the cost of building and
operating parking (the “production” price). Finding the appropriate market price requires flexibility
and trial and error, and the market price might not always be high enough to cover production
costs. To seta true market price at each station—the price where consumerdemand roughly
matches supply and a few parking spaces (roughly 15 percent) are available at all times—cities and
transit agencies typically experiment with moving prices up and down. ™ If a parkinglotis open to
the general publicin addition to commuters, the market price islikely to change as development

133 RTD. RTD Transit Access Guidelines. 2009.

** Nelson |Nygaard. Transit Agency Parking Pricing and Management Practices: Peer Review. Prepared for the
Denver Regional Council of Governments. 2010.
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occurs around the stations. >’ In places like Aurora, where parking has traditionallybeen free or very
cheap, the market price could (at leastinitially) be lowerthan the production price, and other
fundingand financing sources would be required to cover the cost of building parking. By setting the
price of parking below the production price to ensure that parkingfacilities are roughly 85 percent
full at all times, acity or transitagency in effect subsidizes parking, presumably to meet other goals
like encouraging transituse."*®

APPLICABILITY TO OTHER PLACES

The potential forlocalities and transit agencies to manage parking atthe corridor level is nottied
directly tothe strength of the local real estate market, but ratherto their capacity and political willfor
workingtogetherto coordinate parking policy across jurisdictional boundaries and set prices on parking
at transitstations, onstreets, and in other parkingfacilities. Depending on a region’s needs and the
amount of fundingraised, acorridor-level approach to parking management could raise revenueto
finance notjuststructured parking, butalso (or alternatively) othertransportation needs, oreven non-
transportationinfrastructure needs like stormwater management.

ENTITIES INVOLVED IN IMPLEMENTING THE MODEL

Few places have the ability to set prices and manage parkingacross a corridor in (relative)isolation. In
general, municipalities and transit agencies would need to work together closely to establish a corridor-
level parking management plan. Even without a corridor-level approach, some of the policy changes
described belowcould better manage parking demand, reduce congestion, encourage off-peak transit
use, and enable TOD.

e Aftercreatinga plan, localities and transit agencies could eitherimplement it through their
respective publicworks or parking management departments orform a joint authority to manage
station parking facilities and other on- and off-street spaces.

e Dependingonthe scope of the plan, business and property owners could also playarolein
implementation.

e Transit agencies could consider:

0 Prioritizingother modes of access over park-and-ride, including walking, bicycling, taking buses
or shuttles, and carpooling.

0 Reducing requirements for one-to-one replacement parking.
0 Sharing parking with other uses.

0 Charging for parking.

153 personal communication with Rick Williams, Principal, Rick Williams Consulting, by Alison Nemirow, Strategic
Economics, December 8,2011.

156 Tumlin, J. Sustainable Transportation Planning.John Wiley & Sons, Inc., 2012.p. 203.
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e (Citiescouldbegintoimplementtransportation and parking demand management strategies around
station areas and in other places with high parking demand through mechanisms such as:

0 Time limits.
0 Wayfinding and real-time parking information.
0 Bicycle, pedestrian, and other access improvements.
O Residential permit parking districts.
0 On- and off-street parking pricing.
e State and regional governments could:

0 Lift restrictions on transit authorities and other agencies’ ability to manage parking and set
prices.
0 Provide technical assistance for jurisdictions considering parking management strategies.

0 Setregionwide parking standards (in some cases)."”’
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C. LAND BANKING FOR TOD INFRASTRUCTURE

Land assembly and acquisition can be major challenges for TOD because oftenthere islittle developable
land near transitand what land isthere generally costs more. Some types of TOD require relatively large
parcels, butinfill locations often have smaller parcels with scattered ownership. During the real estate
market boom of the 2000s, real estate speculation as transitlines were planned and constructed pushed
land prices higher. Ina strong real estate market, developers face competition forgood development
sites neartransit. In weaker markets, TOD developers can find it even more difficult to gain control of
property because of the difficulty of getting short-term financing and uncertainty about when long-term
projectfinancing will be secured. Regardless of market strength, the challenges of land acquisition can
be compounded for TOD that includes affordable housing because it can be more difficultto get
financingto secure sites foraffordable housing due to underwriting criteria.

Because transit stations are planned and built over many years, land and property values can beginto
rise even before the new station opens. To keep projects financially feasibleand enable construction of
affordable housing, local governments are seeking toolsto acquire and assemble land before it becomes
too expensive. Inresponse tothe widespread challenge of land acquisition in transit station areas,
various tools and strategies are emerging across the country. Land banking, which has used for decades,
could be one solution to the challenges of land assembly and acquisition for TOD.

TRADITIONAL MODEL OF LAND BANKING

Traditional land banks are typically publicauthorities created to acquire vacant, underused, or tax-
foreclosed properties from government agencies, nonprofits, or private owners. Land banks acquire
distressed properties to stabilize neighborhoods or create affordable housing. They are usually located
inweakerreal estate markets where market demand is notadequate forthe properties to be
redeveloped without governmentintervention and where vacantand abandoned properties are
widespread and causing problems that need to be remedied.**®

Although traditionalland banking strategies have been used extensively throughout the country, few
places have tried to connect land banking with facilitating new development around existing or planned
transit stations. The traditional land banking model is unlikely to be feasible in areal estate market with
highland values orgrowing demand because of the high costs of holdingland that could be developed
without governmentintervention.

MODELS OF LAND BANKING FORTOD

To use land bankingto encourage TOD, a land bank could acquire land in an area that is not yet ready
for development, either becauseitis a weakerreal estate market, orbecause the transit has not yet
arrived. The land bank would then hold (or “bank”) the land until appropriate developmentis possible.
In this scenario, land bank authorities would acquire properties before land prices increase and save the
property to be developed as affordable or mixed-income housing when transit service begins orwhen
marketdemand increases. In many cases, a land banking authority would “write down” the value of the
land whentransferringittoa developer, meaningthatthe land bank sells the land to the developerata

138 Alexa nder, F. Land Banks and Land Banking. Center for Community Progress.June 2011.
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reduced price or transfers the land at no cost. This method helps keep projects financially feasible by
allowingthe developertoavoidincreasesinlandvalue.

Another model could apply to strongerreal estate markets. Aland bank would acquire land at the
current marketvalue, which could be too expensive foritto make sense to hold vacant land while
puttingtogetheraTOD projector findingan appropriate developer. The land bank would ensure that
the property has a cash flow fromrentsthat allows itto hold the property withoutincurring high
carrying costs. The land bank would coverits costs with the rents fromthe property while it waits foran
appropriate redevelopment project. In this scenario, aland bank could still write down the value of the
land whentransferringittoa developerto make sure that the projectremains feasible, especially if the
TOD includes affordable or mixed-income housing.

A land bank could also build on traditional land banking to fund infrastructure to support TOD. Under
the right market conditions, the assembly and sale ortransfer of developable land in station areas could
generate enough of anincrease in property value that value capture mechanisms could be used to
contribute tothe cost of infrastructure. This value capture scenariois likely to be applicableonly for TOD
projects that do not require public-sectorassistance. As described above, the value of land is often
written down by government entities to make projects feasible. This happens due to the challenges
inherentin TOD projects, where akey variable isto make land available to development orreuse ata
cost that islow enough to attract some form of private investment capital, evenif the development
projects are small. Once one key barrierto development (i.e., land costs) is removed, more development
projects have the potential to move forward.

EXAMPLES OF LAND BANKING FORTOD

There are many examples of traditional land banking focused on vacantand abandoned properties (e.g.,
in Cleveland, Ohio; Detroit, Michigan; and Genesee County, Michigan) and afew examples of land
banking for TOD, includingthose described below (in Denver, Portland,and Dallas), but no examples
existofland banking for TOD infrastructure. Most agencies engaged in property acquisitionforTOD are
helping othersacquire land ratherthan directly purchasing, owning and maintaining, or banking the
propertiesthemselves. Although there are no examples of land banking for TOD infrastructure, helpful
lessons can be gleaned from traditional and TOD-focused land banks.

URBAN LAND CONSERVANCY AND LAND BANKING

In Denver, the Urban Land Conservancy (ULC), a nonprofit organization, acquires land usingthe Denver
TOD Fund, a $15-million fund thataims to develop and preserve 1,200 affordable housing units near
transitover 10 years. 159

ULC, whichis the only entity approved to borrow from the fund, identifies opportunity sites and takes
out short-termloans fromthe fund to purchase the sites. ULC eventually sells orleases the property to
an affordable housing developer when permanent financing becomes available to pay back the loan.

1% The Denver TOD Fund is discussed in Exhibit22 in Cha pter I, Section J.
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Part of ULC’'s missionistoact as a land bank by purchasing and holding opportunity sitesin corridors
that are slated forfuture transitdevelopment. ULC does not typically purchase vacant or abandoned

property;itattemptsto acquire sites with an existing revenue stream from rents on the property so that

carrying costs are minimal and the property might even generate income.

PORTLAND METRO’S TOD PROGRAM

Portland Metro, the MPO in the Portland, Oregon, region, is the only regional governmentin the United

Statesthat directly acquires and holds land for developmentas TOD. Since itsinception, the TOD

Program has acquired propertiesin several suburbanlocations around Portland, includinginthe cities of

Milwaukee, Hillsboro, Gresham, and Beaverton. Properties remain in Metro ownership until an

appropriate transit-oriented
projectis proposed. Metro
acquired all of these properties
opportunistically, as desirable
property became availableor
when the TOD Program had
access to federal funding
resourcesthatit could use for
acquisition (see Exhibit 38).

Metro does not have a policy to
purchase only suburban
properties, butthatis where the
opportunities have arisen.
Because land valuesandrentsin
the suburban locations cannot
yetsupport TOD, Metro’s land
banking program has often
required arelatively long-term
investment.

Challenges that Metro hasfaced
include:

e Findinglocal government
partnerswithinterestand
experienceinreal estate
development. Withouta
willinglocal government
partner, a development
projectcannotgo forward.
Without that local financial
investment, interestand
assistance fromlocalities
can be limited.
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Exhibit 38. Land Banking for TOD Project: The Crossings

In 2001 and 2002, Metro’s TOD Program purchased three sites
totaling 13 acres around the future Civic Drive MAX light-rail station
in Gresham, Oregon. In 2007, The Crossings, a five-story, mixed-use
project with 81 homes builtabove 20,000 squarefeet of ground-
floor retail with below-grade parking, was developed on 1.9 acres of
the land.The development team was a public-private partnership
between Peak Development, the city of Gresham, Metro, and the
state of Oregon.

Inaddition to purchasingtheland, Metro negotiated a disposition
and development agreement to ensure a transit-supportivesite
plan, more housing,and a mix of retail uses. Metro also applied a
land valuewrite-down to the project and purchaseda TOD
easement from the developers to offset the additional construction
costs associated with building more compact, mixed-use TOD. These
tools required developers to meet certainrequirements suchas
minimum densities, pedestrian-friendly amenities, and reduced
parking.

Source: © Metro, Portland, Oregon
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e |dentifyingfundingtoacquire properties, particularly for smaller projects because they can take as
longand be as complicated toimplement as larger projects but provide fewer benefits.

e Restrictionsonthe fundingsource. Inatleastoneinstance, Metro used FTA fundingto purchase a
site, which has added limits to what can be done with the site.

SUSTAINABLE LAND USE DEVELOPMENT FUNDING PROGRAM

In 2006, the North Central Texas Council of Government (NCTCOG) Sustainable Land Use Development
Funding Program launched a pilot program to help local governments assemble parcels for
redevelopment. The NCTCOG land bank program was notlimited to TOD projects. The program loaned
$1 million each tofour projects, including three TOD projects, one of which has since been canceled.

Under the NCTCOG's land banking pilot program, funding was provided as no-interest loans only to
cities, not to private developers. NCTCOG considered working with transit agencies as well, butin Texas
transitagencies do not have authority to develop real estate. NCTCOG has faced similar challenges to
those faced by Metro when working with local government partners. The NCTCOG land banking
program will not condemn properties or pay for relocation costs or the costs associated with aland
purchase such as appraisals. Some cities had real estate programs and experienced staff, but other cities
were inexperienced in real estate development and had to hire consultants forservices such as
appraisals. Such costs could be burdensome forthe cities.

Negotiatingland prices could be tricky because of transparency requirements and public meetings laws.
The cities did not want projectinformationto be publicbecause it could affectland prices and so
conducted real estate transactionsin closed executive sessions, which is allowed underTexas law.

NCTCOG capped the amountto be paid for a propertyto 110 percent of the appraised value. This limit
provided guidance tocities in negotiating deals, sincethey could tell property owners that they were not
permitted to pay more than that amount. The cap of 110 percentalso meantthatsome deals were lost
because the ownerwould notacceptthe city’s maximum offer. NCTCOG found that requiring cities to
getapproval for individual purchases presented a challenge because of the time it takes to complete the
approval process. A parcel can come onto the marketand off again very quickly, and a property owner
can drop out of a deal if an agency does not move quickly enough. Instead, NCTCOG and the cities
identified and approved azone forland banking, and the city was authorized to purchase any qualifying
parcelinthe zone.

The land banking program was initially conceived as a revolvingloan fund, but none of the original loans
have yet beenrepaid. How the money might be reallocated once the fundis replenished has not been
determined. NCTCOGis presently focusingits land banking efforts on new schools, not TOD projects.
Because NCTCOGis notcharging intereston the fundsloaned forland purchases, itreceives noincome
fromthe program, but itis requiring thatcities turn overany profitsrealized fromincreasesin land
valueswhenthe landissold.

LESSONS LEARNED
These examples of land banking for TOD illustrate some of the challenges of this model. Fora new

model of land banking for TOD infrastructure to work, an agency would needtofind or create
opportunities to acquire land in strategiclocations and obtain the resources to hold and maintain the
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properties until asuitable TOD project was financially feasible. To do this, a TOD infrastructure land bank
wouldlikely needto:

e Maintain a funding source that isrelativelylarge and flexible. Thisis particularly true inastrong
real estate market or a location with potential for growth, where the land bank would need
sufficient resources and funds to acquire and maintain properties over whatis oftenan
indeterminate period of time. Becauseland banks might need to hold property foralongtime until
an appropriate development opportunity occurs, significant carrying costs can be involved, including
maintainingthe property.

o Think strategicallyin acquisition and transfer or sale of properties. Traditional land banking that
acquires distressed orvacant properties without regard to theirlocation does not necessarily allow
the strategicassembly of parcelsintoalargerdevelopmentsite. Underanew model of land banking
for TOD, the land banking authority would need to use its limited resources carefully to acquire
contiguous parcels.

e Be nimble and flexible. The real estate market can move very quickly, and government agencies
sometimes move too slowly to close deals. The opportunisticnature of property acquisition and the
longerfinancingand development schedules associated with TOD make it especially difficult to
secure land and financing within aseller’s timeframe. NCTCOG's solution, as described above, was
to identify and approve zones forland banking.

o Tolerate a higherlevel of risk than is typical of most government agencies. Regardless of how a
propertyisacquired, acquiringand holding properties can be associated with significantriskand
responsibility, depending on local real estate market conditions. Forexample, vacant or distressed
properties could be inadangerous state of disrepairand require immediate investment to reduce
hazards.

¢ Findother sources of income so that the land bank does not depend on interest payments or
turning a profit. Funding for traditional land banks typically comes from the land bank’s operations
(selling otherlands) and local government contributions. Because of the challengesinherentin TOD
projects, however, land must be availablefor development at a cost low enough to attract private
investment. Reducing land costs eliminates a majorbarrierto developmentand could resultin more
development projects moving forward. However, it means thata TOD land bank might not receive
revenue from land sales that could be used forinfrastructure projects or other purchases. To
addressthat issue, land banking for TOD could focus on acquiring properties with existingincome
fromrents.

e Maintain privacy for real estate transactions. Some land banking for TOD reliesonbuyingland ata
lower cost so that future developmentis more feasible. In this case,aTOD land bank would need to
maintain privacy forreal estate negotiations to occur without driving up the land values. Some cities
have established nonprofit organizations to act on behalf of the city for this purpose.

APPLICABILITY TO OTHER PLACES
This version of land banking would be acomplicated model to deploy because it requires the TOD land

bank to have sufficientresources and funds to acquire properties and maintainthemforan
indeterminate time. By carefully sorting out opportunities and focusing effortsin asingle location rather
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than spreadingthem out over multiple station areas, land banking could be the key to facilitatinga
catalyticTOD project.

ENTITIES INVOLVED IN IMPLEMENTING THE MODEL

A local government could establish a separate authority with the powerto negotiate prices, hold and
maintainland, and assistin development. A separate nongovernmental authority might be more suited
to land banking for TOD than existing government agencies because it would be able to assemble the
real estate expertise necessary for the strategicacquisition and transfer of properties and maintain the
privacy necessary forreal estate transactions.

Cities, counties, transit authorities, and other publicagencies that are involved in the provision of
infrastructure must work closely with the land banking authority. There can be tension and unnecessary
cost escalationif transitauthorities and other government agencies are competing forthe same
properties.
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D. DISTRICT ENERGY SYSTEMS

Cities across the world are seeking to use energy more efficiently inthe builtenvironmentto reduce
theirdependence onfossil fuels. District energy systems have been an effective tool to achieve this goal.
There are over 700 district energy systemsin the United Statesin city centersand large campus-based
institutions, like hospitals and universities, that benefit from economies of scale. **® By implementing
energy-efficiency improvements as part of a comprehensive, districtwide infrastructure planin atransit-
oriented location, communities could improvethe energy efficiency not just of individual buildings, but
of the builtenvironment as a whole—reducing energy use of individual buildings, encouraging
renewable energy, and facilitating compact development.

Districtenergyinvolves the production and delivery of steam, hot water, orchilled waterfroma
centralized plant or mini-plants to multiple buildings viaan underground pipeline system.*®* Itisa
reliable, efficient, cost-effective way to provide climate control without onsite boilers, chillers, or air
conditioners.'® To deliver district energy services, a utility service provider assumes responsibility for
capital investments, generates (or captures) and delivers energy, and charges building owners for use of
the system.™®’ District energy systems typically rely on combined heat and power, also known as
cogeneration, whichisthe simultaneous production of electricity and heatfrom asingle fuel source.Ina
conventional power plant only approximately one-third of the energy consumed is converted to
electricity, and the remainderislost as heat. Combined heat and power captures some of this lost
energy by usingthe heatto provide heatingtothe powerplantorto buildings thatare connected to the
power plant through the pipe network.***

District energy systems are not a financing orfunding mechanism for TOD but rather a development
approach thatcould help citiesand building owners use cleaner energy sources. By building a district
energy system atthe same time as otherdistrictwide infrastructureimprovements, communities could
meet multiple environmental goals, leverage financing sources, and reduce overall construction costs.
By pooling projects forfinancing purposes, acity could issue fewer, larger bonds, reducing transaction
costs, and combine multiple types of grants (e.g., forenergy efficiency, streetscape, sewer, and other
improvements). Implementing multiple improvements at once could also lower construction costs and
disruptions—forexample, by reducing the number of times thatacity tears up a street.

% Environmental and Energy Study Institute. “What is DistrictEnergy?” 2011.

161 Energy Systems. “District Heating & Cooling: Frequently Asked Questions.” http://www.esc-
omaha.com/heating-and-cooling/fags.aspx. Accessed August 20, 2012.

12 |nternational District Energy Association. “Whatis District Energy?” http://districtenergy.org/what-is-district-
energy. Accessed July 24, 2012.

193 National Trustfor Historic Preservation. The Role of District Energy in Greening Existing Neighborhoods. 2010.

% Environmental and Energy Study Institute. “Renewable Energy.”
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THE ROLE OF DISTRICT ENERGY SYSTEMS IN FUNDING AND FINANCING TOD
INFRASTRUCTURE

District energy systems could be helpful inrevitalizing communities and encouraging more sustainable
and compact growth. Some of the benefits that district energy systems could offerinclude:

e Reduce construction costs of new development. Because district energy systems are centralized
systems, buildings do not need onsite boilers, chillers, orair conditioners, which lowers construction
costs because less square footage and equipmentis needed, particularly for commercialand office
buildings. Inareas where the district energy systemis already in place, redevelopment could be
more cost-effective, which could encourage developmentaround transit stations.

e Encourage compact growth. For districtenergy to be viable, buildings must be close enough to each
otherto take advantage of economies of scale. Additionally, since district energy systems are more
efficient when they have more diverse users, they encourage a mix of uses. Forexample, residences
consume more energy during the morning and at night, while commercial land uses consume more
energy duringthe day.

e Reduce greenhouse gas emissions and other pollution. By using renewable energy, communities
could reduce pollution from power generation, including the greenhouse gases that contribute to
climate change.

e Improve energy supplyreliability. Most district energy systems operate at areliability of well over
99 percentwith virtually nointerruptions in service.'®® District energy systems have theirown
energy source ratherthan relying on the electricity grid. Most district energy usersinthe United
States are campus-based institutions like hospitals of the importance of reliability to their
operations.

e Promote economicdevelopment. District energy lowers operating costs of energy-intensive
industries, which makes the community more appealing to businesses. Overthe longrun, this could
strengthenthe local real estate marketand spurdemand for TOD in a downtown or transit district
with a districtenergy system.

e Reduce buildings’ maintenance and operation costs. District energy systems deliver less-expensive
energy through improved efficiency and economies of scale. Savings come from reduced building
operations and maintenance costs since no chillers or heaters are needed. However, the savings
take time to accumulate. Generally, it takes eightto 10 years fora building ownerto recoverthe
initial investmentinadistrictenergy system.

1% |nternational District Energy Association. “Whatis District Energy?” http://districtenergy.org/what-is-district-
energy. Accessed February 20, 2012.
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WEST UNION, IOWA, GREEN PILOT PROJECT

West Union, a small townin northeast lowawith 2,500 residents, has an ambitious plantorevitalize its
downtown, and improved energy efficiency is akey part of that plan. The town is developing a district
energy system based on geothermal energy in aneighborhood of historic buildings.*®°

West Union’s Main Street district comprises 60 buildings and atotal floor area of 330,000 square feet.
Most of the buildings’ existing heatingand cooling systems require updating for connectionto the
district energy system. The costand required updates will vary depending in parton the age of the
systems.'®” The external system components will be funded by multiple public-sector sources, and
property owners will be responsibleforfunding the internal buildingimprovements necessary to use the
districtenergy system. However, property owners do not have to use the network. Each ownerisfree to
joinonlyifand whenit makes financial sense todo so. To encourage property ownerstojointhe
system, the city is contemplating offering a one-time incentive to building owners.

West Union isusinga combination of federal, state, and local funds (Exhibit 39). This projectalso
benefits from coordination with acomplete streets project, whichis rebuilding a streetto make it safer
and more appealingto pedestrians and bicyclists.

Funder Amount

Department of Energy—Energy Efficiency Conservation Block Grant $837,500
EPA Climate Change Showcase Communities Grant $500,000
Fayette County $10,000
[-JOBS* $1,175,000
lowa Department of Agriculture & Land Stewardship—I-JOBS* $500,000
lowa Department of Cultural Affairs—lowa Great Places $160,000
lowa Department of Natural Resources—I-JOBS* $100,000
lowa Department of Transportation—Re\italize lowa’'s Sound Economy $2,327,034
lowa Economic Development—CDBG $1,000,000
lowa Economic Development—Sustainable Communities Demonstration $229,000
lowa Watershed Improvement Review Board $500,000
Main Street West Union $10,995
U.S. Department of Agriculture—Rural Community Development Initiative $37,000
Main Street lowa Challenge Grant $100,000
Main Street lowa—I-JOBS* $440,000
West Union, City of $2,368,499
Total $10,295,028

Exhibit39. Fundingsources.

*|-JOBS is a stateinfrastructureinvestment program paid for by issuing constructionbonds.

Source:lowa Economic Development. “West Union Green Pilot Project

Partners.” http://www.iowaeconomicdevelopment.com/community/westunion/partners.aspx. Accessed July 24, 2012.

1%¢ National Trustfor Historic Preservation. District Energy in West Union, IA: Integrating a New District Energy
System into a Historic Main Street Community. 2010.

%7 1pid.
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Securing grants and outside funding meant West Union did not have to tax property ownersthrough a
special assessment district."*® Other cities or communities interested in implementing district energy
systems could establish a special assessment district to finance it.

LESSONS LEARNED

o District energyis becoming relevant to neighborhood revitalization efforts by helping
communities achieve broader environmental goals while encouraging economic development.
The main incentives for building owners to become part of a district energy system are reliability
and long-term net operating cost savings. However, district energy systems bring additional benefits
that support TOD, including makinginfill redevelopment less expensive, encouraging compactand
mixed-use development, and making communities cleanerand healthier.

e The upfront costs of implementing district energy tend to be onerous. Using state or federal grants
if available makes district energy more attractive and encourages property ownersto connectto the
network. Anotherway to finance districtenergy is through a special assessment district. These
districts generally requirevoterapproval, so the government agency interested inimplementing the
district would have to educate voters about the potential benefits and how they compare to the
costs.

e Acritical mass is necessary to take advantage of economies of scale. Locations suitable for district
energy are typically dense and compact neighborhoods with astable or growing demand for heating
and cooling services, like many TOD districts. District energy could probably not be implemented in
weak real estate markets where occupancy rates are low and demand forenergy—and therefore
the revenue streamto pay the system operator—is unreliable.

e Various ownership structures have been used for district energy projects. To establish the
appropriate structure fora project, local governments can considerlocal opportunities and
constraints, including opportunities for partnerships among private- and public-sector and nonprofit
entities. The optimalstructure willenablethe project to take advantage of low-cost financing,
access available grants and incentives, pursue favorable tax treatment, and help facilitate the most
efficientand effectivetransfer of risk to project partners.

e Establishing partnerships among public entities and between the publicand private sectors is
critical to implementing district energy. District energy can be part of a comprehensiveapproach to
environmental and economicsustainability in which local governments, state agencies, and building
owners cooperate to reach common goals.

APPLICABILITY TO OTHER PLACES

Many transit-oriented districts could be good candidates for district energy because they have compact,
mixed-use development. A municipality would take several stepstoimplement district energy systems,
including:
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e Encourage the use of energy-efficient technologies through energy city or regional policies such as
the establishment of goals for reducing energy demand or generating clean energy.*®’

o Take advantage of economies of scale by implementing acomprehensive approach to
development. Districtenergy is apromising tool forcommunities seeking acomprehensive
approach to environmental sustainability. By implementing several complementary projects at once,
such as districtenergy and TOD streetscape infrastructure improvements, cities can reduce overall
construction costs. Implementing district energy requires financing sources, which typically involves
access to debt markets through issuing bonds (publicor private) orloans. Since the cost of
streetscape improvements is marginal compared to the total cost of a districtenergy system, the
local government could group district energy and street projects togetherand get financing through
the bond market.

o Identifyareas that are likely to successfullyimplementdistrictenergy. As a rough rule of thumb, a
neighborhood will be agood candidate if it has some of the following characteristics: several large
buildings orbuilding complexes (e.g., hospitals, hotels, or colleges), amix of usesasin a townor
village center, relatively high residential densities (e.g., multifamily units orapartments), relatively
little space between buildings, astreet grid to make the layout of the system more efficient, a
source of relatively cheap energy (e.g., wasteheatfromaboiler or sewage treatment facility), and
few electricresistance heating systems, which convert nearly all of the energy in electricity to heat,
but cannotbe easily retrofitted.

e Buildinstitutional capacity. District energy systems are challenging to develop and willrequire
significant staff time and commitment.*”°

e Secure the customer base. District energy systems are viable only with enough building ownersin
the area who are interested in long-term energy reliability."”*

ENTITIES INVOLVED IN IMPLEMENTING THE MODEL

Leadership can come from the publicor private sectors. Local governments can encourage building
owners to switch to more efficienttechnologies by implementing policies that support these
technologies such asregional targets for energy demand reduction and funding assistance programs.

Potential users of the system are also key since they will be required to enterintoalong-term
agreementwith the districtto purchase its energy. Therefore, understanding their needs and
constraintsis essential for successful implementation of adistrict energy system.
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APPENDIX A. EPA SMART GROWTH IMPLEMENTATION ASSISTANCE PROGRAM

Communities around the country are looking to get the most from new development and to maximize
theirinvestments. Frustrated by developmentthat gives residents no choice but to drive longdistances
between jobsand housing, many communities are bringing workplaces, homes, and services closer
together. Communities are examining and changing zoning codes that make itimpossible to build
neighborhoods with avariety of housing types. They are questioning the fiscal wisdom of neglecting
existinginfrastructure while expanding new sewers, roads, and services into the fringe. Many places
that have been successful in ensuring that developmentimproves their community, economy, and
environment have used smart growth principlesto do so (see box). Smart growth describes
development patterns that create attractive, distinctive, and walkable communities that give people of
varying age, wealth, and physical ability a range of safe, convenient choices in where they live and how
they getaround. Growing smart also means that we use our existing resources efficiently and preserve
the lands, buildings, and environmental features that shape our neighborhoods, towns, and cities.

However, communities often need additional

tools, resources, orinformation to achieve these Smart Growth Principles

goals. In response to this need, the Environmental

Protection Agency (EPA) launched the Smart Based on the experience of communities
Growth Implementation Assistance (SGIA) around the nation, the Smart Growth Network

program to provide technical assistance—through | developedasetoften basic principles:
contractor services—to selected communities.

1. Mixlanduses.
The goals of this assistance are to improve the

overall climate forinfill, brownfields 2. Take advantage of compact building

redevelopment, and the revitalization of non- design.

brownfield sites—as well as to promote 3. Createarange of housingopportunities
development that meets economic, community, and choices.

!oubllchealth,and environmental goals. EPAand 4. Create walkable neighborhoods.

its contractor assemble teams whose members

have expertisethat meets community needs. 5. Fosterdistinctive, attractive communities
While engaging community participants on their witha strong sense of place.

aspirations fordevelopment, the team can bring 6. Preserve open space, farmland, natural

theirexperiences fromworkingin other parts of

the country to provide best practices forthe
community to consider. 7. Strengthenanddirectdevelopment

towards existing communities.

beauty, and critical environmental areas.

Since 2009, EPA has engaged staff from the DOT 8.

) - ] o Provide avariety of transportation choices.
and HUD in SGIA projects. This collaborationis

part of the HUD-DOT-EPA Partnership for 9. Make development decisions predictable,
Sustainable Communities, under which the three fair, and cost effective.
agenciesworktogethertohelpimproveaccessto | 10, Encourage community and stakeholder
affordable housing, more transportation options, collaboration in development decisions.
and lowertransportation costs while protecting

the environmentin communities nationwide. Source:Smart Growth Network. “Why Smart Growth?”

http://www.smartgrowth.org/why.php.

Usinga setof guidinglivability principlesand a
partnership agreement, this partnership
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coordinates federal housing, transportation, and otherinfrastructure investments to protect the
environment, promote equitable development, and help to address the challenges of climate change.

For more information on the SGIA program, including reports from communities that have received
assistance, see www.epa.gov/smartgrowth/sgia.htm.

For more information onthe Partnership for Sustainable Communities,
see www.sustainablecommunities.gov.

A-2


http://www.epa.gov/smartgrowth/sgia.htm
http://www.sustainablecommunities.gov/

Infrastructure Financing Options for TOD

APPENDIX B. TOOLS FOR FUNDING AND FINANCING TRANSIT ORIENTED DEVELOPMENT

INFRASTRUCTURE

This appendix gives more information on 30 of the existingand emergingtools forfundingand
financing” the infrastructure needed to support transit-oriented development (TOD) that were
introducedin Chapterll. Like the report as a whole, this appendix focuses on funding and financing tools
for the capital costs associated with TOD-related infrastructure (including sewer, water, storm drain, and
other utilities; roads; bicycle and pedestrian improvements; parks; streetscapeimprovements; and
structured parking) ratherthan on funding for operations and maintenance of thatinfrastructure.
However, in some casesthe tool can apply to operations and maintenance as well as capital uses.

The tools apply across a broad range of places, including existing and planned station areas and transit
corridors, and across a variety of market contexts, ranging from strong markets with significant
development activity to weaker markets where there may be little orno demand foravailable land. Not
all tools work wellin all contexts, and a key task in creatinga TOD infrastructure financing strategy is to
evaluate which tools will work bestin agiven context. While this appendix describes tools individually,
most TOD infrastructure financing strategies combine multiple tools. Note also that many of the tools
involve highly complex financialtransactions requiring legal and financial expertise.

KEY FACTORS FOR EVALUATING TOOLS

The tool profiles are organized around the factors thata local government might considerin
determining whetherthe tool is appropriate forits situation. The tool profiles include:

o Applicability to different types of infrastructure: The most typical uses forthe tool, as well as other
allowable uses, withafocus on TOD infrastructure as defined in this report.

e Approval requirements and legal and political considerations: What it takes to get the tool
approved foruse, including whether the tool requires voterapproval oris accessed through a
competitive process.

e Application for strong and weakreal estate markets: The extent to whichimplementation of the
tool relies onlocal real estate market conditions.

e Capacity and scale: What size or scale of project the tool can be used forand/or factors that
determine the amount of funding thatthe tool can generate. Some of the tools can be used only for
projects that meet certain cost thresholds orare typically used for projects that fall within arange of
costs; these thresholds and ranges are noted where they apply. In general, however, fewrules of
thumb apply for determining how large orsmall a project must be fora tool to be applicable.
Instead, communities must consider whether a projectis of sufficient size to justify the transaction
costs involvedinaccessingagiven funding source. Depending on the tool, those costs could include
writing a grant application orstructuring acomplex financial transaction. The applicability of many

1 . . . . .

As discussed in Chapter I, “funding” refers to a revenue stream or source of revenue; “financing” refers to the
mechanisms used to manipulateavailablerevenue streams sothat agencies can provide infrastructure before
revenue equal to the full costof that infrastructure becomes available.
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toolsto any particular projectalsodepends on the extentto which a state, regional, orlocal
government prioritizes resources (e.g., federal block grants or bonding capacity) for TOD.

Ease of use: The ease of implementing and administering the tool.

Timing and lifecycle: The terms of the financingand any specificrepayment structures, including
credits and reimbursements, necessary underthe tool.

In additiontothese key factors forevaluation, the tool profiles also describe:

Other limitations of the tool: Any otherrestrictions on how the tool can be used.

Use of the toolin practice: How widely the tool has been used to fund or finance TOD-related
infrastructure, including an example where possible. Some of the tools have the potential to be used
ina TOD contextbuthave not yetbeen used for TOD-related infrastructure; in these cases,
examples were chosen thatillustrate how the tool is typically used.?

Getting started: How a local government (or, in some cases, another entity) might begin to
implement the tool initsjurisdiction.

Where relevant, the profiles also discuss the tools’ application to land assembly, new versus existing
station areas, and operations and maintenance; risks involved in implementing the tool; and sources of
capital to pay back the financing, if required.

TOOLS

The toolsare organizedintoseven categories:

A. Direct fees: Charges paid by the users of the infrastructure.

1. Userfeesandtransportation utility fees

2. Congestion pricing

B. Debt tools: Mechanisms for borrowing money to finance infrastructure.

1. Industrial loan companiesandindustrial banks
General obligation bonds

Revenue bonds

Private activity bonds

Certificates of participation and lease revenue bonds

Revolvingloan funds

N o v b~ W N

State infrastructure banks

’ The exa mples areintended to be geographically diverse. However, in many cases the only or best available
example was in California.
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8. Grant anticipationrevenue vehiclebonds

9. Railroad Rehabilitation and ImprovementFinancing

Creditassistance: Mechanismsthatimprove the creditworthiness of the borrowerissuing a bond or
requesting a loan and thus provide access to better borrowing terms.

1. Creditassistancetools

2. Transportation Infrastructure Finance and Innovation Act

Equity sources: Tools that allow private entities to invest (i.e., take an ownership stake) in
infrastructure in expectation of a return.

1. Public-private partnerships

2. Infrastructure investmentfunds

Value capture mechanisms: Tools that capture the increased value or savings resulting from the
public provision of new infrastructure.

1. Developerfeesandexactions

2. Special districts

3. Tax incrementfinancing

4

Jointdevelopment

Grants: Funds that do not need to be paid back.?

Congestion Mitigation and Air Quality Improvement Program

Transportation Alternatives Program (Formerly Transportation Enhancements Program)
Urbanized Area Formula Funding Program

Community Development Block Grant Program

EconomicDevelopment Administration grants

Foundation grants

N o v W N

Program-related investments

Emergingtools: New concepts for making TOD-related infrastructure possible. Most of the tools in
this category do not fit neatly into any of the other categories.

1. Structuredfunds

2. Land banks

3. Redfieldsto greenfields

4

National infrastructure bank

> Ma ny types of grants are availableatthe state and regional levels thatare notincluded in this report because
they vary by location.
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A. DIRECT FEES

A-1. USER FEES AND TRANSPORTATION UTILITY FEES

User feesinclude the fees charged forthe use of publicinfrastructure orgoods (e.g., atoll road or
bridge, water or wastewater systems, or publictransit). Fees are typically setto cover (or partially cover)
a system’s operating and capital expenses each year, which caninclude debt service forimprovements
to the system.

Transportation utility fees are assessments on property that are designed to be closely related to
transportation demand and can therefore spread the costs of financing local roads or other
transportation servicesamongusersinafashionthatapproximates auserfee. Becauseitisnotatax, a
transportation utility fee typically does not require voterapproval.’ The fee can be a flat fee foreach
property, orit can apply a formulabased on units of housing, number of parking spaces, orsquare
footage. Itcan also be based onthe estimated trip generation rate fora property type. Transportation
utility fees are most commonly used forroads, but they can also be used to provide adedicated funding
source for transit systems.

KEY FACTORS FOR EVALUATION

Applicability to different types of infrastructure: Userfees are commonly associated with avariety of
infrastructure types, including transit, parking, waterand wastewater systems, and toll roads and
bridges.

Approval requirements and legal and political considerations: Feesfor publicservices orfacilities are
typically limited to the actual costs of providing the service orfacility. Implementinganew fee orraising
an existing feetypically requireslocal legislative action but not voterapproval. However, there are
political considerationsinimplementing new fees or raising existing ones, as publicopinionisrelevantin
making these decisions.

Application for strong and weak real estate markets: This tool does not rely on new developmentand
istherefore applicable in strong and weak real estate markets. However, the amount of revenuethat
can be raised through fees generallydepends on local conditions. Forexample, parking fees can be set
higherin places with strong parkingdemand and a limited supply (e.g., downtowns).

Capacity and scale: The revenue from userfees can help offset operations and maintenance costs or
helpfinance new infrastructure. The scale of infrastructure that can be financed depends onthe size of
the fee and the size of the base (i.e., the numberof users who pay the fee). To coverthe cost of building
infrastructure in addition to operations and maintenance, userfees might need to be raised.

Ease of use: Dependingonthe service orfacility provided, implementing userfees on publicly owned
infrastructure could require legislative approval, technical and financial feasibility studies, and

*la ri,A. et al. Value Capture for Transportation Finance: Technical Research Report. Center for Transportation
Studies, University of Minnesota. 2009.
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environmental clearance. Forexample, Denver’s Regional Transit District’s ability to set parking fees is
restricted by state legislation.

USE OF THE TOOL IN PRACTICE

User fees are widely used to pay for operations; maintenance; and construction of transit, parking, and
otherrate-basedinfrastructureor utilities (including sewer, water, and toll roads and bridges).

Example: Corvallis Sustainability Initiatives Fee (Transportation
Utility Fee)

Location: Corvallis, Oregon (Exhibit B-1)

Description: In February 2011, the city of Corvallisimplemented
a sustainability initiatives fee that pays for free bus service and
maintenance of sidewalks and publictrees. The city charges
residents and businesses the fee viathe waterbill toreduce
administrative costs. The transit portion of the fee varies by the
numberof trips a propertyis expectedto generate; asingle-
family residential propertyis charged $2.75 a month. In
addition, all properties are charged $1.30 a month for sidewalk
and publictree maintenance. The sidewalk maintenance and
urban forestry fees are based on the assumption that all
residents and businesses benefit equally from sidewalks and

froma healthy publictree system.” Exhibit B-1. Downtown Corvallis.
Source: Wendell Ward via Flickr.com

GETTING STARTED

The process for establishingauserfee forpublicly owned infrastructure depends on ownership of the
assetbut is typically led by the local government. The processincludes assessing:

e The project’stechnical feasibility to determine whetherthe project could be completed and to
assess users’ willingness to pay.

e The project’s financial feasibility to determine if the project will coverits construction and operation
costs.

o Legislativerequirements to determine whether existing state and local legislation allows
implementation of new fees.

> City of Corvallis. “Sustainability Initiatives Funding.”
http://www.ci.corvallis.or.us/index.php?option=com_content&task=view&id=3973&Itemid=4490. Accessed
December 9, 2011.
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A-2. CONGESTION PRICING

Congestion pricingisthe use of pricing mechanisms to manage demand for services during peak periods.
The economicrationaleis that, at a price of zero, demand exceeds supply, causing ashortage, and that
the shortage could be corrected by charginga price ratherthan by increasingthe supply. Usually this
meansincreasing prices in certain times or places where congestion occurs orintroducinganew user
fee when peak demand exceeds available supply. Congestion pricing has been widely used by telephone
and electricutilities and publictransit agencies.® More recently, it has been implemented to mitigate
congestion on roadways and bridges.

Examples of congestion pricingincludethe I-15High Occupancy Toll (HOT) lanesin San Diego, California;
SR-167 in Seattle, Washington; I-25in Denver, Colorado; and I-394 in Minneapolis, Minnesota. In San
Diego, the I-15 HOT lanes tolls adjust dynamically based on real-time trafficdemand. Fees adjustin 25-
centincrements as often as every six minutes to help maintain free-flowing trafficin the HOT lanes.” In
1998, the Midpointand Cape Coral bridgesin Lee County, Florida, implemented variable pricing. Since
2003 London uses congestion pricinginits central business district, charging US$16 for some categories
of motorvehiclestotravel within acertainzone between 7a.m. and 6 p.m. Monday through Friday. The
goal of the fee is to reduce congestion and raise funds for transportation improvements.®

KEY FACTORS FOR EVALUATION

Applicability to different types of infrastructure: The revenue from congestion pricinginitiatives has
been generally allocated to both the cost of the tolling system and improving the highwayand/ortransit
system. The usesvary dependingonthe publicauthorities’ needs and priorities. In San Diego, half of the
annual revenue of the I-15HOT lanesis used to support transit service inthe I-15 corridor. In Minnesota,
state law specifies thatthe revenuecollected should first be used to coverthe operation of the tolling
system, while remaining revenue can be used to support capital improvements for roads or transit.
However, no excess revenue has been generated so farto support capital improvements.’

Approval requirements and legal and political considerations: The implementation of congestion
pricing typically requires state legislation and, in some cases, voterapproval. Publicopinionis generally
a factor to itsimplementation.

Applicationfor strong and weak real estate markets: Congestion pricingis notdirectly affected by weak
or strong real estate markets. However, real estate markets are generally correlated with economic
activity, whichinturnis correlated with travel demand. During economicdownturns, people tend to
make fewertrips than duringboomyears, and therefore toll revenue can drop.

® The World Bank. Sustainable Transport: Priorities for Policy Reform. Washington, D.C. 1996. pp. 48-49.

" FHWA. “Road Pricing Defined.”
http://www.fhwa.dot.gov/ipd/revenue/road_pricing/defined/demand_mgmt_tool.htm. Accessed August 20,
2012.

® Eltis. “An integrated approach toimplementing Congestion Chargingin London, England.”
http://www.eltis.org/index.php?id=13&study_id=3062. Accessed August 20, 2012.

° Minnesota Department of Transportation. “MnPass Express Lanes.” http://www.mnpass.org/394/index.html.
Accessed July 23, 2012.
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Capacity and scale: Revenue collected from tolls varies with demand, the toll rate, and availability of
competingfree routes oralternative modes of transportation. Revenue could vary from a few million
dollars annually to hundreds of millions of dollars depending on the project. The San Francisco—Oakland
Bay Bridge generates approximately $160 million ayear.

Ease of use: Using congestion pricingto raise revenuerequires legislative approval, technical and
financial feasibility studies, and environmental clearance. Though congestion pricing can be an effective
tool to relieve congestion and support development of transit-related projects, the process can be time
consuming and demands political commitment.

USE OF THE TOOL IN PRACTICE

Several places have implemented congestion pricing on roads by charging different prices during peak
hours.

Example:SR-91 Express Lanes
Location: Orange County, California

Description: SR-91 in Orange County has used congestion pricing sincethe mid-1990s. As required by
state law, the Orange County Transportation Authority, in consultation with the California Department
of Transportation and the Riverside County Transportation Commission, annually issues the SR-91
Implementation Plan. The plan establishes a multiphase program of projects eligible for funding from
excess SR-91 Express Lanestoll revenue, which caninclude transitand highway improvements. In 2010,
SR-91 generated nearly $42 millionin revenue. The first set of projectsis anticipated to be completed by
2016 and includes siximprovements at a total cost of approximately $1.57 billion. ™

Example: San Francisco’s Congestion Pricing
Location: San Francisco, California

Description: In 2004, the San Francisco County Transportation Authority began exploring the possibility
of introducing congestion pricingin the downtown area, motivated by the initial success of the London
congestion charge. Since then, the transportation authority has studied several proposals that could
generate $60 to $80 million of annual revenue for publictransitimprovement projects and pedestrian
and bike infrastructure enhancements. If San Francisco decides toimplement congestion pricing, it
would likely begin after 2015."*

GETTING STARTED

The process for a state or local authorities to get startedincludes:

0ora nge County Transportation Authority. “91 Express Lanes.” http://www.octa.net/91overview.aspx. Accessed
September 30, 2011.

" san Francisco County Transportation Authority. San Francisco Mobility, Access, and Pricing Study. December
2010.
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e Analyzingthe project’stechnical feasibility to determine whethertravel demand and users’
willingness to pay would support the system and whethersuitable technology is available.

e Analyzingitsfinancialfeasibility to determine if the project will be able to coverits construction and
operation costs, if any excess funds might be generated, and, if so, how the excess could be
allocated to other purposes.

e Assessinglegislative requirements to determine whether existing state and local legislation allows
congestion pricing.

e Gettingthe necessaryfederal and perhaps state environmental clearance.
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B. DEBT TOOLS

B-1. INDUSTRIALLOAN COMPANIES AND INDUSTRIAL BANKS

An industrial loan company (ILC) orindustrial bank (IB) is a state-chartered institution with banking
powers. ILCs and IBs are regulated by their state chartering authorities and, at the federal level, by the
Federal DepositInsurance Corporation. This type of financial institution can be owned by a non-financial
institution, such as a private or publicly held company not typically associated with banking activities
(e.g., General Electric, General Motors, Merrill Lynch, Morgan Stanley, American Express, Target,
Nordstrom, and Harley-Davidson). As of 2011 ILCs and IBs are permittedin seven states: California,
Colorado, Minnesota, Indiana, Hawaii, Nevada, and Utah. Most are in California, Nevada, and Utah.

Although ILCs and IBs are regulated at the state level and regulations vary by state, they are largely
subjecttothe same regulatory and supervisory oversight as commercial banks. In some states, however,
ILCs and IBs are not subjectto the same usury limits as retail banks and can charge higherinterest rates
on creditcards.” Because ILCs and IBs are notas restricted in some ways as other types of financial
institutions, they have been an attractive way for corporations to enter the financial services market,
and many major corporations have established IBs.

However, the differences fromretail banks have also made ILCs and IBs controversial. In 2011, the
Dodd-Frank Wall Street Reform and Consumer Protection Act extended a moratorium on new charters
for commercially owned ILCs that had originally been putin place forall ILCsin 2006. The legislation also
directedthe U.S. Government Accountability Office to study whetherILCs and IBs pose any threatto the
stability of the financial system. The GAO’s reportincluded various views on this issue.™

Most ILCs and IBs serve as small financing companies; however, some have expanded their operations
to include some commercial and collateralized real estate lending. Largely operating as abank would,
ILCs and IBs are authorized to make consumerand commercial loans, issue credit cards, and to accept
federally insured deposits, but most ILCs and IBs do not operate on a retail basis with branchesina
community. ILCs and IBs are subject to the Community Reinvestment Act, afederal law designed to
encourage banksto help meetthe creditneeds of the communities in which they operate, including
low- and moderate-income neighborhoods.*

Because ILCs and IBs do not typically lend to individuals and small businesses in the community, they
must find other ways to meetthe CRA requirements. Methods include buying housing bonds issued by
government agencies and making CRA-qualified loans fora public purpose.™ In Utah, forexample, UBS
Bank USA, an ILC that is the banking affiliate of UBS Wealth Management Americas, is providing the

12 U.S. Government Accounta bility Office. Industrial Loan Companies, Recent Asset Growth and Commercial
Interest Highlight Differences in Regulatory Authority. 2005.p. 22.

3 Us. Government Accounta bility Office. Characteristics and Regulation of Exempt Institutions and the
Implications of Removing the Exemptions. 2012.

' Federal Financial Institutions Examination Council. “Community Reinvestment Act: Background and Purpose.”
http://www.ffiec.gov/CRA/history.htm. Accessed February 21,2012.

!> personal communication with Da rryl Rude, Utah Department of Financial Institutions, by Sarah Graham,
Strategic Economics, on February 21, 2012.
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Utah Housing Corporation, a publiccorporation created by the state, with a $150-million line of creditto
help ensure the housing corporation’s ability to provide mortgages and down-payment assistance for
first-time homebuyers. The Utah Housing Corporation typically finances mortgages through the sale of
tax-exempt housing bonds. Because the sale of bonds might occurinfrequently, the UBS-backed line of
creditfillsashort-termfinancing gap forthe housing corporation.

Since ILCs and IBs operate largely as commercial banks do, financing for TOD infrastructure froman ILC
or IBwould typically be like getting financing from any otherbank, and government agencies would be
subjecttothe same interestrates as any conventionalloan. Government agencies might be able to
establish agreements with ILCs or IBs for TOD infrastructure loans that have betterinterestratesand
termsif the loan helps ILCs and IBs meet their CRA requirements.*®

KEY FACTORS FOR EVALUATION

Applicability to different types of infrastructure: Because IBsissue loans that must be repaid, they
appearto be mostapplicable toinfrastructure types that generate revenue, such as sewer or water
projects that charge a user fee. However, IBs appearto be largely untested in financinginfrastructure.

Approval requirements and legal and political considerations: Borrowing froman IB would likely be
similarto borrowing froma commercial bankand would notinvolve significantapproval or legal
considerations.

Application for strong and weak real estate markets: Thisfinancingtool does notrely on new
developmentand therefore has the potential to be applicable in both strongand weak real estate
markets.

Capacity and scale: The scale of projects that could be financed with this tool would depend on the size
of the IB and its sources of capital for lending.

Ease of use: As described underapproval requirements, establishinganew IBis permittedin only seven
states, butinstitutions authorized in those states can offer services nationwide. More widespread use of
ILCs and IBs could require enabling legislation in the state.

OTHER LIMITATIONS OF THETOOL

Industrial loan companies orindustrial banks are not permittedin 43 states. Loans are limited to
purchasingor refinancing commercial property, mixed-use properties, offices, retail, industrial and
warehouse buildings, manufacturing plants, personalloans, consumerloans, and mortgages.

USE OF THE TOOL IN PRACTICE

Thistool appears untested forinfrastructure.

1% 1bid.
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GETTING STARTED

Borrowingfroman industrial loan company orindustrial bank would likely be similarto borrowing from
a commercial bank; a local governmentwould approachthe ILCor IB directly toinquire about the
availability of loans.

REFERENCES

Federal Financial Institutions Examination Council. “Community Reinvestment Act: Backgroundand
Purpose.” http://www.ffiec.gov/CRA/history.htm. Accessed February21, 2012.

Personal communication with Darryl Rude, Utah Department of Financial Institutions, by Sarah Graham, Strategic
Economics,on February 21, 2012.

U.S. Government Accountability Office. Characteristics and Regulation of Exempt Institutions and the Implications
of Removing the Exemptions. 2012. http://www.gao.gov/products/GAO-12-160.

U.S. Government Accountability Office. Industrial Loan Companies, Recent Asset Growth and Commercial Interest
Highlight Differences in Regulatory Authority. 2005. http://www.gao.gov/products/GAO-05-621.
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B-2. GENERAL OBLIGATION BONDS

General obligation bonds are a type of municipal bond"” used in general publicfinance or municipal
finance. General obligation bonds are generally tax-exempt and are issued for municipal projects that do
not generate revenue. They are backed by the “full faith and credit” of the issuerratherthan the
revenue from a project. *® Typically, no assets are used as collateral.

General obligation bonds can be issued by government entities including states, counties, cities,
redevelopment agencies, special-purpose districts, school districts, or publicutility districts. The issuer
uses proceeds from the bond sale to pay for capital projects, such as utilities, housing, publictransit
facilities, parks, water delivery systems, and other projects, or for other purposes that it cannot or is not
willingto pay for with otheravailable funds.*

KEY FACTORS FOR EVALUATION

Applicability to different types of infrastructure: The proceedsfrom a general obligation bond sale can
pay for TOD capital projects, such as housing, transit facilities, parks, or streetimprovements. Tax
regulations allow certain exceptions and allow using general obligation bonds to fund otheritems such
ongoingoperations and maintenance expenses.

Approval requirements and legal and political considerations: State law generally sets the
requirements and conditions forissuing general obligation bonds. In some cases, the bond issuance
mightrequire voterapproval.

Application for strong and weak real estate markets: General obligation bond issuance can be affected
by real estate market conditions if part of the revenue stream that serves the debt comes from real
estate taxes. In a weak real estate market, investors might require credit assistance (e.g., debtreserves)
to preventdefault orimpose more stringent debt terms (e.g., shorter maturity or higher debt service
coverage ratios).

Capacity and scale: There isno limittothe scale of the project. However, issuance costs and project
economics encourage grouping small projectsinto larger projects or programs of projects.

Timing and lifecycle: Although state law might authorize longer maturities, bonds are usually issued on
a 20- to 30-year basis based on the economics of bond markets.

Ease of use:Issuinggeneral obligation bonds requires specialized advisors. Fees and expenses
associated withissuance, as well as capitalized interest during construction (ifapplicable), can be
includedinthe principal of the debt.

Y There are two types of municipal bonds:thosethat are general obligations of theissuer and those that are
secured by specified revenue (revenue bonds, discussedinthefollowingsection).

'8 AASHTO Center for Excellencein Project Finance. “General Obligation Bonds.” http://www.transportation-
finance.org/funding_financing/financing/bonding_debt instruments/municipal public bond issues/general oblig
ation_bonds.aspx.Accessed August 24,2012

9 1bid.
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OTHER LIMITATIONS OF THETOOL

General obligation bond transactions can be complex, requiring knowledge of leasing, real estate law,
corporate entity formation, and securitization in addition to publicfinance and tax law. Therefore, for
these instrumentsto be viable, the amount of debtto be issued needsto exceedits transaction costs.

USE OF THE TOOL IN PRACTICE

Example: Washington Dulles Corridor Metrorail Project
Location: Northern Virginia

Description: Votersinthe Virginia counties of Arlington, Fairfax, Loudoun, and Prince William approved
over$1.6 billionin general obligation bonds for transportation projects. About one-third of these bonds
supporta 23-mile Metrorail extension from Fairfax County to Loudoun County. Generalfunds, which
come from primarily local property taxes, are used to pay the debt service.*

GETTING STARTED

The process generally starts with a state, county, city, redevelopmentagency, orspecial-purpose district
identifyingaprojectora group of small projects. The agency will need toinvolveadvisors, including a
financial advisor, an underwriter, bond counsel, a ratingagency, andinsurers, to assess the feasibility of
issuingageneral obligation bond.

REFERENCES

AASHTO Center for Excellencein Project Finance. “General Obligation Bonds.” http://www.transportation-
finance.org/funding_financing/financing/bonding_debt_instruments/municipal_public_ bond_issues/general oblig
ation_bonds.aspx.Accessed August 24,2012

Biesiadny, Tom. “Presentation to Maryland Transit Funding Study Steering Committee.” Fairfax County
Department of

Transportation. http://www.mdot.maryland.gov/Office%200f%20Planning%20and%20Capital %20Programming/Tr
ansit Funding_Study/Documents/Fairfax%20County%20Presentation.pdf. Accessed August 23, 2012.

FHWA. Innovative Finance Primer. 2004. http://www.fhwa.dot.gov/ipd/pdfs/finance/ifprimer.pdf.

Title 26 U.S. Code, § 149."Bonds must be registered to be tax exempt; other
requirements." http://www.law.cornell.edu/uscode/html/uscode26/usc_sec 26_00000149----000-.html.

Good Jobs First. “Municipal Bond Basics: Whatarethe Main Types of Municipal
Bonds?” http://www.publicbonds.org/bond_basics/municipal_bonds.htm. Accessed August 22, 2011.

20 Biesiadny, T. “Presentation to Maryland Transit Funding Study Steering Committee.” Fairfax County Department
of Transportation.
http://www.mdot.maryland.gov/Office%200f%20Planning%20and%20Capital %20Programming/Transit Funding_S
tudy/Documents/Fairfax%20County%20Presentation.pdf. Accessed August 23, 2012.
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B-3. REVENUE BONDS

Arevenue bondisatype of municipal bondthatissecured by a specificrevenue stream. Revenue bonds
can be issued by cities, counties, and, in some states, special districts to finance improvements fora
revenue-producing enterprise. Revenue bonds are repaid solely from the revenue generated by the
financed facility (e.g., an airport, water system, orsewer system). The revenue used to back the bonds
can include service charges orrates, tolls, connection fees, admission fees, and rents. Revenue bonds
can finance transitfacilities, with fare box revenue providing part of the revenue stream required to
secure the bond.

Under the typical revenue bond structure, income from the revenue-generating enterprise is putintoa
revenue fund. Expenses for operations and maintenance are paid first from the revenue fund. Only after
those costs are paid do revenue bondholders receive payments. Most project-backed revenue sources
are less secure than taxes that would back a general obligation bond. In addition, revenue bonds are not
backed by the full faith and credit of a publicentity, as general obligation bonds are. Forthese reasons,
revenue bonds carry a somewhat higherdefault risk and therefore higherinterest rates than general
obligation bonds.

KEY FACTORS FOR EVALUATION

Applicability to different types of infrastructure: Revenue bonds can be used only forrevenue-
generatinginfrastructure (e.g., parking, water and wastewater systems, toll roads and bridges, and
transit).

Approval requirements and legal and political considerations: Some states require voterapproval for
revenue bonds.

Application for strong and weak real estate markets: This financingtool does notrely on new
developmentandistherefore applicablein strong and weak real estate markets.

Capacity and scale: Revenue bonds can be soldin $5,000 units and have no explicitthresholds on the
capacity and scale of a project. However, for smaller bond issuances, transaction costs can be
considerable compared to total proceeds, so smaller projects are often grouped together forbond
issuances.

Ease of use: Revenue bonds are typically part of a complex financing package that requires extensive
financial analysis and bond counsel.

Timing and lifecycle: Revenue bonds typically mature in 20 to 30 years. However, all the bondsinan

issuance might not mature at the same time. Bond issuances with staggered maturity dates are known
as serial bonds.

OTHER LIMITATIONS OF THETOOL

Revenue bonds are somewhat more risky than othertypes of municipalbonds because theyare not
backed by the full faith and credit of a publicentity and therefore have higherinterest rates.
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USE OF THE TOOL IN PRACTICE

Example: West Dublin/Pleasanton BART Station and Transit Village
Location: Dublin, California

Description: Bay Area Rapid Transit (BART) recently completed the $106-million West Dublin/Pleasanton
Station, a new transit station built on an existing commuterrail line. One of the most challenging aspects
of the project was that structured parking needed to be built before otherrevenue-generating
components of the project. BART used bond financing to build the station and structured parking. The
debtservice onthe bonds will be repaid using proceeds from planned real estate development, as well
as BART parking and fare box revenue. The cities of Dublin and Pleasanton and Alameda County agreed
to place a total of $8 millionin areserve account, which will be used if there is ashortfall in the debt
service onthe bonds or in station operating costs. **

GETTING STARTED

Securinga revenue bond would require significant analysis of the project’s legal, technical, and financial
feasibility, including analysis to document project costs and projected revenuefrom the built
infrastructure project.

REFERENCES

BART. “BART riders celebrate grand opening of West Dublin/Pleasanton Station Saturday.” February 18,
2011. http://www.bart.gov/news/articles/2011/news20110218.aspx.

Center for Transit-Oriented Development. Capturing the Value of Transit. Prepared for FTA.
2008. http://reconnectingamerica.org/assets/Uploads/ctodvalcapture110508v2.pdf.

L BART. “BART riders celebrate grand opening of West Dublin/Pleasanton Station Saturday.” February 18, 2011.
http://www.bart.gov/news/articles/2011/news20110218.aspx.
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B-4. PRIVATEACTIVITY BONDS

Private activity bonds (PABs) are federal-and state-tax-exempt securities issued by state or municipal
governments to provide financing for private entities.”> The federal governmentimposes alimit on how
many PABs each state can issue annually based on the state’s population.”® Although programs vary by
state, PABs are used to finance projects with a publicbenefit such aslow-income housing development,
hazardous and solid waste facilities, redevelopment projects, and infrastructure projects like sewer,
water, and energy systems. PABs are secured by and repaid from revenue generated by the project that
theyfinanced. PABs are not backed or guaranteed by the issuing municipality.

PABs were notavailable to finance transportation infrastructure until the 2005 Safe, Accountable,
Flexible, Efficient Transportation Equity Act: A Legacy for Users (SAFETEA-LU) added transportation
infrastructure to the types of projects that can be funded with PABs and set aside $15 billion for DOT to
allocate among qualified projects. This $15 billion is not subject to any individual state’s PABvolume
cap. By providinglow-cost financing to projects with private involvement, the DOTPAB program aims to
increase private investmentin transportation infrastructure. As of May 2011, 30 percent of the $15
billion had been allocated to seven projects, leaving just over $10 billion of PABs for future projects.**

This tool description focuses on DOT’s PAB program; local governments should check with their state
bond allocation offices forinformation on state programs.

KEY FACTORS FOR EVALUATION

Applicability to different types of infrastructure: To be eligiblefora PAB, projects must receive federal
assistance underTitle 23 (Highways) or49 (Transportation) of the United States Code (U.S.C.) and
involve private participation.”” PABs are thus a form of public-private partnership. Qualified projects
underTitles 23 and 49 include construction of bicycle transportation and pedestrian walkways along
urban andrural principal arterial routes, acquisition of sceniceasements and scenicor historicsites,
landscaping and otherscenicbeautification, preservation of abandoned railway corridors (including the
conversion into pedestrian or bicycle trails), environmental mitigation to address water pollution due to
highway runoff, intra- orintercity bus terminals, bus corridors, and parking facilities.

DOT has the discretion to determinewhatis considered federal assistance for eligibility purposes. In
general, some material element of a project, such as engineering design work, must be supported by
federal funds. Transportation Infrastructure Finance and Innovation Act (TIFIA)*® assistance is
considered federal assistance for purposes of PAB eligibility; both TIFIAand PABs can be used in the
same project.

22 EHWA. “Private Activity Bonds (PABs).” http://www.fhwa.dot.gov/ipd/fact_sheets/pabs.htm. Accessed August
22,2011.

2% commonwealth of Massachusetts. “Private Activity Bonds.” http://www.mass.gov/anf/budget-taxes-and-
procurement/cap-finance/private-activity-bonds.html. Accessed August 23, 2012.

> EHWA. “Private Activity Bonds (PABs).” http://www.fhwa.dot.gov/ipd/fact_sheets/pabs.htm. Accessed August
22,2011.

*> The privatesector must use at least 10 percent of the financingand payatleast10 percent of the debt.

26 See Section C-2 of this appendix for a description of TIFIA.
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Approval requirements and legal and political considerations: DOT allocates the $15 billion of PAB
assistance authorized in 2005. However, PAB allocation from DOT merely provides a “license toissue.”
Upon receipt of PAB allocation, the private entity must still identify the appropriate public-sectorissuer
fora PABand follow all requirements for the bond issuances.

Application for strong and weak real estate markets: PABissuance can be affected by the conditions of
the real estate marketif a share of the revenue streamto serve the debtisreal estate-related, such as
real estate taxes. Ina weak real estate market, investors might require the issuerto use credit assistance
to preventdefault.

Capacity and scale: PABs have no explicit eligibility requirements related to the capacity and scale of a
project. However, most of the PAB allocations have gone to large projects. The smallest PABallocation
to a single project was $398 million; the median allocation amount is $592 million.

Timing and lifecycle: The term to maturity cannot exceed 120 percent of the useful life of the facility
beingfinanced. Asapart of the applicationto DOT, the applicant needs to identify the financial
structure of the proposed project, including the sources of security and repayment forthe bonds.
Repayment of the bondsis typically tied to the revenue generated by the project.

Ease of use: PABsrequire that projects to be financed involve private participation in addition to
receivingfederal assistance under U.S.C. Titles 23 or 49. As such, project elements funded with federal
assistance must follow all federal-aid requirements. In addition, PAB allocation recipients are required to
retain bond counsel to ensure that all Internal Revenue Service requirements for PABs are followed.
Financing with PABs requires strict compliance with requirements and limitations established by the
Internal Revenue Code.

OTHER LIMITATIONS OF THETOOL

While PABs are intended to lowerfinancing costs by offering tax-exempt benefits, depending on market
demand and conditions, PABs can be more expensive financing tools than traditional tax-exempt bonds
or otheralternatives becausetheirinterest rate advantage can be achieved onlyif the PABreceivesan
investment grade rating from one of the nationally recognized rating agencies.

USE OF THE TOOL IN PRACTICE

Between the passage of SAFETEA-LU in 2005 andJune 2012, PABs have beenissued forsix projects, and
DOT has approved allocations for an additional seven. Together these thirteen projects account for just
over half of the $15 billionin PABs allowed underthe act (shown in Exhibit B-2).
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Project | PAB Allocation
Bonds Issued
Capital Beltway HOT Lanes, VA $ 589 million
North Tarrant Express, TX $ 400 million
IH 635 (LBJ Freeway), TX $ 615 million
Denver RTD Eagle Project, CO $ 398 million
CenterPoint Intermodal Center, Joliet, IL $ 150 million
Downtown Tunnel/Midtown Tunnel, Norfolk, VA $ 664 million
Subtotal $ 2,816 million
Allocations
Knik Arm Crossing, AK $ 600 million
CenterPoint Freight Intermodal Center, Joliet, IL $ 1,190 million
I-80 RailPort, Seneca, IL $ 576 million
CenterPoint Intermodal Center, Kansas City, KS $ 475 million
Northwest Corridor Project, GA $700 million
I-95 HOV/HOT project $600 million
RidgePort Logistics Center, Will County, IL $ 555 million
Subtotal $ 4,696 million
Total PAB Allocations and Issues $ 7,511 million

ExhibitB-2. PAB Pipelineas of June 6, 2012

Source: FHWA. “Tools & Programs: Federal Debt Financing

Tools.” http://www.fhwa.dot.gov/ipd/finance/tools programs/federal debt finandng/priva
te_activity bonds/index.htm. Accessed July 17,2012.

Example: Denver Eagle Public-Private Partnership
Location: Denver, Colorado

Description: The population of the Denver metropolitan areais projected to grow 154 percent between
2000 and 2020. Afterconsidering optionsto expand the existinginfrastructure to serve the future
population, Denver’s Regional Transportation District (RTD) decided to build 122 miles of new commuter
and lightrail, 18 miles of bus rapid transit service, and 21,000 new parking spaces at bus and rail
stations.”’

Due to the size of the expansion, RTD decided to finance and build the projectin stages. The Eagle
segment, consisting of the 22.8-mile East Corridorand the 11.2-mile Gold Corridor, will be builtundera
public-private partnership. The private sectorisresponsiblefordesigning, building, partially financing,
and operating the system, but RTD will retain ownership of all assets.?® The concession term (i.e., the
time the private sectorwill be responsible forthe project) is 34 years—five years for construction and 29
years for operation. The total financing package is $1.64 billion. The private sectoris contributing $54.3
millionin equity. RTDissued $397.8 millionin private activity bonds and is providing $1.14 billionin
construction payments and $44 million in pre-completion service payments. In addition, RTD will make

27 Metropolitan Planning Council. “PPP Profiles: EagleP3, a section of Denver’s comprehensive transitexpansion,
FasTracks.” http://www.metroplanning.org/news-events/article/6139. Accessed July17,2012.

?% RTD. “Eagle P3 Project” http://www.rtd-fastracks.com/main_126. Accessed August 22, 2011.
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monthly service paymentstothe developers after completion based on performance. The private-sector
partners will have to comply with specificstandards (e.g., response times to incidents and infrastructure
maintenance). When the private partner does not meet those standards, RTD can reduce its service
payments. RTD expects to pay a maximum of $5.5 billion in service payments overthe life of the
contract.”’

GETTING STARTED

PABs can be issued only for projects with private investment and a stable revenue stream (e.g., userfees
such as tolls orfares or other committed publicsources). The first steps torequest PAB assistance
include:

e Assessment of projecteligibility. Projects must receivefederal assistance under U.S.C. Titles 23 or
49,

o Application submission. DOT accepts applications for PAB assistance from publicagencies
throughoutthe year. Thereis no fixed format for PAB applications; however, DOT has suggested
that project sponsors provide the following information: amount of allocation requested, proposed
date of bondissuance, draft bond counsel opinion letter, project description, description of Title 23
or 49 funding received by the project, and project readiness. *°

REFERENCES

Commonwealth of Massachusetts. “Private Activity Bonds.” http://www.mass.gov/anf/budget-taxes-and-
procurement/cap-finance/private-activity-bonds.html. Accessed August 23, 2012.

FHWA. “Private Activity Bonds (PABs).” http://www.fhwa.dot.gov/ipd/fact_sheets/pabs.htm. Accessed August 22,
2011.

FHWA. “Tools and Programs: Private Activity Bonds
(PABs).” http://www.fhwa.dot.gov/ipd/p3/tools_programs/pabs.htm. Accessed July17,2012.

FHWA. “Tools & Programs:Federal Debt Financing
Tools.” http://www.fhwa.dot.gov/ipd/finance/tools_programs/federal debt financing/private_activity _bonds/ind
ex.htm. Accessed July 17, 2012.

Metropolitan Planning Council.“PPP Profiles: EagleP3, a section of Denver’s comprehensive transitexpansion,
FasTracks.” http://www.metroplanning.org/news-events/article/6139. Accessed July17,2012.

RTD. “Eagle P3 Project” http://www.rtd-fastracks.com/main_126. Accessed August 22, 2011.

29 Metropolitan Planning Council. “PPP Profiles: EagleP3, a section of Denver’s comprehensive transitexpansion,
FasTracks.” http://www.metroplanning.org/news-events/article/6139. Accessed July17,2012.

*% FHWA. “Tools and Programs: Private Activity Bonds (PABs).”
http://www.fhwa.dot.gov/ipd/p3/tools_programs/pabs.htm. AccessedJuly 17, 2012.
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B-5. CERTIFICATES OF PARTICIPATION AND LEASE REVENUE BONDS

Certificates of participation (COPs) and lease revenue bonds (LRBs) are tax-exempt bonds usually
secured with revenue froman equipment orfacility lease.' These instruments are issued by state-
authorized entities (e.g., state publicworks boards, joint powers authorities, municipalities, or transit
agencies).

KEY FACTORS FOR EVALUATION

Applicability to different types of infrastructure: LRBs and COPs have been usedin publicfinance to
support a broad variety of projects and programs, including acquisition of land orequipment,
transportation (e.g., lightrail and toll bridges), water and wastewater treatmentfacilities, and real
estate (e.g., parkingfacilities, publicbuildings). Neithertool is suitable for funding operations and
maintenance activities.

Approval requirements and legal and political considerations: LRBs and COPs do not require voter
approval because these instruments are not backed by federal or state government revenue.

Application for strong and weak real estate markets: The issuance of COPs and LRBs can be affected by
the conditions of the real estate marketif the revenue streamto serve the debtis real estate-related,
such as the lease of a publicbuilding with commercial space. In aweak real estate market, investors
mightrequire credit assistance to prevent default, including rental interruption insurance and the
creation of a debtservice reservefund, whichwould be funded by the bond issue andis considered a
last resort to pay debt service.>?

Capacity and scale: Thereisno limitto the scale of projects; however, issuance costs and project
economics encourage grouping smallprojectsinto larger projects or programs of projects to be funded.
Local agencies with projects that are too small to attract investors orto otherwise be feasible forlease
financing can work together and create a pool of projectsto issue a COP or LRB. By groupingthe
projects, local agencies can minimize the issuing costs and possibly reduce the interest that must be paid
on the lease. Additionally, because using COPs or LRBs allows the projectto be financed by many small
investors ratherthan one large one, itincreases the pool of potential investors.

Timing and lifecycle: The maturity of the instrument cannot exceed the useful life of the facilityor
equipmentfunded. Forinstance, COP transactionsinvolving FTA grants have funded multiple bus
acquisitions with maturities up to 12 yearsand a light rail project with a maturity of 27.5 years.

Ease of use: The issue of both instruments requires participation of specialized advisors. Fees and
expenses associated withissuance, as well as capitalized interest during construction (if applicable) can
be includedinthe principal of the debtissued.

> AASHTO Center for Excellencein Project Finance. “Certificates of Participation.” http://www.transportation-
finance.org/funding_financing/financing/bonding_debt instruments/certificates of participation.aspx. Accessed
August 24,2012.

*2 Tax law sets the amount of the reserve fund. For state leasefina ncings,itis generally 50 percent of the
maximum semi-annual debt service.
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OTHER LIMITATIONS OF THETOOL

COP and LRB transactions can be complex, requiring knowledge of leasing, real estate law, corporate
entity formation, and securitization, in addition to publicfinance and tax law. Therefore, their costs of
issuance tendto be high and are worthwhileonly forlarger projects or groups of smaller projects.

USE OF THE TOOL IN PRACTICE

Example: Sacramento Regional Transit District’s
light-rail system

Location: Sacramento, California

Description: In 1985, the city of Sacramento
issued $29.4 million of COPs for funding needed
to complete the Sacramento Regional Transit
District’s light-rail system when costs rose above
the original project estimate of $131.2 million
(Exhibit B-3). The city’s share of the projectrose
from 5.1 percentto 19 percentdue to the cost
overruns. ExhibitB-3. Sacramento Regional TransitDistrictlight

rail.
Source:lanBrittonvia FreeFoto.com.

Example: Metrorail Garage Projects

Location: Montgomery County, Maryland

Description: In 2011, Montgomery County issued around $35 millionin LRBs to finance the costs of
parking structures at transit stations and to refund outstanding LRBs to save money on theirdebt
service. The parking structures will serve stations for Metrorail, the Washington, D.C., regional rail
system. The county expects to pay debt service on the LRBs from rental payments made by the
Washington Metropolitan Area Transit Authority (WMATA) underalease agreement. Parkingrevenue is
depositedintoanaccountestablished forthe county and held by WMATA intrust to meetthe transit
authority’s obligation underthe facility lease agreements.>

GETTING STARTED

LRBs and COPs can be issued by multiple entities, including joint powers authorities, municipalities,
transitagencies, orcounties, depending on state law. The entity identifies a project or a group of small
projects suitable foralease arrangement. In addition, the issuing entity willneed agroup of advisors,
includingafinancial advisor, an underwriter, bond counsel, aratingagency, and insurers, to assess the
feasibility of issuing eithera LRB or a COP.

** FTA. “FY 2013 Funding Recommendations.” http://www.fta.dot.gov/printer friendly/12868 3535.html.
Accessed August 24, 2012.

3 Montgomery County, Maryland. Lease Revenue Project and Refunding Bonds (Metrorail Garage Projects). 2011.
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B-6. REVOLVINGLOAN FUNDS

A revolvingloan fund (RLF) is a pool of money dedicated to specifickinds of investments. The money
used to repay loans replenishes the fund and is loaned out again.>> RLF initial funding sources are
typically publicor private “seed money” and/oran ongoing revenue stream. The capitalization orinitial
funding could come from appropriations, grants, borrowing of capital funds, orthe proceeds of aone-
time assetsale. The ongoingrevenuestream could be a dedicated portion of an existing or new tax.

Government agencies or nonprofits establish RLFs to help projects move forward by providing access to
capital funds through a variety of financing mechanisms, including loans with rates and repayment
termsthat could be more favorable thanthe borrower could findinthe market and credit assistance
tools such as letters of credit, * lines of credit,*” bond insurance, debt service reserves, and debt service
guarantees. RLFs can provide access to capital markets for projects that have poor risk profiles to meet
economicdevelopment (e.g., new business development), environmental (e.g., safe drinking water), or
other publicpolicy goals. RLF financing can also be useful for projects where the revenue stream might
beirregular. RLF customers caninclude local governments, special districts, state agencies, private
corporations, or nonprofit organizations.

KEY FACTORS FOR EVALUATION

Applicability to different types of infrastructure: The types of projects funded depend onthe RLF’s
policies. RLFs have been established to fund affordable housing, historic preservation, transportation,
energy efficiency, safe drinking water, and small business development.*® RLFs have been used to fund
infrastructure projectsin the water, transportation, environmental, and agricultural sectors.

Approval requirements and legal and political considerations: The need forlegislation to establish an
RLF varies by state. In addition other barriers might existin current law, regulation, or policy related to
bonding, makingloans, or otherfinancial assistance.

Application for strong and weak real estate markets: Real estate market strength does not directly
affectan RLF unlessthe debtrepaymentsource isrelated to property orreal estate (e.g., property
taxes). If the real estate marketis weak, the borrower’s defaultrisk increases, and the fund’s long-term
sustainability can be undermined.

Capacity and scale: The scale of financed projects varies depending on the fund’s policies. Loans can
range from $100,000 to tens of millions of dollars.

*° EPA. A Sustainable Brownfields Model Framework. 1999. http://www.epa.gov/nscep/index.html. p. 121.

3 A letter of creditis a form of loan fromthe SIBto be used only inthe event of ashortfall in netrevenue for debt
service (i.e., a contingent loan). A letter of creditis security provided directly to the lender and/or bondholders (via
the trustee) rather than to the borrower or projectsponsor.

*” Alineof creditis a contingent loan similar to a letter of credit. The difference is thata lineofcreditis security
availabledirectly to the borrower or project sponsor with flexibility in use of the funds.

38 Booth, S.; Doris, E.; Knutson, D.; and Regenthal, S. Using Revolving Loan Funds to Finance Energy Savings
Performance Contracts in State and Local Agency Applications. National Renewable Energy Laboratory. 2011.
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Timing and lifecycle: Forinfrastructure projects, the loanterm can range between 10and 30 years.

Ease of use: RLFs can be an effectivetool to help infrastructure projects advance. However, creating an
RLF requires consensus on numerous institutional, financial, and managerial decisions that can involve
several stakeholders such state agencies, privatedonors, and potential users. In addition, how the RLF is
managed largely determines the fund’s long-term sustainability. Whileit might be temptingto leverage
an RLF as much as possible, higherleverage also leads to higherrisk exposure and can make the fund
lesssustainableinthe longrun.

OTHER LIMITATIONS OF THETOOL

A majorchallenge forRLFsisto provide access to capital funds to projects that could create social
benefits but have apoorrisk profile due toalowerlikelihood of loan repayment (typically non-revenue
generating projects). To be self-replenishing, RLFs must generate enough returnininterest and principal
payments. Therefore, an RLF’s success depends largely on enforcing loan repayments; any defaults on
projectloans will reduce the number of additional loans that can be made. The RLF’s ability to sustain
itself relies heavily onthe fund managers’ ability to mitigate the risk of poorrisk profile projects.
Strategies couldincludeinvestingin diversesectors or projects and requiring additional credit
assistance.

USE OF THE TOOL IN PRACTICE

No RLFsfocus specifically on TOD infrastructure, but because many state infrastructure banks are
structured as RLFs, any bank thatfinances transit facilities, bikeways, streets renovation, and similar
projects encourages TOD. The Minnesota Transportation Revolving Loan Fund, a state infrastructure
bank describedinthe nexttool profile, is one example.

GETTING STARTED

Implementing a RLF requires making multipleinstitutional, financial, and managerial decisions:*’

e RLF policy: Stakeholders need to decide the purpose of the fund, the types of projects tofund, and
the type of clients that will have access to capital.

e Enabling legislation: Stakeholders need to determine whetherlegislationis needed and assess any
potential barriersin current law, regulation, or policy related to bonding, makingloans, or other
financial assistance.

e Capitalization: The entity establishing the fund needs to identify initial capitalization sources (seed
money). Anotheroptionisto establish an ongoingrevenue stream to support the fund’s activities.
Factors to consider when capitalizing a RLF include the estimated cost of identified first-round
projects; the estimated cost of potential future projects; forms of assistance to be provided (loans
and terms, lines of credit, guarantees, etc.). Additionally, the ability and suitability to leverage the

39 EHWA. “Resources: Federal Credit Assistance Tools.”
http://www.fhwa.dot.gov/ipd/finance/resources/federal credit/sib_primer.htm#lV2a. AccessedJuly 25,2011.
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bank’s capital should be discussed. Bond issuance has been one of the mechanisms usedtoincrease
the pool of resources available for projects, but thisis subject to the issuer’s credit rating (bonds are
requiredto beinvestmentgrade, atleast BBB) and current market conditions.

e Institutional structure: An institution willhave to be selected to manage the fund. Many options are
viable, including establishing a single purpose finance authority for the RLF or housing the fund’s
account ina state agency such as the state treasury department, economic developmentagency, or
department of commerce.

e Project screeningcriteria: Projectsinitially are screened based on general eligibility guidelines,
which mightinclude:the existence and strength of identified revenue streams forloan or otherfund
assistance repayment, consistency with local and regional plans, and consistency with state
infrastructure plans.

e Project selectioncriteria: Following project screening and capitalization decisions, eligible projects
are subjecttoa more detailed project selection procedure based on specificcriteria. Potential
criteriacouldinclude: the project’s economicand social benefits, the project’simpact on public
mobility and safety, the project’s readiness (completion of environmental clearanceand
construction approvals), and the project’s ability to leverage other funding sources.

e Loan application material: Fund managers will need to determine what supportingdocuments and
materials will be required with the loan application.
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B-7. STATE INFRASTRUCTURE BANKS

State infrastructure banks (SIBs) help finance infrastructure projects through a variety of mechanisms,
includingloans with rates and repayment terms that are betterthan the borrower could find in the
marketand credit assistance tools such as letters of credit, lines of credit, bond insurance, debt service
reserves, and debt service guarantees. The money used to repay loans goestothe bankfor additional
lending. SIBs thus function as a type of RLF. SIB customersinclude local governments, special districts,
state agencies, private corporations, and nonprofit organizations.

SIBswere firstauthorized in 1995 as a part of the National Highway Designation Act to help accelerate
transportation improvements by offering various forms of financial assistance to local entities through
state transportation departments. During the pilot program, 10 states were permitted to use a portion
of theirfederal-aid funds, matched with non-federal funds, as seed money to establish an SIB.*°
SAFETEA-LU authorized all states to enterinto cooperative agreements with DOT to establish
infrastructure revolvingloan funds eligible to be capitalized with federal transportation funds authorized
for fiscal years 2005 to 2009.

As of 2011, 33 state departments of transportation, includingthose in Colorado, Utah, and Georgia,
have used federal funding to create SIBs. The amount of funding available depends on the size of the
state’s SIB, which varies from less than $1 million (Wisconsin) to more than $100 million (Ohio).*! To
leverage the bank’s lending capacity, some states have issued debt through bonds.

KEY FACTORS FOR EVALUATION

Applicability to different types of infrastructure: Projects must be eligible under U.S.C. Title 23 or Title
49. Eligible transit projects include acquisition of real estate property and rights-of-way; capital projects
to modernize existing fixed guideway systems; capital projects to replace, rehabilitate, and purchase
busesand related equipment and to construct bus-related facilities; construction of dedicated bus and
high occupancy vehicle lanes; and construction of park andride lots.

The types of projects funded vary accordingtothe SIB’s loan policies, which depend on each state’s
needs and strategies. Some banks, such as those in South Carolinaand Florida, seek to leverage the
available capital as much as possible and offerloans only to projects that have strong supplementary
financing sources and proven revenue streams. Borrowers can use several revenue sources, such as
tolls, userfees, or othertaxes, torepayloans. Otherstates, such as Minnesota, do notlend to revenue-
generating projects such as toll roads but and provide financing only to publicagencies that can make
repayments using future local government revenue.

*© EHWA. “Tools & Programs:Federal Credit AssistanceTools. State Infrastructure Banks (SIBs).”
http://www.fhwa.dot.gov/ipd/finance/tools programs/federal credit assistance/sibs/index.htm.Accessed
August 20, 2012.

1 West Coast Collaborative. “State Infrastructure Banks (SIBs) FactSheet.”
http://westcoastcollaborative.org/files/meetings/2006-02-01/SIBs%20Fact%20Sheet.pdf. Accessed August 20,
2012.
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Otherstates have established specific programs to help regional transportation projects that meet
certain conditions. Forexample, Florida set aside $100 million for regional projects on the condition that
at least 25 percent of the costs be matched by othersources. In addition, Florida’s SIB provides
emergency loans for disaster damage to transportationinfrastructure.

Approval requirements and legal and political considerations: State infrastructure banks willgenerally
lend toonly certain types of entities. Inaddition, users will have to meet the specificeligibility
requirements and underwriting criteria of the infrastructure bank.

Application for strong and weak real estate markets: This tool appliesin both strongand weakreal
estate markets unlessthe debtrepaymentsourceisrelated to property orreal estate (e.g., property
taxes). Othersources of debt repayment could include special assessments, future federal or state
funds, and userfeesfromrevenue-generating projects.

Capacity and scale: The scale of financed projects varies depending on the fund’s policies. Loans can
range from $100,000 to tens of millions of dollars.

Timing and lifecycle: The maximum loan termvaries from 10 years (e.g., Ohio) to 30 years (e.g., Florida),
and the loan rate may be setat or below market rate. Some states allow payments to be deferred up to
5 years.

Ease of use: The ability to borrow from an SIB will be determined by the SIB’s loan policies and
procedures. Some states have established accountsintheirSIBs that are funded only with state funds to
have more flexible loan policies and avoid federal restrictions applicable to the federally funded portion.

OTHER LIMITATIONS OF THETOOL

A majorchallenge forSIBsisto provide access to capital funds to projects that could create social
benefits buthave apoorrisk profile due to alower likelihood of loan repayment. Non-revenue
generating projects need to be supported by alternative sources that are not necessarily reliable unless
government entities committo repayingthe loan.

USE OF THE TOOL IN PRACTICE

Example: South Carolina SIB

Location: South Carolina

Description: The South Carolina Transportation Infrastructure Bank issued aseries of bonds inamounts
ranging from $270 million to $370 million between 1998 and 2003 that were supported primarily by

state truck registration fees,loan repayments from the counties, federal highway program
apportionments, and non-tax revenue funding from the South Carolina Department of Transportation.

Example: MinnesotaSIB

Location: Minnesota
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Description: Minnesota’s SIB, known as the Transportation Revolving Loan Fund, was established in
1997. The legislation authorized the Minnesota Department of Transportation (MnDOT), the Minnesota
Department of Trade and Economic Development, and the Minnesota Public Facilities Authority to
jointly develop and administer aSIB program. In June 1997, the federal government authorized
Minnesotato create a SIB program and appropriated $3.96 million to capitalize the fund with the
requirement of anon-federal match of 25 percent of the federal contribution.*?

The fund providesloans, loan guarantees,* lines of credit, credit enhancements, equipment financing
leases, bondinsurance, and otherforms of financial assistance. Cities, counties, and other governmental
entities can borrow from the fund. Private entities are not themselves directly eligible for financing, but
they could enterinto agreements with eligible borrowers to finance projects. Eligible projectsinclude
pre-design studies; acquisition of right-of-way; rail safety projects; and transit capital purchases and
leases. Borrowers must secure theirloans by providing alocal general obligation bond as collateral.
Possible loanrepayment sources includespecialassessments, property tax levies, TIF, local government
option sales taxes, future federalfunds, future state funds, and customerfees from revenue-generating
projects.*

GETTING STARTED

Application procedures will vary by state.

REFERENCES

FHWA. “Resources: Federal Credit Assistance
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FHWA. “Tools & Programs:Federal Credit AssistanceTools. State Infrastructure Banks
(SIBs).” http://www.fhwa.dot.gov/ipd/finance/tools_programs/federal credit assistance/sibs/index.htm.
Accessed August 20, 2012.

Minnesota Department of Transportation. “Transportation Revolving Loan Fund—How it
works.” http://www.dot.state.mn.us/planning/program/trlf_how.html. Accessed July25,2011.

West Coast Collaborative. “State Infrastructure Banks (SIBs) Fact
Sheet.” http://westcoastcollaborative.org/files/meetings/2006-02-01/SIBs %20Fact%20Sheet.pdf. Accessed August
20,2012.

*2 Minnesota Department of Transportation. “Transportation Revolving Loan Fund—How itworks.”
http://www.dot.state.mn.us/planning/program/trlf how.html. Accessed July25,2011.

* Loan guarantees arecontract(s) entered into by the SIB in which the SIB agrees to take responsibility forall ora
portion of a projectsponsor's financial obligations for a projectunder specified conditions.

* Minnesota Department of Transportation. “Transportation Revolving Loan Fund—How itworks.”
http://www.dot.state.mn.us/planning/program/trlf_how.html. Accessed July25, 2011.
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B-8. GRANT ANTICIPATION REVENUE VEHICLE BONDS

Grant anticipation revenue vehicle bonds (GARVEEs)* are federal-tax-exempt debt mechanisms*® (e.g.,
bonds, notes, certificates, mortgages, or leases) that are backed by future Title 23 federal transportation
funding.”’

Thisfinancing mechanismis suitable when a state cannot construct projects using traditional pay-as-
you-go funding. *®* GARVEE financing allows the state to use future federal highway funds as the revenue
streamto pay debtservice. This tool allows the state to accelerate construction timelines and spread
the cost of a transportation facility overits useful life. GARVEEs expand access to capital markets asan
alternative orin addition to potential general obligation or revenue bonding capabilities. The benefit of
upfront monetization of federalfunds needs to be weighed against the cost of consuminga portion of
future appropriations to pay debtservice.*

A state, political subdivision, or publicauthority such as an SIB can issue GARVEEs. No federal
prohibition orrestriction prevents alocal governmentfromissuinga GARVEE. However, local
governments might face more legal and financial requirements frominvestors than state governments
since they are perceived as higherrisk than state governments.

KEY FACTORS FOR EVALUATION

Applicability to different types of infrastructure: GARVEE debt financing can fund projects (or programs
of projects) eligible under U.S.C. Title 23, which include bicycle transportation infrastructure and
pedestrian walkways, beautification of streets, construction of publicly owned intra- orintercity bus
terminals, and environmental mitigation to address water pollution. Parking facilities are subjectto DOT
approval.

Approval requirements and legal and political considerations: The Federal Highway Administration
(FHWA) determines the eligibility of projects to be financed with GARVEEs. States approve the bond
issue, which mightrequire enabling legislation. In general, GARVEE debt can be issued without voter
approval; however, some statesrequire report orapproval of administrative bodies when issuing
GARVEE debt. Additionally, some states have established caps onthe volume of GARVEE debtthat can

B us.c § 122 of Title 23 provides the federal legislative framework for this tool.

*|1nma ny cases, they are exempt from state taxas well.

*7 california Department of Transportation. “Memorandum: Approval of Documents Related to the Bond Issuance
of Grant Anticipated Revenue VehicleBonds, Series 2008AResolution FG-08-01.” August 27-28,2008.

8 AASHTO Center for Excellencein Project Finance. “Grant Anticipation Revenue Vehicles.”
http://www.transportation-

finance.org/funding_financing/financing/bonding_debt instruments/municipal public bond issues/garvees.aspx.
Accessed July 25, 2011.

9 Mercator Advisors LLC. “Evaluation of Innovative Finance Tools as a Tra nsportation Financing Mechanism.”
Commission Briefing Paper 5A-13. January 10, 2007.
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beissued. Forinstance, inthe state of Louisiana, the amount of resources availableforenhancement
projectsis capped at 10 percent of future proceeds from DOT.*°

Applicationfor strong and weak real estate markets: A key factor that affects the risk profile of this
instrumentis the structure of the revenue pledge since the federal governmentis notguaranteedto
provide the expected financing to pay GARVEE debt. To mitigate this risk, states can pledge additional
revenue sources as a back-up. Forinstance, they can pledge state fuel tax revenueorlocal property
taxes as a secondary source of revenue to pay for the debtservice if future federal-aid highway funds
are notavailable. Generally, secondary sources of revenue canresultinlowerinterest costs on the
bonds, as the market might perceive lessrisk of default. Inaweak real estate market, investors could
perceive these secondary sources as uncertain, and they might require additional credit assistance such
as reserves or higherdebtservice to coverage ratio to prevent default.

Capacity and scale: Common characteristics for GARVEE financing projects are:

e They are large enough to benefit from borrowing rather than traditional pay-as-you-go funding.
e The costs of delaying project construction offset the costs of GARVEE financing.

e They do not have access to a revenue stream (e.g., local taxes or tolls), and other forms of
repayment (e.g., state appropriations) are not feasible.

e Thesponsors(generally state departments of transportation) agree to set aside future federal-aid
highway funds to satisfy debt service requirements.

Timing and lifecycle: GARVEE debt terms are very flexible. Generally, the issuer and the capital markets
can determine the basicmetrics such as debtservice coverage ratios, interest rates, maturity, debt
reserves, orinsurances. In other cases, state legislation sets the maximum term available. Forinstance,
California Transportation Commission GARVEE bonds have a 12-year maturity.”"

Ease of use: The issue of GARVEE debt requires the participation of specialized agents; associated fees
and expenses can be reimbursed by the federal government.

USE OF THE TOOL IN PRACTICE

Example: Fast Forward - Georgia’s Congestion Relief Program

Main Agency: Georgia Department of Transportation

>% AASHTO Center for Excellencein Project Finance. “GARVEE Bonds.” http://www.transportation-
finance.org/funding_financing/legislation_regulations/state local_legislation/enabling_legislation_federal progra

ms/garvee.aspx. Accessed July 25, 2011.
> Lockyer, B. “Analyses of GARVEE Bonding Capacity 2012.” CaliforniaState Treasurer. 2012. p.5.
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Description: Georgia’s Fast Forward, a six-year, $15.5-billion transportation program introduced in 2004,
aimsto add capacity to Georgia’s highways and improve the existing highway network so that it
operates more efficiently.

Projects selected forthe program are intended to provide short- and long-term congestion relief.
Amongthe projectsisa $286-million bus rapid transit project on two heavily congested corridorsinthe
Atlantaarea. Fast Forward is funded using GARVEE bonds, general obligation bonds, guaranteed
revenue bonds, and federalfunds. The agenciesinvolved in Fast Forward are the Atlanta Regional
Commission, the Georgia State Road and Tollway Authority, the Georgia Regional Transportation
Authority, and local governments. >’

GETTING STARTED

State, political subdivisions of a state, and publicauthorities are eligible issuers of GARVEEs. State law
can authorize otherentities. Publicentities who would like to have access to GARVEE financing
mechanisms need to determine:

e Projecteligibility; the project or projects must qualify under U.S.C. Title 23 and be large enough to
benefit from borrowing rather than traditional pay-as-you-go funding.

e The feasibility of accessing future federal-aid highway funds.

e Thelegal frameworkforissuing GARVEE debt, whichis generally regulated by state law. Some states
require enablinglegislation toissue GARVEE debt, while others have established caps on the volume
of GARVEE debt that can be issued.

REFERENCES

AASHTO Center for Excellencein Project Finance. “GARVEE Bonds.” http://www.transportation-
finance.org/funding_financing/legislation_regulations/state local_legislation/enabling_legislation_federal progra

ms/garvee.aspx. Accessed July 25, 2011.

AASHTO Center for Excellencein Project Finance. “Grant Anticipation Revenue

Vehicles.” http://www.transportation-

finance.org/funding_financing/financing/bonding_debt instruments/municipal public bond_issues/garvees.aspx.
Accessed July 25, 2011.

California Department of Transportation. “Memorandum: Approval of Documents Related to the Bond Issuance of
Grant Anticipated Revenue Vehicle Bonds, Series 2008 AResolution FG-08-01.” August 27-28,
2008. http://www.dot.ca.gov/hg/transprog/ctcbooks /2008/0808/12 4.6.pdf.

FHWA. Innovative Finance Primer. 2004. http://www.fhwa.dot.gov/ipd/pdfs/finance/ifprimer.pdf.

>2 Georgia Department of Transportation. “FAST Forward - Georgia's Congestion Relief Program.”
http://www.dot.state.ga.us/informationcenter/programs/transportation/fastforward/Pages/default.aspx.
Accessed July 25, 2011.

>3 bid.
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FHWA Resource Center. What Every Transportation Manager Should Know about GARVEEs.
2007. http://www.fhwa.dot.gov/ipd/pdfs/finance/Federal Debt Financing Tools_120109.pdf.

Georgia Department of Transportation. “FAST Forward - Georgia's Congestion Relief
Program.” http://www.dot.state.ga.us/informationcenter/programs/transportation/fastforward/Pages/default.as
px. Accessed July 25, 2011.

Lockyer, Bill. “Analyses of GARVEE Bonding Capacity 2012.” California State Treasurer.
2012. http://www.treasurer.ca.gov/bonds/garvee.pdf.

Mercator Advisors LLC. “Evaluation of Innovative Finance Tools as a Transportation Financing Mechanism.”
Commission Briefing Paper 5A-13. January 10,
2007. http://transportationfortomorrow.com/final_report/pdf/volume 3/technical_issue_papers/paper5a_13.pdf

Title 23 U.S.Code, § 122.“Payments to States for bond and other debt instrument
financing.” http://www.law.cornell.edu/uscode/text/23/122.

Werner, F. “What Every Transportation Manager Should Know about GARVEEs.” FHWA Resource Center.
2007. http://www.fhwa.dot.gov/ipd/pdfs/finance/Federal Debt_Financing_Tools_120109.pdf.
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B-9. RAILROAD REHABILITATION AND IMPROVEMENT FINANCING

The Railroad Rehabilitation and Improvement Financing (RRIF) program, directed by DOT’s Federal
Railroad Administration (FRA), provides loans and loan guarantees out of a $35-billion pool of revolving
credit. RRIF funds can be usedto “acquire, improve, or rehabilitate intermodal orrail equipment or
facilities, including track, components of track, bridges, yards, buildings and shops; refinance
outstanding debtincurred forthe purposes listed above; and develop or establish new intermodal or
railroad facilities.”**

KEY FACTORS FOR EVALUATION

Applicability to different types of infrastructure: The use of RRIF fundsis limited tothe rail itself or
related facilities and therefore could notfund TOD infrastructure as defined in this report. However,
RRIF isan example of afinancingtool that could help make TOD infrastructure projects possible by
fundingthe transit and thereby potentially freeing up otherfunds that could be applied tothe TOD
infrastructure.

Approval requirements and legal and political considerations: RRIF loans and loan guaranteesare
granted undera competitive process. There are few legal or political considerations associated with this

tool.

Applicationfor strong and weak real estate markets: Thistool can be appliedin both strongand weak
real estate markets.

Capacity and scale: RRIF loans have ranged from $2 million to $233 million.
Ease of use: Although the application processis challenging, once approved, the execution of RRIF

financingis fairly straightforward. RRIF loans are typically part of a larger, complex funding and financing
package that mightrequire adedicated administrator.

USE OF THE TOOL IN PRACTICE

The fund has made at least 33 loansto publicand private entities for rail and rail facilities between 2002
and 2012.%° Only a handful of transit-related projects have been financed by RRIF, which tends to focus
on freight railroads.®

Example: Denver Union Station

Location: Denver, Colorado

>* FRA. “Railroad Rehabilitation & Improvement Financing (RRIF) Program.”
http://www.fra.dot.gov/rpd/freight/1770.shtml. Accessed July18, 2012.

>° 1bid.

>% Center for Transit-Oriented Development. Financing Transit-Oriented Development: Framing the Issues and
Assessing the Tools. Prepared for Transportation for America (unpublished).June 2011.
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Description: The Denver Union Station project received an RRIF loan for $152.1 million in conjunction
witha $151.6 million TIFIA loan to support the development of anew multimodal station connecting
lightrail, commuterrail, buses, streets, and publicspaces.57 Together, the federal loans made up 64
percentof the nearly half-billion-dollar project cost. The proposed office and retail developmentin the
station area will produce tax increment that can supportlocal bond repayments. However, TIFIA and
RRIF lowered the cost of borrowing.>®

GETTING STARTED

The first stepin the RRIF application processis a pre-application meeting with FRA staff. Then, aproject
sponsor completes an application and submitsitto FRA. Many RRIF applicants hire an external advisor
to help prepare the application. Applications are subjecttoanintensive vettingand due diligence
process, and it can take several months before they are transmitted to the DOT Secretary’s Office and
the Office of Managementand Budget forfinal decision. If accepted, afinancing agreement is
negotiated, and draw-downs on the loan can begin.

REFERENCES

Center for Transit-Oriented Development. Financing Transit-Oriented Development: Framing the Issues and
Assessing the Tools. Prepared for Transportation for America (unpublished).June 2011.

Denver Union Station Project Authority. “Home page.” http://www.denverunionstation.org. Accessed August 22,
2011.

FRA. “Railroad Rehabilitation & Improvement Financing (RRIF)
Program.” http://www.fra.dot.gov/rpd/freight/1770.shtml. AccessedJuly 18,2012.

Loftus, Thomas. “The Federal RRIF Loan Program: An Option for Rail ProjectFinancingfor Public Entities.” National
Railroad Construction and Maintenance Association. April 2011. http://www.nrcma.org/download.cfm?ID=27751.

>" Denver Union Station Project Authority. “Home page.” http://www.denverunionstation.org. Accessed August 22,
2011.

*8 A more detailed description of the Denver Union Station projectis in Chapter IlI,Section C.
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C. CREDIT ASSISTANCE

C-1. CREDIT ASSISTANCETOOLS

Federal and state agencies have developed avariety of financial tools to help local governments access
creditto expediteinfrastructure projects. This credit assistance can take several forms:*°

e Bondinsurance, where alocal governmentcan receive abetterbond rating based on the guarantee
of another agency rather than its own underlying credit.

e Credit enhancements, where federal or state funds are made available as a line of credit.
e Creditlines, atype of loan used only in the event of a shortfall in revenue for debt service.

e lLoans,where a federal orstate agency or program lends funds directly to alocal government agency
or nonprofit partner.

e loan guarantees, where afederal or state agency agrees to cover the borrower’s debt obligation if
the borrower defaults.

Credit assistance improves local agencies’ creditworthiness and thus lets them access better borrowing
terms and lowerfinancing costs. Forexample, alocal agency might have access to a line of credit
provided by a state or federal agency, which would help reduce the risk of defaultif the local agency had
a temporary shortfall and otherwise would not be able to make its loan payment. This contingentloan
reduces investors’ risk exposure, allowing local government project sponsors to either borrow at lower
interestrates or have access to the debt market that would otherwise not be possible without credit
assistance. Loans from federal and state agencies can also serve as credit assistance by reducing the
amount of capital borrowed from othersources, thereby reducing the risk borne by otherinvestors and
providing the capital to proceed with a project.

As described above, credit assistance can be provided by state or federal agencies and can take several
forms. Examples of federal credit assistance programs relevantto providing TOD infrastructure
include:®

e U.S.C.Title 23, Section 129: Under Section 129, states can use federal highway funds to make loans
to local governments foreligible projects. The loans must be repaid with a dedicated, non-federal
source, such as tolls, excisetaxes, sales taxes, real property taxes, motorvehicletaxes, incremental
property taxes, orotherfees. Originally created to support toll projects, Section 129 was extended
to non-toll facilities with dedicated revenue sources. The loan or credit enhancement can be forup
to the maximum federal-aid share (usually 80 percent) and has fewerfederal requirementsthan a
state infrastructure bank loan. Section 129 loans have largely been superseded by TIFIA, which has
dedicatedfundsandisdirectfederal aid to projects through loans, loan guarantees, orlines of

>? FHWA. “Tools & Programs:Federal Credit Assistance.”
http://www.fhwa.dot.gov/ipd/finance/tools_programs/federal credit assistance/index.htm.Accessed August 22,
2011

60Ibid; FHWA. “Glossary.” http://www.fhwa.dot.gov/ipd/glossary/index.htm. Accessed August 22, 2011.
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credit. However, projects that do not meet TIFIA’s S50-million threshold or other criteria can use
thistool. The program isadministered by state departments of transportation and FHWA.

e Transportation Infrastructure Finance Innovation Act: TIFIA providesfederal credit assistance in the
form of directloans, loan guarantees, and standby lines of credit to finance surface transportation
. 61
projects.

e State infrastructure banks: SIBs give states the capacity to use federal highway fundsto seed

revolving funds that can provide loans, guarantees, lines of credit, and bond issuances for
transportation projects.®>®

KEY FACTORS FOR EVALUATION

Applicability to different types of infrastructure: In general, creditassistance could be applicable to any
type of TOD infrastructure project. In practice, most federal credit assistance tools have been designed
for large surface transportation projects (e.g., toll roads and bridges). In addition, federal and state
programs are typically limited to projects with adedicated revenuesource.

Approval requirements and legal and political considerations: Obtaining credit assistance from federal
programs typically requires obtaining approval first from the state department of transportation and
then from FHWA. Eligibility for credit assistance from an SIB varies by state depending on the bank’s
policies.

Application for strong and weak real estate markets: Market strength has no directimplications for
creditassistance unlessapledged source fordebtrepaymentisrelated to property orreal estate (e.g.,
property taxes). If the real estate marketis weak, thenthe borrower’s defaultriskincreases,and the
terms of the loan will be less favorable.

Capacity and scale: Many of the federal credit assistance tools are designed for large projects. The
Section 129 programs, however, are applicable to projects that do not meet TIFIA’s largersize
thresholds. Smaller projects can access loans and credit assistance tools through SIBs.

Ease of use: Credit assistance is typically part of a complex financial package that relies on several
funding and financing mechanisms. Federal credit assistance often comesinthe form of direct federal
loans, meaning projects must comply with mandates such as federal design standards and National
Environmental Policy Actrequirements.

USE OF THE TOOL IN PRACTICE

Creditassistance does notappearto have beenwidely used for TOD infrastructure projects, butit has
beenusedforlargertransit projects that could include TOD infrastructure.

*L TIFIAis described in more detail in Section C-2 of this appendix.

®2 EHWA. “Fact Sheets on Highway Provisions:StateInfrastructure Bank Program.”
http://www.fhwa.dot.gov /safetealu/factsheets/sibs.htm. Accessed August 22,2011.

%3 State infrastructure banks are described in more detail in Section B-7 of this appendix.
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Example: Washington Dulles Corridor Metrorail Project
Location: Northern Virginia

Description: The Metropolitan Washington Airports
Authority (MWAA) is constructing a 23-mile extension of
the existing Metrorail system, which will be operated by
WMATA (Exhibit B-4). Atthe end of 2011, DOT, WMATA,
MWAA, and the Virginia counties of Fairfax and Loudoun
enteredintoanagreementunderwhich MWAA and the
counties will receive creditassistanceforthe Dulles
Corridor Metrorail Project. Through TIFIA, DOT will provide
creditassistance up to $30 million for projectsincluding
parking facilities and a station.

Exh| bit B-4. Construction of the Metrorail

extension in Fairfax County, Virginia.
Source: Stephen Barna via Flickr.com.

GETTING STARTED

Thefirststep for mostfederal and state credit assistance programsis for the state department of
transportationtoidentify a qualifying project and a local government project sponsor that could benefit
from publiccredit assistance. The state department of transportation and the local government project
sponsor determine the approximate amount of aloan or other credit assistance needed. Forfederal
creditassistance programs, the nextstepisforthe state to discussthe projectand loan structure with
the federal agency (typically FHWA). For some federal credit assistance programs, qualifying
infrastructure projects are required to obtain an investmentgrade rating on their senior debt®*
obligations.

FHWA’s Innovative Program Delivery Office can help with federal credit assistance and other programs.
Although the office focuses on surface transportation projects, it could provide assistance with TOD
projects. The mechanism for providing assistance varies according to the nature of the request.®

REFERENCES

FHWA. “Fact Sheets on Highway Provisions:State Infrastructure Bank
Program.” http://www.fhwa.dot.gov/safetealu/factsheets/sibs.htm. Accessed August 22,2011.

FHWA. “Glossary.” http://www.fhwa.dot.gov/ipd/glossary/index.htm. Accessed August 22,2011.

FHWA. “Project Profiles: Washington Metro Capital Improvements
Program.” http://www.fhwa.dot.gov/ipd/project profiles/dc_metro cip.htm. Accessed August 22,2011.

FHWA. “Tools & Programs:Federal Credit
Assistance.” http://www.fhwa.dot.gov/ipd/finance/tools_programs/federal credit_assistance/index.htm.
Accessed August 22, 2011.

® Senior debt is debt that takes priority over other debt securities. If the debtor goes bankrupt, senior debt must
be repaid before other creditors receive payment.

% For more information see: FHWA. “How the IPD Office Does Business...Technical Assistance.”
http://www.fhwa.dot.gov/ipd/how business/technical assistance.htm.Accessed July2011.
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C-2. TRANSPORTATION INFRASTRUCTURE FINANCE AND INNOVATION ACT

The Transportation Infrastructure Finance and Innovation Act (TIFIA) was created by Congressin 1998 to
provide federal credit assistance (e.g., secured loans, loan guarantees, or lines of credit) for projects
largerthan $50 million that face financing challenges due to their size or complexity. ®° TIFIA assistance
can be applied toward a project’s capital costs and operations and maintenance.®’

TIFIAis authorized for $750 million for2013 and $1 billion 2014, up from $122 million in 2011.°® Each
TIFIA dollar can provide creditassistance forup to $10 and leverage $30in otherinvestment.®® The 2012
transportation reauthorization bill increased the size of available TIFIA loans from a maximum of 33
percentto a maximum of 49 percent of eligible project costs, which include expenses for project
development, right-of-way acquisition, procurement, construction, and capitalized interest on the senior
debt. The bill alsorequires TIFIAto adopta rolling basis forapplications and make awards based on
availability of funds, which means that there would be no deadlines forsubmissions.”®

KEY FACTORS FOR EVALUATION

Applicability to different types of infrastructure: TIFIA supports surface transportation projects larger
than $50 million, including transit projects, passenger and freight rail, and intercity passenger facilities.
Eligible projectsinclude design and construction of stations, tracks, and otherinfrastructure and
purchase of transitand intercity passenger rail vehicles.”*

For real property, such as transit stations, the costs associated with property must be physically and
functionally related to the transportation project to be considered eligible costs; a parking facility could
be eligibleifits purpose istosupporttransit use. Real estate development costs, includingthe
acquisition cost of land outside the immediate right-of-way, would not be eligible.

Approval requirements and legal and political considerations: All assistance is awarded basedona
project’s creditworthiness and the availability of funds. In addition projects must have adedicated non-
federal revenue source, be included in the state Transportation Improvement Program, and receive an
investment-graderatingonthe seniordebt.

Capacity and scale: To be considered for TIFIA funding, a project must exceed $50 million. However, the
project can include several components, such as a station, a parkinglot (if the parkingis supporting
transit use), and tracks, to reach or exceed the $50-million threshold.

% de la Pena, P.; Caplicki, E.V.; and Santiago,S. J. “2010 Transportation InfrastructureYearin Review.” Nossaman
LLP. February 17, 2011.

*” EHWA. “TIFIA Defined.” http://www.fhwa.dot.gov/ipd/tifia/defined/. Accessed August 23,2012.

*% FHWA. “Transcriptand chatroom comments from MAP-21 Webinar.”
http://www.fhwa.dot.gov/ipd/tifia/public_outreach/map21 outreachl 0812.htm. Accessed August 23, 2012.

9 FHWA. “TIFIA” http://www.fhwa.dot.gov/ipd/tifia/. Accessed July 18,2012.

70 Kessler,F. W. and Denton, P. W. “MAP-21: SurfaceTransportation Reauthorization Ushers in Significant Changes
to TIFIA.” Nossaman LLP. July 6, 2012.

"L EHWA. TIFIA Program Guide. 2012.
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Timing and lifecycle Projects receiving TIFIA assistance have a maximum repayment period of 35years
aftera project’s substantial completion. The TIFIA interest rate is a fixed rate based on the U.S. Treasury
rate.

At DOT’s discretion, debtservicecan be deferred for up to five years after substantial completion. DOT
can alsostructure a debtservice schedulethat aligns repayment with projected cash flows. This
schedule mightinclude deferring partial interest and principal repayments beyond the five-year, post-
construction period as needed. Projects are not entitled to debt service deferral; DOT can evaluate each
project’s economics to determine an appropriate repayment schedule.

Ease of use: TIFIA assistance underthe most recent authorization willbe awarded on afirst-come, first-
served basis so applicants able to submit requests earlyinthe process will be most competitive.

USE OF THE TOOL IN PRACTICE

TIFIA assistance has supported TOD components such as parking facilities, transit stations, and rail.
Examplesincludethe San Francisco Transbay Transit Center, Miami Intermodal Terminal, and Puerto
Rico Commuter Train (Tren Urbano). The San Francisco Transbay Transit Center was the first TIFIA loan
secured by value capture’* revenue from property taxes on surrounding TOD. It presents an innovative
approach in TOD financing combining both federal sources and value capture.

Example: San Francisco Transbay Transit Center
Location: San Francisco, California

Description: The Transbay Transit Center Project will replace the existing Transbay Terminal with anew
multimodal transportation center that can accommodate nine transportation systems. Construction
beganin 2008 and is scheduled to be completedin 2017.”* The project has three parts: replacing the
outdated terminal; extending the Caltrainrail line 1.3 miles into the new terminal; and redeveloping the
area around the Transbay Transit Center with new homes (35 percent of which will be affordable),
parks, and shops. Phase 1 of the projectincludes the transit center building and part of the Caltrain rail
extension. Phase 2will complete the rail extension; the funding and financing sources for this phase
have not yetbeensecured.”

The fundingand financing for Phase 1 come from multiplesources, including sales taxes (8 percent), toll
bridge revenue (30percent), state funds (2 percent), land sales (36 percent), SAFETEA-LU and FTA
Section 1601 (5 percent), TIFIAloan (14 percent), and othersources (5 percent). The TIFIA loanis
secured by a seniorlienon projectrevenue, whichinclude dedicated tax increment revenue from land

72 . . . . S .
For more information on value capture mechanisms, see Section I.E in this appendix.

” Tra nsbay TransitCenter. “Project Schedule.” http://transbaycenter.org/construction-updates/project-schedule.
Accessed July 18, 2012.

"% FEHWA. “Project Profiles: Transbay Transit Center.”
http://www.fhwa.dot.gov/ipd/project profiles/ca_transbay_transit.htm. Accessed July 25,2011.
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soldand developedinthe state-owned parcels surrounding the transit center, and a commitment of
passengerfacilities charges from the transit center’s initial primary tenant, AC Transit.”®

GETTING STARTED

Applicants mustsubmitaletterof interest, and if invited to submitaformal TIFIA application, they must
pay a non-refundableapplication fee. For projects that enter credit negotiations, sponsors must pay a
transaction fee to DOT regardless of whetherthe loan closes.

REFERENCES

de la Pena, Patricia; Caplicki,Edmund V.; and Santiago, SimonJ.. “2010 Transportation InfrastructureYearin
Review.” Nossaman LLP. February 17, 2011. http://www.nossaman.com/7749.

FHWA. “Project Profiles:Transbay Transit
Center.” http://www.fhwa.dot.gov/ipd/project_profiles/ca_transbay_transit.htm. Accessed July 25, 2011.

FHWA. “TIFIA.” http://www.fhwa.dot.gov/ipd/tifia/. Accessed July 18,2012.

FHWA. “TIFIA Defined.” http://www.fhwa.dot.gov/ipd/tifia/defined/. Accessed August 23,2012.

FHWA. TIFIA Program Guide. 2012. http://www.fhwa.dot.gov/ipd/pdfs/tifia/tifia_program_guide 0612.pdf.

FHWA. “Transcriptand chatroom comments from MAP-21
Webinar.” http://www.fhwa.dot.gov/ipd/tifia/public_outreach/map21 outreachl 0812.htm. Accessed August 23,
2012.

Kessler, Fredric W. and Denton, Peter W. “MAP-21: Surface Transportation Reauthorization Ushers in Significant
Changes to TIFIA.” Nossaman LLP. July 6, 2012. http://www.nossaman.com/SignificantChangestoTIFIA.

Neaher, Ned. “TIFIA and privateactivity bonds: Additional financing sources for US PPP transportation projects.”
Transportation Finance Review. October 2007.

Podkul, Cezary. “TIFIA oversubscribed again.” PEl Media Limited. March 25,
2011. http://www.infrastructureinvestor.com/Article.aspx?article=60219.

5 1bid.

B-41


http://www.nossaman.com/7749
http://www.fhwa.dot.gov/ipd/project_profiles/ca_transbay_transit.htm
http://www.fhwa.dot.gov/ipd/tifia/
http://www.fhwa.dot.gov/ipd/tifia/defined/
http://www.fhwa.dot.gov/ipd/pdfs/tifia/tifia_program_guide_0612.pdf
http://www.fhwa.dot.gov/ipd/tifia/public_outreach/map21_outreach1_0812.htm
http://www.nossaman.com/SignificantChangestoTIFIA
http://www.infrastructureinvestor.com/Article.aspx?article=60219

Infrastructure Financing Options for TOD

D. EQUITY SOURCES

D-1. PUBLIC-PRIVATE PARTNERSHIPS

A public-private partnership (P3) is defined as “a contractual agreementbetween a publicagency
(federal, state, orlocal) and a private-sector entity. Through this agreement, the skills and assets of each
sector (publicand private) are shared in delivering aservice orfacility for the use of the general public.
In additionto the sharing of resources, each party sharesin the risks and rewards in the delivery of the
service and/orfacility.”’® Aninfrastructure P3 has the following key elements:

e Along-term contract between a public-sector party and a private-sector party.
e Design, construction, financing, and operation of publicinfrastructure by the private-sector party.

e Paymentsoverthe life of the P3contract to the private sector forthe use of the facility, made either
by the public sector or by the general public as users of the facility.

o The facility remainingin public-sector ownership orreverting to public-sector ownership at the end
of the P3 contract. ”’

In a typical P3, the private entity provides the capital cost to finance the project. If the project generates
enoughrevenue to coverits construction and operation costs, the P3will commonly use a concession
lease where the private partner makes an upfront or ongoing paymentto the publicpartnerin exchange
for developing (if required), financing, operating, and maintaining the asset. Under this approach, the
private partner would collect the revenue generated by the asset. Examples of this type of P3
arrangement are parkingfacilities, toll roads, airports, and ports.

If the project does notgenerate any revenue (e.g., library, school, parks, etc.) ordoes not generate
enough revenue to coverits capital and operation costs, then the P3 can use an availability payment
approach. Under this approach, the private partnerdesigns, builds, finances,and maintains a publicly
owned facility. The private partneris paid back by the publicpartnerduring operations through periodic
payments based on meeting standards for the physical conditions of the facility established by the
publicpartner. If the facility does not comply with the standards, then the publicpartnercan apply
penalties ordeductions to the periodic payment.

Procuringinfrastructure projects usingaP3approach has several potential benefits.

e P3capital costs are spread overthe life of the asset, allowing government to proceed with projects
that it might not otherwise be able to afford with currently available funds.

o Thegovernmenttransferscertainrisks to the private-sectorentity. P3s allocate a project’s risks to
the party best suited to manage them. Typically, design, construction, and operation risks are the

7 National Council for Public-Private Pa rtnerships. “How PPPs Work.”
http://www.ncppp.org/howpart/index.shtml. Accessed July18,2012.

7 Yescombe, E.R. Public-Private Partnerships—Principles of Policy and Finance. Elsevier Ltd. 2007.
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responsibility of the private partner, while right-of-way acquisition and force majeure events are the
responsibility of the publicpartner.

e Involvingthe private sectorin procurement and development of P3 projects increases the likelihood
that only economically viable projects will proceed. Furthermore, P3 projects can take advantage of
the efficiency and innovation offered by the private sector.

KEY FACTORS FOR EVALUATION

Applicability to different types of infrastructure: A P3 can be used for all types of publicinfrastructure.
Projects could be new construction orupgrades to existing assets.

Approval requirements and legal and political considerations: Implementation of P3 projects varies
greatly across states. In general, each state enactsits own legislation to authorize, prohibit, orlimit P3
transactions. Authority fora P3 transaction can also be drawn from general statutory powers granted to
state or local government entities.

Exhibit B-5summarizes the P3state legislation for Colorado, Georgia, lllinois, and Utah.”®

State Ps Enablmg Limited to
Legislature?

Correctional facilities, college saving accounts, administration of water

Colorado Yes bank, transportation projects (rail, highways), Major League Baseball
stadium
Transportation projects that generate “greatest gains in congestion

Georgia Yes mitigation or promotion of economic dewvelopment” and water resources
projects
Riverdale brownfield redevelopment, bridges, parking garage, lottery

linois Yes s_ystem, highway, toll highway, tunnel, intermoqlal faci!iFy, intercity or
high-speed passenger rail, or other transportation facility or
infrastructure.

Utah Yes Tollway facilities

ExhibitB-5. P3 Enablinglegislation.

In addition to satisfyingthe applicable P3 enablinglegislation, a P3 candidate project mightalsoneed to
undergo several rounds of hearings and approvals from various agencies and review boards, depending
on state and local rules.

Application for strong and weak real estate markets: P3 can be affected by the real estate market
conditionsif the revenue stream (orasignificant share of it) to pay for the facility to be builtand
maintained by the private sector comes from property leases or property taxes. Forexample, if the
availability payment will come from property taxes, privateinvestors will perceive higherriskin aweak
real estate marketand will require additional guarantees (e.g., alonger contractterm) or a higherrate
of returnto recovertheirinvestment.

8 Pikiel, M. E. and Plata, L. “A Survey of PPP Legislation Across the United States.” Global Infrastructure. 2008.
1:52-65.
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Capacity and scale: P3s are typically large, complex projects such as transportation or social
infrastructure (e.g., schools, hospitals, orlibraries). Smaller projects might need to be bundled or
included as part of a larger P3 project to attract private investment. These bundled projects could
involve parks; streetscaping; road, bicycle, or pedestrian improvements; sewer, water, stormdrain, and
other utilities; or parking.

Timing and lifecycle: Regardless of the specificapproach (availability payment versus concession lease),
the private partner, or “concessionaire,” is responsible for raisingits own financing. A concessionaire
can generally generate the maximum amount of financing by using both debt and equity, which typically
consists of 10 to 20 percentequity, overalong-term concession (typically 30 years or more). For funds
that are to be used on qualifying capital expenditures, a concessionaire would be able to access many of
the same debt markets as the publicsector, including tax-exempt bonds (in the form of qualifying
private activity bonds that are available for such projects) and federal programs.

Ease of use: While P3s theoretically can be used for projects of all sizes and types, procuringa P3 project
isa complex processthatinvolves multiple advisors to coordinate legal, technical, and financialissues,
which can resultina longer, more expensive procurement process. P3 procurement costs canreach 5 to
10 percentof a large project’s capital cost, and the procurement costs for smaller projects often are
greater.

USE OF THE TOOL IN PRACTICE

Most of the transportation projects built through P3s are highway projects. Though the example here is
not a TOD project, itdoes offerinsightsinto aninfrastructure project delivered as a P3 using availability
payments. This P3structure can be usedto build facilities such as transit stations or projects supporting
TOD such as streetenhancements, bike paths, or parks.

Example: Long Beach Courthouse
Location: Long Beach, California

Description: Long Beach Courthouse was the first P3deal in the state of Californiaand the firstin the
United States to use an availability paymentapproach fora social infrastructure project. The project
consists of the construction of a new building of approximately 500,000 square feetthat will house 31
courtrooms, offices of county justice agencies, and commercial space compatible with courthouse uses.
The projectalsoincludes renovation of the nearby parking structure. The Long Beach Judicial Partners
consortiumwill design, build, and then maintain the facility for 35years. In December 2010, the
consortium secured a project financing package consisting of long-term equity (10 percent) and debt (90
percent), with a total investment of just under $500 million.”

In exchange forthese services, the consortium will be paid through an annual service fee oravailability
payment made by the state’s Administrative Office of the Courts, which owns the land and the building.
The payments will start once the constructionis completed and continue fora 35-year operation period
at which time the Administrative Office of the Courts will take over control of the building. The service

79 Barandiaran, |. “Social Infrastructure Public-Private Partnerships —Hel ping Government Overcome Budget
Constraints to Deliver Public Services.” Perspectives on Real Estate Newsletter. Summer 2011.
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fee payments are linked through potential deductions to specificavailability and performance
indicators, including the availability of fully functioning court rooms fortheirintended use every day of
the year. The consortium thus has an incentive to complete the construction on time and on budget, so
that service fee payments startas scheduled, and to operate and maintain the buildingin good
condition to minimize oravoid any potential payment deductions.®

GETTING STARTED

Before a projectsponsordecidestouse aP3 to deliveraproject, it will need athorough analysis of the
project’s legal, technical, and financial feasibility. This analysis requires:

e |dentifying which project or projects are suitable for a P3 under existing P3 enabling legislation.

e Completing environmental clearance, if needed.

e Performing a “value for money” analysis comparing the benefits and costs of P3 and traditional

publicprocurement methods. The value-for-money analysis will determine whethera P3 would save
the project sponsor enough money and provide potential investors with a high enough rate of

return.

Having experienced advisors is often critical fora project’s success. Each P3 is structured differently
dependingonits needs and market conditions. Typically, the project sponsorhas technical, legal, and
financial advisorsthatguide itthrough the transaction from project screeningto preparing bid
documents, evaluating proposals, and negotiating with the preferred bidder.

REFERENCES

Barandiaran, Ignacio. “Social Infrastructure Public—Private Partnerships-Hel ping Government Overcome Budget
Constraints to Deliver Public Services.” Perspectives on Real Estate Newsletter. Summer
2011. http://www.pillsburylaw.com/index.cfm?itemID=40191&pagel D=34.

National Council for Public-Private Partnerships. “How PPPs Work.” http://www.ncppp.org/howpart/index.shtml.
Accessed July 18, 2012.

Pikiel, Michael E.and Plata, Lillian. “A Survey of PPP Legislation Across the United States.” Global Infrastructure.
2008.1:52-65.

Yescombe, E.R. Public-Private Partnerships—Principles of Policy and Finance. Elsevier Ltd. 2007.

8 1bid.
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D-2. INFRASTRUCTUREINVESTMENT FUNDS

As the need forinvestmentininfrastructure continues to grow, private financing forinfrastructure
projects has developed around the world though infrastructureinvestment funds.** Whilealready
established in Australia, Canada, and Europe, treatinginfrastructure as an assetclassis still relatively
new inthe United States. Infrastructure investment funds have supported projectsin abroad range of
sectors such as transportation (e.g., toll roads, airports, ports, and transit), regulated utilities (e.g., water
and power), cable and wireless communication, and social infrastructure (e.g., schools, hospitals, public
and military housing, and civic buildings).?

An investment fundis apool of funds collected from many investors toinvestin infrastructure, oftenin
the form of a public-private partnership. Aninfrastructure investment fund can be the financing tool
that pays for a publicproject’s capital cost under a public-private partnership. Some pension funds have
increased theirallocation to alternativeinvestments like infrastructurein an attempt to both reduce risk
through diversification and generate higher risk-adjusted returns.*

Similarto othertypes of public-private partnerships, infrastructure investment funds seek projects with
stable, predictable, and long-termincome streams. Whileinfrastructure investment funds have not
beenwidely usedinthe United States, there are examples of privateinvestmentininfrastructure
through public-private partnershipsin states orlocalities where enabling legislation exists. This tool has
not been applied to TOD-related infrastructure as defined in this report, although public-private
partnerships have been usedto finance transit. However, infrastructure investment funds could invest in
revenue-generating, TOD-related infrastructure projects like parking, utilities, and toll roads if the
projectgenerated sufficient returnsto be an attractive investment.

In 2012 the Chicago City Council passed an ordinance to create the Chicago Infrastructure Trust, a
nonprofitentity that the city will use as a financing tool fora planned $1 billion in infrastructure
projects. Underthe Chicago Infrastructure Trust, the city is making agreements with privateinvestment
and financing firmsto provide financing forinfrastructure projects that have adefined revenue stream
or the potential fora fee orsurcharge that would pay back the investment.

KEY FACTORS FOR EVALUATION

Applicability to different types of infrastructure: Infrastructure investment fundsinthe United States
have primarily invested in revenue-generating infrastructure, mosttypically tollroads or bridges and
utilitiestied to asteady revenue stream. In Europe and Canada, infrastructure funds have solid
experience investingin non-revenue-generating projects such as civicand social infrastructure.

Approval requirements and legal and political considerations: Private investmentin public
infrastructure typically requires state-enabling legislation for public-private partnerships. In some cases,
political opposition to private involvementin providing publicinfrastructure has arisen because of
assumptionsthat the private sector would be motivated by profit and not necessarily the publicgood.

81 Inderst, G. Pension Fund Investment in Infrastructure. OECD Publishing.2009.p.34.
® Deloitte. REITs and infrastructure projects. The next investment frontier? 2010.p. 1.

8 Inderst, G. Pension Fund Investment in Infrastructure. OECD Publishing.2009.p.3.
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Ease of use: Attractinginvestment from investmentfunds toinfrastructure projects requires acertain
level of project readiness such as environmental clearance and secure cash flows (e.g., tolls, lease
payments, or publicguarantees), often with inflation-protected returns. In addition, the transaction
costs of public-private partnerships can be high because this type of financingis typically very
complicated. A publicagency could have difficulty determiningifitis gettingagood deal and must rely
on a group of legal, financial, insurance, and technical advisors.

Capacity and scale: Infrastructure investment funds generally focus on mediumto large projects.
Relatively small projects might need to be packaged to attract private investment.

USE OF THE TOOL IN PRACTICE

The Chicago Skyway toll road illustrates how a partnershipinvolving aninfrastructure investment fund
might work. This tool could be appliedinaTOD contextif the projectsponsor could identify an
infrastructure project(e.g., parking, utilities, ortoll roads) that generated sufficient revenue to be
attractive to investors.

Example: Chicago Skyway Toll Road
Location: Chicago, lllinois

Description: In the Chicago Skyway transaction, completed in 2005, the city of Chicago granted a 99-
yearlease to two private infrastructure investment groups to operate, maintain, manage, rehabilitate,
and toll the road. The transaction raised $1.8 billion in revenuefor Chicago. A consortium formed under
the deal isresponsible forall operations and maintenance costs of the skyway and has the right to all
toll and concessionrevenue. This agreement was the first long-term lease of an existing toll road in the
United States.®

For anotherexample of aninvestment fund provided financing related to transit, see the Eagle public-
private partnership examplein Section D-1of this appendix.

GETTING STARTED

To attract private investors, a project sponsor needs athorough analysis of aninfrastructure project’s
legal, technical, and financial feasibility. Likely steps in the analysisinclude:

e |dentifyingwhich project or projects are suitable fora public-private partnership underexisting
legislation.

e Obtainingenvironmental clearance.

e Performingavalue-for-moneyanalysis to determine whethera public-private partnership would
provide enough cost savings to the project sponsorand a high enough rate of return to potential
investors.

8 EHWA. “Project Profiles:Chicago Skyway.”
http://www.fhwa.dot.gov/ipd/project profiles/il chicago skyway.htm. Accessed August 22, 2011.
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E. VALUE CAPTURE MECHANISMS

E-1. DEVELOPER FEES AND EXACTIONS®
Developerfeesandexactionsinclude:
e Impactfees, which include system development charges and connection or facility fees, and

e Negotiated exactions and agreements.

IMPACT FEES

Developmentimpactfees, system development charges, and connection orfacility fees are charges
assessed on new developmentto defray the costto the jurisdiction of extending publicservicestothe
developmentand cannot be used to fund existing deficiencies. The fees are generally collected once and
are used to offsetthe cost of providing publicinfrastructure such as streets and utilities. Many
jurisdictions have transportation impact fees thatinclude an allocation for transportation
improvements, but most are focused on roads.° Broward County, Florida, and San Francisco use impact
feesto pay fortransit service.

Although fee eligibility and structure vary by state, in general impact fees must be adopted based on
findings of reasonablerelationships between the development paying the fee, the need forthe fee, and
the use of fee revenue. Local governments can allow credits and reimbursements®’ for capital projects
funded by an impact fee thatare constructed privately by developers and dedicated to a publicentity.
Dependingonthe fee program’s guidelines, adevelopment project could choose to dedicate land or
make certainimprovements and receive acreditagainstthe impactfee due.

NEGOTIATED EXACTIONS AND AGREEMENTS

Direct contributions from developers can also help pay forinfrastructure toaccommodate new
development. Jurisdictions and developers often negotiate to obtain desired improvementsin exchange
for developmentrights. The extentto which a new project can contribute to the provision of
infrastructure depends on many factors, including the anticipated revenue from development,
construction costs, lot size and configuration, and parking ratios. All of these factors vary dependingon
the form and timing of development, and therefore the amount of public benefits that can be provided
through developeragreementsis unpredictable and has to be negotiated.

% This tool descriptionis based on previous work conducted by the Center for Transit-Oriented Development and
Strategic Economics, includingthereport, Capturing the Value of Transit.

8 Center for Transit-Oriented Development. Capturing the Value of Transit. Prepared for FTA. 2008. p. 30.

8 A “credit” is the amount counted againstthe developer’s fee obligation. A“reimbursement” is the amount that
exceeds the developer’s fee obligation.
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KEY FACTORS FOR EVALUATION

Applicability to different types of infrastructure: Impactfees can be used to fund any type of
infrastructure for which a local government can demonstrate animmediate increase in need due to the
new development. Depending onthe context, any of the TOD infrastructure discussed in this report
could beincluded.

Approval requirements and legal and political considerations: Fees must be based ona connection
betweenthe impacts of new development and the amount of the fee. Local governments would likely
needtotake legislativeaction to establishimpact fees, and sometimes state legislative actionisalso
needed.

Application for strong and weak real estate markets: Thistool relies on new development occurringto
realize any revenue and thusis mostapplicable to strongreal estate markets.

Capacity and scale: The amount of money that an impactfee can generate is directly tied tothe
estimated impacts of the new development. If the need fora new facility, whetheritis a bicycle rack, a
road, or a park, istriggered by development, the development could, intheory, be responsible for the
entire cost of the facility.

Ease of use: Impact feesrequire administration, monitoring the collection and designation of the fee
revenue, and documentingthe use forapproved projects.

OTHER LIMITATIONS OF THETOOL

Because development fees can only be used on a pay-as-you-go basis, they are difficult, if not
impossible, to bond against.

USE OF THE TOOL IN PRACTICE

Example: Boston Linkage Fees for Affordable Housing and Land Acquisition
Location: Boston, Massachusetts

Description: The city of Boston instituted adevelopmentfeeforany large housingand commercial
developmentthatrequires azoningchange. The city created a Neighborhood Housing Trust to manage
the housinglinkage fundsand aNeighborhood Jobs Trust to manage the jobs linkage funds. After the
fee was established, it faced alegal challenge, so the city submitted ahome rule petition to the
Massachusetts legislature that resulted in legislative authorization for Boston’s linkage program. The
Boston Zoning Commission later incorporated the feeinto Boston’s zoning code.

Developersrequired to pay the fee enterintoan agreement with the Boston Redevelopment Authority
to confirm the payment of linkage fees. The Neighborhood Housing and Neighborhood Jobs Trusts, in
conjunction with the redevelopment authority, use the revenue to fund affordable housing and jobs

88 City of Boston. Neighborhood Housing Trust. 2011.
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programs. For example, the redevelopment authority has used the funding to provide no-interestloans
for land acquisition tolocal community development corporations to develop affordable housing.

Example: New Quincy Center Infrastructure Reimbursement Agreement
Location: Downtown Quincy, Massachusetts

Description: The city of Quincy has enteredinto along-term partnership with StreetWorks LLCto
replace all the existinginfrastructurein the city’s downtown as part of StreetWorks’ planto redevelop
50 acres inthe city center with a mix of retail and entertainment uses, health facilities, educational
institutions, and housing.®® The projectis next to a Red Line subway stop, Quincy Center Station.
StreetWorks will raise private funding, backed by city bond guarantees, to build new utilities, roads,
sidewalks, parking garages, and open space. Once the new infrastructure is complete and producing
revenue, the city will reimburse the developer by purchasing the infrastructure from StreetWorks by
selling general obligation bonds.*°

GETTING STARTED

Although the process of establishinganimpact fee varies by state, local governments typically begin the
process by commissioninga “nexus study” to establish adirect connection between the use and size of
the fee and the impact of new development.

REFERENCES

Center for Transit-Oriented Development. Capturing the Value of Transit. Prepared for FTA.
2008. http://reconnectingamerica.org/resource-center/books-and-reports/2008/capturing-the-value-of-transit-3.

City of Boston. Neighborhood Housing Trust. 2011. http://www.cityofboston.gov/dnd/pdfs/NHT.pdf.

City of Quincy, Planningand Community Development Department. “Downtown
Revitalization.” http://www.quincyma.gov/Government/P LANNING/DowntownRevitalization.cfm. Accessed
August 22, 2011.

Diesenhouse, Susan. “Rebuilding Downtown From the Ground Up.” New York Times. April 5,
2011. http://www.nytimes.com/2011/04/06/realestate/commercial /06quincy.html.

Duncan Associates. “Welcome to ImpactFees.com.” 2008. http://www.impactfees.com. Accessed August22,2011.

Langdon, Philip. “Massachusetts City Aims for a Downtown Remake.” New Urban Network. August 1,
2011. http://newurbannetwork.com/article/massachusetts-city-aims-downtown-remake-15039.

89 City of Quincy, Planningand Community Development Department. “Downtown Revitalization.”
http://www.quincyma.gov/Government/P LANNING/DowntownRevitalization.cfm. Accessed August 22, 2011.

%% More information aboutthe New Quincy Center is in Chapter Ill,Section E.
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E-2. SPECIALDISTRICTS™

Special districts, which caninclude benefitassessment districts, business improvement districts,
businessimprovementareas, business revitalization zones, community improvement districts, local
improvementdistricts, special services areas, and special improvement districts, are formed toinclude a
geographical areain which property owners orbusinesses agree to pay an assessmenttofunda
proposed improvement orservice from which they expect to directly benefit.*” Special districts are
commonly used to fund infrastructure such as sewer, water, utilities, or streets but can also be used to
fund services such as police, fire protection, ortransit.”’ Special districts can be used eitherfor pay-as-
you-goimprovements orto finance the issuance of bonds backed by the assessment revenue. When
used as a financingtool, special districts tend to be less risky to the local government than many other
financingtools because theriskistransferred toindividual property owners.

Laws governingthe use of special districts vary by state, butin most cases a special districtrequiresa
majority vote from property ownersto be enacted, andin some cases a two-thirds vote isrequired. The
amount of the assessment must be directly related to the cost of the improvement and the expected
benefittothe property owner. Once passed, property ownersin the district pay an additional tax orfee
to pay forthe service orimprovementinthe desired timeframe orto finance adebt obligationin
accordance to the property’s proportional share of the benefit. The individual property owner’s tax or
fee can be lowerifthe districtencompassesalarge areaor is financed overa long time period.
However, special districts can be more difficult toimplement across largerareas, especially across
multiple jurisdictions.**

Special districts are considered avalue capture tool because they capture the value (or benefit)
generated by animprovement orservice to provide funding for the improvement orservice. Forsome
types of improvements, such as streetscape enhancements, commercial properties are assumed to
benefit more directly, and residential properties are exempted from the assessment.

KEY FACTORS FOR EVALUATION

Applicability to different types of infrastructure: Assessments from special districts can be used to fund
infrastructure that does notgenerate revenue, so the tool is applicable to awide variety of
circumstances. However, theremust be aclear benefitto property owners who will be paying the
assessment. Special assessments can finance construction of stations, and in some places, assessments
have beenusedto helpfundthe transititself inadditiontothe infrastructure around a station.

° This tool descriptionis based on previous work conducted by the Center for Transit-Oriented Development and
Strategic Economics, includingthereport, Capturing the Value of Transit.

2 Another common type of servicedistrictis a parking district, an entity that manages parkingina downtown or
other geographicarea.Parkingdistrictrevenue typically comes from charges for parkingorinlieufees rather than
from special assessments. However, like other special districts, parking districts can financeimprovements or
services (inthis case, new parkingfacilities or operations and maintenance of existing parkingfacilities) by bonding
againstprojected future revenue.

%3 Center for Transit-Oriented Development. Capturing the Value of Transit. Prepared for FTA. 2008.p. 21.
** Ibid. pp. 21-23.
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Approval requirements and legal and political considerations: Laws governing theiruse vary by state,
but special districts typically have prerequisites for use, including local legislation to create a new district
and voterapproval. Assessments can be politically infeasibleif property owners already feel burdened
by otherproperty taxes and assessments.

Application for strong and weak real estate markets: This financingtool does not totally rely on new
developmentandistherefore applicablein strongand weak real estate markets. The ability to gain
approval fora new assessment and the amount of revenue generated, however, often depend on the
potential fornew development. Although special districts are designed to capture the value conferred to
existing properties by animprovement, they are easiest toimplementinan areawhere a few property
owners will be able to take advantage of a significant development opportunity. Property owners who
planto sell, develop, orredevelop theirland are likely to receive more immediate benefits than other
property owners from the enhanced value conferred on their properties, so they might be more willing
to participate in a special district. In some cases, a special district could make development possible
where it otherwise would not be.*

Capacity and scale: The amount of money that an assessment can raise depends on the rate that
property ownersare able and willing to pay, the number of property owners who are willing to
participate, and the amount of new developmentthatoccurs.

Ease of use: While special districts are appealing as avalue capture tool because they can align taxes
closely with expected benefits, it can nevertheless be challenging to convince property owners to pay
highertaxes.’® Once established, assessments or taxes from special districts are typically collected with
property taxes. Special districts might require regular renewal, and such uncertainty can cause
difficulties in bonding against assessments.

OTHER LIMITATIONS OF THETOOL

In some places only commercial properties can be assessed.

USE OF THE TOOL IN PRACTICE

Special districts have been widely used for TOD infrastructure. Typical items financed include street
paving; curbs; sidewalks; street lighting; utilities, including water lines, storm and sanitary sewers, and
plant expansions; parks and open space; and off-street parking. Because assessments do not need to be
tiedto revenue-generatinginfrastructure, they are particularly usefulfor streetscaping and other
beautification projects that provide benefits to an entire district.

Example: White Flint Special Taxing District

Location: Montgomery County, Maryland (White Flint Metro Station)

% |bid. p. 23.
% |bid. p. 23.
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Description: In October 2010, the Montgomery County Council approved aSpecial Taxing Districtforthe
White Flint Sector Plan areathat is authorized to levy an ad valorem property tax.’’ The special
assessment will fund the reconstruction of amajorarterial as a walkable boulevard, the construction of
a grid of publicstreets, and otherinfrastructure to supportthe redevelopment of the White Flintareaas
a mixed-use, transit-oriented district. The anticipated funding sourcesinclude a special assessmentfrom
the White Flint Special Taxing District (projected to pay for 63 percent of the infrastructure costs), TIF
(30 percent), and animpact tax (7 percent).’®

GETTING STARTED

The process for creating a special district varies from one jurisdiction to another, butin general the
process starts with property owners orbusinesses petitioning the local government to create the special
district. Then, the local government determines whether a majority of property owners or businesses
approve the creation of the special district. Finally, the local government enacts legislation creating the
special districtand assessment. In some places, state legislation will be required to grantlocal
governmentsthe authority to create special districts.

REFERENCES

Center for Transit-Oriented Development. Capturing the Value of Transit. Prepared for FTA.
2008. http://reconnectingamerica.org/resource-center/books-and-reports/2008/capturing-the-value-of-transit-3.

Montgomery County Planning Department. “White Flint: North Bethesda’s Urban Center.”
2011. http://www.montgomeryplanning.org/community/whiteflint.

7 Montgomery County Planning Department. “White Flint:North Bethesda’s Urban Center.” 2011.
http://www.montgomeryplanning.org/community/whiteflint.

8 More information aboutthe White FlintSector Planisin Cha pter I1l, Section F.

B-54


http://reconnectingamerica.org/resource-center/books-and-reports/2008/capturing-the-value-of-transit-3/
http://www.montgomeryplanning.org/community/whiteflint/
http://www.montgomeryplanning.org/community/whiteflint/

Infrastructure Financing Options for TOD

E-3. TAX INCREMENTFINANCING®®

Tax increment financing (TIF) allows the publicsectorto “capture” growthin property taxes (or
sometimes sales taxes)from new developmentand increasing property values. Depending on the state,
TIF can be used for individual projects or within adistrict. TIF works differently according to the laws in
each state (except Arizona, where itis not permitted), but typicallyitis geared to capture the increasein
property values that occurs ina designated area overa base. Taxincrementis collected foraset period,
usually between 15and 30 years. It can be used eitheron a pay-as-you-go basis overtime orcan be
bonded againstto provide an upfront source of revenue. The most common uses of TIF are for
environmental cleanup, land assembly, orlocal infrastructure.'®

TIF districts must meet special criteria (usually blight conditions) to qualify. TIF financing has commonly
been usedto help payfor majordevelopmentinitiatives orinfrastructure investments that catalyze
private investmentand increase property values. The 2008 downturninthe real estate marketand
constriction of real estate investment capital have made new TIF districts less viable.™**

While the purpose of TIFis usually to encourage new development and to help revitalize distressed
neighborhoods, some states are considering allowing TIF to be used for transit funding. Pennsylvania
passed the Transit Revitalization Investment District (TRID) legislation in 2004 to fosterintegrated
planningand implementation strategies for transit station areas. Ina TRID, TIF can be used to fund both
transitand otherstation-areaneeds. TRID has not yet been used as a financing tool in Pennsylvania, in
large part due to the weak economy.*®

TIF districts are one of the most powerful value capture tools becausethey capitalize onincreasesin
property values, including the value of new development, in an entire district. Asillustrated inthe
example inthissection, Dallas created a TIF districtacross multiple station areas, which allows revenue
generatedinone stationareato be deployedinanother.

KEY FACTORS FOR EVALUATION

Applicability to different types of infrastructure: TIF revenue can be applied toinfrastructure that does
not generate revenue. Typicalitems financed include streetimprovements; sidewalks; street lighting;
utilities, including water lines, storm and sanitary sewers, and plant expansions; parks and open space;
and off-street parking.

Approval requirements and legal and political considerations: Laws regulating the use of TIF vary from
state to state, but in most places establishing a TIF district requires certification that the areais blighted
and redevelopmentis necessary. Local legislative action is necessary to establish the district.

%% This tool descriptionis based on previous work conducted by the Center for Transit-Oriented Development and
Strategic Economics, includingthereport, Capturing the Value of Transit.

190 Center for Transit-Oriented Development. Capturing the Value of Transit. Prepared for FTA. 2008.p. 24.

19 Center for Transit-Oriented Development. Transit-Oriented Development Strategic Plan/Metro TOD Program:
Detailed Recommendations and Background.

192 Center for Transit-Oriented Development. Transit Revitalization Investment Districts (TRID): Opportunities and
Challenges for Implementation. 2011.
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Establishing new TIF districts involves significant political considerations because future tax revenue is
diverted from existing uses toredevelopment.

Application for strong and weak real estate markets: TIF is designed to capture value from new
developmentandrequires development activity to be effective.

Capacity and scale: The amount of tax increment thata TIF district generates, and thus the size of
projectsthatthe district can fund, depends onthe size of the district and the share of tax increment that

it captures.

Ease of use:Implementingand administeringa TIF districtisa complex task. Typically alocal
governmentwould formacommission toadministerthe district.

OTHER LIMITATIONS OF THETOOL

Some states restrict the total amount of assessed value thatcan be in a TIF district. Also, in some states,
itismore difficultornot permitted to bond on the revenue becauseitis not backed by the full faith and
creditof the government.

USE OF THE TOOL IN PRACTICE

TIF has been used extensively to pay for publicimprovements necessary to support TOD.
Example: City of Dallas Multistation Tax Increment Financing
Location: Eight Dallas Area Rapid Transit (DART) stations

Description: In 2008, the city of Dallas approved aseries of new TIF districts that surround eight DART
stations and total 559 acres.'®® The districts are the result of collaboration between the city, DART,
Southern Methodist University, Prescott Realty Group, and otherlocal partners. TIF revenue will be used
for publicinfrastructure to support new development and enhance connectivity in station areas. TIF was
considered an especially appealing alternative for DART and the city because real estate market
conditions and community needs vary greatly among the different station areas.*®

GETTING STARTED

Local governments typicallyestablish TIF districts, but the process varies according to each state’s
enablinglegislation. Depending on the state, the first step might be a blight analysis to determine that
redevelopmentof the areaisrequired. Then, the local government might need to designate an areaas
eitheraredevelopment oreconomicdevelopmentdistrictand prepare aredevelopment plan that
describes the activities needed, projects to be pursued, and expected uses of the TIF revenue.

103 City of Dallas Economic Development. “TransitOriented Development (TOD) Tax increment Financing (TIF)
District.” http://www.dallas-ecodev.org/incentives/tifs-pids/todTIF.htm. Accessed August 23, 2011.

194 More information aboutthe Dallas TOD TIF Districtis in Cha pter I1l, Section H.
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E-4. JOINTDEVELOPMENT™

Jointdevelopmentis generally defined as areal estate development project undertaken by a public
agency and a private partner. TOD projects generally involve developing publicly owned land. FTA has
guidance on what joint development projects are eligible for publicfunding under federal transit law. '
Accordingto this guidance, ajoint development project caninclude “commercialand residential
developmentthatis physically orfunctionally related to publictransportation projects; pedestrian and
bicycle accessto a publictransportation facility; construction, renovation, and improvement of intercity
bus and intercity rail stations and terminals; and renovation and improvement of historictransportation
facilities. Further, to be eligible forfederal funding, ajoint development project must meet three
criteria:

e Enhance economic development or incorporating private investment.

e Enhance the effectiveness of a publictransportation project or establish neworenhanced
coordination between publictransitand othertransportation.

e Provide a fair share of revenue to be used for public transit.**’

Jointdevelopmentis the only value capture mechanism thatis commonly employed directly by transit
agencies. It can take many forms, ranging from an agreement to develop land owned by the transit
agencyto jointfinancingand development of alarger projectthat incorporates both transit facilities and
private development. A joint developmentagreement caninclude a cost-sharing agreement, arevenue-
sharingagreement, ora combination of the two. Cost-sharing agreements usually involve cooperation
to pay forinfrastructure that helpstointegrate transit with surrounding development. Revenue-sharing
agreementsdistribute the revenuethat results from developmentamongjoint development partners.
Examples of revenue-sharing agreementsinclude ground-lease revenue, air-rights payments, orin some
cases sharinga percentage of rents orotherrevenue from development. Because many joint
development projects are designed to meet multiple goals such as providing affordable housing, local
jurisdictions can also help finance aspects of the project.**®

KEY FACTORS FOR EVALUATION

Applicability to different types of infrastructure: Joint developmentis mostapplicable to projects that
include developmentontransitagency-owned land. Thesetypes of projects make the most sense where
infrastructure improvements (e.g., circulation improvement or structured parking) will benefitall

1% This tool descriptionis based on previous work conducted by the Center for Transit-Oriented Development and

Strategic Economics, includingthereport, Capturing the Value of Transit.

% pOT. “Notice of Final Agency Guidanceon the Eligibility of Joint Development Improvements Under Federal

TransitLaw.” Federal Register. Vol.72,No. 25.February 7, 2007.

107 Ibid,and Center for Transit-Oriented Development. Capturing the Value of Transit. Prepared for FTA. November

2008.p. 26.

198 Center for Transit-Oriented Development. Capturing the Value of Transit. Prepared for FTA. November 2008. p.
26.
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parties. Many joint development projects involve building parking structures to replace parking lost
through development on existing surface parkinglots.

Approval requirements and legal and political considerations: Joint development agreements can take
many forms, and the approval requirements vary as described above. There are also specificlimitations

on the use of land purchased with federal transportation funds.

Application for strong and weak real estate markets: Joint development requires astrongreal estate
marketand a specificdevelopment opportunity.

Capacity and scale: The capacity and scale forthistool vary depending on the development opportunity.

Ease of use:Jointdevelopmentinvolves complexfinancial transactions and requires public-sector real
estate knowledge and a capable private partner.

USE OF THE TOOL IN PRACTICE

Example: The Highlands at Morristown Train Station
Location: Morristown, New Jersey

Description: In the mid-2000s, New Jersey Transit, the state’s publictransportation corporation, issued a
requestforproposalstodevelop asurface parkinglot at Morristown Station on a commuter rail line that
provides direct service to Manhattan. The agency chose a developer who proposed to purchase the
property and build a five-story, mixed-use building including 228 apartments, 8,000 square feet of
ground-floorretail, and a five-story garage with 722 parking spaces for commuters, tenants, and
shoppers. The developer paid $7 million of the $8.75 million cost of building the parking garage; New
Jersey Transit contributed the remainderand ownsand operates 415 commuter spacesin the garage.
The agency alsoreceivesaportion of the rents generated by the property. The project, knownas The
Highlands at Morristown Train Station, was completed in 2009.*°

GETTING STARTED

A transitagency mightbegina joint development project by identifying potential development sites and
any limitations on the use of the land. Some transit agencies have established real estate offices and
implemented real estate and joint development policies.**
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F. GRANTS AND OTHER PHILANTHROPIC SOURCES

F-1. CONGESTION MITIGATION AND AIR QUALITY IMPROVEMENT PROGRAM

The Congestion Mitigation and Air Quality Improvement (CMAQ) Program funds transportation projects
or programs that contribute toimprovingair quality and relieving congestion. Jointly administered by
FHWA and FTA, the CMAQ program was most recently reauthorized in 2012 under Moving Ahead for
Progressinthe 21st Century (MAP-21).'" The program provides funding based on a statutory formulato
state departments of transportation, metropolitan planning organizations (MPOs), and project sponsors
for a growing variety of transportation projects, primarily in nonattainment and maintenance areas. ™

MPOs typically distribute CMAQfunds, which are available to a wide range of government and nonprofit
organizations, as well as private entities contributing to public-private partnerships. MPOs can plan or
implement theirown air quality programs in addition to approving CMAQ funds for other projects. ' To
pay for TOD infrastructure projectsthatare noteligiblefor CMAQ or STP funding, some MPOs exchange
CMAQ and STP funds for unrestricted transportation funding from local governments. MPOs can use this
same method of exchanging funds to make grants for smaller projects (i.e., below $2 million) thatare
TOD-related but do not qualify fortransportation funding, such as below-ground infrastructure
improvements.114

KEY FACTORS FOR EVALUATION

Applicability to different types of infrastructure: CMAQ funding can be used for a wide range of capital
investments that reduce emissions, including pedestrian and bicycle facilities, publictransit
improvements, and congestion and trafficflow improvements. To be eligible for CMAQ funds, a project
must be includedinthe MPQ’s current transportation plan and transportation improvement program
(TIP).***

Approval requirements and legal and political considerations: Organizations that wantaccessto CMAQ
funds mustfirstask their MPO to include the projectin the TIP.

M EHwA. “Congestion Mitigation and Air Quality Improvement Program (CMAQ).”

http://www.fhwa.dot.gov/map21/cmag.cfm. Accessed September 19, 2012.
112

Nonattainment areas arethose that fail to attain the national ambientair quality standards (NAAQS) for ozone,
carbon monoxide, and particulate matter. Maintenance areas areformer nonattainment areas with approved
plans to maintain NAAQS.

B EHWA. “The Congestion Mitigation and Air Quality (CMAQ) Improvement Program: CMAQ Program Assistance,
Project Proposalsand the Federal Aid Process.”
http://www.fhwa.dot.gov/environment/air_quality/cmaq/reference/brochure/brochure08.cfm. Accessed August
24,2011.

11 Center for Transit-Oriented Development. Financing Transit-Oriented Development in the San Francisco Bay

Area: Policy Options and Strategies. Prepared for MTC. August 2008.
115

FHWA. “Congestion Mitigation and Air Quality Improvement Program (CMAQ).”
http://www.fhwa.dot.gov/map21/cmag.cfm. Accessed September 19, 2012.
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Application for strong and weak real estate markets: This fundingsource is applicable to both strong
and weakreal estate markets because itdoesn’tdepend on new development occurring.

Capacity and scale: The scale of projects that can be funded depends on the size of astate or region’s
allocation of CMAQ funds as well as each region’s priorities for using those funds.

Ease of use: Federal funding sources such as CMAQ have significant administrative and reporting
requirements.

Although local match requirements for CMAQvary by state, generally the federal government will pay
for upto 80 percentof eligible project costs; the remainderis the responsibility of the project sponsor.
Because of this local match requirement and the scarcity of federal funding forthese types of
transportationimprovements compared tothe demand, project sponsors often end up combining many
sources of funding fora single project, extending project timelines and creating logistical complications
because of the need to accommodate differing funding schedules.

OTHER LIMITATIONS OF THETOOL

CMAQ funds cannotbe usedforcertain types of infrastructure that are critical for TOD, such as land
assembly or building parking facilities. To fund these types of infrastructure, several MPOs, including the
San Francisco Bay Area MTC, Portland Metro, and the North Central Texas Council of Governments,
trade federal transportation funds passed through to the regions (including CMAQas well as STP and
Urbanized Area Formulafunding, discussed in Section F-3 of this appendix)forlocal unrestricted sources
that transit agencies or municipalities have allocated to eligible uses, such as road maintenance.'*°
While trading federal funds allows regions to allocate their funds more flexibly, the practice also creates
uncertainty and can delay projects.

USE OF THE TOOL IN PRACTICE

Example: Bike Station and BikeLink Parking Technology at Transit Stations
Location: Folsom, California

Description: The Sacramento Area Council of Governments awarded Folsom, California $158,000 of
CMAQ fundsthroughtheir 2008 Regional Bicycle & Pedestrian Funding Program to build anew bike
station and retrofit 22 bike lockers with BikeLink technology and purchase an additional 50 BikeLink
lockers.™'”**® BikeLink cards allow bicyclists to have around-the-clock access to secure bicycle lockers.
The projectimproves bicycle accessto two light rail stations as well as to a majortransfer point forlocal
bus service. The city of Folsom provided matching funds of $18,000.

116 For smaller projects (i.e., less than $2 million), this exchangealso removes federal environmental review and
labor requirements that would outweigh the valueof the grant.

7 sacramento Area Council of Governments. “Bicycleand Pedestrian Funding Program—Listof Approved
Projects.” April 17,2008.

118 City of Folsom, Parks & Recreation Department. “Application for Fundingunder the SACOG Bicycleand
Pedestrian Funding Program.” December 3, 2007.
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GETTING STARTED

Local governments should contact their MPOs for information about the process for placing projects on
the TIP and with suggestions for CMAQ projects.
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F-2.  TRANSPORTATION ALTERNATIVES PROGRAM (FORMERLY TRANSPORTATION
ENHANCEMENTS PROGRAM)

The Transportation Alternatives Program provides funding to expand and improve transportation
options. Itisfunded from each state’s federal apportionment and is administered by the states. It was
most recently authorizedin 2012 under MAP-21. The program was previously known as the
Transportation Enhancements Program.

State DOTs and MPOs must establish acompetitive process to award funding. The entities eligible for
fundinginclude local governments, regional transportation authorities, transit agencies, natural
resource or publicland agencies, and tribal governments.***

The amount of federal transportation funding designated for transportation enhancements could not
meetthe need forstation-areainfrastructure and other publicimprovements, and MAP-21further
reduced funding while also allowing states more flexibility to redirect transportation alternatives money
to otheruses.

KEY FACTORS FOR EVALUATION

Applicability to different types of infrastructure: This tool can be applied to construction, planning, and
design of bicycle and pedestrian facilities including sidewalks, pedestrian and bicycle signals, traffic
calmingtechniques, lighting, and safety-related infrastructure, among other things.**°

Approval requirements and legal and political considerations: The amount states receive for
transportation alternativesis 2 percent of the amountawarded to nine different transportation
programs. In fiscal year 2013, the amountis $808,760,000.***

Applicationfor strong and weak real estate markets: This funding source is applicable to both strong
and weak real estate markets because itdoes notdepend on new development occurring.

Capacity and scale: The scale of projects that can be funded with transportation alternatives varies
dependingonaregion’sallocation of transportation alternatives funding and priorities for using that
funding.

Ease of use: Federal funding sources such as transportation alternatives have significant administrative
and reportingrequirements.

1% National Tra nsportation Enhancements Clearinghouse. “Memorandum: MAP-21 and Its Effects on
Transportation Enhancements.” July 13, 2012.

120 eywa. “Moving Ahead for the 21% Century Act (MAP-21): Transportation Alternatives Definitions.”
http://www.fhwa.dot.gov/environment/transportation_enhancements/legislation/map21.cfm. Accessed
September 20, 2012.

21 National Tra nsportation Enhancements Clearinghouse. “MAP-21 and Transportation Alternatives
Apportionments.” July 17, 2012.
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The federal government will pay for upto 80 percent of a transportation alternatives project; the
remainderis the responsibility of the project sponsor.** Because of this local match requirement and
the scarcity of federal funding forthese types of transportation improvements compared to the
demand, transportation alternatives project sponsors often end up combining many sources of funding
for a single project, extending project timelines and creatinglogistical challengesinvolving the need to
accommodate differentfunding schedules.

OTHER LIMITATIONS OF THETOOL

Similarto CMAQ funding, transportation alternatives funding cannot be used for certain types of
infrastructure thatare critical for TOD, such as land assembly or building parking facilities, and some
MPOs have traded these federal funds forlocal funds, as described in Chapterlll, Section I. These trades
allow regions to use theirfunds more flexibly but also can create uncertainty and delays.

USE OF THE TOOL IN PRACTICE

Example: 28" StreetImprovements Project
Location: Boulder, Colorado (atthe planned Boulder Transit Village)

Description: The 28" Street Improvements Project transformed 2% miles of 28" Streetinto an
attractive, multimodal corridor by adding new regional bus service and making extensive pedestrian and
bicycle improvements. The corridorserves as a gateway for the city of Boulderand the planned Boulder
TransitVillage, which will be builtaround astop onthe planned U.S. 36 Bus Rapid Transit Corridor. Part
of the funding came from the Transportation Enhancements program, including $395,000 for a
pedestrian crossing (with alocal match of $395,000) and $600,000 for bicycle facilities (with alocal
match of $150,000)."**

GETTING STARTED

State departments of transportation are responsible for developing and administering theirown
Transportation Alternatives Programs, so the process of applying forfunding varies by state. Ingeneral,
for previous Transportation Enhancements funding local governments and nonprofits partnered with
governments apply to theirstate department of transportation.
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F-3.  URBANIZED AREA FORMULA FUNDING PROGRAM

The Urbanized Area Formula Funding Program, most recently authorized in 2012 under MAP-21, makes
federal resources available to urbanized areas *** and to state governors for transit capital, operating
assistance, and transportation-related planning. MAP-21 eliminated arequirement that 1 percent of
each urbanized area’s apportionment be used fortransit enhancements, which included pedestrian and
bicycle access improvements, transit connections to parks, and enhanced access for persons with
disabilities.'*

For urbanized areas with populations of 200,000 or more, Urbanized Area Formulafunds flow directly to
a designated recipient selected locally to apply forand receive federal funds—typically the region’s
MPO. For urbanized areas under 200,000 in population, the funds are apportioned to each state for
distribution. Afew areas under 200,000 in population have been designated as transportation
management areas and receive apportionments directly. In fiscal year 2012, FTA allocated
approximately $2.28 billion to the Urbanized Area Formula program. **°

KEY FACTORS FOR EVALUATION

Applicability to different types of infrastructure: Urbanized Area Formulafunds can be used for capital
projects, planning, and job access and reverse commute projects. Operating costs for public
transportation are also eligible forfundingin areas with fewerthan 200,000 people. The definitionfora
capital projectincludes aprojectforajointdevelopmentimprovementthat mayinclude “property
acquisition; demolition of existing structures; site preparation; utilities; building foundations; walkways;
pedestrian and bicycle access to a publictransportation facility; construction, renovation, and
improvement of intercity bus and intercity rail stations and terminals; renovation and improvement of
historictransportation facilities; open space; safety and security equipment and facilities...; a capital
projectfor, and improving, equipment orafacility foran intermodal transfer facility or transportation
mall; and construction of space for commercial uses.”?’

Approval requirements and legal and political considerations: Similarto the CMAQ funds, organizations
that wantaccess to Urbanized Area Formula funds work with their MPO to place the project on the TIP.

Application for strong and weak real estate markets: This funding source is applicable to both strong
and weak real estate markets because itdoes notdepend on new development occurring.

Capacity and scale: The scale of projects that can be funded with Urbanized Area Formulavaries
dependingonaregion’s fundingallocation and priorities.

Ease of use: Federal funding sources such as the Urbanized Area Formula have significant administrative
and reporting requirements.

2% An urbanized areais an incorporated area with a population of 50,000 or more designated by the U.S. Census.
125 ETA. “Chapter 53 of title 49, United States Code, as amended by MAP-21.” 2012.

2% ETA. “FY 2012 Section 5307 and Section 5340 Urbanized Area Apportionments.”
http://www.fta.dot.gov/printer friendly/12853 14254.html. Accessed August 2011.

127 ETp, “Chapter 53 of title 49, United States Code, as amended by MAP-21.” 2012.
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OTHER LIMITATIONS OF THETOOL

In general, the federal share of a project funded with Urbanized Area Formula cannot exceed 80 percent
of the project cost.

USE OF THE TOOL IN PRACTICE

Example: Union Station Interconnect
Location: New Haven, Connecticut

Description: This 2008 project expanded bicycle access to Union Station, the intermodal center of
Connecticut passenger rail service.'” The projectincluded the development of 4.6 miles of bicycle lanes
and associated road safety improvements to connect the station to downtown and other
neighborhoods. Italsoincluded 100 new bicycle parking spaces at the station. Fundingincluded
$130,500 intransit enhancement funds underthe Urbanized Area Formula Program and a $14,500 local
match.*’

GETTING STARTED

To access Urbanized Area program funds, local governments typically work with their MPOs to place
projects onthe region’sTIP.

REFERENCES

City of New Haven. New Haven Union Station Transit-Oriented Development Study. February
2008. http://www.cityofnewhaven.com/CityPlan/pdfs/UnionStationTOD.pdf.

FHWA. “Transportation Enhancements Administered by the Federal Transit
Administration.” http://www.fhwa.dot.gov/environment/transportation_enhancements/guidance/te_provision.cf
m. Accessed August 30, 2011.

FTA. “FY 2012 Section 5307 and Section 5340 Urbanized Area
Apportionments.” http://www.fta.dot.gov/printer _friendly/12853 14254.html. Accessed August 2011.

FTA. “Chapter 53 of title 49, United States Code, as amended by MAP-21."”
2012. http://www.fta.dot.gov/documents/chapter53redlineMAP21.pdf.

South Central Regional Council of Governments. “2008 Transit Enhancement Project Proposals.” August 13,
2008. http://www.scrcog.org/documents/Transit_Enhancement%20Rpt2008.pdf.

128 City of New Haven. New Haven Union Station Transit-Oriented Development Study. February 2008.

129 5outh Central Regional Council of Governments. “2008 TransitEnhancement ProjectProposals.” August 13,
2008.
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F-4. COMMUNITY DEVELOPMENT BLOCK GRANT PROGRAM

The Community Development Block Grant (CDBG) Program, administered by HUD, supports the
provision of decent, affordable housingand community services, job creation, and retention of
businessesinvulnerable neighborhoods. The CDBG program provides annual grants on a formula basis
to 1,209 local governmentagencies and statesin the following program areas:

e Entitlement Communities Grants: This program allocates annual grants to largercities and urban
countiesto provide housingand expand economic opportunities, principally forlow- and moderate-
income people.

e State-Administered CDBG (also known as the Small Cities CDBG program): This program provides
money to each state to award grants to smallercities and counties for community development
activities.

e Section 108 Loan Guarantee Program: This program providesfinancing foreconomicdevelopment;
housing rehabilitation; and publicfacilities rehabilitation or construction for low- to moderate-
income people.

e Neighborhood Stabilization Program: This program provides grants to communities hardest hit by
foreclosures and delinquencies to purchase, rehabilitate, orredevelop homes and stabilize
neighborhoods.

¢ Renewal Communities/Empowerment Zones/Enterprise Communities: This program aims to
attract private investment for sustainable economicand community development.**

While most of these funding programs might not be applicable to TOD infrastructure as defined in this
report, they can make TOD infrastructure possible by fundinga portion of a larger TOD project that
includes aninfrastructure component. The Section 108 Loan Guarantee Program is the most relevantto
providing TOD infrastructure. The program allows communities to leverage CDBGfundsinto federally
guaranteed loans foreconomicrevitalization projects. Eligible uses for Section 108 financinginclude:

e Economicdevelopment activities eligible under CDBG.
e Acquisition of real property.

e Rehabilitation of publicly owned real property.

e Housing rehabilitation eligible under CDBG.

e Construction, reconstruction, orinstallation of publicfacilities (including street, sidewalk, and other
site improvements).

e Related relocation, clearance, and site improvements.

130 yup. “Community Development Block Grant Program—CDBG.”
http://portal.hud.gov/hudportal /HUD?src=/program_offices/comm_planning/communitydevelopment/programs.
Accessed August 31, 2011.
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e Payment of interest on the guaranteed loan and issuance costs of public offerings.
e Debtservice reserves.

. . . .. . 131
e Housing construction (in limited circumstances).

KEY FACTORS FOR EVALUATION

Applicability to different types of infrastructure: This funding could be used for property acquisition,
rehabilitation of publicly owned real property, streets, and sidewalks. CDBG funding could also be used
in combination with otherfunding and financingtools to contribute to alarger TOD project that meets
the criteriafor using CDBG funds.

Approval requirements and legal and political considerations: HUD determines grantamounts with
formulas based onthe extent of poverty, population, housing overcrowding, age of housing, and
population growth lagin relationship to other metropolitan areas. Most largercities and urban counties
receive annual CDBGallocations; smaller communities can access CDBG funding through state agencies.
At least 70 percent of CDBG funds must be used for activities that benefit low-and moderate-income
people.'*?

Applicationfor strong and weak real estate markets: Thisfunding source is designed to benefit low-
and moderate-income people, prevent or eliminateslums or blight, and address urgent community
development needs. Therefore projects are usually located in areas that have weak real estate markets.

Capacity and scale: The size of a project that CDBG can fund dependsona city or county’s allocation of
and prioritiesfor CDBGfunding. As described above, CDBGfunds are apportioned to communities based
on HUD formulas. Section 108 Loan Guarantees allow a community to leverage a portion of CDBG grant
money to finance a largerloan.

Ease of use: Federal funding sources such as CDBG have significantadministrativeand reporting
requirements.

OTHER LIMITATIONS OF THETOOL

There are significant restrictions on how CDBG funds can be spent. CDBG funds are not applicable to
TOD infrastructure projects as defined in this report unless the infrastructure projects are partof a
larger TOD project that meetsthe criteria of CDBG, such as an affordable housing oreconomic
revitalization project.

131 HUD. “Section 108 Loan Guarantee Program,”
http://portal.hud.gov/hudportal /HUD?src=/program_offices/comm_planning/communitydevelopment/programs/

108. Accessed August 31, 2011.
132

HUD. “Community Development Block Grant Program—CDBG.”
http://portal.hud.gov/hudportal /HUD?src=/program_offices/comm_planning/communitydevelopment/programs.
Accessed August 31, 2011.
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USE OF THE TOOL IN PRACTICE

CDBG funds have been used as part of the funding and financing package for many TOD projects.
Example: EastLake Streetscape Improvement Project
Location: Oakland, California (AC Transit and Lake Merritt BART Station)

Description: The city of Oakland widened sidewalks and repainted crosswalks, added bulb-outs at
intersections and bus stops, and installed pedestrian amenities in the transit-accessible neighborhood of
EastLake. Funding sourcesincluded $85,000 from CDBG, $1,730,000 in MTC grants, $200,000 from the
Transportation Fund for Clean Air, $200,000 from the Oakland Capital Improvement Program, $442,000
from a transportation sales tax (Measure B), and $412,000 in otherlocal funds.

GETTING STARTED

CDBG entitlement communities are eligible to apply forassistance through the section 108 loan
guarantee program. CDBG non-entitlement communities can also apply, provided their state agrees to
pledge the CDBGfunds necessary to secure the loan. Applicants canreceive aloan guarantee directly or
designate another publicentity, such as an industrial development authority, to carry out theirSection
108-assisted project.

REFERENCES

MTC. Ten Years of TLC: An Evaluation of MTC’s Transportation for Livable Communities. Appendix A: Case Studies.
2007. http://www.mtc.ca.gov/planning/smart growth/tlc/tlc_eval/TLC Evaluation App A Case Studies.pdf.

HUD. “Community Development Block Grant Program—
CDBG.” http://portal.hud.gov/hudportal/HUD?src=/program_offices/comm_planning/communitydevelopment/pr
ograms. Accessed August 31, 2011.

HUD. “Facts About Farmworkers and Colonias.” http://www.hud.gov/groups/farmwkercolonia.cfm. Accessed
August 31, 2011.

HUD. “Section 108 Loan Guarantee

Program.” http://portal.hud.gov/hudportal /HUD?src=/program_offices/comm_planning/communitydevelopment/
programs/108.Accessed August 31, 2011.
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F-5. ECONOMICDEVELOPMENT ADMINISTRATION GRANTS

The Economic Development Administration (EDA), an agencyinthe U.S. Department of Commerce,
provides grants to economically distressed communities to generate newemployment, help retain
existing jobs, and stimulate industrial and commercial growth. EDA recognizes TOD as an economic
development tool and has provided funding for TOD projects.™** EDA investment programsinclude:

o  PublicWorks and Economic Development Assistance: Empowers distressed communities to
revitalize, expand, and upgrade their physical infrastructure to attract new industry, encourage
business expansion, diversify local economies, and generate or retain long-term, private-sector jobs
and investment.”* The investments are also designed to help communities attract private capital
investmentand higher-skill, higher-wage jobs. The funds can be used for:

0 Acquisition ordevelopment of land and improvements for use in a publicworks, publicservice,
or othertype of development facility; or

0 Acquisition, design and engineering, construction, rehabilitation, alteration, expansion, or
improvement of such a facility, including related machinery and equipment. **

e Economic AdjustmentAssistance: Helps state and local interests design and implement strategies
to adjustor bring about change to an economy. The program focuses on areas that have
experienced orare under threat of serious damage to the underlying economicbase. **

e Partnership Planning: Supports local organizations (e.g., economic development districts and Indian
tribes) with long-term planning efforts.”’

¢ Global Climate Change Mitigation Incentive Fund: Finances projects that foster economic
development by advancingthe green economy in distressed communities.**®

KEY FACTORS FOR EVALUATION

Applicability to different types of infrastructure: EDA funding can be spenton a variety of infrastructure
types provided the project has an economicdevelopment purpose.

Approval requirements and legal and political considerations: EDA has an application processand
approvesgrants on a quarterly basis.

133 American Planning Association. “EDA Update.” July 2009.
3 EDA. “EDA Investment Programs.” http://www.eda.gov/programs.htm. Accessed August 24, 2012.

13% U.s. Office of Ma nagement and Budget. A-133 Compliance Supplement: Department of Commerce. 2011.p. 4-

11.300-3.
136

EDA. “EDA Investment Programs.” http://www.eda.gov/programs.htm. Accessed August 24,2012.
Ibid.

138 FedCenter.gov. “Global Climate Change Mitigation Incentive Fund.”
http://www.fedcenter.gov/Bookmarks/index.cfm?id=13420&pge id=1854. Accessed August 24,2012.

137
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Application for strong and weak real estate markets: EDA funds are available only to communities
meetingthe agency’s criteriaforeconomicdistress, so EDA-funded projects are usually located in areas
with weak real estate markets.

Capacity and scale: There are no minimum or maximum investment amounts foran EDA grant. EDA can
fund up to 80 percent of the total project cost if a community meetsthe criteria.

Ease of use: Federal funding sources such as EDA grants have significantadministrative and reporting
requirements.

USE OF THE TOOL IN PRACTICE

EDA funds are applicable to a wide variety of infrastructure project types, provided the community and
project meetthe program criteria.

Example: West Broadway Urban Village Infrastructure Grant
Location: Seaside, California

Description: EDA provided grant funding for the city of Seaside to take the first step toward
implementing the West Broadway Urban Village Specific Plan, which envisioned the West Broadway
area as the core of a new pedestrian- and bicycle-friendly, transit-oriented urban village. The
infrastructure improvement phase of the projectincludes streetscape and intersection improvements,
development of pedestrian and bicycle amenities, and the upgrade of public utilities within the public
right of way. Funding sources forthe $1.35 million projectincluded a $945,000 EDA grant and $400,000
inlocal matching CDBG funds.™*’

GETTING STARTED

EDA recommends that all potential applicants contact the appropriate Economic Development
Representative or point of contact for theirstate. EDA also holds training sessions for potential
applicants.

REFERENCES

American PlanningAssociation. “EDA Update.” July 2009. http://www.planning.org/eda/newsletter/2009/jul.htm.

City of Seaside. “Current Projects: West Broadway Urban VillageInfrastructure
Grant.” http://ci.seaside.ca.us/index.aspx?page=381. Accessed August 31,2011.

EDA. “EDA Investment Programs.” http://www.eda.gov/programs.htm. Accessed August 24,2012

EDA. “Federal Funding Opportunities.” http://www.eda.gov/ffo.htm. AccessedJuly 26, 2012.

139 City of Seaside. “Current Projects: West Broadway Urban Village Infrastructure Grant.”
http://ci.seaside.ca.us/index.aspx?page=381.Accessed August 31, 2011.
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EDA. “New Investments: California.” http://www.eda.gov/NewsEvents/Newlnvestments/ca.xml. Accessed August
31,2011.

FedCenter.gov. “Global Climate Change Mitigation Incentive
Fund.” http://www.fedcenter.gov/Bookmarks/index.cfm?id=13420&pge_id=1854. Accessed August 24, 2012.

U.S. Office of Management and Budget. A-133 Compliance Supplement: Department of Commerce.
2011. http://www.whitehouse.gov/sites /default/files/omb/assets/OMB/circulars/al33_compliance/2011/doc.pdf.
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F-6. FOUNDATION GRANTS

Foundations, including private foundations and publiccharities, are nongovernmental organizations that
make grants with a charitable purpose. Foundations make many types of grants, including:**°

e (Capital or capital campaign: A capital grant providesfundsto purchase property orequipment, build
a facility, orremodel orexpand afacility.

e Operatingorgeneral support: An operating grant provides support for the day-to-day costs of
runningan organization.

e Endowment:Anendowmentfundisapermanentannual source ofincome foran organization’s
operatingorprojectexpenses.

e Unrestricted: Anunrestricted grantallows the organization to use funds where it needs them most.
e Project: A projectgrant supports a specificactivity.

e Seed:Aseedgranthelpsto jump-startanew organization ora new project or launch a capital
campaign.

e Challenge ormatching: A challenge or matching grant helps anonprofit organization leverage
additional dollars through afundraising campaign.

o Pledge:Apledgeisapromisetopayin the future.

Foundations are interested in providing support to TOD through traditional and non-traditional means,
including grants, technical assistance, and program-related investments (see the next tool profile for
more information on program-related investments)."** However, while foundations have been showing
increasinginterestin TOD activities, most of their efforts have been related to providing affordable
housingorsocial services around transit facilities oreven the transititself, not the infrastructure needed
to support TOD.

A few foundations have provided grants forland or property acquisition and environmental assessment
or remediation for brownfield redevelopment. However, most grants for TOD projects have been for
pre-development activities, including planning, technical assistance, and community engagement. These
pre-development grants are typically made to nonprofit organizations, notto government agencies.

1% Eoundation Center. “Grants Classification.”

http://foundationcenter.org/gainknowledge/grantsclass/ntee gcs.html. Accessed August 2011.
141

Katherine Pease & Associates. “Conveningon TransitOriented Development: The Foundation Perspective.”
Prepared for Center for Transit-Oriented Development, LivingCities, and Boston College Institutefor Responsible
Investments. February 2009.
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KEY FACTORS FOR EVALUATION

Applicability to differenttypes of infrastructure: Foundations have shown the mostinterestin pre-
development activities associated with equitable TOD, such as mixed-income TOD projects. Foundations
have also showninterestin establishing TOD land acquisition funds.

Approval requirements and legal and political considerations: Using foundation funding does not
require voterapproval. Grants are typically allocated through a competitive application process.

Application for strong and weak real estate markets: Depending on the mission and policies of the
foundation, grants can be available in strongand weak real estate markets.

Capacity and scale: Grant sizes vary by foundation and grant program.

Ease of use: Foundation grants typically have significant reporting requirements to ensure that the
grants are used in compliance with foundation goals.

OTHER LIMITATIONS OF THETOOL

Because grant programs are typically competitive, grants are unpredictable funding sources.

USE OF THE TOOL IN PRACTICE

Thistoolis largely untested for TOD infrastructure, but foundations are increasingly funding planning,
technical assistance, and community engagement activities related to TOD, as well as land acquisition
and brownfield remediation.

Example: Living Cities Integration Initiative
Location: Baltimore; Cleveland; Detroit; Newark, New Jersey; and Minneapolis-St. Paul

Description: The Living Cities Integration Initiative™** provided $85 million in grants and loans to five
cities (Baltimore, Cleveland, Detroit, Newark, and the Twin Cities) forinitiatives that encourage public,
private, nonprofit, and philanthropicsectors to work togetherto make communities work forlow-
income people. Projectsin Baltimore and Minneapolis-St. Paul have afocus on TOD. The Minneapolis-St.
Paul project will convene local, regional, and state government; the private sector; and nonprofit and
philanthropicorganizations to create and preserve transit-accessible affordable housing and mixed-use,
mixed-income developments; help small businesses deal with disruptions caused by transit corridor
construction; and catalyze neighborhood-led development along three regional transitlines. The
Baltimore Integration Project™** will focus on “creating job opportunities and improving neighborhoods

2 livingCities. “The Integration Initiative.” http://www.livingcities.org/integration/. Accessed August 31,2011.

143 BaltimoreIntegration Partnership. “Whatis the Baltimore Integration Partnership?”
http://www.abagrantmakers.org/page/BaltimorePartnership/. Accessed August 31,2011.
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in Central and East Baltimore, while preparing residents for opportunities created by the construction of
the Red Line, a 14-mile east-west transit line.”***

GETTING STARTED

Most grants require a competitive application process. Successful grant-seekers often have established
relationships or partnerships with foundations before applying for grants. Many online resources, such
as the Foundation Center, provide information on foundations and grants and on writing proposals and
grant requests.

REFERENCES

BaltimorelIntegration Partnership. “Whatis the Baltimore Integration
Partnership?” http://www.abagrantmakers.org/page/BaltimorePartnership/. Accessed August 31, 2011.

Foundation Center. “Grants
Classification.” http://foundationcenter.org/gainknowledge/grantsclass/ntee_gcs.html. Accessed August 2011.

Katherine Pease & Associates. “Conveningon TransitOriented Development: The Foundation Perspective.”
Prepared for Center for Transit-Oriented Development, Living Cities,and Boston College Institute for Responsible
Investments. February 2009. http://www.katherinepease.com/Convening%200n%20TOD %20-
%20The%20Foundation%20Perspective.pdf.

Living Cities. “The Integration Initiative.” http://www.livingcities.org/integration/. Accessed August 31,2011.

Living Cities Integration Initiative. “National Collaborative Announces $80 Million Investmentin Five Cities.”
October 28, 2010. http://backend.livingcities.org/ backend.livingcities.org/files/Tll_National pressrelease.pdf.

144 Living Cities Integration Initiative. “National Collaborative Announces $80 Million Investmentin Five Cities.”
October 28, 2010. http://backend.livingcities.org/ backend.livingcities.org/files/TIl_National_pressrelease.pdf, p.
3.
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F-7. PROGRAM-RELATED INVESTMENTS

Program-related investments (PRIs)are mission-driven investments made by foundations to support
theirphilanthropicgoals and leverage theirfunds. Unlike grants, PRIs involve a potential return on the
investment. PRIs caninclude loans, loan guarantees, and equity investments, although they typically
comein the form of a low-interestloan. Forthe recipient, the primary benefit of a PRI is access to capital
at lowerratesthan might otherwise be available. Forthe funder, the principal benefitis that the
repayment orreturn of equity can be recycled foranother charitable purpose, assuming the investment
isrepaid.

Notall foundationsinthe United States make PRIs, and those that do typically doso as a supplementto
theirexisting grant programs. PRIs are available onlyif an applicant has the potential to generate
income to repay a loan. PRIs could provide financing for projects that were unable to secure financing
fromtraditional sources. While alarge portion of PRI fundingin the past has supported affordable
housingand community development, in some cases these investments have funded capital projects
ranging from rehabilitating historic buildings to preserving open space and wildlife habitat.

The Internal Revenue Service requires interest rates to be below market rates foran investment to
qualify asa PRI. However, rates for PRIs can vary depending on the levelof riskinvolved. PRIs can be
eithersecured (i.e., guaranteed by collateral) or unsecured. Someare structured so that a portion of the
principal plusinterestis paidinregularinstallments overaset period of time, while othersare set up
withinterest-only paymentschedules with alarger paymentatthe endto coverthe principal. The
duration of PRIs vary; although most are fairly short-term, PRIs have been used to support multiyear
community development projects requiring long-term, “patient” capital.

KEY FACTORS FOR EVALUATION

Applicability to different types of infrastructure: Because foundations require repaymentfor PRIs, this
tool would typically apply only to revenue-generating infrastructure. However, PRIs could be repaid with
anotherrevenue source.

Approval requirements and legal and political considerations: This tool does notrequire voter
approval. However, because PRIs involve loan documents and other financial agreements, they typically
require more legal expertise than grants.**

Application for strong and weak real estate markets: Dependingon the mission and policies of the
foundation, PRIs can be applicable in strong and weak real estate markets.

Capacity and scale: PRIs range from as little as $1,000 to several million dollars. Generally, the amount
dependsontherecipient's need and capacity as well as the foundation’s scope, size, and risk
tolerance.*®

15 Bena bentos, L. et al. Strategies to Maximize Your Philanthropic Capital: A Guide to Program Related
Investments. Mission Investors Exchange, the Thomson Reuters Foundation,and Linklaters LLP. 2012.

148 1pid.

B-78



Infrastructure Financing Options for TOD

Ease of use: PRIs range from straightforward short-term loans to complex financial transactions.
Borrowers administer PRIs like otherloans, except thatfoundations might have additional reporting
requirementsto ensure thatthe funds are used in compliance with foundation goals. Froma
foundation’s perspective, PRIs can be administratively complex and are often managed with help from
outside consultants.

USE OF THE TOOL IN PRACTICE

A 2009 report on foundation support for TOD found that “forthe most part, funders have not made
significant PRIs for TOD-specificinvestments, although there is considerableinterestin movingin that
direction. PRIsin thisarena primarily have been used to support TOD-related property acquisition
efforts, including paying forupfront supportforaland acquisition fund, or, supporting acitywideland
acquisition fund for affordable housing.”**’

Example: Living Cities Catalyst Fund
Location: United States

Description: In 2008, seven foundationsinvested atotal of more than $20 millionin the Living Cities
Catalyst Fund."*® The Catalyst Fund provides below-market loans and guarantees to nonprofit
organizations that create opportunities and make markets work for low-income communities. Most
investments have notbeenfocused on TOD. However, in 2011, the fund invested $3million in the Bay
AreaTransit Oriented Affordable Housing Fund.'*’

GETTING STARTED

Projectsponsorsinterestedin PRIs should approach individual foundations.

REFERENCES:

Benabentos, Lucia;Storms, Justin; Teuscher, Carlos;and Van Loo, Jon. Strategies to Maximize Your Philanthropic
Capital: A Guide to Program Related Investments. Mission Investors Exchange, the Thomson Reuters Foundation,
andLinklaters LLP. 2012. http://www.missioninvestors.org/tools/strategies-maximize-your-philanthropic-capital-
guide-program-related-investments-primer.

Foundation Center. “Home page.” http://foundationcenter.org. Accessed August 31, 2011.

Katherine Pease & Associates. “Conveningon TransitOriented Development: The Foundation Perspective.”
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149 More information aboutthe fund is in Chapter IIl,Section J.
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G. EMERGING TOOLS

G-1. STRUCTURED FUNDS

A structured fundis a pooled equity thatis structured to be relatively low risk with opportunity for
limited returns. Structured funds investintwo types of assets: fixed-income products, like mortgages or
mortgage-backed securities wherethe income streamis fixed, and derivatives, which are more risky but
offermore opportunity for gains from upward movementin markets. The term forthese funds can vary
fromthree to 10 years, and they are tied to a specificsource of capital production.

However, the term “structured funds” has also begun to take on a secondary meaningin community
development, where the risk profile for the capital source is typically higherthan fora conventional fund
and the term of the fund might need to be longer. In this context, structured funds typically pool
contributions from multipleinvestors with different risk and return parameters. The different risk
profilesallowthe fund’s managerto blendinterest rates and provide lower-cost, limited-recourse loans
with higherloan-to-value ratios. Capital from each investoris placed into atiered structure, or “capital
stack,” based onrisk profile, so thatthe investors willing to accept more risk are in the stack above other
investors with lessrisk tolerance. Thus each layerin the stack “protects” the nextlayerdown fromrisk.
This tiered structure mitigates risk to maximize the leverage from the funding sources.

Funds with a social mission vary in their goals, activities, and sources of capital. Mission-driven
structured funds often attract grant funding from public-sector entities that can be dispersed without
return expectations, therebyallowing them to occupy the critical top risk absorption position and
leverage otherinvestment with lowerrisk tolerance (top-loss position in the capital stack). Other
investors caninclude foundations using program-related investment funds that have below-market rate
return expectations, community development financeinstitutions that make below-market rate loans,
and commercial banks that can use these funds as part of their obligation under the Community
Reinvestment Actto help meetthe credit needs of the communities in which they operate. Borrowers
make payments backinto the fund, which can revolve to allow additional lending oris held as security
until the fund expires and investors are repaid."*° The funds are typically “closed ended,” meaning they
do notrevolve indefinitely. Community development-oriented structured funds are typically targeted to
land and property acquisition that support affordable housing becausethere is aclear source of “capital
production,” ortake-out funding, associated with funding these projects. The loans are used to acquire
land and/or property before all of the projectfundingisin place, butonce the project has its funding,
the acquisitionloanis paid off. In most cases, the acquisition funds also carry a longerterm (e.g., five to
10 years) than a conventional loan oreven than funding from a conventional structured fund. Loans can
have a 110-percent loan-to-value ratio so that some of the loan money can be used for predevelopment
activities.

Nationally, approximately 15 affordable housing-related structured loan funds are operating orunder
development, including threethat are dedicated to transit-oriented locations:

130 Center for Transit-Oriented Development and Strategic Economics.San Francisco Bay Area Property Acquisition
Fund for Equitable Transit-Oriented Development: Feasibility Assessment Report. Prepared for the Great
Communities Collaborative.2010.
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e DenverTOD Fund (operated by Enterprise Community Loan Fund, closed in 2010).

e PugetSoundAffordable TOD Acquisition Loan Fund (currently under development by the Seattle
Office of Housing).

e Transit-Oriented Affordable Housing Fund (San Francisco Bay Area), which closed in 2011 with $10
millionin top-loss money and an overall capitalization of $50 million.

No known structured funds focus on TOD infrastructure as defined in this study. ™'

KEY FACTORS FOR EVALUATION

Applicability to different types of infrastructure: Because structured funds require repayment, their
applicability to TODinfrastructure is limited to activities that have the potential to raise revenueto pay
off the fund. Structured funds are typically targeted to land and/or property acquisition and are linked
to a specificsocial mission, like producing affordable housing near transit, where the mission meets the
social impactinvesting criteriaforthe lenders butstill offers arelatively low-risk source of take-out
capital. Inaddition, the typical funding sources forinfrastructure, including tax-exempt bonds backed by
various funding sources, tend to have lowerinterest rates than the structured funds and have much
lowertransaction costs and times.

Approval requirements and legal and political considerations: The use of structured funds does not
require voterapproval. However, if apublicagency is going to contribute top-loss money, it will need
political supportforthe fund. The structured fundsinthe San Francisco Bay Area and Denverrequired
significanttime and effort to build political support forthe fund, eventually leading to the participation
of a publicagency willing to contribute grant money forthe top-loss position.

Ease of use: A structured fundisa complexfinancingtool that would typically be managed by an
experienced fund manager according to setrules and procedures. Although agrowing body of legal
documents can serve as a template for new funds, having an experienced fund manageris often key to
the fund’s success. Every fundis structured differently depending onits purpose and structure.

USE OF THE TOOL IN PRACTICE

Thistool is largely untested for TOD infrastructure. Structured funds are more appropriate forland
and/or property acquisition.

Example: Bay Area Transit-Oriented Affordable Housing Fund
Location: San Francisco Bay Area, California

Description: The $50-million Bay Area Transit-Oriented Affordable Housing (TOAH) Fund™®? provides
financingto acquire land and develop affordable, transit-oriented housing projects. The fund was
formedin collaboration with several public- and private-sector partners, including several community

1 Structured funds are described in greater detail in Appendix C. Fundamentals of Structured Funds.
152 Bay Area TOAH Fund. “Home page.” http://bayareatod.com . Accessed August 31, 2011.
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development financinginstitutions that act as loan originators. The fund has several products, and each
partner financinginstitution offers the same products and terms through the fund.*>* Funding sources
included:

e MTC: $10 million.

e Morgan Stanley and Citi Community Capital: $12.5 million.

e Ford Foundation and Living Cities: $3 million each.

e Six community development financial institutions: $8.5 million combined.

e San Francisco Foundation: $500,000."**

GETTING STARTED

Implementing astructured fundis a complicated process that could involve multiple public- and private-
sector partners and can take yearsto establish. Toapply formoneyfroman existing fund, a project
sponsor can usually find specificinformation on eligibility requirements on the fund’s website. Asan
example of the processto obtain aloan, forthe Bay Area TOAH Fund a project sponsor needs to contact
one of the originating community development financial institutions, which will determine project
eligibility and manage the application and underwriting process for the borrower.*>

REFERENCES:

Bay Area TOAH Fund. “Home page.” http://bayareatod.com . Accessed August 31, 2011.

Torres, Blanca. “Bay Area Agencies Set Up $50 Million Affordable Housing Fund.” San Francisco Business Times.
March 24, 2011. http://www.bizjournals.com/sanfrancisco/news/2011/03/24/mtc-affordable-housing-50-million-
fund.html.

133 More information about TOAH isin Chapter lll, Section J.

124 Torres, B. “Bay Area Agencies Set Up $50 Million Affordable Housing Fund.” San Francisco Business Times.
March 24, 2011.

135 Bay Area TOAH Fund. “Home page.” http://bayareatod.com . Accessed August 31, 2011.
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G-2. LAND BANKS

Land banks are public, quasi-public, or private entities thatacquire, hold, and manage land to facilitate
future development. Originally designed to addressissues related to abandoned property, mostland
banks are publicauthorities created to acquire vacant or foreclosed properties to stabilize
neighborhoods or create affordable housing. Aland bank typically acquires tax-foreclosed properties or
vacant or underused properties from other government agencies or nonprofits. Properties can also be
donated by private owners.

In additionto holdingland, land banks can help prepare distressed properties for development by
clearingtitle encumbrances, forgiving property taxes (and thereby removingtax liens), cleaning up
environmental contamination, and assembling parcels. For development to actually occur, land banks
typically transferland to private developers with conditions attached that guide how the property will
be developed.™® Properties are usually transferred at below-market value, with preference to nonprofit
corporations or entities that will use the property fora publicpurpose.

Land banks are not a funding orfinancing tool, but ratheran authority with the powerto acquire and
holdland. Land banks mustidentify afunding source to pay for acquisitions, maintain the properties,
prepare properties fordevelopment, and conduct operations and administrative functions. Funding for
existingland banks typically comes from the operation of the land bank (e.g., selling otherland) and
local government contributions.

In principle, aland bank mightacquire land for future TOD projects to avoid increasesin land value that
can result fromthe introduction of transit service. In this scenario, jurisdictions would create land bank
authorities toacquire and hold propertiesin transit station areas for future affordable or mixed-income
housing development orothertypes of TOD. The challenge with this model is thatitrequires that the
land bank have sufficient resources and funds to acquire and maintain properties over whatis oftenan
indeterminate period of time. As an alternative, some groups (usually publicor philanthropic) have
assembled fundsand made them available forland banking by individual property owners. One example
isthe Twin Cities (Minnesota) Land Acquisition for Affordable New Development Fund, which provides
flexible loan financing to assist with acquisition of properties to be held for future affordable housing
development.*®” Another example is the North Central Texas Council of Government Sustainable Land
Use Development Funding Program, described below. **®

KEY FACTORS FOR EVALUATION

Applicability to different types of infrastructure: Land banks are targeted to land and/or property
acquisition and are often linked to a specificsocial mission, like neighborhood stabilization or creating
affordable housing. Whileland banks have not been used for TOD infrastructure as defined in this study,
the assembly of developable land in station areas could make TOD and associated infrastructure

13 Center for Transit-Oriented Development. “Mixed-Income Transit-Oriented Development Action Guide.”
http://www.mitod.org/home.php. Accessed September 20, 2012.

157 Metropolitan Council. “Land Acquisition for Affordable New Development (LAAND).”
http://www.metrocouncil.org/services/LAAND.htm. Accessed August 24,2011.

18 More details about the potential for land banking for TOD can be found in Chapter 1V, Section C.
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projects more feasible. Land banking could be usefulforinfrastructure projects whenland assembly is
needed as part of a larger TOD or station area project.

Approval requirements and legal and political considerations: Establishingaland bank would require
local enablinglegislation. State enabling legislation might also be necessary depending onthe location.

Application for strong and weak real estate markets: Thistool is typically used toacquire landin
weakerreal estate markets.

Capacity and scale: A land bank’s capacity depends on the availability of funds foracquiringand
maintaining property.

Ease of use: Establishing and maintainingaland bankinvolves significant administrative and operational

tasks. Land banks can be established eitheras publicagencies that share staff with othercity
departments oras separate entities with theirown board of directors.

OTHER LIMITATIONS OF THETOOL

Acquiringand holding properties involves significant risk. Because land banks often hold property while
waitingforan appropriate development opportunity, they can incur significant carrying costs, including
for maintainingthe property.

USE OF THE TOOL IN PRACTICE

Example: North Central Texas Council of Government (NCTCOG) Sustainable Land Use Development
Funding Program: Land Banking Program

Location: North Central Texas

Description: NCTCOG’s land banking program was established to help local governments assemble
parcelsforredevelopmentinthe future."® In 2006, the program funded fourland banking projects,
includingone at Addison Circle, aplazaata Dallas Area Rapid Transit station. The NCTCOG land banking
program V\{(IJO| not condemn properties or pay for relocation costs or the costs associated with aland
purchase.

GETTING STARTED

New land banks are typically established by alocal governmentagency, such asa city or a municipal
planningorganization, although someland banks have been established by nonprofit organizations. The
process for establishingaland bank includesidentifying afunding source to acquire, hold, and manage
land.

%9 NCTCOG. “Sustainable Development Funding Program: Landbanking Projects.”
http://www.nctcog.org/trans/sustdev/landuse/funding/Ibank.asp. Accessed August 31, 2011.

%% More details about this programare in Chapter |V, Section C.
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G-3. REDFIELDS TO GREENFIELDS

Redfields to greenfields'®" is notafunding source orfinancing tool buta concept, similarto a land bank,

for convertingunderused or distressed propertiesinto an asset. The conceptinvolvesalocal
governmentagency acquiring underused propertiesinanareaand convertingthem into parkland.
Privately held properties are the focus of the concept, but publicly held properties could also play arole.
Convertingunderused or distressed properties into parks can increase the property value of adjacent
parcels, thereby creating a value capture opportunity to fund additional acquisitions and conversions."®*
The redfields to greenfields method of converting propertiesis an emergingtool at this point, although
there are some places where programs have begun or are beginning.

Redfieldsto greenfieldsis nottied toa particularfunding source; in fact, implementing the concept
would require asignificant funding source to be identified. Proposals for this concept have suggested
that low-costloans could be made from a new land bank and parkland acquisition fund established by
the nation’s banking system and led by the Federal Reserve, U.S. Treasury, and Federal Deposit
Insurance Corporation. The proposals also suggest using other financing tools such as tax credits

leveraged with local equity capital, although these sources would likely need to be repaid as well.*®

Additional funds would be needed to pay for the improvements to convertthe propertiesinto
parklands. Redfields to greenfields could rely on some of the otherfunding sources discussed in this
report. In some instances, if funding for the conversion to parklandis notimmediately available, the
acquired properties could be heldinaland bank for conversion to parkland inthe future.

KEY FACTORS FOR EVALUATION

Applicability to different types of infrastructure: This conceptis focused on parks, which couldinclude
parks thatare part of a mixed-useTOD.

Approval requirements and legal and political considerations: Municipalities willneed to determine the
source of capital, the entity that will manage the program, and how it will operate.

Application for strong and weak real estate markets: This tool is focused on underused or distressed
propertiesthatare mostlikely to be presentin weak real estate markets, butit could also be applied to
weaker submarketsinastrong metropolitan real estate market.

Capacity and scale: Because this conceptis not a funding or financing tool, this factoris not applicable.

Ease of use: The redfields to greenfields conceptrequires acomplex series of steps toimplement, likely
including the acquisition of foreclosed or other distressed properties.

161 “Redfields” refers to underused properties,and “greenfields” refers to parks and open space.
12 See Sections E-1 through E-4 inthis appendix for more information on value capture tools.
163 Redfields to Greenfields. “Home page.” http://rftgf.org/joomla/. Accessed August 29, 2011.
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OTHER LIMITATIONS OF THETOOL

Availability of funds to pay for the acquisition of properties and improvements would limit the use of
thistool. In addition, becausethe tool relies on acquiring underused properties, it would be subject to
the land acquisition and assembly challenges typical of transit station areas, where appropriate parcels
can be relatively rare.

USE OF THE TOOL IN PRACTICE

Thistool has not been used extensively;itis primarily inthe concept stage.
Example: Atlanta BeltLine
Location: Atlanta, Georgia

Description: The AtlantaBeltLine project*®*is a $2.8-billion redevelopment project that will create a
network of public parks and multiuse trails alonga 22-mile transit corridor. The parks and greenbelt
component of the BeltLine Redevelopment Plan calls for the acquisition of 585 to 625 acres of redfields
and otheropen space sites for $480 to $570 million, and the development of 260 to 300 acres of parks
and trails for$275 to $340 million over 25 years. The projectisin part intended to spur TODin the
approximately 3,000 acres of underused oridle industrial land around the BeltLine. Proposed funding
sourcesinclude BeltLine Tax Allocation District funds, a capital campaign, Park Opportunity Bonds,
Department of Watershed Management funding, and federal funding for trails.

GETTING STARTED

A nonprofit organization called Redfields to Greenfields has conducted aseries of studies focused on
Atlanta, Cleveland, Denver, Miami-Dade, Philadelphia, and Wilmington to analyze the potential effects
of the program on these cities and lay out the process from acquisition to eventual sale of the land.*®

REFERENCES

Atlanta BeltLine. “Home page.” http://beltline.org. Accessed August 29, 2011.

Refields to Greenfields. “City
Studies.” http://rftgf.org/joomla/index.php?option=com_content&view=article&id=149&Itemid=50. Accessed July
30, 2012.

Redfields to Greenfields. “Home page.” http://rftgf.org/ijoomla/. Accessed August 29, 2011.

1% Atlanta Beltline. “Home page.” http://beltline.org. Accessed August 29, 2011.

185 Refields to Greenfields. “City Studies.”
http://rftgf.org/ijoomla/index.php?option=com_content&view=article&id=149&Itemid=50. Accessed July30, 2012.
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G-4. NATIONALINFRASTRUCTURE BANK

Discussion about creating a national infrastructure bank (NIB) dates to the mid-1990s, when a backlog of
infrastructure projects and the lack of appetite forselling publicdebt to fund construction costs were
perceived as bottlenecks to the United States’ long-term growth. Since the 2008 financial crisis, the
fragile fiscal position of several states and municipalities has revived the discussion.

An infrastructure bank provides credit assistance forinfrastructure projects through loans, guarantees,
or othercreditassistance. Infrastructure banks can be independent federal agencies, state government
entities, or private-sector or nonprofit corporations. The key difference between aninfrastructure bank
and a commercial bank or private-sectorinfrastructurefund isthatinfrastructure banks are
government-established.'®® Examplesinclude the European Investment Bank and, in the United States,
state infrastructure banks.

Four infrastructure bank bills were proposed in the 112" Congress:S. 6527, $.936'%, H.R. 402*, and
H.R. 3259%°. S. 936 would create a fund in DOT, while the others would create a wholly owned federal
government corporation. Though an NIBdoes not currently exist, if established, it could help states or
other government entities access financing forinfrastructure projects.

KEY FACTORS FOR EVALUATION

Applicability to different types of infrastructure: All the bills propose offering financing to
transportation projects, amongothersectors.”’* Without an established bank, the type of transportation
project components that could have access to financingis unknown. BillS. 652 offers more specificity on
the size of eligible projects. According to this, the estimated cost of individual projects would have to be
at least $100 million or, forrural infrastructure projects, $25 million. Bill S.936 has a broader definition
of eligible projects and defines them as “activitiesincluded in aregional, State, or national plan” and
“transportation related.”

Accordingto the White House, loans made by the bank would be matched by private-sectorinvestments
or money from local governments sothatthe infrastructure bank would provide no more than half of
the total funding. Each project would identify funding sources to help ensure repayment of the loan.

166 Copeland, C., Mallett, W., and Maguire, S. Legislative Options for Financing Water Infrastructure. Congressional
Research Service. 2012.

%7 0n March 17, 2011 the bill was referred to the Senate Committee on Finance, but no further action was taken
asof July31,2012.

%8 on May 10, 2011 the bill was referred to the Senate Committee on Commerce, Science, and Transportation, but
no further action was taken as of July31, 2012.

%9 On March 23,2012 the bill was referred to the Subcommittee on Domestic Monetary Policy and Technology,
but no further action was taken as of July 31,2012.

7% On Janua ry12,2012 the bill was referred to House Subcommittee on Insurance, Housingand Community
Opportunity, but no further action was taken as of July31, 2012.

g, 652,H.R. 402, and H.R. 3259 include other sectors such as water and energy.
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Sourcesfor repayment couldinclude tolls, user fees, or other dedicated state orlocal government

sources. 172

Capacity and scale: Based on the information available, itis likely that the minimum project size would
be $25 million to $100 million, which might exceed the project size in small communities. One
alternative forsmall communities to reach the minimum project size would be to propose regional
projects, which would require coordination across multiple agencies that can be time consuming but
couldincrease theiropportunities to access financing.

Timing and lifecycle: AccordingtoS. 652, the interest rate onthe loans could not be less than the yield
on U.S. Treasury securities of similar maturity, and the term of the loans could not exceed 35years.
Accordingto S. 936, the term of the loans could not exceed 90 percent of the estimated useful economic
life of the asset being financed. According to H.R. 3259 the term of the loans could not exceed 35 years
or 90 percent of the useful life of the asset, whicheverisless.

Ease of use: All bills propose that the projects be subject to criteriathatinclude the benefits generated
by the project, its funding gap, and committed sources.

USE OF THE TOOL IN PRACTICE

Although a national infrastructure bank does not exist, an example of a state infrastructure bank
appearsin Section B-7 of this appendix.

GETTING STARTED

N/A
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APPENDIX C. FUNDAMENTALS OF STRUCTURED FUNDS

Planners and community developers have pursued structured funds as a property acquisition tool to
support affordable housing development, often with afocus on transit-accessible locations." This
appendixincludes an overview of structured funds used in this way, including:

e Anintroduction to the structured fund concept, including why these funds are well suited to fund
property acquisition for affordable, transit-oriented housing.

e How mission-driven funds get organized and are managed.
e Steps for getting organized to start a structured fund.

This appendix expands onthe discussionin Section G-1of Appendix Bto provide more in-depth
information about this tool. However, because structured funds can take various forms, even this more
detailed discussion provides only a brief introduction to this complex topic. Nevertheless, it should help
readers understand where,when, and how astructured fund can be used to finance a variety of
purposes, as well aswho should be involved in formingafund and what kind of process is necessary.

A. INTRODUCTION TO STRUCTURED FUNDS

The term “structured fund” refers to a kind of loan fund that pools money from investors with different
levels of risk tolerance and different demands forinvestment returns. By blending capital, which
typically comes fromvarious sources including the public, philanthropic, and private sectors, fund
managers can use money from investors willing to take higherrisks and lowerreturnstoleverage
investments from investors who require higher returns but wantless risk. Community development
financial institutions and other community developmentintermediaries have used structured funds to
access larger pools of capital than might otherwise be possible while simultaneously lending money at
below-marketinterest rates.

Structured funds have a dedicated purpose, whichis clearly defined priorto fund formation, and they
are managed by professionals with fund formation and loan underwriting experience. Each fundisits
own legal entity andisorganized, or “structured,” around a credit agreement that defines the level of
risk each investor will take on and how money will be dispersed toinvestors as loans are repaid. The
pooled funds are organized into a capital stack with layers that represent differing levels of risk and
return expectations. Multiple investors can be situated in each layerin the stack. Investors willing to
take the greatestriskfor the lowest expected return are at the top of the stack and will be the firstto
absorb any losses. Typicallythese investors are mission-driven public or philanthropicentities.
Conversely, investors who want to take the least risk but achieve the highest returns, such as banks, are
at the bottom of the stack, where their money is essentially protected by the higher-risk investors.
Creditagreementsalso structure the “payment waterfalls” that stipulate who in the stack will be paid
whatamounts and in what order. Unlike otherkinds of investment vehicles where high risk equates to

! Usingstructured funds as a property acquisition tool has led some people to use the term “acquisition fund”
interchangeably with “structured fund.” Whilestructured funds can be a type of acquisition fund, there are many
other types of acquisition funds, and structured funds can be used for purposes other than property acquisition.
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highreturn, inthese community development-driven structured funds, the investors who take the least
risk get paid first while the highest-risk investors get paid last and sometimes expect no or minimal
intereston theirinvestment.

Structured funds are “closed ended,” meaning they have asetterm establishingwheninvestors will be
repaid, which helps mitigate their risk. Structured funds also tend tofocus on a narrow band of loan
types. This focused lending also helps mitigate risk because investors are able to better understand the
assets to which the fund will make loans.

Structured funds have four main benefits:

e They can create a relatively large fund by leveraging multiple investors.

e Theycan provide subsidized interest rates by blending different return expectations from different
investors.

e loans can be underwritten relatively quickly and as needed, similarto a bank loan and unlike public-
sector or philanthropic grants that are generally disbursed on fixed cycles.

e Clearcoordinationamonginvestors allows borrowers to go to one source to obtain financing, rather
than having to piece together funding from multiple sources.’

Structured funds also present five major challenges:

e Thesefundsrely heavily onthe first, or “top loss,” investorwhois willing to absorb the greatest risk
and take the lowest (orno) return. This source of credit assistance typically, although not
necessarily,comesfroma public-sectorinvestor whois willingto putits moneyinthe fundas a
grant or a no-interestloan. The size of public-sectortop loss will affect the size of the fund orthe
risk profile of the loans. Afund can be structured without publicmoney, but the fund might be
smallerortake on a narrowerrange of projecttypes. Without a significant contribution by atop-loss
investor, the fund will not work.

e Becausethe creditagreementatthe core of each fundisalways complex andinvolves considerable
negotiations with all partiesinvolved, structured funds have significant start-up costs. These
transaction costs will influence whetherastructured fundis appropriate.

e Although structured funds are set up to accommodate multipleinvestors, too many investors can be
problematic. Tryingto negotiate the fund structure amongtoo many parties with differing goals and
priorities can make foran overly complex credit agreement and create inefficiencies in fund
operations.

e Thefundsneedtomeeta specificdemand. Structured funds are a particularkind of loan tool, and
they might not be suited for some potential borrowers’ needs, depending on the marketand the
availability of other money.

? Lal Schmidt, Deidre. Strategic Acquisition Fund for Transit Oriented Development (TOD): Understanding the
National Experience, Exploring the Needs and Opportunities in the Twin Cities Region. The Family Housing Fund.
December 2011.
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e Thefundsneedtobe designed with someflexibility. However, afund that allows for some
refinementinunderwriting criteriaand loan products overtime whilealso providing certainty for
investorsis difficult to structure.?

B. USING STRUCTURED FUNDS FOR PROPERTY ACQUISITION

Property-acquisition structured funds differ from otherkinds of property-acquisition fundsin several
ways. First, because structured funds have a specificend date, the loans are relatively shortterm
(typically five to 10 years) and are not appropriate for buying and holding property forindefinite
periods. Second, capitalization for the structured funds comes from investors who have clearly defined
riskand return expectations. Most otheracquisition funds with a publicpurpose orsocial mission are
tiedto publicentities or nonprofits such as land trusts or land banks, where the capital sources come
from donors, publicfunds, orothersources expecting only aminimal return, if any.

Justas a structured fundis not the only kind of property-acquisition fund, property acquisitionis not
necessarily the only function forastructured fund. However, mission-driven structured fundslend
themselves to property acquisition particularly wellif the fundingis beingused to “bridge” longerterm
financingand/orifthe loan can be paid back within the fund’s term. In addition, real estate isawell-
understood asset. As security for the loan from the structured fund, real estate can help the investors,
fund manager, loan underwriters, and borrowers to clearly understand the potential risks and rewards
associated with the loans being made. The most successful mission-driven structured funds that have
been established to date have focused only on real estate-related lending.

In theory, astructured fund could be established to underwrite small-business loans or other activities,
such as infrastructure projects, that mightbe related to TOD implementation. However, because the risk
profiles of these otheractivities are different from real estate lending, differentinvestment sources and
underwriting criteriawould be required. Because structured funds operate best with arelatively narrow
and clearly defined risk profile, asingle fundis unlikely to make loans to a wide range of activities with
widely varied risk profiles. Communities seeking tools to supportactivities otherthan property
acquisition should either consider creating a separate structured fund forthose activities orlook to
otherkinds of funds.

C. STRUCTURED FUNDS AND TOD

A 2006 reportshowed that transportation costs are highly sensitive to location and that, on average,
households livingin walkable, transit-rich locations paid about half the transportation costs of
households livingin suburban, automobile-oriented communities.* Because transportation costs are the
second-highest household expenditure after housing, lower-income households’ access to transit could
have a profoundimpacton their personal finances. The less these households have to spend on
transportation, the more money they have to pay for otherexpenses such as healthy food, medical care,
and education. A 2007 report estimated that by 2030, 15 million households would want homes near

® Ibid.
4 Lipman, B. J. A Heavy Load: the Burden for Housing and Transportation Burdens Working Families. Center for
Housing Policy.2006. http://www.cnt.org/repository/heavy load 10_06.pdf.
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transit, with about 40 percent of this demand coming from low- and moderate-income households. ®
The findings from both of these reports made a clear case that housing and transportation policy are
inextricably linked. If both support the production of affordable housing at transit locations, then transit
can more effectively servethe needs of households atall income levels.

Although many tools are designed to preserve and build mixed-income housing near transit, during the
housing boom of the early 2000s, many organizations began focusing onland and property acquisition
as a key strategy to ensure that TOD included homes for low- and moderate-income households. This
issue was most pronouncedinregions with strongreal estate markets where developersandland
speculators were targeting prime development opportunity sites neartransit, including Denverand the
San Francisco Bay Area.

Structured funds emerged as a promising acquisition financing strategy based on the experience of the
pioneering New York City Acquisition Fund, designed to assist local affordable housing developers with
funds forland acquisitionin avery competitive market. New York City and Enterprise Community
Partners, along with several foundations and banks, developed a structured fund that provided bridge
loansfor affordable housing developers who needed to purchase property before having full project
financing. The New York City Acquisition Fund leveraged $265 million through a complex structure
including amix of public, philanthropic, and private resources. Since 2006, when the New York fund
closed, many other mission-driven acquisition funds have been created, but only two—the Denver TOD
Fund, servingthe city of Denver, and the Transit Oriented Affordable Housing (TOAH) Fund, servingthe
San Francisco Bay Area—were created specifically to support affordable housingand community
facilities neartransit. The other mission-driven acquisition funds are also primarily focused on affordable
housing production but not necessarily in locations neartransit stops.

D. ESTABLISHING THE NEED FOR A STRUCTURED FUND

One of the mostimportant preconditions for creating astructured fundis havinga clear purpose or
needthatthe fund will address. Both the potential investors and borrowers must agree that this need
exists, andthe fund’s governance, loan products, underwriting criteria, and risk and return expectations
will be organized around this purpose or need. Establishing this need requires commitment overalong
time horizon. Forexample,the Bay Area TOAH Fund required atwo-year, four-stage process extending
fromfundinceptiontofund closing. Asignificant portion of the process was devoted to establishinga
clearneedfora real estate-based acquisition structured fund. Although the four-stage processis
described belowas discrete activities, in fact, there was considerable overlap both interms of timing
and purpose amongthe four.

e Thefirstand most critical stage inthe TOAH creation process was to build a multisectorrelationship
amongall of the key groups necessary to make the fund successful. Theseactorsincluded major
regional advocacy groups, community foundations, the affordable housing community, and the
regional agencies whose programs the fund would support and who would ultimately provide the
top loss money forthe fund. One of the most important actors was the Great Communities

> Center for Transit-Oriented Development. Realizing the Potential: Expanding Housing Opportunities Near Transit.
2007. http://www.reconnectingamerica.org/resource-center/books-and-reports /2007 /realizing-the-potential-
expanding-housing-opportunities-near-transit-2.
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Collaborative (GCC), whose core membership included the region’s largest environmental, social
justice, and affordable housing nonprofit organizations; anational TOD intermediary; and two
community foundations. Overthe two-year fund formation period, the GCC was the primary
convenerand facilitator of the process, bringing all stakeholders along at each critical juncture.
Without the GCCin thisrole, the fund would not have been created.

Duringthe second stage of the process, the GCC engaged the Center for Transit-Oriented
Developmentto prepare areportthat established aclearneed fora property acquisition structured
fund, articulated the fund’s overarching mission and potential governance structure, and
established a preliminary target geographicareaforloans. Thisreport became, in essence, the fund
prospectus. Beingable to clearly articulate how the fund’s mission metthe region’s need was critical
to attractinginvestors. The report reflected multiple discussions with key stakeholders, including the
advocacy groups and regional agencies whose goals and programs would be broadly supported by
the fund (the mission); the regional agency that eventually contributed the top-loss money; the
community foundations thatinvested critical second-loss capital (theinvestors); and end users (the
borrowers). When thisreport wasreleased, it represented a clear consensus across all parties.

The third phase inthe process was to identify asource of top-lossfunding. Becausethe fund was
regional, the source had to have a regional mission. Otherfunds, including Denver’s, were
established based on top-loss supportfromanindividual city and thus required thatall funds be
spentwithinthatjurisdiction. Because regionalfunding sources are limited, the only likely candidate
was the MPO, MTC. In the final analysis, the fund’s need was tightly framed to align with MTC's
long-term objectives. Although all MPOs are primarily focused on providing transportation
investments to supportfuture regional growth, MTCrealized that it would never have sufficient
fundsto supportfuture growth if that growth continued to stretch outward. Instead, MTC
determined thatinvestingintoolsto help refocus growthintothe region’s core would leadto a
more cost-effective strategy for fulfillingthe region’s future transportation needs. MTC also
recognized that by supporting affordable housing construction neartransit, it was supporting more
consistenttransitridership and ultimately reducing demand foradditional highway capacity, given
that affordable-housing residents have relatively low rates of automobile ownership and high rates
of transitridership. As part of MTC’s agreement to contribute top-loss money, the organization’s
board stipulated atimeframein which the fund needed to be capitalized (progress needed to be
made within 14 to 18 months) and an expected leverage ratio (i.e., forevery $1.00 MTC invested in
the fund, itwanted the fund managerto raise at least $2.50 to $3.00 in additional capital).

Once MTC had agreed to provide the top-lossinvestment, the fund moved intoits fourth and final
stage, implementation. At this point, the GCCand MTC worked togetherto hire a fund manager.
Once the manager was on board, it became the manager’s responsibility to write a detailed business
planand, ultimately, the credit agreement that created the fund’s actual structure. Only at this point
inthe process wasit possible to determine, based onsize of the initialtop-loss grantand the nature
of the specificinvestors, the overall size of the fund, interest rates, specificloan products, detailed
underwritingcriteria, and otherelements.

A similarneeds assessment process has been taking place in the Minneapolis-St. Paul (Twin Cities)
regionin Minnesota. Although no entity in the Twin Cities is exactly analogous to the GCC, the
region still has considerable cohesion amongthe many actors promoting equitable TOD. Several
organizations partneredto retain aconsultantto helpthe region explorethe possibility of creatinga
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structured fund to support property acquisition along transit corridors and create more housing
choices and betteraccess to community services.

In areport prepared forthe Twin Cities, the initial questions were framed around three issues:

e Whetheritshouldbe the region’s highest priority toinvest affordable housing funds neartransit
versustargetinginvestments to otherkinds of locations.

e Whetherproperty acquisitionis the most significant development challenge for producing
affordable housing neartransit or whetherfunding other development activities (e.g., construction
or pre-development planning) should have higher priority.

e Whethera structured fund was the right tool for meeting the region’s needs.®

Thisreportdid notidentifyaclearneedfora structured fund. The reportauthorsidentified multiple
existing funding sources for property acquisitionsin the Twin Cities. Whilethe report did find aclear
need for more permanentfinancing sources for affordable housingand did not rule out the possibility of
creatinga fund, the recommendations called for an ongoing exploration of other mechanisms to support
gaps infunding for affordable housing while continuing to address ways in which a structured fund could
be organized to meetthe region’s needs as they become more clearly defined.

E. TOP-LOSS MONEY AND SIZING STRUCTURED FUNDS

Top-loss money is critical to a mission-driven structured fund because it provides the basiccredit
assistance, orrisk reduction, necessary to protectand therefore attract a widerrange of investors. One
key element of the creditagreement structuringany fundis how losses will be distributed amongthe
variousinvestors. Typically, the top-lossinvestortakes the greatest percentage of any losses, and the
nexttieror tranche takes a different but alsolargershare of loss than the seniorinvestors (see Exhibit C-
1). The capital stack works most effectively when there is sufficient capital in the top-loss and mid-level
tranchesto protectthe seniorinvestors, who sitatthe bottom of the stack. Typically, seniorinvestors
will wantenough tiers and capital between theirinvestmentand the top-lossinvestorto ensure thatthe
seniordebt hasa maximum exposure of 55to 60 percent of the total fund loan to value ratio.’

® Lal Schmidt, Deidre. Strategic Acquisition Fund for Transit Oriented Development (TOD): Understanding the
National Experience, Exploring the Needs and Opportunities in the Twin Cities Region. The Family Housing Fund.
2011.

’ Personal communication with Brian Prater, Managing Director for the Western Region, Low Income Investment
Fund, by Dena Belzer, Strategic Economics, on February9, 2012.
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Top loss (public sector): $10 million from

ity or grant MTC

money

nJ Second loss (foundations and CDFls):
ram-rela $158 million from six COFls and Ford

ente/ Foundation, San Francisco Foundation, and
loans Living Cities

ior loans Third loss (banks): $25 million from
Margan Stanley and Citi Community Capital

ExhibitC-1. Bay Area TOAH Fund structure.

Source:BayArea TOAH. “BayArea’s Transit-Oriented Affordable Housing Fund.” Presented at Affordable
Housing Week. May 2011.

This relationship between the top-loss and otherinvestorsin the fund establishes the ultimate size of
the fundand isthe reasonthata fund’s size cannot be established before identifying the source and
magnitude of the top-loss tranche. Structured funds are also often characterized in terms of
“leverage”—i.e., the amount of investment that came into the fund relative to the initial top-loss
contribution. Whileitis possibleto seta goal for leverage before establishing the fund, the actual
leverage ratio depends on the detailed creditagreements amongall the investors and cannot be
calculated until afterthe fundis closed and the total capital is known. For example, MTC exceeded its
goal to raise at least $2.50 to $3.00 in additional capital forevery $1.00 MTC invested inthe fund. In
fact, the fund managerwas able to raise $4.00 forevery $1.00 MTC invested.

Because the top-loss positionis at such highrisk, the mission-driven funds typically rely on grant funding
froma publicagencytofill thistierin the capital stack. From MTC’s perspective, contributing $10 million
intop-loss funds tothe TOAH Fund had a significantand tangible benefit because the grant money was
beingleveragedin away that both amplified the impact of the initial $10 million and had the potential
to produce many more affordable housing units than MTC could generate through directinvestment.
Given this cost-benefitequation, MTC determined that the risk of contributing $10-million that might
not get repaid wasfar outweighed by the potential benefits.

F. FUND ORGANIZATION AND MANAGEMENT

FUND ACTIVITIES AND LOAN PRODUCTS

Establishingthe overarching need or mission of astructured fund and defining the specificactivities and
loan productsthe fund will undertake are not necessarily the same thing. Decisions about fund
activities, loan products, and targeted borrowers are closely linked to the fund’s business plan and credit
structure. Therefore, these detailed decisions are typically made during the business-planning phase of
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fund formation once the top-loss money has been identified and a fund manageris raising capital.
However, havingarelatively narrow set of activities and loan products with common underlying risk
factors established at an early stage isimportant. Otherwise, investors might not be able to agree on
such issues as fund governance and underwriting criteria, and they might not feel confidentin their
expected returns—whetherfinancial or mission-related.

Different fund structures canyield different kinds of activities and loan products; there is no one-size-
fits-all approach. The Denver TOD Fund’s loan activity reflects conditions specificto the Denverregion,
investorrequirements, and borrower needs. This fund offers only one kind of loan (arevolving line of
credit), lendstoonly one borrower (the Urban Land Conservancy), and funds projects onlyin the city of
Denver. Onthe otherhand, the TOAHFund, whichislarger thanthe Denver TOD Fund, offersfive
differentloan products, is open to multiple borrowers, and can use fundsin designated growth areas
throughoutthe nine-county San Francisco Bay Area. In addition, 85 percent of the TOAH Fundis for
housing projects, and 15 percentis for community facilities including daycare centers, health clinics, and
neighborhood food stores. However, both funds are focused on real estate-related lending, even for
non-residential-related borrowers such as childcare centers. All loans are collateralized by the
underlyingreal estate asset.

FUND GOVERNANCE AND MANAGEMENT

Mission-driven structured funds are similarin many ways to community development financial
institutions. Both entities are set up to address a broad social mission, but both also require specialized
skills to ensure that the financial services being offered support the broader mission. This need to
address a social mission while havinga sound business modelhas resulted in communities establishing a
two-tiered approach to managing theirfunds. The first tier of governance is usually an oversight or
advisory committee composed of individuals who might not be expertsinfund management butwho
representthe fund’s broad social interests. The members of this advisory group can be definedinthe
fund’s needs assessment or prospectus document. The advisory committee generally meets periodically
to review loansto determine how consistent the loans are with the fund’s mission, and to give the fund
managerand loan underwriter direction on future activity. This group acts as a watchdogto be sure the
fundisfulfillingitsintended mission, butitis notinvolvedinthe fund’s actual lending activities.
Separatingthe advisory function fromthe loan function ensures thatloan decisions are made onthe
merits of each borrower and that political or other non-financial factors do not play a role in making the
loan decisions. Without this clear separation between mission and operation, funds might be more likely
to make bad loans, puttinginvestor funds at greaterrisk, and thus makingthe fund less attractive as an
investmentvehicle.

Given the complexityof structure funds, itis essential that they be managed by a professionalfund
manager or managementteam with experience in structuring credit agreements and underwriting loans
for the fund’s specified types of activities. While the fund manager has the main responsibility for the
fund’s structuring and capitalization, he orshe is generally hired only afteraclear need fora structured
fund has been established and a top-lossinvestor has beenidentified. Once hired, the fund manageris
then responsible fordeveloping a detailed business plan forthe fund, includingidentifying the fund’s
specificactivities, loan products, eligible borrowers, underwriting criteria, and loan originators. Having a
clear, well-organized business plan facilitates developing the credit agreements that become the legal
structure for all of the managementresponsibilities, risk allocation, and repayment order. Various
structured funds have taken different approachesto identifying who should sit on acredit committee
that decides which loans should be considered. In most cases, the credit committee includes finance
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experts and fundinvestors but not policy-makers, such as elected officials. This arrangement helps
ensure thatloan decisions are made on the deal’sindividual merits and avoids conflicts of interest
between protecting the fund’s investments and other political priorities.

FUND INVESTORS AND CAPITALSOURCES

The success of any structured fund depends on the fund manager’s ability to attract capital from diverse
sources that encompass a spectrum of risk/return profiles. This pooling strategy is central to making
mission-driven structured funds work fortheirintended borrowers because the blending of risk and the
payment waterfalls encourage more risk-averse investors to put capital into a fund that will both lend at
below-marketinterest rates and make loans that appearriskierthan conventional commercial real
estate loans. However, towork, the structure mustinclude mission-driveninvestors willing to take
greaterriskand earnlowerexpected returns.

As explained above, the top-loss layerin the capital stack typically comes from a government source
whose tolerance forriskis higherbecause itis primarily concerned with achieving the public purpose
that the fund will address, such as producing affordable housing. Some funds have been started with a
loan guarantee ratherthan actual capital. In this case, a governmental or philanthropicentity assumes
the liability for a certain percentage of potentiallosses from the fund but does notinvest actual capital.
While this approach can provide the credit assistance necessary to attract otherinvestors, italso
decreasesthe amount of money thatis available forlending. Aloan guarantee cannotbe lentout, butin
theory, some portion of the top-loss capital can, although only under conditions acceptable to the more
seniorinvestors.

The nexttierortiersinthe fund representinvestors who have ahighertolerance forrisk than
conventional investors. Like government, theseinvestors want to address asocial mission, butthey are
also expecting some return. Typical investors forthe second-loss positioninclude foundations making
program-related investments. Underthe Internal Revenue Code, foundations are allowed toinvesta
certain portion of theircharitable giving as program-related investments where the investment supports
the foundation’s tax-exempt purpose and where the primary objective of the investmentis not to
produce significantincome or benefit a political purpose.®

Community developmentfinancial institutions have also beenimportantinvestorsin structured funds

for much the same reason as foundations. The funds support their overall mission and also allow some
returnon investment. In some cases, acommunity developmentfinancial institution has both beenan

investorinthe fund and acted as the fund’s manager.

Seniordebtsits at the bottom of the stack and typically comes from commercial sources such as banks
and insurance companies. Banks are sometimes motivated toinvestin structured funds to meet their
obligation underthe Community Reinvestment Act to help meetthe credit needs of the communitiesin
which they operate.

® IRS. “Program-Related Investements.” http://www.irs.gov/charities/foundations/article/0,id=137793,00.html.
Accessed September 2011.
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Capital stacks can be organizedin several different ways relativeto loan underwriting activities. One
approach isto bringinvestorsinto evaluate each deal and determine whether they want to participate
ina loan. While this approach offersinvestors considerable flexibility, itis also inefficient and time-
consuming, does not maximize the opportunity for leverage within the capital stack, and can resultin
fewerloans. By contrast, the TOAH Fund is truly a blended fund whereall of the investors put their
moneyintoa single pool. Eachloanis made by drawing down on the entire pool. Although investors
might not have the same flexibility with each loan, there is less risk overall, and because all investors are
represented onthe TOAHFund’sloan committee, they still have considerable control over whatloans
are being made.

The fund’ssize is ultimately determined by the amount of top loss, and thus credit assistance, the fund
can offer. The size of thisinvestment must be big enough to warrant the cost and complexity of creating
a structured fund. Although there isnorule of thumb abouta minimum structured fund size, discussions
aboutthe amountoftop loss are a critical part of the first phase of fund formation when the fund’s
sponsors or advocates are evaluating creating astructured fund versus anothertype of loan fund to
meettheircommunity’s needs.

One of the central challengesto creating astructured fund isidentifying a source of top-loss money. The
source of top-loss money will be akey determinant of the size of the fund and other attributes. For
example, if acityisthe source of top-loss funding, then loans can be made only within that jurisdiction;
there would have to be sufficientdemand for loansinthat city to warrant creatinga fund. Where afund
isintendedtosupporta transit corridor that traverses multiplejurisdictions, finding atop-loss investoris
more challenging. Intheory, multiple jurisdictions could pool money from avariety of sources, including
tax incrementrevenue. However, the funds would have to be fully assembled (i.e., the top-loss money
could not be capitalized through commitment of future revenue such as future tax increment). The top-
loss money also could not come from the proceeds of bond sales. Seniorinvestors are likely toview the
top-loss money protected by future taxincrementorbond sales astoo insecure to protect their
investments. Anotheroption, asinthe TOAHFund, isfor an MPO or otherregional organization, rather
than a city, to hold the top-loss position.

GETTING STARTED—STEPS FOR ESTABLISHING A FUND

WHO SHOULD BE INVOLVED IN STARTING A STRUCTURED FUND?

The playersinvolvedinstarting astructured fund depend largely on whetherthe source of top-loss
capital has beenidentified. In communities where no source of top-loss funding has beenidentified, a
group of supporters needs to coalesce around a process for establishing the fund’s need, identifying the
potential source(s) of top-loss money, and making the case to prospective investors that the fund is both
warranted and a good investment. The entity that leads this effort will vary from community to
community. However, whatever group coalesces around creating the fund should also reflect the fund’s
potential geographicreach. Forexample, if the fund will servearegion, it should have representation
froma variety of regional groups or entities, while afund serving only one community could be
composed entirely of peoplefrom that community. In the Bay Areaand the Twin Cities, local
foundations played akey role at this pointinthe process by providing financial support, convening key
stakeholders who could help shape the fund’s mission, and reaching out to otherinvestors, including
national foundations. In Denver, the process began alittle differently as the Enterprise Community
Partners, a national community developmentintermediary as well as a foundation, took the lead. When
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Enterprise was considering creatingafund, there were nolocal foundations specifically interested in
affordable TOD.

Havinga strong local or regional capability to bring stakeholders together, prepare acompelling case for
a structured fund, and identify an appropriate source of top-loss money are all important to providing
investors, including national foundations and community development financial institutions as wellas
seniorinvestors, with the confidence that the community can create a viable and well-structured fund.
Without national sources of capital, the existing funds would likely not have been able to raise sufficient
fundsto meettheirleveragegoals.

In the Bay Area, the GCC, in partnership with the San Francisco Foundation and the Silicon Valley
Community Foundation, was the pivotal entity that brought togetherall of the right actors to establish
boththe need and the mission forthe TOAHfund. The GCC hired consultants to help with critical
aspects of this process. The Centerfor Transit-Oriented Development prepared the fund’s needs
statementand prospectus, and Imprint Capital Advisors helped select the fund manager.

In some cases, the publicentity willingto invest top-loss money initiates the structured fund. For
example, Los Angeles County, California, developed a structured fund to assemble land foraffordable
housing projects. Having the top-loss investor take the lead in forming a fund can greatly simplify the
process but does not negate the need to establish aclear, tightly focused mission. Investors stillneed
confidence thattheirinvestment will be secure within theirrisk/return parameters and understanding
of the types of activities the fund will undertake.

HOW TO ESTABLISHTHE NEED

Each community will need to do a detailed assessment of the local barriers to developing TOD and make
an initial determination as to whetherastructured fundisan appropriate vehicleforaddressing one or
more of the most pressing barriers. This process will need toinclude potentialtop-lossinvestors, local
community foundations, likely fund borrowers, and possible fund managers. Tying the fund’s identified
needtothe objectives of both the investors and the fundersis critical to establishinga structured fund.
Although structured funds do not necessarily have toinvestin property acquisition, itis the most
common use of the mission-driven structured fund tool. If acommunity wants to use this tool for
anotherpurpose, there willbe a considerable learning curve, especially forthe investors. Outreach,
research, and education will be critical to ensuring thatinvestors are comfortable with the risk/return
profiles availablefromthe fund’s proposed assignment of risk and payment waterfall.

HIRING A FUND MANAGER

Fund managers are typically community development financial institutions or private-sector financial
advisors with experience in structuring pooled loan funds and/orforming real estate investment funds.
Havingtheright level of experienceand expertise is critical forattracting investors and ensuring that the
fund performsits mission while providing the expected return foritsinvestors. However, itisimportant
not to hire the fund managertoo early in the process. Those organizations thatare best suited to
manage a fund might not have the skills oreventhe local knowledge to identify the fund’s need and
mission and the top-lossinvestor(s). This effortis best performed by local organizations whose
objectives match the fund’s purpose and who canrally the necessary political and social capital to
attract a top-lossinvestorand build credibility with other non-local investors.
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LESSONS LEARNED FROM THE BAY AREATOAH AND DENVERTOD FUNDS

Starting a mission-driven structured fundis a difficult task that requires partnerships, focus, and aclear
setof fund activities. Itisimportantthat the fund’s supporters do not skip overthe process steps of
establishingthe fund’s purpose and need and identifying the top-loss investor. These activities can
demonstrate thatthe community understands the fundamentals necessary to starta fund and make the
fund attractive to prospective investors.

The TOAH and Denver TOD fundsillustrate alternative models for establishing afund, including various
ways to organize capital and attract investors. However, in both cases, perhaps the biggest challenge in
starting a structured fund for TOD across a regionis a source of top-loss investment that can support
loans across multiple jurisdictions. The Denver TOD Fund was not able to accomplish this goal, butthe
TOAH Fund was able to because the fund’s supporters found a willing partnerin MTC.
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APPENDIX D. POTENTIAL APPLICATIONS OF FINANCING TOOLS IN SGIA COMMUNITIES

The Environmental Protection Agency (EPA) selected fourapplicants to its Smart Growth
Implementation Assistance (SGIA) program who had all requested assistance with financing
infrastructure related to transit-oriented development (TOD) " and combined assistance to these
communitiesinto one project. The project resulted in thisreport. In addition, the consultantteam
provided each selected applicant with amemo describing how some of the infrastructure financing tools
mightbe appliedin each community. This appendix presents the information from those memos.

The four applicants selected through the SGIA program are:

o Cobb Countyand the Cumberland Community Improvement District, Atlanta, Georgia, who asked
for help with identifying potential funding sources for large, high-capacity transit projects, land
acquisition around potential transit stations, and infrastructure to facilitate TOD.

e South Suburban Mayors and Managers Association (Chicago area), lllinois, which asked for help
identifying funding and financing tools to facilitate TOD and evaluating the potential role of a
structured fund and land bankin TOD.

e Utah Transit Authority (UTA), Salt Lake City, and Sandy City, Utah, which asked forassistance in
evaluating financing mechanisms for non-revenue generating infrastructure and developing a
fundingstrategy for TOD infrastructure, specifically structured parking, in one station area.

e WheatRidge Colorado, which asked forhelpindevelopingafunding strategy for TOD infrastructure
ina stationarea.

1 TOD can be defined as development within a quarter- to a half-mileof a transitstation thatgenerates ridership
for the transitsystem, lowers peoples’ transportation costs,andincreases housingand transportation choices. For
a more detailed description of TOD, pleasesee the report’s introductionin Chapter I.
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A. COBB COUNTY AND THE CUMBERLAND COMMUNITY IMPROVEMENT DISTRICT

LOCAL CONTEXT

The Cumberland Community Improvement District (Cumberland CID) was created in 1987 through a
resolution by the Cobb County Commission and the consent of commercial property ownersin the
Cumberlandarea. Itisa 5.5-square-mile areain southeast Cobb County thatincludes the intersections

of I-75, 1-285, and U.S. Highway 41 (see Exhibit
D-1). Commercial property ownersinthe area
fund the Cumberland CID by payingan
additional five mils (5/1000) of property taxes
annually. Cobb County collects the taxes and
distributesthose funds to the CID. In 2010, the
Cumberland CID collected $5.3 millionin net
commercial property taxes, about 90 percent
of which was dedicated to transportation
infrastructure, programs, and planning, with
the balance for operating overhead.

The Cumberland area has more than 17.5
million square feet of office space and 3.5
million square feet of retailinthe CIDand
more in the surroundingareas. Cumberlandis
one of Georgia’s largestemployment centers,
home to more than 65,500 full time jobs, or
1.7 percent of Georgia’s total jobs, with an
economicimpact of more than 5 percent of
the state’s total economy. By 2020, between 2
to 3 million more square feet of office space
will likely be needed to accommodate
anticipated new jobs.’

‘TOD PROJECTS AND TOD
‘INFRASTRUCTURE NEEDS

STATUS OF TOD PROJECTS

Approximately 40 percent of Cobb County
commuters workin Cobb County, and another
29 percentworkin Fulton County.
Approximately one-third of these commuters

ExhibitD-1. Map of Cumberland CID.
Source:Cumberland CID.

2 Cumberland Community Improvement District. Annual Report. 2010.
http://www.cumberlandcid.org/files/media/documents/2010-ccid-annual-report.pdf.
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use the U.S. 41 corridor. Although Cumberland CIDis a regional employment hub, transit services
connecting the county to Atlantaare limited.

The Metropolitan Atlanta Rapid Transit Authority (MARTA) is the principal transit systeminthe Atlanta
metropolitan area. MARTA operates a network of bus routes linked to a rail system consisting of 48
miles of track and 38 train stations. MARTA operates almost exclusively in Fulton and DeKalb counties,
with bus service to two destinations in Cobb County (the Cumberland Transfer Center within the CID and
Six Flags Over Georgia). In addition, Cobb County offerslocal and express bus service to points around
the county and to the MARTA Arts Center station. The express bus route to the Arts Centerstationis
one of the highestvolume routes in the MARTA system and has a fare box recovery® of 47 percent,
above the national average.

To improve transit services, Cobb Countyis exploring high-capacity transit alternatives that could
connectitsemployment centersto Atlanta. Amongthe options considered is a bus rapid transit (BRT)
systemand/ora potential lightrail line.* U.S. 41 is considered to be a potential transit corridor, running
approximately 14 miles from midtown Atlanta through Cumberland and connectingto Town Center
Areain north Cobb County.

The Transportation Investment Act of 2010 (TIA 2010) created a legal mechanism underwhich Georgia
regions canimpose a 1-centsalestaxto fund needed transportation improvements. No counties or
municipalities are permitted to be exempt fromthe taxifitis approved by a simple majority of voters
across the entire region. The taxis valid for up to 10 years but could be extended if approved through
subsequentvoterreferendums.

In July 2012, votersin 10 metropolitan Atlanta counties voted against a 1-cent sales tax to pay for $7.2
billion worth of road and transit projects of regional significance. Cobb County and its municipalities
would have received approximately $1billion over 10years, primarily for roadway improvements and
transit options. The construction of a BRT system from midtown Atlanta to north Cobb County was
positioned for $689 millionin TIA 2010 investments. Stations, parking, and right-of-way acquisition,
along with maintenance and operating costs, were included in the funding, but additional resources
would have been needed to develop the sites around the stations. To explore othertransit alternatives
inthe corridor, Cobb County is partnering with FTA on an alternatives analysis to research light rail and
other potential transit solutions that could upgrade the local BRTinvestmentto alightrail projectif
deemed appropriateand future federal funds are secured.

INFRASTRUCTURE NEEDS

No specificprojects related to TOD were identified by Cobb County and the CID at the time of this
analysis since these entities werein the early stages of planning the transit mode and the corridor
alignment. The tasks to be completed over 2012-2013 include developing a draft Environmental Impact

® The fare box recovery is the percent of operating expenses that arecovered by passenger fares.

* Cobb County, Board of Commissioners Work Session. May 25,2010
http://dot.cobbcountyga.gov/Planning_Studies/VISIONS/BOC_PPT_May_2010.pdf.
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Statementand determining funding sources for construction and operation.” There are four proposed
station locations; however, the number could change depending on afuture engineering study.

The Cumberland CID and Cobb County identified the followinginfrastructure needs for supporting TOD:
e High-capacity transitconnectingtothe regional transit system.

e Securelandand/orfacilitate development around potential transit stations to encourage TOD.

MOST APPLICABLETOOLS AND STRATEGIES

Under Cobb County’s legal and economicframework, the following tools seem to be most applicable at
this point:

e Public-private partnerships (most appropriateforlarge projects).
e Revenue bonds (appropriate for smaller projects).
e Land banking (appropriate for smaller projects).

e Structuredfunds (appropriate forsmaller projects).

Public Private Revenue Land Structured

TOD Infrastructure

Partnership

Large-scale dewvelopment (land

acquisition, transit facilities, real estate)

Land acquisition X X X X
Small projects X X

ExhibitD-2. Summary of TOD infrastructurefinancing options for Cobb County.

PUBLIC- PRIVATE PARTNERSHIPS

Public-private partnerships® can bring private equity to expedite infrastructure projects because the
community does not need to wait until sufficient publicfunds are available. Public-private partnerships
are generally suitable only forlarge-scale projects because theyinvolve high implementation costs. The
construction of the light rail or the BRT from Atlantato Cobb County could entail atleast $600 millionin
infrastructure investmentand thusis a good candidate for establishing a public-private partnership. A
public-private partnership can be structured in many ways depending on the needs and funds of the
publicsector. Some examples of public-private partnership arrangementsinclude:

e Limited private participation: The private sectorcould be responsible forfinancing, building, and
maintainingthe stations orotherrail components only, while the publicsector could be responsible

> Northwest Corridor LightRail TransitSystem. Transit Implementation Study. 2010.
http://dot.cobbcountyga.gov/Planning_Studies/VISIONS/Transit implementation_Study Aug2010.pdf.

® More detail on public-private partnerships isin Appendix B, Section D-1.
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for financing other TOD elements such as parks, streetscape improvements, streets, bikeand/or
pedestrianimprovements, and structured parking. The private sector could be paid back forits
investmentin installments called availability payments from the generalfund. (See the Long Beach
Courthouse example describedin AppendixB, Section D-1). One advantage of having the private
sector maintain the new infrastructure is that the infrastructure tends to last longerand provide
betterlevels of service becauseitreceives adequate maintenance; the private sector can be subject
to paymentdeductionsifitdoes not maintainthe infrastructure.

e Extensive private participation: The private sector could be responsibleforfinancing, building, and
maintainingthe transitstations and other TOD elements such as streetscape improvements,
parking,” and bike paths. The private sector could also develop the land around the station into
commercial and residential uses. Property taxes from new development could be used to pay back
the private sector for the publicinfrastructure, asinthe New Quincy Centerexample (describedin
Chapterlll, Section E of thisreport). In Quincy, the private sector will bear the construction, design,
and financial risks of developing TOD infrastructure. The city willreimburse the developerthrough
taxes captured by a special assessment district on new development. However, the city will proceed
withreimbursements only ata certain occupancy threshold, ensuring thatit will receive sufficient
income from property taxes from new development to reimbursethe developer. Georgia’s
legislation allows the creation of aspecial assessment to revitalize business districts. If some of the
areas where the transitline will be built qualify as business districts in decay, then aspecial
assessment, if approved by voters, could be feasible. Another possibility to increase potential
sources of revenue to pay back the private sector would be to expand the size of the existing CID,
assumingthatthose additional properties would benefit from TOD.

Otherfundingsources could be explored to pay back the private sector, including general funds from
the cities that will benefit from the BRTand/or lightrail; CID revenue from Cumberland and Town
Center (anotherCID); the creation of new CIDs along the corridor, if feasible; ora combination of
general funds and CIDs revenue.

STEPS/TIMING

Georgiahas enablinglegislation to support the creation of public-private partnerships; however, before
Cobb County and/orthe Cumberland CID decide to use a public-private partnership to delivera project,
they needtodo a thorough analysis of the project’s legal, technical, and financial feasibility. This
analysisrequires:

e Assessingthe project’sfunding gaps. Assoon as the funding gaps for the high-capacity transit
project have beenidentified, Cobb County and the Cumberland CID could explore the possibility of
implementing a public-private partnership, whichis atime-consuming task that could take from two
to fouryears, depending on the complexity of the project.

"The structured parkingis notassumedto generate revenue because parkingin Cobb County is currently free; paid
parkingwould not be ableto compete with free parking. For a parkingstructureto be ableto generate revenue
from parkingfees, the county or the city would need to gradually modify parking policies fromfree to paid parking.
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e |dentifying which project or project components are suitable to be delivered undera public-private
partnership framework based on existing legislation. Elements could includeall transit components
including the stations, tracks, and vehicles, or only the stations and tracks.

e Completingenvironmental reviews.

e Engagingadvisors. The project sponsor, in this case Cobb County, would generally issuearequest for
proposalstoselecttechnical, legal, and financialadvisors to guide it through the transaction from
projectscreeningtothe preparation of bid documents (contracts and legal, financial, and technical
requirements), evaluation of the proposals, and negotiations with the preferred bidder.

o Performinga“value formoney” analysis, which consists of comparing the value of a project to the
publicsectorundertwo different procurement methods—traditional public procurement (design-

bid-build) versus public-private partnership—dueto differences in financing costs and risk valuation.

REVENUE BONDS

Revenue bonds® are atype of municipal bond thatis secured by a specificrevenue stream. Revenue
bondscan be issued by cities, counties, and, in some states, by special districts to finance improvements
for arevenue-producing enterprise. Revenue bonds are repaid solely from the revenues generated by
the financed facility. The Georgia Constitution (Article IX, Section VII) allows CIDs to issue bonded debt,
but such debt cannot be considered an obligation of the state orany unit of governmentotherthanthe
CID.

One of the benefits of issuing debtis the ability to expedite project delivery as opposed to a pay-as-you-
go approach. Currently the Cumberland CID does notleverage on the revenue generated by the district
to issue debt. However, the CID could use commercial property tax revenueforbond repaymentand
supportsmall-scale projects such as utilities or parks.

STEPS/TIMING

The Cumberland CID could hire an advisorto determine the feasibility of issuing debt supported by its
revenue ordo a high-level analysisin-house. The revenue bond could be used inthe shortand medium
termsto help addressthe district’sfunding needs. Toissue bonds, the following steps are typically
necessary:

e |dentifyfunding needs.

e Assessthe potential for grouping projects. Depending on the size of the funding needs, small
projects could be grouped to reduce the transaction costs of issuingabond.

e Assessthe Cumberland CID’s debt capacity based on existing commitments, revenues, and the CID’s
remaininglife, since no CID can incurfinancial obligations, including bonding, beyond its existing life.
The Cumberland CID’s life terminates every 6 years unless the CID membership votes to extend for

® More information on revenue bonds isin Appendix B, Section B-3.
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another6 years. The CID’s current life isthrough April 2018. The term of the CID will dictate the
maximum term of the bond that could be issued and the potential revenueto repay the debt.

e Involve aspecialized group of advisors to assess the feasibility of issuingabond, including a financial
advisor, an underwriter, bond counsel, aratingagency, andinsurers.

LAND BANKING

Most land banks® are publicauthorities created to acquire vacant or foreclosed properties to stabilize
neighborhoods or create affordable housing. There is no precedent of land banks acquiring properties or
land for TOD, not necessarily because states’ legislation precludesit, but likely because land acquisition
and managementisacomplextask that requires specialized staff in finance, real estate, marketing, and
law. However, the current weakness of the real estate marketin most metropolitan areas around the
country, including the Atlanta metropolitan area, offers agencies an opportunityto assemble land at low
cost to support TOD, which could then be developed into mixed- use development. The revenue
generated fromleasingorsellingthe land adjacent to the stations could generate profits that could be
used to repay the loan for land acquisition. One critical aspect that Cobb County and the Cumberland
CID needtoconsideristhe cost associated with holding the land (property taxes) until the timingis
appropriate tosell orlease to potential developers. There are areasin Cobb County nearthe potential
station areas with possibilities for higher-density development, given thatthe landis either
underdeveloped orredevelopable.

STEPS/TIMING

Implementing aland bank would require the following steps:
e Identifyland acquisition needs.

e Decidethe purpose of the land bank, the types of projects to fund (e.g., transitorreal estate) and
the type of clients that will have access to capital. Would land acquisition be aone-timeendeavor,
or woulditbe part of the county’s long-term policy? The answer to this question will determine the
resources needed to supportland acquisition. Other counties or citiesin the Atlanta metropolitan
area mightshare similarneedsforland acquisition, and coordination with them could build the case
for aland bank and make it easierto access state or federal resources.

e Establishtheland bank’sinstitutionalframework. Land banks are typically structured as revolving
loan funds, which are allowed under Georgialaw. Anindependent entity would need to be created
to acquire and manage land with a staff for property acquisition and disposition, due diligence, pro
formabudgeting, leasing, property management, asset management, financial reporting, lease
administration, and accounting.

e |dentifytheland bank’sfundingresources. The land bank could be funded through initial
capitalizationinthe form of “seed money,” an ongoing stream of dedicated revenue, or both. The
capitalization could come from aninitial appropriation from Cobb County’s or Georgia’s general

° More information on land ba nkingisin Chapter IV, Section C.
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funds, grants from corporations or foundations, borrowing of capital funds, or the proceeds of a
one-time asset sale. The ongoing revenue stream could be adedicated portion of an existingor new
tax. Cobb County could also considerdedicating a portion of its existing property tax to provide the
initial capitalization orseed money.

STRUCTURED FUNDS

A structured fundis a pool of contributions from multiple investors with differentriskand return
parameters. Capital contributions come from publicand private for-profit and nonprofit sources,
resultinginrisk diversification and a reduction in the cost of capital. Structured funds are typically
targeted to land and/or property acquisition and are linked to a specificsocial purpose. ™

STEPS/TIMING

The creation of a structured fund in Cobb County would involve the following steps:

e |dentifythe purpose of the fund. Forexample, the fund could be dedicated to land acquisition
around potential transit stations, which the Cumberland CID has cited as a need. If the land acquired
around stationsistargeted forfuture real estate development, such as housing and commercial
space, the revenue generated through land sales orleases could be used to repay the loans from the
fund.

e |dentify capital sources forthe fund. Sources from multipleinvestorsinclude grants from publicor
private institutions willing to take higherrisk (without return expectations)and private sources
expectingreturnsoninvestments.

e Determinethe fund’sinstitutional framework. The fund would need to be a separate entity but, as
with some revolvingloan funds, it could be housedin anotherstate agency, such as the state
treasury department, the Georgia Transportation Infrastructure Bank, oran independent entity.

Establishing agreements with potential investorsis atime-consuming process. Work to establish a
structured fund could start as soon as funding needs have beenidentified.

NEXT STEPS

e Step 1: Define the Project. Refine the high-capacity transit project description, initiateits
environmental impact statement, and determine what the complementary TOD infrastructure
elementsare (e.g.,streetscape, parks, bike paths). Further definition of the project, including the
number of stations and right-of-way needs will translateinto more detailed capital and operating
cost estimates, which can be used as the baseline to assessinvestment needs.

e Step 2: Assess Funding Gap Scenarios. Cobb County could assess the high-capacity transitand TOD
elements funding gap scenarios. A conservative approach would consider as part of the funding
mechanisms only resources that are likely to be committed to the project.

1% Structured funds are described in more detail in Appendix C. Fundamentals of Structured Funds.
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Step 3: Screen Tools Based on Funding Gap. Once the funding gap foreach projecthas been
determined, Cobb County and the CID could screen potential toolsin more detail to assess both the
fundingthat could be generated and the prosand cons of each tool based on the community’s
specificproject needs. Because voters rejected the 1-cent sales tax, the funding gap will be large,
and thustools that are more suitable for large capital projects, such as public-private partnership,
combined with othertools like land banking have the potential to shorten capital needs.
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B. SOUTH SUBURBAN MAYORS AND MANAGERS ASSOCIATION

LOCAL CONTEXT

SSMMA covers an area including 42 municipalities in the suburbs south of Chicago. The areaincludes 33
transit stations on four Metra* commuterlines and a proposed new Metrarail line that will serve nine
additional stations. Real estate values of south suburban station areas are generally lower than other
suburban station areasinthe Chicagoregion.

EPA and SSMMA asked the consultantteamtofocus onthe Vermont Street Station areain Blue Island,
since itis representative of the
opportunities and challenges faced by
communities throughoutthe SSMMA
area.Blue Islandis a city about 20 miles
south of Chicagowith a diverse
population of just over 25,000. Blue
Island’s economy has historically been
based on industrial uses, but the city
suffered significantjob losses as
manufacturing has declined over the last
several decades. Three Metracommuter
rail lines converge in Blue Island’s
Vermont Street Station area, which
includestwo stations that face each
otheracross Vermont Street. The
stations currently have 90 trains a day to
and fromthe Chicago Loop; onlytwo
other Chicago suburbs have comparable
levels of commuterrail servicetothe
Loop.

Legend Regmlﬂal C:_:nha::l
The Vermont Street Stations are abouta B Vermon 51. Stsen (ME) [ “""7:11.
quarter-milefrom Blue Island’s Main L:ﬁﬁ:'"” Lagand _J }{ 1
Street Districtand a quarter-milefrom e Rl I Line o e ™
MetroSouth Medical Center, aregional I I:::: i
hospital with 1,300 employees, but both o 5T e P L @ e
destinations are up afairly steep hill
from the stations, and the area lacks ExhibitD-3. Blue Island TODsites.
good pedestrian access (see Exhibit D- Source: SSMMA, 2012.
3).

" Metra is a commuter rail agency with 11 lines running from Chicago’s downtown to 241 stations in Cook,
DuPage, Will, Lake, Kane, and McHenry counties.
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TOD PROJECTS AND TOD INFRASTRUCTURE NEEDS

STATUS OF TOD PROJECTS

Blue Island’s TOD plan, which was developed in 2006 and updated in 2009 and covers several TOD areas,
includingthe Vermont Street Station area, calls for:

e Development of condominiums or mixed-income rental housing on the vacantand currently
industrial land near the station.

e Alinearparkalongthe waterfront with adjacent housing.
e Improved pedestrian access between the stations, the Main Street District, and the hospital.

e Streetscape improvementsinthe Main Street District.

As of early 2012, the city’s effortstoimplementthe TOD planinclude:

e PerformedPhase |l assessments of potential brownfield sites that subsequently proved notto need
remediation.

e Made some minorstreetscape improvementsin the Main Street District.
e EstablishedaTOD-supportive zoning districtforthe TOD and Main Streetareas.

e Formeda TIF districtthatincludesthe hospital but not the Vermont Street Station area.

In addition, the city has sought but not received state and federal funding for pedestrian access
improvements between the stations, the Main Street District, and the hospital.

The Vermont Street Station areaincludes the followingland uses:

e Twelve acres of industrial uses owned by four companies. The city would like to relocate the
industrial uses outside of the Vermont Street Station area.

e Eightacres of surface parkinglots serving Metra, including afour-acre parking lot overlooking the
Cal-Sag Channel that Metra has identified as unneeded. According to SSMMA, Metra has stated that
if the parkingarea isredeveloped, it will not require replacement parking. The lotis owned by the
Metropolitan Water Reclamation District. SSMMA reports that as of early 2012 several developers
have expressedinterestinacquiring the site.

e Sixacres of park land alongthe Cal-Sag Channel.

e Twelve acres of vacant and undeveloped land along the Cal-Sag Channel.

e Single-family homes and amix of multifamily housing and retail along Vermont Street.
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INFRASTRUCTURE NEEDS

SSMMA identified structured parkingas a primary need for TOD infrastructure in Blue Island. Although
one Metra parkinglotcould be developed without building replacement parking, asecond Metra
parkinglothas also beenidentified forredevelopment,and redeveloping both sites would require
addinga parking structure. Otherinfrastructure needs that SSMMA identified include better
connectionstoregional bike paths and between the station areaand the hospital.

Although costs for replacement parking or otherinfrastructure needed in the station areawere not
available atthe time of this analysis, SSMMA provided a preliminary financial analysis showing the
estimated costs and revenues of two conceptual development scenarios. The financial analysisis
intended to provide Blue Island “with avery broad ‘bird’s eye’ view as to whetherthe projectis atall
feasible and therefore it may move toward being made available to the marketplace for review.”*
Althoughitwasstill subjectto change at the time this report was written, the preliminary financial
analysisindicated thatforthe two conceptual development scenarios, total costs exceed total revenues,
and the projects would therefore not be financially feasible without publicinvestment.

MOST APPLICABLETOOLS AND STRATEGIES

The following strategies for preparing for development could be considered:
e Expansion ofthe existing TIF district.
e Creationand/orexpansion of relationships with anchorinstitutions.

e Future evaluation of astructured fund or a land bank.

Tax Increment Anchor Structured Fund
TOD Infrastructure : . o
Financing Institutions or Land Bank

Bike and pedestrian improvements X X

Land acquisition X X

Street improvements X X

Streetscape improvements X X

Structured parking X

ExhibitD-4. Summary of TOD infrastructurefinancing options for Cobb County.

TAX INCREMENT FINANCING

TIF" allows the publicsectorto “capture” growth in property tax resulting from new developmentand
increasing property values. In lllinois, communities can use TIF for individual projects or within adistrict.
A TIF district can be a powerful value capture tool because it capitalizes onincreasesin property values,

12 Business Districts, Inc., “Bluelsland Site Analysis,” January 12,2012.

'* More information on TIF is in Appendix B, Section E-3.
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including the value of new development, in an entire district, making it possible to spread the costs of
infrastructure across a widerbase. The city has already established a TIF district, butit does not cover
the station area. The TIF could be expandedtoinclude the Vermont Street Station area.

STEPS/TIMING

Blue Island could begin the process of expanding the TIF districtin the short term.

ANCHOR INSTITUTIONS

Blue Island could work with the existinganchorinstitution, MetroSouth, to betterunderstand the
hospital’s transportation and employee housing needs that might overlap with the infrastructure needs
inthe Vermont Street Station area.* There are opportunities for the city and the hospital to meet
multiple goals together.

The city could cooperate with the hospital to assess if MetroSouth could contribute to the efforts to
improve connections between the station area, the hospital, and the Main Street District. This
assessment could evaluate how hospital employees are currently gettingto work and if more employees
would use Metra if a shuttle orbetter pedestrian connections from the station were available. The city
could also determine if the hospital has expansion plans or needs additional parking. The hospital might
be able to better meetits own transportation needs in cooperation with the city in away that would
help pay for the connections between the station, the hospital, and the Main Street District. For
example, if the hospital could reduce the number of new parking spaces needed in a parking garage due
to bettertransitand pedestrian access, it might be willing to contribute money to pay forthe pedestrian
connections. Similarly, the hospital might help to pay forregional bike paths to encourage its
employees’ healthy living. The city could also assess hospital employees’ need for housing to determine
if they could generate demand for housingin the station area.

STEPS/TIMING

Blue Island could begin discussions with MetroSouth and any additional anchorinstitutions in the short
term.

STRUCTURED FUND OR LAND BANK

SSMMA is interested in how a structured fund or land bank could help provide TOD infrastructure. As
describedin, astructured fundisaloan fund that pools money from differentinvestors with varying risk
and return profiles. Structured funds have a dedicated purpose, whichis clearly defined priortoforming
the fund, and are managed by professionals with fund formation and loan underwriting experience.
Recently there has beenincreasinginterestin usingstructured funds as a property acquisition tool to
support affordable housing development, specifically neartransit. SSMMA is in the process of forminga
structured fund. Since forming a structured fund will likely take severalyears, there is time to focus on
otheractivities before the fundisready to operate. Once the form and purpose of the SSMMA

* More information on working with anchor institutions for financing TOD infrastructureis in Chapter IV, Section
A.
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structured fund are settled, the Blue Island project could be assessed to determine ifitis eligible under
the fund’s selection criteria.

A land bank™ could acquire land in the areathat is notyet ready for development and hold it until
appropriate developmentis possible. However, to attract private investment capital aland banking
authority would likely need to transferthe land to a developerat no cost or a very low cost. Because the
sitesthat will likely be the firstlocations for development are already held by government agencies, land
bankingisalow priority forthe Vermont Street Station area.

STEPS/TIMING

A structured fund or land bankis a mid- to long-term action.

NEXT STEPS

The city of Blue Island will be the lead entity inimplementing TOD projects, but because SSMMA
received thistechnical assistance, some of the next steps are directed to SSMMA. In many placesin the
implementation process, the city will be a facilitator, nota financer, as it works with MetroSouth, Metra,
and potential developers, and SSMMA can help the city with the process.

e Step 1: Conduct Analyses. To better understand the development likely to occurin the station area,
the city could prepare a market and affordability analysis to estimate the demand for specificland
uses. Thisanalysis, including evaluation of the affordability of included housing unit types, could be
started immediately. A key question forthe analysisisif local incomes can pay the rents or sale
prices necessary to supportthe buildingtypes envisioned forthe area. If not, the affordability
analysis could estimate how longit might take to overcome an affordability gap. The marketand
affordability analysis could specifically consider the potential for demand for housing fromthe
hospital or otheranchor institutions.

This analysis could alsoinclude an opportunity siteanalysis that determines which parcels have the
most potential for redevelopment. That analysis could help SSMMA and the city betterfocus their
efforts. The analysis would also allow SSMMA and the city to assess the need to relocate existing
industrial usesinthe station area. The analysis could test the development planto see whatthe
short-to mid-term demandisforhousingandif that demand can be met without relocating the
existingindustrialuses. An additional financial analysis could assess the feasibility of projected
building typesunder currentand projected market conditions and policies. Conducting atargeted
marketand affordability analysis would provide SSMMA and the city with specificinformation on
the potential fordevelopment and the policy changes and market conditions required for successful
development.

e Step 2: Create and Strengthen Partnerships. SSMMA could work with the city to create and
strengthen partnerships with anchorinstitutions. SSMMA and the city could meet with
representatives of MetroSouth to discuss the hospital’s plans forexpansion and transportation
needs. These discussions could assess the potential for partnering with MetroSouth on better

!> More information onland banks is in Cha pter IV, Section C.
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connections between the station area, the hospital, and the Main Street District on locating
hospital-employee housinginthe station area. SSMMA and the city could also reach out to the
property ownersinthe station areato assesstheirplansforexpansion, relocation, or
redevelopment. SSMMA could help build partnerships by reaching outto and educating the
community. The partnership efforts could be started immediately.

e Step 3: Build Value. SSMMA and the city could use the results of the marketand feasibility analyses
from Step 1 to identify the most appropriate location(s) to begin redevelopment. The most
appropriate location to make publicinvestments could be asubareaor a project that needsa
smallerinvestmentfromthe city. Smaller projects thatincrementally increase the value of the area
can build momentum and value that can be leveraged to help pay forlarger projectsinthe future.
As propertyvaluesincreaseinthe area, the TIF district will have more resourcestoinvestin larger
projects. Inreal estate development, the most expensive projects often take the longesttime, soa
TIF district might not be able to reap the benefitsimmediately. Therefore, the larger projects can (or
must) sometimes wait asvalue is builtaround them.

To help build momentum and value, the city can undertake small improvement projectsin a
targeted area, such as streetscape improvements on one ora few blocksin the station area, and
encourage small rehabilitation projects, such as facade improvements, that signal the market that
investments are being made in the area. These types of incremental steps can help the city “set the
table” for private development. Showing potential developers a successful, completed project can
helptopersuade themtoinvestinthe area.

This strategy of building value could also reduce the need for publicfunding to help relocate
industrial usesinthe area. Identifyingasubareawhere a critical mass of successful developments
can be achieved could begin to build momentum and value that encourage other property owners
and land usesto move ontheirownin the future.

Thisstep could also include expanding the TIF districttoinclude the Vermont Street Station area.
Expandingthe TIF district would allow the city to capture the incremental increasesin value and
apply the revenue to projectsinthe station area. The expansion of the TIF district could be
undertakenimmediately. Other efforts underthis step could begin asinformation becomes
available from the marketand feasibility analysis and from discussions with key partners thatenable
the city to determineatargetsubarea.

e Step 4: Leverage Opportunities. In 2010, SSMMA was awarded a $2.3-million Sustainable
Communities Challenge Grant from HUD to implementits Green TIME Zone strategy '° and take
advantage of existing and planned transitand related housing and economicdevelopment
opportunities. SSMMA could explore how to leverageits HUD grant to help identify and obtain
additional resources (e.g., philanthropicgrants or state and federal funding) for neighborhood-level
improvements (e.g., pedestrian and bicycle improvements between the stations, Main Street

'® The Green TIME Zone strategy is designed to help older communities use their existingrail infrastructureand
manufacturing capacity to help create better neighborhoods andjobs and improve the environment. See: Center
for Neighborhood Technology. Chicago Southland’s Green TIME Zone. 2010.
http://www.cnt.org/repository/GTZ.pdf.
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District, and MetroSouth; streetscape improvements; and facade improvements) that can help to
buildvalue inthe station area.
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C. UTAH TRANSIT AUTHORITY (UTA), SALT LAKE CITY, AND SANDY CITY, UTAH

LOCAL CONTEXT

UTA is the publictransit providerforthe most populated countiesin Utah, including Salt Lake, Weber,
Davis, and Utah counties. These four counties make up approximately 70 percent of Utah’s population
and are inthe mountain-surrounded corridor of the Wasatch Front, which extends approximately 100

miles north to south.

In 2010, the Utah legislature passed SenateBill 272, which authorized UTA to enterinto agreements
with developersasalimited partneronupto five sites owned by UTA. The purpose of this authorization
isto increase transitridership by supporting TOD and increasing UTA’s self-reliant operating funds.
Under SB 272, UTA can contribute portions of land it owns around transit stations to a developer's
projectinexchange fora say in how to develop the land and a share of the profits.

Of the UTA-owned sites throughout the region 27 could potentially support TOD because they are
designated as excess land, meaningthey are no longer needed solely foratransit purpose. UTA has
created a TOD departmentto ensure thatit makes good use of the powers granted under SB272.

UTA works closely with the region’s MPOs and Envision Utah, a nonprofit partnership that facilitates
community planning throughout the Wasatch Front, to create visions and strategies for developing key
sites owned by UTA and along UTA transit corridors. A driver of these organizations’ effortsisthe “3
percentstrategy,” developed by Envision Utah under which the regionintends to locate athird of its
growth on just 3 percent of the region’s developable land linked by a world-class transit system."’

Together, these organizations have identified six demonstration sites that are prime for development
that could catalyze other TOD inthe region. EPA and UTA asked the consultantteamto focus on one of
those sites, the Sandy CivicCenter TRAX Station site. UTA owns approximately 48acres inthe area.
Much of the UTA-owned landis currently used as surface parkingor isundeveloped. The station areais
within walking distance of the Rio Tinto Stadium (a major league soccerstadium), South Towne
Exposition Center (a conference and event center), Sandy City Hall, Sandy Business Park, and South
Towne Center (aregional shopping mall).

TOD PROJECTS AND TOD INFRASTRUCTURE NEEDS

STATUS OF TOD PROJECTS

In 2010, UTA issued arequestforqualifications and financial proposals forthe development of the 48
acres itowns around the Sandy CivicCenter TRAX Station site. The objective of the request was to build
a high-density, mixed-use community that will increase ridership, generate long-term revenue,and
integrate the station and developmentinamannerthat will encourage and supporttransituse. UTA has
alsoplanneddirectbicycle, pedestrian, and horse-trail connections between the site and the Dimple Dell
nature preserve in the Wasatch Mountain Range. The 48-acre site is brokeninto two parts running along

7 Envision Utah. The 3% Strategy. undated. http://envisionutah.org/ThreePercentStrategy.pdf.
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the rail line from north to south. A developerhas developed a master plan for part of the 48-acre site
that includes 1,185 residential units, 300,000 square feet of office, and 59,000 square feet of retail
(Exhibit D-5). The planalsoincludesavillage square, atransit plaza, and trails connecting to existing
openspace. The developer estimates aseven-to 10-year buildout of the planned development with
Phase 1 beginninginthe fall of 2012. Phase 1 developmentincludes 168 residential units, 30,000 square

Revised Master Plan
8 T | i
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g‘r:dz?unﬁysmwm I-LtMILTDN' RTNERS UTA Planning & Development Committes UT.&% A

September 12, 2012
Exhibit D-5. Sandy City TOD site.
Source: IBI Group.

feetof retail, 570 surface parking spaces, and 340 structured parking spaces.

INFRASTRUCTURE NEEDS

Amongtheinfrastructure needs forthe Sandy CivicCenter Station area, the city and UTA have identified
stormwaterfacilities and other utilities in addition to neighborhood amenities such as streetscape
improvements and parks. However, structured parking was identified as the primary need for this
technical assistance because UTA has founditto be the mostdifficult to fund orfinance. About 1,200
surface parking spaces are currently located in the station area. However, because of new stations
openinginthe transitsystem, the total number of spaces needed to serve the stationis expected to
drop inthe future. UTA estimates that an 850-stall parking structure, costingabout $16 million, will be
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needed. UTA hasidentified $2 millionin funding for the parking structure, leaving an estimated $14
million unfunded.

MOST APPLICABLETOOLS AND STRATEGIES

Sandy City and UTA mightbe able toaddressthe station’s parking needs with astrategy that combines:
e Excessproperty disposal.
e Jointdevelopment.

e Shared parking.

TOD Infrastructure Excess Property Joint Shared Parking
Disposal Development
Parks X
Stormwater facilities X
Streetscape improvements X
Structured parking X X X

ExhibitD-6. Summary of TOD infrastructurefinancing options for UTA and Sandy City.

DISPOSAL OF EXCESS PROPERTY TO SUPPORT TOD

Of the UTA-owned 48 acres, 29 acres are adjacentto the TRAX station, while another 19-acre parcel
runs alongthe TRAX line to the south. While the development program has not been setforthe site, the
most recent conceptavailable tothe consultantteamincludes only the 29 acres closest to the station.
UTA could sell the 19-acre parcel and use the revenue tofundinfrastructure inthe stationarea. To
ensure thatany development onthe 19-acre parcel is compatible with UTA’s and Sandy City’s TOD goals,
UTA can pursue a deed restriction onthe sale of the parcel that requires a certain density.

Because UTA acquired the property with the participation of the FTA, this disposition strategy will also
likely require FTA’s participation.

STEPS/TIMING

Exploring the potentialto sell the 19-acre parcel could beginimmediately. However, UTA would need to
consider many factorsin determiningif asale should go forward, including the appraised value of the
parcel, current market considerations, and any relevant discussions with FTA and potential developers.

JOINT DEVELOPMENT

Jointdevelopment on publicly owned land nearthe transit station could help fund needed TOD
infrastructure (see Section 19. Since FTA participated in the purchase of the 19-acre parcel, FTA’sjoint
developmentand excess property disposition policies must be considered. Under FTA policy, ajoint
development project caninclude: commercialand residential development thatis physically or
functionally related to publictransportation projects; pedestrian and bicycle access toa public
transportation facility; construction, renovation, and improvement of intercity bus and intercity rail
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stations and terminals; and renovation and improvement of historictransportation facilities.*® Further,
to be eligibleforfederal funding, ajoint development project must:

e Enhance economicdevelopmentorincorporate private investment.

e Enhance the effectiveness of a publictransportation project or establish neworenhanced
coordination between publictransportation and othertransportation.

e Provide afairshare of revenue to be used for publictransportation. ™

Under FTA’s joint development laws, activities that can be funded from property disposal proceeds
include:

e Real estate acquisition.

e Demolition.

® Projectdevelopmentactivities.

e Site preparation.

e Buildingfoundations.

e Parking.

e Transportation-related furniture, fixtures, and equipment.
e Utilities.

e Walkways.”

Based on thelist of eligible activities, UTA could sell the property and use the proceeds to help pay for
the TOD infrastructure needed at Sandy Civic Center Station, such as a parking garage. FTA also notes
that the proceeds from disposal actions can be used “to reduce the gross project costs of another
eligible capital project. This mayinclude approved joint development projects. Note that a transfer of
real property meetingthe testsforjointdevelopmentis nota disposition, and the proceeds are deemed
program income.”?!

% DOT. “Notice of Final Agency Guidanceon the Eligibility of Joint Development Improvements Under Federal
TransitLaw.” Federal Register. Vol.72,No. 25.February 7, 2007. http://www.gpo.gov/fdsys/pkg/FR-2007-02-
07/html/E7-1977 .htm.

*Ibid.

2% ETA. “Joint Development Frequently Asked Questions.” http://www.fta.dot.gov/about FTA_11011.html.
Accessed July 26, 2012.

1 bid.
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STEPS/TIMING

Puttingtogetherajointdevelopment projectisacomplex and multiagency effort. The process for
determiningif proceeds from the sale of the 19-acre parcel can be applied toa TOD infrastructure
projecton the 29-acre parcel could beginimmediately through discussions with regional FTA staff. In the
short term, UTA could also conduct a pre-feasibility analysis in house or hire advisorsinreal estate
and/orfinance to assess the potential revenue that could be generated under current orfuture real
estate market conditions.

SHARED PARKING

In additionto developing a strategy to pay for additional parkinginthe station area, UTA and Sandy City
could consider a strategy for shared parking that could reduce the need for costly structured parking.
The Sandy CivicCenterStationis nearseveral majorfacilities that already provide asignificant number
of parking spaces. Asdevelopment occurs inthe station area, the actual need for parkinginthe station
area and potential to use otherexisting parkingin the area could be reassessed. A shared parking
strategy could reduce the need foradditional parking spacesin the station area, thereby reducing the
overall costs of the projectand helping to make TOD more feasible.

STEPS/TIMING

UTA and Sandy City can begin an evaluation of the potentialfor shared parking as parking needs are
defined.

NEXT STEPS

Because UTA owns the property in question, it would be the lead entity in this effort. However, UTA
would need towork with FTA, Sandy City, and potential developers.

e Step 1: Revisitthe Master Plan. UTA could considerwhetherit needs all 48 acres of land that it
currently ownsinthe area. If the UTA agreesthatthe 19-acre parcel can be severed fromthe 29-
acre site, then UTA could pursue a disposition strategy forthe 19-acre parcel. Sellingthe 19-acre
parcel would provide revenue to apply towards TOD infrastructure needed to support development
inthe 29-acre site. UTA could pursue a deed restriction on the sale of the parcel thatrequiresalevel
of density thatis compatible with Sandy City’sand UTA’s TOD goals for the area. UTA would need to
work withthe selected developer of the site to ensure thatthe development programfor the
remaining 29-acre parcel is feasible.

e Step 2: Work with FTA on Joint Development. UTA could contact regional FTA staff to understand

the potential to use proceeds from the sale of the 19-acre site on TOD infrastructure on the 29-acre
site.
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D. WHEAT RIDGE, COLORADO

LOCAL CONTEXT

WheatRidge isa small, inner-ring suburban city located at the end of the planned Gold Line Corridor
(Exhibit D-7). The Gold Line isan 11.2-mile commuter rail line planned to originate from Denver Union
Station and serve seven stations as it passes through northwest Denver, Adams County, and the city of
Arvada, terminating atthe Ward Road Station in Wheat Ridge. The Gold Line is part of the Regional
Transportation District of Denver’s (RTD) “FasTracks” program, a voter-approved plan to expand rail and
bus service across the Denverregion. The Gold Line is scheduled to open in mid-2016.

The Ward Road Stationareain
WheatRidge is currently
characterized by industrial usesand GOLD LINE

U5 36 BRT
Ling

vacant lots, with a mix of residential, A
Feadll L

commercial, andindustrial uses
surroundingthe site (Exhibit D-8).

TOD PROJECTS AND TOD
INFRASTRUCTURE NEEDS

STATUS OF TOD PROJECTS

The city of Wheat Ridge and RTD
have enteredintoan
intergovernmental agreementthat
outlinesthe responsibilities foreach
agency. Underthe agreement, RTD -
isrequiredto build and/orfund Rai Line
access roadsto the stationarea in
additiontothe stationitself and
required parking. The city has not
yetidentified the fundingsources
and financing mechanismsto pay for
additional infrastructure
improvementsinthe surrounding
area.

ExhibitD-7. The planned Gold Line Corridor.
Source:RTD.

While adjacent property owners generally support the long-term vision forthe area, and at leastone
property ownerhas shown considerableinterestin the potential for redevelopment,there are currently
no planned developments. Property owners and potential developers might be waiting until the
commuterrail line is operating to assess redevelopment opportunities. However, the city is concerned
that if the infrastructure around the stationis builtin a low-density, suburban pattern atthe outset,
before private participation can be leveraged, it might not be possible to build a higher-density, mixed-
use development.
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ExhibitD-8. Ward Road Station platformlocation and preliminary design. This figure shows the location for
the station platform between 50" Placeand the rail linenear TaftCourt. The areas shaded in green
indicatethe station platform, the associated parkingarea, and street improvements to be funded with the
station. Planned future street improvements are indicated as grid lines.

Source: Cityof Wheat Ridge, Colorado.

The Denver Regional Council of Governments (DRCOG) won a HUD Sustainable Communities Challenge
Grant in 2011. The $4.5-million grantisfocused on three FasTracks lines, includingthe Gold Line, and
the grant includes $500,000 fora catalyticproject on each line that could lead to othertransformational
changesinthe area. DRCOG has not yet setthe criteriafor the selection of the catalytic projects, but
Wheat Ridge will consider pursuing that funding opportunity.

INFRASTRUCTURE NEEDS

The city has identified the following infrastructure needs in the station area:*’

e Sewerand water: Upgradesto the existing service would be needed to support the desired
developmentinthe area. The city of Wheat Ridge does not provide sewerand water, and the area
has several utility districts, which can sometimes complicate implementation efforts.

2 Based on personal communication with Ken Johnstone, Community Development Director, City of Wheat Ridge,
and Sarah Showalter, Planner, City of Wheat Ridge, by Sarah Grahamand Dena Belzer, Strategic Economics, July
18,2011,and January4, 2012.
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e Stormwater management: Upgradesto the stormwatersystem would be required as a result of the
station. The city intends to move to a regional system of stormwater management ratherthan
relying on site-specificstormwater facilities to allow more efficient use of land in the station area.

e Streetgrid: RTD has committed to building and/orfunding the surface streetsinthe immediate
vicinity of the station and parking area. The city and/or private property owners will need to
complete the streetgrid as development occurs. RTD’s streetimprovements include making changes
to the Tabor Streetintersection, extending Taft Street to the station, and enhancingaccess to the
station area from the south side of the rail tracks viaTabor Street.

e Structured parking: RTD will acquire the land for parking and will either construct a surface parking
lot, as the plans currently describe, or allocate funding equivalent to the cost of the required surface
parkingto a structured parking project.

e Pedestrian bridge: The bridge would cross over the rail tracks from somewhere nearoron 49" Place
or Ridge Road on the south side of the tracks to the station platform. RTD has identified possible
pedestrian bridge landinglocations to enable future pedestrian access.

PRIORITIES FORTOD INFRASTRUCTURE AND POTENTIAL FINANCING MECHANISMS

Although early indications were that providing structured parkingin the areawas a high priorityin order
to allow formore dense development within the station area, structured parkingis notactually abarrier
to developmentinthe shortterm. Instead, the immediate constraints on developmentinthe station
area are the stormwater management needs and lack of street connectivity, particularly access to the
station area from the south.

e Stormwater: Because stormwater managementisanimmediatebarrierto development,anda
solutiontotheissue could be a catalyticproject forthe area, itshould be a first priority forthe City
of WheatRidge. Potentialfundingand financingtoolsincludeanew stormwater utility fee,
calculated on the basis of impervious area, and a district-based financing tool, such as a
metropolitan district orassessment district. As described in more detail in Appendix B, Section A-1,
utility fees are charged forthe use of publicinfrastructure or goods. Fees are typically setto covera
system’s operating and capital expenses each year, which caninclude debt servicefor
improvements tothe system, or at least some portion of those expenses. The stormwater systemis
a potentially catalytic projectin several respects: it could be eligible for funding as a catalytic project
under DRCOG’s HUD grant; it could presentan opportunity for collaboration with the neighboring
jurisdiction of Arvada, paving the way fora long-term partnership oninfrastructure investments;
and itcould bring property owners togetheraround a problem that affects not only potential
development butalso existing uses.

e Streetgrid: The roadways, sidewalks, and pedestrian bridge should be arelativelyhigh priority but
do notneedto happenall at one time. Streets and sidewalks will be required as development
occurs. The pedestrian bridge could be constructed early in the process, ideally concurrently with
the construction of the station platform.

e Sewerand water: Althoughthe city does not provide the infrastructure forsewer and water, itdoes
ownthe streets where the utilities are located, and the sequencing of development could be
affected by utility provision—in other words, development cannot occur if the utilities are not built.
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The city could work with the utility districts on the sequencing of infrastructure projects,
determining what utility infrastructure costs are reasonable for developers to pay. A value capture
tool, such as TIF, an assessment district, or developmentimpact fees, could be used to provide
sewerand waterin the station area.

e Structured parking: Although structured parking might allow for more compact developmentinthe
station area eventually, building it later might be more financially feasible. The Ward Road station
will be an end-of-the-line station, and therefore it has a significant parking requirement. While RTD
has committed to contributing funding equivalent to the cost of the required surface parkingtoa
structured parking project, thatamount might not defray enough of the structured parking costs to
make this project an immediate priority. Another RTD rail line, the West Rail Line, willhave an end-
of-the-linestation at the Jefferson County Government Centerthat could serve some of the same
commuters as the Ward Road station. If ridership levels are not as high as anticipated at Ward Road,
orifridersaccess the station by walking or using transit, a lower parking requirement might be
warranted, reducing the costs of structured parking. Once the line is builtand service is established,
the amount of parkingneeded atthe station will be clearer. Alower parking requirement could
make structured parking more financially feasible.”* Although charging for most parkingis currently
not permissible at transit stationsin Colorado, implementing afee for parking at the Ward Road
station could help defray the cost of structured parking. That strategy would only work, however,
with a corridorwide or regional approach to parking fees.** Other options for financing structured
parkinginclude value capture, TIF, and assessment districts.

e Pedestrian Bridge: As with the streetgrid, the pedestrian bridge will make walking more appealing
and convenientand therefore could have asignificantimpact on property values. Therefore, the city
couldinclude the pedestrian bridge in avalue capture strategy usingtools such as TIF, an
assessmentdistrict, ordevelopmentimpactfees. The city could also pursue grant funding for the
pedestrian bridge.

Value Capture Tools Federal

TOD Infrastructure As;_ess_ment TIE D?r\]/qczlgster UtiILthi’/e::vlees Debt Tools R(nga}gtwsél
istricts Fees Eunds

Stormwater X X X X X
Street grid X X X X
Sewer/water X X X X X
Structured parking X X X X X
Pedestrian bridge X X X

ExhibitD-8. Summary of TOD infrastructurefinancing options for Wheat Ridge.

?% The Federal TransitAdministration issued a record of decision approvingtheRTD Gold Line project in November
2009.The record of decision was based on a final environmental impactstatement that assumed a certain number
of parkingspaces would be availableatthe Ward Road station on opening dayin 2015, with additional spaces
added by 2030. Areduction in the parkingrequirement at the Ward Road station would require revision of the
environmental impactstatement and record of decision.

2% More details about corridor-wideapproaches to parkingarein Chapter IV, Section B.
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NEXT STEPS

e Step 1: Create and strengthen partnerships. Although the city could lead the implementation
process, establishing and strengthening partnerships with key stakeholders will be important. The
city could create partnershipsthatallowitto access differentfunding sources. By working
collaboratively with neighboring jurisdictions and service districts, RTD, developers, and property
owners, Wheat Ridge would be better positioned toimplement further steps. The city of Arvada, in
particular, could be an important partnerin taking a regional approach to infrastructure projects
such as parkingand stormwater. The city and RTD have already codified aworking relationship
through the intergovernmental agreementregarding the station area.

e Step 2: Have aclear plan. Itiscritical for Wheat Ridge to examine its infrastructure needs and set
clearpriorities forinfrastructure investments. Although Wheat Ridge has already prepared the
Northwest Sub-areaPlan, that planningdocument does notinclude an infrastructure projectlistor
detailed implementation strategy. An implementation strategy could includeafunding and finandng
section thatexaminesthe “creation of adistrict or districts forthe subareato provide amechanism
to finance, construct and maintain parkingfacilities, drainage facilities, parks and recreation facilities
and streetscape improvements” as recommended in the Northwest Sub-area Plan.?® A detailed
implementation strategy financing plan could prioritize the components of the plan and break them
downinto phases matched with funding sources and financing mechanisms.

Because resources are scarce, it is critical to set priorities and determine where best to apply limited
funds. Through the implementation strategy, the city could setimplementation priorities based on
overcoming barriers to development, funding availability, and market strengths, not just on solving
the “biggest” problems with the highest price tags.

e Step 3: Leverage Opportunities. The HUD Sustainable Communities Challenge Grantadministered
by DRCOG offers Wheat Ridge the opportunity to pursue aregional approach toits stormwater
management needs. As described above, the grant total includes $500,000 fora catalytic project on
each line, and Wheat Ridge could pursue that funding opportunity. This project could provide a
spark and lay the foundation for other developmentinthe area.

2 City of Wheat Ridge. Northwest Subarea Plan. 2006.
http://www.ci.wheatridge.co.us/DocumentCenter/Home/View/565.
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