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Financing Strategies for Encouraging Infill and
Redevelopment
Introduction
In 2005 the Denver Regional Council of Governments (DRCOG) adopted the Metro
Vision 2030 regional plan. The plan describes the preferred future growth direction for
development of the nine-county region over the next 25 years. One of its key assumptions
is that a certain amount of infill and redevelopment activity will occur. Rather than
simply assuming that all new development will occur at or beyond the fringe of the
existing urbanized area, the plan anticipates that more than 20 percent of new
development will take place within the existing urbanized area in the form of infill and
redevelopment.
This assumption is based in part on the observation of recent trends. Statistics from the
U.S. Census indicate that between 1990 and 2000 almost 38% of the population growth
in the DRCOG region occurred within the existing urbanized area. This is a significant
phenomenon that suggests there is a growing acceptance of, and even demand for, infill
and redevelopment. Sustaining this pattern of development for another 25 years,
however, will be more difficult and may require more deliberate effort on the part of local
governments.
To assist these jurisdictions as they plan for infill and redevelopment, DRCOG has
undertaken several activities. First, a workgroup comprised of staff from those
communities most affected by infill (i.e., Denver and the “inner ring” suburbs) was
convened to discuss infill issues and activities, and to hear from experts in this area of
urban development. Second, DRCOG began researching key topics including the
development of a methodology for more accurately identifying the amount of vacant and
redevelopable land in the region. Third, DRCOG staff prepared this and other research
reports identifying strategies that could be used to encourage and support infill and
redevelopment activities.

Definition of Infill and Redevelopment
Infill and redevelopment are terms that do not have standard definitions. In much of the
literature on urban development, the definition of the terms “infill” and “redevelopment”
often overlap. Another term in use today is “refill” which while descriptive has been used
interchangeably to represent both infill and redevelopment. DRCOG has elected to
differentiate these terms according to the type of land that is involved. “Infill
development” involves developing vacant parcels within existing urbanized areas that for
various reasons have been passed over in the normal course of development.
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“Redevelopment,” in contrast, involves recycling already developed but underutilized
parcels.
Sites potentially suitable for redevelopment include those sites that contain abandoned (or
nearly abandoned) buildings such as empty shopping malls. They may also include those
sites that have already been cleared and are being used for relatively temporary purposes
such as surface parking lots and even mini-storage units. Redevelopment may also
include “adaptive reuse,” which is the conversion of an existing building to a new and
more productive use.
Identifying parcels that are suitable for and likely to redevelop is a difficult task. DRCOG
is researching indicators that may help anticipate such areas of redevelopment.

Infill and Redevelopment in Context
Infill and redevelopment can have both positive and negative effects, both on individual
communities and on the region as a whole. Metro Vision assumes that the positive effects
far outweigh any potential negative effects. It is also assumed that by anticipating and
planning for future infill or redevelopment activity, communities can properly mitigate
the negative effects.
The most obvious positive effect is the reduced need for converting more land from nonurban to urban uses. If the infill activity that took place between 1990 and 2000 had not
occurred, over 55 additional square miles of farmland and potential open space would
have been converted to urban uses. Metro Vision assumes that infill and redevelopment
activity will continue to occur and thereby reduce the need to develop “greenfields” on
the outer perimeter of the urban area.
Infill development can also help communities achieve certain goals. For instance,
developing new buildings at key locations can help to create a certain “synergy” of
activity and sense of place.1 A public building in particular, such as a library, can create
momentum for re-establishing a decaying neighborhood. Redevelopment of an
abandoned manufacturing facility may stimulate the development of a new residential
community. Infill and redevelopment is also an important tool in creating successful
transit oriented development (TOD) along existing and planned transit corridors.
Not all empty parcels are suitable for infill development, however. Many parcels are
empty for a reason, perhaps because they have poor access, are oddly shaped, or have
environmental constraints. One the other hand, some parcels may be vacant simply
because the market may have collapsed in that portion of the region at a particular time
and never rediscovered.

1

“Reinventing Suburbia” in Urban Land, July 2002, page 44.
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Redevelopment also has unique problems. Buildings with historic value may be subject
to special codes that limit change or increase the cost of rehabilitation. If the buildings are
no longer viable, the project must incur the costs of demolition and clean up as well as
the cost of new construction. Even if the buildings are viable, the utilities serving the site
may be inadequate to meet modern requirements or be beyond their useful life.

5

General Principles of Financing Real Estate
Development
Financing infill and redevelopment utilizes many of the same mechanisms that are used
to finance any development project. This section describes the general principles of real
estate finance, as well as certain special considerations that apply in financing infill and
redevelopment.

Elements of a Financial Package
The financial goal of a real estate developer is to realize a positive rate of return on the
investment. Developers may have non-financial goals as well, such as creating a
memorable building for future generations or providing the physical structure for a
needed service such as a hospital. This discussion, however, is focused on the financial
aspects of development.
The first step in the process is to estimate costs and revenues for the purpose of obtaining
financing. Very few developers can personally underwrite a project, especially before it
begins producing revenues. Consequently, they rely on financial markets to provide the
necessary capital.
An essential component of the financial analysis is the pro forma, which is an outline that
summarizes costs, revenues and expected benefits. Typical projects costs include: land
acquisition, provision of utilities, construction costs, operating costs such as heat and
light, and the cost of obtaining permits from local governments and other regulators.
Revenues include the proceeds from selling the project, or leasing it over a period of
time. If the pro forma indicates that revenues exceed the expected costs, the developer
can then proceed to identify investors or lenders who can underwrite the project.
Of course these investors also expect to make money from their involvement in the
project (i.e., return on investment). As the project plan becomes more detailed, the costs
of borrowing money must be added to the equation to determine if the project is still
profitable and worth pursuing.

Financial Participants
The developer will most likely involve a number of financial participants in an infill
project. These may include:
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•

Joint venture partners – These are typically institutions such as a pension fund or a
life insurance company that are looking to invest capital and agree to work together
with the developer in developing and owning a specific project. The ownership of a
joint venture may be defined in whatever way the partners agree. However, they are
most commonly organized as a general or limited partnership. In this arrangement the
institution provides most if not all of the capital, while the developer contributes his
development expertise.

•

Construction lenders – These are typically commercial banks, which provide shortterm loans to fund the actual construction of the project. Because of the increased risk
during construction, these loans usually have a higher interest rate than a long-term
loan.

•

Permanent lenders – After construction is complete, short-term loans are usually
paid off and replaced with conventional long-term financing, typically at a lower rate
of interest. Various institutions make permanent loans, including life insurance
companies, commercial banks, S&Ls, and pension funds. Permanent lenders are
concerned with the project’s ability to sustain cash flows sufficient to pay operating
expenses and debt service over the term of the loan.

•

Long-term equity investors – These investors are often passive during the
development phase and do not take on development risks. Their investment is in the
ownership of the completed project. They realize a financial gain not through
repayment of the loan but by sharing in the operating revenues. The Real Estate
Investment Trust (REIT) is a relatively new form of long-term equity investor.

•

Short-term investors – In contrast to long-term investors, some investors are more
interested in profiting from the sale of the completed project, in those instances where
the development is sold upon completion.

Loan Considerations
In obtaining permanent financing for a real estate project, the developer needs to meet
certain criteria established by the lender. These criteria take into account: the productivity
of the property, the balance between equity and debt, the total estimated value of the
property, and the ability of the project to service the debt.
The productivity of a property is measured in terms of “net operating income” or NOI.
Basically, the NOI is the potential gross income minus a vacancy allowance and
operating expenses. The NOI is the amount that will be shared among the equity
investors and the debt. Therefore, both investors and lenders are interested in this value.2
2 Mike Miles, Gayle Berens, and Mark Weiss, Real Estate Development: Principles and Process, Third
Edition, the Urban Land Institute, page 81
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The balance between the owner’s equity and debt is measured by the loan-to-value (LTV)
ratio. The maximum allowed LTV ratio in recent years has varied between 60 and 90
percent. The lenders willingness to increase the LTV ratio is based on the amount of risk
they see in the project, which is driven by two major criteria: 1) the adequacy of the
property’s value as collateral for the loan, and 2) the ability of the property’s income
stream to service the loan.3
For the purposes of this discussion, the ability to service debt is of more concern than the
value of the property. Real estate analysts use several methods for estimating total value
that consider both income generating potential as well as the actual estimated value
derived from selling the property. The ability to service the debt is estimated by applying
a standard ratio to the NOI. For example, a lender may assume that debt service should
not be more than 80 percent of the NOI. This limits the size of the loan, assuming that the
interest rate and the term of the loan have already been established.

Special Considerations in Financing Infill Development
Infill development must generally meet the same financial criteria as any other form of
development. This can be difficult, however, because infill projects are typically more
complex, which can affect financing in special ways. Eric Smart, in Making Infill
Projects Work, describes some of these obstacles.
Putting together an economically feasible deal for an infill project can often be an
extremely difficult task for a developer because of the problems associated with
securing financing. Unproven markets and the limited track record of the infill
developer represent risks that conventional lenders are not eager to take, at least at
standard rates of interest. Lenders are also often resistant because infill sites
typically are located in older, sometimes deteriorated areas. Even though many of
these prospective sites are in economically viable neighborhoods, financial
institutions tend to be conservative in their investments and judge the sites on
immediate or superficial appearances. However, because infill sites do not tie up a
great deal of capital and the projects are relatively small, developers may not need
to secure large amounts of money.4

Most infill projects are relatively small, which inherently reduces the number and size of
investors and lenders that would be interested in the project. The amount of risk that these
lenders can absorb is also more limited and consequently the project will have to meet

3 Miles, p. 82.
4
Eric Smart, Making Infill Projects Work, published by the ULI in collaboration with the Lincoln Institute
of Land Policy, 1985, page 39.
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higher standards for certain criteria such as the loan-to-value ratio and the debt service
ratio.
Infill projects are also frequently mixed-use projects. In single-use projects, lenders have
standard values they can apply to their analysis with confidence based on past history. In
a mixed-use project, they either need to break the project down into its single-use parts
and analyze each separately or they need to develop new values to represent the overall
project. Often lenders will want to separate each use into its own financial package.
Infill and redevelopment projects may have a longer development time frame than
lenders like. Redevelopment involves both a demolition phase and a construction phase.
The project may also not become fully viable economically until later in the life of the
loan (i.e., 10 years or more) when the value of the neighborhood is established and the
risk to new buyers reduced. At the same time, the project may be more dependent on
establishing a market through sales or rentals earlier than a larger project.5
Some infill and redevelopment sites are known or potential “brownfields,” which are
sites with environmental constraints. Lenders may be reluctant to become involved in
such sites because of past experience or unfamiliarity with remediation techniques. Even
when a site has no known brownfield issues, a lender may require extra analysis of the
site before participating in a project, thereby raising the costs. To help overcome some of
these obstacles, the U.S. Environmental Protection Agency has developed several
financial programs specifically designed to address brownfield issues.6

Public Sector Finance Mechanisms
Local governments have access to a number of financial mechanisms and other tools they
can use to encourage infill and redevelopment activity. In Making Infill Projects Work,
Smart outlines several types of assistance local governments typically rely on to assist
private developers. 7
•
•
•
•

Sale or long-term lease of developable sites at below-market prices with favorable
loan terms;
Short or long-term construction loans, particularly for low and moderate-income
housing, at below-market interest rates and with other special terms;
Provision or funding of needed infrastructure improvements; and
Technical assistance of many kinds, including help in working with neighborhood
groups and advice on business operations.

5

Urban Land Institute, Urban Infill Housing: Myth and Fact, page 10.
International City/County Management Association (ICMA), Brownfields Redevelopment A Guidebook
for Local Governments and Communities— Second Edition, 2001.
7
Smart, page 42.
6
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This discussion focuses on those financing tools that are authorized for use in Colorado,
either through specific legislation or indirectly through previous court rulings. These
tools include tax increment financing, tax credits or abatements, other actions that reduce
project costs, loan guarantees and public/private partnerships. Some mechanisms that
would require new state enabling legislation are also discussed.
Pagano and Bowman have segregated public sector financing tools into four categories:
direct investment, indirect subsidies, assistance, and no risk. The distinctions are
described in general below, and in more detail on the following pages.
Cities tend to regard some incentives as routine. Other incentives are not.
Developers contact city planning and development offices and ask what financial
incentives the city has to offer, and city officials then select from a host of
development tools, combining them into bundles. This standard fare can be
grouped into four bundles: direct investment, indirect subsidies, assistance, and
no risk. Inherent in each bundle is greater or lesser risk to the city’s treasury. City
development tools assume a variety of shapes and sizes, some requiring complex
bond-issuing regulations, others that are simple cash transfers and minor
infrastructure provision, and still others that become legal entanglements. Inherent
in each tool is a monetary or financial commitment of city revenue. At one
extreme is the direct investment of city funds and the inherent fiscal risk to the
city; at the other extreme are projects that require no city investment and rely,
instead, on state or federal funding.8
•

Direct Investment. In direct investment, a city contributes cash or other in-kind
contribution such as the construction of infrastructure, to assist in the development of
a project. The funds may come from issuing general obligation bonds, or directly
from the general fund. By investing in the project, the city has a stake in the financial
gain. They also assume the risk of potential loss. In addition, because resources are
tied up in the investment, they are no longer available to be used for other purposes.

•

Indirect subsidies. There are two types of indirect subsidies, present-value subsidies
and value-creating subsidies. Present-value subsidies include offering below-market
loans, and granting either direct tax abatements or some other form of tax incentive.
In offering such subsidies the city is foregoing potential future revenues, which is
equivalent to incurring a cost. Value-creating subsidies include granting density
bonuses, purchasing land, razing structures. These also involve some form of
financial cost to the city.

•

Assistance. Local governments can assist private developers in accessing the taxexempt bond market and other types of financing that they might not otherwise have
access to themselves. This includes city-issued industrial revenue bonds, bonds

8

Michael A. Pagano and Ann O’M. Bowman, Cityscapes and Capital: the politics of urban development;
The Johns Hopkins University Press, Baltimore, 1995, page 84.
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funded through tax-increment financing, and fee-based financing of sewer and water
infrastructure. This type of assistance involves little financial cost to the city. Most of
the costs are absorbed directly by the users (i.e., consumers) and the developer.
•

No Risk. This category refers to funding assistance that comes from state or federal
sources and involves no city investment or risk. In this arrangement, cities do not
obligate resources and do not have to trade off one city project for another.

Direct Investment
Public/Private Partnerships
Any project where the public sector provides some financial support could be defined as
a public/private partnership. In this discussion, however, such partnerships are defined
more narrowly to include only those projects where the public partner is an “equity
partner” that participates in funding and has some share in the potential revenues.
The most obvious examples of public/private partnerships are projects with a clear public
purpose, such as a convention center or arts facility. In these arrangements, a private
partner is usually recruited by the public sector to provide financial and construction
expertise.

Urban Renewal Authorities
One common way that cities can participate in development projects is through urban
renewal authorities. Colorado law allows cities (but not counties) to “establish an urban
renewal authority to exercise special powers in order to promote the redevelopment of
blighted areas.”9 These areas then define where the authority can exercise their powers.
These special powers include borrowing funds and acquiring property, either voluntarily
or through eminent domain. If an infill project is located within the boundaries of an
urban renewal authority, the authority may be able to assist in several ways.
The authority could assist in acquiring land and even write down the cost of the land as a
contribution to the project. Land acquisition is especially challenging if several individual
property owners control a tract of land where a development is being proposed. The
eminent domain power can encourage reluctant owners to sell their property, thereby
enabling the infill development to proceed. In addition to paying fair market value for the

9

Donald L. Elliott, Larry G. Mugler and Heidi A. Anderson, editors, Colorado Land Planning and
Development Law, Fifth edition, 1998, Colorado Chapter, American Planning Association, page 139.
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property, the authority can offer relocation assistance to those owners and businesses that
have been displaced.
The financial resources of the urban renewal authority can also be used to enable infill
development. In Colorado, the authority can utilize tax increment financing, which is
discussed in more detail later. The authority also has the ability to raise funds through
general obligation bonds that can be used to underwrite projects within the boundary of
the authority. Funds raised from general obligation bonds can be used to purchase land,
install new infrastructure, or provide common facilities such as parking garages.

Indirect Investment
Tax Credits Or Abatements
Depending on the character of the project, infill development may qualify for certain
local, state or federal tax credits or abatements. Some examples are listed in the ULI
publication, Urban Infill Housing: Myth and Fact:
Atlanta offers a ten-year tax abatement on housing developments in its urban
enterprise zones if at least 20 percent of the units are set-aside for low-income
occupants. Baltimore provides a ten-year tax abatement on conversions of Class B
office buildings to housing. Seattle offers abatements for the construction of
multifamily projects. New York City abates taxes for 12 to 15 years on
conversions of Class B and Class C office buildings …
The federal low-income housing tax credit program, which is administered by
state housing agencies, has been an important financing component for many
affordable housing developments. The income tax credits, which are provided if
certain rental-rate and resident-income conditions are met, can be converted to
equity by developers. States also make tax-exempt bond financing available for
qualified projects.

Other Abatements
In addition to tax abatements, local governments can reduce or waive other fees and
permits. For example, a city might reduce the cost of water and sewer taps for a certain
type of project. In order to do this, however, the jurisdiction should have established
criteria in place; otherwise the abatement could be construed as special treatment for an
individual property owner and might not be legal.
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Special Taxing Districts
Colorado law provides for the creation of special taxing districts that are another tool that
local governments can use to support infill and redevelopment activity. Two types of
special districts in particular are applicable: improvements districts (in both cities and
counties) and business improvement districts (in cities only). Both can be used to finance
public improvements and provide for ongoing maintenance through taxes and fees. They
are considered “indirect” in that only the area within the district is subject to these taxes
or fees. One of the advantages to the developer in using these financing mechanisms is
the tax benefit. Bonds issued by such districts are general obligation bonds, which have
lower interest rates than conventional financing. In addition, the payments on these bonds
come from property taxes, which are deductible from federal income taxes.
One especially important use of a special taxing district in enabling infill and
redevelopment, which often occurs in more dense locations, is to build, finance and
manage shared parking facilities. The City of Boulder has utilized this mechanism to
provide communal structured parking in their downtown retail and office area. This
strategy eliminates the need for each individual building or project to provide its own
parking.

Other Actions to Reduce Project Costs
In determining the feasibility of a project, a developer must consider all project costs and
sources of revenue. The public sector can often take actions that will either reduce costs
or provide additional revenues without placing a financial burden on the taxpayer.
One asset many local governments hold is underutilized property, some of which has
been obtained through tax delinquency. Rather than indiscriminately auctioning these
sites, a jurisdiction could identify those properties that may have some strategic
redevelopment potential and make them available at little or no cost to a developer.
Redevelopment of the site would of course need to satisfy local planning objectives and
zoning requirements.
Cities and counties also sometimes own property that is being underutilized and could
perhaps add more value to the community if it was redeveloped for other uses.
Equipment maintenance facilities and fleet parking lots, for example, could be placed in
structured facilities, or relocated entirely, to create additional development opportunities.
Similarly, an older, single-story school building could be relocated or replaced with a
newer, more vertical facility, making land available for other uses.
In addition to land, jurisdictions also have the authority to require or not require certain
design elements in a project. An obvious area of costs under public control is parking.
Reducing the parking requirement can have a significant effect on a project’s costs.
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Redeveloping an older building can also be very expensive if it is required to meet all
new building code provisions. Strategies for modifying building codes to better
accommodate the renovation of older buildings are discussed elsewhere in this document
One other way of making a project more financially viable is to help enhance revenues.
In some instances, the local government has the authority to provide the developer with a
written guarantee that all or a portion of the new building will be occupied once it is
completed. This allows the developer to reduce the cost of financing through credit
enhancement.10

Financial Assistance
Tax Increment Financing
Tax increment financing (TIF) allows a city or county to create a benefit district and
“capture” the increase in net tax capacity that results when new development occurs
within that district. Rather than going into the jurisdiction’s general fund, the increase in
tax revenue is returned directly to the TIF district. The TIF authority uses the revenue to
pay for certain approved development costs, such as acquiring land or buildings,
demolishing substandard buildings, installing utilities or road improvements or building
low or moderate-income housing. Colorado statutes allow the use of TIF for both sales
taxes and property taxes in urban renewal areas or downtown development authorities
(DDA). The following description of TIF uses DDA but applies to either area:
The increase in assessed valuation of real and personal property and sales tax
growth from new development that occurs in the plan of development area are the
sources of tax increment revenue. The certified assessed value as of the date the
plan (or a plan amendment containing the required tax allocation wording) is
adopted is used to determine the base year for determining how much, if any,
revenue is available to pay DDA debt in connection with the project. Tax rates are
not increased by use of the tax increment mechanism. Each year following
adoption of the plan, the taxes generated by the assessed valuation of the amount
of city sales tax that exceeds the base year level, or both, are paid to the DDA for
repayment of project debt. All ad valorem property tax increments are
automatically pledged to repay the project debt if the required tax increment
provisions are included in the plan. None, all or any portion of the sales tax
increment may be pledged, depending on the decision of the city.11

10

John Stainback, Public/Private Finance and Development, John Wiley& Sons, Inc., New York, NY,
2000, page 75.
11
Elliott et al, page 148.
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Loan Guarantees
The public sector can provide debt financing through several tools. These include:
• Debt secured by the public sector but issued by a private entity,
• Debt or bonds issued by the city or county,
• Debt issued by a special-purpose development corporation or authority, or
• Subordinated or second mortgage from a governmental entity.12
The goal in each of these approaches is to reduce the cost of the debt in order to make the
project viable.
The Colorado Private Activity Bond allocation program is an example of how the
government can provide financial support without incurring any obligation. Private
Activity Bonds (PAB) are tax-exempt bonds that can be issued for specific purposes, as
determined by federal tax law. PABs are not a direct source of funding; rather they are a
tax-exempt financing mechanism. Specific amounts of bonding authority are allocated to
local governments by the State of Colorado each year. The Colorado Private Activity
Bond allocation program was established by statue (24-32-1701 et seq. C.R.S.) to provide
for the allocation of the State PAB ceiling under the federal Tax Reform Act of 1986.
PAB financing can be used for commercial or residential projects and is not limited to
infill and redevelopment projects. The jurisdiction assigns an amount of revenue bonding
to a project within a cap defined by federal law. Communities too small to have their own
allocation of bond funds can apply to the State for portions of the statewide balance.
Larger communities have their own allocations. In 2003, Denver’s limit was
$21,013,688. Parker was the smallest community in the region to have its own allocation,
which was $1,028,025. A project sponsor can use these funds to offset higher cost
financing that would not be tax exempt.

No Risk Forms of Assistance
State or Federal Resources
A local jurisdiction may also be able to help a developer obtain financial resources
through state or federal programs. Community Development Block Grants are a federal
resource that may provide the funding for site development costs. Brownfield mitigation
is another federal program that can assist in site preparation.
In the State of Colorado, an example of such a program is the Colorado Housing and
Finance Authority. Created by the state legislature in 1973, the Authority issues bonds
and notes and uses the proceeds to provide low-cost loans to eligible housing and
business borrowers. The Authority’s web site lists the following dual missions for their
12

Stainback, page 74.
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agency: (1) To provide financial opportunities for affordable, decent, and accessible
housing for lower- and moderate-income Coloradoans, and (2) To strengthen the state’s
economic development by financing the growth of Colorado-owned businesses.13

Case Studies
The following case studies provide examples from both the Denver region and nationally
to illustrate some of the financing mechanisms described previously. Examples are
provided for three of the four categories -- direct, indirect and assistance. Because it is a
fairly self-explanatory concept, an example is not provided for the “no-risk” category.
Each case study focuses on one specific mechanism (recall that there are several
mechanisms within each general category). The case studies selected illustrate the
following three mechanisms in particular -- urban renewal authorities (direct), tax
abatements (indirect), and tax increment financing (assistance). Many projects of course
involve the use of more than one mechanism.

Tax Increment Financing
As noted in the text, tax increment financing (TIF) has a very limited impact on the
revenues or expenditures of the local government. The money to finance the
improvements within the district is generated from the increased value of the new
development. Here are two case studies. Nationally, the City of Chicago is making
significant use of TIF financing to support infill. A local example is the redevelopment of
the St. Luke’s Hospital site in Denver.

National Example
The State of Illinois enabling legislation authorizing the use of tax increment financing is
slightly different than the enabling legislation in Colorado in that the revenues from the
increased assessed valuation can be used for a variety of redevelopment activities, not
just repaying bonds. In Chicago, TIF works as follows:
•

13

A municipality identifies an economically stagnant or physically declining area and
determines that private investment is unlikely to occur, and the assessed value of the
property (i.e., the tax base) is unlikely to increase at a reasonable rate, without some
form of public investment.

www.colohfa.org
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•

After completing the necessary studies and plans, and after conducting public
hearings as called for by state law, the municipality enacts a TIF district.

•

The County Clerk certifies the total equalized assessed valuation of property within
the district as of the date the TIF district is established. The revenues associated with
this certified initial valuation (CIEAV) continue to be paid (at the usual time) to those
taxing jurisdictions within the TIF district. Any incremental taxes arising from
increases in property values after this point are set aside to be used for
“redevelopment project costs” within the district.

•

The municipality then proceeds to make improvements and provide other assistance
intended to spur private development within the district. To defray the cost, the
municipality can sell bonds that are secured by the incremental increase in tax
revenues the improvements are expected to help generate.

•

After 23 years, all obligations must be paid off and the district is dissolved. All taxes,
baseline as well as incremental, are distributed to the taxing jurisdictions.

Chicago has created over 50 of these TIF areas and used the revenues that have been
generated to make a variety of improvements to support various development projects.
The following is a hypothetical example adapted from a report prepared by the City in
1998 that is intended to further explain the concept and application of tax increment
financing.14

Hypothetical Example of Tax Increment Financing
1. Designation. The City designates a blighted or conservation area as a “redevelopment
project area”. The certified initial equalized assessed valuation (CIEAV) is
established at the time the district is designated. In this example, the CIEAV is
$1,000,000.
2. Redevelopment Agreement. The City selects a developer and negotiates a
redevelopment agreement to undertake various redevelopment activities and
improvements, such as land assembly, site preparation, infrastructure, etc. The City
then determines the cost of public and private improvements to be undertaken as a
part of the project. In this example, the public investment is $7.5 million and the
private investment is $22.5 million.
3. TIF Obligation. The City may either issue a bond to pay for the public investment,
or require the developer to finance the public investment. In the latter case, known as
“Pay-As-You-Go”, the developer is reimbursed for the public investment when
14

City of Chicago, Department of Planning and Development, Review of Tax Increment Financing in the
City of Chicago, July 1998, pp. 18f.
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incremental property taxes become available. In either case, the TIF obligation
represents a $7.5 million public investment to stimulate private development within
the redevelopment project area.
4. Tax Increment. As redevelopment occurs, the equalized assessed valuation (EAV)
for the project area increases. This increase in EAV generates incremental property
taxes. The incremental property taxes are used by the City to retire the bonds. In our
example, the EAV of all properties after redevelopment is $11,000,000, an increase of
$10,000,000 over the CIEAV. Given a tax rate of 10 percent, incremental property
taxes would be $1,000,000. Meanwhile, the tax revenue attributed to the CIEAV
($100,000) continues to be distributed to the various taxing bodies in the same
manner as before the designation of the redevelopment project area.
5. Termination. Incremental property taxes are collected for the duration of the TIF
project, until the City obligations have been paid and no further improvements are
required. Prior to the termination of the TIF district, the various taxing bodies may
receive any incremental property taxes that are not needed to pay obligations and
other redevelopment project costs. Upon termination of the project, taxing bodies will
collect taxes levied against the entire EAV (CIEAV plus incremental EAV).
In this example, the City’s investment of $7.5 million was used to “leverage” $22.5
million of private investment. The project resulted in a total investment of $30 million
and an increase of $10 million in the real estate tax base. Essentially, for every $1
invested by the City in the TIF project, $3 was invested by the private sector. The total
investment increased the tax base within the project area by 10 times its initial level.

Hypothetical Example of Tax Increment Financing Summary Table
Assessment and Taxes Prior to Designation
Certified Initial Equalized Assessed Value (CIEAV)
Initial Real Estate Taxes

$1,000,000
$100,000

Redevelopment Project
Public Investment:
Planning, Legal, Administration and Other Fees
Acquisition, Demolition and Site Preparation and
Public Infrastructure Improvements
Contingencies
Total Public Investment (TIF bonds)
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$500,000
$6,500,000
$500,000
$7,500,000

Private Investment:
Rehabilitation of existing structures
Construction of new private facilities
Total Private Investment (debt and equity)

$5,000,000
$17,500,000
$22,500,000

Total Public and Private Investment:
Percent Public Investment
Percent Private Investment
Public/Private Investment Ratio

$30,000,000
17%
83%
1:3

Incremental EAV and Real Estate Taxes
EAV After Redevelopment
CIEAV
Incremental EAV

$11,000,000
-$1,000,000
$10,000,000

Tax Rate
Real Estate Tax Increment

x 0.10
$1,000,000

Estimated TIF Bond Retirement
Excess Incremental Property Taxes

-850,000
$150,000

Local Example
St. Luke’s Hospital had been closed for approximately two years when the owners
approached the City of Denver and offered to give them the site. The site is 10 acres in
size and at the time contained several buildings, which had all been connected with the
hospital and had limited reuse potential.
The city initiated a public process with a neighborhood advisory committee and identified
several alternative redevelopment scenarios. The city then proceeded to issue an RFP to
attract a possible developer.
A development company from Texas (Columbus Realty Trust) contacted the city and
offered to work directly with the owners of the property. The developer then purchased
the site and began discussions with the city concerning a development plan and financing.
Some environmental issues were also identified, which the developer agreed to resolve.
The completed project includes over 900 housing units and 25,000 square feet of retail.
Parking is provided both in structures and on the street.
To assist with the financing, the city agreed to create a Tax Increment Financing district.
Revenues from the incremental increase in tax assessment were used for site
improvements such as sidewalks, street lighting, street construction, and undergrounding
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of utilities. Revenues are also used to pay a Section 108 loan of $1,000,000 and a loan
from the Skyline Trust Fund of $4,000,000.
Note that the city has placed a cap of $9,000,000 on the amount of TIF revenue that can
be used for this redevelopment. The value of the entire project is $120,000,000.

Tax Abatements
Tax abatements impact local budgets somewhat more directly than using TIF. With tax
abatements, taxes are collected but then returned to the developer to offset their costs.
Houston is an example nationally of a community using a variety of tax abatements for
public purposes. The City of Aurora here in the Denver area used tax abatements to help
finance the development of their new city center area.

National Example
The City of Houston has an extensive tax abatement program. They have separate
descriptions for each category of abatement, including new industry, brownfields,
residential development, and redevelopment. For a complete description go to:
www.ci.houston.tx.us/departme/planning/planning_dev_web/economic_dev/abt_eco_dev
.htm. This example will focus on the tax abatements that are provided for redevelopment
activity.
Houston’s tax abatements (for redevelopment activity) are granted only in formal Tax
Abatement Districts created by City Council, and in areas designated as State Enterprise
Zones or Enhanced Enterprise Communities. These districts are generally established in
areas that are characterized as blighted and that contain substantial numbers of
substandard or deteriorating structures. They may also be established in other areas that
may have inadequate sidewalks or street layout, obsolete platting, or defective conditions
of title.
The designation of a district, and associated use of funds from the tax abatement, is
intended to contribute to the retention or expansion of primary employment, or to attract
major investment in the zone that would benefit the property and contribute to the
economic development of the city. Within the district, individual projects may apply for
the abatement. The project must be industrial or commercial, but does not require any
minimum amount of job creation to qualify. The abatement can be for up to five years.
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Local Example
The following case study focuses on the development of the Aurora Town Center. Before
discussing the specifics of the sales tax abatement that was utilized, some background
information is provided describing a related TIF district and the use of eminent domain in
assembling parcels.
The City of Aurora created an urban renewal district in 1981 to encourage development
within the City Center area near Alameda and I-225. The area included the existing
Aurora Mall, as well as a significant amount of undeveloped and underdeveloped land.
By the mid-1990s, however, even after establishing the TIF, relatively little development
had occurred within the improvement area (except for the Aurora Mall). Since then, a
substantial amount of development has taken place.
The main catalyst in this transformation appears to have been the construction of an
interchange at Alameda and I-225. This interchange was funded through a bond measure
approved by voters in Aurora in the mid-1990s. The bonds are partially funded by
revenues from the TIF.
This case study focuses specifically on an area of 68 acres north of Alameda and east of
I-225, originally known as Florence Gardens but now referred to as the Aurora Town
Center. Note that this area is not included in the TIF district. Developers in this area had
been unsuccessful in assembling the parcels necessary to create a viable development.
Consequently, the city determined that it would need to exercise its powers of eminent
domain.
To assist in assembling parcels, the city outlined a four-step process. First, the developer
was to negotiate a sales price directly with the property owners, but within a certain
maximum upper limit established by the city. Second, the developer provided the city
with a list of properties that they were unable to acquire. The city then prepared an
estimate of the cost required to acquire the remaining properties, either through additional
negotiation or by exercising eminent domain. Finally, the developer provided the city
with a letter of credit to cover the city’s cost of acquiring those properties.
In the end, 12 of the 22 properties were acquired through eminent domain. Other than the
city’s staff time that was not included in the agreement with the developer, there was no
cost to the city. By being involved in the project, the city was also able to dictate certain
design requirements. The original development proposal was essentially a standard bigbox retail center. The city, however, asked that the developer (Miller Weingarten) include
a “main street” feature.
As constructed, the Aurora Town Center is an intensively developed retail center with a
pedestrian-oriented main street and other strong pedestrian connections internally and
externally. The Aurora Town Center is shown in the upper left portion of Figure A on
page 22.
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To make this project economically viable, the city will provide up to $13 million in sales
tax rebates. The Redevelopment Agreement stipulates the specific portion of the sales tax
that is to be rebated. (A certain portion of the sales tax is dedicated for additional police
and fire protection.) The agreement also stipulates a specific schedule for rebating taxes
generated within this district: 80 percent during the first 12 months of business, 47
percent during the next 7 years, and 43 percent during the next 6 years. As mentioned, the
agreement caps the total amount of the rebate at $13 million, which is equivalent to the
developer’s cost in acquiring the property.
Since the rebate only affects city sales taxes, no other taxing entity is affected. The city
also did not waive utility tap fees or other charges for services that are funded directly
through separate enterprise funds. The city does not believe it is appropriate to provide
such fee waivers as incentives.
A pro forma for the Aurora Town Center development is provided on page 23. Including
the city’s participation in the amount of $13 million, the developer is projecting a 10.95
percent rate of return on the project. Without that participation, the return would have
been 8.41 percent, which would not be sufficient to have undertaken the project.
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City as Master Developer
The final case studies illustrate how a city can function as a master developer. This
arrangement gives the city maximum control over the project but can also bring with it
significant risks. Two successful examples are described below.

National Example
The Mission Bay area in San Francisco was where most of the city’s railroad operations
used to be located. Twenty-two years ago, the Southern Pacific relocated the yards and
began the process of redeveloping the 303 acres of land it owned. These early plans,
however, never came to fruition and the property was eventually transferred to the
Catellus Development Corporation.
In 1998, the city’s Board of Supervisors established the Mission Bay North and South
Redevelopment Project Areas, under the overall guidance of the San Francisco
Redevelopment Agency. It took the active involvement of the city to develop a plan that
was acceptable to the community and to put together the right financial package.
In order to provide a catalyst, the land owner and the city enticed two major anchors to
locate on the site: a new baseball stadium for the San Francisco Giants, and a new 42acre campus for the University of California-San Francisco medical school. The
redevelopment agency also engaged nonprofit developers to build 1,445 affordable
housing units on land that was donated by the property owner. The units would be
subsidized through tax increment financing. To pay for needed infrastructure (about $145
million), the agency would create several “community facilities districts” with the
authority to sell bonds and levy assessments.
For more details about Mission Bay, see the August 2002 issue of Planning magazine.
For information on the involvement of the San Francisco Redevelopment Agency, see
their website at www.sfgov.org/site/sfra_page.asp?id=5597.

Local Example
The City of Englewood has been directly involved in the redevelopment of a major
enclosed regional mall, Cinderella City. That portion of the mall where the parking
structures were located was originally developed on a park site owned by the city, which
retained ownership of the land even after the mall had been constructed. The developer of
the mall owned all of the land under the building, except where the major department
stores were located. As is common in other malls, the major anchors owned their own
pads.
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When the mall began to fail economically, the city negotiated with the owners to acquire
all of the land. The major owner provided the land as a gift to the city in order to qualify
for a tax write-off. The city also formed the Englewood Environmental Foundation
(EEF). This not-for-profit was comprised of three city staff, who received no
compensation. They were of course loyal to the city council and provided regular reports
on their activities, but they were able to make decisions and act quickly in a more nongovernmental manner. They continue to function as the agency responsible for
maintaining common areas at the new City Center.
The EEF was formed, partly, in response to the difficult circumstances that the city’s
urban renewal authority found itself in. A failed project in the past had caused the
authority to default on a bond issue, which then made it impossible to obtain additional
financing or pursue any new projects.
The city originally selected Miller/Weingarten to be the master developer, who proposed
a big box retail development. However, their analysis indicated that a contribution from
the city would be necessary to make the project viable. This prompted a major planning
effort to review the community’s goals for the site. The effort generated a long list of
desires and a master plan that met many of those goals. However, Miller/Weingarten was
not interested in serving as the master developer for the non-retail portions of the plan. As
a result, the city became the master developer.
Englewood at that time had significant financial reserves, built up during the years when
the mall had been successful. The new development plan was estimated to cost $37-38
million. The city budgeted $9 million for constructing infrastructure to serve the site, and
convinced RTD to increase its investment in the new transit station that was being
developed. They sold one pad to Wal-Mart to stimulate retail activity. Miller/Weingarten
was leased the remaining retail space. EEF retained control of the streets, plaza and one
of the department stores.
The department store was one of the most important and challenging pieces of the
financing puzzle. The city issued $22 million in certificates of participation. Of this, $11
million was used to remodel the building into a new city hall and cultural center. The
remainder helped finance other aspects of the overall development.
It should also be noted, further illustrating the advantages of infill development, that the
property was already served by water and sewer. This reduced the need to construct this
type of infrastructure, to pay tap fees, and reduced the overall cost of financing the
project.
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Conclusion
This paper describes various financial tools that can be used by the public sector to assist
private developers in undertaking infill and redevelopment projects. It also provides
several case studies from the region and from other parts of the country to illustrate how
local governments have successfully used these tools. Of course this is only an overview.
Jurisdictions contemplating employing these techniques should conduct additional
research of their own, and consult with appropriate experts in these practices.
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Glossary
Ad Valorem (Property Tax) - “According to value." A tax based on the assessed value
of real estate or personal property.
Brownfields- Abandoned, idled or underused industrial and commercial land where
expansion or redevelopment is complicated by real or perceived environmental
contamination.
Certified Initial Valuation (CIEAV) - The total equalized assessed valuation of
property within a Tax Increment Finance (TIF) district on the date that the TIF is
established.
Equalized Assessed Valuation (EAV) - The result of applying a state established
equalization factor to the assessed value of a parcel of property. Tax bills are calculated
by multiplying the EAV by the tax rate.
Greenfields – Undeveloped land, often expansize grazing land, on the periphery of urban
areas that may become developed if infill and redevelopment is not accomplished.
Infill or Infill Development - involves developing vacant parcels within existing
urbanized areas that for various reasons have been passed over in the normal course of
development.
Loan-To-Value Ratio (LTV) – A lending risk ratio calculated by dividing the total
amount for the mortgage or loan by the appraised value of the property.
Net Operating Income (NOI) – The potential gross income minus a vacancy allowance
and operating expenses of a development project that will be shared among equity
investors and debt. If this is a positive value, it is referred to as net operating income,
while a negative value is called a net operating loss (NOL).
Pro Forma – A financial outline that summarizes costs, revenues and expected benefits
for a proposed development project.
Redevelopment - The recycling of already developed but underutilized parcels.
Redevelopment may also include “adaptive reuse,” which is the conversion of an existing
building to a new and more productive use.
Refill - A term used interchangeably to represent both infill and redevelopment.
Real Estate Investment Trust (REIT) - Real estate investment trusts, known as REITs,
are entities that invest in different kinds of real estate or real estate related assets,
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including shopping centers, office buildings, hotels, and mortgages secured by real estate.
There are basically three types of REITS: Equity REITS, the most common type of REIT,
invest in or own real estate and make money for investors from the rents they collect;
Mortgage REITS lend money to owners and developers or invest in financial instruments
secured by mortgages on real estate; and Hybrid REITS that are a combination of equity
and mortgage REITS.
Tax Increment Financing (TIF) – A mechanism to allow a city or county to create a
benefit district and “capture” the increase in net tax capacity that results when new
development occurs within that district. Increases in tax revenue are returned directly to
the TIF district and the revenue is used to pay for certain approved development costs,
such as acquiring land or buildings, demolishing substandard buildings, installing utilities
or road improvements or building low or moderate-income housing.
Transit Oriented Development (TOD) - Transit oriented development is a district that
has moderate to higher-density development, located within an easy walk of a major
transit stop, generally with a mix of residential, employment and shopping opportunities
designed for pedestrians without excluding the auto. TOD can be new construction or
redevelopment of one or more buildings whose design and orientation facilitate transit
use.
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