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Executive Summary

The lack of adequate basic urban services and
infrastructure is a major challenge in the development
of human settlements. With rapid urbanization,
governments are increasingly having difficulties to meet
the growing demand for housing and urban development,
urban services and infrastructure. The lack of revenues
is one of the biggest problems facing most cities all
over the world, which makes them one of the vulnerable
layers of government, with increasing responsibilities
and small share in the allocation of public resources (UN
Habitat, 2012). This research project critically analyses the
financing of cities by looking at San Francisco City and
Bay Area examples of city finance that engage with real
estate development. This research is needed to improve
the way finance in urban spaces can maintain quality
resources in economically constrained circumstances.
These resources include market and affordable housing,
water, energy, infrastructure, transport, industrial and
commercial premises. In turn, this research into the
financing of cities facilitates a greater quality of urban
places and provides a more sustainable and resilient
economic platform with which urban areas can thrive.
The study is set within a new era of austerity for city
administrations in the US, which provides challenges
for all stakeholders whether locally, nationally, or
internationally. Lessons to be learnt from US city cases,
as well as emerging financial issues for cities around the
world are of relevance and importance given the global
drive for localism in policy.
The research focuses on financing cities and real estate
within the Bay Area, California – as a precursor to the
subsequent lesson learning and policy transfer that can

be drawn in the future. The key and important outcome of
the research is to get an improved understanding of how
cities can be better financed to meet challenges over the
short and long-term – economic, social and environmental.
Of particular concern for cities for the foreseeable future are
economic challenges such as resilience to financial shocks
and volatility; social challenges of widening urban inequality;
and environmental challenges of urban adaptation to
climate change given diminishing resources. The implication
for this proposal, in a worse case scenario, is dealing
with (and avoiding) the internal and external costs faced
by constrained city finances in real estate development,
especially if urban policy is not guiding resources effectively.
The research also provides several opportunities: the
opportunity for a better management of real estate and
financial resources in urban areas; provides more value
for money for all stakeholders given consideration of case
study material of approaches and characteristics; and
subsequently the possibility of creating a greater social and
environmental condition for those connected to cities as
multiple stakeholder-institution viewpoints are uncovered.
In addition to providing some lesson outcomes when city
finance works with real estate development. Outputs and
dissemination of this work will inform practitioners, public
and private built and natural environment professions,
multi-disciplinary academics, and residents that are
connected to cities. As well as supporting those who are
seeking to find sustainable and resilient solutions to the
needs and wants of rapidly urbanizing (and in some cases
de-urbanizing) cities given increasingly scarce resources.
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1.0 Introduction
The research work theme principally focuses on the future
financing of cities for real estate development, given the
constraints on public and private funds. This study draws
on experience on location in the Bay Area, California –
based at The University of California, Berkeley. The period
of fieldwork was between September and December 2013,
with interviews carried out via key contacts in a snowball
methodology (see section 3.0 methodology section). In
terms of structure, the aims and objectives of the research
are provided in section two, with a broad aim to critically
analyse the financing of cities as encouraged by real estate
development. The theme of city finance with respect to
real estate development using Bay Area examples are
structured over four main sub-themes: (1) approach;
2) key characteristics; (3) stakeholder-institutions; and
(4) outcomes. The methodology is provided in section
three which gives the outline of a desk-based study
and semi-structured interview methods that engage
with institutional-professionals located in the Bay Area
case study.
Literature, findings and analysis bring forward here the
broad approach to city financing of real estate. This
covers issues of multiple governance levels, different
ideologies, partnerships, the joining up of property
sectors, physical real estate changes such as pressing
for a high rise approach, and differing approaches in
tenure and financial sectors – such as philanthropic
contributions, public-private finance, owner-rent
differentials and the non-for-profit (for surplus) housing
industry. These findings move into the more technocratic
discovery of what instruments and mechanisms
connected with them are used to finance cities via real
estate development. These characteristics cover a
multitude of acts, bonds, investment trusts, fees and
levies, agreements, zones and districts taxes and credits,
regulation, recapitalisation and trust funds.
The actors and institutions using these characteristic
mechanisms are important and are covered in this
report. Levels of government interest and governance of
finance is important, and these are made in connection
to the case study via key federal, state, regional, and city
driven finance directly related to real estate development
activity. The level of coordination, as well as the rise of
partnerships and other key stakeholders such as financial
institutions and communities are also analysed and
discussed. Prior to conclusions, implication and further
research proposals – the various lesson outcomes are
brought forward, with the most prominent ones involving
issues of leadership and stakeholder strength, timing
and flexibility of projects and sectors, consolidation in
real estate, the rise of consortium partnerships, and the
importance of the US context in having an evolved and
embedded characteristics and institutions over many
decades. There is certainly much to learn and potentially
transfer in policy for all cities across the globe.

8
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2.0 Aims and Objectives of the Study

2.1 Aim
The aim of the project was to critically analyse the financing
of cities as encouraged by real estate development.
Furthermore, the research aim was to provide a
comprehensive study on the financing of cities and how
real estate development shaped city development in the
Bay Area, California. From this a lesson learning (and
possibly policy transfer) approach can be put forward for
the future financing of cities. In order to achieve this aim,
the project met the following objectives:

2.2 Objectives
1. Critically reviewed and analysed the underlying
approaches to financing cities in real estate
development
2. Demonstrated the mechanisms and characteristics in
real estate development that have financed cities
3. Critically integrated Bay Area (California) city examples
where financial instruments have been applied in real
estate development

These objectives were met by asking the appropriate
questions in the research project. The key research
questions were as follows:

2.3 Research Questions:
1.	 What are the underlying approaches to financing cities
via real estate development?
2. H
 ow do financial instruments characteristically operate
in real estate development?
3. What ‘successful’ and ‘unsuccessful’ city examples
have used financial instruments in real estate
development?
4. W
 ho are the stakeholders involved in financing cities
in real estate development, and how have
the stakeholders been involved in participation
and implementation?
5. What have been the outcomes of financing cities
on real estate development?

4. Comprehensively discussed the implementation by
stakeholders and institutions involved in financing cities
in real estate development.
5. Assessed the outcomes of financing cities via real
estate development.
6. Disseminated outputs to academics, policy makers,
and practitioners, in order to demonstrate a critical
analysis of financing cities in real estate development.

© RICS Research 2014
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3.0 Methodology

3.1 Overview
The research was broken down into two main research
methods over a period of three months field study. A
critical realist approach was used as a non-dogmatic suite
of research methods best suited to answering the principal
questions posed (Sayer, 1999). In doing so, the research
used mainly qualitative methods, that follow standard
conventions in their use that are well established (Bryman,
2008). City case studies in The Bay Area (California) were
used to shine a light on particular finance and real estate
issues being brought out. The Bay Area example draws
on case study methods that are rigorously embedded in
methodology literature (Yin, 2009). The two methods to
research this emerging topic area are now described.

3.2 Method One (1): Desk Based
Study
Critically review and analyse the underlying
approaches and characteristics to financing
cities in real estate development
A comprehensive literature review of financing cities in
real estate development was undertaken by the candidate
to uncover the ‘underlying approach’. The review was
enabled via desk study and research into academic
papers and practitioner documents (e.g. consultant
reports, think-tank reports, lobby group literature,
journalist pieces, professional work, trade journals)
that involved urban finance in real estate development,
particularly those in the Bay Area case study area.

10
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3.3 Method Two (2): Stakeholder
Interviews
Critically evaluate the Bay Area city examples where
financial instruments have been applied in real
estate development – focus on institutional approach
Following from insight via literature review, interviews
on location in The Bay Area were carried out involving
those that have experienced urban finance and real
estate development. Interviews (semi-structured) were
with policy makers, authorities (state, county, district),
planners, developers and academics. Approximately
20 professional interviews including academics, policy
makers, developers, consultants/think tank members,
financiers/bankers, were conducted during this study
visit by the author. Additional insight was gained from
experience of activist interest on affordable housing, plus
input from an Urban Land Institute real estate seminar,
as well as input from scholars in the Fulbright programme
and the department of Urban Economics and Real Estate
at The University of California, Berkeley. This field-work
was synthesized and triangulated with the initial desk
study literature generated in method one (1).

rics.org/research

3.4 An Institutional-Professional
Approach
The focus on professionals in institutions demonstrates an
institutional approach in the case study. The institutional
approach draws on institutional theory that has its origins
in economists drawing on research in social psychology,
in emphasizing how they can provide a powerful set
of instruments to understand the socio-economic
transformation at the heart of the development process.
Instruments include new behavioural norms, new
common mental constructs, and new capabilities for the
purposes of coordinated development (Stein, 2008).
The selection of interviewees took the form of a snowball
method to enhance the number of potential good quality
interviewees (Denzin and Lincoln, 2007) - suggestions
for further contacts useful to the research were asked
for during interview. Interviews conducted by the author
were recorded and/or notes made, and transcription
was made following interview. Collation and analysis of
data was enhanced using NVivo qualitative data analysis
software by categorizing key issues and themes that
emerged, with relevant quotes to evidence the narrative.
The method of investigation was predicated upon a
‘retroductive’ process whereby semi-structured interviews
were undertaken and the results of this process fed into
the analysis and further questioning of other participants
in the study (Naoum, 2013; Mason, 2002).

Table 1

List of Professionals Interviewed
by Type and Role

Profession Type
1

Consultant, Director

2

Developer (Housing), Director A

3

Consultant, Director

4

Academic: Real Estate

5

Policy and Politics, Department Head A

6

Policy and Politics, Director

7

Financier, Department Head

8

Policy and Politics, Department Head B

9

Financier, Commercial Real Estate

10 Academic: Fulbright Scholars
11 Developer (Housing), Director B
12 Think Tank and Consultancy, Deputy Director
13 Policy and Politics, Department Head C
14

Financier (Housing), Director

15 Developer, Deputy Director
16 Developer Partnership (Housing), Directors
17

Real Estate Seminar, Agents

18 Seminar Series, Academics
19 Public Demonstration, Activists
20 Developer, Director

© RICS Research 2014
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3.5 Case Study
As described above, a case study approach was used
to illuminate some areas of potential ‘good’ and ‘bad’
practice in California and more specifically The Bay Area
cities (e.g. emerging and mitigating city finance difficulties).
The Bay Area case study was used to draw lessons
for individual city nuances with respect to their use of
innovative financial in real estate development. The Bay
Area was chosen as a case study as the area has been
successful in integrating cross-sector institutional support
using innovative instruments. Furthermore, the Bay Area
has managed to lever in an innovative finance approaches
to tackle affordable housing where there is high demand
and a high density of unaffordable units for some
cities, whilst some other city administrations continue
to deal with a stagnant property market. The research
approach involved a broad discussion of the Bay Area
city approaches and context of real estate development,
characteristics of the innovative financial instruments,
implementation and consideration of any conclusive
outcomes indicating good practice. Key lessons from
the research, such as institutional approaches and the
provision of affordable housing are discussed below in
the literature, findings and analysis.

Figure 1

The Bay Area Case Study Counties,
Key Cities, and Regions

• Nine (9) Counties
• One-Hundred and One (101) Cities

Nine (9) Counties and One-Hundred and One
(101) Cities in the Bay Area

Note – The boundary between Peninsula and South Bay is not formal;
some locals, and some other sites/guides may place some of the
northern Santa Clara County cities categorized here as “Peninsula”
as South Bay.
Source: Perry Planet (2014).
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4.0 Literature, Findings and Analysis

A synthesis of the fieldwork literature, findings and
analysis are now presented in uncovering the major issues
brought out on innovative financial elements for real estate
development when focussing on The Bay Area. The main
sub-themes are broken down into: the broad approach;
the characteristics and mechanics; institutions; and the
outcomes including detail of ‘good’ and ‘bad’ practice.
The themes are presented from the assembly of literature
gathered from interviewees directly and those more
widely available from academic institutions and other
organisations that distribute literature on the internet or
in hard-copy. These pieces of literature are intertwined
with indirect interview findings to present a broad range
of issues on the theme of city finance for real estate
development with insightful detail.

4.1. The Broad Approach to
Innovative Financing of Real
Estate Development
4.1.1 Context: Overall Economic Drivers
in The Bay Area – Universities, Technology
and Tourism
For the most part, San Francisco, specifically, is really
enjoying resurgence in terms of economic development.
There is a lot of residential development occurring and
there is a strong demand being created from universities
such as UC Berkeley and Stanford. Technology
companies are also generating job growth and demand
for real estate development based in and around San

Francisco with companies such as; Salesforce.com,
Google, Facebook, Apple, Oracle and Cisco Systems.
It is argued that tech companies are encouraging
clusters of work all over the Bay Area (Bay Area Council
Economics BACE, TechWorks, 2013) not just in San Jose
or San Francisco. There are significant clusters that are
mostly concentrated in San Jose-San Francisco corridor
where many people drive from the East Bay or commute
into San Francisco and Silicon Valley. For the East Bay,
this is not where you find the greatest dynamism, although
it tends to be a supporting area for technology-based
growth. Further east of the bay is known as The TriValley area and includes the cities of Dublin, Pleasanton,
and Livermore. In the Tri-Valley there are two national
laboratories and a good-sized software community, along
with a good-sized medical devices industry. So with
respect to real estate development, there is activity and
willing in this particular part of the bay area region.
One key issue of the technology-based growth is that
of commuter demand, with employee demand for
residence within the city of San Francisco due to its
youthful cultural experience, whilst working in technology
companies further down the peninsula and near Paolo
Alto or Mountain View (Google). As a result some firms
are being encouraged to locate in San Francisco city
with the high profile example of Twitter on mid-market
along with Square and Bose. So it is considered that the
influx of internet-based companies, tech companies, and
the biotech companies, have emerged due to a sense
of adjacency which the city thrives on. Furthermore, the
other major industry thriving in urban centres is the
tourist and hospitality industry that has been very strong.

© RICS Research 2014
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The city of San Francisco especially is a well-worn
favourite place for visitors from not only the U.S. but
around the world to come visit – and thus has a high
demand on the built environment.

4.1.2 Multiple Governance Structures
for Funding
In the approach to real estate development it is important
to be aware of the multiple levels of governance from local
to global. In this study for individual projects, land use is a
local issue administrated at the local level. However a large
amount of its power is granted at state level. It is stressed
that this power is very real, as experienced by the state
calling on billions of redevelopment agency tax money.
There are also a number of state measures that now affect
land use planning at a local level. In terms of financing
infrastructure, there tends to be a mix of state and federal
(National - the United States). Federal influence is very
important despite the perception that local activities
have more visible prominence. Take for instance the
affordable housing sector being predominantly supported
through Low Income Housing Tax Credits (LIHTC) and
a lot of transportation dollars that come from the federal
government. Housing or transportation dollars may be
filtered through the state, or through regional agencies,
like Association of Bay Area Governments (ABAG) or the
Metropolitan Transportation Commission (MTC). This is
then filtered down to the local governments who also have
some of their own (but limited) powers to raise bonds and
taxes within their jurisdictions.

4.1.3 Right-Left and Centre Political
Differences and Real Estate Development
Politics and policy often are brought up with respect
to real estate development – and connectivity to rightleft, public-private, market-planned, commercial-social
spectrum of thinking – that often enters the profession’s
broad approach and philosophy. This is set against
a current backdrop in the explosion of commercial
development in San Francisco that was very constrained
but permitted for several years beforehand. This
commercial real estate activity also seems to mirror the
shift of governance city (San Francisco) board members
moving from the left towards becoming more centrist in
their decision making approach.
The mayors in recent years have largely been prodevelopment over the last few years and there has been
a coalescing around pro-growth views, because of the
economy and the change in the Board. To illustrate, there
were various height ordinances that were put in many
years ago that have restrained development, but until very
recently there has been more vocal complaint about new
towers being developed. Most of it tends to be at the high
end of luxury condominiums justified against an almost full
occupancy south of Market Street because of all the tech
industry located near there.

14
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4.1.4 Partnership Approaches
Another key aspect of financing of cities in this case study
to learn from is the abundance of partnership approaches
to real estate development. From many responses it
was felt that to get a lot of projects moving ahead, there
needed to be a partnership between the public sector and
the private sector. Referred to in some instances as P3
(PPP – Public Private Partnership) it characterises most
redevelopment now, and the principal method that the
successor agency to the redevelopment agencies (RDA)
are looking to help redevelop cities. Typical partnership
approaches are that the city will own the land, or they
will receive the land from another public agency. For
example, in the Port Authority’s case they contribute
the land in terms of charging developers ground rent at
market rate. In other examples the City of San Francisco
owns a lot of land, such as demolished freeways and old
military bases. Land ownership is a dynamic process
with local government’s acquiring and disposing of land
constantly. Furthermore with respect to partnerships and
land ownership, The City of San Francisco is interesting,
because they also own land outside of San Francisco
administrative boundaries. For example, they own a lot
of land surrounding the airport, plus they own pieces of
the Sierras where the watersheds are, because the City
of San Francisco is its own water supplier.
For major property developers working on partnerships
in affordable housing, there is the example of major
developers working in partnership with not for profit
affordable housing. This partnership of organisations
is nothing exceptional for the Bay Area with several
significantly successful long lived non-profit homebuilders
that have amassed significant amounts of liquidity.
Furthermore, there are significant amounts of partnership
donors for development in this sector. As an example
covered in the specific case studies, around mid-market
San Francisco there are several affordable housing
integrated projects operating as joint ventures with TMG
Partners and Bridge Housing. This was promoted by the
Transit Authority, and the project is going to build two
affordable components next to a market rate component.

4.1.5 Joined-Up Approaches
It is often argued that joined-up sectoral approaches can
amass a greater benefit to development value. For instance
in the affordable housing sector it is agreed that if you do
not have safe housing then there is the creation of a host
of other social issues such as health issues. As a case in
point, instead of housing the infirm, there is a movement to
try to provide in-home care with a lot of focus on seniors.
This means that seniors have programmes associated
with them that enable them to still pay rent, as different
to the opportunity cost of having to pay for a hospital that
just house older and more vulnerable people. This joinedup cooperation is difficult through as healthcare dollars
are administered at the county level, and developments
are usually done at the local or city level. In this competing
interest, sometimes the right people are in the right

location and they cooperate, and often in the long-term
it can house seniors in an affordable housing project
whilst saving a lot of healthcare dollars. There is a current
revenue outlay for this that drives the conflict, so it is often
a future of savings traded against a current revenue outlay,
and thus difficult to convince stakeholders to pay money
now for a future benefit.

4.1.6 The Rise and Rise of Condominiums
As seen throughout the world, apartments and condos
are the major real estate development activity. For the city
of San Francisco these apartments and condos are at a
premium and have a ready and willing supply of buyers.
San Francisco has been described as the most expensive
real estate market in the country, probably on a par with
Manhattan. Because of these very tall developments and
typically high value apartments, politically or sociologically
there is inevitably some displacement. People who have
been in relatively low-cost units are thus arguably being
forced out. An important project symbolizing this was on
the waterfront called 8 Washington Street, in a triangular
lot and a prime block. A parking lot and a private tennis
club currently occupy it and the proposed development
went through the Board of Supervisors, who had sought
planning permission for almost two years, and got it
approved to proceed on a ballot vote. Interestingly, it was
the wealthy and politically connected neighbours located
right behind the proposed development, along with activist
residential community, that managed to oppose the
project. Arguments to the contrary of displacement and
gentrification were that no people were being displaced
by the development and that money was going to go into
affordable housing projects. More directly, it was blocked,
as it was the wealthy people across the street that did not
want their views obstructed. In this case it is interesting in
that there are projects where wealthy people try to stop
development because their interests are affected, but
the people voting to stop tower development were voting
for different anti-displacement reasons. On the whole it
appeared that residents in-situ and across the city were
voting because they were unhappy about the way the City
was going and that they want more affordable housing
rather than condominiums.

4.1.7 Philanthropic Contributions
Often the philanthropic community see their role as
leveraging that first ‘risky dollar’. In some funds such
as the Transit Orientated Affordable Housing (TOAH)
fund, there are some philanthropic contributions from
the beginning of the project. Furthermore, this fund starts
by allowing the hiring of an architect to get the process
started where no-one party has the first dollar. These
philanthropic organizations may also for example, think
of themselves as tackling the really tough questions that
they perceive no other governmental entity is tackling. In
counter to this approach, there are situations where other
governmental entities are tackling something without the full
information whilst believing that no one is doing anything
and therefore takes the issue into their own hands.
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4.1.8 Private Financing
All real estate developments in part have private finance
as a component of the project. In this sphere of finance,
commercial developers typically go to opportunistic
funds, hedge funds, and funds like Goldman Sachs or
Rockwood. In order to get the capital the transaction
motivation is often to get an Internal Rate of Return (IRR)
and multiples that will be over and above the borrowing
rate by a number of percentage points. Emphasis on this
type of borrowing and return is in the reasonable short
term for many successful companies that have operated
as developers for over 30 years.

4.1.9 Owner-Rent Property Dynamic
Differences in the Bay Area
The renters-owners ratio is important when real estate
development finance approaches are considered. For
instance a greater proportion of renters in one city will
operate financially very differently to another city in a
region that has a low ratio of renters-owners. What is
interesting about San Francisco, say compared to San
Jose is that San Francisco is comprised of 70% renters.
It is totally different from the rest of the Bay Area, with a
composition where the city of San Francisco is polarized
largely with ‘the haves and the have nots’ - and not a lot in
between. Moreover, those in the middle are predominantly
renters rather than owner-occupiers – this is very different
compared to other areas of the Bay Area region with very
different dynamics at play.

4.1.10 The significance and approach
of non-profits for affordable units in
The Bay Area
In terms of real estate development finance of cities,
the housing element is very important, particularly as
affordable housing provides exemplars of the changing
landscape of appropriating finance for development.
The majority of the affordable housing that gets built in
The Bay Area is carried out by non-profits. The Bay Area
has very strong non-profits that have been in business
35/40 years, with cash of USD 20/30 million on their
balance sheet. Reasons why they have become so strong
is because public policy has driven projects towards
affordable housing. In the 1960s and 1970s, no one did
affordable housing except for the federal government
under the direct public housing provision development
projects – effectively warehousing ‘the poor’ and a
model that arguably did not work very well, often due to
maintenance and a residualisation in the concentration
of poor households in one area. Affordable housing
approaches are transitioning more towards a private
enterprise, where non-profits provide the local jurisdictions
an alignment of public policy along with a mission.
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Arguments for the growth of non-profit housing are due to
an outgrowth of liberalism within the local governments, like
San Francisco and Berkeley. These governments are very
liberal and there is an affinity to the non-profit mission. The
affordable housing sector is often described as an industry
now, moving beyond advocacy and philanthropic missions,
and socially conscious people that are trying to push
forward their social mission. The sector has for some turned
into a mission where a person can make a good living and
still feel a satisfaction in meeting their social needs.
Of importance to the affordable housing approach is not
just developer contributions and LIHTC, but the use of
public bonds to leverage affordable housing provision.
The legal provision of 20% (or more) affordable housing
through TIF generated its own significant lesson learning
experiences. The Mayor’s Office of Housing (Mayor’s Office)
that now administers the provision of affordable housing,
previously made clear that by state law, the Mayor’s Office
must expend at least 20% of its tax increment financing
(TIF) for the construction or preservation of affordable
housing. Furthermore, under this programme, the Mayor’s
Office also produced affordable housing totalling at least
15% of all new units within the redevelopment project
area (San Francisco City and County, 2013b). The loss of
such revenues was of serious concern with the demise
of the Regional Development Agencies (RDAs) and Tax
Increment Financing (TIF). With the demise of the RDAs,
and an interim successor agency acting as the governing
organization, TIF funding for housing will still operate but in a
more truncated way. The administrative body for affordable
housing (The Mayor’s Office for Housing) has been able
to secure a continuing use of TIF for affordable housing.
The Mayor’s Office, with support of the Mayor and the
Board of Supervisors, has adopted what have been called
“SB2113” amendments to expiring redevelopment project
areas to extend the ability of the Mayor’s Office to collect
tax increment funds, solely for the purpose of replacing
affordable housing lost prior to the adoption of replacement
housing requirements (San Francisco City and County,
2013b). This by no means secures the way for any future
changes to replacement housing as the impact of RDA
withdrawal unravels, and it certainly does not bode well
for future additional supply of ‘non-replacement’ housing
through this 20% TIF approach.

4.1.11 Public Housing Provision and
Affordable Housing Developer Differences
Despite the affordable housing ‘industry’ playing a large
part in real estate development and demonstrating the
varied financial arrangements that can be utilized in
constrained circumstances, the sector still interlinks with
more direct provision of funds for affordable provision –
albeit in a more sophisticated way to encourage mixed and
cohesive communities, such as via the San Francisco (SF)
Hope VI and National Hope VI projects.
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The housing authorities are still big players, and they still
are government entities with federal organizations such
as Housing and Urban Development (HUD) playing a
major part in the sector of real estate development. In the
continued transition with limited public funds, government
institutions are going to privately finance the renovation of
the public housing stock – that affects housing provision
very differently to the developer-subsidy model.

4.1.12 Housing Affordability into Perpetuity
A final point on the residential real estate sector at the
lower end of the housing market curve is how its financing
depends on the length of the developer deal being used.
Previously during the boom between 1995 to 2005 there
was a lot of new construction with a lot of money available
to build a brand new building and target it towards very
low-income households. Now post Global Financial Crisis
(GFC) its about taking existing housing and renovating it
and putting in higher income levels so that you can raise
enough private funds, to lever a private loan. The real
change between now and 2005 has been adaptation
on the kind of deals that are being done. Preservation of
affordable housing in some ways is just as important as
new affordable housing as it is much cheaper. There’s a
lot of housing that was built in the 1960s and the 1970s
where now the affordability restrictions are potentially
going away (such as the LIHTC length of payback has
ended) – these could be converted to market rate
apartments and lost to the lower end of the market,
extending the affordability restrictions on an existing
affordable property.
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4.2 Characteristics and
Mechanics of Innovative
Financing of Real Estate
Development
4.2.1 Importance of the Community
Reinvestment Act (CRA) – Federal Act
on Banks
With regards to the more technical, but comparable,
mechanisms at play in real estate development financing
of cities, the Community Reinvestment Act (CRA) is a
fundamental underlying legal instrument that directs the
residential real estate development sector – at least within
the sphere of influence of the affordable housing industry.
The bulk of multi-family or apartment construction,
whether it is new or renovation in the affordable housing
sector, is done primarily to satisfy a federal regulatory
requirement called the Community Reinvestment Act
(CRA). CRA is a banking regulation passed in the 1970s at
the federal level to prevent red-lining, which is essentially
taking money out of a low income communities and
ploughing it into more affluent neighbourhoods. This
means that banks are able to reinvest back into the
communities that they make their deposits to. A lot of
federal regulatory agencies govern banks, but it’s primarily
the Office of the Comptroller of the Currency (OCC). OCC
and banks (every four years) essentially go through a CRA
exam where they really look at all lending activity and see
if there is lending back into the community on a dollar
basis. There are different tests to than that to the CRA
component. There is a lending test, an investment test,
and then a programme or service test. The institution has
to satisfy all three prongs in order to pass the CRA exam.
The ramifications of not passing the CRA exam is heavier
regulation or government scrutiny if banks wish to merge
with other banks. If the bank is not a good corporate
citizen and not reinvesting in their community, it could be
problematic in obtaining federal approval to merge with
other banks. So banks are incentivised – it’s legislated,
but banks are incentivised to get a good CRA exam score.

4.2.2 Value Capture Bonds (VCB) : Similar
to Tax Increment Financing (TIF) – blight.
Now operated in Infrastructure Financing
Districts (IFDs) – no blight
Tax Increment Financing (TIF) is one such innovative
instrument that has been used in the Bay Area cities such
as San Francisco city. For San Francisco (county), the
2007-08 accounts note two redevelopment agencies,
10 active TIF project areas and USD 10.5 billion of tax
increment added value in assessed valuation (State of
California, 2008). The City and County of San Francisco
is now the default successor to the former RDA central
resource on TIF. The city and county administration still
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holds some relevant RDA connected documentation
including for instance, City TIF approaches and how
finance calculations are provided (City and County of
San Francisco, 2013a). The San Francisco Planning
Department has published some key documents (as
memorandums) on the abandonment of RDAs and the
probable implications of TIF being lost (SFPD, 2012).
It is the lessons to be learnt from this loss as well as
their use that is of significance to other city institutions
considering using the TIF instrument. The raising of TIFs
was instrumental in gaining match-funding grants from
the federal renewal program – with TIF continuing since
as the primary means for local government to finance
their own redevelopment via the redevelopment agency.
An example of such an RDA is the former San Francisco
Redevelopment Agency.
The termination of RDAs in California on January 2012
effectively ended state-wide TIFs being used as a major
funding mechanism for dealing with local ‘blight’ in the
real estate (re)development process. Commentators noted
the underlying reason for RDA abandonment being due to
the ‘massive’ budget shortfall (Nyren, 2012) and in order
to protect funding for core public services at the local
level (CDOF, 2013). The Redevelopment Agencies (funded
largely by TIF) played a significant role in San Francisco
and their loss will be felt in the remediation of ‘blight’,
although investment at the high end of the real estate
market will no doubt continue.
The other 80% (following 20% affordable housing
provision) of funding is in theory meant to mainly pay
for land assembly. This meant that RDAs could act as
land developers: own the land, negotiate deals, build
infrastructure, influence the buildings built and collect
ground rent. Furthermore, depending whether legal
restrictions allow, the other 80% can be used by RDAs
for other projects such as to pay for community centres,
public spaces, libraries and museums. In San Francisco,
TIF could also be used for Brownfield site clean-up costs.
TIF therefore aided in generating both economic and
environmentally sound development.

4.2.3 Value Capture Bonds (VCB) Now
operated in Infrastructure Financing
Districts (IFDs) – no blight
Given the demise of TIF bonds to deal with blight, other
mechanisms have been introduced or made more use of
to enable leverage of finance against future uplift of taxes
– namely Infrastructure Financing Districts (IFD) without
a necessity to focus on blight and hence redevelopment.
These have already been available for a very long time
in California, and it is a diversion of existing property tax
(see Mello Roos districts and Prop. 13 in section 4.2.9) to
a special financing district. The property tax gets added
on, but IFD is just diversion, like redevelopment was, to
fund a bond. The IFDs have a limited set of purposes
that are allowed, and there is a requirement for a certain
percentage of the property owners affected to say yes.
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This generates some difficulties for cities as there are
always multiple property owners and thus it is hard to
get them approved. As a special case to highlight these
districts, The Port Authority in San Francisco have their
own IFD, as they control all of their own property. As a
result they create ground leases, and they control a huge
amount of San Francisco’s waterfront, with which they
received special legislation a few years ago to create their
own IFD. This means that the Port Authority does not
need to get property owner votes, because they are the
property owner.

JPMorgan Chase or HSBC). The borrower will sign notes
for each of the team, and so when they are totalled up
it should add up to the original USD 200m. If something
adverse happens, the lender’s (e.g. Wells Fargo) exposure
is not USD 200m but far less at maybe USD100m, with
the balance of the USD 100m being held by those other
financial institutions.

4.2.4 Syndicate Private Real Estate Loans
– Joint Bank Loans/Real Estate Investment
Trusts (REITs)

City administrations can adopt exactions that operate
as fees paid by the developer to an administration, these
could be, for example, impact fees or inclusionary fees.
Inclusionary fees often apply to all new development in
a particular land-use category at a uniform rate. These
inclusionary fees are charged once and can be for capital
and operating costs, but mostly it’s used for capital
costs. In turn this fee is meant to offset the costs a city
administration will incur to build for instance a road out
of using a project’s funds. To incur a fee there has to
be a direct connection to the project and the external
cost, often referred to as having a “rational nexus”.

Sometimes syndicate loans operate as a mechanism to
lever finance of real estate development in cities. This
works by providing a borrower, a loan of say USD 200
million (e.g. by Wells Fargo), and to reduce exposure on
that particular project or person there are a team of people
who would help syndicate (under-write) the loan. The
financial institution will take pieces of that loan and bring
in other financial institutions (mostly, Bank of America,

4.2.5 Impact Fees – Exaction for external
impact cost (with a rational nexus) –
Community Benefit Agreements (CBAs)
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Impact fees are also similar to exaction although impact
fees are like sewer fees or transit fees that go to cover
‘the impact’ of additional density or use in a particular
community. Affordable housing could also be part of the
impact on a building-by-building basis, so there can be
an attempt to exact some of the capital for this sector.
The Communities Benefit Agreement (CBA) is used in
California and the Bay Area for exaction of fees and
levies. The Community benefits agreements often exist
in specific zones. Within these agreements there is often
tension, particularly as developers are struggling with how
to deliver the housing, mainly as there are not enough
subsidies to make the housing work if the lower affordable
housing rents, as part of the agreement, are included in
the viability model. Exactions as fees are often referred
to as “in lieu fees”. Using San Jose as an example it
demonstrates the issue of external demand and costs
on public goods and services that can be extracted from
real estate development, particularly if there is a direct
rational nexus. San Jose has mushroomed in its building
of commercial property in the heart of Silicon Valley which
is booming. As a consequence of this boom, traffic has
increased and generated congestion that in turn will need
to be dealt to address concerns over the environment and
economic efficiency.

4.2.6 Inclusionary Zones (IZs) – Inclusionary
Housing Ordinances (Below Market Rate)
To implement exaction fees and levies in the housing
sector of real estate development, Inclusionary Zones
(IZ) have been set up to deal with the affordable housing
problem. In these zones more specifically the fees are
referred to as Inclusionary Housing Ordinances (IHO). A lot
of the jurisdictions around the Bay Area have inclusionary
housing ordinances that require when a market rate
developer builds a market rate project, they have to
put the new below market rate units on site within their
development. Alternatively, the developer has to pay into
a fund that is then leveraged to build affordable housing
(see section 4.2.15 – Housing Trust Funds). Furthermore,
developers can build affordable units off site but within
approximately a mile of the principally permitted project.
In essence, the inclusionary zoning process indicates
that the developer pays a fee, to either provide onsite
units, provide offsite units and, in certain locations, there
may be the option to provide a site for future affordable
housing development in exchange for permission to build
at a slightly higher density than you would otherwise.
So the inclusionary zones, as different to collections of
housing units, are regulatory in nature with an exaction
for public benefit in exchange for providing developers
with a private benefit.
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4.2.7 Inclusionary Housing Fees and Levies
(IHFs / IHLs)

4.2.8 Special Property Tax – Prop. 13
(capped 1%)

Inclusionary housing fees relate more to the housing
units, rather than the zone, and the fee or levy that is
attached to the housing units developed. For instance,
the city administration can use these fees to generate
a ‘bucket’ or ‘pool’ of finance. A developer could be
building 100 units of market rate, but need to provide a
certain percentage (a formula is used to calculate that
percentage) within the development that is affordable.
Alternatively, the developer can pay a fee – known as
an inclusionary housing fee. Note that the inclusionary
housing fee is on top of impacts to the infrastructure,
which generates a separate levy. The significance of
the inclusionary housing fees, within San Francisco
developers cannot build market-rate condos without
having inclusionary housing requirements. Developers
either have to set aside units within their development,
which they often do not want to do, or developers have
to pay a fee or work with a non-profit developer and
build affordable housing offsite.

A key mechanism of public finance in real estate for the Bay
Area and California state-wide is through Proposition 13, or
Prop. 13. Prop 13 is a law from 1978, which limits the amount
of property tax collected on a homeowner to 1% of the value
of the house at the time of sale. The property tax bill only
increases 2% a year until the property is sold again.

So it actually provides three options. Developers can do
offsite inclusionary housing, onsite inclusionary housing
or pay a fee. So the developer will do that calculation
and say, ‘My best economic outcome is to build it offsite’
or ‘if I build onsite it is viable to make 20% affordable’.
Often, developers within San Francisco know that’s the
cost of doing business, because the Mayor’s Office of
Housing has made it a priority that affordable housing is
going to be a key component to sustainability in the city.
Inclusionary housing has been around for a very long
time in San Francisco and The Bay Area.
To provide extra context on inclusionary housing, if a
developer agrees to put in some affordable housing, the
developer is able to build more market rate units, and
then offset the potential loss by having greater profit on
the additional units that he/she is able to build (although
in practice it doesn’t always work exactly that way). There
are over 180 cities in California State with inclusionary
ordinances. The low end is 10% inclusionary affordable
housing. The high end can be as high as 20% or 25%.
San Francisco in the Bay Area has a city-wide 15%
inclusionary ongoing, not affected by the demise
of redevelopment. In theory this percentage is fully paid
for by the private sector as a cost of doing business.
The result is often a mixed income project, with 10%
to 20% of housing units that are affordable. So when
the market is booming, and more market rate housing
is getting built, more affordable housing is generated
this way. Of further note, in terms of design and rules
to protect quality, affordable housing ideally has to be
accommodated in the same type of unit in physical
appearance as other parts of the development.

So that keeps the tax bill low relative to the appreciation value
of the house, plus the city does not see the revenue until the
house sells. Furthermore, at the outset, taxes raised by local
governments for a designated or special purpose via Prop
13 need to be approved by two-thirds of the voters.
As a result of Prop 13 all housing is seen as a loser to most
cities, because the administration cannot collect a lot of
property taxes to pay for public goods and services – as
collection is at the point of sale. Furthermore the inequities
in the housing values mean that proportionally the 1%
capped tax rate is not progressive and cannot extract
higher value amounts in tax on higher rate properties, and
cannot capitalise on rising property prices. As such, local
governments are extremely restricted in terms of their ability
to generate tax revenue because of Prop 13.

4.2.9 Community Facilities Districts (CFDs)
Bonds – (Mello-Roos Law Drives Financing of
CFDs – uncapped)
For property taxes at a district scale rather than on individual
properties, there is the use of Community Facilities Districts
– CFD. One of the laws that drove this is called Mello-Roos.
Mello and Roos are the name of two legislators that over 40
years ago, passed legislation that enabled local jurisdictions
to raise bonds to pay for basic infrastructure like road, utilities,
water service to an area. It does so by issuing bonds and
then assessing the property owners within the project area
that benefit from it. Mello-Roos adds to Prop 13 tax described
in the previous section, as the buyer of a house where MelloRoos bonds funded their water and sewer pipes are going to
pay over 3% for the purchase price to taxing entities – i.e. for
both Prop 13 tax (1%) and also Mello-Roos tax (2% or more).
The whole idea of Mello-Roos, and Community Facilities
Districts more broadly, is the need to take a property owner
vote. Particularly as it is very hard to get a CFD passed if
there are a lot of property owners such as in a densely
populated city. However, one of the critiques of this CFD
mechanism is that it may encourage sprawl in more rural
areas due to the likelihood of agreement by few developers
that may wish to develop on the edges of the suburbs. For
example if there are two giant development projects on the
edge of a suburb, then you only have two property owners –
and therefore it is not hard to get those two to say yes, in
a space with no in-situ residents because they are new build
properties rather than being on redeveloped sites – hence
this becomes an incentive for more rural county (given
it is not city and county like San Francisco) level officials
and developers in the region to build new build large scale
developments outside of the city.
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Moreover, the Mello-Roos and CFD approach has
challenges in that urban infill is less attractive with this
mechanism. One of the problems is that urban infill
is, by nature, inefficient, as sites that are in need of
redevelopment are scattered sites. The cost borne by
the developer and the buyers of these houses are spread
out, and thus have widespread infrastructure needs. A
connected challenge is the layer of security and risk. If all
infrastructure is set very definitely upfront in various phases,
this gives developers a lot more confidence in what real
estate facilities are actually being planned in the area. In
doing so it spurs market developers coming in because
then they know that infrastructure is being taken care of
financially and are thus able to take the true market risk.
The use of CFD, driven by Mello-Roos law, is another way
of using the bond markets to float a tax exempt bond to
fund the infrastructure, through the city and collected
straight from property tax as additional assessments. This
is in contrast to the Tax Increment Financing (TIF) projects
that were diverting some of the collective property tax
away from the city to a different agency. In a Mello-Roos
tax concept it is an additional charge and the majority of
the tax revenue is derived from housing – therefore more
by linkage the housing sector is paying an additional
tax bill to fund their own water and sewer system. In
operation the CFD/Mello-Roos tax payment goes to the
city to repay the bond that was floated on behalf of the
developer. The developer then make the payments until
there is a certain tipping point of a percentage of units
sold, at which point the tax starts being assessed on the
homeowners – often with the developer making up any
difference. In practice all houses are usually sold and the
homeowner gets the next year’s bill.

4.2.10 Upzoning – Height De-Regulation
Changes in regulation can generate economic
circumstances to strengthen the financial viability of
real estate development. As well as horizontal zoning,
regulatory circumstances can be provided to change
viability vertically and in design. Under regulation, local
governments have responsibilities to shape the design of
buildings, the uses of buildings within certain areas, and
the design in terms of height and bulk, and the impact on
the street for example. Vertical regulatory changes are
referred to as ‘up-zoning’ and the real estate development
process can ‘up-zone’ a building or a lot to create a greater
developable parcel. City administrations can up-zone or
down-zone, and that affects whether a developer may
come to a community to build on a particular site. This
regulatory process is also connected to economic factors
such as a strong demand for real estate both for office and
residential. Obviously larger buildings are more profitable
than smaller buildings if there are more units per lot area,
even though they may incur higher unit costs. Interestingly
some city administrations have facilitated the up-zoning
of many districts in exchange for exacted inclusionary
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housing units. Thus, through a regulatory process it
has provided connectivity to an economic tax structure
that can generate affordable housing. For the Bay Area,
institutions such as Association of Bay Area Governments
(ABAG) have put pressure on up-zoning, and most of the
cities around transit stations have done the same.

4.2.11 Cross-Sector: Employment Tax
Exemption for Property – (e.g. Twitter
/ Mid-Market)
An interesting way in which real estate is financed crosses
between sectors, place of work and housing that are often
interlinked, and the properties that house workers and
residents form the basis of finance for developers and
administrations. An interesting case of an employer being
exempt of employment tax in a certain zone is the midmarket area of San Francisco. Here tech companies such
as Twitter, Square, and Dolby Sound have moved some
of their operations to mid-market. Twitter have been given
their own payroll tax holiday to locate there, no doubt
with some controversy given the immediate economicgeographical imbalance with Twitter as a company being
worth USD Billions and locating its headquarters in an
area of low-income but gentrifying residents. This is aided
by San Francisco being one of the few cities that has its
own payroll tax. It’s really interesting to look at what the
cities are willing to do to incentivise business to grow, and
thus provide levers of tax breaks and exaction.
To explore the employment tax break running alongside a
gentrifying residential base, some interesting dynamics are
at play. Mid-market is an eight or ten block stretch in the
middle of San Francisco that has been ‘no man’s land’ for
a very long time in the city’s history. Typically characterised
by street people (people who live a public life on the street
– such as homeless and mentally ill), boarded up premises,
and adult shops. Many people in the city were unsure what
to do with mid-market until Twitter proposed to move in.
Twitter needed to expand and the City wanted them to stay,
and so the City made a deal, and exempted Twitter payroll
taxes (and eventually all companies moving to this location).
Twitter therefore moved into a huge furniture warehouse,
and as a consequence brought a huge development
magnet right in the middle of Mid-Market. Then Dolby
and Square came in and the city saw this as start of an
emerging new tech corridor. To consider the implications of
this move, the trigger of employment tax breaks in addition
to tax exaction can lever economic activity for real estate
across sectors. Here the employment sector is being used
to incentivise commercial office space in a gentrifying
neighbourhood. In turn this will generate further residential
challenges in a hot real estate market. This will occur if
the city as a whole is booming, with poorer pockets of
space that are being restructured, producing development
pressures depending on those areas winning and losing in
the process.
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4.2.12 Transit Orientated Development
(TOD) Funds – Priority Development Areas
(PDA) including Affordable Housing
Cross-sectoral appeal for real estate development finance
is particularly found within incentives provided by transport
and regional planning. Transit Oriented Development (TOD)
dollars are available through the Metropolitan Transportation
Committee (MTC) as a regional planning body. In
procedure, a development plan is applied for and if it
qualifies it receives the money. However, it is then up to the
county or the city administration, depending on where that
project is, to actually design it and implement it. This means
that there is an interplay between the regional level and the
local level, plus it will often involve a sustainable community
strategy that has the goal of reducing vehicle miles travelled
and of getting the cars off the road in order to reduce
greenhouse gas emissions. Furthermore, Transit Oriented
Development (TOD) is planned to concentrate more
development in areas that either have transit stations, or are
along transit corridors or transportation corridors. To do so,
cities were invited to identify in their Priority Development
Areas (PDAs), which are pre-identified zones where city
plans and permits would encourage development. From the
Plan Bay Area map there is a significant number of transit
Priority Development Areas (PDA) all around the Bay Area,
focussing on a strategy to concentrate, as far as possible,
greater density of development along these corridors.

To explore PDAs (Priority Development Areas) further
there was still resistance among voters to agree
development in their own area. This is largely due to
NIMBYism (Not In My Back Yard) behaviour, but also
due to a lack of surrounding infrastructure and fear of
further congestion. The business community also had
reservations, as the priority areas would not immediately
be where economic growth is actually going to happen.
Even more so, there was an attitude that it is unlikely
to achieve the desired greenhouse gas reductions as
an aggregate. The reasons are largely lack of ‘teeth’ in
the procedure and no legal or regulatory control, albeit
with some incentive money from a small amount of
transportation dollars. Further issues are that the majority
of construction is for 1-2 bedroom apartments that are
not the preferred choice for most families. This type of
apartment building stopped during the recession, but
real estate development is seeing it pick up again. This
means that the plans may or may not actually have much
influence on where people choose to live. Despite this,
as congestion gets worse, more people may have the
incentive to trade-off commute for family space, and
be forced to take up demand for TOD (Transit Oriented
Development) accommodation. The theory is that people
will pay a higher value (a premium) to rent a unit or buy
a unit within walking distance of transit.
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An affordable housing requirement of Transit-Oriented
Development (TOD) in this kind of development involves
value capture concepts. Value capture is where you
assess properties, to capture some uplift in its value, to
pay for the transit. In doing so the large funds generated
are used to pay for only Transit Oriented Development in
affordable housing. This type of affordable housing requires
a minimum density, depending on where the development
is. It also tries to increase densities and obtain a minimum
percentage of affordable housing. Most projects are mixing
current market rate and affordable housing. More formally
in the real estate development financing model is the
TOAH (Transit Oriented Affordable Housing) fund, which
is a regional model directed by the State of California’s
Housing Community Development (HCD) Agency.
HCD administer many further grants and also distribute
Low Income Housing Tax Credits (LIHTC) that are now
a significant part of the real estate development
financing mechanism.

4.2.13 Low Income Housing Tax Credits
(LIHTC) for Affordable Housing Development
Projects
With real estate development finance in the residential
sector, Low Income Housing Tax Credits (LIHTC) are the
primary financing vehicle that allows affordable housing
to be built, and allows some modicum of return for the
bank. This can be seen as a double bottom line where
there is an economic as well as a social benefit. There
is a purchasing of tax credits by banks for distribution to
a project, and there is also a lending against credits as
a form of equity. Financial institutions (Banks, Pension
Funds, and Mortgage Lenders) purchase them to
become an investor that satisfies one of the criteria in the
Community Reinvestment Act (CRA) test explained in the
earlier section (Section 4.2.1). When financial institutions
lend against them it also satisfies the lending test as well
in the CRA. The LIHTC industry really started in 1986
when the tax credits were formally codified within the IRS
(Internal Revenue Service) regulations. Ten years after
the bill was passed, through the mid to late ‘90s, it was
a very niche industry. Subsequently in the 2000s and
now into the next decade it has become a very wellestablished industry. All the major banks participate in
this industry, although it is a specialised field because the
process involves dealing with government regulations and
IRS and tax implications. In the ‘90s when it first started
there were a lot of economic investors, such as General
Motors, because it enabled a dollar for dollar write-off
of a companies tax liability. Today, the market is heavily
dominated, not by industry economic investors, but by
financial institutions that want an economic return and
also want CRA benefits.
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To use an affordable housing provider example using
LIHTC, the provider could be hypothetically building
ten units of affordable housing with total project cost of
USD10m. The housing provider can take about USD 8m
of that cost as eligible for tax credit, and the provider
can go to the market and sell to investors a USD 8m tax
credit. The investor gives USD 8m in cash to purchase the
credits, and to the housing provider that is their equity.
Another USD 2m is needed to be borrowed to get to the
full USD 10m needed, and they may borrow it from a bank
(e.g. Wells Fargo) – who has Community Reinvestment
Act dollars. Then what the investor gets is a USD 8m tax
credit against tax dollars owed to the federal government.
The credits have a life span, similar to a bond, due to the
agreement that the affordability has to last for 20 years
This means that the credit value can only go up to certain
income level, which is not into perpetuity. Each state is
also allowed to have a state credit to add onto the federal
tax credits. Federal credits are for up to 60% of average
median income (AMI).
Federal LIHTC is a significant part of affordable housing
provision for the real estate development residential
sector. It is strongly stressed that if the tax credit goes
away, then there is no affordable housing industry and
the tax credit has been the backbone of the affordable
housing industry for at least 20 years in the Bay Area and
in California. That aside, it is not the affordable housing
sector and LIHTC that prop up banks. If the credits went
away and if there were not viable affordable housing
execution, the banks would still want to lend money.
So what has been described as ‘an industry secret’ is
that the banks really are not interested in the tax credits
themselves, it is because the credits are very safe and
stable source of revenue return, with which the CRA
pass and credit score of the bank is further bolstered.
More positively, the tax credit programme has been
phenomenally successful in many respects and still enjoys
extremely bipartisan support. It is, at its core, a very
enterprising approach, which is, in some ways, privatising
the financing of housing benefit. But what it does is bring
some market discipline to the field. Compared to the public
housing projects, prior models of subsidised housing in
America had difficulty in maintaining properties over the
long term. The tax credit programme has been arguably
more successful, or is possibly a stronger foundation with
which to build out from.
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4.2.14 Recapitalising/Rehabilitating
Existing Affordable Developments
– Near end of LIHTC Life
A critical point with respect to LIHTC was that they
have a limited lifespan (say 20 years) and do not run into
perpetuity. Affordable properties are granted a lifespan
as designated affordable, but this means that there is a
problem into perpetuity. The affordable housing industry
is now doing approved development work that is just
recapitalising existing affordable developments as they
come to the end of their LIHTC life. Developments could
be in tax credit developments that were undertaken 15
or 20 years ago, and that are coming to the end of their
initial compliance period, or are even older developments.
The problem is if all of those resources are going towards
redevelopment of older tax credit developments, the
industry is not supporting new affordable housing.
Furthermore, the tax credit programme has a difficulty in
that it does not work well for buying existing market value
apartments. Essentially from the start of the LIHTC project
there is approximately a year until all of units have to be
occupied, meaning there is no strict mechanism to phase
in the credit.
As another affordable housing provider finance model, a
housing provider could obtain free land along with money
from a developer, plus an addition of low-income tax
credits from a bank. As the affordable housing provider
is a non-profit they can sell those credits to a for-profit
company and form a limited partnership, with this upfront
investment of cash that is provided in exchange for the
housing provider keeping the building affordable for 15
years. At year 15, the provider is allowed to exit, but in
order to get the tax credits allocated in the first place the
provider has to commit to keeping the property affordable
for 55 years. At the 15 year point housing providers have
been working to come up with a structure where they
can buy the buildings and keep them affordable and give
them a facelift in 10 years and keep the stock. Affordable
housing providers cannot build a lot of new stock, so
need to seek finance and investment alternatives to gain
competitive advantage. Some housing providers have
been pro-actively investing their own money into buying
some of the older buildings, and also working with a series
of equity partners. One interesting equity investor is the
Housing Partnership Network US (HPN), where they have
formed their own Real Estate Investment Trusts (REITs).
This is in essence a fund of money provided from several
sources including the housing partnership network, and in
one example using money from the McArthur Foundation,
the Ford Foundation, City Bank and Prudential – these
projects can be sizeable and in one example studied was
up to USD 100million in funds.
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To make further reference to the procedures that operate
for developing affordable housing there is an entitlement
process making sure that all the typical planning
issues are dealt with. This is done prior to submitting
an application for credits. Then the affordable housing
organisation engages with an architect working with the
city in preparing the building permit. Then a selection of
financing partners is made, with usually the first one as an
equity investor – the institution that is actually going to buy
the tax credits, then the debt part of the finance starts to
fall into place. Of importance is the low rate of risk in an
affordable housing project, with not nearly as much risk as
market rate development, primarily because it is affordable
it also requires a lot of subsidies. Often, local jurisdictions
will also put targeted dollars into the project, attached to
a number of programme funds that are made available at
the federal level, the state level, the county and the city
level. These additional funds are usually all controlled by
the local housing department within the county or the
city. They will then start to bring together other sources
of financing – government financing, such as city bonds.
Once this is in place and the equity is confirmed, then the
housing provider can obtain an interim construction loan
and start to lever in the permanent debt from mainstream
financial sources (e.g. high street banks).

4.2.15 Housing Trust Funds (HTFs)
Of the city funds available, an emerging mechanism of
funding for real estate development is via Housing Trust
Funds (HTF) that are administered by a city government.
The Housing Trust Fund (HTF) is a general fund set
aside for the purposes of supporting affordable housing
development, and is valued at USD1.5 billion over a
30-year period. Local Housing Trust Funds collect dollars
different ways. Sometimes cities are putting amounts
of their own federal HUD money there, as well as their
own Community Development Block Grant money
from HUD. As explained earlier sometimes cities also
charge a transfer tax on each market rate sale (IFDs,
Prop 13, Mello-Roos-CFDs) that can go into a housing
fund pot. Berkeley is one city that does this independent
of redevelopment agencies as was carried out in the
previous system prior to the RDAs being dismantled.
San Francisco city administration has got a housing trust
fund set up and approved by voters (via Proposition C).
This means that city authorities can capitalize finance
themselves and have a set aside property tax fund. The
San Francisco city and County Housing Trust Fund (HTF)
is used for people on moderate incomes, such as police
and fire fighters. The focus will be to replace some 3,000
public housing units that need rehabilitating, particularly
those that house people living in extreme poverty. For
instance the federal government originally built old army or
military barracks, scattered pockets of poverty throughout
the city, with the bulk of San Francisco’s poverty issues
being in these public housing areas.
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4.3 Institutional approaches
to Innovative Financing of
Real Estate Development
4.3.1 Federal and State Influence
The way in which financial mechanisms are managed
and implemented by institutions will be critical to their
success in real estate development. At the federal
and state level there are significant institutional issues
that need to be understood that effect real estate
development project areas. Federal funds often are
passed through the state for distribution, even if they
are to be provided in regional or city scaled projects
at a specific locale. For example, a large proportion
of transportation money goes to the state and to the
Metropolitan Transportation Commission for distribution.
For housing money and community development money,
historically (30 or 40 years ago) it used to come through
the federal government then filtered out by various means
(e.g. ABAG) to the local authorities. More recently, some
housing and community development money still goes to
the state for distribution, although a lot of it goes directly
to the communities as block grants. With block grants
the community can decide what they want to spend
the money on, and there are some block grants that are
specifically related to housing as well as being related
more broadly to community operations. So in approach
to housing finance, there has been a movement away
from centralisation. Furthermore, it is interesting now that
housing is a really big participant with influence both from
the bottom-up and from the top-down.
States play a strong role between federal and more local
city level influence on real estate development finance.
To place these state finances in context will be of benefit.
The State has a population of 38 million people and does
not fully have a comprehensive housing policy at present.
Furthermore, it is seen as disconcerting that the state
eradicated redevelopment to try to deal with the fiscal
gap, without really having a plan in place. For the state
there is a legislative initiative called the California Home
and Jobs Act B391. This is in effect a USD75 recording
fee on real estate transactions that are not at point of sale.
These are at any time people refinancing their house, who
pay 75 dollars to record the documents. This generates
between USD 3million and USD 5million a year in subsidy,
which is seen to be one way of replacing the USD 1billion
that was lost with closing the redevelopment programme.
This provides a financial cover, but one that does not
solve the affordable, environmental, and redevelopment
challenges, that are being stored up at state level.
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For real estate development finance at the state level, it is
important to highlight its relationship with school district
collection and distribution of funds. School revenues
largely come from property taxes and the state takes all
of the portion that used to go directly to school districts
and allocates it state wide based on the school population
and the special needs in the district. As a result if there
is a lot of English language learners in a district, it will
get a higher proportion per pupil than if there were no
English learners. Furthermore, local districts will augment
further funds by raising funds from whoever is willing to
contribute, such as business, private foundations, and
their local parents. Consequences of this shift to state
provision for school funds originating from property
taxes is that people in wealthier communities do not feel
like their taxes go to support their schools. Their taxes
go overall, to support education in California – and thus
affects voting patterns.

4.3.2 Federal Assisted – Foreign Direct
Investment in Real Estate Development
An interesting issue with real estate development finance
in cities is via the globalisation of finance and incentives
that ensue to bring global capital finance to areas. An
example is EB5 financing, such as Lunar development
company in the Hunter’s Point development in San
Francisco. EB5 is a federal pilot programme designed
to bring investment into the US, by wealthy people from
other countries, who want to immigrate and gain US
national status. As part of the immigration law, if you bring
in a certain amount of money – it varies on whether it’s
a disadvantaged neighbourhood or not, but say USD
500,000 to USD 1m – and that generates five to ten
jobs, over a period of approximately two years, then the
donor is entitled to a ‘green card’, and their children can
be schooled in the US. This EB5 scheme has attracted
interest from Chinese investors who want to get some
money out of the country, and establish a landing pad
in the US. It is a growing programme and the money
comes through what are called approved regional centres
– usually specific to a project. For example, the San
Francisco Bay Regional Centre is in their second phase
of funding, developing the first 100 or 200 housing units.
In doing so they produce jobs right away as construction
jobs, and can then lever the next tranche of funding. Note
that there is alternative Foreign Direct Investment (FDI),
such as European investment and Hong Kong investment
coming in. Vanke, which is the biggest Chinese residential
development company, is building two enormous
towers down in San Francisco, along with Tishman
Speyer. This means there is a need to keep awareness
of global financial flows that can effect local real estate
development and markets from outside the region.
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4.3.3 Regional Level – Influence of ABAG
(Association of Bay Area Governments)
and MTC (Metropolitan Transportation
Commission)
The influence of regional bodies and regional finances
are an important element of the institutional management
of real estate development finance. For The Bay Area as
a region, a development company will likely to be asked
to contribute to that transportation infrastructure. As well
as dealing with immediate regional strategic economic
concerns of congestion, this approach also attempts to
deal with climate change, particularly with local needs and
integration. To incentivize developers to actually commit,
there is money that is passed from the transportation
agency to the developer if they comply with the regional
plan. As the money is delivered to the Metropolitan
Transport Committee (MTC), they have the responsibility
to do some planning and then to allocate that money out
to various projects and various jurisdictions. To reinforce
this institutional economic structure for development
finance, the federal government will allocate subsidies
to promote green or transit-oriented development. This
gets pushed to the state. The state then pushes it down
to the local jurisdictions, including Association of Bay
Area Governments (ABAG) that is the governing body.
Every city within the Bay Area is on the ABAG committee,
and they essentially manage the development of the Bay
Area; they allocate housing needs and so on. In doing
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so, this regional level enables a very coordinated effort to
be made. However, some cities do not like this regional
approach, because a lot of the cities have affordable
housing requirements. Some of the more conservative
jurisdictions do not want affordable housing and thus try
to avoid the ABAG plans, despite risking losing further
money tied with the bigger planning projects.
The regional influence is largely seen as weak with
only incentivizing mechanisms for finance of real estate
development projects – thus counties and cities can
simply vote no on any proposed projects. Even if there
is a way and a mechanism to draw down some state
funds, if the locality says we do not want to do this, they
do not have to do it. As an example, ABAG has Regional
Housing Needs Allocation Numbers, and there is big
trade off between who gets what housing numbers, and
the cities have agreed to take more of the housing load
than the smaller cities. Some of these small cities that
actually have that infrastructure are at odds with ABAG
because they have the train station, but they don’t want
to put the housing there. So the regional transit oriented
development approach has created a lot of controversy in
favour of development, but unless an order comes down
as a mandate from the state there will be no development
if there is no desire. In terms of power, ABAG is seen as
the messenger, the middle institution between the state
and city and able to start making some movement on all
the climate change issues.
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4.3.4 City and County Finance
For the Bay Area, there’s a lot of autonomy on the part
of cities. They write their own general plans, they create
their own zoning and they have their own economic
development plans. In many cases, cities compete
against one another for uses, for companies, and for
development. Retail is a very important sector in cities
because of sales tax. When there is a retail shopping
centre within a city’s boundaries, that city receives a
significant portion of the sales tax generated. Therefore,
sales tax revenue represents a large proportion of their
annual revenue to support their budget. In doing so, cities
have their own revenue sources. Cities share money from
the state, often distributed by a formula based on their
population size and on how much sales tax the city area
took in. Some local functions are not funded through
city and county government. For instance, schools are
a totally separate district taxing system, water is totally
separate, and power maybe provided by a private
company. Sewage and waste also tend to have their
own district that is responsible for collecting money or
collecting fees, and then setting their expenditure levels.
Cities play a role in encouraging development to happen
in certain places, and as highlighted in the financial
mechanisms they play a role in funding affordable
housing. In addition, cities play a role in supporting
amenities, like parks, and a lot of the revenue goes on
public safety, such as to police and fire departments.
As a Bay Area case to raise these local issues of finance
and development, the San Francisco city administration
is in a unique position because the City of San Francisco
is also the County of San Francisco. Dollars are allocated
at city and county levels, so this jurisdiction has got a
tremendous amount of taxing authority. The Mayor’s
office can control how development takes place in San
Francisco because they can select developers, and has
money to allocate towards projects to make them viable.
To add further differential in governance structures, San
Francisco is legally structured differently than most cities
in California as it is one of the charter cities, and so it has
the ability to do certain things that non-chartered cities
cannot do. A charter city has a lot of latitude to do just
about anything that the state has not prohibited it from
doing, whereas most other cities in California, ‘common
law cities’, can only do things that are specifically
prescribed for them. As a result, San Francisco has
been successful in weathering the storm as a result of
coming out of the recession and trying to deal with the
loss of redevelopment.

4.3.5 Uncoordinated Institutions
– Joint Policy Committee
Despite these layered governance structures, the
coordination and joining-up of the institutions is not
necessarily cohesive. For a development proposal, the
proposers are mainly private companies, and there is no
lack of developers who are at any one time proposing
every kind of development possible. The Bay Area has
101 cities, and 9 counties, with no centralised or even
coordinated policy approach to any of it. To deal with
this lack of coordination there are four regional agencies
that meet together periodically under the name the Joint
Policy Committee (JPC). The Joint Policy Committee (JPC)
have no authority to do anything as authority still rests
with each individual agency. However, the ones that really
matter (particularly for the purposes of housing) are the
Association of Bay Area Governments (ABAG) and the
Metropolitan Transportation Commission (MTC). In essence,
ABAG and MTC fill out a lot of the landscape, although the
city does get involved and does have impacts. Furthermore,
there is a big developer community in The Bay Area, and
there are a lot of large developers from outside the US,
because it is for most of the time an intense market.

4.3.6 Development Partnerships
Given a disjointed grouping of institutions, there is a
considerable amount of partnership approaches that
enable the financing of real estate development projects.
Previously, prior to the Global Financial Crisis (GFC) there
was an imbalance between what the planners/policymakers
wanted and what real estate developers wanted. Given
these new constrained times, institutions have tended
to consolidate and start to work together a lot more.
Partnerships are starting to be more heard of. An example
is Bridge Housing that has been a partner with a private
developer, TMG, Avant, and CalPERS, which is the state of
California’s Public Employees Retirement Fund. Here they
are investing in rental developments, focused on affordable
housing under the ‘Avant partnership’ umbrella. This is not
to say The Bay Area has not always had partnerships, there
has been partnerships with the big home-builders. The
city now seems to put partnership emphasis on for-profit
developers to build a certain amount of affordable housing
in the context of their larger project. So instead of making
private developers pay the fee, the developer will take a
donation of land to a group like Eden or Bridge Housing
who are affordable housing not-for-profit providers. The
affordable housing provider will still have to partner up by
finding the money to do the whole affordable project – free
land in the Bay Area is insufficient. This issue returns back
to the public subsidy needed, which in the large part is from
federal funds, as it is difficult to serve someone in the lowest
income band without some kind of subsidy existing in the
mix. The broad challenge is, therefore, that the Federal
Government has cut programmes back by 60% in the last
four years and not much money is coming down from the
Federal level.
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4.3.7 Role of Banks and Financial
Institutions as Lenders
Federal money can be appropriated and channelled
through banks and financial institutions to support real
estate development in cities. The role of banks and
financial institutions in real estate development, particularly
affordable housing development has been outlined but will
briefly be further explained. Banks have two primary roles
in affordable housing. One is the senior secured lender –
if any developer needs a loan to build whatever they
need to build, this would be the banks primary role.
The second role, is the equity investor that purchases
these tax credits – Low Income Housing Tax Credits
(LIHTC) and generates a return on these as commodities.
There is probably five main ways that a deal can be
financed. (1) A developer can get loans from private
institutions like Prudential that are just like any home
mortgage – the developer can borrow the money and get
an interest rated loan and have to pay it back. (2) There
are loans from government agencies so it might be loans
from the Federal Government or the state or the city and
they go by all different names. For example there is the
Home Programme and each one of these programmes
has different parameters. There may be a need to finance
special needs housing or senior housing and thus allocate
according to the mission. (3) There is the Low Income
Housing Tax Credits (LIHTC). (4) There is money from
private entities that do not have a mandatory repayment
like Bill Gates who founded Microsoft – The Bill and
Melinda Gates Foundation will lend money on affordable
housing. In terms of their support of affordable housing,
they are not a huge player but they definitely can make the
difference between making a deal feasible or not when
a development project is right at the edge. (5) There are
developer exaction type fees that can be negotiated or
levied from a local administration such as the city.
With all of the different layers of government programmes
and subsidies, real estate financing, especially
affordable housing financing is a very specialised field
of knowledge. Financial institutions are able to charge
fees that are slightly higher than the traditional market
rate deal because the knowledge to process these deals
is within a specialised field. Especially if the finance
company acquired the Fannie Mae and Federal Housing
Administration (FHA) licence for affordable housing on
good and stable deals. The Affordable Lending group
has four originators and a dedicated underwriting
team, alongside 50 to 75 people who are focussed
on affordable Fannie Mae and Freddie Mac and FHA
lending within organisations such as Prudential. FHA
is a government entity, Fannie and Freddie are private
corporations that were sponsored and created by the
government. Partnerships are formed with a private
financial institution, in order to find and underwrite the
loans on their behalf. So an affordable housing provider
will find a developer, the financial institution will figure
out which loan product is best for them, then the
financial institution will lend the borrower the money.

30

© RICS Research 2014

Then the financial institution will sell the loan to Fannie
Mae or sell the loan to Freddie Mac. So ultimately the
financial institution (e.g. Prudential) is not the source of
the money, maybe on a short term basis, but ultimately
the money is coming from Fannie Mae or Freddie Mac or
one of their investors. Fannie, Freddie and FHA are usually
just providing a guarantee, and then they use that to bring
money in from other investors.
As such, lending parameters are really just based on the
lending primaries defined by Fannie Mae and Freddie
Mac. Although each one of those entities too, even
though a financial institution (e.g. Prudential) does not
have any affordable lending government regulations,
Fannie Mae and Freddie Mac are both given affording
lending goals. In order to meet those goals, Fannie Mae
and Freddie Mac will come up with specialised loan
programmes that are specifically suited to the affordable
housing sector. Usually the programmes have special
guidelines for dealing with properties that have tax
incremental financing or subordinate financing or Low
Income Housing Tax Credits (LIHTC). So the programmes
are all really designed to work together. For California,
the golden age of affordable financing was probably from
the mid-90s to the mid-2000s. At that point everything
was working well. The tax programme by the mid-90s
was about 10 years old and everybody really understood
it at that point. There was a gradual increase in pricing
on the tax credit side throughout that whole time period,
and on the lending side interest rates were just generally
going down – and thus a financial benefit obviously to
all developers.

4.3.8 Role of Communities, Citizens
and Residents as Voters
Interesting elements of the role of the community,
comprising of concerned (and more apathetic) citizens
and residents, play a large part on the financing of real
estate development in cities. Using the city and county
of San Francisco ‘8 Washington Street’ case as a point
of departure, a private developer in the city decided to
affirmatively go to the voters, because the development
would ‘change the face’ of San Francisco. The 8
Washington Street proposal went through the public
approval process for eight years, using advisory bodies
and being overwhelmingly approved by the city decision
makers. People in the surrounding neighbourhoods were
still concerned so the development was taken to the
vote. The voters resoundingly voted no and thus ended
the development’s progress. This demonstrates a robust
public process, albeit in terms of direct vote by residents
on a large stakeholder project. The big question for the
city and public beyond individual self –interest, such as
spoiling a view, is whether the development would be
creating value to the community. For San Francisco,
there is a claim that development is needed because
the city can only pay for those services if there is
ongoing development.
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In terms of community based organisation provision,
often indirectly for development, the city provides lots of
services for disadvantaged people. Moreover, citizens and
community organisations are always mindful about what
happens to the general fund because the organisations
re-paid out of the general fund to perform those services.
There are always going to be a group of people who
are concerned about the impact of a building on the
built environment and what it means for issues such as
traffic, pedestrian safety, wind, noise and shadows and
congestion. Furthermore, there is community interest
and concern about the impact on the current city. This
could be loss of industry, the tearing down heritage and
homes. The central focus of attention is whether the cities
character – economically, socially, and physically – should
be retained or able to move forward progressively. There
certainly is an argument how everybody who lives in
San Francisco, regardless of when they moved to San
Francisco, wants to freeze San Francisco exactly the way
it was when they moved here. It is the progressive steps
that have to be closely studied and acted upon, as inertia
is not an option to channel latent demand for smart and
inclusive cities that demonstrate equality of opportunity
and social justice.
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4.4 Outcomes of Innovative
Financing of Real Estate
Development (Good and Bad
Practice)
4.4.1 Working with strong public leadership
The finance mechanisms in themselves will be most
effective when used by the right mix and strength of
institutions, and those agents within them that lead
effectively. San Francisco, Chicago and New York are
put forward as being great examples of successes where
you have very strong public leadership and public policy.
They have the ability to finance it, but most importantly
execute an effective appropriation and distribution of
resources that are levered from real estate development.

4.4.2 Weak Stakeholder Links
For the institutions that contain strong leadership, the
strength in overall development success may depend
on the weakest institutional stakeholder link. One weak
link such as an uncommitted stakeholder will often result
in a project being stalled or move forward ineffectively.
With many stakeholders the number of links open to
break increases, for The Bay Area it has 101 cities, with
a huge number of agencies, water districts, air districts
and so on. Each is largely operating within their own silo
and working to their own agenda. So, as an example of
an easy breakdown in project progress, the city of say
‘Atherton’, one of the wealthiest cities in the US, would not
be forthcoming in having a high speed rail zipping past its
locale, meaning its residents would vote ‘no’ to any wider
regional or state wide change. As another example, say
the city of ‘Ross’, another wealthy city in the Bay Area, its
residents would not care too much for affordable housing
and therefore do not approve any. The point being with
weak stakeholder links is that there can be grand goals
and grand visions, but in the process the outcome is only
as weak as the weakest link. There are political impacts
where a housing project is not put forward as it may affect
an election seat for a council member, it does not matter
how good the project is. Local autonomy and authority
sounds great although there are certain issues to be
mindful of. Local decisions also face larger issues and
there are incentives for rewarding and punishing the local
municipality that does not play along.
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4.4.3 Timing and Flexibility of Finance
in Projects
Timing and Flexibility of Finance in real estate development
projects is another key way to provide successful
outcomes. Flexibility is a useful element to have in a real
estate development finance model. Real estate cycles
last five or six years, and moving along with that cycle is
important for all people involved, particularly developers,
to know that things can change, because their viability
models are going to change year on year. This is one of
the tensions in how much flex to put into the development
agreements and allow for it, and lock a certain amount of
time-value down. Each development plan and deal has
their own particularities, depending on what the private
development community risk is, or how much flexibility
they want.

4.4.4 Bonding as Evolving: Progressive not
Collapsed
An important point regarding the success of outcomes is
that public bonds are still an effective lever for real estate
development, even if the institution administering the
bonds has been deferred to another body. TIF-type bonds
were well regarded in California and in The Bay Area. It
was not that the redevelopment agencies over-levered
themselves and they caused a financial collapse. It was a
macro problem that caused the agencies to be disbanded
– and take the TIF instrument with it. The problem mainly
being at the state level, in that they could not balance
the budget following the global financial crisis (GFC). As
Infrastructure Finance Districts (IFDs) has shown, the use
of land value capture can still operate, although attention
needs to be made on how redevelopment can be levered
back in for public goods and services to be paid for.

4.4.5 Affordable Housing Consolidation
Further outcomes have seen a consolidation in the
affordable housing sector of real estate development,
particularly to prop up weakened balance sheets post
global financial crisis (GFC). Orderly transition agreements
are given to take over other non-profits if they do not
think they can survive. Note that such consolidation of
scale can have merit as there is much power in scale, and
many fragmented small providers may need to get bigger.
Economies of scale can be obtained, such as saving costs
in health insurance, property insurance, just by virtue
of having more buying power. In comparison to say the
UK, affordable housing providers in the US have not had
the luxury of being able to grow in the same way the UK
groups have. The US approach is very entrepreneurial,
and working with a lot of subsidy. In returning back to the
federal credit subsidy though, this consolidation would not
be enough alone. If the tax credit goes away, all affordable
housing providers will just be an operating company,
unable to do anything new without some replacement
for the credit.
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4.4.6 Consortiums Developing for
Policy Change

4.4.7 Flexibility of Cross-Sector Real Estate
Development Finance

Consolidations from takeovers are also seen alongside
consortiums that are developing with the intention to
have policy focused strategic partnerships. The Housing
Partnership US have created a real estate investment
trust (REIT) together as a group with other providers
and investors, with the Housing Partnership US mostly
collaborating around policy. In California, there are
three regional associations that do housing policy; the
Northern California Association, the Southern California
Association and San Diego. Most housing providers
work state-wide and therefore are a member of all three,
but Bay Area providers tend to do most of there work
through the Northern California group because of location
convenience. There are also two state-wide associations;
one of which is the California Housing Consortium that
advocates on behalf of for-profit and non-profit developers
of affordable housing.

A large emphasis for the Bay Area on real estate
development finance and successful outcomes is the ability
to cross-sectorally transfer resources. The Bay Area is
trying to put as many dollars as it can into transportation,
into transit, away from roads into mass transit, public
transit. This trend will no doubt continue, and this has been
a lot of the policy in California, it is harnessing this for other
real estate development sectors that will be crucial. The
transportation agents are often saying the money is meant
for transportation and that is a challenge. There is only
so much ancillary partnership that is able to be leveraged
for other sectors though. There is an acceptance that
there is going to have to be a return to creating a housing
constituency, and a policy for financial resources to address
the problem of cross-sector distribution. Furthermore, there
is a desire to see more integration of affordable housing into
mainstream commercial real estate, particularly to figure
out a way to do a programme that works. Historically, the
development programme created the incentive by providing
a low market rate debt financing to the entire development
for doing 20% affordable housing. Plus there are tax credits
on those affordable units. A programme of tax credit with
some additional sweeteners, such as exactions, could be
the difference makers in terms of creating a viable product
model that could be repeated. Although it would still be still
missing the core bonding redevelopment component.

For affordable housing in the United States, there is a
lot of money made in the business as a sector. There is
a lot of private sector money, so bond issuance makes
money, lenders and investors make money, so the
Housing Consortium represents all these groups. The
second state-wide institution as a consortium is Housing
California, which is more on the non-profit liberal side
of the spectrum, which represents knowledge of the
people and the tenants. Typically affordable housing
providers belong to both state-wide consortiums.
Again, in consortiums, political capital is paramount to
successful outcomes, and it is believed that affordable
housing cannot work without some kind of government
intervention – whether that is a tax credit, a zoning law,
housing vouchers, housing subsidies, or whatever the
mechanism is. There is a strong belief that you cannot
serve the poorest people without something coming out
of public policy, a feeling that an institution must engage
in the policy dialogue and must move it forward.

What is really key, is that the programmes and institutions
are all designed to work together, to generate a successful
synergy – ideally though a good practice drive. For instance,
Fannie Mae has a specific programme for Local Income
Housing Tax Credits (LIHTC), and has specific guidelines
on how to treat subordinate financing from a government
entity versus a subordinate financing from a private entity.
Similarly, government entities have specific guidelines
under which conditions they will lend money to a tax credit
deal or how the government entity will subordinate to the
senior loans from companies (such as Prudential). In the
big picture, finance in real estate development for cities
is a whole ecosystem that works together. The challenge
in creating something similar to what exists in The Bay
Area for another country, is to understand how all of the
parts and the whole of the financing process compare
and contrast. To go full circle, the task of this report was in
part to meet this aim, particularly as the potential lessons
to learn from this case study are immense and potentially
replicable with an appreciation of context.
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5.0 Conclusion

5.1 Approach: Blended and
flexible finance
Given the overall positive economic growth in the
Bay Area, there are variances at smaller scales. For
instance the economic growth of San Francisco clearly
is economically growing, through the demand of the
technology industry and real estate speculation. Whereas
cities such as Oakland are economically growing through
over-spill demand for real estate values more in reach of
lower-income workers. These varied drivers and dynamics
at different scales, demonstrate the rather complex real
estate financing and associated city planning financial
structures that are not mutually exclusive or uniform. In
reality, financial structures occur over multiple governance
levels, involve those with political persuasions on both the
left and right of the spectrum, and often are organized
in partnerships that blend public and private interests.
Multiple sectors involving affordable and market value rate
housing, infrastructure provision, industrial and commercial
integration, plus retail and leisure space, often need flexible
arrangements that consider time flexibility for completion
and phasing – and as such, have enabled site level projects
to contain flexible financial products and arrangements that
suit financial viability for all stakeholders.
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5.2 Characteristics: 4 Tier Finance
(Federal subsidy and credit;
city bond and grants; city-project
tax extraction and exactionagreements; multi-institutional
donation)
The detailed characteristics and mechanics of city finance
in real estate development operate over multiple sectors and
tiers. Conventional sectors of finance include public, private,
not-for-profit surpluses, and philanthropic contributions –
furthermore, it is most interesting to consider the financing
of cities via real estate development (and vice versa) as a
four tier system. At the first tier, public federal finance is
provided and devolved to the city and sub-city scale via
government programs such as the LIHTC (Low Income
Housing Tax Credit) system, developed by the Community
Reinvestment Act (CRA) that encourage commercial lending
in the affordable housing sector. Second tier finance are
those elements that involve bonds and grants executed at
the city level, the major instrument used in California being
Infrastructure Financing Districts (IFD) that operate as value
capture instruments albeit less focused on blight as was the
now disbanded Tax Increment Finance (TIF) districts. Nonvalue capture bonds also contribute to this second tier with
mechanisms such as Community Facilities Districts (CFD)
that are bonded to finance to pay for public needs then paid
back via taxation. Grants for a city could be those such as
state-led regional priority development area grants that have
been selected to encourage Transit Orientated Development
(TOD) located at key transport hubs.
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Third tier financing involve those city level tax extraction
and exaction. City financing from tax extraction are via
instruments such as special property taxes (e.g. Prop
13), and affordable housing incentivized finance via
inclusionary housing fees and levies, plus inclusionary
zones that encourage cross-subsidization of finance for
affordable units. Exaction in this third city tier, includes
the use of imact fees on developers that contribute to
public costs occurring due to development, or from a
community agreement that will pay on the benefit principle
– Community Benefit Agreements (CBA). At this city
extraction and exaction tier, funds can be pooled by the
city administration, such as in the form of a Housing Trust
Fund (HTF) in the example of housing related real estate
development. The forth tier involves multi-institutional
donations both philanthropic and as private syndicates.
Real Estate Investment Trust (REIT) models can provide
multi-institutional economies of scale for projects that
no-one individual organization could finance, plus more
philanthropic contributions from several charitable trusts
that often provide gap financing and seed-corn money
for mission based projects to be realized.

5.3 Stakeholder-Institution:
Uncoordinated and complex
institutional finance –
partnerships in development
For institutions that are stakeholders in city finance and
real estate development, the blended approach and
tiered characteristic means that their organization is never
going to be completely integrated – more uncoordinated
and complex. Federal influence on city finance is highly
influential in scale of grants but often follow a specific
programme such as the pre-mentioned Low Income
Housing Tax Credit (LIHTC) system or federal assisted
foreign direct investment for real estate development.
State funds feed in and operate separately to federal
subsidy, although at present the influence on city finances
relating to real estate activity has been stalled with respect
to redevelopment, although there appears to be new
opportunities with state-driven real estate transaction
fees and a continuation of finance activity that engages
with demand for school catchments. The state is also
encouraging regional funds that involve institutions on
environmental and transport concerns – in particular,
the Association of Bay Area of Governments (ABAG)
and Metropolitan Transport Commission (MTC).
City administrations themselves have more financial
and regulatory control over real estate projects, but
ultimately depend on the resource base strength of the
administrative boundary – for instance San Francisco has
more leverage than Vallejo due to the high demand for
real estate development. Coordinated planning strength
and Master-planning capabilities are also heightened with
this emerging demand. This multi-level financial base has

some semblance of coordination via committees that have
little formal powers but vast influence, particularly through
the Joint Policy Committee (JPC) involving an array of
interested stakeholders. Partnerships also generate a form
of coordination as the formation of multiple-institutional
vehicles can ensure more interests are engaged,
from financial institutions to communities that have an
economic stake and voting right in the real estate projects
that affect them.

5.4. Outcomes: Consolidation to
Flexible Partnership Finance
These complex institutional mixes, with tiered financial
characteristics and blended approaches, have meant that
the outcomes of real estate development on city financing
have morphed since the Global Financial Crisis (GFC).
The morphing has shifted from an initial consolidation
of institutions to prop-up balance sheet deficits, towards
future pipeline projects that often incorporate several
partners, along with flexible finance structures to avoid
more volatile economic cycles that are expected in the
future. The successful outcomes of these partnership
will depend on the strength of public leadership, and the
strength of the weakest stakeholder link – particularly as
grand visions and fully financed real estate development
may not be realized due to local authorities not being
politically interested for fear of voter opposition.
The complexity and large scale of real estate development
means that the arrangements of finance in engagement
with the city have to be flexible to withstand any cyclical
changes in the development industry if risk of failure is to
be reduced. Bonds over the longer term (e.g. 20 years) are
one way to provide some stability, as long as the project
considers all aspects of the property market, including
property in areas where the market has failed. Public
goods and services as a result of the development also
need to be paid for – as such, the bonding approach
needs to be progressive, as was the mission of the
previous redevelopment agencies in the Bay Area case
study. Outcomes in the mission based affordable housing
sector have been in a period of financial consolidation
and consortiums that have formed to gain the benefits
of financial economies of scale, for both joint capital
ventures and political lobbying for the all important federal
LIHTC (Low Income Housing Tax Credit) programme. This
flexibility in institutional approaches for the housing sector,
is also mirrored in other real estate sectors and over a
cross-sector approach. Transportation hubs in the Transit
Oriented Development (TOD) approach provide a platform
for cross-sector finance of real estate development,
and is one approach that is gaining momentum as part
of a multi-stakeholder industry that has been evolving
financially over many decades.
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6.0 Implications for Policy and Practice

6.1 Implications of the Research
Users and beneficiaries of the research are widespread.
Practitioners in the private and public sector such as
policy-makers, local authorities, valuers, surveyors,
developers, investors, land economists, and planners
will subsequently learn from the research. For those
involved in urban policy the research can help to
maximize social gains by taking into account more
accurately and sophisticatedly the full economic costs
(including social and economic) when financing cities in
real estate development. Policy makers could use the
information to ensure a fair balance of financial resources
and gains are made for all stakeholders such as local
authorities, planners, developers and residents. Through
more considered knowledge of financing cities in real
estate development: local authorities and planners can
maximize gains for the public purse; developers can realise
viable returns on risk and investment; and residents and
communities can ensure that their neighbourhoods’ social
and environmental considerations are accounted for.
The study can be used by policy makers and national
and local government departments (e.g. Communities
and Local Government) who are financially appraising,
assessing, and evaluating the economic impact of real
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estate development (e.g. Enterprise Zone, Tax Increment
Financing District, Business Improvement District,
Accelerated Development Zone). Property developers
will benefit from the findings, as they will also be able
to improve quality when carrying out an investment
appraisal of their own projects in city spaces that are
affected by urban policy. Furthermore, the financial and
investment community at large can make more informed
and professional decisions based on the research.
Consultants, lobbyists, think-tanks, and research centres
will be able to use the ideas to gauge the impact of
financing cities in real estate development and begin to
make more precise and informed opinion. Academic
beneficiaries of the outputs will be those wishing to further
research and network in the field of city finance with a real
estate development focus. Students and lecturers in the
subjects of economics, finance, policy, planning, property,
construction, land economy, and surveying will gain
from the research. As similar to the clients of The World
Bank, this particular project can build on land-capture
transactions for cities by providing a greater offer of rich
opportunities to help close the infrastructure financing gap
and to support the sustainable real estate development in
cities (World Bank, 2009).
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6.2 Recommendations from
the Research

Learn lessons from cross-institutional perspectives
to provide more value for money for all stakeholders
involved in the financing of real estate development

Develop the US city finance findings as a potential
policy transfer opportunity for a better management
of real estate and financial resources in urban areas

Global and international lesson learning is another key
recommendation with respect to the ‘who’ issue of
stakeholders and implementation when considering
future city finance with real estate development. Lessons
on central-regional-local organizational relations for
finance are recommended for points of departure,
including the weak but imperative environmental and
transport institutions across multiple levels (such
as the more regional body, Association of Bay Area
Governments – ABAG). Lessons on coordination without
formal coordination channels is also interesting (such as
discussions that operate via the Joint Policy Committee
– JPC), plus a lesson learning of how partnerships can
galvanize multi-institutional finance and financial will from
resident voting stakeholders is recommended.

Many global connections can be made when looking at
the blended and flexible approaches being recommended
from the Bay Area Case study. Multiple scales and levels
of governance that engage with blended finance over the
private-public-philanthropic spectrum, with success at
different sites operating over different timescales. Largescale federal tax based elements of the blend could be
considered for policy transfer elsewhere (such as LIHTC
– Low Income Housing Tax Credits). The policy transfer
potential of bonds and grant schemes packaged at the city
scale could also be further explored, such as Tax increment
Financing – TIF; Community Facilities Districts – CFD; or
grants based on Priority Development Areas (PDA) based
on Transit Orientated Development (TOD) principles.
For city level tax exaction and exaction policy transfer
understanding can be made against mechanisms such
as special property taxes (such as Prop 13), Inclusionary
Housing Fees (IF) and Inclusionary Housing Levees (IHL),
and more cross-subsidised Inclusionary Zone (IZ)
approaches to development in order to include affordable
housing. Impact fees such as Community Benefit
Agreements (CBA) provide some useful policy transfer
understanding when considering if the external costs are
being paid for by those benefitting in the development
process. As city administrations financially gain from real
estate development activity, the pooling of finance from
these policy instruments will be interesting to gauge in
success, particularly as city administration Housing Trust
Funds (HTF) are beginning to gain momentum for more
localised public funding. Policy to encourage a pooling of
public-private-philanthropic resources by vehicles such
as Real Estate Investment Trusts (REITs) and the provision
of charitable gap financing or seed-corn money is also
worthy of recommended policy transfer exploration.

Critically reflect on outcomes of financing real
estate development via good and bad practice
to create an improved social and environmental
condition for those connected to cities.
Exploration of good and bad practice can enable a
reflection on whether outcomes of financing of cities
via real estate development in this case study promote
a set of improved social and environmental conditions.
The recommendations indicate that this reflection
considers ideas of collaboration and competition in
finance, particularly those practices that propose strong
fixed visions that paradoxically have enough flexibility
and stakeholder participation to deal with future problems
such as financial market collapse or volatility. The
progressive city bond history in the case study of dealing
with the environment and redevelopment is one such
good practice that has generated positive outcomes.
For affordable housing the continued support from federal
tax credits is another more specific practice that seems to
engage commercial activity with mission-based real estate
projects. Inclusive practices of cross-sector development
projects, such as Transit Orientated Development (TOD),
have the potential to lead the way in joined-up crosssector development projects, that use future finance
approaches at are blended and flexible, and most
importantly financially symbiotic for all stakeholders
to be a partner in.
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7.0 Further Research

Further research potential from the study is to undertake a
US national and international comparative study on the Bay
Area case study findings. This national and international
comparative work can be undertaken with respect to
the future financing of cities via urban development and
can engage with the findings on the broad approach,
characteristics, institutions and outcomes. Comparative
work on these themes can conceptually use ideas of
policy transfer and lesson learning, as well as reflecting on
outcomes of good-bad practice within different national
locations and between nations. In doing so, this research
potential will encourage greater understanding of good
policy initiatives and practice when financing cities via
urban development (and vice versa). For instance, the
international comparative work could engage with the
World Bank initiatives on sustainable urban development,
and urban finance initiatives in the European Union and
United Nations Development Program (UNDP) projects.
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