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EXECUTIVE SUMMARY

Transportation systems play a pivotal role in enhancing the productivity and quality of life in the
United States. Funding is provided by the joint efforts of federal, state, and local governments,
but increasingly, there is a gap between critical transportation needs and funds available
through traditional mechanisms.
The most recent Report of the National Surface
Transportation Policy and Revenue Study Commission, ―Transportation for Tomorrow‖,
indicated that the country needs to invest at least $225 billion annually from all sources for the
next 50 years to upgrade the existing system to a state of good repair and create a more
advanced surface transportation system. It notes that at present spending levels, mechanisms
are only able to cover about 40 percent of this amount.
State and local governments across the country are increasingly looking to build new fixed
guideway transit systems to help alleviate the adverse effects of traffic congestion and support
growth and redevelopment in the urban cores of metropolitan areas. However, the desire for
increased investment in transit infrastructure coincides with increasing strains on traditional
sources of funding for these projects. In addition, many transit agencies are struggling to keep
up with the mounting operations and maintenance costs of existing transit systems. Facing
budget shortfalls, transit agencies are forced to raise fares or cut service, either of which can
drive transit users away, potentially reducing ridership and exacerbating funding issues.
Given these economic conditions, transit project sponsors are increasingly looking for
alternative mechanisms to help finance and deliver new, large-scale transit projects. This report
examines a set of financing techniques termed ―value capture mechanisms,‖ and considers their
potential to help fund fixed guideway transit needs across North Carolina and for a particular
application: the Red Line commuter rail project in Charlotte‘s North Corridor.
Value capture strategies harness increases in property values from economic development
surrounding transit to help fund further investments in public transit infrastructure. Each
typically involves either a private sector contribution through an assessment or fee or a public
sector contribution drawn from increased property tax revenue. Both private and public sector
entities benefit financially from these increases in value; private parties through increased land
values and rents, and public-sector agencies through increased revenue from property or other
taxes. However, value capture mechanisms work only if demand for proximity to transit exists
and is reflected in real estate values.
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The eight value capture mechanisms considered in this report are as follows (see Chapter 3 for
details on each):
Joint development (or public-private partnership): the spatially coincidental
development of a transit facility and adjacent private real estate development, where a
private sector partner either provides the facility or makes a financial contribution to
offset its costs.
Air rights: a form of joint development in which development rights above (or, in some
cases, below) transit facilities are used to generate an increment in land value.
Development impact fees: one-time charges collected by local governments from
developers for the purpose of financing new infrastructure and services associated with
new development.
Negotiated exactions: one-time charges similar to development impact fees, but not
determined through a formal, formulaic process. Exactions can take the form of in-kind
contributions to local road networks, parks, or other public goods as a condition of
development approval, or can be requested in the form of in-lieu fees.
Land value tax: a tax on the value of land in the vicinity of a public transport amenity.
Tax increment financing (TIF): a mechanism allocating any increase in total
property tax revenues toward public investment within a designated TIF district.
Special assessment district: a self-imposed additional tax assessed on properties
that are expected to see a projected benefit due to the geographic proximity of a new
transit facility. Note: Taxes from ―new method‖ special assessment districts are

increasingly applied to finance a portion of the local infrastructure investment (i.e.
transit system) rather than to subsidize the system operating costs.
Transportation utility fees: utility fees assessed on characteristics thought to be
more closely related to transportation demand than property taxes.
In Chapter 4, we provide an overview of best practices in applying value capture to help fund
fixed guideway transit projects. The case studies covered in detail are:
The Atlanta BeltLine
Dulles Metrorail
Sacramento County
Portland Streetcar Loop Project
Southern California Metrolink
Several factors could facilitate or hinder the use of these value capture strategies to fund or
finance the North Corridor Red Line project, as discussed in Chapter 5 of this report. These
factors include:
Coordination between multiple jurisdictions
Support from private developers and property owners
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Project location and design
Current macroeconomic conditions
Legal considerations
Under North Carolina law, local government units may utilize a variety of value capture
mechanisms to service debt and fund improvements within their respective jurisdictions and
services areas. Two of these mechanisms require state approval and were only recently
allowed for use: tax increment financing and special assessment districts. Chapter 6 details
how each of these instruments work and what steps are required to implement them under
North Carolina law.
Considering the unique set of economic, political and legal conditions that exist along the North
Corridor, we recommend the following priority order for how to employ (and combine) the eight
value capture mechanisms reviewed in this report (see Chapter 7 for more detail):
1.
2.
3.
4.
5.

Tax increment financing
Special (tax) assessment districts
Joint development (including air rights and negotiated exactions)
Development/utility fees
Land value tax

These tools, in isolation or combination, could help close the funding gap for the Red Line
project. However, each has implementation challenges, and some are more risky than others.
No one of these mechanisms— or their use in combination—should be treated as a panacea.
Ultimately, use of value capture to fund and finance transit will be most helpful in filling gaps
when traditional funding sources are not adequate, and their implementation will involve
accessing funding sources administered by the region‘s local governments.
Moving the Red Line project forward from this point requires consensus on three major
policy/strategic concepts. These concepts, covered briefly in Chapter 8 of this report, will be the
focus of a subsequent policy memo by the Greenleaf/PB team.
1. Red Line as an economic development (vs. solely transit) strategy for the North Corridor
2. Red Line as a dual-benefit corridor meeting both freight (industrial) and passenger
(transit) objectives
3. Red Line as a unified vs. segmented value capture district
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I.

INTRODUCTION

Transportation systems play a pivotal role in enhancing the productivity and quality of life in the
United States. Funding is provided by the joint efforts of federal, state, and local governments;
taxation and user fees are the primary revenue sources, along with supplemental methods
including loans, bonds, public-private partnerships, and concessions. The most recent Report of
the National Surface Transportation Policy and Revenue Study Commission, ―Transportation for
Tomorrow‖, indicated that the country needs to invest at least $225 billion annually from all
sources for the next 50 years to upgrade the existing system to a state of good repair and
create a more advanced surface transportation system. It notes that at present spending
levels, mechanisms are only able to cover about 40 percent of this amount.
State and local governments across the country are increasingly looking to build new fixed
guideway (commuter rail, light rail, streetcar and bus rapid) transit systems to help alleviate the
adverse effects of traffic congestion and support growth and redevelopment in the urban cores
of metropolitan areas. However, the desire for increased investment in transit infrastructure
coincides with increasing strains on traditional sources of funding for these projects. Fixed
guideway projects are costly to build, and limited funding for projects at the state and local
level has created intense competition for federal transit funds. In addition to facing challenges
in obtaining funds to construct new transit systems, many transit agencies are struggling to
keep up with the mounting operations and maintenance costs of existing transit systems.
Facing budget shortfalls, transit agencies are forced to raise fares or cut service, either of which
can drive transit users away, potentially reducing ridership and exacerbating funding issues.
Sales tax receipts and other funding sources that many transit agencies rely on to fund capital
projects and agency operations have significantly declined during the recent economic
downturn. Given this economic environment, transit project sponsors are increasingly looking
for alternative mechanisms to help finance and deliver new, large-scale transit projects.

There is a well-established relationship between public transit investments and
nearby property values. Value capture strategies are mechanisms that harness
increases in property values from economic development surrounding transit to help
fund investments in public transit infrastructure or related improvements.
Value capture strategies create beneficial outcomes for public and private sectors, while directly
linking transit funding to the system‘s beneficiaries. Value capture strategies used to fund
transit vary in form; however, each typically involves either a private sector contribution
through an assessment or fee, or a public sector contribution drawn from increased property
tax revenue.
Both private and public sector entities benefit financially from these increases in value; private
parties through increased land values and rents, and public-sector agencies through increased
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revenue from property or other taxes. For the purposes of this report, the term ―value capture‖
focuses on those strategies that allow local governments or transit agencies to dedicate to
transit either: 1) a portion of the increased tax revenue; or 2) additional revenue through
assessments or fees based on value expected to accrue as a result of public improvements or
investments.
While many strategies are used to fund or finance infrastructure improvements, such as water,
sewer, and other utility systems, this report focuses on strategies designed specifically to fund
or finance fixed guideway transit or transit-related facilities or improvements.
The use of these value capture strategies may be authorized by the state, and can be limited or
restricted by state government statute.
In adopting legislative policy, the North Carolina
General Assembly most recently granted the authority to local, regional or state level public
entities to establish special assessment districts or tax increment financing districts, and to use
the revenue generated from the districts for specific purposes.
State and local governments also play a role in creating the environment needed to optimize
economic development value creation from transit projects or improvements. For example,
local governments create the zoning, which may, for example, allow developers to build mixeduse developments at higher densities. The implementation of any of the above strategies
requires coordination among a number of key public and private sector entities.
The principal roles played by these various agencies are summarized below.
•

Local transit agencies or operators are responsible for building, maintaining, and
operating transit systems. These transit systems can include fixed guideway transit
systems (light or heavy rail, streetcars, and some bus rapid transit) and local bus
service. Transit agencies may be direct recipients of federal transit funds, particularly in
major urban areas.

•

State and local departments of transportation and metropolitan planning
organizations develop transportation plans and improvement programs; build,
maintain, and operate transportation infrastructure and services; and distribute federal
funds to local entities for specific projects.

•

Local county and city governments are responsible for assessing and collecting
property taxes, development impact fees, or special assessments. In addition, local
governments, through agencies such as county or city planning and public works
departments or redevelopment agencies provide utility and transportation infrastructure
and facilities, and control land use planning, which includes zoning, design and growth
management policies.

•

Private developers decide on and create developments, and build and manage
housing units and commercial office and retail developments. In some cases, private
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developers enter into sale or lease agreements with transit agencies or other publicsector entities when undertaking joint developments.
•

Property owners pay property taxes and sometimes agree to enter into formallyestablished districts and pay assessments to local public-sector entities for the purpose
of funding new transit projects, other infrastructure (e.g., sidewalks, utilities), or
improvements to existing transit services.

To ensure adequate and sustainable transit investment for current and future needs, local, state
and federal policymakers are reassessing their current mechanisms of transit funding and
actively exploring alternative revenue sources. Capturing the indirect value associated with
transit systems is gaining interest as a supplemental finance mechanism. But many questions
remain about how to apply value capture, both in general and for specific cases.
This report has two primary purposes. The first is to provide a general education about value
capture and its use to fund transit. To this end, we ask and answer the following questions in
this document:
What is value capture and can it help fund transportation projects? (Chapter 2)
What specific value capture mechanisms are used for funding commuter rail and other
transit systems, and how do they work? (Chapter 3)
How have other transportation agencies and state and local governments used value
capture practices to fund or finance transit? (Chapter 4)
The second major purpose of this report is to provide detailed information about how the
agencies involved in Charlotte‘s North Corridor can use value capture to generate the funds
necessary for the Red Line project. To this end, we ask and answer these questions:
What are the factors that facilitate or hinder the use of value capture strategies in the
local context? (Chapter 5)
What guidance does the State of North Carolina give in the form of enabling legislation,
state statute or regulation to help guide the region‘s prospects? (Chapter 6)
What are the top priority techniques to consider for the North Corridor? (Chapter 7)
What policy steps are necessary to implement value capture for the North Corridor?
(Chapter 8)

Note: Federal policies and programs can affect the cost, design, and routing of transit
systems—characteristics vital to the viability of value capture strategies. The North Corridor
Red Line project is currently not eligible to compete for and as such will not be pursuing federal
funds. However, an appendix on the federal role in value capture for transit is included at the
end of this report, with the intent that that this information may be useful for other transit
projects in other regions of the State.
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II.

TRANSPORTATION AND VALUE CREATION

Real estate experts generally offer three bits of advice to people shopping for a home or
business: location, location, location. Most people don‘t want to live near a noisy factory,
hazardous waste site or other locally undesirable land use. Some neighborhoods are considered
safer or more prestigious. One important locational factor is accessibility, that is, the ease
with which people can reach services, activities and other important destinations. Accessibility
is the key component in determining the extent to which transit stations and associated
amenities increase nearby land and housing values.
Customer and employee accessibility to desired destinations tends to play a major role in
location decisions and, therefore, drives up the value of land in highly accessible locations.
Convenient transit facilities can come in the form of both public transit stations and freight rail
facilities. Increases in the capacity of each transit mode in response to rising demand leads to
increases in land value, whereas allowing congestion to worsen eventually lowers values.
Home buyers want to know that their prospective home is associated with a reasonable travel
time to health care services, shops, schools, parks and workplaces. Similarly, business
managers want a location that is easy for customers and employees to reach. A particular
location‘s accessibility is affected by both its proximity to people and activities and by the
quality of transportation serving it. In rural and suburban areas this depends primarily on
automobile travel conditions, so ―optimal‖ locations fall along major roadways and at highway
intersections.
This is why businesses tend to line highways, and suburban home
advertisements often claim ―Just 20 minutes from town!‖
In urban areas, transit access can also be important. By its nature, transit accessibility is more
concentrated. Transit users typically walk a few blocks from their origin to a stop or station, ride
a bus or train, and then walk a few more blocks to their destination. Transit riders generally
don‘t want to walk more than a half of a mile depending on the quality of access, comfort,
safety and convenience. As a result, locations within a half mile radius of a transit line or
station are considered to have prime access, providing benefits to residents and businesses
associated with reduced transportation costs and access to a larger pool of potential services,
jobs, customers and employees.
For example, people now recognize that by locating near a fixed guideway transit station they
can commute by train and avoid the cost of a second car. Quality transit service can leverage
additional economic development benefits. Transit oriented communities tend to have better
walking conditions and more clustered commercial activities than communities that are more
automobile dependent, and they often have lower parking requirements that provide additional
consumer savings. Several studies indicate that residents of multi-modal neighborhoods spend
significantly less in total on transportation than residents of automobile dependent
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communities. Quality transit service can also reduce the burden of chauffeuring non-drivers,
and insuring that people will have adequate access if they cannot drive for some reason (e.g., a
physical disability or poverty).
Transit corridors that support business enterprise and accommodate industrial goods have a
particular advantage from an economic development standpoint over conventional trucking
options. Industrial land users are attracted to sites with direct access (via spur) to dualpurpose rail lines that transport both people and freight, offering more cost effective and
efficient logistics operations and increased patronage.
Similarly, any business operating on a global platform wants to locate near transit stations that
attract employees and customers, and reduce their infrastructure and parking costs.
All else being equal, convenient rail transit service increases an employers‘ potential
employment pool, and many types of retail businesses seek to capture the competitive
advantage that concentrated pedestrian traffic around transit stations affords.
Of course, as with any infrastructure project – be it a fixed guideway transit system, a public
park, a highway or a school – there may be negative impacts that reduce the location value for
some people. Some people move away from highways to escape the noise and smog, and
some move away from playgrounds to escape the noise of kids at play. But for the market
overall, positive impacts outweigh the negative impacts, increasing overall property values near
rail rapid transit.
When all is accounted for, the more accessible a location is, the higher its property values. For
many years real estate experts and developers assumed that transit accessibility was being
displaced in importance by automobile accessibility, but in recent years there has been
increasing recognition of the potential importance of rail transit, and therefore the potential that
proximity to quality transit service can increase nearby property values. Note that this increase
in property value only reflects a portion of the total benefits of public transit: those that are
directly perceived by the person who is buying or renting a building. There are usually
additional benefits to other people and to overall economic productivity.
Accessibility is a dynamic concept: transportation networks continually are being modified, and
employers and residents respond to these changes to transportation networks, and the
accessibility they provide, by eventually changing their location. These location (land use)
decisions and the patterns of accessibility (transportation) they represent become capitalized
over time into real estate markets, giving rise to a different set of location incentives. Land use
and transportation systems and their associated patterns of accessibility are therefore
characterized by ―accessibility feedback loops,‖ which affect all of the different actors in these
systems. The following diagram is a stylized representation of these feedback loops.
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Figure 1: Development Accessibility Feedback Loops

Proximity to transit can affect property values in three somewhat different ways, one negative
and two positive.
1. Being located very close to a transit station or along a transit line tends to have
nuisance effects including noise and air pollution from trains and increased automobile
traffic from users. These effects may reduce residential property values very close to a
transit station or rail line.
2. Transit gives one location a relative advantage over other locations, attracting
residential, commercial and industrial development that would otherwise occur
elsewhere in the region. This is an economic transfer that benefits the local area.
3. Transit can also increase overall productivity by reducing total transportation costs
(including costs to consumers, businesses and governments for vehicles, parking and
roads) and providing a catalyst for clustered development. These more efficient
development patterns provide economies of scale, which can reduce the costs of
providing public services and increase productivity due to improved accessibility and
network effects. Although the full extent of these productivity benefits are difficult to
quantify, they can be large: just a few percentage points increase in property values, a
few percentage points reduction in automobile and parking costs, and a few percentage
points increase in business productivity in a community can add up to hundreds of
millions of dollars in value. Proximity to commuter rail tends to be particularly important
for:
o Industrial land uses;
o Retail businesses that serve transit riders;
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o
o
o

Employment centers that attract many commuters, such as offices, medical
centers and educational facilities;
Recreational and entertainment activities that attract large crowds; and
Residents who cannot drive, or prefer to use alternatives.

These potential economic benefits suggest that public transit systems could be partly funded by
capturing a portion of the increased property values. Many planners and economists now
recognize that cities can use value capture to fund transit system development costs (and a
major portion of operating costs) by taxing a portion of the value creation on adjacent
properties resulting from transit accessibility.
Many studies have investigated the concept of value capture to fund transit. Most researchers
examining the value effects limit their data to properties within transit corridors (i.e., within
about 1/4 mile of a transit station, which is the distance that people are typically willing to
walk). More recent studies suggest that this perspective underestimates the full impact; many
now extend the area of impact to ½ mile, especially where commuter rail is involved. Some
suggest that a greater capital improvements revenue base would be available to transit
agencies if rising land values within an entire region were appropriated through a general landbased property tax.
There are many examples of potential or successful land value creation associated with transit
system improvements. In recent years there has been broad-based and rapidly growing
support for transit-oriented development (TOD). This has been enhanced during the economic
downturn. If properly derived through dense, compact, mixed use and walkable patterns, TOD
becomes the moniker for increased property values, reflecting the direct benefits to residents
and businesses of having diverse transportation options, including automobile and parking cost
savings.
Similarly, freight-oriented development (FOD) refers to an area where manufacturing,
warehousing, distribution, and freight forwarding operations are consolidated with ready access
to a multimodal transportation network (i.e., some type of transit in addition to highway
access). FOD builds off the macro-economic trends that are causing more freight to be shipped
long distances and funneled logistically through strategic locations.
Transit-oriented locations, as a valuable and scarce resource, are similar to waterfront property.
Of course, not every transit improvement provides significant land value increases. Only if

demand for proximity to commuter rail exists will substantial increases in property
values likely to occur.
A number of factors are necessary to support this type of development, including land use
development policies, rail service improvements, and other mobility management and urban
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design strategies, all of which must work together to make transit- and freight-oriented
development and the associated commuter rail service more cost-effective and attractive to
consumers and businesses.

FROM VALUE CREATION TO VALUE CAPTURE: THE BENEFIT PRINCIPLE
A general principle sometimes referred to as the ―benefit principle‖ holds that systems are more
efficient if their costs and benefits are better related to each other. Given this principle, a
simple consumption tax (i.e., gas tax for roads) would seem like a reasonable funding source,
given the assumption that transportation benefits are proportional to vehicle operations.
However, in addition to creating benefits for travelers, transit improvements also stimulate
unique ―value creation‖ for owners and developers of nearby property in the form of higher land
values and/or property prices, or enhanced development opportunities. In order to conform to
the benefit principle, a portion of these gains could be recovered to help fund transit
improvements. This is ―value capture.‖ Transit improvements create benefits for three
beneficiaries:
1. The general public, which benefits from broad economic and social returns. Such
benefits create a rationale for use of general fund financing. Because the growth of the
general tax base occurs through the life cycle of a transportation facility, the
corresponding general fund revenues are suitable for both initial capital costs and
ongoing operations and maintenance (O&M) costs.
2. Transit users, who benefit from reduced travel times and enhanced safety. Such
benefits create a rationale for the use of gas taxes, mileage charges, vehicle sales and
property taxes, tolls, and transit fares. Typically, users receive the bulk of the benefits
through the use of facilities, indicating that these types of charges may be assigned to
users to cover most (O&M) costs.
3. Property owners and developers, who benefit from increased property values
generated by transit improvements. Such benefits create a rationale for the use of
value capture policies such as land value taxes (LVT), tax increment financing (TIF),
special assessments (SA), transportation utility fees (TUF), development impact fees
(DIF), negotiated exactions, joint development (JD), and air rights.
For these
beneficiaries, value gains are mostly realized upon the completion of the transit projects;
therefore, these strategies may be used more often for capital costs.
While multiple value capture mechanisms can be applied simultaneously, the total
level of value capture cannot exceed the total benefits derived from a transit
improvement. Otherwise, the financial instruments would negate the economic
rationale for development.

14

VALUE CAPTURE FOR THE CHARLOTTE RED LINE and STATE OF NC

FINAL REPORT

III.

VALUE CAPTURE MECHANISMS

Below is a summary description of the eight primary value capture techniques, including an
examination of the salient aspects of each in relation to economic efficiency, equity,
sustainability, feasibility, and, where appropriate, implementation considerations. While almost
all are available for use by local governments and transit agencies, most require some level of
state statutory authority to institute. These techniques vary greatly in terms of their overall
complexity and implementation challenges. The eight techniques described below are organized
according to their time horizon, i.e. whether they create value in the short or long term.
All value capture mechanisms fall into two main categories: 1) those that produce large lumpsum payments at one point in time; and 2) those that result in an ongoing stream of revenue.
This distinction has important implications for whether the captured value is likely to be an
accurate estimate of the actual increase in value. In the case of one-time funding sources,
developers often make a single lump-sum payment that is meant to capture the total expected
value from the transit system as capitalized into the piece of land they are using. If the
expected value is correct, this is a fair system for all. However, if the expected value turns out
to be substantially higher (lower) than the realized value, then the private (public) sector reaps
these uncertainty-based gains. In the case of ongoing funding sources, payments are
incremental, and naturally self-correct over time as the capitalized market value of the transit
system is revealed.

ONE-TIME FUNDING SOURCES
One-time funding sources are value capture mechanisms that require a single lump-sum
payment by property owners, developers, and/or commercial interests in the vicinity of a transit
system. The advantage of these value capture mechanisms is that they can generate a lot of
revenue quickly, and have the potential to contribute substantially to the capital cost of the
transit project. Their disadvantage is that once this money is spent, there is no ongoing source
of land value-based revenue to subsidize the operation and maintenance of the system. Value
capture mechanisms in this category generally include joint development, transfer of land sales
and development impact fees.

Joint Development
Joint development (JD), as typically applied in discussions of value capture, refers to the
spatially coincidental development of a transit facility (e.g., a transit station) and adjacent
private real estate development, where a private sector partner either provides the facility or
makes a financial contribution to offset its costs. For the purposes of this report, the above
definition is used to refer to various forms of cost-sharing or revenue-sharing arrangements.
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The one time-tested value capture strategy, joint development generates revenue for the
transit agency through a lease or sale of publicly-owned land through partnerships with private
or nonprofit developers, or other public sector partners, to create a portion of a transit-oriented
development district.
Increasingly referred to as public-private partnerships (PPP) by most transit agencies, joint
development has historically operated primarily as a land transfer agreement. However, this
tool is now becoming more often a formal partnership between the private sector and the local
government or public transport agency to build a real estate project on land previously
controlled by the public sector. Joint development arrangements take a number of forms,
including a lease of land, air rights, or space to a developer; sale of land for specific types of
development; joint construction of a transit facility and private development; and others. Public
and private partners can share costs, revenues, or financial risk depending on the particular
arrangement.
Note that as defined here, joint development mechanisms do not necessarily require cash
money to the public sector. In some cases, long-term leasing of development rights is also
considered to be joint development. In this case, the local government or transit agency
acquires land in and adjacent to the transit station at market price before ground is broken to
build the transit project. After the project is built (or concurrently), the owner can then enter
into long-term leases with developers for ground, air, or subsurface development rights (see
below for further discussion of air rights). In this case, the added value from the project is
capitalized into the lease price and paid out over time. Because these are usually extremely
long-term leases, with payment due in full at the start of the lease period, they supply large
lump sums of money at one point in time.
JD arrangements generally promote efficiency, as the voluntary nature of the transaction
ensures that the expected benefits of the private sector partner exceed the cost (or share of
costs) of the transit improvement that he or she anticipates. This characteristic also promotes
benefit equity among participants.
Since the nature of JD arrangements is location-specific, the tax base is rather narrow and the
amount of revenue generated can fluctuate widely. Joint developments are often politically
supportable, due to their narrow impact, and offer the opportunity for income over an extended
period of time, but entail a higher degree of administrative complexity. Joint development has
been used successfully to help cover public transport system capital costs because of the
upfront transfer payment approach. However, this mechanism is likely to be successful only for
the most profitable station areas.
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Note: Any joint development using federal funds to make transit-related capital improvements
must follow FTA‘s joint development guidance and meet the statutory definition of an eligible
―capital project‖. Federal transit law defines a capital project for joint development as follows:
A public transportation improvement that enhances economic development or
incorporates private investment, including commercial and residential
development, pedestrian and bicycle access to a public transportation facility,
construction, renovation, and improvement of intercity bus and intercity rail
stations and terminals, and the renovation and improvement of historic
transportation facilities, because the improvement enhances the effectiveness
of a public transportation project and is related physically or functionally to that
public transportation project, or establishes new or enhanced coordination
between public transportation and other transportation, and provides a fair
share of revenue for public transportation that will be used for public
transportation. In addition, a person making an agreement to occupy space in
a facility under this subparagraph shall pay a reasonable share of the costs of
the facility through rental payments and other means. 49 U.S.C. §
5302(a)(1)(G).
Joint development improvements shall be eligible for FTA funding if they satisfy
the criteria set forth above, and do not fall within the exclusion detailed at 49
U.S.C. 5302(a)(1)(G)(ii), which excludes the construction of a commercial
revenue-producing facility (other than an intercity bus station or terminal) or a
part of a public facility not related to public transportation.
Pros

Cons

Efficient (voluntary
transaction)

Administratively complex

Politically palatable

Works only for the most
profitable stations

Air Rights
Air rights are a form of joint development in which development rights above (or in some cases
below) transit facilities are used to generate an increment in land value. Air rights agreements
promote efficiency to the extent that the increment in land value generated by the facility
exceeds the cost of its development. The sale of air rights may also promote benefit equity,
since the costs of a transit improvement can be allocated more proportionally among non-user
beneficiaries.
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Similar to joint development, air rights agreements tend to provide a narrow tax base and a
fluctuating amount of revenue, though they can provide some or all of the initial capital costs of
a specific project. The narrow scope of impact associated with air rights projects suggests
political feasibility, though they share some of the administrative complexities associated with
joint development arrangements.
Pros

Cons

Efficient

Narrow tax base

Benefit equity

Fluctuating amount of revenue

Politically palatable

Administratively complex

Development Impact Fees
Development impact fees are one-time charges collected by local governments from developers
for the purpose of financing new or expanded infrastructure and services associated with new
development, including capacity-increasing transit projects.
Impact fees are similar to
negotiated exactions in that they are charged primarily to new development to help recover
growth-related public service costs, but differ in that impact fees can be levied for off-site
services, such as local roads, schools, or parks. Generally, fees are based on a formula taking
into consideration the number of new dwelling units or square feet of non-residential space and
the relative benefit the infrastructure provides the property. For transit projects, relative benefit
is usually determined by the distance a development is located from a transit line or station.
The rationale for these fees is that they help to pay for the expanded transit accessibility and
service that is necessary to serve the people who use the new development. Development
impact fees are often applied to highly localized improvements and provide a clear link between
fees collected and benefits received. For instance, a residential impact fee may go to pay for
sewer connection. However, they are also used programmatically for large scale projects, such
as the impact fee program in Orange County, California which helps pay for the highway system
developed in the southern half of the county to help connect large outlying tracts of
developable land. Impact fees are not a primary source of revenue for transit improvements in
most jurisdictions, but can help finance the share of transportation budgets attributable to new
development.
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The efficiency of impact fees can be established to the extent that they pass along the marginal
costs of land development, including the provision of transportation infrastructure, to the main
beneficiaries. Politically, the mechanism is generally well-accepted, as fees are levied against
new development rather than existing residents and business owners. Similar to TIF, the
perception that imposing impact fees on new development allows improvements to ―pay their
own way‖ may increase public acceptance. However, in some instances, fees have become too
onerous and have reduced the competitiveness of certain areas. Fees that are higher than one
or two percent of the cost of a property could certainly impact that property‘s competitiveness
relative to a similar property with no fee.
In North Carolina, local governments have not received independent authority to impose impact
fees since 1991, and now require general authority from the General Assembly before imposing
fees on a municipality, special district or individual development. The local government must
then formally determine fee levels and pass its own ordinance outlining details of the fee
program. Impact fees have been used widely throughout the state, mainly to fund underground
infrastructure including water and sewer and for public school funding. To date North Carolina
does not have a formal impact fee program as a means to fund specific public transit
improvements.
Pros

Cons

Efficient

Not a primary source of revenue

Politically palatable

Can discourage development if fees are
perceived as too high

Negotiated Exactions
Negotiated exactions are functionally similar to development impact fees, though they are not
determined through a formal, formulaic process, and are typically not applied to off-site
infrastructure provision. Exactions can take the form of in-kind contributions to local road
networks, parks, or other public goods as a condition of development approval, or can be
requested in the form of in-lieu fees. Exactions generally promote economic efficiency and
social equity.
In most cases, negotiated exactions should be seen as a supplemental source of revenue,
rather than a large-scale replacement for more traditional sources of revenue. Negotiated
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exactions, like impact fees, are generally politically feasible, as they are seen as a way to make
new residents ―pay their own way.‖

Note: Although not typically categorized under the heading of value capture, ―transfer of land
sales‖ has been used by a number of transit agencies to generate up-front revenue for projects.
In this case, a local government OR transit agency surpluses or acquires (re)developable land
in the vicinity of the transit station at market price before the project is built and value has
increased. After the project is in place, the owner can sell the now higher-value land on the
open market, capturing the added value in the transaction. Similar to long-term leases, land
sales provide large lump sums of money at one point in time.
Pros

Cons

Efficient

Not a primary source of revenue

Social equity

Can discourage development if fees are
perceived as too high

Politically palatable

ONGOING FUNDING SOURCES
Ongoing funding sources are those value capture mechanisms that involve recurring payments
by those entities benefitting from the public transport system. The advantage of these
mechanisms is that they can be a sustainable source of revenue to subsidize the ongoing
operating costs of the system. In some cases, they can also be used as a form of collateral to
secure a loan for system capital costs. Value capture mechanisms in this category include land
value taxes, tax increment financing, special assessments, and leasing of commercial space in
and around stations.

Land Value Tax (LVT)
A LVT is a tax on the value of land in the vicinity of a public transport amenity. Rather than
being assigned to a specific project, land value taxes more generally capture the value created
by the provision of public goods, including the accessibility afforded by transportation networks.
LVTs can be levied on land or buildings. A tax on land is generally preferable to a tax on
buildings, as the former would result in less economic distortion due to the fixed supply of land.
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A pure tax on land is possible, though rarely used. A LVT could be structured to be in addition
to existing property taxes with the stated purpose of financing the location benefit (in this case,
access to the transit system), or it could replace the land-based portion of the property tax.
While land value taxes are desirable from the standpoint of economic efficiency and
sustainability, they would most likely be deemed slightly regressive in terms of ability-to-pay.
Further, land value taxes can prove politically challenging due to high visibility and potential
unpopularity. LVT can create incentives for compact development, but has had limited
application, in part because it functions as a hybrid of conventional land tax methodologies.
The untapped motivation to stimulate compact development lies in the impact owners of more
valuable land near transit stations would experience by having to pay higher taxes, raising the
cost of leaving properties vacant or under-developed.
Implementing a land value tax in North Carolina requires the same implementation process as
other additions or alterations to property taxes. To date, no North Carolina municipalities have
used LVT as a means to fund specific public improvements and few other municipalities have
done so across the country. Where such programs have been implemented, municipalities
typically use a land value tax on underutilized or abandoned properties in areas identified for
new growth, so as to influence turnover to motivated developers or property owners.
Pros

Cons

Economically efficient

Slightly regressive (ability to
pay)

Can create incentives for
compact development

May have political issues

Limited application (hybrid of
conventional land tax
techniques)

Tax Increment Financing (TIF)
TIF is the most commonly applied value capture mechanism used in the United States It does
not add any new taxes to an area, nor does it deprive governments of existing
property tax revenues. Instead, part of or all of future property taxes (above a set baseline)
resulting from increased property values or new development are dedicated to paying for the
public improvement that drove this revenue. See Figure 2, below, for a graphic representation
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of how the incremental property taxes are defined and allocated to a specific project (relative to
base assessed value in the district).
Some still argue that the use of TIF is unfair to communities outside the district, suggesting it
results in the removal of property tax growth in TIF districts from the general tax rolls.
However, the distinguishing characteristic to a transit TIF is that it only captures value from
growth across a market sector and at a value that would otherwise not occur in the community.
While this technique is most commonly used by local governments to promote housing,
economic development, and redevelopment in established neighborhoods, tax increment
financing has been used in some instances to finance transit projects. The limited application of
TIF districts for transit purposes makes it difficult to evaluate the efficiency of application.
Evidence from several cities suggests that, given favorable conditions, the increment in property
value that may be captured from a transit improvement can be very large, though dependent
on many factors including mode, location and market demand.
While TIF districts promote benefit equity, they can raise some unique issues related to
geographic equity, as overlapping jurisdictions (e.g., school districts) often do not share in the
benefit from a TIF district. TIF districts may be limited to specific projects and one-time capital
costs. TIF revenues can be used as they accrue, on a pay-as-you-go basis, or as is the case in
North Carolina, can be bonded against. In this most common case, a public agency will issue a
general obligation (GO) bond to finance the infrastructure and then use the TIF district revenue
to replenish the general fund. This GO approach usually provides better debt terms than if the
TIF revenue is the only stream dedicated to repay the bonds.
Politically, TIF does not involve tax rate increases and as such carries a lower political visibility
than some other funding sources. Moreover, the perception that TIF projects ―pay their own
way‖ by capturing only revenue generated directly by the projects themselves may mute local
opposition and increase public acceptance. TIF districts do require a great deal of effort from
administrative staff in adopting jurisdictions, especially in ensuring that legal requirements such
as needs assessments are met. Once TIF districts are established, however, enforcement and
compliance costs typically come down to the lower levels associated with regular property tax
collection.
In North Carolina, local and county governments may issue debt to be repaid through TIF
without voter approval, but must meet guidelines established by the 2003 Project Development
Financing Act. Local governments looking to establish TIF independent of surrounding counties
must receive prior approval from the effected counties. Under current law, public infrastructure
improvements are permissible uses for TIF revenues in North Carolina, as long as they are
made in areas defined as ―development‖ or ―redevelopment‖ areas, or if the area is blighted or
otherwise in need of economic development according to North Carolina Statute § 158-7.3.
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Finally, the statue also restricts TIF districts to five percent of the land area of the local
jurisdiction.
For more detail on implementing TIF in North Carolina, see the ―Legal Considerations and North
Carolina Guidance‖ chapter (VI) of this report.

Figure 2: TIF Assessed Value (AV) Over Project Life

Pros
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Cons

Benefit equity

Highly dependent on mode, location
and market demand

Politically feasible

Concerns over geographic equity

Can potentially generate
large increment

Good potential (but limited track
record) for transit
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Special Assessment Districts
Property benefiting from transit improvements may choose to self-impose an additional tax to
help finance the improvement via a special assessment district (SAD). SADs are also sometimes
referred to as business improvement districts, local improvement districts, benefit assessment
districts, and community facilities districts. These districts designate a formal boundary in which
taxes or fees are assessed on properties that are expected to see a projected benefit due to the
geographic proximity of a new transit facility.
Special assessments are adopted through a vote by the group that will be paying the tax. The
group could be made up of property owners, residents, or businesses. Various methods have
been used to determine which properties receive special benefit and how to allocate charges
among these beneficiaries. Some of these methods include distance from an improved facility,
property frontage adjacent to an improved facility, and property acreage.
These taxes are increasingly applied to finance a portion of the local infrastructure investment
(i.e., transit system) rather than to subsidize the system operating costs. Therefore, although
they are a funding source that continues to provide a stream of revenue over a period of time,
special assessments often have ―sunset‖ dates and are not in place indefinitely. North Carolina
SAD legislation went into effect on August 3, 2008 and is currently set to sunset on July 1,
2013. Legislation to extend this period could come before the General Assembly during the
short 2012 or regular 2013 sessions, as long as an extension is signed into law effective July 1,
2013. SADs generally promote economic efficiency and equity along several dimensions.
However, given the location-specific nature of the mechanism, the amount of revenue
generated in each instance is relatively small and limited in use to initial capital costs. Political
feasibility may be an issue with special assessment districts, as they are highly visible to
affected property owners.
For more detail on implementing special assessment districts in North Carolina, see the ―Legal
Considerations and North Carolina Guidance‖ chapter (VI) of this report.
Pros

Cons

Economically efficient

Relatively little revenue generated

Equitable

May have political issues
Legislation to sunset in 2013
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Transportation Utility Fees
Transportation utility fees derive from the notion that transportation networks can be treated
like a utility, similar to other local services such as water and wastewater treatment, which are
financed primarily from user charges. These fees are typically property-based, but under a
broader interpretation, vehicle fees can also be considered a type of transportation utility fee
with the potential to help fund transit.
Property-based transportation utility fees are assessed on characteristics thought to be more
closely related to transportation demand than typical property taxes, which currently account
for a large share of local transportation revenues. Utility fees can improve efficiency by shifting
the cost burden from residential to commercial and industrial properties, which tend to
consume more transportation services than their relative tax contributions would imply.
In principle, transportation utility fees for transit improvements could help promote equity, but
only if a link can be established between the characteristics that form the basis of utility fees
and the value of the benefits received from consumption of the transit services—a link that in
the past has not been strongly established. The revenue from transportation utility fees would
be relatively stable, as the demand for travel is not terribly sensitive to cyclical economic trends.
Property-based transportation utility fees are politically feasible if only commercial properties
are charged, as shifting the cost burden to nonresidential properties would most likely be
popular among existing residents of a jurisdiction. Enforcement of property-based utility fees
may prove difficult, however, as it would be hard to deny transit services to a delinquent
property owner.
Vehicle fees are already in use in North Carolina (including in the Charlotte metropolitan area),
and are authorized for use to fund transit. Some towns are employing vehicle fees currently,
but could consider increasing these fees and directing revenues toward transit; other towns are
not yet employing this mechanism at all. This type of transportation utility fee may be of
particular interest for the Red Line project.
Property-based transportation utility fees, while not currently in use in North Carolina, are
permissible under current state law without voter approval as long as the fee is not considered
an additional tax. Municipalities in Oregon, Colorado, and Texas, among others, have
successfully implemented transportation utility fees to fund operations and maintenance costs
mainly for surface roadways, but similar programs could be implemented to fund capital costs
for public transit by securing general obligation bonds.
Municipalities have several options for the application and collection of property-based
transportation utility fees. Most commonly, a city or county will base fees on the number of trips
generated by developed properties, which are classified by use (commercial, industrial, or
residential) and a fee schedule is adjusted based on average traffic counts for that type of
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property. Properties that use or influence road use the most will have higher fees. For a transit
project, fee levels could be adjusted to reflect station proximity, parking spaces or traffic
eliminated, or other innovative techniques.
Property-based transportation utility fees are typically collected by being grouped together with
other municipal utility bills rather than as an add-on to property taxes. This method is
preferable because it results in a stable revenue stream with smaller monthly bills for
customers. Additionally, grouping with other utilities solves the problem of delinquent property
owners by allowing the municipality or collecting partner to suspend service upon nonpayment.
Pros

Cons

Efficient (shift burden from
residential to commercial)

Difficult to enforce (property
tax-based only)

Stable revenue
Promotes equity if benefit link can be established (difficult)

Note: Although not typically categorized under the heading of value capture, leasing of
commercial space in and around stations has become increasingly important as a mechanism to
generate ongoing revenue and operational benefits to a system. The transit agency or local
government develops and retains ownership of the commercial space in and around stations,
and leases it out to businesses at market prices. This space is often quite valuable, since a wellused public transport system produces a natural customer base. However, there is inherent risk
involved in the ownership and leasing of commercial space, so the frequency of this application
has been limited to buildings and facilities in which the transit agency has a primary functional
use beyond the lease income (i.e., parking garage or transit station building).
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Figure 3: General Features of Value Capture
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Figure 5: General Framework of Value Capture Funding
Mechanisms
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IV.

VALUE CAPTURE BEST PRACTICES

Value Capture Finance is based on the idea that because investment in infrastructure and other
public facilities such as parks, landscaping, sidewalks, etc., creates value beyond the direct
investment, some of that value could be used for direct local re-investment. As public funding is
becoming more conservative, value capture is an important tool for generating investment
without dependence on public finance.
As it specifically relates to transportation, a robust empirical literature has corroborated the
property value gains associated with transportation investment. Recouping some of the
property value gains from public investment
in transport can provide a viable means to
Value Capture is a tool that can be used
help pay for the costs of that infrastructure.
by public entities to fund investments in
Other countries around the world have
infrastructure,
services,
or
other
effectively capitalized upon this practice. As
amenities by ―capturing‖ the added value
an example, the Copenhagen Metro was
that these expenditures create for private
funded entirely by finances raised through
owners and developers.
value capture. Similarly, the majority of
suburban rail lines in large Japanese cities have been funded through value capture techniques,
such as land banking. Hong Kong‘s rail system covers all of its costs, including operations and
maintenance expenses, from rents produced by land developments around stations and fare
receipts alone. While localities and states in the U.S. have not implemented value capture on
such a broad scale, within the last 10 years a growing number of entrepreneurial state and local
governments have embraced value capture as a new way to fund and finance transportation
infrastructure.

BEST PRACTICES OVERVIEW
This section offers a high-level perspective on best practices in implementing value capture
across the country. As the majority of applications have used joint development in one form or
another, this section presents examples in two categories: ―joint development‖ and ―other.‖
Several of the best practices mentioned briefly in this overview section are covered in greater
detail below as case studies.

Joint Development
Experience with joint development varies widely, both in quantity and type. More than half of
all transit agencies have used some form of joint development, while only 20% have used it
widely.
Agencies with extensive joint development experience have been responsible for
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almost 70% of all reported developments, and just three agencies (Los Angeles Metro,
Washington Metro, and Metropolitan Atlanta Rapid Transit) are responsible for over one third of
all reported joint development projects.
Joint development projects vary greatly in size and type. While they are often small and on a
single parcel of land near a transit station, a few transit agencies have created neighborhoodscale transit-oriented joint development districts. For instance, Atlanta‘s Lindbergh City Center
will eventually encompass 47 acres of mixed-use development near a Metropolitan Atlanta
Rapid Transit station.
Joint development projects also vary in the types of uses; while many include housing, office
and retail space, some include hotels, youth and family services, hospitals, clinics, or other civic
uses.
Transit agencies that have practiced joint development extensively share certain characteristics.
Specifically, these transit agencies have: formal joint development or transit-oriented
development policies; in-house real estate expertise; and developable land holdings on which to
build joint developments.
The permanency of stations along fixed guideway systems makes station areas more attractive
for joint development than station areas along bus lines or other non-fixed-guideway systems.
Although joint development is most often undertaken on fixed-guideway systems, a few
metropolitan areas (e.g., Los Angeles and Seattle) have implemented joint developments at
permanent intermodal transit centers and park-and-ride lots along bus rapid transit routes.
Transit agencies with extensive joint development experience adopt formal joint development
or transit-oriented development policies that allow them to prioritize joint development and
align their decisions and actions with broader agency and community goals. These policies
often have common goals, which include: increasing transit ridership; reducing automobile
dependency; generating revenue to support transit operations; and partnering with local
communities to achieve intensive, high-quality development near transit stations. These policies
consistently emphasize the importance of having an in-house real estate office along with
outside consultants who are dedicated to managing their agency‘s real estate assets, including
its joint development.

EXAMPLE: In Maryland, the Department of Transportation (MDOT) Office of Real
Estate has a $3 million bi-annual budget and several in-house staff dedicated to transitoriented development. The Office of Real Estate spends about $300,000 a year on
outside real estate consultants to assist its in-house staff in managing MDOT-owned
property. MDOT believes transit-oriented joint development is unlikely to take place
unless state and local transit agencies have an office dedicated to managing agency-
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owned properties and supporting local governments in ways that promote transitoriented development.
Also, transit agencies with extensive joint development experience are likely to have ownership
or a controlling interest in developable land holdings on which to build joint development
projects and transit-oriented developments. Many state and local transit agencies make land
available for joint development by converting underutilized surface park-and-ride lots at their
stations into transit-oriented developments with structured parking garages. Several transit
agencies have also constructed a number of joint developments on land holdings they originally
acquired for construction staging purposes during the system‘s initial construction and
subsequent expansions. Although several transit agencies have generated millions of dollars in
annual revenue from joint development, this annual revenue is generally small when compared
with an agency‘s annual operating expenses.

EXAMPLE: Three transit agencies with the most joint development experience (Los
Angeles Metro, Washington Metro, and Metropolitan Atlanta Rapid Transit)
generated between $184,000 and $8.8 million in revenue from their joint development
projects in FY2008, while their total operating expenses for fiscal year 2008 ranged from
$374 million to $1.3 billion. Specifically, each agency‘s FY2008 annual joint development
revenue—when compared with the agency‘s total annual operating expenses—amounts
to no more than 1 percent.
Most joint development revenues go into either a set-aside joint development fund or the
agency‘s general fund. Whereas general fund revenue is used by transit agencies for
operations and maintenance as well as capital projects, including joint developments, set-aside
funds direct money toward specific purposes.

EXAMPLE: Santa Clara Valley Transportation Authority revenue from joint
development projects is placed in a set-aside fund, rather than its general fund, and
used to fund the continued operation and development of the agency.
Revenue from one phase of a joint development can also be used to fund a later phase of the
same development.

EXAMPLE: MDOT transfers state-owned land adjacent to its commuter rail stations to
developers for transit-oriented development at stations. Developers consider the land
contribution a credit toward the construction of commuter garages on the transitoriented development sites.
A majority of transit agencies prefer to lease agency-owned land rather than selling it when
entering into joint development agreements. Agencies often favor leasing because it allows
them to maintain direct control over land use and receive an ongoing revenue stream.
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EXAMPLE: Los Angeles Metro land leases generate significant revenue for the transit
agency, and allow the agency to require ―attractive‖ developments and hold developers
accountable if they walk away from a failed development.
In some cases, selling land makes more sense.

EXAMPLE: Even though Washington Metro‘s board members prefer to lease agencyowned land, the agency may sell if it needs upfront money to build a parking structure
on the same development site. Furthermore, if a planned joint development project
includes for-sale condominiums, Washington Metro will sell the parcel rather than lease
it because the agency does not have the authority to own land where condominiums are
sold and the market is not comfortable selling condominiums on leasehold lands.

“Other” Value Capture Strategies
Based on the data collected and literature reviewed, special assessments, tax increment
financing, and development impact fees – ―other‖ value capture strategies - have not been used
as a significant source of funding for transit improvements. However, they have been used
consistently across a range of transit agencies to help supplement major funding sources.
Approximately 35% of transit agencies have used one or more of the other value capture
strategies. 10% have incorporated at least two of the three of other value capture strategies to
fund transit projects in their system. Of those transit agencies who have applied other value
capture mechanisms to fund transit improvements, 30% have used special assessment districts,
25% have used tax increment financing, and 40% have used development impact fees.
In addition, public entities more often use special assessment districts, tax increment financing,
and development impact fees to fund public infrastructure improvements—such as water and
sewer systems, roads, schools, or parks—than they do to fund transit or transit-related projects.
However, as transit demand has grown over the past 10 years, the trend of pursuing major
transit infrastructure projects funded by one or more of the other value capture strategies has
significantly increased.

EXAMPLE: Local governments in the Washington, D.C., region have generated
revenue for two major projects on Washington Metro‘s system through special
assessment districts: the Dulles Corridor Metrorail Project, which is extending the
Washington Metro system 23 miles, including a station at Dulles International Airport,
and the New York Avenue Metro Station project, which is the agency‘s first infill station
built without discontinuing passenger service. (For more detail on the Dulles Corridor
extension, see case study below).
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EXAMPLE: The cities of Seattle and Portland have constructed several new streetcar
lines using value capture strategies. Seattle‘s South Lake Union streetcar capital costs
were funded in part through a special assessment district, and Portland has funded
portions of its 4-mile streetcar line using special assessment districts and tax increment
financing. (See Portland case study below).

EXAMPLE: In Central California, Sacramento County is planning to dedicate a
portion of a development impact fee to fund three proposed bus rapid transit lines in the
county (see case study below for more detail). The Transbay Joint Powers
Authority (TJPA) in San Francisco is using tax increment financing revenue to fund
repayment of a TIFIA loan it received for the construction of a planned new multimodal
transit center in the city‘s downtown.

EXAMPLE: The city of Atlanta established a tax increment financing district to pay for
a majority of the costs associated with the proposed Atlanta Beltline project, a 22-mile
transit loop that will run along existing underused rail corridors. (For more detail, see
case study below)
Other value capture strategies are being used to fund basic infrastructure, streetscape and
station improvements at urban development projects all across the country. Several of these
are transit-oriented developments that also include parcel(s) being jointly developed by the
transit agency and their developer/partner. Examples follow below.

EXAMPLE: In the Charlotte metropolitan area, three development projects have utilized
―other‖ value capture strategies. Bryton (in Huntersville) and Metropolitan (in
Charlotte) were partially funded with synthetic TIFs. Mooresville approved a special
assessment district to repay infrastructure bonds used for Langtree at the Lake.

EXAMPLE: Contra Costa County, California, is using combined revenue from special
assessments and tax increment financing to construct a variety of public infrastructure
improvements at the Pleasant Hill transit-oriented development. These improvements
include backbone infrastructure, such as roads and drainage systems; place-making
infrastructure, such as parks and plazas; and a new structured parking garage to replace
the station‘s existing parking lot.

EXAMPLE: The city of Dallas, Texas, has recently established a transit-oriented
development tax increment financing district that includes seven station areas along
Dallas Area Rapid Transit‘s light rail system. Funds generated by this tax increment
financing district can be used to help pay for basic infrastructure improvements—such as
streets, water and sewer systems, and a portion of structured parking garages—at the
transit-oriented developments.
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EXAMPLE: In Baltimore County, Maryland, locally administered tax increment
financing revenue will be used to pay for two state-owned structured parking garages at
the planned Owings Mills transit-oriented development. A special assessment district will
also be established to help fund operation and maintenance of the state-owned
structured parking garages, roads, and other on-site improvements. In addition,
revenue generated through the special assessment district may be used to help pay
bond debt if the tax increment financing district is unable to generate sufficient revenue
to cover debt service payments. In Maryland, special assessments are often combined
with tax increment financing districts to help repay the tax increment financing bonds in
the event that the revenue from the tax increment financing district is not sufficient to
service the debt in a given year. The assessments are refunded if the tax increment
financing district generates sufficient revenue to cover the debt service on its own.
As shown by the best practice applications cited above, revenue generated from other value
capture strategies can vary widely. As one of multiple sources (a package of funding) used to
fund a transit project or the infrastructure supporting a transit-oriented development, value
capture can be critical to the financial feasibility of these projects and developments, often
filling a funding gap. The examples below illustrate this case.

EXAMPLE: The New York Avenue, Washington Metro station project would not
have happened without a special assessment district. The local government‘s financial
situation at the time prevented it from funding the entire non-federal share of the
station‘s construction costs. As a result, nearby property owners voluntarily agreed to
provide the remaining $25 million needed for the station‘s construction through a special
assessment district.

EXAMPLE: A special assessment district was critical to funding the city of Seattle’s
South Lake Union streetcar line because the city does not have a stream of money
dedicated to large capital transit projects.

EXAMPLE: Special assessment districts and tax increment financing have played a major
role in funding the city of Portland’s streetcar system because, unlike many other
cities, Portland does not have a sales tax dedicated to transit. Portland‘s lack of a sales
tax may help explain why residents are more supportive of tax increment financing than
residents of many other cities.

EXAMPLE: Tax increment financing is being used to pay for the construction of MDOT
structured parking at several new transit-oriented developments across the state.
Finding a way to pay for the construction of structured parking garages represents the
biggest hurdle for all jurisdictions undertaking transit-oriented developments.
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Structured parking costs are often characterized as the ―Achilles Heel‖ of transit-oriented
development.
Value capture has been critical to the success of several major transit infrastructure projects
and transit-oriented developments. And they all have been (or are being) funded in part by
other value capture strategies. These strategies have generated - or are projected to generate
- between $20 million and $1.7 billion - or between 4 percent and 61 percent of the total
project costs - for nine major transit infrastructure projects; and between $14 million and $750
million for the construction of parking garages, parks, and other place making and basic
infrastructure at five transit-oriented developments. See Figure 6 (below) and the case studies
that follow for more detail on how value capture has been applied to fund transit projects.
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Figure 6: Sampling of Projects Funded Using Other Value
Capture Strategies
Major
Transit
Infrastructure
Improvements (status)

Value capture strategy

(Dollars in millions)
Atlanta Beltline (planned)

Amount of
revenue
generated
through value
capture

Total
project
cost

Value capture revenue
as a percentage of
project costs

Tax increment financing

$1,700

$2,800

61%

Special assessment district

$25

$53

47%

Portland streetcar (completed)

Tax increment financing
Special assessment district

$41

$103

40%

San Francisco Transbay Transit
Center (in progress)

Tax increment financing
Special assessment district

$1,400

$4,185

33%

Washington Metro‘s NY Avenue
Station (completed)

Special assessment district

$25

$110

23%

Dulles Corridor extension (in
progress)

Special assessment districts

$730

$5,250

14%

Los Angeles Metro Red Line,
Segment One (completed)

Special assessment districts

$130

$1,420

9%

Seattle Bus Tunnel (completed)

Special assessment district

$20

$500

4%

Seattle South Lake
streetcar (completed)

Union

Transit-Oriented Development
Improvements (status)

Value capture
strategy(ies)

Amount of revenue
generated through
value capture

Onsite infrastructure
improvements funded through
value capture

BART Pleasant Hill transit-oriented
development (in progress)

Tax increment financing
and special assessment
district

$750

Backbone roads and drainage;
place-making parks and plazas; and
new structured parking garage to
replace existing surface lot.

Dallas Area Rapid Transit transitoriented
development
tax
increment
financing
district
(established)

Tax increment financing

$182

Basic infrastructure improvements,
including parking garages and water
and sewer systems.

MDOT State Center transitoriented
development
(in
progress)

Tax increment financing
(backed by a special
assessment district)

$100

Structured
parking,
station
amenities, affordable housing, and
other infrastructure improvements,
combined with other local bonds.

MDOT
Owings Mills
transitoriented
development
(in
progress)

Tax increment financing
and special assessment
district

$60

Tax increment funds to pay for
construction of parking garages and
special assessment funds to pay for
operation of garages, roads, and
other improvements.

MDOT Savage transit-oriented
development (in progress)

Tax increment financing
(backed by a special
assessment district)

$14

Structured parking garage to replace
the commuter rail station‘s surface
parking lot.
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DETAILED CASE STUDIES
Atlanta Beltline
www.beltline.org
The Atlanta BeltLine is a $2.8 billion redevelopment project that provides a network of public
parks, multi-use trails and transit along a historic 22-mile railroad corridor circling downtown
and connecting 45 neighborhoods directly to each other. At the heart of the Atlanta BeltLine is
an integrated approach to land use, transportation, greenspace and sustainable development
that will create a framework for future growth in the City of Atlanta.
Atlanta BeltLine, Inc. (ABI), formed by The Atlanta Development Authority in 2006, is the entity
tasked with planning and executing the implementation of the Atlanta BeltLine in partnership
with other public and private organizations, including City of Atlanta departments. The BeltLine
Partnership is a non-profit organization committed to raising funds from private and
philanthropic sources to support the Atlanta BeltLine. It works with neighborhoods, community
organizations, faith organizations, businesses and other groups to raise general awareness and
broad-based support for the Atlanta BeltLine.

Transit
A 22-mile loop of pedestrian-friendly rail transit along mostly abandoned former rail lines is the
spine of the Atlanta BeltLine, which will weave its way through 45 neighborhoods surrounding
Atlanta‘s urban core. BeltLine transit will also connect to existing MARTA service in up to five
locations and to future transit systems, such as the Peachtree Streetcar and commuter rail lines.

Trails
A 33-mile network of multi-use trails will help create a new public realm and pedestrian friendlyenvironment that will include the core 22-miles that follow the railroad segments, plus
numerous extensions to link together many of the existing parks and trails surrounding the
BeltLine.

Parks
The Atlanta BeltLine will increase Atlanta‘s greenspace, adding nearly 1,300 acres of new parks
and greenspace. The BeltLine will create a linear park with 33 miles of multi-use trails
connecting 40 parks, including approximately 700 acres of existing parks.

Affordable Workforce Housing
Over the span of 25 years, the Atlanta BeltLine is projected to create more than 5,000 new
units of affordable workforce housing by dedicating 15% of the net proceeds of the BeltLine
Tax Allocation District bond proceeds to the BeltLine Affordable Housing Trust Fund; these will
be a combination of owner-occupied and rental units.
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Environmental Clean-Up and Reuse
The Atlanta BeltLine has approximately 1,100 acres of brownfields that are slated to be
remediated and redeveloped.

Public Art & Historic Preservation
Public Art is a vital component of the Atlanta BeltLine, a new public realm that can redefine how
one experiences the city. The industrial character of much of the BeltLine corridor provides
many unique opportunities for art, and ABI is incorporating potential sites for public art in the
Master Plans for the Atlanta BeltLine's 10 subareas. ABI is also working to identify unique and
historic structures and sites along the BeltLine that preserve the city‘s rich and diverse character
and neighborhoods.
Funding
Over its 25-year lifespan, the BeltLine is anticipated to cost $2.8 billion. This project will be
funded through a number of different mechanisms, as described below.

Tax Allocation District (TAD) Financing
Atlanta BeltLine Tax Allocation District (TAD) financing is the primary local funding source for
the BeltLine and is expected to generate approximately $1.7 billion of the total project cost of
$2.8 billion more than 25 years.
The 6500-acre Atlanta BeltLine TAD was created in 2005 after receiving overwhelming support
from the community and votes of approval by the Atlanta City Council, the Atlanta Public School
Board, and the Fulton County Commission.
Tax Allocation Bonds were issued in 2008 and 2009, totaling $78.12 million.

Capital Campaign
The Atlanta BeltLine Partnership kicked off a $60 million capital campaign in 2007 to underwrite
the early development of key parks and trail segments along the BeltLine. The partnership has
raised more than $35.7 million towards the goal from more than 100 donors, including lead
gifts from many of Atlanta‘s largest foundations and corporations.

Federal Funding
The Atlanta Regional Commission has programmed $18 million of federal funding for use in
right of way acquisition and trail construction in the Transportation Improvement Plan (TIP).
Over $2 million of other federal funding for trail construction and transit planning has already
been committed to the BeltLine.
In addition, the Atlanta Regional Commission's long-range plan, the Regional Transportation
Plan calls for approximately $240 million in additional transit development funding
After the completion of the Alternatives Analysis and the approval of the Locally Preferred
Alternative by the MARTA Board, the next step in the Federal transit funding process is the
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Draft Environmental Impact Statement and Preliminary Engineering. The Federal Government
has earmarked $1 Million toward the funding of this next stage in the transit development
process. The Atlanta BeltLine will be able to apply for the competitive federal transit funds
available primarily via the New Starts program and/or the Small Starts program to fund
approved transit projects after the DEIS process is completed. The BeltLine is programmed for
matching federal funds in the Atlanta Regional Commission's long-range transportation plan.
The BeltLine will contribute to the development of an urban street grid that is conducive to
walkable and livable neighborhoods with streetscapes, sidewalks, and transportation
improvements. Of the $305 - $375 million in transportation improvements planned in the
Atlanta BeltLine Redevelopment Plan, a major component of the funding plan is anticipated to
come from Federal matching programs for pedestrian and roadway improvements.

City of Atlanta Funding
In addition to its participation in the Tax Allocation District, the City of Atlanta has invested
approximately $165 million in the BeltLine to date through Park Opportunity Bonds and
Department of Watershed Management and City of Atlanta Capital Improvement Program
funds.
Project Status
As of 2010, the Assessed Value in the TAD had increased by $590 million over the 2005 base
year. The certified growth rate over the base year is 52.1%. The TI revenue balance in 2009
was $6.6 million and $15.0 million in 2010.
The detailed implementation plan is expected to be complete by the end of 2011.

Transit
To date, nearly half (48%) of the corridor has been preserved, through land acquisitions. The
next step is to complete environmental studies, determine the alignment for the 22-mile system
and choose a technology (modern streetcar or Light Rail). These steps are being completed
through the Tier I Environmental Impact Statement (EIS), which Atlanta BeltLine, Inc. is
conducting with MARTA on behalf of the Federal Transit Administration. The EIS will be
complete in Fall 2011. The next step will be to begin preliminary engineering and design and to
identify the first segment or segments to build. The Atlanta BeltLine is on schedule to build the
first segment of transit within the next five to seven years.

Trails
To date, 3.5 miles of permanent Atlanta BeltLine trails have been completed, representing
10 percent of the total system.
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Dulles Metrorail
The Metropolitan Washington Airports Authority (MWAA) is constructing a 23-mile extension of
the existing Metrorail system, which will be operated by the Washington Metropolitan Area
Transit Authority from East Falls Church to Washington Dulles International Airport west to
Ashburn.
The purpose of Dulles Metrorail is to provide high-quality, high-capacity transit service in the
Dulles Corridor. New Metrorail service in the corridor will result in travel time savings between
the corridor and downtown D.C., expand the reach of the existing regional rail system, offer a
viable alternative to automobile travel and support future transit-oriented development along
the corridor. The extension will serve Tysons Corner, Virginia's largest employment center, and
the Reston Herndon area, the state's second largest employment concentration. And, it will
provide a one-seat ride from Dulles International Airport to downtown Washington.
The project will include 11 new stations. It will be built in two phases. Phase 1 will run from
East Falls Church to Wiehle Avenue on the eastern edge of Reston. It will include four stations
in Tysons Corner-Tysons east, Tysons Central 123, Tysons Central 7 and Tysons West.
Construction will began in March of 2009 and it will be completed in 2013.
Phase 2 will run from Wiehle Avenue to Ashburn in eastern Loudoun County. A construction
date has not been set for the extension that will serve Reston Town Center, Herndon, Dulles
Airport, Route 606 and Ashburn.
Funding Summary
Phase 1 to Wiehle Avenue is estimated to cost $2.6 billion. Funding will come from toll revenues
generated by the Dulles Toll Road, from commercial properties owners who have formed a
special tax district in Tysons Corner and from the federal government.
The $900 million federal portion was funded through a Full Funding Grant Agreement issued by
Federal Transit Administration (FTA) in early 2009.
At the local level, commercial landowners in the Tysons Corner area of Fairfax County have
voluntarily created a special commercial tax district to fund the local share of Phase 1. The
commercial tax district has been generating funds for the project. There is a $400 million cap
on the amount that can be raised through the tax district.
In addition, the Virginia Transportation Act of 2000 dedicated $75 million to the project. The
remainder of the project will be paid for using revenues generated by tolls on the Dulles Toll
Road.
Funding for Phase 2 of the project will be generated by the creation of special tax district
including commercial land owners within the Phase 2 corridor in Fairfax County, and revenues
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from the Dulles Toll Road. In addition, Loudoun County has already established sources of
monies to fulfill its obligations to the extension.
When the Metropolitan Airports Authority (MWAA) assumed management of the Dulles Corridor
Metrorail Project in August 2007, MWAA committed to completion of Phase 2 of the project.
A financial plan for Phase 2 will be developed after MWAA obtains the Full Funding Grant
Agreement from the FTA for Phase 1 of the project.
The total estimated capital cost of Dulles Metrorail of $5.25 billion includes the $2.75 billion
budget for Phase I that has been evaluated and accepted by the Federal Transit Administration
and the $2.50 billion preliminary cost estimate for Phase II. Cost components of Phase 1 include
$1.71 billion for the Design Build Contract; $120 million for related highway improvements;
$130 million for utilities & right-of-way; $240 million for rail cars, startup and testing; and $560
million for engineering, program management and contingencies.
Agency
Airport (DTR)
Airport (Aviation)
FTA
State
Fairfax
Loundon
Total

Phase 1

Phase 2

Total

1.203

1,563
215

2,767
215
900
275
846
252
5,256

900
252
451
2,756

23
446
252
2,500

% of
Total
52.5%
4.1%
17.1%
5.2%
16.2%
4.8%
100.0%

Airports
The Airports Authority is expected to fund $2.65 billion of the total costs through the issuance
of Bonds.

FTA
On March 2009, the Airports Authority entered in to the Full Funding Grant Agreement that
provided $900 million of federal funding for the project. As of March 2010, $320 million had
been received by the airports, $54 million was for preliminary engineering and $265 million was
for final design and construction. The Authority expects to receive the remaining FTA funds in
the amount of $581 million in annual payments through 2016.
The authority has agreed in the FFGA to issue up to $200 million in Subordinate Lien Bonds to
finance the Project.

State of Virginia
The state provided $75 million in funding under the Virginia Transportation Act 2000 to support
both phases of the project. These funds were expended between 2004 and 2007. In addition
the State has committed $200 million from the STP and interstate maintenance funds to the
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Project. As of March 2010, nearly $70 million of the $200 million committed had been
expended.

Fairfax County
The County expects to fund its contribution through tax revenues generated by a special tax
district that was authorized in 2004 to levy an initial incremental rate of $.22 per $100 assessed
value on commercial and industrial property. The tax levy does not apply to residential
property. State law allows the County to increase the tax rate to a maximum of $.40 per $100
of assessed value, if necessary to generate revenue that will provide net proceeds of $400
million. The county began collecting revenue in July 2005. As of December 2009, the County
had collected $138 million in District revenues.
A second special tax district was formed in 2009 to support $330 million in proceeds. This
district has a tax rate of $.05 per hundred dollars of assessed value. There is an annual increase
of $.05 until the rate reaches $.20 per hundred in FY 2014. This rate will be held until full
revenue operations commence.

Loudon

County

Loudoun County has proposed to use the existing Business Professional and Occupational
License tax as the main funding source for the Project, and has appropriated $120 million for
the Project.
Project Status
A Draft Environmental Impact Statement (Draft EIS) for the project was completed in June
2002. This Draft EIS evaluated several alternatives, including three Bus Rapid Transit (BRT)
options, a combined BRT/Metrorail alternative and a full Metrorail extension. Public hearings on
the Draft EIS were held in July 2002. Based on extensive public comments and input from local
jurisdictions, the full extension of Metrorail was recommended as preferred option or Locally
Preferred Alternative (LPA).
This Dulles Metrorail project was approved by the WMATA Board of Directors in November 2002
and the Commonwealth Transportation Board (CTB) in December 2002. The Project was also
endorsed by the Fairfax County, Loudoun County and MWAA Boards.
Following these approvals, a Final EIS was published in December 2004 and the FTA issued its
Record of Decision approving the environmental process in March 2005.
Construction commenced in 2009, shortly after the FFGA was awarded. Phase 1 is expected to
be complete in 2013, and Phase 2 in 2016.
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Sacramento County
In 1988, Sacramento County enacted a transportation development fee program for new
residential, commercial and industrial development. The development fees were a condition of
receiving funds from the ―Measure A‖ transportation sales tax and complement this funding
source by mitigating the impacts of new development. On December 16, 2008, the Board of
Supervisors approved a comprehensive update to the Sacramento County Transportation
Development Fee (SCTDF) including the adoption of new fee rates, district boundaries, and
capital improvement program. The SCTDF funds improvements to major roadway, transit,
bicycle and pedestrian facilities needed to accommodate travel demand generated by new
development through 2032. It includes six districts encompassing the entire unincorporated
area, each with its own fee schedule. The program‘s new fee rates are currently being phasedin over multiple years, and are subject to annual adjustments based on construction cost
indices.
Allocation of SCTDF funds to specific projects is based on project need and the availability of
revenues within the program. Fee revenue availability is dependent upon the level of
development activity. It is projected the fees will fund approximately $1.5 billion of
transportation improvements.
The Mitigation Fee Act, starting with Assembly Bill 1600 in 1988, established rules for the
imposition and on-going administration of impact fee programs in California. This state law
requires that local governments determine a reasonable relationship, a nexus, between the
need for public facilities in a fee program and the type of development paying for the fees. The
fee cannot be more than the reasonable cost of the facilities needed to accommodate the
development paying the fee. A ―nexus analysis‖ must establish these relationships, including the
identification of existing deficiencies, to determine new development‘s fair share of the cost of
future improvements. [i.e., if there are existing deficiencies, new development will not pay to

improve those existing deficiencies, hence why the fee revenue will not pay for 100% of
improvements to existing infrastructure. In addition, existing residents and employees will use
future improvements, hence why the fee revenue will not pay for 100% of future
infrastructure].
The roadway and transit improvements in the current fee program were intended to meet 2010
travel demand levels, which is the horizon year of the County‘s existing General Plan. The
transportation needs and fee allocation for the SCTDF Program Update are based on 2032
development forecasts prepared by the Sacramento Council of Governments (SACOG). Between
2005 and 2032, housing units in unincorporated Sacramento County are expected to grow by
52 percent and employment is expected to growth by 65 percent. This substantial growth will
increase travel demand throughout the County and thereby require infrastructure improvements
for all travel modes.
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Below is a table which summarizes the County transportation needs, projected to 2039. As
shown, the total transportation facility needs are projected to cost $3.76 billion. The County
development impact fee revenue projected to be generated will total $894 million, or
approximately 23.8% of the total facility costs. Therefore, 76.2% of the total costs will be
generated by other funding sources including sales tax, local agency DIF programs, and others.
Facility
Local Arterials
Transit Capital Improvements
Freeway Safety and Congestion Relief
Smart Growth Incentive
Environmental Mitigation
Total

Costs (in Millions)
DIF Revenue Total
$313
$1,466
$179
$605
$179
$1,465
$134
$134
$89
$89
$894
$3,760

Source: 2006 DIF Study, David Taussig & Associations, prepared for the Sacramento
Transportation Authority.

Since March 2006 (when an interim update was adopted by the Board of Supervisors), the
SCTDF Program fees ranged from about $2,300 to $7,800 per dwelling unit equivalent for the
current fee districts. The current fees, which help fund a much larger set of transportation
project needs, are up $11,453. Special financing districts have separate and lower countywide
fee rates in the SCTDF Program to eliminate overlaps between fee programs.
Annual Fee Adjustment – The fees will be adjusted annual based upon a ―construction cost
index‖.
$139.5 million of Development Fees are allocated to capital improvement projects for the period
of July 1, 2010 through July 30, 2017 per 2010 County Transportation Improvement and
Program Guide.

Portland Streetcar Loop Project
The Portland Streetcar Loop Project will be a 3.3-mile double-track extension of the existing
Portland, Oregon Streetcar system which originally opened in July of 2001. The Loop project will
extend tracks from the Pearl District, across the Broadway Bridge, connecting via Weidler Street
to Lloyd Center at NE 7th Avenue, south on MLK Blvd. to OMSI and return north on Grand
Avenue to Broadway and the Pearl District. The Loop project will provide 28 new streetcar stop
locations.
The original Portland Streetcar system, sponsored by the City and TriMet, the city‘s transit
agency, has for the past decade been considered a model for successful transit oriented
development. Since the project was formally planned in the 1990s, over $3.5 billion has been
invested in the immediate area, including over five million square feet of new commercial space
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and 10,000 new housing units. The Loop aims to continue these benefits east of the Willamette
River.
The cost of the Loop project is an estimated $148.27 million. Anticipated funding sources are
summarized in the table below.

Source
Federal
Portland Development Commission
State Lottery Funds
Local Improvement Districts
Local/ Regional
Total

Total
$75.4
$27.7
$20.0
$15.5
$9.7
$148.3

TriMet and the City of Portland are relying heavily on the use of value capture for capital
funding of the Loop project through the establishment of a Local Improvement District, which
will contribute over 10% of the project‘s total cost. Funding plans for the entire Portland
Streetcar system has called for a total of seven (7) LIDs since the system‘s opening over a
decade ago. Each LID is structured differently, but all typically base assessments on variables
including property type, distance from transit line or station, and square footage or frontage.
The Portland Streetcar Loop Extension LID includes properties from the east side of the
Broadway Bridge to the Oregon Museum of Science and Industry and is divided into two zones:
Zone A, which includes properties within one block or 200 feet the streetcar alignment or
streetcar-related improvements; and Zone B, which includes all other properties within the
project area. A provisional assessment of $7.70 per $1,000 in Assessed Value will be applied to
the real market value of individual properties within the project area, with no properties paying
less than $0.60 per square foot of land area. Properties in Zone B will have real market values
and land areas reduced by 50%. Owner-occupied residential properties are exempt from the
assessment, as well as public ROW, railroad, and federally-owner property.
The LIDs are structured similarly to development impact fees seen in other jurisdictions, in that
a one-time assessment is levied against properties in the project area to raise revenue
towards all non-rolling stock capital expenditures for the project. However, rather than paying
in lump-sum, property owners may choose to finance their LID payment over time. In these
cases, the City does issue bonds backed by the assessments from property owners that choose
to finance their payments over time.
Construction for the Loop extension broke ground in August 2009 with substantial completion
projected for winter 2011-2012 and commencement of operations in the fall of 2012.
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Southern California Metrolink
The Southern California Regional Rail Authority (SCRRA) is the Joint Powers Authority (JPA) that
operates the Metrolink commuter rail system. Metrolink has the highest ridership of any
commuter rail operation in California and is the fifth largest in the United States. It is also one
of the youngest, having started operations in October 1992.
The SCRRA is the operator of the Metrolink commuter rail system. Members of the JPA include
Los Angeles County Metropolitan Transportation Authority (LACMTA), Orange County
Transportation Authority (OCTA), Riverside County Transportation Commission (RCTC), San
Bernardino Associated Governments (SANBAG), and Ventura County Transportation Commission
(VCTC). Member agencies contribute to capital improvements within the Metrolink system and
provide operating subsidies. Each member agency owns rights-of way over which Metrolink
commuter rail services operate. Metrolink also operates over rights-of way owned by the
freight railroads. Local jurisdictions, Caltrans and some member agencies own and operate the
Metrolink stations. Amtrak long-distance trains and the state-subsidized Pacific Surfliner trains
also serve some stations.
During the late 1980‘s, several agencies conducted studies and developed plans for commuter
rail transportation in the Southern California region. These efforts gained momentum with
the passage of local sales tax measures for transportation in Riverside and San
Bernardino counties, and in 1990, in Los Angeles and Orange counties. In June 1990, at the
request of local officials, the
California Legislature enacted Senate Bill 1402, Chapter 4 of Division 12 of the Public Utilities
Code. This bill required the county transportation commissions of Los Angeles, Orange,
Riverside and San Bernardino to jointly develop a plan for regional transit services within the
multi-county region. Many of the supporters of commuter rail worked on state rail bond
measures that passed in November
1990, and which, combined with local sources and other state funds, provided for the purchase
of rail rights-of-way and construction of what was to become the Metrolink system. In
June 1991, following an eight-month cooperative planning effort, the four transportation
commissions mentioned above, combined with Ventura County Transportation Commission,
the Los Angeles-San Diego Rail Corridor Agency, and the Southern California Association
of Governments, produced a report entitled ―Southern California Commuter Rail, 1991
Regional System Plan.‖ The report outlined plans for a system to connect Southern
California with six commuter rail lines comprised of more than 400 miles of track and 60
stations by 1995. This ambitious plan would define the nation‘s sixth largest commuter
rail system.
In August 1991, SCRRA, a regional Joint Powers Agency (JPA), was formed. Voting
members with their respective number of votes are: Los Angeles County Metropolitan
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Transportation Authority (LACMTA), four votes; Orange County Transportation Authority
(OCTA), two votes; Riverside County Transportation Commission (RCTC), two votes; San
Bernardino Associated Governments (SANBAG), two votes; and Ventura County Transportation
Commission (VCTC), one vote. Ex-officio members of SCRRA include the Southern California
Association of Governments (SCAG), the San Diego Association of Governments (SANDAG), and
the State of California Department of Transportation (Caltrans). SCRRA is a separate entity
apart from any member agency, each of which has an independent board. The member
agencies and other public entities provide transportation within the counties serviced by SCRRA.
SCRRA is not considered a component unit of any other reporting entity.
SCRRA‘s purpose is to plan, design, construct, and administer the operation of regional
passenger rail lines serving the counties of Los Angeles, Orange, Riverside, San
Bernardino and Ventura. SCRRA named the regional commuter rail system ―Metrolink.‖ The first
three lines (San Bernardino, Santa Clarita and Ventura) started operation in October 1992. The
Riverside Line was added in June 1993, and the Orange County Line that extends 19 miles
into northern San Diego County was added in April 1994. The sixth line, Inland EmpireOrange County, the nation‘s first suburb-to-suburb commuter rail line, was added in
October 1995. In May 2002, the 91 Line was added to provide travel from the Inland
Empire through Fullerton and into Los Angeles. Over the first ten years of operations, SCRRA
systematically built the Metrolink commuter rail system to ensure quality and efficient
services for the 21st century. During fiscal 2007, Metrolink carried its hundred-millionth
passenger and opened its 55th station, maintaining its place as one of the fastest growing
commuter rail systems in the nation.
Metrolink commuter rail system‘s six-county service area encompasses approximately
2,300 square miles, boasts a population of over 20 million, and provides service over 500
route miles.
SCRRA receives its primary funding from its member agencies. The majority of sources for
transportation funds in these counties are local sales taxes (with the exception of Ventura
County), State Rail Bond funds, State Transit Assistance funds, State Highway Account
funds, State Transit Capital Improvement funds and Federal Transit Administration Capital
funds.
Metrolink operates over rights of way owned by the freight railroads. Segments of the Orange
County, Ventura County, Riverside, IEOC and 91 Lines all operate over freight railroads.
The SCRRA Budget has two components: the Operating Budget and the Capital Budget. The
Operating Budget details both operating revenues (such as fare revenue, maintenance-of-way
(MOW) revenue, member agency contributions, etc.) and operating expenses. The Operating
Budget consists of Operations and Maintenance-of-Way:
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The Operations portion of the Operating Budget includes expenses required to operate the
Metrolink system including train operations, maintenance of equipment, fuel, security, utilities,
transfer payments to other transit operators, revenue collection, payments to freight railroads
for dispatching, station maintenance, marketing and communications, passenger services,
general and administrative expenses, professional services, and insurance.
The Maintenance-of-Way portion of the Operating Budget includes ordinary maintenance of the
rights-of-way owned by SCRRA member agencies. It involves routine inspection and repair of
track, signals, and structures.
The Capital Budget is comprised of the following two major components:
Rehabilitation and Renovation projects – These are projects that extend the useful life of
existing capital assets through activities such as the replacement of worn ties and rail,
replacement of outdated signal system components, rehabilitation of tunnels and
bridges, and the programmed replacement and rehabilitation of the following rolling
stock components: car door operators; wheel trucks; heating/ventilation/air conditioning
(HVAC); traction motors; and head end power engines.
New Capital projects – These are capital projects that expand the system such as
sidings, double or triple main track, installation of new signal system components, new
rolling stock, and passenger information systems.
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V.

APPLICATION CONSIDERATIONS

Several factors could facilitate or hinder the use of joint development and other value capture
strategies to fund or finance the North Corridor commuter rail and station area improvements.
This chapter considers the most salient implementation considerations in detail.

COORDINATION BETWEEN MULTIPLE JURISDICTIONS
Chief among the factors required for successful implementation of value capture strategies is
the need for coordination among many diverse public sector entities across different
jurisdictional boundaries and with different authorities (and interests). This project involves
coordination between the transit agency (CATS), which is responsible for building, maintaining,
and operating the line, and several local governments who have authority over taxation, land
use, and development. In general, the following two situations are associated with particular
coordination challenges:
1. When tax increment financing is involved, transit agencies - which generally do not have
taxing authority - have to coordinate with local taxing authorities to help establish a tax
increment financing district and dedicate a portion of the tax increment toward the
transit project.
2. Because high density zoning around transit stations helps optimize the value available
for capture, transit agencies often work with local zoning authorities to modify zoning
regulations to target higher density development. Zoning regulations may also need to
be modified to allow for mixed-use development, particularly in joint development.
Some transit agencies have successfully coordinated with local governments when using value
capture strategies, while others have faced challenges. Some transit projects have been
successful because of effective coordination with local governments and redevelopment
agencies. This coordination can result in rezoning for greater densities around the transit
project, and/or dedicating some of the tax increment collected from an urban renewal area to
transit projects and transit-oriented developments. However, other transit agencies have found
it challenging to convince local governments to allow for higher-density development near
transit and they are working to improve their relationships with local governments.

SUPPORT FROM PRIVATE DEVELOPERS AND PROPERTY OWNERS
Support from private developers in the region helps advance projects that incorporate value
capture strategies. Private or not-for-profit developers or other public sector partners must
have an interest in partnering with the transit agency to develop the area around every transit
station for joint developments to occur. Efforts to establish a master developer agreement are
a good first step. Much more needs to be done, however, before the benefits of such an
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agreement can be effective. Support from many private developers (typically financial), is
critical to implementing transit projects and transit-oriented developments. In other regions:
•

Transit agencies have received upfront funds from private developers in joint
developments to help fund transit infrastructure, including the parking structure and
other transit station improvements.

•

In-kind land contributions (paid in lieu of a monetary development impact fee) have
been critical to implementing planned transit projects.

•

Technical support from developers has helped transit agencies and local governments be
more selective about which transit projects to undertake, because they can expand their
focus to prioritize routes and stations with the greatest revenue generation potential.

A private developer‘s long-term support is critical to the success of joint development because
publicly funded infrastructure projects often take longer than a typical developer is accustomed.
The support of private property owners in the vicinity of the transit corridor is critical to the
establishment of any special assessment district, which in turn is critical to the financial
feasibility of the overall project. Without this kind of support, a sizeable funding source for the
project could be eliminated. The support of one property owner – a majority owner in a
proposed special assessment district – can be the critical element to bringing a project to
fruition. In contrast, opposition from property owners surrounding a planned transit station can
also prevent the establishment of a special assessment district.

PROJECT LOCATION AND DESIGN
Transit project location and design, including zoning and parking requirements, materially affect
the feasibility of using value capture strategies and the amount of revenue that can be
generated. Not all jurisdictions have the potential to generate the same revenue as others
through value capture strategies. Here are some key factors that affect the revenue generating
potential from joint development:
•

Many locations cannot generate as much revenue from joint development as major
metropolitan centers of the country (e.g., the Washington D.C., metropolitan area or
San Francisco, California) because ridership and density are not comparable.

•

Land in locations deemed regionally significant (i.e., areas important to a region‘s
economy, including employment, commercial, and residential centers) can generate
more value, or revenue, through new transit infrastructure/improvements than locations
that are mostly residential.
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•

The extent to which land and housing values increase depends entirely on project
characteristics. The quality of transit service and the project‘s proximity to neighborhood
amenities, such as retail services, parks, and schools, can generate larger increases,
while lower relative incomes and higher crime rates have been found to negatively affect
the increase in property values.

•

A good transit system with a ―lifestyle‖ level of service (beyond simple commuting)
providing day-long duration and high frequency access is essential for the successful use
of value capture strategies and transit-oriented development.

For value capture strategies to be useful in the Charlotte region, the transit project must be
associated with land use zoning that targets high-density development. High-density zoning
encourages private development - particularly joint development - by increasing the project‘s
revenue potential, which in turn helps optimize the value available for capture by the public
sector.
In contrast, the need for parking can limit the benefits of using joint development. Commonly,
joint development projects replace surface parking with structured parking on a portion of the
former surface lot to allow space for new development. All acknowledge a need to replace at
least a portion of the existing parking spaces, but construction of structured parking (needed to
maintain parking capacity and to free up space on the parcel for new development) can limit
the amount of value that can be captured because such construction can substantially increase
a project‘s cost, thereby reducing the revenue raised through the use of the value capture
strategy.

THE CURRENT ECONOMIC REALITY
Current economic conditions are slowing down the implementation of all transit projects that
incorporate the use of value capture strategies, as well as the ability of value capture strategies
to raise revenue. Most transit agency, state and local government, and FTA officials have
confirmed that the current downturn has affected the use of value capture strategies to fund
transit in the near-term.
Several joint developments have been recently stalled or terminated because of the current
weak economy. Joint development projects are on hold all over until developers can obtain
financing for construction of development. Effected transit agencies have other parcels they
would like to use in joint developments, but are currently forced to wait until the economy
improves before issuing requests for proposals for projects.
The use of tax increment financing is also influenced by difficulty in selling bonds on the market
at a favorable interest rate due to the weak local economy. Several transit projects are (or
were) delayed or postponed until agencies are able to issue bonds at a favorable interest rate.
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Fortunately, signs are beginning to show that the bond markets are recovering and interested in
considering new projects.
Revenue raised through development impact fees is directly dependent on new development
projects.
Because new development generally slows down during a weak economy,
development impact fees may yield little or no revenue in the short term. The timetable,
therefore, for collecting the total revenue needed to fund transit projects will need to be longer
than originally expected because of the weak economy slowed down new development.
Interestingly enough, while the market downturn resulted in readjusted values downward on
many properties, the new lower basis will in the longer term yield higher returns than would
have otherwise been the case if the project had commenced at the peak of the economy.
Special assessment districts are more difficult to establish, and the assessments are more
difficult to collect during a weak economy. Property owners in the vicinity of transit may be less
likely to voluntarily contribute fees toward a project if they see a decline in their property value.
On the other hand, the strong economic conditions that preceded the current downturn helped
facilitate implementation of projects that were funded in part by established special assessment
district financing. Additionally, the downturn effectively illustrated for the development
community that the value of investing in and around transit stations proves to be more stable
and of greater value than other sites, further strengthening the economic basis used to build
the case for SAD involvement.
What is now evident from the recent history of the economy is that the region is coming slowly
out of the recession and will produce lower short term revenue, but over the long term, if
captured effectively, greater benefits and income streams. This reality signals the importance of
being positioned as the economy recovers so as to meet the demands of the marketplace and
secure the revenue that will come along with it.
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VI.

LEGAL CONSIDERATIONS
GUIDANCE

AND

NORTH

CAROLINA

State law in North Carolina specifically authorizes the use of value capture strategies such as
special assessment or tax increment financing districts for transit purposes.
This is not
particularly new, as 48 states allow use of mechanisms to achieve value capture for public
infrastructure improvement. Their experiences can be beneficial to across the state of North
Carolina and for the North Corridor in particular, as value capture is explored in this region.

EXAMPLE: California passed their first law in 1968 to allow the board of directors of
any rapid transit district to establish special assessment districts for the purpose of
raising revenue for transit.

EXAMPLE: In Maryland, legislation passed in 2009 allows revenue generated from
special assessment districts to fund infrastructure improvements associated with a
transit-oriented development, including related operations and maintenance .

EXAMPLE: By contrast, some states do not have laws authorizing the use of certain
value capture strategies, which effectively precludes their use. Arizona does not have
a law authorizing the use of tax increment financing.
In some states, revenue generated through special assessment or tax increment financing
districts cannot be used for funding operations and maintenance of the transit system.

EXAMPLE: In California, a state statute permits the Southern California Rapid Transit
District to establish a special assessment for financing a rail transit station or related
facility. However, the statute specifically limits the revenue generated from that
assessment to the financing of the facility for which it was levied, so that the revenue
cannot be used for any other purpose, including transit, transportation, or operating
expenses.

EXAMPLE: In Maryland, state statute authorizes the use of tax increment financing for
development projects, including transit-oriented developments, but does not allow
revenue from bond proceeds to be used to operate and maintain projects.
State laws have sometimes indirectly hindered the use of value capture strategies. Some states
limit the amount of revenue that can be raised or the locations from which it can be raised.

EXAMPLE: California’s Proposition 13, which amended the Constitution of California,
caps local property tax increases by limiting the annual real estate tax to 1 percent of a
parcel of property‘s assessed value (which can only be increased by 2 percent annually
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absent a change in ownership). This cap can limit the amount of revenue that can be
raised through tax increment financing until or unless a property changes ownership.

EXAMPLE: In California and Oregon, tax increment financing can be used only in
areas that are ―blighted‖ and are designated as redevelopment or urban renewal areas,
respectively. Moreover, in Oregon, the amount of land that can be established as an
urban renewal area is capped by state law - as little as 15 percent of the total land area
or 15 percent of the total assessed property value for municipalities with a population
over 50,000 and 25 percent of each for municipalities with a population under 50,000.
Under North Carolina law, local government units (counties and municipalities, as well as special
districts) may utilize a variety of value capture mechanisms to service debt and fund
improvements within their respective jurisdictions and services areas.
Two of these
mechanisms require state approval and were only recently allowed for use: tax increment
financing and special assessment districts. This chapter details how each of these instruments
work and what steps are required to implement them under North Carolina law.

TAX INCREMENT FINANCING (TIF)
If a municipality seeks to establish a TIF district, it must prepare a formal plan and send a
notice of the plan to the county or counties where the district will be located. The county then
has 28 days to disapprove the plan. If it does not disapprove the plan, the municipality may
proceed with implementation. Cities and counties may also work together to create a TIF
district.
TIF funds ―may be used only for projects that enable, facilitate, or benefit private development
within the development financing district, the revenue increment of which is pledged as security
for the debt instruments.‖ These investments could include anything from minor infrastructure
improvements such as sidewalks and sewers to major land acquisitions through the use of
eminent domain. If all goes as planned, the initial public investment will spark growth in
property values in the TIF district, due to new development on land, improvements on existing
structures, and replacement of lower-tax value properties with more taxable enterprises. TIF
funds are spent inside the boundaries of the TIF district, but they can also be spent outside the
district if a rational nexus can be shown to stimulate development within it. TIF bond proceeds
may be used for many of the same projects for which local governments can use general
obligation bonds.
In order to determine if TIF is appropriate for a transit project, it helps to understand how it
compares to other types of financing that a local government might consider. With statutory
TIF, a local government borrows money upfront to pay for the public improvements needed for
the project and pledges incremental tax revenues to repay the debt over time. TIF is most
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appropriate in settings where specific private investment is dependent on a public improvement
being made upfront.
An alternative to TIF is to have private developers pay up-front development costs and be paid
a cash grant to cover certain costs based on the amount of tax revenue generated by the
project. This is similar to development impact fees, negotiated exactions and the economic
development incentives local governments routinely offer to companies pursuant to Section
158.7.1(a) of the North Carolina General Statutes. A ―synthetic‖ TIF scenario in North Carolina
occurs when a local government does an installment financing or lease-purchase arrangement,
with certificates of participation (COPs) if needed, to finance or purchase the public portion of
the project. In this case, the debt is secured by the real property or asset being financed and is
repaid based on projected incremental tax revenues. Unlike installment/COP financing, TIF does
not require a mortgage or lien, which can facilitate property transfers.
The first step in using TIF for a transit project is to designate a particular area as a development financing district within an existing municipal boundary. This can be defined by areas
surrounding individual stations or contiguous along the length of the transit corridor.
In some cases, developers will take the initiative to establish a TIF district. In other instances,
the local government might create a district in which it believes public infrastructure
improvements are required to support private development. Regardless of who initiates it,
North Carolina law requires that both public and private investment be demonstrated to
establish of a TIF district.
Counties may establish TIF districts only in areas that are:

―blighted, deteriorated, deteriorating, undeveloped, or inappropriately developed
from the standpoint of sound community development and growth‖ or which are
otherwise ―appropriate for rehabilitation and conservation activities‖ or
―appropriate for the economic development of the community.‖
Cities may establish TIF districts in any of the above areas or in statutorily-defined:

―urban redevelopment areas‖ and includes: (a) ―property that is blighted‖; (b) ―a
nonresidential redevelopment areas; (c) ―a rehabilitation, conservation and
reconditioning area in present danger of becoming a blighted or nonresidential
development areas; or (d) any combination of the above.‖
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In addition to limiting the areas that can be designated as TIF districts, North Carolina law also
limits the total land area that a jurisdiction can assign to TIF districts. The total land area of all
TIF districts in a city or county, combined, cannot exceed 5% of the total land mass in the
jurisdiction. Within a TIF district located outside a city‘s central business district, no more than
20% of the square footage may be given over to commercial uses other than office space. This
limits the amount of the district that can be used for ―retail sales, hotels, banking, and financial
services offered directly to consumers, and other commercial uses other than office space.‖
Local governments must hold an open public hearing on TIF proposals, allowing input from
anyone who would like to speak. Following the hearing, the local government entity may
choose to amend its Development Financing Plan before finalizing it. As noted above, a
municipality must notify the county (or counties) in which a proposed TIF district is located and
allow 28 days for the county to reject the plan. Once the plan is finalized, the city or county
must submit it to the Local Government Commission (LGC) in the State Treasurer‘s Office,
which retains final approval authority over TIF bond issuance.
A local government seeking to use TIF must prepare a Development Financing Plan that
includes ten elements:
1.
2.
3.
4.
5.
6.
7.
8.

A description of the boundaries of the development financing district.
A description of the proposed development of the district, both public and private.
The costs of the proposed public activities.
The sources and amounts of funds to pay for the proposed public activities.
The base valuation of the development financing district.
The projected incremental valuation of the development financing district.
The estimated duration of the development financing district.
A description of how the proposed development of the district, both public and private,
will benefit the residents and business owners of the district in terms of jobs, affordable
housing, or services.
9. A description of the appropriate ameliorative activities which will be undertaken if the
proposed projects have a negative impact on residents or business owners of the district
in terms of jobs, affordable housing, services, or displacement.
10. A requirement that the initial users of any new manufacturing facilities that will be
located in the district and that are included in the plan will comply with certain wage
requirements.
North Carolina was one of the last two states to approve TIF, having rejected attempts in 1982
and 1993 even as TIF became overwhelmingly popular across the rest of the country. TIF was
included again on the statewide ballot in November 2004 under the name Amendment One and
was passed with a 51.3% overall majority and the support of voters in 56 of North Carolina‘s
100 counties. TIF proponents won narrowly with voters at the ballot box, and the political
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controversy over its passage largely subsided. The focus has now shifted to determining the
usefulness of TIF as an economic development tool.
When used for appropriate development projects, TIF can be an effective tool for stimulating
private investment and job creation. If successful, TIF projects do not result in higher tax
rates. The initial public expenditure is paid off using the increased tax revenues that come from
property improvements and market value appreciation within the TIF district. This ―selffinancing‖ aspect of TIF makes it a potentially attractive way to finance the public infrastructure
investments needed to spur private development. Compared to pay-as-you go financing, TIF
makes it possible to accelerate large, up-front infrastructure such as transit projects that are
time-sensitive.
A significant advantage of TIF is that it allows a local government to issue bonds without first
seeking voter approval through a ballot referendum. Compared to G.O. bonds, for example, this
affords more flexibility in how TIF might be used to respond to the particular needs of a
development project in a timely manner. The state requirements for a financing plan, public
input, and county notification ensure that TIF projects move forward systematically under local
control with some level of community consensus.
However, tax increment financing is not a silver bullet solution.
There is no guarantee that the initial public investment will spur sufficient the private
investment that, over time, creates enough increment to pay back the bonds. The inherent
speculative nature of TIF bonds makes them a risky proposition. If a TIF project fails to
generate enough new revenue repay the bond debt, it is conceivable that taxpayers may
eventually bear the brunt. Cities can pledge local option sales tax revenue as additional
security for TIF bonds, but counties cannot by virtue of their authority to levy the sales tax.
Both cities and counties may use most any other non-tax revenue source to shore up the bonds
and reduce their credit risk.
Adding private credit enhancements such as bond insurance or a bank line of credit provides
additional protection to investors against TIF revenue shortfalls. However, by raising taxes after
a TIF project has failed in order to protect its credit rating, a local government might actually
achieve, by accident, a result similar to what the law prohibits: a pledge of its full faith and
credit taxing power.
Part of the attraction is that TIF is such an easy tool to employ, since voter approval is not
necessary. But like any business subsidy it is vulnerable to overuse and abuse.

EXAMPLE: In Minneapolis, where the city made a $62 million public outlay for a Target
store, the Minneapolis-St. Paul Business Journal noted that ―TIF has done wonderful
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things all over the state, and throughout the Twin Cities, by actually rejuvenating rundown districts,‖ but ―there‘s just too much leeway for abuse.‖ In the newspaper‘s words,
―the real problem was that city leaders didn‘t know when to say, ‗Enough.‘‖
A local government can minimize the potential for overuse and abuse by making TIF decisions
in accordance with a set of guidelines that specify policy objectives, risk tolerance, analysis
methods and evaluation criteria, and required levels of citizen participation and public support.
Though not a guarantee of success, such policy guidelines can help public officials determine
when TIF is appropriate and provide a general framework for it use.
While TIF projects tend to occur mostly in larger cities, several smaller communities across the
United States are also using TIF.

EXAMPLE: The Council of Development Finance Agencies (CDFA) notes that Cayce, SC
(population 12,597) issued $5 million in TIF bonds in 2002 to pay for a riverfront park.
The complex nature of TIF projects can be a barrier for smaller communities since they typically
have less staff capacity and fewer resources to devote to planning and implementation. Smaller
communities may need to rely more on consultants and other external professionals, such as
bond counsel, to facilitate certain aspects of a TIF project. Another concern for smaller
communities is finding projects of sufficient scale to be appropriate for TIF given the higher
transaction costs and interest expenses involved relative to other types of financing.
As of June 2008, only three TIF projects had received formal approval from the LGC:
1. A $21.5 million investment in the Carolina Crossroads Music and Entertainment District
in Roanoke Rapids (population 16,505).
2. A $25 million investment in roadways, parking, and other public utilities related to the
development of the new town center in Woodfin (population 3,317), near Asheville,
was established in conjunction with Buncombe County.
3. A project in the Kannapolis area, where the City of Kannapolis and Cabarrus
County have been working together on a $168 million public finance deal to provide
infrastructure for the North Carolina Research Campus being developed by billionaire
David Murdock.
In 2007, the Charlotte-Mecklenburg County region pursued a multi-jurisdictional TIF plan to
help fund a portion of construction costs associated with the proposed North Corridor Red Line
Commuter Rail project. It relied on several station-area districts being formed. In this plan,
each of the towns and cities located along the 25-mile corridor (Charlotte, Huntersville,
Davidson and Cornelius in Mecklenburg County and Mooresville in Iredell County) would pay for
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station improvements and nearby area development. It envisioned that CATS would take the
lead on securing funding for infrastructure costs associated with the track and trains from their
½ cent sales tax revenue stream, along with state and federal New Start grant support.
The Charlotte region experienced a significant financial blow to their revenue during the recent
downturn in the economy, suffering a 30% loss in sales tax receipts. All of the municipalities
located along the corridor still sought to participate in the plan, but only Cornelius adopted their
portion of the TIF plan. Despite these setbacks, the region sustained its commitment to moving
forward and recently completed a study of funding for all transit system elements. That study
concluded it was fruitful to pursue TIF for the corridor as part of a regional transit funding
strategy, and that advancing TIF to help fund the commuter portion of the regions total system
(light rail, street car and commuter rail) would be particularly beneficial. As a result, efforts are
now under way to reconstruct TIF as part of a unified plan to help accelerate the
implementation of the commuter rail line in sync with an extension of the existing light rail blue
line and start up of an urban circulator streetcar line. TIF is now envisioned to play a more
important role in helping a locally funded commuter rail project achieve implementation, while
the light rail and street car are looking to New Starts funding for major funding support.

SPECIAL ASSESSMENT DISTRICTS (SAD)
During the 2008 and 2009 legislative sessions, the General Assembly bestowed new special
assessment authority for critical infrastructure needs on counties and cities to fund a wide
range of capital projects. It also authorized local governments to pledge the new assessments
as security for revenue bonds or as additional security for project development financing debt
instruments. The new special assessment authority became effective in 2008 and sunsets in
2013.
As was cited earlier in this report, a special assessment is levied against property to pay for
public improvements that benefit that property. Like a user charge (and unlike a property tax),
a special assessment is levied in some proportion to the benefit received by the assessed
property. Unlike a user charge, a special assessment is levied against property rather than
persons, and typically is used to fund public improvements rather than services.
A SAD is the geographic area in which the market value of real estate is enhanced due to a
public improvement and in which a special assessment charge is apportioned among the real
property parcels within the area to recover some or all of the costs of the public improvement.
Although ―SAD‖ is a common term of art in the development finance community, the North
Carolina authorizing legislation for special assessments does not specifically reference SADs.
Instead, it authorizes local governments to levy special assessments on ―benefited property‖
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within a geographic area to fund certain public improvements, based on traditional and new
methods.

The Traditional Method
The traditional special assessment method allows counties to impose special assessments to
fund the following public improvements:
Constructing, reconstructing, extending, or otherwise building or improving water
systems.
Constructing, reconstructing, extending, or otherwise building or improving sewage.
Acquiring, constructing, reconstructing, extending, renovating, enlarging, maintaining,
operating, or otherwise building or improving beach erosion control or flood and
hurricane protection works, watershed improvement projects, drainage projects, and
water resources development projects.
Constructing, reconstructing, paving, widening, and otherwise building and improving
streets and installing curbs and gutters.
Providing street lights and street lighting in a residential subdivision.
Likewise, the traditional special assessment method allows municipalities to impose special
assessments to finance the following public improvements:
Constructing, reconstructing, paving, widening, and otherwise building and improving
streets and installing curbs and gutters.
Constructing, reconstructing, paving, widening, and otherwise building or improving
sidewalks on any public street.
Constructing, reconstructing, extending, and otherwise building or improving water
systems.
Constructing, reconstructing, extending, or otherwise building or improving sewage
collection and disposal systems of all types, including septic tank systems or other onsite collection or disposal facilities or systems.
Constructing, reconstructing, extending, and otherwise building or improving storm
sewer and drainage systems.
Acquiring, constructing, reconstructing, extending, or otherwise building or improving
beach erosion control or flood and hurricane protection works.
Under the traditional special assessment method, the amount of each assessment must rest on
one or more statutory bases. The most common basis of assessment is front footage: each
property is assessed on a uniform rate per foot of property that abuts on the project. Other
authorized bases include the size of the area benefited and the value added to the property
because of the improvement. The governing board may impose the special assessments without
a petition, except for street and sidewalk improvements. The assessments may be paid (and
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often are) in up to ten annual installments along with interest on the amount outstanding in any
year.
Assessment revenue, including the interest portion, generally is not earmarked and may be
used for any public purpose. Local improvements often are financed from special assessment
revolving funds; assessment revenues generated from finished projects are used to finance new
improvements. The special assessments may not be imposed until the improvement being
financed has been completed. Therefore, the county or municipality must advance its own
funds to construct the improvement.
Finally, under the traditional special assessment method there is no statutory authority to use
the assessments directly to borrow money to fund project costs. In other words, with one
exception, the special assessments may not be pledged as security for debt financing. A local
government may provide additional security for project development bonds (commonly TIF
bonds) by pledging or granting a security interest in the special assessment revenue generated
under the traditional special assessment method on property located within a project
development financing district.

The New Method
The ―new‖ special assessment method differs from the ―traditional‖ special assessment method
in several respects:
It authorizes counties and municipalities to impose special assessments to finance a
different, although somewhat overlapping, set of purposes than the traditional special
assessment method.
It requires that counties and municipalities receive a petition for any of the authorized
projects to be financed by assessments signed by at least a majority of the owners of
real property to be assessed, and who represent at least 66 percent of the assessed
value of all real property to be assessed.
It authorizes counties and municipalities that impose special assessments to borrow
money to front the costs of projects for which assessments may be imposed according
to one or more of the following methods: revenue bonds, project development financing
debt instruments, or general obligation bonds.
It authorizes counties and (likely) municipalities to pledge the special assessment
revenue as security for revenue bonds used to fund projects for which the assessments
are imposed. And it allows local governments to include in the cost of assessments any
expenses authorized under the State and Local Government Revenue Bond Act.
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It allows counties and municipalities to impose the special assessments before the
projects being financed are complete. The assessments are based on estimated costs.
It does not expressly limit the bases upon which the assessments may be made.
Instead, it leaves the bases of the assessments within the discretion of the governing
board, subject only to the requirement that the assessments bear some relationship to
the amount of benefit that accrues to the assessed property.
It authorizes a governing board to allow assessments to be paid in up to thirty annual
installments, with interest.
It expressly authorizes counties and municipalities to contract with private agencies to
implement a project financed by the imposition of special assessments. And, if no more
than 25 percent of the estimated cost of a project is to be funded from the proceeds of
general obligation bonds or general revenues, it authorizes the local government to
exempt a private agency from the provisions of G.S. 143, Art. 8 (bidding statutes), with
certain restrictions.
It expires on July 1, 2013. (The expiration date will not affect the validity of

assessments or bonds issued or authorized before the effective date of the
expiration.)
The new special assessment authority may also be used by counties and municipalities to fund
all or a portion of the capital costs for which project development financing debt instruments
may be used to finance the installation of distributed generation renewable energy sources or
energy efficiency improvements that are permanently fixed to residential, commercial,
industrial, or other real property or infrastructure improvements.
The following table sets forth the specific authorized purposes for which the new special
assessment may be imposed and compares them to the authorized purposes under the
traditional special assessment method. The left-hand column highlights all the potential transitrelated capital projects that may be funded through special assessments. The three right-hand
columns indicate whether a particular project may be funded by counties under the traditional
special assessment authority, municipalities under the traditional special assessment authority,
or counties and municipalities under the new special assessment authority, respectively.
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Figure 7: Authorized Special Assessment Projects
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Figure 7: Authorized Special Assessment Projects (continued)

A local government may impose special assessments against benefited properties to fund all or
a portion of the capital costs of the projects. In determining the capital costs of the project
for which assessments are imposed, the governing board may include any expenses necessary
to provide sufficient moneys for the acquisition, construction, reconstruction, extension,
betterment, improvement, or payment of the project‘s cost, including engineering, inspection,
legal and financial fees and costs, the cost of rights-of-way, working capital, the amount of
interest paid during construction, the interest on any bonds or notes issued in anticipation of a
revenue bond issuance during construction, establishment of debt service reserves, the cost of
publishing and mailing notices and resolutions, and all other incidental and necessary costs.
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Special assessments may be levied to finance only the capital costs of the specified program.
However, while the new special assessment grants authority to raise money to fund the
specified projects, it does not authorize local governments to actually engage in the projects.
In other words, a local government must establish statutory authority (independent of the new
special assessment authority) to engage in a particular project that it wishes to fund in whole,
or in part, through special assessments. Both counties and municipalities have authority to
engage in most, but not all, of the specified projects for which special assessments may be
levied. There is a statutory procedure that is required for employing the new special
assessment method. It involves the following eleven steps:
Step 1:

Step 2:
Step 3:
Step 4:
Step 5:
Step 6:
Step 7:
Step 8:
Step 9:
Step 10:
Step 11:

The local government receives a petition from the majority of owners of the real
property to be assessed and who represent at least 66 percent of the assessed
value of all the real property to be assessed.
The local government determines the estimated cost of the project.
The local government adopts the preliminary assessment resolution.
The local government publishes notice that the preliminary assessment
resolution has been adopted.
The local government holds a public hearing.
The local government adopts the final assessment resolution.
The local government prepares a preliminary assessment roll.
The local government files, publishes, and distributes the preliminary assessment
roll.
The local government holds a public hearing on the assessment roll.
The governing board confirms the assessment roll.
If a local government chooses to pay for the costs of a project, it will then need
to follow the applicable statutory procedures for issuing the debt.

The new special assessment authority requires that the governing board of a local government
receive a petition for the project to be financed, at least in part, by assessments, signed by at
least a majority of the owners of the real property to be assessed and who represent at least 66
percent of the assessed value of all real property to be assessed before special assessments are
imposed.
The governing board of the local unit must select an assessment method that most accurately
allocates the costs among each lot or parcel of land according to the benefits conferred upon it
by the project for which the assessments are imposed.
Under the new special assessment authority, a local government may impose the special
assessments on benefited property before the project is complete. The assessments may be
based on the estimated cost of the project, as determined by the governing board. And, a local
government may require that the assessments be paid within thirty days of confirmation of the
assessment roll. Therefore, theoretically, a local government does not have to front the costs
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of the project with other revenue. As a practical matter, however, most local units will allow the
assessments to be paid in installments over time (the statute allows up to thirty yearly
installments) and will front the costs of the project from other revenue sources. A local
government may use general fund revenues or may issue revenue bonds, general obligation
bonds, or project development finance debt instruments to front the costs of the project.
A local government may also issue debt to provide for the payment of all or a portion of the
cost of a project for which assessments are imposed according to one or more of the following
methods:
Revenue bond
Project development financing debt instruments
General obligation bonds
There has been confusion regarding the relationship between special assessments and project
development financing, suggesting they are the same. In reality, project development financing
and special assessments are two different mechanisms available to local governments to fund
certain public improvement projects. Both financing mechanisms may be used to fund the
same project.
Project development financing is a debt financing mechanism that allows local governments to
borrow money to fund certain specified public improvements with the purpose of attracting
private investment in a designated area. The debt incurred by funding the public improvements
is both secured by and repaid from the additional property tax revenue resulting from the area‘s
new private development. A local government may pledge other revenue, including special
assessment revenue, as additional security for a project development financing debt instrument.
Local governments may impose special assessments on the properties located within a project
development financing district to finance a project that benefits those properties within the
district.
The new special assessment authority allows local governments to levy special assessments on
benefited properties for some or all of the costs of the same subset of public improvements for
which project development financing may be used. The special assessments are a lien on the
benefited properties on which they are imposed. Local governments may borrow money to front
the costs of the projects for which special assessments are imposed in one of three ways—
issuing revenue bonds, issuing project development financing debt instruments, or issuing
general obligation bonds. If a local government issues revenue bonds to fund all or a portion of
the projects for which special assessments are imposed, the debt incurred by funding the public
improvements may be secured by, and repaid from, the special assessment revenue.
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VII. RECOMMENDED FUNDING STRATEGY FOR THE NORTH
CORRIDOR COMMUTER RAIL
A series of factors comes into play in determining the funding strategy for the local share of the
Charlotte North Corridor Red Line Commuter Rail Project. Those include:
Programs that have proven effective across the country in promoting commuter and
freight rail development and from which best practices and lessons learned can be
derived,
Programs with a direct correlation between the funding approach and the benefits that
come from the funding, in this case support the development of the commuter line,
Programs with enabling legislation in North Carolina, and
Programs with initial acceptance by the local jurisdictions affected.
Eight value capture approaches have been identified where there is direct or limited
applicability. The strategies are grouped below in priority order, beginning with those with the
greatest capacity to fund the activities that have been identified for the overall commuter line
route and the local needs. The following discussion also provides commentary on how these
value capture mechanisms work (or cannot work) together in various combinations.

Note: The emphasis of an initial value capture analysis is to determine revenue sources. After
determining the projected revenues from the TIF or the other approaches listed below, it would
then be appropriate to evaluate the mechanisms to monetize the revenue flow, including: joint
development structures, TIF bonds, COPs, GO bonds or Synthetic TIFs. (For an introduction to
COPs and synthetic TIF, see ―Chapter V: Legal Considerations and North Carolina Guidance‖).

TAX INCREMENT FINANCING
It is projected that a significant percentage of the projected growth in the Charlotte area will
occur along the I-77 corridor, continuing the trend established over the last decade. The level
of development activity that is underway, proposed and in the entitlement process is substantial
in each of the towns and cities that will benefit from the Red Line. TIF creates a revenue
stream suited to supporting capital improvements. Local jurisdictions can see the direct
correlation between the use of the funds and the acceleration of new development and the
increased densities that are found at and around passenger transit stations. Under the Joint
Powers Authority (JPA) structure being considered, a single TIF district can be created to
capture the added value along the line and allocate the TIF revenues to the JPA. TIF is
palatable to the development community because it does not change the level of property taxes
they pay. It is the allocation of those incremental taxes that creates the revenue source for
TIF.
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TIF financing builds upon joint development and air rights transactions, as those approaches
typically result in more dense development that can generate higher TIF revenues. Similarly,
there can be overlap between Special Assessment Districts (SAD) and TIF districts, where
revenue usage serves the same or compatible objectives. (See more on SAD below).

SPECIAL ASSESSMENT DISTRICTS
There are two categories of capital expenditures that need to be funded for the Red Line. A
unified effort to fund the local share of the commuter rail costs is the first category. The
second category are those local improvements identified by the individual jurisdictions that are
required for the transit to work efficiently, whether it be access from I-77 or arterial roads, or
plazas and other amenities in the immediate area of the commuter station. Special
Assessments Districts (SAD) are an effective strategy to fund that category of public
improvements. The assessments within a SAD are an added tax, so the towns and cities will
need to make the case to existing property owner and developers with projects within the SAD
that the benefit is worth the added tax. North Carolina has limited experience with SAD, but
across the country, it has been found that an assessment that represents only .5% to .75% of
the value of the property does not change the rents to the extent that the special assessment
discourages new development. An advantage of SAD over TIF is that the special assessment
applies to existing as well as new development, and therefore the revenues begin to flow
immediately rather than only as new development occurs. Typically, to secure support for a
SAD, only revenue producing properties (including commercial and apartment properties but
excluding owner occupied residential) are included in a SAD.
If a special assessment district is created, it is unlikely that a jurisdiction would then impose a
development impact fee, a land value tax or a transportation utility fee. The development
community, in agreeing to participate in a SAD, would feel they were already contributing their
―fair share‖ to the public infrastructure program.

JOINT DEVELOPMENT/AIR RIGHTS/NEGOTIATED EXACTIONS
Joint development should be considered where the site is immediately adjacent to the
passenger station and there is a clear benefit to the development by participating in the costs
or incorporating the station into the development project. The developer benefit is particularly
clear when the transaction includes the sale or lease of air rights at the station. The structure
of the participation may be through joint participation in the costs, or through a negotiated
exaction, in which the developer agrees to a fixed payment based on the clear benefit that their
project will gain by its location adjacent to the station.
The best approach among these
options would depend on the location of the new development and the configuration of the
development that might lend itself to a joint development or air rights transaction. A
negotiated exaction is always an option where the benefit is clear.
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DEVELOPMENT/UTILITY FEES
Impact fee programs are utilized across the country to mitigate the impact of new development
on roads, public utilities and other municipal capital programs. A development impact fee to
support transit is a legitimate approach to support the capital expenditures of either the
commuter rail or the local public infrastructure to support the passenger station. As with any
new fee, the local jurisdiction would need to clearly demonstrate how the collection of the fees
against a series of new developments would directly benefit the project. To the extent that the
local jurisdiction felt that the justification for a fee was more similar to that for water and sewer
fees, it could consider characterizing the fee as a transportation utility fee. It is doubtful,
however, that a jurisdiction could make a stronger case for a transportation utility fee than they
could for an impact fee.
Most such impact fees are due when the project pulls its building permit. The structure and
level of the fee would be at the discretion of the local jurisdiction and would be sized based on
other fee and permit costs imposed by the town or city. As noted, if a SAD has been formed,
the imposition of a development impact fee would likely be viewed a ―double fee‖ and therefore
resisted.

LAND VALUE TAX
Given the more broadly used and viable approaches of TIF and SAD, it is unlikely that a
jurisdiction would chose to impose a land value tax. To the extent that a local jurisdiction
viewed the land value tax as an incentive to more dense development, however, it should be
considered.
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VIII. KEY POLICY
CORRIDOR

CONSIDERATIONS

FOR

THE

NORTH

Moving the Red Line project forward from this point requires consensus on three major
policy/strategic concepts. These concepts, which are each covered briefly below, will be the
focus of a subsequent policy memo by the Greenleaf/PB team.

AN ECONOMIC DEVELOPMENT STRATEGY
The Red Line is not just a transit project—in the larger sense, it is an economic development
strategy. By providing a service that will attract new residents and businesses, this rail project
can establish the North Corridor as a regional focal point and an attractive alternative to I-77,
both in terms of transportation and development. This big-picture goal for the Red Line project
is critical to achieving the consensus and widespread support needed to make it a reality. As
such, all future discussions of the Red Line project should underscore its importance as an
economic development strategy for the North Corridor and for the region as a whole.

A DUAL-BENEFIT CORRIDOR: GOODS AND PEOPLE
The North Corridor‘s Norfolk Southern line is the major north/south rail freight route into
Charlotte. This represents a significant logistics opportunity: to develop the Red Line as a dualbenefit rail system that transports both goods (freight) and people (transit).
Joint development opportunities are common with transit and freight locations. To generate the
full measure of value from the rail line, commercial and industrial improvements should be
integral to the development of station areas and spurs, thus encouraging both transit- and
freight-oriented development.
The goal is to design a system that provides a stream of revenues from escalating land and
commercial values in the station area. This revenue can then be directed back to operating
subsidies, maintenance and capital projects across the North Corridor.
Station area
development is typically undertaken on an ad hoc basis, with little coordination between the
related economic development opportunities, the passenger rail operation itself and the
intermodal connections to that operation. By treating this project as an economic development
strategy and actively attracting additional development and ridership, the Red Line will help
generate more revenue to sustain its operations.

SEGMENTED VS. UNIFIED APPROACH
The local government entities working to fund the Red Line need to collectively generate a
significant portion of the cost to build this system. Before determining the particular value
capture mechanisms that are best suited for application in this setting, the local governments
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involved must first make a policy decision regarding how funds will be generated and used
throughout this transit system.
As shown in the figure below, there are two primary approaches under consideration. In the
segmented approach, each local government functions as an independent agent who manages
some fraction of the system‘s costs and benefits within their own boundaries. This approach
prioritizes the autonomy of each municipality, but introduces significant legal, logistical and
financial complications. The unified approach, on the other hand, creates one streamlined
district covering all Red Line track and station areas. Costs and revenues are shared along the
length of the project, which represents a network benefit to all parties. While the unified
approach requires greater cooperation between municipalities, it greatly streamlines the process
in other respects, and would likely be the shortest route to achieving the local funds needed to
fund the project.

Figure 8: Segmented Vs. Unified Approach

It is important to note, however, that the segmented and unified approaches are not
necessarily mutually exclusive. One or more local jurisdictions could independently generate
(via value capture or other public financing mechanisms) their share of the Red Line funding,
while other municipalities create a ―contiguous‖ unified district for the remainder of the system.
If the unified approach were chosen for this project, it could be administered via a Joint Powers
Authority (JPA), an entity that allows two or more local governments to operate collectively.
Transit agencies in California have partnered with local jurisdictions via JPAs. Through such
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authorities, partners can collaborate to establish common goals and ensure that the design for
the transit project is integrated with the surrounding development. The local agencies creating
the JPA choose those specific powers to grant the authority (e.g., collection and management
of funds). The formation of a new local ―governing entity‖ to oversee the Red Line would need
to be spelled out as part of any contract or agreement.
According to existing North Carolina statute, the prevailing law permits JPAs within interlocal
cooperation of Chapter 160A. cities and towns, as stated below:

State of North Carolina Statute
Chapter 160A. Cities and Towns
ARTICLE 20 Interlocal Cooperation
Part 1 Joint Exercise of Powers
160A-461. Interlocal cooperation authorized.
Any unit of local government in this State and any one or more other units of local
government in this State or any other state (to the extent permitted by the laws of the
other state) may enter into contracts or agreements with each other in order to execute
any undertaking. The contracts and agreements shall be of reasonable duration, as
determined by the participating units, and shall be ratified by resolution of the governing
board of each unit spread upon its minutes.
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APPENDIX A: VALUE CAPTURE—THE FEDERAL CONNECTION
Note: The North Corridor Red Line project is not eligible for and will not be pursuing federal
funds. However, the following chapter on the federal role in value capture for transit is included
below, to the extent that this information can be useful in other areas of North Carolina.
Value capture strategies are administered at the state, regional, or local level. The federal
government does not play a direct role in implementing value capture strategies—its role is
primarily limited to providing the federal share of capital construction and land acquisition costs.
However, federal policies and programs can affect the cost, design, and routing of transit
systems—characteristics vital to the viability of value capture strategies. Recently, the federal
government has increased its focus on creating ―livable‖ communities by better linking
transportation, housing, and environmental programs and policies through the Livable
Communities Partnership with the Department of Transportation, Department of Housing and
Urban Development and the Environmental Protection Agency. This focus reflects the federal
government‘s recognition of the increasing demand for dense, mixed use, compact and
walkable transit-oriented development, as well as the inter-relatedness of the agencies and
processes involved in its production.
USDOT has refocused their transit-related goals through the Sustainable Communities
Partnership. The partnership is intended to help American families gain better access to
affordable housing, more transportation options, and lower transportation costs by coordinating
and leveraging federal programs. The U.S. Department of Transportation has also recently
changed their policies to provide more flexibility for transit agencies and local governments to
accommodate transit-oriented development near stations and multi-modal transportation sites.
In 2007, the Federal Transit Administration (FTA) issued joint development guidance intended
to provide flexibility for transit agencies interested in pursuing transit-oriented development on
lands purchased with federal funding. Over the past year, FTA proposed and implemented
several changes to how cost effectiveness, economic development effects, and other factors are
considered in the evaluation and rating process for FTA‘s New Starts grant program. FTA also
introduced funding opportunities for fiscal year 2010 for urban circulator and bus-related
livability projects that promote livability, sustainability, economic development, and the
leveraging of public and private investments. In addition, FTA grant program funds can promote
livability by funding eligible expenses, such as joint developments, bicycle and pedestrian
access, and other amenities near transit stations. These changes all favor local transit initiatives
that promote transit-oriented land uses and economic development – both of which align well
with value capture intentions.
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In general, FTA plays no role in the direct implementation of most value capture strategies.
However, transit agencies must follow a number of federal requirements if, for example, a joint
development includes land that was purchased as part of a federally funded transit project or
receives federal funds. In 2007, FTA issued guidance on joint development requirements that
clarified the eligibility of joint development activities for federal capital funding. Transit agencies
must receive FTA concurrence to sell or lease federally funded property for joint development
purposes. To use program income or FTA grant funds for a joint development improvement, a
local transit agency must demonstrate that the improvement provides economic and public
transportation benefits, raises revenue for public transportation, and covers a reasonable share
of costs (if applicable).
While FTA does not have formal policies or programs related to value capture for transit other
than joint development, FTA programs fund capital transit projects—a key step in creating a
transit-oriented development and its associated value. FTA‘s New Starts program--its major
capital investment program for new, and extensions to, existing fixed-guideway transit systems- funds individual projects through a competitive selection process, which applies ratings to
potential projects based on local financial commitment and project justification criteria,
including cost effectiveness, land use, operating efficiencies, environmental benefits, economic
development effects, and mobility improvements. FTA also provides funding to state and local
governments and metropolitan planning organizations through a number of other programs that
may be used for transit, including:
Transit Capital Assistance (Recovery Act)
Surface Transportation Program
Congestion Mitigation and Air Quality Improvement Program
Transportation Investment Generating Economic Recovery Discretionary Grant Program
Transportation Planning Funds
Transit Formula and Discretionary Programs
In addition, the federal government currently has two programs that offer credit assistance to
states for surface transportation projects. The Transportation Equity Act for the 21st Century
established the Transportation Infrastructure Finance and Innovation Act of 1998 (TIFIA), which
authorized DOT, who later delegated this authority to the Federal Highway Administration
(FHWA), to provide credit assistance in the form of direct loans, loan guarantees, and stand-by
lines of credit for projects of national significance.
A similar program, the Railroad
Rehabilitation and Improvement Financing (RRIF) program, offers loans to acquire, improve,
develop, or rehabilitate intermodal or rail equipment or facilities.
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FTA JOINT DEVELOPMENT REQUIREMENTS
FTA‘s joint development guidance and requirements can be confusing, burdensome, and time
consuming, which can impede the use of value capture mechanisms, particularly joint
development.
Agencies are required to follow FTA guidance when joint development revenue is collected
using land purchased as part of a federally funded transit project, or when improvements are
being built as part of the development using federal funds. Transit agency or local government
officials often cite specific FTA joint development guidelines they find confusing or burdensome.
These issues are summarized below.
Guidance re: types of developments and structures
Difficulty surrounds FTA guidance on which types of developments are eligible to become
joint developments and which types of structures can be constructed using federal transit
funds. Confusion partially exists because the flexibility provided by FTA‘s joint development
guidance does not necessarily seem consistent with federal statutes cited in the guidance.
Specifically, the flexibility in FTA‘s joint development guidance that allows for ancillary
development to support the overall vision of a transit project is not consistent with the law that
prohibits the use of federal transit funds for private use or benefit. Both transit agency officials
and FTA regional officials find that as a result of confusion over eligibility of certain uses and
developments, increased interaction between FTA officials and transit agency officials is
necessary, which lengthens the approval process.
The FTA guidance seeks to allow the maximum flexibility under the law, and the Administration
is working internally to clarify which uses are eligible and whether statutory changes are
necessary for certain developments to be eligible. FTA regional officials have said that
interaction between FTA and transit agencies earlier in negotiations could help ease the joint
development approval process. Sometimes transit agencies first contact FTA about a potential
joint development when negotiations between the transit agency and the private developer are
already too far along to allow changes to the design without significantly disrupting or delaying
the development‘s implementation. In 2007, FTA clarified eligible uses by eliminating a
requirement for transit agencies to find the ―highest and best transit use‖ for a joint
development—a requirement that was challenging for transit agencies because appraisers could
not properly define projects in these terms.
Parking replacement requirements
It is not clear to what extent FTA will require parking replacement in joint developments,
particularly when they plan to convert existing surface park-and-ride lots into transit-oriented
developments. FTA‘s joint development guidance does not provide examples of shared parking,
but does address parking replacement. FTA has stated that ―FTA does not require [transit
agencies] to replace parking spaces on a one-to-one basis if those spaces are used for joint
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development purposes and using them for such purposes will not decrease public transportation
trips to and from the station.‖ In addition, FTA says that shared parking arrangements are
allowed with complementary uses such as theaters, so long as there is an agreement in place
that spaces will be available primarily for transit purposes - which typically involves transit riders
using park and ride lots between mornings and afternoons, Monday through Friday.
However, FTA continues to require several transit agencies to replace all existing parking spaces
where FTA has not allowed shared use. This was required even in cases where a shared parking
agreement with the new development was put in place, or where a reduction in the total
number of spaces was preferable to replacing all existing surface parking with a parking garage
(at great cost). Another parking problem occurs in constructing a joint development on an
underutilized surface park-and-ride lot. In these cases, the joint development guidance is
unclear as to whether FTA will allow an agency to replace all the current parking spaces, or
whether FTA would ask the agency to return the funds invested by FTA to purchase the land for
the park-and-ride lot because the parking spaces were not used to support transit (which was
the original intent of the FTA investment).
Requirements re: property sale value
Federal laws that require FTA to receive highest possible return value for the sale of
property through a competitive bidding process can be burdensome in many circumstances.
FTA requires transit agencies to receive the highest possible return from the sale of property
purchased using federal grant funds. This requirement can stall negotiations with developers
and limit flexibility, which transit agencies need to create incentives for investment in transitoriented joint developments because these developments can be more expensive to build than
traditional developments.
Competitive bidding requirements can also be an obstacle to joint development in which the
developer plans to develop transit-agency-owned-land as part of a larger adjacent
development—an arrangement that would give the developer a competitive advantage. In this
instance, when the outcome is likely predetermined, the requirement adds time and cost to the
efforts of both the public and the private sector. FTA officials state that there are established
procedures that may grant a waiver from this requirement. In addition, such requirements
promote full and open competition.
Continuing control over property purchased with federal funds
If a property purchased with federal transit funds is sold for joint development, FTA requires
that the grant recipient maintain effective continuing control of the use of the project
property. Although the joint development guidance describes several methods of maintaining
effective continuing control, FTA officials require a deed restriction. Monitoring the property
indefinitely to ensure the land is being used as specified in the deed restriction is a long-term
burden for an agency and an impediment to creating a transit-oriented development. These
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requirements reflect government-wide procurement or excess land disposal requirements, and
FTA is obligated to do their best to help transit agencies solve these types of issues within the
law.
Restrictions on the use of revenues
Federal restrictions on the use of revenues generated by joint developments can be a
hindrance for transit agencies. Per statute, the proceeds of a sale or lease of land purchased
with federal dollars must go back to FTA or be applied toward other eligible capital transit
projects. Some transit agency find that FTA‘s requirement to use joint development revenue for
capital transit purposes precludes the use of these funds for operations or maintenance, and
also prohibits the acquisition of land for future transit-oriented joint development. Transit
agencies are permitted to use joint development revenues for these purposes in certain
circumstances. Some would like to see FTA‘s joint development revenue (for projects with a
federal interest) go into a transit-oriented development fund. Unfortunately, FTA‘s requirements
currently prioritize joint development‘s revenue-earning capacity, vs. their potential to catalyze
transit-oriented development and livable communities.
However, while FTA guidance is confusing or burdensome to many transit agencies,
those with extensive joint development actually find that experience using the
guidance has helped clarify the process and lessen the burden.
Although the requirements are initially confusing, most have learned through extensive
experience to anticipate and work through significant issues. Joint development guidance issued
by FTA in 2007 is a vast improvement over past versions, and FTA regional officials have been
increasingly helpful in clarifying FTA‘s requirements. Additional clarification and guidance on
which type of developments and structures are eligible for joint development, particularly given
recent policy changes due to USDOT‘s Livable Communities Partnership, could help ease the
process and potentially entice more developers into the process, thus enhancing the overall
value capture proposition.
FTA is aware of ongoing confusion which they attribute partially to recent policy changes
coming out of the current administration‘s Livable Communities initiative. A task force is
clarifying activities that are eligible for support through the provisions and applications of FTA‘s
joint development requirements, including whether transit funds can be used to purchase land
and how to dispose of land or release it to other government entities, such as housing
authorities or regional governments. In addition, FTA‘s 2007 joint development guidance
indicates that FTA intends to consolidate guidance on the eligibility of joint development
improvements currently appended to three circulars (i.e., Guidance for new Major Capital
Investments, Grants Management, and Formula Capital Grants) as a stand-alone FTA Circular
titled The Eligibility of Joint Development Improvements under Federal Transit Law.
As of the writing of this report, the new Circular has not been issued.
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FTA has no authority on the use of other value capture strategies because they are
administered by local governments. FTA‘s role is primarily to provide the federal share of capital
construction and land acquisition costs when a local share is funded through a value capture
strategy. FTA evaluates the viability of the revenue source and the likelihood that revenue
projections will be met in the future the same as they would for any other proposed local
funding source.
NEW STARTS RATING PROCESS
Even though the New Starts rating process no longer emphasizes cost-effectiveness at the
expense of land use and economic development, it is important to remember and highlight that
the former selection criteria and program requirements limited the competitiveness of many
transit projects that promote economic development—an important element to the successful
use of value capture strategies.
Several transit agencies have found that the New Starts program‘s past emphasis on cost
effectiveness favored less expensive routes over routes that better incentivize economic
development. The cost-effectiveness criterion favors travel time savings, which puts
streetcar or light rail projects at a distinct disadvantage because they are designed with
frequent stops to promote economic development and create value for property owners.
Furthermore, features of a transit-oriented development such as parks, bike access, and
pedestrian amenities add costs and potentially make them less competitive. Several potential
projects in the New Starts pipeline with a planned contribution from a value capture strategy
would not be competitive for New Starts funding because frequently stopping trains, designed
to generate economic development, do not necessarily generate the travel time savings needed
to meet federal the cost-effectiveness criterion. Similarly, the New Starts cost-effectiveness
criterion limits the potential for joint development by deterring land acquisition near transit
stations because costs for extra land purchases potentially reduce the project‘s cost
effectiveness and competitiveness.
Other New Starts program requirements can also limit transit agencies‘ use of joint
development and other value capture strategies. Ridership forecasting models generally
used to determine cost-effectiveness for New Starts projects limit longer-term transit-oriented
development opportunities by creating unrealistic requirements for parking spaces near
stations. The results of forecasting models require that transit agencies purchase land to
construct park-and-ride lots near proposed stations, even though they expect to attract riders
through high-density transit-oriented development around the transit stations once construction
of the transit system is completed.
However, the New Starts process does not effectively take into account the effects of future
high-density transit-oriented development (which is in-line with FTA‘s livability goals) on parking
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when seeking funds for transit capital projects. In effect, the need to purchase land for the
park-and-ride lots increases a project‘s cost, which reduces the project‘s cost-effectiveness.
Moreover, if a transit agency pursues transit-oriented joint development in the future, parking
replacement requirements—in this case imposed by other local governments—could create
a challenge to constructing transit-oriented joint development on the site of the parking lots
built for the new line.
FTA does not have parking requirements in the New Starts program. They require that the
ridership estimates for the project be consistent with the number of parking spaces the project
intends to build. However, without accounting for future high-density development around the
station in the forecasting model (which a transit agency cannot do until these effects are taken
into account in metropolitan planning organization travel forecasts), estimates would likely
include a ridership level that does not generate enough benefits to make the proposed system
competitive in the New Starts grant evaluation process. To the extent that forecasts take into
account future high-density development, they are considered in the New Starts process.
However, FTA does not allow project sponsors to assume growth beyond that officially adopted
by local zoning codes and included in the MPO forecasts because there would be no basis on
which FTA could verify the legitimacy of the projections.
The length of the New Starts grant approval process can substantially erode the
effectiveness of value capture strategies. During the multiyear review of a proposed New Starts
project, construction costs can more than double, while the contribution from a special
assessment district remains fixed through agreements with affected property owners. As a
result, proportion of the local share of the project paid for using special assessment district
revenue would be significantly lower than anticipated, forcing local government to draw from
other local revenue sources to complete funding for the project.
In addition, private developers often work with narrow timelines in an effort to open the
development during favorable market condition. Developers calculate the feasibility of a
development over 12 to 24 months, whereas transit projects can take several years
to plan and develop. Unfortunately, the New Starts process includes multiple steps that are
required by law, and shortening the process would require legislative changes. In addition,
there are a number of other reasons that a project could be delayed during preliminary
engineering or final design that are outside FTA‘s control such as changes to a project changes
in local political leadership, or the loss of financial commitments.
Changes to the New Starts Program
Recently USDOT and FTA implemented and proposed several changes to the New Starts
program and procedures. FTA revised the weights given to each of the project justification
criteria in accordance with direction in the Safe, Accountable, Flexible, Efficient, Transportation
Equity Act: A Legacy for Users (SAFETEA-LU) Technical Corrections Act of 2008 that they be
―…comparable, but not necessarily equal….‖ As part of this, the weight given to cost
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effectiveness was lessened and the land use and economic development criteria were split apart
and each assigned specific weights rather than being considered together as had previously
been the case. Other recent changes to the program include:
In January 2010, the Secretary of Transportation announced that transit agencies are no longer
required to have at least a ―medium‖ cost-effectiveness rating for their project to be
recommended in the President‘s budget for New Starts funding.
In June 2010, FTA issued a request for comments in an Advance Notice of Proposed
Rulemaking to seek input on how to improve its calculation of ‗‗cost effectiveness‘‘ and input on
how FTA should evaluate economic development effects and environmental benefits in the
evaluation and rating process for the New Starts grant program, among other things. This
rulemaking follows FTA‘s change to consider economic development separate from land use.
Prior to July 2009, the project justification rating was split evenly between cost effectiveness
and land use.
These changes have encouraged many transit agencies that are considering the use of value
capture strategies; however, the overall effect is still unclear. For some transit agencies, the
removal of the medium cost-effectiveness rating requirement may affect planned transit
projects, but regardless of the change, the routes will still need to be cost effective because
finding funds for the local match will always limit how much additional land or other userfriendly amenities the agency can buy. Planned transit routes may be aligned differently if
spurring economic development becomes a heavily-weighted criterion in the New Starts
process.
These changes, which will not likely take effect for 2 years or more, will alter where agencies
plan new projects. The elimination of a minimum cost-effectiveness rating will certainly
influence agencies planning for value capture to acquire additional land in station areas.
It is unclear exactly how the recent and proposed changes to New Starts project evaluation
criteria will affect the number or cost of projects seeking funding under the program. Transit
agencies could have more flexibility to purchase land for joint development, or additional
parking to help meet ridership projections, which has been a challenge in the past. However,
FTA has stated that local transit agencies will still need to fund the local match, which is at the
core of the challenge.
POTENTIAL ENHANCEMENTS TO THE FEDERAL ROLE IN TRANSIT FINANCING
Given a renewed climate of support for and action to address long-standing confusion and
complication on the FTA process for New Starts, many transit agencies believe the federal
government could further support the use of value capture strategies by providing financing
options for projects with a value capture revenue stream.
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Some agencies believe federal loans, loan guarantees, or credit enhancements could help
bridge a financing gap and that the federal government could better promote livable
communities and transit-oriented development if it could help agencies overcome parking
replacement challenges through targeted grants or loans.
Currently, USDOT provides loans for major capital infrastructure projects through the TIFIA and
RRIF loan programs. However, most TIFIA projects have been used to finance highway
projects, typically with user charges or another revenue source to repay loans. Transit system
fare box revenue rarely covers capital and operations expenses, so another revenue stream is
necessary to repay loans.
Value capture strategies are one way to create a revenue stream from a transit project to repay
the loan. Several projects, including Denver‘s Union Station, San Francisco‘s Transbay Transit
Center and Charlotte‘s North Corridor Red Line, are planning to use tax increment financing to
repay TIFIA and RRIF loans.
In recent years, proposals to expand federal financing for infrastructure projects have surfaced
from stakeholders, the current administration and Congress. Proposals included creating a
National Infrastructure Bank, other forms of a national infrastructure loan fund, and expanding
TIFIA‘s allocation limits. USDOT recently announced that demand for the TIFIA program now
exceeds budgetary resources, and as a result, USDOT will now for the first time, evaluate
projects against criteria including livability and economic competitiveness.
FEDERAL CONSIDERATIONS RE: VALUE CAPTURE IN NORTH CAROLINA
In North Carolina, the federal role in the use of value capture is likely to remain relatively
limited to impacts on joint development. Federal transportation policies will also affect local
government‘s ability to use value capture strategies, particularly when a federal grant is part of
the funding for a transit project.
USDOT‘s change in how it evaluates economic development effects in the New Starts evaluation
and rating process, along with the removal of the requirement that projects receive a medium
cost-effectiveness rating or better to be recommended in the President‘s budget, will enhance
federal funding prospects for North Carolina transit programs. Contributions from a value
capture strategy and the transit agency‘s ability to further pursue joint development will further
increase the likelihood that North Carolina could receive federal funds.
Funds generated through the use of value capture strategies will be limited to a portion of the
total funding needed to complete a transit project. Additionally, the state can always preclude,
limit or remove the use of these allowances, or support may not be forthcoming from all the
private and public sector parties whose concurrence is needed to implement various strategies.
North Carolina transit agencies will have to contend (as all transit agencies do) with the ongoing
confusion over aspects of FTA‘s joint development policy as it continues to hinder aspects of the
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value capture strategy. This confusion (despite the 2007 guidance from FTA) about which
types of developments and structures are eligible for joint development and how many surface
parking spaces must be replaced with structured parking has contributed to project delays and
limited transit agency ability to facilitate transit-oriented development and ―livable‖ communities
along transit corridors. Clarifying which types of structures will be eligible for joint development
early in the project‘s design phase will streamline negotiations with joint development partners
and FTA and produce more cost-effective results for all parties.
In addition, clarifying FTA‘s requirements and conditions for parking replacement will reduce the
potential for the transit agency to design projects with more parking than is actually needed or
required, and will limit the need to invest money in costly structured parking that could be
better put toward enhancing other aspects of the project‘s design, including economic
development and value capture components.
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