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ACRONYMS AND ABBREVIATIONS
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DCM Decision of Council of Ministers
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GIM Gross Income Multiplier

GLTP General Local Territorial Plan
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LDP Local Detailed Plan

MUD Ministry of Urban Development

NTPA National Territorial Planning Agency
PLGP Planning and Local Governance Project
RDF Regional Development Fund

SAD Special Assessment District

SQM Square Meters

TDR Transfer of Development Rights

TIF Tax Increment Financing

TPL Territorial Planning Law

USAID United States Agency for International Dexmhent
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1. EXECUTIVE SUMMARY

The United States Agency for International Develepim (USAID)'s Planning and Local
Governance Project (PLGP) is a five-and-a-half yesiative which provides technical assistance
and training to the Government of Albania (GOA) doxhl governments to help them successfully
implement decentralization legislation, policiesdareforms.To achieve its goal,PLGP pursuesa
comprehensive and coordinated strategy with foyrda@nponents: (1) support the GOA’s work to
implement effective government decentralization igies and legislation; (2) improve the
efficiency, transparency, and accountability ofalogovernment operations; (3) improve local
government management and oversight of selectelitpuibities to provide services in accordance
with European Union standards; (4) strengthen #gpabilities of the GOA and local governments
to plan and manage urban and regional growth.

ALBANIA NEEDS GREATER INVESTMENT IN ITS LOCAL INFRA STRUCTURE

Infrastructure is a pre-condition for most econorojgportunities, a high quality of life, and
sustainable patterns of urban development. Accgrdinthe European Commission, the typical
member nation of the European Union has seven tmme® kilometers of roads per 100.000
residents than Albania and more than three times mail lines. Moreover, Albania invests only
25% of what is required to maintain current infrasture.

Political and fiscal decentralization, territoriaéform, shifting demographics, and growing
community demands are increasing pressure on tmearnment authorities in Albania to increase
investment in infrastructure. However, increasesspure is not matched by increased income, and
local governments are seriously under-resourcedh@mde unable to meet the demand for basic
services and infrastructure.

PAYING FOR INFRASTRUCTURE

Ultimately, for decentralization to succeed, infrasture has to be provided and maintained, and
someone has to pay for it. Local governments ca@sinin infrastructure from their local taxes and
intergovernmental transfers and/or use variousmeegaising instruments to capture some of the
financial benefits from public investments that raecto private developers or the community at
large.

This paper outlines policy options for implementsig financial (i.e., revenue-raising) instruments
for land development that may be appropriate fdyafiia. It was developed by USAID’s Planning
and Local Governance Project at the request ofMhastry of Urban Development. Financial
instruments are authorized by Albania’s 2014 LawTenmritorial Planning and Development for
local governments to manage urban and regional thramd fund physical infrastructure. This
paper is aimed at national and local governmentymlkkers and managers and others who are
interested in formulating, influencing, and admi@isg policy regarding:

« Transfer of Development Rights
» Conditioned Building Intensity
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* Tax Increment Financing

* Business Improvement Districts
* Betterment Fees

» Special Assessment Districts

Transfer of Development Rights programs help dirdetvelopment to areas where public
infrastructure is in place or can be provided reddy efficiently. Conditioned Building Intensity
programs require developers to pay a contributaoritie public infrastructure or service in certain
areas in return for the ability to build at a higlensity. Tax Increment Financing allows local
governments to use future gains in property taemees to finance current improvements. Business
Improvement Districts provide privately-funded sSees that supplement public services.
Betterment Fees capture part of the increase ipgpty values due to public investment or changes
in permitted land use. Special Assessment Distgptead the costs of infrastructure among those
who directly benefit from it.

The paper also discusses Albania’s Infrastructompakct Tax on New Construction, an existing
financial instrument and a significant generatoowh-source revenues for local governments.

RISK MANAGEMENT

All of the financial instruments are public-privgtartnerships, with local governments and private
businesses sharing the costs and benefits of paidirivate investment. However, they also entail
financial risk to municipalities, and this paper gmasizes that they are intended to complement,
and not substitute for, an adequate capital budgetpund capital investment strategy, strong
internal financial controls, robust territorial gt regulations, and an active and involved civil

society—all of which are necessary to create ablergaenvironment for sustainable development
and to minimize risk.

USAID’s ROLE IN FACILITATING CHANGE

While the paper remains focused on financial imatats, it necessarily takes into account the
significant changes that are underway or underudson in Albania with potentially dramatic
implications for local government finance and lamsk. PLGP is intimately involved in many of
these efforts, including:

» Assisting the national government design, and cdntmi a comprehensive fiscal
framework which gives local governments more fisodependence and sustainability,
in terms of raising and spending own-source revgnuweceiving more and more-
predictable transfer funds, entering into publiopie partnerships, and accessing debt
financing. Through PLGP, USAIDis helping developdarevise policies and laws
governing local finances, including local taxingwaos, tax sharing, local borrowing,
capital improvement planning, multi-year budgetifigancial management and control,
and other measures to increase local accountability

* Building the capacities of staff of the nationaldalocal governments to modernize
public administration and management systems (a$setncial, property/cadastre,
human resources, etc.). USAIDproject assistanceondyt builds capacity but also
creates momentum for change.
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* Helping the national and local levels of governmeetlefine their roles and
responsibilities in response to territorial congation and financial decentralization, as a
basis for greater cooperation and coordination.

» Integrating a voice for citizens, and thereby acotahbility, into mainstream practice and
policy. In fact,an active and involved civil sogigs a necessary basis of an enabling
environment for sustainable development.

» Assisting governments at all levels develop a gobmd legal framework and the
technical resources for managing territorial growatid development in a sustainable
manner, including providing decision makers, adstrators, and other community
stakeholders with an understanding of an arrayaofl |development financing and
management tools drawn from international besttjpes

SUMMARY OF RECOMMENDATIONS

The recommendations of this paper are framed withénbroader context of momentous political,

economic, and social change in Albania, as welhiwithe specific context of U.S. assistance to
make more human and financial resources availabledal governments. The recommendations
are complimentary and require cooperation acrossleakls of government, and between

governments and the private sector. As is true waith suggested recommendations for intricate
policy issues, they need to be adjusted accordingdal circumstances, and this paper provides
guidance for choosing the best option to meet @aer local situations.

The paper proposes four principal recommendations.

» Practical action steps are offered for the sucoésgsign, implementation, and monitoring
of each financial instrument. The action stepsaqmong the Program Design discussion of
each instrument and are based on international dtastards. They are recommended to
guide the work of elected officials, policymakems nicipal professional staff, citizens, and
other decision makers.

» A review of the enabling environment for the sirancial instruments is recommended.
Relevant policy, legal, and regulatory frameworksidd be assessed to identify and address
any gaps that make it difficult for local governnterio properly implement the basic
requirements of any of the six financial instrunsent

» Revenues from the use of the financial instrumdissussed in this paper must remain with
local governments and not be required to be shaidu the national government. The
ability of local governments to raise and contmhesource revenues, and link them to local
service delivery, is the essence of efficiency acecbuntability under decentralization.

» A model is suggested for optimizing local own-s@um@venue for local infrastructure
development in targeted areas. This model fundiregnéwork considers the current
Albanian legal and institutional context and suggi@smethod for utilizing three financial
instruments—betterment fee, infrastructure impaot tand special assessment—to raise
revenues for infrastructure in designated areasrotinicipality.
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Supporting recommendations for successful impleatemt include:

>

Standard and accountable methods should be usealue properties. Property valuation

based on internationally-recognized standards cap bliminate the arbitrariness from

buying, selling, and appraisal decisions that cemeiase risk, lead to financial shocks, and
deter economic growth. Standard and accountablpepro valuation methods should be

used consistently by the private and public sectors

Information should be provided to local governmeats best valuation practices. Local
governments need general advice and informatiorirgh@n best property valuation and
other issues related to valuation in order to mafk@med and accurate decisions regarding
the application and use of financial instruments.

Clear guidelines should be established for puhlictians. Auctions are required by law for
Conditioned Building Intensity programs and mayaleisable for Transfer of Development
Rights programs. Efficient and well-run auctions @ramatically increase the amount of
revenues generated compared to an ad hoc auctrmmanrction.

The infrastructure impact tax should be amendedisie the methodology for imposing
costs on developers and dedicating a portion ofakeevenues to infrastructure investment
could increase the amount of revenues raised, niekéax more efficient, and fund public
facilities.

A clear and unequivocal definition of market vaskeuld be developed by the Government
of Albania. Although regulations governing finariciastruments specify that property

valuations must be based on market value, there doeappear to be a clear definition of
market value in Albanian law. This makes it difficto know with certainty the range of

property valuations that might be applied in Allzgrand, therefore, the extent to which
financial instruments might be customized to fie tkontext and needs of different

municipalities.
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2. LOCAL GOVERNMENT REVENUES
AND TERRITORIAL PLANNING AND
DEVELOPMENT

2.1 BACKGROUND

Local governments in Albania struggle to providesibaservices and infrastructure to meet the
demands of their populations. Two major challenges the unplanned nature of growth and
development and the limited fiscal resources abbildo finance local public facilities. Much of
Albania’s built landscape, especially on the pegiphof cities, is characterized by incompatible or
illegal construction with relatively poor publicrsees. This is the result, in large measure,of the
lack of a legal and institutional framework to emswcomprehensively planned land use and
development in the aftermath of communism, cormuptiand insufficient funds at both the local
and national levels.

While these are long-standing problems, recenbnatiterritorial reform—which consolidated 373

local governments into 61 municipalities with largepulations and larger land areas—and related
decentralization policies are transferring addaioservice-delivery responsibilities downward.

Local governments are responsible for public edanathealth, transport, and community and

economic development in the newly-consolidated &rder municipalities. In 2016, they are

expected to be assigned responsibilities for aljuiey irrigation and drainage, environmental

protection, and fire protection services.

The downloaded services are rarely accompanieditiicient resources. Moreover, the territorial
re-configurations are often striking. In many cag@#marily urban municipalities gained a rural
hinterland, and inland areas gained coastal z@&ikekcal governments must now plan for not only
larger land areas but also a larger and more aivyectrum of land uses.

The 2014 Law on Territorial Planning and Developm@iPL) and related 2015 bylaws provide a
powerful legal and regulatory framework for locabvgrnments to shape land use and direct
development within their municipal boundaries. Tlewv requires each municipality to develop
comprehensive General Local Territorial Plans, &TBs. The GLTPs must address growth and
development through a future land use plan, przeriinfrastructure investment, and develop a
realistic capital budget for funding public fadéis. No GLTPs have yet been adopted by the newly-
merged municipalities. USAID’s Planning and Locabv@rnance Project is providing intensive
technical guidance to five local governments inftdrg GLTPs and, with the assistance of the
Ministry of Urban Development and the National Terial Planning Agency, has prepared and
distributed aTerritorial Planning Toolkit, a detailed technical manual to help all 61 munidies
comply with planning laws and draft effective GLTPs

If designed and implemented properly, the Geneoalal Territorial Plans will begin to provide a
clear nexus between furnishing and paying for puinifrastructure and planning for the efficient
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use of land at the local level. However, implemgataof all of the GLTPs will be severely

compromised if the national government fails tonsfar additional funds and allow local

governments to access additional debt financingyedsas give local governments the authority to
raise sufficient own-source revenues.

Infrastructure investment is central to sustaindbtal growth and development. The interplay of
land use policy and infrastructure provision, sastroads, water, sanitation, and electricity, drive
economic activities, directs patterns of growthd affects quality of life. According to a study by
the European Commission, Albania has 13.8% of dlaels and 32% of the rail (in kilometers per
100.000 inhabitants) of the average European Unaiion. Similar ratios exist for other types of
infrastructure, such as water and solid waste nm&nagt facilities. Moreover, Albania invests an
estimated 25% of what is required to maintain égsinfrastructuré.Clearly, Albania must make
considerable infrastructure investment if it hope®oost economic growth and improve quality of
life.

Construction, legal and illegal, is a driver of romic growth in Albania, accounting for 10.3% of
GDP? Although public infrastructure has not kept pacihvprivate construction activity, land
development and land values remain highly sensitiveinfrastructure investment, and most
development occurs where roads, water, and oteicee are in place or planned. In other words,
many of the financial benefits of public infrastture investment accrue to adjacent private
development. These benefits accrue not only to esahte developers but also directly to
individuals and families. Property ownership ancréases in property values fuel personal wealth
creation and a higher quality of life.

Municipalities capture some of these gains throdhé Infrastructure Impact Tax on New
Construction, one of the few locally-levied anddthg-controlled revenue sources. The tax has
accounted for as much as 25% of all local goverrimevenues in recent yearShere are wide
swings in total revenues collected each year frbm thx in most municipalities, due to the
sensitivity of the construction industry to econorahange and to public policies, such as a limited
national moratorium on new construction. Unsurpgsy, the more urban a municipality, the more
it raises through the infrastructure impact taxsjte the unpredictability, the tax remains a major
source of local revenues for many municipalitiesocBeds, however, are rarely dedicated
specifically to infrastructure, but go to municig@neral funds. Moreover, the tax often seems an
incentive for municipalities to issue building petsnwithout proper scrutiny of the permit
application.

The larger picture is that without new constructgmowth, local governments have few ways of
raising revenues to pay for important services. emv, with such growth they incur more costs
and thus need more revenues from new construction.

It seems clear that the ability to sustain growtitl encreases in property values in Albania is Igrge
dependent on the wise planning and adequate poavii infrastructure. This potentially can be

! European Commissiomstrument for Pre-Accession Assistance: | ndicative Srategy Paper for Albania (2014-2020).
2 2013 data from INSTATStructure of Gross Domestic Production, 2008-2013.

% Planning and Local Governance Project/USA\Bite Paper on Fiscal Decentralization, p. 43 (2008-2011 data);
and Ministry of Finance (2012-2014 data)

Total infrastructure impact tax revenues coldatach year as a proportion of total local govemmevenues:
2014, 17%; 2013, 14%; 2012, 13%; 2011, 253910, 17%; 2009, 22%; 2008, 18%.
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facilitated by strategically utilizing a portion tie land value benefits to finance infrastructas,
well as better managing growth.

The financial instruments for land development désed in this paper, as well as more strategic
use of the infrastructure impact tax, offer localgrnments tools to manage growth according to
their General Local Territorial Plans while ensgrihat a significant portion of new development

pays its own way.

While financial instruments for land developmerfeofan opportunity for municipalities to embark
on a path towards sustainable growth and developrttenmagnitude of the money involved may
invite nontransparent deals, political favoritisand outright corruption. Financial instruments must
be implemented according to sound principles ofego&nce and financial management, and the
USAID has provided considerable guidance to natiand local governments in both areas.

2.2 USAID’s PLGP POLICY GUIDANCE

The aforementioned problems of unplanned growth madlequate local revenues are clearly
articulated in several policy documents preparedeurthe auspices of the USAID’s Planning and
Local Governance Project, most notably Weite Paper on Fiscal Decentralization (2012),Policy
Brief on Options for Implementing Immovable Property Tax (2013), Recommendations for Draft

Law on Local Finance (2013), andPolicy Paper on Creating an Equitable, Transparent, and
Predictable Unconditional Grant Formula (2015). These documents recommend the long-term
rehabilitation of municipal finances by:

» Strengthening local tax systemsparticularly allowing local establishment of pesfy tax
rates, local collection of property taxes, and lacatrol of property tax revenues, as well as
instituting tax assessments based on the currerkemealue of property. The value-based
property tax, for which the PLGP advocates, is sty a benefit tax because public
investment in local services and infrastructure eahance property values, which, in turn,
increases tax revenues in a virtuous cycle.

» Linking local taxes and other revenues to servicariprovements If local governments
have to raise revenues to fund the necessary pgbbds, local officials must explain to
taxpayers how the revenue will be spent. Ultimately noted in several PLGP studies,a
revenue-expenditure link is perhaps the only wagdrsuade local residents and businesses
to provide more municipal revenues.

* Making realistic public debt instruments available to local governments to finance
long-term infrastructure investment. It is impossible for local governments to finance
basic operating services and to provide new sesyiceuch less adequately maintain
existing infrastructure and build new infrastruetuwith existing revenue streams.Through
the project,USAIDhas recommended to the GOA thag{@rm infrastructure investment
should be financed by public debt to match actoalsamption and payment for services.
The use of debt financing should be transparemictlgt tied to the prioritization of
infrastructure investment through General Localrif@ial Plans, and minimize risks for
local governments.

« Improving data collection and reporting, especially regarding real estate transactions and
property registrations. Accurate and readily-avddainformation on parcels and buildings
is essential to local governments’ ability to captsome of the value of those properties.
USAID assists local governments in increasing oaumrse revenues and operational

USAID’s PLANNING AND LOCAL GOVERNANCE PROJECT (PLGP) IN ALBANIA
POLICY PAPER ON FINANCIAL INSTRUMENTS FOR LAND DEVE LOPMENT 13



efficiency; however, the efforts are hampered lgyrtational government’s unwillingness to
share data with local governments, including infation from the Immovable Property
Registration Office’s database.

* Increasing national-local government revenue sharig and collaboration Municipalities
cannot and should not handle their financial pnolsi@lone because they are required by the
national government to fulfill their public mandsteWhether local governments can
enhance local revenues often depends on authorizhti the national government. Local
governments in Albania have fewer financial researchan their counterparts in
Southeastern Eurof@s part of decentralization, it is reasonable fmzal governments to
gain additional scope to deal with their fiscal jeons and to negotiate spending and
revenue responsibilities with the national governtm8pecifically:

o Itis recommended that the GOA increase the sizésainnual unconditional grant
and anchor it to a stable macroeconomic indicatohss national revenues, as well
as improve criteria for grant allocations. This \Wbincrease the predictability of
this important local government revenue sourcethod allow local governments to
plan more effectively. To aid policymakers, USAIDPLGP developed a modeling
tool which allows the GOA to simulate distributitmsindividual municipalities
under different scenarios.

o Itis recommended that the GOA revise its policidated to the size and use of the
Regional Development Fund which disburses competigirants; specifically, that
the GOA favor the unconditional grant to increaseal governments’ fiscal
autonomy and use the RDF more strategically. further recommended that the
criteria for selecting projects and allocating RidRds be revised and made more
transparent.

» Exercising additional options for raising local goernment revenues and ensuring local
fiscal autonomy.

The final item is closely linked to territorial plaing, as all of the municipal revenue raising and
spending options revolve around real estate demsdop and is the focus of this policydocument.
USAID’s PLGP20138Vhite Paper on Fiscal Decentralization recommends “the development of
local government revenue sources linked to impm@vand use planning and development.” The
Government of Albania included the recommendatiothe 2014 Law on Territorial Planning and
Development. In essence, the TPL\hite Paper, and other PLGP studies provide a roadmap for
the exercise of territorial land use planning notycas a physical design process but also as a
financial planning process.

2.3 LAW NO. 107/2014 ON TERRITORIAL PLANNING AND DEVELOPMENT,
LAND VALUES, AND FINANCIAL INSTRUMENTS

Law No. 107/20140n Territorial Planning and Development, outlines an integrative policy and
governance approach to land use management. Theem&hles planning instruments, including
general local territorial plans, sectoral plansd docal detailed plans. It enables regulatory
instruments, including development regulations agiws. And it enables financial instruments
for land development. All of these instruments diferent, but all must work together. The

* Planning and Local Governance Project/USANMite Paper on Fiscal Decentralization.
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planning instruments specify what can be built euineére; the regulatory instruments specify how
things must be built; and the financial instrumemizke developers and property ownersfinancial
partners of the municipality in providing neededlpu facilities and managing growth. The TPL
thus establishes territorial planning as a vehifde advancing many of the nation’s and
municipalities’ overarching goals, including: build infrastructure; conserving agricultural land,
natural land, and cultural and historic resourcasg supporting sustainable development and
redevelopment.Moreover, the TPL states that temitodevelopment “must be fair and the
generated value must be acquired and assimilatélaebgociety that creates it.” (Article 4b).

2.3.1 Land Values and the TPL

The TPL also enables local governments to implenfgrancial instruments to leverage the
economic value of private land. The value of pelawned land often increases as a result of
public investments in infrastructure, changes taldand use policies, and broader socioeconomic
changes that lead to growth in population and ireom the fields of spatial planning, public
finance, and international development, a conser®as evolved in recent years that local
governments are entitled to collect a portion @ thcrease in land value—through taxes, fees, or
in-kind payments. These funds can then be usednd infrastructure and municipal programs to
serve the community at large. In other words,pfigate developer builds on private property along
a public road or taps into a public sewer, thellgoaernment can use various financial instruments
to “capture” some of the economic benefits of depgient.

It is important to note that, in accordance witlo@ian law governing financial instruments, land
value in this document refers to the “market valoga parcel and all that is built on it. However,
there doesn’t appear to be a clear and unequivisfalition of market value in Albanian law. The
European Parliament defines market value as “Thma®d amount for which the property should
exchange on the date of valuation between a willinger and a willing seller in an arm’s length
transaction after proper marketing wherein theigatiad each acted knowledgeably, prudently and
without being under compulsiorThis is the definition used in this paper.

It is also important to understand that the valuprivate land comes from rights that can be bought
or sold. Land ownership consists of a package fééréint rights, which are conferred by national
laws and may differ from country to country. Getlgravhen someone purchases a parcel they
purchase the entire bundle of rights that mightgsociated with it, such as the right to access, or
the right to farm, or the right to develop. Ownimgevelopment right thus means that one owns the
right to build a structure on the parcel. Develophrgghts, like other rights, may be “possessed by
the land owner, exchanged, or sold” (TPL, Articl&(.

Typically, most land value is “captured” from sitbat are very desirable and profitable to build on
The private sector will drive development on thesemium sites. In addition to being captured,
land value can also be “created” or “protected’t &mmple, a brownfield or junkyard site or a site
with a less-than-ideal location may be too costlyom risky for a private developer to develop on
its own. Or, to give another example, residentarorea may want the municipalityto install a new
sanitary sewer line to serve their homes and bssa® In such cases, the public sector may wish to
utilize specific tools to make the development ilelas that is, to create value. On the other hand,
there may be locations where development is nthenbest interests of the community, such as a
wetland or agricultural land, where constructionuldo cause flooding or disrupt a critical
environmental ecosystem or economic sector. In ;gthnces, the land value should be protected.

® Regulation (EU) No. 575/2013 of the EuropeaniBianént and of the Council, Article 4, Paragraph 76.
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Land in a healthy free market economy constantlyckes through a process of growth and decline,
in which properties become more or less desiratdetlaus change in value. By providing planning,
regulatory, and financial instruments to captureate, and protect land values in conformance with
a general local territorial plan, the Law on Temi&l Planning provides the framework for an
effective and comprehensive land use managememensyto direct and support the types of
development that help a local government attaigatss.

Indeed, the inclusion of financial instruments ilb&nia’s Law on Territorial Planning is critical. A
2010 UN-Habitat report notes that “the effectivened [financial instruments for] land value
capture is greatly improved if they are embeddednireffective land use management syst%m.”
Financial instruments give local governments a tgreaapacity to stimulate, guide, share, and
reward private uses of land in ways that benef@ dommunity good, when accompanied by
transparency and due diligence.

Transparency, due diligence, and effective landievatapture are strictly related to a property
valuation system that is accountable. Annex B dlessrinternationally-recognized methods of

property valuation. Their use is crucial to theiciddincy of the municipal finance system and to

growth of the local economy. When property valuesabitrarily decided between parties, and the
monies paid for the property are not subject to@uepted standard valuation, the result very often
is arbitrarily high capital and rental values, esally for residential properties and especially in

urban areas.

2.3.2 Financial Instruments and the TPL

In addition to the aforementioned Infrastructurepéct Tax, the TPL specifies two specific
financial “instruments for guiding development”donformance with the General Local Territorial
Plan:

« Conditioned Building Intensity, or the right of a developer to build at a greatéensity in
certain areas in return for providing a public amyear an in-lieu financial contribution that
is earmarked for public capital investments (A&i8D).

» Transfer of Development Rights, in which cultural or historic monuments and agitieral
and natural lands are protected from being develdpe legally transferring the parcel
owner’s “right to develop” to another site wherevelepment is desired (Article 31).

Furthermore, the TPL allows “benefits from the tigh development and increased value of the
land... to be used to build or fund public infrasture, mainly in the area where the benefits were
generated,” thus permitting additional financiatmments to capture land value gains (Article 22).

2.4 PLGP INSTITUTIONAL CAPACITY BUILDING

Moving from policy creation to policy adoption, atiten to the drafting and ratification of enabling
legislation, and then to program implementationsaiely smooth and easy. Government officials
and their staffs at the national and local levelglbania are trying to cope with the complex tasks
of implementing territorial planning and developrmeggulations and initiatives.

The mandate of USAID assistance through the PLG@®ibuild capacity through training and
technical assistance.

® Hendriks, M. and Tonkin, A. “Land Vale Capturex@tion (LVC/T) Scoping Study-Final Report”.
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Support is especially critical in the fifth year ¢ie project as municipalities and national
institutions confront the challenges of 2015 teriél reform, which reduced the number of local
governments from 373 to 61. Working at the natioleakel, primarily in cooperation with the
Ministry for Urban Development (MUD) and the Nat#érilrerritorial Planning Agency (NTPA),
USAID will continue to assist in formulating andadyeing policy, strategy, and legislation. At the
local level, USAID will continue to work to buildhé capacity of local governments, particularly its
13 partner municipalities and six model municipedt

The purpose statement of Component 4 of the PL@&®'sntly-approved’ear Five Work Plan, is

to “strengthen the capabilities of the GovernmehnAlkbania and local governments to plan and
manage urban and regional growth.” Since the ptgjdmeginnings, the consistent emphasis of
PLGP’s capacity building activities has been toilfiate conditions which stimulate systemic
change.

The present discussion on financial instrumentdaiod development is consistent with the PLGP’s
mandate for strengthening skills, abilities, kna¥ge, instincts, processes, and resources as defined
in the Year Five Work Plan.

According to theNork Plan, USAID’s PLGP will, in Year Five:

* Provide technical expertise in the implementation fioancial instruments for land
development at national and local levels, includdrgfting a policy paper on financial
instruments and assisting the Ministry of Urban &epment, as requested, in drafting or
revising enabling legislation for various finandiatruments.

* Continue to support the Ministry of Urban Developmend the National Territorial
Planning Agency, thus increasing the institutioingbact of U.S. assistance with regard to
territorial planning and development in Albanig;lirding:

Lending support for legislation.

Providing tailored trainings and workshops.

Conducting an internal institutional analysis.

Drafting and disseminating a study on spatial ldegelopment typologies for
use by MUD and NTPA to review territorial plannirgnd development
standards.

0 Supporting MUD in structuring a newly-created agerfor issuing building
permits.

O o0OoOo

* Continue to support MUD and NTPA in preparing then€ral National Territorial Plan.
PLGP will provide demand-driven support to MUD aN@PA during the GNTP drafting
and implementation processes.

» Provide intensive technical support and assistamé®e model municipalities in preparing
all aspects of their General Local Territorial BRlan

» Support the five model local governments in adaptiquickly to their enlarged
management, administrative, and services-provisaas in the aftermath of territorial
reform, including delivering thematic trainings iterritorial planning and public
administration and facilitating public participatio
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* Publish and disseminate, in coordination with MURIa&NTPA, aTerritorial Planning and
Development Technical Manual, or “Planning Toolkit”,which provides guidance kocal
governments across Albania in drafting GLTPs artdestng compliance with the Law on
Territorial Planning and Development. The Toolkitludes a brief chapter on financial
instruments.

e Support the Ministry of Urban Development in dnadti new national public space
legislation. The new law regulates the creation arahagement of public spaces; defines
options and procedures for the use of private spacgublic space; and provides a model
public-spaceuse agreement. It has particular retev#or the design and implementation of
many financial instruments since most public féeii and public properties are open and
accessible to the public and/or serve the public.
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3. FINANCIALINSTRUMENTS

The financial instruments described below make phgate-sectorfinancial partners with the
municipality in achieving a community’s goals. Aih various ways, generate revenues upfront,
that is, before infrastructure investment is uralesh. However, they should not be seen as
practical or advisable ways to pay for an entirpited budget or to circumvent other municipal
fiscal reforms identified in this policy paper. Rat, they should be viewed as individual tools to
finance capital investments, each of which carréesdifferent practical advantage. When
implemented properly, these instruments add flégtand choice to local public administration. In
all cases, their value ultimately depends on thaityuof the fiscal and land use management that
underlies municipal investment decisions.

3.1 INTERNATIONAL PERSPECTIVE

It is fair to assume that most of the challengelsalla may face in designing and implementing
programs for financial instruments will have beaperienced before by other countries. However,
different legislative procedures, constitutionak$a and taxation systems virtually guarantee that
apparently similar situations will lead to diffetepolicies and outcomes. Learning from others’
experiences can be helpful, but only when theydboiil the experience of Albania.

Political and cultural considerations are also perant. While higher-income countries are more
concerned with financing infrastructure maintenaac@ew infrastructure that supports additional
growth, many countries like Albania struggle to \pde basic infrastructure. And, while many
countries embrace dense patterns of developmehg&rsotaccept it very conditionally. Other
variables include property rights, the public ietr expropriation, and so on.

Clearly, there is a movement in cities around tleldvtoward greater private-sector involvement in
infrastructure development and growth managemertis Tpaper attempts to identify the
considerations that are common to the successfikeimentation of financial instruments in most,
if not all, countries. Specific international castadies are cited sparingly, but strategically. Sehe

are examples of high relevance for Albania, notcepy them directly but to understand the
reasoning behind them.

3.2 INFRASTRUCTURE IMPACT TAX ON NEW CONSTRUCTION

Albania’s Infrastructure Impact Tax on New Constiot is a one-time levy assessed on developers
during the permitting process. It amounts to 1-3%@ aleveloper’s total investment in a project
(2-4% in Tirana), as reported by developers, subtecverification and acceptance by the
municipality. The tax is intended to offset a deywhent’s impact on community infrastructure.

As previously noted, the tax represents a sigmticgsource of income for local governments,
accounting for as much as 25% of total municipalereies in recent years. There are wide
variations among local governments, and municigalitwith the fastest-growing populations
generate the largest proportion of their revenues fthe tax. There are also wide swings in the
amount of revenues collected from year to yearufRetfrom the tax are not legally dedicated to
investment in public infrastructure, and frequerfitigd municipal operating expenses.
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A large and robust body of international studiesi$i that impact taxes are “economically efficient”
ways of financing infrastructure because the castsincurred by the new development, which
benefits most directly from the infrastructure. Fach efficiencies to be realized, however,
revenues from impact taxes must be earmarked fpitataexpenditures related to public
infrastructure installations or improvements tha¢ aeeded to accommodate growth, such as
streets, schools, public open spaces, librariesersenains, and water lines. Spreading the costs
over both the new development and the existing ladjom, as occurs when general revenues are
tapped to fund infrastructure, is found to be kffisient and less fair to taxpayers.

Research and practical experience also demongtette

v Infrastructure impact taxes should be differentatey residential, commercial, and
industrial construction. For example, the costgudviding public services to residential
developments are generally higher than for othpedyof development, and taxes should
reflect such differences.

v' A standardized method for reporting constructiorstgo as a basis for calculating
infrastructure impact taxes, should also be institu

v Infrastructure impact taxes tied to a long-termraefructure investment plan can help
sustain growth. In Mumbai, India, for example, @shbeen estimated that a 10% tax on the
cost of new construction could finance as much(4s % 50% of all required infrastructure
investment for the next 20 years.

v Infrastructure impact taxes do not inhibit a logaternment’s ability to offer other financial
instruments. For example, a municipality wishingsteer growth to areas where it can be
accommodated most efficiently can differentiaterasfructure impact taxes by location,
thus contributing significantly to the efficiency f oterritorial development and
complementing Transfer of Development Rights or d@idoned Building Intensity
programs, as is the experience in Brazil, the dn8tates, and elsewhere.

In summary, research and practical experience atglithat infrastructure impact levies that
differentiate tax levels and have clear rules foplzation raise more revenues for municipalities
and are fairer to taxpayers. They also establigimedictable process that applies equally to all
developers.

By these standards, the current method for caiogl#lbania’s infrastructure impact tax is not fair
to taxpayers or developers. It may also increasmuaicipality’s financial risks. Volatility in real
estate development is part of market reality. Rrakcprotection against this risk includes dediogti
one-time and unpredictable tax revenues to one-tepéal projects.

On the other hand, the infrastructure impact tagasy to apply, and that simplicity is a powerful
virtue that should not be understated or lost i fature revisions to the tax. It may also plaugibl
be argued that the infrastructure impact tax, aseatly employed, does in fact capture some of the
benefits conferred by the non-specific provisiongeheral public infrastructure and incremental
community development, which the other site-spedifiancial instruments discussed in this paper
are not designed to capture. Annual property teadss automatically capture some of these
benefits, but, at the low rates employed in Albattiay capture such benefits to a minimal extent.

Local governments in Albania are in a difficultusition. Not diverting infrastructure impact tax
revenues to general funds would add more pressulecal budgets that are already under stress.
However, by using revenues for general operatidhs, tax shifts infrastructure costs to all
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residentsand/or results in little or no public istreent being made in infrastructure. Moreover, the
infrastructure impact tax is essentially expectedubstitute for the inability of local governments
to access general obligation debt funds for infuastire, a role it is not designed to play.

It is reasonable to assume that the level of Isemlice provision would be lower without the
infrastructure impact tax. It may also be reasomablassume that, if local revenues from other
sources increased, municipal officials would belimgl to dedicate more impact tax revenues to
infrastructure.

In essence, the infrastructure impact tax looksebeir worse, in terms of efficiency, fairness, or
political willingness, depending on the alternasivane considers most probable. The reality is that
Albanian municipalities currently have few reasdedlscal alternatives.

Perhaps, as a compromise between no or fulldedrcaii the tax, municipalities could, annually,
earmark a portion of projected infrastructure ingax revenues for investments in specific, crltica
public facilities to supplement other capital inwesnts and thus stimulate or sustain growth.
Reduced budgetary flexibility in the short-termelik would be compensated by long-term savings
that could be reallocated to finance other services

BOX 1

Infrastructure Impact Fee in South Carolina, USA

Over 1000 local governments in the United Statesiogpact fees (also called taxes, levies, assessmen
charges, and so on) to raise funds to finance strfreture. In some fast-growing counties in Floraial
California, impact fees account for a quarter oreraf local government revenues.

Generally, in the US, developers install the indinfrastructure needed for a project at their axpense
and then transfer ownership of all or most of ithe municipality. Impact fees are designed to cdke
externalcosts of new development, that is, thescoétthe increased demand which new developnent
generates for roads, water supply, sanitary seywarks and recreation spaces, and other publilitieei

According to US law, states must authorize localegpments to impose impact fees, and all revenoes |
impact fees must be used exclusively for the chpit@stment purpose used to justify the fee. Tteynot
be used to contribute to the municipal operatinddet. While there is considerable variation in estat
legislation, all local governments that impose istdaes must:

e Have a comprehensive land use plan and capitaldbiiiglace as the basis for impact fees.
e Develop reasonable formulas to assess the fees.

Legislation in the State of South Carolina is faigipical of laws authorizing impact fees in the .U$cal
governments in South Carolina may assess impastffeehe construction of new facilities, or thejoma
repair or expansion of existing facilities, for: temsupply production and treatment; wastewatdectibn
and treatment; solid waste and recycling collecttoeatment, and disposal; roads and bridges; steatar
and flood control; public safety and fire protentistreet lighting; parks, libraries, and recreatibocal
governments may also assess impact fees for caujtapment and vehicles to provide the above puplic
services. School and health facility constructianmot be financed by impact fees in South Carolina.

Municipalities in South Carolina must comply witietfollowing implementation process:

1. Create a Development Impact Fee Study Repartvhich specifies a list of projects eligible for
impact fee funding in the municipal capital budg&tcording the South Carolina law, the report

(continued)
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BOX 1

Infrastructure Impact Fee in South Carolina, USA  (continued)

must also calculate the amount of the developnmepact fees, “based on actual improvement costs
or reasonable estimates of the costs, supportedinyd engineering studies,” in conformance with

an approved comprehensive spatial plan. The planhbadget must detail current infrastructyre
capacity, note assumptions for future land useyigeoprojections of future infrastructure needls,
and define acceptable levels of service delivery.

If the entire municipality does not benefit fronethew or improved infrastructure, or if the cost|of
providing a facility varies in different parts dfe city, then the municipality must designate one o
more service areas for calculating, collecting, speinding development impact fees.

2. Adopt a municipal ordinance authorizing the fees.
3. Issue an annual report with details of all impact ées collected in the previous year.

Municipalities in South Carolina generally use basrmulas for calculating impact fees for residnand
nonresidential uses. The formulas account for iffetypes and sizes of development at differerstions:

Residential Development Infrastructure Impact Fee NNDU) x (P/HH) x (COST)
NNDU = number of net new dwelling units generatgdhe proposed development.

P/HH = average person per household estimate peblisy the US Census Bureau for various dwelling tin
categories.

COST = cost per capita of providing a particulammipal facility (i.e., parks, fire protection, rds, etc.) to
residential users in a particular location withire tmunicipality, based on calculations in the Depgient
Impact Fee Study Report.

Nonresidential Development Infrastructure Impact Fee = (NNSF)/1000) x (ESR) x (COST)

NNSF = amount of net new floor area generated byptloposed development in square feet. In instances
where a variable other than square feet is usedkiarmining the ESR (such as hotel rooms, classrpom
desks, etc.), then that variable is used insteajoéire feet, and that variable is not be dividgd 600 in
the formula above.

ESR = Average employee space ratio as approvelagaytinicipal Director of Planning.

COST = cost per capita of providing a particularniipal facility to nonresidential users in a peutar
location within the municipality, based on calcidas in the Development Impact Fee Study Report.

Mixed-use developments pay fees based on the pgioparf residential and nonresidential uses.

If a developer does not believe the fee is fajustified, he or she may request an independentiizdion
performed by a qualified third-party professionadl@pproved by the municipal Director of Planning.

Infrastructure impact fees must be paid at the inaenstruction permit is issued. No utility seevaan be
provided or Certificate of Use issued until thesfeee paid.

Experience in South Carolina and elsewhere in tBesufjgests that the largest impact fees are fordier,
roads, water, parks, and sanitary sewers. In Soathlina, a state with a population of 4.8 millitme
average impact fee for residential constructioabisut $6,000 per residential unit. In 2014, infiasture
impact fees for residential construction aloneyeel®148 million, all of which must be invested nowth-
related infrastructure.
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3.3 TRANSFER OF DEVELOPMENT RIGHTS

Transfer of Development Rights (TDR) is a land usanagement technique that transfers
development from areas where a local governmentidvitke to see less development to areas
where it would like to see more development, cdesiswith a General Local Territorial Plan.

Law No. 107/20140n Territorial Planning and Development, requires all municipalities to adopt
General Local Territorial Plans that meet severiggaad 18 principals, including: the protection of
natural and historic resources; the provision @cate infrastructure to encourage investment; the
capture of land value increase by the societydtesdtes it; and the promotion of balanced regional
development. Article 31 of the TPL allows transéérdevelopment rights to help municipalities
achieve these goals.

In addition, Decision of the Council of MinistersO82015, On Adoption of Territorial
Development Regulations, specifies procedures for establishing a transfedevelopment rights
program.

A transfer of development rights program, as spetifn the legislation, contains several basic
elements:

v' A municipality identifies areas it wants to consgriknown as “sending areas”. These can be
properties in which development is prohibited agédy restricted by the GLTP, and are
limited to:

* Agricultural land
* Natural land
« Land with above- and below-ground cultural anddristmonuments

v' Property owners in sending areas sell the landieldpment potential, or development
“right”, to developers who wish to increase the @lepment potential of projects in
“receiving areas”. Receiving areas are identifigdthee municipality as being better suited
for additional growth. By purchasing the developmeights from a sending area,
developers can increase the intensity (floor ané@)ojects in receiving areas.

v' Transfer of development rights can be used in vaugi areas only for residential
development.

v In return for compensation from the sale of develept rights, a sending area property
owner places an easement on his or her property paemanently prohibits further
development of the land. The property owner retawgership of the land.

v' TDR programs are voluntary. Transactions take pteteeen willing buyers and sellers.
3.3.1 Realizing the Benefits of TDR

TDR programs respond to concerns about populatiowty and the impacts of development. They
concentrate development in areas best suited éavtgrand, at the same time, help reduce the loss
of agricultural land, forest land, open space, emldural and historic sites. By managing growth
and development, TDRs can help mitigate many of ghblic costs of infrastructure, while
protecting the environment and enhancing qualityfef
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To fully realize these benefits, local governmentsst carefully define how development rights are
assigned, the value of them to sending area patbelformulas for their transfer, and the level of
administration the municipality will provide. Withithe parameters of the law, local governments
can customize the elements of a TDR program taectftheir preservation and development
objectives, and this ability to adapt and changeusial to a successful TDR program.

3.3.2 Program Design

The enabling legislation requires a TDR progranbdodesigned in conformance with the General
Local Territorial Plan. There must be consisteneyween the location and regulation of sending
and receiving areas and the policies of the GLT®, the details of the TDR program must be
included in the GLTP.

A large body of international research suggestsdbaigning a successful TDR program involves
certain actions, all of which are foreseen in All&n enabling legislation. Theseactions are
presented below as questions for policy makerotwsider. Answers to these questions are inter-
related, and will help a municipality determine feasibility of a local TDR program. The actions
are not necessarily sequential; many can, and gdhoatur concurrently, with one reinforcing the
other.

Define the program'’s purpose.

Conduct public outreach.

Evaluate the interaction/compatibility of TDR witither programs and regulations.
Perform a market analysis.

Establish sending areas.

Establish receiving areas.

Establish transfer formulas.

Budget for administration and monitoring.

ONoA~LNE

Step 1. Define the program’s purpose

Right from the beginning, it is very important t@refully consider the purpose or goals a
municipality wants a TDR program to achieve. Thidl whape the overall policy of the TDR
program and inform specific decisions about it3gfes

* What types of land or areas does the municipaléptvio protect?

* Where does the municipality want to encourage dn@wt

* What is the desired mix of land uses in the reogidrea?

» How will the receiving area change over time asitb® program is used?

* What infrastructure needs will the receiving ar@eef?

* What quality of life issues are important to thezeins who will be affected by changes in
the receiving area? Do receiving area residentergtahd and support the potential benefits
of a TDR program?

Step 2. Conduct public outreach

As a voluntary program, a key to success is a gupiplievelopment rights that property owners are
willing to sell and that developers are willing bay. A municipality must speak to those who
would be affected by a TDR program and understahdtwnotivates them economically. This
includes property owners, developers, real estategsionals, urban planners, residents, and other
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stakeholders. Learning the answers to the follovgegeral questions not only helps ensure public
transparency but also helps municipalities designogram that satisfies the interests of the people
it will serve:

* What are property owners’ views of development guess?

» Are property owners concerned about preservationommpatible land uses?

» Do property owners view their property as an investt they plan to sell?

» What options do property owners have for the ctraen future use of their land?

» Do property owners support permanent restrictionghe use of their property, such as
property easements?

* What are the needs of developers?

» Where do developers see the demand for growth emelaoment in the community?

Focus group meetings with developers, planners,realdestate professionals could further refine
the responses to these questions. They could hethrmiine, for example, specific areas of the
municipality that provide the most opportunity ftme successful implementation of TDRs.

Potential sending areas should be analyzed accprtbn such market conditions as land

characteristics, land values, and the potentia@ssalarket for sending parcels. Potential receiving
areas should be analyzed according to, for examefdential development characteristics and
residential development values. Based on thesaisigms, it should be possible to identify the
lowest value that a property owner would accepttaedhighest value a developer would pay for a
development right in a particular area. This knalgke would inform the establishment of formulas

for transferring development rights.

Step 3. Evaluate the interaction/compatibility of TDR with other programs and regulations

It is very important for municipalities to reviewther adopted local regulations and programs to
ensure consistency with a proposed TDR program.

* How would a TDR program influence existing or prepd programs? For example, if a
municipality has another financial instrument fand development that offers a similar
incentive to developers, will one program diminikh effectiveness of the other?

* How would existing programs influence the functimmiof a future TDR program? For
example, will existing building setback/buffer ot koverage regulations prevent the use of
TDR intensity bonuses in a receiving zone?

» Does local political leadership support and promtite TDR program? If developers
perceive a faster or less expensive way to obdgitianal building intensity for a specific
project, it may take strong local political leadepsto ensure that TDR is recognized and
accepted as a viable business option.

Step 4. Perform a market analysis

Understanding the factors that drive demand inréloeiving area and supply in the sending area is
one of the most important and complex steps inbéistang a successful TDR program. Such an

analysis of the factors that drive market valuethia local real estate market helps ensure the
municipality establishes a program that is fair andourages all stakeholders to participate. Since
no one can be forced to buy or sell developmehtsighe financial value of the incentives and the

cost of participation must balance in order for RRT program to work. Most developers will
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participate only if a project’s profit is projected be the same or better than what it would be
without a TDR program. Most property owners wilpapate only if it is more profitable for them

to sell their development rights than develop dredl The municipality must establish a method of
allocating development rights that approximateslarre between buyers and sellers. This should
be a major objective of a market analysis.

According to Albanian law, the monetary value @nsferred development rights is determined by
the seller and buyer. Individual property ownemyealopers, or other parties may freely negotiate
prices for the purchase and sale of these righdsieder, the municipality specifies how much land

should be preserved in the sending area in returma fixed increase in intensity in the receiving

area, and this largely determines the rate andwelof transactions.

According to the law, a municipality must allocatevelopment rights based on a formula. While
there is no set value for development rights—nor single methodology for establishing these
values—formulas for transferring those rights nursivide enough incentive so that both the buyer
and seller are willing to participate in the pragral he buyers of rights need to at least recowdr, b

preferably profit, from the purchase of the rights sellers of the rights need to believe theyehav
received a fair price for the development rightsg ¢he formula must satisfy the needs of both of
these participants.

Albania’s enabling legislation allows sending are¢asbe agricultural lands, natural lands, or
historic or cultural lands. Residential developrseint receiving areas may receive an increase in
Floor Area Ratio, or FAR. For example, if the sadarea of a parcel is 1000 square meters and the
FAR is 1:1, this means that the building can bgmater than 1000 square meters.

Basic questions regarding market analysis include:

» Does the municipality have accurate information local real estate markets, such as
population change, building permit activity, sgbeges, construction costs, property values,
annual change in property values? If not, can theiampality obtain this information from
local real estate professionals, or should a ctersiube retained?

* Has the municipality reached out to developers aeal estate investors, as their
participation will largely determine the successhaf TDR program?

* Can the municipality establish a process for batapahe supply and demand for
development rights?

Step 5. Establish sending areas

The process of establishing sending areas is mfle@d by the information gained from earlier
design activities. Having already identified thepmse of the program and learned generally what
people support, a municipality can now focus onargpecific questions.

* What kind of land does the municipality want to tea? Agricultural land? Forest land?
Suburban land? Land from which the municipality’ater supply is drawn? Open space?
Wild life habitat? Historic lands? Land of otheesfal importance to the municipality? It is
important to note that the marketplace will likelsward municipalities whose programs
accomplish preservation of these lands. In otheds;adhe value of these lands and adjacent
lands are likely to increase once they are preserve
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How much land should the municipality aim to pres€rin many cases, the amount of land
a municipality can protect is connected to the tgpéand it wants to protect. In all cases,

the amount of land a municipality can protecteésltio the capacity of the receiving areas to
accommodate additional development.

How will the municipality designate the sendingateéMap? Criteria? Land use typology?
The municipality could draw a line around the areavishes to preserve on map, or
establish a set of criteria to determine senditg aligibility, or choose sending areas by
land use typologies, or adopt a combination ofttinee methods. Whatever method is used,

the sending areas must be identified on a mapeiGihTP with information on each elig

ible

property from the Immovable Property Registry, ta@dance with the DCM 408/2016n

Adoption of Territorial Development Regulations.

The municipality should determine the total numbledevelopment rights in each sending are
is available for transfer to receiving areas.

BOX 2

Allocating Development Rights in Sending Areas

How development rights are assigned in a sendiag depends largely on the land’s uses, typologie|
characteristics, ownership, and current or potengiie. Let's look at some of the ways developniéagtits

might be allocated in a hypothetical 50-hectareglaiThese are not the only possibilities, butcdfered to

explain the general concept of assigning rights.

1. Development rights are assigned so that there ésrigiit for every 10 hectares. The 50-hect
sending area thus yields 5 development rights. Tdrimat is frequently adopted for agricultur
lands and natural lands.

2. Assume the 50-hectare sending area contains 1Glpaof similar but different sizes. On
development right is assigned to each parcel. T@éhestare sending area thus yields
development rights. This format is frequently ufadland on the edge of a city that is likely to
developed or approved for development soon.

3. Assume the 50-hectare sending area contains seperakls with a total market value
ALL 2 million. For every ALL 100 000 of value, a guerty owner is assigned one developm

adopted for sending areas with a mix of land ukesexample, some parcels may be vacant, otl
may contain one building, others multiple buildingsother a small lake.

4. Assume all of the parcels in the 50-hectare sendieg have a building on them. Assume thg
floor area ratio of 2.0 is allowed on these parckig they are only built to a FAR of 1.0. Th
unused FAR could be transferred to a receiving. drbis format is frequently applied to suburb
areas or older urban areas where redevelopmertiighar density is likely occur. It is also used
preserve historic properties.

right. The 50-hectare sending area thus yields @@&ldpment rights. This format is frequently
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Step 6. Establish receiving areas

The process of establishing receiving areas isiafagenced by the information gained in previous
program design activities, particularly gauging support and quality-of-life needs of residents of
receiving areas, as well as the input of developEne receiving areas fund the preservation of
sending areas and also reflect the growth goatheimunicipality. Receiving areas, like sending
areas, must be identified on a map in the GLTP wifbrmation on each eligible property, in
accordance with DCM 408/2015. Therefore, in additio having public support, receiving areas
must align with the strategic goals, capital féieii plan, and development regulations of the
General Local Territorial Plan; specifically:

* What areas are planned for residential growth?

* What areas are not experiencing growth that migheht from a TDR program?

« What areas might become suitable for growth becaokeplanned infrastructure
improvements?

* What areas are most suitable for increases insitjéh

* How will intensity increases impact these areas?

* What are the base and maximum intensities for thesas?

The municipality should determine the total numbkdevelopment rights required to build to the
maximum intensity in each receiving area.

Step 7. Establish transfer formulas

Many TDR programs use a simple one-to-one rationangtlining how many development rights
are available on a parcel of sending area landhewd many rights are required for a specified
amount of additional receiving area intensity, lmof area ratio. Many others use a differential
(one-to-many or many-to-one) ratio. In either cabe formula must establish the criteria for
calculating these ratios in individual sending asckiving areas.

In its simplest form, the formula might be: “forexy X square meters or hectares a property owner
in a sending area receives Y development righteé development rights can then be sold and
converted to increased building intensity in theereing area. For example, a property owner might
receive one development right for every 1000 squaeters of suburban land put under protection
or for every 50 hectares of agricultural land presd. The formula also identifies how much a
developer receives for each right in the receianea. For example, in one area, one development
right might allow a developer to increase the flacga ratio of a residential building by 0.1, or by
100 square meters, up to the maximum intensitywaib in the area. In another area, two
development rights might be required to receivestiime intensity increase. The municipality may
issue a TDR Certificate to property owners for edetelopment right they own.

Examples of development rights’ transfer formutadude, but are not limited to:

» For every X ALL a property owner in a sending areeeives from the sale of his or her
property (for example, ALL 1.000.000), a propertyn@r in a receiving area can increase
the amount of building floor area by Y square nmet@or example, 250 sqm), but only
within the overall maximum floor area restrictions.

* Unused floor area may be transferred at a ratiX:¥f For example, let's assume the area of
a parcel is 500 square meters, and the parcel RARaf 0.75. A building on the site could
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therefore have a maximum floor area of 375 sgm (600r5). If there is no building on the
parcel, all 375 sgm of unused FAR could be transterlf a building of 200 sgm occupied
the site, the unused FAR of 125 sgm (375-200) cbaldold.

* Since the expenses of restoring an historic prgpeiten exceed the revenues they could
reasonably be expected to produce, the owner dfistaric building and the municipality
could negotiate the number and value of developmeghts required to make restoration of
the building financially feasible.

Different formulas will likely by necessary for thfent sending and receiving areas, as land values
may vary considerably across a municipality. In adbes, the formula for calculating intensity
increases is relative to a base intensity. Devetopan exceed the base intensity of an area, but
only within the maximum floor area and height nesions. The GLTP regulations must set fair,
firm, and clear base and maximum intensities foregleiving areas.

Development rights from one sending property mayablecated to more than one receiving
property, and one receiving property may accepeldgment rights from more than one sending
property, up to the maximum intensity specifiedhia allocation formula. Intensity owners may sell
all or part of their available rights at any onadi

The simplest form of TDR program is when an eligiproperty owner sells development rights
directly to a buyer. The two parties negotiate @epand the terms of the sale, which can vary
depending on market conditions. The property owrgisters an easement on the property from
which the development rights have been separathd. Buyer can apply the rights toward a
development project in a receiving area. While thighe simplest TDR process, it still requires the
local government to issue, monitor, and redeentdéwelopment rights.

Over time, the value of development rights willdetermined by analyzing the market, that is, by
comparing the sale prices of development righiially, however, there may be few sales in a new
program, and the municipality may have to make sheetransfer formula reflects a balance in
values between sending and receiving area propertie

Annex B explains basic but powerful methods of prop valuation. Since real estate market
conditions change, municipalities must reassess Itioal market periodically and making
appropriate adjustments to the allocation formutased on sound property valuations.

Often, local real estate professionals will actbaskers between potential buyers and sellers of
development rights, just as they broker other ptgeansactions. This can help insert the program
more solidly into the free market, as the knowledge experience that real estate professionals
bring to transactions can establish a processgHatr for buyers, sellers, and the municipalibda
thus reduces risk for all parties involved. In eefimarket, real estate brokers or other third gmrti
such as international donors, may become also bedners and sellers of development rights.
Some third parties may wish to profit on the tradfedevelopment rights; others may wish to
preserve agricultural lands or protect heritagessit

Municipalities in other countries have set up “bsthlor clearinghouses, to buy, sell, and hold
development rights. Such a bank can be managedlbgahor national government or a private
entity. Basically, a TDR bank assumes much of ible arising from a weak market for the rights.
In TDR programs, there is rarely a guarantee thayppgrty owners in the sending area will be able
to sell their development rights. A TDR bank copldrchase all of the development rights at their
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market value and hold them in the bank until buyes be found, or the bank could divide the
proceeds from any individual sale among all of t{m®perty owners who separated their
development rights. These are only two exampldsoaf a TDR bank might function. A bank also
makes it easier for nonprofit conservation orgatiozres or other donors to buy rights to retire or
resell. The municipality or national government Webneed to dedicate funding for a TDR bank, at
least initially; in time, proceeds from the saldsdevelopment rights would be reinvested in the
bank to finance further purchases, creating a vawglfund.

The Immovable Property Rights Office has confirnitedhbility to register TDR transactions.

BOX 3

TDR and the GLTP

In designating sending and receiving areas andgraegi development rights, the General Local Terigto
Plan is where a municipality should start. A logalzernment should start from a desired outcometlaex
determine how to make it work.

For example, let's assume, a goal of a GLTP isrésqrve family farms. According to the United Natqg
Food and Agricultural Organization, the typical fgnfarm in Albania is about 2 hectares in size. fiap
achieve this goal, a municipality could allocate alevelopment right to every two hectares of landn
agricultural sending area and specifically conrietrights to family farms. The municipality couddso
establish a very low base intensity in a receivéinga, thus forcing developers to purchase developme
rights in order to be able to build a profitablejpct. By matching the sending area with familynfarto the
receiving area with a low base density, the mualiiipwould create a market for the developmenhtsg
and family farmers would receive additional onegtimcome.

Step 8. Budget for administration and monitoring

Transfer of Development Rights programs are comfieémplement and may be costly administer
and monitor. (However, they may be less costly th@mnaging unplanned growth.) A small
program with low government involvement may requrdraction of one staff person’s time to
review and process applications and to maintaiecard of the purchase and sale of development
rights. Most successful programs require many muugicipal resources.

« What level of involvement is the local governmenillimg and able to provide?
Administration and monitoring of a TDR program magquire municipal staff to:

Create and maintain a database of TDR transactiothgroperty easements.
Create and maintain a database of interested, tiadtasers.

Create and maintain maps and criteria for sendigraceiving areas.

Create applications and other forms.

Issue TDR Certificates to document developmentsigh

Process applications.

Make sure building permits are not issued for pridpe that have sold development
rights.

Manage development right transfers either by rumnihe TDR bank or by
negotiating the transactions with property owners developers.

o Establish an enforcement mechanism.

O O0OO0OO0OO0OO0Oo

o
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o0 Monitor the local real estate market for developmeghts and recommend
adjustments to allocation formulas as needed.

o Establish and collect fees to help recover thescosadministration and monitoring.
o0 Ensure that the municipality’s capital facilitieeprovement plan and development
regulations continue to support the program asldpweent rights transfers occur.

0 Ensure the program continues to meet the goalseoGLTP.

o0 Respond to a wide range of opinions from developatsproperty owners.

o0 Establish guidelines to guide staff in their intdi@ns between property owners and
developers.

o Educate local officials, property owners, develgpeand residents about the
program.

o Create and maintain a user-friendly website.

* How will the municipality track and report on TDRogram progress, as required by the
enabling legislation? During normal administratiohthe program, certain data will be
acquired which the municipality could use to measilve program’s progress against its
purpose, to modify the program’s design to betteetrits purpose, and to report to the
public. These data include, but are not limited to:

Number of transactions completed.

Areas, amounts, and values of different land typeserved.

Areas, amounts, and values of additional residesypiace added.
Changes in transactions and area preserved comiogpeelvious periods.
Development right price changes.

Feedback on user experience in transactions.

Feedback from residents of receiving areas.

Costs of program administration.

O O0OO0OO0OO0OO0OO0Oo

BOX 4

Tradable Development Rights in Brazil

Sao Paulo, Brazil helps finance new infrastrucaméd other municipal improvements through the sate
trade of development rights. The city establishes lase and maximum densities (floor area ratims)
certain areas. Developers must purchase developrgatd to build in excess of the base density.

O

In areas authorized for higher density, the citiinestes the maximum total new floor space, in sguar
meters, that could be constructed in a year. Irthemaone, the city calculates the total annuaéstment
needed for new or improved infrastructure. Thelat@aount needed for infrastructure in the targetate is
then divided by the total authorized new floor a@arrive at a cost per square meter. This igrtmmum
selling price of the development rights.

A developer wanting to build an additional 1000 agumeters of floor area would thus be required to
purchase 1000 development rights. The proceedsthersale go to a special fund that can be usedton|
finance new or improved public facilities in targétareas according to a comprehensive municipaibspa
plan. In this way, specific projects, such as neetrm stops, have been financed, as well as broader
initiatives to bring sewers, public water, and rereets to underserved neighborhoods.

(continued)
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BOX 4

Tradable Development Rights in Brazil (continued)

Sao Paulo maintains a base floor area ratio ofiril &eas authorized for higher density. The low FAR
ensures a strong market for development rights. citfyealso auctions development rights, and theagroi
sell for considerably more than the minimum rate.

Sao Paulo is one of the largest cities in the warld has a robust real estate market. Sao Paykitns of
selling and trading development rights has beelicegpd in other cities in Brazil and Latin Ameriaéth
mixed results. The system generally works best alilee base density is kept low, property values |are
relatively high, and there is strong market pres$or development.

The laws regulating Transfer of Development Rigdntsl other financial instruments in Albania mandate
that transactions must be based on market valatisthon prices determined by willing buyers arilling

sellers. In Sao Paulo, the city determines theepoitthe development rights based on its infrastnec
investment needs. This appears to be regulatec vedther than market value. However, the auction o
development rights injects market discipline irte process.

3.4 CONDITIONED BUILDING INTENSITY

Conditioned Building Intensity (CBI) allows a dewspkr to build at a greater intensityin certain
areas of a municipality under the condition of pdowy public improvements. For example, the
municipality creates a base floor area ratio limia given area, such as a street or a zone, &nd th
offers developers additional FAR— a “bonus”—butyoim exchange for providing public benefits.

Article 30 of Law No. 107/20140n Territorial Planning and Development, stipulates that building
permit applicants, in return for being allowed taild at greater intensity, may provide
contributions, which:

* Fund capital investments in public infrastructune aervices, including social housing,
* in areas foreseen in the General Local Territdtlah,
* in agreement with local authorities.

DCM 408/20150n Adoption of Territorial Development Regulations, further stipulates:

* A CBI program is limited to buildings with a resid&l component.

» Building intensity, including bonus intensity, carever exceed the maximum intensity
allowed in an area by the GLTP.

* The value of additional intensity is determined fmarket value, in conformance with
applicable laws and regulations.

« Payment for additional intensity is in the formpaiblic improvements or cash.

All areas of the municipality may be designated imew or amended General Local Territorial Plan
as eligible for a Conditioned Building Intensityogram or just certain areas. Different programs—
with different mixes of intensity bonuses and patidenefits—could be tailored to different zones
of the municipality.
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Public improvements sought by the municipality ktleange for an increase in building intensity
must be defined through the General Local TeratdPlan. They may include, but are not limited
to:

» Social housing

* Public squares or open space and related improviemen

* Public parks or playgrounds

» Child-care or elder-care facilities

» Utilities

» Street improvements

* Health care and human-service facilities

* New cultural facilities and public art

* Land for public improvements

» Other facilities or benefits to the residents @& thunicipality
* Any combination of improvements and/or cash in biéany improvement(s)

Improvements may be provided on-site or off-site.

In return for the improvement, the local governmeiit grant an increase in floor area to the
property owner on a specific site, up to the maxminatensity allowed in the area by the GLTP.

3.4.1 Realizing the Benefits of CBI

Essentially, a Conditioned Building Intensity pragris a public/private partnership, in which local
governments and developers share investment inatdesipublic improvements. Little or no public
subsidy is required for the improvement. A CBI prog could provide an economic stimulus to
areas where redevelopment is needed.

Conditioned Building Intensity programs are ofteerqeived by the public as the municipality
giving too much to developers and/or not receivemgugh in return. Open communications with
the public and transparent program regulationsexgaired to realize the benefits of CBI.

3.4.2 Program Design

The enabling legislation requires local planninghatities wishing to establish a Conditioned
Building Intensity program to prepare a detailegliementation plan, a study of carrying capacity,
and a public transparency program, in accordanttetive General Local Territorial Plan.

The following steps can help guide local planningharities in establishing a CBI program, in
accordance with the enabling legislation:

Conduct public outreach.

Determine the details of the target areas.

Determine public benefits.

Evaluate the interaction/compatibility of CBI withher programs and regulations.
Determine market value and developers’ payments.

Budget for administration and monitoring.

ounkrwpnpE
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Step 1. Conduct public outreach

It is critically important—for public transparen@nd to establish an effective program—for local
governments to get ideas from the people who wéll directly affected by a CBI program,
particularly developers and residents of areas atter intensity bonuses would be applied.

* What types of public improvements do residents \éesvdesirable in a target area?
* What types of improvements do developers view asilige in a target area?
» Where should the target areas be located?

Step 2. Determine the details of the target areas
Using information gathered during public outrednégin to establish the details for:

* Where in the municipality higher intensity residahtievelopment should be encouraged.

* The base intensity, the intensity increases, aadrthximum intensity that will be allowed
in each targeted area.

* The public benefits to be provided by the develojpereach area in exchange for the
intensity increases.

Answers to the following questions will help a meipality refine these details:

* Is there enough demand for increased intensityaasaprogrammed for intensity increases?
If a municipality is not certain, then perhaps buAd be a good idea to conduct a market
analysis to find out if there is enough demand.

* What is the highest intensity a municipality cohlve in a targeted area and still be able to
service the area with current infrastructure? Howcmimpact will this intensity have on the
surrounding area? Before implementing a ConditioBeiiding Intensity program, a study
of the carrying capacity of each target area isiired by law. The study should analyze the
maximum possible intensity in the targeted aredt, ith the intensity the targeted area would
have if all developable properties received intgndionuses, and the impact of the
additional intensity on public services.

Based on carrying capacity and other informatitxe, municipality must establish a base
intensity, as well as a maximum intensity for eaaiget area, which the intensity bonus
must not exceed.

According to the enabling legislation, the bonusRFéf a residential project cannot exceed
the amount of the base FAR of the area, and thieibgiheight cannot exceed twice the
base height. A Conditioned Building Intensity pragr cannot waive or make less restrictive
other development standards.

It's important to note that the extent to whichiatensity bonus is truly a “bonus” depends
on the demand for intensity increases and the Aademaximum densities allowed in the
municipal development regulations. For the intgnbitnus to be truly a “bonus”, the base
intensity should be sufficiently low, but not soMdhat the integrity and honesty of the
development regulations are called into questiakewise, intensity bonuses should be
large enough to attract new residential developntentnot so large that new densities
cannot be served by municipal infrastructure amdices.
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Step 3. Determine public benefits

Again, it's important to listen to residents, bwesees, and other stakeholders when choosing
potential improvements, as well as utilize the deden market and infrastructure carrying capacity
studies.

* What kinds of public improvements are needed irheacgeted area? Does an area lack
parks or social housing? Do residents complain atimicondition of sidewalks or streets?
Will increased intensity require new school classnaconstruction?

* What kinds of public improvements might incentivizevelopment or raise property values
in areas where more development is needed or wirteperty values are low? Areas with
low or moderate pressure on land use and whereitateds highly valued may be prime
target areas for a Conditioned Building Intensitygram.

If the municipal planning authority determines tlaasuitable public improvement is not
immediately feasible, or otherwise not practiceshould require, instead, a payment to the
municipality of a cash sum.

Because the funds gained from a CBI program migheklatively small in some areas, these
funds should not be spread over a wide variety wjlip improvements, but should be
focused on achieving a smaller, definable list ehdfits. In addition, a narrower list of
options will increase predictability of the devefognt process.

Step 4. Evaluate the interaction/compatibility ofCBI with other programs and regulations

All local land use and development regulations mrgpmms should be evaluated and adjusted as
necessary to work with the CBI program. Regulationgrograms working at cross purposes will
not be effective in capturing land value as desired

» Does a CBI program compete or conflict with othev&lopment incentive programs in the
municipality? For example, CBI offers developers game incentive (increased residential
intensity) as Transfer of Development Rights in &im. How might the two programs be
distinguished? Similarly, with careful planning, @Bl program might be used in
coordination with Tax Increment Financing to, fample, regenerate an historic structure
or an area in need of additional development; hewnewithout adequate foresight, a CBI
program might end up competing with TIF.

» Do other building regulations, such as setbacketaroverage, inhibit increased intensity in
targeted areas? A CBI program can authorize inee&s intensity, but cannot waive
development standards in targeted areas.

Step 5. Determine market value and developers’ payents

According to the enabling legislation, the valuetloé additional intensity is based on the market
value of properties in the area where the constmowill take place. Albanian law appears to
provide at least two methods for determining mankatue: the methodology used for property
compensation and restitution, and values for ptgp&ansactions published annually by the
National Housing Agency.
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According to international property valuatio
(appraisal) standards, real estate market values [akocal governments must have enough
typically determined by comparing recent propegies | information  to =~ make informeg
prices, estimating market potential (the value kefind | 9€cisions, including detailed data on
after improvements), or, more commonly for largar SOnStuction expenses and revenues.

. g LT .. 27 Program applicants should be requirgd
projects, examining a project’s income capital@ati | ;. provide such information when they
Developers should be required to provide theg.o requesting public incentives and
municipality a pro forma or comparable financial | ponuses.
analysis which details the developer’'s estimateaof

project’s financial returns.

=

Such information typically is shared with confidelity agreements. For larger projects, the
municipality may wish to hire a consultant to helpalyze the content and accuracy of the
developer’s project financial information.

Annex B explains several basic and standard prppeattiation methods.

According to DCM 408/2015, the amount of cash, Jardn-kind payment a developer must make
is determined by:

* Open competition organized by the municipality, or
* Auction organized by the municipality, or
» Direct negotiation between the developer and mpality.

According to the law, developers must compete tdigipate in the program. In a free market,
competition is the best means of ensuring a bekteice of public improvements, lower prices, and
higher quality for residents, as well as a fair &kl playing field for developers.
Regardless of how the payments (cash, land, injkiace decided (competition, auction,
negotiation), international best practices sugdglestdecision to approve the payment should be
made by the competent municipal authority, based on

* The cash value of the public improvement.

» The adequacy with which the additional intensitg the site and how it relates to adjacent
uses and structures.

» A detailed explanation of how the public improvernkelps implement the physical, social,
or cultural policies of the general local terrigdmplan.

Additionally:
« Payments should be received before building peranggssued.
* Time limits and performance standards should beeplan the construction contract for
public improvements, with provisions to recovertsd$ developers who received intensity

bonuses do not meet their obligations.

* The payment approval process must be transparent.
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Step 6. Budget for administration and monitoring

A Conditioned Building Intensity program requireglixdocumented development standards and
inspection and compliance standards to ensureudiiygof the public improvements provided.

It also requires good record keeping by municipsrice, planning, and procurement personnel.

There is a danger with CBI programs that the b@pmoval process becomes viewed by the public
as a matter of site-specific negotiations, in whiod developer arranges with the local government
to buy its way out of development control regulatio Programs should include performance

monitoring elements that document and verify ife@b. These elements should be reported to the
public periodically. They should include, but netlbmited to:

« Areas, amounts, and values of additional residespace added as a result of intensity
bonuses.

* Location, character, and value of public servicesvided by developers in return for
intensity bonuses.

* Annual changes in land values in targeted areas.

» Feedback from residents of targeted areas.

» Costs of program administration.

Based on the results of the program performanceatororg, adjustments to the program should be
made to reflect changing needs and prioritiespmsaltation with the public.

BOX 5

Auctions and Conditioned Building Intensity

The value of the public amenity a developer mustiole in order to build at a higher density throagh
Conditioned Building Intensity program is determinby either: (1) direct negotiation between the
developer and municipality; (2) an open competitivganized by the municipality; or (3) an auctipn
organized by the municipality.

Studies overwhelmingly conclude that open compmetiiyield higher prices than negotiations, gnd
auctions yield higher prices than competitions. Egample, a World Bank study found that auctigns
increased proceeds from land sales in Egypt mae tanfold over previous administrative sales|of
similar land. Studies of auctions of developmeghts in Brazil, suggest they result in markedlyhleig
prices in municipalities with a robust real estatel city administrators with the requisite expertis

Moreover, auctions do not require the municipatitycalculate in detail the value of a public amegn
The theory behind fair and open auctions is thatdbveloper will factor the maximum price of the
required amenity into his or her final bid.

—F

For Albanian municipalities, the financial amouatsstake in property-related auctions are potéytia
very significant; consequently, the difference bedw an efficient auction and an ad hoc auctiomoo
auction at all, is also significant.

It is beyond the scope of this paper to study apdnt on the efficient use of auctions. But itlesac that
municipalities in Albania would benefit from bestptice guidelines for planning and conductipng
public auctions.
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3.5 TAX INCREMENT FINANCING

Tax Increment Financing (TIF) is designed for vahased property tax systems. It allows local
governments to use future property tax revenuggyofor public improvements in a targeted area,
like improved roads or new water lines, or to attnaceded development. Within the area of the
municipality served by a TIF, the value of the mup prior to public infrastructure investment is
established as the “base” amount. Each year, gsderthe TIF exists, the municipality calculates
the “current” value of properties within the aresv&d by the TIF. The difference between the base
value and the current value is the incremental gntypvalue. Property taxes paid each year on the
base amount continue to go to the municipality’segal operating fund. The additional property
tax revenues generated above the base tax revdiyudle rise in property values—the tax
“increment’—are placed into a special fund to beedudby the municipality to finance the
improvements it made in the TIF area. The assumpgiohat the public improvements made by the
municipality in the area and related private inwestt will cause property values to rise.

To illustrate how TIF works, let's assume a muradify wants to redevelop an area that is currently
a mix of small buildings and vacant parcels. Lefso assume that the value of the property in the
area is ALL 200 million. The municipality determs#éhat by making an immediate investment of
ALL 10 million in new sewers, private developersliwnake significant investments in new
development, resulting in a rise in total proper&ues in the area from ALL 200 million to 500
million over ten years:

Base value 2015: ALL 200 million
Current value 2025: ALL 500 million
Value increment; ALL 300 million

If the municipality taxes at a rate of one percehiproperty value, corresponding property tax
receipts would be:

Base property taxes 2015: ALL 2.000.000 (200 omillk 0,01)
Current property taxes 2025: ALL 5.000.000 (500iom x 0,01)
Property tax increment ALL 3.000.000 (300 millio®,01)

The property tax increment is estimated to increzesgh year for ten years until it reaches ALL
3.000.000. The municipality uses the annual incrén finance its original investment. After the

initial investment is paid off, the increment coldd dedicated to additional improvements in the
area, resulting, hopefully, in even more propegiue growth in the area, or the increment could go
into the municipal general funds for the benefittled entire municipality. All property taxes are

collected annually, or as specified by the muniaypaCurrent property values are re-calculated
each year for the life of the TIF to capture thawal change in property values.

Tax increment financing could similarly be appligda single site, such as a vacant industrial
building, to stimulate redevelopment.

The type of projects that could most benefit fromila program include, but are not limited to:

» Redevelopment of substandard or vacant buildings

» Financing public infrastructure improvements, saslstreets, sewers, and water, especially
in areas needing regeneration

* Cleaning up polluted areas
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* Providing infrastructure needed to develop a sitenew industrial use
» Rehabilitating historic properties

3.5.1 Realizing the Benefits of TIF

Tax increment financing offers a way to dedicatesecific revenue source to stimulate
development without using a municipality’s genespérating funds or raising property taxes. TIF
programs are administered at the local level amdbsacombined with other financial instruments
for land development.

Receiving the full benefits of tax increment finarge requires a value-based property tax system
which is regulated and administered locally, effectind transparent public financial management
procedures, and an efficient and accurate proddasd valuation.

3.5.2 Program Design

The following best practice guidelines can helphatities establish an effective TIF program:

Conduct a preliminary feasibility analysis.
Create a redevelopment plan.

Adopt.

Implement.

Evaluate and terminate.

agrwpdpE

Step 1. Conduct a preliminary feasibility analysis

A feasibility analysis is a preliminary assessmathe need for, and potential economic benefits
of, a TIF program. It serves as a basis for theenhmmal, detailed, and costly planning required fo
a redevelopment plan. It's based on the experiandeprofessional judgment of local government
officials, developers, local residents, and othBedow are a few questions a group of stakeholders
might ask to determine whether or not to procead wiTIF program:

* Are the improvements proposed by the municipalggeatial for property values to rise
more than typical market-driven growth?

» Is the private developer’s financial capacity stramd likely to remain strong so it can
complete its proposed projects?

* Are the proposed public and private improvementasisbent with the municipality’s
General Local Territorial Plan?

« Is TIF the municipality’s only or best financialsinument for improving the area? Do the
benefits of TIF outweigh the risks?

Step 2. Create a redevelopment plan

If the preliminary assessment suggests a TIF progvdl be feasible for an area, the next step is to
create a redevelopment plan. A TIF program is ehfiko be financially successful without a
formal and detailed plan describing the actionsntlumicipality will take to improve the area and a
budget and implementation schedule for the aree Glanning is important since the municipality
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incurs substantial risk when it spends its own futwlestablish the TIF and when it secures debt to
finance public improvements.

A redevelopment plan should include:

A. A description of the boundaries of the area reconted for redevelopmenthere is no ideal
size for a TIF area. Generally, however, a broaagggphic area increases the likelihood that
the area targeted for redevelopment will experiegm@nomic growth, allows the municipality
to capture more incremental revenues comparedstoaer TIF area, and, if debt financing is
used, may result in a reduction in perceived cneshtand a corresponding increase in the bond
rating and lower interest rates for repayment.

A single site, rather than a larger area, is oftened by the municipality and transferred to the
developer at its market value in accordance wighrédevelopment plan.

B. A narrative of why the area needs redevelopmenhamdthe redevelopment conforms with the
General Local Territorial PlarThis should include the municipality’s redevelaghgoals and
objectives for the area, how these goals and dbgescsupport the policies of the General Local
Territorial Plan, and an explanation of why economiowth likely will not occur in the area
without a TIF program.

C. A budget for the life of the TIFThe budget, at minimum, must establish the basessed
property value and base property tax revenue, grojecremental assessed value and
incremental revenue, and determine a way to paydbtic improvements. The budget should
present results in a year by year projection ofrtlumicipality’s total costs and revenues for all
projects in the TIF area.

To estimate overall annual revenues, the munig¢ipateds to perform an analysis of individual
parcels in the TIF area and their respective doultion to revenue growth. In addition to
determining the revenue impact of individual TIFrqes, the municipality must determine
project “timing”, that is, it must estimate how gklly construction will occur. It must also
estimate market “absorption”, or how quickly nevasp will be sold or leased, as well as the
“lag” time from when properties reach the markewteen they are assessed and taxes collected.
In this way, the tax increment can be calculated.

Projections of the municipality’s costs and revenwéll be highly informed by pro formas
supplied by developers. A pro forma is a develamument that shows his or her expectations
of a project’s financial performance. When the THS only one developer and only one project,
the pro forma can be inserted directly into the Bllget. When there are multiple developers
with multiple pro formas, the municipality must cbime the data into one document.
Developers expecting to participate in a TIF prograhould be required to share the
information in the pro forma with the municipalithlthough the developer prepares the pro
forma, municipal officials should not assume thia¢ financial information the developer
submits is completely impartial. Municipal officiamust perform their own due diligence on
the developer’s figures, comparing them to knownstaction costs, rental and sales data,
vacancy rates, and other local real estate madettmarks.

The budget must also specify how public improvemewntll be financed. There are two
common options, “pay-as-you-go” financing and “@esyyou-use” financing.

USAID’s PLANNING AND LOCAL GOVERNANCE PROJECT (PLGP) IN ALBANIA
POLICY PAPER ON FINANCIAL INSTRUMENTS FOR LAND DEVE LOPMENT 40



Pay-as-you-go financing involves setting aside tagrement revenue until enough has
accumulated to pay for a public improvement. Payasgo financing avoids the costs and
risks associated with debt financing, but it carab®ow process, and may make it difficult to
provide the major, upfront, public investments oftemeeded to stimulate the private
development that makes a TIF program successful.

Pay-as-you-use financing typically involves the mipality issuing bonds to finance public

improvements and using the incremental tax revetmeay the interest on the debt. While the
municipality incurs long-term debt obligations,shption allows the municipality to undertake
the costly public improvement projects that oftere meeded early in the TIF program.
Alternately—to reduce the municipality’s financiask—the developer could purchase all or
most of the bonds issued by the municipality. Oe tleveloper could finance the public
improvements, and the municipality could then rainsle the developer as it obtains
incremental tax revenues.

The budget must also specify what TIF funds mayubed for. Expenses, such as property
expropriation, professional services (architectuealgineering, legal, financial planning, etc),
demolition, and the administration of a TIF prograan be significant, and it must be clear
which costs are eligible.

D. A timetable for redevelopment of the area timetable for redevelopment—essentially the
lifespan of the TIF program—can be determined k& d@hticipated pace of development, or it
can be set by the term of the bonds issued to sugp® TIF projects, usually ten or twenty
years.

E. A description of the process to amend the plamarket conditions change, it may be necessary
to amend the redevelopment plan, including bouedaaind financial projections. The process
for amending the plan should be clear.

Step 3. Adopt

Formally adopting the redevelopment plan and estably a TIF area typically requires the
municipality to formally enter into legally-bindingublic-private sector agreements which specify
the obligations of the two parties, as well as emtcpublic hearings so that residents and other
interested parties can express their thoughts e@pitbposed TIF program. In most countries, since
property tax administration is a local respondiilthe establishment of the TIF is a municipal
function, and no national government approval dgined.

Step 4. Implement

Implementation generally begins with the start afble improvements and private sector
construction. Project financing also takes placthiat point: establishment of the tax base and tax
rates, issuance of any debt, and generation dathecrement necessary to retire debt.

A TIF implementation team should be establishednemage the TIF program. The team should
include the municipality’s senior staff or their lelgates. The team should be charged with
overseeing and administering the TIF area, momitpriaily TIF performance, and ensuring
compliance with municipality-developer(s) agreemseiihe team may rely on external advisors to
establish, monitor, and report on TIF performance.
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Step 5. Evaluate and terminate

The TIF process requires careful monitoring by thenicipality. Annual performance reports,
available to the public, should compare the acpeaformance of the redevelopment plan with
projected performance, including, but not limitexj &ctual versus projected public and private
development and actual versus projected tax revenaeges.

Ultimately, the municipality will terminate the dit at the end of its legal lifespan and evalutge
performance. At this point, the total revenues ébard incremental) would be available to the
municipality’s general fund. A TIF may be terminétearly if a deficit occurs because projected
annual tax revenues are lower than expected anehdkpres are not met. Usually, a deficit must
occur for at least two consecutive years beforé~ac@n be terminated.

BOX 6

Tax Increment Financing for Small Municipalities

Tax increment financing is the most widely usedalogovernment program for financing economnic
development in the United States, but it is ratedgd elsewhere in the world, presumably becausbeof
financial risks involved. TIF programs support pabinfrastructure, land acquisition, demoalitiontes
preparation, and other programs that reduce a digee$ upfront capital costs, but bring in no newenues
and require careful planning to ensure that thertasement covers program costs. However, TIF dpes
local governments considerable power to createstindiive urban development vision and to attraet |t
developers necessary to bring that vision to fe] these aspects make it the compelling “entrepirgdl”
approach to governance that is popular in the US.

In the US, for example, TIF has been used to credteater district in the center of Chicago; in&tionally-
recognized venues for amateur sports in suburbdiarapolis; a tourist resort in rural Colorado; the
headquarters for Sears, Roebuck Co. in lllinoigpmiaague sports facilities in Florida; the Intational Spy
Museum in Washington, DC; as well as thousand®wifaercial and residential projects.

The city of Fort Kent, Maine (population 4,000)aisnodel for the use of tax increment financing mak
municipalities.

According to Maine law, a business may approachuaicipality with a proposal for investment for whia
TIF area or district would provide financing. In0B) a developer in Fort Kent asked the municipdbty
assistance in building a private elder care faciit a vacant private parcel that was not servedidtgr and
sewer. In response, the municipality created adiskrict that encompassed the parcel to be devdlape
public access routes to the nearest water and seaies. The developer purchased the land at a eddate
since it was not served by sewer and water. Theidipatity paid to extend water and sewer lineshe
parcel with a municipal bond and loan. Revenueegged from the TIF value capture were used tothay
interest and principle on the bond and loan:

» Developer’s cost to purchase vacant, unservicetepar $17,000

e Current market value of land and new elder carititiac $3,032,000

e Tax increment (value capture) $3,015,000
* Municipal bond and loan for sewer and water extansi $330,000

e Annual TIF tax revenues applied to bond and loan $52,000

The elder care facility created 65 new jobs. lbatpened a new area for residential and commeicial
development along the new sewer and water lined,satteen new private homes were built ($3+ millipn
valuation).
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3.6 BUSINESS IMPROVEMENT DISTRICTS

A Business Improvement District (BID) is a publigiate partnership by which property and
business owners elect to contribute financiallyht® development, maintenance, and promotion of
their commercial district.

Business Improvement Districts deliver a rangerofgbe services, in coordination with municipal
public services, and invest in the long-term ecoigoprosperity of their districts. The services
provided by the BID are supplemental to the sesrigmvided to the district by the municipality.
For example, if a BID provides street cleaningyiit still receive the same level of street cleanin
from the municipality as it did before the supplerad services were added.

Supplemental services and investments may inclugteare not limited to:

» Capital improvements, such as improved streetljglitssh receptacles, decorative street
signs, and wider sidewalks, as well as plantinggrand flowers and developing parking
areas.

» Maintenance, such as street cleaning, sidewalkitigaand graffiti removal.

* Marketing, such as sponsoring festivals, installihgliday decorations, developing
promotional materials, and providing tourist assise.

* Land use planning in cooperation with the munigtpafor long-term public and private
capital investment in the district to, for exampfgeserve and leverage unique assets,
accommodate more visitors, and improve the comralenaix.

Property and business owners take the initiativéoohing a BID for their commercial district.
Funds to pay for BID services and investments aterchined and raised through a special
assessment paid by the property or business owHeesassessment is typically independent of the
property tax. In many instances, however, the assest is often billed and collected in a dedicated
account by the municipality at the same time asiahproperty taxes are billed and collected. The
funds are then disbursed to the BID, which in tdefivers the district’'s services. In other cashks, t
BID bills and collects the funds directly. The ambpaid by each property owner is determined by
a formula that each BID creates for its districtidg the formation process. Formulas are based on
property size, building frontage, or property value

BIDs may also raise revenues through grants ortdormsa However, these funds tend to be single
occurrences and unpredictable, and should notee@a annual assessment. Annual assessments
provide a sustainable financial foundation for Ed&livities.

Less common—but also effective—a municipality ires the property tax rate on properties in
the BID district and make the increased tax reverailable to the BID.

Each BID is governed by a Board of Directors tlsaelected by the members of the district, and
may include property owners, tenants, public ofici and residents. The Board has a fiduciary
responsibility to the BID and hires an administratomanage the BID on a day-to-day basis.

3.6.1 Realizing the Benefits of BIDs

Several visible and meaningful results can be aeliewhen commercial stakeholders work
together to provide supplemental services withdsteand reliable funding: the ability to respond
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quickly to the changing needs of the business conyjuhe potential to increase retail sales and
property values; and, ultimately, a more attracéiad better functioning business district.

It is important to note that, to fully realize tiedsenefits, BIDs require a majority of businessék w
successful business models (adequate cash flaahlissied business identity, goals and strategy for
future business sustainability) and capital to stvie a special assessment to finance meaningful
improvements.

3.6.2 Program Design

Although there is no national enabling legislatfon Business Improvement Districts in Albania,

BIDs operate in Korca, Shkodra, Berat, and Kruja] athers are contemplated in Tirana, Durres,
Elbasan, and Vlora. An evaluation of the perforneaint the existing BIDs, conducted by the

Albanian American Development Foundation and twascitants, is underway. A preliminary

report issued in January 2015 finds impressive liesand makes recommendations for BID
enabling legislation.

The following activities take into consideratioretrecommendations of the preliminary report, as
well as international best practices, for succdlysidesigning enabling legislation and creating
Business Improvement Districts:

1. Conduct a preliminary feasibility analysis.
2. Form an organizing committee.

3. Draft a BID business plan.

4. Implement.

Step 1. Conduct a preliminary feasibility analysis

A preliminary feasibility analysis results in a dgan of whether or not to proceed with the creatio
of detailed business plan for a BID. A small groofpproperty owners, business owners, and
municipal officials discuss such questions as:

» Can a BID be economically sustainable?

A BID that is sustainable generates most of iteneres from special assessments levied on
the properties. If an area has many vacant stomdror the owners can't afford even a
modest assessment, then perhaps stakeholders gitesklithe municipality to use capital
investments and other financial instruments to enwuoally strengthen the area before
considering a BID.

» Do municipal officials support a BID?

Official municipal support is crucial because manfiythe services provided by the BID are
likely to take place on public spaces.

« What are the immediate concerns that a BID coulitbarably address? More parking?
Better public places? Attracting tourists? Markegtihe area?

* What are the municipality’s long-term plans for t#aea, and how could a BID influence
them?
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For example, some municipalities have advanced@irbprovements that otherwise would
not have been made because BIDs agreed to maititam with BID funds at a high
standard.

Step 2. Form an organizing committee

A group of 10-20 respected individuals who représdinthe interests of the area, mostly property
owners, but also business owners, municipal officiaesidents, and representatives of local
community organizations, should assume resportyitfitir progressing the idea of a BID and,
ultimately, drafting a BID business plan. Respoitiigss of the organizing committee include:

A.

Select a chairpersoithe chairperson should be someone with extersige/ledge of the area,
a deep personal and professional stake in theefwtithe area, an openness to change, and an
ability to build consensus within the organizingrouittee.

Formulate a vision for the distridiVhat kind of place do members of the organiziogmittee
want the area to be? How do they want the areadk &nd feel? What is the area’s greatest
potential?

Identify organizational cost$-orming a bid requires time and money to orgamizé educate
stakeholders and write a business plan. Typicalifunsources for BID organization include:
financial and in-kind contributions from members thie organizing committee and other
individuals and organizations in the area to beegkby the BID, grants from the municipality
or other levels of government, and grants and ahsistance from nonprofits.

Determine general boundaridss important to have a general idea of theriiss boundaries,
because this will help identify the properties ud#d, which will help project assessment
revenues. The boundaries may change as planniggesses. The boundaries should support
the vision for the area. For example, if the vis®mo be a destination for tourists, then perhaps
a hospital should not be included in the distr@h the other hand, if the district focuses on
technology or health care, then a hospital coulédsential. In projecting the boundaries, there
should be few or no gaps between the properti¢satieaincluded in the district so that services
may be provided evenly. For example, if some prigeion a street are not included in a BID,
it will be impossible to provide street cleaningwees on the street without those properties
benefitting from services for which they don’t cobtite.

Create a database of property owners and ten@otect information on individual properties,
as well as contact information for owners and témanom the Immovable Property Register,
site visits, and other sources.

Survey property owners and business tenants toofimdheir needs/Vhat is their impression of
conditions in the area? What problems exist inatea? What services are needed? Property
owners and tenants must be asked these questions.

. Hold public meetingsAfter the business plan is drafted, one or marglip meetings should be

held to inform the public about the BID, hear th&ieas, and gain their support and
contributions toward the BID formation process.
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Step 3. Draft the BID business plan
A business plan is based on the previous workebtiganizing committee and should contain:

A. A description and map of the boundaries of theridistThese should identify the individual
parcels within the district.

B. The proposed services and improvements and thekinman cost The services and
improvements provided by the BID should be deteedibased on the needs survey conducted
by the organizing committee. The level of servietwéry will likely be decided by its cost. For
example, if the BID chooses to provide sidewalkntenance services, it will have to determine
how many workers to hire directly and how many Baumweek they will work, or it will have to
get cost estimates from companies willing to prewite services to the BID.

C. First year budget for improvements, maintenanced aperation The services and
improvements that the BID will provide and theistowill be the basis for developing a budget
for the first year. Program costs in the budgeyobd the costs of the services, should include
staff salaries, office rent, office supplies, aniden general and administrative expenses.

D. Formula and method of assessmdiite assessment formula determines the amourdpe iy
owner must pay each year. The total assessmentaonest the budgeted costs. Assessments are
typically based on the length of the property fiogita public street or based on gross building
floor area. The frontage method is usually appliden most of the benefits of BID services
will be enjoyed by ground-level retail or restaurahhe gross floor area method is usually
applied for districts with significant above-groucoimmercial activity.

E. The proposed time for implementation and completibrihe district plan Generally, a BID
operates for a fixed term, such as five yearsy aftech property owners and tenants must vote
to continue the BID.

F. Any proposed rules and regulations to be applicabléhe district Generally, BID enabling
legislation specifies that all of the rules a BlBvdlops apply to all of the property owners. This
is especially important regarding assessments;ishatl property owners in the district must
pay the annual assessment whether or not they guiyeoBID. Other rules applicable to all
property owners might include, for example, stadddor exterior property maintenance or the
requirement that all property owners must displayground floor windows a “brand” or
marketing logo for the district that the BID managat develops. The regulations should
describe a process in which a member who is unhapy the performance of a BID can
appeal it decisions. Regulations should also irelagrocess to expand the BID or amend the
business plan, including revisions to the annusgéssment.

G. A description of the district’s procedures regagdaBoard of DirectorsA mechanism should
be described for allowing property owners and ténam the district to vote for a Board of
Directors. The general responsibilities of the Bloahould also be described. The Board will
manage the BID, including hiring an administrafbine Board is ultimately responsible for the
BID’s actions and performance.
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Step 4. Implement

Implementation typically involves:

A.

Electing a Board of DirectorsThe Board should include a representative mixpafperty
owners and tenants in the district, municipal @edgifficials, and representatives of community
organizations who are elected in a vote of propany business owners in the district. Most of
the Board members should be property owners.

Entering into an agreement with the municipali8nce much of the BID’s work will likely
involve improvements to public spaces, or closenileg and coordination of activities with
municipal staff, or maintenance and developmen¢agents with the municipality, it is often
advisable—indeed, legally required—for a BID toegritto a legally-binding formal agreement
or a memorandum of understanding with the munitipal

Hiring an administratorThe Board will hire an administrator responsifide the BID’s daily
operations.

BOX 7

BIDs in Albania

In 2011, the nonprofit Albanian American DevelopiEoundation partnered with local governments| in
Korca and Shkodra to make infrastructure improvemeém central districts of the municipalities. The
AADF provided 60% of the infrastructure investmeamd the municipality, 40%. The municipalities a}d

districts were chosen by the AADF for their tourigotential, and the improvements were designed to
attract visitors and business customers.

The AADF, municipalities, and businesses in thgatareas then created business improvement tigiig
maintain and leverage the improvements. A simileocess was used to create business improvement
districts in Berat (2013) and Kruja (2014).

Characteristics of these four BIDs in Albania irtsu

Connection to local government The BIDs are established through a memorandumnderstanding
between the local government and the AADF.

Funding and revenuesMost BID revenues come from the existing businasff, which the municipality
transfers to the BID with the understanding that BAD will generate other income. Businesses may pa

voluntary dues (ALL 500/month, or less). BIDs at®®k sponsorships and grants. Annual revenues for a
BID generally total ALL 1.8 to 2.4 million.

Formation, governance, administration The BIDs are formed by agreement of a majorithusinesses
in a target area. Businesses democratically eleBbard of Trustees, which is empowered to oversee
operations, including finances, procurement, anceld@ment of a strategic plan for the district. Aagd
has 5-7 members, including one member from the cipadity (usually a vice-mayor) and a represen&lijv
of the AADF. The Board hires an administrator tonage the BID’s daily operations.

Size The sizes of the BID memberships are: Korca3tkodra, 65; Berat, 65; Kruja, 52. Expansion of the
BIDs is being actively pursued.

(continued)
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BOX 7

BIDs in Albania (continued)

Programming. Services provided bythe BIDs, either directlyiropartnership, include:

- Security patrols - Tourism promotion

- Special events/community building - Capitaprovements

- Economic development - Business retentiahepansion
- Commercial sector development - Creating ipisgaces

- Marketing and promotion

Capacity building. The AADF offers business advisory services andlisgnants to members of a BID tp
increase sales, build stronger brands identities caeate sustainable business plans. These seariealso
available to other businesses in the municipatitieverage the potential of the BID.

Performance According to the Albanian American Developmentifdation:

e Investment. The AADF has made a total investment of approkgab10 million in the existing
BIDs in Albania and in planning for a future BID firana. The Government of Albania has
invested approximately $20 million in the districBocumented private investment is about $10
million, primarily business owners upgrading thewn businesses. The amount of private
investment is expected to double in the next fearge

e Marketing. The Korca and Shkodra BIDs are each responsidrieofer 20 community events
annually. For the most part, these are eventsiitlatot exist before the BIDs were created.

» Jobs. The Shkodra BID has created 120 new permanest gnid the Korca BID has created b0
new permanent jobs. The AADF is providing incergivi® businesses in Kruja to make the
souvenirs they sell, rather than import them, \aithexpected increase in jobs.

o

Challenge A Business Improvement District is a new conciptAlbania, and getting political an
business support can be daunting. The lack ofradhiegal process in Albania for organization$atitow
to become a business improvement district makéigliidID formation difficult and, once formed, leas
BIDs politically and financially vulnerable.

3.7 BETTERMENT FEES

Betterment fees are charges a local governmergdend collects because its investments in roads,
water lines, or other facilities have rendered @ffid private lands “better” for development.
Betterment fees, like infrastructure impact taxa® one-time charges related to the impact of
public infrastructure. They may be collected beforeafter investments are made, or during the
development process.Unlike infrastructure impagesa which aim to recover some of the costs
that new development imposes on public infrastmegtioetterment fees are tied directly to a
developer’s or property owner’s gain in land value.

In India, for example, betterment fee regulatioresestablished by the national government, but are
instituted by local governments at their discretizna municipality that has chosen to charge the
fee, the market values of properties in an aregetad for development (the designated betterment
area) are determined. A local detailed plan foratea is prepared. When the plan is finalized, the
properties in the area are automatically approweddevelopment. The property owner pays a
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betterment fee to the municipality when the propéstsold to a developer at a new, and higher,
market price. The betterment fee is assessed &b 60 percent of the increase in the property’s
market value. Infrastructure is then provided &y tunicipality utilizing these funds.

Many, if not most, of the countries in the worldvBamplemented variations of betterment fees,
with mixed results. Denmark ended a 50% betternfemtprogram in 2006 in the face of public
opposition. Britain for many years imposed a bettant fee of 40% of the land-value gain
attributable to public investment; this programg,teas repealed in response to public resistance. A
successor program that attempted to differentie¢s faiccording to “greenfield” and “brownfield”
lands also succumbed to negative public opinionbdth Britain and Denmark, the fees were
assessed on the sale of any property convertethémuand. In contrast, Spain and Latin America
have a long history of successful betterment fegnams.

3.7.1 Realizing the Benefits of Betterment Fees

There is a logic in capturing betterment that isegally understandable to taxpayers, property
owners, and developers. For municipalities andag&ps, betterment fees bridge the economic gap
between the need to build or expand public inftecttre to accommodate new development and
the funds available to do so. Moreover, the ineemsland value resulting from development
accrues to the original property owner wheneverahd is sold and developed for higher intensity
use.

To realize these benefits, the rules for allocabegerment fees must be clear and certain; that is
the land value gains must be readily quantifiabled the fees must not appear excessive. They
should be well-justified and affordable. Otherwibetterment fees tend to be rejected by the courts
as arbitrary and unfair applied and by the puldicreerely a new tax.

In the United States, these objections are oftearamme by utilizing a form of betterment fee
called a Special Assessment District. These aregramas in which property owners and
municipalities agree on the costs of a small-spedgect and on the rules for assessing fees before
project begins. Special Assessment Districts aserdzed in the next section.

3.7.2 Program Design

There are many different designs of bettermentnarg. Some require a local development plan;
others are triggered by the conversion of any farad to urban land. Some have a set fee; others a
fee that is negotiated between municipalities aawktbpers.

All successful program designs meet the followingditions. It is important to note that the weight
given to each condition varies according to thallegstem and traditions of the country in which it
is applied.

Define the benefits (betterments) conferred bycallaegional, or national government.
Identify one or more private-sector beneficiaries.

Accurately quantify the benefits.

Utilize a transparent and public mechanism to immaet the betterment fee.
Implement and support the programwith strong palltieadership.

agrwpdpE
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Step 1. Define the benefits (betterments) conferdeby localor national government
investment

Construction or improvements that increase, or i@ty increase, the value of land should be
defined.

« Can a distinction be made between the general, spenHic provision of public
infrastructure and what is site-specific?

* Will facilities constructed by all levels of govenent be included, or only facilities
constructed with local taxes?

* What kinds of public improvements will be include@®ly roads, sewers, and water lines?
More specialized improvements such as publicly-trarsged irrigation systems that increase
the productivity of agricultural lands? Telecomnuations facilities?

» Wil public capital expenditures be depreciated? Whlypublic works that occurred before
or after a certain date be included?

Step 2. Identify one or more private-sector benefiaries

The beneficiaries—the property owners—who benebirf the infrastructure and thus pay the
betterment fee, should be clearly identified.

* What criteria will be used to define a bettermemme?
» Can the land value increases be quantified withigien, parcel by parcel?

Do all parcels within a designated betterment dbeaefit equally from the public
investment?

» Is the distribution model applied fairly?
Step 3. Accurately quantify the benefits

Underlying land value gains should be captured wéasonable certainty for a program to be
defensible legally and legitimate in the eyes efphblic.

« How much of the change in property values can lhgbated to public infrastructure
investment?

» Is the difference between before and after valonatian accurate measure of increases in
land values, or did the market anticipate the chaiga more intensive land use in current
property values months in advance?

e Is there a clear link between the provision of puldenefits and property owners’
willingness to pay the fee?
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Step 4. Utilize a transparent and public mechanisno implement the betterment fee

Betterment fees only function well when thegengmalgram and each specific project generate
trust among citizens and thus have legitimacy énees of the public.

» Do the program and project ensure affordability?
* Is the social value of the program and project joutgd?

» Is public participation promoted during design amglementation?

Step 5. Implement and support the program with stong political leadership

» Do elected officials provide resources to ensuedrtistitutional capacity exists to administer
the program effectively?

» Do elected official authorize an agency to admaristhe fee according to the highest ethical
standards?

» Do elected officials actively promote the program?

BOX 8

Betterment Fees in Poland and Colombia

Poland

In 1997, the Poland’s new land management law eddbtal governments to implement betterment fees o
property owners. The fees were based on the maaket increase of property due to the installatiblocal
public road, sewer, water, electric, natural gas, lecommunications facilities. Most local goveents in
Poland implemented the fee, which could recoveagimum of 50% of public project costs.

It proved extremely difficult to assess the incrataéland value created by public improvements. ragers
were hired by municipalities to estimate before aftér land values, parcel by parcel, within bettent
districts designated by the local government. Hawethe courts set aside many of the independent
valuations, finding wrongful determination of lamdlue increases. Administrative costs to municijesi
were found to be as much as 30% of revenue calleti

Szczecin, a city of 415,000, imposed a bettermeatat the maximum rate of 50% in 1998. A 2004 study
found that only 26 parcels had been assessedrfdnalue gains, and that total revenue collecteduented
to 0.6% of public infrastructure investment in thetterment areas. The betterment statute was adniuall
2005, primarily because the controversy over laaldesdetermination outweighed the revenues gerkrate

(continued)
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BOX 8

Betterment Fees in Poland and Colombia  (continued)

Colombia

Also in 1997, Colombia revised its betterment featrease flexibility. According to Colombian lawhich
has been in effect since 1921, land parcels wihgrcial planning districts, where the municipal gownent
authorizes conversion of land from rural to urbage ar rezones land for higher intensity, can béestito a
betterment fee of 30% to 50%. Payment of the battat fee is due upon realization of the land valie at
the time of land sale or development. Proceedsdadicated to infrastructure investment to supplogt
newly urbanized territory. The 1997 revision gaveniipalities discretion over the percentage |of
infrastructure costs that can be recovered.

—

Manizales, a city of 400,000, uses betterment eiesarily to build roadway infrastructure. Four majoad
projects were funded between 2008 and 2011, daningconomic recession, with a single bettermenbfege
80% assessed on properties in designated areactiomis amounted to US $24.6 million. The city
legislature delegates authority to administer teetb the Institutode Valorizacionde Manizales (INWA).
There are eight steps in Manizales’ bettermenpfeeess:

1. Define the area of influenceINVAMA defines the “area of influence”, that id)e betterment area
where the project will provide benefits. The ciitiensed to establish the area of influence and|the
level of benefit include proximity and accessiyilio the project, which affords greater use of the
road and thus increases property values as mealsyrib@ project’'s impact on the assessed values
and economic conditions of properties in the area.

To reduce the average amount of the fee, an effaniade to include the largest possible numbef of
parcels within the area of influence. When theffieances multiple projects, the boundaries of the
entire area of influence are defined by superimmpshe individual areas of each project and
adjusting them to account for the complementargaff of the benefits from the combined project

2

2. Calculate the benefit and generate a value-added mpaased on a sample of parcel#\ sample
of the parcels is taken, representing the domimantspecific characteristics of the propertieshi |t
area. The sample size is calculated statisticaylpically, 100 to 200 properties are appraised,
depending on the size and heterogeneity of therdpedint area. Information collected in this sample
is used to generate a map of land values beforprdject is constructed. A second value-added map
is then developed with the new, anticipated propestues, and a third map plots the differences in
values between the first and second maps. This thap is used to allocate the betterment fee.

3. Estimate the benefit. To determine the added value or benefit accrtiing parcel, a team of
professionals (municipal staff and/or consultamtyies out several related studies: an econgmic
study to define the formulas for the value-addeitbiia; a road network study to quantify the
benefit, measured as a reduction in travel distémcehe population in the affected neighborhoogs;
an urban study to measure the potential for diffefend uses in the area; and a real estate stugly t
compare and quantify the level of benefit in sgecfeas.

For a recent road project in Manizales, the beffi@tiors were: (a) greater mobility, which transta
into greater travel speeds, lower travel time, loWwansportation operating costs, and higher qualit
of life; (b) general urban planning benefits, ag troject normalizes the road network and
rationalizes the use of public space; (c) changasemated in land use and the stimulation| of
productive and commercial activities; (d) greaterket value of nearby properties; (e) integratjon
of the project into the urban structure of the ;c{fy optimization of circulation and mobility; ang
(g) recovery of deteriorated or depressed areas.

(continued)
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BOX 8

Betterment Fees in Poland and Colombia  (continued)

4. Allocate the benefit. Each of the following factors is given a weighttential change of use, whigh
generates the most added value even though ittsffesmall number of parcels (weight of 40%);
improved access to higher value areas or commeneak (20%); savings in travel time during peak
commuting hours (20%); and reduction in pollutiont@ffic congestion at specific areas whare
these problems occur (20%).

5. Establish the focal point level of benefit. The area of highest betterment in the entire afep
influence is known as the “focal point”. This istparcel or area that benefits most from the ptojec
because of a confluence of the most important vatleed factors. The expected added valug is
calculated for this parcel and the correspondinmggregage is multiplied by the initial market vallie
of the parcel. With these values, the added-valae for the entire betterment area is built.

Studies in several Colombian cities found that rpagjects generate an average added land valle of
10% to 15% within three years following project qdation. Assuming a 15% incremental value for
the “focal point” parcel with the highest benefttfollows that a parcel with 70% benefit has an
anticipated added value of 10.5%.

6. Allocate the fee. Once the cost of the project has been definedtandilue-added impact has begen
calculated, INVAMA allocates the fee within the aref influence using models appropriate to the
project. Manizales uses benefit factors to allotiaefee, as do most cities in Colombia. The method
is based on defining a “virtual zone” obtained byltiplying the weighted factors given to propernty
characteristics by the level of benefit and thesitgl area of the parcels. Criteria to define benef
factors for allocation purposes may vary, but tefenence point is always the total value of the
property based on the area of the parcel plus eatisn.

7. Determine affordability. The fee is assessed by taking into account tmendial capacity o
property owners to pay, and therefore may be akacdifferently depending on socioecononic
level. Affordability is based on data from househimicome and expenditure surveys. In some cities
in Colombia, a comparative analysis is made betvikerbetterment fee and other charges, such as
the property tax and utility charges paid by propewners.

8. Set the collection period. In Manizales, the collection period generallymides with project
execution. The legal maximum period in Colombifive years following project completion.

Betterment fees arguably work better in Colombanthnywhere else in the world. There is a longhysbf
using such fees in Latin America, and local govesnts have the authorization and capacity to mpke
periodic adjustments to keep the fees relevantedent years, according to several studies, degedop
Colombia remain willing to pay the fees; howevenperty owners have become less willing to selblose
of a perceived negative impact of the fees on #ngiected returns.
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3.8 SPECIAL ASSESSMENT DISTRICTS

A Special Assessment District (SAD) is a way officing a specific public improvement project,
in which property owners who directly benefit frothe project share its cost. Local public
improvements that are most often paid for throupgbcal assessments include sanitary sewers,
storm sewers, water mains, road paving or widengmdgwalk construction, and street lighting.
Other public improvements can also be financeduthinospecial assessments, such as parking
facilities, parks, waste treatment facilities, salspand hospitals.

Inadequate local government revenues can makerdt foa local governments to provide all the
facilities their residents need. When property own&ant new public improvements, they can
request a SAD to pay for and administer them. BP@mple, let's assume a group of property
owners would like their properties to be servicgdabnew public water line. They could ask the
municipality to form a Special Assessment Distrithe municipality, with the approval of the
majority of the property owners, constructs theewahain and then charges the property owners
who are directly connected to the main an annualfée a fixed number of years to pay for the
project. Alternatively, the municipality could proge a public improvement project, but only if
affected property agree to form a SAD.

The enabling legislation for a SAD specifies whelgible to request that the local government
form a SAD. This might be the majority of propeotyners in the proposed district, or the majority
of registered voters residing in the district, oogerty owners representing a majority of the land
area in the district. Once a Special Assessmeriti®iss formed, all property owners or voters are
included within the district and subject to assem#isy whether or not they support the SAD.

Special assessments are independent of propemg.tétx many instances, however, the special
assessment is billed and collected annually indaicdéed account by the municipality at the same
time as property taxes are billed and collected.

3.8.1 Realizing the Benefits of SADs

A Special Assessment District shifts the financodgoublic improvements from all residents and
businesses of the municipality to those who speadifi benefit from them. It also directly links
public improvements with installation costs, whican facilitate rational political decisions and
accountability.

To realize these benefits, assessments must disgtublic investment and not be used for general
revenue purposes. Assessments must include onbprmable overhead and indirect costs. And
assessments must be affordable to those who mysth@an.

3.8.2 Program Design

Generally, the creation of a Special Assessmerti€lisequires the following actions:

1. Initiate the process.

2. Determine costs.

3. Determine assessment method, costs, and terms.
4. Form the Special Assessment District.
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Step 1. Initiate the process

Special Assessment Districts can be initiated eibyethe mayor or at the request of a property
owner whose property would be included in the isto be assessed.

For example, a property owner who wishes to irgtiat SAD, or the mayor, must obtain the
approval (by signature) of at least 51 percenthefgroperty owners in the district based upon the
number of parcels within the district or the tdtaintage of the parcels, depending upon the nature
of the project. For example, for the installatidnaonew sanitary sewer where each parcel would
receive one connection, the appropriate nhumberppfavals would be based on the number of
parcels. For the installation of new sidewalks, rehiarger parcels would receive more sidewalk
length, the appropriate number of property ownepgrovals would be based in the total length of
parcel frontage.

It's important to note that it is fairly straightieard to determine who would benefit by a new
sidewalk, but less simple to determine all the feraeies of, for example, a public park. In cases
where a specific improvement may attract users froumside the district, the costs of the
improvement may be shared by the SAD and the nmatity.

A method of opposing a SAD should also be specifieat example, if a property owner in the
proposed assessment district is opposed to the 84Dy she can obtain the signatures of at least
51 percent of the property owners in the distracdddl upon the number of parcels within the district
or the total frontage of the parcels, dependingnhupe nature of the project, who are also opposed
to the formation of a SAD. Upon validation of thigratures by the municipality, the proposed
SAD must be abandoned.

Step 2. Determine project costs

Upon receipt of the signatures requesting the ftiomaof a SAD, the mayor would direct
municipal staff to prepare a report which inclugesliminary plans and an estimate of the cost and
duration of the project. The report should alsolude an explanation of the necessity of the
improvement and what part should be paid by spesstssment and what part, if any, should be
paid by the municipality at large.

Step 3. Determine assessment method, costs, anare

SAD expenses may include the costs of construgilans, expropriation, public outreach, debt
financing, construction and legal fees, as wellasther incidental project costs.

There are two basic methods for assessing projests.cin the first method, each property is
assessed an equal share of the project cost, ahcpeaperty owner pays an equal share toward the
total project. The second method requires thatspegific property owner's share of the project be
based on the length of parcel frontage along aipubad. With this method, the owner of a large
parcel will pay a proportionally larger share of tproject cost than the owner of a small parcés. It
the municipality’s responsibility to determine timost equitable method of cost assessment for any
given project.

Typically, the municipality will issue bonds to &ince a project or pay the interest on bonds issued
on its behalf by the national government. The tefrthe bonds determines the cost of the special
assessment and the life span of the Special Assessistrict. For example, the total annual
principal and interest that the municipality has gay on the bonds, along with incidental
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administrative costs, is divided by the numberftécied property owners. This becomes the annual
special assessment for each property owner. Pyoperters pay until the bond is retired—usually
10 or 20 years—at which time no further paymengsraquired and the SAD is terminated.

Alternatively, the municipality could pay for thegpect with general funds and negotiate repayment
terms with property owners.

If additional properties are added to a SAD, usuhilfough subdivision, the annual assessments are
adjusted accordingly.

The municipality bills annual assessments, ofteth ywroperty tax bills, and the assessments are
subject to the same penalties for late-paymenbopayment as property tax payments.

If an annual special assessment proves insuffit@enteet the cost of the improvement for which it
was made, the municipality may make an additiosakasment, provided that it does not exceed a
certain amount, such as 15% of the original assessnf the insufficiency is greater than the not-
to-exceed amount, then general funds typically magkthe difference.

Step 4. Form the Special Assessment District
The municipality forms the SAD by officially:

» Adopting a description of the project

» Specifically designating the boundaries of the SAD

* Recognizing the estimated cost of the project,déigliinto the portion paid by the Special
Assessment District and that paid by the munidipaili large

« Directing municipal staff to prepare constructimcdments and receive bids

» Issuing debt and specifying a maximum number ofiahpayments by property owners

» Certifying the actual annual assessment cost twitheal property owners

* Holding a public hearing
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4. RECOMMENDATIONS

Local governments in Albania must continue on thmath towards fiscal decentralization and
financial sustainability. This means local govermtseneed more revenues and more revenue-
raising authority from the national government. nieans they must make the best use of all
revenues through effective territorial planning dimthncial management. And it means local
governments must optimize income from their investmin public facilities and use it to fund
additional growth-inducing infrastructure. Propamyplemented, financial instruments can leverage
public investment to produce new revenues for lgo&kernments.

The question of how a financial instrument is toit@lemented has been an integral part of the
design of this policy paper. The following recomrdations are intended to provide the practical
guidance that is required to bring six revenue-poaay financial instruments for land development
successfully to life.

Each recommendation will require further invesiigat consultation, and refinement by the
national and local governments and their privatdesepartners. They are not the finished product,
but a step in the right direction towards creatsigonger foundations for local infrastructure
investment and growth management.

PRINCIPLE RECOMMENDATIONS

Recommendation 1: Action s teps

The paper discusses the pre-conditions and cajpedithat are necessary to successfully develop,
implement, and monitor each of the six financiastinments. These basic requirements are
summarized in the form of concrete, user-friendiian steps, which are included in the Program
Designsection for each instrument. The action ségesent the collective wisdom of international
best-practice case studies, Government of AlbamiaRLGP experts, and, mostly, examination of
the enabling legislation of successful programsefach of the instruments. The action steps are
recommended for consideration and use in the desigplementation, and monitoring of each
financial instrument.

Recommendation 2 : Review of enabling environment

There is no dedicated national legislation relatedny of the six financial instruments discussed i
this paper, and few explicit references to themeiisting laws. Relevant policy, legal, and
regulatory frameworks should be assessed to igemtifl address any gaps that make it difficult for
local governments to properly implement the basiquirements of any of the six financial
instruments.
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Recommendation 3 : Revenues to local governments

Revenues from the six financial instruments disedsén this paper must accrue to local
governments, and not be required to be shared thigmational government. Local governments
must have the authority to raise and control ownrs® revenues from financial instruments, and to
link local revenues with local infrastructure prgiein. This is the essence of accountability and
efficiency under decentralization.

Recommendation 4 : Local own -source revenue model

Consider the following model funding framework faptimizing own-source revenue for
infrastructure development in target areas, astiftleshin the GLTP. Target areas are those where
regulatory changes: (1) result in significant ires in “by right” uses for property owners; or
(2) allow land to be developed at higher densiteg3) increase property values. They also may be
fast-growth areas, such as urban cores. This nuadtekensure that the relative contributions of the
national government, local government, and devetopmvards new or improved infrastructure in
the target areas are equitable and reasonablendtiel does not preclude the use of other financial
instruments discussed in this paper.

1. An Infrastructure Impact Tax, due upon issuanca btiilding permit, to fund the provision
of directly attributable infrastructure includingads, sewers, water supply, parks, and other
public infrastructure.

2. A Betterment Fee, to capture a portion of propesdlue increases, for re-investment in the
area.

3. An annual charge, such as a property tax surcharggpecial assessment, applied to all
properties in the targeted area to be disbursed@ed by the Municipal Council.

SUPPORTING RECOMMENDATIONS

Recomm endation 5 : Use of accountable property valuation methods

It is critical that property valuation, based otermationally-recognized and internationally-utii
methods, forms part of the usual decision-makirae@ss for real estate transactions and, thus, for
the design and implementation of financial instratr@rograms. The property valuations presented
in Annex B of this paper are standard and accepteithods that provide objective assessments of
value and help eliminate the arbitrariness fromimglyselling, and appraisal decisions that can
increase risk, lead to financial shocks, and detenomic growth.

Recommendation 6 : Information on best valuation practices

The use of market values and best-practice valuatieethods to conduct transactions—in
compliance with Albanian law and international istreent financing norms—depends on the
methodical collection of data. Specific data wittadls of a particular parcel or structure, as \asl|
general national and local economic data, musbbeated and analyzed to arrive at market values.
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Local governments need general advice and infoomasharing on best property valuation
practices and other issues related to valuatiah,ding:

» Assistance with particularly difficult appraisals

» Guidance and support with geographic informaticsteays to map and analyze targeted areas
» Cost schedules for use in the cost approach t@valu

» Capitalization rates for use in the income apprdacralue

» Contract review if the local authority contractgiwprivate entities for some tasks.

Recommendation 7 : Auction guidelines

Establish clear guidelines for public auctions. #arts are prescribed for Conditioned Building
Intensity programs and may be desirable to TrargfBrevelopment Rights programs. The
difference between the revenues generated thraugfffiaient auction and an ad hoc auction, or no
auction at all, is large. The World Bank reporiattivell-run auctions for land sales in Egypt
increased proceeds by a factor of more than 10vef previous administrative sales.

Recommendation 8 : Infrastructure Impact Tax amendment

Amend national authorizing legislation for the bdtructure Impact Tax on New Construction so
that it lays out: (1) purpose of, and criteria fonposing the tax; (2) methodology for imposing
costs among developers, based on project impagt{3rcriteria for dedicating revenues to capital
infrastructure investment. The Infrastructure IntpBax on New Construction is regulated by both
Law No. 107/201@n Territorial Planning and Development (Article 46) and Law No. 9632/2006
On Local Tax System (Article 27).

Recommendation 9 : Legal definition of ma rket value

Although the regulations governing financial instents specify that property valuations must be
based on market values, there does not appear &ockEar and unequivocal definition of market
value in Albanian law. Without a clear understagdiof how market value is defined and

interpreted, it's difficult to know for certain thrange of property valuations that might be applied
legally in Albania. For example, it's not clear tHarazil's program of Tradable Development

Rights, in which the municipality determines theofl price of development rights, would be legal
in Albania.
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ANNEX A. COMPARISON OF FINANCIAL INSTRUMENTS FOR LA ND DEVELOPMENT

\ INSTRUMENT

DESCRIPTION

KEY REQUIREMENTS

OVERALL DIFFICULTY

Transfer of
Development
Rights

Property owners sell
development rights from

their land to a developer or

other interested party who

then can use these rights to
increase the intensity of
development at another
designated location; transactions
between buyers and sellers are
voluntary

Inventory of land assets,
effective market valuation and
pricing, and strategic decisions
about municipal growth at
different locations; practical
adjustments must be made as
market conditions change;
forceful leadership may be
essential to ensure strong use
and execution

Technical competence and staff
resources needed for on-going
valuation; may be difficult to
establish appropriate prices and
formulas for development rights;
challenge to develop simplified
approach that captures the core
concept of managing growth,
without overwhelming technical
demands

Developer installs on-site
or off-site “public” improve-
ments at own expense, or

Clear and transparent regulations;
planning and implementation
capacity to link developer’'s

Simpler than most other forms of
public private partnership; danger
of nontransparent or corrupt deals

ggirlg'rt]'gned provides in-lieu (_:a_sh, in improve_r_nents to public need_s; between local government and
Intensity e_xchan_ge for_ building at competitive developer _s_elect|on _ developer

higher intensity; can accelerate procedures become critical to fair

private investment in important implementation and municipal

community needs revenue generation

Local government taxes Value based property tax Limited on-going staff resources are

land value gains resulting system that is locally required; however, recovering the

from public improvements regulated and administered; cost of a specific infrastructure

in a defined area and uses local ability to issue public investment requires the technical
Tax the funds to pay for those debt desirable; efficient competence to carefully estimate
Increment improvements; one of the and accurate land valuation current and future property values,
Financing few available financial process and current and future program costs

instruments for revitalizing
underperforming areas in
need of development or
redevelopment

and revenues
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INSTRUMENT

DESCRIPTION

KEY REQUIREMENTS

OVERALL DIFFICULTY

Commercial property owners
and tenants, through an annual
assessment, pay the cost of

Majority of businesses should
be successful; area with few
vacancies; municipal support

Limited local government
involvement; however, local
governments should have a strategic

ﬁ;’;gié;em ;upplemental serviceg and and agreement to work in key and goord@nated approach when
Districts improvements to public public spaces working with BIDs; local
spaces to improve the governments may set standards
physical and business for BID service delivery
conditions of their district
Charge on the increase Ability of municipality May be difficult and
in the market value of a to calculate property costly to administer on
Betterment property due to public values befpre and aﬁer a parcel-by-parcel basis
Fees investmentor change change; dialogue with
in land use property owners to
convince them that fee
is not “just another tax”
Municipality finances public Ability of municipality Technically one of the most
Special infrastructure improvements to issue debt desirable; straightforward options
Assessment by distributing the costs of a ability of property owners
Districts project among those property to pay
owners who directly benefit
Tax on value of new private Clear regulations; Relatively straightforward
investment in development; planning and imple-
Infrastructure assessed at time permission mentation capacity to
Impact to proceed is granted to identify infrastructure
Tax mitigate impact of develop- cost implications of

ment on public infrastructure

specific development
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INSTRUMENT DESCRIPTION KEY REQUIREMENTS OVERALL DIFFICULTY
Methods of financing Extensive and meaningful Cost recovery and cost sharing
municipal public public outreach and instruments are easier for local
infrastructure and consultation; strong political governments to implement and
services through land leadership; compliance with support than instruments designed
value capture (TDR, TIF, General Local Territorial to capture land values, according
All Betterment Fees) or Plan; effective and transparent to general international experience

cost recovery/sharing
(CBI, BID, SAD,
Infrastructure Impact Tax),
though the distinction is
not always clear-cut

public financial management
procedures; adequate training
for policy makers, administrators,
developers, and citizens
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ANNEX B. BASIC PROPERTY VALUATION METHODS

Since all of the financial instruments discussethia paper aim at capturing some of the financial
value that public infrastructure investments adgrivate properties, and since the laws of Albania
governing financial instruments define “value” amdrket value”, it is important to be able to
estimate accurately the market value of properties.

Below are basic, internationally-recognized andenmationally-utilized methods for valuing
properties. All of the methods are mathematical e®adf reality. They are based on many years of
observations of actual real estate markets in n@untries and many years of collecting and
analyzing data on parcel and building sales.

The following examples should be used mainly agymsors to more comprehensive evaluations.
They provide quick estimates of market values. H@xein many cases, they will yield adequate
information for policymakers and administratorsplan proactively and developmentally and to
negotiate with developers and property owners pdura values for the public benefit.

General guidance is given about when the methoeldygically applied, but there are no fixed
rules. In fact, it is always good practice to aglimore than one method, when possible, to check
the results of one against the other.

Comparable Sales Method

The comparable sale method is based on the assumghit no buyer would pay more for a
property than what other similar (i.e., comparalge)perties are selling for. It is an estimate of
value derived from carefully comparing a specifiogerty with recently sold properties of similar
characteristics. It is most often used in valuimgb structures and vacant land.

Step 1 Gather sales data for properties of similar sipel location that have recently sold,
including sale prices and property characteristics.

Step 2 Identify characteristics of the properties thauld affect value, such as age, condition of
buildings, number of rooms, parcel size, and parkawailability.

Step 3 Estimate the market value.

Analysis What is the market value of Property D? An asiglyshows that three other properties
(A, B, and C) sold recently. These properties dightty different, but similar, to one another. A
comparison of property characteristics shows thapé&ty D is slightly newer, with a slightly
larger building area, and with parking. The apmaibased on his or her experience, estimates the
sales price, or market value, to be ALL 6.0 million

Table 1. Comparable Sales Method

z;zpr:::ttﬁristics Property A Property B Property C Property D
Parcel size (m?) 800 750 770 750
Building area (m?) 100 105 125 110
Number of rooms 6 5 6 5

Parking spaces 0 1 0 1

Age 50 45 47 40

Sales price (ALL) 454milion | 556milion | 570 milion [N
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Cost Method

The cost method is based on the assumption thiatiyer would pay more for an existing improved
property (i.e., land and building) than what it Wwbiwcost to buy a similar vacant parcel and
construct a building on it that provides similanétionality. It is a separate estimate of the vaitie

the land, the building, and any site improvemefatstoring in depreciation, or the loss in valueaof
building and improvements due to physical detetioraor other negative factors. When multiple
structures are involved, the values of the sepatabetures and land are estimated and then added
together to arrive at a value for the entire propéfhe cost method is often used for propertias th
are not frequently sold or are not income-producisgch as government buildings, schools,
religious buildings, hospitals, etc.

Step 1 Estimate the value of land as if it were vacadiie comparable sales method can be used
since land can't be depreciated.

Step 2 Estimate the current cost of constructing thiding(s) and related infrastructure and site
improvements. The most common ways of estimatinlgling costs include: (1) the cost per square
meter to build similar recently-built structuresnmiltiplied by the number of square meters in the
building being analyzed; (2) the unit cost of fgiiing and installing individual building
components (labor and materials), such as wind@snbing, pavement, etc., is totaled; (3) a
detailed estimate of the quantities of materiaigjigment, labor, and overhead needed to replace
the building being analyzed is calculated.

Step 3 Estimate the amount of depreciation. Depreaiaisoany factor that may negatively affect
the value of a building, such as, but not limitedghysical deterioration, poor maintenance, design
features that are no longer desirable, lack ofrddsimenities, less-than-desirable location.

Step 4 Subtract the depreciation from the estimatedtantion costs.

Step 5 Calculate the market value. This is the cosefdace the functionality of the building in the
current market, using current construction starslari methods.

Analysis The property contains a building which is temangeold and an expected lifespan of fifty
years before it becomes functionally obsolete. &lae other improvements on the site, including
sidewalks, paved parking, and lighting, and these aso considered in the analysis, which is
summarized in the following table.

Table 2. Cost Method

Cost of land ALL 5.000.000
Cost of building ALL 100.000.000
Less depreciation (10 years) ALL (10.000.000)
Other site improvements / infrastructure ALL 3.500.000
Less depreciation ALL (350.000)
Total replacement cost (market value) ALL 98.150.000
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Residual Valuation Method (Valuing Land with Develgment Potential)

The residual valuation method is based on the gasoimthat no buyer would pay more for a
parcel of land than the total income that couldybeerated from a development on the parcel, less
the costs to build the development and requireditprdt is thus an estimate of the development
potential of land, defined as the amount a develope pay for a parcel of land and still make a
reasonable profit on a development. The residuélati@n method is often used to estimate
whether or not a development project is financiaigble. When compared to the value of the same
land in the absence of development or potentiakldgwment, it can provide an estimate of the
“residual”’ or additional value that development sitlol the land.

Step 1 Calculate the value of the completed developmehis is typically the sales price or
advertised sale price.

Step 2 Subtract development costs (construction, oathiénance, etc.).
Step 3 Subtract the developer’s required profit.
Step 4 This is the value of the site.

Analysis In the scenario below, a developer wants to &diye hectare parcel of land to build a
100-unit residential project. What is the markelugaof that parcel? According to the residual
valuation method, the developer will pay a maximofALL 18 million for the parcel. If she paid
more, her profits would be reduced and the findmeiurns would not be considered adequate for
the risks involved. In other words, the project Vdott be considered feasible at that price, and the
developer would not buy the land. At the same tithe,property owner would not sell the land for
less because another developer would be preparpdyt®LL 18 million. Therefore, the market
value of this property is ALL 18 million. (Pleasmte that the equation can be rearranged to
estimate the developer’s profit if the land codtriswn.)

Table 3. Residual Valuation Method (Valuing Lad with Development Potential)

Scenario Calculations

1. Developer wants to buy five hectares of land to build 100

apartments.
2. Each apartment can be sold for ALL 1.500.000. Selling Price / Apartment ALL1.500.000
3. Each apartment will cost ALL 1.200.000 to build Less Total Development Cost /

(not including land). Apartment (1.200.000)
4. Developer requires a 10% profit Less Profit / Apartment (120.000)

. Amount Left to Pay for

What is the market value of the land?
What is the price the developer will pay for the land? e A o000
What is the price for which the property owner will sell the land? | ALL 180.000 x 100 Apartments ALL 18.000.000
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Residual Valuation Method (Local Detailed Plan)

Article 22.14 of the Law on Territorial Planningch®Development regarding Local Detailed Plans
states that “the process of drafting and LDP sbalfollowed by the preparation of a preliminary
feasibility study, which shall estimate... tirereased value of landas a result of planning or public
investments’ [italics added]. The residual valuation methodyniiee used as a basis for calculating
the increased land value, according to the req@rgsnof the law.

Step 1 Identify area subject to a Local Detailed Plan.

Step 2 Obtain existing land values.

Step 3 Conduct a preliminary feasibility analysis.

Step 4 Calculate the residual land value based on dpwednt potential.

Step 5 Calculate the difference between the residual laalue and the existing land value. This is
the increased value of land.

Analysis In the scenario below, a local detailed plabesg prepared for a 10 hectare parcel of
vacant land. A developer proposes to build 200desgial units on the property, and a study
determines this is feasible. What is the value that proposed development would add to the
current value of the land? The local governmenttntusn determine how much of the increase
should go to the developer and much can be captarede public good.

Table 4. Residual Valuation Method (Local Btailed Plan)

Scenario Calculations

1. Alocal detailed plan is being prepared for 10 hectares of

10 hectares = 100.000 m?
vacant land.

2. Afeasibility analysis finds that 200 residential units can

X ; Selling price /
be built on the 10 hectares, and each unit can sell for A .
ALL 1.000.000. Residential unit ALL 1.000.000
3. Each residential unit can be built for ALL 850.000 Less development cost /
(not including land). Residential unit (850.000)
4. Developer requires a 10% profit Less profit / Unit (85.000)

Amount left to pay for

5. Amount left to pay for land per residential unit. land / Unit ALL 65.000

ALL 65.000 / Unit x 200 Units = ALL 13 Million

6. Developed value of land per square meter. = IR = AL Ta e

Developed land value ALL 130 / m2
7. Current cost of land without development is ALL 30 /m?2 Less current land value (30/m2)
8. Value added by development Increased value ALL 100/ m?
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Income Capitalization Method (Large Income-Producirg Properties)

The income capitalization method is based on treuraption that all property represents an
investment, and no buyer would pay more for a ptgpthan the rental income generated by a
property at a required rate of return. It is thnseatimate of the value of a property based on cash
flows. The income capitalization method is useddtermine the market value, or capitalization, of
larger income-producing commercial, industrial, agsidential properties.

Step 1 Estimate thetotalannual revenues. This will bestigorental revenues (from apartments,
office space, retail space, parking, vending mazietc.).

Step 2 Deduct vacancy (usually estimated at 5% of tent@me).

Step 3 Deduct total annual operating expenses (taxekty uees, property management and
maintenance fees, etc.). This will provide the Rgterating Income. (Please note that operating
expenses for high-quality residential propertiestgpically about 35% of revenues.)

Step 4 Divide the property’s Net Operating Income bg fBapitalization Rate to determine the
property’s market value.

Step 5 Deduct the total development cost from the markue.

Step 6 Deduct the developer’'s required profit. This wjleld the amount available for public
benefit.

Analysis A developer proposes to build a new 500-unghkquality apartment building through a
Conditioned Building Intensity program. In orderaoild at a higher intensity, the developer must
provide a public amenity. What should be the valiinat amenity? As part of the application for
the CBI program, the developer was required to idethe municipality with @ro forma, or
estimate of the project’s financial performance farmas are used internationally and include
detailed estimates of a project’s expenses andho@geand expected profit. The municipality has
determined that the Capitalization Rate for a4itass residential building in the area designated
for CBI is 5.0%. (See section on capitalizatioresat An analysis of the financial information
provided by the developer finds that ALL 425.00@.@0e available for public benefits, and this
becomes the basis of negotiations between the @@yednd municipality

Table 5.Income Capitalization Methd (Large Income-Producing Properties)

sl reted Tis s the bidings ony ncome) | AL 1700000000
Less vacancy (5%) ALL (85.000.000)
Less annual operating expenses ALL (480.000.000)
Net Operating Income ALL 1.135.000.000
Capitalization rate 5.0%
et operating ncome 62prt) AL 22700000000
Less total development cost ALL (20.250.000.000)
Less developer’s required profit (10%) ALL (2.025.000.000)
Difference available for public benefits ALL 425.000.000
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Income Capitalization Method (Small Properties)

A metric called the Gross Income Multiplier (GIMart be used to estimate the market value of
smaller income-producing properties. The GIM redatiee sales price of a property to its annual
rental income. The GIM is not a percentage, butudtiplier. Like the cap rate, the GIM will be
different for different groups of properties infdifent areas. Unlike the cap rate, the GIM does not
account for operating expenses.

Step 1 Select sales and rental income from at leasetproperties that are similar in terms of size,
location, price, and rents, and determine the @eesales price and average annual rental income.

Step 2 Calculate the Gross Income Multiplier by divigithe average sales price by the average
annual rental income.

Step 3 Multiply the rental income, or potential rentatome, of a subject property by the GIM to
get the property’s market value.

Analysis A subject property earned ALL 145.000 in annaital income, but the market value
was not clear. A comparison of sales and rentarimétion for four similar properties in the area
was conducted, and the Gross Income Multipliertfer area was calculated. The market value of
the subject property was determined by applying3hd.

Table 6. Gross Income Multiplier

Property A | Property B Property C Property D

Sale price AL 12.800.000 | ALL 13.500.000 | ALL 13.100.000 | ALL 13.000.000
(market value)
Annual rental income ALL 140.000 | ALL 160.000 | ALL 150.000 |  ALL 140.000
Average sale price
(properties A-D) ALL 13.100.000
Average annual rental income
(properties A-D) ALL 147.500
Gross Income Multiplier

. . 88.8
(average sale price / average rental income)
Market value of subject property
(annual rental income of ALL 145.000 x GIM ALL 12.876.000
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Capitalization Rate

The capitalization rate, or cap rate, is one ofrttost popular and powerful metrics that financiers,
developers, real estate professionals, and govertnradministrators use to value property.
Fortunately, it is also one of the simplest to gkte and apply. UNHabitat recommends that
Albania and other developing nations utilize caesavhen implementing financial instruments for
land developmert.

Capitalization rates are expressed as percentagesra calculated as follows:
Cap rate = net operating income / sales price

The net operating income (NOI) is all the incomgraperty receives in a year (mostly rent) minus
all annual expenses. NOI is before debt, and doesmalude mortgage expenses.

For example, if the NOI is ALL 1.000.000 and théesgprice is ALL 10.000.000 the cap rate is
10% (1.000.000 / 10.000.000).

Cap rates are calculated for categories of progegy residential, office, industrial, hotel);rfthe
income they produce (i.e., premium rent, high rengrage rent); and for locations (i.e., center of
Tirana; Durres; Elbasan).

Real estate professionals, bankers, consultantgoeernment staff typically analyze sales and
income information for similar properties in a peutar market area and calculate capitalization
rates. For example, a residential building in teeter of Tirana that commands premium rents may
have a cap rate of 4%; a premium office, 8%; apdeaium hotel, 14%. These cap rates will then
be applied to all new comparable construction endénter of Tirana.

Cap rates are a measure of investment risk; thétheéshigher the risk that a development will not
provide adequate financial returns, the higher dhp rate. Hotels, for example, generally have
higher cap rates than offices because the riskrofing a hotel is directly related to travel, teumi
and what is happening in the local, national, amdrnational economies. Residential properties
generally have the lowest risk, and thus the lowaptrates.

Location is also an important factor in determingap rates. For example, a building in the center
of Tirana will have a lower cap rate than an idaitbuilding in Berat. Tirana has more people and
rents are higher, therefore the risks of develograsnlower.

The higher the risk, the higher the cap rate, dwad will bring down the value of a property. A

difference between a 4% and a 12% cap rate makege difference in the value of a property.
Similarly, as a property ages and maintenance egincrease, the net operating income
decreases and the cap rate goes up.

In summary, capitalization rates reflect marketdi A cap rate is a metric which captures the type
of property, its location, and its condition. Inucdries with value-based property tax systemsglarg
real estate companies publish online the cap fatethe major cities, which are then utilized to
determine market value.

" Walters L. Land and Property Tax: A Policy Guiger5.
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