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E
conomic development finance does not occur in a vacuum. In an era of complex markets, debts carried by many nations, and the opportunities and struggles by individuals and countries that have limited recovery options, now in the period from 2017 to 2019–2020, we have watched community leaders, local citizens, entrepreneurs, nonprofit groups, business leaders, and developers become increasingly optimistic. The Second Edition paperback is the backdrop for today. The financial collapse in 2007–2008 gave rise to the Second Edition. This new Third Edition paperback reflects on the past as history and looks to the future, for leadership and communication to continue the progress that has been made from 2017–2020.

We begin where we left off in 2011 and 2012. We believe that hope and a future is taking hold in rural communities and certain smaller cities around the globe.

Excellent progress has been made since 2011–2012 when the global economies were hurting financially. It is a new day as we approach the third decade of the 21st
 century. Issues that could not be solved unless sufficient money was available have generally moved to the sidelines as countries, states, cities, counties, businesses, and citizens have come together to find a better future. At the same time, many of these groups have become opportunistic as the top global economies have grown significantly in the years 2017, 2018, and 2019. Though many scholars and practitioners have struggled with the subject of finance, we too have been puzzled by the inability of many to use successfully the tools that are common for businesses. Knowing where the money is and how to access it becomes central to any enterprise, regardless of whether it is a for-profit or nonprofit entity delivering a product or a service.


In the current economic climate, I am truly indebted to my colleagues and business associates who have, once again, urged me to forge a new path by looking at economic development finance in the context of people, community, money, and the complex global environment in a book that is easily accessible on the web and in paperback, a delivered to policymakers, business leaders, lenders, and investors in countries around the globe. As shown in the following pages, the essence of financing economic development is the act of combining values and perceptions
. All parties, including the public sector, the private sector, foundations, and nonprofit organizations, can achieve their collective goals because they understand the agendas and options for each of the players. If they choose to move forward with a transaction, they bring their total resources together to create wealth for the community, its citizens, the developers, investors, and financial institutions.

While many professionals and groups have supported the updating of this book as a paperback and eBook, I am especially grateful to David Baxter, International Development Practitioner and PPP Navigator-Infrastructure, Procurement and Resiliency Strategist, who has supported my goals in moving forward with the Third Edition. David brings to the discussion extensive insights on PPP financings in Asia and around the globe. In the new Forward and his comments to me for Chapter 8, I am grateful for his insights.

Ray Garfield and Greg Garfield, Principals of Garfield Public/Private, have hung in there with me since 2010 when we discussed the Second Edition. They have contributed much information on the subject of financing PPPs, Certificates of Participations (COPs), Continuing Obligations (Cos), and several examples of their company’s involvement and financing of developments in communities and States where public-private funding for key projects have finally grown, new projects started and now completed. They have been my support through the Second Edition, this Third Edition, and the ASU Municipal Finance Conference. When it comes to Hotels and Conference Centers, Ray and Greg have been the leaders in the complex financings for these turnkey developments. I am truly grateful to each of them for the work they have done in P3s, the financing vehicles used, and the talent that they bring to each and every deal they complete.

A special thanks to the Arizona Commerce Authority for their information on Opportunity Zones and the work that they are doing to develop excellent data for Arizona communities with potentially qualified census tracts. We are grateful to the Economic Innovation Group, specifically for their research paper dated December 2018 entitled The State of Socioeconomic Need and Community Change in Opportunity Zones.


My gratitude goes to The Team at www.ebookpbook.com,
 including Jason Pearce and Vidya, who have been invaluable in their assistance with graphics, layout, and illustrations. They have brought excellence to the eBook as well as this Third Edition paperback.

I am sincerely grateful to my husband, Greg, and my family and friends from all over the globe. You have provided the guidance, many prayers, and encouragement needed for me to complete this work. The Third Edition in “eBook” and paperback format together serve as a new tool for businesses and public agencies globally to help those in need and to reflect on the complex economic and political times in which we all live and work.

SGB


Forward


I
n this Third edition of the Fundamentals of Economic Development Finance,
 new recommendations are made that address changes to the global economy of 2011–2012. These fresh recommendations reinforce the comprehensive suggestions that were previously made on strategies that the public sector should adopt to attract private investor financing of the funding gap that the public sector continues to face.

Initial approaches that are recommended in this book - for the public sector - include careful planning and financial design when they explore alternative investment from private sector investors. Private sector investors are not sentimental. They will seek opportunities for investment that best address their aspirations. If their aspirations are not met, they will look for more appealing opportunities. It is therefore critically important that the public sector understands the private sector and what makes it tick. Any disconnects will result in futile efforts to attract investment for public works and services collaborations.

It is important to note that in the current strong economy, many investors are flush with capital and are looking for investment opportunities that are viable and feasible. Although there is an element of corporate social responsibility that the public sector can lean on, the reality is that the private sector wants to invest in projects that offer returns as well. As was once said by a wise person - “business is business.” The public sector should not lose sight of this.

For alternative financing to occur, it is important that the public sector sounds out the private sector. In essence the public sector needs to “find the market”, define it, and articulate it in a way that will attract legitimate investors who are interested in serious projects that require longtime commitment. A distinction needs to be made between partnerships between the public and private sector (which typically involves a philanthropic CSP mindset) and public-private partnership (PPPs) which are a more formal structured approach to alternative financing where risk is equitably shared and reward is based on performance. The new edition addresses PPPs which are increasingly becoming popular globally. This book will help public sector planners better understand how they can set the foundation for efforts to attract alternative financing of projects and improve their financial resilience and sustainability.

Readers of this book will be able to develop sound approaches to attracting and leveraging economic development finance and accessing the different sources of financing.

Leveraging, mobilizing and utilizing economic development financial sources takes time and planning. Public sector officials must acknowledge that they need to be able to think like the private sector when considering alternative finance. This takes a mindset change and exposure to best practices. This book offers advice on how to develop a financial best practices approach that will help national, state, and local government institutions and agencies leverage their development goals through collaboration with private sector investors.

If you are looking for strategies that will leverage effective communication of development outcomes and interaction with potential private sector investor partners, this book has many of the answers that will allow you to exhibit effective leadership over complex finance design and overcome economic constraints that challenge public sector development initiatives. Finally, this book also is a good guide for the private sector as well, as it provides them with insights into how the public sector should structure its financing of development initiatives.

David Baxter

International Development Practitioner and PPP Navigator-Infrastructure, Procurement and Resiliency Strategist


Introduction


A
t the beginning of the 21st century, specifically in the first two decades, the role of government in providing services for social and community needs changed dramatically. For most of the 20th century, the Great Depression government expanded into almost every facet of community life, from child welfare to housing and community development facilities. Beginning in the 1970s—with a rising global debt and shrinking public support, along with “compassion fatigue” for more social programs—global, national, and local governments’ roles as direct providers of community-oriented resources diminished. With the global financial crisis in late 2008, we once again found history repeating itself. Financial resources for economic development projects had become limited as a direct result of huge country, state, and city debt across the globe. In the more stable economies of Asia and a select few of oil-rich nations of the Middle East, funding for certain projects have continued. Financial resources for economic development in North America were extremely limited. Even with federal money, local governments had limited or no resources to contribute, and market demand for development was highly limited.

In 2017, 2018, and 2019, economic development projects have started up once again. Yet there remains a strong need globally to finance (1) the rebuilding of major infrastructure and/or building new infrastructure in more underdeveloped countries, (2) the revitalization of neighborhoods, (3) new transit-oriented development, and (4) slum clearance, so that local governments can move toward more sustainable physical and economic development in communities. In the climate of shrinking resources today, if a community requires digital and technology upgrades, a technology park, a child-care center, a new program for opioid and other drug addicts, or a youth soccer field, an appeal to any government has seldom been the answer. Low income neighborhoods around the globe require new innovative ideas and financing vehicles for economic development.

While financial resources are once again available from the private sector, the resources from local governments have not coalesced at this time to bring the depth of funds required to positively impact areas. These neighborhoods, communities, cities, states, and countries must find new resources from within or in the private sector.

Moreover, when the private sector initiates projects ranging from opening new firms to developing a convention center with a hotel, the public anticipates some form of offsetting public amenity or gratuity to meet local needs. As a result, when a factory opens, the new company has to go beyond providing jobs. It is expected to contribute to the community good by doing such things as adding to the community sustainability goals with bike trails, decentralized energy production, building child-care facilities for workers or providing housing and medical facilities for senior citizens.

Today, when a developer takes on the task of resurrecting the local downtown economy or providing needed affordable housing, he or she is also expected to provide funding for public benefits. The developer may be required to provide funding for a community arts program, recreation, housing, senior care, a youth orchestra, youth soccer, or other public benefits. With community effort, these linkage programs require specific project funds from the developer in exchange for the right to develop within the city core. While this was a difficult task in 2011–2012, it is only now that economies have been renewed and growing.

Seeing full employment in countries around the globe, we are more optimistic. With full employment and trade among countries come the opportunities for 2019–2020 and beyond. We see growth in businesses generally, global business and trade among many nations, and most importantly innovative sustainable business opportunities for all community groups, inner city residents, and rural communities. This translates into opportunities for more jobs at every level of the of the global economy.

At the same time, there are some good reasons for the provision of community benefits as a requirement to use public assets or receive public licenses or assistance. The most compelling rationale for requiring a developer to pay fees or provide an offsetting public benefit is that the development company receiving public funds is using irreplaceable civic assets to increase wealth. In return, the developer enters into arrangements with community groups and government agencies to develop a new range of public/private goods and services through various forms of development partnerships. In all cases, projects must demonstrate market competitiveness to meet the test of fiscal worthiness to attract public or private investment capital. Sustainable communities are one of many goals.

In the following chapters, we discuss strategic business planning tools to be used to link public community funding and private marketplace financing. It is important to recognize that economic development is not necessarily a financially feasible endeavor. Linking community funding with private marketplace financing can solve the feasibility problem for public agencies, developers, and lenders. We describe the need for community funding and financing strategies that originate from the organizational and institutional forms of community projects. Increasingly, the public sector is turning to private-sector methods to present and finance development programs in the same manner that private businesses undertake and finance development.

The strategies used to close the financial gap become visible through the business planning process. This process readily identifies projects lacking short- and long-term financial stability. The process can provide mechanisms to link public funding with private funds so that cash flow will be available to service debt and provide reasonable returns to investors. We show how private development can incorporate community programs as an asset to the development project or programs, thereby increasing the opportunity for public or private funding.

The objective of this book is to provide the necessary tools for “hope and a future.” We illustrate how financial tools can be used by non-financially skilled planning and economic development professionals, policymakers, and students. We outline the critical elements of the strategic business plan and financial processes that enable economic development projects to secure funding. These processes will allow a community to build its future.

Planning, economic development, and investment professionals have typically used feasibility studies, market analyses, and discounted cash flows as the methods for evaluating projects or “deals.” Today, projects are more complex and competitive, require varying degrees of financial dollars from the public and private sectors, and entail enormous risks for cities if the projects do not succeed. In a constrained global financial economy, securing sufficient financial capital for investment and loans for development is difficult. While funds are available and interest rates are low today, we remain committed to a more detailed strategic business planning approach to eliminate the extremes in forecasting the high yields or the downside exposures.

The thesis is the following: to finance economic development, the strategic business plan is the preferred vehicle
. The business or project plan describes the organization and the project in real terms as measured by the financial community. It is a rational approach to business decision making. It enables the economic development project to be competitive with other projects seeking funding by investors and institutions. The strategic business plan enables the developer, the public-sector professional, and the financial partner to understand all facets of the urban or rural enterprise business so that investment will occur. As we work our way through the business plan approach for economic development finance, we will review the four major steps of conducting a business analysis and how each leads to the next.

The synergy between the market for the project and the investment in the project begins at the basic level of understanding what development is required versus what development is desired. Finding the market is the key to success. The opposite is also true—not knowing the market is the key to failure. The market for building includes both case studies and exercises on demographic analysis, real estate market research, and location analysis. As we refine the market analysis, we will move to the fundamentals of economic development finance, examining both the private- and public-sector approaches to decision making. Understanding the money sources and how to secure gap financing is a requirement for successful and stable economic development projects. Our case studies and exercises will enable the reader to use a hands-on approach to financial analysis, building from assumptions on market analysis through the layering of various financial instruments.

Once the project is refined and assumptions for market and finance are adjusted, we examine the organization structure best suited for implementation of the project. How much money do we really need? What elements are necessary to build an organization to ensure the project is approved, developed, financed, marketed, leased, or sold? Who are the members of the organization? Is this a public/private partnership? On the subject of financing the organization, we examine small business issues and funding sources. From there, we develop a small business financial plan, focusing on start-up expenses, debt and equity, and the operating pro forma. Readers will be asked to work through exercises for building a start-up organization.

We develop the link between public community funding and private marketplace financing. Increasingly, the distinctions between the two forms of finance are diminishing. We describe the need for community funding and financing strategies, the organizational and institutional forms for community projects, and the fundraising strategies or approaches for community/ social projects. We show how private development can incorporate community programs as an asset to the development project or programs. Finally, we describe how community groups can incorporate private economic activities into their nonprofit activities.


This book is about organization and money – how to get it and how to use it. The components of the business plan process work as a financial plan for lenders and investors. These components serve as a management tool for the organization.
 The emphasis throughout the book is to understand the agendas of the developer, the city or county, the communities, and the lenders and investors.

As many of us have observed, public-sector orientation to economic development often overlooks the money end of the project and focuses almost exclusively on the social good. Unfortunately, plans do not materialize without money. With the public-sector deficit problems in many countries across the globe, cities and states are limiting public-sector involvement and pushing economic development into the private sector. By using the private sector almost entirely, these countries, cities and states are attempting to reduce their debt burden but relinquish their role in the upside financial rewards. We are encouraged to see that in this time of scarce public subsidies and limited public capital, public-private partnerships (“P3s”) are taking on new projects with comprehensive financings and limited risk for the public sector.

The goal of this book is to provide the reader with the tools to acquire the money that is necessary for any project to work. This book is not a substitute for the more comprehensive real estate works and/or business finance. Rather, it is intended to outline the critical elements of financial planning for economic development that include financial and organizational components.
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Economic Development Finance Design


E
conomic development finance is the focus of private and public finance tools and their use and effects on the local, state, national, regional, and international environs. The finance tools and strategic approach are aimed at money supply, trade, and competitiveness.

In economic development, the focus is on the micro-issues of firm starts and community quality of life, together with the institutional issues of government actions and interventions. The private sector has a strong role in economic development, often providing equity and/or debt for development. The goal is to raise the quality of life for communities and disadvantaged residents, moving communities into the mainstream of the national economy (Giles & Blakely, 2001). Community residents, consumers of services, local government officials, lenders, and investors are concerned about mechanisms to create a self-sufficient economy that can sustain the residents of an area, improving their lives and increasing the opportunities for them to achieve economic wealth and stable family living.

The premise here is that communities in a capitalist economy must attract capital and create markets to be revitalized. These in turn generate more and better jobs to improve the housing and business atmosphere in these localities. This proposition is more critical in 2019-2020 because capital and markets are essential ingredients to a thriving economy, rather than big government continuing to provide the money without concurrent jobs. Many mechanisms have been devised that focus on markets and capital, ranging from area development strategies, such as enterprise and empowerment and/or opportunity zones, to the stimulation of new local businesses or enterprises with microloans and other vehicles to encourage local ownership and employment. These options work when the economies worldwide are producing at very high levels; however, when there are economic uncertainties, that may or may not be uniform throughout the world economies, opportunities are not equal across the globe. Moreover, none have taken the position that local economic development must compete in the capital markets with conventional projects. But in fact they do. These conditions make investments far more competitive and decisionmakers are not always equipped to make prudent decisions.

It is important to push the boundaries of local development to include creative and innovative projects that serve as catalysts for larger and more comprehensive development. The repositioning of the area’s economy through the development of new manufacturing, electronic infrastructure, or a community of tech companies should not be overlooked in the planning and financing of economic development. These catalyst projects will use conventional and unconventional sources of funding to ensure that economic development occurs.

The strategies where community problems are being focused on for the benefit of the community as a whole are working, and there are positive outcomes across the globe - in Asia, the Middle East, Europe, North America and South America.

The difference between 2000–2011, and 2019–2020 is that many economies across the globe are still suffering from high debt, sluggish growth, limited new business formation, high unemployment, and a highly competitive environment for the limited available capital. At the same time, strong economies are growing beyond what was projected, full employment exists, and the wealth factors for the strong economies are rapidly providing education, job training, business innovation, technology innovation, and much needed infrastructure to the areas around the globe that need aid, training, and technology innovation.

Moreover, many economies are rapidly learning that unlimited/free healthcare and pension benefits, coupled with enormous growth in high-wage government employment, have forced citizens and politicians to take a second look at making necessary changes to encourage job creation and reduce deficits. Difficult decisions are forcing all governments to prioritize how money will be spent, whether taxes will be raised, and how choices are and will be made now and in the future.

Many thousands of local governments exist across the globe that engage in some form of local economic development planning and financing. Local governments have a variety of financing vehicles at their command, ranging from the use of tax receipts to the borrowing of funds on the municipal bond market for infrastructure and redevelopment, or outright grants for development. Local governments most frequently use these funds for physical improvements such as street resurfacing, water and sewer development or improvements, housing, retail, and parking structures.

In this chapter, we will work through the strategic business plan approach and review four steps for conducting a development finance analysis, showing how each step is a prerequisite for the next. In the case studies and exercises, we ask readers to identify an economic development finance strategy and review the types of organizations that can deliver the product.


The Context for Economic Financial Need




E
conomic development needs are rooted in history and the human settlement pattern of an area. The area can be as large as a city or as small as a neighborhood within the city. Alternatively, the need might be a new concert hall or convention center for the city as a whole. In most instances, the area of need or economic revitalization is depressed with high unemployment or deteriorating buildings and physical infrastructure.

No matter what is needed the development specialist must know and understand the history of the area and the politics of the community. In addition, the specialist must know location constraints, past market performance, and present conditions, as well as forecast possible development options or needs. In most cases, the entity developing or designing the development strategy is a local government or nonprofit or a joint-venture entity that may be a blend of nonprofit and government, such as a local development corporation. In almost all cases, these development organizations will work with or collaborate with profit-making partners.

There are millions of non-profit voluntary organizations and community groups that work for the civic welfare. These nonprofit organizations and community groups, as well as economic groups, businesses, and city governments, compete for money available from nonprofits, foundations, federal/state/local governments, and private financial institutions. Developments and services must be paid for, whether a public stadium, retail mall, golf club, or community center. Volunteer labor or donations of equipment and other services will not be sufficient to cover the cost of development or provision of services for a community. Whether the organization is a small community group or a large city, if money must be raised or generated for the community good, the organization or government entity must be prepared to compete in the private financial markets.

Competition for funds have changed significantly since the 2011–2012 time period. First, the available funds today may come from the private sector completely, from a combination of public sector and private sector financial input, or revert back to the earlier part of this century to come from the public sector conditioned upon extractions from the private sector such as infrastructure beyond the actual development paid entirely by the private sector. Second, the privatization of development has expanded since 2011–2012 with the private sector driving more of the terms of the deals. Third, in more areas across the globe, the private sector constructs developments and when completed the development is turned over to the public sector to manage financially and maintain. And fourth, today we are seeing leadership with all the actors coming together and directing a profitable and innovative development(s). Leadership and communication are the keys to success for all participants.


The Capital Gap in Financing Nonprofits And Nontraditional Institutions




A
ccess to capital markets is an increasingly difficult problem for nonprofit and nontraditional local finance organizations. The size of the nonprofit community capital market is growing as a result of the increasing need for banks and other institutions, including foundations, to find mechanisms to invest in local neighborhoods. Government entities set the standards and establish a need for finding appropriate investments in local communities. The traditional community development financial institutions are changing to reflect more stringent global financial regulations. Subsidized or government-backed lending is taking shape once again, and risky subprime loans to small businesses and other community investments are very limited. While the global economy has recovered but not completely in all areas, loans are and will be available, albeit on a more limited basis.

In the United States, the housing market is strong in many sections of the country, with sellers receiving multiple offers in the fast-growing areas of the country and a more stagnant market with sellers unwilling to lower prices and buyers awaiting the deep decline in prices (The Wall Street Journal, 2010 and 2019). In 2011 in the United States, there were over two million homes in various stages of foreclosure, with decisions on the resolution of these foreclosures rapidly becoming a political football among various factions in the U.S. government, the real estate lobby, the major economists, and the mortgage banking association. A deferment in dealing with resolution of the foreclosures may put the recovery of the U.S. economy on hold. Recently, commercial mortgage-backed securities (CMBSs), have made a limited return into the financial market to assist with the financial needs of commercial real estate. Large international banks are issuing the securities to refinance the debt on large retail and commercial buildings, but under tight underwriting standards. While the deals are limited, the new issues are helping to add to financing options for inner-city development (The Wall Street Journal, 2010, 2019).

Finally, foundations at the local, national, and international levels are lending funds for social and community development purposes. The funds are in most cases from within their program-related investment portfolios, expecting returns on their investments at below-market rates. These foundations include private/personal foundations; charitable-remainder trusts; and broader local, national, and international foundations. In a few instances, social funds traded on the capital markets have been established to invest in both national and international projects aimed at selective improvement in the environment through investments in forestry, farming, and even small business microloans for farmers and artisans.

With the global economic recession and the financial chaos since 2008 and remembering the “upside down” risk-rewards that exacerbated the downturn, capital markets were taking on a new, limited, and often less generous character. In the 2011–2012 time period, the globe was still recovering from the “Great Recession.”

Today with large regions of the globe still in poverty or experiencing much less than full employment, while the enormous growth is experienced by many in the larger economies, funds are flowing once again at lower-interest rate levels. However, the financial experts in the larger economies are cautious in the effort to take on very large investments because they are risk averse. In many cases, these financial players are guarded and protect their funds so that severe downturns do not come and ravage the growth that is and has been occurring.

Leadership and communication are the keys for success through understanding the needs of the “actors and players” and communicating the risk-rewards of the mutually agreeable investments. Understanding the goals of the investors and the needs of the communities ensure that the key players in the stronger economies serve to lift up the smaller economies specifically in the areas of local housing, real estate development, medical care, education, sustainable jobs, computer technology construction, and manufacturing. This is also true in the broader areas of asset formation in business and community services where stable growth and sustainable jobs are essential.

The challenge is to close the skills and information gap for those involved in economic development financing. The gap prevents professionals and practitioners from navigating through the unfamiliar territory of attracting market-based capital by meeting the strenuous requirements of project financial design and reporting. The following chapters provide the tools to enable the professionals and their project partners to be competitive for the financial resources that are available. Leadership and in-depth communication enable all sides to come together for the benefit of the communities–local, state, national, and international.


Strategic Development Financial Design




C
apital markets, large or small, require that the justification for funds to be organized into a plan. In the case of local development planning, a strategic business plan or development finance plan provides the set of information, analysis, organization, and financial parameters that can be presented to outside investors. The strategic business plan provides investors with the information they need to know about the venture and how much they can expect to make for each dollar invested in the project (Giles & Blakely, 2001).

A sound strategic investment plan includes the following: (a) the goal or project intent; (b) the organization and management approach; (c) the venture selection process; (d) a detailed project description; (e) a clearly defined market for the project; (f) the marketing and sales strategy; (g) a well developed financial analysis; (h) an assessment of benefits and risks for the investors and consumers; and (i) an implementation program. The extent to which one can examine and review the components will minimize risk and lead all parties in the transaction to develop rational decisions for investment (see Figure 1.1) (Giles & Blakely, 2001), Giles Bischak, 2011, 2019).
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Local Economic Financial Analysis




T
he business plan should be based on four types of analysis: analysis of the local economy, market analysis, feasibility analysis, and investment-risk analysis (Table 1.1).


Analysis of the local economy
 is central to identifying demand for a particular project or service. Consumption patterns, spatial requirements, business development, and services have a synergistic relationship so that new business formation can occur. For example, developing an incubator technology center or a low-income housing project in a local community will not just require the availability of land. A technology center must be located close to the skilled workers in a community, providing incentives for development as well as services to support the new industry and businesses being developed. For the low-income housing project, a thorough understanding of the population and income composition is essential. A further knowledge of community incentives and services to support the housing population and physical plant is also important. No matter how the local economy is performing, some group will be underserved or not well-served by the current situation. Therefore, an analysis and understanding of the local economy is central to identifying demand and need for a particular development.
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The availability of money to finance the project will be predicated, in part, on the detailed documentation of local demand as well as the broader market demand. Thus, the first step in conducting the business analysis must be to emphasize the knowledge of the determinants of demand, specifically what elements will make the project work.


Market analysis
 is the second step of the business analysis, focusing on the general market for the project, program, service, or organization. The goal is to outline the supply of and demand for particular goods and services. Demand is documented by a clear, well-presented case of need for the project; supply is created by investment related to the amount of competition there is for the goods or services; and investment is the capital or money made available for which some return is required to make the project feasible.

Building on the knowledge of the local economy, market analysis focuses on the components of business, trade, and consumption by differing population groups. Market analysis isolates the supply and competition existing in the local economy and planned for the economy. Market analysis addresses what users want, what will compete with the project, and what the market can afford to pay. For our example of the technology center, an examination of existing local businesses and local technology centers is critical. For our example of the housing project, a review of similar local projects for type, size, and price is key. Balancing supply against demand to determine the market niche is another aspect of market analysis. We will discuss market analysis in greater detail in Chapter 4.

The feasibility analysis
 is an evaluation of the nature of the venture or project based on financial costs and benefits, the third step of the business analysis. A feasibility analysis addresses the financial costs for the project and measures the benefits that accrue to the investors and the community. The financial analysis incorporates market assumptions and financing assumptions to arrive at an investment return that is compared and contrasted with similar investments and alternative investments. The benefits to the community are measured in a framework that addresses jobs, risk, spending patterns, and tax revenues.

Finally, the investment
 and risk analysis
 is the most crucial step of the strategic business plan. Indeed, it is the reason for the business plan. Without investment, there is no demand or development. The purpose of the investment analysis is to assess the project, program, service, or organization as a potential investment, given all other alternatives. The analysis clearly evaluates the risks and returns associated with the project.

Investment and return requirements, short- and long-term holding periods, tax benefits for the portion of the project where tax benefits can be used, and investment and market risks are but a few of the measures examined. Given two opportunities, would an investor be better off financially by placing money in a technology center or a low-income housing project? The answer depends on the investor’s risk profile, cost of money, and return requirements.

Conducting the four steps of business analysis enables us to focus on the core issues central to the business plan and reach the necessary conclusions regarding financing. More specifically, the steps of conducting the analyses lead us through an assessment that will enable us to isolate the money source(s)—whether the entrepreneur investor, the institutional investor, the venture capitalist, the traditional lender, a public agency, and/or a foundation—needed for the project, program, service, or organization.


Strategy
 is always required before feasibility. We need to know who we are and what we want to do before embarking on any approach to measure the market or assess the value of the program or service. The strategy and development goals are aimed at solving quality-of-life problems within a community. The goals include job creation and increased revenues for services, as well as additional investment within the community or urban center. New ventures are required to create jobs, increase local income, and bring social stability to the community.


Developing the Strategy




S
trategic planning for community and social projects incorporates a broad set of development approaches (described in Giles & Blakely, 2001) that include many different activities, projects, and entrepreneurial ventures. In one way or another, all ventures have as the ultimate goal creating and increasing the economic resources of a community so that residents can control or increase their quality of life with minimal dependence on outside help. Not all potential activities meet these standards or generate the requisite resources, such as money, skills, ownership, and political influence. Furthermore, not all projects create or increase the community’s quality-of-life factors to the same extent.

All community groups require investment capital, skills, and political power to be successful. But not all organizations and groups require these resources in the same ways, amounts, or combinations to operate successfully. So individuals, government agencies, and groups interested in community and social programs are faced with an important set of decisions. They must decide what courses of action to take given the resources they possess or can obtain.

Moreover, the group or agency must decide which activities or projects are best at a given time and place. They must address the following questions:


	
What are the general objectives?



	
What are the priorities of the organization or agency?



	
What trade-offs or compromises will be made when funding for the program, development, or service is secured?





In developing the strategy, the group must decide whether their priority objectives can be realized soon enough or completely enough to justify the time, energy, and money committed to a project. They must consider whether a project using one approach will reduce the chances of reaching other objectives. For example, if a community raises money for a low-income housing project, it may not be able to raise the funds in the same year for a day care center and playground for the new technology center.


The most fundamental element of a strategy is to clarify the vision of the organization and its mission
. The group proposing the activity must identify the vision of the organization and how the intended project matches the vision. The next decision is to determine how the venture will work and who will directly benefit from the venture. Finally, the group must examine whether it will use internal financial resources for the project. The decision-making process will clarify the values of the group and help it focus on the external resources required to complete the project.

Most community ventures are designed to involve and benefit either a large group of people or a few. Cooperatives (co-ops) and credit unions are examples of economic development businesses that are community based and have shared ownership as a primary objective. When financially successful, co-ops typically do not provide substantial income for their owners because the returns are small and must be divided among many owners. On the other hand, a small, privately owned business, if successful, may provide a significant increase in income for its owners, although ownership is usually limited to a few.

What is the best organizational approach? Is it better to share ownership widely with little immediate financial gain for those who are owners, or is it better to help a few achieve financial gains, with no guarantee that their success will make any difference for others in the community? If it were possible to do both and even more in every community where economic development was needed, clearly that would be desirable. However, this rarely occurs. Given that community projects require the very resources they create, people and time, both are in short supply in communities of all income levels.

Choices have to be made about the best use of all community resources. These strategic decisions will form the value proposition for the organization or group. In some cases, value choices may not be available. For example, in communities in which low-income residents are split into many competing groups, little has been done. However, we are seeing today in 2019 that low-income residents are contributing time and energy to make lives better in their communities. In cases where choices are possible, decisions have to be made. One of the key decisions is who gets what and how much. In other words, is it more important to invest resources in activities for community gains or for individual gains? In some ways, the answer to that question seems obvious. If community economic development is the strategy for trying to solve community problems, then community gains are primary.

Spending patterns resulting from successful businesses generate multiplier effects throughout the community. For example, if the business is financially successful, the owner’s income is increased. If the owner uses some of the increased income to buy personally needed products and services or business supplies from other businesses in the community and the region, he or she helps contribute to the success of those businesses as well and to help raise the income of their owners. Establishing objectives and priorities within the context of the strategy serves to narrow the range of alternative activities that any individual or group may consider. The availability or lack of resources for specific activities will also serve to narrow the alternatives possible.

Understanding the economic climate of the target area or local economy will enable the organization or community group to identify the appropriate project or service that will succeed within an urban area. Community groups and local government agencies can take advantage of new opportunities by developing and maintaining close contact with local businesses. In economically depressed communities, the question will not be where to look to find an economic development project, but how to best find and use local business, the community’s limited resources, and conventional and nonconventional sources of funding to meet the revitalization needs of the area.


A downtown commercial revitalization plan may seek to integrate the strategies of the locality, the community employment requirements, and the greater business and financial community, as illustrated in Figure 1.2. This venture depended on group cooperation.
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Many community-based organizations or nonprofit groups envision becoming a conduit for investment coming into the community. Local government agencies similarly view their own regulatory and funding powers as the key decision point for investment into the community. Both are correct; community-based organizations and local government agencies often work in tandem to accomplish broad community strategies and objectives. Community development corporations (CDCs) or local development corporations act as sources of investment capital through their access to government and special foundation funding. CDCs are engaging in business development activities in minority communities all over the nation. However, new CDCs or other venture-oriented nonprofits must recognize the strengths and limitations of this organizational form before commencing the risky process of starting any service or business.


Expertise




I
nvolvement in a new business venture requires a sound strategy, a business plan, and the internal organizational expertise to execute the plan. If a business venture is proposed that will actually make money or engage in transactions, the board of the organization will need to establish its own credentials or partner with a business development arm that is properly staffed to organize and conduct the business of providing development or services. Community groups and CDCs can identify these resources from the outside, initially forming a business arm or committee that includes representatives from the business and financial worlds who have experience and skills in the development and/or management of business and a commitment to the community development processes. Typically, board members and/or CDC members and community beneficiaries are included so that they can become educated in business activities. The group can make recommendations to the board on venture selection and feasibility and can even provide training to those without venture expertise. It can partner with more qualified groups to seek interim, short-term, and long-term financing for the project.


Track Record




A
ll organizations, whether private entities or local community groups, must demonstrate their capabilities by exhibiting successfully completed projects. Financial institutions, foundations, or grant organizations will be more inclined to risk capital when an organization has an established track record. Community groups must demonstrate that they can execute a new project or program. If the community group is considering financial involvement with an organization, the partner or investor entities will seriously examine the proposed capabilities of the group. It is important that the community group be able to prove that it is a stable organization, capable of managing funds and making informed decisions on behalf of the community. The use of well-recognized accounting and managerial procedures shows the expertise and viability of the organization. An organizational brochure that highlights previous projects and the capacity of the organization to mount large-scale efforts is important here. Further, a demonstrated knowledge of the economic conditions and resources of the target area, as well as a history of well-planned and completed projects, will add to the strength of the group. For new CDCs or community-based organizations, a series of small projects, effectively handled, will begin the track record and pave the way for larger and more complex ventures. The same is also true for private entrepreneurial development companies.


Form of Ownership




A
ny project undertaken will create ownership options and ultimately financial options. In some instances, the project is owned and operated by the investors, the developer, the community group, the public agency, or local individuals. In other cases, the organization has the capacity to successfully operate the venture alone. In other situations, the project may become a joint venture, in which several businesses share ownership; one group manages and operates, while others are silent partners. Joint ventures and partnerships are typically created to benefit the project and the community and to reduce the risk elements of the venture. The issue here is which option makes the most sense to secure the development rights for the project and obtain the required financing to implement the strategy. A demonstrated track record is important. If the group has no track record, then some form of joint venture will be required to compete for the development rights and the financing.

Using the project assessment matrix in Table 1.2, we can compare and analyze multiple projects to determine opportunities for development and begin designing the development strategy.


Resources




T
he degree to which the community can mobilize financial resources behind the project is an important indicator as to whether a project can be developed and implemented. Some form of direct equity is required. Foundations and other investors have very strict requirements as to how much local “hard money” must be invested in a project. A developer or community group might raise its initial capital from a variety of local sources, including churches and local fundraisers. Innovative capital funding was essential in the 2008–2011 financial environment. The same is true for the 2019–2020 period but not because of scarcity of capital funding. In fact, there is more competition for funding today as a direct result of the growth of many large economies around the globe, together with “smart money” to fund development, operations, and future growth in 2020 and beyond. In the past, if little or no local money supported a project, very few outsiders risked their money unless the community demonstrated that in-kind contributions were made or some outside resources were obtained.

All economic development projects require money to start and additional resources for maintenance and operations. In the past, resources for economic development began with the community and took the form of labor, time, “sweat equity,” political savvy, or networking. As a result, economic development became increasingly the language that businesspeople understood. Earlier in this decade, the developments required resources and skill-building within the community. It involved seeking assistance and co-operation, which directly benefited the larger community. Getting the city director of recreation, for example, to provide recreation facilities in a low-income neighborhood often was impossible if the director argued that the budget was not large enough.

As economic development became more popular as a sound approach to dealing with poverty, the chances increased that businesspeople, bankers, lawyers, accountants, big corporations, and governments would make themselves and their resources available to low-income communities and the redevelopment of urban centers. The need for these external resources and skills was great, but the community had an important concern: It wanted to maintain control rather than pass the economic development activities and control to outsiders.

In the case of the downtown plan shown in Figure 1.2, the organizational strategy took the form shown in Figure 1.3. The resources of the building owner were used to renovate two upper floors for small business development. Though the building owner’s mission was to provide educational opportunities for high school graduates, the owner perceived the need for small business development within the community. The collective efforts of management, the city, and the community resulted in the development and financing of the business incubator center. This partnership, so to speak, was a change from the earlier days of downtown development and/or revitalization wherein the private sector now brings the development options to the city officials and the community at large to discuss and reach consensus on the best development plan, financial options, and strategy for the greater community.

A community group or business entrepreneur might need to raise money from local businesspeople to start a business activity. In some cases, local businesses might participate by agreeing to reserve seats on the board of directors for business. The businesspeople could be an asset by providing both funds and business expertise. However, depending on the number of board seats provided to the local businesses, they could easily be in a position to determine the activities of the corporation beyond a point acceptable to its owners. If one of the primary objectives of the corporation is to keep control in the hands of the owners, the owners may need to limit the number of board seats that are available for the financial/local business partners. The key thrust of this change from the 2010–2012 years, is that inherent in the building of partnerships between the public sector, private sector, and the greater community is that no one group now has total community. Leadership and communication have developed among the different “actors” to ensure that the best plans come together so that all parties “win”. By winning, we mean that the public sector gets a solid plan to implement politically and use tools of public finance to support the development program.

The private sector leads the development to ensure that the innovation, creativity, and feasibility of the development meet the guidelines for the community, are financially viable for the public private partnership, the lenders, investors, and the greater community.
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Just as the cooperative attitudes of key people outside the community may be a resource in economic development, the leadership skills of residents within the community are vital resources. Mobilizing resources for economic development activities both within and outside the community depends on the presence of strong leaders and strong, unified groups working with the leaders. A simple grocery co-op or other local business cannot succeed if it cannot get enough members to join or enough community business. If the co-op members or residents do not participate in its activities, if they shop for most of their food or other goods elsewhere, the co-op or local business will collapse.

Low-income residents buy food and purchase other goods and services. Some authors, such as Porter (1995), consider low-income communities new repositories of disposable income. Therefore, one of the most important tactics of any low-income community is retaining the money it spends outside of the community for basic services such as food and shelter. No matter how much is available within the community, very little of it is available for investments in new enterprises. Though it is difficult to do, in some cases the initial capital for a community project can be raised from local established institutions such as churches, schools, credit unions, and community fundraisers. In other cases, local businesspeople will support worthwhile community projects that advance their enterprises or better the community’s business climate. None of these techniques is likely to raise nearly enough capital to initiate a project of any scale.
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Local or community fundraising efforts are very important. They help focus community attention on the project and mobilize necessary political support. In some instances, it may never be necessary to use the community money at all. Local corporations may be sufficiently impressed by the community effort to take over the project and use their resources of both money and personnel to complete it. But unless the community involved makes some investment of its own, it will have little control over the decisions made, no matter how much money it raises or how much support it mobilizes.

Another important resource in economic development in the knowledge and attitudes of local residents. A community that is vital with cohesive purposeful leadership is well on the way to success. Understanding community attitudes and communicating this knowledge shapes the responses of local government to local initiatives. Attitudes are more important than money. If the community has reached consensus on its vision and strategy, it can attract money and power to meet the goals of all the players.


Finally, every community has historic and other cultural resources that need to be documented and added to the community resource base. Boarded-up buildings and other dilapidated structures may prove to be resources if they can be reused creatively as loft apartments or new software facilities. The community must organize and focus its resources before it can expect investment from any outside investors. Case Study 1 provides an illustration of the range of decisions any organization has to make to determine how to configure itself to embark on financing a project.


Case Study 1: Brava Valley Community Corporation



Faced with a tightened budget and diminishing revenue from the federal government, the Brava Valley Community Corporation (BVCC), serving seven large areas of indigenous community land, began looking into economic development as an alternative to grants and subsidies. The agency wanted to establish the ground-work for long-term improvement in the conditions of the poor and to increase the self-sufficiency of both the agency and those it served.

Initially, BVCC focused on the lack of infrastructure, such as roads, sewers, and transportation systems. For these efforts, the BVCC was able to issue tax-exempt revenue bonds as a community service district. They were able to receive some stimulus funds, but these funds soon were exhausted. The community received a B rating on its bonds and made all of its debt service payments. After helping several communities obtain water and sewage systems and low-income rental housing, the agency began to correct the lack of effective transportation services both within the towns and linking the widely dispersed valley population to jobs and services. In an area where more than a third of the 150,000 residents fall below the poverty line, many local people who otherwise could have obtained jobs could not afford transportation to work. Also, the agency realized that “it was not good to have a family planning clinic if no one could get to it.”

Now, almost 9 years later, most of the programs BVCC is running include a small transit component. Each division has its own car or van under the auspices of a program director. Currently, BVCC has 25 minibuses and vans; 2 one-story buildings, each with 10,000 square feet (3,000 meters); and an old downtown single-story store with 30,000 square feet (10,000 meters) in Brava City, which was given to the corporation by Global Stores as a charitable gift. The building cannot be sold. BVCC has a staff of more than 100 employees. It operates the local senior "Meals on Wheels" program for the countywide elderly program as well as 16 low-income apartment buildings with 550 total units. BVCC is debt-free except for a few self-amortizing housing loans totaling $500,000. The BVCC board includes a banker, a lawyer, the local chief of the Nampo Nation, and several community leaders, including one member of the city council of Wellington. The board is divided over whether it should be reaching more of the local indigenous population with serious employment problems or serving the broader community with economic development programs that improve the valley's overall unemployment rate of more than 10% for the prime employment age groups. The board and staff are at odds over what to do about the pending closure of the Tailwind Defense Base. The board thinks the base would be a major asset for a new industrial center and could cure the chronic housing problems for all segments of the community. The base was an air maintenance facility and contains some of the best hangars and maintenance equipment in the nation. On the other hand, the staff feels that the process of military base conversion is well beyond local capabilities and could be an endless swamp of details that could prevent the BVCC from using the skills they have for family planning and other services to meet current community needs. BVCC Executive Director Henry Gonzales has asked Brava Valley College to help look at other ventures that BVCC might take on to diversify its financial base. As a result, a Brava Valley College class in economic development finance has been asked to develop a set of new ventures that might serve the community and fit with the goals of the BVCC board.



Case Exercise





Assume that you are in the BVCC program class and you and your team were asked to assist BVCC as a consulting firm specializing in economic development finance. You and members of the class have been asked to make a presentation to the BVCC board on how to restructure the goals and investment opportunities of BVCC. You have been asked to demonstrate how your group will conduct an analysis of needs and help the board and staff select a venture. Develop a short bullet-point presentation for the board meeting. You may use digital graphics and/or media for the presentation.
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The Strategic Business Planning Process for Economic Development


T
he need for money is common to all businesses or services, whether they are government organizations, service businesses, nonprofit organizations, or private businesses. In any project, the need to estimate not only the cost of facilities but also the ongoing costs of doing business is an important aspect in determining whether the business venture is viable.
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Image 1.
 Catalyst Project, Hotel Dubna Skala, Zilina, Slovakia
1




The strategic business planning process for local economic development involves going through a series of steps, the results of which are incorporated into a single document. The plan becomes a “living document” and is updated, usually on an annual basis, as the business grows and expands. The overall thrust of the plan is to outline the strategic intent and vision of the business; document the goals, objectives, strategies, and tactics to accomplish the strategic intent; and identify the resources needed to achieve the goals (see Figure 2.1).
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Components of the Plan



The major components of the plan are clearly defined in sections covering all aspects of the company—its key executives, company strategy, markets and competition, a description of the product or service, how the product or service will be sold, financial information covering company operations and the product or service, a risk analysis, and an implementation program. The business plan is more than a market and financial feasibility study. It is strategic in nature and explains to the reader how the organization will function to produce the product or service and deliver it to the marketplace. The outline for the business plan follows.

Executive Summary

The executive summary describes the strategic intent or value proposition and all the key elements of the plan in three pages or less. The strategy, market and competition, product or service, management team, projected financial data for the product and organization, outline of benefits and risks, and amount of money requested are all included in the executive summary. Often, the executive summary is the only part of the business plan that is read. Therefore, it should be concise but comprehensive.

The Organization

All organizations have backgrounds and strategies, whether they are partnerships, nonprofit corporations, or CDCs. It is essential that the reader understand what the organization is and where it is going. Therefore, the plan must present a complete description of the company, its key executives, and its strategy for growth and development of a product or service. This section of the plan includes a discussion of how the group or business is organized, the core members of the management team, and the roles and responsibilities of each member. It also includes a discussion of the strategic intent and core competencies of the management team.

The Market and Competition

The section on the market and competition provides documentation of and graphics presenting your findings from the market analysis (see Chapter 4). Lenders and investors will examine this section of the business plan to ascertain if, in fact, there is a sufficient market for your product or service. Everyone who develops a product believes that the market is strong and that his or her product will sell. But we know that this is not reality. Therefore, the market and competition section analyzes and presents an economic approach. It describes the market for the product, the size of the market, the existing and anticipated competition, and the overall direction of the market. The financial institutions, foundations, and grant makers will want to know what will motivate buying decisions in the market and whether you can segment your market and quantify sales by segments. Finally, investors or lenders will want to know how the product or service will be positioned and what defensive strategy will be used if the market turns or a recession occurs. This section outlines the sales strategy and explains any variation in pricing that may occur with a change in market conditions. If there is a plan to reduce or increase prices on the basis of a change in market conditions, these changes should be documented and explained in the financial pro forma.

This section also provides a discussion on how the product will be sold, who will be responsible for the sales program, what selling methods will be used, and how the product or service will be promoted. It should quantify the expected sales on a monthly, quarterly, and annual basis.

The Product or Service

The product or service should be described in detail. The challenge in this section is to describe the product or service and analyze it in terms of its features and costs, especially in comparison to the competition. Whether the product is an apartment building, a technology center, or a day care center, the business plan must outline the key features of the product or service and the cost of these features. For example, you have determined that an apartment project is needed in the market area. You have outlined the major features of the units as well as the costs, but you have found that the costs will require that your rents be $75 per month over market rents. If these features are critical to the project, you must convince lenders, partners, or investors that you can deliver a fully leased building and that the features will not affect absorption of the units.

In this section, outline the development issues that may result in delivery delays and competing projects. Explain whether the regulatory process will affect your project and whether community support will be a positive or negative factor. Also explain how your project or service will be leading edge and different from other projects currently in the market.

Financial Statements and Forecasts

The financial section of the business plan is the last section to be prepared, although the risk and implementation sections follow this section in the format. The details in the financial section will vary depending on the organization and funding required. For economic development projects, we recommend that a start-up expenses spreadsheet be assembled for 1 year. Revenues and expenses should be forecast for a 5-year period (see Tables 2.1 and 2.2). The financial proforma, or discounted cash flow analysis, for the product or service should be forecast for 5 years, as presented in Chapter 5.
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The first step in the financial section is to state a funding request. How much money is needed and for what purpose must be outlined concisely. Be consistent in explaining how the money will be used and over what period of time. In determining the requested amount, provide for operational reserves in case costs rise or additional funds are required to keep the company in business through the completion of the project. It is important to provide for cash reserves so that the organization does not have to return to its lenders for additional funds before the project is completed.

The next step is to describe the equity and debt required for the project. Equity is the risk money raised by selling ownership interests in the business or the project (see Chapters 5 and 6). Equity investors understand that there is no required repayment of these funds. They typically seek higher returns than traditional investments. They will see these high returns only if the project is successful. Most equity investors view investments as long term. Therefore, the company can feel fairly confident that the money will remain available if the company performs according to the terms outlined in the business plan. The forms of equity capital vary by the type of investor. Equity can take the form of cash, mortgage-backed securities, venture capital, venture funds, or stock offerings.

Unlike conventional projects, economic development projects often require multiple layers of debt or a series of low-interest and conventional loans, outright grants, foundation grants that may require repayment, tax-exempt bonds, and incentives from public agencies. Whereas a conventional project may have one to three equity sources and one form of debt, the non-profit or community project debt and equity structure will have many sources, as shown in Figure 2.2. Debt funds are raised as borrowings for a specific period of time. They carry with them the burden of payment at regular intervals, with fixed payments over a short or long period of time. Although there is a fixed repayment schedule at a stated interest rate, debt often carries with it a requirement for collateral or security that will affect the interest required on the loan. For example, in real estate the collateral is the land and building. The loan is typically referred to as a nonrecourse loan, meaning that the lender will take the property as collateral and not seek repayment from the borrower if the loan goes into default. In other cases, the lender may take shares in a company, require personal guarantees from the borrowers, or request advance payments to be set aside in a reserve account with the lender. Established lines of credit may also be required by the lender to be used as an offset against cash flow. Debt with venture capitalists usually comes with equity features that permit the venture capitalists to share in the upside performance of the company.


Capital requirements
 for the corporation and the project will be determined once the start-up costs and 5-year operating expenses are estimated. These are added to the equity and debt needed for the project and service to arrive at a total of funds needed to launch the company and implement the program. Capital requirements of the plan begin with a set of assumptions for cash, investments, loans, and operations. Beginning with a forecast of cash flow, we prepare a detailed schedule of cash inflows and cash outflows for 5 years.

The steps to determine the start-up costs and operating expenses involve verification of costs in the marketplace and an estimation of revenues that will flow to the organization once the project is in place. The costs include location costs (the costs of occupying space to conduct operations) and operation costs (the costs of initial inventory, equipment, utilities, salaries, taxes, benefits for staff, local taxes and licenses, legal and accounting fees, insurance, etc.). Each organization, depending on its mission and program, will have special expenses typical of its industry.

All costs should be itemized and compared to market costs for your industry. In some cases, you may find it better to retain consultants rather than hire staff. Consultants usually charge more than full-time employees, but their services may initially be more feasible for your needs. Comparison shopping for the facility, personnel, and equipment is necessary for new companies. The emphasis is on keeping the costs down so that the organization can focus on the project or service and complete the program without seeking additional funding.

Revenues will be a function of sales or fees, depending on the program. In the day care center, fees will be derived from enrollment. In a condominium project, revenues will be obtained from sales. For an apartment development, revenues will come from lease payments. In the start-up company, revenues will lag behind start-up costs and initial operating expenses. In estimating cash flow from operations, it is critical to understand that project revenues will not finance the operations initially. Rather, cash flow from investments and grants will support the organization initially (see Table 2.3). These are itemized separately on the cash flow forecast.

Loans and financing activities are also listed separately so that the potential lender or investor may view the company’s financial management activities. These loans or activities include borrowings under the line of credit, proceeds from issuing long-term debt, repayment of debt, and payments of dividends.

Tracking the cash flow is a necessary tool for capital management. Itemizing the increases and decreases in cash monthly, quarterly, and annually will enable the organization to manage and plan its activities and production. Any potential shortage of cash can be forecast so that the company can manage the situation effectively.

For the purposes of the economic development program only, we recommend an abbreviated income statement rather than the more detailed accounting approach that itemizes cost of sales. Unless the economic development project is a specific piece of equipment rather than a development program or service, analyzing cost of sales is irrelevant to the overall financial stability of the program. Therefore the income statement will set forth the sales or fees from services, operating expenses, and income from operations similar to the pro forma set forth in summary form and in greater detail in Chapter 5 (see Table 2.4). The goal is to identify the net operating income for repayment of debt that has been used to start the company. In Table 2.4, we assume that the combination of debt and equity will enable the nonprofit corporation to be self-sustaining over time.

In Table 2.4, both for-profit and nonprofit corporations will deliver medical services to the elderly. The first-year revenues are $2 million for each entity. We have assumed that credit losses will reach 10% of total gross revenues. Operating expenses will vary for each entity because the nonprofit will assume greater start-up costs to secure financing and retain appropriate staff. Both groups will lose $75,000 from operations the first year. Interest expense, however, will be higher for the for-profit entity because its funds will come from conventional sources carrying a combined interest rate of 12.5%. Rather than outright grants, the for-profit corporation will also secure foundation loans that must be repaid within 2 years. The nonprofit corporation will save on interest expense because it will layer its financing, and the combined interest rates will not exceed 9%. At the end of the first year, the for-profit corporation will have $777,500 to repay the foundation loan and amortize its debt. The nonprofit will have $743,000 to undertake the same financial obligations. The for-profit corporation will use any losses to offset taxes. The nonprofit need not consider the tax obligations. Both corporations must have sufficient cash flow to continue operations without returning to their lenders.

The final Table provided in the business plan is the prospective balance sheet. The balance sheet aids the investor in evaluating your ability to manage your assets (see Table 2.5 for an example).

Investors use various financial statistics to evaluate companies. Return on equity
 (net income/total equity) is a profitability measure that investors can compare to that of similar companies to evaluate the potential return on their investment. The current ratio
 (current assets/current liabilities) is critical because it measures the company’s ability to meet short-term obligations. If the current ratio is greater than 1.0 (and hopefully much greater than 2.0), the company is signaling the investors that there are sufficient assets to cover current liabilities. Debt-to-equity ratio
 (total liabilities/total equity) indicates the extent to which the company is leveraged—the higher the leverage, the greater the risk inherent in the investment. Net tangible worth (shareholders’ equity less intangible assets, such as goodwill) represents the safety factor for creditors. Creditors and investors alike will measure a company’s net tangible worth to evaluate the company’s ability to sustain losses. A high net worth indicates the company’s ability to sustain losses. Combining the financial reports, creditors or investors can calculate if the total funding request is sufficient for the company to survive a downturn in the economy. The creditors and investors can also calculate the reasonable length of time the company needs to generate profits and pay off debts.

Benefits and Risks

An often-omitted section of the business plan, benefits and risks are critical for the company to evaluate and to present to creditors and investors. The business plan should outline clearly how the program or service will benefit the investors, community, and local businesses. Outlining if and when the investors will have capital returned is an option. If the company is unsure of the timing of profits and whether profits will be distributed or reinvested into the company, the business plan may explain these facts in very general terms.
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The business plan should state how the program, project, or service will benefit the community and local businesses. For example, if a 300-unit apartment project is built by BVCC developers, how will the community benefit? How much additional property tax revenue will be generated from the land development? How much will the occupants of the apartment project spend in the community (for retail sales, for services, etc.)? How many new jobs will be created for the community? How will the project positively or negatively affect transportation services in the downtown? The goal is to quantify the benefits so that the readers—creditors, investors, local community groups, local government—will understand the importance of the project.

At the same time, the business plan should outline the risks associated with the project. For example, will the local government be forced to provide additional fire or police protection? Will the creditors and investors assume risks if there are construction delays? Will construction delays affect the leasing program? Will the company have sufficient funds, or will it be required to seek additional funding 2 or 3 years from now? The risks should be explained in detail. At the same time, the company should outline what steps it will be taking to mitigate the risks.

Implementation

The final step in the business plan is to detail how the company and program will work. Specifically, the business plan should outline the entire implementation process, with target dates for each component. The implementation process is more than a time line. It is a step-by-step approach to putting the deal in motion. How will the group with the dream as outlined in Chapter 1 put its organization together? How will the land or building be acquired or renovated? How will the product design begin? What are the first and last steps the company will undertake when it receives its funding?

In essence, the implementation process is not only the conclusion to the business plan but also the first step in making the program or service a reality. The investors and creditors need to understand how the company will operate, what steps will be taken, when progress reports will be received, and when the program or service will be completed.


Summary and Conclusion




T
he strategic business plan is the preferred vehicle used to secure investment for local economic development. As a rational approach, it is that mental creation needed before the delivery of a program, service, or product. It provides the opportunity for a company to learn about its industry and market. It increases the probability for success by enabling the company to secure a competitive advantage.



Case Exercise





Once again, the BVCC board of directors has asked you to help them understand how the strategic planning process will work for them. Building on your needs analysis, prepare a short presentation outlining the broad spectrum of possibilities for this program. From your needs analysis, provide a preliminary list of potential uses for the land area, together with benefits and risks that may exist. This is a brainstorming effort, so push the boundaries to think of all the possibilities.

As part of your effort, review Tables 2.1 through 2.3. Take your most likely uses and build the inputs for start-up costs, operating expenses, and cash flow forecasts.
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Organization for the Venture and Finance Program


T
he strategic business planning and financial approach forces us to focus on venture selection, community needs, and priorities. Throughout the financial analysis, we have been oriented toward the goals and objectives of the community to deliver a sound economic development project. The venture works well within the community, has a market niche, and can be financed through a variety of funding sources. Invariably, as the team works through the market and financial analyses, changes in the venture or development project are proposed. It becomes essential for the community to return to its original focus to ensure that its goals are met. Revisiting the needs, priorities, and beneficiaries is a first step. The second step is to develop the legal entity or organization to deliver the project and possibly other projects.

The criteria for project selection will vary depending on the type of venture being considered. Depending on whether the project is a social project with a local government, a community-owned enterprise, a joint venture with a private entrepreneur, or a large-scale industrial manufacturing complex, scope and resource requirements will be different. In each instance, however, the decision makers must know what the deal points are, what the community is willing to put into the deal, and what benefits they seek. Several factors should be considered by the leaders of the organization when developing criteria for economic development projects.

Organizational form determines destiny. In many cases, the form of the organization predicts, enhances, limits, or restricts the options for action. For example, a community development bank must act like a bank, no matter how community oriented it is. Banks cannot, by law, own the businesses to which they loan money—at least not under U.S. laws. Selecting an organizational form is usually done long before venture selection, so it is important to understand which form will work best.

The form that a business takes will often depend on how big it is and what it can and will do. A large manufacturing plant is typically not owned by an individual. On the other hand, small corner grocery stores are rarely owned or operated by large corporations. But this is not always true. With the explosion of the Internet, there are many exceptions and many possible new business forms. In some cases today, the business form is a hybrid of several forms combined through an array of legal and financial agreements.

The form a business takes is an important issue for the provision of goods and services because it determines:


	
How the business is financed;



	
Who owns it;



	
Who controls its activities; and



	
What the main objectives are likely to be.





These are important considerations for a community interested in economic development or the provision of social services. We will examine the range of organizational forms and the rationale for each in the next sections.


Corporations





T

o incorporate means “to form a body.” A corporation is a body or person created by law that acts in the business world as a single entity. That is, a corporation can sue or be sued, borrow money, negotiate contracts, and do many things a person can do.

Because a corporation is not a real person but an entity that is permitted to exist by various state laws, legal permission to start a corporation must be secured. This is usually done by articles of incorporation filed with the proper state agency. Such articles must list the purposes for which the corporation is formed, whether it is for-profit or nonprofit, its place of doing business, and the names of its officers.

Bylaws for the corporation may then be established that will detail who the owners or members may be, their responsibilities, and any other important matters, such as permanent committees, a paid executive officer, and the responsibilities of the executive director and board of directors. Because both articles of incorporation and bylaws tend to be standard, they can be prepared by a lawyer very easily. Models are also available on the Internet.

A corporation may be formed by one person (in some states), a few people, or a large group of investors. The important aspect of the corporation is that it acts as one person, no matter how many owners or members exist. Each owner or member’s liability for debts or losses of the corporation is limited by the legal entity.

A corporation also has other important characteristics that specially define it, such as:


	
Special taxing arrangements;



	
Vehicles for the accumulation of capital;



	
Governance by a board of directors elected by corporate shareholders; boards are solely responsible for setting policy and hiring key corporate employees; and



	
Continuing existence with an easy succession because ownership is transferable.





There are basically two kinds of corporations, for-profit and nonprofit. Although both are characterized by limited personal liability for executives and by governance by a board of directors, nonprofits have special taxing arrangements set forth by federal guidelines under Section 501(c)(3) of the Internal Revenue Code. Either a for-profit or a nonprofit form may be more suitable, depending on the project.

For-Profit Corporations

The primary goal of for-profit corporations is to provide a solid return on investment for shareholders. Shareholders are owners who have risked their own money to purchase stock in the corporation. A corporation is financed by selling shares to people or organizations interested in owning a part of the company and sharing in its mission, control, and profits. This provides the corporation with start-up capital for operations and/or expansion.

Each year or quarter-year, the corporation may pay dividends from corporation profits to its shareholders to recognize the value of their investment. These dividends are a return, like interest, on money that the investor allows the corporation to use. This is one way for the investor to make money on the shares. The other is to transfer the shares in the open market or via a restricted sale to others.

For-profit corporations also provide a return through capital appreciation or an increase in the worth of the business. For example, a corporation may start with land, buildings, and equipment worth $1,000,000 and sell shares of stock at $10 per share to raise money. If the value of the land, buildings, equipment, and company sales rise and the business as a going concern has steady sales, receivables, and strong leadership, the value of the company may rise from $1,000,000 to, say, $4,000,000. Investors owning company stock may sell shares for considerably more than the original $10 paid.

As share price rises, capital increases. The shares may be sold to other shareholders, back to the corporation in some cases, or others who are willing to pay. Many new companies whose chances of success are uncertain, as well as companies that cannot afford or do not choose to pay dividends to investors, use the goal of appreciation as a way to encourage others to invest. The best example of this phenomenon is the formation of new Internet companies that sell shares at high opening prices to eager investors but make no promise to pay dividends or even to create a salable product.

For-profit corporations have numerous advantages for investors and individuals interested in starting enterprises. First, they provide a means to raise a substantial amount of capital without incurring the need to pay it back immediately or at all. Second, the corporation has enormous tax advantages for the company and most of its investors. Further, the corporation provides its shareholders both upside potential and limited downside risks. Though an investor can make money via the investment, he or she is not personally liable for the debts of the company. The downside exposure for the investor is equal to the investment amount initially paid to purchase shares.

The feature of limited responsibility for shareholders in corporations is an important consideration for people in low-income communities when business ventures for economic development are under consideration. The fear of losing all they have if the business fails may prevent people from involving themselves in a business venture. If a business is started as a single ownership, a partnership, or a loose association of people, losing everything is exactly what can happen. If the business is formed as a corporation, the only money risked is the money spent on the business itself. Of course, investors can lose the funds that they used to purchase shares in the corporation; however, they cannot lose more than their investment.

Stock ownership in a corporation has yet another advantage. It provides shareholders the opportunity to control the activities of the corporation as owners. In theory, the control of a for-profit corporation rests with its shareholders or owners. Each owner has as many votes in the corporation as the number of shares that he or she holds. Through these votes, the owners have the right to make all decisions about the corporation’s business. They can decide to reinvest profits in the business, return profits to the shareholders through the payment of dividends, invest in community services, or contribute to a political campaign. Through voting, shareholders can voice their approval or dissent over the direction of the company, the payment of executives, merger and acquisition options, and other significant items submitted for shareholder approval. However, the day-to-day decision making rests with the corporate officers (Figure 3.1).

Nonprofit Corporations

Like for-profit corporations, nonprofit corporations are characterized by limited personal liability, opportunities for capital accumulation, and governance by a board of directors. Unlike for-profit corporations, however, the purpose of nonprofits is not to offer investors a return on their investment but to advance social or community good. Nonprofit corporations are established for educational, charitable, and cultural purposes.
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Nonprofit corporations may obtain funds for start-up costs and operation in a variety of ways. Foundations, individuals, government agencies, private agencies, and businesses may provide grants, donations, or contributions. The nonprofit corporation may engage in certain kinds of activities for which it is paid. It may invest its money to earn dividends or interest that can be used to support the activities of the corporation.

In many ways, nonprofits can operate very much like for-profit corporations, and some nonprofit corporations do. Most private universities, for example, are nonprofit corporations. They receive money from donations, tuition, and dividends and interest on investments. They spend these funds to provide classrooms, teachers, libraries, and other educational services. However, unlike for-profit corporations, nonprofit corporations cannot use the money they make to provide profits to individuals. This difference is key to several aspects of the nonprofit corporation. Because it cannot distribute profits to individuals, it cannot sell shares of stock to raise money. Consequently, the nonprofit corporation does not have owners in the same sense that a for-profit corporation does. It has members, and who they are is usually broadly defined by its articles of incorporation and established by its board of directors in bylaws.

A nonprofit must be recognized by the Internal Revenue Service under Section 501(c)(3) and the equivalent state bureau of corporation to conduct business within the broad statutes and to be exempt from taxes.

Because nonprofit corporations cannot raise money by selling shares of stock, they usually rely on grants, donations, and contributions to get started, and to continue their activities as well. The special taxing arrangements that nonprofit corporations enjoy make it possible for them to receive major contributions of money, equipment, and other gifts.

An additional tax advantage is available for nonprofit corporations. After filing their articles of incorporation, they can apply for tax-exempt status. Nonprofit corporations do not have to pay taxes on any monies they receive either through contributions or through their own moneymaking activities, such as providing direct services to their members, as in the case of a school or church.

Special tax arrangements for nonprofit corporations have particular advantages for community groups. Community organizations that conduct their activities through a nonprofit corporation can receive grants, gifts, and donations on a tax-free basis. This allows the community organizations to keep all of the monies earned for direct support of their community and business activities.

As in for-profit corporations, individual members and board members of a nonprofit corporation have limited personal liability. For example, if a corporation creates debt, its members are not liable for those debts, and their personal savings or belongings are not jeopardized.

To retain nonprofit tax status, there are some activities in which a non-profit corporation cannot engage. Nonprofits do not receive direct financial gains from the activities of the corporation except for the wages employees receive or the scholarships or stipends received for educational purposes. More importantly, nonprofits cannot engage in political advocacy. They cannot contribute money to political campaigns, take public stands on political matters, or spend money in an attempt to influence the public or legislators on political issues. In many cases, nonprofit organizations sponsor activities that may seem to be political. For example, voter registration and voter education are exempt from these prohibitions. Though it may appear that the nonprofit League of Women Voters may be exceeding its mandate, the actions can usually be legitimately described as voter education.

Community Development Corporations

In the past three decades, an increasing number of community or neighborhood corporations have been established in communities across the United States and the globe. About 1,000 of these are groups specifically designated as CDCs. In most instances, these are neighborhood councils and associations that have functioned together for some time and have developed some common goals and strategies that have economic development objectives.

CDCs are specifically designed for economic development. These organizations aim to demonstrate that poor and low-income people can operate their own programs. Community programs that have an active membership united by common goals, strong leadership, support, and the involvement of community residents have been able to incorporate themselves like other groups, allowing them to solve their own problems without personal financial or legal liability. Incorporation provides such groups a legal vehicle by which they limit members’ responsibility for the activities of their organizations. In so doing, it puts them in a stronger position to bargain as nonprofits with funding agencies for grants. Grants provide the necessary program funds, while operational funds come from project operations.

A CDC may be interested in providing jobs and job training to people in the community, but it will also be concerned with having sufficiently skilled employees to run and operate the business successfully from the beginning, which may limit jobs and training for community members. The CDC will be interested in using profits from the business, if any, to reinvest in the business to strengthen and expand it. It may also be anxious to use the profits to fund programs and services needed by the community or to return dividends to owners. Its profits will probably not be sufficient to do many of these things.

What the CDC is, whom it hires and fires, how much is paid, and what is done with the profits from the business are all decisions that must be addressed by local leadership. Members and the board of a CDC will have to be in agreement among themselves and quite clear about which goals are most important and which ones they are willing to sacrifice in favor of their priorities. It may be necessary to use the skills and assistance of outside technical experts. In addition, there will be a manager to run the corporation’s activities on a daily basis. He or she will need to be free to do the job without constant interruptions and unsolicited advice from members and the board. However, to make decisions that are consistent with the CDC’s objectives, he or she will have to understand and agree with these goals.

As one might anticipate, the board of a CDC is usually structured to ensure that low-income community residents retain a majority of the voting seats. In some cases, it is desirable to provide board seats to representatives of outside groups—professionals, businesspeople, local government officials, labor union leaders, and others. These members do not control the board. In most instances, outside representatives can be restricted in number or given nonvoting membership.

Most CDCs rely heavily on grants and federal funds for operating monies but also have a strong interest in running social and housing programs for the neighborhoods they represent. CDCs run social programs like day care centers, job training centers, community service centers, and other neighborhood services. More importantly, CDCs provide a mechanism to create new and much-needed businesses for low-income communities. These businesses range from grocery stores to auto repair facilities to restaurants to incubator or start-up technology businesses. In addition, they either start or provide support for co-ops, credit unions, buying clubs, and housing management companies. Figure 3.2 shows a typical organizational structure for a CDC.
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The CDC’s main purpose is to create wealth. There is no question that the creation of wealth and jobs is the primary goal, even in instances where secondary goals also exist, such as providing generous employee fringe benefits, offering equal employment and training opportunities, or contributing to worthy social causes. In the final analysis, the important decisions in such businesses are always oriented toward making a profit, no matter who benefits.


Cooperatives




W
hen people do things together in cooperation, they can often accomplish more than when they act alone. Co-ops are perhaps the oldest form of industrial organization in the world. We know from very early biblical records that before the birth of Christ groups organized to sell the product of their labor or pool their income to buy products from others. Today, co-ops are legal entities constituting business organizations owned, operated, and/or patronized by a group of people working together for their common benefit. A co-op’s purpose is generally to provide members with services and products they need and want at lower than usual prices or to provide members with better prices for things they make and sell. Co-ops usually have the following characteristics:


	

One person, one vote.
 Typically, co-ops get money to start by selling shares to potential members. A share, really, is exactly that. The owner of a share has a share in the ownership of the co-op, a share in the responsibility of running it, and a share in the benefits of the co-op’s activities.



	

Open membership.
 This means that anyone can join. Some co-ops, however, may restrict membership by occupation or other criteria. This may be a desirable thing to do in co-ops that are started in low-income areas to benefit residents of certain neighborhoods. By limiting membership to people who live in those neighborhoods, the coop can guarantee their control over its activities and policies.



	

Small return on investment (on dividends or shares owned).
 Return is usually limited to a small amount (less than 5%). Because most co-ops are established to save members money by lowering prices, or to increase members’ income by offering higher prices for their products, profits are minimal. In addition, members of profitable co-ops often vote to keep the profits instead of distributing them to members. In this way, the co-op pools resources that can be used for expansion or to provide extra services to its members.



	

Patronage refunds sometimes given.
 These are payments of money refunded to members at the end of the year, based on the amount of business a member has conducted with the co-op that year. Whether or not the membership votes to issue patronage refunds raises the same considerations as profit distributions do. Refunds are helpful to low-income members but are likely to be small.





Consumers’ Cooperatives

Consumers’ cooperatives are started by groups that need resources that cannot be purchased individually and that want to price them at reasonable and affordable levels. In isolated rural areas, for example, service co-ops have been formed to provide water, electricity, and even telephone services when big companies do not supply them. One of the most common types of co-ops formed is a food store, although this is not usually the most profitable kind of co-op.

The important characteristics of these co-ops are:


	

Their owners are their customers
. Although most co-ops have non-member customers, the most important customers are usually the shareholders. That means that they have a hand in deciding what products will be sold and in deciding about other activities designed to meet their dual markets.



	

Their primary interest is access to quality goods at low prices.
 A consumers’ co-op benefits people by helping them keep their money and giving them a say in what the co-op does. This lack of emphasis on profits may be a disadvantage for groups that are interested in accumulating capital to start other projects. Some capital may be accumulated, but this is not the goal.





Credit Unions

A credit union is a special type of co-op. Its members save money together and make loans at low interest rates using each other’s deposits. Like any financial institutions that handle other people’s money, credit unions are regulated by federal and state laws that describe how they must operate, how they can accumulate money, and what loans they can make. And as special types of co-ops, some of them have regulations much like those that characterize co-ops:


	

One person, one vote.
 Credit unions accumulate money for their activities and loans through the savings of their members. Usually, any person who deposits savings in a credit union becomes a member-owner with one share for each $5 deposited. Most credit union charters state that regardless of the number of shares a member owns, he or she still has only one vote in determining the policies and activities of the credit union.



	

Association bonds and open membership.
 Credit union members must have some common or association bonds that unite them. This may mean that they work at the same company, belong to the same club or association, or live in the same neighborhood. Once the credit union’s common bond is established, anyone who belongs to that group may join the credit union by depositing savings with it.



	

Return on investment (or dividends on savings).
 At the end of each fiscal year, most credit unions pay their members dividends or interest on the amount of savings they have with the credit union. Credit unions may simply be an activity for the benefit of their members, or they may be a financing resource as well. So the issue of whether to distribute dividends to credit union members becomes important in low-income communities. Members like to receive the dividends as concrete proof that their savings are earning money. If the credit union retains and pools the interest instead, the indirect benefit is greater to members in new credit unions. The credit union can also be used in this way to accumulate capital in the community for further economic development.



	

Refunds on interest paid on loans sometimes given.
 Many credit union members who have paid interest on loans receive interest refunds at the end of each fiscal year. This occurs if the credit union has surplus earnings and the members or board of directors vote to return some of the earnings in refunds on interest payments. In most cases, such refunds are credited to members’ accounts. Whether or not this is done raises some of the same considerations as dividend distribution.





Why start a credit union? Low-income people have very good reasons for starting credit unions—even better reasons than wealthier people. Many low-income people are unable to borrow money from banks and other lending agencies. Furthermore, with bank consolidation, most low-income areas simply do not have any financial institution other than check-cashing stores.

Traditionally, credit unions have made loans to members for the purchase of consumer products and services. Most credit union charters specify that loans should be made for “provident and productive” services. This has typically meant loans to pay old bills with high interest rates; pay taxes and medical expenses; buy furniture, appliances, and automobiles; and pay for weddings, vacations, and funerals.

However, there are a few instances in low-income communities where successful credit unions with a substantial supply of money to lend have interpreted “provident and productive” as loans for various economic development projects that would increase the supply of money in the community rather than decrease it through consumer loans.

CDC-based credit unions have begun to look for ways to lend money to low-income and welfare families for the purchase of their homes on a cooperative basis rather than lending them money to pay rent to absentee landlords. For example, with four families sharing a multifamily house, the credit union issued loans to each of three members of each family to help purchase a shared home.

Credit unions are formed on the basis of a common bond, as stated in the credit union charter. The common bonds that unite many potential credit union members may be:


	

Occupational
: Members work for one employer or are in the same trade.



	

Residential
: Members live in the same community or neighborhood.



	

Associational
: Members belong to a common association or club, such as a church, a labor union, or another co-op.





Most experts agree that for a credit union to be effective, there should be a potential membership of at least 100 people.

Credit union charters are issued by various agencies of state governments or by the Bureau of Federal Credit Unions. A board of directors and officers may be elected, and the credit union may begin collecting savings and making loans to members.


The Single-Owner Business or Sole Proprietorship




T
he promotion of new small enterprises is increasingly seen as the major vehicle for low-income community recovery. Furthermore, the small single-owner business has always been the most common form of business in this country and is familiar to everyone. Almost every community has a large number of single-owner service and retail businesses, such as grocers, beauty shops, barber shops, shoe stores, cafes, bars, and restaurants. Everyone who is in business for him- or herself is a single owner or single proprietor. This includes farmers, retailers, artists, craftsmen, handymen, software web designers, and small manufacturers. Businesspeople usually choose this form of organization when the proposed business is small, when one person can operate it alone or with the help of the family or a few employees, and when sufficient savings exist or a small loan may be obtained.

The single-owner business has a great deal of appeal to many potential businesspeople for several reasons:


	

Control of the single-owner business’s risks and rewards rests with the owner.
 He or she does not share control with partners, shareholders, or boards of directors. If the business is small and has few employees, the owner should be able to stay small and unencumbered. The owner is close enough to the operations of the business to make most of the major decisions. In general, control is limited only by the laws of the community, the requirements of creditors, or the requirements of the major brand name company if the business is a franchise.



	

In addition to having complete control of his or her business, the single owner also has the sole rights to any profit he or she makes.
 After the bills of the business are paid and obligations to lenders are fulfilled, the single owner keeps all the profits and does not have to share these with partners or shareholders.





Because the single owner has control over profits, he or she is solely responsible for the business and debts or losses of income. He or she is personally responsible for the business; if the business has debts that cannot be paid, the owner must pay them by using any profits, savings, or other funds. The owner has to secure his or her own sources of capital, using personal resources as security, which constitutes the primary risk to the single owner’s security and that of the family. Security is a greater risk than the money invested in the enterprise.

No matter how large or small, single owners have to consider the following issues:


	
The location of the business must be checked to make sure it is zoned for business. Many people who start businesses in their homes find that the use of their home is not legal because the home is not in an area zoned for business. Residential offices or residential businesses may have restrictions on the number of people visiting the premises for business.



	
If the business name is not the name of the owner, it must be registered as “doing business as a fictitious business name” so that business creditors will locate the original owner if the business goes into debt or fails to pay its bills.



	
Licenses and fees are required for business in virtually all businesses, and a permit to do business is required. These permits are issued by a city office. Certain kinds of businesses may have to be licensed to operate. This often includes barber shops, beauty shops, restaurants, and liquor stores.



	
Bonding and insurance are necessary in businesses that deal with potential acts of the company or its employees that risk the public’s trust or may cause some form of damage. To be bonded, the company must be able to prove that it has enough assets to complete jobs it has been hired to do. Bonding is needed in many construction businesses. Individuals may need to be bonded, too, if they handle large sums of money. The single owner will need insurance for his or her premises and to protect his or her employees who handle large sums of money against possible loss or theft. The reason for these regulations is to fix the responsibilities of the firm and to protect the public from unsafe and unsavory businesses or illegal business practices.





Why start a single-owner business? As part of an economic development program, the single-owner business has serious limitations. These businesses are usually small and unprofitable. They do not provide significant employment opportunities or opportunities for capital accumulation. They do not provide ownership opportunities except for one person, and even if they are successful, there are seldom many ways in which the total low-income community can benefit from those successes. For low-income individuals who consider the option, the difficulties in financing a single-owner business and in having to risk the loss of personal as well as business property may make it a poor choice. However, there are times and situations when it may be considered. Following are some of these:


	

When specific funds are available for single-owner businesses.
 Certain loan funds have been created by businesses and other private sources for profit businesses. Many local development agencies run by cities and associations of businesspeople are making such loans available to privately owned businesses. If such a loan can be found to start a business that provides products or services to the community and it takes people off welfare or retains local income, then single-owner enterprises should be considered. The Small Business Administration—a government agency—provides such loans, financing single-owner businesses and providing small firms with technical assistance.



	

When a good franchise opportunity or a sheltered market is available for a single owner.
 The franchise may provide the owner with training and experience that will be useful for future business. The single owner with past experience may then be able to go out on his or her own. If he or she has good credit and a history of past business experience, the single owner may be able to put together a profitable business and will then have more control over the business than if there were partners. The single business owner may eventually incorporate the business when it grows, providing increased ownership, income, and employment opportunities for the community, and tax advantages for the single owner.






Partnerships




W
hen two or more people go into business together, the simplest form of organization they can choose is a general or limited partnership. Partnerships exist in many kinds of businesses. Retail and service establishments, as well as manufacturing and wholesaling businesses, are often owned and operated by partners. In most cases, these partnerships are small, but real estate brokers, stockbrokers, lawyers, and doctors commonly enter into partnerships for their business operations. In these cases, the partnerships are often large and very profitable. At the community level, the partnership is typically used for real estate development.

Community groups, such as churches, schools, and CDCs, are permitted and even encouraged under federal tax laws to build new housing for low-income groups and senior citizens. The government extends tax credits for such activities. Nonprofit corporations cannot use the tax exemptions or tax credits. However, if they partner with for-profit corporations, they can pass the tax credits and tax exemptions on to the for-profit partners. Often, CDCs will enter into a partnership arrangement with a development company that offers construction expertise and can also use the tax credits or other tax exemptions to offset taxable income.

For tax purposes, a partnership files an information tax return with federal and state governments. This determines the income of the partnership after expenses and the share of each partner. The partners each then pay income tax on their share of the profit as personal income. The business itself does not pay any income tax, but it may be liable for property, Social Security, and inventory taxes.

Why start a partnership? As part of an economic development program, partnerships, like single-owner businesses, have some limitations. Most are likely to be small and unprofitable, providing few employment opportunities and little chance for significant capital accumulation. Small business partnerships are likely to involve only a few partners and do not provide widespread ownership possibilities. Because partners have unlimited responsibility for the affairs of the business, a partnership may be risky for low-income groups. In addition, problems of personal conflict and disagreement can make a partnership a difficult form of business operation. But there are advantages to sharing responsibility and liability for debts and losses, and in having the skills of more than one person involved. An example of structure and responsibilities for a public/private partnership is shown in Figure 3.3. The private development corporation shares responsibilities with the local government partner.
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If a business grows, it may be possible to dissolve the partnership and re-form it into a corporation to limit liability (see the previous section, Corporations). But the dissolution is a legal proceeding that may be time consuming and may interrupt the business. Depending on the laws of the state and the form of the partnership agreement, dissolution may also be necessary on the death or withdrawal of a partner.

Several reasons for considering a partnership are as follows:


	

If tax credits, loan money,
 and/or a franchise is available, a partnership may be able to prove that it has among its members the necessary business skills. The group as a whole is stronger than a single individual.



	

If an individual needs additional money
 or skills from others to enter a business without a loan or outside technical assistance, the partnership structure will facilitate the process, thereby drawing upon the skills of the group.



	

If the partnership form is common or required
 in the particular business, it will be beneficial that the group operate as such to achieve its objectives. In many states, professionals such as doctors or attorneys can form limited-liability corporations. However, they may also operate as partnerships. In some other kinds of businesses, such an arrangement is customary.



	

If the number of people who want to be involved is relatively small,
 the partnership structure works adequately. Partnerships can be made up of many people, as well as just two or three.






Conclusion



The organization form will ultimately dictate the financial and implementation strategies for the project. Consequently, the format must be developed carefully so that options and opportunities for financing and development are not precluded. The overall goal is to maximize the opportunities to obtain the broadest base of financial support available.



Case Exercise





You have conducted your needs analysis and have selected a venture for BVCC. The board and staff have approved your recommendations. On the basis of what you know about BVCC’s qualifications, its need for funding, and its desire to accomplish its goals, outline the optimum organizational strategy to implement your program.


	
State the type of organization you will use and prepare an organizational chart showing how the organization will function



	
Describe the roles and responsibilities of each officer. If you are using a public/private partnership model, describe how the partnership will function.



	
Discuss the financial arrangements. For example, will tax benefits be passed from one group to another? How will you approach the financial component of the project?
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Finding the Market


I
n financing economic development, equity investors or lenders consistently use market analysis as the initial phase for underwriting a project. Understanding what is required rather than what is desired is the key to success in economic development finance. Of course we want to push the boundaries to include creative and innovative projects that serve as catalysts for larger and more comprehensive local economic development. However, the first step is to identify the market risks—where you are and what is required. Knowing the historical market performance, calculating the present conditions, and forecasting the future will define possible local economic development options. This chapter will focus on market analysis, using an analytical approach to feasibility.


Market Analysis




M
arket analysis is not an exact science. It is a combination of indicators used as one measure for investment. In evaluating the market for projects or services, key components to measure include supply, demand, price, and location. These components are measured within the contexts of market area and demographic patterns.

The market is defined most simply as a business' customers. Individuals, households, other businesses, public agencies, private clubs, and institutions compose a market. Each may purchase products and/or require services. The market is that geographic or program boundary within which goods and services flow to customers. The program boundary for senior citizen services, for example, may be defined one way, while the boundary for the delivery of retail goods may be defined differently. In an advanced information age, geographic limits are much more subtle and difficult to determine. However, geographic data is usually the base point from which market analysis begins. The market boundary also includes demographic patterns and clusters typically based on population, age, income, and education.

If the market analysis is a pyramid, with the analysis of geography, demographic patterns and clusters as the base, we can then layer analyses of other variables that will help us reach a conclusion as to the feasibility of our program. For a community supermarket, we might provide a geographic boundary of 10 miles, based on discussions with supermarket chains. Therefore, to the analysis of demographic patterns, we will add a layer of analysis seeking data for spending patterns. For a preschool program, we will add data specifically isolating the number of children under 5 years of age but will also examine work patterns and journey-to-work data for the family households with children under the age of 5 years.

In the illustration below, we want to understand the retail gap in a community. Using a market-serving index, we calculated the opportunities within several geographic boundaries after we analyzed the demographic patterns.
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A market-serving index less than 100 indicates a potentially under-served category (i.e., the share of businesses in the market is less than the share of similar businesses within the county), whereas a market-serving index greater than 100 indicates a potentially over-served category (i.e., the share of businesses in the market is greater than the share of similar businesses within the county). When you are evaluating the results using this type of analysis, opportunities may exist from a supply-side perspective, but other factors, such as demand, social, regulatory, and political factors, may make certain opportunities viable and others not. In our illustration, we assume that the business mix should reflect that of the market area. Where gaps exist, we assume that these are niche opportunities (see illustration and Figures 4.1 and 4.2).
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The illustration allows us to focus on those retail segments that are generally underserved in each market area, as determined on the basis of our market-serving indexes using the formula described in Figure 4.1. From there, we can isolate specific opportunities in the apparel and accessory retail sector that show the opportunity for establishing a market niche. Therefore, from Figure 4.1 we know that furriers and fur shops, maternity shops, handbags and leather goods, miscellaneous apparel and accessory stores, custom tailors, bridal shops, family clothing stores, women's clothing stores and boutiques, and western apparel shops could possibly be supported by the community. Depending on the demographic profile of the community, these retail areas may be needed, or they may be lacking because of income and age distribution of the population.
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To validate a specific market niche, we must create additional layers of analysis by focusing on the population mix within each of the geographic units and by examining competition and the proximity of our selected local economic development area to that competition.

The primary and secondary market areas will vary according to the local economic development program. The primary market area for a custom tailor may be one to three miles, but the primary market area or trade area for a super regional shopping center may be within a one-hour drive. The primary market area for a downtown office building could be all or part of the central business district, depending on highway and transit lines.

Market areas can be defined by compiling primary research through face-to-face interviews with merchants, community groups, civic leaders, lenders, and real estate professionals. Physical surveillance of an area is essential to determine living, shopping, employment, and transportation patterns. Market areas can also be defined through secondary research or materials that are provided in reports or publications of others. These reports are frequently available through public agencies, banks, trade associations, and government agencies (Wurtzebach & Miles, 1994).


Demographic patterns
 are identified so that goods and services can be targeted to customer groups.

These groups are defined by population, age, income, and employment. Each has distinguishing characteristics, profiles, and needs that vary from one place or region to another. For example, a single-headed household will require different housing, shopping, employment locations, and recreation patterns than a dual-income family with children.

Understanding the profiles of each group is necessary to measure the overall demand for the planned project or service and enhance the marketing strategy. “When developing a marketing strategy, you will have to decide what market segments you will use to define the scope of your market and [ensure] that they all work together toward a common goal of determining the total potential market of your product or service” (Wurtzebach & Miles, 1994, p. 50).

Data to determine demographic patterns are located in U.S. census materials in libraries or online. The U.S. Census Bureau provides population and housing statistics, employment profiles, and age and income characteristics by census tracts, cities, counties, and states. Demographic statistics are provided by regional planning agencies and state agencies. Typically, the analyst will use the lowest level of data, such as census tracts, and then aggregate to the geographic level of the market area unless the primary or secondary market area is a larger geographical unit, such as a city or county.

Figure 4.3 illustrates how a transit line and major highway affect the size and shape of the primary market area for prestige office space or upscale apartments. Although central business district has been defined and incorporated in local government documents, the major highway and transit line, in effect, reduce the size of the primary market area for premium office space or luxury apartments to less than 50% of the total area. The transit line and highway serve as a boundary locking in a defined geographical area because their configurations virtually cut through neighborhoods and communities and isolate these markets from nearby communities. The secondary market area, however, includes the entire grid or broader area where limited competition and prospective tenants may be located.
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Through access to U.S. census data, local or regional planning agency demographic and employment reports, and Bureau of Labor Statistics reports on county business patterns or consumer surveys, we can build a profile of the population in the primary and secondary market areas. Data from these documents will provide statistics on the local population—age breakdown, number of households and average household size, ethnic origin, income, and employment status—as well as information on the trade area, including current gross sales and per capita sales by store category (see Table 4.1).

The analysis tools used for evaluating U.S. census data are likely to be presented in block groups, tracts, or aggregate numbers. The data measurements can be accessed on the city, place, or state levels. U.S. census data can be accessed through the Internet at www.census.org.
 The data presented in Table 4.2 outline demographic data in our Brava Valley community based on the 2010 U.S. census and estimated updates for 2015 and 2020. U.S. census data will provide further breakdown of age, income, and employment. Using these breakdowns can enable an organization to specifically target its product or service to a certain age or income groups.
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Market Dynamics




U
nderstanding the market dynamics relative to population and employment is essential. As we continue to add layers of analysis to our pyramid, we must analyze the relationships between and among population groups, how employment is or is not driving the economy, and what potential niches can be supported by the demographics of a community. For example, Brava Valley employment is expected to increase 9.4% from 2015 to 2020. Though the largest increase will come from agriculture, there are strong employment gains in the managerial, administrative, and professional and technical sectors. These gains, although small, indicate a change in the employment profile of Brava Valley and an opportunity for Brava Valley to seek businesses that can be supported by these workers (see Table 4.3).

In addition to the employment changes, Brava Valley’s population is also changing. Though total population from 2015 to 2020 is expected to increase 20.7%, the largest increase will come from the Asian population (67.4%), followed by those of Hispanic origin (46.7%) and others (33.3%).

As we continue to analyze the economy further, we can view each of the economic sectors in terms of growth. By comparing the locality with its region and each of the economic sectors, as illustrated earlier in this chapter, the relevant sectors that will match the growth in population and employment can be identified.
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The Key Components of Analysis

The critical element in the financial success of a local economic development project is identification of potential customers. The key components—supply, demand, price, and location—drive local economic development and, ultimately, all the financial factors that influence investment. If these key components are analyzed and the appropriate market niche is identified and used for the local economic development project, financial success will occur. Therefore, one must have a complete understanding of the key components and the market structure (Figure 4.4). Understanding of the structure includes accurate, detailed knowledge on (a) the competition, (b) the comparative advantage of the project or service over the competition's, (c) the length of time necessary to absorb the demand, and (d) the market factors creating a "push-pull" effect.
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Supply and Demand

Using the market area data—geographical boundaries and socioeconomic statistics—we are ready to analyze the market in terms of overall supply and demand. Supply is created by investment and measured by the number and type of similar projects or services in the market area—both existing and planned development. Supply is further refined in terms of competition, price, and location. Price and location will differentiate a project or service from its competition.

Demand is measured by need—what users want and what they are willing to pay. Wurtzebach and Miles (1994) defined effective demand as follows: “Potential users of proposed space not only must exist, but they must also have the purchasing power to acquire (through purchase or lease) the desired space-over-time plus associated services” (See here
). The process of finding a need to fill can be narrowed by concentrating on the needs of the population, corporations, and public agencies with whom the organization comes into regular contact. The most successful business ideas are the ones that fill newly recognized needs for an existing client base.

Because all economic markets fluctuate over time, demand will increase or decrease. The level of demand can be measured in several ways. The first measure uses vacancy rates as a proxy for demand and can also be used as a proxy for too much supply. Vacancy rates can be measured by the number of square feet or vacant units in competitive projects within the defined primary market area. For example, if vacancy rates are greater than 5% to 8%, demand may be low because prices are too high or because the supply in the market is high.

The second measure is absorption rate
—that rate at which new or existing units or square feet of offices for certain businesses are leased or sold in a defined period of time in the primary market area. In tight markets, 100% of all new business space or housing units may be absorbed. In more fluid markets, 85% to 95% of new space may be absorbed, thereby leaving a hangover of space for the following defined time period.

A third measure of demand is household or employment need
—that specific percentage of the target population who will use a medical office facility, request counseling from a mental health provider, purchase coffee from a new coffeehouse, or visit and purchase books from a new bookstore. This measure of demand relies heavily on local market surveys and focus groups to identify what households and businesses need. If the survey is conducted through statistically random sampling techniques, results can be applied to the total market population. If the survey is conducted ad hoc without statistical sampling, the results can only describe what some of the target population is seeking. The latter method is often used to describe the benefits or risks of a local economic development. Valid statistical sampling is the preferred approach for ensuring that the target market and market niche is highly accurate. However, valid statistical sampling is expensive and requires professional survey researchers to undertake the process. Therefore, the simplified approach is more often used with local economic development projects.


Illustration: Sample market testing survey.



Using either a statistically random approach or the simplified approach, the market testing survey will enable the professional to determine a more precise demand and need for a given product and service. The market survey will also enable the professional to focus on a pricing structure. For example, a potential business offering jitney-bus services to and from a shopping center might develop a list of survey questions, then follow through by conducting surveys in a residential neighborhood, downtown areas, or local business districts. Surveys can provide detailed information on wants and needs that are often overlooked through quantitative analysis using population and employment statistics only. A questionnaire could include the following:


	
Do you live in this neighborhood?



	
Do you work in this neighborhood?



	
Do you ever shop at ABC Shopping Center?



	
How often do you shop there in a week?



	
Do you shop during the week only?



	
Do you shop on the weekends only?



	
Do you shop during the week and on the weekends?



	
If a jitney-bus service were available to transport you to the shopping center, would you use it?



	
How frequently would you visit the shopping center if transportation were available?



	
Would you visit the center more often than you do now if a jitney service were available?



	
How much would you be willing to pay each way for this service? $.05 $.10 $.20 $.30 $.50 $1.00



	
How often do you think you would use the service at each of these prices?



	
What other places besides ABC Shopping Center should be served by the jitney?



	
What would you be willing to pay to go to these places?



	
How often would you go to each?



	
Do you think other members of your family would use such a service? If so, who and how frequently?



	
How would you define “really good transportation service” for this neighborhood? Please be specific.







Price and Location

Price and location are the two variables that affect the viability of projects or services. Price is the value that the consumer places on a good or service. A monthly rent of $1,200 for a one-bedroom apartment will be affordable for one group of consumers and unaffordable for but desired by a larger consumer population. The $300 one-bedroom apartment is likely to be affordable for a larger consumer population but undesirable to many because of its location. A $25-per-hour charge for the use of a computer in an Internet cafe will attract fewer customers than a $5-per-hour charge. Understanding the price/location component in the supply/demand equation is essential to building the foundation for the financial analysis and business plan for local economic development.

Capture Rate/Market Share

In balancing out the supply/demand/price/location equation, capture rate/market share becomes the final measure used to evaluate the market conditions. The capture rate or market share is the percentage of the competitive market that your project or service is expected to obtain. In products or services, a 3% to 5% capture rate of market share is the minimum required and accepted by lenders (based on discussions with lenders over the past 8 years). Investors in a technology product or medical service will expect at least this level. However, in an economic development project, lenders and investors consider a 3% to 5% level ideal unless your project is the only project of its kind and no similar projects are planned for the primary and secondary market areas. With the length of time required to construct a project, many variables may change, thereby affecting the market share forecasted by the developer. The lower the capture rate, the less market risk the lender or investor would have to assume.


Venture Selection




W
hen considering possible ventures, it is important that the organization share a sense of what projects are important and what resources should be invested, under preferred conditions and investment returns. The shared understanding should be documented in the form of investment criteria as a reminder to all involved in project planning.

Naturally, the criteria for project selection will vary depending upon the type of venture being considered. A community social project with local government, a community-owned enterprise, a joint venture with a private entrepreneur, and involvement in a large-scale industrial or manufacturing enterprise are very different in scope and resource requirements. In each instance, however, the community decision makers should know what they are willing to put into the deal and what they want to get out of it.

Several factors should be considered by the leadership of the organization when developing criteria for investment in community social or economic development projects:


	

Project beneficiaries.
 Where will the benefits accrue? For example, if the target group is the homeless, then the homeless portion of the program should clearly be larger and useful to that population. A community may rationalize that producing more market-rate housing in the neighborhood will create a trickle-down effect so that low-income and homeless groups will have access to the available “old” supply while the upwardly mobile households purchase or rent the market-rate housing. But this concept does not work in reality. If providing housing for the homeless, the community must target housing for that population group.



	

Projects.
 What projects will serve the community? All community activities, whether projects or business ventures, should be based on the same goals, objectives, and framework. Local economic development projects should be selected for their consistency with the development goals of the community and the potential benefits to the target community, whether in terms of jobs, skills training, or the provision of goods and other services. The local community organization must share a vision of the important activities and resources that will be needed to develop the activities. The activities and resources should be documented in a formal list of investment criteria that can be reviewed once the final business plan is prepared.





When the project beneficiaries and projects are identified and the key market components are analyzed, the decision makers will be in a position to evaluate, refine, and document the development program.


Marketing Concept




M
arketing concept is a popular term used in business to describe a particular way of delivering services or goods to the market. The marketing concept dictates an examination of the market to determine the niche for the product or service. Once the product or service is determined and selected, the techniques to deliver the concept to the marketplace must be developed. For example, when a retail specialist decides to open an Inter net cafe, the concept of the Internet cafe must be disseminated to the local residential community and to the business community Issues such as price, location, rent, inventory, and customers have been decided The marketing concept will translate the vision or goal of the storeowner/operator and the local economic development community to the community at large The new business will provide provide access to computer equipment on an hourly basis. Families, individuals, and businesspeople will all have access to the cafe.

The decision to open this new market area for shoppers requires not just an interest in offering it but a marketing plan on how to communicate the business concept to the general public so that revenues and profit can grow while the community is served with access to computers in a safe environment.
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Irrespective of what the new business venture is, the investment and lending community will want to know and understand how the product or service will be marketed. Who will be responsible for developing the marketing plan? Who will provide the marketing materials to the public, and what will these materials consist of? Who will be responsible for sales? How will sales and marketing personnel be compensated? How will the product or service be delivered to the market? It is important for any new venture to work closely with local economic development professionals and local business groups to network and seek support for the business venture. The most successful business ventures have obtained support for the products and services long before either is delivered to the market.


The Development Program




O
nce the market components have been addressed, an analysis of the product or service must be conducted to ensure that the supply/demand/price characteristics are closely matched with the product or service. The attributes of the site or the program/service are described, and the development program is outlined. Lenders and/or investors will often ask the following questions:


	

Competition.
 Where is it? How will it compete with our project?



	

Net absorption.
 How has the market performed in the latest recession, and how is it performing today? How will downturns in the economy affect the project or service?



	

Marketing.
 How will the product or service be marketed?



	

Preleasing or presales for construction projects.
 How much will occur before the infusion of equity or takeout of a loan? Preleasing or presales vary according to overall economic conditions. In a strong economy, lower equity and preleasing or presales are required. In a weak economy, 50% equity may be required and 65% to 75% preleasing or presales requested.



	

Service programs.
 Where will the program be housed? How will the program be staffed? What is the expected demand for services? Who will pay, and how much will be paid for the services?





The development program should incorporate all assumptions on a year-by-year basis for 5 years. Included in the program is a description of the project or service, the size and location, the target market of users, the pricing of all components, the expected absorption or units sold/leased or square feet leased, and the demand for services offered.
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Critical Elements



Several critical elements are used by lenders and investors during the first stage of underwriting an investment or loan. Table 4.4 shows the details that financiers will look for in the market analysis.

In addition, lenders and investors will examine the development program and the set of assumptions used on a year-by-year basis. The examination will yield a quick overview of the preliminary net operating income (revenues minus expenses) before any assumptions regarding debt and equity. Before any formal discussions but using preliminary data from the developer/prospective borrower or equity partner, lenders or investors will often compare the net operating income numbers relative to the size of the building or service with other familiar projects in the market area. The comparison is made to educate the lender or investor with similar measures of performance in the market area and is often made unknowingly by the borrower or equity partner. Outlined below are two case studies. The first is a continuation of the Brava Valley Community Corporation problem, and the second is the Community Apartments case, which focuses on market development alternatives. Following from the initial Brava Valley Community Corporation case study, your assignment is to prepare a market analysis, as discussed in Case Study 2.


Case Study 2: Brava Valley Makes a Decision



After evaluating the work of the BVCC students, the board of directors of Brava Valley Global Community Corporation has selected four new enterprises. BVCC has chosen home- and clinic-based health care along with a valley-wide, on-demand transportation service, a senior housing program using the air base housing, and a motor repair shop and small business incubator in the air base hangars.

A preliminary needs assessment and community analysis by the college and graduate students indicate that a large unmet need exists. For example, at least four of Brava Valley’s seven communities have no home health care providers. The providers that exist do not reach out into the rural areas. The board has decided to use Global’s former store site as the location for the clinic. However, the agency has very limited experience with health care other than operating its senior citizen housing pro-grams. There is general concern over how this project should be operated and who should undertake the operations and management.

On the other hand, BVCC’s large fleet of vans and cars is underutilized. Director Henry Mohamed-Gonzales has suggested that the fleet be used for transporting people to medical and other services to meet the transportation crisis in the area that BVCC serves. Mohamed-Gonzales thinks the transportation area is ideal for an employee ownership spin-off.

In addition, a home health care agency will build on BVCC’s strong base of social services for seniors and on the agency’s other health-related services, such as a family planning clinic.

The clinic will also provide jobs and career advancement opportunities for local Native American youth. This effort, combined with the transportation program, can prevent Medicare and Medicaid dollars from leaking out of the community. Although the poor are entitled to these payments, they often are not able to use them. Because of a lack of local service providers, the poor must go outside of the area not only for medical services but also for many other services. As a result, the opportunities for jobs and increased income in the area are diminished, because when people go out for medical and other services, they spend dollars on retailing and the like outside the community. As a community-based organization, BVCC cannot take on the air base conversion by itself. Therefore, it is proposing that the agency operate the housing program for the base and convert it to senior housing. BVCC has considerable experience in housing, but it cannot use the more than $10 million in tax credits that the rehabilitation of these units will generate for the corporation. The board is in a quandary over what to do about this matter. The college students have proposed that BVCC take over two of the abandoned hangars at the base. One of them could be used as a motor vehicle repair facility for the BVCC fleet, as well as for contracting out repair services for the Brava Valley School District, the U.S. Marshall, and state police vehicles. This strategy would retain within the community the employment, experience, and profits generated by these auto and truck repair services. Just how this deal should be structured to limit the board’s liabilities and not infringe on local auto companies’ turf is still an open question. Finally, BVCC has the option to open a new small business incubator in the other hangar and nearby three warehouses. These facilities contain more than 200,000 square feet of space. This space has to be rehabilitated for the new projects, and the board wants a quick feasibility analysis of the potential of breaking even if they rehab the site and make it suitable for office use. Mohamed-Gonzales is very committed to this project because he can train local youth in rehab with a government grant. According to his calculations, the rehab will be only about $25 per square foot because of the federal wage subsidy in the training program. The board finance committee still wants some sound rent and return numbers as well as an organization plan before taking on this project. All of these projects are worthwhile because they multiply the jobs and income benefits from the initial Medicare, housing, and military base conversion dollars. With the help of the Brava Valley Community Hospital, BVCC is looking into establishing a medical equipment subsidiary so that it can capture these health dollars and use them to revitalize the downtown health clinic.



Case Exercise





Now that the board has made these decisions, it is important to see how they fit into the priorities to ensure that:


	
The BVCC is appropriately insulated from liabilities;



	
The ventures attract capital and users; and



	
The organizational capacity of BVCC is enhanced.





Your job is to develop a complete market study of the selected enterprises to ascertain the feasibility for BVCC’s new ventures as previously described. You must present your findings in three days. Use market data from any county in the state of New Mexico assigned to you by your instructor for your analysis. Your task is to complete the following:


	
Identify the market demand for the projects.



	
Chart the location of the closest competition, if any.



	
Develop a pricing structure for all of the ventures.



	
Develop a program organization chart along with your new activities. Outline the personnel that will be needed to support all development.



	
Prepare your recommendations for the board. Identify the market benefits and risks of your development program. Using Table 4.5, prepare a simplified preliminary financial review for each component before evaluating the benefits and risks of your development program.
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Case Study 3: BVCC Community Apartments



Community Apartments is a 592-family housing project that was planned for development at the BVCC site. The BVCC board has decided that it wants to target housing to lower-income groups. Therefore, the BVCC board has told the Community Apartments developers that they will help them get approvals for their apartment project in another county where housing prices are high and more affordable apartments are needed. They have recommended that the developers go to First City, where the board members have political influence. First City is located along a major interstate highway approximately 25 miles from the state capital, five miles from major industrial and retail development, and five miles from research parks and a new major medical center. The developer can purchase 47 acres in the northeast quadrant of First City. The land has been annexed to the city, and the general plan states that the property is to be developed as industrial/commercial. New apartments do not exist in this middle-income community of primarily single-family detached homes. For that reason, the developer and the investors are seeking a zoning change so that the 592 apartments can be developed. The rental units are expected to be priced between $750 and $1,250 per month, but may be priced higher.

The investor group and the BVCC board have retained you as a consultant. They have asked you to evaluate whether they should use their political and financial influence to assist in securing a zoning change. You have been provided with a three-page executive summary and a series of charts on the following pages.


Executive Summary




T
his report focuses on two key elements: (a) the market for apartments in First City and (b) the feasibility of the Community Apartments project. The executive summary, shown in Exhibit 4.1, details the pertinent data related to key market indexes of housing, employment, and income that affect the future growth and diversity of First City and its economic base, as well as a summary of Community Apartments and the benefits and costs of the zoning change. The major findings are as follows:


	

Diversified Housing Stock Provides the Labor Pool for Job Growth
.



	
The movement of businesses closer to the workforce is a common phenomenon that occurs as urban development takes place. Over the years, location analysis has shown that jobs follow housing. In the region, we can review the trends over the past 20 years and see that major economic growth has occurred as a direct result of the expanded housing stock. For example, between 1980 and 1990 the expansion of the single-family and multifamily housing stock in Region East resulted in the growth of the economic base through the increase in new businesses and the movement of major corporations to these cities. The growth and/or relocation of businesses closer to the labor pool can be tracked throughout the state, and in fact throughout the entire United States.



	
Besides providing quality of life for its citizens, the development of housing occurs to provide a labor pool for businesses. Without a suitable labor pool, the economy cannot grow.



	
Employment, households, and income are critical indexes in evaluating the market for multifamily housing in First City and at the Community Apartments site. These indexes must be in balance if the economy is to grow.







	

Community Apartments Will Help The City Meet the General Plan Goals.


Community Apartments will support the city’s goal to expand the economic base by providing a rental housing stock and a household base for both commercial and industrial development. Community Apartments will assist First City by providing a diversified housing stock to meet three of the city’s General Plan goals:


	
To promote equal housing opportunities and provide decent homes and a satisfying environment for all First City residents



	
To promote balanced residential growth and to provide adequate services and facilities to support such growth



	
To promote adequate and affordable housing in the city by location, type, price, and tenure







	

Freeway County Job Growth Will Exceed Household Growth and Increase Pressure on Housing Stock.



	
Freeway County is expected to have the highest rate of population growth between 2010 and 2020—an increase of 50.1%. During the same period, the county’s employment is expected to grow 27%.



	
Although the jobs/households were in balance in 2015 in Freeway County, jobs have now surpassed households. The gap is expected to widen through 2020, placing additional pressure on the cities and the county to provide a diversified housing.



	
The labor market is projected to increase 17.65% between 2010 and 2015, and increase again 9.4% from 2015 to 2020; whereas, the growth in households during the same time frame is forecast to grow 12.44% from 2010 to 2015 and 8.6% from 2015 to 2020.







	

Freeway County Requires a Minimum of 1,000 to 1,250 Multifamily Housing Units Annually. First City and Second City Need 222 To 276 Units Annually to Meet Local Demand and Affordability Needs.



	
Based on our analysis, the minimum demand for rental housing in First City and Second City between 2010 and 2015 is 222 units annually; between 2015 and 2020, it is 276 units annually if the housing market is to remain fluid and meet the growing needs of the workforce. Freeway County will require a minimum of 1,007 units annually from 2010 to 2015 and 1,249 annually from 2015 to 2020.



	
To afford the average-priced single-family house of $150,000 in First City, or other locations in Northern Freeway County, annual household income must exceed a minimum of $40,000 to $50,000, yet more than 33% of First City households and 30% of Second City households earn less than that amount. These households can easily qualify for rental housing payments of $775 per month without the burden of principal, interest, property taxes, insurance, assessments, and maintenance totaling $1,300 to $1,400 per month.









Community Apartments will provide 592 multifamily housing units over a 3-year period in a market area that requires more than 3,000 multifamily units during the same period. The development will provide high-quality rental units to meet the growing labor force.
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Case Exercise





The investor group and members of the BVCC board are well acquainted with First City’s Planning Commission and City Council. The investor group and BVCC board believe that they can lobby the commission and council effectively to secure the zoning changes. However, they are not convinced that apartment development is the correct approach. Should they develop housing or focus their strategy on the development of an industrial park/technology center? What are your general recommendations?


	
How will you address the capture rate under the housing demand analysis?



	
The 131 planned high-density units at Park Development are not scheduled to come online for at least 10 years. If the city pressures Park Development to build sooner, how will the project affect Interstate Apartments’ development program? How will you address this and the financing environment with the investor group?



	
What are the three most critical facts the investor group should provide to the commission and the council if they proceed?



	
If the planning director wants to negotiate the deal with you so that Community Apartments can be developed along with industrial and retail/commercial uses in the same quadrant, what will you advise the investor group?



	
You have just located industrial development data for the market area. The following information was obtained:


	
Growth in the labor market: See Exhibit 4.1 of the executive summary.



	
Total occupied industrial space is 1,200,000 square feet.



	
Total occupied and vacant industrial space is 1,416,000 square feet.



	
Current vacancy rate is 10%.



	
Annual absorption rate is 70,000 square feet per year.



	
Total acreage planned for development over 5 years is 3,000 acres.



	
Average lease rate in primary market area is $1.40 per square foot per year.



	
Average lease rate for the combined primary and secondary market area is $2.10 per square foot per year.



	
Primary tenants in market area include technology/hardware, technology/software, biotechnology, medical services, and transportation.







	
An industrial project will not require a change in zoning or a conditional use permit. How much time do you anticipate saving with this type of use? Can you translate the time savings into dollars saved?



	
In evaluating both the housing and industrial scenarios, prepare a position paper for the strategy you choose using the data from the executive summary and checklists 4A, 4B, 4C, and 4D.






Task:
 As a proxy, identify a building for sale in or near your community. This building can be used as an industrial facility, an office building, a shopping center, or an apartment project. Complete the checklists, using available market data sources as presented earlier in the chapter. Prepare a summary of your findings for presentation to the board and the investor group.
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Fundamentals of Economic Development Finance


T
o understand how finance fits into the total economic development scheme for projects or services, we must first examine the overall system that drives the process. The system includes how we take ownership of our project or service, how we fund the program, and how we tap into the capital markets to secure the required funds. Knowing how the system works will provide us with a road map to implement our program.


Principles for the Players




O
wnership, value, financing, and development are key variables in the overall system of economic development.

Ownership

The basic model for ownership includes possession, control, enjoyment, and disposition. For development projects, possession
 includes the right to occupy and enjoy, together with the right to keep others out. For service projects, possession includes the legal right to deliver specific services. Licenses may be required for the delivery of services. Control
 of development projects deals with the right to alter the property physically and to conduct business according to local ordinances. Control in the delivery of services means the right to legally provide services within specific boundaries and zoning ordinances. Enjoyment
 allows the current owner to be protected from past owners or others who might try to interfere with the living or business rights of occupancy. Enjoyment also means the right to deliver services free from others who may compete with the delivery of similar services. Disposition permits the owner to convey all or part of the inherent rights of ownership to others. The disposition
 of services means that the service delivery agency or professional can terminate the specific services at any time unless the services are bound by a legal contract for a stated period of time. For example, the family counseling center could terminate its services if it ran out of money or if its board of directors decided that the center was no longer needed. For a specific project such as ownership of a single-family house, you could occupy the home, renovate it as long as it met building codes established by the community, keep people out of your home or allow them to enter, and sell the home at any time and for any price the market would pay.

Because ownership comes with this bundle of rights, the owner has the ability to undertake certain actions depending on the legal structure. In local economic development, as in products or services, the form of ownership has certain rights and responsibilities. Simple ownership, community property ownership, joint venture partnership, and other legal entities carry with them advantages and disadvantages for investors. Liability, tax consequences, risks, and returns must be considered along with the type of ownership of the business enterprise. For a more complete discussion of property ownership, readers should consult the American Appraisal Institute’s handbook, The Appraisal of Real Estate
 and Wurtzebach and Miles’ discussion in chapter 4 of their book Modern Real Estate
 (1994).

Value

Value is typically defined as the present worth of future cash flows. Value in local economic development projects may be much more than cash flows. It may also include the increase in quality of life for the local community, the value of the project as a catalyst for future projects or programs, and the recognition that the community can foster the creation of new businesses for its citizens. Value has the power to command other goods or services in the marketplace and is actually the amount of money paid for a good, service, land, or building. In examining and calculating value, three approaches are considered: (a) market value
 (the price paid in the market for comparable projects, goods, or services); (b) replacement cost
 (the actual cost of replacing the project, goods, or services); and (c) income capitalization
 (the present value of future cash flows). The three prices are typically close to one another and are reconciled by an appraiser. Whether the local economic development project is a building or a business enterprise, the income capitalization approach usually carries the greatest weight in measuring value.

Financing

Financing is the vehicle used to enable owners to transfer projects, goods, or services from one owner to another. It is the means to leverage the purchase. It is the vehicle used to close the transaction when there is insufficient cash. In most cases, owners do not want to put much hard cash into an investment and will instead secure money in the form of debt or grants.

Financing can take the form of equity, debt, or grants. Each source of funding carries with it specific underwriting and return criteria. Equity
 incorporates the dollars required to launch a project. It is that risk portion of the entire package that increases or decreases with value. Equity is typically provided by the developer, the investors, and/or community groups or interested parties. Debt is a short- or long-term loan that carries with it a promise to pay. Financial institutions such as commercial banks, insurance companies, investment banks, and/or pension funds provide the debt for development projects. Grants or subsidies
 are what we define as “free” or “soft” money used to reduce the overall cost of the project. Grants or subsidies may or may not be repaid but carry with them an economic or social responsibility for the project. Grants and subsidies are provided by local, state, or federal governments, foundations, nonprofit organizations, and other interested parties, such as pension funds or commercial banks in search of community projects. If the grants or subsidies are provided by the private sector, they create the push-pull effect in the overall development process, as outlined below. We will elaborate on the specific sources of funding later in this chapter and in chapter 6.

Development

The development process occurs when the marketplace requires a product, service, or specific development. In local economic development, the public sector says, “We want this project because it will create jobs, revitalize the neighborhood, or serve as a catalyst for future development. It is an important project that will enable our community to generate revenues. We will raise the quality of life for our citizens.” The private sector says, “We want to develop the project, but the land and the permit process are too costly. We cannot develop unless we receive incentives to write down the overall costs of construction and financing. We will not build the project you need unless you provide the land at a reduced cost and provide low-interest loans, subsidies, or other incentives.”

Money and values drive the entire process. In the urban environment, economic activity occurs because of inducements provided by the public sector. In other words, the development process for a project or service will be the push/pull between those who want the project (government, community, and neighborhood) and those who can deliver (developers, investors, and financial institutions). Although the market analysis discussed in chapter 4 defines the size and type of project or service, the value perceptions of the public and private sectors create the struggle or the push-pull effect.

Value in the public sector is defined in terms of quality of life and increase in the revenue base so that development will create a revenue stream back to the community and its citizens. Value in the private sector is defined as the revenue stream, profit, appreciation, and interest payments that are returned to the developers, investors, and financial institutions. Value for foundations and organizations providing grants is typically defined as social and economic good flowing to the community, its businesses, and its citizens.

The essence of financing economic development, therefore, is the act of combining values and perceptions—reaching for the common ground where the public sector, private sector, foundations, and nonprofit organizations can achieve their collective goals. All parties to the transaction understand the agendas. They choose to bring their total resources together to create wealth, whether for the community, its citizens, the developers, investors, or financial institutions.


Money Sources




O
ur capital markets function as the vehicle through which all goods and services are financed. The principal players in the capital markets are the investors, the savers, and various financial institutions, corporations, and governments, which ensure that money flows between and among investors and savers. These principal players allocate funds according to return and risk. For example, savers may allocate funds to commercial banks, credit unions, life insurance companies, and investment banks for further investments in securities. Banks, credit unions, life insurance companies, and investment bankers will use the money from savers to make appropriate investments that generate suitable returns for the savers as well as for themselves. Investors such as individuals, businesses, or the government will generally use funds as equity participants in projects so that they may achieve a desired rate of return on their funds.

The principal players are the entities that ensure that money flows between and among all participants. The major tools used by principal players are investment vehicles. These vehicles take the form of savings accounts, life insurance policies, securitized instruments such as real estate investment trusts and other mortgage-backed securities, home and commercial mortgages, and start-up companies, among others.

Securitization is a field commanding attention today in large part because of the over-securitization of mortgages. Securitization is the creation of a transferable instrument from a bundle of assets. These assets may be a large pool of mortgages, business receivables, or an equity pool from a portfolio of buildings. From 2000 until the fall of 2008, securitized assets were determined to be good risks by financial analysts. They were expected to perform well over a stated period of time; therefore, they could be priced and sold in the financial markets. Investment bankers organized the bundle of assets for sale to investors who desired the security of regular payments without the anxiety that accompanies direct investment in a specifi industry or sector. With the overextension of the global financial markets and the lack of adequate due diligence on the underlying securities for the bonds, substantial abuses occurred that affected not only individual investors, but also small and large financial institutions across the globe. Today greater controls for certain investments exist by the localities, states, and countries - to ensure that the abuses of the past do not occur again.
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When the saver or investor places money with one of the principal players, he or she receives an expected return on the investment. The return may be fixed or speculative, depending on the investment vehicle. In return, the principal player can charge a fee, sell the investment or loan, or use the funds to make other investments, thereby generating returns not only for the saver or investor but also for the principal player.

The capital market principal players are the financing engine for economic and business development. They bring together the funds from the savers and investors and lend money or make additional equity investments. Although they all have their own underwriting criteria or value agendas, they often come together to provide multiple layers of financing for economic development projects (see Figure 5.1).

Private and Conventional Funds

In economic development projects and services, funding will be secured from a variety of sources—private and conventional resources, public or government funds, grants, or low-interest loans. Private and conventional funds may be generated through many sources.
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The primary equity will come from the developer and/or investors. Equity may also come from pension funds, real estate investment trusts (REITs), life insurance companies, investments made through Opportunity Zones, and/or the public sector. At the same time, the investors, pension funds, and life insurance companies may provide permanent financing for a project through direct loans or through REITs and CMBSs. Opportunity Zones are new and while many census tracts in the U.S. qualify for investors to move funds to this vehicle, “the step-up in the basis from one investment to the qualified Opportunity Zone offers a 10% reduction in capital gains taxes through a stepped-up basis should the taxpayer keep the funds in the Opportunity Zone investment for a minimum of 5 years. If the investment remains for at least 7 years, an additional 5% is available should the original investment funds remain there by excluding up to 15% from the original capital gains tax.” (Sources: see Economic Innovation Group discussion paper 12/2018; the U.S. Secretary of the Treasury discussion of regulations, and Internal Revenue Code Section 45D9e) for the definition of a qualified census tract. The public sector—federal agencies, state agencies, or local agencies—may also provide direct loans, although these loans usually carry lower interest rates than conventional loans. Commercial banks, investors, public agencies, grants, and foundations may be sources for interim or gap funding (see Table 5.1).

The underwriting criteria for private and conventional funding vary by institution and type of loan. However, there are common underwriting themes for both the project-specific programs submitted by the developer and the internal portfolio requirements handed down to loan officers through executive policy and a financial institution’s credit committee.

Under project-specific and portfolio guidelines, the investor, loan officer, and credit committees will measure expected risk and return through an assortment of measures, as outlined in Table 5.2.

Public-Sector and Nonconventional Funds

Through a variety of financing mechanisms, federal, state, and local governments provide funding for economic development projects and services. State and local funds vary depending on legislative actions by individual states. However, most state governments, through tax-exempt vehicles handed down from federal mandates, redevelopment laws, and infrastructure financing legislation, enable developers to tap into funds so that projects can be developed.

Depending on the property type or service, government agencies use their powers to provide low-interest loans and gap financing for development. Although the first 2 decades of the 21st Century saw cutbacks in funding sources, a series of public and private sources are providing much needed capital at reasonable interest rates to ensure that projects and services are delivered to communities. See Table 5.3
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Build
 Operate
 Transfer


A variety of financings exist around the globe. In Asia, “build, operate, transfer” (BOT) strategy and financing is used so that the governments can contract with large development firms to construct, finance and operate the infrastructure for a stated period of time (Levy, 1996). User fees pay for the infrastructure rather than the taxpayers. The difference is a consumption method. For example, if you do not use the toll road, you do not pay a fee. With the BOT strategy, if the developer completes the project on time, the profits will be greater (Ascher, 2009). The key advantage to use BOTs in developing countries is that the sources for funds may be obtained from outside a country’s borders and not from the country’s taxpayers. Where the government does not have control over the fee structure, the drive to increase profits may require the lending company to increase fees beyond what is affordable (Ascher, 2009).
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Tax
 Increment
 Financing


Tax Increment Financing (TIF) has been used historically in the United States as one method to finance infrastructure and is now used more frequently in global communities. The key element when using TIF financing is the presumption that property values will increase over time to cover the revenue stream for repayment of debt. The uncertainty with the United States economy now limits the use of this vehicle.

Tax increment financing, or TIFs as they are commonly referred to, is one source of revenue bonds used for private/public partnerships (P3) to finance infrastructure, parking, landscaping, transportation structures, and other urban systems. The public entity is involved with the financing and the private entity undertakes the construction. The TIFs are structured according to IRS regulations so that the bonds may be sold to investors who seek solid returns on investments.

In order to capitalize on low-interest rate public financing together with property tax revenues generated from improved future value, the public entity may borrow money from the future revenue stream from property taxes or fees to pledge the funds to repay the bonds (including interest) over a specified time period. These funds are segregated from the general tax revenues of the locality.

Typically, an outside consultant, government agency, or taxing authority will calculate the difference in the base value of the defined TIF district and provide conservative estimates of the TIF district’s future property tax income based on the value after the development is completed. The revenue stream from the property taxes and fees within the TIF district is pledged to repay the bonds over a 20 to 25 year time frame. Thereafter, the revenue stream from the TIF district reverts back to the local tax authority.
3
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Image 4. City of Chicago’s TIF Program
4




The City of Chicago has been innovative and aggressive in using TIF districts to revitalize its urban areas. Working together with the private sector, the City has undertaken numerous P3 projects. For a comprehensive review of receipts from the City of Chicago’s TIF districts, see: http://www.cookcountyclerk.com/tsd/tifs/Pages/TIFReports.aspx.


While TIFs have evolved as a tool for state and local governments, revised TIF laws to improve the efficiency has made TIFs a global tool for communities. TIFs are now used to tailor alternatives and innovative infrastructure funding for global urban centers.


TIF Districts




T
here are numerous characteristics of TIF districts created by municipalities to provide for development or redevelopment of urban improvements. As mentioned by several authors (see Endnotes 3, 4, 5 and 6), plans, boundaries and uses for the funding area must be established along with a complete description of the improvements that will occur. The government agency will secure a feasibility study of the project or projects and detail the estimated benefits and costs affecting the local tax base. All costs will be documented and benefits from the increase in value and subsequent tax revenues will be detailed on a year-by-year basis.

A financial plan for the TIF district will be developed to outline all sources and uses of funds.
 Sources of funds will come from the conservative estimate of revenue growth to forecast the difference between the base real estate values and property taxes to the incremental increase of real estate values and concurrent property taxes.

The uses of funds may include but not limited to all predevelopment and development costs, legal and financial plans, underwriting costs, housing programs for low- and moderate-income households
5
, and relocation costs
6
.
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Image 5.
 Economic Reinvestment District
7




The TIF district strategic plan is prepared to document the present value of the proposed district. With the addition of new developments, improvements, densities, and upgraded public infrastructure, the additional tax revenues or tax increment are used to repay the financial obligations used to fund the TIF district plan. Once the TIF bonds are repaid, the tax increment reverts back to the taxing authority.
8



Certificates of Participation (COPs), Certificates of Obligation (COs), and Lease Revenue Bonds




C
ertificates of participation (COPs), Certificates of Obligation (COs) or Lease Revenue Bonds are tax-exempt vehicles used to raise funds to construct or improve buildings. COPs and COs are the ultimate P3 structure used to finance the acquisition and/or construction of government, education, and medical facilities where the public is served. The security is the lease payment. At the end of the lease, the facility owned by the non profit reverts to the government entity. Participation certificates or COPs are sold to investors for a certain amount with a promise to repay interest and principal at a defined interest rate. The investors hold fractional shares in the lease payments rather than in the constructed physical asset.

The critical component for COPs, COs, and other similar lease financings line is that with State and Federal legal authority and the use of 501(c)(3) non profit, 63–20 Corporation or other conduits, the bonds avoid the debt limitations applicable to many states or municipalities. COPs and COs typically do not require voter approval since they do not have a multi-year fiscal obligation. Therefore, these certificates do not burden the general funds of the political entities.

COPs are typically financed for 25 to 30 years at an interest rate slightly above Government Obligation bonds since the source of repayment for COPs come from the lease payments. Sales proceeds from COPs or COs are used for development costs similar to the same uses of funds for other traditional revenue bonds.
9


COPs and COs may be used for courthouses, government office buildings, convention centers, hotels, toll roads, student housing, college and university buildings, health care facilities and airport improvements and more but may not be used for operations of the facilities. COPs have been used extensively across the nation and COs are the securities sold in Texas.
10


The process for the issuance of COPs or COs typically use a competitive selection process for the Design-Build Team, and then annually appropriated lease with the facilities financed by outside investors through COPs or COs. At full payment of the bonds, the facilities revert back to the government entity. This Design-Build/Leaseback and finance/turnkey method includes, but is not limited to the following steps:


	
The government agency identifies a leasable asset or identifies a public need for design/build/lease facility;



	
Market due diligence occurs to ensure that demand is sufficient to meet the supply of facility space with lease payments at a predefined rent;



	
Preliminary financial analysis is undertaken to determine the likely costs for construction of facilities;



	
Bids are solicited with the development community;



	
A nonprofit 501(c) (3) or similar agency is created; the nonprofit becomes the owner of the facility prior construction; and once the bonds are repaid, the facility reverts to the government entity;



	
The nonprofit corporation and the government agency review the bids and select the developer; the developer is awarded a design/build contract cited in the development agreement;



	
Independent consultants may or may not be used to undertake complete due diligence on the process, outline the benefits and risks, and monitor the costs for construction and completion;



	
Financial due diligence is undertaken by the selected underwriter, and legal requirements are performed by the bond counsel; conservative forecasts and legal disclaimers are outlined; the developer, underwriter, outside consultants, and bond counsel ensure that revenues and expenses are in line with the prospective COPs or COs issuance and the subsequent Official Statement;



	
Decisions are made by the underwriter for the use of credit enhancements with surety bond insurance companies and letters of credit from qualified banks. Credit enhancements, insurance or guarantees of repayment assist underwriters in securing higher bond ratings. Since COPs or COs typically carry a slightly higher interest rate than general obligation bonds, credit enhancements and letters of credit can minimize the downsize and impact on interest rate differentials.
11






Benefits

The benefits of COPs or COs as a useful tool for lease purchase financing include the limited downside exposure of the public entity since the government or hotel company is the lessee and the nonprofit is the lessor. COPs or COs can be expedited in a short time period since they do not require voter approval. Time is money in the bond process.

The costs of development under COPs or COs are amortized and financed over 30 years with a tax-exempt interest rate very close to a government obligation. While the government entity appropriates money annually for the lease payments, the entity could choose not to continue the lease obligation.
12


Risks

There are several risks associated with COPs and CO’s. First, the government entity could choose to “default” on its lease. Typically there is no penalty assessed to the government entity for the choice not to appropriate funds. In a declining real estate market, this could burden the bondholders unless letters of credit or surety bond insurance are provided at the time of issuance. However, at this time the real estate markets are strong.

Second, the financial forecasts could be too optimistic and must be examined using conservative assumptions. If the forecasts are developed using a set of conservative assumptions, the forecasts may not provide a burden for the sale of COPs or COs.

Examples of COPs and COs

From 2005 to 2019, COPs and later COs have been used for a variety of large developments to finance various University facilities, museums, justice centers, and technology projects and upgrades. Through many public-private partnerships and the use of financing vehicles such as COPs initially, Garfield worked with the public sector in several states to finance and construct many of the developments needed by these entities. For example, in 2005 the State of Colorado used COPs to finance $197 million to construct new buildings on the Health Sciences Center and Fitzsimmons campus plus $130 million for the construction of a new correctional facility. In 2008, Colorado used $230 million in COPs to fund 12 projects for higher education, and in 2009, issued $340 million in COPs to fund construction of a new history museum and justice center.
13


In their biennial budget process, the State of Oregon used the Department of Administrative Services as the single department to use COPs financing agreements. The Oregon University System used COPs to finance technology projects. In the 2011–2013 budget period, the University System requested and received Staff recommendation for $8,185,000 in technology upgrades.
14


Garfield Public/Private LLC has served as the “turnkey” developer for several COP and CO financings, including but not limited to the New York State Department of Transportation Region 1 Headquarters, the Washoe County Public Safety Training Complex in Reno, Nevada, the City Parking Garage in Paterson, N.J.
15


From 1999 to 2019, Garfield has developed a series of branded hotels in a Public-Private format. Early on, those properties were either financed with the City as Owner, typically using a 63–20 Corporation (a Public Execution) or a Privately Owned and financed Hotel tower with a City-owned Convention Center leased back to the Hotel Owner. The latter structure took substantial Public subsidy, usually 30% to 40% in bonds from the City.

Today the model uses either a 501(c)(3) or a Local Government Corporation or other municipal vehicle as the Owner of the Hotel and the 30%-40% in bonds from the City - now a true investment by the City. Private bonds are issued to build the hotel tower, but when they are paid off in 30 years (the private bonds are amortized by the Hotel NOI), the hotel reverts to City Ownership. The most recent example of this structure is the Westin Irving Convention Center Hotel in Las Colinas (Irving, Texas). Hence, the bond investment required by the municipality to achieve full financing for the construction, truly is an investment in a Public asset, i.e. one that will be owned by the City once the hotel is debt free. The hotel never sells and is well maintained by a structure that protects the asset for the life of the facility. The Municipality typically sells COPS or COs to finance its 30%-40% investment, and that is the limit of its financial obligation for the next 30 years.

Summary

Across the globe, underdeveloped and developed cities and communities are looking at creative financing techniques such as BOTs, TIFs, COPs, COs that will enable these areas to develop backbone infrastructure, roads, parking structures. Developers throughout the United States and around the globe are seeking new public/private models for the long term.


Building the Financial Plan




T
he integral part of building the financial plan and testing development scenarios begins with understanding the sources and uses of funds, determining the amounts that may be allocated to segments of the project, creating a structure that integrates and allocates funds according to lender requirements, and testing the scenarios. There is no rule of thumb that can be used to split the sources and uses of funds on a percentage basis. Typically, lenders will require between 25% and 35% of equity in a project. The equity requirement is based in part on the lending relationship with the developer or business executive and the sources and uses of other funds for the project.

Monies secured from private and conventional sources, together with funds from public and nonconventional sources, will provide the overall financial security for the development or service. The building blocks for project finance are (a) the pro forma, (b) the business plan, and (c) the loan proposal. The sources and uses of funds for project finance are presented in Table 5.4.
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The pro forma sets forth all the assumptions used for revenues and costs. It details how the money will be allocated to cover the costs. The allocation can be adjusted by altering the sources of funds or reducing the costs. The business plan sets forth the key factors surrounding the project and program, the organization and key personnel responsible for the project, the market analysis, financial forecasts, analysis of risks, and organizational implementation strategy. The loan proposal details specific loan data, sources and application of funds, the collateral summary, the purpose of the loan, the monthly amortization schedule, the business plan, the financial plan, and corporation and individual financial statements. Many aspects of the loan proposal are incorporated into the business plan. Each lender will require its own loan application. The financial plan will be incorporated into the strategic business plan (see Chapters 2 and 7).


Estimating
 Capital
 Requirements



B
efore the project is started, there must be an estimate of the initial costs and potential revenues. A portion of the initial amount of money for a project is devoted to what are called start-up costs, which involve many of the activities discussed in Chapter 4, such as determining the market for project, the size of the demand, and marketing of the project. In some cases, such as new technologies, the start-up costs include the perfection of the product via more research, development, and testing before delivery to the market.

Beyond the start-up phase, most businesses or services require a break-in period when advertising and sales do not meet the expectations of the organization. All products and services, regardless of the demand, require time for the customer to change to a new product or service. Even in the case of child care, mothers will often keep their children with relatives until the new day care center is established and accepted by the community. Therefore, the new enterprise requires start-up capital during the initial period of operations.

Estimating the amount of money and time required is one of the most important decisions for a new venture. Undercapitalization is the major reason that business and social programs fail. Following are the recommended steps for estimating capital requirements:


	

Estimate sales.
 Sales are made directly or indirectly. For example, e-commerce businesses offer services or products. The services or products can be sold directly or indirectly through other Web-based companies. Child care is sold to parents via fees or government transfer payments. It is important to estimate how many units will be sold, to whom, and for what fees. The market analysis will help establish the fee structure. No market is guaranteed indefinitely; therefore, pricing is critical for the new venture. Once you have established the price structure and estimated the market share, you can develop the financial statement documenting the total start-up expenses.



	

Estimate expenses
. A realistic estimate of expenses along with contingencies is essential. Developing scenarios based on low, moderate, and high costs will provide sufficient variation to cover contingencies. Among the typical cost items are rent, equipment, utilities, supplies, transportation, legal and accounting, permits and licenses, payroll, and payroll taxes. Every business must be prepared to use some of its own capital for expansion and research and development. Failure to undertake the appropriate expansion could result in the delay of time to market for product launches or delivery of product. Therefore, the new owner must develop an adequate financial plan to ensure that the required capital is available to meet timely expansions and future contingencies.



	

Estimate working capital.
 Working capital is the money needed to keep the business operating. Early on, the firm or project must have enough money on hand to pay bills and operate for 6 months to a year without any customers. This amount of working capital can help the new venture deal with such things as slow installation of equipment, a sudden storm, or a slow start-up. It is not possible to know what can happen, so the best thing to do is have enough money on hand to weather any potential storms.





In Table 5.5, we have summarized the start-up expenses and capital equipment requirements for the Brava Valley Community Child and Elder Care Center, to be located in the old Global Building.
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Pro Forma Construction




T
he pro forma is your story. Like a good story, it has to read well and sell well. The investors and lenders will not read the glossy brochure. They will immediately turn to the pro forma to examine the assumptions, compare the assumptions to projects or business enterprises with which they are familiar, and test the assumptions against reality. The investors and lenders are looking not only at what the pro forma says and what the investment yields are, but also at what the pro forma does not explain or what has been omitted. Therefore, it is important to use the outline in Table 5.6 as you prepare and present your pro forma.
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The building blocks are completed using a conservative, technical approach to ensure that all data are organized and presented to equity and debt participants.
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Illustration: Brava Valley Community Corporation (BVCC): Global Stores Site.



The Global site will be converted into three facilities: a child care center, an elder care center, and a community arts center. A summary of fee income, grant income, equity, debt, and subsidies was initially prepared. Following the summary, a 10-year pro forma was prepared to document the expected revenues, expenses, and net operating income only. No yield calculations were made. The board of directors wanted to determine if the project could provide cash flow. The decision to review the net operating income was based on the fact that the net operating income would be the best indication of the net cash available to pay the loan and taxes on the venture (see Table 5.7).

Although all of the line items in Table 5.7 are estimates only, the BVCC board requested that each of the line items be tested and refined to ensure accuracy for the venture. Their concern over the estimates stemmed from the fee income estimates. The board was not convinced that the fee income forecasts could be achieved.




Discounted Cash Flow Analysis



Economic development projects have been developed with as little as 10% equity, with the balance of funds split between conventional loans, public or tax-exempt loans, and a variety of grants or subsidies. Under a multi-tiered financing approach, layering and allocating specific funds—parking district funds for the parking garage, job training funds for computer training facilities—requires an intensive process. The market dynamics, the size of the facility or service, and the development assumptions must be reevaluated and altered using the pro forma, with the discounted cash flow (DCF) model as the tool.

Earlier in this chapter, we discussed the differing views of value from the private sector, the public sector, and foundations. With investment analysis using the DCF model, we test the financial performance of the project or service, identify financial shortfalls, and evaluate the returns and financial risks associated with the development. Most importantly, we measure value to the private investor or public agency. Because benefits in real estate investments are received over time, the time value of money is important. Cash flows from two investments may be similar in size, but one may return cash to the investor within 2 years and the other in 10 years. The value of the cash flows in 10 years is worth less than the cash flow returning to the investor in 2 years. Because the 10-year cash flow carries with it greater uncertainty, it is expressed in terms of a higher discount rate—the higher the discount rate, the lower the perceived value. The DCF analysis reduces future cash flows to a single point in time so that the investments can be compared and decisions made.

Using the pro forma as the presentation tool and the DCF as the analytical tool, we calculate the requirements for debt and equity based on an overall required return. The investor or private-sector decision is more precise and based solely on monetary returns. The public sector will review merely the income and expenses to understand the funding gap that is required to ensure that the development occurs. In a social program rather than a project development, land costs are irrelevant, assuming that fees for services can cover lease payments. Typically, funding will be made on the basis of the performance of the organization.

Investors and lenders in real estate require an overall return that represents at least seven or eight percentage points above a “safe rate” or Treasury bill rate. Therefore, if Treasuries were yielding 6%, the minimum
 investor return would yield 13% or 14%. However, today the investor can invest in mutual funds and receive a variety of returns depending on the fund and the risk. Over the past several years, we have seen annual returns in certain funds as high as 100% and as low as –5%. Mutual funds provide more liquidity and can be more volatile than a development project or a new business enterprise. Therefore, the investor today is typically seeking a return of 20% to 25% for development projects. Investors in technology start-ups often require a minimum of 30% return. Overall, the investor has several options and typically will invest in those instruments or investments that will yield the highest return with the least amount of risk. Thus, the purpose for the DCF analysis is to examine the overall return for a period of time—5 or 10 years—and compare that return to investments in alternative instruments.

We measure the cash inflow (revenues from the project) and outflow (expenses, debt services, and taxes) to arrive at a present worth or present value. The present value measures the future cash flows in today’s dollars. The net present value (NPV) is the present value of the sales proceeds and cash flows minus the equity investment.

In preparing the financial plan and testing the scenarios, we build the DCF model, using first the assumptions developed in our market research (see Figure 5.2, Table 5.8). All revenue and expense assumptions are listed under the assumptions, together with project purchase price; equity in the project; loan amount, term, and rate; depreciation schedule; and performance measures.

For the DCF analysis, we will assume that BVCC will retain a for-profit group to develop the BVCC technology park. The park will have annual rents ranging from $2.40 per square foot to $3.96 per square foot. Vacancy rates will range from 7% to 10% in the first 5 years and 5% to 6% in years 6 through 10. Annual revenues from vending machines will be $2,000. The tenants will reimburse the owner for common area maintenance (common area services and utilities, maintenance and security, real estate taxes, and property insurance). Other expenses assumed by the owner will include property management fees (3% of gross revenues), administrative and overhead (4% of gross revenues), miscellaneous expenses (2% of gross revenues), and reserves for repairs (3% of gross revenues). Assumptions for equity, grants and debt (amount, term, and interest rate), tax rates, and depreciation have been developed. See Table 5.8 for the complete model and assumptions.
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Figure 5.2 shows the flow of funds. In Part A, we calculate the before-tax cash flow; in Part B, the debt service; in Part C, taxable income; in Part D, the after-tax cash flow; in Part E, sales proceeds; and in Part F, the present value and net present value of proceeds. The key measures are the net present value, the after-tax internal rate of return (IRR) before sale, and the IRR after sale (see Figure 5.2).

Revenues and Expenses

We begin the DCF analysis by examining all sources of gross income. Gross income
 is that income derived from rents or sales, parking, laundry, vending machines, public telephones, fees for child care, membership fees for exercise studios, and fees and charges for computer and game use in an Internet cafe. From the gross income, we subtract the vacancy allowance and collection loss. The vacancy allowance and collection loss
 is typically based on the property history or market trends. The difference between the gross income and vacancy allowance/collection loss is the effective gross income
.

Assume that we have purchased an industrial building (technology center) with 300,000 square feet for $7.5 million. We secured a loan for $6 million from a commercial bank. The bank provided a 15-year loan at 10% interest. The annual average rent for tenants is $5 per square foot net of taxes, insurance, maintenance, and common area maintenance (CAM). We assume that 85% of the CAM charges are allocated and billed back to the tenants and thus become a line item (bill backs) on the revenue side of the pro forma. The gross revenues in the first year will be $1,500,000. Other income from vending machines will be $24,000. Bill backs for CAM are $246,075. If the vacancy allowance and collection loss is 7%, the effective gross income will be $1,665,075.

Operating expenses include management fees, payroll, repairs, utilities, accounting and legal fees, marketing and advertising, property taxes, and insurance premiums. The operating expenses are location and property type comparable and typically range from 30% to 50% of gross income depending on property type. These costs can be estimated and confirmed through property managers and real estate brokers in the market. The operating costs should be precise. If we continue with our industrial building example, operating expenses will be 32.3% of gross revenues, or $484,500 in the first year.

Included in our expenses are major repairs and replacements. They are deducted from the effective gross income along with the operating expenses. Major repairs and replacements are typically categorized as reserves, with funds set aside and used to replace plumbing systems; heating, ventilation, and air conditioning systems; roofs; or major appliances or equipment. They are usually calculated on the basis of a percentage of gross income—2% to 3%—depending on the age of the building. Continuing with our example, major repairs and reserves will be 3%, or $45,000 annually. Once again, the number is included in operating expenses.

Inflation will affect both revenues and expenses and should be adjusted annually to reflect local inflation factors. For example, research and development space in one part of the United States will escalate at a different rate from another area, based on the overall composition of the economic base and the availability of space.
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Net Operating Income and Before-Tax Cash Flow

The difference between the effective gross income plus bill backs and the total expenses is the net operating income. Using our industrial building example, net operating income would be calculated as follows: gross revenues, $1,500,000 plus other income ($24,000) plus bill backs ($246,075) less vacancy and collection loss (–$105,000) equals effective gross income, $1,665,075. Effective gross income of $1,665,075 less operating expenses and reserves (–$484,500) equals net operating income of $1,180,575.

Subtracting the annual debt service ($773,716) from the net operating income will yield the cash flow before taxes. Our industrial building will yield $406,859 before taxes.

Net operating income is the realizable revenue. It is also a measure used by conventional lenders to assess the ability of the project team to make loan payments over a period of years. Lenders typically view an annual debt coverage ratio (annual net operating income divided by annual debt service payments) of 1.25 to 1.50 in the initial year of the project to be acceptable. Debt coverage ratios should increase over time, signaling increases in effective gross income or reduction in expenses and growth in net operating income. Using our example, the debt coverage ratio equals 1.53, or a level that is acceptable to lender
s (Table 5.9).

[image: ]


[image: ]


Lenders also measure the break-even ratio, a measure of financial risk. The break-even analysis allows the lender to calculate break-even occupancy at a projected rent level to determine if there is sufficient revenue to cover operating expenses and debt service. The lower the break-even ratio, the more financially stable the project; the higher the break-even ratio, the higher the financial risk. Break-even ratios typically range from 75% to 90%, with the higher percentage in the early years of the project. Break-even ratios will decline over time as revenue increases. Increasing both revenues and expenses in our industrial building example, we find that the break-even ratio analysis indicates a positive trend downward from 83.9% in the first year to 81% in the fifth year. The analysis shows that revenues are sufficient to cover both operating expenses (plus annual increases) and debt service to the extent that most lenders would be comfortable with the risk they would assume (Table 5.10).

After-Tax Cash Flow

Many investors may decide not to continue the analysis at this point, being secure with the cash flow before taxes. However, the more sophisticated investors, lenders, and Wall Street firms will proceed with the cash flow after-tax analysis and the determination of the internal rates of return with and without sales proceeds. The IRR, or the yield to the investor, is the single measure used to compare alternative investments.
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To calculate the cash flow after taxes
, we simply deduct any tax liability or add any tax savings to the cash flow. If there is no tax liability, the cash flow is considered sheltered. Tax savings are an important gift in real estate investment and come primarily through depreciation and interest deduction from mortgage payments. Depreciation is a deductible expense for investment or commercial property, although it is not an actual dollar expense. Only buildings are depreciated. There is no depreciation for the land component. Depreciation reflects inherent wear and tear to the property over the holding period. Thus, from the net operating income we deduct depreciation and interest payments to arrive at the taxable income. As Table 5.11 indicates, we take the taxable income, add back the depreciation, and subtract the principal repaid to arrive at the cash flow before taxes. After applying the appropriate tax rate, we derive the tax savings or tax that is subtracted or added to the cash flow before taxes. The net result is the cash flow after taxes.

Sales Proceeds

As indicated in the DCF model presented in Table 5.8, a series of calculations occurs to arrive at the proceeds of sale. The most frequently used approach is to capitalize the net operating income, reflecting the typical sale of investment properties. Capitalization rates are derived from the marketplace. Differing property types carry with them different capitalization rates, and rates vary from year to year. The higher the capitalization rate, the lower the sale proceeds. The use of the capitalization technique occurs on the income following the year the property is sold. Sales and marketing expenses are deducted from the capitalized sale price to yield the net sale price. Deducting the basis (construction value less accumulated depreciation plus land value) will then provide the gain on sale, from which the capital gains tax is deducted along with the loan payoff. The net number is our sales proceeds (Table 5.12).
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After-Tax Net Present Value and Internal Rate of Return

The NPV of the investment, derived by measuring the after-tax cash flows annually during the holding period, is the sum of the discounted cash flows and sales proceeds. If the sum of the expected discounted cash flows exceeds the purchase price or cost of the investment, the likely decision will be to invest in the project. If the sum is less than the purchase price or cost of the investment, the likely decision will be to withdraw the purchase offer or negotiate a lower purchase price.

The most common method of investment return analysis is measuring yield or the IRR. The dollar flows from the project over time are compared to the equity investment. The IRR is the discount rate at which the NPV is zero. It is the yield to the investor. If the IRR is less than the desired rate of return, the investor will choose to reject the investment; if it is equal to or greater than the desired return rate, the investor will typically invest.

The DCF model is used to evaluate risk and reward in projects. Because numerous variables affect the returns of the project, the reader is encouraged to perform sensitivity analyses for income, expenses, inflation factors, purchase prices, equity, and debt to understand fully the impact on the NPV and IRR. Gap financing, subsidies, and grants can all be used to write down the costs, thereby turning an unprofitable project to a profitable venture.


Evaluating Risk




B
ecause economic development projects often carry inherent market and financial risks, layering of funds spreads the risk so that one financial institution does not carry the full burden. In financing terms, we consider the pooling of funds for the development or service as “syndication” of the financing—each financial entity will be at risk for the amount of money invested in the project. The risk will be minimized through guarantees by the developers and government agencies.

Risk mitigation strategies are commonly used by private and conventional lenders (see Table 5.2) but are often pushed aside by the public sector and even the developer. Public agencies see certain catalyst projects and more often large-scale development as enormous opportunities to generate tax revenues and improve urban centers. These agencies often neglect reviewing and developing risk mitigation strategies to ensure that the “ideal” projects do not fail. More often, we see cities and counties becoming liable for bond debt when a project does not generate sufficient revenues or when expenses are not controlled. Developers often refuse to address risk measures that protect not only them, but also their lenders. Outlining potential risks and revising the financial model to a more conservative approach will often provide greater credibility for the developer when he or she is seeking funding. Risks for both the private and public sectors can be reduced further through (a) the performance of sensitivity analysis to identify how the project will perform in both a poor economy and a prosperous economy, (b) understanding of borrower and project risk, and (c) the development of a mitigation strategy. Types of risks and mitigation strategies for real estate projects are outlined in Table 5.13.

The most critical components of the financial plan are the risk analysis and testing assumptions for sensitivity to the NPV and IRR. Sensitivity and risk analyses in the early planning stages will help prevent failed projects, loan defaults, and bankruptcies. All parties to a transaction should perform these analyses to ensure that their financial interests are protected.


Requirements for a Profitable Project



What are the basic ingredients for a profitable project? The private sector will maintain that high returns, in excess of 20% are necessary. The public sector will agree that a completed and fully leased building serving to revitalize a neighborhood or urban downtown and generating revenues is profitable. The lenders will define a profitable project as one that provides sufficient cash coverage of the debt service through a high revenue stream and controlled expenses. The project or service will cover the debt so that mortgage and other loan payments can be made. All are correct; however, more is required. A profitable project will have the following characteristics:


	
There is market demand to support the project, as evidenced by a demand by prospective tenants for space.



	
The project receives necessary approvals from the city or county.



	
Approvals are granted within a reasonable period of time.



	
All environmental issues are resolved, and the lenders are in agreement with the resolution.



	
The developer or business group contributes to the equity investment and provides a letter of credit to guarantee any construction or business shortfalls.



	
Debt is provided by a group of lenders offering a range of interest rates to reduce the overall costs.



	
Debt coverage ratio in the first 5 years is expected to exceed 2.5.



	
IRRs without a sale exceed 15% by the fifth year.



	
The developers or business executives have a strong track record showing profitable ventures, business completions, and/or project completions on schedule.



	
For development projects, the tenants have strong credit.



	
The property manager is experienced and proactive with the tenants.
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Case Study 4: The BVCC Venture Financial Center



The BVCC board has concluded that it will negotiate with the Air Force base. After several studies and technical assistance reports, with assistance from the county, the board has decided on a new approach to rehabilitate part of the base separate from the technology park. The board is examining a set of enterprises to take up part of the vacant space on the base. These enterprises are outlined below, along with requirements for square footage, rents per square foot, and operations entities. Using the DCF model in Table 5.8, prepare responses to questions 1 and 2.

You have decided to go forward to develop part of the Air Force base. Using your preferred alternative, prepare the financial plan as outlined below.


	
Based on the market assumptions used in Chapter 4, prepare a financial plan for the base. Director Mohamed-Gonzales is seeking financing for this project from foundations, the state through the state enterprise zone strategy, the county development corporation, and a local bank. As part of the Reuse Plan, the entire base has been sold to BVCC for $1.00.The actual market value of the base is $1.5 million, based on a recent appraisal. The facilities scheduled to be converted require rehabilitation. Part of the base will be used as a technology park, as stated earlier in this chapter. BVCC will maintain the base, including roads and infrastructure. Private security will be required for the entire base.



	
Outline the assumptions used for three scenarios—best case, most likely case, and worst case. Include the following sections:


	
Project Description: What is the project?



	
Organizational Strategy: Who will develop the project, and how will the organization be structured?



	
Financing Scenarios (three scenarios)



	
Financial Plan



	
Sources and Uses of Funds



	
Project Income



	
Project Cash Flow



	
Profit



	
Before-Tax IRR, With and Without a Sale at the End of the Holding Period



	
Recommendations











Case Exercise






	
DCF Model


	
Using the DCF model, vary the inflation factors for revenues and expenses on an annual basis. What effects do these variations have on the before-tax cash flow?



	
Increase the loan amount 5%. What is the effect on the IRR?



	
Reduce the land costs through the use of grants. List the grants that you use and compare the IRR before and after the reduction of land costs.



	
If you choose to sell the property in year2 rather than year 5, what is the effect on the IRR?







	
Loan Proposal


	
Prepare an outline for a loan proposal covering the following items:


	
Summary



	
Business plan



	
Financial plan



	
Corporation financial statement



	
Other personal data







	
List the major components of your project and why you believe that your project should be financed. What are the benefits and risks associated with the project?







	
Matching Funds With Projects

You have been given a series of real estate and business development transactions. Using the list of funding sources below, match the appropriate funds with the transactions. If appropriate, you may use more than one for a transaction.


	
Industrial Development Bonds



	
Tax-exempt bonds for housing



	
Venture network for start-up technology companies



	
Commercial bank



	
Business loan—economic development bank










_____ $2 million loan for the acquisition and development of the technology industrial park



_____ $1.5 million loan for the development of Interstate Apartments as a senior housing project



_____ $500,000 in interim financing



_____ Start-up software company with strong business plan



_____ $850,000 for expansion of a Home Depot franchise in the empowerment zone that will create 15 new jobs






Case Study 5: Community Apartments or Technology Center Financial Plan




Using the DCF model in Table 5.6 or accessing the computer model on the Web site, prepare the responses to questions 1 and 2 as in the previous exercise. You have decided to recommend either an apartment project or a technology center on the industrial-zoned land. Using your preferred alternative, prepare the financial plan as indicated below.


	
Outline the assumptions used for three scenarios—best case, least likely case, and most likely case.



	
Include the following sections:


	
Project Description: What is the project?



	
Organizational Strategy: Who will develop the project, and how will the organization be structured?



	
Financing Scenarios (three scenarios)



	
Financial Plan



	
Sources and Uses of Funds



	
Project Income



	
Project Cash Flow



	
Profit



	
Before-Tax IRR, With and Without a Sale at the End of the Holding Period



	
Recommendations













Case Exercise






	
DCF Model


	
Using the DCF model, vary the inflation factors for revenues and expenses on an annual basis. What effects do these variations have on the before-tax cash flow?



	
Increase the loan amount 5%. What is the effect on the IRR?



	
Reduce the land costs through the use of grants. List the grants that you use, and compare the IRR before and after the reduction of land costs.



	
If you choose to sell the property in year 2 rather than year 5, what is the effect on the IRR?







	
Loan Proposal


	
Prepare an outline for a loan proposal covering the following items:


	
Summary



	
Business plan



	
Financial plan



	
Corporation financial statement



	
Other personal data







	
List the major components of your project and why you believe that your project should be financed. What are the benefits and risks associated with the project?
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Accessing the Money for Economic Development


L
ocating and accessing money for an economic development program is difficult. Those who have the money to invest or lend have strict hurdles that must be overcome by corporations, organizations, or community groups seeking funding. It is essential to use the same tools that the private sector uses to evaluate private-sector projects. The elements in the Strategic Business Plan provide the roadmap. Although the hurdles can be overcome, economic development corporations must demonstrate financial and organizational strength often lacking in these ventures. Before the money sources become equity partners or creditors, these financial players will want details on the product or program, business and personal financial statements, loan guarantees, and much more.

Accessing the money requires a sound corporate strategy for the organization as well as the project. Foundations, corporations, and government agencies are seldom interested in paying for the basic overhead to maintain the organization. They will often assist with funding the project but not with funding the start-up local economic development company. Therefore, a strategy to access money for the entire venture—the company and its program—is needed.

This chapter is divided into three sections:


	
The strategy to access funds



	
The sources of equity, debt, and gap funding



	
The components of a proposal






The Strategy to Access Funds




T
he strategy to access funds will depend on the economic development program. Development projects will have access to specific funding sources from commercial banks, insurance companies, and Wall Street money players, among others. Funding for products and services may require more targeting of institutions. Nonprofit organizations have other agencies and foundations that will support their program if the need can be established. The following steps have been used successfully by private and non-profit organizations.

Identify Money Required

The first step in identifying the money required to build an organization and develop a project is to prepare a budget. Budget preparation is a two-part process:


	
Analyzing and documenting start-up expenses plus revenues and operating expenses for the organization; and



	
Performing a detailed cost analysis and budget to develop or construct the program, project, or service.





Both the organization budget and project budget should cover a 5-year time period. The rationale for breaking the overall budget into two components is that funding sources may be different for each component. For example, foundations may provide the seed money to build an organization that will deliver child care services. The bank, however, may lend only on the facility or the child care operations—not on the organization operations. Banks typically require corporate stability and a track record from business professionals.

Identify Sources to Access Money

The type of money the organization needs and the sources it may access are important. If funding is needed initially for the basic operation of the business, then raising money from within the community, local churches, or individual donors may be a top priority. If money is needed for a specific project, a broad base of support may be obtained from local, state, federal, and institutional sources. For example, the development of a technology center with job training for the local workforce will often draw the broad support needed to access funds from many sources.

Choose a Strong Financial Staff

Most organizations expect the CEO, CFO, or executive director to raise funds. However, executives do not know all the people required to access money.

Furthermore, it takes time to cultivate and motivate investors and lenders. Professionals experienced in accessing public, private, and venture funds are essential. Staff from the organization may be used to support these outside professionals. A local United Way will have a variety of fundraisers to access funds from local businesses, philanthropists, and residents. The organization typically has the CEO, CFO, and board members seeking contributions from the local business community. In addition, the organization has a fundraising professional organizing the campaign and retaining a paid campaign staff. The volunteers associated with the annual giving include the board of directors and key business leaders who donate their time to access the corporate network.

Prioritize Funding Sources

Organizational structures enhance or limit the ability of a group to raise money. If the organization is a nonprofit, it will have certain doors open to it; if the organization is a real estate development group, it will have a broader group of funding sources available; if the organization is a technology company, specific venture funds exist to support new companies and products. It is important for the organization to develop a very clear priority list of funding sources.

The funding sources must match the type of recipient organization required by the source. For example, certain foundations or corporations will grant money only to nonprofits. Others, including federal, state, and local agencies, will offer funds if the project targets specific income or ethnic groups. For example, the U.S. Department of Housing and Urban Development (HUD) Safe Neighborhood Grants are targeted to managers of public or privately owned multifamily housing for low-income groups. The funds are used to pay for additional local police presence and other security measures to reduce crime in and around the housing. A list of foundations and grants makers can be found on the following Web sites: www.philanthropy.com;www.hud.gov;
 www.foundationcenter.org;
 www.webcrawler.com
 (searches for specific data on grants and foundations).

Select the Funding Mix

The organization must establish guidelines for the layering of funds from different sources. Lenders and investors often have requirements regarding subordination of loans, the number of investors and priority calls on returns on equity investment, and the overall mix of debt and equity. Government regulations with accompanying legal penalties can determine the direction and nature of an entire organization. The same is also true if funds are secured from venture capitalists. For example, a small federal contribution to a child care center brings with it an enormous amount of paperwork to justify every hiring decision, the type of food served at the center, and the quality of the facility. Simple corporate contributions may require only that the group meet applicable local laws. Funding secured from venture capitalists for a start-up technology enterprise carries with it an understanding that between 10% and 30% of equity ownership may be given directly to the venture capitalist, resulting in a dilution of ownership for the return of much-needed capital.


Funding Sources




T
he type of funding we seek for programs, projects, or services is generally categorized into three classes: equity, debt, and gap funding in the form of grants or low-interest loans. A special category of corporate and government funding can be used as equity, debt, or gap funding.

Equity

Money for the initial start-up of an enterprise typically comes from family and friends. This money is considered seed money and not part of a first or second round of funding from outside sources. No matter whether the project is a small business or a community senior center, some funding must come from local sources. In the case of the senior center, the initial capital outlay may come from a local church that donates its building or a portion of the weekly Sunday collection for a year to open the center for its senior citizens. In the case of a neighborhood business, funding often comes from the entrepreneur’s savings, from relatives, or from friends.

Venture capital in larger amounts is available through formal sources. In the past several decades, a network of venture capital firms has emerged. These firms finance almost everything from technology companies to home businesses. A comprehensive list of venture capitalists is available through local and regional venture networks and the Internet. Business journals around the globe list the top venture capital firms. The information can also be found at www.amcity.com.


Wall Street investment banks are increasingly venture fund sources. Backed by securitized financial instruments traded openly on the stock market, these firms have funds available for many types of projects. They look for projects that will make profits and executives who can build organizations so that the company may engage in initial public offerings.

Well-documented strategic business plans provide the written tool that venture capitalists and Wall Street firms require before investment. The strategic business plans are mandatory and will often be the first step before a funding request. The plans will be reviewed by analysts, and the financial statements will be compared to entry requirements established by the venture capitalists or Wall Street firms.

Community or social investment firms are also active in various areas of the country. These organizations, such as local initiative support corporations (LISCs), act as intermediaries for other capital institutions, such as banks, insurance companies, and even mutual funds that look for socially responsible investments generating modest returns. These organizations operate in the same manner as the larger investment organizations, however, their expectations on the investment return are smaller.

Though most of these organizations expect to secure a return on their investment at least equal to the rate of return on a government bond, they will generally assume a larger risk to meet social goals. These goals may include but are not limited to building affordable housing for low-income workers, providing a senior center, or providing a day care center within an urban center.

Small business investment corporations (SBICs) are locally based government-backed investment organizations. These organizations have Small Business Administration (SBA) backing. The SBIC raises funds locally for small business investment, and the SBA backs this with dollar-for-dollar investment pools. As a result, the SBIC has strong leverage for its funding.

SBICs invest in local small business start-ups that usually encounter enormous hurdles at the outset. These hurdles, for example, may include business location or the owner’s lack of experience. SBICs can invest in anything ranging from technology companies to restaurants serving a low-income neighborhood. They act as venture capital firms and expect a reasonable return on investments. SBICs must have over $300,000 in opening funds. Starting an SBIC requires securing these opening funds from other sources. The initial $300,000 represents a considerable challenge for many low-income communities; however, through grants from corporate donations and/or from larger foundations, the initial $300,000 goal may be met.

Private Debt Sources
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Banks, insurance companies, and credit unions will lend to new startup businesses at reasonable interest rates. Banks make their money available in two ways. First, they provide secured loans. That is, they will loan money to a new enterprise if the owner will offer as collateral (e.g., a guarantee to pay) some other asset equal to the value of the loan. In many instances, the owner has to put up his or her home or car, or a community agency is required to take a second mortgage against one of its more successful housing projects.

The other form of bank lending for small businesses is through lines of credit. In this form of lending, the bank estimates the amount of income that the organization will generate and makes periodic small loans to the organization up to some maximum amount. The organization, in turn, makes regular payments on the loan in a manner similar to a credit card payment. In fact, large lines of credit on consumer credit cards are replacing lines of credit for many of the nation’s small businesses.

Insurance companies are paid through policyholder premiums. To pay for future benefits, insurance companies invest the funds they receive. As a result, they invest in real estate, stocks, and other entities. Insurance companies seldom invest directly in a small or large corporation. They will, however, invest in banks and companies that invest in small or large corporations.

Insurance money is typically long-term debt at generally favorable interest rates. Finally, insurance companies are becoming increasingly more sensitive to neighborhood needs. These companies are investing in local intermediaries, such as LISCs and community development banks, as a means to funnel their money in neighborhood or community projects.

Government Funding

Government money generally comes in three forms—loans, grants, and tax credits. Loans are used as debt, grants are used to offset or reduce debt, and tax credits are used as incentives for equity investment.

Loans

Loans differ from grants in only one respect—repayment. Frequently, the same agency that offers grants offers loans for the same programs. Housing is the best example. A group can obtain a block grant allocation for a low-income or senior housing needs assessment and design and also a government loan for construction. In many instances, the grants and loans can be allocated at the same time from the same government agency. But this is not always the case. It is possible to get a grant for senior housing from HUD and a loan for the health care component from the U.S. Department of Health and Human Services. The guidelines and accounting procedures for each may be drastically different. If a program-related investment is received from a foundation, the agency may have still another set of books to keep.

Government loans are made primarily for community facilities and infrastructure where user fees, taxes, and/or levies will be the sources of repayment for the loans. These loans must be repaid to the U.S. Treasury at specified intervals. Usually, they have very favorable terms and various forgiveness clauses. In some cases, the loans may be indirect through a government loan guarantee. The state or federal government guarantees the repayment of a loan to a commercial bank. The bank must exercise nominal prudence in advancing the loan, but the ultimate repayment is guaranteed by the government.

Rural areas have special sets of loans and grants to provide housing and infrastructure, ranging from telephones and sewers to housing. Each state has a rural development program that provides a mixture of state and federal funding to promote rural modernization.

In urban areas, government loans are typically available for large-scale urban projects such as downtown revitalization. Federal loans are used by localities and combined with private capital to develop inner-city projects. These projects must demonstrate a means of repayment. The business plan is the means by which these lenders can evaluate the sources of loan repayment. With the downturn in the U. S. economy and other economies across the globe, it will be prudent to review existing government loans and determine if changes or reductions are planned to loans and grants. The changes and reductions will impact the availability of funds for development projects.

Grants

Grants are outright gifts typically used to reduce the amount of debt required by the organization. A grant requires that the recipient fulfill the obligations set forth in the grant request. There is no expectation of repayment.

Formula or Block Grants

Formula or block grants are funds allocated to governmental units based on formulas assessing, for instance, population or level of poverty in a local area. The grants are used for specified purposes. State governments are the primary direct beneficiaries of block and formula grants. The federal government will allocate block or formula grants to states with certain restrictions to conduct particular activities that are deemed to be in the national interest. Health care and roads are examples. The state may reallocate the grants to state bureaucracies to administer the funds, for instance the allocation of road improvement funds to the state transportation agency for funding local road construction or repairs.

Each state has a different mechanism for the allocation of block grants. In a few instances, the block grant goes directly to cities or counties, which in turn fund locally based programs or conduct the activities directly. No matter what the venue, community groups may receive portions of block grants and are bound by the terms of the grants.

The most familiar and visible block grants are for housing, crime prevention, and infrastructure. Community groups who work in these fields know the grant systems well. In many instances, block grants are allocated to local groups via some form of competition. Community groups who want to compete need to know the rules so they can write proposals to meet all of the federal legal requirements.

Project Grants

Project grants focus money toward specific projects. This is a change from the past, when broad project funding was available. Although the goal has been to eliminate direct funding, it is unlikely that the federal government or states will eliminate all special program areas or projects for grants.

Program grants are the best means of marshaling public attention and private resources for a significant set of problems. In some areas, such as the arts, a national agency, in this case the National Endowment for the Arts, has a stake in project grant making. In other fields, the federal government or state government shapes the agenda without delivering the service directly. Cancer and AIDS research are cases in point where the federal and state initiatives have shaped funding from the private sector as well.

Community-based grants in this area take a variety of forms. In some cases, such as crime prevention, special grants are made available to communities that use community policing. Community policing may well involve local community-based organizations. Similar grants are available in employment, training, and welfare to support community programs promoting the transition of welfare recipients into the workforce.

Empowerment and Enterprise Zones

These federal and state government grants are delivered to impoverished areas. The grants are targeted to improve local infrastructure, revive commerce, and stimulate the local job base. Most states have some form of enterprise zone or area where a combination of state and local grants can be used to deal with business development or social programs.

The guidelines for empowerment and enterprise zones change periodically, but the goals do not. In the 1960s, they were termed model cities and then urban renewal. Now, these grants are called empowerment zones. The end goal remains the improvement of the place or locality as a device to improve the opportunities for low-income residents of the place. An important example of the use of enterprise zones today is in technology. As the new economy companies, together with the large computer corporations, move to open new facilities or change uses of existing facilities around the country, enterprise zones are serving as a mechanism to draw the new businesses to local communities. For example, California, Massachusetts, Texas, and Florida use enterprise zones extensively to provide land for development, buildings for rehabilitation, and job training for technology businesses willing to locate or relocate. The states actively market their enterprise zones as a way to draw local economic development to previously blighted areas. In many cases, support of these grants has enabled the workforce to be trained and large geographical areas to be revitalized.

Tax Credits

Tax credits are provided by federal and state governments as an incentive for investment. The government uses the tax code to allow an organization to save or invest money that would be paid in taxes. Tax credits are used if investment is made for a socially useful purpose, for example low-income housing, historic preservation, or research and development for specific technologies or health services. The investor will receive a multiyear credit against taxes if the development or research and development project meets certain specifications. Company XERA knows it will make a substantial profit next year, and it wants to shelter the profit from its federal tax liability. XERA may consider investing in a project with available tax credits to generate the needed tax relief. With the uncertainties related to deficit spending around the globe, the future of tax credits may be in jeopardy as governments tighten spending.

Other Government Funding

Other government funding is provided through redevelopment laws and government agencies with funds for grants and loans. Under redevelopment law, an urban community can be declared a redevelopment area if it meets certain tests of blight and neglect. If the area meets the tests, it can be set aside for special treatment. In a redevelopment district, the local government (city or county), through a process known as eminent domain, can declare private property as a public nuisance and take it for the general public good at a fair price. The taxes collected in this area are frozen at a base level at the time the area is designated as a redevelopment district.

Once redevelopment occurs and property taxes increase, the tax increment over the initial base level is directed back to the community to pay for debt that might have been obtained for the revitalization process. The debt is typically public debt issued through tax-exempt bonds called tax allocation bonds. In certain cities and states, sales tax revenue generated within the redevelopment area may be used in the same way that property taxes are used.

Major sections of inner cities throughout the United States have used redevelopment tools for revitalization. For example, the Baltimore Harbor project, most of downtown Los Angeles, the Van Ness Corridor and Yerba Buena Center and its expanded buildings in San Francisco, and City Center in downtown Oakland have all been built with redevelopment funds.

Redevelopment agencies use all of the available tools. They issue grants, make loans, and act as equity investors in projects. They can use their tools in the various empowerment and enterprise zones as well. However, the entire redevelopment process, eminent domain, and redevelopment financing is now being reviewed in many states within the United States. The costs associated with maintaining redevelopment agencies, using the powers of eminent domain, and providing for redevelopment financings have been questioned in 2010 and 2011 as a direct result of the financial costs to the states. The outcome of the numerous political and financial debates is unclear.

Other government programs are available for debt financing. Many of these programs are small gems, such as the Farmers’ Home Administration. This little-known agency provides a number of exceptionally generous lending programs to rural and small communities. The loans cover a wide range of projects from water supplies to housing loans.

The Economic Development Administration (EDA), created in 1965, provides funds for high-profile local projects in nonmetropolitan communities. Most of the funding is allocated for infrastructure, such as roads and bridges, which will in turn create new employment.

EDA has three major types of regular funding. First, it provides grants to develop long-range economic development plans for rural areas and some major cities. The grants cover three-quarters of the cost of such activities. Second, EDA provides loans for public works and development facilities. These loans carry very low rates and are usually coupled with some form of grant for water purification systems, industrial parks, and roads. The grants can be used to purchase or assemble land, construct buildings, or repair existing facilities. Finally, EDA provides business loans to start or expand existing businesses located in EDA-designated redevelopment areas (distressed inner cities or rural areas). EDA funding is fast and flexible if the community is eligible and has demonstrated capacity to use the grants and/or loans. While many state governments move to privatize economic development, it is unclear at this time what funding will continue to be available.

Corporate Support

Local and national corporations have a stake in the community where they make their money. Many corporations have full-time corporate relations or corporate development officers to support a wide spectrum of local projects.

Gifts and grants are donated by many corporations for specific causes. These range from small grants to large cash donations for a project. Most corporate officers have a gift budget. In some instances, corporations donate to special programs or programmatic efforts to support local community ventures in education or health. Corporations have taken on the ownership of specific programs or activities. Examples include but are not limited to after-school sports, community landscaping, housing repairs for the elderly, and outdoor cleanup projects.

Employee matching programs enable the corporation to follow its employees. Originally, this type of contribution was limited to higher education, where a corporation matched their employees’ donations to a university dollar for dollar up to a set amount. The practice has been extended to donations for the arts, the environment, and community projects that are tax exempt. In many cases, the corporation will open this form of gifting to any community group that wins significant community and worker support.

The United Way is the most widely known national source of funding for community projects. United Way is the largest employee-giving program. Other Internet companies have begun penetrating the field as online charitable giving has become more popular.

Employee giving programs have major impacts on local, regional, and worldwide nonprofit organizations. The programs become a continual funding source for nonprofit groups. In the case of United Way, once the nonprofit organization participates in United Way funding, it becomes a significant recipient for corporate philanthropy.

In-kind gifts and support are one of the best sources of corporate support. Many companies give items to charitable groups from excess inventory. For example, Dell, Hewlett Packard, and Apple give computers to schools and community centers. These and other similar organizations have also funded inner-city technology centers for community groups. In general such gifts are good public relations programs.

Program-related investments are what companies do best. If a company can make an investment in a community housing project that pays the same yield as a U.S. Treasury Bond, it may undertake the investment. Under the terms of a program-related investment, a company may invest a grant or a loan from its corporate foundation. The investment may take the form of a long-term deferred loan, stock purchase, or partnership agreement in which the company expects a return on its investment. In almost all cases, the return anticipated is somewhat lower than usual market rates of return.

Program-related investments continue to grow in the area of corporate giving. Companies like this type of investment because it is strictly business-related, not simply philanthropic in orientation—recipients have to treat the funds as repayable obligations and be prepared to present the same kind of balance sheets that companies see in their alternative investments.

Foundation Grants

There are literally thousands of foundations in the United States. These large charitable organizations exist as a result of rulings by the U.S. Department of the Treasury’s Internal Revenue Service allowing businesses to accumulate tax-free income as long as their intentions are to give money away.

The foundation world is a prominent and growing segment of the national charitable scene. Foundations typically spend only interest and dividend income, keeping their principal intact so that interest and dividends will keep growing. Corporate foundations, such as Ford and Rockefeller, were initially founded with company stock but are now very large, independent entities that have only indirect relationships with their original donors.

Many foundations are small, with a few million dollars as a capital base. Large corporate foundations disperse billions of dollars annually for community and charitable giving. In some cases, foundations restrict giving to certain types of activities. For example, the Casey Foundation of Baltimore limits its giving to children and family projects. In other cases, foundations confine the geographic area for giving. The Northwest Area Foundation provides funding only in the northwestern states formerly served by the railroads that traversed that area of the country. Certain foundations restrict the types of institutions to which they will give. Some will donate to private black colleges and universities, others will donate to girls’ schools, and still others will donate to religious institutions of specific denominations. The key to raising money from foundations is to target their principal area of giving. In other words, seek money from foundations that will be receptive to your program.

The basic steps in formulating foundation requests are the following:


	

Know what you need and be clear about it.
 If you need money for a program for unwed teen parents in Los Angeles, you start by looking for foundations in Los Angeles interested in youth services and unwed mothers.



	

Know what the foundation has done—its track record.
 Foundations publish annual reports with a list of funding recipients. It is best to obtain the latest report before making a funding request.



	

Know the appropriate person to approach in the foundation.
 Most foundations have project or program officers. Each of these officers has an area of expertise in which he or she represents the foundation’s best interest. If you address your letter to the wrong person or to nobody in particular, you are very likely to get a polite “no.”



	

Know the foundation’s rules and procedures.
 Most foundations have a formalized set of regulations, a format for proposals, and a process with rules and procedures. Understand the rules and procedures before submitting a funding request. Additional information may be obtained from prior grant recipients; you can generally find these listed in the foundation’s annual report.



	

Know the directors of the foundation.
 In small foundations, the directors are usually local people. Determine which critical issues will appeal to the board of directors and staff.





It is relatively easy to research foundations. If you have access to the Internet, you can locate most foundations on the Council of Philanthropy Web site, www.philanthropy.com,
 or through the Foundation Center at www.foundationcenter.org.
 These Web sites will provide information on foundations and directories, as well as specific data, such as names, addresses, contacts, and so forth. From there, you can search each foundation’s individual Web site to access more in-depth information. Guides to foundations and certain types of funding sources such as community development fundraising are located in most public libraries as well.




Illustration: Funding a Community Center and Affordable Housing Units




In a large-scale local economic development project, funding typically comes from multiple sources. In this illustration, we were requested to assemble the financing for a mixed-use development. The principal players were a private developer and a nonprofit community alliance dedicated to improving the quality of life for its residents. A public/private partnership was deemed the best corporate structure. The partnership needed to raise between $20 million and $50 million in grants to offset the costs of development—between $65 million and $75 million. The development consisted of a two-story retail market, a community center, and 450 residential apartments for low- and moderate-income families. The types of grants that could be secured are outlined in Table 6.1. Types of very low-interest loans that could be secured are outlined in Table 6.2. The impact of grant funding on the financial structure of the project is outlined in Table 6.3. Without grant funding, the project could not have been built; the anticipated rent collected was insufficient to pay conventional loans.
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Requests for Funds




R
equests for funds are formalized in two formats: the strategic business plan and the proposal. The strategic business plan, as outlined in Chapter 2, is primarily used for equity, seed money, and debt funding. The proposal is used for grant funding from foundations. Once the business plan is complete, the organization should forward a copy of it to the foundation or local agency that supplied the initial funding for the start-up enterprise. As the amount of private funding required for both large- and small-scale economic development projects rises, the strategic business plan increasingly becomes the quintessential document for consideration by participants from all sides of the proposition.

Components of the business plan have been the major topic of this book. Outlined below are the seven components necessary for preparing a proposal for foundation grants or start-up funding for an economic development enterprise. Each component is important and should be fully developed and documented.

Summary

The summary is a concise presentation of the project and states its purpose. In no more than two pages, the summary presents to the foundation or government agency who you are and why you are capable of performing the tasks outlined in the proposal. Identifying the key professionals and the board of directors is essential so that the funder can evaluate the stature and experience of all participants. The proposal should be written on letterhead.

Establish with supporting data the reason for the grant request, issues and problems addressed by the project, the objectives to be achieved, and the means used to accomplish these goals. Finally, the summary must identify the total cost of the project, the amount of funding requested, and how the money will be used should the foundation provide a grant or a loan.

Problem Statement

The problem statement provides detailed data on the project, based on scientific reasoning and from credible sources. If the proposal states that child abuse is an important problem because of national reports on the issue, the proposal writer will lose points. The author must explain the need in the local area and support the findings with quantitative evidence. Data and statistics should be augmented with newspaper articles or quotations from local authorities to provide added credibility.

The problem statement must be formulated so that readers find the issue interesting, not merely demonstrative of the gravity of the situation. For example, if you state that your local area has the worst crime statistics in the nation, the point may be important but is not compelling. On the other hand, saying that you have traced the community’s crime problems to the recent plant closings gives the reader pause.

Objectives

Objectives establish the benefits of the program in measurable terms, indicating what will happen, how much, and when. For example, a goal of placing 400 disadvantaged youth from Youthville in college over the next 3 years is concise and can be measured. In simple terms, the proposal has to explain what program objectives have been established by the new enterprise. If the proposal states that an intensive language and math program developed in China will be used to prepare students for college, the desired outcomes must be clearly stated.

Methods or Approach

This section describes the activities used in the program to meet the stated objectives. Methods statements need to be specific enough to convey the idea without going into all of the details. The details will be covered in the business plan. In the case of the proposal to use a language and math program developed in China, the methods might include an evening session on the abacus and Chinese learning games to teach symbolic logic. If the section refers to remarkable scores on conventional exams of American students who have attended school in China for a year or more, this may attract the attention of the grant officers. If there has been an experiment in the local schools supervised by the local university, then the methodology may seem plausible.

Evaluation

Document your evaluation process—how you will measure your success in meeting your established goals. In some cases, external reviews will be necessary. In other cases, collecting data from program participants will provide the required evidence. In any case, the methods and evaluation systems proposed need to coincide so that adequate progress and final reports can be filed with the foundation(s) supporting your project. Provide the foundation with information on other sources of funds. Foundations generally prefer to share the risk with other lenders and grant makers. Foundations also need to know that the project will be funded after the initial start-up. Providing the financial plan will ensure that the foundation has comprehensive information.

Budget

This section must present a global summary—the bottom line in terms of revenues, fixed costs, and variable costs. Budgets for development projects require detailed documentation for construction costs and construction loans, as explained in Chapter 5. Foundations, government agencies, and local philanthropic groups require detailed multiyear budgets, sources and uses of funds, and any backup data for large planned expenditures.

Experienced foundation officers know if the project budget is under- or overinflated. These entities provide funding for many projects and will compare your budget to those of similar projects. Government funding is even more sensitive in this regard because your project will be tied to the budget you submit. If you overestimate, you run the risk of being disqualified. If you underestimate your costs, you cannot go back and request additional funding. Budgets for any business plan are very similar to the start-up and operating pro forma detailed in Chapter 5.

Letters of Support or Collaboration

Letters of support or collaboration from government, community groups, or significant leaders enhance the proposal. These letters need to be specific and tell how much the writer knows about the organization and the project. Reasons for support must be explicit.


Conclusion




T
he purpose for accessing money from multiple sources is to ensure that your project is funded. Typically, one source of funds will not provide sufficient investment for any project. Layering the funds will secure what is needed.

In summary, the first level of funding is seed money secured from foundations, grants, entrepreneurs, and the local community. Initial equity funding is the second level secured from equity investors. These investors assist the organization with funds for research and development, start-up operations, and preparation of the business plan. The third level of funding is from a broader base of equity investors or venture capitalists. These groups provide a sufficient amount of equity (20% to 30%) to ensure that debt funding is obtainable. The final step is to obtain debt financing from institutional lenders and government agencies. These creditors will require a detailed business plan for the program, project, or service and the requisite financial statements to ensure that overall risk is minimized.


Case Study 6: Brava Valley Project Funding



The Brava Valley Community Corporation (BVCC) has requested that you seek foundation and grant money for the child care and elder care projects. They will require funding for the community center as well. The BVCC has requested that you also identify sources of funding for technology businesses because part of the property will be used for a technology business center. Using the results of your case studies in Chapters 4 and 5, provide the following:


	

Access funding sources
. Search the Internet to determine funding sources for the above projects. Use the Web sites identified earlier in this chapter. List the sources of funding and how each will assist you with your project.



	

Prepare the budget
. Prepare a preliminary 1-year budget for your project, first using Table 6.4. After you have completed Table 6.3, prepare a detailed multiyear budget, using Tables 5.5, 5.6, and 5.7 as examples. Show the total cost of your child care or elder care project for Brava Valley and then for the new technology center. Expand your budget to include 5 years of operations and the proposed grants or foundation loans you will receive.



	

Write a proposal letter
. Prepare a proposal letter to a foundation requesting funding for your project. Include a summary of the project, a description of the organization developing the project, and why the project is important. Be sure to identify the amount of money you are requesting and how the funds will be used.
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Putting the Plan Together


T
he strategic business plan is the most critical document for economic development. The plan provides the equity partners, lenders, and local community investors a comprehensive approach to the desired program. With a detailed plan in place, all interested parties can examine how the product or service will be developed, how the organization will be structured, who will fund the program, how the organization will market and implement the plan, and what benefits and risks exist for all the stakeholders. Stakeholders are critical to the entire process because with their time, energy, and capital funding come expectations that must be met. To that end, the strategic business plan enables the community entrepreneurs and business participants to come together with the local community public and private leaders to forge a local economic development plan that works for all groups.

The steps to put the strategic business plan together are:


	

Document the strategic intent and the goals.
 Define the overall pro­gram, and outline the mission of the project. Specificity is essential because the strategic intent will be the guide throughout the entire planning process. Address the goals that you want to achieve, how they will be achieved, who will take responsibility, and what groups will be accountable.



	

Prepare a summary of the organization plan and the key professionals.
 What is the structure of your organization? Who are the partners or executives? How will the organization operate? Who is accountable for the multiple decisions that must be made as the organization is formed and becomes operational? What do you need in terms of people, time, money, and equipment?



	

Provide details on the market
. Who are your customers, and where are they located? Who is your competition? How will the competition affect your product or service? How will you market your product? What is your sales forecast for 1 year and for 5 years? Understanding the market will enable you to target the appropriate resources to be competitive and successful.



	

Document the financial plan
. Include start-up costs, 5-year pro forma, budget, and sources and uses of funds. Who are your major investors and lenders? What are your sources of grant funding? How will you project cash flow? What are the yields to the investors? How much money do you need? Where will you get additional capital if you have cost overruns or burn cash too quickly?



	

Describe the implementation plan, and identify stakeholder benefits and risks
. Who wins and who loses? How will your project or service be implemented? What is your time line, and what are your critical dates? Who will be responsible to ensure that the organization meets its critical dates? Examples of the stakeholder benefits and risks are provided in Tables 7.1, 7.2, and 7.3.





Illustrations of executive summaries are provided below. They cover different ventures with both simple and complex organization structures.

In the Triangle Project, we have charted the benefits and risks from a technology center. Clearly, all the stakeholders—ABC Technology executives, the conventional lender, the venture capital groups, the international businesses and trade groups, the community residents, and the city win in the process. The benefits include increased jobs and higher salaries for the labor force, tax revenues for the city, and profits for the technology company, the lender, and the venture capitalists.

In ACC/TBC Public Services, we have illustrated the benefits and risks associated with the proposed service development discussed in Chapter 6 and documented in Table 7.2. The project will have substantial benefits for the community but will involve risks associated with the potential for insufficient cash flow. The benefits are very great for the residents and the city, however. The downside exposure is $10 million provided by the foundations.

Once all the components of the plan are well documented, it is essential to prepare an executive summary covering the key points in the plan. The executive summary is the first section of the strategic business plan and provides the reader with an overview of the key findings and strategies. Typically, the executive summary can be three to four pages long or longer, outlining the important organizational framework, the market summary, key financial results, and the benefits and risks to the stakeholders. The executive summary will also state the amount of money being requested by the new enterprise.


Illustration 1: Executive Summary for the Triangle Project



KBJ’s Triangle will foster growth opportunities in the community it serves. KBJ is a non profit development corporation committed to working with cities to build projects that benefit the community. Building the Triangle will create a brighter future for the residents and businesses it serves. The Triangle will be a three-story development located on the corner of Scenic Boulevard and San Tomas Boulevard, west of the downtown. The development will combine education, technology, and business components, forming a triad of uses to create a more unique urban center. Coupled with the city transit program and a new transport line, the Triangle will turn into a destination point for incoming technology workers from outlying areas. The combination of all these uses in an architecturally significant complex will create an urban economic catalyst that will increase the quality of business and economic growth.

The Triangle Center will assist workers to prepare for the future, knowing that population, economic, and industry changes are taking place. As the local neighborhoods continue to grow at a faster rate than the rest of the city, more young people are entering the community by way of job creation.

A detailed analysis of the community needs and the city’s goals has prompted us to come up with a specific product, anchored by a high-technology education and startup business/ABC Technology. The implementation strategy is based on striking a series of productive partnerships between various community and regional stakeholders. The land acquisition would be completed through a partnership with the Redevelopment Agency granting a long-term lease agreement. The nonprofit sections would be funded by numerous grants from government and private stakeholders. The equity for the for-profit part would be gathered through the State of Nevada Employees Pension Fund and Tax Increment Redevelopment Bonds. The equity for the technology business will come from venture capitalists. In addition, a Section 100 loan and a loan from the Community Development Bank would be taken to fulfill the remaining financial needs. A detailed financial analysis considering both high-and moderate-growth scenarios shows positive internal rates of return at the end of 5 years (in a most likely case). This makes the project highly feasible on a long-term basis. It is extremely encouraging to see that even the modest assumptions show a long-term viability of the project. With its range of beneficiaries, the project could set an example to other neighborhoods, communities, and cities to come up with similar innovative solutions based on effective partnerships to even out economic and inequities and increase opportunities.

Stakeholders

Government Agencies

Government agency investments would be in the form of land acquisition, redevelopment loans through tax-exempt bonds, and $750,000 in grants for the job training. There would be a cash flow of $115,000 annually from the land lease. IRR is not calculated.

Benefits would be an increased sales tax base, increased quality of life for the community, and a catalyst for development for downtown improvement. The primary risk would be potential default on the bond payments.

Nonprofit Developer

The developer’s investment would be in the form of management expertise: taking responsibility for raising equity and obtaining grants from foundations. Cash flow is likely to be $304,000 annually.
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Benefits would be a fulfilled vision, community contribution to improved business expansion, and positive rates of return, permitting reinvestment into the nonprofit organization. Risks would be inability to obtain grant funding, poor rents, very slow absorption of space, and business failure. Other risks are assumed by ABC Technology and include longer time to market, lower cash flow, and lower return on investment.

Equity Provider

The equity provider’s investment would be $1.4 million.

Benefits would be increased availability of trained labor and the fulfillment of technology business goals. The major risk would be business failure of the project, leading to goal failure. While the return on the development deal may be low, the returns on the technology business are very high with a 50% cash or cash return.




Illustration 2: Executive Summary for the ACC/TBC Public Services Program




ACC has been among the communities hardest hit by economic downturns. Its labor pool is primarily unskilled, and its downtown has marginal commercial uses, empty lots, boarded-up storefronts, and an aging or deteriorated housing stock. The decline in the physical environment is mirrored by social indicators of a community in distress. The local populace is characterized by low educational attainment, poor English-speaking ability, and a high rate of poverty.

Our study proposes the formation of an organization that will deliver four major services to the community. These services include childcare, medical care, an art and technical training school, and a community park. The organization will be structured as a public/private joint venture partnership between ACC, the nonprofit economic development corporation, and TBC, a for-profit service provider. The organization will be dedicated to providing essential social services and job training for the community.
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Stakeholders

The stakeholders in the Service Plan include the community members, the city, the public and private lending institutions, and the for-profit group, TBC, which will deliver the services.

Investment

All of the proposed services are heavily dependent upon grants and loans from government agencies and foundations.

Returns

If all four services are completed, the internal rate of return will be 7.8%. Rates of return vary from project to project, with the park having only expenses and no revenues other than community park fees that are part of the residential tax bill. Optimally, the services will be evaluated by foundations and grant makers on the basis of need and benefits to the larger community rather than financial performance.

Time Line

Time lines are crucial in any major project so that all relevant agencies are aware of their responsibilities and duties at any given point throughout the development process. Common critical points are found throughout each project. These critical measures include the finalization of planning for needed contract services and the finding of a suitable building for renovation. City assistance is essential for this first step. Other critical measures include the securing of grants, private debt, and public debt.

Benefits and Risks

The benefits that accrue to the stakeholders reflect the goals of the proposed organization formed by ACC and TBC. These include the elimination of blight; the provision of sufficient job training, childcare services, and medical services; and the development of a park for families and children.

The primary risk is that the proper organizational structure will not be established to support the development of the social services. In such an event, additional costly outside contract services will need to be retained to oversee the project (Figure 7.1).



[image: ]





Illustration 3: Executive Summary for the Riverfront Retail Development




This document has been prepared by MC Corporation and outlines a development proposal for a 365,000-square-foot theme retail development in the city of Rivers. The project will be named The Riverfront at Corner Creek. Specifically, a department store, a discount clothier, and a nine-screen theater complex will anchor this development. Additional tenants include casual dining restaurants, a quick-service food court, and in-line retail shops.

Market demographics support the development. From our analysis of key demographics within a 3-, 5-, and 7-mile radius of the project site, the surrounding market area consists of a high-density, diverse population expected to grow at moderate rates over the next 4 years (between 3% and 4.5%). Growth in median income for market area households is expected to remain stable, between $31,000 and $33,000.We believe that this projected increase in population, along with a relatively stable median household income, will increase the demand for retail goods and services in the area over the next 10 years or longer. Consumption patterns of market area residents indicate the need to serve multiple retail categories such as the following:


	
Auto and home supplies



	
Gasoline/service stations



	
Hardware, lumber, and garden supplies



	
Food stores



	
Department stores



	
Drug and proprietary stores





Given that department stores can capture retail dollars in multiple categories, we believe that the consumption patterns identified above support the development proposal to include a major department store as an anchor tenant.

A retail gap analysis of the supply of retail and service establishments indicate that niche opportunities exist in the following areas:


	
Miscellaneous retail



	
Apparel and accessory



	
Eating and drinking



	
Legal services



	
Motion picture and amusement



	
Health services



	
Business services





MC Corporation believes that our development proposal will prevent further leakage of retail sales to outlying communities and enable our city to service the needs of the residents, specifically by providing a discount clothier, movie theaters, and retail that targets these niche opportunities.

The development proposal will result in positive after-tax cash flows between $1.8 million and $2.3 million. Additional financial analysis indicates that the project is financially feasible, with an internal rate of return of 21% at the end of Year 5. Though a leasehold option is feasible, it is not a recommended strategy because the internal rate of return will turn positive only after a 9-year period.

To meet the goals and guidelines of the city, we recommend the creation of a public-private partnership between the developer, the city, and the Community Redevelopment Agency. The basis of this recommendation is to provide access to additional funds for development, as well as to begin the process of fostering a more positive image for the city and the redevelopment agency. A positive image for the city will attract additional development into the area in the future.
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Although the developer and the Community Redevelopment Agency will bear the most risk as public-private partners in the development of the project, there are numerous benefits that can result. As a marketing and real estate development company specializing in the revitalization of urban areas, MC Corporation is grateful for the opportunity to submit this business plan for funding consideration.


Illustration 4: Achieving an Alliance for the Community



The Community Alliance is a nonprofit, community-based organization dedicated to improving the quality of life for the residents in Middle Town, a community 30 miles from Brava Valley. Middle Town is a well-established community, densely populated, and with a wide range of community demographics. Middle Town has a small-to-moderate group of affluent residents, a large group of middle-income family households, and a moderate-sized group of lower-income households. The Alliance seeks to achieve the goal of improving the quality of life for all residents through active community participation and equal representation of all community groups. The structure of the organization includes a board of directors, an executive management team, and a local community committee. The Alliance, together with its developers, will build a catalyst project in the Middle Town Community Planning Area (MTCPA). This mix-used project will cost $23 million.

The purpose of this strategic business plan is to seek funding from the city in the form of land write-downs. We are also seeking funds from public purpose foundations to underwrite some of the cost of senior services and job training for the citizens of Middle Town. Our total request for funds for services and job training is $3 million. We are requesting $3 million for land cost reduction. The Community Alliance will pay the balance of the funds, or $2 million, as equity.

Vision Statement

The Middle Town Community Alliance will serve as the catalyst for local economic development, provide low-to moderate-income housing, and create a community dialogue and gathering place for the residents of Middle Town.

Goals and Objectives

The Community Alliance will endeavor to achieve the following:


	
Create wealth within the local community.



	
Reinvest the profits of any development back into the community.



	
Provide economic development and employment within the area.



	
Provide needed retail and other services in addition to low-and moderate-income apartment units for the diverse population.



	
Facilitate dialogue and cooperation between the varied racial, ethnic, and religious groups.



	
Provide community services and facilities.



	
Provide open space.



	
Create a unique architectural landmark and land use within the community.





Site Location and Context

Old, intensively developed commercial districts surrounded by densely populated residential neighborhoods characterize Middle Town. Historically, commercial development has occurred along the major transportation corridors, whereas residential development has been located on the blocks behind the main thoroughfares.

The Community Alliance site is located approximately 2 miles from Middle Town’s downtown, 15 miles from First City, and 30 miles from Brava Valley. The site covers an entire city block and is approximately 195,000 square feet in area. At present, a five-story medium-sized office building and an apparel store occupy the northeast corner of the site. The balance of the site is vacant.

Significant land uses adjacent to the site include a midsized commercial office building, a historic landmark, Our Lady of Mercy Catholic Church, and a cultural center and museum that provide historic information, maps, and art covering the American Indian population and the Mexican American population. The immediate area to the south of the site has fairly dense residential land uses with multifamily apartments and single-family homes. The southern boundary of the site has a mix of residential and commercial uses, including older mixed-use buildings. The retail outlets, including art galleries and restaurants, display the distinct ethnic influences of the region.

The area has access to limited public transportation. Most of the community travels by foot or by car. Bus transportation is available.

The Community Plan for Middle Town indicates that the site is zoned for commercial use, residential use, and parking. The allowable floor area ratio (FAR) is 6.0. The site also falls within the boundaries of the Community Redevelopment Agency’s Project Area. The city of Middle Town envisions an open-air market catering to local ethnic populations. Eventually, the street may be closed, and the market may be expanded to other surrounding streets.

Development Scenario

The preliminary market analysis indicates that the area is deficient in residential and community services. Visualized as a community marketplace or mercado by the city, the development scenario for the site seeks to complement this vision with additional uses needed by the community in the near future.

The scenario includes a dense, mixed-use development on the site with retail, residential, and community services. The development will be called the Community Courtyard. The architectural style envisioned is southwestern/Spanish with a contemporary theme. The proposal also includes a clock tower to complement the landmark character of the local religious buildings and ethnic museum and art center. Extensive landscaping, fountains, and walkways are proposed to create a pleasant ambience with the Community Courtyard.

Community Center

A community center of approximately 65,000 square feet (four stories) is proposed in the center of the site, acting as a buffer between the residential and retail components at the ground level. To the immediate west of the site is an open green space that would complement some of the activities and uses within the community center.

Some of the facilities incorporated within the community center would include:


	
An Interfaith Center to act as a forum for discussions among the varied religious and ethnic groups within the community and to bring about greater understanding of different cultures and religions



	
An amphitheater, which would be the heart of the development. It would be used for theatrical and musical performances, both public and private, during lunch and evening to increase revenues for the community center. It could also be used as a public square when not being used for performances.



	
Multiple-use meeting or lecture rooms for language training, computer training, other job skills training, a senior services center, community meetings, and art exhibitions



	
An indoor/outdoor basketball court with supporting gymnasium and locker rooms



	
Administrative offices of the Community Alliance





Retail Center

A two-story retail complex, approximately 65,000 square feet in area, is proposed on the northern edge of the site. The main concept driving the project would be to create a thematic festival/promenade marketplace at the street level with apartments above. The entry to the retail complex could be through the proposed watchtower to distinguish it architecturally and increase its visibility. Some of the proposed tenants include


	
Three to four ethnic restaurants (5,000 square feet each)



	
Restaurant with night club or sports bar (10,000 square feet)



	
Book/music/gift store catering to the majority ethnic groups in the area (25,000 square feet)



	
Art gallery (5,000 square feet)



	
Vendors such as a newspaper stand, a florist, and crafts (5,000 square feet)





These retail establishments are expected to attract the residents in the vicinity as well as office workers in the area. The project will also attract visitors from neighboring communities.

Residential Apartments

As part of the residential component, low-and moderate-income apartments are proposed for the development. Low-rent apartments would be to the south of the site, and moderate-rent apartments would be located above the retail component. There would be approximately 450 dwelling units in all, with a mix of one-bedroom, two-bedroom, and three-bedroom apartments to attract a cross section of renters

A terraced building roof line with roof and terrace gardens, a landscaped courtyard with a fountain, covered parking, and ample security are some of the amenities envisioned for the residential apartments. The structures would vary from between four and six stories and would be approximately 510,000 square feet in area.
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Parking

Due to the large number of residential units and the retail planned for the site, approximately 825 parking spaces will be required. This parking proposal assumes that the proximity to bus stops will reduce the parking requirements. Most importantly, the community center is primarily targeted to residents in the immediate vicinity of the project site; therefore, our plan anticipates more pedestrian traffic rather than vehicle traffic. Parking requirements for the community center are assumed to be low.

The parking structure will be six stories high to accommodate 725 spaces. It will be constructed on the east side of the site. Parking will be provided on the ground level, increasing capacity by an additional 100 spaces.
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Accommodating retail parking in the parking structure across from the site can compensate for the deficit in parking on the site. Access and egress to the parking facilities will need to be designed, keeping in mind that Middle Town may eventually close some of the streets in the neighborhood.

Market Analysis

Site and Area Analysis

Because of its size and location, the project site is physically suitable for the development of this mixed-use project. The site can accommodate the construction of a sizable, multiuse project. It will be highly visible and accessible to pedestrian, transit, and automobile traffic. The surrounding historic buildings enhance the visibility and character of the site.

Demographic Analysis

The primary market area for Community Courtyard is determined to be the Middle Town Community Plan Area (MTCPA). However, there are slight variations as to the number and type of people that each component of the project will draw.

According to the 2015 census update, the total population of the MTCPA was 271,001, and the total number of households was 106,430. Tract ABCD, in which the courtyard is specifically located, had 5,482 residents. The primary market for the retail component of the project is this census tract along with the adjacent tracts. Office workers along Middle Town’s central business district are also expected to be primary patrons of the shops and restaurants. The residential population and the employment population have very different incomes and spending patterns. This business plan attempts to reflect the varied users and their consumption patterns.

Additional data indicate the following:


	
Average household income for the MTCPA is $32,245; average household income for the adjacent areas is $24,142.



	
Hispanics make up nearly 37% of the population in the MTCPA; Whites (non-Hispanic), 45%; Native Americans, 10%; African Americans, 5%; and Asians, 3%.



	
The annual population growth and housing growth for the planning area have been higher than the citywide average.



	
Population density is three times higher in the MTCPA than the citywide average.



	
Approximately 14% and 86% of the housing units in the planning area are single-family and multifamily units, respectively.



	
The 2015 census indicates that 82% of the residents in MTCPA are renters and only 18% own their own homes.



	
Approximately 62% of the MTCPA population is foreign born, whereas the city-wide average is 45%.





Demand and Supply Analysis

Retail Complex

There is little diversity within the retail and restaurant establishments in the area. Though no secondary data existed to prepare this research, we undertook a lengthy survey of 90% of the residents and workers in the MTCPA and 85% of the office workers in the central business district. Most of the office workers interviewed by the project team complained of a lack of shops and eateries in the immediate area surrounding the site. Apparently, even though there are quite a few eating places along the main central business district strip that cater to the lunchtime office crowd, the workers demand a greater number and variety of eateries. Residents of the area stated that there were insufficient quality restaurants in the area to serve their individual and family needs. The price points mentioned by the office workers ranged from $3.75 to $5.00 for lunch entrées exclusive of beverages and $6.00 to $8.00 for dinner entrées exclusive of beverages. To satisfy such demand, the proposed project will include a variety of ethnic restaurants that are lacking in the area. Restaurants offering high-quality Middle Eastern, Guatemalan, Salvadoran, and Chinese food at moderate prices will attract both office workers and nearby residents.

In terms of retail specialty shops, bookstores, music shops, and gift stores that complement each other can expect to have a sizable clientele. The retail component of the development aims to tap into the growing buying power of the underserved residential neighborhoods around the site.

Residential Apartments

There is demand for low-and moderate-income rental housing in the area. New units are needed to meet the demand for housing by new or recent immigrants, existing area residents desiring to move into newer and/or larger units, and residents from other areas. Both the income and housing characteristics of the area justify the development of the housing units that we propose. Our research indicates that 70% of the area households have very low to moderate income. The problems of overcrowding and the deterioration of existing housing also suggest that new units are likely to be in demand by households in the area who want and can afford to move.
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The vacancy rate for apartments in the area was 5.0% in 2018. This is a positive sign, as a vacancy rate of 5% to 6% generally indicates a more fluid and healthy housing market. Some of the buildings in the area have no vacancy at all. No new apartment constructions were observed or are planned for development y over the next 5 years.

Community Center

During the primary field observation and interviews with the local residents and employees, we found that there was substantial interest in seeing a community center developed on the site. The closest community center is 5 miles away, on the other side of town.

A new community center developed on the site would complement the existing centers by providing services and facilities currently unavailable or lacking in the area, including special youth-oriented facilities, community meeting rooms, job and computer training services, and facilities for the elderly, who currently lack any facilities within walking distance.

Office Space

At the end of 2015, Middle Town had an office vacancy rate of 6%, down from 15% at the end of 2008. Middle Town has experienced high growth in computer software and media businesses which has resulted in a strong demand for local office space. The 2015 asking rents were $2.30 and $1.65 per square foot for Class A and Class B spaces respectively. Because of construction costs, we do not believe that these rents will cover our costs. Therefore, office space will not be a component of the project.

Management

The Community Courtyard will be operated by a three-member executive management team under the supervision of the board of directors. The executive management team will supervise construction and day-to-day operations of the development. The board of directors will direct the management team’s responsibilities within the development, and a community advisory committee will provide input to the board of directors through the executive management team.

Executive Management Team

The salaried executive management team will consist of three members. The management team will supervise construction and maintenance, manage the property, collect rents, manage and operate the community center/amphitheater, administer long-range planning, coordinate financial operations, solicit input from stakeholders (community members, local businesses, local religious institutions, local government), and coordinate and chair the community advisory committee.

The executive director will be in charge of coordinating overall operations, planning, and financing/fund-raising. He or she will represent the team at the board of directors meetings as well as chair the community advisory committee. One of the other team members will be in charge of property management and operations of the entire development. The remaining team member will be in charge of the operations of the community center/amphitheater.

Board of Directors

The board of directors will consist of up to seven members. They will be appointed/elected by their respective constituents. The board will represent the city of Middle Town; equity partners; grant providers; local businesses; local community members, including religious leaders; the executive management team; and the commercial lender of low-interest loans. Another community member will replace the lender once the loan is paid off.
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The original board will be appointed by the stakeholders. After an initial period of 1 year, the board members will be either reappointed or replaced by appointment or election by their respective groups.

After that, board members will serve 2-year terms not to exceed two consecutive terms.

Community Advisory Committee

The community advisory committee will be composed of local stakeholders. A list of acceptable members will be cleared through the board of directors by the executive director of the management team. These members will then vote on a 15-member committee to represent community interests, provide input to the management team and the board of directors, and appoint the community and local business members of the board of directors.
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Financial Operations

We have conducted a series of cash flow analyses using various assumptions, debt instruments, grants, and incentives from the city of Middle Town. (For an example of the impact of grants and low-interest loans on the project, refer to Table 6.3). The grants for Community Courtyard have come from a variety of sources, including HUD, the State Community Foundation, XYZ Technology Corporation, and many others.

The public and private agencies and businesses will contribute $3 million for the reduction of construction costs. The city of Middle Town will issue tax increment bonds for $15 million to cover the long-term debt on the project.

Cash flow generated by the retail center will provide Middle Town with increased sales tax revenue. Increased property taxes will provide the redevelopment agency with funds to service the bond debt through tax increment financing. All parties will receive nonmonetary benefits through community revitalization. The start-up costs in the first year are estimated to be $2,050,000. These costs create an operating deficit in the first year. This deficit will be covered by a commercial loan at a 10% interest rate, to be paid off in the second year of operation.

Financial Scenarios

We prepared three financial scenarios covering the most likely case, the best case, and the worst case to test the financial viability of the Community Courtyard. On the basis of engineering figures, we were provided quotations for total construction costs that equaled $28 million. Major technology companies wrote down our costs to $23 million so that they could support the growth of technology in the region.

We have provided a summary of the key financial statistics below. We believe that our most likely scenario is conservative in its assumptions, though optimistic about the Community Courtyard’s attraction of potential tenants. It assumes current comparable market rents for all of the components. Vacancy rates also are reflective of the present market conditions. The blended interest rate is optimistic at 7%.
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The most likely scenario shows loans of $15 million and grants and land write-downs that total $6 million. We are prepared to put in slightly over $2 million in equity. Once again, major technology companies wrote down the total development costs to $23 million from $28 million. The $5 million was considered a gift to the community for their support of startup and more established technology companies.

This scenario is based on preliminary commitments from foundations so that the high construction costs will be minimized. The equity is considered a combination of contributed capital from the Alliance plus equity from foundations. Although the returns are low compared to those from unsubsidized projects, they are very reasonable and acceptable for a catalyst project.

Costs and Benefits

Community Courtyard has the potential to be a vital catalyst project for all of Middle Town. However, there are some inherent and external risks associated with the development:


	
Economic Outlook—lower vacancy rates; rents remain low



	
Unexpected construction costs



	
Difficult to provide adequate equity where rents are low



	
Failure to qualify for grants or low-interest loans



	
Negative perception of the neighborhood



	
Stakeholder opposition





Potential risks are many - the direct and indirect benefits outweigh risks. Benefits include:


	
Community reinvestment



	
Increased retail services



	
Low-and moderate-income housing



	
Community services



	
130 new jobs



	
Social integration of different ethnic and religious groups



	
Creation of an architectural landmark
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Conclusions and Recommendations

Our group is specifically seeking to raise additional sources of funding from foundations, the city, and the state for outright grants, tax increment financing, land write-downs, and other low-interest loans. We will need subsidies that total close to $29 million.

We believe in this project because it will improve the quality of the lives of the community, provide increased jobs, and bring in increased revenues for the citizens and Middle Town.

The large amount of grant fund-raising needed for the projects represents a difficult endeavor. The nature of the project will reduce the effort required to raise these funds. This is an important project for the community and neighboring towns. For that reason, we request that you give our business plan serious consideration.

Conclusion

Economic development finance is concerned with the development of real wealth within large and small communities. The tools are available to make this happen by using the strategic business plan process so that all groups can compete for the financing needed to improve their communities. Employers, citizens, policymakers, investors, and financial institutions can use the tools provided in this book to create jobs and wealth within communities.
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Epilogue—View of the Future with Global Economic Opportunities


T
he large and smaller economies today exhibit a very different set of economic opportunities around the globe than what we saw in 2011–2012. We are present here in 2019–2020 with a much more sophisticated world in technology, corporate disruption and innovation, lean companies, strong manufacturing, education for many, innovative medical care, longer life spans, low unemployment rates, higher wages, and an increase in jobs for women and all minority groups. These are just some of the incredible and positive changes that have occurred since we wrote the Second Edition in 2011–2012, when the global financial system had experienced a severe downturn, Japan was hit with physical disasters, and instability existed in the Middle East.

The view of economic development finance and its key players today offer hope and a future for broader and stable economic development worldwide. Will public sector officials allow the private sector to take the lead and to educate the communities about sustainable development, solid financing, and ongoing jobs?

Leadership and communication are the essential keys for countries to help one another grow, develop, and care for their people. Here is what we know and need to determine:


	
Leadership and communication are critical to the growth of individual countries and their economies but are essential to growth among countries and their economies together. We learn from one another. Will countries communicate their needs for sustainable growth and sustainable jobs?



	
The philanthropic groups worldwide are still strong players as we enter the third decade of the 21st century. They exhibit the leadership and communication needs for our world today. They contribute funds to the poor in need of clothing, housing, medicine, food, and education. Will the philanthropic groups share details of their positive and negative experiences around the globe so that all countries and their leaders understand what needs to be accomplished?



	
The private sector has taken the lead on public-private partnerships. The private sector has resources and knowledge; the funds are in strong supply. The public sector in various locations around the globe is still looking for its “payoffs” in land, infrastructure, parks, and more. In 2011, the payoffs to the public sector were a given. Are they a given today and who decides?



	
Today, with a healthier economy and full employment in many parts of the world, Public-Private Partnerships (P3s) are the best vehicle using the Strategic Business Plan as a tool for negotiation and definition of who gives to the development program and who receives. How will the citizens be involved to add clarity to what is important to them?



	
Will Canada, Brazil, India, China, Japan, South Korea, the UK and European Union, the United States, Mexico, and countries in the Middle East and Africa shift the responsibility to their private sectors to lead in improving the P3s and secure a sustainable economy for their citizens?





What we know is that the entrepreneurial spirit exists all over the globe. From the small villages in West Africa to the larger towns in Central Europe, to the new beginnings in many Middle Eastern countries, and to the very large cities in India and China bustling with technological development and manufacturing, we have seen the demand for economic development, and it will continue to be strong.


The deal is alive—the players are changing.
 Economic development finance is concerned with the development of real wealth within large and small communities, and within large and small countries. It is concerned about low-, moderate-, and upper-income residents who need sustaining jobs and economic prosperity.

In this book, we have focused on the combination of tools and processes to ensure this outcome.

Though we are very aware that no one strategy guarantees the achievement of social or economic equality or improvement in the quality of lives within a community, we have demonstrated the range of possibilities. Many finance tools can be used for the development of new businesses or projects. Human services, new real estate developments, the use of artificial intelligence, robots, and employment in advanced technology businesses are real opportunities for communities. Understanding the tools and knowing where the decision makers are permit all communities to compete for improved economic standards. Knowing who the key players are, now rather than 5 years ago in a different economic climate, will help ensure that your project or program will be funded.

We believe that the Strategic Business Plan enables leaders to compete for funds in the global marketplace to implement economic development. In preparing the Strategic Business Plan, economic development professionals, community development leaders, public policy executives, and entrepreneurs have the ultimate responsibility to communicate their goals to the financial community. Privatizing economic development has become the new tool for communities, and the private sector is working closely with community leaders and public officials to implement development.

The strength of the business plan is that it “speaks the language” of the private sector—financial executives, foundation boards, and lenders—who are evaluating a development project, a technology venture, or a childcare facility. The critical task, then, is to ensure that an adequate financial plan is well documented. Most importantly, the organizational structure must be sound, because people do business with people. Lenders must be confident that they are lending to those business leaders or entrepreneurs who have the expertise to execute the business plan and repay the loans.

Equity and debt are available today for investments in P3s, COPs, COs, BOTs, TIFs, the various Revenue Bonds. Interest rates remain low, projects are scrutinized while countries, states, cities, counties have tightened up development and financing regulations. In an era of global finance opportunities, investors, and lenders, the global recession has given way to an economic strength needed for all.

Even for high-quality projects, we cannot emphasize enough the importance of establishing sound development and financial goals. This planning begins with an objective of successful economic development and not necessarily the level of profit to be made. Therefore, the real social and economic goals must be determined and well-articulated before the process commences. The type of organization form is important as well. Some development forms are better suited to certain businesses or organization forms than others.

Financing new companies and new real estate projects will involve the use of creative and legally sound methods, very conservative projections, and experienced partners with strong references. Prioritizing what you need and when you need it will enable you to drive the Strategic Business Plan with accuracy.

The business plan approach provides the correct template for economic development projects. The use of a business plan approach should be interpreted not as a “business-first and people-second” approach, but as a continuation of a rigorous planning paradigm. The way you apply the tools provided in this book will vary with your goals and resources. Creativity and innovation are essential. Use all your available resources and you will surely achieve your goals.

SGB
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Glossary of Terms
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Absorption schedule:
 The rate or schedule at which properties are sold or leased over a given period of time in a given market or submarket.



After-tax cash flow:
 The amount of cash returned to the equity investor(s) after deducting debt service and tax liability from (or adding tax savings to) net operating income.



Amenities:
 Benefits derived from property ownership or occupancy of a building. These are noncash benefits and typically take the form of tangible or non-tangible goods or services.



Amortization:
 A reduction of debt through periodic payments of principal and interest in a defined payment plan.



Anchor tenant:
 The most important tenant in a development project, whose lease is usually instrumental in securing financing for a commercial undertaking.



Appraisal:
 An opinion of value that is quantified by one who is qualified to give such an opinion.



Articles of incorporation:
 A legal document required by and filed with the state government where the corporation is chartered. This document describes the purposes for which the corporation is formed and how it will be organized.



Assemblage:
 Multiple parcels of land joined under common ownership.



Assets:
 Tangible items of value owned by a business, such as money, merchandise, property, physical buildings, and equipment.



Balance sheet:
 A financial statement that shows the assets, liabilities, and owner’s equity of a business as of a specific date.



Basic employment:
 Employment associated with business activities that provide services primarily outside the area via the sale of goods and services, but whose revenue is directed to the local area in the form of wages and payments to local suppliers.



Bond rating:
 An estimate of the creditworthiness of bonds issued by a governmental unit or corporation.



Bonds:
 Interest-bearing certificates of debt issued by a municipal governmental body or a private corporation to finance physical improvements.



BOT:
 Build-operate-transfer approach.



Break-even ratio:
 Ratio of debt service and operating income to gross income.



Building code:
 A system of uniform building regulations within a municipality or state established by ordinance or law.



Building society:
 A financial institution that specializes in providing long-term housing mortgages rather than short-term business and personal loans.



Business development grants:
 Funds provided to economic development groups by local or state governments that carry no obligation for repayment.



Business risk:
 The potential loss that can occur through management’s control of operations and profits.



Bylaws:
 Rules, regulations, and controls set by the board of a corporation for the conduct of its business.



Capital:
 Money or assets invested for wealth creation.



Capital costs:
 The costs a business pays for major physical improvements such as buildings, equipment, and machinery.



Capital gains:
 The gain from the sale of an asset. The difference between the total amount received and the total costs.



Capitalization:
 The process of estimating value through the discount of stabilized net operating income.



Capitalization rate:
 The rate used to measure an estimate of value through the discount of future stabilized income. It is the rate that lenders and investors expect, given inflation, risk, and the inability to use the investment amount in alternative investments.



Capitalize:
 To supply a project or business with funds invested by the owners or developers as distinct from borrowed funds.



Cash flow:
 Spendable income from an investment.



Central business district (CBD):
 The business area of a city or town.



Certificates of Participation (COP):
 A form of lease revenue bond that allows the investor(s) to participate in the stream of lease payments, loan payments related to the acquisition or construction of specific facilities. Does not always require voter approval. Not defined as a “debt” to local governments.



Code enforcement:
 The power of a municipality or agency of local government to require that all properties meet certain standards of construction, maintenance, health, and safety. If a property falls below the minimum requirements and the owner does not satisfactorily repair the property, it can be declared a public nuisance and condemned.



Commercial bank:
 A financial institution whose primary function is to finance the production, distribution, and sale of goods or services.



Commercial bank loans:
 Short- or long-term debt issued to businesses or individuals.



Commercial real estate:
 Real estate buildings held by ownership for the income derived by leases for offices, retail shops, shopping centers, industrial parks, and other business uses.



Commission:
 A lawfully authorized group of citizens that performs certain tasks or duties in the public interest. An economic development commission is a good example of citizens who have been appointed to the task of developing strategies to improve the local economic base.



Community-based organization:
 A group representative of a significant part of a community/neighborhood that provides services focusing on community development.



Community development corporation (CDC):
 Usually a nonprofit organization controlled by residents of low- to moderate-income areas to help stimulate economic and physical improvement of the community.



Comprehensive approach:
 A means of viewing a complicated project as a total picture and then identifying all of the parts that will be needed to complete the proposed project.



Condemnation:
 The taking of property from an owner by a public agency because it has been determined to be unfit for use.



Construction loan:
 A short-term loan to provide financing to develop improvements to a property. The construction loan typically runs from 6 months to 2 or 3 years.



Construction period interest:
 Loan interest paid or accrued during the construction period.



Contract:
 A written or oral agreement made between two or more parties to a transaction. In real estate, a contract is usually in writing.



Contractor:
 A person or organization performing certain tasks according to the specific terms of a written agreement.



Coordinated effort:
 The process of actually working with various levels of government, business, neighborhood organizations, unions, and residents with the intention of establishing who is responsible for certain parts of a project.



Corporation:
 A legal entity created to perform a function, business, or service. A corporation can enter into a contract without making its owners/executives personally liable.



Cost:
 The price paid for a good or service.



Cost-benefit relationship:
 The relationship between what an item costs and what benefit it produces. In economics, this measures the worth of an item.



Credit rating:
 A rating or evaluation made by a credit reporting company based on a person’s present financial condition and past credit history. Credit ratings are used to finance revenue bonds or general obligation bonds for the development of real estate projects. These credit ratings are typically provided by Standard & Poor’s or Moody’s.



Debt:
 An amount of money owed.



Debt coverage ratio:
 The net operating income divided by the debt service. A high debt coverage ratio indicates a lower risk for the lender.



Debt limit:
 A legal restriction on the amount of funds a city can borrow. This amount is normally a certain percentage of the assessed valuation of taxable property in the city.



Debt service:
 The amount of money required to make regular principal and interest payments on a loan.



Deed:
 A written document by which ownership of property is transferred from the seller (called the grantor) to the buyer (called the grantee).



Deed of trust:
 A three-party instrument between the borrower, a trustee, and the beneficiary or lender for security for a debt.



Default reserve account:
 A special account created by public and quasi-public agencies in which a financial institution agrees to make high-risk loans and draw upon this default account to recover possible losses.



Demand analysis:
 A rigorous process to determine the quantity of a goods or services that can be sold at a certain price over a stated period of time.



Demographic information:
 Information about the community in terms of the number of residents in a certain area and their educational level, employment status, occupation, income, age, racial composition, and tenure.



Department of Housing and Urban Development (HUD):
 A federal department that carries out national housing policies and programs. HUD provides subsidy programs, mortgage insurance, and funding for certain urban projects. HUD also provides loan programs.



Depreciation:
 A loss or decrease in the value of a piece of property due to age, wear and tear, or deterioration of surrounding properties.



Depreciation (financial):
 A deductible expense for building or equipment that reflects the decrease of the useful life of an asset.



Development authority:
 An independent agency of local government that possesses powers beyond those of city government. A public housing authority is a good example because it has the ability to issue special bonds for public housing.



Discounted cash flow (DCF) model:
 The process by which one estimates the before- and after-tax cash flow and proceeds from an investment, taking it from future value to present value.



Discount rate:
 The rate used to discount future cash flows to present value; the higher the discount rate, the lower the perceived value.



Disposition:
 The sale or transfer of property or goods.



Easement:
 The right to use land owned by another. An example of an easement is a utility right-of-way to allow power lines to cross another’s property.



Economically disadvantaged:
 A member of a family that receives public assistance in the form of welfare payments and has a total income that, in relation to family size, is lower than the poverty level determined by the government.



Effective gross income:
 Gross revenue minus allowance for vacancies and credit loss.



Eminent domain:
 The right of the government to acquire private property for public use, almost always with adequate compensation to the owner. Also known as resumption.



Entrepreneur:
 One who organizes, manages, and assumes the risks of a business or enterprise.



Equity:
 The amount of cash or other assets invested in a business.



Equity capital:
 Funds that owners have personally invested in an enterprise.



Escalation clause:
 A term in a lease that allows the landlord to pass on certain expenses to the tenant. These expenses typically include increases in operating expenses and real estate taxes.



Escrow:
 The holding of money and/or documents by a third party until all the conditions of a contract are met.



Facade:
 The front or principal face of a building.



Fair market value:
 The worth or value of a property as estimated by a professional property appraiser. It reflects the price at which the property could be sold in a competitive market.



Federal Deposit Insurance Corporation (FDIC):
 A federal agency that insures deposits of commercial banks.



Federal Home Loan Mortgage Corporation (FHLMC):
 Known as “Freddie Mac,” this organization creates a secondary mortgage market for conventional loans and is chartered to circulate funds to poorly capitalized areas. FHLMC also develops new financing instruments to assist in the expansion of the private secondary mortgage market.



Federal Housing Administration (FHA):
 A division of HUD that insures loans within a certain limit.



Federal National Mortgage Association (FNMA):
 Known as “Fannie Mae,” this organization is a privately owned, government-sponsored agency in the secondary mortgage market. It operates to buy and sell federally insured and guaranteed mortgages and conventional mortgages.



Federal Reserve System:
 A federal agency that manages the national money supply.



Fiduciary:
 A person or entity that has a legal duty of trust to another.



Finance charge:
 A charge one must pay in order to obtain a loan.



Firm commitment:
 An agreement provided by a lender to make a loan to purchase a particular property. This commitment usually expires after a certain period of time.



Forbearance:
 The act of delaying legal action to foreclose on a mortgage that is in default.



Foreclosure:
 The legal process by which a lender forces payment of a loan by legally taking the property from the owner and selling the property to pay off the debt.



Fragmented effort:
 A non-comprehensive and generally uncoordinated effort to engage in economic development activities.



Franchise:
 A legal agreement by which a manufacturer or chain store grants the exclusive right to sell merchandise it produces or use the firm’s name to sell merchandise.



Front-end costs:
 Capital required at the early stages of a development project, such as the cost of land and architects’ fees.



Gap financing:
 Financing provided by a second lender, a foundation, or a public agency to bridge the funding between equity and first debt.



General partnership:
 Two or more people associated legally to conduct business.



Government National Mortgage Association (GNMA):
 Known as “Ginnie Mae,” this government agency is a branch of HUD. Ginnie Mae guarantees principal and interest of long-term securities developed from a secondary mortgage market for government-assisted loans.



Gross income:
 The total receipts of an enterprise, or the total receipts excluding expenses of operating a business.



Ground rent:
 Rent paid by a tenant to a landlord under a ground lease.



Guaranteed loan:
 A loan that is guaranteed partially or fully by a specific governmental agency for the benefit of protecting a lender against possible losses.



Guaranty:
 A promise by one party to pay the debt of another if the party borrowing the funds fails to pay off the debt.



Hazard insurance:
 Insurance that protects against damage caused to property by fire, windstorm, or other common hazards. Hazard insurance is required by most lenders in an amount at least equal to the loan.



Holding costs:
 A term used by developers referring to the costs of owning land or property during the predevelopment stages of a project.



HUD:
 U.S. Department of Housing and Urban Development.



Hurdle rate:
 The minimum rate of return an investor will accept.



HVAC:
 Heating, ventilation, and air-conditioning.



Income capitalization approach:
 One of three methods of appraisal whereby the appraiser calculates the present value of the future stream of income from a property.



Income statement:
 Sometimes called a profit-loss statement, the part of a financial statement that shows the net income or net loss for a specified period of time by comparing revenue and expenses.



Inflation:
 A rise in the general price level of goods and services that decreases your purchasing power. For example, if the price of goods and services doubles, purchasing power will decrease by one-half.



Institutional investors:
 Institutions that invest in capital assets (insurance companies, pension funds, etc.).



Institutional lender:
 A commercial bank, insurance company, or pension fund that provides financing for economic development projects.



Insured loan:
 A loan insured by a governmental agency or a private mortgage insurance company.



Interest:
 A charge paid for borrowed money. It is usually expressed as a certain percentage. For example, a $5,000 loan at 10% interest results in a charge of $500 in the first year for the use of this borrowed money.



Interest-only loan:
 A loan that requires payment of interest only rather than principal and interest. An interest-only loan typically has a shorter term than a fully amortized loan.



Interest subsidy:
 A grant designed to lower the interest costs of borrowing. The subsidy either goes directly to the borrower or is paid on his or her behalf to the lender.



Internal rate of return (IRR):
 The discount rate at which an investment has a zero net present value.



Investment syndicate:
 A group composed of investors, each of whom invests a sum of money and takes some share of ownership as well as the risk. This enables each person to participate in investments that are larger than any one person could make alone.



Investment tax credit:
 A credit applied to a taxpayer’s tax liability equal to a percentage of value for certain property types.



Joint venture:
 A legal association of two or more persons to perform a single business or service. A joint venture carries with it an expectation of profit.



Joint venture partners:
 The individuals or entities that associate for a joint venture.



Land banking:
 The public acquisition of land and holding it in reserve for future public or private use.



Land use planning:
 Planning for proper use of land, taking into account such factors as transportation and location of business, industry, and housing.



Land write-down:
 A reduction in the price of land to below fair-market value. This land is usually sold by a public agency to help lower the costs of a redevelopment project.



Lease:
 A contract whereby the owner (lessor) gives the tenant (lessee) rights to possess for a stated period of time (term) for a stated amount of money (rent).



Lessee:
 The holder of a leasehold estate, or the tenant.



Lessor:
 The grantor of a leasehold estate, or the landlord.



Letter of credit:
 A document usually issued by a bank verifying that a borrower has credit for a specified amount.



Letter of intent:
 A written agreement on terms and conditions of a formal contract. The letter of intent comes before the formal contract.



Leverage:
 The use of borrowed funds to finance a project, business, or service. A means of multiplying the availability of funds for economic development or community development programs by providing a certain amount of public funds with a proportionately larger amount of private funds.



Liabilities:
 Obligations of a business to pay debts such as borrowed money and merchandise purchased on credit.



Lien:
 A claim that someone has on the property of another as security or payment for a debt. The lien stays with the property until the debt is paid off.



Life insurance company:
 A company that collects premiums for life insurance and uses a portion of the premiums to provide either equity or long-term financing for large-scale economic development projects and commercial real estate projects.



Limited partnership:
 A partnership that restricts the liability of the limited partners to the amount of their investment.



Liquidity:
 The conversion of assets into cash without taking a reduction below current market value. Cash is liquid; buildings are not.



Loan terms:
 The provisions in a loan agreement or a deed of trust.



Local business development organization (LBDO):
 Nonprofit organization that specializes in business assistance, such as help in collecting market data, preparing business plans, and completing loan applications.



Low-income housing tax credits:
 Tax credits associated with investment in low-income housing. These tax credits are designed to encourage investment in low-income, multifamily housing developments.



Market:
 The geographical area of demand for products, goods, and/or services. This could be one neighborhood, several neighborhoods, or an entire district.



Market approach to value:
 An appraisal term that examines the value of a specific property in a given market. The market value is defined as the most likely price that a property would command given a willing buyer and seller.



Market rent:
 The going rent currently charged in a market.



Market study or survey:
 A study of a specific area to determine its potential for supporting commercial activity. The market survey is designed to reveal information on resident shopping patterns, physical characteristics of the commercial area, and merchant business practices, and to measure consumer purchasing power.



Metropolitan Statistical Area (MSA):
 A county or group of counties with a central city of at least 50,000 residents or a cluster of smaller cities with a combined population of 50,000 or more.



Mortgage:
 A debt instrument used for real property.



Mortgage broker:
 A firm or an individual who arranges financing for a fee.



Mortgage constant:
 Percentage of the original loan balance that is represented by a constant periodic mortgage payment.



Negative cash flow:
 A cash loss during a period that requires an infusion of capital from investors.



Net operating income (NOI):
 The amount remaining after all costs, expenses, and allowances for depreciation have been deducted from the gross income of a business.



Net present value (NPV):
 The sum of the total present value of the annual cash flows during the holding period plus the present value of the proceeds from sale less the equity invested.



Net worth:
 The value of the owner’s interest in the business. This is the amount by which assets exceed liabilities.



Nonrecourse loan:
 A loan that is secured by the property only and not by any other assets of the borrower.



One hundred percent retail location:
 The most important intersection in a retail district, usually where the highest volume of sales takes place.



One-stop permit system:
 A system set up in city government to enable businesses to arrange all city permits for business operations through one office.



Operating expense ratio:
 Total operating expenses divided by gross revenues.



Operating expenses:
 Expenses associated with a business activity, such as wages, rent, insurance, supplies, maintenance, and utilities.



Opportunity cost:
 The return that may have been obtained from alternative uses of capital.



Option to buy:
 An arrangement that permits one to buy or sell something within a specified period of time, usually according to a written agreement.



Ordinance:
 A rule or law established by the local governing body (e.g., a city council) to control the actions of citizens and the effects of their activities on others.



Overhead:
 Costs incurred in the sale of merchandise or services. These costs include labor, rent, utilities, insurance, office supplies, and the like.



Owner’s equity:
 The amount by which a business’s assets exceed its liabilities.



Parcel:
 A lot or tract of land, usually identified by ownership and a parcel number.



Partnership:
 A legal entity formed by two or more persons to do business. The partners must invest assets in or contribute services to the entity and must share in both the profits and losses from the business.



Pension fund:
 An institution that holds assets for the payment of pensions to corporate and government employees.



Points:
 The amount charged by the lender to the borrower at the commencement of a loan. Points are used to increase the lender’s yield.



Portfolio:
 A group of investments held by a company or individual.



Possession:
 A bundle of rights held by the property owner or leasehold estate.



Present value:
 The current value of a future stream of income discounted by a certain rate.



Prime rate:
 The interest rate charged by commercial banks to business borrowers with the highest credit rating.



Principal:
 The amount of money borrowed that must be paid back. This amount is separate from interest and other finance charges paid for borrowing.



Proceeds from sale:
 The balance of funds to the seller after subtracting the loan repayment and tax liability from the net sales price (sale less broker commission).



Pro forma:
 A financial statement detailing current and projected revenues and expenses.



Promissory note:
 A written promise to pay.



Property management:
 The management of a real estate project or building. It includes marketing, leasing, managing, and maintenance.



Property tax:
 A tax imposed on real estate by municipalities.



Public works:
 Facilities constructed with public funds for public use and enjoyment, such as ramps, highways, and sewers, in contrast to maintenance activities, such as street cleaning and painting school buildings.



Purchase agreement:
 A written document in which a seller agrees to sell and a buyer agrees to buy a piece of property based on certain terms and conditions acceptable to both parties.



Quasi-public agency:
 Usually a nonprofit corporation with a privately appointed board of directors whose purpose is to assist governmental agencies and the private sector to more effectively improve the general living standards of our citizens. The majority of funds for such activities come from public agencies.



Rate holiday:
 Tax reductions given for a specified period.



Rate of return (ROR):
 Net operating income divided by total capital invested.



Rate of return on equity (ROE):
 Before-tax cash flow divided by equity investment.



Real estate investment trust (REIT):
 A form of ownership of real estate that provides limited liability, no tax on entity level, and liquidity. Ownership is in the form of shares similar to common stock.



Reconciliation of value:
 An appraisal term that is the process of determining value using the income capitalization, market approach, and replacement cost approach to value.



Redevelopment:
 The physical and economic revitalization of a neighborhood or community, usually with large amounts of public funds.



Redlining:
 Also known as disinvestment, the practice by some financial institutions of designating older or declining neighborhoods or areas within a city as too risky for loans.



Refinancing:
 The process of paying off one loan with the money from another loan.



Regional investment corporation (RIC):
 An investment company formed by a group of citizens and businesspeople to help finance specific small businesses in a specific area.



Rehabilitation:
 The physical improvement of an existing residential, commercial, or industrial building.



Replacement cost approach:
 The cost of creating a building having equal standards of materials, designs, configuration, and other improvements.



Restriction:
 A legal limitation in a deed on the use of property. A deed restriction may state, for example, that the owner cannot demolish the existing building without adequate replacement because the building is security for the loan.



Retail business:
 A business in which the owner buys products or goods from a wholesaler and sells them to customers who make personal use of what they buy.



Revolving loan fund:
 Usually a municipally sponsored loan program in which a specific amount of public funds is set aside to make loans for specific purposes. As loans are repaid, the funds are loaned out again.



Right-of-way:
 An easement on property, where the property owner gives another person the right to pass over his or her land or allow structures, such as utility poles, to be placed on the land.



Risk:
 The possibility of zero profits or lack of return of initial equity.



Secured loan:
 A loan for which collateral is pledged as security.



Service Corps of Retired Executives (SCORE):
 Management assistance for small businesses provided by retired businesspeople who are identified by and registered with the Small Business Administration to provide such services.



Sinking fund:
 A fund to which monthly or quarterly contributions are made, usually for the purpose of replacing certain assets such as machinery or as payment for a future obligation.



Small Business Administration (SBA):
 An agency of state governments designed to assist small businesses with more flexible financing and less restrictive lending requirements than commercial banks.



Stabilized net operating income:
 Net operating income from a business, service, or property that is free from unusual items of income and expense and shows the true earning power of the entity.



Straight-line depreciation:
 Typical method of depreciation that takes the total depreciable amount divided by the useful life of the asset being depreciated. The resulting figure is used annually as a deduction from taxable income.



Subject property:
 The property being talked about or analyzed.



Subsidized housing:
 Residential housing constructed with financial assistance from a governmental or charitable institution, or residential housing where part of the monthly rent is paid by someone other than the tenant.



Supply and demand:
 An economic term that accounts for the amount of goods or services in the market being offered (supply) and being purchased or required (demand).



Tax abatement:
 A reduction in property taxes for a specific property over a certain period of time.



Tax basis:
 The original cost of ownership plus improvements minus accrued depreciation deductions.



Tax credit:
 A direct reduction of the tax liability.



Tax deduction:
 An item that will reduce taxable income, thereby reducing the tax liability.



Tax Increment Financing (TIF):
 A method of public financing for infrastructure—community benefits such as parking structures, parks, lighting.



Tax savings:
 The dollar benefit to the investor resulting from deductions or losses from a business.



Tax shelter:
 A deduction or credit against income. Depreciation is a tax shelter.



Taxable gain:
 The gain realized from the sale of an asset that is subject to either income tax or capital gains tax.



Taxable income:
 Income subject to tax after deductions and exemptions.



Tenant:
 Someone who rents from another.



Term loans:
 Bank loans generally made for periods from 1 to 5 years. These loans are designed to fit the particular needs of each borrower.



Time value of money:
 A dollar today is worth more than a dollar received at some time in the future.



Underwrite:
 The analysis of a loan through examination of the creditworthiness of the borrower and the strength of the collateral.



Useful life:
 The period in which a business or investment asset is expected to hold economic value. It is the period over which depreciation is used.



Vacancy allowance:
 An amount subtracted from the gross revenues to allow for loss of income.



Value:
 The amount of money that can be exchanged from one product to another.



Variable-rate mortgage:
 A mortgage that carries with it an interest rate that can go up or down depending on the movements of rates of measurement assigned to it.



Variance:
 A measure of risk or the difference between the expected earnings and the actual earnings.



Venture capital:
 Capital subject to considerable risk. Venture capital is typically used in start-up businesses.



Warehouse:
 A commercial building used for the distribution or storage of goods. A warehouse may be leased or owned.



Warehousing operations:
 The process by which loans are held by banks or mortgage companies to sell in aggregate to the secondary market. Warehousing operations are used by commercial banks and mortgage companies.



Wrap mortgage:
 A new or second loan that is equal to the amount of the new loan plus the balance of the original loan.



Zoning:
 A local ordinance to regulate the use of private property for the benefit of the entire community. Zoning also regulates the size of land parcels, the height of buildings, and the density of buildings. It may also regulate the floor area of buildings.
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For more information, see: www.giles-company.com
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Exhibit 7.1 Apartment Description

Low-income units
310,000 sq. ft.

Moderate-income units

200,000 sq. ft.)

One Bedroom: 75 (650 sq. ft. each)
Two Bedroom: 100 (1,100 sq. ft. each)
Three Bedroom: 75 (1,300 sq. ft. each)
Total Number of Units: 250

Studio: 50 (500 sq. ft. each)
One Bedroom: 75 (700 sq. ft. each)
Two Bedroom: 75 (1,200 sq. ft. each)
Total Number of Units: 200






OEBPS/rsrc1KB.jpg
Table 7.3 Benefits and Risks from Riverfront Development

Stakeholders | Development | Investor Partner/ Redevelopment City Retail Residents
Corporation Lender Agency Tenants
Investment |$16.3 million Loan of 65% Land write-down Staff and Retail Association
of total of $16.5 million tax administration fee of $0.35 per
increment financing sq. ft.
Sth-year  |21% 6% of blended
Return (%) interest rate
Benefits Return on Loan repayment | Improved land; Sales tax revenues; | Profit potential; | Retailers to provide
investment plus interest improved image; positive image; collective needed goods and
additional tax regional draw to marketing services; positive
increment; potential | retail development; image of city;
for additional significant use of potential for
development within | underutilized increased
redevelopmentarea | property property values
Risks Failure to provide | Loan default Developer pulls out | Developer pulls out | Changes in Traffic, noise
sufficient cash of project; default of project; default | consumer
flow; business onloan onloan preferences;
failure; inability competition

to repay loans
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Exhibit 7.3 Household Income

Household Income Categories Project Area City of Middle Town
Very low (2% of county median) 28.8% 20.2% 21.0% 70.0%
Low (50% to 80% of county median) 22.6% 15.7% 25.9% 64.2%

Moderate (80% to 120% of county median)
Total






OEBPS/rsrc1NS.jpg
Exhibit 7.2 Parking Requirements

Parking Requirements 825 spaces
Retail (3 spaces/1,000 sq. ft. rentable space) 195 spaces
Residential (1.5 cars per dwelling unit) 600 spaces
Community Center 30 spaces
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Board of Directors
7 Members

Community Council

I— 15 Members

| Executive Director |

Property Director | | Community Center Director |

5 Managers for Retail,
Apartments, Parking,
Security, Physcial Plant

2 Managers for
Community Center
and Amphitheater

Figure 7.3 Project Management
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Stakeholders

| Board of Directors |

Middle Town Community Alliance
Management and Operations

Community Courtyard
Community Center, Retail, Residential

Cash Flow

Sales/Rentals/Property Taxes

Figure 7.2 Project Structure
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Exhibit 7.4 Investment Returns

Statistics Year 3 Year 5 Year 6

Net operating income $3.100 million $3.883 million $5.500 million
Debt coverage ratio 1.92 2.40 3.40

Cash flow before taxes $974,415 $1,126,158 $2,052,096
(after debt)

Net present value (52,161,705) - $74,889 $1,181,082
After-tax IRR 12.21% 15.55% 22.10%
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Table 7.1 Benefits and Risks From Triangle Technology Start-Up

Tnternational
ABC C Venture Capital | Businesses and | Community city
Executives Lender Groups Trade Groups | Residents
Investment | 10% equity Loan for 55% of 35%of equity | Marketingand | Labor Force Job-training
investment of total program required public relations funds
total productand | costs
start-up costs.
Return (%) | 50% cash-on-cash | 11% interest Stockand equity | Standard fees
return; value of —~value to be only
stock and equity to determined
be determined after —est.ranges from
vesting-4 years out 100% to 225%
Cash flow $21M after-tax cash | $695,000 on $35 million
flow, with $1.17M | 24-month loan after IPO
profit
Benefits Profit; long-term Guaranteed loan Money Significant Increased Tax revenues
economic health of | payments provided opportunities benefits on new properties;
corporation by "angel investors" for international | from higher multiplier effects
trade salaries from workforce
Risks. Time-to-market None-first call Potential loss Potential loss Increased traffic, | Potential for

longer; competition;
cash flow; return on
investment

on funds

of investment

of fees

noise and
parking issues

concept not
being realized
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ACC
Non-Profit

TBC For Profit
Corporation

For-Profit

Service Provider Public Agencies

¥ 12 ¥ ¥ ¥ ¥

Operations/ || Finance Marketing Finance Social Planning

Management and Sales Services
| Equity | | Grants | | Private Debt | Gap Public Contract
Financing Debt Services

Figure 7.1 Organization Structure and Sources of Funds
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Table 7.2 Benefits and Risks from ACC/TBC Public Services

Stakeholders Acc/TBC Lenders Multiple Merchants Residents city
Foundations
Investment | N/A $2 million $10million Fast-track
processing
5th-year 7.80% 9.9% combined | No financial
Return (%) interest return
Sth-year $4.9 million
Cash flow
Benefits Profit; long-term Community Community New retail facilities; |New and Increased
social and economic | i plus | Investment ityfor | affordable tax base
health of community | return of capital increased profits housing
plus interest
Risks Failure to provide | Failure to obtain | Potential loss of |Business failure Project defaults | Potential for
sufficient cash flow | return of capital | investment concept not
for projects being realilzed
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Fundamentals of
Economic
Development
Finance

—=p)
Third Edition

SusAN GILES BISCHAK

Giles & Company Strategic Business Consultants
Scottsdale, Arizona, USA
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Table 6.3 Impact of Grants: Comparison Matrix

Best Case Most Likely Case Worst Case
Rents (per Sq. Ft)
Retail Space 225 200 7.85
Community Center 1.00 0.085 075
Moderate-income apartments 135 125 115
Low-income apartments 1.10 090 085
Monthly vending revenues 30,000 22,000 16,000
Monthly parking revenues 43,250 43,250 41,250
Monthly vacancy 3% 4% 5%
Debt/Equity Without Grants
Total Cost of Project 72,545,000 65,780,000 70,005,000
Equity in Project Without Grants 17,932,950 15,396,500 15,605,000
Loan Amount Without Grants 54,612,050 50,383,500 54,399,550
Grants
Land purchase and development costs, 11,000000 5,500,000 2,750,000
(Allof Cost) (1/2 of the cost) (1/4 of the cost)
Community Center 3,775,000 3,775,000 2,831,250
(Allof the construction cost) (All of the i (3/40f
Low-income family apartments 17,437,500 15,500,000 11,625,000
(3/4 of construction cost) (2/3 of construction cost) (1/2 of construction cost)
Pariing 5,197,500 4,320,000 3,465,000
(3/4 of construction cost) (2/3 of construction cost) | (1/2 of construction cost)
Moderate-income family apartments 8,500,000 4,250,000 -
(172 of construction cost) | (1/4 of construction cost)
Total Value of Grants 45910000 33,345,000 20,671,250
Debt/Equity With Grants
Equity in Project 5327,000 9,096,250 16,444,583
Loan Amount 21,308,000 27,288,750 32,889,167
Equity in Project 1/5 of project cost 1/4 of project cost 1/3 of project cost
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Total Required

Source A

Source B

Source C

Source D

Payroll and taxes

Contract services

Rentand utilities

Equipment and leases

Supplies

Insurance

Travel

Legal and accounting

Miscellaneous

Grand Totals:

Table 6.4 First-year Budget Components and Sources of Funds
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Exhibit 7.5 Project Benefits/Risks

Community City of Equity Lender Grant
Alliance Middle Town | Provider Provider
Risks Failure to provide Bond debt Loss of equity | Default on loan | Failure of project
cash flow default
Benefits Quality of life Increased tax | High return on | Community Community
revenue investment reinvestment reinvestment

and loan interest
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Table 6.1 Sources of Grants, with Areas of Philanthropy and Possible Uses of Funds

Source

Areas of Philanthropy

Possible Uses for Loans

Commercial Banks:
Bank of America,

Wells Fargo Bank, etc.

Provide loans to owners, nonprofit developers, and for-profit developers
to rehabilitate and/or develop new housing projects and other community

facilities in underserved communities.

Construction loans for
residential units and

community center

City Housing Department

Provides loans to owners, nonprofit developers, and for-profit developers

Low-and moderate-income

to rehabilitate and/or develop new housing projects using federal funds. housing
The types of loans offered are t
and permanent financing (gap) and bridge assistance.
Section 221(d)(4) FHA (part of HUD) insures loans originated by private, HUD-approved Affordable housing

Mortgage Insurance

lenders. Prospective project sponsors/mortgagors are responsible
for finding a HUD-approved lender to make a loan. Section 221(d)is not

a direct-loan program.

permanent financing

Low-Income Housing

Tax CreditProgram

Provides private developers with federal and state tax credit if a certain

percentage of the units in the projects are rented to low-income occupants.

Low-and moderate-income

housing equity investment
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Table 6.2 Sources of Very Low-interest Loans for Land Acquisition,
Predevelopment Costs, and Gap Financing for Construction

Source Areas of Philanthropy Possible Uses for Loans
Commercial Banks: Provide loans to owners, nonprofit developers, and for-profit developers Construction loans for
Bank of America, to rehabilitate and/or develop new housing projects and other community | residential units and
Wells Fargo Bank, etc. facilities in underserved communities. community center
City Housing Department | Provides loans to owners, nonprofit developers, and for-profit devel Low-and mod
to rehabilitate and/or develop new housing projects using federal funds. housing

The types of loans offered are acquisition, predevelopment, construction,

and permanent financing (gap) and bridge assistance.

Section 221(d)(4)

Mortgage Insurance

FHA (part of HUD) insures loans originated by private, HUD-approved Affordable housing
lenders. Prospective project sponsors/mortgagors are responsible permanent financing
for finding a HUD-approved lender to make a loan. Section 221(d) is not

a direct-loan program.

Low-Income Housing

Tax CreditProgram

Provides private developers with federal and state tax credit if a certain Low-and moderate-income

percentage of the units in the projects are rented to low-income occupants. | housing equity investment
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Source: Giles & Company Strategic
Business Consultants (2011, 2019)

Image 6 Bank pillars
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Sale Price = Net Operating Income/Capitalization Rate

Basis = (Construction Value - Accumulated Depreciation) + Land Value

Sale Price - Selling Expenses = Net Sales Price

Net Sales Price - Basis = Gain on Sale

Gain on Sale - Capital Gains Tax — Loan Payoff = Proceeds of Sale

Table 5.12 Sales Proceeds Formula
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Risk

Mitigation Strategy

Borrower Risk

Track record

Current capacity

Financial and organizational
status of borrower

Review financial performance for each project or business;
conduct interview process, check references, and seek approvals
from independent parties.

Verify development or business schedule; check other projects
orventures.

Review corporate and individual financial statements and tax returns
for 3 years. Require equity; require credit enhancement if financial
statement does not meet high standards.

Project Risk

Failure or inability to complete project
Unexpected physical issues/
Problems

Cost overruns

General contractor
performance

Financial failure

Reduction in property/
Business value

Loss of public subsidy, grants
Loan Default

Review construction costs, plans, and schedule; secure

assessment for

Retain independent construction or operations manager to
monitor
negotiate maximum soft cost amount; negotiate who wil be
responsible for cost overruns.

a quity ; req
bonds and letters of credit for performance completion; require
completion guarantees and define penalties for failure to complete;
retain a percentage of the total contract and developer proft until
project is completed.

payments
For businesses, secure personal or other guarantees, letter of credit,
and reserves.

dditional collateral if property or
declines below required debt/equity ratio.

Obtain guarantees from public agency, foundations, and corporations.

Financial mismanagement
by developer and
property managers or
business officers

Market decline

Poor systems

Obtain developer or execu tain payment
guarantees; retain experienced property managers
or executives and check references.

Obt 1 h
I d exceed

Revi o verify that d expenses
or d be

and lease renews for I

expenses; equite opefating reserve to cover costs i necessary.

Table 5.13 Risks and Mitigation Strategies for Loans
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Taxable Income (or Loss) 443,333

Plus: Depreciation 153,846
Less: Principal to Be Repaid (190,320)
Cash Flow Before Tax 406,859
Plus Tax Savings (or Tax) (137,433)
Cash Flow After Tax 269,426

Table 5.11 After-tax Cash Flow (in $$)
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Gross revenues + Other Income - Vacancy and Credit Loss + Bill backs = Effective Gross Income

Effective Gross Income - Operating Expenses = Net Operating Income

Net Operating Income - Debt Service = Before-Tax Cash Flow

Table 5.9 Net Operating Income and Before-tax Cash Flow Formulas
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Year 1 Year 2 Year 3 Year 4 Year 5
Formula example | $1.26/$1.50 | $1.27/$1.53 | $1.29/$1.56 | $1.30/$1.60 | $1.32/$1.62
Break-even ratio 83.9% 83.1% 82.4% 81.7% 81.0%

Table 5.10 Break-even Ratio (in $000s and rounded)
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Year 0 1 2 3 4 5 6
G. CALCULATION OF KEY RETURNS
Proceeds of Sale $1614971  $1,647738  $1702631  $1781,959  $1,888268  $2035855
PresentValue Factor, 1-5 yrs. 15% 08696 07561 06575 05718 04972 04323
Present Value of Sale Proceeds (1500000  $1,404378  $1,245854  $1,119480  $1018924 $938,847 $880,100
After Tax Cash Flow $(1,500000 5269426 $277,446 $285041  $292144 $298,684 $327,435
Present Value Factors (Discount Rate 0. 0.869% 07561 06575 05718 04972 04323
from Investors)
Present Value of Cash Flow $(1,500,000) $234,293 $209,777 $187,414 $167,048 $148,506 $141,550
AfterTax
Net Present Value After Tax* $(1500000)  $1638671  $1455631  $1,306894  $1185972  $1,087353  $1021650
(Calculated based on PV of Sales
Proceeds plus PV of Cash Flows.
Less Equity Investment)
Annual Cash on Cash Return (After Tax) 17.96% 18.50% 19.00% 19.48% 1991% 2183%
Internal Rates of Return
Year | $(1,500000)  $1,884,397
Year 2 $(1,500,000) $269,426 $1,925,184
Year 3 $(1500000)  $269426 $277,446  $1,987,672
Year 4 $(1,500,000) $269,426 $277,446 $285,041 $2,074,103
Year 5 $(1,500000 5269426 $277,446 $285041  $292144  $2186952
Year 6 $(1,500,000) $269,426 $277,446 $285,041 $292,144 $298,684 $2,363,290
*After Tax IRR (Including Sales) 26% 23% 22% 22% 22% 22%

Source: Giles & Company Strategic Business Consultants, Susan Giles Bischak (2010).

Table 5.8 Commercial / Industrial Pro Forma continued
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AMORTIZATION TABLE

Loan Amount 6000000

Term 15 180

Interest Rate 0.10  0.008333333

Year 1 2 3 4 5 6

(End of Year Calculation)

Mortgage Payment $(773,716) $(773,716) $(773,716) $(773,716) $(773,716) $(773,716)
Interest Paid During Period $(583,396) $(563,467) $(541,451) $(517,130) $(490,262) $(460,581)
Principal Repaid $(190320)  $(210249)  $(232265)  $(256,586)  $(283454)  $(313,135)
Remaining Loan Balance $5809,680  $5599,431  $5367,166  $5110580  $4,827,126  $4,513991

Calculate your mortgage payment, interest paid during period, principal repaid, and remaining loan balance.

Transfer to Page 4 - C. Calculation of Debt Service

Table 5.8 Commercial / Industrial Pro Forma continued
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B. BEFORE TAX CASH FLOW

End of Year 0 1 2 3 4 5 6
Equity Investment ($1,500,000)
Revenues
Gross Revenues $1,500000  $1530,000  $1,560600  $1,591,812  $1,623648  $1,656,121
OtherIncome $24,000 $24,480 $24,970 525,469 $25,978 526,498
Less: Vacancy & Credit Loss ($105000)  ($107,100)  ($109242)  ($111427)  ($113,655) ($82,806)
Add:  Billbacks CAM $246,075 $252807  $259,728 $266,843 $274,159 $281,679
Effective Gross Income $1665075  $1,700187  $1,736056  $1,772,697  $1810130  $1,881492
Operating Expenses
Property Management $45,000 $46,350 $47,741 549,173 $50,648 $52,167
Administrative & Overhead 560,000 $61,800 $63,654 565,564 $67,531 $69,556
Common Area Utilities & Service $93,000 $95,790 $98,664 $101,624 $104,672 $107,812
Maintenance & Security $90,000 $92,700 $95,481 $98,345 $101,296 $104,335
Real Estate Taxes $76,500 $78,795 $81,159 $83,594 $86,101 $88,684
Insurance $30,000 $30,900 $31,827 $32782 $33,765 $34,778
Other $45,000 $46,350 $47,741 549,173 $50,648 $52,167
Reserves for Repairs $45,000 $46350 $47,741 $49,173 $50,648 $52,167
Total Expenses $484,500 $499,035 $514006  $529426 $545,309 $561,668
Net Operating Income $1180,575  $1,201,152  $1,222050  $1243271  $1264,821  $1,319824
Debt Service $(773,716) $(773716)  $(773716)  $(773,716)  $(773,716) $(773,716)
Debt Coverage Ratio 153 155 158 161 163 17
Cash Flow Before Taxes $406,859 $427,436 5448334 5469555 $491,106 $546,108

Table 5.8 Commercial / Industrial Pro Forma continued
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Year 1 2 3 4 5 6
C. CALCULATION OF DEBT SERVICE
(End of Year Calculation) S(773716)  $(773716)  $(773716)  $(773716)  S(773,716)  $(773,716)
Mortgage Payment $(583,396) $(563,467) $(541,451) $(517,130) $(490,262) $(460,581)
Interest Paid During Period $(190320)  $(210,249)  $(232265)  $(256,586)  $(283,454)  $(313,135)
Principal Repaid
$5800,680  $5599,431  $5367,066  $5110580  $4,827,126  $4,513,991
Remaining Loan Balance
D. CALCULATION OF TAXABLE INCOME
Net Operating Income $1,180,575  $1,201,152  $1222050  $1,243271  $1,264821  $1,319,824
Less: Depreciation $(153846)  $(153846)  $(153846)  $(153846)  $(153,846)  $(153,846)
Less: Interest (To be Calculated) $(583396)  $(563467)  $(541,451)  $(517,130)  $(490,262)  $(460,581)
Taxable Income (Loss) $443,333 $483,839 $526,753 $572,295 $620713 $705,397
E. AFTERTAX CASH FLOW
Taxable Income (or Loss) $443333 $483,839 $526,753 $572,295 $620,713 $705,397
Plus: Depreciation $153,846 $153,846 $153,846 $153,846 $153,846 $153,846
Less: Principal Repaid (To be calc) $(190320)  §(210249)  $(232265)  $(256586)  $(283,454)  $(313,135)
Cash Flow before Taxes $406,859 $427,436 $448,334 $469,555 $491,106 $546,108
Plus: Tax Savings (or Tax) $137,433 $149,990 $163,203 $177,411 $192,421 5218673
(Calc. Taxable Income*Tax Rate)
After Tax Cash Flow $269,426 $277,446 $285,041 $292,144 $298,684 $327,435
F. CALCULATION OF SALES PROCEEDS
Sales Price (NOI/Cap Rate) $7,870,500  $8,007,680  $8146997  $8,288473  $8432141  $8798,825
Less: Selling Expenses $472,230 $480,461 $488,820 $497,308 $505,928 $527,930
Net Sales Price $7398270  $7,527,19  $7658177  $7791,164  $7,926213  $8,270,896
Less: Basis $7420254  §7,093844  $7,167,861  $7042310  $6917,198  $6,836,688
(Basis=Const.Value-Accum.Deprec.
plus Land Value)
Gain on Sale $(21,984) $233,376 5490316 $748,854  $1009015  $1,434208
Less: Capital Gains Tax $(4,397) $46,675 $98,063 $149,771 $201,803 $286,842
Less: Loan Payoff (To be calculated) $5809,680  $5599431  $5367,166  $5110580  $4827,126  $4,513991

Proceeds of Sale

Table 5.8 Commercial / Industrial Pro Forma continued
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A. ASSUMPTIONS

Revenue Assumptions are MONTHLY DOLLARS
Expense Assumptions are ANNUAL PERCENTAGES times GROSS REVENUES
Revenue, Expense, and Property Tax ESCALATIONS are ANNUAL PERCENTAGES

Revenue Assumptions

Leases: Square Feet | Monthly Rent | Monthly Rent | Parking Rent | Vending Monthly Monthly Vacancy
/Sq. Ft. ($50/Stall) Revenues Vacancy % % Years 6 - 10
Building 1 Light Manufacturing 100,000 40,000 $0.40 $750 0.07 0.05
Building 2 Light Manufacturing 75,000 30,000 $0.40 $750 0.07 0.05
Building 3 Office,R &D 25,000 20,000 $0.80 $- 0.00 0.05
Building 4 Bulk Warehouse 100,000 35,000 $0.35 $500 0.07 0.05
TOTAL 300,000 $125,000 $- $2,000 0.07 0.05
Expenses Assumptions
Property Management 3.00% To calculate= 0.03
Administrative & Overhead 4.00% To calculate = 0.04
Common Area Services & Utilities 6.20% To calculate = 0.062
Maintenance & Security 6.00% To calculate = 0.06
Real Estate Taxes (1.02% of 1.02% To calculate = 0.0102
Purchase Price)
Insurance 2.00% To calculate = 0.02
Other 3.00% To calculate = 0.03
Reserve for Repairs 3.00% To calculate = 0.03
CAM - Billed back quarterly but shown here annually
Annual Billbacks - CAM Year 1 $246,075
Year 2 $252,807
Year 3 $259,728
Year 4 $266,843
Year 5 $274,159
Year 6 $281,679
Revenue Escalations 2.00% To calculate = 1.02
Expense Escalations 3.00% To calculate= 1.03
Property Tax Escalations 2.00% To calculate = 1.02

Table 5.8 Commercial / Industrial Pro Forma
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Other Assumptions

Purchase Price
Equity in Project
Loan Amount
Term

Loan Interest Rate

Depreciation (Improvement/Useful Life)
Income Tax Rate
Capital Gains Tax Rate

Percent Value of Land
Percent Value of Buildings

Sales Commission

Performance Measures
Debt Coverage Ratio
Capitalization Rate
Desired Internal Rate of Return
Discount Rate

Cummulative Depreciation Calculations

(Purchase Price * % Improvement/Useful Life)

(For Basis Calculation - Y. 6)

$7,500,000
$1,500,000
$6,000,000
15
10%
31%
20%
20%
80%
6%
1.25-1.50+
10%to 15%
15% to 20%
10% to 15%
Year 1
Year 2
Year 3
Year 4
Year 5
Year 6

(Purchase Price - Equity)

Years (and Months) 180

Factor/month 0.008333333

Commercial = 39years
Select Best Rate

10% 12% 14% 15%
15% 18% 20%  24%
10% 11% 12% 15%

$153,846
$307,692
$461,538
$615,385
$769,231
$923,077

Table 5.8 Commercial /Industrial Pro Forma continued
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Year 1 Year 3 Year 5 Year 7 Year 10
Cash Assumptions
Equity 50,000
Loan 50,000
County subsidy 55,000 40,000 15,000 15,000 15,000
Grants 50,000 100,000 100,000 100,000 100,000
Total Cash 205,000 140,000 115,000 115,000 115,000
Pro Forma
Revenues
Rents 18,980 20,102 21,220 22,347 23,470
Vending machines 786 884 982 1,081 1179
Fee income 155,000 195,000 235,000 255,000 265,000
Total revenues 174,766 215,986 257,202 278,428 289,649
Expenses
Payroll 140,000 145,000 150,000 155,000 165,000
Taxes 22,550 22,570 22,570 22,650 23,400
Equipment 20,850 6,000 6,000 6,750 6,750
Utilities 11,600 12,000 12,000 12,000 12,000
Legal and 1,288 1,300 1,288 1,288 1,288
accounting
Insurance 3,900 3,900 4,300 5,000 5,000
Transportation 12,000 9,000 9,000 9,000 9,000
Professional Fees 35,000 15,000 10,000 10,000 10,000
Miscellaneous 25,000 5,000 15,000 15,000 5,000
Total Expenses 272,188 219,770 230,158 236,688 237,438
Net Operating Income (97,422) (3,784) 27,044 41,740 52,211

Table 5.7 Sample Cash and Income Statement

for Global Stores Rehabilitation Project.
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A. Before-Tax Cash Flow
Revenues —Vacancies = Effective Gross Income

Effective Gross Income — Operating Expense = Net Operating Income
Net Operating Income ~ Debt Service =

Before-Tax Cash Flow

B. Debt Service
Mortgage Amount, Term, Interest Rate
Mortgage Payment
Principal Repayment
Interest Payment
Remaining Loan Balance

C. Taxable Income

Net Operating Income - Depreciation
- Interest Payment =
Taxable Income (Loss)

D. After-Tax Cash Flow
Taxable Income (Loss) + Depreciation — Principal Repaid =
Before-Tax Cash Flow

Before-Tax Cash Flow + Tax Savings (Loss) (Calc. Tax Inc. x Tax Rate) =
After-Tax Cash Flow

E. Sales Proceeds B

Sale Price (NOI/Cap Rate) - Depreciation = Net Sales Price

Net Sales Price - Basis (Construction Value) N
— Accumulated Depreciation + Land Value = Gainon Sale | | F- Net Present Value & After-Tax IRR

Gain on Sale - Capital Gains tax - Loan Payoff = PresentValue of Sales Proceeds + Present Value of Cash Flows
Sales Proceeds - Equity Investment + Net Present Value (NPV)

After-Tax IRR (With/Without Sales Proceeds
= Discount Rate Where NPV is 0.

Source: Giles & Company Strategic Business Consultants (2010, 2019)

Figure 5.2 Discounted Cash Flow Model
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1 Assumptions
Document all revenue assumptions, including rents, parking, vending machines, public
telephones, Laundry, services, revenues from products.
For development projects only, calculate bill backs from common area maintenance and
add to revenues.
Estimate expenses. For development projects, estimate property management,
administrative and Overhead, common area services and utilities, maintenance and security,
real estate taxes, insurance, other expenses, reserves for repairs. For services, estimate rent,
payroll, benefits, general and administrative costs, utilities, maintenance, security, insurance.
Develop assumptions for purchase price and/or start-up costs, equity in the project or
business, loan amount, term of loan, interest rate of loan, depreciation, income tax rate,
capital gains tax rate, and sales commission or other related business costs. In a service
delivery program, it is unlikely that one would determine capital gains tax rate unless the
business was sold at a determined date.

2 Test
Vary and test assumptions with information from development and small business experts,
accountants, and attorneys. The marketplace provides strong data to test against the
assumptions used in building the pro forma. An automatic fixed escalation in rents and
expenses will not be sufficient. Vary the rents and expenses according to historical real data.

Run the model through before-tax cash flow to determine if variables are sound. If more
equity is needed or if the loan amount and/or the purchase price must be reduced, explore
methods for securing grants or low-interest loans or for negotiating a reduced purchase price.
Often, public agencies can assist with land write-downs if the project is one that the

agency advocates.

3 Revise
Revise the model assumptions based on testing and adding additional data to the equation.
Revise for reasonableness, not for a specific return.

4 Final Pro Forma
After variables have been tested, refine all assumptions and prepare the pro forma, the
amortization schedule, the project plan, the financial plan, and corporation and individual
financial statements. Many aspects of the loan proposal are incorporated into the business
plan, as described in Chapter 2. Lenders will require their own loan applications.

Table 5.6 Pro Forma Structure for Economic Development
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SOURCES

USES

P’

Acquisition,
Equity, Start-Up

Rehabilitation,

Operations

Interim and
Long-Term
Loans

Subsidies

Equity Investors
Individ alinve t s
Pension funds
Insurance companies
RETs
Venture funds

X % > X X % x

Conventional Debt
Commercial banks
nsurance companies
Pension funds

Other Private Debt
Mortgage-backed securities
REITs
Investor loans

x

>

Federal Government
Tax-exempt bonds
Tax credits
Community Development
Bl kG an funds

Small Business Administration

x

State Government
State mortgage funds
C mmunity business loans
Technology funds and grants
State enterprise zones
Tax exempt bonds
Taxallocation bonds

>

x % x x

>

City or County Government
Community business loans
Revolving loan funds
Venture funds
Job Training Partnership
Land write-downs
Housing Authority

> % % x

Foundations and Grants

Table 5.4 Sources and Uses of Funds for Economic Development Projects
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Most Likely Case

Best Case Worst Case
Capital Equipment
Computers, printers, fax 10,000 12,500 15,000
Telephone 3,000 5,000 6,000
Play equipment 10,000 12,500 15,000
Furniture and fixtures 85,000 100,000 115,000
Elder care equipment 100,000 125,000 135,000
Landscaping 10,000 15,000 20,000
Indoor plants 1,000 1,200 1,500
Total Capital Equipment 219,000 271,200 307,500
Estimate Revenues 79,815 72,559 65,303
Estimated Operating Expenses
Payroll and benefits 23,515 21,377 22,300
Payroll taxes 1,860 1,925 2,025
Workers' Compensation ins. 475 525 550
Building insurance 780 900 975
Rent 8,760 9,500 10,500
Telephone 455 500 525
Office supplies 5,500 6,000 7,000
Vending supplies 900 975 1,025
Utilities 2,950 3,000 3,050
Legal 1,500 1,500 1,500
Accounting 600 600 600
Cleaning services 1,275 1,275 1,275
Security services 1,500 1,600 1,775
Equipment repairs 1,500 1,650 1,875
Miscellaneous and reserves 3,000 3,500 4,000
Total Operating Expenses 54,570 54,827 58,975
Net Operating Income 25,245 17,732 6,328

Table 5.5 Sample Start-up Pro Forma (in $)
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Source: Langley (2008)
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Economic Reinvestment District (ERD)
Conceptual Funding Model

$$
Annual District A ERD
Revenue rogram Incremental
Commences Dieien
(Funds ERD Projects)
$100 J New
Revenue Base
(Reverts to
Authorities)
§50 | Pre-ERD Base Year District Revenue
Revenue (Retained by Authorities)
s B o A
Bond/Loan o = 2
Pocesds el Base
Year Years

Capital Investments

District Improvements

Sources: Johnson (1999); Eversbere (2005); Property Council of Australia (2007); PriceWaterhouseCoopers (2008); Langley(2008)
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Project-Specific Guidelines

Measures

Developer or business executives’
track record

Historical account of developer projects or
executives' experiences

Equity in project

Percentage of equity to debt

Project feasibility

Feasibility study, business plan, market
performance

Security of project

Absorption forecasts and dollars in reserve to
cover negative cash flow

Security of developer/investor

3 years of certified corporate financial statements;
3 years of personal financial statements

Cost of money

Interest rate, points, letters of credit

Portfolio Guidelines

Measures

Ability of institution to lend

FDIC regulations; board policy; credit committee

Composition of portfolio

Location of project

Existing loans by property type on the books of the
financial institution

Geographic location

Size of loan and terms

Board policy; credit committee

Evaluation of risk

Subjective with final determination by the credit
committee

Table 5.2 Project and Portfolio Lending Guidelines
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Federal Sources

Tax-exempt bonds
Low-interest permanent financing for single-family housing senior housing, apartments,

senior medical facilities

T pt bonds for P 1t
Tax inc ement financing (TIF) for acquisition, demol tion, emodeling, rental assistance,
lease assistance

Certificates of Participation (COPs) Lease Revenue Bonds

Build, Operate Tra sfer (BOTs) Public and Private Finan ing

Community Development Block Grant Funds (HUD)

US. Small Business Adm nistrat on loans
7(a) Loan Guaranty; LowDoc; FASTRAK, 7(M); MicroLoan Program, SBA 504 Loan

State and Local Sources

State mortgage funds for low-interest loans
Community business loans for start-up companies
Technology funds and grants for start up companies and technology parks
State enterp ise zones and community development block grant funds
Tax-exempt onds for infrastructure development
Assessment districts, Mello-Roos (California)
Certificates of Participation (COPs) Lease Rev nue Bonds
Certificates of Obligations (COs) Lease Revenue Bonds where City resumes
ownership of development after bonds are paid off. For the State of Texas
only at this time. COPs and COs are the ultimate P3 financing today.
Build, Operate, Transfer (BOTs) Public and Private Financing
TIF Districts for pre-determined improvements (works with other public and private funding)
Tax-exempt bonds for industrial development
Low-interest loans for industrial parks, industrial expansions
Revolving loan funds for local economic development corporations
Venture funds for local economic development corporations
Job training funds under Job Training Partnership Act (JTPA), granted by Private Industry Councils

Table 5.3 Public-Sector Funding Sources
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Savers Investors
Individuals Individuals
Businesses Businesses

Life Insurance Co.

Pension Funds

Principle Players
Banks and Credit Unions
Life Insurance Companies
Investment Banks
Venture Funds
Pension Funds
Real Estate Investment Trusts
Mortgage-Backed Securities
Mortgage Banks

Local, State, and Federal Governments

Sources: Giles & Blakely (2001); Adapted from Wurtzebach and Miles (1994, p. 376).

Figure 5.1 U.S. Capital Markets: Flow of Funds
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Individuals, Businesses,
Life Insurance Companies
Pension Funds, Real Estate Equity Funding
Investment Trusts, Opportunity
Zones, Investments by
Individuals, Businesses, and
possibly Pension Funds and R.E.
Investment Trusts.

Commercial Banks, Credit

Unions, Life Insurance
Debt Financing
Companies, Banks, Mortgage

Backed Securities, Investment Banks,
Pension Funds

Venture Funds, Pension Funds
Individuals, Businesses, Gap/Interim Financing

Foundations

Venture Funds, Foundations,

Businesses, Non Profits Grants

11l

Table 5.1 Private Funding Sources
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v CHECKLIST 4.C Physical Inspection

General Characteristics:

General and Overall Conditions:

Tenant Directory:

Signage:

Parking Lot:

Truck Turnaround Areas:

Common Areas:

Building C! i d Conditions:

Roof Type/Condition:

Roof - Visible Leaks or Staining:

Hallways - Flooring, Walls, Cei

Number of Offices, Flooring, Walls, Ceilings:

Visible D i Exterior:

Equipment and Security:

Mechanical Equipment and Capacity:

Electrical Equipment and Capacity:

Ventilation System and Capacity:

Energy Conservation (Yes or No; if Yes, type):

Fire Safety

Security Equipment:

Other: “As Builts" Available:

Certificaters of Occupancy or Equivalent:
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v CHECKLIST 4.D Market Overview

Market Area Data:

Total Square Feet Built:

Total Square Feet Planned for (New 2 Years):

Historical Absorption Rate (Number of Square Feet/Year):

5-Year Absorption Rate (Last 5 years - Square Feet/Year):

5-Year Absorption Rate - Existing Buildings:

5 Year Absorption Rate - New Buildings:

Competitive Properties Sold Within Last 24 Months:
Lease Rate/Sq. Ft.
Location  Price Size ~ Price/Sq.Ft. Land Area Amenities Key Tenants Office Area Only

Competitive Properties Leased Within Last 24 Months:
Size of NNN or Gross/
Location Key Tenants Space Lease Terms Amenities Land Area Rent/Sq. Ft. Expense Stops
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v CHECKLIST 4.A Socioeconomic Data

Sources of Data:
City/County planni economic real estater brokers,
real estate data services, census data via the Internet, state and federal departments of transportation.

Economic Base of Market Area:

5-Year Growth Patterns (2010-2015 and 2015-2020), Total and Industry Sectors, in %:

Population:

2010 2015 2020
Income:

2010 2015 2020
Employment:

2010 2015 2020
Wage Levels:

2010 2015 2020

Transportation Patterns:
Freeway: Rail: Bus:

Air: Car: Other:

Adequacy of Public Infrastructure:

Water: Sewer:






OEBPS/rsrcX6.jpg
v CHECKLIST 4.B Property Review

Property Name and Location:

Property Type: Size: Age:
Occupancy Rate:

AskingPrice: ____________Price/sq.Ft:

Building and Site CI

Construction:

DesignType:

Loading:

Building Depth:
Clear Height:

Ceiling Height:

Parking Ratio:

Size of Tenant Spaces:
Tenants:
Name: Credit Information:

Credit Information:

Credit Information:

Office Finish: Lease Expirations 2015-2020 (Sq.Ft. and 9%):

InsertYear: 2015, 2016, 2017, 2018, 2019, 2020

Site Coverage: Year.
Ameniti
Sprinkler System: Year
Column Spacing: Year
Dock Height: Year
Truck i \reas: Year.
Grade Level: Year
Lighting: Year
Ventilation System: Year
Floor Thickness: Year
Year
Issues:

Other Issues:
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EXHIBIT 4.6

Multifamily Housing Demand Analysis, 2010-2020

Household Projections.
Number of Households
2005 2010 2015 2020
First ity 3,149 3402 3,781 4,251
Second City 21,779 23528 26149 29402
Balance of Freeway County 88,124 95,200 105,810 118,967
Total County 113052 122130 135740 152620
Growth Rates** Proportion of Owners to Renters**
[ TimePeriod _ Rate _ “TimePeriod % Owner _ % Renter |
20052010 8.03% 2005-2010 63 37
20102015 11.14% 2010-2015 63 37
2015-2020  1244% 2015-2020 63 37

Growth in Households**

2010-2015  2015-2020

First City/Second City 3,000 373
Balance on Freeway County 10610 13,157
Total County 13,610 16,880
Growth in Renters**

First City/Second City only 1,100 1378
Total County 5,036 6,246

Annual Demand for Rental Housing**
First City/Second City only 222 276
Total County 1,007 1,249

First Clty Gateway Capture Rate for 3 Year Bulld Out*
First City/Second City only 88.9% 716%
Total County 19.6% 15.8%

i City may absorb.
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Source. Giles & Company Strategic Business Consultants (2010, 2019).

Image 3. Office Buildings
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XHIBIT 4.4

First City Existing and Planned Residential Development

Project/Location No. of Acres Single-Family/  Project Status
Number of Lots  Multifamily Rental

Existing Projects

Glenn Homes 25,86 Single family 2lots available

Manor Homes 10,30 gl ly 24 custom h
6lots available

Subdivision Homes 63,248 Single family 112 homes completed in Unit 1;
71 lots completed in Unit 11;
16 homes under construction and
49 lots remaining

Fair Housing 2,11 ity 97 single-family h leted;
13 lots under construction

First City Homes 32,126 Single family 10 lots remain available

LaPaz Homes 1178,106 gl ly Cluster i ily h
71 homes under construction;
balance awaiting approvals

Bird Development 108,526 gl % Units 1,2, 3 and 6 und
Units 4a, 4b, and 5 complete

Estate Homes 35,211 Single family 130 units completed, 35 under
construction; balance of lots available

Race Homes 22,74 gl ly Rough grad pleted

West Homes 8,22and 3 duplex  Single family 11 units completed or under
construction; balance available

Approved Specific Plans

Park Development 206,809 Single family & Maximum 131 high-density units

Multifamily

Southwest Development 141,800 Single family Planned units are for single family;
multifamily housing designated but
not planned at this time

Hill Properties 20acres Single family

Tree Development 36acres Single family

School Homes 69acres Single family
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First City and Second City

Estimated Households by Income (2005)

Income Category First City Second City
$150,000 and over 559 202
$100,000 - $149,999 392 6.07
$75,000 - $99,999 970 1026
$50,000 - $74,999 2582 3090
$35,000 - $49,999 2197 2132
$25,000- $34,999 13.58 1056
$15,000 - $24,999 1089 929
$5,000-$14,999 7.10 838
Under $5000 143 118
2015 Average Houshold Income $64,020 $57,417
2015 Median Household Income $46,602 $49,476
2015 Per Capita Income $26,740 $24,520
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- Ermsy

Executive Summary

Development Plan
47.22 acres

592 multifamily units
1-2 bedrooms, 1-2 baths
In-unit laundry
Recreation Center
Parking

Growth in Labor Market
2005 - 2010 14.28%
2010-201517.65%

2015 - 2020 9.4%

Annual Demand for Apartments

2010- 2015 222 First City and Second City
1,007 Freeway County

2015 - 2020 276 First City and Second City
1,249 Freeway County

Planned Supply for Apartments

0 units First City

264 units Second City

Eligible Households for Apartments
First City 1,246

Second City 7,855

Total Freeway County 68,581

City Benefits

Community Apartments fulfills General Plan
requirements for diversified housing stock.
Community Apartments provides a labor
pool for employment growth.

Community Apartments residents will
support planned commercial development.

Primary Target Market

Freeway County

Dual career and single households
Seniors

Target Income Groups
<$50,000 annual

Growth In Households
2005-2010 11.14%
2010-201512.44%
2015-2020 8.6%

Minimum Income Required to Rent
$23,250 - $25,000

Minimum Income Required to Own
$40,000 - $50,000

City Costs

Staff, Council, Planning Commission time
to review zoning change
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L ExHe <2

Employment Statistics

Annual Averages
Occupation ‘C‘;’:L“': 9% Change
2010 2015 9
Managerial and Administrative 9744 10400 656 67
Professional, Paraprofessional, Technical | 33952 38688 | 4736 139
Sales and Marketing 19888 21304 | 1416 71
Clerical and Administrative Support 25216 25472 256 10
Service 27080 30348 | 3,068 12
Agricultural, Forestry, Fishing 1376 1428 52 38
Manufacturing and Construction 38032 42392 | 4360 1s
Total, All Occupations 155488 170,032 | 14,544 94
First City Competitive Apartment Survey
Project | #ofUnits | UnitType | MonthlyRent | Vacancy Rate | Amenities Comments
Aparmenth | 36| 2banbe ssas o Carports; Tenantspay lectricty
aundry room
Aparments | : | 2bd2be sos o 1000squire | Bulding!s
footunis 10yearsold
carports only;
washeridryer
inunts
Aparmentc | 104 | 1banbe ss10 " Laundryroom; | One it
2bansta | s covered vacantand
parking willease quicky
swimming pool
Aparmentd | 95 bk 5575 » Cowered Bultin 1980
2bd1ba parking:
sbanba | Ses0s77s aundry room;
swimming
pookhottub;
saunsresident
dubhouse
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Element Focus

Independent The market study is conducted by a third party - an independent
objective entity

Conservative The author follows the steps for market analysis, undertaking a site
and area analysis; economic and demographic analysis; competitive
analysis of supply; analysis of demand; and a description of development
program including size of project, expected absorption, timing, and pricing.

Due diligence The author outlines a series of scenarios examining the best case, the
worst case, and the most likely case. The author defines the parameters
of each scenario, identifying the risks, how the project may be affected,
and what steps can be taken to reduce risk or turn the project around.

Table 4.4. Critical elements of market analysis.
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1 Mile Trade Area

2010 2015 2020 (est.)
Population 330,000 412,500 498,000
Households 94,000 153,000 178,000
Average Household Size 35 27 28
Race
White 270,200 293,000 330,000
Black 30,000 37,500 40,000
Asian 22,300 46,000 77,000
Hispanic 5,900 22,500 33,000
Other 1,600 13,500 18,000
Median Age, years 32years 27 years 23 years
Income
Per Capita $33,000 $42900  $51,50000
Median Household $46,000 $55200  $69,00000
Average Household $44,000 $52,000  $6540000
Employed Population 106,000 143,000 186,000

Table 4.2. Brava Valley population/employment summary 2010-2020.

Occupation Amialverages ‘5‘::;’: 9% Change
2015 2020
Managerial and Administrative 9744 10400 656 67
Professional, Paraprofessional, Technical | 33952 38688 | 4736 139
Sales and Marketing 19888 21304 | 1416 71
Clerical and Administrative Support 25216 25472 256 10
Service 27,280 30,348 3,068 1.2
Agricultural, Forestry, Fishing 1376 1,428 52 38
Manufacturing and Construction 38,032 42,392 4,360 115
Total, All Occupations 155,488 170,032 14,544 9.4

Table 4.3. Brava Valley employment projections, 2015-2020.
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Figure 4.4. Key components of the market.
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Major =

Highway

Transit
Line

Central Business District

N I
\».
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R Area v
{A’I Primary | NS
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Figure 4.3. Primary and secondary market areas, with

census tract grids and major arterials.
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Primary Secondary
Neighborhood Churces, temples Neighborhood papers
Interviews with brokers U.S. Census
tenants, merchants, shoppers Planning agencies
School Districts National data sources
Police, fire departments Military
Neighborhood associations
City Building permits Telephone directory

Planning agencies
Business licenses
Industry councils

Chambers of Commerce
City business directories
Service organizations
Military

Ethnic Yellow Pages
Newspapers

State and Regional

Legislative documents
State Board of Equalization
Public utilities

U.S. Census

County business patterns
Regional planning

State employment development

Table 4.1. Primary and secondary data sources.
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Potentially Potentially
underserved overserved

Other Retail

Apparel & Accessory Stores
Eating & Drinking Places
Furniture & Home Furnishings
General Merchandise Stores
Auto Dealers & Gas Stations
Home Improvement Stores

Food Stores

50 75 100 125 150 175

0 3-Mile Radius B 5-Mile Radius O 7-Mile Radius

Figure 4.1. Opportunities in general retail.
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Potentially Potentially
underserved overserved

Furriers & Fur Shops E
Maternity Shops E
Handbags & Leather Goods é

Miscellaneous Apparel & Accessory
Custom Tailors

Bridal Shops

Family Clothing Stores
Women's Accessories
Women's Clothing Boutiques
Shoe Stores

Children’s Wear Stores
Sportswear Retailers

Men'’s Clothing Stores
Western Apparel Shops

Wig & Hair Stores

T-Shirts, Custom Print Design
Uniforms / Work Clothes

Unisex Clothing Stores

©3 3-Mile Radius

0

-
=
——
=
:ﬁ

s
-
&
-
==

I

i

[=

00 200
= 5-Mile Radius

300 400
= 7-Mile Radius

500

Figure 4.2. Opportunities in apparel and accessories.
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Variables

Year 1

Year 2

Year 3

Year 4

Year 5

Number of Sq. Ft.

Rentable Sq. Ft.

Vacancy Rate

Net Leased

Annual Lease Rate/Sq. Ft.

Revenues (Net Leased
Lease Rate)

Annual Expenses/Sq. Ft.

Expenses (Net Leased
Expense/Sq. Ft)

Net Operating Income (NOI)

Table 4.5. Development Program Assumptions and
Preliminary Financial Review.






OEBPS/rsrcM3.jpg
(# of businesses by retail category in the market)

100 *

(# of businesses in the market)

The Market Serving Index =

(# of businesses by retail category in the market)

(# of businesses in the county)
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Board of Directors Shareholders
Chairman

I
| Chief Executive Officer |

Operations Sales/Marketing g:f/eeTc:;I:::nc: Finance

Staff | | Staff | | Staff | | Staff

Figure 3.1. Private corporation organization model.
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City Government  Business Organization Community Groups

Community Development Corporation
Executive Director

I
[ I ]

Financing and Marketing ‘ | Economic Research | ‘ Venture Management

Figure 3.2. CDC organization structure.
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Assets

Current Assets
Cash 175
Investments 25
Accounts receivable 60
Inventories 80
Total 340
Property, Plant, Equipment 125 125
Total Assets 465
Liabilities and Shareholders’ Equity
Current Liabilities
Short-term debt 2
Accounts payable 25
Income taxes payable 20
Accrued liabilities 20
Total current liabilities %
Long-term debt % 95
Total Liabilities 185
Shareholders' Equity
Common stock 60
Paid-in capital 55
Retained earnings (deficit) 165
Total Shareholders'Equity 280
Total Liabilities and Shareholders’ Equity 265
Statistics
Return on Equity 19.13%  Profitability measure
Current Ratio 378 Company'sability to cover its
current liabilities with current assets
Debt-to-Equity Ratio 066 Creditors are providing $0.66 for
each $1.00 from shareholders
Net Worth $280  Total Assets less Total Liabilities

~The company’s real worth after
paying off all obligations

Table 2.5. Prospective balance sheet for the Brava Valley
Community Business Service Center (in $000s).
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Cash Flow From Operations
Cash received from customers
Cash paid to suppliers
Salaries and wages paid
Interest paid and received
Miscellaneous receipts

Net Cash Provided From Operations

Cash Flow From Investments
Capital expenditures
Proceeds from sale of property and equipment
Decrease (increase) in other assets

Net Cash From Investments

Cash Flow From Financing Activities
Net borrowings from line of credit
Proceeds from issuance of long-term debt
Proceeds from issuance of short-term debt
Repayments of long-term debt
Repayments of dividends

Net Cash From Financing Activities
Net Increase (Decrease) in Cash

Table 2.3. Variables for cash flow forecasts.
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ForProfit  Non Profit

Gross revenues 2,000,000 2,000,000
Less: credit loss or vacancies (200,000} 200,000
Effective revenues 1,800,000 1,800,000

Operating expenses

(Including start-up expenses) (760,000 (820,000)
Income (loss) from operations (75,000) (75,000)
Interest income and/or expense (187,500) 162,000]

Net operating income before loan repayments 777,500 743,000

Table 2.4. Comparison of first-year income statements of
for-profit and nonprofit corporations (in $).
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Start-up investment 60

Initial inventory 20
Building acquisition 65
Machinery and equipment 40
Furniture and fixtures 20
Remodeling and decorating 10
Licenses and permits 5
Prepaid insurance 3
Utility deposits 1
Preopening advertising 2

Professional fees

Legal 2

Accounting 2
Other —
Total Investment for Operations 230

Table 2.1. Start-up costs for community business service center
(in $000s, before first day of operations).
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Category Total Year 1

Salaries and wages 1500
Employment taxes 250
Employee fringe benefits 300
Rent/mortgage 103
Telephone 12
Electricity 10
Gas 05
Water 0s
Office supplies 10
Postage and delivery 10
Maintenance and repair 10
Local taxes/licenses 50
Legal and accounting 40
Insurance 30
Vehicle expense 20
Advertising and promotion 10
Supplies 250
Total Operating Expenses 261.5

Table 2.2. Projected operating expenses (in $000s).
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{ {

Private Development Local Government Office
Corporation of Economic Development
Marketing
(e
IConstructIor*——i Finance | | Permits I I Gap Funding I
| | |
| Construction | I Equity l Private Debt Public Debt
Financing Financing

Figure 3.3. Public/private partnerships:
Organization structure and responsibilities.
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e

Minority Small
Enterprise| | Business UL Marketing |
Loans Center
Local
Center Company

Figure 1.3. Downtown business strategy.
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Downtown Commercial
Revitalization Plan

Local Business
Development Development
Strategy Strategy

Community
Employment
Strategy

Figure 1.2. Downtown revitalization plan.
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Criteria

Project 1

Project 2

Project 3

Organization

To create new

To increase wealth

To develop facilities

Capacity jobs by expanding base

Community Manufacturing Land assemblage Downtown land

Needs/market facilities-none for tech/office assemblage and
Close by park; establish programs; no existing

Small businesses

competition

Resources and

Limited capital

Economic Develop-

Economic development

Expertise and limited ment funds; job funds; grants from
Development training funds; tax National Endowment
Expertise incentives from for the Arts; other local
State; strong funds; limited expertise
expertise
Track Record No development Developed office None
Track record and tech parts in
Three states
Form of Ownership | Joint Venture Public-private Partner with

Partnership

experienced group

Table 1.2. Project assessment matrix.
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Figure 1.1. Strategic Business Planning Process.
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Types of Analysis

Focus

Functions

Analysis of the
Local economy

Overall consumption
capacity, growth of the
geo-economic area, and
demand

To identify users or demand for the
goods or services geographically

Market Analysis

General market for the
project, program, service,
organization

To assess the size of the market, the
competition for a venture, and the
ability of the venture to compete

Feasibility Analysis

Project, program, service
organization

To evaluate financial costs and
benefits of the project

Investment and
Risk Analysis

Investors'/lenders’
decision

To assess venture/project, program,
service, and/or organization as a
Potential investment for repayment
Or profits; to evaluate investors’
Exposure to loss of investment or loan.

Table 1.1. Types of business analysis.
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Figure 2.2. Layered financing for economic development nonprofit venture.
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Figure 2.1. Business planning process for economic development.






