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Abstract Recently, there are increased importance on introducing Tax Incremental Financing as a means of
project financing for urban regeneration. Values of implementing this financing method based on future revenue
has to be considered not just as self-financing methods but as possibilities building virtuous circular structure in
urban developments. In respond to domestic problems in developments led by private sector, it reinforces public
sector's roles by providing finance from the beginning of development. This provides concomitant structural &
institutional supports for increasing not only social values for the public but also revenues for private
developers. Therefore, this study starts with theoretical background study on TIF as well-known example, then
analyzes PILOT used on Hudson Yard Development in NYC as an unique example sharing identical structural
& conceptual characteristics. With these process, the study deducts suggestive implications on Tax Incremental
Financing possibly reflected on domestic situation.
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[Table 1] Strength & Weakness of Appling TIF

Strengths

® Strengthen public sector’s roles at development process

® Public sector’s pre-investment for infrastructures

® Inducing private sectors’ investments

o Self-financing without tax increase & additional budget
® Development without financial conflicts with other sectors
® Increasing asset values within the districts & areas around

Weakness

® Legality & possibility of misuse by bypassing public scrutiny

e Difficulties in foreseeing socio-economic situation

® Financial burden to local government when project failed

® Liquidity on increasement of asset values affected by land
use & development typology

® Negative financial effects on adjacent area

® Conflicts with other sectors relying on local tax revenue
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[Table 2] Sample Development Preform([8]

2012 Midtown Office Building Full Taxes

Gross Rent +91
Tax/PILOT -21
Operation Expense -15
Net Operation Income $ +55
Value at 5.1% Cap Rate $ 1,086
Total Development Cost (Including Land) $ -908
Developer Profit (Loss) $ +178

Development Feasible

2012 Hudson Yards Office Building Full Taxes

299 MRTAE Table 42} 2o
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PLLOT o AR S ek, Aol o 2 9
Operation Expense -15 _ . = ale o o
Net Operation Income $ +43 of ZZ7PHEAAl o Z sHoR 2|t
Value at 5.1% Cap Rate $ 745
Total Development Cost (Including Land) $ -770 [Table 4] Proposed PILOT Structure[8]
Developer Profit (Loss) $ -25 .
Development Infeasible Zone 1-(East of Eighth Ave)
2012 Hudson Yards Office Building 40 % Discount ® Years 1-4 following building completion: Full taxes
Gross Rent +74 ® Years 5-19: 3% increase over previous year’s payment
Tax/PILOT 9 ® Year 20 and thereafter: Full Taxes
Operation Expense -15
Net Operation Income $ +50 Zone 2-(Between 8th Ave and 10th Ave)
Value at 5.1% Cap Rate $ 855 Until 10 million SF has been authorized in Zone 3 the following
Total Development Cost (Including Land) $ -770 schedule shall apply:
Developer Profit (Loss) $ +85

Development Feasible
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[Table 3] Estimate of Pilot Level, And Comparison to
Other Areas[8]

® Years 1-4 following building completion: 75% of Full Taxes
® Years 5-15: 3% increase over previous year’s payment
® Years 1620: 80%, 85%, 0%, 95%, 100% of Full Tax respectively

Once 10 million SF has been authorized in Zone 3, and until
a total of 15 million SF has been authorized in Zone 3, the
following schedule shall apply:

® Years 14 following building completion: 80% of Full Taxes

® Years 5-15: 3% increase over previous year’s payment

o Years 16200 84%, 88%, 2% %%, 100% of Full Tax respectively

Once a total of 15 million SF has been authorized in Zone
3 the following schedule shall apply:
® Years 1-4 following building completion: 85% of Full Taxes

® Years 5-15: 3% increase over previous year’s payment

. Hudson Yards
Midtown |Hudson Yards| o on * & o Years 1620: 88%, 91% 94%, 97%, 100% of Full Tax respectively
2012 Full Tax Full TAx R
Discount Zone 3-(Between 10th Ave and 12th Ave
PaEit]::?(t;gF) $21.00 $15.27 $11.45 Category A Developments-1st Smillion SF Authorized
Y ® Years 1-4 following building completion: 60% of full taxes
2012 }{)liis((;r”ll" Z;;ds World Trade | Times Square ® Years 5-15: 3% increase over previous year’s payment
Discount | Center PILOT|  PILOT o Years 1620 68% 6%, 84% 9% 100% of Full Tax respectively
i Category B Developments-2nd Smillion SF Authorized
Estimated $9.16 $5.00 $10.05
Payment(PSF)
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® Years 1-4 following building completion: 75% of full taxes
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® Years 5-15: 3% increase over previous year’s payment
o Years 1620: 80%, 85%, 90%, 95%, 100% of Full Tax respectively
Category C Developments-3rd 5million SF Authorized

® Years 1-4 following building completion: 80% of full taxes
® Years 5-15: 3% increase over previous year’s payment
o Years 1620: 84%, 88%, R2%, %%, 100% of Full Tax respectively

Category D Developments-4th Smillion SF Authorized

® Years 1-4 following building completion: 85% of full taxes
® Years 5-15: 3% increase over previous year’s payment
o Years 1620: 8%, 91%, %%, 97%, 100% of Full Tax respectively

Illustration of Percentage Discount to Actual Taxes
Availible for Office Buildings in HY UTEP Area

Zone 3 Zone 2

st 5 million sf 25% Discount for

0% Discount, 16 years,
2nd 6 million sf or the benefit

available in Zone 3,
whichever is less,

5 | 25% Discount,

3rd 5 million sf
20% Discount,
4th 5 million sf
5% Discount,
I for 15 years,
then 4 year
phase-out

then 4 year
phase-out
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