Cambridge University Press & Assessment

978-1-009-34020-5 — Innovative Funding and Financing for Infrastructure
Jeff Delmon

Frontmatter

More Information

Innovative Funding and Financing for Infrastructure

Investment in infrastructure is critical to economic growth, quality
of life, poverty reduction, access to education, good-quality health-
care — that is, a dynamic economy. Yet amid scarce public capital,
heavily indebted governments, and increased demands on government
resources, infrastructure projects often suffer from investment short-
falls and inadequate maintenance. These challenges merit renewed
efforts at finding additional sources of funding. Innovative Funding
and Financing for Infrastructure focuses on innovative approaches
to financing as well as debt and equity from new sources and struc-
tures. It provides critical methods to increase the capital available for
infrastructure, reduce fiscal liabilities, and improve leverage of scare
public resources. Designed for students and specialists in the fields of
investment planning and finance, this book offers a survey of creative
approaches from around the world, resulting in a practical guidance
for policymakers and strategists on how governments can enable and
encourage innovative funding and financing.

Jeffrey Delmon is a senior infrastructure finance specialist at the
World Bank. He is the author of numerous books, articles, and blogs,
including Private Sector Investment in Infrastructure: Project Finance,
PPP Projects and PPP Programs, 4th ed. (2021), A Decision-Makers
Guide to Public Private Partnerships in Airports (2020), and Public-
Private Partnership Projects in Infrastructure: An Essential Guide for
Policy Makers, 2nd ed. (2017). He is an adjunct associate professor
at the National University of Singapore, lectures at the Singapore
Management University, and is a member of the International Advisory
Panel of the Climate Impact Exchange.

© in this web service Cambridge University Press & Assessment www.cambridge.org



www.cambridge.org/9781009340205
www.cambridge.org

Cambridge University Press & Assessment

978-1-009-34020-5 — Innovative Funding and Financing for Infrastructure
Jeff Delmon

Frontmatter

More Information

Innovative Funding and Financing
for Infrastructure

Addressing Scarcity of Public Resources

JEFFREY DELMON

55 CAMBRIDGE

@'FJ UNIVERSITY PRESS

© in this web service Cambridge University Press & Assessment

www.cambridge.org



www.cambridge.org/9781009340205
www.cambridge.org

Cambridge University Press & Assessment

978-1-009-34020-5 — Innovative Funding and Financing for Infrastructure
Jeff Delmon

Frontmatter

More Information

CAMBRIDGE

UNIVERSITY PRESS

Shaftesbury Road, Cambridge cB2 8Ea, United Kingdom
One Liberty Plaza, 20th Floor, New York, NY 10006, USA
477 Williamstown Road, Port Melbourne, vic 3207, Australia

314-321, 3rd Floor, Plot 3, Splendor Forum, Jasola District Centre,
New Delhi — 110025, India

103 Penang Road, #05-06/07, Visioncrest Commercial, Singapore 238467
Cambridge University Press is part of Cambridge University Press & Assessment,
a department of the University of Cambridge.

We share the University’s mission to contribute to society through the pursuit of
education, learning and research at the highest international levels of excellence.
www.cambridge.org
Information on this title: www.cambridge.org/97810093 40205
DOI: 10.1017/9781009340182
© Jeffrey Delmon, 2024

This publication is in copyright. Subject to statutory exception and to the provisions
of relevant collective licensing agreements, no reproduction of any part may take
place without the written permission of Cambridge University Press & Assessment.

First published 2024
A catalogue record for this publication is available from the British Library

A Cataloging-in-Publication data record for this book is available from the
Library of Congress

ISBN 978-1-009-34020-5 Hardback
ISBN 978-1-009-34017-5 Paperback

Cambridge University Press & Assessment has no responsibility for the persistence
or accuracy of URLs for external or third-party internet websites referred to in this
publication and does not guarantee that any content on such websites is, or will
remain, accurate or appropriate.

© in this web service Cambridge University Press & Assessment www.cambridge.org



www.cambridge.org/9781009340205
www.cambridge.org

CAMBRIDGE

Cambridge University Press & Assessment

978-1-009-34020-5 — Innovative Funding and Financing for Infrastructure
Jeff Delmon

Frontmatter

More Information

Ad majorem dei gloriam

© in this web service Cambridge University Press & Assessment www.cambridge.org



www.cambridge.org/9781009340205
www.cambridge.org

Cambridge University Press & Assessment

978-1-009-34020-5 — Innovative Funding and Financing for Infrastructure

Jeff Delmon
Frontmatter
More Information

Contents
List of Figures page xiii
Preface XV
Acknowledgments xvii
1 Introduction and Summary 1
1.1 Innovative Sources of Funding 3
1.2 Innovative Sources of Finance 9
PART I FUNDING
2 Land Value Capture 15
2.1 LVC Instruments 17
2.1.1 Land for Cash 17
2.1.2 Land as Public Contribution 18
2.1.3 Land as Collateral 18
2.1.4 Developer Exactions and Impact Fees 18
2.1.5 Land Pooling/Readjustment 19
2.1.6 Betterment Levies/Special Assessments 20
2.1.7 Density Bonus 21
2.1.8 Upzoning 21
2.1.9 Transferable Development Right 22
2.1.170 Joint Ventures 22
2.2 Bringing Forward LVC Funding 22
2.3 Lessons Learned 23
2.3.1 Consultation with Property Owners, Developers,
and Other Stakeholders 23
2.3.2 Setting Appropriate Charges on Owners/Developers 24
2.3.3 Consultation with Community 24
2.3.4 Administrative Capacity 24

vil

© in this web service Cambridge University Press & Assessment

www.cambridge.org



www.cambridge.org/9781009340205
www.cambridge.org

Cambridge University Press & Assessment
978-1-009-34020-5 — Innovative Funding and Financing for Infrastructure

Jeff Delmon
Frontmatter
More Information

viil

2.3.7
2.3.8
2.3.9

2.3.10

2.3.11

2.3.12

2.3.13

2.3.14

Legal Framework

Contents

25

Land Controls, Cadaster or Land Registry, Technology,

and Data Systems

Dynamic Real Estate Market

Transparent Land Sales

Readiness of Financial and Capital Markets
Fiscal Mandates and Powers of Enforcement
Need for Accurate and Complete Data

Risk of Overreliance

Managing Corruption and Perceptions Thereof
Avoiding Excessive Gentrification

3 Commercial Value Capture
3.1 Introduction to CVC
3.2 Implementing CVC Systematically
3.3 CVC in Different Sectors

3.3.1
3.3.2
3-3:3
3-34
3-3-5
3.3.6
3-3-7
3.3.8
3-3-9

3.3.10

3.3.11

Transport

Power

Water and Wastewater
Solid Waste Management
Urban Redevelopment
Government Offices
Public/Low-Cost Housing
Historic and Cultural Sites
Hospitality and Tourism
Health

Education

3.4 A CVC Menu

3.4.1
3.4.2
3-4.3
3-4-4
3-4.5
3.4.6
3-4.7
3.4.8
3-4.9

3.4.10

3.4.11

3.4.12

3.4.13

Advertising and Marketing

Naming Rights

Residential Space

Government Office Space

Retail Space

Parking

Hospitality and Tourism

Vehicle, Logistics, and Other Sector Services
Development Rights

Infrastructure Sharing

Cost Reductions

Additional Offtake from the Facility
Beneficiary Contributions, Prepurchase of Services,
and Congestion Pricing

3.5 Emissions Reduction Credits/Offsets
3.6 Lessons Learned in Implementing Innovative Funding

25
25
26
26
26
26
27
27
27
28
29
32
34
34
36
38
39
41
43
44
45
46
47
49
50
ST
SI
53
56
56
61
65
69
70
74
76
78

8o
82
86

© in this web service Cambridge University Press & Assessment

www.cambridge.org



www.cambridge.org/9781009340205
www.cambridge.org

Cambridge University Press & Assessment

978-1-009-34020-5 — Innovative Funding and Financing for Infrastructure
Jeff Delmon

Frontmatter

More Information

Contents ix

3.6.1 Think Outside the Box 87

3.6.2 Don’t Try to Be Too Clever 87

3.6.3 Community Engagement 87

3.6.4 Maintain Focus on Service Delivery 87

4 Programmatic Value Capture: Transit-Oriented Development 90

4.1 TOD Principles 94

4.2 Challenges When Delivering TOD and Best Practices 98
PART II FINANCING

5 Principles of Finance 105

5.1 Sources of Financing 109

5.1.1 Equity Contributions 109

5.1.2 Debt Contributions 109

5.1.3 Mezzanine/Subordinated Contributions 1T

5.1.4 Securitization and Syndication 113

5.1.5 Value for Money 114

5.2 Financiers 115§

5.2.1 Local Commercial Banks 116

5.2.2 Global Commercial Banks 117

5.2.3 Development Financial Institutions 117

5.2.4 Institutional and Retail Investors 117

5.2.5 Debt Capital Markets 118

5.2.6 Equity Investors 119

5.3 Key Risks 120

5.3.1 Completion 120

5.3.2 Force Majeure and Change in Law 120

5.3.3 Political Risk 121

5.3.4 Environmental and Social Risk 121

5.3.5 Currency Exchange Risk 122

5.3.6 Interest Rate Risk 122

5.4 Key Investor Concerns 123

5.4.1 Importance of Project 123

5.4.2 Project “Champion™? 124

5.4.3 Project Approvals 124

5.4.4 Demand Levels 124

5.4.5 Source of Demand 125

5.4.6 Revenues 125

5.4.7 Government Creditworthiness 126

5.4.8 Project Configuration 126

5.4.9 Time for Construction/Implementation 127

5.4.10 Materials/Inputs Required 127

5.4.11 Access to Skilled Staff 127

5.4.12 Cost and Revenue Risk 128

© in this web service Cambridge University Press & Assessment www.cambridge.org



www.cambridge.org/9781009340205
www.cambridge.org

Cambridge University Press & Assessment

978-1-009-34020-5 — Innovative Funding and Financing for Infrastructure

Jeff Delmon
Frontmatter
More Information

X Contents
5.4.13 Security Structure 128
5.4.14 Foreign Exchange Risk 129
§5.4.15 Minimum Service-Level Obligations 129
5.4.16 Government Obligations 129
5.4.17 Reliability of Courts and Arbitration 129
5.4.18 Program/Pipeline 130
5.4.19 Open, Transparent, and Fair Procurement 130

5.5 Project Finance 130
5.5.1 Off-Balance Sheet 131

5.5.2 Limited Recourse and Sponsor Support 131

5.5.3 Bankability 133
5.5.4 Taking Security 135

5.5.5 Financial Ratios 137
5.5.6 Refinancing 140

6 Climate Finance 141
6.1 Financing Instruments 143
6.2 Sources of Climate Finance 147
6.2.1 Public Sources 149

6.2.2 Private Sources 149

6.2.3 Green Blended Finance 150

6.3 Identification of Climate Finance Sources 15T
6.4 Roles of the Public and Private Partners 153
6.5 Transaction Characteristics 153
6.6 Compliance with Climate Finance Standards and Requirements 155
6.7 Verification of Compliance 156
6.8 Barriers to Accessing Climate Finance 157
7 Islamic Finance 159
7.1 Quverview of Islamic Finance Structures 161
7.2 Sale and Leaseback 165
7.3 Sukik 168
7.3.1 Suktk Structure 169

7.3.2 Suktk — Asset Backed and Asset Based 170

7.4 Islamic Climate Finance 171
7.5 Islamic Finance Institutions 172
7.6 Legal Issues and Documentation 173
8 Blended Finance 176
8.1 Blended Finance Instruments 178
8.1.1 Desire for Lower Income, Bias toward Middle Income 179

8.1.2 Who Is Whom? 179

8.1.3 When to Blend? 179

8.1.4 Need for Commercially Viable Projects 181

8.2 The Community of Practice around Blended Finance 181
8.3 Drivers of Blended Financing 182

© in this web service Cambridge University Press & Assessment

www.cambridge.org



www.cambridge.org/9781009340205
www.cambridge.org

CAMBRIDGE

Cambridge University Press & Assessment
978-1-009-34020-5 — Innovative Funding and Financing for Infrastructure

Jeff Delmon
Frontmatter
More Information

Contents xi
8.4 Blended Financing Funds and Facilities 183

8.5 Implementing Blended Finance Funds 186
8.5.1 Functionality 186

8.5.2 Fund Structure 187

8.5.3 A Few Challenges 188

8.6 Core Recommendations for Blended Finance 191
8.6.1 Is It Necessary? 191

8.6.2 Manage Expectations 192

8.6.3 Get the Incentives Right 193

8.6.4 Impact 193

8.6.5 Address Capacity Constraints 193

8.6.6 Get the Structure Right 195
Glossary 197
Index 223

@© in this web service Cambridge University Press & Assessment www.cambridge.org



www.cambridge.org/9781009340205
www.cambridge.org

CAMBRIDGE

Cambridge University Press & Assessment

978-1-009-34020-5 — Innovative Funding and Financing for Infrastructure
Jeff Delmon

Frontmatter

More Information

Figures

2.1 The basic TIF model page 23
3.1 Global ERC markets 85
5.1 Sources of private financing for infrastructure 107
6.1 Accessing climate finance 142
7.1 Istisnd‘ structure 162
7.2 Ijarah structure 162
7.3 Murabahabh 163
7.4 Musharakah 164
7.5 Mudarababh 164
7.6 ljarah wa iqtina 166
7.7 Madinah Airport PPP 167
7.8 Doraleh container project 174
8.1 BFF structure 188

xiii

@© in this web service Cambridge University Press & Assessment www.cambridge.org



www.cambridge.org/9781009340205
www.cambridge.org

Cambridge University Press & Assessment

978-1-009-34020-5 — Innovative Funding and Financing for Infrastructure
Jeff Delmon

Frontmatter

More Information

Preface

This book is about how to mobilize more money for infrastructure, how to
earn more revenue (“funding”) for and from infrastructure investments, and
how to borrow more (“financing”), in order to develop new or better infra-
structure. More money for infrastructure means more investment, more jobs,
better quality of life, and more economic growth.

Chapter 1 sets the scene and provides a summary of the topics covered by
this book.

Part I (“Funding”) looks at innovative sources of revenues. While more
financing is important to enable infrastructure development, to the extent that
new infrastructure does not generate sufficient revenues (e.g., through user
fees), government must fill the resulting financial gaps. More funding reduces
government liabilities and makes infrastructure more self-sustainable. This
book will discuss some of the more innovative methods for mobilizing funding
for infrastructure.

In particular, infrastructure investments tend to increase the value of land
around the infrastructure assets or in the service delivery catchment area.
Chapter 2 discusses land value capture (LVC) and the mechanisms to capture
some of this increased value, the windfall that landowners may receive thanks
to the infrastructure investment, and the use of part of that windfall to help
fund the infrastructure investment that creates the value.

Infrastructure investments also create opportunities to generate economic
activities and commercial revenues. The infrastructure investment can be struc-
tured so as to capture some of these commercial activities and/or the revenues
generated by them to fund the infrastructure investment (commercial value cap-
ture or CVC). Chapter 3 describes various types of CVC used in different sectors
and in countries around the world, sharing best practices and seeking to inspire
planners, developers, and financiers alike to pursue and benefit from CVC.
Chapter 4 discusses programmatic efforts to mobilize LVC and CVC, using the

XV
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xvi Preface

example of transit-oriented development and investments in transit infrastruc-
ture, which create transit corridors or areas, provide an opportunity to drive
economic opportunities, and create a more livable context in the urban space.
By embedding LVC and CVC into development policies like transit, government
can generate innovative sources of revenues more consistently and efficiently.
Some very creative and innovative approaches have been adopted when
mobilizing financing for infrastructure. Financing is a very complex topic, so
Part IT (“Financing”) starts with a general overview of key issues. Innovative
financing does not alter the fundamental nature of financing; hence Chapter 5
reviews these fundamental issues. Then Chapters 6-8 explore three important
types of innovative financing that offer a new dynamic when mobilizing financ-
ing for infrastructure: climate finance, Islamic finance, and blended finance.
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