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EXECUTIVE SUMMARY: When cities create open space amenities such as
parks and golf courses, the windfall gains of higher property prices at-
tributable to the presence of these amenities accrue to the developers of
those proximate properties. This case study reports how a city created
a local government economic development corporation, which partnered
with commercial firms to jointly develop a golf course community. The
risk capital for the project came from city funds. The city’s intent was to
structure the development so the city and its taxpayers captured a share of
the windfall gains that its investment created. Thus, the city received 44
percent of the revenues accruing from the sales in the development. These
funds, together with revenues from the development’s property taxes were
used to retire the debt charges incurred in creating the golf course and
the development’s infrastructure. The costs and revenue streams associated
with the project are provided. The data suggest that the venture was both
financially successful and effective in enhancing the image of a declin-
ing city. The city is now able to point to the project’s implementation as
evidence of the start of a renaissance and of the city’s positive, can-do at-
titude. The case discusses both the political challenges involved in such a
venture and the lessons that were learned from it.
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Introduction

Fairview is a 944 acre real estate development centered around a golf course
in the city of Hightown.! The incorporation of golf courses into real estate devel-
opments was pioneered in the 1890s at Lake Wales in Florida and at Pinchurst in
North Carolina. In both cases, the Frederick Law Olmsted firm, who pioneered
urban parks in the United States, was involved. However, the contemporary evolu-
tion of golf course real estate development started in earnest in the 1950s, with the
widely acclaimed Hilton Head development in South Carolina. This mechanism
for providing golf courses has consistently grown in each subsequent decade. In the
1980s approximately 35 percent of new golf courses were incorporated into a real
estate development, and this increased to 46 percent in the 1990s which represented
almost 1000 courses (Crompton, 2004).

Developers include golf courses to increase the land values in their develop-
ment. The enhanced land value derives from three sources. The first is image. Golf
has connotations of affluence and prestige, and some people may seck to enhance
their self-esteem or social standing by buying into a development with this type
of image. The second source of enhanced value is the visual and physical access
to attractive open space that causes individuals to pay a premium for their homes.
Finally, for the one-quarter of homes in such developments which typically contain
a golfer, there is the convenience of being able to play on a course in close proximity
to the home (Nicholls & Crompton, 2005).

Thus, ostensibly, the Fairview Development is a member of a fairly common
genre. However, there are three facets of the Fairview Development which differen-
tiate it from others of its ilk:

() The project was conceptualized, implemented, and controlled by the High-

town city council. In essence, the city undertook most of the actions that
a developer would be expected to do in this type of project.

(ii) City funds were used as the risk capital to launch and implement the proj-
ect, rather than private investment.

(iii) When cities create open space amenities such as parks and golf courses,
the windfall gains of higher property prices attributable to the presence
of these amenities accrue to the developers of those proximate properties.
However, the intent of the city of Hightown was to structure Fairview so
that the city and its taxpayers captured a share of the windfall gains that
its investment created.

These distinctive facets of the Fairview Development persuaded the authors to
develop this case study of the project, since there may be lessons to be learned from
the project that may be of interest to other communities interested in exploring
similar arrangements.

There is historical precedent from the formative years of the urban parks field
of cities trying to capture gains accruing from their investment in parks. Indeed, the
first park in the world to be created by tax funding (hence its status as the world’s

! The names in this case have been changed to protect the anonymity of those involved.
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“first public park”) in Birkenhead, across the river Mersey from Liverpool in Eng-
land, was developed in this way in the 1840s. Using contemporary dollar values, the
city invested $13.4 million in acquiring 225 acres of land and developing 125 acres
of it as a park. It then platted the remaining 100 acres around the park and priced
the lots so they would raise $21.9 million, so making a profit for the taxpayers from
the park investment (Crompton, 2004).

Frederick Law Olmsted, the father of urban parks in the U.S., used Birkenhead
Park as his model for constructing Central Park in New York City in the 1850s and
1860s, but was unable to control the peripheral development around it. At Central
Park, the owners of proximate lands were required to pay an assessment of $1.83
million towards the total cost of $7.39, which was incurred for acquiring the land
for the project, but in return they received massive windfall gains from the huge in-
creases in property values that accrued as a result of the park’s development. Hence,
in the subsequent development of Prospect Park in Brooklyn, which was their mas-
terpiece, Olmsted and Vaux sought to capture these windfall gains by advising the
Brooklyn city council to acquire the property adjacent to the park as they had seen
done in Birkenhead. Unfortunately, like most U.S. Cities, Brooklyn lacked the en-
abling authority to engage in general real estate operations and the courts ruled
that the city could not sell land for home building that it had acquired for a park
(Olmsted & Kimball, 1970). Similar limitations restrict most local governments
from doing this today. However, the Fairview Development project explores the
potential for achieving similar ends through establishing a public corporation as the
primary development entity and constructing imaginative cooperative agreements
with private sector partners.

Context

The city of Hightown is a relatively old city with a population of 60,000 whose
origins date back to around 1850. Originally, its viability was dependent on its posi-
tion as a center for both the railroad and agriculture. However, by the 1990s, a gen-
eral decline in the significance of these industries resulted in the city of Hightown
having a preponderance of old, relatively low-valued residential areas and a stagnat-
ing business climate. No significant new development was occurring to augment
its tax base, and it had an aging infrastructure which was in need of substantial
renovation.

The city of Hightown was confronted with a downward economic spiral. Be-
cause the city’s infrastructure had deteriorated, it was difficult to attract new resi-
dences and businesses, but without them to expand the tax base there were no funds
to invest in the needed infrastructure renovations. Faced with this reality, the city
of Hightown’s senior management staff and elected officials conceived the Fair-
view Development project which was predicated on three principles: (i) a desire to
provide the city of Hightown, the county, and the Hightown Independent School
District (ISD) with a substantial increase in property tax revenues emanating from
an upscale residential development centered around a golf course; (ii) the city should
recoup its investment on the project (this could be interpreted in two ways—prefer-
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ably that the city council should recoup its investment; or if that goal was not at-
tained, the city’s residents who also pay taxes to the county and independent school
district should recoup their investment); and (iii) enhancing the city’s image by cre-
ating a high quality golf course and country club. This latter principle was intended
to be a cornerstone of the city’s desire to reposition itself as a progressive, emerging
city in its efforts to attract new residents and businesses.

Most residential developments result in a net loss to a community because
while they generate additional tax revenues, the cost of providing public services
and infrastructure to developments in most cases exceeds the tax revenue accruing
from them. Each new house means more children to enroll and bus to school, new
trash to empty, another stretch of road to maintain, a new sewer line, another resi-
dence to protect from fire and so on (Crompton, 2004). Prominent exceptions to
this generalization are expensive developments that attract empty nesters or senior
citizens. The major costs which communities incur from development are associated
with providing schools and these two groups do not have children in the school
system. Hence, from the outset, the Fairview Development was targeted at these
two groups i.e., high-income residents who can afford expensive homes and empty
nester/retirees.

Conception of the Fairview Development

The fundamental concept was to purchase more land than was needed for the
golf course project; develop the golf course, thus appreciating the commercial value
of the remaining land; and apply the profits from the commercial transactions to pay
for the original investment in land acquisition, golf course development, and infra-
structure. In short, the city of Hightown intended to adopt the role of a developer.

The evolution of a project of this magnitude and complexity when initiated
by a city inevitably is prolonged, convoluted and subject to frequent changes as it
adapts not only to market forces but also to political forces. Thus, the initial plan-
ning of the Fairview Development was somewhat different from the project that
ultimately emerged. State enabling legislation existed which authorized cities to use
public funds for economic development projects. The project was financed through
establishing a Tax Increment Reinvestment Zone (TIRZ). A TIRZ is a legal entity
that enables a city to borrow money using revenue bonds for the project which are
redeemed from the income stream of increased tax revenues accruing from growth
in the assessed valuation of properties within the TIRZ. The TIRZ required that
all property taxes accruing to the city from the Fairview development for the next
25 years would be used to pay off the debt charges associated with the initial invest-
ment funds, and would not go into the city’s general fund.

The city established a separate entity, Hightown Commerce and Development,
Inc., as a local government corporation to be the official developer of the project.
Local government corporations are legal entities authorized by state law which en-
able municipalities to form economic development corporations whose mission is to
attract businesses and create job opportunities.

Initially, three partners were recruited to join the city in the development: The
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first was to develop a hotel and conference center linked to the golf course. The
second was to take lead responsibility for the residential component of the project
with the city receiving 44% of the lot sales revenues. However, the city was required
also to pay a proportional share of the associated sales expenses, so its net revenues
were 35.6% of the selling price of each lot. The third partner was to develop and
operate the golf course, which was to be designed by the Jack Nicklaus firm. When
the “Golden Bear” himself, Jack Nicklaus, toured the site with his son Jack Nicklaus
I, who oversaw the work, said the 7,300 yard course would challenge the scratch
golfer, but still be enjoyable for golfers with lesser abilities. “You want a strong but
fair golf course,” he said. “You want to be able to create something that people will
remember, that they will enjoy.”

The city of Hightown’s investment into the project is shown in Table 1. At the
outset of the project the city’s investment was projected to be $24.80 million, but
the actual investment by 2004 was $27.89. The cost overruns were met by increas-
ing contributions from the city’s oil and gas revenues fund (which came from royal-
ties derived from wells on its lands); the pollution settlement fund (whose revenues
came from an unrelated lawsuit settlement with a company that had polluted a lake
in the city); and from the general fund. Delays in the project meant that these addi-
tional resources were used to pay approximately three years of annual debt payments
on the certificates of obligation, thereby reducing the outstanding debt obligation to
approximately $15 million.

Table 1: The City’s Investment.

Actual
Projected in 2004

($’s million) ($’s in million)
Oil and gas revenues fund 1.65 3.35
Pollution lawsuit settlement fund 1.70 2.37
Outstanding certificates of obligation 17.00 15.00
Water/wastewater bond fund 4.45 4.45
General fund 0 2.72
TOTAL 24.80 27.89

When the project was announced to the city’s residents in the local media, the
reaction was mixed. There were a number of highly vocal critics who suggested the
city’s elected officials were acting irresponsibly in committing city funding of this
magnitude to what they perceived to be a risky venture. There was a demand that
the issue be submitted to the voters for a referendum. The mayor speaking on be-
half of the council rejected this demand saying that he and other council members
had heard from residents that they wanted something big to happen in the city of
Hightown. He affirmed the council had invested substantial effort in researching
the viability of the project and was committed to proceeding with it. High visibility
political controversy accompanied the project throughout its gestation and resulted
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in some council members losing their seats, but opponents never managed to obtain
a majority on the council.

The Hightown city council sought the support of the county’s political leader-
ship in financing Fairview. They wanted the county like the city to agree thar all
increases in property taxes accruing to the county from development of the Fairview
Development site would be exclusively dedicated to the TIRZ for paying the debt
charges associated with the certificates of obligation. The county commissioners
had good justification for being somewhat apprehensive about participating in the
TIRZ. A downside of TIRZ funding is the development generates a demand for
public services, but since the property taxes are dedicated exclusively for capital debt
repayments, this meant that the county, like the city, receives no income from the
development and has to subsidize its provision of services by property tax revenues
from county assets outside the development. The county commissioners were reluc-
tant to commit to this subsidy for 25 years and indicated to the city they would only
support the venture if the county’s commitment was limited to 15 years. The city
had no option but to accept this decision, although it adversely affected the project’s
viability. No attempt was made to solicit involvement of the Hightown Indepen-
dent School District in the project even though they would be a primary beneficiary,
because state law prohibited ISDs from participating in a TIRZ.

Implementation

In 2000, the Hightown city council authorized the issuing of $17 million in
certificates of obligation for the long-term financing of the Fairview Development.
The rates ranged from 4.5% in 2003 to 6% in 2018 and then back down to 5.5%
by the year 2025. The weighted average on the net interest cost over the life of the
bonds to the city was 5.64%. In 2001, the council awarded construction contracts
for the infrastructure at Fairview, but the partner scheduled to construct the hotel
and conference facility withdrew from the project, so that component would not be
developed. Further, the golf course management company also withdrew and was
replaced with another firm. These changes together with delays caused by court
cases brought by opponents, and a host of unanticipated problems, prompted the
council to commission an experienced outside company to reevaluate the project
and report on its potential viability. The report recommended the Fairview De-
velopment should move forward. Delay of the project was costing the city money
since it was scheduled to make payments to the certificate of obligation holders of
$928,000 in 2002 and $1.34 million for each of the following 24 years. Since there
was no revenue from property taxes or lot sales coming into the TIRZ these debt
charges would have to be paid from the city’s oil and gas pollution settlement or the
city’s general funds. The consultant believed that the project would have a strong
positive impact on the west side of the city of Hightown, completely redefining the
western gateway to the city. In summary, he stated the project was likely to have a
positive outcome for the city even when the worst case numbers were projected.

The golf course opened in June 2004. Soon after, Jack Nicklaus came and played
a round on the course. In 2004 the city earned $3.1 million from the sale of the first
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105 lots. The lots started at $70,000 for an off-the-course, 70-by-180-foot lot, and
ranged up to $235,000 for a 135-by-180-foot lot immediately adjacent to the course.

Table 1 shows that the city’s actual investment in 2004 was approximately
$27.89 million. Thus, to assess the viability of the project, it was necessary to con-
vert all future revenues to 2004 dollar values. The certificates of obligation had been
sold at an interest rate of 5.64%. The 5.64% interest rate includes amounts both for
inflation and for the risk factor incurred by the investors who are loaning the money.
The approximate allocation of 3% for inflation and 2.64% for risk appeared as rea-
sonable. Hence, a 3% discount rate was used to convert future revenue streams to
2004 dollar values. To provide a more conservative perspective of the value of those
future lows a 6% discount rate was also calculated.

Table 2 shows that revenues accruing to the city through the life of the TIRZ,
i.e., 2025, from its share of the lot sales income and from property taxes emanating
from the increased property tax base. Total revenues are projected to be $25.7 mil-
lion or $22.0 million at the 3% and 6% discount rates, respectively. The decline
in property values and revenues in 2016 occurs because in that year the county’s
obligation to the TIRZ expires and its share of Fairview residents” property taxes are
diverted from the TIRZ to the county’s general fund (see Table 3).

Table 3 shows revenues accruing to the county and the independent school
district. The county’s revenues are projected to be between $3.7 million and $2.3
million, while the independent school district’s revenues are projected at between
$32.0 million and $23.5 million.

While the capital investment figures in Table 1 were incurred by 2004, the pro-
jected revenue figures are subject to change. If the lot sales are slower than projected
so the Fairview Development is not built out by 2009, then the revenue projections
from both lot sales and property tax revenues will be too high. However, sales in the
first two years, 2004 and 2005, were consistent with the projections.

There are four reasons which suggest that the more likely scenario is that the
revenue projections will be exceeded. First, they assume no increases in the tax rate
and the history of tax rates of all three public entities indicates that they are likely
to increase. Second, as the golf course matures; as additional amenities such as a
clubhouse and hotel are constructed; and as the “success” and prestige of the venture
becomes more visible; then the value of the land is likely to increase, resulting in
greater revenues to the city from the lot sales. Third, there are likely to be sales taxes
accruing both to the city and county from the building materials used to construct
the homes and from subsequent retail activity generated by the Fairview Develop-
ment homeowners which are not included in the revenue estimates. Fourth, the
revenue streams are projected only until the end of the life of the TIRZ in 2025.
However, after the debt obligations are met and the TIRZ dissolved, the revenue
streams continue to flow into the general funds of the three entities ad infinitum.

The data in Tables 1 and 2 indicate that the city of Hightown will not attain
its preferred goal of recovering its capital investment in the project by the time the
TIRZ is disbanded in the year 2025. Using discount rates of 3% and 6%, the city’s
loss is likely to be between 2.19 million and $5.89 million.

Further, this loss estimate substantially underestimates the real net loss to the
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city because it refers only to the capital investment. The homes in the Fairview De-
velopment will all require the full array of city services and since their property taxes
are exclusively dedicated to servicing the capital debt, there is no income stream to
offset the cost to the city of providing these services during the life of the TIRZ
(except for a relatively small contribution to the city’s general fund forthcoming
from the Fairview Development residents’ sales tax revenues). No effort has been
made to establish the magnitude of these costs, but the occupancy of 700 additional
houses—say 3,000 plus people—suggests they will be substantial.

Similarly, the county is required to provide annual services to the Fairview De-
velopment residents, but foregoes all property tax revenues from them until 2016.
Again, the magnitude of costs to the county in the interim 15 year period is un-
known. However, most of the financial burden for the project is carried by the city
of Hightown. Delays in the project meant that the first occupants requiring county
services moved into the Fairview Development only in 2004, so the county had to
absorb the annual service costs for only 11 years before reaping the benefits of the
tax revenues.

State law prohibits school districts from participating in TIRZ’s so the High-
town Independent School District is likely to be the major beneficiary of the Fair-
view Development. Based on its current property tax rate of $1.68 per $100 valua-
tion, the ISD will receive cumulative revenues of between $23.5 million and $31.0
million over the 25 year life of the TIRZ (Table 3). However, again, at least some
portion of these revenues will be offset by the cost of providing new school facilities
and subsequently operating them for children residing in the new Fairview De-
velopment homes. The extent to which there is a net financial gain to the school
district will depend upon how successful the development is in its original intent to
target affluent empty nesters and senior citizens.

In summary, although the city of Hightown is not likely to recover its invest-
ment in the Fairview Development, the invested funds do not belong to the city,
rather they belong to the city’s residents. Those residents pay taxes to all three enti-
ties: the city, the county and the school district. It seems likely that they will receive
a return on their investment. When the revenues accruing to all three entities are
aggregated, they are projected to amount to between $47.8 million and $61.3 mil-
lion which both far exceed the capital investment of $27.89 million. The unknown
factor is whether the surplus income of between $20 million and $33.4 million is
sufficient to pay for the cost of servicing Fairview residents for the 21 year period
from 2005 to 2025.

Discussion

Controversy swirled around this project from the outset because the city was
engaging in a non-traditional, risky project. Since it was funded with certificates of
obligation (essentially revenue bonds) to be repaid from the income stream accruing
from the Fairview Development’s property taxes and the sale of lots, there was no
legal requirement for the city to hold a voter referendum on the project. However,
the city did invest other funds in it (oil and gas revenues, pollution reimbursement
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funds and general fund revenues). Further, the income stream was guaranteed so
if Fairview lot sales and property taxes were inadequate to retire the annual debt
(which they were) then the balance would be met out of the general fund. Hence,
those arguing for a referendum appear to have had a strong moral case, even though
there was no legal requirement.

The city council faced a conundrum. A majority of its members had a long-
term perspective and a vision that this project was essential to break the downward
economic spiral into which the city was locked. But the scheme was so ambitious
and visionary, they were likely to be ahead of the citizens and have difficulty in
persuading them to commit to it. If the council had authorized a referendum, it
is likely that the voters would have rejected the project for two reasons. It was dif-
ficult to understand and risky. The city of Hightown is a conservative, blue collar,
community. Many of its residents would likely have found the concept of a TIRZ
to be difficult to grasp and would have been philosophically opposed to government
adopting what traditionally is a private sector role. Second, opponents were likely to
be well-funded by developers from elsewhere in the community who were not part
of Fairview and had no compunction in distorting the magnitude of the city’s risk
in an effort to arouse public pressure to defeat the project. The city of Hightown case
confirmed that elected officials who commit to large-scale visionary projects which
they believe will bring long-term benefits to the community, risk being pilloried by
some sections of their electorate and being voted out of office.

A major weakness in the project’s structure was the cost-sharing arrangement
between the city and the private partners responsible for the residential develop-
ment. The arrangement was for the city to receive 44% of the lot sales revenue,
but the city was also required to pay a proportional share of the associated sales
expenses, so its net revenues were 35.6% of the selling price of each lot. The city
had no control of associated sales expenses and the private sector partner company
essentially had carte blanche to include as much overhead as it deemed appropriate
into this figure. The arrangement should have been based on a gross sales figure to
eliminate the inherent potential for abuse which existed in this arrangement.

Given that the city of Hightown was paying all of the infrastructure costs, this
was much too low a return. If the city share of net revenues from lot sales had been
55% instead of 35.6%, then the additional lot sale revenues accruing to the city
would have been between $7.9 million and $8.3 million which would have amply
covered the projected shortfall in recouping the capital investment of between $2.19
million and $5.89 million.

Another weakness of the financing was the structuring of the annual debt
charges. Delays in projects of this nature are not uncommon particularly when the
vagaries of market forces are exacerbated by the vicissitudes of political forces. To
accommodate them the debt repayment schedule should have been back-loaded to
allow for construction delays and to create more time on the front end to generate
cash flow from the lot sales and from increased property tax revenues.
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Conclusion

Despite the limitations discussed in the previous section, it is reasonable to
characterize the Fairview development as a success. It contains a first-class, high
quality golf course and is selling the residential lots at prices and at a rate which
are consistent with those in the projections. The Hightown city council had three
objectives. First, to provide the city, county and independent school district with a
substantial increase in property tax revenues. This was likely to be accomplished.
By 2010 when the development was projected to be built out, estimated property
taxes from it accruing to the TIRZ and ISD amounted to between $2.57 million
and $3.19 million (Tables 2 and 3).

The second goal was for the city to recoup its investment in the project or, if
that was not attained, for the city’s taxpayers who also pay taxes to the county and
independent school district to recoup their investment. The city failed to recover
its investment primarily because the profit-sharing arrangement with its private sec-
tor partner was inadequate. However, it is more appropriate to view the return on
investment in the Fairview Development from the perspective of the city’s taxpayers
rather than from that of the city treasury, since the taxpayers also pay taxes to the
county and school district and when those revenues are included the capizal invest-
ment is easily recouped. However, because the cost to the three entities of servicing
the new Fairview Development residents is unknown, the extent to which the zoral
costs associated with developing Fairview are recouped remains unknown.

The third goal was image enhancement and this has been accomplished. The
city of Hightown boasts a high-quality, Jack Nichlaus designed golf course which
is featured in all its economic development literature and advertising, so it had a
marked impact on upgrading the city’s image. While the Fairview Development
is only one subdivision and its inhabitants will represent less than 5% of the total
city population when it is built out, the city is able to point to its implementation as
evidence of the start of a renaissance and of the city’s positive, can-do attitude.

In 1851, the mayor of New York City, advocating that a large urban park should
be constructed in the city said, “The establishment of such a park would prove a
lasting monument to the wisdom, audacity and forethought of its founders” (Rosen-
zweiz & Blackmor, 1997). Similar approbation may be conferred on the Hightown
city council members by future historians regarding the creation of its outstanding
golf course.

The Fairview Development case offers an innovative way of developing park
and recreation amenities. In Fairview, the central amenity was a golf course, but
the same proximate principle applies to parks. Indeed, it was embraced in the roots
of early urban park developments, most famously manifested at Birkenhead Park:
“Birkenhead Park was a self-financing venture employing the simple device of sur-
rounding the park with plots for single houses and terraces, and selling them at an
enhanced value because of their relationship with the park. The profit from this paid
for the park” (Smith, 1983). Typically, in the parks field landowners and develop-
ers have received what Henry George in his campaign for New York City mayor in
1885 called “unearned increments” of value from city investments in infrastructure
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(Rosenzweiz & Blackmor, 1997). The Fairview Development case offers a mecha-
nism for creating public/private partnerships which capture some of those value
increments for the general taxpayers who fund the initial investments in park ame-
nities. It is a non-traditional entrepreneurial approach but demonstrates that pro-
viding amenities is a sound basis for community economic development and that
with vision and imagination park and recreation facilities can be provided even in
situations where it appears no capital funds are available.
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