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Abstract 

Indian urban areas keep on needing substantial measures of capital for financing urban 

foundation; a gauge by McKinsey Global Institute pegs it at $1.2 trillion throughout the 

following 20 years. These requirements expect a much more noteworthy essentialness given 

the scarcity of open accounts notwithstanding the potential effect of these interests in 

enhancing the personal satisfaction for the subjects, a target of the National Smart City 

Mission. The capability of incorporating ICT innovations in urban asset administration will 

without a doubt accomplish positive externalities in estimating the significant urban 

resources (streets, water, and vitality) in this manner producing income hotspots for the 

ULBs for the operational costs of these benefits. However, the forthright capital ventures 

expected to manufacture smart urban communities requires the city heads to concentrate on 

option income sources that are monetarily plausible[1].  

This paper endeavors to catch a portion of the accepted procedures that urban areas 

comprehensively have endeavored for Value Capture Finance (VCF), a rule that groups 

profiting from open ventures on foundation ought to pay for it. The paper is limited to 

investigating esteem catch of increments in private land valuation from open ventures and 

open arrangement activities, particularly under the Smart Cities.  

INTRODUCTION 

The proposed techniques in this paper are 

not comprehensive. The Smart Cities 

Council Financing Guide for SmartCities 

records between 25 to 30 instruments 

accessible for urban framework financing, 

the Lincoln Institute records around 8 to 10 

wide apparatuses for the same. [2] The 

World Bank 2009 writes about Unlocking 

Land  Values to Finance Urban  

 

 

Infrastructure additionally record various 

methods for catching area values picks up 

for open speculation. The message through 

each of  these reports and in this paper is 

unambiguous, Indian Smart Cities need to 

proactively seek after and actualize a wicker 

bin of each of these apparatuses in light of 

their nearby setting to catch the money 

related advantages of their planned Smart 

City ventures. The urban areas will improve 
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not to concentrate on one particular VCF 

device but rather utilize various choices 

simultaneously in the region based approach 

and afterward scale the effective alternatives 

to skillet city. The Smart City mission is an 

ideal minute for the Indian Smart Cities to 

endeavor these financing components and 

accomplish money related manageability for 

their proposed advancements[3]. 

PROBLEM STATEMENT 

Urban foundation is generally financed 

through higher government 

stipends/exchanges, increase of nearby self 

incomes above working costs and long haul 

acquiring. The general population private 

association display in opposition to 

mainstream thinking has additionally been 

polished for quite a while, particularly in 

New York city in building its City Hall, its 

ship terminals and even as of late as Battery 

Park city.  

The 20 beacon urban areas under the 

National Smart City mission too have 

recognized six general classifications for 

their financing needs: mission gifts, joining 

with different missions, claim source 

incomes, open private organizations, getting 

and others (corporate social duty)[4]. While 

the arrangements have fluctuating spending 

plans and aspirations, there are couple of 

expansive conclusions came to through 

preparatory examination of their SCPs.  

1. As a gathering, the 20 beacon urban 

communities will influence the 

seed subsidizing given by the 

mission (Rs 1000 Crore each 

around) to raise 2.2 circumstances 

of extra financing through the five 

different sources. However half of 

the gathering (10 urban areas) have 

an utilizing component of under 

0.5 i.e. they will raise under half of 

the national mission allows 

through extra sources.  

2. The normal income interest for the 

20 beacon urban areas figured by 

separating the financing necessity 

(SCP subsidizing prerequisite short 

the mission awards and union) by 

the metropolitan income pay of the 

urban communities is 3.2. This 

implies the urban areas should 

raise around three circumstances 

their last metropolitan income 

salary to conform for extra capital 

required for their smart city 

recommendations. Again inside the 

gathering this element fluctuates 

from 0 to 19[5].  

Along these lines it is apparent that:- 

 First, urban areas are constraining 

the money related plausibility of 

completely adapting the advantages 

of their smart city ventures in this 
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way depending totally on the mission 

gifts and union and;  

 Second, the interest for raising extra 

capital through adapting their 

territory and different resources and 

framework spending is high.  

This urban foundation problem can be 

tended to, as it were, through Value Capture 

Finance (VCF) structures examined 

herewith. The same McKinsey report 

assesses that about 45% of the asset 

prerequisite can be met through different 

land and resource adaptation systems[5] 

WHAT IS VALUE CAPTURE? 

Esteem catch alludes to the recuperation of a 

share of the addition in land valuation 

because of the positive externalities from 

activities other than the land proprietor's 

ventures. The gratefulness in land valuation 

happens because of administrative changes, 

interests openly merchandise foundation that 

builds nature of lodging, occupations get to, 

transportation or social advantages and rise 

of a critical business, social, institutional, or 

private improvements in the area.  

Every one of these progressions are 

connected with increments, frequently 

substantial spikes, in land estimations of the 

influenced properties for no exertion of the 

land proprietor. The land proprietors in the 

vicinity of these progressions get to be 

distinctly circuitous yet lease looking for 

recipients of an "unmerited augmentation". 

The potential for bonus picks up empowers 

theoretical interests in terrains in urban 

ranges and its environment. For instance 

interest in a travel hall twists arrive 

valuations in zones connecting to the 

passageway and subsequently make lodging 

unreasonably expensive to the individuals 

who might profit by the travel utilization.  

Such detached esteem growth makes land 

one of the most sultry speculation resources. 

A vast share of such land exchanges are 

simply theoretical in nature, done in 

suspicion of new interests in the area. 

Actually these exchanges are of brief nature 

to catch the expansion in valuations and 

afterward leave the market[6]. This makes 

huge asset mis-designation issues, swarming 

rare venture assets out of gainful parts and 

into theoretical exercises. Its injustice and 

wastefulness separated, this unforeseen 

development makes another problematic 

result.  

Since governments recuperate restricted 

esteem from its speculations, their capacity 

to make comparable ventures somewhere 

else is obliged. Private engineers will be 

disinclined to make expansive ventures 

when a noteworthy share of its profits is 

caught by others. Financial specialists let us 

know this is valid for all positive 
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externalities. At the point when confronted 

with such circumstances, there will be an 

under-supply of the exercises that make the 

positive externalities.  

VALUE CAPTURE STRATEGIES 

The most well-known methodology to catch 

esteem made by speculation externalities is 

through various types of tax collection. They 

incorporate advancement charges, affect 

expenses, or higher building expenses. 

Different structures incorporate separating a 

share of the developable land for particular 

uses or exchanged to the neighborhood 

government and offer of Floor Area Ratio 

(F.A.R) or air rights[7]. A brief portrayal of 

an illustrative rundown of such VCF 

techniques is sketched out beneath.  

a) Arrive improvement and land sell off 

(leasehold to freehold)  

The most direct esteem catch is for 

governments to construct arrive banks 

through key acquisitions. Once a section is 

created, the estimation of the rest of the land 

rises and the administration can catch the 

whole addition by offering it. Be that as it 

may, given the political economy 

encompassing area exchanges, this 

administration as-broker technique is 

probably going to energize undesirable 

practices.  

Be that as it may, this methodology can be 

an extremely profitable wellspring of 

financing open interests in greenfield 

advancements where government possesses 

vast tracts of land. The administration 

organization could adapt its property bank in 

a staged way to fund the improvement of 

more current zones. The MMRDA and 

CIDCO have utilized this technique to fund 

the framework improvement as their regions 

extended. MMRDA particularly is utilizing 

the returns from these deals for the Mumbai 

Urban Transport Project (MUTP) [8]. 

MMRDA was able to generate Rs 50.8 

billion (approximately US$1.2 billion) from 

the sale of small land parcels in Bandra-

Kurla in just two auctions.  

Typically, when faced with resource 

squeeze, governments have preferred to 

raise money by direct sale of undeveloped 

land. The periodic land auctions of Urban 

Development Authorities involving vast 

extents of vacant lands are the most 

common example. But as the graphic below 

shows, value realization increases with asset 

development. 
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Fig1: The Value curve in Theory 

The sale of undeveloped land limits value 

capture and is therefore an extremely 

inefficient form of resource mobilization. 

Rather investing in developing the land 

assets and then selling them to private 

stakeholders importantly through auctions 1 

http://www.consultaustralia.com.au/docs/def

aultsource/cities-urban-development/value-

captureroadmap/value-capture-roadmap-as-

web.pdf?sfvrsn=2 6 will help to realize 

revenue for the urban local bodies. 

Relevance:  

Bhopal because of its proposition of creating 

government claimed land can take a gander 

at land advancement and land sell off for 

esteem catch. The proposed site of Shivaji 

Nagar (350 sections of land) after 

amalgamation, framework improvement and 

recovery through land (CIDCO model) 

could wind up with conservatively 20-30% 

of created land (70 to 100 sections of land) 

that could be utilized either for income 

assembly through sale.  

b) Tax Increment Financing (TIF) 

Charge Increment Financing or TIF is a 

standout amongst the most well known 

esteem catch instrument in many created 

nations, particularly the United States. In 

TIF, the incremental incomes from future 

increments in property impose or an extra 

charge on the current property assess rate is 

ring-fenced for a characterized timeframe to 

fund some new interest in the region. The 

addition would by and large originate from a 

higher tax assessment rates or, less 

regularly, from the characteristic increments 

in the outright estimation of expense 

incomes.  
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TIFs are particularly helpful to fund new 

interests in existing homes. One case is the 

Smart City extend. Here since the seed 

subsidizing originates from the legislature, 

aside from being a financing device, the 

escrowed charge addition can be utilized to 

back its development to different ranges in 

the city. At the end of the day, the general 

population speculation made under the 

Smart City program would be the seed 

funding to catalyze smart city mediations 

over the city. The topographical 

concentration would likewise improve 

responsibility by connecting use with results 

applicable to the nearby occupants.  

Relevance: 

Retrofitting recommendations for CBDs, 

financial centers, vacationer and 

development focuses would fit the bill for 

BID (Business Improvement District), 

Urban Improvement District (UID) or SUD 

(Smart Urban District) where business 

property proprietors and organizations pay 

the require for enhanced framework. Pune, 

Jaipur, Jabalpur, Solapur, Davanagere, 

Indore, NDMC, Kakinada, Belagavi, 

Chennai could influence TIF. 

c) F.A.R Sale 

The F.A.R crosswise over Indian urban 

communities is low, near one in most by far 

of ranges. Given the intense scarcity of 

empty land and the unfriendly effect of the 

sprawl, it is alluring to empower vertical 

improvement and densification in specific 

ranges. This should be possible by 

consolidating higher F.A.R for these 

territories in the Master Plan. A two-level 

F.A.R structure, with a specific fundamental 

F.A.R packaged with property right and the 

staying to be acquired, can be intended to 

empower esteem catch. The productive 

system for F.A.R deal is to characterize 

variable neighborhood F.A.R limits relying 

upon the current and new foundation and 

after that unloading the F.A.Rs in the 

market. This is as opposed to current Indian 

situation where uniform F.A.R is connected 

all through the city.  

In this specific situation, Indian urban areas 

can likewise consider copying the French 

land-utilize strategy which limits the 

landowner's property appropriate to a low 

pattern F.A.R and considers building rights 

past that as an open asset. In like manner, 

extra development, up as far as possible laid 

out in the Master Plan for that zone, can be 

acquired for a building right charge or by 

meeting a moderate lodging order.  

Numerous Brazilian urban communities 

have utilized the offer of building rights to 

raise assets as well as guide densified urban 

development along travel passageways. In 

1995, the Brazilian city of Sao Paulo 
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presented a creative instrument, Certificates 

of Additional Potential Construction Bonds 

(CEPACs), to encourage value disclosure 

for the extra building rights2. It sold a 

constrained amount of building rights for a 

sufficiently extensive zone – one CEPAC 

for every square meter of extra building 

right - through an electronic sale. The 

national securities showcase controller 

directs the issuance of CEPACs. Those 

proposing to work over the essential F.A.R 

would need to buy CEPACs from the 

auxiliary market. The city holds intermittent 

closeouts for every region, progressively 

discharging extra F.A.R in order to amplify 

the esteem catch. This can be a conceivably 

helpful methodology for straightforward 

esteem catch, particularly in new 

improvements. 

Relevance: 

TOD based recommendations, for example, 

Bhubaneshwar, Ahmedabad, Kochi can use 

FSI strengthening, subject to sell-offs and 

variable neighborhood FSI tops. A solitary 

hub created with TOD standards and higher 

FSI (accept 4) would deliver around 5-10 

million sq.ft of private, business and retail 

space and around $200 million (2016 costs) 

of direct financial effect.  

 

 

d) Impact Fee 

Affect expenses are collected, aside from the 

improvement charges, on new developments 

in a territory where an extensive new open 

venture has been declared. Such 

speculations could incorporate real streets 

and roadways, metro rail, modern halls, 

ports, airplane terminals, and some other 

open foundation office. They are required to 

recuperate no less than a share of the venture 

made. The effect expense by and large 

change contingent upon the area, the land 

utilization, and tallness. It is gathered when 

the landowner applies for new development 

consent.  

Affect charges are ascertained in view of the 

aggregate cost of the venture speculation 

proposed and the improvement potential 

inside the impact region. To this degree, 

they are special for every venture zone and 

would require a venture shrewd notice. They 

vary from advancement charge in so far as 

they are for the most part used to fund 

particular huge new foundation extends, and 

not essential urban utility administrations.  

Relevance: 

Natural and legacy based recommendations, 

for example, Kochi, Jaipur, Surat, 

Vishakhapatnam, Guwahati, Coimbatore 

and Udaipur can use affect expenses, 

fundamentally to disguise the effect of 
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advancement on existing ecological and 

social texture and to keep keeping up the 

nature of these advantages for match the 

expanded improvement. For the most part 

effect charges are topped at the greatest cost 

to give the framework. Henceforth for the 

urban communities said over, the aggregate 

gauge of effect charges would in the scope 

of Rs 10,000 Crores or $1.6 billion (2016 

costs) which is the entirety of the region 

based speculation spending plans. 

e) Land Pooling Schemes 

Arrive Pooling Scheme (LPS) is a type of 

land obtainment where all land allocates a 

region are pooled, changed over into a lay-

out, foundation created, and a share of the 

land, in extent to unique possession, 

returned as reconstituted bundles. There are 

distinctive variations of such plans relying 

upon how the framework advancement is 

financed. Much of the time, a share of the 

created land is sold to fund its cost, though 

in others, the land proprietors give an 

advancement charge to take care of the 

foundation expense.  

Such LPS are a typical element in nations 

like Japan and Germany. In India, a couple 

states like Haryana and Gujarat have 

effectively utilized land get together projects 

where the proprietors consent to trade their 

desolate terrains for framework adjusted 

littler plots. Gujarat has utilized it one of a 

kind rendition of Town Planning Scheme 

(TPS), in presence for the greater part a 

century, to control the improvement of 

Ahmedabad city and its encompassing 

infrastructure4. The Government of Andhra 

Pradesh is as of now undertaking the biggest 

ever LPS in India as it obtains more than 

30,000 Acres for the development of its new 

capital city, Amaravati.  

Relevance: 

Gujarat urban areas, for example, 

Ahmedabad and Surat can keep on 

leveraging TPS conspires because of long 

and fruitful involvement in dealing with 

these plans. The achievement of TPS 

instruments relies on upon clear land titles 

and the likelihood of gathering bigger tracts 

of land for neighborhood restoration.  

Notwithstanding the above plans, there are 

different instruments for esteem catch that 

urban communities could take a gander at. 

These are:- 

 Air Rights - In thickly developed 

urban communities, where land is 

rare, there has been a pattern as of 

late to create on top of ranges like 

railroad yards and stations. In such 

cases, air rights can be sold through 

sell-offs. This would empower more 

thick advancement and effective 

usage of rare urban space, other than 
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producing incomes for the nearby 

government.  

 Transferable Development Rights 

(TDRs) - Since most Indian urban 

communities have built up their 

urban frame generally autonomous 

of advanced urban arranging 

standards, execution of Master Plan 

represents an incredible test. 

Ostensibly the most serious issue is 

the procurement of private land 

which have been held for streets and 

utilities, open spaces, and group 

resources in the City's  

 Advancement or Master Plan: One 

technique that has expected wide 

acknowledgment as of late is the 

allocation to the land proprietor of 

transferable advancement rights 

comparable to the degree of land 

inevitable. This includes isolating the 

passable advancement capability of 

the land from the land itself and 

permitting its exchange. In like 

manner, the land failure is 

remunerated with extra F.A.R of a 

proportional degree which can be 

utilized without anyone else or 

exchanged to an outsider for utilize 

somewhere else in another zone 

(getting zone) gave the foundation in 

the accepting zone underpins the 

exchanged F.A.R. A TDR 

endorsement is issued to the land 

proprietor and this testament can be 

reclaimed somewhere else. This 

opens up the likelihood of a market 

where such advancement rights can 

be purchased and sold. The Mumbai 

Development Control Rules 1991 

conceded suburbia an aggregate 

F.A.R of 2, with the base F.A.R of 

one permitted free of cost and the 

staying to be acquired by designers 

as TDRs5. Taking after this, 

numerous other Indian urban 

communities like Hyderabad have 

permitted extra F.A.R to get arrive 

for broadening streets.  

 Land Value Tax - Considered as the 

best esteem catch apparatus - utilized 

by nations like Denmark, Australia, 

and New Zealand - is a yearly land-

esteem assess on the augmentation of 

(developed) land esteem. Aside from 

catching any esteem increase, it 

balances out property costs, 

dishearten theoretical ventures and is 

considered as minimum distortionary 

and most effective among all esteem 

catch strategies. However, the 

nonappearance of straightforward 

value disclosure in Indian property 

markets and poor condition of land 

titles make its organization 
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troublesome. In spite of this, an 

empty land expense can be a helpful 

instrument to dishearten theoretical 

storing of land, with specialist 

upward weights ashore costs, and 

boost arrive proprietors to build up 

the land. Despite the fact that 

numerous Indian states have such 

duty, barely any uphold their 

accumulation with any level of 

thoroughness.  

 Capital Gains Tax - Capital 

increases duty is the commonest type 

of significant worth catch.  

The expense is forced when the 

property sold and gathers on the 

incremental esteem expansion. The 

long haul capital increases charge 

rate in India is 20%. Tragically, 

being an immediate duty, it doesn't 

enrich on the neighborhood 

government in India and accordingly 

does not straightforwardly add to 

foundation and other nearby 

ventures. Encourage, the absence of 

satisfactory data about market costs 

imply that capital additions are 

horribly under-assessed in India's 

specific situation. Notwithstanding 

expecting believable value data 

accessibility, such capital increases 

tax collection experience the ill 

effects of the issue of falling of 

assessments. Aside from the physical 

speculations made in the property, 

which is deductible, the land 

proprietor normally would have paid 

different types of assessments like 

advancement expense, affect charge 

and so forth, which are for the most 

part not deducted from the capital 

additions figuring. 

 Betterment levy - Improvement 

require is a one-time forthright 

charge on the land esteem pick up 

brought on by open framework 

venture. Awesome Britain for a 

period forced an improvement 

require equivalent to 40 percent of 

the land-esteem increase inferable 

from open investment6.This is 

additionally practiced in the United 

States utilizing exceptional appraisal 

region, whereby yearly collects are 

forced on the locale. A case of this is 

the WAVE streetcar framework in 

downtown Fort Lauderdale whereby 

the connecting property proprietors 

would raise the subsidizing hole 

required after the focal, state and 

transportation gifts. This is not the 

same as the TIF system depicted in 

its recurrence of occurrence. This 

assessment represents a comparative 

issue to capital additions charge due 
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to the divergence in market costs not 

being practically reflected in 

government credited rates (prepared 

reckoner or circle rates). 

Furthermore it is hard to trait 

particular picks up in the land esteem 

to interests in framework.  

In this way there is a scope of 

alternatives accessible to city 

administrators for esteem catch of 

foundation speculations under the 

Smart City Mission. The alternatives 

change in their technique for tax 

assessment (duty, charges or land 

devotion), recurrence of rate (one 

time versus repeating) and the 

subject of the occurrence 

(inhabitants, landowners, 

organizations). An economical 

budgetary arrangement takes 

advantage of various choices in view 

of clear guidelines and predefined 

charges and yearly increments for 

repeating charges. There ought to 

likewise be degree for renegotiation 

of the duty rates intermittently and 

differing rates in view of vicinity to 

the foundation ventures. This paper 

shows the scope of alternatives 

accessible to the urban areas for their 

asset preparation. 
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