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The generally deplorable conditions of public infrastructure and services in developing nations have 
continued to be a major subject of discourse in academia, industry and policy debates. A major cause 
of this problem is inappropriate finance mechanisms. Land based financing mechanisms remain 
sustainable tools for solving infrastructure deficits in the region but are perhaps the most under-
utilized methods of infrastructure finance. The bases for adopting land based financing approaches 
are primarily founded on the responsiveness of land and real estate values to the level and quality of 
public infrastructure provided. This is because of the positive relationship that exists between public 
infrastructure and real estate values. However not all land based financing mechanisms fit well in 
various circumstances. This study makes a nouvelle attempt at carrying out an investigation from 
literature, on the supporting operational elements under which each mechanism will thrive. As such 
the research approach is largely based on documentary evidence. It discusses the factors that support 
the performance of each mechanism under the specific situation of Lagos, Nigeria. As such better 
insights will be provided for decision making at policy level as a panacea for sustainable growth in 
the public infrastructure development sector.  
 
 
1.1 Introduction 
The adequate provision and delivery of public infrastructure remains high on the agenda of most 
countries. In developing economies, public authorities appear to be grappling and ‘finding their feet’ 
with appropriate and sustainable finance mechanisms in the delivery of infrastructure projects.   
Land based finance mechanisms represent internally valuable tools in the funding of specific 
infrastructure projects. In Balachander and Sahasranaman (2013), where large-scale borrowings are 
hard to come by, land-based financing presents an important option for finance. By leveraging the 
sensitivity of land values to public infrastructure development, and on the principle that benefits of 
infrastructure are capitalized into land values, land-based financing mechanisms have come to play a 
key role in the area of infrastructure finance.   
Unfortunately, in developing nations, the challenge in this regard is particularly acute, as the issues 
of inadequate land tools impinge on tapping onto land as a means for achieving sustainable outcomes. 
(Global Land Tool Network, 2014).  
The specific focus on it in this study is hinged on the fact that that land values typically increase by 
more than the cost of infrastructure investments.  Land based financing techniques are therefore 
arguably the most veritable and sustainable means of infrastructure finance. The purpose of this study 
is to provide contextual insights into land based finance strategies for public infrastructure projects 
under the current circumstances in Lagos, Nigeria. In this regard, it sets out to elucidate the constraints 
present in adopting the use of land based financing mechanisms. 
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2.  Land Based Finance Mechanisms 
 
The unearned increment resulting from the rise in land values, resulting from change in use of land 

from public investments or decisions, or due to the general growth of the community must be 
subject to appropriate recapture by public bodies. 

 
United Nations (1976) in Walters (2012) 

 
The workings of Land Based Finance (LBF) mechanisms is anchored on a range of approaches by 
which governments can generate revenue that will help them realize their service delivery, 
infrastructure development and maintenance goals though land assets. E.g. taxation of the unearned 
increments that property owners  enjoy, as a result of the increase in the values of their properties 
from municipal infrastructure projects. The rationale for employing most land based finance 
techniques is based on the theory that “growth should pay for itself”, and not be a burden on existing 
tax payers. (Bird, 2005).  According to Paulais (2012), in African Centre for Cities (2015), given the 
current rate of urbanisation and the scale of investment needed, it is important that governments 
consider using these mechanisms.  
This section focuses mainly on the various approaches and associated practices of capturing the value 
of public infrastructure in land and real estate developments.  
The main object of this study, which is to provide operational elements under which each mechanism 
operates, is provided in this section of this paper. The mitigating factors, from documentary evidence 
are highlighted accordingly. According to the UNHabitat (2015), Strategic public investments must 
go hand in hand with strategic supporting governance systems. 
Iacono, Levinson and Zhao (2009) identify different approaches that may be classified as LBF 
methods. 
 
2.1 Property (Ad Valorem) Taxes  
These are general property taxes. ‘Property taxes’ as they are more commonly known are annual 
levies imposed on non- exempt properties within a municipality or taxing district as a form of payment 
charge for local infrastructure and services.  In property tax literature it is argued that tax burdens 
need to be apportioned according to the benefits that individuals gain from government expenditures, 
which are funded by the tax (Kayuza, 2006; Slemrod & Bakija, 2001; James & Nobes, 2000). This 
implies that levies must be equitably scaled with the value of infrastructure provided. According to 
Bahl (2009), there are transparency issues with property tax in the case of developing countries. While 
property owners are aware of the amount of tax that they pay, it is doubtful that they can equate this 
burden with the benefits from services financed by the property tax.  This has been identified as a 
major cause of below-potential revenues in the property tax sector.  The underlying cause responsible 
for low resource mobilization of property taxes is the poor link between the equitable concept of tax 
payment and provision of communal services. (Babawale and Nubi, 2011). However, the assessment 
systems used, in ultimately determining tax rates is a key factor to the validity of equating levies with 
public infrastructure provided. According to Mayor, Lyons and Toll (2010), ad valorem (value-based) 
property taxes are more equitable than flat (area based) rate taxes.  
In Lagos, Nigeria, under the policy on property taxes, (Land Use Charge Law of 2001), assessments 
are carried through an area appraisal model for which a statutory formula - as opposed to the 
conventional valuation methods or one based on virtual objectivity – is used. .   Ogbuefi (2004) 
explains that taxes in these regions are usually levied without regard to the municipal benefits that 
the tax payer receives. This potentially creates scepticism on the part of the tax liable and 
consequently adversely affects the revenue stream. According to Aderibigbe (2009), under the Land 
Use Charge Law, 2001 there is an increasing number of people who have complaints to make. This 
elongates –avoidably-, the eventual payment time, as complaints lodged, statutorily halt the process 
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of action of non-payment against the tax liable. The area-based system is usually only used in 
situations where a land market is technically non-existent amongst other factors. Essentially, the 
operations of the enabling law on property taxes mitigate the successful and viable use of value based 
systems.  
 
2.2 Tax Increment Finance (TIF) 
TIF is a targeted development finance tool that captures the future value of an improved property to 
pay for the current costs of those improvements. This mechanism can be used to finance costs 
typically pertaining to public infrastructure, land acquisition, demolition, utilities, planning, and 
more. TIF funds have also been used to help support community amenities such as parks, recreational 
facilities, schools, and network infrastructure. (Rittner, undated).  It places focus on a challenging 
area, for development that addresses both the economic needs of a community and the quality-of-life 
advancements that will improve the locality.   
TIF Workings as Rittner expatiates begins when the community identifies the TIF district’s 
geographic boundaries, then establishing the initial value of all land within the district. Next, 
property tax revenues are established. As development advances and revenue from taxes rise, the 
income is used to pay debt service for the developments. By so doing, local authorities are able 
to build infrastructure and incentivize development, thereby increasing tax rates. Only the tax revenue 
generated by the development is used to finance the infrastructure, thereby creating a sustainable 
revenue stream for the project. The advantages of this model have made TIF a popular development 
finance tool.  
Benchmarking against best practices helps to identify areas for reform and intervention. In Rittner, 
the first area of TIF best practices is related to public policy and statutes. For example, a TIF project 
should be clearly eligible according to the state’s authorizing statute. However, according to Fjeldstad 
et al. (2014), in African Centre for Cities (2015) in Sub-Saharan Africa generally (with the exception 
of  South Africa), using TIF to finance urban infrastructure has limited applicability. For example, 
there are no known institutional or policy agendas in Lagos specifically towards the attainment of the 
use of this Land based Financing tool. There is no specific national legal/statutory framework to this 
end.  The closest policy in this regard is Public-Private Partnership (PPP) oriented, which can 
reasonably suffice for the same purpose. The main infrastructure law in Lagos State is the Lagos State 
Public Private Partnership (LSPPP), Law which was enacted and signed into law on the 24 June 2011. 
The LSPPP Law, in the main, encompasses in one document the framework for PPPs (Soyeju, 2013). 
The second and third areas outlined for best practices involve stakeholder/ community involvement 
in the project. It is explained that in assessing the financial viability of the project, consideration 
should be given to whether the development or redevelopment has a high likelihood of maintaining 
an enduring presence in the community. Similarly, the identification of the project’s broader 
stakeholders (which include neighborhood groups, business leaders, school districts, and elected 
officials) and a plan for communicating the importance of the project, as well as information on how 
the project will be financed, should be developed and executed is recommended. In Lagos, 
government authorities usually adopt a paternalistic  command approach to infrastructure provision 
which confirms the view that infrastructure in developing countries has been characterized by strict 
command and control arrangement. (Kessides, 1997 in  Otegbulu, 2010). These are issues which need 
to addressed in Lagos if TIF as a Land Based Finance tool is to be a viable option.  
 
2.3 Special Assessments 
They are described as public fees or compulsory levies imposed upon the owners of properties for the 
specific purpose of defraying the cost of additional public improvements that are likely to additionally 
enhance the value of a property within the operative framework of that public development 
(Famuyiwa, ongoing). Special assessment taxes care particularly used for projects that involve repairs 
or improvement to adjacent property. E.g  sewer and water system improvements, improvements to 
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roads and sidewalks, installation of public utilities, cleaning, landscaping etc. The charges are limited 
to the recovery of actual costs incurred.  
The size of the charge is based on a specific capital expenditure in a particular year, but the costs may 
be spread over a number of years. It is more common with high-scale infrastructure like construction 
of highways, sewers, and irrigation projects etc. Its roots can be traced to the Great Fire of London 
(1666). Special assessments only affect only those properties that benefit from these public 
improvements. They are also levied based on benefits received. 
The special assessment district would be a well-defined geographical area within an already existing 
region. It is utilized by the region to define the area which has benefited from specific public 
improvements. Each lot in the area is assessed commensurately with the benefit which it derives from 
the improvement. 
In Iacono et al (2009), special assessments may be levied if the direct special benefits for properties 
can be clearly identified and measured within a special assessment district. One basic requirement for 
imposing a special assessment is that the municipality must first have the statutory authority to make 
the improvement or provide the service for which the assessment will be imposed. Second, the 
municipality must have the statutory authority to assess for that type of improvement or service. 
(Michigan Municipal League, 2006). In addition, there must be a "finding" (a legally proper 
determination) that a project to be specially assessed is "necessary" as defined by the appropriate law. 
(Michican Property Consultants, undated).   Thirdly, the cost of the improvement must reasonably 
relate to the increase in value.  
Regarding the second requirement, in Lagos, most municipal or local governments are not backed by 
any laws relating to special assessments or land based financing generally (as explained under the tax 
increment financing discussions above).  Because the valuation of environmental amenities is a 
relatively new endeavour and largely confined to academic discourses, its use and application is very 
limited beyond the ‘boundaries’ of academia. They are more commonly applied in the valuation for 
compensation, as opposed to man-made public amenities such as municipal infrastructure.  
 
2.4 Development Impact Fees: This is also known as development charges or Impact taxes, and are 
one-time charges to raise revenue against new infrastructure, necessitated by new developments.   
This is imposed on developers – at a fixed rate per plot – in order to finance the off-site capital costs 
of new and or additional developments. This form of land based tax is often applied to the initial costs 
of infrastructure delivery, and under other circumstances, it may be applicable to additional capital 
costs required to service re-development. According to Kitchen (2003), under the benefits received 
principle, a development impact fee is fairest when it is easy to identify beneficiaries of the services 
provided by the physical infrastructure. In other words, when one can determine the cost of the 
eligible infrastructure for each plot/property and the benefits from the infrastructure are confined to 
the properties in question. Examples are water mains, and sewers. An efficient development charge 
must include the full cost of delivering the service. Where the services are to be allocated most 
efficiently, the rates charged per property should vary according to distance from the infrastructure 
development.  
In implementing development Impact fee programs, Brown and Lyons (2003) explain that the power 
to exact such fees arises from the local authority’s police power to protect public health, safety and 
welfare. It allows a city to act in the interest of its citizenry and to enact and enforce ordinances and 
regulations that are not in conflict with state law. Further, it is not a tax or special assessment; by its 
definition, a fee is voluntary and must be reasonably related to the cost of the service provided by the 
local agency.  
In setting up a development impact fee program, it is recommended that (a) trend of growth of a city 
should be determined through the regional plan - this helps plan for specific infrastructure that may 
be needed in several respects (b) at the beginning of the process to enact fees, it is important that the 
nexus requirement is understood between community growth and infrastructure requirements. This 
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nexus requirement answers the questions (i) Is the impact of new development linked to the need for 
public infrastructure? (ii) Does the fee equate with value of the infrastructure? (iii) Is there a 
reasonable connection between the use of the fees and the benefits produced for the new 
development?  In Lagos, Nigeria, these fundamental pre-requisites are not ‘feats’ which cannot be 
attained, but not in the current state of hazy data. According to Opoko and Oluwatayo (2014) 
controversies continue to trail Lagos population figures. However there is a general consensus that 
population growth of Lagos has been very rapid.   Similarly, community infrastructure needs are 
usually not well articulated. Whittington et al in Fox (1994) report that for two decades hundreds of 
boreholes were drilled in Nigeria in order to meet the water needs of rural residents during the dry 
season. However, these boreholes are inoperative today. This failure was traced to the fact that the 
boreholes were drilled without careful consideration of local water demands. This is a fundamental 
condition for the use of development impact fees. Zegras (2003) further elucidates other conditions 
necessary for its use especially in developing countries. 

(a) Administrative Capacity and growth management controls. As such, projects should be 
limited to the authority’s geographical sphere of control and management.  

(b) Efficiency and fairness, where the financing system is viable and equitable 
(c) Justification for public finance, in this regard, and in the interest of transparency and clarity 

for all stakeholders.  
 

2.4 Negotiated Exactions 
Negotiated exactions are functionally similar to Development Impact Fees, except that they are not 
determined through a formal, formulaic process and are not necessarily/typically applied to off-site 
infrastructure provision. It emanates from a provision in the development approval process that 
requires a developer to give or provide something to a local government. Negotiated exactions can 
take the form of ‘in kind’ and not ‘cash’ contributions to local roads, parks, or other public goods as 
a condition of development approval or can be requested in the form of in-lieu fees. Negotiated 
exactions could for example require developers to forfeit part of their land in exchange for off-site 
infrastructure benefits (Iacono et al, 2009). It may not strictly be a ‘cash’ payment levy. They allocate 
the costs of development (through a one-time fixed charge) to those who generate them. Provides 
benefits to contributors. The distribution of the burden of costs across income groups is likely to 
depend on the incomes of the new residents of developments.  
Factors encouraging negotiated exactions include helping to hold property taxes down by utilizing an 
alternative revenue source to pay for infrastructure improvements, acting as an effective growth 
management tool, diversifying the local approach for providing infrastructure, providing an 
opportunity for planners to negotiate with developers over the provision of infrastructure etc.  
Negotiated exactions are similar to development impact fees, but negotiated on a case-by-case basis 
rather than set as a policy and determined through a formula. (Transit Wiki, 2017). In Bauman and 
Ethier (1987) the typical legal issues underlying development exactions and impact fees are basically 
the same. Essentially, fees must be authorized by the state law and must be constitutional, which is 
encapsulated in previously discussed land-based finance mechanisms above. The nexus requirement 
is equally necessary with negotiated exactions. 
  
2.5 Joint Development This involves collaboration with the public sector to simultaneously 
improve infrastructure while developing land. According to the National Council for Urban Economic 
Development (1989) in Zhao et al (2012), joint developments are public-private partnerships designed 
to decrease the costs of constructing or operating public investments/ infrastructure improvements 
through creative public-private financing arrangements. Further, Landis et al (1991) describe it as any 
formal agreement between a public transit agency and a private individual or organization that 
involves either the private sector paying to the public sector or the private sector sharing the capital 
costs with the public sector - in mutual recognition  of the enhanced real-estate development potential 
created by using a public transit facility. Most examples in literature however pertain to transportation 
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infrastructure e.g. public transit, or high speed rail. In some instances, private developments are 
carried out using publicly owned lands, land banking.  
In Lagos, this strategy appears to be the most promising in terms of workability - as several public 
private partnerships have been successfully implemented.  
2.6 In all it can be seen that the regulatory framework in this area needs further concretization, which 
supports Salleh and Okinono’s (2016) assertion that a major weakness expressed by majority of the 
developers is difficulty to promote private sector involvement in local infrastructure development due 
to unregulated-procedures. 

 
3.0 Methodology and Empirical Data 
Generally, the operational framework for land-based financing systems can be used within the context 
of Lagos, from documentary findings above.  In the African Centre for Cities (2003) report, land- 
based financing is directly related to the property development process as the funding is raised from 
property developers or property owners. This section of the paper therefore ultimately attempts to 
investigate the extent to which land based financing techniques may have been adapted for use by 
private developers. According to Salleh and Okinono (2016) there is a heavy burden on the 
government in taking responsibility, and therefore the involvement of the private sector. A survey 
of 27 randomly selected developers along the Lekki corridor were selected in order to further 
investigate the inhibiting or encouraging factors towards the use of land-based financing 
mechanisms particularly. This area was used as a case study due to the astronomical rate of 
developments in the axis vis a vis the attendant problem of infrastructure delivery.  The indicators 
so used were derived from literature, and respondents were given the opportunity to include other 
factors that they considered significant. A relative importance index was utilized as to the 
importance attached to the significance of these factors. 
In Table 1 below, the mean response for each of the performance elements was to be able to measure 
the degree of importance for each factor, the following categorisations were used:  
• If the mean response is below 1.49, then the respondents ‘Strongly Disagree ’. 
• If the mean response is between 1.50 and 2.49, then the respondents are ‘Disagree’. 
• If the mean response is between 2.50 and 3.49, then the respondents are ‘Neutral’ 
• If the mean response is between 3.50 and 4.49, then the respondents are ‘Agree’ 
• If the mean response is between 4.50 and 5, then the respondents are ‘Strongly Disagree’ 
 
 
Table 1. Significant factors constraining the use of Land Based Financing techniques in 
Lagos 

Factors S.A. A N D. S.D. Mean Ranking 
Have no clear guideline of negotiation 
practice 

5 10 12 - -  
3.741 

2 

No proper guidelines on the 
requirements of infrastructure. 

- 9 11 7 - 3.074 3 

Inadequacy of legal framework 14 7 6 - - 4.296 1 
Knowledgeability  of Land Based 
financing 

  2 16 9 1.741 5 

Other factors 1 2 14 4 6 2.556 4 
 
Unsurprisingly, ‘Inadequacy of legal framework’ had the highest mean score of 4.296. ‘Other factors’ 
which was not garnered from documentary evidence within the context of the study area scored 4th on the 
mean score ranking of 2.556, and included factors like ‘willingness to adopt its use’ and ‘uncertainty’. 
‘Knowledgeability of land based financing' weighed least on the scale with a mean score of 1.741. In 
Salleh and Okinono (2016), the selection of developers and local authority is based on diverse 
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views on their professional expertise and knowledge. This section essentially was included to 
support documentary evidence. 
 
4.0 Conclusion and Recommendations 
This study set out to provide contextual insights on the best land based finance strategies for various 
public infrastructure projects under varying circumstances in Lagos, Nigeria.  A particularly 
resonating observation from documentary evidence on various land based financing strategies is the 
policy gap in Lagos, Nigeria. The legal framework for use is lacking and therefore must be 
established. From evidence above, it can be seen that virtually all the land based mechanisms require 
legal backing and policies guiding their use, which appears absent. This was also found to be the 
strongest factor from empirical data.     
This paper recommends that if land based financing systems are to be employed in Lagos, Nigeria, 
the relationship between the various land based financing systems must be clarified and well defined 
in order to avoid an overlap in usage which could arise due to their intense similarities.  The benefits 
that can be harnessed from land based finance mechanisms remain veritable sources of infrastructure 
finance, as is seen from the example of Chile where it has been utilized, formalized and expanded 
with regulations such as the Urban Impact Study Requirements and ‘Road Way and Urban Transport 
System Impact Studies (Zegras, 2003). Also, associations like the Real Estate Developers Association 
of Nigeria (REDAN) are encouraged to enlighten members on land based finance concepts, 
negotiation strategies, risks and immense benefits from the use of Land Based Finance methods.  
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