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FINANCE

0.0. Morentken and A.O. Sulyman

25.1 Introduction

The global development has changed radwally i recent years; poverty o
shifting from rural to urban areas; the majonty of poor people now hve n
middle-income countnes, less developed countnes, financial flows from
emerging econormues have increased; resource scaraity and chimate change are
adding environmental strams while new technologies offer the possibality of
different development pathways. Consequently, there s need to ensure that
development cooperation is adjusted to fit into this new content. There s need
for actors involved i plannmg to promote the dnvers for inchsive and
sustainable economic growth. It B important to understand the rwie of
financial systems in the econom development process. However, as rapad
urban growth exacerbate, the pressures on munkcipal budgets and lack of
resources may result in chaobic spatial pattemns. Without adequate fnancual
means, local governments are unable to undertake the capital improvements
medcdtokecpupwﬁhurbmgmﬂuhaknemdewhmdﬁdnum. It
Wmahckmmﬂutﬂrmkd&ummmdmbmm

cannot be ignored (UN-Habatat, 2013).
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P v allstatesan /or . the effectiveness of such planning
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e avours - phys ical infrastructure, social and even

usion. In this chapter, the meaning, history
e will be explored and the implication of finance for urban

,nd regional planning practice and education will be discussed.

planning ende

752 Meaningand Historical Background of Finance

o do with money and its utilisation. Availability of money alone

does not guarantee the success of a venture except when realistic budget is
made and executed through timely release of the money According to Ronald

and Edgar (2008), finance may be defined as the art and science of managing
money, releasing the money when it is needed and its effective utilisation. Asa
discipline, it is concerned with determining value and making decisions. As
poted by Farlex Financial Dictionary (2012), it is the study of money and how it
is u.sed' It considers the relationship of money to time and risk. One of the
;T:IH S,Ubsfets of finance is the study of credit and banking, in relation to holistic
ys1s Of m 2 : : p
issues, such a:Ill?:v iﬂf a::g; Sl-(ci Finance may deal with personal or corporate
performa certainack. ividual or company acquire the money needed to

The evolution of fin
: ance could be tra : . g :
economics has progressed from be traced toa field in Economics. Financi2
associated wit

Finance has t

Tl)m. In the 1950s, the finance field
e analytical method and traditiona!

T
Y termg embe(;dw}u?h the theories of corpordt®
ed in the various definitions of
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finance - value, decision, time, and risk, among others, is good pointers to the

history of finance. Various sources indicate that finance is roc ted in man's
desire to control resources, politics and exercise dominion.

25.3 Key Elements of Finance
25.3.1 Cate gories of Finance

Three categories of finance can be identified, namely: personal, corporate and
public finance.

i Personal financeis a branch of economics, finance and management that
incorporates general principles of decision-making and the management
of financial resources of the individual and family. It involves the
application of principles from a variety of disciplines, such as economics,
sociology, psychology, adult learning and counselling, to the study of
ways that individual, families and households acquire, develop and
allocate monetary resources to meet their current and future financial
needs (Hira, 2009).

ii. Corporate Finance: Corporate finance is a branch of finance dealing with
the sources of funding and the capital structure of corporation and the
actions that managers take to increase the value of the firms to the
shareholders as well as the tools and analysis used to allocate financial
resources (Jesen and Smith, 1984).

i, Public Finance: Public finance is a branch of finance that relates to
sovereign states and sub-national entities (states/provinces, countries,
municipalities, etc.) and related public entities (e.g. school, districts) or

agencies.

25.3.2 Sources of Finance

Sources of finance are many and diverse. Depending on the category of entity
involved, i.e. individual, corporate or public, these include savings, borrowing,
statutory allocations, grants and revenues taxes.

i. Savings: For individuals, finance can be sourced from cooperative
associations. To be eligible to borrow, such individuals must participate in
compulsory savings. In the informal sector, individuals can come together
and agree to be saving a specified amount of money usually on monthly
basis and each member can collect the total amount contributed 1n
rotation at the end of each month. This method is variously called gjo,
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Africa, as noted by Hartiq (2008) annual infrastructure requirements are
estimated to be between 17 and 22 billion. The crippling effects of these
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Statutory Allocations: In a federal system, all revenues accruing to a
country are shared among the federating units based on revenue allocation
formula. In Nigeria, the sharing formula (in percentage) is shaped by the

political and economic climate over the years, as shown in Table 25.1.

Table 25.1: Sharing Formula for Revenue Allocation among the three

tiers of Government in Nigeria

e 1994-98  99-2007

Abacha  Obasanjo  2000-2010

Allocations 1988 1989 1990 1991 1992 1993 era era

“Federal 55 55 50 S0 S0 485 485 413 52.68
State 325 325 30 30 25 24 A4 3] 26.72
LGA 0 1 15 15 20 20 20 16 20.60
Special Fund - & - = = - 75 o _

Source: Compiled from Lukpata (2013)

1v.

iv.

Grants: Grants are aids, in monetary terms, disbursed by a higher or well-
positioned authority, say federal government, to a subordinate body, like
state or local government or even an institution. Such funds are non-
repayable and are meant to tackle pressing needs, such as Ebola disease
outbreak in Lagos, or rehabilitating flood victims or victims of insurgency in
north- eastern Nigeria. Grants can also be disbursed to individuals to pursue
research or develop business. The Tertiary Education Trust Fund (TET
Fund) has been giving grants to tertiary institutions for infrastructure
development. The Youth Enterprise with Innovations in Nigeria (YouWiN)
programme was established by the Federal Government. It is meant to
generate jobs by encouraging and supporting aspiring entrepreneurial youth
in Nigeria to develop and execute business ideas that will lead to job creation
through funding of successful business proposals by the awardees. Grants
are, however, not dependable and reliable, they are subject to the whim and
caprices of the government in power.

Intemauy .Generated Revenue (IGR): This represents revenues accruing
from activities or services rendered by public agencies. These include taxes,
rates‘ and levies that are charged or imposed on services or on citizens to
PYO‘{lde or maintain services. The concurrent and exclusive functions and
services to be performed or rendered by the states and local government areas

are clearly spelt out in the nation's constitution. The Constitution
empowers the local government areas, for instance, to charge:
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Property tax: If properly hamessed, property tax is a veritable source of
revenue for local authorities. To tap it requires the commitment of resources in
street naming, house numbering, training and preparation of cadastral maps,
Borrowing from the Financial Market: As observed by the UN-Habitat (201 3),
the access to domestic and international finance is not easy for many
municipalities, which do not always have borrowing power. However, some
municipalities in the developed countries have attaimed the level that grants
themaccess to the financial market. This brings us to the concept of 'charter city."
Public-Private Partnership Financing Options - Public-Private Partnership
(PPP) simply refers to contractual arrangement between the public and private
sectors to achieve well-defined and shared objectives in a well-managed, cost-
effective, efficient and sustainable manner (Oni and Akinbinu, 2005). In the
early 1970s, it was once believed that, in Nigeria, “money was not the problem
but how to spend it.” The “Low Profile”, “Austerity Measures” and “Structural
Adjustment Programme” policies that followed in the 1980s through 1990s
soon taught the nation that government has no business doing business; the
era of privatisation and public-private partnership has now dawned in Nigeria.
These developments have led to tremendous improvement in infrastructural
development, particularly in the education and telecommunication sectors in
the country. For instance, the number of private universities has increased from
twoin 1999 to 25 in 2012, while the entrance of private telecommunication firms
has tremendously improved tele-density value from 1.891in 2002 t0 91.15 in 2013
(NCC, 2014).

Various PPP models are now available through which public utilities and

infrastructure can be financed without putting stress on the government,

These options have been comprehensively listed and defined by the United
States General Accounting Office (1999) as follows:

(@) Build-Operate-Transfer (BOI) or Build-Transfer-Operate (BTO): The
private partner builds 3 facility to the specifications agreed to by the
public agency, operates the facility for a specified time period under a
contract or franchise agreement with the agency, and then transfers
the facility to the agency at the end of the specified period of time. In
most cases, the private partner will also provide some, or all, of the
financing for the facility, so the length of the contract or franchise
must be sufficient to enable the private partner to realize a reasonable
return on its investment through user charges.

At the end of the franchise period, the public partner can assume
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and allocate additonal prosect nisk to the private sector. It also reduces
confiict by having a single entity responaible to the public owner for
the design and construction. The pubix sector partner owns the assets
and has the responsibiity for the operation and maintenance.

\ Diessom-Buald Mansan (DEME A DBM i sumalar to a DB except the

maintenance of the facility for some period of time becomes the
responsibiity of the prvate sector pariner. The benefits are sumular to
the DB. with maintenance risk being allocated to the private sector
pertner and the guarantee expanded to indude maintenance. The
public sector partner owns and operates the assets.
Deesisn-Build Openate (DBOE A single contract awarded for the
desion, construction, and operation of a capital improvement. The
titke to the facility remains with the public sector unless the project isa
design-build-operatetransfer or design-build-own-operate project.
The DBO methad of contracting is contrary to the separated and
sequential approach ordinanly used m the United States by both the
public and private sectors. This method involves one contract for
design with an architect or engneser, followed by a different contract
with 2 builder for project construction, followed by the owner's taking
over the project and operating it
A simple design-build approach createsa single point of responsibility
for design and construction and can speed project completion by
fndﬁmmt}rmtrhpofﬂledesignandmnshucﬁonphases of the
project. On a public project, the operations phase is normally handled
by the public sector under a separate operations and maintenance
agreement. Combining all three passes into a DBO approach
maintzins the continuity of private sector involvement and can
facilitate private-sector financing of public projects supported by user
Developer Finance: The private party finances the construction or
expansion of a public facility in exchange for the right to build residential
housing, commercial stores, and/or industrial facilities at the site. The
private developer contributes capital and may operate the facility under
ﬂtq&aﬁgbtofﬁrwmtﬂledaebpermﬁpﬁ@tmuseme
facility and may receive future income from user fees.
While developers may, in rare cases, build a facility, more typically they
mmafeeﬁmﬁmdtopmdusecapadtymmcxisﬁngfmﬂi@
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Enhanced Use Leasing

loper financing may be
cific local circumstances.
(EUL):EUL1san asset management programme
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Lease-Develop-Operate (LDO) or Build-Develop-Operate (BDO): Under
these partnerships arrangements, the priv'ate part:y leases or buy'; an
existing facility from a public agency; invests its own capital to
renovate, modernize, and/or expand the facility; and thf.:n operates it
under a contract with the public agency. A number of different types

of municipal transit facilities have been leased and developed under
LDOand BDO arrangements.

(m) Lease-Purchase: A lease-purchase is an instalment-purchase contract.

Under this model, the private sector finances and builds a new facility,
which it then leases to a public agency. The public agency makes
scheduled lease payments to the private party. The public agency
accrues equity in the facility with each payment. At the end of the
lease term, the pu-bh'c agency owns the facility or purchases it at the
({;JStOfaIl}' remaiming unpaid balance in the lease.
nder thi acili ; :
iy ag;z;fi?gt;f:;n_b Tedfamlllty may be operated by either the
fvate developer during the t AS€

P i g erm of the lease.

e been used by the General Services

ing federal office buildings and by a number of

nental
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o) Tax-Exempt Lease: A public partner finances capital assets o faci;
1 I Tacilities

by ml‘ﬂl‘_ﬂ-‘“ ng funds fmm "‘-1 prbake mnvestor or financial institution. TH
private partner gEI}Equ} acquuires title to the asset, but thep, transf N
to the public partner either at the beginning or end of the lce:as-‘:S teei-srnlt
The port'm:q?~l of the lease payment used to pay interest on the Capitai
investment is tax exempt under state and federal laws. Tax-exempt leases
have been used to finance a wide variety of capital assets, ranging from
computers to telecommunication systems and municipal vehicle fleets.
Turmkey: A public agency contracts with a private investor/vendor to
design and build a complete facility in accordance with specified
performance standards and criteria agreed to between the agency and
the vendor. The private developer commits himself to building the
facility for a fixed price and absorbs the construction risk of meeting
that price commitment. Generally, in a turnkey transaction, the
private partners use fast-track construction techniques (such as design-

build) and are not bound by traditional public sector procurement

regulations. This combination often enables the private partner to
in significantly less time and for less cost than

could be accomplished under traditional construction techmques.
d ownership of the facility can rest

In a tumkey transaction, financing an '
with either the public or private partner. For example, the public ageplc(::
might provide the financing, with the attendant costs and r1§ta];
Alternatively, the private party might provide the ﬁnim?ﬂjl itC;lPl
generally in exchange for along-term contract to operate the Tactity:

. : ' and
PPP has been used successfully m implementing pr(?e(;tiojects
programmes in cities across th

e world. Examples ©
implemented and options used can be seen in C40 (
Leadership Group) best practice green«

complete the facility

ity projects, listed In Table 25.2
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“Best Practice” Projects

e —
AW ce Concession
Table 252 040 : Country 5 —
W City
Activity

Sector France i;II;I;
- , figid Paris
Bicycle sharing t e l.JK‘ PPP
b . Spamn o
Barcelona Norway PFPP
Oslo e PP
Lyon ™ PPP
Stockholin bw]e. e PPP
Brussels geagi;‘:l PPP
- p
- t SCVIHE PPP
Transpor Dublin Ireland " NGO
Copenhagen ]?eim]alzl;ia In-house
Bogota = 1,:11;] Procurement
Bicycle paths Smc}.:hdm {Sj‘gi In-house
Congestion Austin
change li Procurement  Supply & Install
Energy Renewable Melbourne Aus?tra 1a el Frec il atina,
* energy supply  Rizhao China subsidy
: i Regulation
Barcelona %l;?in Erlljlciise
i Chicago
R RS Collncer%hagen Denmark In—hqusc
Public
Tokyo Japan e
Street lighting  Los Angeles USA PI}"P ESP
Berlin Germany o= EPC
Buildin Energy savings London UK
e Stuttgart Germany In-house
Paris ['rance PPP Prl1
Urban Dongguan China PPP
development
Waste Waste Gothenburg Sweden PPP Management
management Sydney Australia PPP contract
Dhaka ' Bangladesh NGO BOO
Water Water Tokyo Japan In-house
distribution Emefuloni South Africa  PPP Regulation.
Austin USA Public subsidy
Source: Adapted from Merk et al. (2012)
(@) Charter City: Thisis an innovative best practice typified by Californian

cities in the USA. A Charter
affairs and its charter IS su
‘municipal affairs’. As succine

City assumes full contro] over its own
penor to state laws in areas termed

tly put by League of Californian Cities,
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bemg run as a local government and arguments for mayoralty st:
municipals have not succeeded. M
As it 1 today Nigena, there is conflict between the city and stat

administration as regards taxes and rates collection and consequently in so:;z
cases, the atizens and companies suffer from double taxation. Usurpation of
functions is noticed In the Federal Capital where the Federal Capital
Development Authonty (FC DA)administration has taken over a vital function of
the Buant Area Council (BAC). The FCDA collects tenement rates and land
survey feesand only remits 10% ofits IGR to BAC as its own share of the revenue,

»5.5  Implications of Finance for Urban and Regional Planning
Education

The planning curricula - professional and academic-contain courses on
profect planning and financing, physical development and planning, project
planning and evaluation, among others. The contents of these courses are just
the minimum standards which give room for further enrichment as new ideas
are unfolding. When the teaching staff see these contents as complete in
themselves, then there is a grave danger - we will be producing professionals
and academics with obsolete ideas.

In recent vears, innovations, which need to be incorporated into the
existing curricula have surfaced. People who are familiar with the UN-Habitat
hterature would have come across terms like ‘Participatory Budgeting',
'Knowledge Management', 'Good Urban Governance', Public-Private Partnership
in Urban Development, ‘Sustainable Cities Projects' and several 'Pro-Poor'
programmes. Apart from these, there are many projects and collaborations into which
cities can tapand which are not being vigorously pursued. Theseinclude:

-  SmartCity

_ WACLAC-World Association of Citiesand Local Authorities Coordination.

_  TULA-International Union of Local Authorities

—  UTO-World Federation of United Towns

_  ICLELInternational Council for Local Environmental Initiatives

- CCP-Cities for Climate Protection Campaign.

_ WSSCC-Water Supply and Sanitation Collaborative Council;

- CITYNETRegional Network of Local Authorities for the

Management of Human settlements etc. (UN-Habitat 1995).

The planning curricula should reflect these developments. Planning staff
in government and in planning schools should update their knowledge in these
areas. Furthermore, the annual Mandatory Continuing Professional
Development Programme should include training on some of these issues.
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