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Fiscal impact analysis in the context of growth is the
study of the effect of a partlcular development or devel-

+ opment alternatives, or of Certain _policy alternatives, on

government expenditures: and revenues.. While such -
‘studies are occasionally done to identify the |mpacts on
all levels of government, the interest of an impacted

communlty is usually to determine the effect of develop- :

‘ment on local government expendltures and revertues,
Yi.e., on the expenditure$ and revenues of the: COUﬂ'[IeS‘
mumcnpalmes gnd school districts inthe impact area— .
and ultimately on the tax levied by these jurisdictions.

This discussion “begins ‘with some possible objec-
tives and uses -of fiscal impact analysis and illustrates
,how fiscal .impact studies are commonly -done. The
reasonableness of, some ‘common assumptions .about
the impact of population on. $pending and nonproperty
tax revenues is examined, and the effect of different as-
sumptions on fiscal impact- estimates is shown by -ex-

" ample. The discussion concludes with some quektions

“to ask in evaluating both methods used to. estimate
fiscal impacts and the. underlying design of a flscal
|mpac’rstudy o

Fiscal impact’ analysis can be guided by different ob-
jectlves 1f a county is considering a'hew general plan,
it might want to know the fiscal impact of implementing
that plan as opposed to not implementing it. What 9
changes in expenditures ‘and revenues will adoptmg\
.- that plan entail? A ‘fiscal study. can also be ysed.for
estimating the impact 6f a large’ project on the county.
If a developer is plannmg a large subdivision, it may be
desirable to estimate the possible” effects: on county
_expenditures and revenues: In addition, fiscal analysis
may be useful in estlmatlng the impact of a change in
state or federal policy (for example, Staterde agrieul-

P

There is no one method of flscal impact analys:s ap-
propriate for all situations. A study to estimate the tax
rate in an impacted community would not necessarily

use the same method as a study to geterminé the effect - )

of a change in state tax policy. The method used Will
depend on.the objectives of, the ‘analysis; the local sit-
“uation, and the quallty of the |nformat1on avallable to
.the analyst s S o oo :
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Usmg sen51t1v1ty analy51s

' A number of expendrture and\revenue estimates are
possible, even for a g|ven objective’ For |hstance,<est|-

volvés estimating the number of school children’ per
" dwelling unit at some future date. Clearly no one knows
N what thrs ‘numbef will be or even the best way to, esti-
, mate it. The pr01ected expendltures and revenues, how-
\ ever, depend- .upgn this number.: When the value 'of a_
.critical number cannot be, closely estr,mated it is often
" useful to take-different values Within a reasonabjé range
“'and see how estimated expenditures and revenues aré

. affected. Th|s is ‘called sensitivity-analysis. L

‘.. .- Fiscal |mpact analysis can be seen as—-andots Often '
-used as—part of an advocacy process. Analysts’ may 4
choose the estimate of the number of school childrén

* that leads to results most strongly supportlng their po-

~

\

-

choose the estimdte of the -number: of school (Children,

for example, thatseems most reasonable .and draw ap-

propriate conclUsrons about school “expenditures and

revenues. and taxes. Sensitiyity analys|s can also h|gh-
o "~ light the variables that are ‘most .critical and important
to the studys conclusuons » Y s
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An example AR

** . Fiscal impact studies commonly attempt {o estimate the
_effect of a_given development on the local. tax rate. Tot

begtn this, two relationships must be specitied: (1) the - -

.relationship ‘between the development and local gov-
ernment expendltures and (2)"that between the devel-,
” opment and local government nonproperty tax revenues.
- Nonproperty taxfevenues includé fees ant,‘l charges;’
' and federal aid istate aids. The difference between the

tofal costs and nonproperty tax revenues_is the esti- -

mated. tax levy needed to support local government
ot - Services. Thrs levy divided by the néw total assessed

¥

lp' .

property tax pate.

- 1

. . Am eXample of’ th|s approach to est|mat|ng fiscal
' * impacts is shown in.Table 1 for a city of 2,000 people-

*and a development that i, expected to' increase city

' . population by 1,000 and city assessed valugtion by

" $50,000,000 by 1985: Thé current city tax levy ($64,000)

~ < .
- . l ~

-

v divided by the® current assessed valuatton of $50 mil- -
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‘Table 1. City tiscal impact. N
’ . . v , b
N \ linfpact of o
L R . 1,000 new . - g
N ¥ J . 1978 residénts 1985
! P . . i . :
- costs. $ 224,000 '$ 112,000 $ > '336,000
; —nonproperty . o s -
tax, revenues .., © 160,000 &0\000 v 240, 000
o tax levy . . $ - 64000 . . r$ 967000 ,
* assessed valuatnon $50,000, 000 . $50,000,000 $1 00,000, 000
tax rate/ ey
ot $1 000 AV $].28 "., o -$:96 -

N

‘mating school expenditures arid revenues usually in- ~

sition. With sensttrvtty analysis, the .Aon-specialist can - -

valuatlon of the’ jurrsdrctron -equals the estimated new ..
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lion ytelds the current tax rate ‘of $1 28 per $1 OOO as-
‘sessed .value. The new development is "estimated. to
.increase Gity expenditures by $112000 and City rev-,

~

< enues by $80,000 by 1985, yielding-a 1985 tax levy. of *

$96, OOO Because the development is estimated to*have
a larger proportlonal effect on assessed value .than on
. thetax levy, fhe tax rate in 1985 i3 estlmated to be lower
than the ‘currént (1978ytax fate. The lmplrcatron is that
, the development wrll lead to lower taXes for exrstmg
resrdents T .
What are the cntroal relationships’ whréh underlre

th|s analyS|s—and how reasonable are they?

.
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‘Two cr1t1ca1 relattonshtps

Growtlr and . Jocal government expendrtures A coin-
mon assumptiory, made 'in estimating local governmeént:

.“constant in the_codrse of growth. In Tahle 1, the an‘
alyst dtvrded current Gity expendltures ($224 000) by
current p0pulat|on (2,000) and found ‘that, current city
expenditures were $112, per capita. The analyst multi= -

plied this figure by the estimated population’ increase ,

(1 ,000). to obtain the estimated impact, on local govern-
* ment spendtrfg ($112,000). - ’
. ‘Begause different analysts have different objeottves
t and different perceptions of how expendrture decrsrons
“are mdde at the local level, there is no one accepted
procedure for estimating expenditures. - o
- Two passible objectlves in-spending" ‘estimation are:
(1) to estimate wh,at expendttures are likely- to tbe
“with"’ and “without!’ development (not contrelling for:
dtfferences in the qualrty of servrces under the two al-
* ternatives), or A
- (2)to estlmate what expenditures would have to be’
o maintain 'some standard of service qualrty or con-
sumer satisfaction (not attempttng to predrct the mostt
l|kely expenditures). :
'The lafter is the commonly state‘d objectlve in flscal

A

_relevant to’local governments. In the: absence of any
.meaningful indicators of service quality or satisfaction’
with services, cufrent per capita expendrtures has been
used as the usual measure of spendlng necessary- to
maintain a constant lével of servige. e

Current per- capita expenditures may not produce a’
very: good estrmate of either most likely expénditures

-t

impact studies, although thé former is usually the | more '

-

\

expenditures Is that per - .capita expendltures remain -
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,or expendltures necessary to maintain a constant level o

NN

of sattsf“actton—wrth or without -development. ,
e In many states, there ‘Are limitations on the ameunt

’

-~ of property, tax a -local government may levy without-

voter approval. In Oregon, for éxample, the.local
“property tdx levy can only increase by 6 -percent each
year (with eertain excepttons) unless voters authonze
‘a levy outside that amount. i voters in‘a particular lbcal--

ity have been reluctant to dpprove levy, measures in the -

- past, the most llk\ely eXpendltures may be thosg per-
mitted! by allowmg pr0perty taxes' to |ncrease by only 6
percent.per year. , A

In localities’ in wh|ch there is relattvely little “citizen
resistance to tax levy measyres, the most likely expendr-

-~

~

-ture per capita with development may be-that spent by :

\the average crty, county or schoaol district of the size the
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R expendltures mrght well be higher for large-cities than
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-Figure 1.
cities (1972 Censusrol Govern?nents)
af/ected IocaI /unsd/ct/ons would become vy/th deve/op
ment, We know that as'local governments,get larger,
- they pay" higher average salaries, use less voluntegr
r labor, and hold higher levels of pet capita- long term
clebf\ This would lead one to speculate that f capita

!

v, v

.small ones, What is the, evrdence onthis issue? |
Data on expendltures per caprta for cities of,drffer-
ent stzes if 1972 suggest that city expenditures per
*~ capita increase with city size: Whether growth leads
- to higher per capita expenditurés in any given casé de-

" pends on many factors, but it.is clear from Figure 1 that, ™

on the average la‘rger cities spend more per capita than
" smaller ones.

~.In rapldly growtng areas, “it is common for govern-

ments’ to need'to build ‘néw capital facilities, such_as’

. schools and water and‘ sewer system expanstons The '

»

common .practice in fiscal impact studies of using. peﬁ
‘capita operating éxpenditures to estimate spending
-often allows the analyst to ignore these capital expendi-

- tures. An lmp|lClt assumption behind using current per '
caglita: operating expenditures. as the 'only estlmate is . ¢

/

. 1 sumptlon’ that per capita expendltures remain con-.

<N

1971 197,2 .per capita general expend/tqres lor US .

erther that. major capital expansions are not necessaryb

- with the development or that if made they will be fi-
nanced in a way which'is costless to current residents.
Because large capital projects _such as ;sewage’
treatment plants are often financed partly, by one-time
.charges to new residents and by debt paid for by
fnopthly fees such’ expendttures are” “often not explicitly
estimated in fiscal impact studies, or if they are esti-
mated are assured not to affect taxes or gurrent -
' residents. Increases in monthly water and sewer fees,
however affect GX|st|ng residents—and longtesm debt
is often partrally tax- suppbrted as well.. 0
Fiscal “impact, studies “$hould expltcrtly |dent|fy
_whether the deveIOpment is expected té generate a
need for major cédpital investment and, i so, the im--
“ pact to’ exrsttng residents of -alternative, f|nanc1ng for -,
expenditures. Whether the expenditures are financed by
‘taxlsupported bonds, increases in monthly utility fees
or one-time. charges to new mdustrles and resrdents

- B

LY

\

- \
deter’rhrnes/the ‘impact on' spehdrng “borne- by existing -
residents. In cases where development requires new ¢

=capital investments,; exctysive reliafcé on_currént per

" capita’ expenditures to measure thé Jmpact of growth
on local',government spendlng is not satisfactory: a.
separate. analysis is needed -to ‘capture’this |mpact\

All of these th|ngs suggest that.the common as- -

)

~ 1

stant for large incréases in populatron is’ urifounded.
Studies based.on this assumptron are-probaply under-,
estrmatlng the” expendltures associated with growth

, A '

-Growth and -local government nonproperty tax rev-

.

, lf the analyst had assumed voter resistancé to tax in-

[

.enues. A parallel -agsumption to the oné commonly .

made about local government\spendfng is made about-

) 2 nenproperty tax. revenues: that they remain.constant on .

a per capita basis with growth. This-‘assumption might
be expected to be’more valid, int that many, state-rev:
enues are d|str|buted on a per oap'rta or per pupil basis.
It is clear from Flgure 2, however, that nonproperty tax
revenues (lntergovernmental revenues .charges, and lo- ,
calnonproperty taxes) do incréase on a per capita basis
. as cities get-targer.» While charges do-Yfot show much
sincrease dn a. per capita basis, pef. capita mtergo,vern-.
‘mental‘revenues and Jfocal honproperty taxes |ncrease'
. substantially, bartlcular‘ly for large crtres '
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thure 2. 1971 1972 per cap/ta general nonproperty, tax revenues
" for U.S: cities (1972 Cens’us of’ Governments) N
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These figures, of course are ave’rages—-—aqd there
.is considerable variation within gach.size' group and .
. across states. Changes in. nonproperty tax revenues >, _-
“ under growth gonditions depend on many things; buton - °
,tllte average, rionproperty tax revenues iricreasg as city
size increases. An assumptton that they are constant on
f_a per cap|ta ‘basis may. tend to understatethe nonprep-
erty tax inecreases which occur with populatron growth. ,-
The Ievel of .service charges and fees is, of course,
. a vdriable whi¢h is under the control of the local-gov-
" efnment. Local pollcymakers can consciously manrpu-
" late this level in éxder. to.shift the burderi of new de-
velopment from taxes.to service charges—and/or from~
4 existing resrdents to new, resrdents . ' ’

-

/-

A

tc‘oncep't tax increasgs expenditures expen‘dituresu
- .. ($112/cap) ($14'0/cap)“J
* N With-development’ $307,840 . $336,000°

" Difference between

> made-in the example in Tabje 12 Table 2 shows the

. taxes would be expectedto decrease by $.60 per $1,000
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The assumption that per capita cos,ts, and: TEVENUes \-
remain constant in the course. of growth may tend:to un-
" derestimate both L.expenditures and revenues.- Do these
assumptrpns really make a dlfterence? “‘

v L
t

thferent assumpttons
yteld different results .

.creases or had assumied per captta expenditures of-
crtpes at the with: development size instead of ‘cutrent
"per caplta expenditures, what djfference’ would it have -

effect of usrng thesethree different. expendlture cony
cept’s on . the estimated tax rate with development .
" Undér the “voter re'lu,qtance expepditire ‘concept,

/ .

-~

Table 2. - Gity fiscal impact undet three expenditufe’éonoepts. .
L c VR ~ o
, voter. - “with- ..
4 ~reluctance tcurrent per "develgpment |
Y expenditure ~ , 1@ approve = caprta size per capita .

- $420,000
expendrtures - b T T
“(1985) \ ., P . L ) o
With-development * - $.68/$1,000 $.96/$1,000 $1:80/$1,000,
tax rate (1985) D ' "
. .

current tax rate » ’
. (81.28/%1,000) and

tron Three, conslderatlohs prompt this concern

P

/

method of using' current per capita expenditure esti-

nrates, results in an estlmated tax decrease of $.32 per.
"$1000 AV. Finally, ustng average per capita expendi-

tures fora city in the size class.that the crty\would be in
with development Yesults in an -estimated ‘$.52 per.:

$1,000 AV increase in the' tax rate. Expected nonprop-
erty tax revenue and assessed valuatron assumpttoms
. are the same in'each case’ Clearly, it does make a dif-
. ference whrch method is used tQ estlmate expendr-
Y tures. :

& -
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Have the rtght” questtons

been asked? -

To this pornt discussion has focused on whether the
assumptions underlying commonly used methods of es-,
timating fiscal impacts are-appropriate to answer the
question: whafis the likely,impact of a development on .
_local government tax rates when the constructlont’rs N
* “finished" {or_at some other pomt in time)?.

assessegd value (AV}' from current levels. The/commori» .

7

e
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It must be asked whether this is the "nglrt” ques- -

\

-1 ) The fac;t that tax.rates decrease may nbt ‘mean
that tax bills will decrease
. sesskd valuatlon’ of existing burldrngs to |ncrease with
development lf the fiscal impact study iS attemptrng 10.
estimate the impact of a development Qn exrstln'g resi-
dent itaxpdyers, the analysrs should' includedap esti-
~ mated impact on an average tax bill, ndt just- on tax
rates. This requrres estimation of one additioral rela-.

it is common for the, as-

", 1985-with-_ " - 4 - B t|onsh|p the effect of growth on the average assessed '
feve'fipmem , $66. 5.32 I Lo.52 ' value of existing residences.If development causes the
) e, M ' T assessed value of the home of ‘an exrstlng resident. to )
. f " - -~ 4
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. Figure 4.
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'increa’se by proportionately more than the tax-rate de-
creases, the net impact would be that the development

" would increase-taxes paid by existing residents. . .

(2) Fiscal problems associated with growth are often
cash flow problems. JThe revenue which development

«brlngs often comes conS|derany later than-develop-

ment-induced spending: For example, many state and .
some federal revenues are distributed on a per capita

basis, but there is sometimes a considerable: lag be-

tween the arrival of new populatlon and the time the,

population becomes officially recognlzed There is often,
a further lag before the revenue is received by the locat -

government.

Furthermore, the population- |mpact is often sudden N

and of short duration (see Figure 3). Additional school. .
chrIdren comé during the construction phase; however,

‘often the néw development does not.pay ‘the property
taxes needed to pay for their education until-the con-

structlon phase is over. Examination of post-construc-
tion-phase impacts dogs not provide the information
needed to cope with short-run cash flow pro.bIems

(3) In some cases, “future( without-development rev-

enues may be quite different from current expendi- .

tures and~revenues. In the example in Table 1, 1985
with-development expenditures "and revenues were
compared with 1978 expenditures and revenues to de-
termine the 1985 with-development levy and tax rate.

The actual impact of the development however, is the.
ditference between 1885 -with-development expendiv
tures and revenues -and 1985 W|thout development ex-
penditures and revenues. .

" An example may clarlfythls Consider the casé of

the town in the earlier example which is anticipating-a

development expected to increase population by 1,000.

.The sewage treatment plant is “estimated to be able to y

serve 3,200 people. The effect of these additional 1,000
people on |ocal government expenditures and revenues
‘would be very different if the town grew even without

,development than it would be.if the town’s population

were stable’without deveIopment (Figurg 4.) .
If operating expenditures per ‘apita are in fact dif+
ferent at different population levels as suggested ‘above,

“then the popufation growth of 1,000'in (a), would have a

different (lower) expenditure impact .than pOpU|atIOﬂ‘

*growth of*1,000 ln (b) Slmllarly the, add|t|on of 1,000

' : %
4.oool- ’ N ’ . ,
sewage treatment 4 I -
- plant capa%crty : “.—
T P S A A DO P P . LR
3poof . : o ‘ae e-\’aopme“ e

-y s -
i hout development

v

population
~N
[=]
+ 8

1000

\ . P g

\ 1978 , oy 1985

lrom a development pro,ect (a) reflects the assumption that the
population would' remain ‘constant without the develgpment, (b)
assumes a certa/n population growth without development ‘

.
’

i ' - N\

Impact of rapid populat/on increase ol 1, OOO tesulting h

~a

i

A -
f \ ' -
~ : 2 ’ -
- )

~ people in situation t a) would not generate the need for

a sewage treatment plant, whereas an equal pop[JIa-
tion growth in’'(b) would generate such a need with its
attendant'expenditure impact.” .

Finally, it “different rates of growth have drfferent
effects on the assessed value of existing propefty, one
might expect. the existing residents to end up with dif-

ferent tax rates and tax bills in the twa situatigns. -

ﬂSummary o

Fiscal impact analysis is the study of the effect of deveI-

. of dlfferent assumptions on esti

oooooo’o‘&o
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opment (or pollcy) alternatives on government expendi-
tures and revenues and on taxes. There are a ndmber of

pOSSIble uses or objectives of fiscal impact studies, and |

there' is no oné-method of analysis appropriate to all
problems Sensitivity anaIysrs aids understanding of the
critical assumptlons underlying the study and-the effect
ating expenditures and
‘revenues. Sensitivity analysis of critical assumptions is
an-important part of.a fiscal impact study.

Estimating expendltures and revenues of looal gov-
ernments under growth conditions is difficult. Reliance *

on ‘curreht per caplta operating expendltures to
measure thg impact of growth on local - government
costs may well underestimate the spending associated
_with growth In desrgnlng and evaluating fiscal impact
studies, the acronym OMA may help. Does the study
cléarly specify its Ob/ectrves Methods, Assumptions?

Community leaders: can crlthalIy evaluate the infor-
mation contained-in fiscal lmpact studies by asklng the
analyst questionsg about:

* how expendltures and’ nonproperty tax revenues are
estimated,; .
® how:ax bills as well as-tax rates would be. affected;
* what assufmptions were made about time Iags ll'l ex-
pend|tures and_revenues; .
e what assumptlons weére made about the W|thout-
' development situation.  -.
Community leaders can use these ,questlons in the
' -design and evaluatior’ of fiscal impact studles to insure
that the analyS|s they receive is useful to them

The author~s ‘acknowledge the partial support ol the Farm Founda-

tion and the Western Rural Development -Center, and the heiplul
comments.ol Ronald Faas, Washrngton State Universjty and Neil
Meyer, Unrversrty of Idaho. ’
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